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ABSTRACT
The issue of measurement and reporting of the contributions made by volunteers in not-for-profit organisations is currently topical, in professional accounting literature. One reporting avenue available is to recognise volunteers’ contributions in the financial statements.  An analysis of this option suggests that problems exist.  Brief findings from a case study are presented that confirm that measurement issues are problematic. The use of for-profit conceptual framework language may not be helpful in reflecting the substance of what not for profit organisations actually do.  Inconsistencies in applying conceptual framework meanings are identified in the proposed accounting standard on accounting for revenue from non exchange transactions (ED42). 
INTRODUCTION
The extent of volunteering in New Zealand not-for-profit (NFP) organisations is considerable; in a fact sheet from the New Zealand Office for the Community and Voluntary Sector (2010), it is estimated that 90% of NFP’s rely entirely on volunteers. Of this voluntary contribution, “An estimated 1,241,000 people volunteered in the previous 12 months for 2008 (34.0 per cent of the population aged 10 years and over)” (Office for the Community and Voluntary Sector, 2010). Calls have been made in New Zealand recently, to formally recognise the value of unpaid volunteers’ contributions (VC) in the financial statements of NFP entities (Fisher, 2010; New Zealand Institute of Chartered Accountants, 2007).  This paper seeks to contribute to Fisher’s call to, “it is time we grapple with the question of measuring, valuing, and recording volunteer inputs in annual financial statements” (2009 p36). It aims to consider the literature and evaluate how appropriate it is to recognise VC in financial statements.   
Initially this paper places VC within the non reciprocal transfer literature; it considers how conceptual framework language is used as a rationale for recognition and the internal logic inconsistencies that may arise with the promulgation of ED42.  Brief examples from the initial findings of a local case study researching VC are used to illustrate the problems of measurement. Conclusions suggest caution is needed, as the nature of VC, may not fit conceptually with the accounting principles and language that underpin profit based accounting standards.
CASE STUDY
A pilot semi structured interview was carried out.  Coming from the qualitative research paradigm, semi- structured interviews have the ability to provide what Adams, Hoque & McNicholas (2006) calls “richer material” p363. See also Bryman and Bell (2003), Lofland and Loftland (1995) and Scapens (1990).  A semi- structured interview by nature allows for new insights that describe and infer meaning on what is occurring in the world.  An interview was conducted with a senior manager of a large local NFP organisation.  The manager was asked to comment on their organisation’s current practices and their perceptions of the purpose and value of recognising VC in their organisation. The interview lasted approximately 1.5 hours.  Clarifications of any unclear issues were achieved via follow-up telephone conversations.  The interview was taped and transcribed.  
NON RECIPROCAL TRANSFERS
Traditional financial accounting makes little account of VC; because no transactional dollar amount exists, accounting ignores the effects of these events. No New Zealand accounting standard provides guidance on VC.  NZ IAS 16 requires that property plant and equipment donated is recognized in the statement of comprehensive income, initially at fair value.  This creates an anomalous situation where donated assets are recognized whereas donated time is not.  Likewise paid labour is recognised and unpaid labour remains off record. This is reiterated with the comment:
Why is it that financial statements will report often immaterial items like bank fees and telephone expenses with great accuracy but provide no clue as to whether one volunteer or a hundred has been involved in keeping the organization running this year? (Fisher, 2010, p36).
Early consideration of the VC issue is raised through the literature on non reciprocal transfers (NRT).  Non reciprocal transfers exist where resources are transferred from one party without a reciprocating transfer of resources in return.  VC is an example of a NRT.   In the G4+1report authored by Westwood & Mackenzie (1999), accounting for NRTs was identified as inconsistent; with differing terminology and financial reporting requirements. Since that time it would appear that little has changed. Westwood & MacKenzie (1999) conclude with two views on the appropriateness of recognition of VC.  One view is that VC should be recognized where reliable measurement is possible and the other recommended view is to recognise only when the resource would otherwise have to be purchased.  This recommendation is similar to FASB’s (1993) requirement of SFA 116, Accounting for Contributions Received and Contributions Made. The recommended second view is premised on the desire to ensure comparability between entities. Westwood & MacKenzie state
“Information concerning donated services will be most relevant and will enhance comparability where recognition is limited to donated services which provide specialist skills, required by the organization, in circumstances where such services would have been purchased by the entity if not donated.  Services requiring special skills may be provided by professionals and tradespersons such as accountants, architects, builders, doctors, electricians, lawyers, nurses, and plumbers.” (1999 p42)
This restricted recognition regime has an expense focus more in tune with for-profit entities. As such it fails to recognize much of the core contribution made by volunteers’ in undertaking the NFP’s purpose.  For example the contribution made by volunteer hospice workers may not be recognized because it is never purchased in line with modus operandi of the hospice; yet this contribution is central to the nature and achievements of a hospice itself. The hospice may well only use volunteers and never purchase this service. This creates a hierarchy of information, where some information, ostensibly useful for comparison purposes is recognized while other equally important information on core activities and achievements is not. The effect of this recognition rule is to make little or no account of contributions and this may indicate a conceptual problem with the meaning of income and what matters in comparability.  More on this will be covered later in the paper.
