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NOTE 

Statements of Position on accounting issues present the 
conclusions of at least two-thirds of the Accounting Stan-
dards Executive Committee, which is the senior technical 
body of the Institute authorized to speak for the Institute 
in the areas of financial accounting and reporting. State-
ment on Auditing Standards No. 69, The Meaning of Pre-
sent Fairly in Conformity With Generally Accepted 
Accounting Principles in the Independent Auditor's Re-
port, identifies AICPA Statements of Position that have 
been cleared by either the Financial Accounting Standards 
Board (for financial statements of nongovernmental enti-
ties) or the Governmental Accounting Standards Board 
(for financial statements of state and local governmental 
entities), as sources of established accounting principles in 
category b of the hierarchy of generally accepted account-
ing principles that it establishes. AICPA members should 
consider the accounting principles in this Statement of Po-
sition if a different accounting treatment of a transaction or 
event is not specified by a pronouncement covered by rule 
203 of the AICPA Code of Professional Conduct. In such 
circumstances, the accounting treatment specified by this 
Statement of Position should be used, or the member 
should be prepared to justify a conclusion that another 
treatment better presents the substance of the transaction 
in the circumstances. 

Copyright © 1998 by 
American Institute of Certified Public Accountants, Inc., 
New York, NY 10036-8775 

All rights reserved. For information about the procedure for 
requesting permission to make copies of any part of this work, 
please call the AICPA Copyright Permissions Hotline at 201-938-3245. 
A Permissions Request Form for e-mailing requests is available at 
www.aicpa.org by clicking on the copyright notice on any page. 
Otherwise, requests should be written and mailed to Permissions 
Department, AICPA, Harborside Financial Center, 201 Plaza Three, 
Jersey City, NJ 07311-3881. 
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SUMMARY 

This Statement of Position (SOP) applies to all nongovern-
mental not-for-profit organizations (NPOs) and all state 
and local governmental entities that solicit contributions. 

This SOP requires— 

• If the criteria of purpose, audience, and content as 
defined in this SOP are met, the costs of joint activ-
ities that are identifiable with a particular function 
should be charged to that function and joint costs 
should be allocated between fund raising and the 
appropriate program or management and general 
function. 

• If any of the criteria of purpose, audience, and con-
tent are not met, all costs of the activity should be re-
ported as fund-raising costs, including costs that 
otherwise might be considered program or manage-
ment and general costs if they had been incurred in a 
different activity, subject to the exception in the fol-
lowing sentence. Costs of goods or services provided 
in exchange transactions that are part of joint activi-
ties, such as costs of direct donor benefits of a special 
event (for example, a meal), should not be reported 
as fund raising. 

• Certain financial statement disclosures if joint costs 
are allocated. 

• Some commonly used and acceptable allocation 
methods are described and illustrated although no 
methods are prescribed or prohibited. 

This SOP amends existing guidance in AICPA Audit and 
Accounting Guides Health Care Organizations, Not-for-
Profit Organizations (which was issued in August 1996 and 
supersedes SOP 87-2, Accounting for Joint Costs of Informa-
tional Materials and Activities of Not-for-Profit Organiza-
tions That Include a Fund-Raising Appeal, because the 
provisions of SOP 87-2 are incorporated into the Guide), and 
Audits of State and Local Governmental Units. 
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This SOP is effective for financial statements for years be-
ginning on or after December 15, 1998. Earlier application 
is encouraged in fiscal years for which financial state-
ments have not been issued. If comparative financial 
statements are presented, retroactive application is per-
mitted but not required. 
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FOREWORD 

The accounting guidance contained in this document has 
been cleared by the Financial Accounting Standards Board 
(FASB) and the Governmental Accounting Standards Board 
(GASB). The procedure for clearing accounting guidance in 
documents issued by the Accounting Standards Executive 
Committee (AcSEC) involves the FASB and the GASB re-
viewing and discussing in public board meetings (J) a 
prospectus for a project to develop a document, (2) a pro-
posed exposure draft that has been approved by at least ten 
of AcSEC's fifteen members, and (3) a proposed final docu-
ment that has been approved by at least ten of AcSEC's fif-
teen members. The document is cleared if at least five of the 
seven FASB members and three of the five GASB members 
do not object to AcSEC undertaking the project, issuing the 
proposed exposure draft or, after considering the input re-
ceived by AcSEC as a result of the issuance of the exposure 
draft, issuing the final document.1 

The criteria applied by the FASB and the GASB in their re-
view of proposed projects and proposed documents include 
the following: 

1. The proposal does not conflict with current or pro-
posed accounting requirements, unless it is a lim-
ited circumstance, usually in specialized industry 
accounting, and the proposal adequately justifies 
the departure. 

2. The proposal will result in an improvement in practice. 

3. The AICPA demonstrates the need for the proposal. 

4. The benefits of the proposal are expected to exceed the 
costs of applying it. 

In many situations, prior to clearance, the FASB and the 
GASB will propose suggestions, many of which are in-
cluded in the documents. 

1. This document was cleared prior to July 1, 1997. In July 1997, the GASB increased to 
seven members. Documents considered by the GASB after July 1, 1997 are cleared if at 
least four of the seven GASB members do not object. 
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Accounting for Costs of Activities of 
Not-for-Profit Organizations and 
State and Local Governmental Entities 
That Include Fund Raising 

Introduction 

1. Some nongovernmental not-for-profit organizations (NPOs) 
and some state and local governmental entities,1 such as 
governmental colleges and universities and governmental 
health care providers, solicit support through a variety of 
fund-raising activities.2 These activities include direct 
mail, telephone solicitation, door-to-door canvassing, 
telethons, special events, and others. Sometimes fund-rais-
ing activities are conducted with activities related to other 
functions, such as program activities or supporting ser-
vices, such as management and general activities.3 Some-
times fund-raising activities include components that 
would otherwise be associated with program or supporting 
services, but in fact support fund raising. 

1. This Statement of Position (SOP) uses the term entity to refer to both nongovernmen-
tal not-for-profit organizations (NPOs) and state and local governments. 

2. Terms that appear in the Glossary are set in boldface type the first time they appear. 
3. The functional classifications of fund raising, program, and management and general 

are discussed throughout this SOP for purposes of illustrating how the guidance in this 
SOP would be applied by entities that use those functional classifications. Some en-
tities have a functional structure that does not include fund raising, program, or 
management and general, or that includes other functional classifications, such as 
membership development. This SOP is not intended to require reporting the functional 
classifications of fund raising, program, and management and general. In circum-
stances in which entities that have a functional structure that includes other functional 
classifications conduct joint activities, all costs of those joint activities should be 
charged to fund raising (or the category in which fund raising is reported—see the fol-
lowing two parenthetical sentences), unless the purpose, audience, and content of 
those joint activities are appropriate for achieving those other functions. (An example 
of an entity that reports fund raising in a category other than fund raising is a state and 
local governmental entity applying the accounting and financial reporting principles in 
the AICPA Industry Audit Guide Audits of Colleges and Universities, as amended by 
SOP 74-8. As discussed in paragraph D-5 of this SOP, those entities are required to re-
port fund raising as part of the "institutional support" function.) 
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2. External users of financial statements—including contribu-
tors, creditors, accreditation agencies, and regulators— 
want assurance that fund-raising costs, as well as program 
costs and management and general costs, are stated fairly. 

3. In 1987, the AICPA issued Statement of Position (SOP) 87-2, 
Accounting for Joint Costs of Informational Materials and 
Activities of Not-for-Profit Organizations That Include a 
Fund-Raising Appeal.4 SOP 87-2 required that all circum-
stances concerning informational materials and activities 
that include a fund-raising appeal be considered in ac-
counting for joint costs of those materials and activities 
and that certain criteria be applied in determining whether 
joint costs of those materials and activities should be 
charged to fund raising or allocated to program or manage-
ment and general. Those criteria include requiring verifi-
able indications of the reasons for conducting the activity, 
such as the content, audience, and action, if any, requested 
of the participant, as well as other corroborating evidence. 
Further, SOP 87-2 required that all joint costs of those ma-
terials and activities be charged to fund raising unless the 
appeal is designed to motivate its audience to action other 
than providing financial support to the organization. 

4. The provisions of SOP 87-2 have been difficult to imple-
ment and have been applied inconsistently in practice. 
(Appendix B, "Background," discusses this further.) 

5. This SOP establishes financial accounting standards for ac-
counting for costs of joint activities. In addition, this SOP re-
quires financial statement disclosures about the nature of 
the activities for which joint costs have been allocated and 
the amounts of joint costs. Appendix F provides explanations 
and illustrations of some acceptable allocation methods. 

4. In August 1996, the AICPA issued the Audit and Accounting Guide Not-for-Profit Or-
ganizations. The Guide supersedes SOP 87-2, Accounting for Joint Costs of Informa-
tional Materials and Activities of Not-for-Profit Organizations That Include a 
Fund-Raising Appeal, because the provisions of SOP 87-2 are incorporated into para-
graphs 13.31 to 13.40 of Not-for-Profit Organizations. Not-for-Profit Organizations ap-
plies to all nongovernmental NPOs other than those required to follow the Audit and 
Accounting Guide Health Care Organizations. The discussion in this SOP of SOP 87-2 
refers to both SOP 87-2 and the guidance included in paragraphs 13.31 to 13.40 of Not-
for-Profit Organizations. Also, SOP 87-2 was not applicable to entities that are within 
the scope of Governmental Accounting Standards Board (GASB) Statement of Finan-
cial Accounting Standards No. 29, The Use of Not-for-Profit Accounting and Financial 
Reporting Principles by Governmental Entities. 
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Scope 

6. This SOP applies to all nongovernmental NPOs and all state 
and local governmental entities that solicit contributions. 

Conclusions 

Accounting for Joint Activities 
7. If the criteria of purpose, audience, and content are met, 

the costs of a joint activity that are identifiable with a par-
ticular function should be charged to that function and 
joint costs should be allocated between fund raising and 
the appropriate program or management and general func-
tion. If any of the criteria are not met, all costs of the joint 
activity should be reported as fund-raising costs, including 
costs that otherwise might be considered program or man-
agement and general costs if they had been incurred in a 
different activity, subject to the exception in the following 
sentence. Costs of goods or services provided in exchange 
transactions that are part of joint activities, such as costs of 
direct donor benefits of a special event (for example, a 
meal), should not be reported as fund raising. 

Purpose 

8. The purpose criterion is met if the purpose of the joint ac-
tivity includes accomplishing program or management and 
general functions. (Paragraphs 9 and 10 provide guidance 
that should be considered in determining whether the pur-
pose criterion is met. Paragraph 9 provides guidance per-
taining to program functions only. Paragraph 10 provides 
guidance pertaining to both program and management and 
general functions.) 

9. Program Functions. To accomplish program functions, 
the activity should call for specific action by the audience 
that will help accomplish the entity's mission. For pur-
poses of applying the guidance in this SOP, the following 
are examples of activities that do and do not call for spe-
cific action by the audience that will help accomplish the 
entity's mission: 
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An entity's mission includes improving individuals' 
physical health. For that entity, motivating the audi-
ence to take specific action that will improve their 
physical health is a call for specific action by the 
audience that will help accomplish the entity's mis-
sion. An example of an activity that motivates the 
audience to take specific action that will improve 
their physical health is sending the audience a 
brochure that urges them to stop smoking and sug-
gests specific methods, instructions, references, and 
resources that may be used to stop smoking. 

An entity's mission includes educating individuals in 
areas other than the causes, conditions, needs, or 
concerns that the entity's programs are designed to 
address (referred to hereafter in this SOP as "cau-
ses"). For that entity, educating the audience in 
areas other than causes or motivating the audience 
to otherwise engage in specific activities that will ed-
ucate them in areas other than causes is a call for 
specific action by the audience that will help accom-
plish the entity's mission. Examples of entities whose 
mission includes educating individuals in areas other 
than causes are universities and possibly other enti-
ties. An example of an activity motivating individuals 
to engage in education in areas other than causes is a 
university inviting individuals to attend a lecture or 
class in which the individuals will learn about the 
solar system. 

Educating the audience about causes or motivating 
the audience to otherwise engage in specific activi-
ties that will educate them about causes is not a call 
for specific action by the audience that will help ac-
complish the entity's mission. Such activities are 
considered in support of fund raising. (However, 
some educational activities that might otherwise be 
considered as educating the audience about causes 
may implicitly call for specific action by the audi-
ence that will help accomplish the entity's mission. 
For example, activities that educate the audience 
about environmental problems caused by not recy-
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cling implicitly call for that audience to increase re-
cycling. If the need for and benefits of the specific 
action are clearly evident from the educational mes-
sage, the message is considered to include an im-
plicit call for specific action by the audience that will 
help accomplish the entity's mission.) 

• Asking the audience to make contributions is not a 
call for specific action by the audience that will help 
accomplish the entity's mission. 

If the activity calls for specific action by the audience that 
will help accomplish the entity's mission, the guidance in 
paragraph 10 should also be considered in determining 
whether the purpose criterion is met. 

10. Program and management and general functions. The 
following factors should be considered, in the order in 
which they are listed,5 to determine whether the purpose 
criterion is met: 

a. Whether compensation or fees for performing the 
activity are based on contributions raised. The pur-
pose criterion is not met if a majority of compensation 
or fees for any party's performance of any component 
of the discrete joint activity varies based on contribu-
tions raised for that discrete joint activity. 6, 7 

5. In considering the guidance in paragraph 10, the factor in paragraph 10a (the compen-
sation or fees test) is the preeminent guidance. If the factor in paragraph 10a is not de-
terminative, the factor in paragraph 106 (whether a similar program or management 
and general activity is conducted separately and on a similar or greater scale) should be 
considered. If the factor in paragraph 106 is not determinative, the factor in paragraph 
10c (other evidence) should be considered. 

6. Some compensation contracts provide that compensation for performing the activity is 
based on a factor other than contributions raised, but not to exceed a specified portion 
of contributions raised. For example, a contract may provide that compensation for 
performing the activity is 010 per contact hour, but not to exceed 60 percent of contri-
butions raised. In such circumstances, compensation is not considered based on 
amounts raised, unless the stated maximum percentage is met. In circumstances in 
which it is not yet known whether the stated maximum percentage is met, compensa-
tion is not considered based on amounts raised, unless it is probable that the stated 
maximum percentage will be met. 

7. The compensation or fees test is a negative test in that it either (a) results in failing the 
purpose criterion or (b) is not determinative of whether the purpose criterion is met. 
Therefore, if the activity fails the purpose criterion based on this factor (the compensa-
tion or fees test), the activity fails the purpose criterion and the factor in paragraph 106 
should not be considered. If the purpose criterion is not failed based on this factor, this 
factor is not determinative of whether the purpose criterion is met and the factor in 
paragraph 106 should be considered. 

13 



b. Whether a similar program or management and 
general activity is conducted separately and on a 
similar or greater scale. The purpose criterion is 
met if either of the following two conditions is met: 

(1) Condition 1: 
- The program component of the joint activity calls 

for specific action by the recipient that will help 
accomplish the entity's mission and 

- A similar program component is conducted with-
out the fund-raising component using the same 
medium and on a scale that is similar to or greater 
than the scale on which it is conducted with the 
fund raising. 

