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In Praise of What Counts

Touted by many sector leaders worldswide, here’s what some of them
have to say about What Counts: Social Accounting for Nonprofits and
Cooperatives, Second Edition:

In Canada

“The research upon which this book is based has proven to be a powerful tool
fo our organization, in enabling us to fully articulate to our stakeholders and
potential donors the significant impact of our added value, the social capital
generated as a result of our work. We have integrated a range of the principles
and practices outlined in the book, incorporating an annual assessment of our
‘value added’ as part of our series of benchmark indicators that both guide us
internally and help tell a more accurate story externally. We applaud the
innovation offered by Mook, Quarter, and Richmond in practice and principle
and recommend this resource to other nonprofits seeking to demonstrate

leadership in their work.”
Sharon Wood, Executive Director, Canadian Breast Cancer Foundation,
Ontario Chapter

“Generally, books about accounting are not exciting to read. However, What
Counts is an eye-opener and raises issues that have the potential to change
practice for nonprofits, cooperatives, and other organizations with a social
mission.”

Eric Plato, Director of Finance and Administration, Frontier College, Toronto

“This book makes a strong contribution to nonprofit organizations and

cooperatives as well as accounting as an academic field. The work of Laurie

Mook, Jack Quarter and Betty Jane Richmond is innovative, original, brilliant

and provocative. Social accounting is a social innovation that is worthy of
dissemination among social enterprises as well as large corporations.”

Denis Harrisson, Centre de recherche sur les innovations sociales,

Université du Québec a Montréal

“Social accounting is just as important as financial accounting. This book is very
useful for studying and teaching in the field.”

Dr. Greg Macleod, Professor Emeritus, Tompkins Institute,

Cape Breton University




“This is a path-breaking book that has in a short time become a standard text
for students and scholars of the social economy. Those who manage and govern
nonprofit and cooperative organizations will benefit tremendously from the
practical guides for incorporating systematic and analytical reports of social
value in regular statements to stakeholders. The book’s contribution goes well
beyond a call for social organizations to begin assessing and communicating the
true impact of their activities on communities, however, by presenting a major
challenge to policy makers and the accounting profession to develop new
systems of standard reporting that facilitate greater accountability of all
organizations through an assessment of their social, environmental and
economic value. This is a wonderful book—clear, practical and insightful—and
destined to become a classic in the fields of management, accounting and
nonprofit studies.”
Brenda Gainer, Royal Bank Professor of Nonprofit Management, and
Director, Nonprofit Management and Leadership Program,
Schulich School of Business, York University, Toronto

“As more people become concerned about the social impact of economic
activities, communities want to understand what the social economy does for
them in creating social cohesion. This book makes a central contribution for
people wishing to meet these needs. It belongs, its pages turned and reflected
upon, in the board rooms and among memberships of all cooperatives and,
indeed, all like-minded institutions.”
Dr. lan Macpherson, Director, British Columbia
Institute for Co-operative Studies

“The book is illuminating and will be useful for people involved in social
organizations, either as staff, donors, or board members.”
Harvey Schachter, Managing Books Columnist, Globe and Mail, Toronto

“At a time when our economy is making the rich richer and the poor poorer,
when we are mining our ecology and when we are realizing that economic
democracy is tied to political democracy, we are in great need of the tools that
help us understand and measure the impacts of economic activity. What Counts
contributes usable tools to measure what we do as a major contribution to our
society and our world. We cannot manage what we cannot measure. This book
is a must for anyone serious about making this world a better place for our
children and grandchildren.”
Tom Webb, Program Manager, Master of Management: Co-operatives and
Credit Unions Program, Saint Mary’s University, and
President, Global Co-operation Inc.




“What Counts is stellar: it presents thoughtful and useful tools to count the social

economy in the way it deserves to be! This book should be required reading for
community leaders, policy makers and researchers alike.”

Ann Armstrong, Director, Social Enterprise Initiative,

Rotman School of Management, University of Toronto

“What Counts is a superb resource for third-sector practitioners, policy-makers,
philanthropists, students and scholars alike. It offers a we||-reseqrcﬁed and clear-
eyed ancr))/sis of the field of nonprofit and cooperative evaluation. And its
rigorously developed case studies and tools are accessible and widely and
immediately applicable. This book is changing the way we value the results and

performance of the social sector. What Counts really counts.”
Edward T. Jackson, Chair, Carleton Centre for Community Innovation,
Carleton University

“Traditional accounting approaches struggle with measuring the ‘triple bottom
line’ of economic, environmental, and social contributions of organizations, both
not-for-profit and for-profit. Metrics for social value-added are the most
challenging. This thoroughly researched book presents the Expanded Value
Added Statement as a major signpost on the journey toward the Holy Grail of
credibly accounting for organizations’ social contributions. It belongs on the desk
of |ec1cférs who care about the future.”

Dr. Bob Willard, Author of The Sustainability Advantage

“Three Canadians have taken a major step with respect to nonprofits, with the
publication of What Counts: Social Accounting for Nonprofits and Cooperatives.
The tools in this book include a Community Social Return on Investment Model,
a Socioeconomic Impact Statement, a Socioeconomic Resource Statement and an
Expanded Value Added Statement. All of them give supporters considerable new
infgrmotion about the organization’s real impact and real resource inputs. These
tools supplement rather than replace regular accounting statements, so as not to
L(I)SFe existing information such as fund-raising expenc?iture and net surplus or
eficit.”

Jane Garthson, Mills Garthson & Associates, Contributing Editor,
Governance, to Canadian Fundraiser

“Cooperatives and other organizations that serve multiple bottom lines have
access to few practical tools to help them measure their social and community
impact. This book addresses that resource gap and should be a key reference
book on the bookshelves of all cooperatives and volunteer-based organizations.
This book will help cooperatives to measure their social contributions and
differentiate themselves in a marketplace that has, for too long, only embraced
economic measurements of success.”

Carol Hunter, Executive Director, Canadian Co-operative Association, Ottawa




“What Counts is a much-needed contribution to the literature on ways to unveil
and value the range of social as well as economic contributions of organizations.
This is especially important for social economy organizations, which place
priority on social objectives and on contributing to an economy that is oriented
first and foremost towards the needs of people rather than the accumulation of
private wealth. The authors also demonstrate that the social and economic
contributions of organizations are interwoven, and they demonstrate a range of
specific accounting techniques that can help reveal this.”
Dr. Leslie Brown, Chair, Department of Sociology and Anthropology,
Mount St. Vincent University

“On a personal level we have all benefited, either directly or indirectly, from the
services of a nonprofit or voluntary organization. Intuitively we know how
important these organizations are in our lives, but in a society focused on dollars
and cents, their true value is underrated. At last, we have a book that provides
nonprofits with social accounting tools with which to measure their performance
more comprehensively, and in so doing, to give us all a clearer picture of their
impact on society.”
Agnes Meinhard, PhD, Director, Centre for Voluntary Sector Studies,
Faculty of Business, Ryerson University, Toronto

“Too few books for nonprofits come through with their claims to open up new

vistas for this field. This book, however, is an exception. Useful for both

researchers and practitioners, What Counts gives us not only a new perspective

—that of the broader ‘non-target’ effects of nonprofits—but also a welcome
plethora of tools to track and evaluate them.”

Ray Dart, Business Administration Program, Trent University,

Peterborough, Earth/Turtle Island

“This book is an indispensable resource for leaders and managers of nonprofits
and cooperatives who want to understand and demonstrate the full value that
their organizations bring to the communities they serve. It argues, compellingly,
that traditional financial statements and reports fail to acknowledge the
important social contributions that nonprofit organizations and cooperatives
make. Insightful and practical, it provides a framework for calculating and
communicating both the social and economic value that these organizations
generate.”

Dr. Michael Hall, Vice President, Research, Imagine Canada




“As a participant in the research for this book, the Jane/Finch Community and
Family Centre has had a firsthand opportunity to apply the Expanded Value
Added Statement to our organization. Knowing the value added that we create
has helped our funders to appreciate our contribution and has had the same
effect for our staff and our volunteers. We have to come to realize that we don't
simply use resources, but that we also add value to society through our services.”
Margarita Mendez, Executive Director, Jane/Finch

Community and Family Centre, Toronto

In Israel

“The originality of this book is its integration of the discussion of theoretical
topics with the presentation of case studies and with detailed analysis of
accounting systems. This mixture might be problematic for some readers; it has
however the advantage of bridging theory and practice and offers important
tools to the practitioners of social and economic organizations.”

Professor Menachem Rosner, University of Haifa

In Sweden

“The insight that social undertaking and economic activity are two faces of one
and the same coin is voiced by many, but concretely measured only by few.
What Counts is perhaps the most prominent example of this latter group. The
book argues for, and develops, workable quantitative measurement tools for the
elusive field in which economic and social inputs shade into, and are converted
and reconverted into each other. In doing this, it actually manages the rare feat
of being both a no-nonsense undergraduate textbook, and a substantial
contribution to case study research method. The standards it sets for the
measurement of social and voluntary inputs’ economic impact—a sphere that is
all too often overshadowed by traditional fund-raising (or, in the European case,
grant-raising) deserve particular attention, and have the makings for becoming
highly useful management tools as well.”
Dr. Yohanan Stryjan, Professor of Business Administration,
Sodertorns hogskola, Stockholm




In the United Kingdom

“This is an intriguing book written at the interface between theory and practice

in social accounting by three individuals who operate on the boundary of
academe and the applied world of the third sector organizations in Canada.”

Rob Gray, Professor of Social and Environmental Accounting,

The School of Management, St Andrews University,

Scotland

“The need for organizations to assess impact and demonstrate value is growing.

Most, however, are grappling with exactly how to go about it. What Counts

provides a valuable framework and guide for organizations. It offers insights

and practical suggestions for how organizations can get to grips with social
accounting and moves us on considerably in our thinking.”

Dr. Angela Ellis Paine, Assistant Director, Institute for

Volunteering Research, London, England

In the United States

“For years, | collected examples of social accounting practices and developed
a thick folder of materials. Thankfully, it has now been replaced by a detailed
and effectively written reference—What Counts.”
Elizabeth K. Keating, CPA, Senior Research Fellow,
Hauser Center, Harvard University

“This book is very significant in providing the beginnings of an alternative social
accounting that can actually be described conceptually with procedures spelled
out in a ‘how-to-do’ manner. | cannot rave enough about the significance and
value of this book.”

Thomasina Borkman, Professor, George Mason University

“What Counts is impressive for the depth of scholarship and astonishing wealth
of detail. | am excited about this fine contribution to the literature on social
accounting. The book can be utilized by professors as a teaching resource to
complement general nonprofit management and finance courses in schools of
social work, public administration, and business. Agency accountants and
external consultants will also find that the case materials described in this volume
can be used to develop social accounting statements for the benefit of board
members, managers, volunteers, and funders.”

Karun K. Singh, Faculty of Social Work, Hunter College, New York




“With new questions arising every day to challenge the contributions that

nonprofits make to our communities, it is essential that we have the tools to

clearly demonstrate our worth. This book holds out the promise that we can meet

this challenge. For those of on the firing line, Mook, Quarter, and Richmond give
us the ammunition we need to answer the communities’ questions.”

Bill Benet, Ph.D., Director, Community/University

Partnership Project, Rochester, New York

“What Counts focuses on the crucial issue of fully valuing the contributions of
nonprofit organizations, in particular their volunteers, to the larger society.
Conventional accounting practices tend to overlook these aspects, even though
they are among the most important effects of nonprofit organizations. Building
from sound theory and principles of accountancy, the authors present novel
approaches to address this oversight that advance the field. At the same time,
they write with a view to application so that the new approaches are equally
valuable for nonprofit practitioners and academic researchers.”
Jeffrey L. Brudney, Ph.D., Albert A. Levin Chair of Urban Studies and
Public Service, Cleveland State University

“This important book shows us how to rethink the way in which nonprofits do

their accounting. By ignoring social accounting, nonprofits at their own peril

ignore the value they add to society. | highly recommend this book to all
practitioners and academics in the field of nonprofit management.”

Femida Handy, Associate Professor, University of Pennsylvania and

York University

“As the authors point out, conventional accounting statements are internally
focused reports that emphasize financial dimensions of the organization and
market-based measures. By contrast, the methodology of social accounting that
is developed in this book casts a wider net, giving a fuller picture of the net
contributions, resource usage, liabilities and assets, of an organization. It is
especially relevant to nonprofit organizations, whose missions are explicitly
social, which engage multiple important stakeholder groups, and which
productively employ large quantities of volunteer effort. The net effect is that
social accounting potentially provides a much fuller, more accurate, and very
likely a more positive picture of the social and economic contributions that
nonprofit organizations make to society.”
Dennis Young, Bernard B. and Eugenia A. Ramsey Professor of Private
Enterprise and Director of the Nonprofit Studies Program,
Georgia State University, and President of the
National Center on Nonprofit Enterprise




“I highly recommend this book for anyone seeking to analyze social capital and
understand why traditional business accounting that focuses on money in and
out is just not sufficient to value the nonprofit sector. What Counts is especially
unique in adding the contribution of volunteers to the measurement of nonprofit
resources.”

Susan J. Ellis, President, Energize, Inc., Philadelphia, Pennsylvania

“In recent years, the idea of social accounting has shown signs of a renaissance,

with a good bit more attention this time around to the organizational level and

the problem of accountability. | find the approach of Laurie Mook, Jack Quarter

and Betty Jane Richmond one which should be studied closely by all those
interested in nonprofit financial reporting.”

Roger Lohmann, Editor, Nonprofit Management and Leadership;

Professor, West Virginia University

“The practice of accounting as an indispensable assessment technique has for
centuries been gradually evolving to reflect selected social values. Now
accounting takes a quantum leap in this vital and well-grounded guide to
measuring the value of volunteers. Mook, Quarter, and Richmond raise
professional standards of accounting to include the formerly invisible value of
unpaid labour in this classic contribution to accounting theory and practice.”
John R. Whitman, PhD, Social Values Consultant, Boston, Massachusetts

“We in cooperatives have always known our organizations contribute far more
than the financial statement suggests. What Counts: Social Accounting for
Nonprofits and Cooperatives shows how cooperatives can go beyond traditional
accounting and tell a fuller story of our contributions to our members,

communities and society.”
Leslie Mead, Executive Administrator, Association of Cooperative Educators,
Arlington, Virginia

“An unknown sage said, ‘What gets measured gets managed.” What Counts is
an ambitious effort to apply social accounting to nonprofit and cooperative
organizations, to make sure that ‘what counts’ about these organizations gets
counted and explicitly accounted for. The authors expand and apply the social
accounting framework initially developed to account for the social and
environmental effects of for-profit organizations to nonprofits and cooperatives.”
Denise Nitterhouse, MBA, DBA, School of Accountancy & Management
Information Systems, DePaul University, Chicago
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To the many dedicated staff, volunteers, and members of nonprofits and
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Foreword

What Counts: Social Accounting for Nonprofits and Cooperative, Second Edition,
by Laurie Mook, Jack Quarter, and Betty Jane Richmond, raises an important issue for
nonprofits. Those of us who care about the nonprofit sector have long recognized that
conventional accounting does not count many important contributions of nonprofit
organizations.

Also, as we know, many nonprofits rely heavily on volunteers and because they are
not paid, their contributions normally do not find their way onto accounting statements.
These uncounted contributions are significant: The most recent figures on volunteering
from the Independent Sector indicate that for the year 2000, 44 percent of adults over
the age of 21 (83.9 million) volunteered a total of 15.5 billion hours, or the equivalent
of over 9 million full-time positions.

For these reasons, What Counts is a very timely analysis of a major challenge
facing nonprofits today—how to properly assess social impacts and the important
contributions of volunteers. In an era of resource constraints and increased demands for
accountability, creating accounting procedures that highlight the social impacts of
nonprofits is critical. What Counts tackles this issue by presenting actual social
accounting statements that allow nonprofits to do just that: Four models are presented
using seven case studies. Among the issues that are addressed within these accounting
statements are the value of volunteer contributions, the impact of the organization on
the personal growth and development of its volunteers, the impact of the organization
on the recipients of its services, the impact on the community, and the impact on the
environment. In other words, these statements address issues that are of importance to
nonprofits.

The field of accounting has traditionally evolved in response to the needs of the
business community. While this is an important constituency, nonprofits are different
in that they do not have shareholders and they serve many stakeholders. Therefore, new
accounting models are needed that speak to the uniqueness of nonprofits. While going
a long way in demonstrating how volunteer contributions and unpaid services to the
community can be included in accounting statements, What Counts acknowledges that
this work represents only a beginning. Nevertheless, it is an important beginning!

Alan J. Abramson

Director, Nonprofit Sector and Philanthropy Program
The Aspen Institute

Washington, D.C.






Preface

This second edition of What Counts coincides with the release of VolunteersCount,
an online software program that allows nonprofits and other community organizations
to keep records of their volunteers. This online program attributes an estimated value
to volunteer contributions and produces social accounting reports that present the
volunteer contributions as a percentage of human resources and of financial resources.
The online program also produces an adaptation of a Value Added Statement called an
Expanded Value Added Statement, which is discussed in detail in this book.

At this point in time, it is not uncommon for nonprofits, under increasing pressure
from funders, to justify the impact of their expenditures and to keep records of
volunteer contributions to their organizations. Even though an increasing number of
nonprofits record their volunteer contributions, most do this work manually. A national
survey of 661 Canadian nonprofits we undertook in 2004 indicated that 41 percent kept
records of volunteer contributions through their organization, but about 80 percent of
that group did so manually—that is, without a computerized system. VolunteersCount
should help such organizations; even more so because, as an open source program, it
is available without charge.

Embedded within VolunteersCount is an electronic workshop that explains social
accounting in basic terms and that discusses strategies for including volunteer value
within a social accounting system. This workshop, like this book, helps participants
obtain an understanding of the reports in VolunteersCount as well as an understanding
of social accounting more generally. While there is a growing body of research and
writing about social accounting, most of it represents a critique of conventional
accounting (see Chapter 3). Relatively little of this work presents alternative accounting
frameworks, and even less is applied to nonprofits and cooperatives, or to what we
label as the social economy (see Chapter 2).

The accounting statements used for organizations in the social economy are
identical to those applied to businesses oriented to generating profits for their owners.
However, accounting statements for nonprofits and cooperatives miss an important
feature of their activities—these are organizations with a social mission and, as such,
their social impact is a vital part of their performance story. In addition, nonprofits rely
in varying degrees on volunteers, yet ironically the value of this service normally is
excluded from accounting statements. In other words, for organizations with a social
mission conventional accounting misses critical aspects of their operations. This book
begins the process of rectifying this oversight by including within accounting statements
the contribution of volunteers and other forms of unpaid labor (unpaid member
contributions in a cooperative and nonprofit mutual association) and social outputs that
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normally are not exchanged in the market. This is a challenging task because it involves
making appropriate market comparisons for items normally not involving any market
exchange. We locate this work in the emerging field of social accounting, which
attempts to broaden the domain of accounting by analyzing the impact of the
organization on society and the natural environment. In this book we define social
accounting as a systematic analysis of the effects of an organization on its
communities of interest or stakeholders, with stakeholder input as part of the data
that are analyzed for the accounting statement. This definition is developed in detail
in Chapter 3.

The predominant tradition in social accounting is the creation of qualitative reports
that systematically organize feedback from stakeholders on how well the organization
is meeting its mission. In general, social accounting has bypassed financial statements
and limited itself to supplementary reports, also referred to as social or ethical audits.
We depart from this tradition and utilize actual accounting statements but with a
difference—we broaden the domain that is considered and attempt to tell a more
complete story of the organization’s performance.

Three social accounting statements are presented in this book:

the Socioeconomic Impact Statement, an adaptation of an income statement;
the Socioeconomic Resource Statement, an adaptation of a balance sheet; and
the Expanded Value Added Statement, an adaptation of a Value Added Statement.

YV VYV

In addition, a fourth approach—the Community Social Return on Investment
model—was created specifically to measure the social impact of nonprofits. While not
a formal accounting statement in the same sense the Socioeconomic Impact Statement,
the Socioeconomic Resource Statement, and the Expanded Value Added Statement, the
Community Social Return on Investment model is a relatively simple framework that
social organizations can use to measure their social impact.

With each of these approaches, volunteer contributions and other forms of unpaid
labor are included as are some social outputs that are not exchanged on the market.
These approaches are applied to seven different organizations—nonprofits and one
student-housing cooperative. For each application, there are illustrations and detailed
explanations of how the calculations were arrived at. In addition, one chapter presents
the data collection devices used in the book—these are useful for preparing social
accounting statements and for organizations wanting to systematize their record keeping
of volunteers and social impacts and to place a market value on them.

This second edition of What Counts serves as an explanatory text for
VolunteersCount and also presents a theoretical rationale for this work. We view the
book also as a supplementary text for persons in such programs as nonprofit
management, cooperative management, and accounting. In addition, we feel that it is
written in such a way as to be of use to managers of nonprofits and cooperatives in such
activities as:
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> annual reports, to more accurately reflect to supporters, members, donors, and other
audiences the value the organization returns to the community;

> volunteer recognition programs, to demonstrate to volunteers their value to the
organization and to those served by the organization;

> funding proposals and in reports to funders, to show how the impact of funder
dollars was stretched by voluntary efforts; and

> to demonstrate to policymakers the value of investing in community-based
organizations.

This book is an outgrowth of each of our diverse but related experiences. Betty
Jane Richmond (B.J.) has served in management and on the board of directors with
various nonprofits and worked with a large nonprofit foundation. Currently, she
teaches in the Faculty of Education at York University. Through her experiences with
nonprofits, she began to realize that the ways of evaluating how well a nonprofit
organization is doing are limited and unbalanced. The costs of nonprofits are all too
evident, but the value they contribute to the community is not easily assessed. She
concluded that the evaluative mechanisms for nonprofits, including the accounting
systems, are missing something critical—the impact of their services on their clients
and the community.

For her doctoral thesis (under the supervision of Jack Quarter) at the Ontario
Institute for Studies in Education of the University of Toronto, Richmond developed the
Community Social Return on Investment model and applied it to a community-based
training agency for people on social assistance because of various forms of disability.
That perspective looked at part of the social return that these organizations create.
Within this work, Richmond utilized the social economy framework that had been
developed in Western Europe and had been applied to a Canadian context by Quarter,
and written up in his book, Canada’s Social Economy, and subsequent research. Unlike
most frameworks for nonprofits, the social economy casts a broader net and includes
all types of organizations formed primarily for a social purpose, including nonprofits
oriented to the public and often with a charitable status, nonprofit mutual associations
serving a membership, and cooperatives. All of these are referred to as social
organizations. Richmond won the outstanding dissertation award for 1999 from
ARNOVA (Association for Research on Nonprofit Organizations and Voluntary
Associations). ARNOVA, based at the University of Indiana, is the major international
association for researchers of nonprofits.

Through a fortuitous contact, Richmond met Laurie Mook, and together they began
extending this work. With funding from the Canadian Co-operative Association,
Ontario Region (now the Ontario Co-operative Association), they conducted research
into how a student-run housing cooperative participated in the social and economic life
of its community. In this research, Mook (a researcher who completed a Certified
General Accountant’s degree and who has a related set of social interests that led to
degrees in International Development and in Educational Policy Studies) adapted a
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Value Added Statement to illustrate both the social labor contributed by members to the
cooperative and the effects of the organization on an array of stakeholders. This
adaptation was named an Expanded Value Added Statement (EVAS). Mook undertook
her Ph.D. program at the University of Toronto with the support of a prestigious
doctoral fellowship from the Social Sciences and Humanities Research Foundation of
Canada (SSHRC). Mook’s thesis extends her research on the Expanded Value Added
Statement and applies it to environmental accounting. She too was under the
supervision of Jack Quarter.

