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Abstract 

The objective of this thesis is to report on an examination of those 

aspects of accounting which are frequently referred to as 'social 

accounting',. Specifically, a number of arguments for and against the 

development of social accounting are detailed and evaluated in Part I, 

which has the overall theme' of providing a justification for devoting 

scarce resources to these new developments. The second part of the work, 

Part II, sets out a classification system which may be used to gain an 

understanding of the different dimensions of social accounting which are 

currently in use or are potentially useful. The classification system, if 

accepted, would allow accounting researchers to identify common themes, to 

evaluate the literature in preparation for further developments, and to 

make connections between different forms of social accounting. 

Taken together the two parts provide reasons for investigating the content 

of social accounting and a view of developmental perspectives which may 

lead towards implementation. 

Part I considers three avenues appearing in the literature, each of which 

may be used to provide a justification for devoting resources to social 

accounting. The three routes are, empirical research into the possible 

connection between social accounting disclosures and higher earnings or 

higher share prices for investors: a justification through moral agency and 

a social contract between business and society: and finally, by reference 

to a radical paradigm. The latter offers a challenge to the accepted'views 

of property ownership and power relationships within capitalist society. 

The three routes towards justification of interest in social accounting are 

set down in chapters two to four inclusive. Chapter five summarises Part 

1. 

Part I1 deals with the classification of work which could be broadly 

described as social accounting. The proposed classification structure uses 

five categories: social responsibility accounting, total impact accounting, 

scoie-economic accounting, social indicators accounting and societal 

accounting. Definitions, and examples are provided in each case. The 
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discussion of these categories occupies chapters six to twelve inclusive; 

and summary of Part II is given in chapter thirteen. 

The conclusion offered in chapter fourteen reviews the development of 

social accounting up to the present time and considers likely future 

changes in reporting practices. 

Arguments in favour of the development of a more socially relevant 

accounting, and the various efforts to develop specific forms of social 

accounting disclosures, have both been examined in the literature but not 

in association with each other. It may be argued, therefore, that the 

contents of the thesis make an original contribution to knowledge of this 

developing field. 
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CllAPon:R 0NlI: 

1.00 Introduction 

This thesis presents arguments in favour of the expenditure of resources on 

additional disclosures in both the private and public sectors, together 

with a system of organising the additional reports and other forms of 

accountability statements. The study is evolutionary rather than 

revolutionary and envisages the gradual development of a more socially 

relevant accounting which, on the whole, is guided by the basic principles 

of current Anglo-American accounting. The objective of the overall thesis 

is to enable a more socially relevant accounting to be developed, 

operationalised, practiced and taught within our basic accounting 

framework. 

The history of accounting and record keeping may be traced for over 6,000 

years. From the clay tablet records of the Mesopotamians1 through the 

government-centred accounting systems of the Chou. dynasty,2 temple and 

estate records of the Greeks and Romans3 to the charge and discharge 

activities of Manorial Accounting,4 accounting of various types contributed 

to the smooth functioning of society (Le.to social welfareJ in the ancient 

world and up to the middle ages. The advent of modern record keeping 

systems in the Italian states, so ably publicised by pacioli,5 required a 

particular level of societal development as well as the incentive of 

trade. 6 

1 

2 

3 

4 

5 

6 

Keister, O.R., "The Mechanics of Mesopotamian Record-keeping", The 
National Association of Accountants Bulletin (February 1965) pp.18-24. 
Fu, P;, "Governmental Accounting in China During the Chou Dynasty 
(1122 B.C. to 256 B.C.)", Journal of Accounting Research, Vol.9 No.1 
(Spring 1971) . 
Chat field, M., A History of Accounting Thought, (Kreiger, New York, 
1977) . 
Goldberg, L., "The Development of Accounting", in Gibson, C.T., 
Meredith, G.G. and Peterson, R., (Eds) Accounting Concepts Readings 
(Cassell, Melbourne, 1971) pp. 4-37. 
Pacioli, L., Summa de Arithmetica Geometria, Proportione et 
Proportionalita (Venice, 1494) as cited by Goldberg, op.cit., p.12. 
Littleton, A.C., "The Antecedents of Double-Entry Bookkeeping", in 
Littleton, A.C., (Ed) Accounting Evolution to 1900 [1933J (Russell and 
Russell, New York, 1966) pp.13-21. 
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Despite some disagreement about whether double-entry bookkeeping may have 

caused the capitalistic form of societal structure,7 or was the product of 

pressures and demands within the existing society8, 9,10,11.12 it is 

generally agreed that the relationship between the development of 

accounting and the society in which it is situated is close13 and 

continuing. 

Subsequent. influences on the development of accounting include the 

industrial revolution and the development of the railways14, 15, the 

legislative changes of the nineteenth century16, the imposition of taxation 

(particularly in this century) and the events of the depression years. The 

accounting principles and practices which evolved were subsequently 

codified. 17, 18, 19,20 This process has continued into recent decades. 2l,22 

The relationship between accounting and the host society has been summed up 

very well by Goldberg: 

7 

8 

9 

10 

11 

12 
13 
14 
15 

16 

17 

1S 

19 

20 

21 

22 

Sombart, W., Der Moderne Kapitalismus 6th Ed., (Munich and Leipzig, 
1924) Vol. 2.1, pp.118-119, as cited in· Chat field, op.cit., p.l05. 
Yamey, B.S., "Scientific Bookkeeping and The Rise of Capitalism", The 
Economic History Review, Second Series vol.l and 2 (1949) pp.99-113. 
Yamey, B.S., "Accounting and the Rise of Capitalism: Further Notes on 
a Theme by Sombart", Journal of Accounting Research, Vol.2 No.2 
(Autumn 1964) pp.117-136. 
Winjum, J.O., "Accounting in its Age of Stagnation", The Accounting 
Review, Vol. XLV No.4 (October 1970) pp.743-761. 
Winjum, J.·O., "Accounting Research, Vo1.9 No.2, (Autumn 1971) pp.333-
350, 
Littleton, op.cit. 
Goldberg, op.cit. 
Chatfield, op.cit. 
Crossman, R., "The Genesis of Cost Control", The Accounting Review, 
Vol.28 No.4 (October 1953) pp.522-527. 
Baxter, W.T. and Davidson, S., (Eds) Studies in Accounting (Chapel 
River, Andover, 1977). 
Paton, W.A., Accounting Theory (Scholars Book Co., Kansas, 1973) 
originally published 1922. 
Sanders, T.H., Hatfield, H.R. and Moore, U., A Statement of Accounting 
Principles (AAA, Ohio, 1938). 
Gilman, 5., Accounting Concepts of Profit (Ronald Press, New York, 
1939) • 
Paton, W.A. and Littleton, A.C., An Introduction to Corporate 
Accounting Standards (AAA, Ohio, 1940). 
Grady, P., "An Inventory of Generally Accepted Accounting Principles 
for Business Enterprises", Accounting Research Study No.7 (AICPA, New 

. York, 1965). 
Ijiri, Y., The Foundations of Accounting Measurement (Prentice-Hall, 
N.J., 1967). 
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) 

"This evolution has followed the pattern of response to external 

influences which is present in all organic development and, as in 

the growth of organisms, the essence of later developments has 

been present in earlier stages of existence. It seems most 

unlikely that this evolution has reached its end; as we work and 

study new phases of development appear to be, arising. Thus, 

economists and statisticians are beginning to explore the social 

implications of the techniques of accounting and the economic 

influences of its concepts and procedures, and the social 

responsibilities of accountants are continually increasing. n23 

It may be argued that Accounting is a social construct and the relationship 

between the stage of development of the accounting discipline and the needs 

and preferences of society cannot be allowed to get too far apart if 

accounting (and hence accountants) are not to lose the prestige that has 

been gained over many years. The reputation gained by accountants as 

preparers and auditors of company accounts and advisors to management, on 

both internal and. external matters, is too well known to require 

demonstration here. To this established group of activities have been 

added taxatiort accounting, internal auditing, the control of the electronic 

data processing function, strategic and operational planning using 

mathematical models and for some, a role in government activities. 

Traditionally, there are a number of common themes running through most of 

these activities; 

(i) Traditional reporting: Shareholders and management are the main parties 

involved in traditional external reporting and management alone is involved 

in internal reporting. 2 4,25 A narrow view of users is adopted and 

constituents, such as employees, consumers, and the general public are not 

given adequate consideration in the reporting process, although recent 

developments show that some accountants recognise the needs of other 

constituencies. 26 ,27 

---------------------------------------------------------------------------
23 

24 

25 

26 

27 

Goldberg, op.cit., pp.36-37. 

AICPA, Objectives of Financial Statements (AICPA, New York, 1973). The 
Trueblood Report. 
Financial Accounting Standards Board, Statement of Financial 
Accounting concepts No. 1 Objectives of Financial Reporting by 
Business Enterprises (FASB, Stamford, 1978). 
Accounting Standards Steering Committee, The Corporate Report (ICAEW, 
London, 1975). ' 
HMSO, The Nature of Company Reports: A Consultative' Document (HMSO, 
London, 1977) Cmnd. 6888. 
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(ii) Reporting in monetary terma: The method of reporting traditionally 

uses monetary aggregates with relatively little concern for non""1llonetary 

accounting and socially related measurements. 

(iii) Public costs ignored: Probably as a result of historical developments 

and the difficulties inherent in measurement, the measures used to captu·re 

the costs. of production and operations do not take public costs into 

account. Only private costs are currently of interest to accountants and 

the management of entities. Externalities have been ignored by most 

accountants, including those working in academe. This situation cannot 

continue for much longer not least because externalities in .the form of 

pollution and industrial waste have now reached serious proportions in many 

industrialised societies. 28,29,30,31,32 

(iv) Role of accountant: The inVOlvement of accountants in government (at 

various levels) appears generally to have been limited to the traditional 

management and stewardship roles. However, recently introduced management 

-techniques- are now pointing the way towards the use of efficie_ncy and 

effectiveness audits and performance measurements in non-traditional areas. 

Accountants must be part of these developments if they are to retain or 

extend their influence. 33 ,34,35,36 

28 
29 

30 

31 

32 

33 

34 

35 

36 

Galbraith, J.K., The Affluent Society (Houghton Miflin, Boston, 1958). 
Beams, F.A. and Fertig, P.E., "Pollution Control Through Social Cost 
Conversion", The Journal of Accountancy, Vol. CXXXII (November 1971) 
pp.37-42. 
Estes, R.W., "Socio-Eco~omic Accounting and External Diseconomies", 
The Accounting Review, Vol. XLVII (April 1972) pp. 284-290. 
Tipgos, M.A., "The Accounting Aspects of Corporate Social 
Responsibility", Unpublished PhD (The Louisiana State University and 
Mechanical College, 1974). 
Wyler, W.E., "The Use of Accountancy in the Ecological Evaluation of 
Sewage Treatment Plants", Unpublished PhD (University of Northern 
Colorado, 1975). 
Glynn, J.J, "Value for Money ("Effectiveness") Auditing", Discussion 
Paper No.4/83 (Monash University, April 1983). 
Briston, R.J. and Russell, P.O., "Accounting Information and the 
Evaluation of Performance in the Public Sector", Unpublished paper 
(University of Hull, 1984). 
Likierman, A. and Creasey, P., ·Obje~tives and Entitlements to Rights 
in Government Financial Information", Financial Accountability and 
Management, Vol.l No.l (Summer 1985) pp.33-50. 
Mayston, D.J., Non-Profit Performance Indicators in the Public 
Sector", Financial Accountability and Management, Vol.l No.l (Summer 
1985) pp.51-74. 
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These common themes are associated with value positions which are often not 

fully exposed. These values include a belief in private property, in the 

efficiency of capital markets to effect resource allocation and transfer 

between parties, and the limitation of government intervention to external 

and macro control activities. In total these values amount to support for 

the capitalist system of ownership of production and distribution. 

The four themes identified aboveCare subject to change. Societal changes 

indicate that the accounting discipline will need to change in order to 

maintain these traditional or equivalent relationships. Accountants will 

need to recognise additional interests in the form of new constituents, 

allow for non-monetary aggregates and different reporting styles, consider 

the external costs of operations and where appropriate, become involved in 

aspects of performance evaluation of government activities and publicly 

funded projects. These changes may be accomplished without discarding the 

traditional philosophical values underlying the accepted accounting systems 

although some strains may become apparent, particularly when considering 

the_inclusion of externalities. These themes are all attributes included 

under the general heading of social accounting within this thesis. New 

constituents, non-monetary aggregates and different reporting styles are 

considered in chapters six to eight, the external costs of operations are 

examined in chapter nine, whilst the areas of more socially relevant 

government accounting and reporting form the substance of chapters ten and 

eleven. In each Case an extensive literature was found to exist, although 

the extent to which this literature has been able to influence practice is 

frequently minimal. However, when compared with the total history of the 

development of accounting the period of development taken up by social 

accounting has been very short. Social accounting is often regarded as 

outside the general area of accounting by many academics and most 

practitioners, although support for some features of more socially relevant 

accounting has been found in a number of surveys.37,38,39,40 

37 

38 

39 

40 

Barnett, A.H. and Caldwell, J .C., "Accounting for Corporate Social 
Performance : A Survey", Management Accounting (November 1974) pp.23-
26. 
Stiner, F.M. Jr., "Accountants Attitudes Towards Social Accounting", 
Mid Atlantic Journal of Business, Vol. 16 No. 2 (May 1978) pp.3-12. 
Hurley, J.F., "Social Responsibility Accounting for Businesses", 
Unpublished PhD Dissertation (University of Nebraska - Lincoln, 
December 1982). 
Mathews, M.R. and Gordon, I.M., "Social Responsibility Disclosures -
Differential Responses as a Function of Professional Body Membership", 
Working Paper No. 8 (Public Interest Section, AAA, Spring 1984) . 
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1.10 General Organisation of the Thesis 

The general stance taken in this work is that there is a case to be made 

for social accounting as a natural extension of the existing discipline, in 

line with changes in societal conditions and expectations. As such, social 

accounting may be considered as inevitable because as society changes, 

demanding greater and different degrees of accountability from managers of 

both public and private enterprises, accounting systems must evolve to 

satisfy these demands. If appropriate accounting systems do not evolve, 

other parties will organise themselves to fill the gap and remedy the 

deficiency. This reaction would weaken the role and structure of 

accounting, perhaps with potentially serious and negative consequences for 

the discipline and the profession. 

However, inere assertion of inevitability in the development of social 

accounting could be condemned as just normative theorising41 which is 

currently out of favour. 42 Clearly we do not want to rely upon the sort of 

arguments that produced the following rebuke: 

"Until recently, accounting theory largely consisted of a set of 

competing a priori arguments about the relative merits of 

alternative accounting measurements".43 

However, for some potential developments it is difficult to provide a case 

which is not at least partially normative. 

This point is considered by Gray, Owen and Maunders in relation to what 

they have termed corporate social reporting. They state that: 

41 

42 

43 

"The normative deductive theories attempt to answer the 

questions: 'How well does accounting practice satisfy objective 

X?' (e.g. users' needs), or 'How might accounting practice be 

improved in order to satisfy objective X?' They are thus more 

Tilley, I., "Accounting as a Scientific Endeavour: Some Questions the 
American Theorists Tend to Leave Unanswered", Accounting and Business 
Research, Vols. 1-2 (1970-1972) p.68. 
Henderson, 5., and Peirson, B., Financial Accounting Theory:lts Nature 
and Development (Longman Cheshire, Melbourne, 1983) p.47. 
American Accounting Association, "Report of the Committee on 
Accounting Theory Construction and Verification", Supplement to the 
Accounting Review Vol.46 (1971) p.77. 
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evaluative and are deduced from both our empirical knowledge of 

accounting practice and from some objective held for the 

accounting activity. As a result of being goal/objective -

oriented, the normative - deductive theories are claimed to be 

more value-laden than the inductive theories in that they start 

from a value-judgement such as 'accounting activity should 

satisfy users' needs,.44 

This study is mainly normative-deductive although in places reference is 

made to empirical work where an understanding of the present state of 

social accounting is required. 

A case has to be made which justifies the development of social accounting 

(including the costs imposed on shareholders, customers, taxpayers and 

other parties). After justifying .the concern with new forms of accounting 

and establishing the case for social accounting it is necessary to consider 

the organisation and administration of the practical aspects, since 

accounting theories cannot be meaningful if divorced from a practical 

context. Consequently this thesis is divided into two parts to coincide 

with the arguments put forward ~bove. 

Part I deals with justifications for the interest shown in social 

accounting. These are divided into three groups and covered in chapters two 

to four. The first form of justification is to provide information of 

value to shareholders and financial markets. In other words, social 

accounting disclosures have information content and can affect the prices 

of securities in share markets. The second justification is by means of a 

philosophical argument resting on the social contract between business and 

society and recognised by business ethicists. The notion of a social 

contract is used to argue the case for wider disclosure of socially related 

information to the general public arid employees, rather than only to 

shareholders and capital markets. This section provides some interesting 

features not commonly found in the accounting literature. Similar 

arguments can be made in respect of citizens and government bodies. Indeed 

the origin of the social contract lies in the relationship between the 

---------------------------------------------------------------------------
44 Gray, R., Owen,. D~ and Maunders, K., Corporate Social Reporting: 

Accounting and Accountability (Prentice Hall, London, 1986) p.65 
(original emphasis) . 
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government and the governed. The application of the social contract 

approach is complicated by the cultural differences which exist between 

national and sub-national groups. The considerable evidence for the 

existence and importance of cultural effects in accounting is considered at 

this point, together with the importance of these developments for socially 

relevant accounting. 

The third justification for social accounting research and development 

rests upon a radical paradigm. Social structures are seen as exploitative; 

society consists of one social group oppressing another social group. 

There is seen to be a need for radical political change which, some argue, 

may be assisted by developments in social accounting. It is contended in 

this thesis, that many of the arguments found in the literature of the 

radical paradigm are likely to be dysfunctional, in the search for a means 

to encourage the acceptance and development of a more socially relevant 

accounting. This point is emphasised by showing that there is a basic lack 

of congruence between the radical paradigm and the political condition of 

Ang10-American society. The fundamental value-systems of accountants would 

be violated by the radical paradigm. However, there is a place for radical 

paradigms in research and education, particularly to ensure that accounting 

does keep pace with the remainder of society. The three sets of 

justificatory arguments are summarised in chapter five. 

Part II outlines the development of social accounting across a wide 

spectrum. The dimensions covered include. private and public sectors, the 

short, medium and long terms and the use of financial and non-financial 

measurements. The five classifications used to facilitate consideration 

are social responsibility accounting, total impact accounting, socio

economic accounting, social indicators accounting and societa1accounting. 

Each is considered separately in chapters six to twelve. The literature 

relating to each area is considered together with likely future 

developments. Unlike most attempts to evaluate the literature related to 

social accounting this thesis considers both private and public sectors. 

The final chapters conclude by summarising the work of Part II, by 

examining the area covered by the entire thesis and by noting likely future 

developments in the field. Chapter thirteen provides a summary of Part II 

and chapter fourteen offers a conclusion to the whole work including an 

indication of some of the areas where future research is needed. 

I 

I 
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1.20 Original Contribution 

The original contribution of this thesis is considered to be threefold. 

Firstly, the association and development of the justificatory arguments has 

not appeared in the literature in its entirety although each part has been 

developed separately by different authors. Secondly, the classification 

section has not appeared in the same coherent association although several 

features have appeared separately in the literature. Thirdly, such 

detailed justifications, classifications and developmental features have 

not previously been associated together in the literature. 

The overall contribution made by the thesis lies in providing arguments to 

justify the development and implementation of many aspects of social 

accounting which would meet the deficiencies perceived in the traditional 

model referred to on pp.4-5 above. 

1.30 General Philosophical position Adopted 

One of_the features of~the radical literature is that scholars are urged to 

make clear their philosophical positions in order that their contributions 

may be fully evaluated. This imperative is accepted and consequently it 

'must be stated that this thesis is based upon existing socio-economic 

conditions of a managed mixed economy anci is evolutionary rather than 

revolutionary in orientation. It is argued that a more socially relevant 

accounting may be justified and should be implemented, not to radically 

change society, b~t to modify and improve our present system, by including 

measurement and reporting relationships which are currently excluded. 

1.40 Developing the Justificatory Arguments: Part I 

The history of the development of social accounting is of uncertain length. 

Wartick and Cochran 45 suggest that Bowen46 may have been a decisive 

influence, at least so far as businessmen are concerned, although they draw 

45 

46 

Wartick, S.L. and Cochran, P.L., "The Evolution of the Corporate 
Social Performance Model", Academy of Management Review, Vol.lO No.4 
(1985) pp.758-769. 
Bowen, H.R., Social Responsibilities of the Businessman (Harper and 
Row, New York, 1953). 
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attention to earlier works cited by Heald47 and Eberstadt48 .• The exact 

origins are probably not of major importance to this discussion, which will 

centre upon the period from about 1970 when reviewing the majority of the 

literature. 

A number of early writers in the area of social accounting attempted to 

establish a need for the development of this sub-discipline. Davis49 

presented the cases for and against the involvement of business in matters 

of social responsibility, a process which he regarded as inevitable. 50 

Prakash provided a framework within which corporate social performance may 

be analysed. 51 Spicer compared and contrasted classical, managerial and 

activist views of social performance. 52 Other attempts to examine the 

notion of corporate social responsibility have included Fitch53, Dalton and 

Cosier54 , and Lawrence. 55 References to public interest matters and the 

accounting profession can be found in Neubauer56 , .Zeisel and Estes57 and 

Skousen58 • 

47 

48 

49. 

50 

51 

52 

53 

54 

55 

56 

57 

58 

Heald, M., The Social Responsibilities of Business, Company, 
Community, 1900-1960 (Case Western University press, Cleveland, 1970). 
Eberstadt, N., "What history tells us about corporate 
responsibilities", Business and Society Review Vol.7 (1973) pp.76-81. 
Davis, K., "The Case for and Against Business·Assumption of Social 
Responsibilities", Academy of Management Journal, Vol.16 No.2 (1973) 
pp.312-322. 
Davis, K., "Social Responsibility is Inevitable", California 
Management Review, Vol.XIX, (1976) pp.14-20. 
Prakash,. S. S., "Dimensions of Corporate Social Performance: An 
Analytical Framework", California Management Review, Vol.XVII No.3 
(1975) pp.58-64. 
Spicer, B.H., "Accounting for Corporate Social Performance: Some 
Problems and Issues", Journal of Contemporary Business (Winter 1978) 
pp.151-170. 
Fitch, H.G., "Achieving Corporate Social Responsibility", Academy of 
Management Review (January 1976) pp.38-46. 
Dalton, R. and Cosier, R.A., "The Four Faces of Social 
Responsibility", Business Horizons (May-June 1982) pp.19-27. 
Lawrence, M., "Social Responsibility: How Companies Become Involved in 
Their Communities", Personnel Journal (July 1982) pp.502-510. 
Neubauer, J.C., "The Accounting Aid Society", The Journal of 
Accountancy (May 1971) pp. 55-59. 
Zeisel, G and Estes, R.W., "Accounting and Public Service", The 
Accounting Review Vol.LIV No.2 (April 1979) pp.402-408. 
Skousen, C.R., "Public Interest Accounting: A Look at the Issues", 
Accounting, Organizations and Society Vol.7 No.l (1982) pp.79-85. 