(2) Condition 2: 
- A management and general activity that is similar 

to the management and general component of the 
joint activity being accounted for is conducted 
without the fund-raising component using the 
same medium and on a scale that is similar to or 
greater than the scale on which it is conducted 
with the fund raising.8 

If the purpose criterion is met based on the factor in 
paragraph 106, the factor in paragraph 10c should 
not be considered. 

c. Other evidence. If the factors in paragraphs 10a or 
106 do not determine whether the purpose criterion 
is met, other evidence may determine whether the 
criterion is met. All available evidence, both positive 
and negative, should be considered to determine 
whether, based on the weight of that evidence, the 
purpose criterion is met. 

11. The following are examples of indicators that provide evi-
dence for determining whether the purpose criterion is met: 

8. Determining the scale on which an activity is conducted may be a subjective determi-
nation. Factors to consider in determining the scale on which an activity is conducted 
may include dollars spent, the size of the audience reached, and the degree to which 
the characteristics of the audience are similar to the characteristics of the audience of 
the activity being evaluated. 
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a. Evidence that the purpose criterion may be met 
includes— 
• Measuring program results and accomplish-

ments of the activity. The facts may indicate that 
the purpose criterion is met if the entity measures 
program results and accomplishments of the joint 
activity (other than measuring the extent to 
which the public was educated about causes). 

• Medium. The facts may indicate that the purpose 
criterion is met if the program component of the 
joint activity calls for specific action by the recip-
ient that will help accomplish the entity's mission 
and if the entity conducts the program component 
without a significant fund-raising component in a 
different medium. Also, the facts may indicate 
that the purpose criterion is met if the entity con-
ducts the management and general component of 
the joint activity without a significant fund-raising 
component in a different medium. 

b. Evidence that the purpose criterion may not be met 
includes— 
• Evaluation or compensation. The facts may indi-

cate that the purpose criterion is not met if (a) the 
evaluation of any party's performance of any com-
ponent of the discrete joint activity varies based 
on contributions raised for that discrete joint 
activity or (b) some, but less than a majority, of 
compensation or fees for any party's performance 
of any component of the discrete joint activity 
varies based on contributions raised for that dis-
crete joint activity. 

c. Evidence that the purpose criterion may be either 
met or not met includes— 
• Evaluation of measured results of the activity. 

The entity may have a process to evaluate mea-
sured program results and accomplishments of 
the joint activity (other than measuring the extent 
to which the public was educated about causes). If 
the entity has such a process, in evaluating the ef-
fectiveness of the joint activity, the entity may 
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place significantly greater weight on the activity's 
effectiveness in accomplishing program goals or 
may place significantly greater weight on the ac-
tivity's effectiveness in raising contributions. The 
former may indicate that the purpose criterion is 
met. The latter may indicate that the purpose cri-
terion is not met. 
Qualifications. The qualifications and duties of 
those performing the joint activity should be 
considered. 
- If a third party, such as a consultant or contrac-

tor, performs part or all of the joint activity, 
such as producing brochures or making tele-
phone calls, the third party's experience and 
the range of services provided to the entity 
should be considered in determining whether 
the third party is performing fund-raising, pro-
gram (other than educating the public about 
causes), or management and general activities 
on behalf of the entity. 

- If the entity's employees perform part or all of 
the joint activity, the full range of their job du-
ties should be considered in determining 
whether those employees are performing fund-
raising, program (other than educating the pub-
lic about causes), or management and general 
activities on behalf of the entity. For example, 
(a) employees who are not members of the 
fund-raising department and (b) employees 
who are members of the fund-raising depart-
ment but who perform non-fund-raising activi-
ties are more likely to perform activities that 
include program or management and general 
functions than are employees who otherwise 
devote significant time to fund raising. 

Tangible evidence of intent. Tangible evidence in-
dicating the intended purpose of the joint activity 
should be considered. Examples of such tangible 
evidence include— 
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- The entity's written mission statement, as 
stated in its fund-raising activities, bylaws, or 
annual report. 

- Minutes of board of directors', committees', or 
other meetings. 

- Restrictions imposed by donors (who are not 
related parties) on gifts intended to fund the 
joint activity. 

- Long-range plans or operating policies. 
- Written instructions to other entities, such as 

script writers, consultants, or list brokers, con-
cerning the purpose of the joint activity, audi-
ence to be targeted, or method of conducting 
the joint activity. 

- Internal management memoranda. 

Audience 
12. A rebuttable presumption exists that the audience crite-

rion is not met if the audience includes prior donors or is 
otherwise selected based on its ability or likelihood to con-
tribute to the entity. That presumption can be overcome if 
the audience is also selected for one or more of the reasons 
in paragraph 13a, 136, or 13c. In determining whether that 
presumption is overcome, entities should consider the ex-
tent to which the audience is selected based on its ability 
or likelihood to contribute to the entity and contrast that 
with the extent to which it is selected for one or more of 
the reasons in paragraph 13a, 136, or 13c. For example, if 
the audience's ability or likelihood to contribute is a signif-
icant factor in its selection and it has a need for the action 
related to the program component of the joint activity, but 
having that need is an insignificant factor in its selection, 
the presumption would not be overcome. 

13. In circumstances in which the audience includes no prior 
donors and is not otherwise selected based on its ability or 
likelihood to contribute to the entity, the audience crite-
rion is met if the audience is selected for one or more of the 
following reasons: 

17 



a. The audience's need to use or reasonable potential 
for use of the specific action called for by the pro-
gram component of the joint activity 

b. The audience's ability to take specific action to assist 
the entity in meeting the goals of the program com-
ponent of the joint activity 

c. The entity is required to direct the management and 
general component of the joint activity to the particu-
lar audience or the audience has reasonable potential 
for use of the management and general component 

Content 

14. The content criterion is met if the joint activity supports 
program or management and general functions, as follows: 

a. Program. The joint activity calls for specific action 
by the recipient that will help accomplish the entity's 
mission. If the need for and benefits of the action are 
not clearly evident, information describing the ac-
tion and explaining the need for and benefits of the 
action is provided. 

b. Management and general. The joint activity fulfills 
one or more of the entity's management and general 
responsibilities through a component of the joint 
activity.9 

15. Information identifying and describing the entity, causes, 
or how the contributions provided will be used is consid-
ered in support of fund raising. 

Allocation Methods 
16. The cost allocation methodology used should be rational 

and systematic, it should result in an allocation of joint 
costs that is reasonable, and it should be applied consis-
tently given similar facts and circumstances. 

9. Some states or other regulatory bodies require that certain disclosures be included 
when soliciting contributions. For purposes of applying the guidance in this SOP, com-
munications that include such required disclosures are considered fund-raising activi-
ties and are not considered management and general activities. 
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Incidental Activities 
17. Some fund-raising activities conducted in conjunction with 

program or management and general activities are inciden-
tal to such program or management and general activities. 
For example, an entity may conduct a fund-raising activity 
by including a generic message, "Contributions to Organi-
zation X may be sent to [address]" on a small area of a mes-
sage that would otherwise be considered a program or 
management and general activity based on its purpose, au-
dience, and content. That fund-raising activity likely would 
be considered incidental to the program or management 
and general activity being conducted. Similarly, entities 
may conduct program or management and general activi-
ties in conjunction with fund-raising activities that are in-
cidental to such fund-raising activities. For example, an 
entity may conduct a program activity by including a 
generic program message such as "Continue to pray for [a 
particular cause]" on a small area of a message that would 
otherwise be considered fund raising based on its purpose, 
audience, and content. That program activity would likely 
be considered incidental to the fund-raising activity being 
conducted. Similarly, an entity may conduct a manage-
ment and general activity by including a brief management 
and general message—"We recently changed our phone 
number. Our new number is 123-4567"—on a small area of 
a message that would otherwise be considered a program 
or fund-raising activity based on its purpose, audience, and 
content. That management and general activity would 
likely be considered incidental to the program or fund-rais-
ing activity being conducted. In circumstances in which a 
fund-raising, program, or management and general activity 
is conducted in conjunction with another activity and is in-
cidental to that other activity, and the conditions in this 
SOP for allocation are met, joint costs are permitted but 
not required to be allocated and may therefore be charged 
to the functional classification related to the activity that is 
not the incidental activity. However, in circumstances in 
which the program or management and general activities 
are incidental to the fund-raising activities, it is unlikely 
that the conditions required by this SOP to permit alloca-
tion of joint costs would be met. 
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Disclosures 
18. Entities that allocate joint costs should disclose the follow-

ing in the notes to their financial statements: 

a. The types of activities for which joint costs have 
been incurred 

b. A statement that such costs have been allocated 

c. The total amount allocated during the period and the 
portion allocated to each functional expense category 

19. This SOP encourages, but does not require, that the 
amount of joint costs for each kind of joint activity be dis-
closed, if practical. 

Effective Date 

20. This SOP is effective for financial statements for years be-
ginning on or after December 15, 1998. Earlier application 
is encouraged in fiscal years for which financial state-
ments have not been issued. If comparative financial 
statements are presented, retroactive application is per-
mitted but not required. 

The provisions of this Statement of Position 
need not be applied to immaterial items. 
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APPENDIX A 
Accounting for Joint Activities 

Note: This flowchart summarizes certain guidance in this SOP and is not intended as a 
substitute for the SOP. 
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APPENDIX B 
Background 

B-1. As stated in paragraph 4, the provisions of Statement of Posi-
tion (SOP) 87-2, Accounting for Joint Costs of Informational 
Materials and Activities of Not-for-Profit Organizations 
That Include a Fund-Raising Appeal, have been difficult to 
implement and applied inconsistently in practice. That dif-
ficulty has been due in part to the following: 

• The second sentence of paragraph 1 of SOP 87-2 
stated that "some of the costs incurred by such 
organizations are clearly identifiable with fundrais-
ing, such as the cost of fund-raising consulting ser-
vices." It is unclear whether activities that would 
otherwise be considered program activities should be 
characterized as program activities if they are per-
formed or overseen by professional fund raisers. 
Also, it is unclear whether activities would be re-
ported differently (for example, as program rather 
than fund raising) depending on whether the fund-
raising consultant is compensated by a prede-
termined fee or by some other method, such as a 
percentage of contributions raised. 

• SOP 87-2 was unclear about whether allocation of 
costs to fund-raising expense is required if the activity 
for which the costs were incurred would not have 
been undertaken without the fund-raising component. 

• SOP 87-2 defined joint costs through examples, and 
it is therefore unclear what kinds of costs were cov-
ered by SOP 87-2. For example, it is unclear whether 
salaries and indirect costs can be joint costs. 

• Some believe the guidance in SOP 87-2 was inade-
quate to determine whether joint activities, such as 
those that request contributions and also list the 
warning signs of a disease, are designed to motivate 
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their audiences to action other than to provide con-
tributions to the entity. It is unclear what attributes 
the targeted audience should possess in order to con-
clude that a program function is being conducted. 

B-2. In 1992, the Accounting Standards Executive Committee 
(AcSEC) undertook a project to supersede SOP 87-2, to 
provide clearer guidance than that provided by SOP 87-2, 
as well as to provide guidance that would improve on the 
guidance in SOP 87-2. In September 1993, AcSEC released 
an exposure draft of a proposed SOP, Accounting for Costs 
of Materials and Activities of Not-for-Profit Organizations 
and State and Local Governmental Entities That Include 
a Fund-Raising Appeal, for public comment. AcSEC re-
ceived more than 300 comment letters on the exposure 
draft. AcSEC redeliberated the issues based on the com-
ments received. 

B-3. In 1996, after redeliberating the issues based on the com-
ments received and making certain revisions to the draft 
SOP, AcSEC conducted a field test of the draft SOP. The 
objectives of the field test were to determine whether the 
provisions of the draft SOP were sufficiently clear and de-
finitive to generate consistent and comparable application 
of the SOP. Based on the field test results, AcSEC con-
cluded that the provisions of the draft SOP, with certain re-
visions, were sufficiently clear and definitive to generate 
consistent and comparable application of the SOP. 

B-4. Some respondents who commented on the exposure draft, 
as well as some interested parties who followed the project 
through its due process subsequent to the exposure draft, 
commented that the SOP should be reexposed for public 
comment. Reasons cited include: 

• Approximately three years had passed between the 
end of the comment period and AcSEC's decision to 
issue the SOP. 

• AcSEC made significant revisions to the SOP subse-
quent to releasing the exposure draft for comment. 

Considering whether a proposed standard should be re-
exposed for public comment is inherently a subjective 
process. Factors that AcSEC considered include— 
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• The significance of changes made to the exposure 
draft and whether those changes result in guid-
ance that the public did not have an opportunity 
to consider. 

• Whether the scope was revised in such a way that 
affected entities did not have an opportunity to 
comment. 

• New information about or changes in the nature of 
the transactions being considered, practice, or other 
factors. 

AcSEC believes that the length of time between exposure 
and final issuance is not pertinent to whether the SOP 
should be reexposed for public comment. 

B-5. Based on consideration of the factors identified, AcSEC be-
lieves that the SOP should not be reexposed for public 
comment. AcSEC notes that although the SOP has been re-
vised based on comments received on the exposure draft, 
those revisions do not change the overall model in the SOP. 
Those revisions were made primarily to clarify the SOP 
and improve its operationality. Further, AcSEC believes 
that the project received a high level of attention from in-
terested parties. AcSEC provided working drafts to inter-
ested parties and those parties provided input throughout 
the process, up to and including the Financial Accounting 
Standard Board's and the Governmental Accounting Stan-
dards Board's clearance of the SOP for issuance. 

B-6. Appendix G discusses the key issues in the exposure draft 
and comments received on those issues, as well as the basis 
for AcSEC's conclusions on those and certain other issues. 
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APPENDIX C 
Basis for Conclusions 

C-1. This section discusses considerations that were deemed 
significant by members of the Accounting Standards Exec-
utive Committee (AcSEC) in reaching the conclusions in 
this Statement of Position (SOP). It includes reasons for 
accepting certain views and rejecting others. Individual 
AcSEC members gave greater weight to some factors than 
to others. 

Overall Framework 

C-2. This SOP uses the model in SOP 87-2, Accounting for Joint 
Costs of Informational Materials and Activities of Not-for-
Profit Organizations That Include a Fund-Raising Appeal, 
as a starting point and clarifies guidance that was unclear, 
provides more detailed guidance, revises some guidance, 
and expands the scope of costs covered to include all costs 
of joint activities. The model established by SOP 87-2 was 
to account for joint costs as fund raising unless an entity 
could demonstrate that a program or management and 
general function had been conducted. SOP 87-2 used veri-
fiable indications of the reasons for conducting the activity, 
such as content, audience, the action requested, if any, and 
other corroborating evidence as a basis for determining 
whether a program or management and general function 
had been conducted. 

C-3. On an overall basis, the majority of respondents who com-
mented on the September 1993 exposure draft of a proposed 
SOP, Accounting for Costs of Materials and Activities of 
Not-for-Profit Organizations and State and Local Govern-
mental Entities That Include a Fund-Raising Appeal, op-
posed it, for various reasons, including the following: 
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• The guidance in SOP 87-2 is operational, results in 
sound financial reporting, and should be retained. 