After the completion of the project with the student housing cooperative in 2000,
the three of us were fortunate to receive an International Year of the Volunteer grant
from Human Resources Development Canada and the Canadian Centre for Philanthropy
(the forerunner to Imagine Canada and the apex organization for nonprofits in Canada).
The International Year of the Volunteer project with the Canadian Red Cross, Toronto
Region, Canadian Breast Cancer Foundation, Ontario Chapter, Canadian Crossroads
International, and the Jane/Finch Community and Family Centre, as well as a related
project with the Junior Achievement program in Rochester, New York, allowed us to
apply the Expanded Value Added Statement in different contexts. The project also
permitted us to address more specifically the issues of attributing a comparative market
value to non-monetary items, including volunteer contributions, within such a
statement. As part of the work with Junior Achievement of Rochester, an income
statement has been adapted to a Socioeconomic Impact Statement and a balance sheet to
a Socioeconomic Resource Statement. These adaptations better suit the social purpose
of this organization and take into consideration its important stock of intellectual
capital.

In writing the book, it was also important for us to make accessible knowledge
about suitable approaches to accounting for nonprofits and cooperatives to current and
future managers and directors of these organizations. Through the International Year of
the Volunteer project, we developed hands-on experience in how to help nonprofits
track their volunteer tasks, hours, and non-reimbursed out-of-pocket expenses, and how
to research the skills that they develop from volunteering. In addition, we have
conducted workshops on social accounting with more than 700 staff and Board
members of nonprofits and cooperatives. Instruction and examples illustrating how to
proceed with social accounting can be found in our how-to chapter (Chapter 8).

We view the models that are presented here as a beginning rather than a final point.
As will become apparent from our discussion in the chapters that follow, developing
appropriate accounting systems for social organizations requires creating practical and
replicable procedures for measuring the effects on key stakeholders, including society.
Doing this requires time-consuming research on the creation of appropriate benchmarks
or social indicators that become the standards for interpretation and also requires
general agreement among professionals who account for the performance of social
organizations. For example, measuring the contributions of volunteers is a complex
labor-intensive process that social organizations often are reluctant to become involved
with, in part because of a lack of human resources. Part of the solution is practical
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(establishing the know-how) and part is political (establishing the agreement of the
profession about standards that should be applied for estimating the dollar value of
particular volunteer tasks).

In addition to the financial support already mentioned, some of the research flowing
into this manuscript was supported by a grant from the Kahanoft Foundation, 1998-99,
through the Queen’s University School of Policy Studies, that permitted some
development of the social economy framework. More recently, our research has been
supported by grants from the Social Sciences and Humanities Research Council of
Canada (SSHRC), including a Public Outreach grant, which includes the development
of VolunteersCount and its related electronic training tutorial. For this latter work, we are
working closely with Imagine Canada, the umbrella organization for nonprofits in Canada.

We are also indebted to a number of people with whom we have worked with these
models. These are the staff and board of directors of the Waterloo Co-operative
Residence Incorporated (WCRI); Cathy Lang, former Ontario Regional Director of the
Canadian Co-operative Association; Kunle Akingbola, former Manager of Employee
and Volunteer Resources, and Maria Harlick, Director, Service Support & Development
Services, at the Canadian Red Cross, Toronto Region; Margarita Mendez, Executive
Director, and Clare Blythe, Volunteer Coordinator, at the Jane/Finch Community and
Family Centre; Karen Takacs, Executive Director, lan McNeil, Director of Finance, and
Mario Gagnon, National Program Manager, at Canadian Crossroads International;
Sharon Wood, Ontario Chapter Executive Director, and Beth Easton, the Ontario
Community Programs Director, of the Canadian Breast Cancer Foundation; and
Andrew Portanova, President, and Rebecca Sherman, Program Manager, of the Junior
Achievement program of Rochester, New York.

To undertake this research, we were fortunate to have the assistance of some highly
skilled and motivated graduate students: Dorothy Aaron, Anne Dimito, Michelle
Hamilton-Page, Jorge Sousa, and Shannon Wall. Jorge also put together the index of the
book and generously assisted with formatting. His support was invaluable in making the
manuscript camera ready.

Professor Daniel Schugurensky helped us to formulate the discussion questions at
the end of each chapter and Hugh Oliver gave generously of his unique skill in the use
of the English language. We would like to thank those who have commented on earlier
versions of this manuscript, and in so doing have provided feedback that has helped us
to move the ideas forward: Professors Thomasina Borkman and Patricia Lewis of
Nonprofit Management Studies at George Mason University; Professor Roger
Lohmann of West Virginia University; Professor lan MacPherson, University of
Victoria; Professor Leslie Brown of Mount St. Vincent University; Professor Emeritus
Hugh Oliver of the Ontario Institute for Studies in Education of the University of
Toronto; and Bill Benet, Director of the Community/University Partnership Project.
Angela Ellis and Kathy Gaskin were helpful in passing on their work on the Volunteer
Investment and Value Audit (VIVA).

In particular, we would like to extend our appreciation to Professor Femida Handy
(University of Pennsylvania and York University) with whom we have collaborated on
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the SSHRC-funded research and who has been a great support in developing and
promoting this work. Michael Hall, Vice-President of Research for Imagine Canada, has
provided ongoing support for our work. We give a special word of thanks to Thomas
Sigel, the former Acquisitions Editor (Accounting) of Prentice Hall, for believing in our
work. Thomas, as is probably apparent from the front matter, is now our publisher.

On a personal level, we would like to thank Daniel Schugurensky, who went well
above and beyond the call of parenthood while Laurie worked on the manuscript, Robert
Paskoff along with B.J.’s family and friends for their support while her many duties
called, and Dale Willows, who was there at all times for Jack.

Laurie Mook
Jack Quarter
B.J. Richmond



Chapter 1

Introduction

The United Nations Human Development Report (1995) estimates that worldwide
non-market work (that is, work that does not receive a payment in the market) should
be valued at $16 trillion and would add about 70 percent to the officially valued global
output of $23 trillion. While this estimate covers a broad range of activities and focuses
on marked gender inequalities in the payment of work, it does highlight an issue that
is central to this book: Accounting involves the counting of and analysis of some types
of contributions and excludes others. What Counts, the title of this book, refers to the
fact that many types of economic contributions do not count.

The focus of the book is to give greater recognition to items that are not counted
by creating accounting statements for nonprofits and cooperatives that illuminate the
impact of such organizations. As will be discussed in Chapter 2, these organizations
have some distinctive features—for example, their volunteer labor and many of their
key outputs are non-monetized (that is, do not involve monetary transactions). As a
result, these items normally do not appear in accounting statements, even though they
are critical to the mission of the organizations.

In an international study of 36 countries, Lester Salamon and associates of the
Johns Hopkins Comparative Nonprofit Sector Project (Salamon, Sokolowski, and List
2004) estimate that volunteers contributed the equivalent of 20.2 million full-time
equivalent jobs and that the value added of this volunteer contribution amounts to $316
billion. For these countries, this represents an invaluable, sustaining contribution to
local communities; but neither this contribution nor any additional social impact finds
its way onto conventional accounting statements.

Although the Johns Hopkins study presents its analysis at the level of the nation, it
has direct implications for the accounting of nonprofits, as these are organizations that
depend in varying degrees on volunteer contributions. At minimum, volunteers form
the board of directors, and in many organizations they are the primary service
providers. Yet because their contributions do not involve market transactions, normally
they are not counted in accounting statements.

This same point pertains to cooperatives. Their members contribute labor that
reduces the market cost of goods and services and also contribute unpaid services to
their governance through participating in committees and on the board of directors.
Without these services, the costs of operation would be greater.

Social accounting, the subject of this book, endeavors to broaden the range of
contributions and outputs that accounting statements consider. There is already a well-
established field of financial accounting and related branches of managerial and
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government accounting, but social accounting is more recent and much less developed
with fewer practical working models. As will be discussed in Chapter 3, social
accounting is based on a critique of the limitations of financial accounting, particularly
the limited range of items that it considers, its exclusion of items that do not result in a
market transaction (non-monetized), and its focus on shareholders and other financing
providers.

What Counts broadens the domain of items that are included in financial
statements so that nonprofits and cooperatives can better tell their story. This is the
point of departure between this book and many other texts on accounting—for
example, financial accounting (Larson et al. 2003; Meigs, Lam, and Mallouk 2002;
Larsen and Jensen 2005), managerial accounting (Garrison, Chesley, and Carroll 2006;
Kaplan and Atkinson 1989), or government and nonprofit accounting (Finkler 2005;
Garner 1991; Razek, Hosch, and Ives 2004). In order to broaden accounting
statements, it is necessary to address the contentious issue of assigning an appropriate
value to items that do not involve market transactions. As will be discussed in Chapter
2, there is a tradition for making market comparisons for volunteer contributions, but
this is generally done in relation to volunteer surveys (Hall, McKeown, and Roberts
2001; Independent Sector 2001a) and not in a broad sense within accounting
statements. One of our primary objectives in What Counts is to present procedures for
integrating within financial statements volunteer contributions and social outputs that
do not involve a market exchange. Integrating the important non-monetized items into
actual accounting statements—social accounting statements, as we label them—is the
unique feature of this book.

Human resource accounting also involves a critique of the limited number of
variables considered in financial accounting—a critique that overlaps with social
accounting (Flamholtz 1985). Human resource accounting argues for a fuller
accounting of human capital issues such as the treatment of employees—for example,
a full costing by a corporation of the effects of layoffs. Such a costing would include
not just apparent considerations like expenses related to replacement and training but
also a costing of the effects on employee morale and motivation. While a fuller costing
of human capital is compatible with social accounting, the latter goes further and
addresses impacts that are external to the organization. Using the layoff example, the
costs that society has to pick up to support the laid-off workers would be included
within a social accounting framework.

The definition of social accounting used in this book is “A systematic analysis of
the effects of an organization on its communities of interest or stakeholders, with
stakeholder input as part of the data that are analyzed for the accounting statement.”
This definition, which is discussed in detail in Chapter 3, has similarities to others (Estes,
1976; Gray, Owen, and Adams, 1996; Gray, Owen, and Maunders, 1987; Institute of
Social and Ethical AccountAbility 2001; Mathews and Perera 1995; Ramanathan 1976;
Traidcraft 2000) in that all involve the consideration of a broader set of variables than are
typically included in conventional accounting. Whereas conventional forms of accounting
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focus on one primary stakeholder, the shareholders, social accounting addresses the
impact of the organization on an array of stakeholders including the employees, users
or consumers of the service, providers of financing, society, and government. For
nonprofits, volunteers are often included as a stakeholder, and for cooperatives and
nonprofit mutual associations, members are also a key stakeholder.

Social accounting is also referred to as social and environmental accounting in that
a primary concern is the impact of corporations on the natural environment
(Bebbington, Gray, and Owen 1999; Gray, Owen, and Adams 1996; Mathews 1997).
The early work in social accounting was referred to as environmental accounting, but
gradually the concerns have broadened to include a wider array of social issues.
Normally, those impacts are excluded from corporate accounting statements in that
they are non-monetized and, if included, would often reduce the net income. Although
this book does not focus on environmental impacts, Chapter 5 presents a
Socioeconomic Impact Statement (a variation of an income statement) that utilizes data
from an environmental program in California to account for its environmental impact.

Whereas the approach to social accounting presented in this book utilizes
accounting statements to integrate social and the economic data, the most common
model does not attempt such integration. That approach, originally referred to as social
or ethical auditing, uses qualitative data and descriptive statistics to assess the extent to
which an organization is meeting the expectations of its stakeholders in executing its
mission (Co-operative Union of Canada 1985; New Economics Foundation 1998;
Sillanpdd 1998; Zadek 1998). Although it is more common in the literature to refer to
this approach as social auditing than as social accounting (Gray 1998; Zadek, Pruzan,
and Evans 1997), we have chosen to use the term social accounting—specifically,
qualitative social accounting.

There is, however, a limitation of qualitative social accounting in that it has a
status secondary to the financial accounts. At best, qualitative reports are viewed as
supplements to the financial accounts. Within conventional accounting frameworks, it
is quite common to report or disclose additional information, but this is seen as
supplementary to the accounting statements (Financial Accounting Standards Board
1978). The integrated approach to social accounting that is used in this book broadens
the financial accounts by building in variables that are typically viewed as “social” and,
in addition, by rethinking how financial statements should be organized. There is
a catch, however, to labeling a particular approach as social because it gives tacit
credence to the viewpoint that conventional accounting practices are asocial or socially
neutral. Within that perspective, concepts such as profit and loss are viewed as reality
rather than a particular way of constructing reality (Tinker 1985). Although we are
conscious of the difficulty in labeling only particular accounting phenomena as social
when all are deserving of that characterization, the label social accounting is used in
this book because it places emphasis on the inclusion of social variables such as social
outputs and volunteer labor.



4 What Counts: Social Accounting for Nonprofits and Cooperatives

NONPROFITS AND COOPERATIVES

The case for social accounting is applicable to all organizations, including profit-
oriented businesses; however, this book focuses on social organizations—primarily,
nonprofits and cooperatives—because their impacts have been the most neglected by
conventional accounting. As well, relatively little of the writing on social accounting is
related to nonprofits and cooperatives. However, as seen through the framework of the
social economy (Chapter 2), nonprofits and cooperatives are prime candidates for
social accounting. As will be developed in Chapter 2, nonprofits and cooperatives have
characteristics distinct from the public and private sectors (Defourny and Monzon
Campos 1992; Quarter 1992; Snaith 1991). Although organizations in the social
economy are engaged in economic activity, they are distinguished from those in the
other two sectors by the emphasis on their social mission. Within this framework,
nonprofits and cooperatives are created to serve a social purpose rather than to earn
profits for shareholders. As such, the accounting practices applied to profit-oriented
businesses are not ideally suited for nonprofits and cooperatives, and these
organizations (also referred to as social organizations) require their own accounting
models.

Throughout most of the twentieth century, accounting theory and accounting
standards have largely ignored social organizations (Skinner 1987). There has been
some recognition within the accounting profession of the limitations of applying to
social organizations financial statements that were created for profit-oriented
businesses, but without developing a distinct approach. Most of the concern has
focused on nonprofits, and particularly those that do not sell their services on the
market (Macintosh 1995, 2000). Conventional approaches to accounting may be the
most problematic for that particular type of organization, but as will be discussed in
Chapter 2, all social organizations—including those that sell their services either on the
market or derive their revenues from a membership—have a social mission and require
forms of accounting that measure their social impact. The predominant trend in
accounting has been to extend the statements of profit-oriented businesses to these
organizations.

One of the earlier critics of this trend (Henke 1972, 53) argued that “the financial
statements for most not-for-profit organizations show little more than where dollars
came from, for what they were expended and the extent to which the acquisitions and
expenditures were consistent with the budgetary plan.” Income statements, which were
created for profit-oriented businesses, indicate the net gain or net loss for the
accounting period. This information is of benefit to the owners of these enterprises
because they are able to see the return on their investment; but for organizations that
do not have shareholders in the same sense as profit-oriented businesses, an income
statement has a more limited role.

To some extent, the accounting profession has recognized these limitations and has
considered adaptations of income statements; but generally, the profession has avoided
departing from that framework and has ignored approaches that recognize the unique
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features of social organizations. In 1980, the U.S. Financial Accounting Standards
Board (FASB), in its Concepts Statement No. 4 (Objectives of Financial Reporting by
Non-business Organizations), stated that the measurement of performance for private
not-for-profit organizations should take on a different character (Financial Accounting
Standards Board 1980). The FASB concluded that measurement of performance of
not-for-profit organizations required information about the service efforts and
accomplishments of the organization, together with information about the amount and
nature of net resources. It went on to state: “financial reporting should provide
information about service efforts (how resources are used to provide different services)
in the financial statements” (cited in Fountain 2001, 2). The FASB also recognized that,
ideally, if a nonprofit organization reported on performance, information about service
accomplishments should be provided as part of financial reporting. This
pronouncement recognized the difficulties organizations face in measuring and
reporting program accomplishments and acknowledged the need for more research to
determine whether service effort and accomplishment measurements could be
developed that met the characteristics necessary for inclusion in nonprofits’ financial
statements.

The FASB ruling was influenced by a Statement of Position from the American
Institute of Certified Public Accountants (1978) that attempted to address the thorny
issue of the circumstances under which volunteer contributions (“donated services”
could be monetized and included within financial statements (Gross and Warshauer
1979). The statement enunciates four criteria for inclusion: The amount is measurable;
the organization manages the volunteers much like its employees; the services are part
of the organization’s normal work program and would be paid for otherwise; and the
services of the organization are for the public rather than its members. These criteria
were quite restrictive and excluded the services that members donated to nonprofit
mutual associations such as religious organizations, clubs, professional and trade
associations, labor unions, political parties, and fraternal societies. Nevertheless, the
criteria did provide some recognition that volunteer labor had a market value that ought
to be included in financial statements. A 1993 update (FASB 116) has the same
restrictive character: “Contributions of services are recognized only if the services
received (a) create or enhance non-financial assets or (b) require specialized skills, are
provided by individuals possessing those skills, and would typically need to be
purchased if not provided by donation” (Financial Accounting Standards Board 1993,
1). The Canadian Institute of Chartered Accountants (CICA) has followed the pattern
established by FASB and suggested in 1980 that volunteer labor should be recognized
in financial statements but with similar restrictions.

However, for a variety of reasons (especially the difficulties in keeping track of
volunteer hours and in assigning a fair value to them), most volunteer contributions
still go unreported in financial statements or, at best, are included as a footnote
(Canadian Institute of Chartered Accountants 1980; Cornell Cooperative Extension
1995). Where volunteer labor is noted, it is in the Summary of Significant Accounting
Policies included in the notes to the audited financial statement reports. For example,
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the American Association of Retired Persons (AARP) includes this note in its financial
statements: “AARP and its members benefit from the efforts of many volunteers. These
in-kind contributions by volunteers are not recorded in the consolidated financial
statements as they do not meet the requirements for recognition under generally
accepted accounting principles” (AARP 2000, 9).!

The FASB and CICA statements came at a time when there were already many
examples of cost-benefit analyses undertaken by economists that accorded a market
value to non-monetized social outputs (see discussion in Chapter 3) and other reports
from major accounting associations on this issue (for example, see the American
Accounting Association [1971] report of the Committee on Non-Financial Measures of
Effectiveness). In an interpretation of the FASB ruling, Gross and Warshauer (1979,
309) stated that “nonprofit reporting will become more similar in appearance to
reporting by profit-oriented entities.” This statement is prophetic of what has
transpired. For example, by March 1996, the Canadian Institute of Chartered
Accountants released a special set of accounting standards for nonprofits (Sections
4400-4460), effective for fiscal periods beginning on or after April 1, 1997. These
standards were largely adaptations of those applied to business enterprises, focusing on
profit and loss, and sidestepping the unique characteristics of social organizations. The
standards ignored the need to create accounting statements that shed light on how well
social organizations are carrying out their mission and the effect they are having on the
stakeholders that they are intended to serve.

An indication that the major accounting organizations were treating nonprofits the
same as profit-oriented businesses is evident in regulations governing nonprofits,
which increasingly refer to them as “not-for-profit,” a point that Campbell (1998, 28)
highlights:

Once upon a time we were called nonprofit organizations to emphasize that the
provision of service took precedence over the permanent amassing of funds. The
breakeven philosophy was the dominant management ethic and adherence to that
ethic demanded honest and diligent management, along with the timely
disbursement of public funds. Now, universities are labeled not-for-profit to signify
the acceptability of retaining surplus funds (i.e., profits) to make future
expenditures and to offset/anticipate future funding uncertainties. Implicit in the
new nomenclature is the abandonment of the nonprofit breakeven philosophy,
which was both a financial and an ethical responsibility to maximize the benefits,
returned to the public within the current year. If management is entirely relieved of
the public obligation inherent in the breakeven philosophy, what alternative ethic
will emerge to prevent undue hoarding of resources? With tacit approval for an
“OK-to-profit” ethic, is the final and irrevocable “must-profit” phase far behind?

As suggested by Campbell’s remarks, there are fundamental differences between
social organizations and profit-oriented businesses that should be enshrined in the
accounting practices that are applied to them. First, while the primary targets of a
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business’s financial statements are the investors and creditors, the primary targets of a
social organization’s reporting are members, funders, clients, and the community
(Richmond 1999). Second, the main objective of accountability for social
organizations is not profit maximization but stewardship (or trusteeship), quality, and
social impact. Social organizations should be evaluated on the extent to which they are
achieving their social objectives and contributing to the community. If an
organization’s services are not transacted in the market, creative methods must be
established for evaluating the services and including them in accounting statements.
Third, social organizations in general rely heavily either on volunteer labor or on social
labor in the form of the contributions of members (a point that will be developed in
Chapter 2).

The limitations of conventional accounting are particularly problematic for the
subset of nonprofits that rely heavily on either grants or donations from such external
sources as government and from individuals, corporations, and foundations. For
organizations of this sort, conventional accounting documents their costs without
assessing their benefits (Anthony and Young 1988; Henke, 1989). These organizations
are portrayed as users of resources rather than as creators of value through their
services to society. Their financial accounts are one-sided and lack information upon
which to base decisions affecting the organizations and the communities they serve.
Additional information is required to assess the impact of individual nonprofits as well
as the sector as a whole.

To redress the imbalance between the known costs and the unmeasured benefits of
nonprofit organizations, new tools of analysis must be created. Current attempts at
evaluation are hampered by several factors including a lack of standard definitions
about the classes of social organizations (Quarter 1992); inconsistencies in methods of
record-keeping and reporting (Cherny, Gordon, and Herson 1992); the absence of
agreement about outcomes and their measurement (Henke 1989); and the need for
social indicators that can assist in evaluating non-monetized contributions and outputs
(Land 1996). The situation is complicated by a dearth of conceptual and theoretical
frameworks for studying nonprofits (Hirshhorn 1997; Salamon 1995).

In addition, new methods of analyzing social organizations in their broader
contexts must also be developed. Milofsky’s (1987) argument for a contextual analysis
of neighborhood-based organizations can be adapted to include social organizations in
general. He notes that what is needed is to “see organizations in context—as parts of
inter-organizational systems or ecologies whose members make strong demands on one
another” (1987, 278). Nozick (1992, 74) calls for an ecological perspective for
understanding communities: “Unity in diversity is the key ecological concept here
where the smallest “part’ is understood to be an autonomous, living system in itself yet
part of a greater whole.”

Social organizations can be understood more fully if they are studied contextually
as organisms that affect and are affected by their communities. Within that context,
accountants are active participants in shaping reality, a point of view that runs counter
to the widely held perception of accountants as passive recorders of information.
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A CHANGING CONTEXT FOR ACCOUNTING

At this time, the accounting profession is struggling with a range of issues related
to a shift to a knowledge-based economy (Canadian Institute of Chartered Accountants
2000; Financial Accounting Standards Board 2002; McLean 1995; Upton, Jr. 2001).
The dominant approach in accounting is known as the “industrial paradigm” or
“historical cost accounting.” This approach refers to accounting procedures developed
at the beginning of the twentieth century for production-oriented organizations.
Although some of its fundamental premises and procedures have been challenged by
accounting theorists (for example, issues surrounding the valuation of depreciation,
inventory, and goodwill), this paradigm has persisted relatively intact since the 1930s
(Skinner 1987).

With the growing internationalization of commerce, the accounting profession has
relied on “generally accepted accounting principles,” or GAAP, in order to create
consistency and comparability in the way financial results are presented. These
principles may vary from country to country, but theoretically they “express a
collective judgment as to the best accounting theory and its practical application”
(Skinner 1987, 665). Any departure from GAAP procedures must be explicitly
disclosed in the notes to the financial statements.