In June 2009 the Australian Accounting Standards Board and the New Zealand Financial Reporting Standards Board of NZICA released ED42, ‘Reporting Income from Non-Exchange Transactions’.  This document proposes reporting requirements for those NFP entities required to comply with IFRSs.  ED42 is based on the International Public Sector Accounting Standard, IPSAS 23, Revenue from Non Exchange Transactions (Taxes and Transfers).  VC are referred to in ED42 as “non exchange transactions” and “services in kind”.  ED42 uses a conceptual framework approach and concurs with earlier research in accepting that VC are generally “assets that are immediately consumed”.  New discussion is introduced on the  asset definition of VC; in particular the control aspect of assets. The suggestion being that for some VC, control may not exist and they cannot be classified as assets.  This control aspect is not discussed in detail; by inference an example would be the contribution received from “non voluntary” sources such as community hours worked by persons convicted of offences. 
ED42 allows choice in the recognition of VC; “An entity may, but is not required to, recognise services in-kind as income and as an asset” (ED42 para 99).  This seems an extraordinary position and contrary to the documents own internal logic. By allowing choice, VC that can be measured and clearly meet the definition of assets/income, can optionally be omitted from financial statements.  This position seems opposed to the purpose of the document; that of requiring NRT that meet asset and revenue definition to be recognised.
By nature, NRT’s and non-exchange transactions are said to be unequal in the transfer of resources, where the transferor does not receive equal value in return.  Brown (1999), Leete (2006) and Gousmett (2010) all make the point that volunteers derive value from volunteering.  This would suggest that a NRT may not exist because reciprocal value is given. The volunteer derives value by social engagement that not only contributes to social capital but provides personal development in training and potential integration with the workforce.  Brown (1999), using economic theory, provides an opportunity cost based measurement technique for valuing this contribution to the volunteer.
CALLS FOR RECOGNITION OF VOLUNTEERS’ CONTRIBUTIONS
The Westwood & MacKenzie paper is seminal in the use of conceptual framework theory and in particular definitions of the elements of accounting. More recently a number of writers have called for the recognition of  all VC in financial statements (Fisher, 2010; Narraway & Cordery, 2009; New Zealand Institute of Chartered Accountants, 2007).  The rationale here  again derives from conceptual framework theory and in particular the objective of ‘decision usefulness’. The New Zealand conceptual framework is based on the concept of sector neutrality and specifically identifies NFP entities within its scope (New Zealand Institute of Chartered Accountants, 2006) . Within the scope of the conceptual framework document is an identification of the need to provide information to a wide range of users for decision making and accountability reasons.  Specific users are identified that relate to NFP entities, these being funders or financial supporters and the public; “funders and financial supporters are interested in the sustainability, flexibility and vulnerability” (New Zealand Institute of Chartered Accountants, 2006, para 9.1a). This creates a constitutional argument that suggests that given the importance of VC to NFP’s, all information on these resources should be recognized in the financial statements. 
The NZICA reporting guide for NFP entities encourages recognition with a rationale of decision usefulness.
However, including the value of volunteer services in the statement of financial performance (as both a revenue and an expense ) is helpful to users because it provides more complete  information on the resources used by the entity and that are required by the entity in providing its services (NZICA 2007, para. 5.38). 
Fisher (2010 p36) concurs with this view; “if something under the control of the entity has value, and is anything other than immaterial then it logically follows that it should be reflected in the annual financial statements”. The rationale for this position is representational faithfulness and comparability in providing information for decision usefulness; “Such systems should aim to ensure that they record volunteer input corresponding with actual underlying transactions and events (representational faithfulness)” Ibid p37. The application of these accounting concepts in recognizing VC, in financial statements, may be problematic as they rely on the definitions of assets and income; we return to this later in the paper.
Drilling down into how users may benefit from VC information, Narraway & Cordery (2009), suggest that by establishing the costs of services, evidence is provided on how the NFP operates.  This information becomes useful for comparability purposes, particularly when NFP organizations face shifts in the VC they have access to.  This cost information provides both management and stakeholders with valuable information on the resources required to operate the organization. These authors also report on “a perception gap that exists when the value of these vital volunteers is omitted from financial statements” (p1); this creates what is described as “hidden” and “unsung” resources.