• The guidance in SOP 87-2 should be retained but 
clarified. 

• The guidance proposed in the exposure draft should 
be revised. (Some commented that it overstates fund 
raising; others commented that it understates fund 
raising.) 

C-4. AcSEC concluded that it supports the model in the expo-
sure draft, subject to certain revisions. AcSEC believes that 
this SOP provides clear, detailed accounting guidance that, 
when applied, will increase comparability of financial 
statements. Those statements will also include more mean-
ingful disclosures without incurring increased costs. 

C-5. Some respondents commented that the model in the expo-
sure draft would adversely affect entities both financially 
and operationally. Various reasons were given, including 
the following: 

• It would inhibit the ability of entities, particularly 
small entities and entities that raise contributions 
through direct solicitations, to generate the neces-
sary revenue to perform their program services. 

• Most entities would not meet the criteria in this SOP 
for reporting costs of joint activities as program or 
management and general, because they must com-
bine their mission statements, public information 
and education, and fund-raising appeals due to a lack 
of resources. Some noted that this may result in un-
satisfactory ratings from public watchdog groups. 

AcSEC did not find these arguments compelling. This SOP 
provides accounting guidance; it provides no guidance con-
cerning how entities should undertake their activities. 
Also, this SOP does not prohibit allocation merely because 
activities carrying out different functions are combined. In 
fact, this SOP provides guidance for reporting costs as pro-
gram or management and general in circumstances in 
which those activities are combined with fund raising. 
Moreover, actions taken by financial statement users are 
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not the direct result of the requirements of this SOP. 
Rather, those actions may result from more relevant and 
useful information on which to base decisions. 

C-6. Some respondents commented that the exposure draft is 
biased toward reporting expenses as fund raising. AcSEC 
believes that determining whether the costs of joint activi-
ties should be classified as program, management and gen-
eral, or fund raising sometimes is difficult, and such 
distinctions sometimes are subject to a high degree of judg-
ment. AcSEC believes that external financial statement 
users focus on and have perceptions about amounts re-
ported as program, management and general, and fund 
raising. That focus and those perceptions provide incen-
tives for entities to report expenses as program or manage-
ment and general rather than fund raising. Therefore, in 
circumstances in which joint activities are conducted, a 
presumption exists that expenses should be reported as 
fund raising rather than as program or management and 
general. The criteria in this SOP provide guidance for enti-
ties to overcome that presumption. 

Accounting for Joint Activities 

C-7. This SOP requires that if any of the criteria of purpose, au-
dience, and content are not met, all costs of the activity 
should be reported as fund raising, including costs that oth-
erwise might be considered program or management and 
general costs if they had been incurred in a different activ-
ity, subject to the exception in the following sentence. 
Costs of goods or services provided in exchange transac-
tions that are part of joint activities, such as costs of direct 
donor benefits of a special event (for example, a meal), 
should not be reported as fund raising. (This SOP expands 
on the model established by SOP 87-2 by including all 
costs of joint activities other than costs of goods or services 
provided in exchange transactions, rather than merely 
joint costs.) AcSEC believes that the criteria of purpose, 
audience, and content are each relevant in determining 
whether a joint activity should be reported as fund raising, 
program, or management and general because each pro-
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vides significant evidence about the benefits expected to be 
obtained by undertaking the activity. 

C-8. Some respondents commented that reporting costs that 
otherwise might be considered program or management 
and general costs if they had been incurred in a different 
activity as fund raising is misleading and that the scope of 
the SOP should include only joint costs of joint activities. 
Some commented that reporting costs that otherwise 
might be considered program or management and general 
costs if they had been incurred in a different activity as 
fund raising conflicts with Financial Accounting Standards 
Board (FASB) Statement of Financial Accounting Stan-
dards No. 117, Financial Statements of Not-for-Profit 
Organizations, which defines fund raising, program, and 
management and general and requires not-for-profit orga-
nizations (NPOs) to report information about expenses 
using those functional classifications. 

C-9. AcSEC believes that the purpose for which costs other than 
joint costs are incurred may be fund raising, program, or 
management and general, depending on the context in 
which they are used in the activity undertaken. For exam-
ple, a program-related pamphlet may be sent to an audi-
ence in need of the program. In that context, the pamphlet 
is used for program purposes. However, in order to demon-
strate to potential donors that the entity's programs are 
worthwhile, that same pamphlet may be sent to an audi-
ence that is likely to contribute, but that has no need or 
reasonable potential for use of the program. In that con-
text, the pamphlet is used for fund raising. AcSEC believes 
this broader scope will result in more comparability and 
more meaningful financial reporting by covering all costs of 
activities that include fund raising and by assigning those 
costs to the function for which they are incurred, consis-
tent with the guidance in Statement No. 117. 

C-10. AcSEC believes that costs of goods or services provided in 
exchange transactions should not be charged to fund rais-
ing because those costs are incurred in exchange for rev-
enues other than contributions. 
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Criteria of Purpose, A u d i e n c e , a n d Content 

Call For Action 
C-11. The definition of program in FASB Statement No. 117 in-

cludes public education. As noted in paragraph C-6, AcSEC 
believes that in circumstances in which joint activities are 
conducted, a presumption exists that expenses should be 
reported as fund raising rather than as program or manage-
ment and general. AcSEC believes that in order to over-
come that presumption, it is not enough that (a) the 
purpose of the activity include educating the public about 
causes, (b) the audience has a need or reasonable potential 
for use of any educational component of the activity per-
taining to causes, or (c) the audience has the ability to 
assist the entity in meeting the goals of the program com-
ponent of the activity by becoming educated about causes. 
Therefore, AcSEC concluded that for purposes of this SOP, 
in order to conclude that the criteria of purpose, audience, 
and content are met program activities are required to call 
for specific action by the recipient (other than becoming 
educated about causes) that will help accomplish the en-
tity's mission. As discussed in paragraph 9, in certain cir-
cumstances educational activities may call for specific 
action by the recipient that will help accomplish the en-
tity's mission. 

Purpose 
C-12. AcSEC believes meeting the purpose criterion demon-

strates that the purpose of the activity includes accom-
plishing program or management and general functions. 
Inherent in the notion of a joint activity is that the activity 
has elements of more than one function. Accordingly, the 
purpose criterion provides guidance for determining 
whether the purpose of the activity includes accomplishing 
program or management and general functions in addition 
to fund raising. 

Compensation and Evaluation Tests 
C-13. The exposure draft proposed that all costs of the joint ac-

tivity should be charged to fund raising if (a) substantially 
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all compensation or fees for performing the activity are 
based on amounts raised or (b) the evaluation of the party 
performing the activity is based on amounts raised. Some 
respondents commented that basing the method of com-
pensation or evaluating the performance of the party per-
forming the activity based on contributions raised should 
not lead to the conclusion that all costs of the activity 
should be charged to fund raising. Others commented 
that the method of compensation is unrelated to whether 
the purpose criterion is met. The reasons given included 
the following: 

• It is counterintuitive to imply that those performing 
multipurpose activities that include fund raising 
would not be compensated or evaluated based on 
amounts raised, 

• Such guidance would create a bias toward entities 
that use employees to raise contributions and against 
entities that hire professional fund raisers and public 
relations firms and is therefore not neutral. 

Some respondents gave examples of circumstances in 
which substantially all compensation is based on contribu-
tions raised and asserted that the activity was nevertheless 
a program activity. In each of those examples, AcSEC con-
sidered all the facts presented and concluded that the ac-
tivity was fund raising. 

C-14. AcSEC continues to support the spirit of the proposed 
guidance, because AcSEC believes that basing a majority of 
compensation on funds raised is persuasive evidence that 
the activity is a fund-raising activity, Nevertheless, AcSEC 
believes that the proposed guidance was unclear and would 
be difficult to implement, primarily because of the broad 
definition of "based on contributions raised" included in 
the glossary of the exposure draft. In connection with that 
issue, AcSEC was concerned that any joint activities per-
formed by a fund-raising department or by individuals 
whose duties include fund raising, such as executive offi-
cers of small NPOs who are employed based on their ability 
to raise contributions, would be required to be reported as 
fund raising because the compensation of the parties per-
forming those activities is based on amounts raised. Also, 
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AcSEC had concerns that it would be difficult to determine 
whether fixed contract amounts were negotiated based on 
expected contributions. Therefore, AcSEC concluded that 
the compensation test should be revised to provide that the 
purpose criterion is not met if a majority of compensation 
or fees for any party's performance of any component of 
the discrete joint activity varies based on contributions 
raised for that discrete joint activity. AcSEC believes that 
guidance is sound and is operational. 

C-15. AcSEC believes that the guidance in paragraph 10a is not 
biased against entities that hire professional fund raisers, 
because it applies to the entity's employees as well as pro-
fessional fund raisers. For example, if a majority of an em-
ployee's compensation or fees for performing a component 
of a discrete joint activity varies based on contributions 
raised for that discrete joint activity, the purpose criterion 
is not met. 

Similar Function-Similar Medium Test 
C-16. Some respondents misinterpreted the exposure draft as 

providing that, in order to meet the purpose criterion, the 
program or management and general activity must be con-
ducted without the fund-raising component, using the 
same medium and on a scale that is similar to or greater 
than the program or management and general component 
of the activity being accounted for. That was not a require-
ment proposed by the exposure draft. The exposure draft 
proposed that meeting that condition would result in meet-
ing the purpose criterion. Failing the criterion merely leads 
to consideration of other evidence, such as the indicators 
in paragraph 11. AcSEC has revised the SOP to state this 
more clearly. 

Other Evidence 
C-17. The compensation test and the similar function-similar 

medium test may not always be determinative because the 
attributes that they consider may not be present. There-
fore, this SOP includes indicators that should be consid-
ered in circumstances in which the compensation test and 
the similar function-similar medium test are not determi-
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native. The nature of those indicators is such that they 
may be present in varying degrees. Therefore, all available 
evidence, both positive and negative, should be considered 
to determine whether, based on the weight of that evi-
dence, the purpose criterion is met. 

Audience 
C-18. The exposure draft proposed that if the audience for the 

materials or activities is selected principally on its ability 
or likelihood to contribute, the audience criterion is not 
met and all the costs of the activity should be charged to 
fund raising. Further, the exposure draft proposed that if 
the audience is selected principally based on its need for 
the program or because it can assist the entity in meeting 
its program goals other than by financial support provided 
to the entity, the audience criterion is met. Some respon-
dents commented that that audience criterion is too nar-
row, because it is based on the principal reason for 
selecting the audience. They asserted that for some activi-
ties no principal reason exists for selecting an audience; 
entities select the audience for those activities for multiple 
reasons, such as both the audience's ability to contribute 
and its ability to help meet program goals. Some com-
mented that for some activities, entities select audiences 
that have provided past financial support because, by pro-
viding financial support, those audiences have expressed 
an interest in the program. 

C-19. AcSEC believes that meeting the audience criterion 
should demonstrate that the audience is selected because 
it is a suitable audience for accomplishing the activity's 
program or management and general functions. Therefore, 
the reasons for selecting the audience should be consis-
tent with the program or management and general content 
of the activity. However, AcSEC believes it is inherent in 
the notion of joint activities that the activity has elements 
of more than one function, including fund raising, and 
acknowledges that it may be difficult to determine the 
principal reason for selecting the audience. Accordingly, 
AcSEC concluded that if the audience includes prior 
donors or is otherwise selected based on its ability or like-
lihood to contribute, a rebuttable presumption should 
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exist that the audience was selected to raise funds. AcSEC 
believes that the reasons for selecting the audience that 
can overcome that presumption, which are included in 
paragraph 13 of this SOP, demonstrate that the audience 
is selected because it is a suitable audience for accom-
plishing the activity's program or management and general 
functions based on the program or management and gen-
eral content of the activity. 

Content 
C-20. AcSEC believes that meeting the content criterion demon-

strates that the content of the activity supports program or 
management and general functions. AcSEC believes that 
accounting guidance should not impose value judgments 
about whether the entity's mission, programs, and respon-
sibilities are worthwhile. Therefore, whether the content 
criterion is met depends on the relationship of the content 
to the entity's mission, programs, and management and 
general responsibilities. 

C-21. Paragraph 14 provides that, to meet the content criterion, 
program activities should call for specific action by the re-
cipient that will help accomplish the entity's mission. The 
exposure draft proposed that slogans, general calls to 
prayer, and general calls to protest do not meet the content 
criterion; some respondents disagreed. AcSEC concluded 
that this SOP should be silent concerning whether slogans, 
general calls to prayer, and general calls to protest are calls 
to action that meet the content criterion. AcSEC believes 
that determining whether those items are calls to action 
that meet the content criterion requires judgments based 
on the particular facts and circumstances. 

C-22. Some respondents commented that educating the public 
about causes without calling for specific action should sat-
isfy the content criterion. They noted that this is particu-
larly relevant for NPOs subject to Internal Revenue Code 
(IRC) Section 501(c)4, because those NPOs are involved in 
legislative reform. Also, some noted that it may be the en-
tity's mission or goal to educate the public about causes. 
They believe that, in those cases, the NPO's program is to 
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educate the public about causes without necessarily calling 
for specific action by the recipient. 

C-23. As discussed in paragraph C-11, AcSEC concluded that ed-
ucation that does not motivate the audience to action is in 
fact done in support of fund raising. However, this SOP ac-
knowledges that some educational messages motivate the 
audience to specific action, and those messages meet the 
content criterion. AcSEC believes that that provision will 
result in the activities of some NPOs subject to IRC Section 
501(c)4 (and some other entities, whose mission or goal is 
to educate the public) meeting the content criterion. 

C-24. Paragraph 13c provides that one way that the audience cri-
terion is met is if the entity is required to direct the manage-
ment and general component of the activity to the particular 
audience. Further, as discussed in paragraph D-13, in Dis-
cussion of Conclusions, an audience that includes prior 
donors and is selected because the entity is required to 
send them certain information to comply with require-
ments of the Internal Revenue Service (IRS) is an example 
of an audience that is selected because the entity is re-
quired to direct the management and general component 
of the activity to that audience. Paragraph 14b provides 
that one way that the content criterion is met is if the ac-
tivity fulfills one or more of the entity's management and 
general responsibilities through a component of the joint 
activity. However, footnote 9 to paragraph 146 provides 
that disclosures made when soliciting contributions to 
comply with requirements of states or other regulatory 
bodies are considered fund-raising activities, and are not 
considered management and general activities. AcSEC 
considered whether it is inconsistent to conclude both that 
(а) activities conducted to comply with requirements of 
regulatory bodies concerning contributions that have been 
received are management and general activities, and that 
(b) activities conducted to comply with requirements of 
regulatory bodies concerning soliciting contributions are 
fund-raising activities. AcSEC believes that those provi-
sions are not inconsistent. AcSEC believes there is a dis-
tinction between (a) requirements that must be met as a 
result of receiving contributions and (b) requirements that 
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must be met in order to solicit contributions. AcSEC 
believes that activities that are undertaken as a result of re-
ceiving contributions are management and general activi-
ties while activities that are undertaken in order to solicit 
contributions are fund-raising activities. 