The development of the GAAP is a double-edged sword. On the one hand, the
GAAP provides guidance and a set of rules for the recording of financial transactions.
On the other hand, these rules are based on an industrial paradigm that generally limits
social and environmental considerations. Indeed, what is seldom recognized by
adherents to GAAP and by conventional accounting texts is that “accountable events”
are not neutral but socially determined. The formulation of GAAP and accounting
standards involve choices as to when transactions should be first recognized and how
they should be measured—choices that not only affect business decisions but also
shape social reality (Gray, Owen, and Adams 1996; Hines 1988; Morgan 1988). For
example, corporations are rewarded with increased stock value and market share for
finding the cheapest way of producing a particular product or of supplying a particular
service. This reward structure may cause corporations to attempt to push wages down
and may result in shifting production to cheap-labor markets, where women and
children are paid a pittance by Western standards. Some sports footwear and other
major apparel manufacturers have adopted this strategy. The emphasis on profits may
also lead corporations to ignore the environmental consequences of production and
even to engage knowingly in environmental degradation.

Critical perspectives of the conventional accounting models challenge the notion
that accounting is an objective, neutral, value-free, and technical enterprise that simply
attempts to capture a picture of reality—much like a disinterested photographer
snapping a picture of an event. Critical perspectives question what is included and
what is left out in accounting and look for reasons and the consequences (Morgan
1988). Furthermore, critics of conventional accounting have prompted an interest in
alternative forms that broaden the scope of the issues to be addressed and, by so doing,
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have sparked a variety of initiatives to assess the extent to which companies contribute
to the achievement of social and environmental goals—hence, building a better society
(Boyce 1998; Gray 1992). It has been argued that conventional accounting does not
simply take its cues from the profit-oriented reward structure but actively contributes
to it. By emphasizing profit based on historical-cost transactions, conventional
accounting favors shareholders and company executives at the expense of workers and
the environment (Greider 1997).

While not agreeing with critical accounting theorists, mainstream groups such as
the Association of Chartered Accountants in the United States (ACAUS) give tacit
consent to this argument by acknowledging that the accounting profession has actively
contributed to economic development “since it was only through the use of more
precise accounting methods that modern business was able to grow, flourish and
respond to the needs of its owners and the public” (ACAUS 1999, 1). Gray and
Bebbington (1998) take this argument further and suggest that, without accounting,
transnational corporations that dominate international economies would not have
evolved. Even recognizing that this claim is speculative, there is much evidence that the
relationship between capitalist expansion and accounting is reciprocal—that is,
accounting has contributed to the development of transnational corporations and
transnational corporations have contributed to the development of accounting.

Moreover, it can be argued that accounting, by the very act of “counting” certain
things and excluding others (deemed as irrelevant to the enterprise of doing business),
shapes a particular interpretation of social reality, which in turn has policy implications
(Hines 1988). By focusing on the measurement of socially constructed categories such
as profit, accountants deal with complex realities in a restricted way, treating the
economy, community, and environment not only as separate but also as mutually
exclusive entities. From this perspective, accountants are not just technicians but also
active participants who construct a particular reality (Morgan 1988).

The transition to a knowledge-based economy is leading to a rethinking of
accounting practice and the search for a new paradigm. This search comes not only
from critics but also from mainstream accounting organizations. With the increase of
knowledge-based companies, the accounting profession has been under pressure to
come up with ways to account for knowledge-based assets, or “intellectual capital.” In
recognition of the inadequacies of the current accounting model to reflect the
importance of intellectual capital, the Canadian Institute of Chartered Accountants
launched (in 1996) the Canadian Performance Reporting Initiative. This initiative
subsequently has been expanded to address information and reporting needs in other
areas such as environmental performance, social and ethical responsibilities, and
employee well-being (CICA 2000). As opposed to past financial reporting, which is
based on capital maintenance and income measurement, the Canadian Performance
Reporting Initiative proposes that performance reporting should be based on the total
value created by an enterprise. Assuming that this change occurs, a CICA report
estimates that this new accounting paradigm would have to be developed in a period of
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10 to 15 years in contrast to the 60 years it took to create the industrial paradigm
(McLean 1995).

Another sign of the changing times in accounting is the Global Reporting
Initiative, which, since its inception is 1997, has involved major accounting
associations and other related groups in creating guidelines and a set of international
indictors that organizations can use in reporting on economic, environmental, and
social performance (Global Reporting Initiative 2000). Among the organizations
represented are the Association of Chartered Certified Accountants (United Kingdom),
the Canadian Institute of Chartered Accountants, and (from the United States) the
Council on Economic Priorities, the Coalition for Environmentally Responsible
Economies, and General Motors. The Global Reporting Initiative discusses both
qualitative and quantitative measures and creates a model reporting format for
organizations to follow.

Whereas there is some indication that the accounting profession is moving to
assess the social impact (positive and negative) of profit-oriented businesses, most of
this activity has bypassed nonprofits and cooperatives. Rather, as already noted, there
is an increasing trend to draw such organizations into accounting formats that are
applied to profit-oriented businesses. For nonprofits depending upon unearned
revenues, there is increasing pressure for greater accountability (Cutt and Murray 2000;
Hall and Banting 2000). These organizations depend on government funding, and the
trend is toward project rather than core funding (Akingbola 2002; Smith and Lipsky
1993). Project funding tends to be for short-term contracts and requires onerous
reporting of expenditures and results. As a consequence, nonprofits depending upon
government are being forced into increased accountability to justify their outputs.
Given that their major outputs may not involve market transactions; there is a need for
an accounting paradigm that properly illustrates the value that they generate. This book
and the models that are presented in Chapters 4 to 7 are designed to address that need.

BOOK OUTLINE

This book is organized as follows: Chapter 2 outlines the concept of the social
economy and its underlying dimensions; it also groups organizations within the social
economy. In Chapter 2, the common features of nonprofits and cooperatives are
discussed, and social organizations are situated in relation to the private and public
sectors. This chapter creates a foundation for the discussion that follows.

Chapter 3 discusses social accounting theory and practice over the past 30 years. It
elaborates on the definition of social accounting presented in this first chapter and
discusses the components of that definition. It looks at social accounting in relation to
social auditing, social reporting, corporate responsibility, and accountability. The chapter
also discusses earlier social accounting models, including those that utilize an integrated
approach of building economic and social factors into an accounting statement.

Chapter 4 introduces several differing approaches to measuring social return on
investment and focuses on the Community Social Return on Investment model. The
Community Social Return on Investment model was developed originally by Betty
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Jane Richmond (1999) as part of her award-winning doctoral thesis at the University of
Toronto.” This model is applied to a nonprofit community-based training program for
people with disabilities and accounts for the ratio of incoming to outgoing resources.

Chapter 5 presents a Socioeconomic Impact Statement and a Socioeconomic
Resource Statement based on the Rochester (New York) Junior Achievement program.
The Socioeconomic Impact Statement analyzes the social and economic impacts of this
organization in relation to its stakeholder groups and the three sub-sectors of society:
public, private, and the social economy. The Socioeconomic Resource Statement is a
variation of a balance sheet that includes financial, physical, and intellectual capital.
These statements are based on the work of Abt and Associates (1974), Belkaoui
(1984), Estes (1976), Flamholtz (1985), Linowes (1972), and Seidler (1973). In
addition, the Socioeconomic Impact Statement is used to look at the environmental
impact resulting from the changes in commuting habits of employees in California who
were offered a choice between free parking and an equivalent cash allowance.

Chapter 6 presents an Expanded Value Added Statement of a student-housing
cooperative (WCRI). The model was originally created by Mook and applied by
Richmond and Mook (2001) to a university residence complex that is run by students
as a cooperative. This chapter takes the Value Added Statement, based on audited
financial statements only, and expands it to include the value of social labor
contributed by members of the cooperative. The Expanded Value Added Statement
also accounts for indirect outputs of the organization such as skills training and
personal development of its members and consultation services donated by the
organization to other cooperatives.

Chapter 7 focuses on the value added by volunteers, which is significant for many
nonprofits, and presents this information in Expanded Value Added Statements for five
charitable nonprofits. It includes the impact of their volunteer contributions on the
value added created by the organization and also shows the impact of volunteering on
the volunteers themselves. Particular issues unique to each nonprofit are discussed.

Chapter 8 presents a social accounting toolkit that explains how to assess outputs
and other social variables that either could be included in accounting statements or
could be used separately by an organization. This chapter is oriented to managers of
nonprofits and cooperatives and offers, among other things, detailed examples on how
to assess volunteer functions, the number of hours that are contributed and how to
assign a market value to them, and out-of-pocket expenses. The social accounting
toolkit also illustrates how managers can identify an organization’s outputs and place a
value on them.

Chapter 9 compares the models presented in Chapters 4 to 7 to conventional
accounting statements and discusses the advantages of models that integrate social and
economic information. It suggests next steps to move this work forward, including
building a supportive infrastructure to create standards that can guide a fuller form of
social accounting for social organizations. It sets this issue in the context of the
movement for greater public accountability as well as movements to redefine the gross
domestic product and social or ethical investment.
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QUESTIONS FOR DISCUSSION

1. What are the main differences between financial accounting and social accounting?
Provide two examples to illustrate these differences.

2. “The main orientation of financial accounting is to the shareholders.” Do you agree
or disagree with this statement, and why?

3. Describe the main arguments advanced by critical accounting theorists against
conventional accounting and explain whether you agree or not with them.

4. Why do the authors argue that social accounting is particularly relevant for
nonprofits and cooperatives?

5. Is it appropriate to use the same accounting statements for nonprofits and
cooperatives as for profit-oriented businesses?

6. What are the limitations of the 1993 ruling (No. 116) of the Financial Accounting
Standards Board with respect to donated services? What are the implications of this
for nonprofits and cooperatives?

7. To what extent should accounting reflect an organization’s social impact? What are
the potential difficulties and risks of doing so?

8. Do you feel that the so-called new economy justifies the creation of a new
approach to accounting? Why or why not?

9. Why do you think that the field of social accounting is not as developed as the field
of financial accounting?

10. What are the pros and cons of the supplemental and integrated approaches to social
accounting?

NOTES

! For other examples, see Back Porch Radio Broadcasting, Inc., a non-commercial, listener-

sponsored, member-controlled community radio station in Madison, Wisconsin:
www.netphoria.com/wort/about/finances/FY99audit.pdf; the American Kidney Fund Inc:
www.akfinc.org/AboutAKF/2000/AboutAKFFinancial8.htm; or the Canadian Parks and
Wilderness Society: www.cpaws.org/aboutus/cpaws-statements-2001-033 1.pdf. For an example
on how volunteer contributions are treated if they meet FASB 116 requirements, see the U.S.
Annual report of Médecins Sans Frontiéres/Doctors Without Borders:
www.doctorswithoutborders.org/publications/ar/us2000.pdf.

% The thesis, Counting on Each Other, won the 1999 Gabriel G. Rudney award for the

outstanding dissertation from ARNOVA, the Association for Research on Nonprofit
Organizations and Voluntary Action.



Chapter 2
The Social Economy

Nonprofits and cooperatives are frequently acknowledged as organizations with a
social purpose, but their economic impact is often ignored or trivialized. This is
particularly true for nonprofits, especially for those with a substantial amount of
income that is unearned in the market. For cooperatives, defined by the International
Co-operative Alliance (the apex organization representing 760 million members in
more than 100 countries) as “an autonomous association of persons united voluntarily
to meet their common economic, social and cultural needs and aspirations through a
jointly-owned and democratically-controlled enterprise” (International Co-operative
Alliance 1998, Article 5), the economic role is more widely recognized. Nevertheless,
when considering economic impact, the tendency is to think of the private sector rather
than nonprofits and cooperatives.

The primary purpose of this chapter is to highlight the distinctiveness of nonprofits
and cooperatives from both profit-oriented businesses and the public sector as the
rationale for a different form of accounting. The distinctiveness will be dealt with in
the context of three issues around which this chapter is organized:

> the economic impact of nonprofits and cooperatives;
> the social economy as mechanism for classifying these organizations; and
> the common features of organizations in the social economy.

This chapter serves as a background to Chapter 3 on social accounting and forms
a basis for the development of appropriate accounting frameworks for nonprofits and
cooperatives.

ECONOMIC IMPACT

To illustrate the economic impact of nonprofits and cooperatives, let us start with
a simple example. In many countries, volunteers deliver meals to homes of people in
need. One of these programs, called Meals on Wheels, was started in Britain during
World War II as a service to people who, during the bombing known as the Blitz, lost
their homes and their ability to cook for themselves. The original program was
organized by the Women’s Volunteer Service for Civil Defence, which not only
delivered meals to their homeless neighbors but also brought refreshments to canteens
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used by people in the military. This service was the prototype of the Meals on Wheels
program that has spread internationally.

The first Meals on Wheels program in the United States began in 1954 in
Philadelphia for homebound seniors and other shut-ins (Meals on Wheels Association
of America 2001). The meals were delivered primarily by high school students referred
to as “Platter Angels” and were paid for in part by the beneficiaries and in part by a
grant from the Henrietta Tower Wurtz Foundation. The Philadelphia prototype was
followed by other cities throughout the United States. In 1972, the U.S. Congress
enacted legislation, now called the Elderly Nutrition Program, which transfers funds to
state and community programs for both congregate and home-delivered meals, with
special attention to low-income minorities. By 1998, the funding for these programs
amounted to $486 million, with additional contributions from other levels of
government and from participants.

In Canada, the first Meals on Wheels program was introduced in Brantford,
Ontario, in 1964, by the Independent Order of Daughters of the Empire and the
Canadian Red Cross (Ontario Community Support Association 1993). A 1997 survey
prepared for the Canadian Association for Community Care (Goodman 1997) presents
an illuminating analysis of Meals on Wheels. The survey found that there were nearly
800 such programs in Canada serving about 1 million meals per month (nearly 12
million per year). Congregate Dining programs, where recipients share group meals in
a center rather than in the privacy of their dwellings, made up 16 percent of the total
meals served in 1997. In addition to seniors, the home-delivered meals were sent to
disabled people, early-discharge patients from hospitals, people with HIV/AIDS, and
prenatal and postnatal mothers at risk. The programs were almost exclusively nonprofit
(99 percent), using a large cadre of volunteer labor (about 150 per program) in
combination with a small staff (about 10 full-time and a similar number of part-time
employees per program). Taken together, there were nearly 125,000 volunteers
working alongside about 16,000 staff (full- and part-time).

Few would regard Meals on Wheels as an economic entity. These programs were
set up for a social purpose—to serve people in need—and, therefore, they could be
referred to as social organizations. Because these organizations are nonprofits (that is,
corporations without shares), none of their income is distributed as dividends to
shareholders. Instead, all of their income is used to maintain and expand their services.
Yet, like businesses in general, Meals on Wheels programs purchase supplies on the
market and also employ people who, in turn, pay taxes and participate in the economy
through the expenditure of their earnings.

The cost of home-delivered meal programs in Canada is about $53 million
(Goodman 1997), an estimate that includes the fee paid by the clients (averaging about
$4 per meal) and the $1.50 per-meal subsidy from governments and charitable
organizations to cover the remaining costs. The estimated cost, however, does not
include the contribution of the 125,000 volunteers who deliver and help with preparing
the meals and who also assist with the administration of the programs. The volunteers
supplement the labor of the paid staff and thereby bring the service to a greater number
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of recipients and at a lower cost than would be possible by employees only. Clearly, with
or without the volunteer labor, Meals on Wheels has a significant economic impact.

Nor is Meals on Wheels one of a kind. As noted in the Chapter 1, the Johns
Hopkins Comparative Nonprofit Sector Project (Salamon et al. 1999), involving
research in 22 countries, indicates that in 1995 nonprofits (excluding religious
organizations) had $1.1 trillion in revenues or an average of 4.6 percent of the gross
domestic product. Salamon et al. (1999, 9) graphically summarize the economic impact
of nonprofits when they state: “If the nonprofit sector in these countries were a
separate national economy, it would be the eighth largest economy in the world, ahead
of Brazil, Russia, Canada and Spain.” The value added by these nonprofits (their total
income less external purchases) was $840 billion. This same study found that
nonprofits employed nearly 19 million full-time-equivalent paid workers, or 5 percent
of non-agricultural employment. If the full-time equivalents of volunteers are added
on, the nonprofit labor force increases to 7 percent of the non-agricultural labor force.

In the United States alone in 1998, there were 1.6 million nonprofits (5.8 percent
of the total number of organizations), whose expenditures represented 6.7 percent of
the national income (about half a trillion dollars) and whose 10.9 million paid
employees represented 7.1 percent of the workforce (Independent Sector 2002a). These
figures from the Independent Sector, the apex advocacy group for nonprofits in the
United States, are similar to those of Sokolowski and Salamon (1999), who estimate
nonprofits (excluding religious organizations) at 6.9 percent of the gross domestic
product and with a workforce representing 8.8 percent of non-agricultural employment
and 18.5 percent of service employment. The full-time equivalent of volunteers adds
another 5.7 million to the workforce.

Nonprofits in the United States employ 7.1 percent of the workforce, a relatively
large percentage compared to other countries. The Netherlands has the largest at 12.6
percent, followed by Ireland (11.5%), Belgium (10.5%), and Israel (9.2%), with the
Eastern European countries of Romania, Slovakia, Hungary, and the Czech Republic at
the other end of the scale, between 0.6 and 1.7 percent (Salamon et al. 1999). Other
Anglo countries—United Kingdom, Australia, and Canada—are similar to the United
States. Nonprofits in the United Kingdom sharply increased their numbers during the
first half of the 1990s, picking up services formerly provided by government such as
education, health care, housing, and aid to an aged population. Increased state funding
fueled most of the growth resulting in total revenues of $74.9 billion or 6.6 percent of
the gross domestic product and a workforce of 1.47 million or 6.2 percent of national
employment (Kendall and Almond 1999).

In Canada, which was not part of the Johns Hopkins Project, there were 80,000
nonprofits with a charitable status in the year 2004, a subset of a broader nonprofit
sector estimated at 161,000 (Hall et al. 2005), but excluding organizations that are not
incorporated. Nonprofits with charitable status have revenues of (Cdn.) $112 billion,
employ 2 million people (54 percent full-time), and have a volunteer labor force
estimated to be another 1 million full-time equivalent jobs (Hall et al. 2006).
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Whereas the economic impact of nonprofits is often ignored, this is less so for
cooperatives. Nevertheless, the stereotype of these organizations as small and
economically insignificant is belied by the data. Canada, which keeps national records
of cooperative economic performance, is illustrative. In 2003, about 9,200 cooperatives
brought in $35.8 billion of revenues and employed around 155,000. Agriculture
cooperatives, although having declined in importance due to the demutualization of
some of the largest ones, were still marketing and processing a large share of farmers’
production, notably in poultry, dairy and hogs. Two cooperatives are among the top 12
corporations in the food and beverage-manufacturing sector in Canada. Moreover, 8
non-financial cooperatives are among the top 500 corporations in Canada; two of these
are among the top 100 corporations (Co-operatives Secretariat 2005). Le Mouvement
des caisses Desjardins, the umbrella organization for credit unions/caisses populaires in
francophone Canada, is the largest employer in Quebec with a workforce of more than
39,000, and is the sixth largest financial institution in Canada with assets of
$118 billion in 2005.

These figures demonstrate that the many social organizations that are the backbone
of our society also have an economic significance. This economic significance may be
downplayed because, in some cases, a portion of the revenue is unearned—that is, in
the form of grants or donations from either government or donors. However, the
services that are made available through unearned monies are often so essential that if
they were not supplied by social organizations, there would have to be an alternative
mechanism. Ironically, if that mechanism were a profit-oriented business, then the
value to the economy would not be questioned. But when the service comes from
social organizations, and particularly from organizations depending upon unearned
revenues, the tendency is to not recognize their economic significance. Therefore,
when the Red Cross provides disaster relief, it is a social service; when a profit-
oriented firm does the same, then it is business. Similarly, when health care services
are made available through nonprofit hospitals, then it is a social service; but when the
same service comes from profit-oriented firms, then it is business.

We proceed on the assumption that even though services are supplied by
organizations set up for a social purpose (social organizations), their economic impact
must still be considered both within the broader society and within the organization.
Moreover, the accounting must not only be for paid labor but should also include the
important volunteer contributions that add to the value of social organizations.
Similarly, the accounting should illuminate the impact of such organizations, not
simply categorize their expenditures.

THE SOCIAL ECONOMY

In this book, the label social economy is used in reference to nonprofits and
cooperatives, signifying both their social and economic impacts. Social economy is a
label widely used in such Francophone areas as France, Belgium, and Quebec
(Defourny 1999; Defourny and Monzon Campos 1992; Jeantet 1991; Lévesque
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and Mendell 2004; Snaith 1991; Vaillancourt 2002) but in recent years has achieved
greater currency among Anglophone scholars in Western Europe and North America
(Policy Research Initiative 2005; Quarter 1992; Quarter et al. 2001a; Quarter et al,
2003; Shragge and Fontain 2000).

There are varying definitions of the social economy, but ours is broad and
inclusive of the entire array of organizations that have a social mission: A bridging
concept for organizations that have social objectives central to their mission and their
practice, and either have explicit economic objectives or generate some economic value
through the services they provide and purchases that they undertake. The term social
economy puts up front the economic value of social organizations—that they produce
and market services, employ people, may own valuable assets, and generate social
value. Nevertheless, the dominant discourse equates the private sector and its outputs
with “the economy.” Government is either characterized as a support to the private
sector or, more often, perceived as a drag upon it in that businesses pay taxes to
government and thereby reduce their own net incomes. Moreover, as government’s role
in financing a social safety net has come under attack through the neoconservative
agenda, the link in the public’s mind between the private sector and the economy has
been strengthened further. As for the many organizations that are not within the private
or public sectors, they are either invisible or, more charitably, labeled as the “third
sector.”

The social economy sometimes is used as a catchall for organizations that are
neither in the private nor public sectors although, as will be illustrated subsequently,
such a conceptualization is inadequate because there is also an overlap between some
social organizations and the private sector and between others and the public sector.
Our research suggests at least three fundamental groupings for social organizations:
public sector nonprofits, market-based social organizations, and civil society
organizations.! We shall discuss each in turn.

Public Sector Nonprofits

Some may view the label public sector nonprofits as an oxymoron since the
stereotype of a nonprofit is an organization that is separate from government.
Nevertheless, there is a large group of nonprofits predominantly with a charitable
status that, like government agencies, supply public services. Organizations of this sort
depend heavily upon government funding—some in the form of grants that cover the
cost of their core services and others in the form of billings to government programs
for services rendered (for example, health care billings by hospitals). Organizations
that bill for specific services are analogous to those that are market based in that their
revenues are “earned.” It is a judgment call as to whether such organizations should be
classified as public sector nonprofits or as market based. Our inclination is the former
because such organizations are also influenced to a degree by government policy. Even
though they operate at arm’s length from the state, public sector nonprofits might be
viewed as either in a “partnership” with government (Salamon 1987, 1995) or even as
an extension of it (Smith and Lipsky 1993). As shown in Figure 2.1, these
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organizations are in the nexus between the social economy and the public sector.
Because of this overlap, there is a debate as to whether they are sufficiently
independent to be viewed as separate from government. Nevertheless, they also raise
money from other sources, as reflected by their charitable status that allows donors to
receive an income tax deduction.

All public sector nonprofits serve a constituency external to the organization rather
than a membership. Therefore, in addition to their dependence on government funding,
their external orientation is a second characteristic. Within the external orientation,
there are two sub-classifications: those that serve the public at large and those that
serve specific groups (for example, people with low income, with various types of
disabilities or some specialized need such as food or shelter). Those serving the public
at large include heritage institutions, nature parks, museums, art galleries, historic sites,
planetariums, zoos, botanical gardens, and archives. Although some such organizations
are administered directly by a level of government, most are administered by
nonprofits such as religious organizations, historical societies, and institutions of
higher learning. Other examples of this classification of organization are hospitals,
institutions of higher education, and research institutes.

In addition, there is a broad array of public sector nonprofits that serve publics who
either have low income or have some specific set of difficulties that require assistance.
Such organizations fit the classic definition of “charities,” as distinct from simply
charitable status, in that they assist people who are either indigent or find it difficult to
cope without substantial external organizational support. Examples are the John
Howard and Elizabeth Fry Societies (devoted to working with and advocating for men
and women who come into conflict with the law); Big Brothers and Big Sisters (with
volunteer members who form supporting relationships with children lacking a parent);
Children’s Aid societies; and the many adoption, counseling, and family service
agencies (Catholic Family Services, Jewish Family Services, Chinese Family Services,
et al).