Although beyond the scope of this paper, mention should be made of alternative methods of disclosing VC.  In New Zealand opportunity exists through the Statement of Service Performance.  NZICA strongly encourages NFP’s to complete this document. Cordery (2010 p24) clearly encourages the use of this document; “volunteers deserve pride of place in the third component financial statement – the Statement of Service Performance”.  ED42 encourages the disclosure of material amounts of services in kind received.  A number of alternative volunteer reporting vehicles have been proposed from North America and Europe.  These often involve techniques of expanded value added and community social return on investment.  (See Goulbourne & Embuldeniya (2002), Mook, Richmond & Quarter (2003), Mook and Quarter (2003), Gaskin (2003)). These alternative disclosures on the volunteers’ efforts are likely to promote and benefit the NFP.   They are seen as promoting accountability, community linkage, social capital and community relationships ensuring continued support through volunteering and donations (Narraway & Cordery, 2009 Brown 1999).  
ARGUMENTS AGAINST RECOGNITION.
Cordery (2010) points out a similarity between the hidden unrecognised VC in  NFP organisations and unrecognised internally generated brands in for-profit organistions. Like internally generated intangibles, the central arguments for not recognizing VC, are the cost of measurement and the reliability of the information.  If scarce volunteer effort is taken up measuring and reporting VC, then other tasks cannot be undertaken. Volunteers may also find the exercise irritating and therefore a deterrent.  Mook, Richmond, & Quarter, (2003) suggest the reason for non recognition is the “difficulties in keeping track of volunteer hours and in assigning market value to them”.  
NFP literature suggests two general approaches for calculating the value of VC. The first follows from economics and is known as the opportunity cost approach (Leete 1995, Mook et al 2003, Brown 1999).  Here, the value of labour contributed is valued based on what a volunteer has given up in other paid work they undertake.  This method has several flaws; the substitution of paid work for volunteer work may not equate.  To suggest the Prime Minister’s hourly rate should be used when carrying out differing voluntary tasks is problematic.  Similarly the opportunity cost method suggests a person not in employment, but who carries out voluntary work, would be recorded as zero in the records of the NFP.  This approach uses a proxy of value from the point of view of the volunteer; what the volunteer may value their contribution as.  This view point is unusual in accounting in that it is not what the cost would be to the NFP.  Consequently the opportunity cost approach tends not to have gained traction as a practical technique. The second measurement approach is referred to as “replacement costs”. This approach values VC at a rate that would be paid for similar services by the NFP in the labour market.  Most studies on recognizing VC in financial statements choose the replacement costs approach (Mook et al 2003, Narraway and Cordery 2009, Gaskin 1999). 
Replacement cost proxies are problematic for a number of reasons.  Finding suitable proxies can be difficult; some tasks are by their very nature not market produced.  Volunteers may well have enthusiasm but simply not be the equivalent of paid staff.  The problems of determining a proxy for similar services is raised in comments made in the case research,  
“but that doesn’t mean to say that the hours that are being put in by some of those people would necessarily be the same amount of hours on an equivalent paid basis”
and  
“one of the interesting things in terms of the organisation is that you have people who wear multiple hats.  A lot of people in the organisation do more than one activity.  And the more rural the community, the more likely they are to have multiple hats” (Interviewee 2009)
The case study indicates that volunteer hours are recorded but no attempt is made to value those hours in dollar terms.
“No, we certainly identify the hours, people draw their own conclusions if we’ve done 500,000 hours of service to the community, then people can very quickly say well if that was at $50 or $20 an hour, whatever they attribute the value to be, but you’ve got varying levels of dollar value to try and sort” (Interviewee 2009)
Van Peursem (2006) in a theoretical paper questions the validity of applying accounting principles and assumptions developed for the private sector to the public sector and NFP entities.  Following Barton (2005), van Peursem raises a number of issues where traditional accounting principles have what she calls a distinction of essence 
“The question asked is whether private sector-PBE sector differences are so fundamental that they call for a different basis of reporting” ( van Peursem 2006 p 3)
It is apposite that we revisit the van Peursem analysis on the issue of recognizing VC. In particular her analysis identified a difficulty in the definition of revenue and how the issue of VC does not fit easily within definitions of revenue (redefined now in conceptual frameworks as income).  
Income is now defined as “increases in economic benefits during the accounting period in the form of inflows or enhancements of assets”; expenses as “decreases of economic benefits during the accounting period in the form of outflows or depletions of assets” NZICA (2007).  The definition requires distinct flows of assets to exist. For traditional for-profit accounting these flows exist; however, for NFP entities and the issue of VC, real difficulties arise. Using traditional debit and credits for explanatory purposes we see that for income we would need 
	Debit: Asset   	Credit: Donated VC ( Income)
To recognize income requires assets to be present, but this may not be true.  VC may not create assets as defined by the current conceptual framework.  For example when a hospice care volunteer gives time; an asset is generally not created; some “resource situation” may exist but this is unlikely to have future economic benefit as required in the definition of an asset.  The sector neutral New Zealand Framework identifies that a problem may exist where cash inflows are not generated from assets; the term service potential is introduced to represent assets that don’t generate cash flows.  For the same reason that VC may not bring future economic benefits, it is unlikely that they bring service potential.  
