
                                                                                       

APPENDIX A:  Feed the Children (Donations in-kind) 
 As previously indicated the valuation of some gifts-in-kind can be very difficult absent an 
actual transaction in a market.  Some nonprofits attach a zero value to a gift until such time when 
the item is sold for cash.  Accuracy in the valuation of gifts-in-kind can be increased if one waits 
to do the valuation until such time when an estimable market event is expected to take place. 
This is a conservative approach to take and often a correct approach.  Consider the footnote 
excerpt in Figure 2.A.1.  Goodwill of Northern Michigan (and most other Goodwill chapters) is 
uncertain of the exact value of a gift-in-kind at the moment it is given.  The value of the 
contribution is defined as the difference between the sales value less all of the cost necessary to 
bring it up to saleable condition.  In a moment we shall see that problems can occur when the 
gift-in-kind never becomes involved in a real market transaction. 

Figure 2.A.1:  Goodwill Industries of Northern Michigan Financial  
                         Statement Note Excerpt  

     In order to illustrate 
the problems and 
difficulties that can arise 
with certain in-kind 
donations let us first 
consider the following 
set of simple examples 
which will help frame 
the problem.  We will 
then move to an example 
of a group of charities 
with large medical gifts-
in-kind to see what can 
happen when large in-

kind-contributions occur and are difficult to value because there is not a definitive market 
transaction to use to define value.  We will then look at the financial statements of Feed the 
Children, the recipient of large amounts of in-kind contributions of pills.  First, consider the 
following set of simple examples which will serve to frame the issues.  In all examples assume 
FTC, as part of its charitable mission, will distribute the pill free of charge to needy individuals 
in the countries in which it operates. 



                                                                                       

Example A1:   FTC, a nonprofit charity, buys a pill from a pharmaceutical company 
(PHARMA) for C cents.  PHARMA  sells the same pill to all for-profit and nonprofit customers 

at this price. This is just the standard journal entry to 
record the purchase of inventory which is valued at its 
acquisition cost.  The cost, C, is the fair market value of 
the item purchased. 

Example A2:  FTC obtains a pill from PHARMA for D 
cents which is at a discount from what PHARMA 

routinely sells pills to for-profit customers for C cents.  In this case PHARMA is offering a lower 
price to FTC because it has donative intent; it wishes to 
provide the pill at a lower cost to FTC because it is a 
nonprofit.  In this instance the fair market value of the pill 
is indeed C cents as for-profit customers are routinely 
paying this price to obtain the pill.  So the amount of the 
discount to FTC,    C-D, in this case can be thought of as 
a donation from PHARMA to FTC.  In this case there is 
clear market evidence that the value of the pill is C cents 
and FTC can value the inventory at C cents and show an 

in-kind contribution valued at C-D. 

Example A3:  FTC obtains a pill from PHARMA for D cents.  PHARMA only sells to 
nonprofits and charges every nonprofit D cents for this pill.  Suppose there is no evidence that 

Pharma has any donative intent.  That is, its business 
model is to sell to nonprofits and to make a profit doing 
that.  In this case the purchase of the pill is just that, a 
purchase.  The value of the inventory should be recorded 
at the cost to acquire it and there is no recognition of a 
gift in-kind. 

Example A4:  Suppose FTC buys a pill from PHARMA, a for-profit company that only sells to 
nonprofits.  Suppose that the pill is purchased for D cents and is to be distributed in Country X.  
The pill is not approved for sale in the US at the dosage purchased by FTC from PHARMA.   
Suppose FTC values all donations of pharmaceuticals by reference to the Red Book, a wholesale 
pricing guide provided by US manufacturers of pharmaceuticals which are sold in the US 
market.  The price listed for a lower dose pill sold in the US is P cents.  This pill is virtually 
never purchased in the US because the ailment addressed by the pill is rarely present in the US 
population.  Suppose FTC records this purchase as follows: 

 Inventory……………………..… P 
  Cash……………………..   D 
  Contribution revenue……  P-D 



                                                                                       

Example A4 in essence was the way the acquisition of certain drugs was accounted for by 
many nonprofits.  Several issues call the appropriateness of this accounting into question.  First, 
the donative intent of the manufacturer is questionable.  In this case PHARMA was set up as a 
for profit company with the intent of selling to nonprofits as its primary market.   Secondly, this 
is less a contribution than it is a straight purchase of an item for inventory and as such it should 
probably be treated as in Example 1 above. 
 Prior to 2010 the guidance for valuation of gifts in kind, particularly for pharmaceuticals, 
was vague.  It became accepted practice to value pills by reference to the previously mentioned 
Red Book.  While this practice produced reasonable value for most medications it was grossly 
inadequate for valuing pills for distribution outside of the US and for medications distributed 
outside the US which were not approved for use in the US by the FDA.  In 2010 nonprofits were 
required to apply SFAS 157 to the valuation of gifts in kind (see Figure 2A.2, taken from Feed 
the Children’s 2010 annual report). 

Figure 2.A.2:  Feed the Children Note on SFAS 157, Fair Value Measurements 

 

 In the 2009 financial report Feed the Children described their valuation of donated 
medicines in a note in their financial statements (presented in Figure 2.A.3, Gift-in-Kind 
Valuations. 