11 

During the 1970' s a series of reports by committees of the American 

Accounting Association dealt with measures of effectiveness for social 

programmes, 59 environmental effects of organisational behaviour,60 human 

resource accounting,61 the measurement of social costs,62 accounting for 

social performance,63 and social costs. 64 This activity reflected the 

social climate of the period and the position of the u. S. economy which. 

could afford additional accounting reports. The National Association of 

Accountants (NAA) also set up a committee to look at accounting for 

corporate social performance. 

September 1974. 65,66 

The Conunittee reported in February and 

Perhaps as a result of the greater maturity of the subject area it is now 

quite conunon for advocates of social accounting and its many variants to 

make two (often implicit) assumptions. These are, first, that revised 

systems of accounting are desirable, justified and would fill a 

demonstrated need and second, that the reader knows what these newer forms 

of accounting are. After studying the literature it is clear that neither 

assumption should really be made. The first assumption, that the various 

forms of social accounting are desirable, justified and fill a demonstrated 

need, is examined in the first part of the thesis. The author has 

addressed the other assumption, that of attempting an explication of what 

59 

60 

61 

62 

63 

64 

65 

66 

American Accounting Association, "Report of the Committee on Measures 
of Effectiveness for Social Programs", The Accounting Review, 
Supplement to VoL47 (1972) pp.336-396. 
American Accounting Association, "Report of the Committee on 
Environmental Effects of Organizational Behavior", The Accounting 
Review, Supplement to Vol.48 (1973) pp.72-119. 
American Accounting Association, "Report of the Committee on Human 
Resource Accounting", The Accounting Review, Supplement to Vol.47 
(1973) pp.98-113. 
American Accounting Association, "Report .of the Committee on the 
Measurement of Social Costs", The Accounting' Review, Supplement to 
Vol. 49 (1974) pp. 98-113. 
American Accounting Assqciation, "Report of the Committee on 
Accounting for Social Performance", The Accounting Review, Supplement 
to Vo1.51 (1976) pp.38-69. 
American Accounting Association, "Report of the Committee on Social 
Costs", The Accounting Review, Supplement to Vol.50 (1975) pp.50-89. 
National Association of Accountants, "Report of the Committee on 
Accounting for Corporate Social Perfo~ance",.Manaqement Accounting, 
(February 1974) pp.39-41. ' 
National Association of Accountants, "Report of theConunittee on 
Accounting for Corporate Social Performance", Management Accounting, 
(September 1974) pp.59-60. 
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constitutes social accounting, in a number of places67,68,69. Whilst this 

explanation serves to indicate the extent of the subject matter,70 there 

may be several other explanations. 

Three broad groups of arguments are examined to justify the use of scarce 

reSOurces in further accounting disclosures. These are market related, 

socially related and radically related arguments. Market related arguments 

are used to advance the case for additional disclosures on the basis that 

shareholders and creditors will benefit through a more responsive market, 

influenced by the information content intrinsic in the disclosures. This 

aspect of the problem is discussed in chapter two and consists of the 

review of a number of market studies which seek to associate social 

responsibility disclosures with changes in earnings or share prices. 

Socially related arguments are used where additional disclosures would be 

made to establish the moral nature of the corporation, to satisfy the 

implicit social contract between business and society and to legitimate the 

organisation in~ the eyes of the public. ~ In this case the group~s for whom 

the information is intended include employees, customers, the general 

public and government agencies. Shareholders and creditors may also find 

this information of benefit but the primary motivation would seem not to be 

directed at those groups. 

Radically related arguments are those put forward by critical theorists who 

believe in a different model for society including the role of accounting. 

As previously stated, the basis of this thesis is evolutionary rather than 

revolutionary. Nevertheless, it is appropriate to note the important 

literature of the radical theorists which informs the work of those less 

inclined to the radical view. 

Hopper and powel1 71 have provided a system of paradigms, for use in 

classifying management accounting research, based upon that of Burrell and 

67 

68 

69 

70 

71 

Mathews, M.R., "A Suggested Organization for Social Accounting 
Research", Working Paper No.5, (Public Interest Section, AAA, 1983). 
Mathews, M.R., "A Suggested Classification for Social Accounting 
Research", Journal of Accounting and Public Policy, (Fall 1984). 
Mathews, M.R., "Towards a More Socially Relevant Accounting", 
Occasional Paper No.51 (Faculty of Business, Massey University, 1984). 
In the widest sense the above classification includes - public and 

. private sector, long and short ter.m, monetary and non-monetary, 
quantitative and qualitative disclosures. 
Hopper, T. and Powell, A., "Making Sense of Research into the 
Organizational and Social Aspects of Management Accounting: A Review 
of its Underlying Assumptions", Journal of Management Studies, Vol.22 
No.5 (September 1985) pp.429-465. 
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Morgan. 72 It has been argued that this structure could be used to provide 

a framework within which the justificatory arguments of Part I could be 

mounted. 73 However, although the functional-structural paradigm and the 

market related arguments are largely coincidental, and the radical position 

articulated by the critical theorists fits into the radical paradigm, the 

interpretive paradigm and the socially related justificatory arguments do 

not associate well. Furthermore, it may be argued that the justificatory 

arguments set out in later chapters are compelling enough to stand outside 

of any framework designed for other purposes. 

1.50 Chapter Summary 

This introductory chapter has set out briefly the relationship between the 

development of accounting over a lengthy period of time, in response to 

societal needs and changes. The position of accounting as a social 

construct means that changes in society ~hould logically lead to 

developments in accounting and reporting. 

A number- of the limitations of current accounting systems were identified 

including, the restriction of most reporting to shareholders, reliance on 

the use of only monetary measurement, the exclusion of externalities, and 

the need to extend modern accounting developments into the government and 

non-profit areas. 

The general organisation of the thesis and the philosophical position 

adopted were reviewed. The work is evolutionary rather than reVOlutionary, 

normative-deductive in nature, and concerned with two main themes. These 

are justifying the devotion of resources to new developments such as social 

accounting and providing a structure or classification whereby the area' 

known as social accounting may be more clearly understood. The author has 

devoted a considerable amount of time to the furtherance of social 

accountihg' as an expansion of the existing discipline of accounting, as 

evidenced by the contributions to the literature shown as Appendix I. This 

thesis is based upon two of the areas studied. 

72 

73 

Burrell, G. and Morgan, G., Sociological Paradigms and Orqanisational 
Analysis (Heinernann, London, 1979). 
Mathews, M.R., "Towards Multiple Justifications for Social Accounting 
and Strategies for Acceptance", Workinq Paper No.11 (Public Interest 
Section, American Accounting Association, Spring 1985) . 
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JUSTIFYrNG THE. EXPENDITURE OF SCARCE RESOURCES 

ON SOCIAL ACCOUNTrNG DISCLOSURES 
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2.00 Market Related Justifications: The Association of Social 

Accounting Disclosures With a Free Market System 

2.10 Introduction 

Proponents of a free market system of economic exchange normally argue 

against the imposition of social responsibility requirements on 

corporations. Furthermore, any assumption of social responsibility 

objectives by the management of corporations would be regarded by some as 

an improper use of shareholders funds. It is usual in these cases to quote 

a number of economists, from Adam Smith to Friedman, on the benefits of the 

'invisible hand' in the maximisation of aggregate social satisfaction 

througn the use of an open market system. For example Friedman objects to 

the notion that corporate officers have moral responsibilities: 

nIt shows a fundamental misconception of the character and nature 

of a free economy. In such an economy, there is one and only one 

social responsibility of business - to use its resources and 

engage in activities designed to increase its profits so long as 

it stays within the rules of the game, which is to say, engages 

in open and free competition without deception or fraudn •74 

There are two· deficiencies in the.view put forward by Friedman. Firstly, 

there is no such thing as a· free economy since all presently operating 

economic systems have constraints on freedom of action. . Secondly, it must 

be recognised that the 'rules of the game' will vary between time periods 

and economic situations. If the 'rules of the game' includes the existing 

legal framework, then it might be argued that a Friedmanite approach to 

corporate managament w·ould probably result in greater government 

intervention, the opposite of what is desired by the advocates of a free 

market approach. 

In contrast to the Friedmanite position, there are a number of arguments 

which may be advanced in support of at least some social responsibility 

(and hence social accounting) by corporations in a relatively free market 

system. These are; 

74 Friedman, M., Capitalism and· Freedom, (University of Chicago Press, 
Chicago, 1962) p.133. 
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(i) a free market will be more efficient if more information is available 

to participants, 

(ii) empirical research has demonstrated that a measure of social 

responsibility by management may correlate with higher corporate income, 

and 

(iii) -there is some evidence that share prices may be influenced by the 

social responsibility disclosures of corporations. 

The first argument may affect all market participants. The others directly 

concern the welfare of shareholders to whom management have a stewardship 

reporting relationship. These positions, relating to general disclosure, 

corporate income and shareholder wealth, are discussed in the remainder of 

this chapter. 

It should be __ noted that the discussion in this is not concerned with 

rights, duties, obligations or any other moral concern. 

2.20 Increasing the Flow of Information to the Market 

The increased -quantity of information envisaged by those advocating social 

accounting, could serve to make the market more efficient. The conditions 

necessary for the (unattainable) perfect market include- perfect 

information, that is, all participants know everything at the same time. 

Furthermore there is no cost to the information, is _. which _ cost less to the -X 
recipient. If the modern Friedmanite free market is to approximate the 

ideal of perfect competition, then the more information that is generally 

available, the more efficient the market should be. This approach, 

together with legal/stewardship arguments, can be applied to the financial 

disclosures required of all corporations. 

The advocates of social responsibility accounting, one form of social 

accounting, argue for increased financial (non-financial, quantitative and I, 
qualitative disclosures in respect of employment practices, environmental 

impact, product safety, energy usage, and community relations. All of 

which may be relevant to interested parties such as employees, customers, 

regulatory bodies, shareholders and debtholders, as well as potential 

members of these groups. 
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The majority of the information referred to so far has been internal to the 

firm. There is snother class of disclosures called externalities which, 

although more difficult to measure and value, have a considerable potential 

for changing market behaviour. Externalities, such as pollution, mean 

that private costs are being allowed to cross into the public domain. 
, 

These costs are, therefore, not being included in the total' cost of the 

'goods or services. In most firms the cost of production bears some 

relationship to the desired selling price and selling price affects demand 

for the product (and vice versa) through the market. Consequently, a 

failure to capture all of the manUfacturing costs results in a lower total 

cost and may lead to a lower price and greater quantity sold in the market 

place. This may not matter, but on the other hand, if the externality 

which leads to the lower cost (because ±t is not counted) is going to cause 

environmental damage, then the consumer'is gaining a lower priced product 

at the expense of the whole of society (both consumers and non-consumers). 

From this perspective a free market for securities cannot function properly 

in the - absence of, additional, accounting_ measurements and disclosures 

because resource allocation is disrupted. Firms with higher pollution 

costs to society may currently have higher returns to investors and vice 

versa, leading to a diversion of resources as a result of differential 

reporting. 

Arguments against t'he increase in information flow appear to rest on the 

grounds of confidentiality and the cost of the 'information. 

Confidentiality arguments are concerned with the opportunities which 

competitors allegedly have to discover more about the organisation than 

they knew already; This. is a weak argument since the disclosures are of 

material which would be known to most competitors if the market place is 

working well. The cost argument may have more merit, although, as 

demonstrated in the next section, the cost of the information may be 

considered as an investment. Although encouraging efficiency in the market 

place was not one of their main points Ramanathan and Schreuder have 

referred to: 
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ftThe ultimate aim of CSAR [Corporate Social Accounting and 

ReportingJ is not to weaken the corporate and/or market system, 

as many opponents of its development seem to think, but to 

strengthen these systems by making them more inclusiveft •75 

2.30 The Relationship Between Social Responsibility Accounting 

Disclosures and Market Performance 

The relationship between social accounting disclosures in annual reports 

and measures of market performance has been examined in a number of 

studies. The results have been mixed with some researchers, for example 

Bowman and Haire, establishing an interesting positive relationship between 

the two variables. 76 Other studies have found no relationship, or even a 

negative correlation. Exhibits 1 to 5, which are modelled on a survey 

article by Ar10w and Gannon, provide' a summary of much of the relevant 

research. 77 

EXH:IB:IT 1 
Choice of social responsibility measure 

. __ .- .. Method 1 Studies 

-----------------------------------1----------------------------------
1. Subjective ratings of 1 Parket and Ei1birt [1975J 

corporation performance 1 Sturdivant and Ginter [1977J 

-------------------~---------------I----------------------------------
2. Quasi-objective ratings based 1 Bowman and Haire [1975J 

on annual report content or 1 Vance [1975J 
structural analysis 1 Alexander and Bucho1z [1978J 

1 Ingram [1978J 
1 Abbott and Monsen [1979J 

-----------------------------------1----------------------------------
3. Pollution measures as reported 1 Be1kaoui [1976J 

by companies themselves 1 Mahapatra [1984J 
-----------------------------------1-----------------------------~----
4. Pollution measures as reported 1 Foq1er and Nutt [1975] 

75 

76 

77 

by parties other than the 1 Spicer [1978] 
companies 1 Stevens [1982] 

1 Shane and Spicer [.1983J 
1 Freedman and Staqliano [1984] 

Ramanathan, K.V. and Schreuder, H., ftThe Case for Corporate Social 
Reporting: A Macro Perspectiveft , a paper presented at a Workshop on 
accounting in a changing social and political environment, Brussels 
(December 1982) p.15. 
Bowman, E.H. and Haire, M., ftA Strategic Posture Toward Corporate 
Social Responsibility", California Management Review,Vo1. XVIII No.2 
(1975) pp.49-58. 
Arlow, P. and Gannon, M., "Social Responsiveness, Corporate Structure 
and Economic Performance", Academy of Management Review, Vol.7 No.2 
(1982) pp.235-241. 
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All the studies making up the market studies part of the social accounting 

literature attempt to relate some measure of social responsibility to 

measures of market performance. The choice of a measure of social 

responsibility varies widely as shown in Exhibit 1. 

Each of the four groups are reported separately as Exhibits 2 to 5 

respectively. A reasonable amount of detail is provided, sufficient to 

identify the main features of each study and the results obtained. The 

format of these tables is taken from a survey by Arlow and Gannon but has 

been extended beyond the date of their article. 

l.Parket and 
Eilbirt 
(l975) 

2.Sturdivant--
and Ginter 
(1977) 

EXHrarT 2 
Studies using subjective ratings of corporate performance 

80 firms in 1971 
Forbes Roster of 
Biggest Corporations. 

28 corporations 
in 1975 Fortune 
500 

Author's judgement 

Moskowitz's ratings 
of beat or vorst, 
and authors' rating 
of honerabIe mention. 

NI 
NI as a percent 
of sales 
NI 88 a percent of 
shareholders equity. 
EPS. 

Growth in EPS relative 
to industry average 
1967-74. 

Soeially responsible 
firms (Ba> have greater 
median values on all 
dimensions compared to 
Fortune SOD 11st. 

Be8t and honorable 
mention have significant 
higher growth in EPS thE 
worst. 

---------~-----------------------------------------------------------------------------------------.------------_. 

It can be seen that the outcome of these studies suggests a positive 

relationship between the subjective rating of the social responsbility 

performance of the corporation and the market measures. 78 ,79 

Sturdivant and Ginter examined empirically the connection between the 

performance of organisations, on both traditional (earnings per share) and 

corporate social responsiveness bases and the" attitudes of management. 

This work was reported in 1977. The corporations selected came from the 

list of those cited by Moskowitz as 'best' or 'worst' in terms of social 

performance. A third group of 'honourable mention' companies was added to 

give a range of three groups. There were eighteen, twenty nine and twenty 

firms in each group respectively. 

78 

79 

Parket, I.R. and Eilbirt, H., "Social Responsibility: The Underlying 
Factors", Business Horizons, Vol.18 No.4 (1975) pp.5-l0. 
Sturdivant, F.D. and Ginter, J.L., "Corporate Social Responsiveness: 
Management Attitudes and Economic Performance", California Management 
Review, Vol.XIX No.3 (Spring 1977) pp.30-39. 
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A management attitude survey instrument was developed and tested. Factor 

analysis showed significant differences between the responses by managers 

of cOrPorations in the various groups. The performance characteristics of 

cOrPorations, over a ten year period, compared to the industry average, was 

set against the social perfoaaance rating and the test results showed no 

difference between 'best' and 'honourable mention' firms. However, 

statistically significant differences were obtained at the 0.01 level 

between 'best' and 'worst' and 'honourable mention' and 'worst' performers. 

Sturdivant and Ginter concluded: 

"While the findings certainly will not support the argument that 

socially responsive companies will always outperform less 

responsive firms in the long run, there is evidence that, in 

general the responsively managed firms will enjoy better economic 

performance. It would be simple minded, at best, to argue a one-

on-one cause-effect relationship. 
, 

However, it would appear that 

a case can be. made for an association between responsiveness to 

social issues and the ability to respond effectively to 

traditional business challenges".80 

Exhibit 3. repeats the same general approach but utilises measures of social 

responsibility performance which appear to be more objective although still 

relying on judgement to a considerable extent. 

80 Sturdivant and Ginter, op.cit., p.38. 
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EXHIBIT 3 
Studies using quasi-objective ratings based upon 

annual reports or structural analysis 

12 fir.. iD food 
proe ... lna ia 
1973 Hood,', 10· 
duatria1 "-nual. 

45 and 50 .. Jor 
corporation., 

41 fir •• f~DII 
Vanee (975) 

450 corporationa 
In 1975. Fortuna 
500. 

287 Fortune 500 
COInpaniel 
Cl970~1976) 

'.rcant of pro •• to 
uDud report OIl 
aoelal .... pooai.ility_ 

bUn,1 by 'tudenU 
and e •• cutlve. la 
1972 IU81ne,. aDd 
Sodaty Inlev. 

Sa .. a. Vance (1975) 

Social Involve~nt 
Dieeloaure Scale 
(Ru.be .. of aoclal 
action dilcloaurea 
in annual reportl). 

5RA Dintosuree 
Annud Reporta 

11 ... or ~i •• 
101 1961-12 or 
1969-73. 

re .. 'han .tock 
price 1/1/75 •• 
rere.Dt 1/1/74 
prlca. 

liak adJu.ted ROB 
1970-74 aDd 1971-73. 

Total return' to 
lnveatorl 1964a 74. 

COIIIputltlt 
Price Dividends 
Earniu,1 tape 

lotb .. an aDd .. diaD 
ID! hi&her for fir-. 
with ,0.. diecualioa 
than .oae. Me4iu. .. ntioa 
fir.1 have silaificantly 
Ireater .e4iaD ID! than either 
hilh or low .ention. 

Average ratin,1 of 
both groups oelatively 
correlated with 197. 
stock .ark.t perfor.ance. 

Ho aeantngful difference 
in total returnl to tnveltere 
for high and low involve.ent 
final. 

Informstion content 0.£ fif1DI 
locial responsibility. 
4ilcloaurel conditional upon 
market legment rather than a 
leneral eroal a.ction of 
final. 

In a 1975 study Bowman and Haire investigated the association between 

social responsibility disclosures and shareholder benefit in the form of 

increased income to the organisation. The search for a relationship 

between these two· variables was directed towards the development of a 

strategic posture by management. 

The sample consisted of eighty-two annual reports of food-processing 

companies for 1973. The return on equity figure used was an average of the 

period 1969-73 (in a few cases 1968-72) taken from Moody's or Standard and 

Poor's published indices. The surrogate measure for social responsibility 

was the proportion of prose devoted to social responsibility in the annual 

report. This measure was investigated by comparing the disclosure of 

social responsibility items, by companies accepted by critics as socially 

responsible, with the performance of a random sample of companies. The 

results of this test showed the measure to be capable of separating these 

companies into two groups on the basis of social responsibility. 

Using the proportional measure of social responsibility items reported as 

an indication of social responsibility, Bowman and Haire found a 

statistically significant relationship when associated with income. A 

medium ranking, on a scale of low-medium-high, for social responsibility 
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disclosures was associated with the highest return on equity (using the 

previous five years). 

The authors were most concerned to avoid unintended interpretations of 

their work: 

"We are reporting an association of two measures; we are not 

implying a directional causal relationship. It does not follow, 

simply, from these data, that more discussion of corporate 

responsibility (and inferentially, on the basis of our tests of 

the measure, more activity in this area) causes greater profits. 

At the same time, it is perfectly clear that more corporate 

so.cial responsibility is not associated with less profits". 81 

The association is explained in terms of the type of management involved. 

Social responsibility accounting disclosures are: 

. __ n ____ . -a signal of the presence of a style of management that 

extends broadly across the entire business function and leads to 

more profitable operation".82 

Unfortunately, the position is more complex than reported by Bowman and 

Haire since other studies do not report comparable findings. 

Ingram extended the range of social responsibility measures used to include 

environmental, fair business, personnel, community and product. The 

results were only significant when the sample of firms was partitioned into 

segments. The 'associations were of a limited nature, since: 

"Apparently, combining the segments ... washes out the effects of 

the disclosures on security returns".83 

---------------------------------------------------------------------------
81 
82 
83 

ibid., p.52. 
ibid., p.54. 
Ingram, R.W., "An Investigation of the Information Content of 
(Certain) Social Responsibility Disclosures", Journal of Accounting 
Research, Vol.16 No.2 (Autumn 1978) p.283.· 



23 

The influence of the market segment is particularly important: 

"These findings suggest that it may be important to evaluate 

information content by analyzing the impact of the signals on 

market segments (or segments identif ied by firm-specific 

characteristics), rather than on a general cross-section of 

firms".84 

The results set out in table 3 show considerable variation, with Bowman and 

Haire [19751 showing a positive relationship especially for medium social 

responsibility rated companies and Ingram [19781 showing positive results 

when using a market segment approach. However, the other contributors 

found either no relationship or a negative relationship. It should be 

noted that a negative relationship still demonstrates information content 

to market participants. 

Exhibit 4 shows the results of studies which have used pollution related 

measures_supplied by the compariies themselves. 

EXHIBIT 4 
Pollution measures as reported by companies 

-_ ....... ----- ... ---_ .. ------_ .... ----------_ .... ------------------------------------------_ .. ----_ ... --_ .. _--------_ .... -------------_. 
1. Be1kaoui 

(976) 

2.Kahapatra 
(984) 

two groups of Pollution control· 
50 us Corporationa expenses at 
from different least It of .. lea 
indu.tries plus control group 

67 firms hom Expenditure on 
six industries pollution control 

60 firms as control 
group 
0967·.8) 

.onthly cloSing 
stock prices 
12 months before 
and after disclosures 
Standard and Poor 500 

Compustat PDE tape 

substantial but 
temporary positive effect 
on stock market prices 
for companies disclosing 
pollution expenditures. 

Pollution control 
expenditure and high. 
profitability not positively 
associated. 
Expenditures for pollution 
Control do not automatically 
lead to higher market 
returns. 