Incidental Activities 

C-25. Many entities conduct fund-raising activities in conjunc-
tion with program or management and general activities 
that are incidental to such program or management and 
general activities. Similarly, entities may conduct program 
or management and general activities in conjunction with 
fund-raising activities that are incidental to such fund-rais-
ing activities. Such efforts may be a practical and efficient 
means for entities to conduct activities, although the prin-
cipal purpose of the activity may be to fulfill either fund-
raising, program, or management and general functions. 
The exposure draft proposed that incidental activities need 
not be considered in applying this SOP. Some respondents 
disagreed with that guidance, while others commented that 
it was confusing. AcSEC continues to support that guid-
ance. AcSEC believes that guidance is necessary to avoid 
requiring complex allocations in circumstances in which 
the criteria of purpose, audience, and content are met but 
the activity is overwhelmingly either fund raising, program, 
or management and general. 

Allocation Methods 

C-26. Respondents had various comments concerning allocation 
methods, including the following: 

• The SOP should focus on allocation methods rather 
than on circumstances in which entities should 
allocate. 

• The SOP should prescribe allocation methods. 

• The approach taken in the SOP—discussing, rather 
than requiring or prohibiting allocation methods— 
is sound. 
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• Certain allocation methods should be prohibited. 

• The SOP should set maximum allocation percentages. 

AcSEC believes that no particular allocation method or 
methods are necessarily more desirable than other meth-
ods in all circumstances. Therefore, this SOP neither pre-
scribes nor prohibits any particular allocation methods. AcSEC believes entities should apply the allocation meth-
ods that result in the most reasonable cost allocations for 
their activities. Appendix F of this SOP illustrates several 
allocation methods, any one of which may result in a rea-
sonable or unreasonable allocation of costs in particular 
circumstances. The methods illustrated are not the only 
acceptable methods. However, AcSEC believes that the 
methods illustrated in this SOP are among those most 
likely to result in meaningful cost allocations. 

C-27. Accounting Principles Board (APB) Opinion No. 20, Ac-
counting Changes, states in paragraph 7 that "the term 
accounting principle includes 'not only accounting princi-
ples and practices but also the methods of applying them.'" 
APB Opinion 20 also states in paragraphs 15 and 16 that 

. . . In the preparation of financial statements there is a 
presumption that an accounting principle once adopted 
should not be changed in accounting for events and 
transactions of a similar type. . . . The presumption that 
an entity should not change an accounting principle may 
be overcome only if the enterprise justifies the use of an 
alternative acceptable accounting principle [allocation 
method] on the basis that it is preferable. 

A change in cost allocation methodology may be a change 
in accounting principle for entities covered by this SOP. 
Accordingly, paragraph 16 of this SOP provides that the 
cost allocation methodology used should be applied consis-
tently, given similar facts and circumstances. 

Disclosures 
C-28. Respondents made various comments concerning the re-

quired and encouraged disclosures, including recommen-
dations for additional disclosures and recommendations 
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that certain disclosures be deleted. AcSEC was not per-
suaded that the costs of the other disclosures recom-
mended by respondents are justified by their benefits. AcSEC believes that, with the exception of one disclosure, 
the disclosures prescribed by the exposure draft provide 
relevant information about the kinds of activities for which 
joint costs have been incurred and the manner in which 
those costs are reported in the financial statements. In 
considering disclosures proposed by the exposure draft 
about the allocation method, AcSEC observed that there 
are no requirements to disclose methods of allocating other 
expenses and questioned the utility of disclosing the alloca-
tion method in this circumstance. AcSEC concluded that 
the requirement to disclose the allocation method should 
be deleted. 

C-29. Paragraph 19 encourages, but does not require, certain dis-
closures. AcSEC believes those disclosures provide useful 
information but that they should be encouraged rather 
than required because the costs of making them may not 
be justified by the benefits in all cases. 

Effective Date 

C-30. Some respondents commented that the effective date 
should be deferred. AcSEC believes that the accounting 
systems required to implement this SOP are already in 
place and that implementation should be relatively 
straightforward. However, AcSEC acknowledges that some 
entities may change their operations based on the reporting 
that would result from this SOP. Therefore, AcSEC con-
cluded that this SOP should be effective for financial state-
ments for years beginning on or after December 15, 1998. 

Cost-Benefit 

C-31. Some respondents commented that the guidance would 
increase record keeping costs. AcSEC believes that imple-
menting this SOP will not significantly increase record 
keeping costs, which are primarily the costs of document-
ing reasons for undertaking joint activities. Further, AcSEC 
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believes that the costs of making the disclosures required 
by this SOP should be minimal, because entities should al-
ready have the information that is required to be disclosed. 
AcSEC believes that implementing this SOP will result in 
more relevant, meaningful, and comparable financial re-
porting and that the cost of implementing this SOP will be 
justified by its benefits. 

39 



APPENDIX D 
Discussion of Conclusions 

Scope 

D-1. This Statement of Position (SOP) applies only to costs of 
joint activities. It does not address allocations of costs in 
other circumstances. 

Reporting Models and Related 
Requirements 

D-2. Paragraph 26 of Financial Accounting Standards Board 
(FASB) Statement of Financial Accounting Standards No. 117, 
Financial Statements of Not-for-Profit Organizations, 
specifies that a statement of activities or notes to the fi-
nancial statements should provide information about ex-
penses reported by their functional classification, such as 
major classes of program services and supporting activities. 
Paragraph 13.30 of the AICPA Audit and Accounting Guide 
Not-for-Profit Organizations provides that the financial 
statements of not-for-profit organizations (NPOs) should 
disclose the total fund-raising expenses. 

D-3. Governmental Accounting Standards Board (GASB) 
Statement of Financial Accounting Standards No. 29, The 
Use of Not-for-Profit Accounting and Financial Reporting 
Principles by Governmental Entities, provides that gov-
ernmental entities should not change their accounting 
and financial reporting to apply the provisions of FASB 
Statements No. 116, Accounting for Contributions Re-
ceived and Contributions Made, and No. 117. GASB 
Statement No. 29 permits governmental entities that have 
applied the accounting and financial reporting principles 
in SOP 78-10, Accounting Principles and Reporting Prac-
tices for Certain Nonprofit Organizations, or in the 
AICPA Industry Audit Guide Audits of Voluntary Health 
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and Welfare Organizations (modified by all applicable 
FASB pronouncements issued through November 30, 
1989, and by most applicable GASB pronouncements) to 
continue to do so, pending GASB pronouncements on the 
accounting and financial reporting model for governmen-
tal entities. Alternatively, those governmental entities are 
permitted to change to the current governmental financial 
reporting model. 

D-4. GASB Statement No. 15, Governmental College and Uni-
versity Accounting and Financial Reporting Models, re-
quires governmental colleges and universities to use one of 
two accounting and financial reporting models. One model, 
referred to as the "AICPA College Guide Model," encom-
passes the accounting and financial reporting guidance in 
the 1973 AICPA Industry Audit Guide Audits of Colleges 
and Universities, as amended by SOP 74-8, Financial Ac-
counting and Reporting by Colleges and Universities, and 
as modified by applicable FASB pronouncements issued 
through November 30, 1989, and all applicable GASB pro-
nouncements. (The other model, referred to as the "Gov-
ernmental Model," is based on the pronouncements of the 
National Council on Governmental Accounting [NCGA] 
and the GASB.) 

D-5. For state and local governmental entities, some are re-
quired to report expenses by function using the functional 
classifications of program, management and general, and 
fund raising. Other state and local governmental entities 
that report expenses or expenditures by function have a 
functional structure that does not include fund raising, 
program, or management and general. Still other state and 
local governmental entities do not report expenses or ex-
penditures by function. Examples of those various report-
ing requirements are as follows: 

• Entities applying the accounting and financial re-
porting principles in the AICPA Industry Audit Guide 
Audits of Voluntary Health and Welfare Organiza-
tions, as well as those that follow SOP 78-10 and that 
receive significant amounts of contributions from 
the public, are required to report separately the 
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costs of the fund-raising, program, and management 
and general functions. 

• Entities applying the accounting and financial re-
porting principles in the AICPA Industry Audit Guide 
Audits of Colleges and Universities, as amended by 
SOP 74-8, are required to report fund raising as part 
of the "institutional support" function. 

D-6. As discussed in footnote 3 to paragraph 1 of this SOP, this 
SOP is not intended to require reporting the functional 
classifications of fund raising, program, and management 
and general. Rather, those functional classifications are 
discussed throughout this SOP for purposes of illustrating 
how the guidance in this SOP would be applied by entities 
that use those functional classifications. Entities that do 
not use the functional classifications of fund raising, pro-
gram, and management and general should apply the guid-
ance in this SOP for purposes of accounting for joint 
activities, using their reporting model. For example, some 
entities may conduct membership-development activities. 
As discussed in the Glossary of this SOP, if there are no sig-
nificant benefits or duties connected with membership, the 
substance of the membership-development activities may, 
in fact, be fund raising. In such circumstances, the costs of 
those activities should be charged to fund raising. To the 
extent that member benefits are received, membership is 
an exchange transaction. In circumstances in which mem-
bership development is in part soliciting revenues from ex-
change transactions and in part soliciting contributions 
and the purpose, audience, and content of the activity are 
appropriate for achieving membership development, joint 
costs should be allocated between fund raising and the ex-
change transaction. 

Assigning Costs of Joint Activities 

D-7. Paragraph 7 provides: "If the criteria of purpose, audience, 
and content are met, the costs of a joint activity that are 
identifiable with a particular function should be charged to 
that function and joint costs should be allocated between 
fund raising and the appropriate program or management 
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and general function. If any of the criteria are not met, all 
costs of the joint activity should be reported as fund-raising 
costs, including costs that otherwise might be considered 
program or management and general costs if they had been 
incurred in a different activity . . . " For example, if the cri-
teria are met, the costs of materials that accomplish pro-
gram goals and that are unrelated to fund raising, such as 
the costs of a program-related pamphlet included in a joint 
activity, should be charged to program, while joint costs, 
such as postage, should be allocated between fund raising 
and program. However, if the pamphlet is used in fund-rais-
ing packets and the criteria are not met, the costs of the 
pamphlets used in the fund-raising packets, as well as the 
joint costs, should be charged to fund raising. (If some 
pamphlets are used in program activities that include no 
fund raising, the cost of the pamphlets used in those sepa-
rate program activities that include no fund raising should 
be charged to program.) 

Educational Activities 

D-8. Some entities have missions that include educating the 
public (students) in areas other than causes. Paragraph 9 
provides that, for those entities, educating the audience in 
areas other than causes or motivating the audience to en-
gage in specific activities, such as attending a lecture or 
class, that will educate them in areas other than causes is 
considered a call for specific action by the recipients that 
will help accomplish the entity's mission. Educating the au-
dience about causes or motivating the audience to engage 
in specific activities that will educate them about causes 
without educating them in other subjects is not considered 
a call for specific action by the audience that will help ac-
complish the entity's mission. An example of a lecture or 
class that will educate students in an area other than 
causes is a lecture on the nesting habits of the bald eagle, 
given by the Save the Bald Eagle Society, an NPO whose 
mission is to save the bald eagle from extinction and edu-
cate the public about the bald eagle. An example of a lec-
ture or class that will address particular causes is a lecture 
by the Bald Eagle Society on the potential extinction of 
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bald eagles and the need to raise contributions to prevent 
their extinction. For purposes of applying the guidance in 
this SOP, motivating the audience to attend a lecture on 
the nesting habits of the bald eagle is a call for specific ac-
tion that will help accomplish the entity's mission. If the 
lecture merely addresses the potential extinction of bald 
eagles and the need to raise contributions to prevent their 
extinction, without addressing the nesting habits of the 
bald eagle, motivating the audience to attend the lecture is 
not considered a call for specific action by the recipient 
that will help accomplish the entity's mission. 

D-9. AcSEC notes that most transactions in which a student at-
tends a lecture or class are exchange transactions and are 
not joint activities. Such transactions are joint activities 
only if the activity includes fund raising. 

Audience 

D-10. Paragraph 12 provides that a rebuttable presumption exists 
that the audience criterion is not met if the audience in-
cludes prior donors or is otherwise selected based on its 
ability or likelihood to contribute to the entity. That pre-
sumption can be overcome if the audience is also selected 
for the program or management and general reasons speci-
fied in paragraph 13. Further, paragraph 12 provides that 
in determining whether that presumption is overcome, en-
tities should consider the extent to which the audience is 
selected based on its ability or likelihood to contribute to 
the entity and contrast that with the extent to which it is 
selected for the reasons that may overcome that presump-
tion. Some organizations conduct joint activities that are 
special events, such as symposia, dinners, dances, and the-
ater parties, in which the attendee receives a direct benefit 
(for example, a meal or theater ticket) and for which the 
admission price includes a contribution. For example, it 
may cost $500 to attend a dinner with a fair value of $50. 
In that case, the audience is required to make a $450 con-
tribution in order to attend. In circumstances in which the 
audience is required to make a contribution to participate 
in a joint activity, such as attending a special event, the au-
dience's ability or likelihood to contribute is a significant 
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factor in its selection. Therefore, in circumstances in 
which the audience is required to make a contribution to 
participate in a joint activity, the extent to which the audi-
ence is selected for the program or management and gen-
eral reasons in paragraph 13 must be overwhelmingly 
significant in order to rebut the presumption that the audi-
ence criterion is not met. 

D-11. The source of the names and the characteristics of the au-
dience should be considered in determining the reason for 
selecting the audience. Some entities use lists compiled by 
others to reach new audiences. The source of such lists 
may indicate the purpose or purposes for which they were 
selected. For example, lists acquired from entities with 
similar or related programs are more likely to meet the au-
dience criterion than are lists acquired from entities with 
dissimilar or unrelated programs. Also, the characteristics 
of those on the lists may indicate the purpose or purposes 
for which they were selected. For example, a list based on a 
consumer profile of those who buy environmentally 
friendly products may be useful to an entity whose mission 
addresses environmental concerns and could therefore in-
dicate that the audience was selected for its ability to take 
action to assist the entity in meeting program goals. How-
ever, a list based on net worth would indicate that the audi-
ence was selected based on its ability or likelihood to 
contribute, unless there was a correlation between net 
worth and the program or management and general com-
ponents of the activity. 

D-12. Some audiences may be selected because they have an in-
terest in or affinity to the program. For example, home-
owners may have an interest in the homeless because they 
are sympathetic to the plight of the homeless. Neverthe-
less, including homeowners in the audience of a program 
activity to provide services to the homeless would not meet 
the audience criterion, because they do not have a need or 
reasonable potential for use of services to the homeless. 

D-13. Paragraph 13c provides that the audience criterion is met 
if the entity is required to direct the management and gen-
eral component of the joint activity to the particular audi-
ence or the audience has reasonable potential for use of the 
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management and general component. An example of a 
joint activity in which the audience is selected because the 
entity is required to direct the management and general 
component of the joint activity to the particular audience 
is an activity in which the entity sends a written acknowl-
edgment or other information to comply with require-
ments of the Internal Revenue Service to prior donors and 
includes a request for contributions. An example of a joint 
activity in which the audience is selected because the audi-
ence has reasonable potential for use of the management 
and general component is an activity in which the entity 
sends its annual report to prior donors and includes a re-
quest for contributions. 