                                                                                       

Figure 2.A.3:  Feed the Children 2009 Note on Gift-in-Kind Valuation

 
 

Essentially they were using Red Book wholesale prices to value all donated pills, including 
deworming pills which were not FDA approved for use in the US for the dose level of the 
donated pills received. After the 2010 change in accounting guidance, Feed the Children 
explained their methodologies for valuation of gifts in kind and deworming pills in particular as 
described in the note in Figure 2.A.4. 

Figure 2.A.4:  Feed the Children 2010 Note on Gift-in-Kind Valuation 

 

 



                                                                                       

Essentially they were using prices from the principle market for deworming pills to value 
donated pills.  This “principal market” did not necessarily correspond to the market they 
distributed the pills in. 

 Feed the Children was not the only nonprofit charity using questionable valuation 
techniques prior to 2010, In a Charity Watch article1 several charities were noted to have large 
medical gifts-in-kind with substantial valuation shifts between 2009 and 2010 when accounting 
guidance changed.  The largest drops in valuation occurred for charities that had large gifts-in-
kind of deworming pills.  (see Figure 2.A.5). 

 While the majority of charities using these accounting techniques were quick to defend 
them as being consistent with GAAP, there are several practices that seem to be not “in the 
spirit” of what the accounting intended.  An example of a questionable practice would be for the 
charity to purchase deworming pills in India for 2 cents each, ship them to a European company 
Figure 2.A.5:  Medical Gifts-in-Kind 

for packaging who then donates the pills to the 
charity, at which time the charity recognizes an 
anonymous donation of deworming pills now valued 
at much higher European prices. Another bad 
practice is simply to purchase the pills in India (from 
a supplier whose business is to sell exclusively to 
nonprofits) and to revalue them at the unrealistic 
Red Book prices. 

 Why would a charity choose to use such suspect 
accounting?  On some measures of nonprofit 
performance such transactions will make the 
nonprofit look better.  Figure 2.A.6 and figure 2.A.7 
show the activity statements for Feed the Children 
for 2009 and 2010.  One very obvious result is that 
charitable contributions seem larger than they would 

be if the donations of deworming pills were recorded at the true lower market prices. Because the  

 

 

 

 

 
1 The Alice in Wonderland World of Charity Valuation, 08/01/2011, charitywatch.org 



                                                                                       

Figure 2.A.6:  Feed the Children 2009 Activities Statement 

value of the pills is overstated, the value of 
the services provided to the population it 
serves is overstated.  In figure 2.A.7 we see 
that in 2007 gifts-in-kind made up 89.9% of 
Feed the Children’s revenue stream.  This 
went down to 81.1% in 2008.  A dramatic 
decrease because of the lower deworming pill 
valuations (which one could argue weren’t 
even donations but purchases, and as such 
should be left out of the revenue stream 
altogether).  We can observe that 
childcare,food and medical  expenses 
decreased from $992 million in 2009 to $617 
million in 2010 (this would have been a larger 
decrease were it not for the fact that some of 
the higher valued deworming pills were still 
in inventory at the end of 2009 and used up in 
2010).  The ratio of program services expense 

to total expenses dropped from 92.4% in 2009 to 89.5% in 2010.  

Figure 2.A.7:  Feed the Children 2010 Activities Statement 

 One efficiency measure often ciomputed is 
the ratio of fundraising expenses to total 
contributions (cash contributions plus gifts-
in-kind).  With the change in accounting for 
dewormning pills this ratio increased 
dramatically, almost doubling, going from 
.054 in 2009 to .102 in 2010.  A more 
meaningful measure in this case might be the 
ratio of fundraising expenses to cash 
contributions which went from .52 in 2009 
to .57 in 2010 as cash contributions likely 
decreased because of unfavorable press.  
Since much of gifts-in-kind are “purchased” 
deworming pills they should be left out of 
the ratio anyhow. 

 Administrative expenses as a fraction of 
total expenses increased from 3.4% in 2009 



                                                                                       

to 4.5% in 2010 and administrative expenses plus fundraising expenses as a fraction of total 
expenses rose from .086 to .105 over the same period.  So we see a degradation in some of the 
standard efficiency measures for nonprofit spending. 

 The point of this short appendix is to indicate the need to dig deeper when reading a 
financial report of a nonprofit when a large percentage of its revenue is from gifts-in-kind.  Be 
sure to understand the valuation techniques Figure 2.A.8:  Feed the Children: Selected Ratios2 

used as there is no market, arms length transaction involved in the process (as with Goodwill 
Industries).  In the case of Goodwill the activities statement shows us the proceeds from the sale 
of donated items exceeds the contribution revenue associated with the donated goods. 

 Gifts-in-kind, while not uniques to nonprofits, are much more prevalent in nonprofits 
than in for profits and oftentimes in very large amounts relative to their other revenues. 

 

 

 
 

 

 

 
 
 
 
 
 
 
 

 
2 Ratios for 2013 are shown along with the 2009 and 1010 ratios to show what the ratios look like in more normal 
times.  

Ratio 2009 2010 2013 
Program Services/Total Expenses .924 .895 .916 
Fund raising expense/Cash Contributions .52 .57 .53 
Fund raising expenses/contributions + GIK .054 .102 .061 
GIK/Total revenue .899 .811 .820 
Administrative expense/Total expense .034 .045 .029 
Fund raising expenses/Total expense .052 .060 .055 