Belkaoui85 found some short term increases in share prices as a. result of 

the disclosure of pollution expenditure: 

---------------------------------------------------------------------------
84 
85 

loc.cit. 
Belkaoui, A., "The Impact of the Disclosure of the Environmental 
Effects of Organizational Behaviour on the Market", Financial 
Management (Winter 1976) pp.26-31. 
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"In general, this study refutes the suggestion that the worst 

offenders in the reporting of social costs will be rewarded more 

in the capital market. In fact, on the basis of these results, 

managers may be advised to allocate a proportion of their 

resources to pollution control and to report these expenditures 

to the stockholders".86 

Mahapatra demonstrated that the 'ethical investor' was not active at the 

time this study was undertaken, since the results are consistent with the 

existence of a 'rational economic investor': 

"The conclusion is that the investors view pollution control 

expenditures, legally or voluntary, as a drain on resources which 

could have been invested profitably, and do not 'reward' the 

companies for socially responsible behaviour. Thus an average 

investor is not an 'ethical investor' and industries and 

investors left to themselves do not have any incentive to spend 

for pollution and manifest socially desirable behaviour".87 

The next group of studies are perhaps the most important in the series. 

They are generally more recent, employing greater degrees of sophistication 

in the analysis and have a uniform basis, namely, the reports on pollution 

activities of industries and companies supplied by outside parties. 

86 
87 

ibid., p.30. 
Mahapatra, 5., "Investor Reaction to a Corporate Social Accounting", 
Journal of Business Finance and Accounting, VOl.l1 No.1 (Spring 1984) 
p.37. 
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EXHIBIT 5 
Pollution Measures not reported by corporations 

---------------_ .... --------------------_ .. _-------------------_ .. _-_ .. _-----
I.Poller and 

'utt (1975) 

2.Splcer 
(1978) 

3.Stevenl 
(1982) 

4.Sbane and 
SpiceI' 
(1983) 

5.Praedman 
and StagH-
• no 
(1984) 

Nine paper 
ca.pan1ea. 

18 firms in pulp 
and paper induatry 
1968-73 

sq firms 1n four 
industries subject 
to CEP reports 

12 f1rlO8 in 
four industry 
areas 

21 weaving 
finishing and 
knitting 11111s 
(9811) 

Oovernment pollution 
indices. 

CEP studies of 
pollution control 
developed into a 
pollution index, 
related to productive 
capacity and plant 
nUlllbers. 

CEP Pollution 
reports 

CEP pollution 
reports 

OSHA dust disclosures 
through SEC lOK 
reports • 

PIE ratio. 
Mutual fund purchaael 
Un dollar.). 
Common .tock price. 
(Data fro. lelected 
quarter. 1971-72). 

Profitability 
Size 
Total risk 
Systematic r1sk 
Price/Earnings 
Ratio 

Effect of disclosure 
(through CEP reports 
of pollution status of 
of corporation) on 
Earnings per Share 

share. prices over 
a six day periOd 
before and after 
publication at CEP 
reports 

Stock Price 
movements. 

No positive 
relationship •• 

Companies with better 
pollution control records 
tend to have higher profit
ability, larger size, lower 
total risks, lower .ystematic 
risks and higher Price/ 
Earnings Ratio than companies 
with poorer pollution control 
records. Relatively short
lived phenomena. 

Cumulative average excess 
returns for portfolios of 
firms with high' estimated 
expenditures for pollution 
control are consistently 
below the returns for port
foliOS of firms with loW' 
estimated expenditure. 

Sample firms large • 
negative abnormal 
returns on two days 
tmmediately prior to 
newspaper reports of 
release ot CEP studies. 
Low rankings associated 
with more negative 
returns on publication. 

Disclosures on impact of 
. new cotton dust emission 

standard do not have 
e1gnificant -information 
content for investors. 

Results may be described as mixed since whilst Fogler and Nutt did not find 

any positive relationships, Spicer found that for a limited sample of pulp 

and paper companies the disclosures by an . outside body (the Council on 

Economic Priorities) 'were associated with profitability, size of company, 

total risk, systematic risk and price-earnings. All associations were in 

the direction favouring disclosure. In other words, shareholders would 

benefit if companies worked towards better pollution control records. This 

study was . criticised by Chen and Metcalfi on a number of grounds. In his 

reply Spicer stressed the findings as associations between variables and 

not caused relationships. 

Foqler and Nutt88 in a further 1975 study drew inspiration from the 1971 

--------------------------------------------------~------------------------88 Fogler, H. R. and Nutt, F., ",a Note on Social Responsibility and Stock 
Valuation", Academy of Management Journal (March 1975) pp.155-160. 
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study of Bragdon and Marlin89 who investigated the relationship between 

good pollution control and profitability for 17 companies. Fogler and Nutt 

used a reduced sample of nine companies (in order to obtain stable earnings 

histories and avoid the results of merger activity). They developed 

indices of pollution and related these to quarterly price-earnings ratios 

from March 1971 to March 1972. No significant ·relationship was found for 

either short or long run performance. The citing of major paper producers 

as polluters did not affect the market price of their stock. The following 

explanation may still be important: 

"Yet, the results are in agreement with the expected results in 

an efficient capital market composed of a majority of 'return' 

conscious investors - that is, while socially conscious investors 

might sell the shares of less socially responsible companies, 

such sales would be viewed as bargains by the return conscious 

investors". 90 

The. reaction of the investing public is likely to vary from time to time 

and from place to place in line with evolving social preferences. 

Spicer91 found that for a limited sample of pulp and paper companies the 

disclosures made by an outside bod! (the Council on Economic Priorities) 

were associated with profitability, size of. company, total risk, systematic 

risk and price-earnings ratio. All associations were in the direction 

favouring disclosure. In other words, shareholders would benefit if 

companies·worked towards better pollution control records. 

The Spicer study was criticised by Chen and Metcalf 92 on a number of 

methodological grounds. In his reply Spicer noted that: 

89 

90 
91 

92 

Bragdon, J.H. and Marlin, J.A.T., "Is Pollution Profitable,", a paper 
presented at the 1971 Annual Meeting of the Financial Management 
Association. 
Fog1er and Nutt, op.cit., p.159. 
Spicer, B.H., "Investors, Corporate Social Performance and Information 
Disclosure: An Empirical Study", The Accounting Review, Vo1.LIII No.1 
(January 1978) pp.94-111. 
Chen, K.H. and Metcalf, R.W., "The Relationship Between Pollution 
Control Record and Financial Indicators Revisited", The Accounting 
Review (January 1980) pp.168-177. 
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"My primary objective was to determine whether a perceived 

association between corporate social performance ••• and the 

investment worth of corporations' securities ••• was borne out by 

observation". 93 

Stevens found that 'high' estimated expenditures for pollution control were 

associated with lower cumulstive average excess returns, in comparison to 

'low' estimated expenditures where the cumulative average excess returns 

were not reduced. 

The disclosures had information content but present shareholders would 

suffer a loss of capital value as the information became available to the 

market. In the longer term, however, shareholders should benefit: 

"The data examined in this study represent a source of 

information which may have been previously unavailable to the 

market. As such, its publication could provide meaningful data 

~ ___ for_assessing the timing ~ and magnitude of future cash flows". 94 

Shane and Spicer demonstrated that the use of externally produced and 

publicised environmental information may have an effect on the share prices 

of polluting corporations, when the disclosures are first made. In a 

similar manner to Stevens, this study demonstrated the information effect 

of the disclosures, although to the short term discomfort of the present 

shareholders. However, given the importance of the efficient ma~ket and the 

manner in which the marginal investor reacts, it is interesting that: 

93 

94 

95 

"The reported results also are consistent with investors using 

the information. released by the CEP to discriminate between 

companies with different pollution-control performance 

records". 95 

Spicer, B.H., "The Relationship Between Pollution Control Record and 
Financial Indicators Revisited: Further Comment", The Accounting 
Review, Vol.LV No.l (January 1980) p.178. 
Stevens, W.P., "Market Reaction to Corporate Environmental 
Performance", a paper presented at the annual convention AAA, San 
Diego (1982) p.25, 
Shane, P.B. and Spicer, B.H., "Market Response to Environmental 
Information Produced Outside the Firm", The Accounting Review, 
Vol.LVIII, No.3 (July 1985) p.535. 
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In the longer term this should achieve environmental goals of lower 

pollution levels. 

Freedman and Stagliano found no evidence of information content since there 

was no positive or negative association of share prices with the particular 

pollution disclosures under investigation. The authors offer a number of 

possible explanations including an efficient market which had already 

impounded the information before it was disclosed or a sub-market for 

particular firms that was not efficient at all. 96 

2.31 Other Approaches 

Belkaoui 97 conducted an experiment to determine the impact of socio

economic statements on an investment decision. Sets of accounts were 

prepared in which the treatment of pollution costs was varied from 

conventional (i.e. none) to footnote exposure of pollution control costs to 

full disclosure of the costs and their effects. Professional groups of 

accountants and bankers were then asked to 'invest' in the two companies 

(i.e. to vary the portfolio holdings held). The investment strategy was 

also varied between investing for capital gains or for income. 

In conclusion Belkaoui reported that: 

"The findings attest to the general relevance of socio-economic 

accounting information for the bankers under any investment 

strategy, and for the accountants only under an investment 

strategy focussing on capital gains"98 

and went on to make the important point that: 

96 

97 

98 

"The significant interaction effects between the three examined 

factors provide a warning about any generalisations to be derived from 

a similar field experiment. In other words the informational content 

Freedman, M. and Stagliano, A.J., "The Market Impact of Social 
Information: Investor Reaction to Public Disclosure", Proceedings, to 
the AAA Mid Atlantic Regional Meeting, Baltimore (April 1984) p.318. 
Belkaoui, A., "The Impact-of Socio-Economic Accounting Statements on 
the Investment- Decision: Art Empirical Study", Accounting, 
Organizations and Society, Vol.S No.3 (1980) pp.263-283. 
Belkaoui, op.cit., p.280. 
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of any new information, e.g., socio-economic accounting information, 

is to be ascertained in terms of .its relations to relevant 

environmental variables".99 

2.30 Chapter Summary 

This chapter has considered the results of a number of studies which were 

aimed at establishing the existence of any relationship between social 

responsibility accounting disclosures and measures of market performance. 

Although the findings from a number of studies are conflicting it may be 

argued that the overall weight lies towards the view that disclosure of 

non-traditional information does have utility for shareholders and the 

security market because information content is established regardless of 

the direction in which share prices move. Those advocating a market 

related approach to justifying additional expenditure on disclosures should 

derive support from these studies because a concrete relationship between 

disclosure and share price effect is being established; This concrete 

relationship would assist managers and investors to make more rational 

economic decisions. 

The market related studies, as applied to accounting research, are 

concerned with the traditional relationship of managers and investors. Any 

justification for social accounting which falls within this approach must 

establish that shareholders could make better decisions and benefit 

economically in the long term from having the additional information. The 

results of the studies reviewed (a reasonable cross-section of the total 

number available) suggest that the issue is complicated by intervening 

variables and the need to employ sophisticated techniques in order to 

establish' statistically significant relationships. The relationships 

detected are characterised as associations and not caused relationships. 

Although potential benefits may have been indicated by the work outlined in 

this chapter the associated costs have not been determined and, therefore, 

a cost benefit interrelationship cannot be established. Nevertheless, it 

is argued that social accounting may be justified to shareholders as an aid 

to market efficieny and improved decision making. 

99 loc.cit. 
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CllJ\PTER THREE 

3.00 SOCIALLY RELATED ARGUMENTS: SOCIAL ACCOUNTING[THE SOCIAL L ) 
CONTRACT AND ORGANISATIONAL LEGITIMACY 

3.10 Introduction 

The arguments in favour of forms of social accounting, which may be used in 

relation to market studies, will not necessarily be relevant to a wider 

audience. Sharemarket reaction to social accounting disclosures is far 

less meaningful to non-equity holders, employees, customers and the general 

public, to name several of the possible interested parties. To interest 

these constituencie·s in social accounting it is necessary to look at the 

basic functioning of industrial and commercial activities, and to enter the 

moral debate surrounding the notions of a social contract between business 

and society. This approach to justifying the expenditure of resources on 

social accounting falls within the socially related arguments in the schema 

employed here .. 

The notion of the social contract has been expressed by Shocker and Sethi 

as follows: 

"Any social institution - and business is no exception - operates 

in society via a social contract, expressed or implied, whereby 

its survival and growth are based on: 

(1) the delivery of some socially desirable ends to society in 

general, and 

(2) the distribution of economic, social, or political benefits 

to groups from which it derives its power. 

In a dynamic society, neither the sources of institutional power 

nor the needs for its services are permanent. Therefo re, an 

institution must constantly meet the· twin tests of legitimacy and 
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relevance by demonstrating that society requires its services and 

that the groups benefitting from its rewards have society's 

approval". 100 

Although it is not difficult to find references· to the need for 

corporations to be accountable to a wider audience, 101,102 the moral 

position of the corporation is much more difficult to establish. 

Furthermore, it is only after satisfactorily answering questions about the 

moral position of the corporation that the notion of a social contract can 

be considered. 

3.20 The Moral position of the Corporation 

Several contrary positions may be examined in particular the moral person 

view and the structural restraint view. The most simplistic approach is 

the moral person view which argues that corporations are moral persons and 

therefore are moral agents. Consequently corporations are morally 

responsible for their actions. There are clearly difficulties in 

establishing_this case since corporations cannot act intentionally by 

themselves or exercise the normal functions of persons. 

It has been argued that corporations cannot be held to be morally at fault 

because they are not metaphysical persons .103,104 Manning has made the 

point that if corporations are moral persons they have.to be treated fairly 

which may have an effect on the ability of society to find fault with the 

actions of the corporation: 

"If we accept the view that moral persons have a right to be 

treated fairly and corporations are moral persons, then they have 

the right to be treated fairly. The right to be treated fairly 

---------------------------------------------------------------------------
100 

101 

102 

103 

104 

Shocker, A.D. and Sethi, S.P., "An Approach to Incorporating Social 
Preferences in Developing Corporate Action Strategies", in S.P. Sethi 
(Ed) The Unstable Ground: Corporate Social Policy in a Dynamic Society 
(Melville, California, 1974) p.67. 
Nader, R., The Consumer and Corporate Accountability (Harcourt Brace 
Jovanovich, New York, 1973). 
Galbraith, J.K., Economics and the Public Purpose (Andre Deutch, 
London, 1974). 
French, P., "The Corporation as a Moral Person", American 
Philosophical Quarterly, Vol.16 (1979) pp.207-2l5. 
Ladd, J., "Morality and the Ideal of Rationality in Formal 
Organizations", Monist, Vol.54 (1970) pp.488-516. 
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requires that we refrain from making moral fault attributions of 

the Person who has the right, unless we can show that certain 

conditions are met."105 

These conditions are utilitarian, not fairness, and are associated with 

determining causal effect, compensation for those who may suffer injury and 

prevention of any recurrence of the action which, caused the breach in the 

first place .106 

The opposite view is that corporations cannot be moral agents of any kind, 

because their actions are controlled by their structures and, therefore, 

moral freedom often cannot be exercised. If taken to an extreme position 

the structural restraint view would mean that the only way in which the 

actions of corporations could be controlled (in any moral sense) would be 

by extensive legislation. However, corporations vary considerably in size, 

type and public stance on many issues. These differences allow the 

specification of certain conditions by which a corporation may qualify as a 

moral agent. 

Donaldson outlined these conditions as follows: 

"In order to qualify as a moral agent, a corporation would need 

to embody a process of moral decision-making. On the basis of 

our previous discussion,' this process seems to require, at a 

minimum: 

1. The capacity to use moral reasons in deciSion-making, 

2. The capacity of the decision-making process to control 

not only overt corporate acts, but also the structure of 

policies and rules".107 

Corporations, may qualify as moral agents (but not moral persons) if they 

subscribe to the conditions above. If they do not, then there would seem 

105 

106 
107 

Manning, R.C., "Corporate Responsibility and Corporate Personhood",' 
Journal of Business Ethics, Vol.3 (1984) pp.79. 
ibid., pp.82-84. 
Donaldson, T., Corporations and Morality (Prentice-Hall, N.J., 1982) 
p.30. 
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to be support for a structural restraint view (which in turn may mean 

legislative control and restraint). 

Donaldson suggests that one of the conditions for qualifying as a 

corporation (presumably as a legal entity) should be that an organisation 

meets the conditions of moral agency. This view is reinforced by the 

rights and responsibilities which corporations possess and which point to 

conditions of moral agency being associated with conditions of corporate 

status. lOa 

Corporate rights are granted in most developed industrial countries and 

include limited liability for the shareholders, and unlimited life, the 

ability to sue and be sued, and contractual rights as of a natural person 

for the corporation. In return, the responsibilities owed by corporations 

to the rest of society (including other corporations) include a number of 

direct and indirect moral Obligations. 109 

Direct obligations are specified explicitly and involve sharellolders, 

employees, suppliers and customers. Indirect obligations are not specified 

formally and may involve parties with whom the corporation has no direct 

contractual relationship. These may include competitors, local communities 

and the general public. IIO 

Breaches of direct obligations are usually identifiable and may be settled 

through the legal system or by adverse publicity leading to legislation, if 

not through the specified terms of the contract. It is the indirect 

obligations that cause problems, because they are not readily identifiable, 

may not be agreed between the parties to disputes and frequently give rise 

to measurement and valuation problems, even where their existence can be 

agreed upon. The indirect obligations give rise to the notion of a social 

contract between business and society. 

loa 
109 

110 

ibid., pp.31-32. 
An excellent discussion of the parallel issue of organisational 
·legitimacy is available in - Lindblom, C.K., "The Concept of 
Organizational Legitimacy and its Implications for Corporate Social 
Responsibility Disclosure", Working Paper No.? (Public Interest 
Section, AAA, 1983), which is discussed later in this chapter. 
It should be noted that some parties will be included in both sets of 
obligations. For example, employees may be both customers and members 
of the general public as well as employees. 
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3.30 The Social Contract for Business 

In a speech to the Harvard Business School in 1969, Henry Ford II is 

reported to have stated: 

"The terms of the contract between industry and society are 

changing ••• Now we are being asked to serve a wider range of 

human values and to accept an obligation to members of the public 

with whom we have no commercial transactions. nlll 

The notion of a social contract originated in political philosophy, where 

it is argued that society in general accepts an overriding control over 

individual freedoms in order to achieve collective goals. However, a 

social contract underlies the arrangement and the failure to generate goal 

satisfying outcomes may justify a revolt on the part of the general 

society. Consequently: 

"The political social contract provides a clue for understanding 

the contract for business. If the political contract serves as a 

justification for the existence of the state, then the business 

contract by parity of reasoning should serve as the justification 

for the existence of the corporationn•ll2 

The majority of business consists of productive organisations and the 

social contract would exist between the~e corporations and individual 

members of. society. Society (as a collection of individuals) 'provides 

productive organisations with their legal standing and attributes and the 

authority to own and use land and natural resources and to hire employees. 

Organisations draw on community resources and outputs waste products to the 

general environment. It may be argued that the productive or.ganisation has 

no inherent rights to these goods and in .order to allow the productive 

organisation to exist, society would expect benefits which exceed the costs 

(detriments) of so doing. 

The operations of productive organisations should benefit consumers and 

employees (taking these categories in the widest sense). Consumers (and 

111 . Donaldson, op.cit., p.36. 
112. Donaldson, op.cit., p.37. 
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potential consumers) will benefit if productive organisations; maximise the 

advantages of specialisation, have greater capacities for decision making 

than individuals do, have greater opportunities to aggregate capital and 

use it to obtain high level technology, generate distribution channels and 

are able to compensate individuals for faulty products. Employees will 

benefit from these organisations if they; earn more than they would working 

for themselves, have the strength of the organisation behind them (i.e. not 

exposed as an indiv~dual would be) and receive benefits in terms of long

term earnings and security they would not otherwise have. 

There are a number of potential drawbacks to the operation of the social 

contract, where customers and employees may both be affected by non

performance. Social costs for consumers include the depletion of natural 

reSOurces and increasing environmental pollution. A less easily recognised, 

but equally important cost occurs because of the; 

" diffusion of individual moral responsibility which sometimes 

______ occurs in productive _ organizations" .113 

Employees may feel responsible to their superiors within the hierarchy, but 

not to the end user of the product or service. In addition productive 

organisations accumulate power as well as wealth, which enables them to 

interact with government in a manner which may be to the disadvantage of 

the ordinary consumer. The generation and enhancement of monopoly power 

may result from these interactions. Employees may suffer as a result of 

their work in productive organisations, including alienation and an 

inability (in the case of lower level employees), to control their-working 

conditions. Furthermore, in some cases the design of the productive system 

may lead to monotony and de-humanization of workers (the line production of 

motor veh-icles is the classic example used in the literature). 

In addition to the maximisation of the benefits and the minimisation of the 

problems outlined ~bove, the social contract between productive 

organisations and the individual member of society would include an element 

of justice. As Donaldson expressed the issue; 

---------------------------------------------------------------------------
113 'b'd 50 .l.l..,p .. 
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" the application of the concept of justice to productive 

organizations appears to imply that productive organizations 

avoid deception or fraud, that they show respect for their 

workers as human beings, and that they avoid any practice that 

systematically worsens the situation of a given group in 

sodety".1l4 

Some theorists would argue that the 'ideal' in respect of employees and the 

social contract would be a different relationship belonging in the next 

section dealing with the radical approach. However, the moral agency of 

the corporation and the social contract between a productive organisation 

and the general public, does not contain any imPerative towards a change in 

the management or structure of the organisation, beyond those necessary to 

reach the state of a moral agent and to maintain the contract. The 

problems of industrial democracy will not be considered any further in this 

section of the thesis. 

3.31 The Study of Business Ethics 

The study of business ethics may be seen as the practical expression of 

philosophical discussions on the social contract between business and 

society. Henderson explored the differences between lawyers and business 

executives on their attitudes to business ethics which is defined as: 

"Business ethics is the continuing process of re-defining the 

goals and rules of business activity.·115 

Henderson has offered a "spectrum of ethicality" to enable corporate 

executives to clarify and defend the ethical postures they select. 116 This 

is given as Exhibit 6. 

114 
115 

116 

ibid., p.53, original emphasis. 
Henderson, V.E., "The Spectrum of Ethicality·, Journal of Business 
Ethics, Vol.3 (1984) p.163. 
ibid., p.169. 
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EXHIBIT' 
A Graphic Conceptualisation of the Spectrum of Ethicality 

INNOVATIVE 
COMPLIANCE S-3 

Beyond The Law 
GOAL Oriented ~ 

~ Less Profits And '-'" 

~
Greater Social Benefits""'~ 

MAXIMUM 
COMPLIANCE ~ 
Spirit of The Law ~ 

METHODS Oriented . . 
". Profits Plus Social ". 

"~enefits ""'-" 

MINIMUM 
COMPLIANCE 5-1 

~ "'-" 
'''-., 

Letter of The Law 
CONSTRAINT Oriented 

Maximum Profits 
Exclusively 

Source: Henderson op.cit. 

'" 

Grcic has put forward the notion of consumer and employee representatives 

on the boards of directors of public corporations to promote corporate 

moral behaviour. 117 

3.32 The Corporate Report and the Social Contract 

The most significant (for the present discussion) of the conceptual 

frameworks produced by committees and working groups on behalf of major 

accounting organisations was the Corporate Report. This document was 

published in 1975' on behalf of the Institute of Chartered Accountants in 

England and Wales. The significance of this report for the socially 

related argument and this chapter is that there is an underlying 

philosophical position very similar to that of the social contract of 

business with society, 

Although the. social contract basis is not formally acknowledged it appears 

to underlie such statements as are identified in the basic philosophy of 

the report, key points of which are reproduced below. 