Some such organizations are more recent—for example, food banks, hostels for
transients, homes for single teenage mothers, and the many facilities for abused
children or children whose families feel they would be better served in a special
facility. There are thousands of homes for other kinds of needs—Aboriginal friendship
centers, shelters for women who are being abused by their husbands or partners, homes
for those with psychiatric and mental disabilities, drop-in centers for seniors, homes for
the aged, et al.

There is also an elaborate infrastructure that supports such organizations—social
planning and community councils, the community information centers that publish
listings of the many services in their jurisdiction, and the volunteer bureaus and centers
that recruit and refer volunteers to organizations in need. Like the organizations they
assist, these are nonprofits attempting to meet a social need with some combination of
government funding, charitable donations, and volunteers. The mix can vary, but the
common characteristic of such organizations is that their revenues come predominantly
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from government, that volunteers supplement their staff, and that they serve people
outside of the organization rather than its members.

In large part, these organizations form an institutional infrastructure that supports
the family, particularly, those with low income that cannot afford to purchase all the
services that they require. Public sector nonprofits have taken on greater significance
in the modern world because the family is less self-sufficient than in the past and
people are less engaged socially within their neighborhoods (Putnam 2000). As such,
many nonprofits and government programs have evolved to compensate for the added
pressure on the family, and particularly on families with low income or with minimal
support—for example, a single parent with children. With decreased levels of
spontaneous support within neighborhoods, formal organizations have attempted to fill
the breach. Moreover, as part of the neoconservative agenda, governments have looked
to nonprofits to deliver services rather than engaging in direct delivery.

Market-Based Associations

This grouping refers primarily to cooperatives and nonprofits that compete in the
market for their revenues and, therefore, occupy the nexus between the social economy
and the private sector. The market-based cluster consists primarily of cooperatives with
share capital (for example, credit unions, farm marketing, and food retailing
cooperatives). However, this cluster also includes some nonprofits that rely primarily
on revenues earned from the market, and also can include social purpose businesses set
up to provide employment for persons with special challenges such as a psychiatric
handicap.

Self-sufficient social organizations run counter to the stereotype. However, among
most forms of cooperatives and some types of nonprofits, there is a strong tradition of
self-sufficiency (Craig 1993; MacPherson 1979). Generally, cooperatives are small
organizations, but as noted, some in such endeavors as farm marketing, insurance, and
finance are large corporations and found on Fortune magazine’s list of the largest
corporations (Co-operatives Secretariat 2005).

Commercial nonprofits are less usual, but there are some examples: Blue Cross, a
large nonprofit franchise of an American-based corporation; Travel CUTS, a system of
travel agencies across Canada set up by the Canadian Federation of Students to help
students and others obtain discount air tickets; and the American Automobile
Association and similar organizations found in many other countries. Nonprofits that
are somewhat less commercial but still cover a substantial portion of their costs
through the market include recreational organizations such as the YMCA, the Boy
Scouts and Girl Guides, competitive sports organizations, and many types of
performing arts groups (theater, music, dance, opera, and orchestras).

The organizations in the market-based group differ from the public sector
nonprofits in the source of their revenues—these come primarily from the market as
payments for service rather than from government—and they also may differ in their
orientation. Whereas all public sector nonprofits serve a public external to the
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organization—either the public at large or people with particular needs—some market-
based nonprofits serve the public and market-based cooperatives serve a membership.

Civil Society Organizations

Civil society organizations are the third major grouping and arguably the purest
example of social organizations in that (unlike the previous two groupings) they
neither overlap with the public sector nor with the market. In the latter part of the
eighteenth century, scholars conceived of a social space distinct from the state that
could serve as a means to counteract despotism (Keane 1998). Among political
theorists of the nineteenth century, Alexis de Tocqueville is most often associated with
this viewpoint. In his travels to the United States, he was impressed with the voluntary
associations and their role in sustaining political democracy (Tocqueville 1969).

Two subgroupings of these organizations fall within the civil society
category—first, nonprofit mutual associations, and second, volunteer organizations
serving the public but supported in total by donors and volunteers.

Nonprofit Mutual Associations

Unlike public sector nonprofits, nonprofit mutual associations are oriented toward
a membership who finance their services through their fees and may also choose to
take part in decision making through voting at meetings and, perhaps, even serving in
the governance. Although there is some debate as to whether member-based
associations should be classified as nonprofits, in that legal definitions focus on the
“public interest,” the predominant tendency among theorists is toward inclusiveness
(Salamon and Anheier 1997; Salamon et al. 1999). In our view, a membership—
particularly if it adheres to basic human rights criteria of openness—is simply a subset
of the public. A religious congregation, for example, is usually open to all those
wishing to affiliate with the faith. In other words, “association” is central to nonprofits
(Lohmann 1992) and social organizations more generally, and finds its purest
expression among mutual associations.

Like market-based cooperatives, the members of nonprofit mutual associations pay
for the cost of the service. However, in the case of cooperatives, the members generally
pay for each service as it is purchased; for mutual associations, the general procedure
is for the membership fee to cover the cost of the organization’s services. The members
of a union local, for example, pay dues, not a fee for each service. The practice of a
blanket payment (either a membership fee or dues) is one followed by nonprofit mutual
associations in general, though it may also be supplemented by payments for particular
services. Whereas a charitable status is rare for market-based organizations, it is found
among nonprofit mutual associations, though not as commonly as for public sector
nonprofits.

The most common mutual association is a religious congregation in which people
with a common faith come together to provide a service to themselves. Religious
congregations have spin-off associations for education, recreation, and burial and also
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intersect with associations set up for other purposes—for example, ethno-cultural
groupings. The same is true for the myriad of ethno-cultural associations; they too
intersect with other associations for such purposes as youth education, recreation, and
other social activities. Social clubs and self-help groups, including those on the
Internet, are other prevalent types of mutual associations (Baym 1996; Cooper 2000;
Ferguson 1997). While some are dismissive of Internet associations because of a lack
of face-to-face interaction, this venue has become commonplace for self-help groups,
for persons sharing a common hobby, or for those with a shared concern. Internet
associations are a new and burgeoning form that tends to be overlooked in estimations
of the size of the social economy, because even though they may have a formal
structure they are normally unincorporated. Recent research indicates that there are
almost 25,000 online support groups in the health and wellness section of Yahoo!
Groups alone (Eysenbach 2004).

Many mutual associations are strictly social in their mission. Others relate their
service to the economy. These include trade unions and their local affiliates; non-
certified staff associations; and managerial, professional, consumer, and business
associations. In modern societies, the average person will belong to several
associations of this sort. These associations might also be viewed as interest groups in
that they offer support for their members. Variations include tenant associations,
neighborhood groups, ratepayers, and home and school societies.

Cooperatives are also a form of mutual association insofar as they serve a
membership. We have classified them as market based because often they supply
services that are in competition with the private sector. However, where cooperatives
are not in competition with the private sector (non-market housing), then they could be
classified as civil society organizations.

Volunteer Organizations

Of nonprofits serving the public, there is a small subgroup that is funded entirely
by donors, membership fees, and fund-raising events and for whom volunteers
contribute a substantial portion of their workforce. While these are not mutual
associations in that their orientation is to the public rather than to their membership,
they are also neither public sector nor market based. They most closely approximate
civil society associations and are largely dependent upon volunteers. With the
increasing role of government in funding nonprofits, these organizations are a dying
breed. However, there are some striking examples in human rights such as Amnesty
International, in basic service provision such as Habitat for Humanity, and in the many
health care foundations that raise funds for medical research into, for example, breast
cancer and heart disease.

Many advocacy groups fit into this category. Even though they are funded by
members who may also serve as volunteers, their orientation is to the public and to
changing public policy. Groups associated with the environment, feminist issues,
human rights, and peace are common examples. Such groups might be better classified
as sociopolitical, but unlike political parties that contest elections, they are typically
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associated with broader social movements that lobby for social change outside of the
electoral process.

Classification Summary

Table 2.1 presents this three-group classification of the organizations in the social
economy and summarizes each category’s distinct features on two dimensions: primary
source of funding and orientation toward either the public or members.

As can be seen from the table, for public sector nonprofits, the government is their
primary source of funding and their orientation is to the public, either the public at
large or specific publics in need. For market-based organizations, their revenues are
earned either from service charges to members of cooperatives or from the public (in
the case of nonprofits). For civil society organizations, either membership fees or
donations are the primary source of funding. Within civil society organizations, mutual
associations are oriented to their membership whereas volunteer organizations are
oriented to the public.

Table 2.1 Classification by Funding Source and Orientation

.. Public Sector Market-Based Civil Society
Characteristics R A D
Organizations Organizations Organizations
e Primarily ¢ Nonprofits: revenue e Mutual associations:
Funding government from clients members’ fees
Source e Secondarily e Coops: service charges | e Volunteer
donors from members organizations:
donors primarily
e Either public at e Nonprofits: public at ¢ Mutual associations:
large or particular large members
Orientation publics in need e Cooperatives: e Volunteer
members organizations:
Public

While this classification system can be used to illuminate the different types of
organizations within the social economy, there are some organizations that bridge the
categories. Meals on Wheels, for example, the organization with which we started this
chapter, receives much of its income from the users of the service, but the providers are
not operating within a competitive market. Rather they are furnishing a service to
people in need, with the cost defrayed in part by the enormous contribution from
volunteers and a subsidy from government. Meals on Wheels does not lend itself to a
simple classification, but using our system, it would fall primarily within the civil
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society category as a volunteer organization. Similarly, social cooperatives organized
around employment for groups with special challenges are organizations that earn part
of their revenues from the market, but they rely on subsidies either from government
or from foundations, and therefore also do not lend themselves to a simple
classification.

Relationship between the Social Economy and the Other Sectors

Figure 2.1 portrays the social economy in relation to the better-known private and
public sectors. A Venn diagram is used to signify the dynamic interrelationship
between the social economy and the private and public sectors.

As shown in the figure, the private sector interacts with the public sector in that
government regulations and tax policies affect businesses; a significant part of
commerce involves government contracts; and some public sector businesses compete
in the market. The same type of interaction occurs with the various components of the
social economy. As can be seen, public sector nonprofits overlap with the public
sector. They receive much of their funding from government, are influenced to a
degree by government policies, yet they have their own board of directors and shape
relevant policy.

Market-based organizations overlap with the private sector; as noted, they compete
in the market and derive their revenues from the consumers of their services. Again,
there is a debate as to where the private sector ends and the social economy begins.
Some market-based cooperatives and mutual insurance firms have such a strong
commercial emphasis that it is a stretch to argue for their inclusion in the social
economy. Then there are some profit-oriented businesses that emphasize their social
mission. This point will be discussed further in the section on the defining
characteristics of the social economy.

Civil society associations are the group of social-economy organizations that are
least influenced by either the private or public sectors. Nevertheless, this group of
organizations interacts with the private and public sectors and also derives some
financial and volunteer support from those parts of the economy. Civil society, which
will be discussed later in this chapter, is derived largely from mutual associations.

UNDERLYING CHARACTERISTICS

Organizations of the social economy share some common characteristics that will
be discussed under four categories: social objectives, social ownership,
volunteer/social participation, and civic engagement. We begin with a clarification:
Our reference point is broader than formally incorporated organizations and includes
unincorporated associations that are duly constituted (for example, union locals, home
and schools, tenant groups, and Internet self-help and social groups). All of the
organizations are self-governing (bearing in mind the constraints of external funding
from such sources as government and donors), and all of the organizations have a
measure of formality; therefore, their continuation does not depend upon the
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participation of particular individuals. Admittedly, for some organizations, the line
between self-governance and external control is blurred, and for other organizations
establishing precise criteria to meet a threshold for formal structure is problematic.
These concerns are not dwelled upon but simply mentioned. Our framework is broad
and is intended to be inclusive.

Figure 2.1 The Social Economy in Relation to the Private and Public Sectors
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Sector
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Economy
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Social Objectives

As stated, organizations in the social economy are set up to meet social objectives
that, as a rule, are written into the charter of the organization. Among social
organizations, these social objectives take on different forms, depending upon whether
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the organization is serving a public in need (charitable objectives), meeting the needs
of a membership (mutual aid), or competing in the market for its revenues.

Charitable Objectives

Since their religious origins in the Middle Ages in England, charitable
organizations have had a lengthy tradition of social giving (Hopkins 1987). Members
of religious organizations believed that they were furthering the purpose of their
religion by assisting those in need. As charitable activities broadened from their narrow
base through the church, English society attempted to spell out what was permissible,
as reflected in the Statute of Charitable Uses (or Statute of Elizabeth) of 1601:

Relief of aged, impotent and poor people; the maintenance of sick and maimed
soldiers and mariners, schools of learning, free schools and scholars in universities;
the repair of bridges, ports, havens, causeways, churches, sea banks and highways;
the education and preferment of orphans; the relief, stock or maintenance of houses
of correction; marriages of poor maids; supportation, aid and help of young
tradesmen, handicraftsmen, and persons decayed; the relief or redemption of
prisoners or captives; and the aid or ease of any poor inhabitants covering
payments of fifteens, setting out of soldiers, and other taxes (cited in Monahan and
Roth 2000, 28).

That statute reflects the beginnings of the secularization of charity from its
religious roots and, to a degree, from a strict focus on the relief of poverty. The growth
of the profession of social work may be seen as an outcome of this secularization of
services with a charitable purpose.

The concept of charity has been broadened from its original notion of relieving
poverty and now includes such social objectives as the advancement of education, the
advancement of religion, and other purposes beneficial to the community. These
objectives have permitted organizations with such functions as international aid,
education, youth programs, health care, family services, culture and the arts, and
heritage and environmental protection to be classified as having a charitable status.
Therefore, a distinction can be made between charity as a community’s response to
those in dire need and organizations with broader charitable objectives (meeting the
criteria required for charitable status under the taxation laws that permit donors to
achieve a tax benefit). Although modern charities are of both types, organizations
meeting the broader criteria are more commonplace. This change can be called the
universalization of charity.

Mutual Aid

While charitable organizations often involve the delivery of assistance by the more
fortunate to the less fortunate, nonprofits serving a membership (mutual
associations) and cooperatives are based on the principle of self-help or mutual aid
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(Craig 1993). The members of these organizations share a common bond of
association (for example, a common heritage, occupation, or location) and a need that
they attempt to meet through a service to themselves. The organizations have their
roots among exploited groups in society (MacPherson 1979) but, unlike the recipients
of charity, they have sufficient strength to help themselves. Some of the oldest
associations in the New World were mutual benefit societies in which people, often of
common religion, ethno-cultural heritage, or geographic origin (a city from which
they emigrated), arranged services like insurance and burials for members. In rural
areas, farmers formed mutual property-and-casualty insurance organizations because
of difficulties in obtaining affordable services. Similarly, credit unions were started in
the latter part of the nineteenth century in Germany and, at the beginning of the
twentieth century, through Catholic parishes in Quebec, because of either the
unavailability of consumer loans or usurious interest rates (Kenyon 1976). About the
same time, farm-marketing cooperatives were started in order to enable their members
to obtain a fair price for their products and to make the basic purchases that they
required (MacPherson 1979).

Over the years, people with common bonds such as a place of work, profession,
business, religion, or ethnic identity have formed a broad array of nonprofit mutual
associations and cooperatives. While some of these adhere to the tradition of being
organized around exploited groups (a union local or workplace association), others
simply involve a common social interest (a historical society), a shared experience (the
members of a Legion club who have fought in a war), a profession, or some other
commonality, including a privileged status such as the members of a golf club or a
business association. The bonds of association might differ, but such organizations are
set up to meet social and cultural objectives.

Social Versus Commercial Objectives

It could be argued that by satisfying their customers, a profit-oriented business also
meets social objectives. While this argument has some validity, particularly in the
service sector, capital invested in profit-oriented businesses, and especially in mature
companies (as opposed to small owner-operated firms), has a very weak social
commitment. With the exception of small owner-operated enterprises that are tied to a
particular neighborhood or some larger firms that depend upon a particular location for
their products (for example, resource extraction), profit-oriented businesses remain
loyal to a community only as long as they obtain a competitive rate of return. When a
greater return is possible from other investments or from manufacturing products
elsewhere, profit-oriented businesses will shift their loyalties. By comparison, social
organizations not only regard the service as first but also have loyalties to either a
defined community or a defined membership. An apparel manufacturer, for example,
may move production to countries where labor rates are cheap, whereas social
objectives and the location of the community will guide the decisions of a religious
body (or any social organization for that matter). In that respect, social organizations
differ from the rootless, impersonal structures of mature profit-oriented businesses.
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There are profit-oriented businesses with social investment criteria that more
closely resemble the practices of organizations in the social economy. For example, a
handful of profit-oriented businesses mirror the ownership arrangements of nonprofits
in that their shares are held in trust and, like nonprofits, are owned by no one (Quarter
2000). The German firm Zeiss operates in this manner, as do a handful of firms in the
United Kingdom. (John Lewis Partnership, Scott Bader) and the Netherlands
(Endenburg Electric). Similarly, there are other businesses that are created to carry out
a social mission—Newman’s Own, which donates to charitable causes all of its after-
tax profits ($125 million in 20 years), is one such example (Newman’s Own 2002), as
is the British firm, Traidcraft, that assists cooperatives and small producers in poorer
countries in gaining a fair price for their products (Evans 1997). Social purpose
businesses for groups like the psychiatrically handicapped are another example
(Trainor and Tremblay 1992). Such firms are similar to market-based social
organizations, and in Figure 2.1, they could be located in the overlap between the
private sector and the social economy. However, the norm for organizations in the
social economy is the exception for profit-oriented businesses.

Nevertheless, even for social organizations, there is a tension between social and
commercial objectives that has been heightened by the neoconservative agenda of
cutbacks in public funding. For organizations earning their revenues in the market, it is
necessary to be competitive, and this may involve matching the standards of profit-
oriented businesses. For organizations relying on government funding, there is
increasing pressure to compete for contracts and to earn a greater portion of their
revenues from other sources (Akingbola 2002; Smith and Lipsky 1993). The term
entrepreneurship has found its way into the nonprofit culture and has influenced how
these organizations operate (Dees 1998).

For a social organization to achieve the spirit of its mission, commercial goals
should be subsumed within its social objectives. But if these objectives are being
sacrificed for commercial success, then the organization is moving away from the
social economy. It is problematic to lay down a clear set of operational criteria that
determine whether a social organization is achieving an appropriate balance. Those in
the dubious category would be large market-based cooperatives and mutual insurers.

Social Ownership

Profit-oriented businesses are pieces of property that belong to their owners,
normally shareholders, and therefore can be bought or sold for personal gain. The
shareholders are the primary beneficiaries of profits paid out as dividends and also the
beneficiaries of profits that are reinvested in the firm—because retained earnings are
likely to enhance the value of the property. The context of private ownership is
important for understanding the significance of the distinct ownership arrangements in
the social economy. All forms of nonprofits, including those with a charitable status,
are organizations without shareholders. It is common in the United States to refer to
nonprofits as “private” (Independent Sector 1997; Salamon and Anheier 1997),
signifying their independence from government. That descriptor can also be misleading
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because it implies that nonprofits are like private sector businesses. In this book,
nonprofits are labeled as social to emphasize their distinctiveness from the private and
public sectors. Although their assets are a form of property, they belong to no one
unless the organization’s dissolution clause specifies otherwise. For organizations with
charitable status, in the event of dissolution, the usual practice is to pass the assets on
to another charity with similar objectives. For example, if a religious congregation
closes, the assets normally would go to the umbrella organization. For other nonprofits,
including cooperatives without shares (for example, housing, child care, and health
care), the normal practice is similar. Exceptions might be some social clubs that, upon
closure, might divide their property among their members. Cooperatives with shares
(for example, food retail and farm marketing organizations, credit unions) also might
specify that, in the event of dissolution, the net assets would be divided among the
members. When a cooperative or club can be demutualized, and the assets divided
among the members, that organization loses its some of its distinctiveness from a
profit-oriented business. Normally, a cooperative has an indivisible reserve that
represents social property available for use by future members.

However, for social organizations, dissolution for reasons other than financial
insolvency is highly unusual. Although such organizations have assets, they do not
exist to enhance their members’ personal wealth. Whereas personal gain is the
hallmark of ownership in the private sector and share value is a primary consideration
in its future disposition, social benefit is the defining characteristic for organizations in
the social economy. The purpose of such organizations is to provide a service either to
members or to the public, and organizational arrangements are undertaken with that
objective in mind, not personal gain.

Even where social organizations have shares, as in most cooperatives, they do not
serve the same purpose as in a profit-oriented business. Such shares do not reflect the
value of the organization or what speculators are prepared to pay on the stock market;
rather they have a relatively constant value and are comparable to a membership fee
(Ellerman 1990). They can go down in value if the cooperative has financial
difficulties, but in general they stay at a constant level (or at an initial value adjusted
for inflation). When members leave, the reimbursement normally is the original
contribution plus a modest interest rate agreed to by the organization.

Similarly, when a social organization has a year-end surplus, the use of that
income is guided by its primary objective, improving and broadening the availability
of the service. For cooperatives with shares, surplus earnings may result in a patronage
dividend, not based on shareholdings as in the private sector but either on the use of the
service by members or on an egalitarian basis. When organizations in the social
economy lose money (that is, have a year-end deficit), unless the loss can be absorbed
through reserves, their service is usually reduced or the cost to patrons is increased. If
the losses become too great, the organization may have to close.

Therefore, the financial dynamics of a social organization differ from those of a
profit-oriented business. Although some social organizations may hold valuable assets,
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the concept of ownership as in the private sector is not that applicable. Rather the
assets of social organizations can be characterized as a social dividend passed from
generation to generation. These social dividends are the building blocks of
society—blocks that are the property neither of private individuals nor of the
government. Private individuals may contribute to creating these building blocks
through donations of their wealth. In some cases, such donations may involve vast
amounts of money—for example, the fortunes of Andrew Carnegie, John D.
Rockefeller, Henry Ford, Will Kellogg, George Soros, Robert Bosch, Bill and Melinda
Gates, Warren Buffett, and the Pew and McArthur families. Such donations represent
the conversion of private wealth to social wealth, or to the building blocks of the social
economy. However, the primary creators of social wealth are the public-at-large
through lesser donations, through volunteer participation, and through taxes, which
create the basis for government grants to social organizations.

Whereas the ownership arrangements for social organizations are distinct from
those of profit-oriented businesses, the difference from the public sector is not as clear-
cut. Government assets are also a form of social property intended to serve the public
good. These assets may be part of government departments per se (that is, the civil
service) or they may be held at arm’s length through government corporations. These
corporations are set up to supply a service to the public for such reasons as the
government wants some influence over policy or because it is difficult for the private
sector to earn a profit. In such corporations, a level of government holds the shares and
has the same rights as shareholders in a profit-oriented business. But a government
corporation differs from a profit-oriented business in an important way—its primary
purpose, like government departments in general, is to serve the public and not to meet
the shareholders’ needs for a return on investment. The beneficiary of any profit or any
increase in the value of the assets is the government representing the public-at-large.
When a government corporation is privatized, the public interest and not personal gain
ought to be the primary motivation. Therefore, ownership in the public sector has
qualities similar to that in the social economy.