Content 

D-14. Paragraph 14 provides that, to meet the content criterion, 
program activities should call for specific action by the re-
cipient that will help accomplish the entity's mission. As 
discussed in the Glossary, the action should benefit the re-
cipient or society. Examples of actions that benefit the re-
cipient (such as by improving the recipient's physical, 
mental, emotional, or spiritual health and well-being) or 
society (such as by addressing societal problems) include 
the following: 

a. Actions that benefit the recipient: 
• Stop smoking. Specific methods, instructions, ref-

erences, and resources should be suggested. 
• Do not use alcohol or drugs. Specific methods, in-

structions, references, and resources should be 
suggested. 

b. Actions that benefit society: 
• Write or call. The party to communicate with and 

the subject matter to be communicated should be 
specified. 

• Complete and return the enclosed questionnaire. 
The results of the questionnaire should help the 
entity achieve its mission. For example, if the en-
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tity discards the questionnaire, it does not help 
the entity achieve its mission. 

• Boycott. The particular product or company to be 
boycotted should be specified. 

D-15. Paragraph 146 provides that to meet the content criterion, 
management and general functions are required to fulfill 
one or more of the entity's management and general re-
sponsibilities through a component of the joint activity. 
Some states or other regulatory bodies require that certain 
disclosures be included when soliciting contributions. 
Paragraph 14, footnote 9, of this SOP provides that for pur-
poses of applying the guidance in this SOP, communica-
tions that include such required disclosures are considered 
fund-raising activities and are not considered management 
and general activities. Some examples of such disclosures 
include the following: 

• Information filed with the attorney general concern-
ing this charitable solicitation may be obtained from 
the attorney general of [the state] by calling 123-
4567. Registration with the attorney general does 
not imply endorsement. 

• A copy of the registration and financial information 
may be obtained from the Division of Consumer Ser-
vices by calling toll-free, within [the state], 1-800-
123-4567. Registration does not imply endorsement, 
approval, or recommendation by [the state]. 

• Information about the cost of postage and copying, 
and other information required to be filed under [the 
state] law, can be obtained by calling 123-4567. 

• The organization's latest annual report can be ob-
tained by calling 123-4567. 

Allocation Methods 

D-16. Paragraph 16 of this SOP states, "The cost allocation 
methodology used should be rational and systematic, it 
should result in an allocation of joint costs that is reason-
able, and it should be applied consistently given similar 
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facts and circumstances." The allocation of joint costs 
should be based on the degree to which costs were in-
curred for the functions to which the costs are allocated 
(that is, program, management and general, or fund rais-
ing). For purposes of determining whether the allocation 
methodology for a particular joint activity should be con-
sistent with methodologies used for other particular joint 
activities, facts and circumstances that may be considered 
include factors related to the content and relative costs of 
the components of the activity. The audience should not be 
considered in determining whether the facts and circum-
stances are similar for purposes of determining whether 
the allocation methodology for a particular joint activity 
should be consistent with methodologies used for other 
particular joint activities. 

Practicability of Measuring Joint Costs 

D-17. The Glossary of this SOP includes a definition of joint 
costs. Some costs, such as utilities, rent, and insurance, 
commonly referred to as indirect costs, may be joint costs. 
For example, the telephone bill for a department that, 
among other things, prepares materials that include both 
fund-raising and program components may commonly be 
referred to as an indirect cost. Such telephone bills may 
also be joint costs. However, for some entities, it is imprac-
ticable to measure and allocate the portion of the costs that 
are joint costs. Considerations about which joint costs 
should be measured and allocated, such as considerations 
about materiality and the costs and benefits of developing 
and providing the information, are the same as considera-
tions about cost allocations in other circumstances. 
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APPENDIX E 
Illustrations of Applying the Criteria 
of Purpose, Audience, and Content to 
Determine Whether a Program or 
Management and General Activity 
Has Been Conducted 

Illustration 1 

Facts 
E-1. Entity A's mission is to prevent drug abuse. Entity A's an-

nual report states that one of its objectives in fulfilling that 
mission is to assist parents in preventing their children 
from abusing drugs. 

E-2. Entity A mails informational materials to the parents of all 
junior high school students explaining the prevalence and 
dangers of drug abuse. The materials encourage parents to 
counsel children about the dangers of drug abuse and in-
form them about how to detect drug abuse. The mailing in-
cludes a request for contributions. Entity A conducts other 
activities informing the public about the dangers of drug 
abuse and encouraging parents to counsel their children 
about drug abuse that do not include requests for contribu-
tions and that are conducted in different media. Entity A's 
executive director is involved in the development of the 
informational materials as well as the request for contribu-
tions. The executive director's annual compensation in-
cludes a significant bonus if total annual contributions 
exceed a predetermined amount. 

Conclusion 
E-3. The purpose, audience, and content criteria are met, and 

the joint costs should be allocated. 
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E-4. The activity calls for specific action by the recipient (en-
couraging parents to counsel children about the dangers of 
drug abuse and informing them about how to detect drug 
abuse) that will help accomplish the entity's mission. 
Therefore, the guidance in paragraph 10 should be consid-
ered. Neither of the factors in paragraphs 10a or 106 is 
determinative of whether the purpose criterion is met. (Al-
though entity A's executive director's annual compensation 
varies based on annual contributions, the executive direc-
tor's compensation does not vary based on contributions 
raised for this discrete joint activity.) Therefore, other evi-
dence, such as the indicators in paragraph 11, should be 
considered. The purpose criterion is met based on the 
other evidence, because (a) the program component of this 
activity calls for specific action by the recipient (encourag-
ing parents to counsel children about the dangers of drug 
abuse) that will help accomplish the entity's mission, and it 
otherwise conducts the program activity in this illustration 
without a request for contributions, and (b) performing 
such programs helps accomplish Entity A's mission. (Note 
that had Entity A conducted the activity using the same 
medium on a scale that is similar to or greater than the 
scale on which it is conducted with the request for contri-
butions, the purpose criterion would have been met under 
paragraph 106.) 

E-5. The audience criterion is met because the audience (par-
ents of junior high school students) is selected based on its 
need to use or reasonable potential for use of the action 
called for by the program component. 

E-6. The content criterion is met because the activity calls for 
specific action by the recipient (encouraging parents to 
counsel children about the dangers of drug abuse and in-
forming them about how to detect drug abuse) that will 
help accomplish the entity's mission (assisting parents in 
preventing their children from abusing drugs), and it ex-
plains the need for and benefits of the action (the preva-
lence and dangers of drug abuse). 
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Illustration 2 

Facts 
E-7. Entity B's mission is to reduce the incidence of illness from 

ABC disease, which afflicts a broad segment of the popula-
tion. One of Entity B's objectives in fulfilling that mission is 
to inform the public about the effects and early warning 
signs of the disease and specific action that should be taken 
to prevent the disease. 

E-8. Entity B maintains a list of its prior donors and sends them 
donor renewal mailings. The mailings include messages 
about the effects and early warning signs of the disease and 
specific action that should be taken to prevent it. That in-
formation is also sent to a similar-sized audience but with-
out the request for contributions. Also, Entity B believes 
that recent donors are more likely to contribute than non-
donors or donors who have not contributed recently. Prior 
donors are deleted from the mailing list if they have not 
contributed to Entity B recently, and new donors are added 
to the list. There is no evidence of a correlation between 
recent contributions and participation in the program 
component of the activity. Also, the prior donors' need to 
use or reasonable potential for use of the messages about 
the effects and early warning signs of the disease and spe-
cific action that should be taken to prevent it is an insignif-
icant factor in their selection. 

Conclusion 
E-9. The purpose and content criteria are met. The audience 

criterion is not met.1 All costs, including those that might 
otherwise be considered program or management and gen-
eral costs if they had been incurred in a different activity, 
should be charged to fund raising. 

1. Paragraph 7 of this SOP provides that all costs of joint activities, except for costs of 
goods or services provided in exchange transactions that are part of joint activities, 
such as costs of direct donor benefits of a special event (for example, a meal), should be 
charged to fund raising if any of the criteria of purpose, audience, or content are not 
met. Accordingly, if one or more criteria are not met, the other criteria need not be 
considered. However, the illustrations in this Appendix provide conclusions about 
whether each of the criteria would be met in circumstances in which one or more cri-
teria are not met in order to provide further guidance. 
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E-10. The activity calls for specific action by the recipient (ac-
tion that should be taken to prevent ABC disease) that will 
help accomplish the entity's mission. Therefore, the guid-
ance in paragraph 10 should be considered. The purpose 
criterion is met because (a) the program component of the 
activity calls for specific action by the recipient that will 
help accomplish the entity's mission (to reduce the inci-
dence of illness from the disease), and (b) the program is 
also conducted using the same medium on a scale that is 
similar to or greater than the scale on which it is con-
ducted with the request for contributions (a similar mailing 
is done without the request for contributions, to a similar-
sized audience). 

E-11. The audience criterion is not met. The rebuttable pre-
sumption that the audience criterion is not met because 
the audience includes prior donors is not overcome in this 
illustration. Although the audience has a need to use or 
reasonable potential for use of the program component, 
that was an insignificant factor in its selection. 

E-12. The content criterion is met because the activity calls for 
specific action by the recipient (actions to prevent ABC dis-
ease) that will help accomplish the entity's mission (to re-
duce the incidence of ABC disease), and it explains the need 
for and benefits of the action (to prevent ABC disease). 

Illustration 3 

Facts 
E-13. Entity C's mission is to reduce the incidence of illness 

from ABC disease, which afflicts a broad segment of the 
population. One of Entity C's objectives in fulfilling that 
mission is to increase governmental funding for research 
about ABC disease. 

E-14. Entity C maintains a list of its prior donors and its employ-
ees call them on the telephone reminding them of the 
effects of ABC disease, asking for contributions, and en-
couraging them to contact their elected officials to urge in-
creased governmental funding for research about ABC 
disease. The callers are educated about ABC, do not other-
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wise perform fund-raising functions, and are not compen-
sated or evaluated based on contributions raised. Entity C's 
research indicates that recent donors are likely to contact 
their elected officials about such funding while nonrecent 
donors are not. Prior donors are deleted from the calling 
list if they have not contributed to Entity G recently, and 
new donors are added to the list. 

Conclusion 
E-15. The purpose, audience, and content criteria are met, and 

the joint costs should be allocated. 

E-16. The activity calls for specific action by the recipient (con-
tacting elected officials concerning funding for research 
about ABC disease) that will help accomplish the entity's 
mission. Therefore, the guidance in paragraph 10 should 
be considered. Neither of the factors in paragraph 10a or 
106 is determinative of whether the purpose criterion is 
met. Therefore, other evidence, such as the indicators in 
paragraph 11, should be considered. The purpose criterion 
is met based on the other evidence, because (a) the qualifi-
cations and duties of the personnel performing the activity 
indicate that it is a program activity (the callers are edu-
cated about ABC and do not otherwise perform fund-
raising functions), (b) the method of compensation for 
performing the activity does not indicate that it is a fund-
raising activity (the employees are not compensated or 
evaluated based on contributions raised), and (c) perform-
ing such programs helps accomplish Entity C's mission. 

E-17. The audience criterion is met because the audience (recent 
donors) is selected based on its ability to assist Entity G in 
meeting the goals of the program component of the activity 
(recent donors are likely to contact their elected officials 
about such funding while nonrecent donors are not). 

E-18. The content criterion is met because the activity calls for 
specific action by the recipient (contacting elected officials 
concerning funding for research about ABC disease) that 
will help accomplish the entity's mission (to reduce the in-
cidence of ABC disease), and it explains the need for and 
benefits of the action (to prevent ABC disease). 
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Illustration 4 
Facts 
E-19. Entity D's mission is to improve the quality of life for senior 

citizens. One of Entity D's objectives included in that mis-
sion is to increase the physical activity of senior citizens. 
One of Entity D's programs to attain that objective is to 
send representatives to speak to groups about the impor-
tance of exercise and to conduct exercise classes. 

E-20. Entity D mails a brochure on the importance of exercise 
that encourages exercise in later years to residents over 
the age of sixty-five in three zip code areas. The last two 
pages of the four-page brochure include a perforated con-
tribution remittance form on which Entity D explains its 
program and makes an appeal for contributions. The con-
tent of the first two pages of the brochure is primarily 
educational; it explains how seniors can undertake a self-
supervised exercise program and encourages them to un-
dertake such a program. In addition, Entity D includes a 
second brochure on various exercise techniques that can 
be used by those undertaking an exercise program. 

E-21. The brochures are distributed to educate people in this age 
group about the importance of exercising, to help them ex-
ercise properly, and to raise contributions for Entity D. 
These objectives are documented in a letter to the public 
relations firm that developed the brochures. The audience 
is selected based on age, without regard to ability to con-
tribute. Entity D believes that most of the recipients would 
benefit from the information about exercise. 

Conclusion 
E-22. The purpose, audience, and content criteria are met, and 

the joint costs should be allocated. (Note that the costs of 
the second brochure should be charged to program be-
cause all the costs of the brochure are identifiable with the 
program function.) 

E-23. The activity calls for specific action by the recipient (exer-
cising) that will help accomplish the entity's mission. 
Therefore, the guidance in paragraph 10 should be consid-
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ered. Neither of the factors in paragraphs 10a or 106 is de-
terminative of whether the purpose criterion is met. There-
fore, other evidence, such as the indicators in paragraph 
11, should be considered. The purpose criterion is met 
based on the other evidence, because (a) performing such 
programs helps accomplish Entity D's mission, and (b) the 
objectives of the program are documented in a letter to the 
public relations firm that developed the brochure. 

E-24. The audience criterion is met because the audience (resi-
dents over sixty-five in certain zip codes) is selected based 
on its need to use or reasonable potential for use of the ac-
tion called for by the program component. 

E-25. The content criterion is met because the activity calls for 
specific action by the recipient (exercising) that will help 
accomplish the entity's mission (increasing the physical 
activity of senior citizens), and the need for and benefits 
of the action are clearly evident (explains the importance 
of exercising). 

Illustration 5 

Facts 
E-26. The facts are the same as those in Illustration 4, except 

that Entity E employs a fund-raising consultant to develop 
the first brochure and pays that consultant 30 percent of 
contributions raised. 

Conclusion 
E-27. The content and audience criteria are met. The purpose 

criterion is not met, however, because a majority of com-
pensation or fees for the fund-raising consultant varies 
based on contributions raised for this discrete joint activity 
(the fund-raising consultant is paid 30 percent of contribu-
tions raised). All costs should be charged to fund raising, 
including the costs of the second brochure and any other 
costs that otherwise might be considered program or man-
agement and general costs if they had been incurred in a 
different activity. 

55 



Illustration 6 
Facts 
E-28. Entity F's mission is to protect the environment. One of 

Entity F's objectives included in that mission is to take 
action that will increase the portion of waste recycled by 
the public. 