---------------------------~-----------------------------------------------
117 Grcic, J.M., "Democratic Capitalism: Developing a Conscience for the 

Corporation", Journal of Business Ethics, vo1.4 (1985) pp.145-150. 
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1.1 Our basic approach has been that corpprate reports should 

seek to satisfy, as far as pcssib1e, the information needs 

of users; they should be useful. 

1.2 In our view there is an implicit responsibility to report 

publicly (whether or not required by law or regulation) 

incumbent on every economic entity whose size or format 

renders it significant. 

1.3 We consider the responsibility to report publicly (referred 

to later as public accountability) is separate from and 

broader than the legal obligation to report and arises from 

the custodial role played in the community by economic 

entities. 

1.4 The reporting responsibility we identify is an all-purpose 

one,_intended for the general information of all users 

outside those charged with the control and management of the 

organisation. 

1.5 In this context public accountability does. not imply more 

than the responsibility to provide general purpose 

information. 

1.6 Corporate reports are the primary means by which the 

management of an entity is able to fulfil its reporting 

responsibility by demonstrating how resources with which it 

has been entrusted have been used. 

1.8 Users of corporate reports we define as those having a 

reasonable right to information concerning the reporting 

entity. 
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1.9 The groups we identify as having a reasonable right to 

information and whose information needs should be recognised 

by corporate reports are:- The equity investor group,_ the 

loan creditor groups, the employee group, the ana1yst

advisor group, the business contact group, the government, 

the public. w1l8 

3.33 Concludinq Comments on the Social Contract 

The productive organisation exists to satisfy certain social interests: 

"Productive organizations ••• are subject to moral evaluations 

which transcend the boundaries of the political systems that 

contain them. The underlying function of all such organizations 

from the standpoint of society is to enhance social welfare 

through satisfying consUmer and worker interests, while at the 

same time remaining within the bounds of justice. When they fail 

to live up to these expectations they are deserving of moral 

criticism.~-- When an organization, in the United -States or 

elsewhere, manufactures a product that is inherently dangerous, 

or when it pushes its employees beyond reasonable limits, it 

deserves moral condemnation : the organization has failed to live 

up to a hypothetical contract - a contract between itself and 

society. "119 

If this view is accepted it logically follows that any techniques of data 

collection, analysis and disclosure that enables society to evaluate the 

performance of the organisation is not only legitimate but desirable. 

Which brings into focus the socially related arguments for social 

accounting and shows how social accounting may be justified as the 

provision of additional information to audiences other than shareholders 

and creditors. 

3.40 Organisational Legitimacy 

An alternative view of the relationship between the corporation and society 

is offered by Lindblom. 120 The social contract is an abstraction, a device 

118 
119 
120 

The Corporate Report, op.cit., pp.15-l7. 
Donaldson, op.cit., p.57. 
Lindblom, op.cit. 



40 

useful to the analysis of the role of the corporation in relation to 

society. The social contract is ongoing and continually renewable, 

furthermore, the basis of a collectivity is one of a voluntary association 

by individuals, any or all of whom may decide to leave the collectivity if 

their needs are not receiving due attention. 

Lindblom used the societal context (US) of the challenge to established 

patterns of responsibility and control during the 1960' sand 1970' s to 

analyse the notion of corporate social responsibility. In particular the 

civil rights movements which changed the societal conditions to be 

recognised by business, the anti-Vietnam war movement which argued that 

corporations should recognise their reSponsibility to society generally and 

not just to follow established legal positions, and the environmental 

movement which stressed the technological imperative and quality of life 

factors. Lindblom has suggested that there has been a change from "not 

doing harm" to "doing something 'positive" in terms of the'expectations of 

society towards business. At the same time changes in the organisational 

structure of"developed societies are making responses to changing societal 

needs more difficult and time consuming. 

"One interpretation of the corporate responsibility challenges of 

the mid 1960's to the mid 1970's might be that, as the 

environmental conditions of the original contract changed, the 

public expected business to be responsive to those changes. 

While business had undergone a structural change which made it 

less responsive to the public".121 

Lindblom went on to argue that the social contract leads logically to the 

concept of organisational legitimacy which has been defined in the 

following manner: 

121 'b'd 15 .l.~.,p .• 
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·Organizations seek to establish congruence between the social 

values associated with or implied by their activities and the 

norms of acceptable behaviour in the larger social system of 

which they are a part. Insofar as these two value systems are 

congruent we can speak of organizational legitimacy. When an 

actual or potential disparity exists between the two value 

systems, there will exist a threat to organizational 

legitimacy" .122 

It is argued that neither value in exchange nor the observation of legal 

nicities will establish organisational legitimacy. This quality can only 

come from a reference to the norms and values of society. The notion of 

organisational legitimacy is not an absolute or a constant, because 

organisations differ considerably in their visibility to society as a whole 

and some are more heavily dependent than others upon social and political 

support. 

Organisational legitimacy has been summarised by~Lindblom in the following 

terms: 

"1. Legitimacy is not synonymous with economic success or 

legality. 

2. Legitimacy is determined to exist when the organization 

goals, output, and methods of operation are in 

conformance with societal norms and values. 

3. Legitimacy challenges are related to the size of the 

organization and to the amount of social and political 

support it receives with the more visible being most 

likely to be challenged. 

4. Legitimacy challenges may involve legal, political or 

social sanctions".123 

The implications which the notion of organisational legitimacy has for the 

management of the corporation includes better communication with society. 

-------------------------------------------------------------------~-------
122 

123 

Dowling,' J. and Pfeffer, J., "Organizational Legitimacy: Social Values 
and Organizational Behaviour", Pacific Sociological Review (January 
1975) p.122. As cited by Lindblom pp. 15-16. 
Lindblom, op.cit., pp.20-21. 
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This enlarged accounting or accountability may be essential for the 

continued existence of the corporation in its present form: 

-TO the extent, then, that the accounting profession wishes to 

continue to provide relevant information to external users, the 

legitimacy challenges serve as an indication of a need for change 

in the accounting function".124 

The arguments put fOl:wal:d by Lindblom connect the philosophical 

propositions of the social contract as put forward by Donaldson, with the 

need for corporate social disclosures, through the notion of organisational 

legitimacy. This particular justification, which is pragmatic, may be used 

with managers who do not necessarily accept the social contract arguments 

but recognise the need to influence the general public through added 

disclosures. Such decision makers may accept the need for social 

accounting even though it may be for the 'wrong' reasons. 

Because Part 11- of this thesis includes reference to non-traditional 

government reporting, it would be useful to look at the citizen's rights to 

information about government trading and related activities, as provided by 

Likierman and Creasey.125 

3.50 Rights to Governmental Financial Information 

Likierman and Creasey discussed the rights of individuals to obtain 

information about government performance noting initially that there are 

differences between the private and public sectors. In the private sector 

information is disclosed after the end of the trading period. In the 

public sector outsiders would like to influence the decision making process 

in advance of the period of activity perhaps for their own advantage. In 

addition, once government information is involved there are questions 

related to the proper availability 6f information, which may be covered by 

a written constitution. Finally,. there is always the issue of the 

national interest to consider. 

124 
125 

ibid., pp.30-31. 
Likierman, A. and Creasey, P., "Objectives and Entitlements to Rights 
in Government Financial Information", Financial Accountability and 
Management, Vol.l No.1 (Summer 1985) pp.33-50. 
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Likierman and Creasy approached the issue of rights to information through 

the use of statements of objectives, which assert or imply rights, and 

statements of needs which may imply that needs give'entitlements to rights. 

There are also direct statements about rights. Statements of objectives 

which assert or imply rights include studies and reports such as the 

Trueblood Report with a basic objective of providing information useful for 

making economic decisions. However, an accounting framework may be seen by 

some as an unsatisfasctory delineation of' rights and a higher 

constitutional or legal authority sought. Statements of needs implying 

rights are criticised by Likierman and Creasey because the needs are seldom 

defined. They point to the difficulties inherent in establishing what the 

needs of users are at any particular time; a' problem which is not peculiar 

to the public sector. 

Statements which refer explicitly to rights are probably the most difficult 

to deal with because of an inherent conflict between a 'right to know' and 

a 'right to privacy'. In a section ,entitled "The Basis of Claims to 

Rights" the authors considered a number of philosophical arguments with 

respect to the natural or moral rights of man and the rights of the 

individual in relation to the state. A distinction is made between positive 

rights and natural rights, those recognised by law and those based upon 

moral rights (for example just deserts or justice). Those people asserting 

their 'rights to information' are basing their claims on natural rights, 

since any others will be positive and enforceable at law. However, the 

provision of local ,or positive rights to information will vary: 

"Thus it could be said that while natural law cannot be codified 

and carries no sanctions for non-compliance, it cannot be 

regarded as meaningless because it cannot be codified or enforced 

in the same way as positive law. Claims on the basis of natural 

rights for information cannot be dismissed out of hand".126 

The authors noted that to refer to the law in respect of rights is really 

looking towards justice: 

126 'b'd 45 .l.l..,p .. 
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"Thus in speaking of rights, we are not talking of lawful 

entitlement, but of just entitlement. But that entitlement is 

not necessarily automatic in the case of moral rights a·s it is in 

the case of rights based on law".127 

In conclusion, Likierman and Creasey noted that many of the statements 

about rights for individuals (or groups of individuals) need to be treated 

with caution. This is particularly the case when dealing with government 

information and disClosures. The rights of parties need to be reconciled 

with the rights of other parties and of national security. Although the 

intended audiences are often unclear the exercise of claims. on moral 

grounds may lead to legal rights. 

There appear to be a number· of philosophical differences between the 

position of the corporation in respect of the society in which it is 

situated and that of government within that society. The discussion above 

suggests that under some circumstances the needs of society as a whole (the 

national_interest) may outweigh those of individuals or groups. There is 

less indication in the literature that the same restraint can be placed on 

individual and group rights in respect of corporations and the social 

contract or organizational legitimacy. However, a consideration of 

contrary views in the literature is given below. 

3.60 Arguments against the Social Contract Principle 

The review which follows is drawn from a recent monograph which looks at 

corporate social responsibility from a corporate viewpoint .128 Den Uyl 

stated that the corporate social responsibility debate is primarily a moral 

issue and that demands for change are directed at; 

" the very values inherent in a market oriented system of 

production, and that makes these challenges moral challenges".129 

The lack of rigour of the moral debate is deplored, and also what Den Uyl 

perceives as attempts to avoid ethical issues completely. A structure of 

127 
128 

129 

loc.cit. 
Den Uyl, D.J., "The New Crusaders: The Corporate Social Responsibility 
Debate", Studies in Social Philosophy and policy·No.5 (Social 
Philosophy and Policy Center, Bowling Green State University, Ohio, 
1984) . 
ibid., p.3. 
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analysis is provided, within which theories about the morality of corporate 

social responsibility may be discussed. 130 The theories are: 

i) The Fundamentalist theory (also called traditionalist or 

classical) made up of a) Functional theory (Levitt), 

b) Individual Agreement theory 

(Friedman) • 

ii) Social Permission theory which is made up of 

a) Constituency theory 

b) Legal Framework theory 

c) Corporate Citizenship theory 

The Social Permission school acts in opposition to the Fundamentalist 

school. The social permission approach is based upon the notion that 

corporation management must deal fairly with all constituents (Constituency 

theory), be good citizens (Citizenship theory) and recognise that 

corporations~are~creations of the state (Legal Framework theory). 

3.61 The Functional Theory 

The functional theory, which seeks to avoid dominance by anyone section of 

society, is described by Den Uyl as conceiving of the debate in morally 

neutral or amoral terms. 

and 

130 
131 
132 

"It cannot be denied that the position has great short term 

pragmatic and rhetorical appeal. But in the final analysis, the 

functional view cannot offer any criteria for distinguishing the 

legitimate claim or offer any form of consistent guidance".l31 

"Ultimately the argument suggests that the whole issue of CSR 

reduces to a power game - with business currently on the losing 

end of the struggle. ,,132 

ibid., p.8 ff. 
ibid., p.10. 
ibid., P .12 . 
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It was argued that because the functional theory is pragmatic and amoral 

there is no place for it in the discussion. There is no discussion of 

organisational legitimacy by Den Uyl, perhaps becasue the approach appears 

to be equivalent in moral status to the functional theory. 

3.62 Social Permission Theory 

In examining social permission theory Den Uyl rejected the arguments of 

those who see the corporation as created by the state (legal framework 

theory) although conceding that a modified view "the social creation 

approach" would make the theory stronger. His major attack was reserved 

for Donaldson and the social contract approach. The notion that the 

corporation is permitted to operate by society is rejected unless the 

corporation is only a trustee for societal resources and not as owner of 

those resources. Donaldson, it was argued, began with an assumption; 

.. that individuals (corporate or otherwise) are entitled to 

their goals and holdings only so long as those goals or holdings 

service the interests of society".133 

Den Uyl rejected this view (which he appears to have exaggerated) as 

oppressive. In taking up this position he ignored many of the limitations 

which both individuals and corporations face when relating to the authority 

of the modern state. For example, restrictions on transfers of property 

(sales of goods) to foreign states, transfers of funds subject to exchange 

control regulations and the compulsory purchase of property (land) by the 

state for roads, airports and similar purposes, are all features of modern 

society. 

In dealing with the legal framework theory (also referred to as the 

concession theory) Den Uyl did not refer to any of the specific features 

which make companies unique in our society. The creation of the 

corporation as a legal person with unlimited life, limited liability for 

shareholders, differential tax rates and tax concessions, and the enormous 

economic and political power of the corporation. This is not surprising 

since his main purpose was to provide a moral basis for supporting a 

Friedmanite view through the individual agreement theory .. 

133. ibid., p.l? 
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3.63 Individual Agreement Theory 

Den Uyl refered to the strong moral commitment represented by the sanctity 

of the contract, which he saw as the basis of the frequently quoted 

statement by Friedman that the only responsibility of business is to make 

profits subject to remaining within the legal framework. The individual 

agreement theory argues that shareholders want to maximise profits from 

their investment: 

"Thus, the corporation is not an end in itself, nor is it an 

essentially public institution despite the large numbers of 

persons who may be associated with it It would seem to 

follow, then, that corporations are not creatures of the state, 

but are, rather, private institutions whose existence is 

recognised by law".l34 

This philosophical position would seem to be central, to Den Uyl's argument 

and also to the fears of many people that corporations are often so large 

and -- influential' that-they- are- not -under the control or influence of 

individual investors but of less accountable managers. Den Uyl argued that 

Friedman's position does not prevent corporations, pursuing moral goals 

provided that profitability is not reduced. He went on to discuss his 

theory of individual rights, the dichotomy of morality and profits and 

finally put forward guidelines for responsible behaviour. 

3.64 A Theory of Individual Rights 

In addressing the theory of individual rights Den Uyl was concerned with the 

rights of an individual to be free from coercion by other individuals. His 

exposition concentrated upon the 'negative' aspects of inter-relationships 

because 'positive' aspects are seen as placing individuals on different 

levels in their dealings with one another: 

"Individu,als must refrain from crossing the boundaries of others. 

'positive' rights, which require the taking of the resources of 

some for the benefit of others, treat the ends of some persons as 

more significant than the ends of others. Indeed, it is 

virtually impossible to maintain a system of individual rights if 

one admits the e,xistence of positive rights ..... 135 

134 23 . ibid., pp.22- . 
135. ibid., pp.25-26. 
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This treatment of individual rights assumed equality of all individual 

characteristics not only in legal and contractual relationships, but 

economic and political bargaining power as well. Den Uyl assumed 

throughout his explanation that corporate social responsibility inVOlves 

the diminution of the benefits of one group to satisfy the perceived needs 
" , 

of another group. This approach ignores the inter-relationships which may 

persist between groups. For example employees may also be shareholders as 

well. Unequal power positions render the argument that individual rights 

must be treated equally untenable in modern society. 

3.65 The Dichotomy Between Morality and Profits 

The dichotomy between morality and profits is argued to be non existent 

because the pursuit of profit fulfills the obligation that management has 

towards the owners of the business. Provided that profitability is not 

reduced, management may engage in actions which 'are considered to be 

socially responsible. Indeed, if a strategy of socially responsible 

behaviour is _likely" to increase profitability in the long run, it is 

implied that management are morally obliged to follow that strategy. 

However, Den Uyl did not accept the implication because he argued that: 

"A manager need not, however, see his or her moral values as 

either overriding or subservient to profitability. It is 

possible for a person to regard his moral values both as goods 

that have value in their own right and as goods that have value 

because they contribute to some other end".136 

After a discussion of ends and means based upon Aristotle, it was concluded 

that: 

"Moral values may enter into the management equation without 

necessarily detracting from the profitability of the firm 

(because they are part of a package of options) and without 

necessarily being contrary to the wishes of the owners (since the 

wishes of the owners are less than precise) ".137 

---------------------------------------------------------------------------
136 . ibid., 
137 °bod • 1 1 ., 

po30 . 
p.32 . 



49 

However, guidelines are required so that they may be applied by managers to 

individual cases. 

3.66 Guidelines for Responsible Behaviour 

In the eection entitled "Guidelines for Responeible Behaviour" Den Uyl 

derived three principles. The first, called the "principle of respect for 

individual rights", comes from the individual agreement theory outlined 

previously. The second, the "principle of responsible recommendation", 

comes from the position that the pursuit of profit is an obligation and, 

therefore, any recommendation which does not take this factor into account 

is not responsible. Finally, provided the· first two primary principles are 

followed, then the effects of alternative courses of action on various 

parties should be evaluated. 

moral consideration". 

This is referred to as the "principle of 

The three basic principles, it is claimed, may be used to evaluate the 

actions of cOrPorations as well as their critics: 

"To summarise: 1) no action should be taken which violates 

another's individual right s; 2) recommendations must be 

responsible in the sense that they do not ignore the context, 

pUrPose, and basic contractual commitments of those to whom the 

recommendation is made; and 3) the moral dimension of an action 

should always be given serious attentionn~138 

3067 Unaddressed Issues 

Considerable attention has been given in this chapter to the review of Den 

Uyl because his monograph explicitly adopts the viewpoint of a Friedmanite 

. free market approach and attempts to support this position on moral 

. grounds. The social permission approach (especially the social contract) 

is criti'cised and guidelines for the evaluation of social responsibility 

recommendations have been put forward. The value systems explored by Den 

Uyl are relevant to an understanding of criticisms of some aspects of 

social accounting (for example, the valuation of externalities by Benston) 

which are reported in Part 11. However, a number of issues are unaddressed 

in the discussion leading up to the guidelines reproduced above 0 No 

reference is made to organisational legitimacy, possibly because this 

138 °bod 35 .l.l..,p .. 
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appears to fall into the functional theory area which is categorised by Den 

Uyl as amoral and consequently outside the scope of the work. 

The first prin.:ciple assumes that all individuals contracting with each 

other (and observing each others, rights) are of equal standing regardless 

of economic and political power, information aymmetry and wealth 

endowments, which are ~iscussed in the next chapter. It is also assumed 

that individuals are only involved in one role at a time. In particular, 

positive discrimination is to be ruled out under any circumstances. 

The second principle is based on a discussion of profitability and with 

reference to the market processes. The definition of profit, and hence 

profitability, is problematic. What is to be included in the calculation 

of profit? Which gains and losses are to be recognised at any point in 

time? What, if anything, should one do to capture external costs and 

return them to the calculus? What is the period of time with which we are 

concerned? The difficulties of relying upon the market are discussed, by 

reference-to a number of authorities, in the next chapter. One does not 

need to be a political radical to be critical of Den Uyl in the value 

positions he articulates although support for his position has been given 

by Valone. 139 

Valone noted that: 

139 

140 
141 

nThe principal virtue of the book is the rational and open way in 

which the author invites debate on CSR. n140 

and concluded: 

nHe points to the danger of lapsing into sermons and polemics 

rather than careful analyses of the economic-ethical matrix. 

Advocates of corporate social repsonsibility must appeal less to 

the concience of the manager than the recognition of the ethical

social elements which condition and set the parameters of 

economic thinking and conduct.,,141 

Valone, J.C., A Review of Den Uyl, D-.J., op.cit., Journal of Business 
Ethics, Vol.4 (1985) pp.384,40a,424. 
ibid., p.408. 
ibid., p. 424. 



51 

Unfortunately the rational and non-ideological nature of Den Uyl's approach 

leads to his rejecting many of the moves to make corporations responsible 

for alleviating problems which are associated· with their operations such as 

pollution and environmental protection. 

regulation and favours; 

In this area Den Uyl rejects 

n ••• the practical efficiency and moral superiority of market 

alternatives.·142 

This is interesting since it is the market which cannot cope with 

externalities in the first place. 

3.70 Moral Agency, the Social Contract, Organisational 

Leqitimacy and Social Accountinq 

If it is accepted that moral agency and the social contract mean that the 

performance of productive organisations should be capable of assessment, 

then· two of the· questions requiring answers are how and by whom?. .The 

answer to 'how' may be found in social accounting techniques of various 

types which are discussed in Part 11; social responsibility accounting 

disclosures and the measurement and valuation of extemalities are two 

examples. The answer to 'by whom'. tends to follow from the techniques 

emploYed, and social accounting techniques should preferably be manipulated 

by accountants who have been prepared in this specialist field. 

Social accounting activity can be justified in terms of moral agency and 

the social contract, which form the socially related arguments· in the 

schema· used here, because the world is not viewed in the same way as it was 

by investors and potential investors in the previous chapter, or by the 

politically radical advocates in the following chapter. The participants 

. addressed by socially related arguments include customers, employees, the 

general public and those affected by the indirect responsibilities of the 

corporation .. 

Organisational legitimacy may be the practical expression of the 

philosophical position adopted by the social permission theorists. The 

norms of society change slowly and organisational management must be aware 

---------------------------------------------------------------------------
142 . . Den Uyl, op.cit., p.75 .. 
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of, and follow, at least scme of these changes. To avoid doing so may be 

as damaging to the legitimacy of the organisation as a dynamic system, as 

allowing products to become outdated is to the mSrket position. The 

philosophical positions considered thus far in this chapter can be used to 

justify social accounting on moral or pragmatic grounds. On moral grounds 

if the manager wishes to present the corporation as acting within a social 

contract framework, and on pragmatic grounds if organisational legitimacy 

is the motivating force. In the latter case the disclosures would be made 

not because the manager believed that constituences were entitled to have 

them, but in order to satisfy a demand and legitimate the organisation with 

the public. 

Individual agreement theory, as reviewed in this chapter, attempts to 

provide a philosophical basis for a relatively free market approach to 

economic activity and, therefore, indirectly acts to restrict any extension 

of accounting disclosures. There are arguments to suggest that government 

activities are in a different category from these of the private sector 

when-viewed from a philosophical perspective. There may be cases where the

rights to information which are supported by social permission theory (or 

expressed through organisational legitimacy) have no place when government 

information is being considered. However, this is a matter which has not 

attracted much attention within the social accounting literature. 

3.80 The Effect of Culture on the Philosophical Bases of Social 

Accounting 

It may be argued that the philosophical basis for social accounting is 

relatively strong compared to that underlying free market economics. 