This creates a conundrum.  An asset is needed to create income; however conceptual framework definitions of assets are not met through a lack of future economic benefit and service potential.  The representational faithfulness that Fisher seeks may not be found.  This makes it difficult to claim a conceptual framework rationale for recognizing VC (through decision usefulness and underlying representational faithfulness) and then ignore that same theory with the problematic definition of income that requires assets or service potential to be present.
NZICA (2007),Westwood & MacKenzie (1999) and ED42 overcome this issue by claiming donated services are assets consumed by the recipient immediately.  This does not solve the problem of logic.  A flow of income requires an asset to be present with future economic benefits or service potential; the expense flow can only happen once the asset is created.  This suggests that for NFPs, a real problem exists in using the sector neutral definition of income. Is income a flow of assets into an entity or some sort of contribution to the achievement of the organizations objectives and purpose? Van Peursum raises this issue
 “in the definition of ‘revenue’ is found two different conceptual elements: Cash inflows enabling operations to be carried out, and the very purpose of an organization in terms of their service performance” (2006 p7)
This asset/income conceptual problem continues to be present in ED42.  Clearly difficulty exists in the definition provided, in that non exchange transactions are an optional requirement of recognition
An inflow of resources from a non-exchange transaction, other than services in-kind, that meets the definition of an asset shall be recognised as an asset when, and only when  ... (ED42 para32)
Similarly the duality in the meaning of income is present when ED42 considers how accounting policies for services in kind are developed.  

The extent to which an entity is dependent on a class of services in-kind to meet its objectives, may influence the accounting policy an entity develops regarding the recognition of assets. For example, an entity that is dependent on a class of services in-kind to meet its objectives, may be more likely to recognise those services in-kind that meet the definition of an asset and satisfy the criteria for recognition. (ED42 para104) 
LIMITATIONS AND FUTURE RESEARCH
The issue of recognizing VC in financial statements for NFP organizations sits as part of the greater issue of accountability and information disclosure.  A limitation of this paper is the narrowness of scope in that the focus is on one aspect; recognition in financial statements.  Many alternative methods of information dissemination exist.  
Considerable scope exists for additional research on several levels.  On a constitutional level the question of the appropriateness of sector neutral standards requires ongoing evaluation through research and discussion and submissions to the political process of standard setting. In particular the theoretical issue of what constitutes income to NFP requires consideration and redefinition alongside the sector neutrality debate.  
Rich case study opportunities exist to identify how disclosures of VC currently take place through both accounting and non accounting means.  What techniques currently exist and is the contribution as ‘unsung’ as suggested? Case studies would provide insight on how information is currently used by external stakeholders and how new information might be used. One particular theme identified in the literature is the need for NFP information for comparability purposes; this is an avenue of research that requires greater illumination.  Our own case study indicates that some information on VC hours was made to government for resource allocation purposes.
“You get a bit of comparison.  This was part of the submissions; this is a public document that will be made to the Health Select Committee for Parliament. They’re doing an inquiry into --- services”  (Interviewee 2009)
Case studies involving the implementation of new techniques using replacement cost measurements offers research opportunities.  In particular the models suggested by the Canadians Mook & Quarter (2003) and the VIVA model, proposed by the English Institute for Volunteering Research (Gaskin 2003), would offer new insights for New Zealand NFP’s.
Opportunity cost measurements of the benefits received by volunteers is another area of potential research. Gousmett (2010) calls for the benefit received by volunteers to be measured “It is this contribution by NGO’s to volunteers and society that must also be considered by the accounting profession” p53.  
CONCLUSION
The issue of recognising VC in financial statements is currently in the professional accounting media.  Some practitioners are calling for full recognition where measurement is possible.  The authors’ initial findings from a small case study confirm that reliable measurement is a real problem.  This measurement concern is also reflected in ED42.  Using conceptual framework theory, the rationale of ED42 is that NRT are assets and income; however with respect to VC, ED42 allows an option to recognize.  This viewpoint seems problematic and at odds with ED42’s own internal logic.  If an asset is present and it can be measured then recognition should be required.  
The issue of VC as a NRT is not new; debate has now existed for two decades.  Evidence, through economics, does now exist that considerable value is obtained by volunteers and that VC may not be a NRT.  What has not changed however is that VC does not sit easily with sector neutral definitions of income.  For NFPs what is to constitute income may be determined not by asset flows using conventional conceptual framework wisdom, but by new language or a relook at what reflects organizational achievements and service performance.
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