E-29. Entity F conducts a door-to-door canvass of a community 
that recycles a low portion of its waste. The purpose of the 
activity is to help increase recycling by educating the com-
munity about environmental problems created by not recy-
cling, and to raise contributions. Based on the information 
communicated by the canvassers, the need for and benefits 
of the action are clearly evident. The ability or likelihood of 
the residents to contribute is not a basis for communities 
selected, and all neighborhoods in the geographic area are 
covered if their recycling falls below a predetermined rate. 
The canvassers are selected from individuals who are well-
informed about the organization's environmental concerns 
and programs and who previously participated as volun-
teers in program activities such as answering environmen-
tal questions directed to the organization and developing 
program activities designed to influence legislators to take 
actions addressing those concerns. The canvassers have not 
previously participated in fund-raising activities. 

Conclusion 
E-30. The purpose, audience, and content criteria are met, and 

the joint costs should be allocated. 

E-31. The activity calls for specific action by the recipient (im-
plicitly—to help increase recycling) that will help accom-
plish the entity's mission. Therefore, the guidance in 
paragraph 10 should be considered. Neither of the factors 
in paragraph 10a or 106 is determinative of whether the 
purpose criterion is met. Therefore, other evidence, such 
as the indicators in paragraph 11, should be considered. 
The purpose criterion is met based on the other evidence, 
because (a) the qualifications and duties of the personnel 
performing the activity indicate that it is a program activity 
(the canvassers are selected from individuals who are well-
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informed about the organization's environmental concerns 
and programs and who previously participated as volun-
teers in program activities such as answering environmen-
tal questions directed to the organization and developing 
program activities designed to influence legislators to take 
actions addressing those concerns), and (b) performing 
such programs helps accomplish Entity F's mission (to pro-
tect the environment). 

E-32. The audience criterion is met because the audience 
(neighborhoods whose recycling falls below a predeter-
mined rate) is selected based on its need to use or reason-
able potential for use of the action called for by the 
program component. 

E-33. The content criterion is met because the activity calls for 
specific action by the recipient (implicitly—to help in-
crease recycling) that will help accomplish the entity's mis-
sion (to protect the environment), and the need for and 
benefits of the action are clearly evident (increased recy-
cling will help alleviate environmental problems). 

Illustration 7 

Facts 
E-34. Entity G's mission is to provide summer camps for eco-

nomically disadvantaged youths. Educating the families of 
ineligible youths about the camps is not one of the program 
objectives included in that mission. 

E-35. Entity G conducts a door-to-door solicitation campaign for 
its camp programs. In the campaign, volunteers with canis-
ters visit homes in middle-class neighborhoods to collect 
contributions. Entity G believes that people in those neigh-
borhoods would not need the camp's programs but may 
contribute. The volunteers explain the camp's programs, 
including why the disadvantaged children benefit from the 
program, and distribute leaflets to the residents regardless 
of whether they contribute to the camp. The leaflets de-
scribe the camp, its activities, who can attend, and the 
benefits to attendees. Requests for contributions are not 
included in the leaflets. 
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Conclusion 
E-36. The purpose, audience, and content criteria are not met. 

All costs should be charged to fund raising. 

E-37. The activity does not include a call for specific action be-
cause it only educates the audience about causes (describ-
ing the camp, its activities, who can attend, and the benefits 
to attendees). Therefore, the purpose criterion is not met. 

E-38. The audience criterion is not met, because the audience is 
selected based on its ability or likelihood to contribute, 
rather than based on (a) its need to use or reasonable 
potential for use of the action called for by the program com-
ponent, or (b) its ability to take action to assist the entity in 
meeting the goals of the program component of the activity. 
(Entity G believes that people in those neighborhoods would 
not need the camp's programs but may contribute.) 

E-39. The content criterion is not met because the activity does 
not call for specific action by the recipient. (The content 
educates the audience about causes that the program is de-
signed to address without calling for specific action.) 

Illustration 8 

Facts 
E-40. Entity H's mission is to educate the public about lifesaving 

techniques in order to increase the number of lives saved. 
One of Entity H's objectives in fulfilling that mission, as 
stated in the minutes of the board's meetings, is to produce 
and show television broadcasts including information 
about lifesaving techniques. 

E-41. Entity H conducts an annual national telethon to raise con-
tributions and to reach the American public with lifesaving 
educational messages, such as summary instructions con-
cerning dealing with certain life-threatening situations. 
Based on the information communicated by the messages, 
the need for and benefits of the action are clearly evident. 
The broadcast includes segments describing Entity H's 
services. Entity H broadcasts the telethon to the entire 
country, not merely to areas selected on the basis of giving 
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potential or prior fund raising results. Also, Entity H uses 
national television broadcasts devoted entirely to lifesaving 
educational messages to conduct program activities with-
out fund raising. 

Conclusion 
E-42. The purpose, audience, and content criteria are met, and 

the joint costs should be allocated. 

E-43. The activity calls for specific action by the recipient (im-
plicitly—to save lives) that will help accomplish the en-
tity's mission. Therefore, the guidance in paragraph 10 
should be considered. The purpose criterion is met be-
cause (a) the program component of the activity calls for 
specific action by the recipient that will help accomplish 
Entity H's mission (to save lives by educating the public), 
and (b) a similar program activity is conducted without the 
fund raising using the same medium and on a scale that is 
similar to or greater than the scale on which it is con-
ducted with the appeal (Entity H uses national television 
broadcasts devoted entirely to lifesaving educational mes-
sages to conduct program activities without fund raising). 

E-44. The audience criterion is met because the audience (a 
broad segment of the population) is selected based on its 
need to use or reasonable potential for use of the action 
called for by the program activity. 

E-45. The content criterion is met because the activity calls for 
specific action by the recipient (implicitly—to save lives) 
that will help accomplish the entity's mission (to save lives 
by educating the public), and the need for and benefits of 
the action are clearly evident (saving lives is desirable). 

Illustration 9 

Facts 
E-46. Entity I's mission is to provide food, clothing, and medical 

care to children in developing countries. 

E-47. Entity I conducts television broadcasts in the United States 
that describe its programs, show the needy children, and 
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end with appeals for contributions. Entity I's operating 
policies and internal management memoranda state that 
these programs are designed to educate the public about 
the needs of children in developing countries and to raise 
contributions. The employees producing the programs are 
trained in audiovisual production and are familiar with En-
tity I's programs. Also, the executive producer is paid 
$25,000 for this activity, with a $5,000 bonus if the activity 
raises over $1,000,000. 

Conclusion 
E-48. The purpose, audience, and content criteria are not met. 

All costs should be charged to fund raising. 

E-49. The activity does not include a call for specific action be-
cause it only educates the audience about causes (des-
cribing its programs and showing the needy children). 
Therefore, the purpose criterion is not met. (Also, note 
that if the factor in paragraph 10a were considered, it 
would not be determinative of whether the purpose crite-
rion is met. Although the executive producer will be paid 
$5,000 if the activity raises over $1,000,000, that amount 
would not be a majority of the executive producer's total 
compensation for this activity, because $5,000 would not 
be a majority of the executive producer's total compensa-
tion of $30,000 for this activity. Also, note that if other evi-
dence, such as the indicators in paragraph 11, were 
considered, the purpose criterion would not be met based 
on the other evidence. Although the qualifications and du-
ties of the personnel performing the activity indicate that 
the employees producing the program are familiar with En-
tity I's programs, the facts that some, but less than a major-
ity, of the executive producer's compensation varies based 
on contributions raised, and that the operating policies and 
internal management memoranda state that these pro-
grams are designed to educate the public about the needs 
of children in developing countries [with no call for specific 
action by recipients] and to raise contributions, indicate 
that the purpose is fund raising.) 

E-50. The audience criterion is not met because the audience is 
selected based on its ability or likelihood to contribute, 
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rather than based on (a) its need to use or reasonable po-
tential for use of the action called for by the program com-
ponent, or (b) its ability to take action to assist the entity 
in meeting the goals of the program component of the ac-
tivity. (The audience is a broad segment of the population 
of a country that is not in need of or has no reasonable po-
tential for use of the program activity.) 

E-51. The content criterion is not met because the activity does 
not call for specific action by the recipient that will help ac-
complish the entity's mission. (The content educates the au-
dience about the causes without calling for specific action.) 

Illustration 10 

Facts 
E-52. Entity J is a university that distributes its annual report, 

which includes reports on mission accomplishments, to 
those who have made significant contributions over the 
previous year, its board of trustees, and its employees. The 
annual report is primarily prepared by management and 
general personnel, such as the accounting department and 
executive staff. The activity is coordinated by the public 
relations department. Internal management memoranda 
indicate that the purpose of the annual report is to report 
on how management discharged its stewardship responsi-
bilities, including the university's overall performance, 
goals, financial position, cash flows, and results of opera-
tions. Included in the package containing the annual report 
are requests for contributions and donor reply cards. 

Conclusion 
E-53. The purpose, audience, and content criteria are met, and 

the joint costs should be allocated. 

E-54. The activity has elements of management and general 
functions. Therefore, no call for specific action is required. 
Neither of the factors in paragraph 10a or 106 is determi-
native of whether the purpose criterion is met. Therefore, 
other evidence, such as the indicators in paragraph 11, 
should be considered. The purpose criterion is met based 
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on the other evidence, because (a) the employees perform-
ing the activity are not members of the fund-raising depart-
ment and perform other non-fund-raising activities and (b) 
internal management memoranda indicate that the pur-
pose of the annual report is to fulfill one of the university's 
management and general responsibilities. 

E-55. The audience criterion is met because the audience is se-
lected based on its reasonable potential for use of the man-
agement and general component. Although the activity is 
directed primarily at those who have previously made signif-
icant contributions, the audience was selected based on its 
presumed interest in Entity J's annual report (prior donors 
who have made significant contributions are likely to have 
an interest in matters discussed in the annual report). 

E-56. The content criterion is met because the activity (distrib-
uting annual reports) fulfills one of the entity's manage-
ment and general responsibilities (reporting concerning 
management's fulfillment of its stewardship function). 

Illustration 11 

Facts 
E-57. Entity K is an NPO. In accordance with internal manage-

ment memoranda documenting its policies requiring it to 
comply with Internal Revenue Service (IRS) regulations, it 
mails prior donors who have made quid pro quo payments 
in excess of $75 documentation required by the IRS. The 
documentation is included on a perforated piece of paper. 
The information above the perforation line pertains to the 
documentation required by the IRS. The information 
below the perforation line includes a request for contribu-
tions and may be used as a donor reply card. 

Conclusion 
E-58. The purpose, audience, and content criteria are met, and the 

joint costs should be allocated. (Note that the costs of the in-
formation below the perforation line are identifiable with 
fund raising and therefore should be charged to fund raising.) 
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E-59. The activity has elements of management and general func-
tions. Therefore, no call for specific action is required. Nei-
ther of the factors in paragraph 10a or 106 is determinative 
of whether the purpose criterion is met. Therefore, other 
evidence, such as the indicators in paragraph 11, should be 
considered. The purpose criterion is met based on the 
other evidence, because internal management memoranda 
indicate that the purpose of the activity is to fulfill one of 
Entity K's management and general responsibilities. 

E-60. The audience criterion is met because the entity is re-
quired to direct the management and general component 
of the activity to the particular audience. Although the ac-
tivity is directed at those who have previously con-
tributed, the audience was selected based on its need for 
the documentation. 

E-61. The content criterion is met because the activity (sending 
documentation required by the IRS) fulfills one of the en-
tity's management and general responsibilities (complying 
with IRS regulations). 

Illustration 1 2 

Facts 
E-62. Entity L is an animal rights organization. It mails a package 

of material to individuals included in lists rented from var-
ious environmental and other organizations that support 
causes that Entity L believes are congruent with its own. In 
addition to donor response cards and return envelopes, the 
package includes (a) materials urging recipients to contact 
their legislators and urge the legislators to support legisla-
tion to protect those rights, and (b) postcards addressed to 
legislators urging support for legislation restricting the use 
of animal testing for cosmetic products. The mail campaign 
is part of an overall strategy that includes magazine adver-
tisements and the distribution of similar materials at vari-
ous community events, some of which are undertaken 
without fund-raising appeals. The advertising and commu-
nity events reach audiences similar in size and demograph-
ics to the audience reached by the mailing. 
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Conclusion 
E-63. The purpose, audience, and content criteria are met, and 

the joint costs should be allocated. 

E-64. The activity calls for specific action by the recipient (mail-
ing postcards to legislators urging support for legislation re-
stricting the use of animal testing for cosmetic products) 
that will help accomplish the entity's mission. Therefore, 
the guidance in paragraph 10 should be considered. Nei-
ther of the factors in paragraphs 10a or 106 is determina-
tive of whether the purpose criterion is met. Therefore, 
other evidence, such as the indicators in paragraph 11, 
should be considered. The purpose criterion is met based 
on the other evidence, because (a) the program compo-
nent of this activity calls for specific action by the recipient 
that will help accomplish the entity's mission, and it other-
wise conducts the program activity in this illustration with-
out a request for contributions, and (b) performing such 
programs helps accomplish Entity L's mission. 

E-65. The audience criterion is met because the audience (indi-
viduals included in lists rented from various environmental 
and other organizations that support causes that Entity L 
believes are congruent with its own) is selected based on 
its ability to take action to assist the entity in meeting the 
goals of the program component of the activity. 

E-66. The content criterion is met because the activity calls for 
specific action by the recipient (mailing postcards to legis-
lators urging support for legislation restricting the use of 
animal testing for cosmetic products) that will help accom-
plish the entity's mission (to protect animal rights), and 
the need for and benefits of the action are clearly evident 
(to protect animal rights). 

Illustration 13 

Facts 
E-67. Entity M is a performing arts organization whose mission is 

to make the arts available to residents in its area. Entity M 
charges a fee for attending performances and sends adver-
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tisements, including subscription forms, for the perfor-
mances to residents in its area. These advertisements in-
clude a return envelope with a request for contributions. 
Entity M evaluates the effectiveness of the advertising 
based on the number of subscriptions sold as well as con-
tributions received. In performing that evaluation, entity M 
places more weight on the number of subscriptions sold 
than on the contributions received. Also, Entity M adver-
tises the performances on local television and radio with-
out a request for contributions but on a smaller scale than 
the mail advertising. 

Conclusion 
E-68. The purpose, audience, and content criteria are met, and 

the joint costs should be allocated. 

E-69. The activity calls for specific action by the recipient (at-
tending the performances) that will help accomplish the 
entity's mission. Therefore, the guidance in paragraph 10 
should be considered. Neither of the factors in paragraph 
10a or 106 is determinative of whether the purpose crite-
rion is met. Therefore, other evidence, such as the indica-
tors in paragraph 11, should be considered. The purpose 
criterion is met based on the other evidence, because (a) 
the entity measures program results and accomplishments 
of the joint activity and in evaluating the effectiveness of 
the activity, the entity places significantly greater weight 
on the activity's effectiveness in accomplishing program 
goals than on the activity's effectiveness in raising contri-
butions (Entity M evaluates the effectiveness of the adver-
tising based on the number of subscriptions sold as well as 
contributions received and places more weight on the 
number of subscriptions sold than on the contributions re-
ceived), (b) it otherwise conducts the program activity 
without a request for contributions, and (c) performing 
such programs helps accomplish Entity M's mission (to 
make the arts available to residents in its area). 