Therefore, the socially related arguments are more appropriate than those 

related to market studies. However, the response of the accounting 

profession does not appear to follow the strength of the philosophical 

argument! There may be several reasons for this phenomenon including the 

strength of classical economics and marginalist philosophies within many 

economic systems, inertia, or lack of explanation and educational endeavour 

on the part of accounting theorists. Recent work on the effects of culture 

on accounting may explain why social accounting developments do not always 

gain the support which might be expected and also why the level of support 

varies both temporally and geographically. 
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Mueller has asked "Is Accounting Culturally Determined?"143 and offered a 

number of observations of phenomena which had puzzled him over several 

years including; a flourishing of accounting in English language countries 

compared to other lingual environments particularly Romance language areas; 

the development of national financial standard setting bodies in spite of 

other pressures towards a "global village"; the observation that the 

product of the accounting discipline varies between a shareholder 

orientation, a credit orientation and at other times an orientation which 

serves the interests of national planners and public 

administrators/regulators. Mueller found the answers to some of the 

puzzles in a link· between culture and accounting. 

Burchell, Clubb and Hopwood144 examined the relationship between the 

inception, development and apparent decline in the use of value added 

statements, and changes in the social and economic conditions prevailing in 

the United Kingdom. In their conclusion they stated that: 

"We have sought to indicate how the value added event arose out 

of a complex interplay of institutions, issues and processes. 

The study of this particular accounting change has enabled us not 

only to move towards grounding accounting in the specific social 

contexts in which it operates but also to raise and discuss what 

we see to be some important theoretical issues which have to be 

faced when seeking to understand the social functioning of the 

accounting craft."145 

The cultural-accounting interface they explored was within one national 

culture which was changing over a period of time, rather than accounting 

practices in different cultures at the same time. 

J?erera146 has considered the cultural aspects of accounting systems, 

particularly as they relate to developing countries. A number of 

143 

144 

145 
146 

Mueller, G.G., ·"Is Accounting Culturally Determined?" a paper 
presented at the EIASM Workshop on Accounting and Culture, Amsterdam 
(June 1985). 
Burchell, S., Clubb, C. and Hopwood, A.G., "Accounting in its Social 
Context: Towards a History of Value Added in the U.K.", Accounting, 
Organizations and Society, Vol.10 No.4 (1985) pp.381-413. 
ibid., p.408. 
J?erera, M.H.B., "The Cultural Relativity of Accounting Systems", a 
seminar paper presented at the University of New South Wales (1985). 
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dimensions of culture were examined, specifically as they might affect 

accounting measurement and disclosure. Perera used the cultural dimensions 

put forward by Hofstede147 and the international classification supplied by 

Gray148, to' develop a model of the relationship between accounting and 

culture, which is reproduced as Exhibit 8. Perera and Mathews have applied 

the model to the differences in the attention given to social accounting 

disclosures .149 There is evidence that AnglO-Ame'rican accounting systems 

(including those of Canada, Australia and New Zealand) have different 

priorities for both financial and social responsibility accounting than do 

Continental European countries. In particular, ,employee reporting has a 

far higher priority in European countries than amongst Anglo-American 

accounting systems. A number of differences are detailed by Gray, Owen and 

Maunders. 150 

147 

148 

149 

150 

Hofstede, G., "The Cultural Relativity of Organisational Practices and 
Theories", Journal of International Business Studies '(Fall 1983). 
Gray, S.J., "Cultural Influences and the. International Classification 
of Accounting Systems", Workinq Paper 85-7 University of Glasgow 
(1985) • 
Perera, M.H.B. and Mathews, M.R., "The Interrelationship of Culture 
and Accounting with Particular Reference to Social Accounting", 
Discussion Paper No.59 (Department of Accounting and Finance, Massey 
University, June 1987). 
op.cit., chapters two'and three. 
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EXHIBIT 1" 
Accounting and CUlture 

1 EXTERNAL INFLUENCES 1 
1---------------------1 
1 FORCES OF NATURE 1 
1 TRADE, INVESTMENT 1 
1 CONQUEST 1 

1 ECOLOGICAL INFLUENCES 1 

1--------------------------------1 
1 GEOGRAPHIC, ECONOMIC 1 
1 DEMOGRAPHIC/HYGINIC, HISTORIAL 1 
1 TECHNOLOGICAL, URBANIZATION 1 

-----------------------------r--
_________ t _________________________ _ 

1 INSTITUTIONAL CONSEQUENCES 1 
1------------------------------------1 
1 LEGAL SYSTEM, POLITICAL SYSTEM, 1 
1 CORPORATE OWNERSHIP, CAPITAL 1 
1 MARKETS, PROFESSIONAL ASSOCIATIONS 1 

_ 1 EDUCATION, RELIGION 1 

-------------------l--------------!-_____________________ 1_ _________ _________ _ _________________ _ 
1 SOCIETAL VALUES 1 1 ACCOUNTING VALUES 1 IACCOUNTING SYSTEMS 1 
1-----------------------1 1-------------------1 1-------------------1 
1 MANAGERIAL/WORK- 1 1 PROFESSIONALISM 1 1 AUTHORITY 1 
1 RELATED VALUES 1 1 1 1 1 
1 1401 UNIFORMITY 1---71 APPLICATION 1 
1 INDIVIDUALISM 1 1 1 1 1 
1 POWER DISTANCE 1 1 CONSERVATISM 1 1 MEASUREMENT 1 
1 UNCERTAINTY AVOIDANCE 1 1 1 1 1 
1 MASCULINITY 1 1 SECRECY 1 1 DISCLOSURE 1 

REI N FOR C E MEN T 

Source: Perera, op.cit. 

Gambling has argued that accounting practices are akin to magic or rituals 

taking place within a particular environment which makes them meaningful. 

These rituals are often culturally specific or anthropocentric. 151,152,153 

---------------------------------------------------------------------------
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Gambling, T.E., "Magic, Accounting and Morale", Accounting, 
Organizations and Society, Vo1.2 No.2 (1977) pp.141-151. 
Gambling, T.E., "Accounting for Rituals", a paper presented to the 
EIASM Workshop on Accounting and Culture, Amsterdam (Summer 1985). 
Gambling, T.E., and Karim, R.A.A., "Islam and Social Accounting", 
Journal of Business Finance and Accounting vo1.13 No •. l (Spring 1986) 
pp.39-50. 
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The effects of cultural differences on the philosophical bases of both 

social and conventional accounting are not known with precision although 

the general direction may be predicted. It may be hypothesised that there 

will be differential effects between countries and/or accounting systems 

and over time within any particular system. 

The arguments put forward by social permission theorists and those 

favouring a social contract or organisational legitmacy approach, on the 

one hand, or individual agreement theories on the other, will be perceived 

differently by different groups at varying times. If this effect exists, 

it may account for the ebb and flow of support for social accounting. The 

majority of social accounting theorists and researchers work in developed 

countries following Anglo-American Or Continental European systems and it 

is possible that their research may be incongruent with the national 

culture or the accounting sub-culture or both. 

3,90' Chapter Summary 

This chapter has distinguished a number of philosphical bases which 

underlie social accounting, together with an alternative philosophy which 

purports to be the basis underlying free' market economic thinking. In 

particular the notions of ,the social contract and organisational legitimacy 

are deserving of further attention. 

The important point to be made here is that the expenditure of additional 

resources on social accounting may be justified to shareholders and 

debtholders (actual and potential) through market studies and to most of 

the other groups in society through the socially related arguments. There 

may be criticism of this position from radical groups, because it contains 

an implicit acceptance' of most of the characteristics of present societal 

organisation and values (with limited modifications in respect of the 

latter). In other words much of the status quo is maintained. 154 

When examining the disclosure of information by government (termed Socio 

Economic and Social Indicators accounting in Part 11) it will be necessary 

154 Ratliff, J.R. and Merino, B.O., "Administrative Theory Versus Interest 
Group Pluralism - An Analysis of Alternative Public Interest 
Frameworks", a paper presented at the 1983 AAA Convention, New 
Orleans, pp.3,7. 
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to bear in mind the arguments that individuals' rights to information may 

be in conflict with the rights of society as a whole. There may be 

differences between the obligation to make. additional disclosures by 

corporations and by governments. 

Recent work in the area of the effects of culture on the development of 

accounting suggests that there are a number of complicating factors which 

may assist or inhibit the acceptance of given philosophies. It has been 

argued that culture has a relationship with the accounting sub-culture for 

financial accounting and by extension that social accounting developments 

may be similarly affected. 
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4.00 Social Accounting and the Radical Paradigm 

4.10 Introduction 

Those who would support a radical approach are critical of many aspects of 

current society and seek to change it. They are unlikely to support social 

accounting as a result of the arguments put forward in the two previous 

sections, although some of the concepts used in developing the moral agency 

view of the productive organisation may receive encouragement. A radical 

group will only be persuaded to take an interest in social accounting by 

means of arguments framed in terms of the radical paradigmatic view of 

society. In the last few years there have been an increasing nwnber of 

contributors to this debate and several of the works are reviewed in this 

chapter. 

In general, the radical view concludes that accounting has supported, and 

continues to_support, a particular view of society. This view is 

associated with capitalistic production and marginalist economics, does not 

admit to problematic relationships between organisations and society and 

follows a positivist approach. The radical perspective of accounting as it 

is currently practiced is similar to that of the accounting profession with 

the critical difference that the radicals want to effect change, and those 

working within a market related field see no need for change. .The radical 

theorists are· critical of the socially related arguments used in chapter 

three because that work envisages a plurality of approaches, the evolution , 
of accounting and organisational developments, and the acceptance of much 

of the capitalist based production and ownership systems. 

The radical theorists have commented on many of the same issues as those 

working within the market studies and socially related fields including, 

the history of accounting155 the development of the accounting 

155 Loft, A., "Towards a Critical Understanding of Accounting: The ?se of C 
Cost Accounting in the U.K., 1914-1925", Accounting, Organizations and 
Society, Vol.11 No.2 (1986) pp.137-169. 
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profession156,157,·158,159 professional ethics160, conceptual frameworks and 

ideOlogy161,162,163, Accounting policy, standards and reports in a general 

manner, 164,165,166 research methodo1ogy167,168,169 and public interest 

---------------------------------------------------------------------------
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Puxty, A.G., "Decision Usefulness in Accountancy: A Contribution to a 
Critical Theory of the Professions", Unpublished phD thesis 
(University of Sheffield, 1984). 
Puxty, A.G., "Locating the Accountancy Profession in the Class 
Structure: Evidence from the Growth of the User Criterion for 
Financial Statements", a paper presented to the Interdisciplinary 
perspectives on Accounting Conference, Manchester (1985). 
Wi1lmott, H.C., "Serving the Public Interest: A Critical Analysis of a 
Professional Claim", a paper presented to the Interdisciplinary 
Perspectives on Accounting Conference, Manchester (1985). 
Willmott,H.C., "Organising the Profession: A Theoretical and 
Historical Examination of the Development of the Major Accountancy 
Bodies in the U.K., "Accounting, Organizations and Society, Vol.1l 
No.6 (1986) pp.555-580. 
Lehman, C.R., "Accounting Ethics: Surviving Survival of the Fittest", 
Advances in Public Interest Accounting (Forthcoming, 1987). 
Tinker, A.M., Merino, B.D. and Neimark, M.D., "The Normative·origins 
of positive Theories: Ideology and Accounting Thought", Accounting, 
Organizations and Society, Vol.7 No.2 (1982) pp.167-200. 
Laughlin, R.C. and Lowe, E.A., "The Design of Accounting Systems: 
Reasons for Our Ignorance", a paper presented to the Interdisciplinary 
perspectives on Accounting Conference, Manchester (1985). 
Neimark, M.D. and Tinker, A.M., "Displacing the Corporation with 
Deconstructionism and Dialectics", a paper presented to the 
Interdisciplinary perspectives on Accountinq Conference, Manchester 
(1985) • 
Merino, B.D. and Neimark, M.D., "Disclosure Regulation and Public 
Policy: A Socio Historical Appraisal", Journal of Accountinq and 
Public Policy, Vol.l (1982) pp.33-57. 
Cooper, D.J. and Sherer, M.J., "The Value of Corporate Accounting 
Reports: Arguments for a Political Economy of Accounting", Accounting, 
Organizations and Society, vol.9 No.3/4 (1984) pp.207-232. 
Cooper, D.J., Lowe, E.A., Puxty, A .. G., and Willmott, H.C., "The 
Regulation of Social and Economic Relations: Towards a Conceptual 
Framework for a Cross National Study of the Control of Accounting 
Policy and Practice" unpublished draft framework for an Economic and 
Social Research Council project " Accounting Regulation as Corporatist 
Control" . 
Laughlin, R.C., "Insights into the Nature and Application of a 
Critical Theoretic Methodological Approach for Understanding and 
Changing Accounting Systems and their Organisational Contexts," a 
paper presented to the Interdisciplinary Perspectives on Accounting 
Conference, Manchester (1985). 
Laughlin, R.C., Lowe, E.A. and Puxty, A.G., "Designing and Operating a 
Course in Accounting Methodology: Philosophy, Experience and Some 
Preliminary Empirical Tests", British Accounting Review, Vol.18 No.l 
(Spring 1986) pp.17-42. 
Chua, W.F., "Theoretical Considerations of and by the Real", 
Accounting, Organizations and Society, vol.11 No.6 (1986) pp.583-598. 
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accounting. 170 ,17l,172,173,174,175,176,177 There are also radical 

treatments of value for money auditing and industrial democracy which will 

be referred to later in the thesis. 

The literature dealing with public interest accounting includes many of the 

issues which will be considered in Part 11, such as socisl responsibility. 

accounting and the internalisation of externalities, but from radical non

market and collectivist perspectives. 

The work cited is only a small part of the voluminous literature produced 

by radical theorists and the proponents of critical theory (although 

including the most important contributions in the public interest 

accounting debate) and' of these only a few items can be selected for 

discussion. The remainder of the chapter is divided into two main parts. 

Firstly, a review of several items from the radical literature, which are 

particulary relevant to the radical paradigm as a justification for 

developing different forms of accounting, and secondly, an examination of 

the problems which the promotion of the radical paradigm may generate for 

the proponents of practical social accounting. 
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Tinker, A.M. (Ed) Social Accounting for Corporations (Marcus Wiener, 
New York, 1984). 
Lehrnan, C.R., "Stalemate in Corporate Social Responsibility Research", 
Working Paper No.3 (Public Interest Section: American Accounting 
Association, Spring 1983) . 
Ratli!f and Merino, op. cit. 
Tinker, A.M., Paper Prophets: A Social Critique of Accounting (Praeger 
Publishers, New York, 1985). 
Macintosh, N.B., "Accounting Reports as Ideology; The Case of IBM and 
the Role of Women in the Computer Workplace", a paper presented to the 
Interdisciplinary perspectives on Accounting Conference, Manchester 
(1985) . 
Lehrnan, C.R. and Tinker, A.M., "a Semiotic Analysis of 'The Great 
moving Right show': Featuring the Accounting Profession", a paper 
presented to the Interdisciplinary Perspectives on Accounting 
Conference, Manchester (1985). 
Laughlin, R.C. and Puxty, A.G., "The Socially Conditioning and 
Socially Conditioned Nature of Accounting: A Review and Analysis 
Through Tinker's 'Paper Prophets''', The British Accounting Review, 
Vol.18 No.l (Spring 1986) pp.77-90. 
Hopper, T., Cooper, D.J., Lowe, E.A., Capps, T. and Mourits"en, J., 
"Management Control and Worker Resistance in the National Coal Board: 
Financial Controls in the Labour Process", in willmott H.C. and 
Knights D. (Eds.) Managing the Labour Process (Gower, Aldershot, 1986). 
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4.20 A Consideration of Selected Items from the Radical Literature 

4.21 Tinker, Merino and Neimark, 1982 

Tinker, Merino and Neimark (TMN) have argued that all theories are 

normative, even where they are described as positive or empirical. There·is 

no one reality 'out there' as assumed by the instrumental paradigm and all 

reality is problematic and negotiable. The authors use a materialist 

theory of accounting in which the theory may come to form part of the 

reality by a process of reification. The purpose of their paper becomes 

clearer with an exposition of the arguments against a marginalist economic 

view of accounting, because such a view benefits only the shareholding and 

managerial class, without any attempt to extend the coverage to workers or 

customers. An analysis of the development of value theory is given, 

followed by a table contrasting the marginalist and classical theories. 

The authors note that accounting thought has remained committed to 

marginalism through an emphasis on individualism (both shareholder and 

organisation). and by attempts to preserve objectivity by reference to 

objective market prices. Thus accountants, TMN argue, avoid becoming 

involved in social conflict between groups and classes: 

"The second emphasis in the development of accounting thought is 

the positioning of accounting. as an impart ial record of 

historical exchange values with the corollary that the accountant 

bears no responsibility for affecting expectations, decisions or 

ultimately the distribution of income within and between 

classes".178 

The implications for accounting and the development of research programmes 

appear to be that; 

(i) it is necessary to· understand the normative basis of marginalism and 

the positive accounting approaches; 

178. Tinker, et.al., op.cit., p.189. 
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" the normative bias that is inherent in marginalism and its 

positive accounting variants: a neoconservative ideological bias 

that encourages us to take the 'free' market and its implicit 

institutional apparatus as 'given,".179 

(ii) radical accounting should not be construed too narrowly as 'only' 

accounting for trade unions and corporate accountability, 

(iii)accounting for social value in a wide sense is desirable, 

(iv) radical accounting needs to be extended into the management accounting 

field to investigate the effects of budgetary systems in the work 

place, 

(v) investigative studies are needed: 

"The investigative studies, together with the general proposals 

for greater corporate' accountability, envisage a similar role for 

accounting -' that, of an interpreter and articulator of social 

value, as an adjudicator in social struggles and as an instrument 

of. social change" .~_8~ ,__ __ _ 

(vi) and multinational organisations need to be investigated for their 

effects on developing countries. 

4.22 Merino and Neimark, 1982 

Merino and Neimark have questioned the conventional wisdom that the 1933 

and 1934 U.5. securities acts resulted in enlarged disclosure requirements. 

They concluded that the acts were not fundamental changes to accounting 

disclosure provisions, but part of an attempt to maintain the status quo in 

ideological, social and, economic terms. A radical paradigm is adopted, 

because the authors speak of a contradiction between an individualistic, 

market-based philosophy (atomistic competition and the assumptions 

underlying a free market) and the realities of increased economic 

concentration (monopoly and 01igopo1y). This contradiction is presumably 

intensifying over time, because the conflict over accounting policy and the 

balance of disclosure provisions continues. The authors refer to a number 

of recent developments as part of the unresolved difficulties. Examples 

given are the different views on the degree of knowledge possessed by 

---------------------------------------------------------------------------
179 9 . ibid., p. 1 1. 
180. ibid., p.192. 
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shareholders expressed in 'l'rueblood and SFAC 1, the reliance of some 

writers on the efficient markets hypothesis and a/ 

" Darwinian model of competitive market regulation (by rolling 

back disclosure requirements)".181 

Merino and Neimark call for consideration of; 

" substantive corporate regulation rather than the tokenism of 

legislation such as the securities acts".182 

presumably the substantive legislation would relate to; 

.. measures of corporate performance and means of control are 

needed that are independent of such markets and that are 

sensitive to the social consequences of corporate pricing 

policies, worldwide employment practices, waste disposal methods, 

and~so on".183 

The approach to regulating corporations (if they are permitted to exist) is 

similar to those advocating a structural restraint view. 

4.23 Lehman, 1983 

Lehman examined the development of social responsibility over a period from 

the late 1960s beginning with an attempt to define the topic area. If 

organisations are social as well as economic, and if there are moral 

considerations involved should researchers be operating in a market 

context? Lehman clearly had doubts since: 

"Moral imperatives or quality considerations are not resolvable 

in an economic framework. The usual market framework cannot 

promote or be used to implement moral values or ensure quality of 

life".184 
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Merino and Neimark, op.cit., p.50. 
ibid., p.51. 
loc .cit. 
Lehman, op.cit., p.3. 
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The various foms of social permission theory as expressed through the 

social contract, notions of organisational legitimacy, government 

regulation, and social audits, are based upon a consensus· or harmonious 

view of the nature of society. In turn, the policy recommendations (and 

research agenda) reflect these sssumptions. Lehman considers the outcomes 

from a different set of assumptions which view the world as·conflictual as 

a result of social divisions and differences. Four models are considered, 

"interpenetrating" "public policy" "general-market" and "financial-market". 

The interpenetrating model185 emphasises the degree to which corporations 

influence the public and are, in turn, influenced by the political, social 

and economic environment. Although apparently straightforward this theory 

does not explicitly recognise the extent to which the corporation can 

influence the environment as a result of economic and political power. 

Social responsibility reports may be intended to present only one side of 

selected issues ignoring other, more revealing, issues: 

"Although most accounting social responsibility researchers view 

the corporate influence over the public's expectations as non

problematic, they do so only by ignoring a wide body of 

literature that describes the influences corporations have had in 

this regard".186 

Other social institutions also influence public expectations, despite a 

widely held view that accounting is value-free and that the public is able 

to react in an independent manner to each new situation. These arguments 

apply to the influence of the legal framework and the education· system. If 

public expectations are conditioned by dominant groups, including 

corporations themselves, then; 

.. the suggestion that public opinion and pressure can and will 

cause corporations to be socially responsible may be 

inappropriate".187 
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Preston, L.E. and Post, J., Private Management and Public Policy 
(Prentice Hall, Englewood Cliffs, 1975). 
Leruman, op.cit., p.12. 
ibid., p.15. 
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The public policy model is based upon the use of the power of the state to 

influence company policy and decision making. 

influence government to act because: 

The general public can 

"The state is a free and neutral agent in this process and has 

the ability to act in ways that it determines rather than are 

determined by corporationS".lee 

However, a section of the literature has drawn attention to the degree to 

which corporations, as powerful economic interests, can lobby the 

legislative organs and modify any direct challenges to their authority; 

" accounts suggest corporations were supportive of government 

regulations and laws which would monitor corporations where such 

regulations were necessary for the survival of the corporations 

(e. g. such regUlations could alleviate public criticism by 

providing, a sometimes false, assurance that corporations would 

be held-accounta-ble for their-actions) ".le9 

The public policy model, from the radical perspective, suffers from the 

same drawbacks as the interpenetrating model. 

The general market model assumes that the generation of profits and the 

increase in value of the corporation in the market place are desired by 

shareholders and accepted by the general public as legitimate- aims of 

business entities. The market is held to be efficient and the best means 

of achieving resource allocation. However, unequal wealth endowments 

affect the ability of both consumers and investors to enter markets and 

influence outcomes. Furthermore, the concentration of economic power leads 

to monopolistic and oligopolistic influences which detract from the 

resource allocation aspects of market performance. Many socially related 

activities lie outside the normal decision alternatives of management and 

they are not internalised into the market mechanism because they do not 

have a price. The radical position is that markets do not provide guidance 

on socially related issues, including the social. responsibility of 

business: 

188 i . ib d., p.15. 
1e9. ibid., p.17. 
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"Additional important social bsues are also ignored by those 

researchers who rely, particularly, on financial market 

participants (stock holders) to evaluate corporate activities and 

to achieve corporate social responsibility ••• "190 

The financial market model is based upon the premise that shareholders seek 

to maximise share prices and will not invest in companies whose managements 

are not socially responsible. Shareholders will be concerned that 

corporate behaviour may attract government· regulation, for example action 

against enterprises investing in South Africa. Management will in turn be 

concerned to keep· share prices from falling. It is also suggested that a 

group of ethical investors may exist and drive down selected share prices 

if they discover that some of the'ir holdings are in socially non

responsible corporations. The assumption by some researchers that market 

mechanisms can be used to achieve corporate social responsibility is 

challenged by Lehman. In addition to the general problems of market 

information-asymmetry and biased communication, it is noted that maximising 

share prices does not necessarily maximise shareholder utility. The 

existence of monopolistic and oligopolistic enterprises, which are less 

reliant on the market for capital requirements and the varied nature of 

shareholders, prevents any valid generalisations about overall 

shareholders'· intentions. Furthermore, shareholders only represent one of 

a number of constituencies or audiences in society. The maximisation of 

share prices does not lead automatically to corporate social policies which 

would maximise the overall welfare of all stakeholders. 