Arguably, the view that no one owns the organizations of the social economy is
based on a narrow definition that equates ownership with property rights. As Dahl
(1970) suggests, ownership can be conceived as a bundle of rights, and the rights for
members of social organizations differ from those of shareholders in the private sector.
In the social economy, members do have the right to control the organizations to which
they belong. But unlike owners in the private sector, they are unlikely to benefit
financially from the sale of their assets. Members of social organizations, through their
representatives on the board of directors, are analogous to trustees or stewards, with the
responsibility to see that the assets are being utilized in a manner consistent with the
organization’s objectives. In other words, social organizations are trust arrangements
that are passed through generations so that they may continue to serve members of a
society.
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Volunteer/Social Participation

The label voluntary is often applied to organizations in the social economy because
most rely on the contributions of volunteers for their services. For nonprofit mutual
associations and cooperatives, the volunteer component is oriented to enhancing the
services of the organization for its membership; for that reason, we refer to this form of
uncompensated service as social labor. It has the same character as volunteer service,
but rather than being oriented to the public or groups external to the organization, it is
intra-organizational. This distinction between volunteer service and social labor is used
in the Expanded Value Added Statement presented in Chapter 6 and will be referred to
in other places in the book. The distinction is not usually made in national surveys,
which tend to lump together all forms of volunteer service.

According to the National Survey of Nonprofit and Voluntary Organizations
conducted by Statistics Canada in 2003: “Virtually all nonprofit and voluntary
organizations rely on volunteers to some degree, and more than half rely solely on
volunteers to fulfill their mission” (Hall et al. 2005, 32). For tasks other than serving
on the board of directors, Sharpe (1994) found that about 70 percent of nonprofits with
charitable status used volunteers (about 63 per organization). In other words, while all
charitable organizations have a volunteer board of directors, most also have volunteers
in other types of services, and some rely heavily on volunteers. Nor, as noted earlier, is
volunteering limited to nonprofits with charitable status; volunteering occurs in all
sectors of the economy, and within the social economy among organizations with and
without charitable status. The supply of services using a combination of paid labor and
volunteers is referred to as coproduction (Brudney 1990). Among organizations
engaging in coproduction, social organizations with a charitable status are its heaviest
beneficiaries.

U.S. data for the year 2000 indicate that 44 percent of adults over the age of 21
(83.9 million) volunteered with formal organizations contributing a total of 15.5 billion
hours. That amount of service was equivalent to over 9 million full-time positions
(Independent Sector 2001a). In the United Kingdom there were 16.3 million volunteers
for nonprofits in 1995 with full-time equivalence of 1.47 million positions or 6.3
percent of the paid labor force (Kendall and Almond 1999). In Canada, a survey for the
year 2003-2004 estimated that there were 12 million volunteers (45 percent of the
population aged 15 and over) who contributed 2 billion hours with a full-time job
equivalence of 1 million (Hall et al. 2006). These patterns are similar to those discerned
by Salamon et al. (1999) in their study of 22 countries, where 28 percent of the
population, or 10.6 million full-time equivalents, volunteered. In those countries,
volunteers represented 56 percent of the paid workforce of nonprofits—that is, for
every two hours of work by paid employees in nonprofits, volunteers contributed more
than one hour. These surveys indicate that volunteer contributions are important to
religion, education, social services, recreation, sports and social clubs, and health
organizations. Informal volunteering (outside a formal organizational framework) is
also a major form of service.
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In spite of the large amounts of volunteer service, it is misleading to refer to
organizations that use volunteers as voluntary because the term implies grassroots
groupings without either a permanent administrative structure or paid staff. Such an
impression is quite erroneous. Rather, most volunteers fit into bureaucratized, mature
social organizations often crossing many locales, and these organizations reserve for
their volunteers specific positions with expectations that exist apart from the
individuals who fill them. In other words, these positions are not voluntary in the sense
that they are created by volunteers but rather are predefined by staff for the volunteers.
The volunteers might give these roles their own personal touch, and some might
perform better than others; but in general the expectations associated with each
position exist apart from particular volunteers. Moreover, the organizations with which
volunteers are associated are sufficiently stable that they do not depend upon particular
individuals. Volunteers are needed for the organization to execute a full complement of
services, but the turnover among individuals who execute these tasks does not
necessarily change the organization’s character.

Volunteers can also be differentiated according to their degree of involvement,
some having tasks that involve substantial time and a strong organizational
identification (for example, a Scout troop leader) and others having a passive affiliation
such as a token membership. Putnam (1995) refers to such a passive role as “tertiary”
in that it involves only a weak link to an organization—for example, a financial
donation (often characterized as a membership fee). Nevertheless, these nominal forms
of involvement are of importance to organizations because they assist with financing
and may be used to enhance their influence. For social movement organizations
(advocating on behalf of particular issues or groups), having a large membership may
influence the public’s perception of their initiatives. For example, Amnesty
International has been amazingly successful in mobilizing supporters, who number
nearly 2 million in more than 160 countries around the world (Amnesty International
2001). Using the standard of Amnesty International (Canada), about 10 percent of
supporters are active members and have a regular role in organizing Amnesty’s
campaigns for human rights.” Moreover, passive members of an organization can be
mobilized for specific campaigns such as letter writing, petitions, and demonstrations.
With the advent of the Internet and other forms of modern communication, such
mobilizations have become easier (Brunsting and Postmes 2002; Deibert 2000).

Even for those social organizations that have a relatively apolitical role, having
large cadres of volunteers—whether they are active or passive—is status enhancing. In
its annual report, the American Red Cross can claim with justification that “With more
than 35,000 paid employees and nearly 825,000 volunteers, we are prepared to respond
at a moment’s notice” (American Red Cross 2005, 6).

Volunteer Participation and Voluntary Associations

The Red Cross and Amnesty International are examples of mature social
organizations operated by a permanent staff that also mobilizes large cadres of
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volunteers. In addition to mature social organizations, there are also voluntary
associations. Smith (1997, 115) describes voluntary associations as “grassroots” and
defines them as “locally based, significantly autonomous, volunteer-run, formal,
nonprofit groups that have an official membership of volunteers and that manifest
significant voluntary altruism.” Smith’s emphasis on grassroots groups would be
limited to a subset of nonprofit mutual associations and cooperatives that lack the
administrative and bureaucratic arrangements of mature social organizations (for
example, neighborhood groups, tenant associations, home and schools, and social
clubs). Voluntary associations rely upon volunteers both for their activities and for
maintaining a relatively simple organizational framework.

Milofsky (1987, 278) refers to voluntary associations as “neighborhood-based
organizations” and argues that they should be “treated as subordinate parts of a larger
social system, the community.” With the modernization of society, there has been a
profound change in the nature of community from that of people situated in a place
with of comprehensive interpersonal ties to that of social networks, some relatively
impersonal, based on a specific shared interest and possibly unrelated to a specific
geographic location (Christenson 1994; Wilkinson, 1994). One aspect of the changing
nature of community is the increased role of government in support of the
organizations of the social economy, particularly public sector nonprofits (Hall and
Banting 2000; Martin 1985; Salamon 1995; Salamon and Anheier 1997; Salamon et al.
1999; Sharpe 1994; Smith and Lipsky 1993). Indeed, many of the largest nonprofits
(hospitals, universities), which in their origins might have been supported by donors
such as a religious organization, have become highly dependent upon government
financing and, therefore, influenced by government policy. Such organizations can
hardly claim to be voluntary, but as with most nonprofits, they normally involve
volunteers. In other words, modern community revolves less around the local
neighborhood in which individuals form voluntary associations and more around a
broader society that includes government agencies that serve the public and that also
support social organizations that operate at arm’s length from government (Salamon
1995).

Therefore, the weakening of local, geographically based communities in modern
society has shifted volunteer participation from voluntary associations to mature social
organizations. But modernization has also stimulated a contrary trend. Modern forms
of communication have increased the opportunities for people to form voluntary
associations through the Internet, albeit associations based on very weak interpersonal
connections. These include discussion groups and online self-help groups for concerns
related to physical and mental health and social problems such as addiction (Baym
1996; Cooper 2000; Eysenbach et al. 2004; Ferguson 1997). The Internet, therefore,
may be transforming the notion of voluntary association from its original roots in
stable neighborhoods to a non-geographic cyberspace. Whether these interactions
satisfy the meaning of community is open to question. However, they do represent a
form of voluntary association that is on the rise at a time when geographically based
voluntary associations are in decline and volunteering is occurring primarily in mature
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social organizations. These mature social organizations have become the social
infrastructure of a reconstructed community, based less on local neighborhoods and
more on a space that lacks clear boundaries.

Civic Engagement

In his critique of American society, Robert Putnam (1993, 1995, 1996, 2000)
argues that social or civic engagement is a key component of social capital that is on
the decline. While his primary focus is analyzing the reasons for the decline, he also
describes the important role of mutual associations in engaging people with each other.
Putnam (2000, 384—85), who traces the role of mutual associations historically, writes:

During the years from 1879 to 1920 civic inventiveness reached a crescendo
unmatched in American history, not merely in terms of numbers of clubs, but in
the range and durability of the newly founded organizations. From the Red Cross
to the NAACP, from the Knights of Columbus to Hadassah, from Boy Scouts to the
Rotary club, from the PTA to the Sierra Club, from the Gideon Society to the
Audubon Society, from the American Bar Association to the Farm Bureau
Federation, from Big Brothers to the League of Women Voters, from the
Teamsters Union to the Campfire Girls, it is hard to name a major mainline civic
institution in American life today that was not invented in these few decades.

Putnam notes that for the last three decades of the twentieth century there has been
a decline in civic engagement—newer associations (for example, business associations
or other interest groups) are more narrowly defined, are less likely to involve their
members in an active manner, and are more transient. The emergence of the Internet
during the 1990s represents the epitome of this pattern. In spite of changing patterns of
social interaction, the decline in direct forms of participation, and the increased
dependence on government to support public sector nonprofits, the organizations of the
social economy remain a social infrastructure for civic engagement. It is through
organizations of this sort that members of a community connect with each other, even
if the patterns of association have become far less personal and spontaneous than in the
past.

The proponents of civil society also emphasize the value of association, though
much of the current interest in civil society has been spurred by the collapse of
communism in Eastern Europe and by the powerful role of citizens’ movements such
as Solidarity in Poland. As such, the current theories of civil society are anti-
government or, to borrow the critique of Hall (1995, 2), can be characterized as
“societal self-organizing in opposition to the state.”” While that view may be valid in
societies with a tyrannical government and where social organizations receive minimal
support from the state, it seems unbalanced where state social programs have an
important role in some minimal redistribution of wealth and in sustaining social
organizations that are necessary supports for members of society. Some of the
anti-state perspectives of civil society are unmistakably conservative in their
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orientation—for example, Green (1993), who argues for a “civic capitalism” that is
reminiscent of Thatcherite conservatism in the United Kingdom.

Primarily, the civil society proponents are searching for a space—distinct from
both the state and the market—that offers focal points for constructive forms of civic
engagement. In a world in which vast power resides with transnational corporations
and, to a lesser extent, with state institutions, dynamic social organizations are
reflective of a pluralism that is characteristic of a democratic society. Having a variety
of viewpoints and a culture that encourages people to organize around their viewpoints
are important features of civil society and reflective of vibrant civic engagement. In
addition, by creating a framework through which the members of a society can relate
to each other, social organizations present opportunities for reconstructing the ties that
occur more spontaneously in a society with strong local communities. This role is vital
in a democracy and is an essential aspect of civic engagement. Even though social
organizations are capable of being destructive (Barber 1998; Seligman 1998), the vast
majority are engaged in humanistic services (to borrow Samuel Martin’s [1985] label)
to improve the quality of social life. These services include education, culture, religion,
recreation, labor rights, health care, political association, to name but a few—services
that are basic to humanity.

There are differing expressions of civic engagement within social organizations. In
some—particularly those with an active membership—civic engagement is central to
the organizational culture. Such organizations include some forms of cooperatives (in
particular, worker, housing, and farm marketing cooperatives) and many types of
mutual associations, neighborhood groups, and social clubs. Such organizations
become a sub-community within a broader society in which the members engage with
each other around shared services and may participate in the governance to make
policy and planning decisions. Members sit on planning committees, and if there is a
board of directors, the members elect it from among their group according to the
principle of one member/one vote. These organizations might be described as a social
democracy, not in the sectarian political sense but quite literally democracy within a
social institution. Voting rights in such organizations are accorded on the basis of one
member/one vote rather than on the basis of property holdings as in profit-oriented
businesses (Ellerman 1990).

Where mutual associations are small and highly personal grassroots associations
(often referred to as collectives), civic engagement can become quite intense. Such
organizations are usually not incorporated: Rather than a board as its legal
representative, there is a less formal arrangement involving broader participation in
decision making (Rothschild-Whitt 1982). This small size often leads to a “face-to-
face” direct form of democracy, as in feminist collectives. Social relations are highly
personal, roles are flexible and interchangeable, decisions are arrived at through
consensus, and management (to the extent that it exists) is often a shared
responsibility. Because decision making can be emotionally charged and conflicted
(Mansbridge 1982), such arrangements are not necessarily a recipe for harmony, but
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they do reflect a direct form of civic engagement with a high level of member
participation.

Similar forms of intense civic engagement can occur in public sector nonprofits
with a closed membership (for example, rape crisis centers, and food banks) in which
the employees, volunteers, and for some matters the board members, attempt to
achieve consensus on issues. These organizations think of themselves as collectives,
and even though membership is closed, they endeavor to practice democracy
internally.

At the opposite extreme, there are many civil society organizations (mutual
associations and volunteer organizations) with members that are uninvolved or passive.
One reason is that the service of the organization is not especially important to the
members or—in the terms of Kurt Lewin (1935)—is a small part of their life space. A
passive membership is typical of such member-based organizations as credit unions,
retail food cooperatives, and professional, labor, and business associations. Essentially,
a small group (such as the director or the chairperson of the board of directors) runs
the organization with the tacit consent or tolerance of the larger group. On occasion,
the leaders may resort to proxy voting because they require member participation to
satisfy the constitution. This is most likely where the membership is widely dispersed.
This pattern of a passive membership, referred to earlier as tertiary membership
(Putnam 1995), is reflective of the decline of civic engagement in the modern world.
Nevertheless, while far from the ideal, these organizations still represent a social
location with which members can identify. Moreover, even in this type of arrangement,
members may on occasion choose to become involved—for example, because
they have more time available, when they are upset with a particular decision, if they
suspect financial mismanagement, or if there is some external threat to the
organization. In some respects, there are parallels between these arrangements and a
political democracy where the electorate is uninvolved but still cherishes the
opportunity to participate when it sees fit.

Even among public sector nonprofits such as hospitals and social service agencies
with a closed membership consisting of the board of directors only, volunteer board
members can make enormous time commitments and engage with each other to
achieve consensus in deliberations. Moreover, through such organizations, volunteers
participating in service roles connect with each other and become associated with a
broader purpose.

These variations from the ideal type notwithstanding, it appears that organizations
in the social economy do afford their members the opportunity for civic engagement.
They not only contribute to the pluralism that is a hallmark of a democratic society but
also engage in the practice of democracy, acculturating their members with decision-
making skills and with knowledge about organizations that can be generalized to the
political domain. Of most importance, in a world in which civic engagement is in
decline, the organizations of the social economy are locations through which ordinary
citizens can engage with each other in constructive activities.
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CONCLUSION

The term social economy is based on the premise that social organizations
(organizations established to meet social objectives) also have economic value.
Although these organizations are not the mainstream of the economy, they employ
people, purchase goods and services in the market, and have valuable assets.
Moreover, they mobilize large cadres of volunteers who contribute to these
organizations but whose contribution is excluded from conventional accounting
statements.

In this chapter, we have discussed four defining characteristics of social
organizations. First, these organizations start from a social purpose that ideally takes
precedence over any commercial objectives. Second, their physical assets are social
property that is owned by no one; either they have no shareholders or they have shares
(as in a cooperative) that are tantamount to a loan to the organization. Third, the
organizations of the social economy generally have a high level of volunteer
participation—not simply on the board of directors but also for other services. Within
nonprofit mutual associations and cooperatives, volunteer participation is referred to as
social labor—that is, an intra-organizational contribution rather than a contribution to
the broader community. Fourth, social organizations are venues for civic engagement.
Moreover, these organizations tend to exhibit a high level of democratic decision
making, either through member participation or through shared responsibility by the
staff, volunteers, and board.

Earlier in this chapter, social organizations were classified into three primary
groups: public sector nonprofits, market-based organizations, and civil society
organizations (mutual associations and volunteer organizations). Of these three groups,
civil society organizations reflect the defining characteristics most strongly. They have
strong social objectives, are under social ownership, rely heavily on volunteers (not
only for their governance but also for their services), and are primary locations for
civic engagement, including democratic decision making.

Market-based organizations probably reflect the defining characteristics most
poorly in that they may emphasize commercial objectives to a greater extent than their
social objectives, and some can be demutualized and, therefore, may not represent
social ownership ideally. Although they do not rely as heavily on volunteers as civil
society organizations, social labor as reflected in service on committees is an important
feature of cooperatives. Also, most organizations of this sort practice representative
democracy in selecting their governance, though not always with a high level of
member participation.

Public sector organizations fall between the civil society and the market-based
group in that also have strong social objectives (often associated with a charitable
status), represent social ownership strongly, use volunteer labor as an important
supplement to their workforce, and support civic engagement through the mobilization
of volunteers in humanitarian services and also on their board of directors. However,
their boards of directors tend to be closed and are not reflective of a democratic ideal.
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The unique features of social organizations serve as part of the rationale for
creating distinct social accounting models, as presented in Chapters 4 to 7. It is
important that accounting practices move beyond a narrow range of financial
considerations, such as net income, and deal with broader considerations, including
social inputs and social outputs that generally are excluded. For civil society and public
sector organizations in particular, it is essential that accounting frameworks recognize
that volunteers are an important part of their workforce and that many of their outputs
are not transacted through the market.

This chapter serves as a background to the subsequent chapters that focus on social
accounting, initially the theory and then through working models that can be applied.
Through understanding the uniqueness of social organizations, we come to appreciate
that different accounting frameworks are needed.

QUESTIONS FOR DISCUSSION

1. Why are organizations like Meals on Wheels often not perceived as economic
entities, even though they have a clear economic impact and undertake economic
activities?

2. What factors would you consider in order to assess the economic contribution of
nonprofits, and why?

3. The social economy attempts to group nonprofits and cooperatives under a
common umbrella that labels them as social organizations. Given what you know
about these organizations, is this an adequate label? Why or why not?

4. What are the three main types of social organizations identified by the authors, and
what are the main differences between them?

5. Some argue that public sector nonprofits should be considered as part of the social
economy. Others argue that this is inappropriate because they are simply part of the
public sector. What are the strengths and weaknesses of each argument?

6. Similarly, some argue that nonprofits and cooperatives that earn their revenues
from the market should be considered as part of market-based social organizations.
Others argue that they should be viewed as part of the private sector. What are the
strengths and weaknesses of each argument?

7. What are the main characteristics of social organizations presented in this chapter?
What other characteristics would you consider?

8. “Social objectives take on different forms, depending upon whether the
organization is serving a public in need, meeting the needs of a membership, or
competing in the market for its revenues.” Discuss.

9. It can be argued that social ownership is an oxymoron, because if property is
social, it is not owned by anyone. Is it reasonable to suggest that social
organizations are social property that belongs to no one? Why or why not?

10. In your view, is civic engagement useful as a defining characteristic of the social
economy? Is the definition of civic engagement presented in this chapter
satisfactory? If not, how would you modify it?
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NOTES

! Variations of this categorization were used by Quarter (1992), Quarter et al. (2001a), and
Quarter et al. (2001D).

2 This information was obtained through a phone interview with the head office of
Amnesty International in Ottawa, Canada, on July 19, 2006.



Chapter 3

Social Accounting: Theory
and Practical Applications

In this chapter, we define social accounting and discuss its relationship to other
related concepts such as accountability, social auditing, social reporting, and
social responsibility. There is already a sizable literature about social accounting
but primarily related to profit-oriented businesses. Our focus is on social
organizations—primarily nonprofits and cooperatives—and on working models. This
requires addressing the challenging problem of measuring social phenomena that lack
a market value. Nevertheless, the existing literature on social accounting is quite
useful—both its critique of conventional accounting and some earlier social accounting
models developed for profit-oriented businesses. Therefore, the existing literature
forms a building block for our conceptualization of social accounting presented in this
chapter and the models presented in Chapters 4 to 7.

After defining social accounting, the chapter discusses in detail the key
components of the definition. As part of that discussion, the predominant model of
social accounting, also known as a social audit, is presented for discussion, including
its tendency to separate the social from the economic. The concluding part of the
chapter presents an integrated approach to social accounting that seeks to broaden
financial statements by including items related to social value.

DEFINING SOCIAL ACCOUNTING

Although accounting as a professional field has a lengthy history, dating back to at
least the mid-nineteenth century (Tinker 1985), social accounting is more recent and
burgeoned during the early 1970s (Mathews 1997). Earlier proponents of broadening
the domain of corporate accounting—for instance, Blum (1958), Bowen (1953), and
Goyder (1961)—created a foundation for the field to move forward. All were
struggling with the same issue of corporate accountability and putting in place
mechanisms through which corporations would be more socially responsible.

Goyder’s (1961) book, The Responsible Company, was forthright in its call for a
social audit: “In an economy of big business, there is clearly as much need for a social
as for a financial audit” (1961, 109). In a similar vein, Bowen (1953, 48—49) stated that:
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The directors of a corporation are trustees, not alone for stockholders and owners,
but also for workers, suppliers, consumers, the immediate community, and the
general public. According to this view, the board of directors should serve as a
mediator, equitably balancing the legitimate interests of the several principal
beneficiaries of corporate activity.

These early proponents were concerned about the growing power of the modern
corporation and its lack of accountability to anyone other than its shareholders, and
they visualized the need for broader accounting and accountability frameworks that
would address this concern.

While social accounting involves a diverse set of themes and practices that have
evolved since that period, the underlying ethos that Bowen, Blum, and Goyder
enunciated has remained intact. Nevertheless, social accounting, although moving
ahead, remains marginalized within the accounting profession and has focused on
academic critiques of the limitations of accounting rather than providing models that
can be applied.

The term social accounting implies that there is a form of accounting that is not
social. Yet, as others have argued, the terminology of financial accounting and “profit”
itself are social constructs. Accounting primarily reflects the needs of owners and
managers of profit-oriented businesses (Hines 1988; Morgan 1988; Tinker 1985).
However, there is nothing inherent in accounting that necessitates its limitation to this
set of interests. Social accounting has attempted to reorient accounting to a broader set
of social variables and social interests. It is upon this tradition that the current
manuscript is built and uses the term social accounting—but with the acknowledgment
that, as Tinker (1985) and others have pointed out, all accounting can be construed as
social.

The field is also referred to as social and environmental accounting because, in its
formative period, the environmental movement influenced it. At times, environmental
issues have dominated the field, but at present the issues are broader (Bebbington,
Gray, and Owen 1999). By opting for the term social accounting, we are not
attempting to diminish the importance of environmental concerns.

There are varying definitions of social accounting. All share the common features
of expanding the range of criteria that are taken into consideration when measuring
performance and looking at the organization in relation to its surrounding environment,
both social and natural. Additionally, all emphasize that the audience for social
accounting is broader and may differ from that for other forms of accounting. Here are
some definitions that others have used:

Ramanathan (1976, 519):

The process of selecting firm-level social performance variables, measures, and
measurement procedures; systematically developing information useful for
evaluating the firm’s social performance; and communicating such information to
concerned social groups, both within and outside the firm.



Chapter 3: Social Accounting: Theory and Practical Applications 41

Estes (1976, 3):
The measurement and reporting, internal or external, of information concerning
the impact of an entity and its activities on society.

Gray, Owen, and Maunders (1987, ix) and Gray, Owen, and Adams (1996, 3):
The process of communicating the social and environmental effects of
organizations’ economic actions to particular interest groups within society and to
society at large. As such it involves extending the accountability to organizations
(particularly companies), beyond the traditional role of providing a financial
account to the owners of capital, in particular, shareholders. Such an extension is
predicated upon the assumption that companies do have wider responsibilities than
simply to make money for shareholders.

Mathews and Perera (1995, 364):

At the very least, social accounting means an extension of disclosure into non-
traditional areas such as providing information about employees, products,
community-service and the prevention or reduction of pollution. However, the
term “social accounting” is also used to describe a comprehensive form of
accounting which takes into account externalities.