E-70. The audience criterion is met because the audience (a 
broad segment of the population in Entity M's area) is se-
lected based on its need to use or reasonable potential for 
use of the action called for by the program component. 

65 



E-71. The content criterion is met because the activity calls for 
specific action by the recipient (attending the perfor-
mances) that will help accomplish the entity's mission 
(making the arts available to area residents), and the need 
for and benefits of the action are clearly evident (attending 
the performance is a positive cultural experience). (Note 
that the purchase of subscriptions is an exchange transac-
tion and, therefore, is not a contribution.) 

Illustration 14 

Facts 
E-72. Entity N is a university whose mission is to educate the 

public (students) in various academic pursuits. Entity N's 
political science department holds a special lecture series 
in which prominent world leaders speak about current 
events. The speakers command relatively high fees and, in 
order to cover costs and make a modest profit, the univer-
sity sets a relatively expensive fee to attend. However, the 
tickets are priced at the fair value of the lecture and no por-
tion of the ticket purchase price is a contribution. Entity N 
advertises the lectures by sending invitations to prior atten-
dees and to prior donors who have contributed significant 
amounts, and by placing advertisements in local newspa-
pers read by the general public. At some of the lectures, in-
cluding the lecture being considered in this illustration, 
deans and other faculty members of Entity N solicit signifi-
cant contributions from attendees. Other lectures in the se-
ries are conducted on a scale similar to the scale of the 
lecture in this illustration without requesting contributions. 
Entity N's records indicate that historically 75 percent of 
the attendees have attended prior lectures. Of the 75 per-
cent who have attended prior lectures, 15 percent have 
made prior contributions to Entity N. Of the 15 percent 
who have made prior contributions to Entity N, 5 percent 
have made contributions in response to solicitations made 
at the events. (Therefore, one-half of one percent of atten-
dees make contributions in response to solicitations made 
at the events. However, those contributions are significant.) 
Overall, the audience's ability or likelihood to contribute is 
an insignificant factor in its selection. Entity N evaluates 
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the effectiveness of the activity based on the number of 
tickets sold, as well as contributions received. In perform-
ing that evaluation, Entity N places more weight on the 
number of tickets sold than on the contributions received. 

Conclusion 
E-73. The purpose, audience, and content criteria are met, and 

the joint costs should be allocated. 

E-74. The activity calls for specific action by the recipient (at-
tending the lecture) that will help accomplish the entity's 
mission. Therefore, the guidance in paragraph 10 should 
be considered. The purpose criterion is met because (a) 
the program component of the activity calls for specific ac-
tion by the recipient that will help accomplish the entity's 
mission (educating the public [students] in various acade-
mic pursuits), and (b) the program is also conducted using 
the same medium on a scale that is similar to or greater 
than the scale on which it is conducted with the request for 
contributions (other lectures in the series are conducted 
on a scale similar to the scale of the lecture in this illustra-
tion without requesting contributions). 

E-75. The audience criterion is met. The rebuttable presumption 
that the audience criterion is not met because the audi-
ence includes prior donors is overcome in this illustration 
because the audience (those who have shown prior interest 
in the lecture series, prior donors, a broad segment of the 
population in Entity N's area, and those attending the lec-
ture) is also selected for its reasonable potential for use of 
the program component (attending the lecture). Although 
the audience may make significant contributions, that was 
an insignificant factor in its selection. 

E-76. The content criterion is met because the activity calls for 
specific action by the recipient (attending the lecture) that 
will help accomplish the entity's mission (educating the 
public [students] in various academic pursuits), and the 
need for and benefits of the action are clearly evident (at-
tending the lecture is a positive educational experience). 
(Note that the purchase of the tickets is an exchange trans-
action and, therefore, is not a contribution. As discussed in 
paragraph 7 of this SOP, costs of goods or services provided 
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in exchange transactions that are part of joint activities, 
such as costs of direct donor benefits of a special event, 
should not be reported as fund raising.2 ) 

Illustration 15 

Facts 
E-77. Entity O is a university whose mission is to educate the 

public (students) in various academic pursuits. Entity O's 
political science department holds a special lecture series 
in which prominent world leaders speak about current 
events. Admission is priced at $250, which is above the 
$50 fair value of the lecture and, therefore, $200 of the ad-
mission price is a contribution. Therefore, the audience's 
likelihood to contribute to the entity is a significant factor 
in its selection. Entity O advertises the lectures by sending 
invitations to prior attendees and to prior donors who have 
contributed significant amounts, and by placing advertise-
ments in local newspapers read by the general public. En-
tity O presents similar lectures that are priced at the fair 
value of those lectures. 

Conclusion 
E-78. The purpose and content criteria are met. The audience 

criterion is not met. All costs, including those that might 
otherwise be considered program or management and gen-
eral costs if they had been incurred in a different activity, 
except for the costs of the direct donor benefit (the lec-
ture), should be charged to fund raising. 

E-79. The activity calls for specific action by the recipient (at-
tending the lecture) that will help accomplish the entity's 
mission. Therefore, the guidance in paragraph 10 should 
be considered. The purpose criterion is met because (a) 
the program component of the activity calls for specific 
action by the recipient that will help accomplish the en-
tity's mission (educating the public [students] in various 
academic pursuits), and (b) the program is also conducted 

2. Paragraphs 13.17 to 13.22 of the Audit and Accounting Guide Not-for-Profit Organiza-
tions provide guidance concerning reporting special events. 
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using the same medium on a scale that is similar to or 
greater than the scale on which it is conducted with the 
request for contributions (other lectures in the series are 
conducted on a scale similar to the scale of the lecture in 
this illustration without including a contribution in the ad-
mission price). 

E-80. The audience criterion is not met. The rebuttable pre-
sumption that the audience criterion is not met because 
the audience is selected based on its likelihood to con-
tribute to the entity is not overcome in this illustration. 
The fact that the $250 admission price includes a $200 
contribution leads to the conclusion that the audience's 
ability or likelihood to contribute is an overwhelmingly sig-
nificant factor in its selection, whereas there is no evidence 
that the extent to which the audience is selected for its 
need to use or reasonable potential for use of the action 
called for by the program component (attending the lec-
ture) is overwhelmingly significant. 

E-81. The content criterion is met because the activity calls for 
specific action by the recipient (attending the lecture) that 
will help accomplish the entity's mission (educating the 
public [students] in various academic pursuits), and the 
need for and benefits of the action are clearly evident (at-
tending the lecture is a positive educational experience). 
(Note that the purchase of the tickets is an exchange trans-
action and, therefore, is not a contribution. As discussed in 
paragraph 7 of this SOP, costs of goods or services provided 
in exchange transactions that are part of joint activities, 
such as costs of direct donor benefits of a special event, 
should not be reported as fund raising.3) 

Illustration 16 

Facts 
E-82. Entity P's mission is to reduce the incidence of illness from 

ABC disease, which primarily afflicts people over sixty-five 
years of age. One of Entity P's objectives in fulfilling that 

3. Paragraphs 13.17 to 13.22 of the Audit and Accounting Guide Not-for-Profit Organiza-
tions provide guidance concerning reporting special events. 
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mission is to have all persons over sixty-five screened for 
ABC disease. 

E-83. Entity P rents space at events attended primarily by people 
over sixty-five years of age and conducts free screening for 

ABC disease. Entity P's employees, who are educated about 
ABC disease and screening procedures and do not other-

wise perform fund-raising functions, educate interested 
parties about the effects of ABC disease and the ease and 
benefits of screening for it. Entity P also solicits contribu-
tions at the events. The effectiveness of the activity is eval-
uated primarily based on how many screening tests are 
performed, and only minimally based on contributions 
raised. The employees are not compensated or evaluated 
based on contributions raised. 

Conclusion 
E-84. The purpose, audience, and content criteria are met, and 

the joint costs should be allocated. 

E-85. The activity calls for specific action by the recipient (being 
screened for ABC disease) that will help accomplish the en-
tity's mission. Therefore, the guidance in paragraph 10 
should be considered. Neither of the factors in paragraph 
10a or 106 is determinative of whether the purpose crite-
rion is met. Therefore, other evidence, such as the indica-
tors in paragraph 11, should be considered. The purpose 
criterion is met based on the other evidence, because (a) a 
process exists to evaluate measured program results and 
accomplishments and in evaluating the effectiveness of the 
joint activity, the entity places significantly greater weight 
on the activity's effectiveness in accomplishing program 
goals than on the activity's effectiveness in raising contri-
butions (Entity P evaluates the effectiveness of the activity 
based on the number of screening tests conducted as well 
as contributions received and places more weight on the 
number of tests conducted than on the contributions re-
ceived); (b) the qualifications and duties of the personnel 
performing the activity indicate that it is a program activity 
(the employees are educated about ABC disease and the 
testing procedures and do not otherwise perform fund-rais-
ing functions); (c) the method of compensation for per-
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forming the activity does not indicate that it is a fund-rais-
ing activity (the employees are not compensated or evalu-
ated based on contributions raised); and (d) performing 
such programs helps accomplish Entity P's mission (to pre-
vent ABC disease). 

E-86. The audience criterion is met because the audience (peo-
ple over sixty-five years of age) is selected based on its 
need to use or reasonable potential for use of the action 
called for by the program component. 

E-87. The content criterion is met because the activity calls for 
specific action by the recipient (being screened for ABC dis-
ease) that will help accomplish the entity's mission (to re-
duce the incidence of ABC disease), and it explains the need 
for and benefits of the action (to prevent ABC disease). 

Illustration 1 7 

Facts 
E-88. Entity Q's mission is to provide cultural and educational 

television programming to residents in its area. Entity Q 
owns a public television station and holds a membership 
drive in which it solicits new members. The drive is con-
ducted by station employees and consists of solicitations 
that are shown during long breaks between the station's 
regularly scheduled programs. Entity Q's internal manage-
ment memoranda state that these drives are designed to 
raise contributions. Entity Q evaluates the effectiveness of 
the activity based on the amount of contributions received. 
Entity Q shows the programs on a similar scale, without 
the request for contributions. The audience is members of 
the general public who watch the programs shown during 
the drive. Station member benefits are given to those who 
contribute and consist of tokens of appreciation with a 
nominal value. 

Conclusion 
E-89. The purpose, audience, and content criteria are met, and 

the joint costs should be allocated. (Note that there would 
be few, if any, joint costs. Costs associated with the fund-
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raising activities, such as costs of airtime, would be sepa-
rately identifiable from costs of the program activities, 
such as licensing costs for a particular television program. 
Also, note that because no significant benefits or duties are 
associated with membership, member dues are contribu-
tions. Therefore, the substance of the membership-devel-
opment activities is, in fact, fund raising.) 

E-90. The activity calls for specific action by the recipient 
(watching the television program) that will help accom-
plish the entity's mission. Therefore, the guidance in para-
graph 10 should be considered. The purpose criterion is 
met because (a) the program component of the activity 
calls for specific action by the recipient that will help ac-
complish the entity's mission, and (b) the program is also 
conducted using the same medium on a scale that is simi-
lar to or greater than the scale on which it is conducted 
with the request for contributions (Entity Q shows the 
television programs on a similar scale, without the request 
for contributions). 

E-91. The audience criterion is met. The rebuttable presumption 
that the audience criterion is not met because the audi-
ence is selected based on its likelihood to contribute is 
overcome in this illustration because the audience (mem-
bers of the general public who watch the television pro-
grams shown during the drive) is also selected for its 
reasonable potential for use of the program component 
(watching the television programs). Although the audience 
may make contributions, that was an insignificant factor in 
its selection. 

E-92. The content criterion is met because the activity calls for 
specific action by the recipient (watching the television 
programs) that will help accomplish the entity's mission 
(providing cultural and educational television program-
ming to residents in its area), and the need for and benefits 
of the action are clearly evident (watching the programs is 
a positive cultural and educational experience). 
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APPENDIX F 
Illustrations of Allocation Methods 

F-1. Some commonly used cost allocation methods follow. 

Physical Units Method 

F-2. Joint costs are allocated to materials and activities in pro-
portion to the number of units of output that can be attrib-
uted to each of the materials and activities. Examples of 
units of output are lines, square inches, and physical con-
tent measures. This method assumes that the benefits re-
ceived by the fund-raising, program, or management and 
general component of the materials or activity from the 
joint costs incurred are directly proportional to the lines, 
square inches, or other physical output measures attrib-
uted to each component of the activity. This method may 
result in an unreasonable allocation of joint costs if the 
units of output, for example, line counts, do not reflect the 
degree to which costs are incurred for the joint activity. 
Use of the physical units method may also result in an un-
reasonable allocation if the physical units cannot be clearly 
ascribed to fund raising, program, or management and gen-
eral. For example, direct mail and telephone solicitations 
sometimes include content that is not identifiable with 
fund raising, program, or management and general; or the 
physical units of such content are inseparable. 

Illustration 
F-3. Assume a direct mail campaign is used to conduct pro-

grams of the entity and to solicit contributions to support 
the entity and its programs. Further, assume that the ap-
peal meets the criteria for allocation of joint costs to more 
than one function. 
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F-4. The letter and reply card include a total of one hundred 
lines. Forty-five lines pertain to program because they in-
clude a call for action by the recipient that will help accom-
plish the entity's mission, while fifty-five lines pertain to the 
fund-raising appeal. Accordingly, 45 percent of the costs are 
allocated to program and 55 percent to fund-raising. 

Relative Direct Cost Method 
F-5. Joint costs are allocated to each of the components on the 

basis of their respective direct costs. Direct costs are those 
costs that are incurred in connection with the multipur-
pose materials or activity and that are specifically identifi-
able with a function (program, fund raising, or management 
and general). This method may result in an unreasonable 
allocation of joint costs if the joint costs of the materials 
and activity are not incurred in approximately the same 
proportion and for the same reasons as the direct costs of 
the materials and activity. For example, if a relatively costly 
booklet informing the reader about the entity's mission (in-
cluding a call for action by the recipient that will help ac-
complish the entity's mission) is included with a relatively 
inexpensive fund-raising letter, the allocation of joint costs 
based on the cost of these pieces may be unreasonable, par-
ticularly if the booklet and letter weigh approximately the 
same and therefore contribute equally to the postage costs. 

Illustration 
F-6. The costs of a direct mail campaign that can be specifically 

identified with program services are the costs of separate 
program materials and a postcard which calls for specific 
action by the recipient that will help accomplish the en-
tity's mission. They total $20,000. The direct costs of the 
fund-raising component of the direct mail campaign con-
sist of the costs to develop and produce the fund-raising 
letter. They total $80,000. Joint costs associated with the 
direct mail campaign total $40,000 and would be allocated 
as follows under the relative direct cost method: 

Program $20,000/$100,000 X $40,000 = $8,000 
Fund raising $80,000/$100,000 X $40,000 = $32,000 
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Stand-Alone Joint-Cost-Allocation Method 

F-7. Joint costs are allocated to each component of the activity 
based on a ratio that uses estimates of costs of items in-
cluded in joint costs that would have been incurred had the 
components been conducted independently. The numera-
tor of the ratio is the cost (of items included in joint costs) 
of conducting a single component independently; the de-
nominator is the cost (of items included in joint costs) of 
conducting all components independently. This method as-
sumes that efforts for each component in the stand-alone 
situation are proportionate to the efforts actually under-
taken in the joint cost situation. This method may result in 
an unreasonable allocation because it ignores the effect of 
each function, which is performed jointly with other func-
tions, on other such functions. For example, the program-
matic impact of a direct mail campaign or a telemarketing 
phone message may be significantly lessened when per-
formed in conjunction with a fund-raising appeal. 