Lehman concludes that researchers do not agree on how to define corporate 

social responsibility because of the view of corporations as profit 

maximising institutions: 

"Therefore, it is necessary for researchers to move beyond 

economic considerations, and explore defining corporate social 

responsibility broadly, in terms of social, moral, and quality of 

life considerations".191 

---------------------------------------------------------------------------
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None of the models considered, Lehman suggests, can deal with these social, 

moral and quality of life considerations and researchers are urged to 

consider administrative theory: 

"This theory recognises that corporations, as social institutions, 

affect the political process, the quality of life, moral values, 

economic conditions and social relationships".192 

The market cannot be employed as an indicator of efficiency because it is 

no longer effective as a regulator and cannot be an adjudicator of moral 

values. The search for social indicators as a measure of corporate social 

responsibility must be directed towards effects on society which are not 

simply market related. 

4.24 Ratliff and Merino, 1983 

Ratliff and Merino argued that the size and complexity of modern 

organisations has destroyed the regulatory effects of competition in the 

market-place- (thus giving rise- to the need for Monopolies and Restrictive ___ ~ 

Practices Legislation). Consideration needs to be given to stronger 

regulatory controls to counteract the failures of the market place, the 

inability to cope with technological change and diminishing finite 

resources, and asymmetrical power and wealth distributions. 

researchers have failed to respond: 

Accounting 

"Instead, most of our 'social' accounting research has been 

constrained by researchers' adoption of traditional economic 

models for their analysis. The impetus has been to 'fit' public 

interest research into the dominant accounting research 

paradigm. 193 

Social accounting researchers are alerted to the authors concern for the 

direction their discipline is taking; 

.. it seems clear that. it will take a concerted effort upon the 

part of public interest researchers to break the stranglehold 

that market research has on the academic research agenda" . .194 
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Ratliff and Merino have introduced a new body of literature into the public 

interest area and also attempted to show that accounting policies are not 

value free. The administrative theory literature, which makes up an 

important part of their paper, is clearly a departure from the form of 

social organisation to which all accountants and managers (in western 

economies) will be accustomed: 

"People, not market forces, would determine allocation of 

societal resources and establish socio economic objectives".195 

"Administrative theorists r,eject market regulation, they demand 

positive government action to counteract the power asymmetrics 

inherent in an oligopolistic economic structure".196 

Many of the arguments presented for administrative theory are similar to 

those already described in previous papers, and need not be repeated here. 

However, the_alternative policies for accounting research are given clearly 

and may be summarised as follows: 

(i) social accounting research has been ineffective, 

(ii) social problems are fundamentally insoluble within a market 

framework, 

(iii) structural inequities should not be accepted by adopting 

Pareto optimal criteria, 

(iv) to accept the concept of net externalities would lead to the 

imposition of social costs on the weakest parties, and 

(v) regulation on a cost-benefit basis would not lead to a just 

outcome, public interest accounting researchers must be 

concerned with the disaggregated effects of market operations. 

---------------------------------------------------------------------------
195 . . . ~b1d., p.4. 
196. ibid., pp.4-5. 
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The authors concluded inter· alia. 

"We advocate abandonment of market analysis for public interest 

research. We recognise that development of an alternative 

theoretical framework is not a short term endeavour and we do not 

mean to imply that we should abandon attempts to assess how 

contemporary accounting policies and measures affect society.n197 

4.25 Cooper and Sherer, 1984 

Cooper and Sherer have argued for a political economy of accounting to 

replace the existing approaches to external accounting for corporate 

performance. The present system of accounting, they contend, ignores 

aggregate social welfare because of a bias towards the private shareholder. 

Studies cited show that traditional accounting reports are useful to 

shareholders, but these studies must be evaluated against the lack of a 

theory of user needs. The changes in accounting policies towards 

disclosure (naive or knowledgeable shareholders) means the possibility of 

wealth. redistribution between shareholding groups. The effect of such a 

redistribution may not lead to a more efficient capital market because; 

" understanding individual responses may be of interest in 

contributing to a general understanding of accounting 

(elaborating users and their settings); but it is unlikely that 

individual behaviour translates to aggregate market 

responses n •
198 

Cooper and Sherer suggested that the literature relating to. the value of 

accounting repor·ts to individual shareholders ·is concerned with the 

efficiency of the market for information rather than the efficiency of the 

market for securities: 

197. ibid., p.19. 
198. Cooper and Sherer, op.cit., p.20. 
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HIt may well be that the empirical results indicate the private 

value (or otherwise) of information •••. But only in the most 

unlikely of circumstances is it possible that capital market 

reactions also indicate the social value of information or have 

iJnplications about the desirability of alternative accounting 

measures or disclosures".199 

The usefulness of shareholder reports as a contribution towards the 

efficiency of the economy as a whole is questioned, together with the use 

of markets as a standard by which other institutions should be judged. The 

authors critique both general equilibrium analysis and economic 

consequences analysis in much the same terms as the radical writers 

considered previously, before coming to their political economy of 

accounting approach. Political economy of accounting has three features; 

the recognition of power and conflict in society (affecting wealth 

distribution) and the logical consequences for accountants as participants, 

an emphasis on the specific historical and institutional environment of 

society and a~more emancipated view of society: 

"Attempts to resolve technical issues without consideration of 

this environment may result in an imperfect and incomplete 

resolution due to the~ acceptance of current institutions and 

practices".200 

These characteristics may be reduced to three iJnperatives, be normative, be 

descriptive and be critical: 

"These imperatives are intended to be more radical than the usual 

exhortations of this kind. Incorporating all three imperatives 

may be a necessary (though not sufficient) condition for 

"valuable" accounting research".201 

Accounting researchers should be explicit about the value systems 

underlying their work. This would place their work within a particular 

paradigm and facilitate the evaluation of alternative paradigms. 

Researchers are encouraged to describe 'accounting in action'; 

199 
200 
201 

ibid., p.210. 
ibid., p.219. 
loc.cit. 
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.. that is the effects of accounting on society· (and vice 

versa) and for increased understanding of the relationships 

between accounting, the accounting profession and the 

institutions in society ..... 202 

provided that recognition is given to descriptions beyond 'commonsense' 

views of the world. 

Finally, the researcher needs to be 'critical' a term interpreted as 

looking beyond markets and established value systems in order to assess the 

background influences on accounting. Cooper and Sherer indicated some 

doubt that the last imperative could be successfully implemented:' 

·Whether critical theory can in practice be applied to accounting 

research ... depends on whether researchers can free themselves 

from the attitUdes and orientations which result from their 

social and educational. training and which are reinforced by the _______ _ 

beliefa of the accounting profession and the business 

community·.203 

A number of suggestions for research within a political economy accounting 

framework are given. These include accounting and social welfare on a 

macro scale, involving liaison with other disciplines; 

• however, we are not advocating conventional social 

accounting or cost benefit analysis where incommensurate 

dimensions are compressed into the single dimension of money and 

valued in relation to market prices".204 

Other suggestions given are research into accounting as ideology-(the use 

of accounting data in social confrontations) and the identification of 

accounting problems (which is currently influenced by corporate and 

professional patronage) . 

202 
203 
204 

ibid., p.220. 
ibid., p.222. 
ibid., p.223. 



72 

In conclusion the authors stated that: 

• it may be insufficient to rely on the market for accounting 

research to foster research which is significantly different in 

approach from the existing paradigm. Rather, in order to develop 

a political economy of accounting normative, descriptive and 

critical research needs to be actively promoted and nurtured".205 

4.26 Tinker (Ed.), 1982 

This edited book of contributions is the record of a public interest 

conference session sub-titled "Private Enterprise versus the Public 

Interest". It contains papers by Lindblom, Briloff, Sporkin and Tinker. 

with the exception of Tinker the contributions are well known for their 

interest in the public accountability of corporations other than from a 

Marxist perspectve. For example, Lindblom is concerned about additional 

regulation of public corporations because he does not accept that they are 

any longer private organisations: 

"We shall consequently have to abandon the traditional view that 

corporations are private organizations. We shall have to 

acknowledge the public character of enterprizes, especially of 

big businesses We shall have to acknowledge that they have 

become social instruments in the same way that government 

agencies are social instruments."206 

The importance of accounting in this process of additional regulation lies 

in; 

" identifying its prestigious core with a growing role in 

social investigation for the benefit of responsible authority and 

accountable corporations.,,207 

Briloff attacked the quality of the public audit function of the accounting 

profession, the standard of disclosure of most public corporations and the 

205 
206 

207 

ibid., p.226. 
Lindblom, C.E., "The Accountability of Private Enterprize: Private -
No. Enterprize - Yes", in Tinker, A.M. (Ed) Social Accounting for 
Corporations (Marcus Weiner, New York, 1982) p.22. 
ibid., p.24. 
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type of accounting standards produced by .the Financial Accounting Standards 

Board. Briloff was concerned that the Securities and Exchange commission 

(SEC) did not regulate effectively in dealing with corporate disclosures 

and the public audit statement. Although the topics covered in this paper 

are of general importance to the accounting discipline they are not of 

particular relevance to social accounting as it is commonly defined. The 

paper did not consider the extension of present accounting systems but 

attempted to initiate changes which would make current accounting systems 

work better. 

Sporkin, formerly a director of the SEC, was concerned with the subject of 

realism in published accounts. The topic ranged from accounts which meet a 

number of specific accounting standards or generally accepted accounting 

principles but are nevertheless unsatisfactory (not realistic), to those 

which conceal material facts and are, therefore, misleading. Sporkin 

provided a list of rules to be applied in orde.r to ensure realism in 

accounting and aUditing reports. His paper may be criticised as defending 

the. status quo to a considerable extent, and also because there is 

relatively little concern with social accounting or extensions of current 

accounting techniques into new areas. 

Tinker provided an introduction and a concluding paper. The latter formed 

the basis of a later work which is considered under 4.27 below, and will 

not be reviewed here. In the introduction Tinker noted that public 

interest accounting is an unsatisfactory label, but also indicated how some 

(academic) accountants saw that it might be used: 

"For many accountants, "public interest accounting" is not an 

autonomous realism for cultivating "good deeds" and paternalistic 

liberal ideas; rather, it is a convenient incubation area for 

developing critical and radical perspectives, intended for 

populating the subject as a whole."208 

However, it should be noted that for many accountants public interest 

accounting is synonymous with social accounting which is seen somewhat 

unclearly, but in evolutionary rather than revolutionary terms. 

---------------------------------------------------------------------------
208 Tinker, A.M. Social Accounting for Corporations (Marcus Weiner, New 

York, 1984) p.7. 
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4.27 Tinker, 1985 

In a book which has attracted considerable attention and critical acclaim 

Tinker critiques accounting from a Marxist position and proposes the 

outline of an alter,native system. The book is divided into four parts, , 
beginning with an expose of a number of scandals involving large 

corporations. The purpose of this part appears to be to indicate that not 

all (any?) large corporations behave in a socially responsible manner and 

that their irresponsibility is not hindered, and indeed may be assisted, by 

current accounting systems. 

In part two, Tinker begins his consideration of value theory which is a 

major contribution to the accounting literature. 

defined as; 

Accounting practice is 

n a means for resolving social conflict, a device for 

appraising the terms of exchange between social constituencies, 

and _an_institutional mechanism, for, arbitrating, evaluating and 

adjudicating social choices. n209 

The relationship between value theory and accounting is demonstrated in the 

diagram reproduced as Exhibit 8. 

EXHIBIT 8 
The Relationship Between Value Theory and Accounting 

------------------------------
I Legal, Religious, Scientific I 
I and other Social Beliefs I~ 

-----'~::::]:----r---- . ==---. _~~~~~:~~~~: I 
~ I Accounting I ==---

I=~~===~~=~=~-~--
I Accounting Practice I 

---------=~======t=== ___________________ _ 
Economic Exchange Transactions I 

Source: Tinker, op.cit., p.83. 

---------------------------------------------------------------------------
209. Tinker, 1985 op.cit., p.81. 
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Accounting practice ia ahown aa affecting, and being affected by, economic 

exchange transactions. Value theory relates to both economic exchange 

transactions and accounting thought; though the :latter value theory also. 

affects accounting practice. The relationship between accounting and value 

theory is explored in an historical context and Tinker suggests that early 

forms of accounting involved labour value theory which was an early form of 

developed exchange. This leads into part three, which provides a detailed 

discussion of theories of value especially Marxian labour theory of value 

compared to the marginalist theory of private' value, which is criticised 

for providing the basis of modern accounting. The marginalist value theory 

adopted by modern accounting means that accounting as a discipline is not 

value-free, it supports the status quo and does not perform the functions 

attributed in the definition provided above. 

Part four offers a conceptual outline of a new form of accounting, radical 

accounting, which would provide a response to a variety of problems brought 

about by alienation. A hierarchy of problems due to alienation are 

illustrated together with a related hierarchy of accounting systems. These 

are shown in Exhibit 9. 

Hierarchy 
of Problems 
of Alienation 

BXHIBIT 9 
Alienation and Accounting Consciousness 

-----> Alienation under Capitalism 
1 (Emancipatory Accounting) <-----
1 
1 
1-----> Intra-Class and Externalized 
1 Alienation 
1 (Social Constituency Accounting) 
1 <-----
1 
1-----> 
1 
1 
1 
1 
-----> 

Fiduciary 
Alienation 

(Conventional Accounting) 

Wealth 

<-----

Misspecification Alienation 
(Marginalist Entity Accounting)<-----

Source: Tinker, op.cit., p.178. 

Hierarchy 
of 

Accounting 
Systems 

In the discussion which takes up the last part of the book Tinker deals 

with social constitutency accounting and emancipatory accounting. Social 

constituency accounting recognises two forms of alienation; intra-class 
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alienation and externalised alienation which have not been considered 

previously. The parties concerned are capital providers, local communities 

and neighbourhoods, customers, labour and overseas Nations. The approach 

of social constituency accounting is to recognise externalities: 

"Corporations may be compelled to acknowledge their external 

effects by fines, taxes, compensation payments and restrictions 

on the use of technology. These different practices result in 

the externalities being internalized or impounded in the cost and 

profit functions of the offending corporation, thereby curtailing 

the antisocial (alienating) effects.·21D 

However, although some attention is given to social constituency accounting 

Tinker does not consider that it is adequate for his needs: 

"Marginalists entity accounting was adjudged inadequate because 

it ignores many of the social contradictions raised by surounding 

activitYL __ thus we find that, in the final analysis, social 

constituency accounting, with its marginalist underpinnings, is 

similary flawed.· 21l 

This means that the majority of the literature on social accounting which 

refers to additional disclosures, including those of externalities, is also 

considered to be deficient. Tinker has responded to this perceived 

deficiency by introducing the further category of 'emancipatory accounting' 

which is intended to deal with the problem of alienation under capitalism. 

This form of accounting is incompletely developed, although it clearly is 

based. upon labour theory of value, is antipathetic to capitalist systems of 

production and consumption and consequently is revolutionary rather than 

evolutionary in terms of current practice. Tinker is almost silent on the 

content of emancipatory accounting: 

-----------------------------------------------------.----------------------
210. ibid., p.217. 
211. ibid., p.2l7. 
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"Emancipatory accounting includes information systems capable of 

recognizing the alienating effects of capitalism and therefore is 

more effective in detecting capitalist alienation than any of the 

other accountability systems discussed previously. "212 

Clearly further work is needed in this area if Tinker is going to provide 

substance to this particulsr form of accounting. 

paper prophets has been critiqued from both the conventional and radical 

accounting positions. Johnson 213 has suggested that the work contains 

several faults including a supercilious writing style, poor linkage between 

sections and a lack of specificity in relation to what radical accounting 

systems would look like in practice. Only the last point has any 

validity, despite a rejoinder by Tinker to the contrary.214 

A similar point has been made in a review by' Laughlin and Puxty. The 

review is favourable and the authors note the difficulties inherent in 

providing specification for a completely new system of accounting: 

"It is hardly surprising therefore that the alternative proposed 

by him is not worked out in detail .••• Tinker is rejecting the 

basing of accounting values in market transactions. Instead, he 

is proposing a value system based in production. It is not clear 

if the balance sheet headings will remain essentially the same 

but the numbers attached to them would differ •.•• 215 

Alternatively, Laughlin and Puxty note that the whole of the property 

owning'relationships in society may be changed. It is also noted that the 

mechanism by which society is to adopt a different form of accounting is 

not made' clear; is a pluralistic' society with more active and energetic 

checks on accountability envisaged or some other scenario: 

·We are not clear if he envisages his system as improving current 

society, or being operational only in an alternative society.·216 

~--------------------------------------------------------------------------
212 
213 
214 

215 
216 

ibid., p.202. 
Johnson 
Correspondence published in the Social Accounting Monitor (November 
1986) . 
Laughlin and Puxty, op.cit., pp.87-88. 
ibid., p.89. 
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If others were clear about this feature of radical accounting reactions 

might be different. Tinker has made a major contribution to the social 

accounting literature although not completely specifying his more advanced 

theories. The effect of this work will be considered in section 4.40. 

4.28 Lehman, 1987 

Lehman has examined one of the most conservative aspects of accounting, 

professional ethics, from a radical position. In a review of accounting 

literature which covered the categories of discourse, rather than the 

actual content, she concluded that: 

"The results above suggest that ethics is denied any fundamental 

importance in these publications; rather, ethical practices are 

secondary to profit maximization. The real "lesson" taught in 

these publications is survival of the fittest; compete rather 

than co-operate; advance the individual before the community. 

The_ promotion of _ Social Darwinism in business, the sacrosanct 

status attached to individual advancement and the valueing of 

ends (the bottom line) over means inhibits critical appraisal of 

unethical practice. n217 

Lehman notes that the predominant mode of accounting education is connected 

with how do 'do' things not with the 'why' they are done and the underlying 

implications of the particular course of action under examination. The 

trend in education shows that business education is taking the place of 

studies in education and the humanities in providing the basic general 

education to many young graduates, and yet the level of attention given to 

ethical matters in business courses is very low. 

The institutional call for education in ethical matters is designed to 

_constrain the system and ensure its survival because ethical behaviour is 

an informal control mechanism which mitigates against the worst excesses of 

the market system. The radical view is that the encouragement of ethical 

conduct in the professional and educational arenas should not be to ensure 

survival of the system; it should examine the broad effects of the action 

of organisations on the environment; and should inVOlve education to the 

217 h . t 5 . Le man, OPe Cl. 0' p .. ' 
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extent of questioning the institutionalisation of inequalities, political 

constraints and the role of accounting in social conflicts; finally, social 

and political issues should not be taught as separate from accounting and 

business. This position i8 summarised by Lehman as folloW8: 

-In contrast, the education in ethics proposed here entails: 

challenging old notions of ethics as good deeds of individuals, 

exploring the structures inhibiting socially desirable behaviour, 

and promoting political and institutional changes that would 

advance ethics._218 

4.30 A Synthesis of the Radical position 

The radical literature which has been surveyed in this chapter serves to 

emphasise a number of different aspects of the radical approach. A number 

of basic characteristics may be distinguished, they are: 

i. The market must be de-emphasised, or even abolished, as a device for 

allocating resources. 

ii. Corporations are owned, organised and operated in a manner that is 

designed to exploit entrenched power relationships. 

iii. The accounting profession as it is currently organised is engaged in 

wittingly or unwittingly maintaining the status quo by attaching 

itself to one party to social conflict (capital) to the exclusion of 

the other main party (labour). 

iv. The accounting profession engages in mystifying the processes in 

order to exercise power. Value positions held by accountants are 

based on marginal economics and are deficient because of i. above. 

v. Accountants are ignorant of the extent to which the discipline is 

both socially constructed and socially constructing. 

vi. Accounting as a discipline must be changed to take account of social 

relationships in a much wider manner, perhaps by incorporating a 

labour theory of value. 

vii. Accountants, accounting educators and accounting students must 

appreciate that they have a choice in their social relationships; 

they must conciously take sides in social conflict. 

viii. Social accounting as presently advocated by most of the literature, 

is deficient because it only considers additional disclosures and 

218 'k'd 13 • 1.u1 ., p. . 
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perhaps externalities, does not envisage a change in ownership of 

capital resources, would regulate the market mechanism rather than 

dispose of the market altogether, is too close to the marginalist 

economic position and is based on an extension of the status quo 

with some modification. Social accounting is evolutionary rather 

than revolutionary when viewed from a radical perspective· and 

consequently is considered inadequate or even obstructionist. 

If this synthesis has validity it is reasonable to ask what contribution 

the radical paradigm can make towards social accounting in the form 

advocated by mainstream literature. 

4.40 The Contribution of the Radical Paradigm Towards Social 

Accounting 

After reviewing the literature of the radical paradigm in accounting, it is 

concluded that there exists only a marginal overlap with current attempts 

at ~lementing social accounting (which are described in Part Il). The 

areas _. of. social permission theory (the social contract and organisational 

legitimacy) and administrative theory are adjacent to the radical paradigm 

but do not present the same analyses. The radical paradigm provides an 

alternative view of the place of corporations in society, together with the 

accounting discipline which supports and regulates these corporations. It 

is a necessary view which can stimulate researchers and students to 

question both their value systems and that of the discipline within which 

they work. 

The problem with the radical approach to social accounting. is that the 

literature may only interest those readers already prepared to question the 

basis of soc.ietal organisation (in Western capitalist economies). In other 

words the radical literature tends to be· an example of "preaching to the 

converted" in some ways, and will be ineffective when attempting to 

convince most accountants and managers of the need for social accounting. 

Alternatively, it might provide a worst case example of a 'future' if 

corporations do not change some aspects of their organisation and embrace 

notions of a wider accountability. 

The normal relationship of accounting to society and social change is that 

of a service activity, which reacts to change, not that of·a policy making 

system which is proactive and initiates changes. Consequently accounting 



81 

as a discipline evolves and the social accounting area is evolving only 

slowly as the second part of this thesis will demonstrate. If society 

indicates, through the political process, a desire for more rapid changes 

in disclosure practices, the accounting disciplines will respond. 

4.40 Chapter Summary 

The diagram of the relationship of value theory and accounting, which is 

adopted from Tinker and reproduced as Exhibit 8, acknowledges the 

importance of another source of influence on accounting namely legal, 

religious, scientific and other social beliefs. This amounts to a cultural 

effect, which was referred to in chapter three and is explored in greater 

detail in chapter seven when considering differences in disclosure 

practices. The effect of culture on accounting appears to be considerable 

and a force for stability and against revolutionary change. 

At the risk of appearing naive, it is concluded that the form of accounting 

which exists in a society is a product of a large variety of factors, the 

majority~~~of~which are satisfied by~ the output from the accounting system. 

This position does not mean that change is not desirable but that change is 

likely to be slow and evolutionary rather than rapid or revolutionary. 