Traidcraft (2000, 1):

Social accounting is a systematic means of accounting for the social impact of an
organisation. It can be compared to the way that financial accounting provides the
means to account for an organisation’s financial performance.

Institute of Social and Ethical AccountAbility (2000, 1):

Social and ethical accounting is concerned with learning about the effect an
organisation has on society and about its relationship with an entire range of
stakeholders—all those groups who affect and/or are affected by the organisation
and its activities.

As can be seen, these definitions share the common feature of broadening the
domain of accounting, attempting to deliver accountability to a broader array of
stakeholders, and in so doing influencing the creation of a more socially responsible
corporation. As with Blum, Bowen, and Goyder, the more current proponents of social
accounting have focused primarily on profit-oriented businesses rather than social
organizations, though as will be shown, there is some work with nonprofits and credit
unions (Brown 2001; Zadek, Pruzan, and Evans 1997). Although the focus of this
manuscript is social organizations, our definition is intended to have a more general
application.

The definition that we propose is a systematic analysis of the effects of an
organization on its communities of interest or stakeholders, with stakeholder
input as part of the data that are analyzed for the accounting statement. This
definition has four components that we will discuss in turn:
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a systematic analysis;

the effects of an organization;
on its stakeholders; and
stakeholder input.

el s

A SYSTEMATIC ANALYSIS

Many of the definitions of accounting in texts and from professional associations
emphasize its information-producing role. For example, the Accounting Principles
Board of the American Institute of Certified Public Accountants (AICPA) has
maintained the following definition since the 1970s:

Accounting is a service activity. Its function is to provide quantitative information,
primarily financial in nature, about economic entities that is intended to be useful
in making economic decisions—in making reasoned choices among alternative
courses of action (1970, Section 1023).

In a similar vein, one of the major accounting texts (Larson et al. 1999, 10) emphasizes
“useful information.” Some other major texts have a similar emphasis but go beyond
the focus on “providing information” and stress interpretation. For example, Pyle,
Larson, and Zin (1984, 26) propose “the art of recording, classifying, reporting, and
interpreting the financial data of an organization.” Similarly, Meigs, Meigs, and Lam
(1988, 4) refer to “interpreting economic activity,” and Kaplan and Atkinson (1989, 1)
use the verbs “classifying, processing, and analyzing” in relation to information. Our
definition shares the view that accounting is more than simply reporting information;
rather it involves a systematic analysis of information about the organization.

At the organization level, accounting tends to follow a system of rules that is
generally accepted (Generally Accepted Accounting Principles or GAAP) and is
understood throughout the profession (though not necessarily by nonprofessionals).
Therefore, when accountants create an income statement, they are not only engaged in
the analysis of data but are also following a system with rules that others utilize.

That is not to say that the only legitimate forms of accounting are those that follow
the formats and agreed-upon standards of professional governing bodies. As Meigs et
al. (1988, 4) point out in their text, “nearly everyone practices accounting in one form
or another on an almost daily basis. Whether you are preparing a household budget,
balancing your check book, preparing your income tax return, or running a large
business, you are working with accounting concepts and accounting information.”
Their point is relevant to social accounting because it emphasizes that accounting is
much broader than the systems approved by professional organizations and can apply
to personal and household tasks as well as to business and community organizations.
Moreover, their statement also implies that although all forms of accounting share rules
of logic, the practice can take on many forms. Without approved procedures by a
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professional association, it is necessary to innovate, as has been done in social
accounting.

Many refer to social reporting or social auditing and oddly avoid the term
accounting. Perhaps this tendency reflects a concern about avoiding criticism from the
profession; perhaps it is done because social accounting remains new and experimental
and, therefore, using a name other than accounting seems less threatening.
Nevertheless, it is necessary for social accounting to have a beginning point. Even if
the systems of analyses lack the approval of professional bodies, this does not mean
that they are not accounting.

Arguably, there is a difference between social reporting and accounting. The latter
does more than report information or even engage in obvious interpretations; rather it
analyzes. Therefore, a section in a corporate report that refers to minority
representation over time as a percentage of the workforce involves analysis but perhaps
with less complexity than would be needed to meet the standard of accounting.
Moreover, because such reporting does not conform to a standardized format (as does
a financial accounting statement) but rather utilizes ad hoc presentations that seem
logical under the circumstances, there is a reluctance to label it as accounting.
Therefore, we return to our earlier point that social accounting involves not only an
analysis but also a systematic analysis. In the absence of the accounting profession’s
participation in creating forms that fit with social accounting, the participants in this
process have to be innovators and convince their audiences that the information
yielded from these analyses are logical and meaningful. As will be suggested later in
this chapter, there are already precedents that meet the standard, and as will be
suggested in the final chapter, the task of generating generally agreed-upon systems is
largely shaped by the politics of accounting.

THE EFFECTS OF AN ORGANIZATION

Organizations, whether they are profit-oriented businesses or social organizations,
have an impact upon various stakeholders, both internal and external. For a profit-
oriented business, its services are measured by the market, as reflected by sales figures.
Other impacts such as the well-being of purchasers or the firm’s effect on the natural
environment generally are ignored in formal accounting statements, though these
additional effects may result in bad publicity and have a negative impact on sales. For
example, a tobacco-product corporation may be very successful at marketing but may
also cause immense health problems with huge costs that society and consumers must
absorb. The accounting statement will include its sales and the return to its
shareholders but will not deal with the health costs resulting from this corporation’s
products.

This pattern is prevalent for profit-oriented businesses in general, including those
with broader social impacts that are positive. For example, by reducing pain, a drug
manufacturer’s products may make it possible for people who would otherwise be
unable to engage in gainful employment to be relatively self-sufficient. To a degree,
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sales figures for this firm would reflect the impact of the product. However, there are
also broader effects than the sales figures such as the ability of the drug’s users to earn
a living, reduced health costs, and the tax benefits to government, to name but a few.
Typically, accounting does not address the broader effects; it is limited to the firm’s
market transactions and the related expenditures. The analysis of broader social effects
might be included in an annual report or in supplementary reports as a form of
corporate social reporting, but it normally would be segregated from the conventional
financial accounts.

For a social organization, the limitations of market transactions are accentuated,
especially for organizations with “unearned revenues,” that is, monies from grants and
donations rather than from market transactions. In traditional accounting terms, such
organizations lack a market measure of the impact of their services—not only the
direct impact of sales for a market-oriented organization but also the broader social
impacts that the field of social accounting attempts to address.

Assessing the social effects of nonprofits and cooperatives is of particular
importance because such organizations are based on a social mission. As noted in
Chapter 2, their raison d’étre is to supply a service to communities, either defined as
beneficiaries of the organization’s services or as members. The clients of human
service organizations with a charitable status are most often people who are unable to
manage without special assistance, for example, people on low incomes or with health
problems. Normally, there would be no market transaction associated with the service,
and as such there would be no record of the service’s market value that would be
entered into an accounting statement.

There are other distinct features of social organizations, discussed in Chapter 2,
that suggest different forms of accounting are required. To make available their
services, many social organizations rely on volunteers or unpaid labor. Because no
market transaction is involved, this component of the organization’s labor force does
not normally appear on the accounting statements. Yet for organizations in which the
bulk of the labor force is volunteer, this is a major oversight. Without their
involvement, the level of service would be drastically curtailed; in some cases, the
organization might not function at all.

For all of these reasons, new accounting frameworks are needed for social
organizations. Some reasons overlap with those presented by the critics of
conventional corporate accounting and some relate specifically to the distinctness of
social organizations.

A critical issue in addressing this matter is assessing the value of non-market or
non-monetized services, a point that is underlined by Estes (1976, 108): “The greatest
objection to social accounting is an apparent lack of valid and reliable measurement
techniques. Accountants and businessmen [sic] may express an acceptance of the
general concept of corporate social accounting, but lack confidence in their ability to
assign suitable numbers to social effects.” This issue will also be addressed in Chapters
4 to 7, where actual accounting models are presented. At this point, the discussion will
be more general.
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Estimating a Market Value for Volunteer Service

For social organizations, a social accounting framework should estimate a market
value for volunteer services. There are two general schools of thought. The first is based
on what economists refer to as “opportunity costs.” This label is derived from the
assumption that “the cost of volunteering is time that could have been spent in other
ways, including earning money that could, after taxes, be spent on desired goods and
services” (Brown 1999, 10). Because time might have been spent generating income, the
opportunity cost is tied to the hourly compensation that volunteers normally receive from
paid jobs that they hold. However, this procedure could be problematic because the skills
associated with a volunteer service may differ substantially from those for which a
salary is being received (Brown 1999). The rate of pay that Bill Gates received from
Microsoft for his services would not be an appropriate standard if he were to spend a
day volunteering at a local food bank. An opposite problem might arise if the food bank
volunteer were unemployed and, therefore, without an hourly wage. It would be
incorrect to suggest that the service is worth nothing. After considering the
complexities of estimating opportunity costs, including the portion of a paid worker’s
hourly wage that goes to taxes, and after adjusting for any fringe benefits, Brown
(1999, 11) suggests that volunteer time “be valued at roughly one half to six sevenths
of the average hourly wage.” In her view, higher values should be applied when
volunteers have increased responsibilities relative to their paid work and that lower
values should be applied in the opposite circumstance.

Variations of Brown’s (1999) procedure to estimate opportunity costs of volunteers
were undertaken by Wolfe, Weisbrod, and Bird (1993) and Handy and Srinivasan
(2002). Wolfe et al. estimated the marginal opportunity costs by asking volunteers
what they would have received if they had worked additional hours for pay. Volunteers
not in the labor market (retired, students, unemployed) “were asked what they believed
they could earn if they decided to seek paid employment” (1993, 31). Handy and
Srinivasan (2002) also asked volunteers to estimate how much their tasks were worth,
thereby arriving at a lower figure than the marginal opportunity cost.

These procedures vary, but they share the common feature of looking at the value
of volunteering from the perspective of the volunteer and what an hour is worth to that
person. They differ from the approaches that use “replacement costs” and thereby
evaluate the cost of volunteers from the perspective of the organization, as if it had to
pay the market rate for such a service. Most of the research that estimates the value of
volunteers, including our own work, utilizes replacement costs. There is a debate as to
whether volunteers substitute for paid labor by doing jobs that would otherwise require
compensation or they supplement paid labor (Brudney 1990; Ferris 1984). However,
the replacement-cost framework sidesteps the issue and assumes that volunteer
functions should be calculated at the value for similar services in the labor market.

Replacement costs are calculated using differing methods. Many organizations
estimating the value of volunteers simply calculate a gross average based on the average
hourly wage in a jurisdiction. For example, the Independent Sector—an advocacy
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organization for nonprofits in the United States—utilizes the average hourly wage for
non-agricultural workers published in the Economic Report of the President plus 12
percent for fringe benefits (Independent Sector 2001, 2002b). For Canada, Ross (1994)
suggested a weighted average of hourly and salaried wages based on Statistics Canada
data for employment earnings. He calculated both national and provincial averages.

However, the predominant trend for applying replacement cost estimates to
volunteers is to base the calculation on the type of service (Brudney 1990; Community
Literacy Ontario 1998; Gaskin 1999; Gaskin and Dobson 1997; Karn 1983). For example,
Community Literacy Ontario uses an hourly rate for volunteer literacy workers based on a
survey of the average annual salary of full-time support staff of 94 community
organizations that supply training. The Volunteer Investment and Value Audit (VIVA),
developed in the United Kingdom, uses market comparisons based on both the job titles
and the component parts of the jobs (Gaskin 1999; Gaskin and Dobson 1997).

One criticism of using replacement costs is that volunteers are less productive than
paid labor and, therefore, replacement costs could overestimate their value (Brown
1999). Another critique is that organizations that use volunteers are often under
financial constraints, and if volunteers are unavailable, they simply reduce the level of
service (Handy and Srinivasan 2002). Also, market rates for similar jobs might not
evaluate properly the contribution of volunteers, as they might bring higher levels of
skill than the volunteer task requires (Brown 1999). Moreover, although organizations
that use volunteers obtain a valuable service, they also absorb costs of training and
supervision. This point is emphasized in the Volunteer Investment and Value Audit
(VIVA), which is a cost-benefit analysis based on a ratio of the comparative market
value of volunteer functions (using replacement costs) divided by the organization’s
expenditures on volunteers (Gaskin 1999; Gaskin and Dobson 1997).

As seen in Chapters 4 to 7, our applications utilize replacement costs in estimating
the value of volunteers. However, our comparisons are organization specific, and we
attempt to take into account some of the aforementioned criticisms in our estimates.

Estimating a Market Value for Other Non-monetized Outputs

Although establishing an appropriate value for volunteer labor is a major factor in
creating a social accounting framework for social organizations, there are also other
outputs that do not involve market transactions and, therefore, creative approaches are
required in order to evaluate them. In one of the earlier works in social accounting,
Estes (1976) struggled with this issue and proposed a number of creative techniques. His
examples are largely in relation to profit-oriented businesses, but they are also relevant
to social organizations.

Surrogate Valuation: “When a desired value cannot be directly determined, we
may estimate instead the value of a surrogate—some item or phenomenon that is
logically expected to involve approximately the same utility or sacrifice as the item in
which we are interested” (Estes 1976, 110). He gives the example of estimating the value
of building facilities loaned to civic groups and suggests as a surrogate the rent that
would be paid for commercial facilities of a similar quality. Another example, which we
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use in our case studies, is establishing a surrogate value for the personal growth and
development of volunteers from participating in a nonprofit organization. As a surrogate,
we use the cost of a community college course in personal development.

Survey Techniques: This procedure involves asking participants what a service is
worth to them. To assist in establishing an accurate estimate, Estes (1976) suggests
using, as a prompt, a list of either prices or consumer items and asking the respondents
to situate the service in relation to others on the list.

Restoration or Avoidance Cost: “Certain social costs may be valued by
estimating the monetary outlay necessary to undo or prevent the damage” (Estes 1976,
115). Road salt corrodes automobiles, but frequent washings can prevent the damage,
something that can be easily priced. Similarly, it is possible to estimate the cost of
restoring environmentally damaged land to either industrial or residential use. In the
event of a plant closure, many governments require a cleanup of the work site to
residential standards, a liability that can be determined.

This type of cost estimate is commonly done in relation to environmental damage.
For example, the Carnegie-Mellon University estimated that the cost associated with
pollution in Pittsburgh in 1963 was $2 billion; the estimate included the hospital and
doctors’ costs associated with increased respiratory diseases from pollution (Rose
1970). A similar study estimated the effect of air pollution on property values and
found that a decrease in air quality negatively impacted on the sale prices of houses. It
estimated that in 1965, the property-value losses in 85 U.S. cities totaled $615 million
(Estes 1972). The loss of or damage to outdoor recreational facilities that are publicly
available has been costed by such standards as the fees needed to replace the facilities
(Crutchfield 1962).

Analysis: Government agencies often have elaborate data banks and statistical
analyses that can be used to estimate the value of social outputs. For example, from
such data it is possible to estimate the increased earnings associated with
volunteering (Day and Devlin 1996, 1998; Devlin 2000, 2001). These studies
estimate that volunteers earn about 6 to 11 percent more as a result of their volunteer
experience.

As is recognized by persons engaged in social accounting, establishing market
values for non-monetized items requires creativity and flexibility. Often there is
reluctance to undertake such procedures because professional accounting bodies do not
sanction them. One reason for this is uncertainty among professional accountants as to
what amount is appropriate. Professional accounting organizations have studied issues
related to the environment and a broader array of social matters (American Accounting
Association 1972a, 1972b, 1973, 1989; American Institute of Certified Public
Accountants 1977; Canadian Institute of Chartered Accountants 1993a; Institute of
Chartered Accountants in England and Wales 1992),' but the change in practice has
been slow.

Nevertheless, there are cases where accountants do make estimates. Human
resource accounting does assign values to non-monetized items (Flamholtz 1985), and
within financial accounting, estimates, which arguably lack precision, are made for
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inventories and the depreciation of assets. However, in general, conventional
accounting has shunned assigning market values to non-monetized items. The concerns
notwithstanding, ignoring obvious areas of organizational value or apparent liabilities
because of tradition seems inappropriate. This type of work would be made easier if
there were established benchmarks or indicators that were generally accepted. In order
to facilitate this goal, the Institute of Social and Ethical AccountAbility was set up in
the United Kingdom to help develop international codes and standards by which
organizations could be evaluated (Institute of Ethical and Social Accountability 2000;
Zadek et al. 1997).

In Chapters 4 to 7, where non-monetized social outputs are given a market value,
the surrogate approach is adopted.

Attribution

Another issue in assessing organizational impact is attribution—assigning a weight
to various factors that influence results. Comparison groups and longitudinal
studies—traditional methods of determining attribution—require resources beyond
those of most social organizations. For example, a nutrition program to improve
seniors’ diets may be associated with positive improvements in clients’ health, but it
would be difficult to control for other contributing factors such as medical
interventions that occurred at the same time and, therefore, unequivocally determine
whether the program causes better health. Mayne (1999, 5) observes that it is not
possible to determine definitively the extent to which a government program
contributes to a particular result, noting that “measurement in the public sector is less
about precision and more about increasing understanding and knowledge.” This
analysis can also be applied to social programs. Mayne proposes the following steps
for establishing the contribution of a program to a result:

presenting the logic of the program;

identifying and documenting behavioral changes;

using clear indicators;

tracking performance over time;

discussing, and where possible, testing alternative explanations; and
gathering multiple lines of evidence (Mayne 1999).

VVYVYVYVYY

According to Mayne (1999), a reasonable case can be made for a program’s
impact, but it requires more data than are currently gathered by government programs
and, by extension, many of the social organizations that they fund.

The Need for Social Indicators

Olson (1969) highlighted the need for social indicators in a report that the U.S.
Secretary of Health, Education and Welfare prepared for the president. Olson’s (1969,
xi) introduction stresses that there is an unmet need: “The Nation has no comprehensive
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set of statistics reflecting social progress or retrogression. There is no Government
procedure for periodic stocktaking of the social health of the Nation. The Government
makes no Social Report.” He goes on to lament the domination of economic indicators
but points out that the equation relating national income to national well-being doesn’t
stand: “It seems paradoxical that the economic indictors are generally registering
continued progress—rising income, low unemployment—while the streets and the
newspapers are full of evidence of growing discontent” (1969, xi).

Olson produced a creative list of social indicators for such issues as health and
illness, social mobility, the physical environment, income and poverty, and public
order and safety. Indicators for such issues could be of value to social accounting, even
though Olson’s unit of analysis was national rather than the organization. In both
cases, data are analyzed that allow for a judgment or interpretation of a social
condition. Although social indicator research is an important aspect of effective social
accounting, in general these related fields have proceeded in parallel to each other.

Social indicator research is of two types: first, studies demonstrating that the social
costs associated with phenomena are often ignored; and second, research that creates
national and international standards for social progress—for example, the Human
Development Index and other UN reports (United Nations Human Development
Report 2002) or the Oregon Department of Human Services benchmarks that attempt
to assess whether there is progress toward a better quality of life (Oregon Department
of Human Services 2002; Stein 1996). Of particular interest for this chapter are the
studies demonstrating that accounting frameworks pay no attention to relevant social
costs. In effect, these studies present a cost-benefit analysis with a broadened frame of
reference, but they also create social indicators that social accounting frameworks
could utilize. There are many such studies, so our examples are necessarily selective.

The classic example of such a study was undertaken in 1976 for the Joint
Economic Committee of the U.S. Congress, chaired by Senator Hubert Humphrey.
This path breaking study by Harvey Brenner, a professor at Johns Hopkins University,
and often referred to as the Brenner Report (Brenner 1976), attempted to estimate the
social costs of increased unemployment by examining stress indicators—suicide, state
mental hospital admissions, state prison admissions, homicide, mortality from cirrhosis
of the liver and cardiovascular-renal disease, and total mortality—during a time frame
from about 1935 to 1974 (the time frame varied to a degree for each criterion). While
this research cannot claim cause-and-effect relationships between unemployment
increase and the stress indicators, it presents evidence of a relationship between these
variables—that is, an increase in unemployment is associated with a worsening of the
stress indicators. For example, Brenner estimated that a 1 percent increase in
unemployment resulted in a:

4.1 percent increase in suicide;

3.4 percent increase in state mental hospital admissions;
4 percent increase in state prison admissions;

5.7 percent increase in homicide;

VVYVYVY
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> 1.9 percent increase in mortality due to cirrhosis of the liver, and, cardiovascular-
renal disease; and
> 1.9 percent increase in total mortality.

In summarizing the findings of the study, Senator Humphrey stated:

The 1.4 percent rise in unemployment during 1970 has cost our society nearly $7
billion in lost income due to illness, mortality, and in added state prison and mental
hospital outlays. To this must be added public outlays of some $2.8 billion
annually over the 1970-1975 period for jobless and welfare payments associated
with the sustained 1.4 percent rise in unemployment. Additional outlays not
included here are the costs of care in federal institutions. Even excluding these
latter outlays, the cost of the sustained 1.4 percent rise in unemployment during
1970 is at least $21 billion. And as noted earlier, this entirely excludes the impact
of the further increase in unemployment since 1970 as well (1976, ix).

The Brenner Report was not simply a cost-benefit analysis of unemployment
increases but also created a standard that accounting frameworks could apply. When a
corporation downsizes, resulting in layoffs and unemployment, there are costs to
society that do not enter into the firm’s accounts because they are perceived as being
someone else’s problem. However, such costs could be included, and Brenner’s report
provides a social indicator of the cost.

Other studies have followed this same pattern but for different social problems—for
example, the economic cost of affective disorders (Rice and Miller 1995); the economic
costs of depression (Jonsson and Rosenbaum 1993); the economic benefits of investing
in child care (Cleveland and Krashinsky 1998; Cohen and Fraser 1991; Townson 1986;
Verry 1990); and the hidden costs of plant closings, particularly in the mid-1980s in
the United Kingdom (Gray, Owen, and Adams 1996; Harte and Owen 1987).

These studies demonstrate that by broadening the social criteria for evaluation, a
different picture emerges. For example, the classical view of child care expenditures is
as a cost to society; however, the research indicates that they are also a benefit in that
women are able to enter the labor force in greater numbers, and their children function
better in school and eventually become more productive members of society. The
Cleveland and Krashinsky (1998) study, for example, estimates that for every public
dollar invested in child care, the incremental benefits are double that amount.

Summary of the Effects of an Organization

If social accounting frameworks are going to assess properly the effects of an
organization, it is necessary to measure variables such as volunteer labor and outputs
that normally would not be monetized. In the absence of established benchmarks or
indicators for evaluating these outputs, innovation is required. The research on social
indicators creates procedures on how non-monetized variables can be assessed and also
suggests standards that might be applied. Nevertheless, there are social factors that are
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not easily quantifiable. For such factors, a descriptive or qualitative presentation is
possible, a point emphasized by Blake, Frederick, and Myers (1976, 41): “Many social
factors simply cannot be stated or measured in quantitative terms. One way out of this
dilemma is to design meaningful non-quantitative measures that will allow
comparisons to be made.” Although “counting” is the root of the word “accounting”
and accounting statements normally use quantitative presentations of economic data,
accounting texts also emphasize that accounting involves communicating information
(Garrison, Chesley, and Carroll 1993; Kaplan and Atkinson 1989; Larson et al. 1999).
Information presentations need not be numerical. In the models that we present in
Chapters 4 to 7, market comparisons are made for social factors and then analyzed
within financial statements. However, it is not our intention to suggest that this is the
only approach to dealing with social accounting.