Illustration 
F-8. Assume that the joint costs associated with a direct mail 

campaign including both program and fund-raising compo-
nents are the costs of stationery, postage, and envelopes at 
a total of $100,000. The costs of stationery, postage, and 
envelopes to produce and distribute each component sepa-
rately would have been $90,000 for the program compo-
nent and $70,000 for the fund-raising component. Under 
the stand-alone joint-cost-allocation method, the $100,000 
in joint costs would be allocated as follows: $90,000/ 
$160,000 X $100,000 = $56,250 to program services and 
$70,000/$160,000 X $100,000 = $43,750 to fund raising. 
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APPENDIX G 
Illustrations of Disclosures 

G-1. The disclosures discussed in paragraphs 18 and 19 are il-
lustrated below. Alternative 1 reports the required and en-
couraged information in narrative format. Alternative 2 
reports that information in tabular format, as well as infor-
mation concerning joint costs incurred for each kind of ac-
tivity by functional classification, which is neither required 
nor encouraged, but which is not prohibited. 

Note X. Allocation of Joint Costs 

In 19XX, the organization conducted activities that in-
cluded requests for contributions, as well as program and 
management and general components. Those activities 
included direct mail campaigns, special events, and a 
telethon. The costs of conducting those activities in-
cluded a total of $310,000 of joint costs, which are not 
specifically attributable to particular components of the 
activities (joint costs). [Note to reader: The following 
sentence is encouraged but not required.] Joint costs for 
each kind of activity were $50,000, $150,000, and 
$110,000 respectively. These joint costs were allocated 
as follows: 

Alternative 1 

Fund raising 
Program A 
Program B 
Management and general 

$180,000 
80,000 
40,000 
10,000 

Total $310,000 
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Alternative 2 

Note X. Allocation of Joint Costs 

In 19XX, the organization conducted activities that in-
cluded appeals for contributions and incurred joint costs 
of $310,000. These activities included direct mail cam-
paigns, special events, and a telethon. Joint costs were 
allocated as follows: 

Direct Special 
Mail Events Telethon Total 

Fund raising 140,000 $ 50,000 $ 90,000 $180,000 
Program A 10,000 65,000 5,000 80,000 
Program B 25,000 15,000 40,000 
Management 
and general 10,000 10,000 

Total $50,000 $150,000 $110,000 $310,000 

[Note to reader: Shading is used to highlight information that is nei-
ther required nor encouraged, but which is not prohibited. However, 
entities may prefer to disclose it. Disclosing the total joint costs for 
each kind of activity ($50,000, $150,000, and $110,000) is encour-
aged but not required.] 
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APPENDIX H 
Contrast of Guidance in This SOP 
With the Guidance in SOP 87-21 

This SOP 

Applies to all entities that solicit 
contributions, including state and 
local governments. 

Covers all costs of joint activities. 
(Costs that otherwise might be 
considered program or 
management and general costs if 
they had been incurred in a 
different activity, except for costs 
of goods or services provided in 
exchange transactions that are 

SOP 87-2 

Applied to entities that follow the 
AICPA Industry Audit Guide 
Audits of Voluntary Health and 
Welfare Organizations or SOP 
78-10. (SOP 87-2 was not 
applicable to entities that are 
within the scope of Governmental 
Accounting Standards Board 
Statement No. 29, The Use of Not-
for-Profit Accounting and 
Financial Reporting Principles 
by Governmental Entities.) 

Covers only joint costs of joint 
activities. 

1. In August 1996, the AICPA issued the Audit and Accounting Guide Not-for-Profit Or-
ganizations, which superseded Statement of Position (SOP) 87-2, Accounting for Joint 
Costs of Informational Materials and Activities of Not-for-Profit Organizations That 
Include a Fund-Raising Appeal, because the guidance in SOP 87-2 is incorporated into 
paragraphs 13.31 to 13.40 of the Guide. Also, Not-for-Profit Organizations superseded 
the AICPA Industry Audit Guide Audits of Voluntary Health and Welfare Organizations 
and SOP 78-10. Not-for-Profit Organizations applies to all nongovernmental not-for-
profit organizations other than those required to follow the Audit and Accounting Guide 
Health Care Organizations. Therefore, incorporating the guidance in SOP 87-2 into 
Not-for-Profit Organizations broadened the scope of the guidance previously included 
in SOP 87-2 to all not-for-profit organizations other than those required to follow Health 
Care Organizations. The discussion in this SOP of SOP 87-2 refers to both SOP 87-2 
and the guidance included in paragraphs 13.31 to 13.40 oí Not-for-Profit Organizations, 
except that the guidance in Not-for-Profit Organizations applies to all not-for-profit or-
ganizations other than those required to follow Health Care Organizations. 
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This SOP SOP 87-2 
part of joint activities, such as 
costs of direct donor benefits of a 
special event [for example, a 
meal], should be charged to fund 
raising unless the criteria in the 
SOP are met.) 

Criteria of purpose, audience, and 
content should all be met in order 
to charge costs of the activity to 
program or management and 
general. 

Neither prescribes nor prohibits 
any allocation methods. Includes 
a discussion to help users 
determine whether an allocation 
is reasonable, and provides some 
illustrations. 

Requires note disclosures about 
the types of activities for which 
joint costs have been incurred, 
amounts allocated during the 
period, and amounts allocated to 
each functional expense or 
expenditure category. 

Unclear concerning whether all 
criteria should be met in order to 
charge costs of the activity to 
program or management and 
general. 

Neither prescribes nor prohibits 
any allocation methods. No 
illustrations are provided. 

Requires less extensive note 
disclosures: total amount 
allocated during the period and 
amounts allocated to each 
functional expense category. 
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APPENDIX I 
Effects on Other Guidance 

I-1. For nongovernmental organizations, this Statement of Po-
sition (SOP) amends the AICPA Audit and Accounting 
Guide Health Care Organizations and paragraphs 13.31 to 
13.40 of the AICPA Audit and Accounting Guide Not-for-
Profit Organizations. 

I-2. Also, this SOP amends the AICPA Audit and Accounting 
Guide Not-for-Profit Organizations to clarify that costs of 
goods or services provided in exchange transactions that 
are part of joint activities, such as costs of direct donor 
benefits of a special event (for example, a meal), should not 
be reported as fund-raising. In particular, paragraphs 
13.17,13.19, and 13.20 of Not-for-Profit Organizations are 
amended as follows: 

13.17 Some organizations conduct joint activities* that 
are special events, including special social and educa-
tional events (such as symposia, dinners, dances, and 
theater parties) in which the attendee receives a direct 
benefit (for example, a meal or theater ticket). FASB 
Statement No. 117 requires the reporting of the gross 
amounts of revenues and expenses from special events 
and other fund-raising activities that are ongoing major 
or central activities, but permits (but does not require) 
reporting net amounts if the receipts and related costs 
result from special events that are peripheral or inciden-
tal activities. 

* Paragraphs XX to XX of this Guide provide guidance concerning ac-
counting for the costs of joint activities. 

13.19 For example, assume that an organization has a 
special event that is an ongoing and major activity with a 
ticket price of $100. Assume that the activity does not 
meet the audience criterion in SOP 98-2, Accounting for 
Costs of Activities of Not-for-Profit Organizations and 
State and Local Governmental Entities That Include 
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Fund Raising, and, therefore, all costs of the activity, 
other than the direct donor benefits, should be reported 
as fund raising. The event includes a dinner that costs 
the organization $25 and that has a fair value of $30. 
(Chapter 5, "Contributions Received and Agency Trans-
actions," of this Guide, discusses the appropriate report-
ing if the meal or other items of value are donated to the 
organization for resale.) In addition, the organization in-
curs other direct costs of the event in connection with 
promoting and conducting the event, including incre-
mental direct costs incurred in transactions with inde-
pendent third parties and the payroll and payroll-related 
costs for the activities of employees who are directly as-
sociated with, and devote time to, the event. Those other 
direct costs, which include (a) $5 that otherwise might 
be considered management and general costs if they had 
been incurred in a different activity, and (b) fund-raising 
costs of $10, are unrelated to the direct benefits to 
donors and, accordingly, should not be included as costs 
of benefits to donors. In addition, the organization has 
the following transactions, which are unrelated to the 
special event: unrestricted contributions of $200, pro-
gram expenses of $60, management and general ex-
penses of $20, and fund-raising expenses of $20. 

13.20 Some ways in which the organization could dis-
play the results of the special event as part of its state-
ment of activities are illustrated as follows: 

Illustration 1 
Changes in unrestricted net assets: 

Contributions $200 
Special event revenue 100 
Less: Costs of direct benefits 
to donors (25) 

Net revenues from special events 75 
Contributions and net revenues from 
special events 275 

Other expenses: 
Program 60 
Management and general 20 
Fund raising 35 

Total other expenses 115 
Increase in unrestricted net assets $160 
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Illustration 2 
Changes in unrestricted net assets: 
Revenues: 

Contributions $200 
Special event revenue 100 

Total revenues 300 
Expenses: 

Program 60 
Costs of direct benefits to donors 25 
Management and general 20 
Fund raising 35 

Total expenses 140 
Increase in unrestricted net assets $160 

Illustration 3 
Changes in unrestricted net assets: 

Contributions $270 
Dinner sales 30 
Less: Costs of direct benefits 
to donors (25) 

Gross profit on special events 5 
Contributions and net revenues 
from special events 275 

Other expenses: 
Program 60 
Management and general 20 
Fund raising 35 

Total other expenses 115 
Increase in unrestricted net assets $160 

I-3. For governmental entities that have applied the accounting 
and financial reporting principles in SOP 78-10, Account-
ing Principles and Reporting Practices for Certain Non-
profit Organizations, or the AICPA Industry Audit Guide 
Audits of Voluntary Health and Welfare Organizations 
(modified by all applicable Financial Accounting Standards 
Board [FASB] pronouncements issued through November 
30, 1989, and by most applicable Governmental Accounting 
Standards Board [GASB] pronouncements) in conformity 
with GASB Statement No. 29, The Use of Not-for-Profit Ac-
counting and Financial Reporting Principles by Govern-
mental Entities, this SOP amends the principles—based on 
SOP 78-10 and Audits of Voluntary Health and Welfare Or-
ganizations, as modified—that those entities apply. For 
governmental entities that have applied the accounting 
and financial reporting principles in the 1973 AICPA In-
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dustry Audit Guide Audits of Colleges and Universities, as 
amended by SOP 74-8, Financial Accounting and Report-
ing by Colleges and Universities, and as modified by ap-
plicable FASB pronouncements issued through November 
30, 1989, and all applicable GASB pronouncements in con-
formity with GASB Statement No. 15, Governmental Col-
lege and University Accounting and Financial Reporting 
Models, this SOP amends the principles—based on Audits 
of Colleges and Universities, as amended and modified— 
that those entities apply. For other governmental organiza-
tions, this SOP amends the Audit and Accounting Guide 
Audits of State and Local Governmental Units. 
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GLOSSARY 

Activities. Activities are efforts to accomplish specific objectives. Some 
activities include producing and distributing materials. For example, if 
an entity undertakes a mass mailing that includes a letter and a pam-
phlet, producing and distributing the letter and pamphlet are part of the 
activity. Other activities may include no materials, such as an annual 
dinner or a radio commercial. 

Compensation or fees. Reciprocal transfers of cash or other assets in 
exchange for services performed. 

Contributions. Contributions are unconditional transfers of cash or 
other assets to an entity or a settlement or cancellation of its liabilities 
in a voluntary nonreciprocal transfer by another entity acting other 
than as an owner. 

Costs of joint activities. Costs of joint activities are costs incurred for a 
joint activity. Costs of joint activities may include joint costs and costs 
other than joint costs. Costs other than joint costs are costs that are iden-
tifiable with a particular function, such as fund raising, program, manage-
ment and general, and cost of sales. For example, some costs incurred for 
printing, paper, professional fees, and salaries to produce donor cards are 
not joint costs, although they may be incurred in connection with con-
ducting joint activities. 

Fund-raising activities. Fund-raising activities are activities undertaken 
to induce potential donors to contribute money, securities, services, 
materials, facilities, other assets, or time. They include publicizing and 
conducting fund-raising campaigns; maintaining donor mailing lists; 
conducting special fund-raising events; preparing and distributing fund-
raising manuals, instructions, and other materials; and conducting other 
activities involved with soliciting contributions from individuals, founda-
tions, governments, and others. 

Help accomplish the entity's mission. Actions that help accomplish the 
entity's mission are actions that either benefit the recipient (such as by 
improving the recipient's physical, mental, emotional, or spiritual health 
and well-being) or benefit society (by addressing societal problems). 

Joint activity. A joint activity is an activity that is part of the fund-raising 
function and has elements of one or more other functions, such as program, 
management and general, membership development, or any other func-
tional category used by the entity. 

Joint costs. Joint costs are the costs of conducting joint activities that 
are not identifiable with a particular component of the activity. For ex-
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ample, the cost of postage for a letter that includes both fund-raising and 
program components is a joint cost. Joint costs may include the costs of 
salaries, contract labor, consultants, professional fees, paper, printing, 
postage, event advertising, telephones, airtime, and facility rentals. 

Management and general activities. Management and general activities 
are those that are not identifiable with a single program, fund-raising ac-
tivity, or membership-development activity but that are indispensable 
to the conduct of those activities and to an organization's existence. 
They include oversight, business management, general recordkeeping, 
budgeting, financing, soliciting revenue from exchange transactions, 
such as government contracts and related administrative activities, and 
all management and administration except for direct conduct of program 
services or fund-raising activities. Disseminating information to inform 
the public of the organization's "stewardship" of contributed funds, an-
nouncements concerning appointments, and the annual report, among 
other activities, are management and general activities, as are soliciting 
funds other than contributions, including exchange transactions (whether 
program-related or not). 

Medium. A medium is a means of mass communication, such as direct 
mail, direct response advertising, or television. 

Membership-development activities. Membership-development activi-
ties include soliciting for prospective members and membership dues, 
membership relations, and similar activities. If there are no significant 
benefits or duties connected with membership, however, the substance 
of membership-development activities may, in fact, be fund-raising. 

Program activities. Program activities are the activities that result in 
goods or services being distributed to beneficiaries, customers, or mem-
bers that fulfill the purposes or mission for which the organization ex-
ists. Those services are the major purpose for and the major output of 
the organization and often relate to several major programs. For exam-
ple, a large university may have programs for student instruction, re-
search, and patient care, among others. Similarly, a health and welfare 
organization may have programs for health and family services, re-
search, disaster relief, and public education, among others. 
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