Accordingly, the radical approach is not thought to be a particularly 

useful vehicle at the present time for influencing accounting practice, 

although the contributors offer particularly stimulating insights in the 

form of alternative views of the world. There is an element of resistance 

to evolutionary social accounting generated by the publicity given to the 

views of accounting radicals which cannot be ignored. In line with the 

radicals urging of researchers to state their value positions it was stated 

in the introduction that this thesis views social accounting from an 

evolutionary perspective. 

Within the context of developing~ strategies to gain acceptance for social 

accounting disclosures or justifications for the expenditure of additional 

discretionary resources, this chapter has identified the radically related 

arguments. Furthermore, the differences between arguments for disclosures 

which are based upon notions of the social contract and arguments based 

upon more radical views of the corporation and its environment have been 

explored. The radical .perspective has been applied much more widely than 

social accounting as has been demonstrated from the literature cited. The 

author argues for the more evolutionary direction because it is likely to 
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be more advantageous as a strategy leading to the development and adoption 

of sooial aooounting. This is not to suggest that the radioal approach 

does not have value for researchers and graduate students. However, in 

terms of interesting praotioing aocountants and others in sooial 

accounting, there are oonsiderable philosophioal limitations. 

These limitations are assooiated with the mainstream view of the usefulness 

of the market mechanism, together with a social structure in whioh a large 

proportion of the populaoe are property owners to some extent. The radical 

view of aooounting would seek to de-emphasise or eliminate the use of the 

market meohanism and· is basioally antithetioal to oapitalistio modes of 

produotion, seeking to use alternatives suoh as administrative 

organisational structures and labour theory of value. 
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5.00 A Summary of Part I: Arguments Justifying Social Accounting 

Disclosures 

It was suggested in the introductory chapter that many writers in the area 

of social accounting have assumed that the ideas put forward for 

developments in this field are desirable, justified, and filled a 

demonstrated need. The early literature argued· a case for social 

accounting and non-traditional forms of reporting, later contributions have 

taken this case to be self evident. Clearly, to a vast majority of the 

accounting, managing and investing community the advantages are not self

evident, otherwise more would have been achieved towards implementing 

additional accounting disclosures in the last decade. Furthermore, the 

interests of different groups are no more congruent about social accounting 

than they are about other aspects of our complex society. 

This part. of the thesis has used three approaches to associate attributes 

of social accounting with the arguments put forward by different parties. 

It is suggested that the attributes of social accounting associated with a 

particular user-group may lead to a strategy by which greater acceptance of 

non-traditional accounting and the attendant use of additional 

discretionary resources may be achieved. 

Chapter two introduced the market related arguments which may be used to 

justify social accounting disclosures via research into the information 

content of additional disclosures and the effects these may have on 

corporate income and stock market values. Evidence of an association, or 

of information content, may be of interest to groups associated with 

traditional shareholder and management roles. This strategy may be likened 

to the implementation of the seldom quoted eleventh objective in the 

Trueblood Report. The chapter reviewed the. research connecting additional 

social responsibility accounting disclosures with share prices and other 

market related indices. Although the evidence is conflicting there does 

appear to be information content present· in these disclosures. It was 

concluded that shareholders and creditors may be interested in this 

information and that a justification based upon shareholder-usefulness may 

be a partial strategy to obtain additional information in the form of 

social accounting. 
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The socially related arguments discussed in chapter three, may be used to 

develop the notion of a social contract between productive organisations 

and other groups. The moral agency of the corporation may be established 

and through the notion of a social contract with business, other groups 

such as employees, customers and the general public may expect additional 

disclosures. The atrategy to achieve a greater demand for social 

accounting by those who are sympathetic to additional disclosures might be 

to stress the complementary rights and obligations of the corporation 

through moral agency and not by a radical attack upon the basic system. 

This approach leads logically to an emphasis on organisational legitimacy 

as the pragmatic expression of social permission theory. Managers who are 

unable to accept the moral imperative of the social contract arguments may 

be prepared to consider the amoral position of the organisational 

legitimacy approach. 

The Corporate Report referred to the information needs of a wider group of 

users. including _ employees and. the general publiCI all those with 

'reasonable rights' to the information. Despite the far reaching and 

apparently radical nature of the recommendations contained in the Corporate 

Report, there do not appear to be any radical political or organisational 

considerations. 

The market··,related and socially related approaches are different means of 

looking at the world without envisaging radical changes in organisational 

structures. The strength of these approaches is that the world is similar 

to that seen bymo.st shareholders, creditors, managers, customers, 

employees and the general public. These groups may be socially 

conditioned, nevertheless, such that their reactions are predictable and in 

favour of evolution rather than revolution. The effect of culture on 

accounting sub-cultures, which was briefly introduced in chapter three, may 

have a bearing on this condition of relative stability. This' thesis bases 

the structure of a more socially relevant accounting in Part II, on the 

arguments' advanced within chapters two and three rather than the radical 

paradigm because the structure is concerned with implementation. It is 

argued that strategies for implementation are best provided for 

shareholders and creditors through the market related studies and for other 

groups through the social contract and organisational legitimacy positions. 

It is argued that the evolutionary process of accounting will lead to a 
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decrease in the emphasis on the market studies and to a corresponding 

increase in the emphasis placed on the other arguments. Both public and 

private sector organisationsl activities are included in the arguments 

advanced. 

The radical approach, and the associated literature discussed in chapter 

four, offers a most interesting field for research. However; there is a 

considerable difference between developing an interesting field for 

research and communication between academics and achieving a degree of 

acceptance by management, practitioners, and the general public. The 

radical paradigm is offered as an alternative to the components of the 

social permission theory, the social contract and theories about 

organisational legitimacy. The economic nature of the corporation is seen 

as a part of the whole to be considered along with social, moral and 

quality of life factors which cannot be processed through the market place. 

The motives and interactions of individuals and collectives are seen as 

problematic. A particular problem is the extent to which organisations can 

manipulate the.regu1atory environment within which they operate, including 

the regulation exercised over disclosures in annual reports. 

The radical literature is, by definition, unsympathetic to the shareholder 

creditor group considered above, and impatient with the evolutionary nature 

of the reforms/changes· contained in the socially related arguments. 

Perhaps the research of the radical paradigm might be directed towards 

large scale public sector deve10pme','ts in the areas categorised by the 

author as socio-economic and social indicators accounting but the majority 

of radical theorists are concerned with private sector organisations. 

However, a radical strategy is unlikely to generate the climate in which a 

majority of managers, investors and accountants will be inclined to favour 

the development of social accounting. 

In view of the increased investment needed to provide a more comprehensive 

reporting framework, strategies are needed to bridge the gap between 

research and academic writing and the implementation of these ideas. 

without a bridge, social accounting will not advance very far, or very 

quickly. 
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S.lO Conclusion 

Part I (chapters two to four) has considered three strategies which may be 

advocated by proponents of the development of social accounting. They are 

(1) placing the stress upon the information content of social accounting 

disclosures in annual reports which may be of interest to shareholders and 

creditors; (2) concentrating upon the social contract, the moral nature of 

the corporation and organisational legitimacy which, it is argued, would 

concern the other groups in society; and (3) being concerned with the 

radical paradigm which may be influential with social activists and 

reformers. 

Subsequent chapters present an examination of the structure of social 

accounting reporting and research assuming that the audiences will be drawn 

from adherents to the first two groups rather than the radical paradigm. 

The latter may be well suited to developing the critical faculties of 

researchers and students. However there is no evidence that it will be 

particularly persuasive with the majority of managers, accountants, and 

similar groups at. the present time. 

The relationship between the accounting· discipline and the social 

environment, would indicate that until society changes further in the 

direction indicated· by the radical theorists it is unlikely that the 

discipline will acquire a radical emphasis. Conversely, if society 

changes, accounting will follow. Attention will now be given to the 

classification and structure of research into social accounting and the 

limited implementation which has already taken place. 
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PART II - A SUGGESTED CLASSIFICATION FOR SOCIAL ACCOUNTING 
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6.00 The Classification of Social Accounting: An Introduction 

6.10 Introduction 

Although normative-deductive accounting research is not currently 

fashionable, it is considered that there should still be some interest in 

developments of the kind which this part of the thesis sets out to explain: 

Particularly since the use of additional resources has been justified in 

Part I. McDonald has classified theories of accounting as descriptive 

(theories of accounting) 219 and normative (theories ~ accounting). 

Furthermore, he associated the two alternatives with different methods of 

arriving at the policies shown in Exhibit 10 below. 

ZXIIIBIT 10 
Alternative approaches to policy formation adopted from McDonald220 

Rational Comprehensive 
(root) 

la. Clarification of values or 
objectives distinct from 
and usually prerequisite 
to empirical analysis of 
alternative policies. 

2a. Policy-formulation is 
therefore approached 
through means-end analysis: 
First the ends are isolated, 
then the means to achieve 
them are sought. 

3a. The test of a "good" 
policy is that it can be 
shown to be the most 
appropriate means to 
desired ends. 

Successive Limited Comparisons 
(branch) 

lb. Selection of value goals and 
empirical analysis of the needed 
action are not distinct from one 
another but are closely inter
twined. 

2b. Since means and ends are not 
distinct, means-end analysis is 
often inappropriate or limited. 

3b. The test of a "good" policy is 
typically that various analysts 
find themselves directly agreeing 
that it is the most appropriate 
means to an agreed objective. 

219 McDonald, D.L., Comparative Accounting Theory, (Addison Wesley, Mass., 
1972) . 

220 ibid., pp.14-15, Original source Lindblom, C.E., "The Science of 
Muddling Through", Public Administration Review, Vol.19 No.2 (1959). 
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4a. Analysis is comprehensive; 4b. 
every important relevant 
factor is taken into account. 

Analysis is drastically lindted 
i) Important pO,ssible outcomes 

are neglected. 
ii) Important alternative 

potential policies are 
neglected. 

iii) Important values are affected. 

5a. Theory is often heavily 
relied upon. 

Sb. A succession of comparisons 
greatly reduces or eliminates 
reliance on theory. 

The rational-comprehensive approach is associated with a normative view 

leading to a theory for accounting. The successive limited comparisons 

approach corresponds more with the evolution of accounting. Goals are 

required in both cases, however, they are arrived at in different ways. 

In the descriptive approach goals are deduced from observing actions, 

decisions and policies, whilst in the normative approach; 

" goals are stated a priori, and decisions, actions, and 

policies_ are evaluated or judged in terms of the established 

goals. Thus, goals, their nature and scope, must be of concern 

in any discussion of accounting or any other discipline".221 

Part II is mainly concerned with normative accounting and has the goal of 

explicating the confused area of research often referred to as social 

accounting, by reference to a framework or classification which may lead 

towards a more socially relevant accounting. 

Initially the author addresses the issue of the confusion about what 

constitutes social accounting introduces a discussion of measurement 

problems. Later chapters deal with each of the component parts into which 

the author has divided the field to permit easier examination; this is the 

suggested organisation for social accounting research. The philosophical 

justification for this field of study, which was discussed in Part I, is 

then set into the context in which it most frequently appears, the 

consideration of externalities. Finally, the separate areas are 

reintegrated to form a system of accounting which is more socially 

relevant, thus demonstrating the usefulness of the classification system. 

221. ibid., pp.l5-I6. 
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References to social accounting may be found in company reports, press 

releases, the news media and occasionally political speeches. The 

frequency of these references would suggest that social accounting might 

become increasingly important in the future, as the discipline of 

accounting is extended to include a variety of items not disclosed at 

present. However, the development of alternative disclosures is 

particularly subject to social and economic conditions. Consequently it 

can not be claimed that development will be continuous or without periods 

of regression. As discussed in the first part of the thesis, a number of 

alternative approaches may be used to justify a concern with this form of 

reporting. 

However, the argument for an increase in socially relevant accounting 

information cannot be made. simply by justifying the basic notion and a 

closely argued case must be clearly ·established for the implementation of 

the disclosures. The case for an extension of social accounting 

measurements and disclosures is affected by confusion and problems with 

measurement and. evaluation •. The. confusion arises partly because the term 

social accounting is used in different ways by different groups of people 

and the measurement difficulties are always present in any new area (indeed 

they are what accounting is all about). The disagreements about how far 

accountants should go in their measurement. and reporting activities are 

traceable to fundamental differences in philosophies about disclosure and 

reporting. Indeed, some of the works considered in the chapter dealing 

with the radical critique would suggest that the issues are much more 

complex than simply disclosure and reporting, . but extend deeply into the 

social fabric of the host society. Deeply ingrained value positions affect 

the researcher and the resultant research. 

Experience with an earlier paper,222 the preparation of a survey paper on 

social accounting research in Australia and New Zealand,223 and discussion 

with interested parties, has indicated the need for a framework within 

which social accounting research could be fitted. Such a framework might 

---------------------------------------------------------------------------
222 

223 

Mathews, M.R., "New Areas in Accounting: Some Clarifying Comments", 
Occasional Paper No.37 (Faculty of Business Studies, Massey 
University, 1981). 
Mathews, M.R., "A Survey of Social Accounting Research in Australia 
and New Zealand", in M.R. Mathews, (Ed) Readings in the Development of 
Accounting (Dunmore Press, Palmerston North, 1984). 
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be of assistance in formulating empirical research, in analysing the 

existing lit~rature or in developing teaching programmes. Furthermore, the 

fit between current disclosure practices and desired disclosures may be 

examined. 

6.20 The Basic Outline: Confusion and Structure 

Those who conduct research in the area of social accounting often 

experience some difficulty in explaining their work to others. The use of 

'social' in conjunction with accounting, does not seem to work as well as 

the addition of 'financial', 'management' or 'tax'. These words add a 

large measure of explanation and precision to 'accounting' which 'social' 

does not. Perhaps one difficulty, not encountered by the descriptors given 

above, is the range of total activity included under social accounting. In 

this thesis the term is used to cover the following activities:-

6.21 Social Responsibility Accounting (SRA) 

Social responsibility accounting refers to disclosures of financial and 

non-financial,_quantitative and_qualitative information about the 

activities of an enterprise. This area also includes employee reports 

(ER), human resource accounting (HRA) and accounting and industrial 

democracy. Alternative terms in common use are social responsibility 

disclosures and corporate social reporting. This is the most usual type of 

social disclosure but perhaps lacks the depth of philosophical concern 

which is present in: 

6.22 Total Impact Accounting (TIA) 

This term is used here to refer to the aggregate effect of the organisation 

on the environment. To establish this effect it is necessary tc) measure 

both positive and negative externalities. Because of the origins of this 

area it is often referred to as cost benefit analysis (CBA) or social 

accounting (thereby confusing the use of that term) and sometimes as social 

audit. 

6.23 Socio-Economic Accounting (SEA) 

Socio-economic accounting is the process of evaluating publicly funded 

activities, using both financial and non-financial quantification. The 

entire activity should be evaluated, with a view to making judgements about 

the value of expenditure undertaken, in relation to the outcomes achieved. 
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6.24 Social Indicatora Accounting (SIA) 

The te~ social indicators accounting is used to describe the measurement 

of macro-social events, in te~ of setting· objectives and assessing the 

extent.to which these are attained. The outcomes of this analysis should 

be of interest to national policy makers. 

6.25 societal Accounting 

Societa1 accounting is used by some writers in this area .to suggest a form 

of accounting which integrates all other fo~ into an overarching or meta-

theory. The discussion of societal accounting is conceptual since 

implementation at this level is not envisaged. 

Each of these component parts of the social accounting framework will be 

considered in turn. However, the characteristics are more clearly seen 

when shown in a comparative format as in Exhibit 11. 

BXIlIBIT 11 
The characteristics of the various component 

parts of social accounting 

1. 

DIYISIOR 

SOCIAL 
RESPONSlBlLTY 
ACCOUNTING 
(SRA) 

PURPOSE 

Dilclolure of indi
vidual items having 
•• ocial impact. 

AREA OF 
MAIN USE 

PRIVATE 
SECTOR 

TIME 
SCALE 

SHORT 
TERH* 

MEASUREMENTS 
USED*" 

Mainly Hon
Financial and 
Que 11 tati ve 
Leveh If lI. 

ASSOCIATED AREAS 

Employee Reports, Human Resource 
Accounting, Industrial Democracy. 

----------------------------------.-------------------------------------------------------------------------------
2. TOTAL 

IMPACT 
ACCOUNTING 
(TU) 

3. SOCIO
ECONOMIC 
ACCOUNTING 
(SEA) 

4. SOCIAL 
INDICATORS 
ACCOUNTING 

5." SOCIETAL 
ACCOUNTING 
(SA) 

Heasures the total 
cost (both public 
and private) of 
running. an organis
aUon 

Evaluation of 
publicly funded 
projects involving 
both financial'and 
non f inanc ia I 
measures. 

PRIVATE 
SECTOR 

PUBLIC 
SECTOR 

Long term non- PUBLIC 
financial quanti- SECTOR 
fication of Bocietal 
statistics. 

Attempts to portray 
accounting in global 
teras - over arching 
theories. 

BOTH 
ALL EH
BRACING 

MEDIUM 
AND 
LONG 
TERM 

SHORT 
AND 
MEDIUM 
TERM 

LONG 
TERM 

ALL 

* Normally short term to fit annual reporting patterns. 
** refer section 6.30. 

Financial 
AAA Level III 

Financial 
Non-Financial 
Levels 11 and 
111 

Non-Financial 
Quantitative 
AAA Level 11 

Financial 
Aggregates 

StrategiC Planning, Cost-Benefit 
Analysi •• 

Cost-Benefit AnalysiS, Planned 
Programmed Budgeting Systems, 
Zero Based Budgeting, Institu· 
tional Performance Indicators. 
Value for Money audit. 

National Income Accounts, 
Census Statistics. 

Systems Theory, Mega Accountancy 
Trends. 
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Exhibit 11 shows the basic divisions or components of the framework. The 

dimensions are based upon a division between the private and ·public 

sectors, the time scale involved and the types of measurement used. Thus 

the area of social responsibility accounting is predominantly a private 

sector short-term reporting system, using mainly non-financial quantitative 

and qualitative data. The second division concerns the difficult problem 

of the identification, mea.surement, valuation and disclosure of 

externalities. Together social responsibility accounting and total impact 

accounting make up what most of the literature refers to as social 

accounting. In contrast the third division, socio-economic accounting, is 

a public sector activity, using qualitative and quantitative data (of both 

financial and non-financial types) to evaluate programmes of short and 

medium term. Social indicators accounting is the macro activity which 

complements the socio-economic accounting activity. Taken together, these 

activities are intended to improve the performance and accountability of 

public sector activities. Societal accounting conceptualises all 

accounting as interrelated. The basic issue of measurement is addressed 

next. 

6.30 Measurement 

The American Accounting Association, in the report of the Committee on 

Social.Costs, suggested that three levels of measurement may be involved in 

the development of social accounting. 224 These are: 

Level I,. where the activity is identified and described. Examples might be 

the identification of polluting materials which are being discharged into 

the environment. 

Level Il, where the activity is measured using non:'monetary units. The 

polluting materials are measured in terms of rate of discharge, the timing 

of flows, and compliance with existing standards formulated in physical 

terms. 

Level Ill, where attempts are made to value the discharge. The 

measurements are converted to financial estimates of costs and benefits to 

all stakeholders, ranging from shareholders to the general public. 

224 American Accounting Association, "Report of the Committee on Social 
Costs", The Accounting Review Supplement to Vol.XLX (1975) pp.51-a9. 
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The three levels of measurement may be illustrated by reference to sulphur 

dioxide gas, a common cause of pollution. If sulphur dioxide is discharged 

into the atmosphere it will soon be detected by its odour, and elementary 

analysis will confirm that the odour is caused by sulphur dioxide. This 

is a Level I measurement. The volume of discharge measured over a period 

of time in physical units, such as parts per million (ppm) will provide a 

Level 11 measurement. A Level III measurement is made when we convert the 

effect of the discharge into financial terms. 

The last type of measurement is the most difficult, because it involves 

valuation and the assignment of costs to events which are external to the 

organisation. Examples might be damage to the paintwork of neighbouring 

housing areas, the destruction of parks and gardens, and the creation of 

health problems. These valuation problems may be difficult to overcome and 

the values assigned to the effects of pollution will be open to dispute. 

The discounting to present value of the cost of future events, such as 

repairs or replacements, or the payment, of damages, is obviously 

problematic. These measurements are made, however, in calculating 

compensation for injury, loss of earnings or death from accident. Even if 

the local pollution measurement and valuation issues can be resolved, 

difficulties will arise where the damage is remote from the source in terms 

of time and distance. To cont inue the sulphur dioxide example, the 

effects of low levels of atmospheric sulphur dioxide over long periods of 

time may be more damaging to health than is currently recognised. This 

development (because it is currently unknown) cannot be allowed for in our 

valuation. Similarly if sulphur dioxide discharged in one country leads to 

acid rainfall in another many miles away, this'event cannot be measured and 

valued in any meaningful way at the present time. However, this position 

may change as the result of recent ecological disasters including the 

Chernobyl nuclear contamination and the discharge of chemicals into the 

river Rhine. There is a political dimension to the valuation of 

externalities because individual and group value positions are involved. 

This will have been especially clear in the sections, dealing with the 

radical critique of current accounting systems in chapter four, and is 

explored in the philosophical discussion on externalities in chapter nine 

dealing with total impact accounting. 



9S 

The five categories of social accounting outlined in this part of the 

thesis are not exhaustive and further sub-division and classification may 

result from the development of the sub-discipline of social accounting. 

Indeed, this may be predicted on the basis of past trends in the 

development of the accounting discipline. An example of a specific area of , 
attention might be energy accounting which would currently be regarded as a 

part of general social responsibility accounting disclosure but which might 

become a separate concern in the event of another energy crisis. There is 

also an extensive literature devoted to employee related accounting 

disclosures. 

There seems to be relatively little attention paid to practical social 

accounting other than in the SRA area. This is probably due to SRA being 

short term and identifiable in the normal annual reporting procedure. TIA, 

being at the strategic level, is more likely to remain an internal document 

except in certain well publicised cases, often involving the policing of 

industrial activity by governmental agencies. 

6.40 A General Introduction to SRA Disclosures 

The objective of the remainder of this chapter is to introduce social 

responsibility accounting as an important aspect of the framework of 

research and reporting in Part 11. In terms of current research and 

reporting, this area of non-traditional accounting disclosure has received 

the most attention. A suitable definition for social responsibility 

accounting might be: 

"Voluntary disclosure of information, both qualitative and 

quantitative, made by organisations to· inform or influence a 

range of audiences. The quantitative disclosures may be in 

financial or non-financial ter.ms". 

SRA usually applies to private sector organisations and involves a wide 

variety of information, most of which is non-financial in nature, and of 

interest to employees and the general public as well as shareholders and 

debtholders. Although organisational management may have a target audience 

it is usually unspecified and disclosure policy may be an implicit rather 

than an explicit aspect of their strategy. Reports of government funded 

activities may contain elements of SRA and these will be dealt with in 

chapter ten. Other terms used to describe this area include social 



96 

responsibility disclosures and corporate social responsibility. The 

pattern of development has been the inclusion of small amounts of data, in 

qualitative and non-monetary terms, as part of the annual report to 

shareholders. These disclosures are voluntary, unaudited and unregulated. 

SRA may be seen as an extension of the stewardship role and aimed at the 

maintenance or improvement of the corporate image. Indeed these two 

aspects, of stewardship and corporate image, may be in conflict where 

disclosures are voluntary and unaudited. In terms of justification the 

organisational legitimacy arguments may be the strongest motivator for 

these disclosures. 