COMMUNITIES OF INTEREST OR STAKEHOLDERS

For a social accounting framework to analyze the effects of an organization, there
must be an object—that is, the effects on what? In a general sense, the object is society,
and in a simple society, that might be sufficient. However, in the modern world,
society is complex and amorphous, and the outreach of an organization can be
extensive. Therefore, it is more logical to characterize society in terms of groups or
communities of interest that are affected directly by an organization. The same
argument can be made with respect to the organization per se, and particularly if it is
large and complex. Ramanathan (1976, 523) refers to these communities of interest as
“social constituents” and defines them as “the different distinct social groups with
whom a firm is presumed to have a social contract.” He is not explicit about how he
uses the term social contract, but presumably he means an ongoing social relationship.
In the organizational literature, these communities of interest are viewed as
stakeholders, implying that they have a stake in the results of the organization.

Freeman (1984, 46) presents the most widely used definition of a stakeholder: “any
group or individual who can affect or is affected by the achievement of the
organization’s objectives.” This definition casts a wide net and is refined by Clarkson
(1995) who subdivides stakeholders into primary and secondary. In his words, “A
primary stakeholder group is one without whose continuing participation the
corporation cannot survive as a going concern” (Clarkson 1995, 106). He identifies
primary stakeholders as: employees, customers, suppliers, investors, and government
and communities that supply laws, regulations, infrastructure, and markets. Clarkson’s
list is directed to profit-oriented businesses and would have to be adapted for social
organizations. For example, for social organizations, there may be sources of financing
but not investors in the same sense as for profit-oriented businesses. Similarly,
volunteers and members would usually play a more important role.

Clarkson defines secondary stakeholders as “those who influence or affect, or are
influenced and affected by, the corporation, but they are not engaged in transactions
with the corporation and are not essential for its survival” (1995, 107). As an example
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of secondary stakeholders, Clarkson refers to the media and environmental groups.
Clarkson does not refer to the natural environment per se as a stakeholder, but
presumably he includes it with environmental groups. Conceptually, the natural
environment should be classified as a primary stakeholder to signify its importance
both to the organization and to a social accounting framework.

Clarkson argues that satisfying the needs of all of the primary stakeholders is vital
to the survival of the organization. This claim is disputed by Jawahar and McLaughlin
(2001, 402) who suggest that among the primary stakeholders, “at any given point in
time, some will be more important than others.” With respect to profit-oriented
businesses, they argue that “shareholders and creditors are likely to be the primary
suppliers of critical start-up funds” (Jawahar and McLaughlin 2001, 406) and are,
therefore, the most important stakeholder in the formative stage. For social
organizations, the dominant stakeholder may not be as evident. With the exception of
nonprofit mutual associations and cooperatives, which generally are oriented to one
dominant membership group, social organizations will often have different stakeholder
groups represented in their governance.

However, the issue of whether a stakeholder has defined rights in the governance
of an organization is different from whether it is affected by it. With respect to their
governance, profit-oriented businesses normally limit the rights of stakeholders other
than shareholders and executives (Gray, Owen, and Adams 1997; Jordan 1989).
However, the business affects other groups such as users of the service, employees and
the surrounding community, and the natural environment. If an industrial plant
produces large amounts of toxins, the affected groups can be quite distant.

Therefore, in arguing that social accounting must look at the effects of an
organization in relation to its stakeholders, the issue of legal rights for stakeholders in
governance is not necessarily relevant. For example, employees may have limited
rights within a business, but they depend upon the business for their livelihood, and
their role is vital to the quality of services. As a result, the accounting statement ought
to address the business’s impact on the employees. For a nonprofit, volunteers are
often an important component of their labor force and affect the organizational outputs.
The natural environment is both affected by the organization in the energy it uses and
the toxins it emits, and it affects the organization in that the quality of the air and water
affect the ability of the employees to perform their duties.

There is a practical reason for looking at the effects of an organization in relation
to stakeholders rather than society more generally. Stakeholders are defined groups
who can make available a perspective on how an organization affects them. For the
natural environment, there are groups that can speak on its behalf. Also, from our
preceding definition, social accounting includes stakeholder input as data from which
the accounting statement is prepared and ideally engages stakeholders in a process of
ongoing organizational change (Gray, Owen, and Adams 1997; Henriques 2001). In
other words, the stakeholders become active participants in the process. Having defined
groups simplifies this task.
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STAKEHOLDER INPUT AS PART OF THE DATA

The predominant model for social accounting is a stakeholder- one that solicits
feedback from the representatives of an organization’s primary constituents and may
involve them in verification. The origins of this model came from Blum (1958), Bowen
(1953), and Goyder (1961), who began articulating the need for a broader accounting
framework as part of a critique about the need for corporate social responsibility and
greater accountability. Elaborations of the framework were presented—a Process Audit
(Bauer and Fenn 1973) and a Social Process Audit (Blake et al. 1976). All of these
analyses were confined to specific programs rather than extending to the organization
as a whole.

A variation of this model was developed in the United Kingdom by the New
Economics Foundation (see Zadek et al. 1997) and other variations have been created
elsewhere. Its original applications were to profit-oriented businesses, but it has also
been applied to social organizations (Brown 2000, 2001; Heritage Credit Union 1998;
Metro Credit Union 1996, 1997, 2000; VanCity 1998, 2000; Zadek et al. 1997).

This model is most often referred to as a social or ethical audit. The New
Economics Foundation states that a social audit “assesses the social impact and ethical
behavior of an organization in relation to its aims and those of its stakeholders”
(Pearce, Raynard, and Zadek 1995, 1). This approach attempts to organize the input
from stakeholders into a report about the organization’s social performance, often using
qualitative feedback and descriptive data from surveys of the extent to which the
organization is meeting stakeholder expectations. An excellent example is the
evaluation undertaken by The Body Shop International, the parent company for a
private sector multinational franchise, which has promoted such issues as animal
rights, protection of the environment, human rights, and fair trade practices (Sillanpdd
1997, 1998; Quarter 2000; Wheeler and Sillanpad 2000). The Body Shop refers to its
social account as an “ethical audit” and maintains a unit by that name to conduct that
endeavor. Undertaking a careful evaluation of its social impact is important to The
Body Shop because a key element in its marketing strategy is to reach socially
conscious consumers. Through its public affairs department, The Body Shop organizes
campaigns on social issues, often in conjunction with nonprofit agencies. These
campaigns are not add-ons but part of The Body Shop’s persona and, therefore, central
to its business operation.

What is impressive about The Body Shop’s process is that in spite of its size, it
systematically solicits the views of key stakeholders in a comprehensive manner, using
open meetings, interviews, confidential focus groups, and surveys. The Body Shop’s
ethical reviews are extensive. The initial review, undertaken in 1995, was 134 pages
(The Body Shop 1996); the 1997 report (called a Values Report) was 218 pages (The
Body Shop 1998). Although the methodology was similar, the 1997 report also
addressed issues raised in the 1995 document.

The stakeholder groups that participated in the consultative process included
employees, franchisees, customers, suppliers, representatives of communities in the
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company’s Trade Not Aid partnerships, representatives of local communities, and
shareholders. They were consulted about aspects of the company’s mission, goals that
were related to their specific stakeholder group, and about the company’s success in
meeting them. As well, respondents suggested further steps to advance the company’s
social goals.

By obtaining feedback from representatives of Littlehampton, England (site of the
headquarters of The Body Shop International), local community satisfaction with
social performance was assessed. Nearly half of all directly employed staff were based
there (The Body Shop, 1996). A special town meeting was convened, with the
presence of 10 representatives of The Body Shop, 50 community leaders, other
interested individuals, and the verifying organization (The New Economics
Foundation). The town meeting analyzed several aspects of the company’s
relationships in the community. The resulting report commented on the company’s role
as one of the largest employers in the area, on its volunteering in local communities,
and on its need to communicate better about local planning issues. As well, the report
set out the company’s next steps, which included launching a new approach to
volunteering and offering a wider range of possibilities for participation (The Body
Shop 1996). An important feature of social accounting is to change organizational
behavior (Brown 2001). In that regard, it can be viewed as a feedback mechanism to
the organization from its constituents.

Social Auditing Versus Social Accounting

The Body Shop’s social statement is prepared internally and verified or audited by
the New Economics Foundation, an external organization. Based upon our preceding
definition, the initial preparation of the social accounts represents social accounting in
that an internal unit undertakes an analysis of the firm’s social performance with input
from its key stakeholders as part of the data. Therefore, we differentiate this approach
from an “audit,” which, according to accounting texts, is defined as attestation or “an
independent examination of the accounting records” (Meigs et al. 1988, 31). Similarly,
Power (1997, 17) writes: “Over time, this general definition has been filled out and
adjusted in various ways, but the core idea of an independent examination remains.”
As will be seen in the examples that follow, many of the organizations using this
model do not differentiate clearly between the accounting and auditing function. In
some cases, the term social audit seems appropriate; in other cases, the organization
evaluation is either social accounting or a hybrid of social accounting and auditing.

Another example is Ben & Jerry’s Homemade Inc., the Vermont-based ice cream
producer. In 1989, this company was a pioneer in creating a model that assessed the
social performance of the corporation as a whole, not simply one program (Lager
1994; Parker 1997). To undertake the assessment, Ben & Jerry’s hired John Tepper
Marlin of the Council on Economic Priorities, a U.S. organization that evaluated
companies on their social performance (not necessarily with their cooperation).
Technically, Marlin would have been an auditor. The report evaluated the effects of the
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company on five stakeholder groups—communities, employees, customers, suppliers
and investors.

The 1989 report of Ben & Jerry’s, although generally positive, was frank about
criticizing the company for the lack of minorities in its labor force. Following that, Ben
& Jerry’s had the report prepared by a volunteer committee of employees with William
Norris of Control Data Corporation serving as the auditor. From that point, Ben &
Jerry’s returned to having an external auditor lead the process (Parker 1997). Ben &
Jerry’s has continued these social assessments annually, quite remarkably publishing
the unedited conclusions, criticisms and all, and has attempted to rectify shortcomings
(Parker 1997). These social performance evaluations were distinct from Ben & Jerry’s
financial accounts in that they focused on social issues rather than on the economic
matters normally addressed in financial statements.

The Body Shop’s social evaluation is primarily internal social accounting with an
external audit; and Ben & Jerry’s has vacillated but in the main involves external social
accounting and auditing. Other examples of a social audit have been those conducted
by external groups doing their own independent examination of the company’s record
on social matters (such as a plant closing or a company’s impact on the environment),
often without the agreement of the organization (for example, the work of the Public
Interest Research Centre in the United Kingdom; see Medawar 1976). In these cases,
the relationship between the evaluators and the organization may be antagonistic.

Traidcraft, a UK. firm, has undertaken a process that buys the products of small
businesses and farmers’ cooperatives from the South at a fair price. This indicates that
there is a growing recognition of the distinction between accounting and auditing
(Evans 1997). After its first social account, undertaken in 1993 by Simon Zadek of the
New Economics Foundation, the organization used its own in-house accountants to
prepare its social accounts. From that point, the New Economics Foundation served as
the auditor of the internally prepared account and was assisted by an audit review
group consisting of independent experts and practitioners in the field. The auditor’s
report, which is included in the publication of the social account, is not uncritical and
typically notes areas where improvements are needed. This separation between the
accounting function and the auditing function represents a departure from the earlier
social audits (Gray 1998).

Objective Versus Subjective

About the same time that Ben & Jerry’s initiated its social evaluation, the Sbn Bank
of Denmark undertook a similar process, which led to an “Ethical Accounting
Statement” (Pruzan 1997). Like Ben & Jerry’s, the Sbn’s approach was stakeholder
based, but its focus was highly subjective: “An Ethical Accounting Statement provides
measures of how well an organization lives up to the shared values to which it has
committed itself. [It] is not objective. It does not prove anything, but it draws a rich
and informative picture of how the stakeholders perceive their relationships with the
organization” (Pruzan 1997, 69).
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The philosophy underlying this approach may be labeled as postmodern and tends
to deny an objective reality (Guba and Lincoln 1989). From this perspective, the
organization is nothing more than the shared perceptions of its stakeholders. An
obvious limitation of this approach is that, without some form of benchmarking or
external comparisons, the social statement will only supply subjective information
from a variety of viewpoints. This may be helpful, but it does not seem sufficient for
an accountability framework or for an organization to effect change.

The social accounting statement of Traidcraft also struggles with finding a balance
between the subjective perceptions of stakeholders and objective benchmarks or
indicators, but unlike Sbn, it acknowledges that objective standards are needed.
Essentially, Traidcraft was attempting “to improve the market deal for small producers
in the Third World while ensuring, somehow, that everyone involved in Traidcraft was
fairly rewarded for the contribution they made” (Evans 1997, 85). The major issue that
the assessors of Traidcraft have struggled with is determining what is a “fair price.”
Standards are set by the fair-trade organizations but commercial traders perceive these
as unrealistically high. The assessors of Traidcraft attempted to use a standard based on
asking the suppliers and also making comparisons with those of other buyers.

Although social accounting has struggled with creating a balance between the
objective and the subjective, this work goes beyond simply subjective reporting. The
Body Shop, for example, has had to defend its fair-trade and animal rights policies
against critics by providing hard data that support its view that it is living up to its
social mission (Quarter 2000).

Other Issues

To standardize social accounting, the Institute of Social and Ethical
AccountAbility (2001) (and its related AA1000 Standards Guide) has attempted to
create a set of guidelines. These guidelines suggest seven key elements of social and
ethical accounting:

planning (understanding the mission and values);
stakeholder engagement and dialogue;
measurement;

reporting and disclosure;

auditing and verification;

commitment to improve performance; and
embedding the process within the organization.

VVYVYVYYVYY

A growing number of organizations are creating social accounts as part of their
ongoing operations, thereby satisfying the demand for “embedding,” one of the
principles of AA1000, which calls for building social and ethical accounting into
mainstream operations, systems, and policy making. In other words, within the last
decade, the professionalization and standardization of the process of creating social
accounts have occurred to a much greater extent than previously. AA1000 guidelines
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also emphasize the importance of a separate audit of the accounts (Institute of Ethical
and Social Accountability 2000).

Another framework and set of sustainability reporting guidelines were developed
by the Global Reporting Initiative using a consensus-seeking process involving many
stakeholders (GRI 2005). The guidelines’ aim is to ensure a balanced representation of
an organization’s sustainability performance, while facilitating comparability.

The creation of social accounting processes such as those described above is
putting pressure on corporations to become involved. For example, the magazine
Business Ethics issues a Corporate Social Responsibility Report that ranks the 100 best
corporate citizens according to eight stakeholder-service categories—total return to
stockholders, community, governance, diversity, employees, environment, human rights
and product—as taken from shareholder returns and ratings by the KLD Research and
Analytics of Boston (Business Ethics 2006). KLD (Kinder, Lydenberg, Domini)
normally screens companies for ethical or social investment funds with criteria that are
similar to those used by Business Ethics (Kinder and Domini 1997).

Although the Corporate Social Responsibility Report is externally directed social
accounting, it involves the cooperation of the participating organizations that complete
a survey for KLD. The firms that receive a high ranking in this report typically
advertise the results. The headline on Intel’s Web site reads: “Intel ranked #11 in
Business Ethics 2002 List of the 100 Best Corporate Citizens” (Intel 2002). IBM issued
a special press release announcing that it “Takes Top Spot Among 650 Leading U.S.
Public Companies” (IBM 2002). Arguably, these comparisons are normative and,
therefore, only reflect the performance relative to other competitors rather than an
ideal. Nevertheless, these practices do indicate a growing tendency to create a form of
social accounting and social accountability.

AN INTEGRATED APPROACH TO SOCIAL ACCOUNTING

A distinct characteristic of the predominant tradition in social accounting has been
its separation from financial statements, which focus on economic issues. For most
organizations, the social account is presented as an addition to financial accounting and
generally is treated as a less important piece of the picture. Ironically, this is true not
only of profit-oriented businesses but also of social organizations. However, as
suggested in Chapter 2, it is artificial to segregate the social from the economic. The
social economy framework is predicated on the assumption that the social and
economic are inextricably linked, a point also emphasized in the field of alternative
economics (Daly and Cobb 1994; Ekins 1986; Mies 1986; Schumacher 1973; Waring
1996, 1999).

Within the predominant tradition in social accounting, segregation between the
social and economic is accepted. Indeed, as mentioned at the beginning of this chapter,
the label social accounting gives tacit approval to this segregation because it implies
that there is a field of accounting reserved for social phenomena. Arguably, it would
have been more appropriate to refer to our approach as socioeconomic accounting.
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However, we opted to build on a tradition and to try and influence it, and that requires
some acceptance of that tradition’s language. Moreover, within social accounting there
are models that attempt to synthesize the social and economic. In one of the earlier
conceptual pieces, Grojer and Stark (1977, 350) state: “We decline [sic] financial
accounting as a subset of social accounting because we think it is neither possible nor
desirable to separate economic from social factors.” That philosophy, which we
enthusiastically endorse, will underline the models that are presented in Chapters 4 to
7. However, before that point, we present some of the attempts at creating social
accounting statements that integrate the economic with the social. The following
discussion considers five models:

a Socio-Economic Operating Statement (SEOS);

Social Impact Statements and Assessments;

an Elaborated Social Impact Statement;

a Cooperative Social Balance; and

an Integrated Social and Financial Balance Sheet and Income Statement.

VVYVY

A Socio-Economic Operating Statement (SEOS)

Linowes (1972, 1973) proposed a Socio-Economic Operating Statement (SEOS)
that could be added to the profit and loss statement and balance sheet. The statement
was to include “expenditures made voluntarily by a business aimed at the improvement
of the welfare of the employees and public, safety of the product, and/or conditions of
the environment” (1973, 40). Voluntary expenditures were emphasized because those
required by either law or contract were perceived as “necessary costs of doing
business” (1973, 40).

The Socio-Economic Operating Statement differentiated between “improvements”
and “detriments”; the latter was defined as inaction by management to matters that are
brought to its attention and to which it should be responding favorably. Linowes (1972,
1973) admitted that the definition was open to interpretation. Examples that Linowes
gave of “improvements” were the early implementation of a socially beneficial action
required by law (for example, pollution abatement equipment); tangible benefits for
employees that are not specified in collective agreements; and donations either in cash
or in kind for the organization or the employees. Examples of “detriments” are
neglecting to install safety devices or pollution reduction devices.

To arrive at the “total socio-economic contribution or deficit for the year,” the
estimated market value of the “detriments” is subtracted from the “improvements,”
leading to either a positive or negative balance. The Socio-Economic Operating
Statement looks at the “improvements” and “detriments” in relation to three categories:
people, environment, and product. These categories lack the distinctiveness of
stakeholders.

Linowes visualized his statement as being prepared by an interdisciplinary team
headed by an accountant and audited by another team. At the time that Linowes
developed this framework, he was a partner in an international firm of certified public
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accountants and past president of the District of Columbia Certified Public
Accountants. Therefore, he was aware of the practical challenges faced by professional
accountants. In spite of his impressive credentials within the profession, there was not
much take-up of the Socio-Economic Operating Statement.

Social Impact Statements and Assessments

A variation of the Socio-Economic Operating Statement was undertaken by Estes
(1976) and referred to as a Social Impact Statement. For the organization, he totaled
the “social benefits” and the “social costs” and subtracted one from the other to arrive
at either a “social surplus” or “deficit.”” Both Estes’s and Linowes’s approaches are
elaborate cost-benefit analyses, but rather than being used to evaluate one specific
program or event, as cost-benefit analyses often do, these analyses were envisaged as
regular statements that organizations would prepare in conjunction with other financial
statements.

Another study—Davidson, Cole, and Pogorlec (1997)—follows from this same
tradition. The researchers extend understanding of the indirect economic impacts of
nonprofits by using standard multiplier coefficients (most often applied to the
economic impacts of profit-oriented businesses) to calculate the ripple effects of the
Catholic Church’s expenditures in Tippicanoe County, Indiana. They observed that
monies from salaries paid by the diocese along with purchases of goods and services
are recycled several times. For example, local businesses and banks, which are the
recipients of these expenditures, use them to purchase other goods and services;
merchants, who receive these payments, use them to purchase more goods and to pay
salaries, which in turn are used to purchase other goods, and so on.

The researchers matched this observation with the U.S. Department of Commerce
and the U.S. Economics and Statistics Administration’s use of multiplier coefficients to
estimate the impact by geographic area of recycling private and public sector monies
within the economy. Davidson et al. (1997) accounted for the direct effects of the
diocese’s expenditures and used the coefficients developed for the Tippicanoe area to
estimate the indirect economic impact on the community. They concluded that the
Catholic Church was the county’s fourth largest employer, managing 2 percent of the
workforce. Its direct contribution to the economy was worth over $82 million, and
using the multiplier coefficient for the area, the church’ total economic impact was
estimated to be over $191 million—a ratio of about 3 to 1 of indirect to direct effects
of spending. Comparing the Catholic Church with other enterprises, the researchers
concluded that the diocese’s impact was one fourth the size of Purdue University’s and
six times the benefit of the local airport (Davidson et al. 1997).

Like Linowes and Estes, the Davidson et al. study demonstrates how social impact
can be assessed, in this case with social organizations. While the appropriateness of
multipliers in terms of projecting social impact is open to debate (Gunderson 2001),
this study demonstrates that resources entering into the organization as revenues go on
to enrich the community as expenditures. It lists revenues as incoming resources and
expenditures as resources returning to the community. It also demonstrates that the
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impact of spending continues through several cycles. However, the study stops short of
calculating the social-economic effects of the diocese’s programs. Ideally, an
accounting framework would not only register the economic impact of expenditures on
the community but also account for the direct and indirect effects of its programmatic
output.

An Elaborated Social Impact Statement

A variation of the foregoing social impact statement was developed by Land
(1996), who distinguishes between three components: output; outcome; and side-effect
indicators. Using the example of a Meals on Wheels program, he notes that output
indicators could include the numbers of meals delivered and people served; outcome
indicators could focus on the characteristics of the program’s clients as well as on
client satisfaction; and side-effect indicators could examine the impact of the delivery
of meals on the clients’ nutritional or health status as well as the clients’ assessments
of their overall well-being.

Land (1996) suggests that client information should be collected and interpreted
within the context of the specific organization. He (1996, 17) states: “Although
difficult to carry out in practice, all of the foregoing impacts can be measured,” even
though he acknowledges that there is little systematic collection of this type of data on
a national level. He points out that if data were available for selected output, for
outcome and for some side-effect indicators for a sample of Meals on Wheels
programs, it would be possible to estimate the corresponding national levels of such
indicators. However, aggregating data about generalized characteristics may obscure
key specific information about a particular organization. Nevertheless, Land is making
an important point that without the creation of benchmarks or indicators for social
products, it is difficult to move forward with social accounting frameworks. The
approach to social return on investment described in Chapter 4 is based on the
framework that Land (1996) recommends. In that respect, Land (1996) has helped to
create an important foundation for social accounting.

Cooperative Social Balance

In Italy, which has a powerful cooperative sector, those associated with the
National League of Cooperatives publish a Social Balance or Cooperative Social
Balance (Vaccari 1997).2 This statement is intended to indicate the extent to which
Italian cooperatives fulfill their social mission, a practice specified by law. The paper
by Vaccari (1997) is based upon the presentation of a second-tier association of 320
consumer cooperatives with nearly 3 million members and 1994 sales of 4.5 billion
pounds sterling. The process leading to the Social Balance has many of the same
features as the New Economics Foundation model for social accounting. Each of the
key stakeholders participates, and benchmark indicators are established, but using both
qualitative and quantitative presentations of data.
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The Social Balance statement itself utilizes items that can be both costed and
organized by five stakeholders—members, consumers, employees, civil society, and
the cooperative movement. The figures are presented for the current year and the year
previous, allowing for points of comparison. Some of the items would not differ from
those of a profit-oriented business—for example, the items associated with support for
civil society are simply corporate donations, and the costs associated with “training and
maintenance of a high-quality work environment” might be viewed as staff training.
However, other features are unique. Costs associated with the stakeholder cooperative
movement are the cooperative’s indivisible reserve—that is, the portion of its net assets
that is social property and belongs to no one. Similarly, the cooperative’s investment in
member participation at meetings and in member representation on the board of
directors and committees is another unique feature of the social balance.

An Integrated Social and Financial Balance Sheet and Income Statement

The Abt Model, produced by Clark Abt of Abt and Associates, was another early
attempt at social accounting (Abt and Associates 1974). Abt produced a balance sheet
that tried to estimate an organization’s impact on the following stakeholders—staff,
clients, owners, the neighboring community, and the general public. As with the Socio-
Economic Operating Statement, the impacts are expressed in dollars, and there is a
balance carried from year to year. Unlike the models referred to earlier, this balance
sheet does not attempt to create a financial statement that is additional to those that are
normally done. Rather, it seeks to modify existing statements by adding items that
broaden the issues regularly addressed and by breaking down the balance sheet by
stakeholders. For example, for the stakeholder, the general public and community, the
assets include “public services paid for through taxes,” whereas the liabilities include a
costing of the “environmental resources used” (paper, electricity, and transportation).

Abt also produced a Social and Financial Income Statement, using the same
principles as for the balance sheet—a broader array of variables, including those for
which market values have to be estimated, and a breakdown by stakeholder groups. For
the stakeholder community, the benefits are “local taxes paid by the company,” “local
tax worth of net jobs created,” “environmental improvements,” and “reduced parking
space”—viewed as a benefit to the local community because fewer employees take
vehicles to work and, therefore, the company contributes to reducing pollution. Some
other social items that Abt built into the statement were:

> “inequality of opportunity”—treated as a cost to the stakeholder staff and calculated
by the difference of earnings between a minority or female member and a non-
minority or male;

> “layoffs and involuntary terminations”—treated as a social cost to the stakeholder
staff. This item is valued at one month’s salary for those who found employment
within 60 days and two months’ salary for those who found employment after 60
days;
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> “staff overtime worked but not paid”—a subsidy of the staff to the stakeholders
society and clients; and

> “environmental resources used through pollution”—treated as a social cost to the
stakeholder society because these are effects of production for which the company
does not pay.

Aside from creative approaches to estimating the financial value of social variables
that normally are not included in financial statements, an impressive feature of Abt’s
approach is that it takes existing financial statements and modifies them. Although
Abt’s work gets referred to in the research literature on social accounting, it appears that
relatively few organizations have made use of it. Ironically, Abt’s model was directed
largely at the business sector when, perhaps, it might have had greater appeal to social
organizations—because understanding social impacts should be central to a proper
evaluation of their activities and a stakeholder approach fits the logic of their structure.

Belkaoui (1984) presented a model of an income statement for a university, adapted
from Lee Seidler of the accounting firm Peat, Marwick, Mitchell, & Co., that integrates
social benefits and costs with those that are generally found in conventional income
statements. On the social benefits side are the “value of instruction to society” and the
“value of research to society.” On the social cost side are “tuition paid to the university”
and “cost of research and state aid.” However, among the earlier attempts, a social
accounting statement oriented to a social organization appears to be exceptional.

CONCLUSION

In general, social accounting statements tend to be non-financial and qualitative
rather than an integration of the economic and the social. Some descriptive statistics
are used to assess attitudes on particular matters, but usually financial calculations are
not included in these statements. Even where financial data are used to create social
statements, these statements tend to be segregated from the items that typically appear
in financial statements. These social accounts are usually supplements to the financial
statements that deal with economic variables.

In Chapters 4 to 7, models are presented of financial statements that integrate
social and economic effects of an organization. In our view, the integrative approach
has the advantage of placing the social account on the same level as the account of
economic matters. It raises the question as to whether a profit is really a profit if only
some of the costs are included. As shown in the following chapters, through integration
a different picture emerges of the accounts.

Many of the examples given previously are from profit-oriented businesses, albeit
a peculiar breed in that their social mission is an important part of their business. It is
important to learn from these examples, but the models that follow in Chapters 4 to 7
are based on social organizations—primarily nonprofits, including a student housing
cooperative.
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QUESTIONS FOR DISCUSSION

1.

10.

Which definition of social accounting do you prefer, and why?

“Accounting should limit itself to financial information.” Discuss.

Should the social costs associated with smoking cigarettes be included in the
financial statements of a tobacco manufacturer? If no, why? If yes, what type of
information would be needed in order to include them?

What are the differences between social reporting, social auditing, and social
accounting?

For estimating a value for volunteer contributions, do you prefer opportunity costs or
replacement costs? What do you see as the strengths and weaknesses of each
procedure?

Social accounting is based upon stakeholder involvement in providing input and
feedback. What are the benefits and potential risks of stakeholder involvement?
The typical approach to social accounting is qualitative and does not use financial
statements. What are the pros and cons of translating into quantitative estimates such
qualitative organizational effects as the impact on the environment, health, personal
and community well-being, and learning?

In your view, why were the attempts of the 1970s at broadening financial statements
to include social accounting items not picked up by the accounting profession?
What changes would be needed today for the accounting profession to include more
social accounting items on financial statements?

What do you think of the seven-point guideline to standardize social accounting
suggested by the Institute of Social and Ethical AccountAbility? What indicators
would you use to gauge how well an organization is meeting this guideline?

NOTES

For a discussion of this issue internationally, see Ahmed Belkaoui, Socio-economic

accounting, Westport, CT.: Quorum, 178-182 [1984].

% Since 1977, France has required organizations employing over 750 persons to create a

social balance sheet [bilan social] that discloses information on such themes as health and
safety, remuneration and fringe benefits, and industrial relations. In 1982, this law was extended
to organizations employing more than 300 (Belkaoui 1984).






Chapter 4

A Social Return on
Investment Approach

In this chapter, we present a social return on investment approach to looking at
nonprofit value. Different variations of this approach are shown, and one—the
Community Social Return on Investment model—is applied in a case study of the
Computer Training Center,' a nonprofit organization that provided training in Toronto
for people on social assistance because of various forms of disability. The Community
Social Return on Investment model represents an early effort to uncover how
nonprofits create value in their communities. It developed methods for identifying and
calculating nonprofit outputs and for assigning a comparative economic value to them,
and it was a catalyst for the creation of the value added models described in Chapters 6
and 7. The rationale and procedures for the Community Social Return on Investment
model are presented here to add to the discussion of how nonprofit value is calculated
from a social accounting perspective. The chapter is divided into the following
sections:

an introduction to two other social return on investment models;

the Community Social Return on Investment model;

creating a report for a Community Social Return on Investment model; and
a discussion of the differing approaches to social return on investment.

VVYVYYVY

SOCIAL RETURN ON INVESTMENT:
THE ROBERTS AND BENSON APPROACHES

Social return on investment (often referred to by the acronym SROI) is a form of
social accounting for nonprofit organizations that was developed in the 1990s as a
response to the increased emphasis on accountability and on philanthropy as a social
investment. Like other approaches to social accounting, social return on investment has
attempted to broaden the concept of return to include social impacts.

There have been several variations of a social return on investment model. Perhaps
the best known is the model developed by the Roberts Enterprise Development Fund.
This fund was established in 1997 from an earlier initiative—the Homeless Economic
Development Fund, founded in 1990 in the San Francisco Bay area (Roberts Enterprise
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Development Fund 2001). In 1999 and 2000, the Roberts Enterprise Development
Fund invested $3.3 million in nonprofits that employed people who were homeless, in
recovery from drug addiction, or had suffered mental illness.

In 1997, the Roberts Enterprise Development Fund began to track the impact of its
investment in seven nonprofit organizations in the San Francisco Bay area from among
the 23 social purpose enterprises which they ran. As of 2000, the foundation had
invested over $1.35 million to develop its social return on investment framework.” The
Roberts Enterprise Development Fund changed its name to REDF and has shifted its
emphasis from furthering the SROI model to the development of social impact
measurement that meets the specific needs of participating organizations (REDF
2006). This move follows a 2002 report (revised in 2005) that identifies issues raised
by the SROI approach such as the difficulty of capturing the full array of social
benefits from employment programs, attributing client outcomes to programs, and the
complexity and costs of SROI analysis—all factors that make this approach unfeasible
for most nonprofits (REDF 2005). In spite of its challenges, the relevance of the
Roberts SROI model is in its ability to factor a range of social outcomes into a blended
social and economic return on investment report thus creating a more detailed picture
of an organization’s impact.

The SROI model generates three measures of value and three measures of return.
The measures of value are:

> Enterprise Value—the economic value the organization creates based on excess
cash it is expected to generate over its lifetime adjusted for government subsidies
for the training programs and social operating costs (additional staffing and lower
productivity associated with running a business as a rehabilitative training center);

> Social Purpose Value—refers to the social value that the organization creates and
is made up of two items—savings to the taxpayer (reduced welfare payments, lower
criminal justice system costs, and reduced use of food stamps) and new tax revenues
that are generated when trainees in the business get jobs. The social costs of running
the business as a rehabilitative center are then subtracted;

> Blended Value—the total of the organization’s economic and social value, less the
total of long-term debt.

From these three measures of value, three measures of return are calculated:

> Enterprise Index of Return—the amount of enterprise value divided by the
financial investment in the organization to date;

> Social Purpose Index of Return—the amount of social purpose value divided by
the financial investment in the organization to date; and

> Blended Index of Return—the amount of Enterprise Value plus Social Purpose
Value less the total of long-term debt, divided by the financial investment in the
organization to date.
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In addition to the Roberts model, another social return on investment model using
three measures has been created by Dennis K. Benson, the author of a book on this
topic (Benson 1999). This model was initially used to calculate returns on employment
training programs but has been broadened to calculate the return on investment for
health and human services. The Benson model looks at returns from three different
perspectives:

> Return on Investment to Taxpayers—a measure of the payback to taxpayers for
their investment in employment training programs. It includes calculations for
increased taxes paid by program graduates, increased earnings by the graduates,
and costs saved through the diminished need for welfare and food stamps.

> Return on Investment from New Disposable Income Added to the Local
Economy—a measure of how much new money is added to the local economy
through increased earnings, which are then reduced by money going to taxes and
from the reduced payments to welfare and food stamps.

> Return on Investment from the Economic Impact of Social Programs—a
measure that adds together the economic benefits from social programs and
calculates their ripple effects on the economy. Economic benefits include taxes paid,
social security payments by employer and employee, new disposable money added
to the local economy from wages of employed program graduates, and program
costs. Program costs (primarily salaries) are the monies spent by the agency to run its
programs. In this model, program costs are seen as a benefit because wages (spent
by agency staff) circulate in the local economy. This is similar to the way in which
Davidson, Cole, and Pogorlec (1997), referred to in Chapter 3, treated monies spent
by Catholic services in Tippicanoe County. Like Davidson et al., Benson uses U.S.
Department of Commerce figures for multiplier effects to assess the ripple effects of
this spending on the local economy.

The Roberts and Benson models both depart from conventional accounting by
attributing to the activities of nonprofits economic benefits such as taxes paid when
clients become employed and social costs saved when clients reduce their need for
income supplements and food stamps. Unlike the social accounting models presented
in this book which use a one-year time frame, both Roberts and Benson use projections
over time to establish the return on investment.

The main contributions of both models is their shared emphasis on expanding the
number of stakeholders for whom they are reporting and their careful documentation
of areas in which nonprofits contribute economically—areas that are not included in
conventional accounting for nonprofits. However, they stop short of including
volunteer contributions and other non-monetized inputs and outputs that should be an
important part of accounting for social organizations.
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COMMUNITY SOCIAL RETURN ON INVESTMENT MODEL

Another approach to measuring social return on investment is the Community
Social Return on Investment model. This approach was developed to examine how
social organizations create value from the perspective of the community. It involves
fewer calculations than the Roberts or the Benson models, but like them it measures
social variables, assigns a proxy value to them, and merges financial and social
information, including the social costs saved by clients using the program. As with the
Roberts and Benson models, the Community Social Return on Investment model has
been used to assess the social return on investment of agencies working with clients
facing severe barriers to employment (Richmond 1998). However, the Community
Social Return on Investment model differs from the Roberts and Benson models in
three ways:

> It looks at one year in the life of the organization and does not project economic
benefits;

> It develops a comparative economic value for social outputs;

> It includes a value for volunteer contributions.

The Community Social Return on Investment model is directed to the community
rather than a philanthropist as an investor, as is the Roberts model. Like the Benson
(1999) model to measure the Return on Investment from the Economic Impact of
Social Programs, the Community Social Return on Investment model focuses on how
the community benefits economically and socially from the services furnished by a
nonprofit agency.

Social organizations are created to provide a service to a community—either the
public at large or a subset of the public that chooses to become members. Therefore, the
Community Social Return on Investment model focuses on the intersection of the social
organization and the community. Designing a tool that is acceptable to both management
and communities and will be used by them requires focusing on their common
interests—the sustainability of effective social organizations. For these reasons, the
Community Social Return on Investment model views social organizations as stewards of
common resources, and it assesses their effectiveness in that role. If a social organization
does not utilize resources effectively, it is not likely to survive (Milofsky 1987).

In the Community Social Return on Investment model, an organization’s financial
statements are restructured to represent an inflow and outflow of resources for a period
of one year. This conceptualization is also compatible with the systems model for
understanding how human service programs operate (Henke 1989; Martin and Kettner
1996). Figure 4.1 depicts a one-year cycle, showing the forward flow of incoming
resources (or inputs) into a training program to the outgoing resources (or outputs).
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Figure 4.1 Template for a One-Year Community Social Return on Investment

Incoming Resources Outgoing Resources

Revenues Expenditures
Value of Volunteer Activities Value of Volunteer Activities
- Value of Outcomes:
Primary
Secondary
Tertiary
Total

Return on Investment: Ratio of Incoming Resources to Outgoing Resources

Utilizing the classical definition of productivity—the ratio of outputs to inputs
(Brinkirhoff and Dressler 1990)—the model provides feedback to the organization on
its productivity and stewardship of resources, as reflected by its social return on
investment ratio (see Figure 4.1). This information can be used to enhance the
organization’s next productivity cycle.

As shown in Figure 4.1, the Community Social Return on Investment model
utilizes the social as well as the economic features of an organization, creating a
comparative economic value for the social outputs. It also attributes value to the social
contributions of voluntary activity (see Hodgkinson and Weitzman 1988; Ross and
Shillington 1989, 1990) and to social labor in the case of nonprofit mutual associations
and cooperatives® (see Richmond and Mook 2001).

METHODOLOGY

As with conventional accounting statements, the first step is to obtain knowledge
of the organization’s field of activity, the corporate environment in which the
organization operates, and knowledge of the organization itself. Thus, information was
obtained on the programs and services made available by the Computer Training
Center as well as the social and economic environment in which it functions.

At the time the study was done, the Computer Training Center was part of a
network of similar community-based training agencies in Canada. The mandate of
community-based training agencies is to provide participant-focussed employment-
related training to the “severely employment disadvantaged”—that is, people facing
complex systemic and personal barriers to employment (ONESTEP 2006; Rans 1989).
Clients of these agencies include recent immigrants, older workers who have been laid
off, mothers with little work experience who are receiving income supports, people
with disabilities, youth who have not completed high school, women seeking entry into
restricted trades, people in recovery from alcohol and drug dependency, and former
offenders.
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In 2006, member agencies of ONESTEP, an umbrella organization for community-
based training agencies, provided programs to over 100,000 clients. Umbrella
organizations such as ONESTEP are members of the Canadian Coalition of
Community-Based Employability Training that was formed in 1992 (ONESTEP 2006).
On average, community-based training agencies within the ONESTEP network have
budgets of approximately $1.3 million and a median of 17 full-time staff equivalents,
most of whom serve clients directly (ONESTEP 2006). ONESTEP’S data also show
funding from the federal government’s employment department (Human Resources
and Social Development) accounts for almost half of a typical organization’s revenues.
Provincial ministries, other federal departments, charitable foundations, and individual
donors are other funders.

The Community Social Return on Investment model was applied to the Computer
Training Center’s fiscal year 1994—1995. In line with the approach to evaluation
proposed by Guba and Lincoln (1989), the information collected had the following
features:

> A cooperative relationship was established with the organization;

> Negotiations were conducted with all of the participants to ensure informed consent
and assure them of the confidentiality of their responses; management approval
was sought for each stage of the process; interview questions were submitted to the
executive director for approval;

> Prior to beginning the fieldwork, meetings were conducted with staff and clients in
order to familiarize them with the research project;

> Draft results were provided to the organization;

> Feedback was incorporated into the final report.

Information was collected in the following stages:

> The agency’s key internal and external documents for the fiscal year, as well as those
for the years preceding and following, were examined. These documents included
audited financial statements, mission statement, annual reports, program
descriptions, reports to funders, evaluations completed within the five years prior
to the fiscal year, client exit and follow-up reports (with the client’s consent);

> Semi-structured interviews were conducted with 14 stakeholders: the executive
director; one staff person; two members of the board of directors and volunteer
committees; four fiscal-year graduates; four post-fiscal-year graduates; and two
employers who hired fiscal-year graduates;

> Observations were taken of a two-hour breakfast meeting attended by approximately
20 referring agencies at which staff, volunteers, executive director, and graduates of
the program presented information and answered questions. As well, clients were
observed and engaged while participating in a computer training session.
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CREATING A COMMUNITY SOCIAL RETURN ON INVESTMENT REPORT

From the information collected, the Community Social Return on Investment
report was put together. This report consists of five sections, each of which will be
discussed in turn:

1. background issues that give the reader knowledge about the context in which the
agency operates;

2. an analysis of the incoming resources;

3. adiscussion of the agency’s outgoing resources and how these were given a market
value;

4. a format for presenting the Community Social Return on Investment data; and

5. additional disclosure.

Background Issues

Context

This section describes the context in which the organization functions. For the
Computer Training Center, the report indicates that it is located in Metropolitan
Toronto, a city of approximately 2.5 million people. Employment patterns in the city
shifted significantly when an economic recession in the early 1990s resulted in a
significant loss of manufacturing jobs; growth in the service sector was not able to
compensate. The overall unemployment rate rose to 10 percent and was even higher
for particular subgroups of the population. Young people became especially
disadvantaged—in 1992, the unemployment rate for men and women under 25 years of
age was 24 and 15 percent, respectively (City of Toronto 1993; Committee of Planning
and Co-ordinating Organizations 1992; Government of Ontario 1996).

At the time the study was completed, people with disabilities faced additional
obstacles to employment. According to a national study, almost one half of working-
age Canadians with disabilities were out of the labor force in the early 1990s (Roeher
Institute 1992) and their rate of unemployment was about twice as high as for the rest
of the population. As well, people with disabilities were almost twice as likely as the
general population to have persistent histories of non-participation in the labor force.
Discrimination appeared to be a problem. Nearly 74,000 employed adults with
disabilities believed they had previously been excluded from paid positions (a situation
that has not improved considerably today—see Crawford 2004). Within this context,
the Computer Training Center made available employment-related training to those
facing severe barriers because of a disability, often in addition to other barriers
associated with being recent immigrants or youths.
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Mission Statement

Another background section of the report was the description of the organization’s
mission. A mission statement need not be lengthy and can simply refer to the central
focus of the organization. For the Computer Training Center, the mission was to enable
adults with physical disabilities to acquire and enhance the skills necessary to obtain
and retain employment involving the application of computer knowledge and skills
(Computer Training Center 1995). The Computer Training Center aimed for high-
quality equipment, instruction, and support for students in spite of the many barriers
they faced. One of the key elements of the strategy was to recruit committed board
members from the business and public sectors who would go beyond regular duties to
mentor and make available contacts for students in the program. Another strategy was
to set up a business advisory committee of 10 volunteers who would review the
curriculum, coach and mentor, and seek out work placements for students.

Programs

Similarly, the report should briefly refer to the programs of the agency. The
Computer Training Center provided skills training through three programs: computer
programming, local area networking for microcomputers, and computerized office
support. The center’s curriculum also included employment-related skills such as job
search and interview techniques, life skills, and business communications training.

Organization

Some details of the agency’s basic structure and history were included as part of
the background section of the report. The Computer Training Center was incorporated
as a nonprofit with charitable status and was governed by a board of directors that met
approximately 10 times each year and held an annual general meeting of the
organization’s membership. The members of the board of directors were also the
organization’s members and were self-electing; but as is the case with many
nonprofits, management of the organization invited community members to its annual
meeting and turned it into an opportunity to network and report back to the
community. In 1994-1995, there were eight board members and 10 members on the
business advisory committee. The Computer Training Center had 6.5 paid staff—an
executive director, administrative assistant, three instructors, a service coordinator, and
a part-time placement consultant.

Volunteers

Since volunteers are a vital component of the service, it is important to refer to
them and their role in the background section of the report. The Computer Training
Center’s volunteers were members of the board and the business advisory committee.
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These volunteers also assisted with interview preparation and job guidance, obtaining
placements and jobs for clients, and in developing and evaluating curricula to reflect
the needs of the job market.

Networks

Nonprofit agencies typically function as part of the social networks that they
support, which, in turn, support them in providing their services. Therefore, related
information should be noted in the background section of the report. During the
1994-1995 fiscal year, the executive director sat on the board of governors of a local
community college, was the president of a cultural association, and served on the board
of directors of a network organization for community-based training agencies. As well,
the executive director was a board member of a professional association for
rehabilitation programs. One other staff member also attended regular meetings of this
association.

Financial Resources

Although the financial resources are part of the statement that is presented in Table
4.1, the total revenues and expenditures as well as the primary funding sources can be
mentioned as part of the background section of the report. For the period February 1,
1994, to January 31, 1995, total revenues were $837,614 and total expenditures were
$842,051. The primary funder was the federal government agency, Human Resources
Development Canada (HRDC) (now called Human Resources and Social Development
or HRSD).

Accountability

As a social organization, and particularly one dependent upon an external funder,
it was important to report the Computer Training Center’s accountability arrangements.
For the period of the fiscal year 1994—1995, the agency:

> reported to its members (its board of directors) at its annual general meeting and
submitted for approval a financial audit;

> reported its revenues, expenditures, and program results monthly to the federal
funding agency, Human Resources Development Canada; and

> participated in six- and nine-month reviews conducted by Human Resources
Development Canada.

In addition, the agency’s program and financial files were subject to audit at any
time by a Human Resources Development Canada project officer.
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Incoming Resources

The second section of the report is the incoming resources. As indicated in Figure
4.1, incoming resources consist of revenues (documented in the audited financial
statements) and volunteer contributions. The revenues reflect both the personnel and
other expenditures of the organization. As shown in Table 4.1, the Computer Training
Center’s revenues for the fiscal year were $837,614. Estimating the value of the
volunteer contribution was less straightforward and requires greater explanation.

Volunteer Contributions

Prior research with nonprofits used an average social service wage of $12.00 per
hour to estimate the value of volunteer contributions (Ross and Shillington 1990).
However, this estimate appeared low in the case of the Computer Training Center
volunteers, who applied their extensive private sector management skills and contacts
to augment the program. Therefore, a method was developed that attempted more
accurately to reflect the value of the volunteer contribution for the 1994-1995 fiscal
year. The organization did not track the hours spent by its volunteers so estimates were
needed. The executive director of the organization estimated that 10 volunteers on the
business advisory committee and eight board volunteers spent 2,896 hours serving on
five committees: placement (614 hours); evaluation (216 hours); job guidance (1,600
hours); curriculum review (18 hours); and board of directors (448 hours). These
estimates were corroborated in interviews with board volunteers. The executive
director estimated the board members’ average yearly salary to be $72,500, or $37.18
per hour (based on a standard measure of 1,950 hours of work in a year).

The executive director then estimated the percentage of executive skill capacity
that volunteers utilized to complete their tasks with the center—20 percent of their
professional capacity for each of the committees (for 2,448 hours) and 35 percent of
their professional capacity for the board of directors (for 448 hours). Using these
figures, the value of the committee work was calculated at $37.18 x 2,448 hours =
$9,106 x .20 = $18,203. For the board of directors, the value was calculated at $37.18
X 448 = $16,656 x .35 = $5,830. Using the executive director’s estimates, the total
value of the volunteer contribution was $24,033.

These estimates by the executive director used a combination of opportunity costs