The earliest documentary analysis of published social responsibility 

accounting is usually credited to Ernst and Ernst (now Ernst and 

Whinney) .225 This survey was started in 1972 using 1971 reports and 

continued until 1978 (1977 reports), using the published reports of the 

Fortune 500 corporations. Ernst and Ernst were aiming to inform their 

readership about what organisations were reporting and not to·develop any 

theory, __ perform any detailed analysis, or adopt a normative approach. 

Although the categories adopted by the study may have influenced 

accountants about to develop a reporting system. No attempt was made to 

establish a connection between social responsibility disclosures and share 

price movements or to prescribe in a normative manner what should be 

disclosed. The reporting of certain social data has been criticised for a 

lack of accuracy and objectivity226 but to date most attention has been 

devoted to observing and recording rather than to a critical analysis of 

what has been recorded. A number of writers have used the information 

provided by an independent body (in place of corporation sourced data) in 

attempts at relating disclosures and share price movements. 227 

Disclosures by New Zealand companies were examined by Robertson,228 

225 

226 

227 
228 

Ernst and Ernst, Social Responsibility Disclosure: Surveys of Fortune 
500 Annual Reports (Ernst and Ernst, Cleveland, 1972-1978). 
Wiseman, J.w., "An Evaluation of Environmental Disclosures made in 
Corporate Annual Reports", Accounting, Organizations and Society, 
VOl.7, No.1 (1982) pp.53-63. 
This market based research was. discussed in Chapter 2. 
Robertson, J., "Corporate Social Reporting by New Zealand Companies", 
Occasional Paper No.17 (Faculty of Business, Massey University, 1977). 
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. Davey229 and Ng230 while Australian company reports have been the subject 

of several studies; Trotman,231 Kelly,232 Trotman and Bradley,233 pang234 

and Guthrie. 235 General introductions to social responsibility accounting 

disclosures in the United Kingdom may be found in the Corporate report,236, 

Robertson237 , Les15em238 and Gray and perks. 239 Specific references to 

value added statements may be found in Morley240, Renshall et a1241, Gray 

and Maunders242 , and to employment reports in Thompson and Knel1243 and 

Maunders244 • Employee reports are covered by Hussey245,246 and purdy247. 

---------------------------------------------------------------------------
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Davey, H.B., "Corporate Social Responsibility Disclosures in New 
Zealand: An Empirical Investigation",. Unpublished Research Report, 
(Department of Accounting and Finance, Massey University, 1982). 
Ng, L.W., "Social Responsibility Disclosures of Selected New Zealand 
Companies for 1981, 1982 and 1983", Occasional Paper No.54 (Faculty of 
Business Studies, Massey University, February 1985) . 
Trotman, K.T., "Social Responsibility Disclosures by Australian 
Companies", The Chartered Accountant in Australia (March 1979) pp.24-
28. 
Kelly, G.J., "Australian Social Responsibility Disclosures: Some 
Insights into Contemporary Measurement", Accounting and Finance,. 
Vol.21 No.2 (Nov. 1981) pp.97-107. 
Trotman,-K.T.--and BradleYi G.W., "Associations Between Social· 
Responsibility Disclosure and Characteristics of Companies", 
Accounting, Organizations and Society, Vol.6 No.4 pp.355-362. 
Pang, Y.H., "Disclosures of Corporate Social Responsibility", The 
Chartered Accountant in Australia (July 1982) pp.32-34. 
Guthrie, J.E., Social Accounting in Australia: Social Responsibility 
Disclosure in the Top 150 listed Australian Companies 1980 Annual 
Reports, Unpublished Masters Dissertation, (WAIT, Perth, 1982). 
ASSC, op. cit. 
Robertson, J., "When the Name of the Game is Changing, How do We Keep 
the Score?", Accounting, Organizations and Society, Vol.l No.l (1976) 
pp.91-95. 
Lessem, R., "Corporate Social Reporting in Action: An Evaluation of 
British, European and American Practice", Accounting, Organizations 
and Society, Vol.2 No.4 (1977) pp.279-294. 
Gray, R. and Perks, R., "How Desirable is Social Accounting?", 
Accountancy (April 1982) pp.l0l-102 .. 
Morley, M.F., The Value Added Statement (ICAS, Edinburgh, 1978). 
Renshall, M., Allan, R. and Nicho1son, K., Added Value in External 
Financial Reporting (ICAEW, London, 1979). 
Gray, S. and Maunders, K.T., Value Added Reporting: Uses and 
Measurement (The Association of Certified Accountants, London, 1980). 
Thompson, E.R. and Knell, A., The Employment Statement in Company 
Reports (ICAEW, Lo~don, 1979). 
Maunders, K.T., Employment Reporting-an investigation of user needs, 
measurements and reporting issues and practice (ICAEW, London, 1984). 
Hussey, R., Who Reads Employee Reports? (Touche Ross, Oxford, 1979). 
Hussey, R., "Development. in- Employee Reporting", Managerial Finance, 
Vol.7 No.2 (1981) pp.12-16. 
Purdy, D., "The Provision of Financial Information to Employees - a 
study of the reporting practices of some large public companies in the 
United Kingdo,m", Accounting, Organizations and Society, Vol.6 No. 4 
(1981) pp.327-338. 
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There is an extensive Canadian literature dealing with this general area. 

References include Ross248 , Chan249, Anderson,250,25l,252 Anderson, Brooks 

and Davis253, Burke254, Robinson255 and Demers and-wayland,256,257. 

The growing interest in general social responsibility accounting 

disclosures extends throughout the English speaking accounting environment 

(but is not confined to this area as will be seen in chapter eight). The 

relationship between changes in market prices and SRA disclosures have been 

documented through a number of studies in chapter two. In addition, 

reference will be made to investigations by Kelly, and Trotman and Bradley 

on connections between the number of disclosures and the size and type of 

organiSation. Their analyse" included more sophisticated testing of 

statistical significance than had been used in other studies up to that 

time. Guthrie used content analysis in the measurement of disclosures by 

major companies and it was found that, in general, the larger organisations 

in terms of sales or market capitalisation, were more inclined to make 

social--responsibility disclosures than __ smaller companies. Furthermore, 

Relly found that primary and secondary industries disclosed information of 

a product or process nature, whilst tertiary industries emphasised 

community related information. _ The overall impression provided by these 

studies is of a limited amount of information about employee and product 

related matters, which is disclosed through mainly qualitative statements. 
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Ross, G.H.B., "Social Accounting: Measuring the Unmeasurables", 
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Chan, R.S., "Social and Financial Stewardship", The- Accounting Review 
(July 1975) pp.533-543. 
Anderson, R.H., "Social Responsibility Accounting: What to Measure and 
How", Cost and Management (September-October 1976) pp.34-38. 
Anderson, R.H., "Social Responsibility Accounting: Evaluating its 
Objectives, Concepts and Principles", CA Magazine (October 1977) 
pp.32-35. 
Anderson, R.H., i'Social Responsibility Accounting; How to Get 
Started", CA Magazine (September 1978) pp.46-51. 
Anderson, R.H., Brooks, L.J. and Davis, W.R., The Why,When and How of 
Social Responsibility Accountinq (ClCA, Toronto, 1978). 
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Demers, L. and Wayland, D., "Corporate Social Responsibility: Is No 
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There are a number of aspects of this research which are questionable and 

discussed in chapter eight which examines SRA in practice. 

Although SRA appears to be becoming more acceptable to larger companies, it 

is necessary to maintain a sense of perspective. Guthrie reports an 

average disclosure of 0.2 pages per company report devoted to SRA, and this 

would appear to be a reasonable estimate, in line with the later of the 

Ernst and Ernst studies. However, there was no consideration given to the 

number of pages in the complete report and consequently no proportions 

could be calculated. 

A number of surveys of accountants in Australia and New Zealand have. shown 

some support for the basic principle of voluntarily disclosing social 

responsibility data in sections of the annual report. 258,259,260 This 

support does not extend to compulsory disclosure and most respondents would 

not want to be involved in an audit of this information at the present 

time. Similar surveys carried out among members of the American Institute 

of Certified Public_ Accountants26_1, 262 and the National Accounting 

Association,263 have shown some support for voluntary disclosure of social 

responsibility information. However, there is some evidence that lower 

levels of support accompany the more difficult economic conditions 

experienced at the present tirne. 264 
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Mathews and Gordon found that the degree of acceptance of social accounting 

as a concept varied according to the professional body to whom the 

respondent belonged. Management accountants tended to be more favourably 

inclined than those in public practice.265 

6.50 Chapter Summary 

This chapter has provided an outline of the proposed classification of 

social accounting which is advanced in this thesis as an aid to 

understanding the literature of the subject area, and to making further 

advances through individual contributions. The classification covers 

public and private sector activities, long, medium and short term time 

periods, and the use of monetary and non4nonetary quantification as well as 

qualitative statements. The measurement classification of levels I,ll and 

III put forward by the AAA report has been incorporated into the schema. 

The second part of the chapter introduced social responsibility accounting, 

which is the most commonly discussed form of social accounting and the only 

form which_is_foll~lld in practice to any extent; chapers seven and eight 

continue the examination of SRA. Chapter seven is devoted to a 

consideration of SRA models, both conceptual and operational. Chapter 

eight deals with the practical side of SRA, demonstrating where this form 

of social accounting has been used in practice and illustrating the 

differences between the forms used in different countries. 

---------------------------------------------------------------------------
265 Mathews, M.R. and Gordon, I.M., "Social Responsibility Accounting 

Disclosures - Differential Responses as a Function of Professional 
Body Membership", Working Paper No.8 (Public Interest Section, 
American Accounting Association, Spring 1984). 
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CRlIPTZR SZVBN 

7.00 CONCEPTUAL AND OPERATIONAL MODELS FOR SRA 

7.10 Introduction 

The reporting of social responsibility information and accountants' support 

(or lack of support) for this activity must be viewed against the limited 

conceptual and operational frameworks available for guidance and 

evaluation. In the discussion that follows a number of exa~les will be 

examined in two groups, conceptual models and operational models. The two 

groups are differentiated by the extent to which the proposed models offer 

specific detail of the disclosures which are advocated. It should be noted 

that the number of models presented in the literature has increased rapidly 

in the period since 1980. 

7.20 Conceptual Models Relating to Social Responsibility Accounting 

In this section the following models will be discussed, they are presented 

in order_of_appearance; Ramanathan,266 Mirza and Bell,267 Burke,268 Wartick __ -l 

and Cochran,269 Logsdon,270 Brooks,271 and Gray, Owen and Maunders. 272 The 

variety of approaches is evident from these chosen examples. 

7.21 Ramanathan (1976) 

Ramanathan provided a conceptual framework for the development of social 

accounting. The main objectives and concept definitions have been 

extracted from the article and grouped together as Exhibit 12 below. 

266 

267 

268 

269 
270 

271 

272 

Ramananthan, K.V., "Toward a Theory of Corporate Social Accounting", 
The Accounting Review (July 1976) pp.516-528. 
Mirza, A.M. and Bell, J.J., "Accounting and Reporting for Corporate 
Social Performance", Monograph (Department of Commerce, James Cook 
University of North Queensland, 1982). 
Burke, R.C., Decision Making in Complex Times: The Contribution of a 
Social Accounting Information System (The society of Management 
Accountants of Canada, Ontario, 1984). 
Wartick and Cochran, op. cit. 
Logsdon, J.M., "Organizational Responses to Environmental Issues: Oil 
refining companies and air pollution", in Preston L.E. (Ed) Research 
in Corporate Social Performance and Policy, Vol.7 (JAI Press, New 
York, 1985) pp.47-71. 
Brooks, L.J., Canadian Corporate Social Performance (The Society of 
Management Accountants of Canada, Toronto, 1986). 
Gray, Owen and Maunders, op. cit. 
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BXIIl:BU 12 
Proposed Objectives and Concepts for Social Accounting 

Objective 1 
An objective of corporate social accounting is to identify and measure the 
periodic net social contribution of an individual firm, which includes not 
only the costs and benefits internalized to the firm," but also those 
arising from externalities affecting different social segments. 

Objective 2 
An objective of corporate social accounting is to help determine whether an 
individual firm's strategies and practices which directly affect the 
relative resource and power status of individuals, communities, social 
segments and generations are consistent with widely shared social 
priorities, on the one hand, and individuals' legitimate aspirations, on 
the other. 

Objective 3 
An objective of corporate social accounting is to make available in an 
optimal manner, to all social constituents, relevant information on a 
firm's goals, policies, programs, performance and contributions to social 
goals. Relevant information is that which provides for public 
accountability and also facilitates public decision making regarding social 
choices and social resource allocation. Optimality implies a cost/benefit 
effective reporting strategy which also optimally balances potential 
information conflicts among the various social constituents of a firm. 

Concept 1 
A "social transaction" represents a firm's utilisation or delivery of a 
socio-environmenta"l resource which affects the absolute or relative 
interests of the firm's various social constituents and which is not 
processed through the market place. 

Concept 2 
"Social overheads (returns)" represent the sacrifice (benefit) to society 
from those resources consumed (added) by a firm as a result of its social 
transactions. In other words, social overheads is the measured value of a 
firm's negative externalities, and social returns is the measured value of 
its positive externalities. 

Concept 3 
"Social income" represents the periodic net social contribution of a firm. 
It is computed as the algebraic sum of the firm's traditionally measured 
net income, its aggregate social overheads and its aggregate social 
returns. 

Concept 4 
"Social constituents" are the different distinct social groups (implied in 
the second objective and expressed in- the third objective of social 
accounting) with whom a firm is presumed to have a social contract. 

Concept 5 
"Social equity" is a measure of its aggregate changes in the claims which 
each social constituent is presumed to have in the firm. 

Concept 6 
"Net social assets" of a firm is a measure of its aggregate non-market 
contribution to the society's well being less its non-market contribution 
to the society's well being less its non-market depletion of the society's 
resources during the life of the firm. 

Source: Ramanathan, op.cit., p.527. 
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Ramanathan was concerned with all aspects of the social performance of an 

organisation. Hia framework is wider than others included in this chapter 

because no separation is acknowledged between SRA and total impact 

accounting (TIA). Objective 1 is clearly aimed at measuring the total 

impact of enterprise activities through the net social contribution. 

Objective 3 is closer to the normally accepted goal of SRA, that is, to 

provide relevant information about the firm which is appropriate for the 

needs of the different social constituents. 

related to either SRA or TIA. 

The second objective may be 

The work of Ramanathan in the areas of total impact accounting and social 

indicators accounting will be outlined in the relevant chapters. This 

conceptual model may be considered a seminal work in the development of 

conceptual social accounting, but of limited assistance if taken 

separately, in determining what should be included in social accounting 

reports. 

7.22 Mirza and Bell (1982) 

Mirza and Bell gave consideration to a framework for 'corporate social 

performance' although they did not actually give a list of disclosure 

items. Of interest was their synthesis of the AICPA social contract and 

Van den Bergh's social resource approaches. 

diagramatic form as Exhibit 13., 

The result is produced in 

BXIIIBIT 13 
The firm and society 

Diagram showing Cause and Effect Relationships 

FIRM SOCIETY 
----------- Cause/Effect Relationship .-----------

Actions Impacts <---------
1 Affecting 1 1 ECONOMIC BENEFITS/COSTS > 1 Affecting 1 1 1 
1 Society 1 1 Society 1 1 Decisions by 
----------- ISOCIAL BENEFITS/COSTS > ----------- 1 -Investors 

IDecisions by 1 -Employees 
1 Management 1 -Consumers 
1 ---------- < RESOURCES ---------- 1 -Public 
11 Impacts Actions 1 Interest 
11 Affecting 1 Affecting 1 Groups 1 
11 the Firm < CONSUMPTION OF GOODS 1 Firm <---------
1 ---------- ----------- 1 
1 1 

The interrelationship of organisation and society is appropriately stressed 
by this model 

Source - Mirza and Bell, p.13 
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7.23 Burke (1984) 

Burke has provided a conceptual model of a lIocial accounting information 

system (SAIS) which is intended to assist decision makers (the designated 

users) in selecting from amongst programmes with explicitly stated social 

objectives. There are five basic guidelines for developing the SAIS 

including the following reference to social information: 

"A precise definition of what constitutes social information 

should be avoided. The social domain has no natural boundaries. 

It is preferable, therefore, that social information loosely 

specified as consisting of that set of information not 

traditionally regarded as economic, or technologcal in nature, 

that deals with people's values, relationship (e.g., laws), 

behaviour and concerns, that could have an important effect 

(financial and otherwise) on an organization' 5 performance and 

the achievement of its goals."273 

Although concerned with the internal decision making function of the 

organisation, the model put forward by Burke is going to produce SRA 

disclosures to society in order to signal that environmental and social 

concerns have been internalised. The model is illustrated in Exhibits 14 

to 16. Exhibit 14 details the four primary functions of the SAIS which 

are; to survey the environment, to provide information on social goals, to 

provide inputs to specific decisions and to evaluate the overall 

effectiveness of the system. 

273. Burke, op. cit., p.l00. 
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BXRIBI'r 14 
The Four Primary Functions of a Social Accounting Information System 

---------------> I INFORMATION SYSTEM STRATEGY I <-----------------
----------------------------- I 

(1) 
To systematically survey developments 

in the social environment 
(a general surveillance system) 

------------------------------------------

I (2 ) 

I To furnish informa-
1 
I 
I 
I 
I 
I 

tion with respect to 
choice of social 

goals and the selec
tion of specific 

programs which 
include explicitly

stated social I 
I----objectives 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

(4) 

(3) 
I To provide inputs 
I to specific decisions 

I 
I 
I 
I 
I 
I 
I 
I 
I 

---------1 To evaluate the system's overall effectiveness 1--------

Source: Burke, op.cit., p.100. 

I 

Exhibit 15 provides a detailed breakdown of the general surveillance 

component of a SAIS, which is of relevance to the present discussion 

because one aspect of'the surveillance is described as: 

"An overall evaluation of corporate social performance including 

progress reports on company progress.,,274 

---------------------------------------------------------------------------
274. ibid., p.107. 
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BXBIBU 15 
Activities Comprising the General Surveillance Component of a 

SocIal AccountIng InformatIon System 

Phase 1 
IDENTIFICATION OF "INFORMATION ITEMS" 

Evaluations 

1 Environmental 1 

I Scanning I 
I 1 

Stakeholder 
Analysis 

Attitudinal 
Measures of 

1 Organizational 1 
I Performance 1 

Nonattitudinall 
Measures of 1 

Organizational 1 
Performance I 

I 
1 

of Specific 
Programs which 1 
include socially 1 
oriented goals 1 

1 I I 

1 Economic and 
1 Technological 1->1 
1 Considerations 1 1 
1 1 1 

Phase 2 
INTEGRATION AND DATA REDUCTION 

(Selection of "Significant 
Items") 

1 Organizational 1 
1 I Objectives; 1 
1<-1 Existing 1 
1 1 Policies and 1 
1 1 Strategies 1 

I 
~ ~- ---"' ______________________ o} ________________________ -~ ~ 

Phase 3 
DEVELOPMENT OF INFORMATION PROFILES 

Issue 
1 Status 
1 Reports 

I 1 Information 
1--->1 Profiles 
1 1 

1 

-!-

Issues 
1<---1 Tracking 1 
1 1 1 

Scenario 1 Problem 1 
1 Development 1<------------------>1 Sensing 1 
------------- Phase 4 ---------

~PROVISION OF SOCIAL INPU~S 
TO STRATEGIC PLANNING 

----- ----------------------- -----
Formulation of a 

Strategic Frame of 
Reference 

1 General Surveillance Reports 1 

Source: Burke, op.cit., p.102. 

Finally, Exhibit 16 shows the full model with the SAIS related to external 

factors. It should be noted that ample opportunities exist for the 
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generation of SRA through the general surveillance system and the internal 

and external assessment process. 

...... 
""'mM 

BXHXBI'r 16 
A Framework for Contemplating Programs 

Which Include Explicit Social Objectives 
.... -- ------, 
I o-..ISwvIiIII_ : L s,.. .J ---- ----

1dndfk::l11Dn ., ..... 
'"." ... 

eI!Yironmmt.1 COIUt~U 

r Sdectloaofl'O&ellllal 

"""" ... - r 

• , ........ I """", .. 
bletMl~Q\eIII I PIIl1oIo!Ib1 

I 
E ..... tiont.of I Se~ioIIor 

-"' ... -------~-------
..,mr",JIrO...-__ of,on. opcntion.l11Ol'1t, 

KllYillnand aAd implClI'lrlUllioa _.- I itntm 

I 
....... 'M I CorpMIle 

c...,. .... I Con51niDUi 

- I --i1: """"m",.,,,,,,,", 
Plln.ud8ud,cl. 

Sclf\.1io"{\fmea~ur~m.llr ~ 
and '.pOruIlS ~ril.". f-

tdiabiUI10bjectlvkYI 
qJ;dlty ",bjodi~ity 

r-- --.., 

qtlUlllIlIl .. ... 
CI'W~tiYe 

_sidnatioas 

r---. 
I COlt. I 
I BeneOt I 
I AJIIl)'it I L ___ I 

, IIIUIIImllCnl I 
I conlllllinn I '-_____ .J -- Source: Burke, op.cit., p.109 •. ' 

7.24 Wartick and Cochran (1985) 

Wartick and Cochran argue that there are three challenges to be faced in 

developing a model for corporate social performance (CSP). These are 

economic responsibility, public responsibility and social responsiveness. 

However, even when these challenges have been met a further development is 

needed, this is termed social issues management. 

The model is described as follows and illustrated in Exhibit 17. 

·Socia1 responsibility - the first dimension - has been an 

extremely resilient concept. It has assimilated much of the 

criticism that has been levied against it. Yet, the two 

fundamental premises of social responsibility - the social 

contract and moral agency - remain as the ethical component of 

social responsibility. Social responsiveness - the second 

dimension provides the approach to realising social 

responsibility. It has become the general means to the ends of 

satisfying corporate social obligations. Social issues 

management - the third dimension - is now being developed as the 

method for operationa1izing social responsiveness.,,275 

---------------------------------------------------------------------------
275. Wartickand Cochran, op.cit., p.767. 
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EXHIBIT 17 
The cOrporate social performance model 

Principl •• 
Corporate Social 
Responsibilities 

(1) Economic 
(2) Legal 
(3) Ethical 
(4),Discretionary 

Directed at: 
(1) The Social Con

tract of Business 

(2) Business as a Moral 
Agent 

Philosophical 
Orientation 

proc •••• a 
Corporate Social 

Responsiveness 
(1) Reactive 
(2) Defensive 
(3) Accommodative 
(4) Proactive 

Directed at: 
(1) The Capacity to 

Respond to Changing 
Societal Conditions 

(2) Managerial Approaches 
to Developing Responses 

Institutional 
Orientation 

Source: Wartick and Co ch ran, op.cit., p.767. 

Polici •• 
Social Issues 

Management 
(1) Issues Identification 
(2) Issues Analysis 
(3) Response Development 

Directed at: 
(1) Minimizing 

"Surprises" 

(2) Determining Effective 
Corporate Social 
Policies 

Organizational 
Orientation 

Wartick 'and-Cochran- were contributing to the management literature at a 

conceptual level and did not include references to SRA. However, 

management will require information and a medium' through which their 

concern with principles (the philosophical orientation) may be 

demonstrated. Traditionally the accounting function has specialised in 

providing information to both management and outside parties. The model 

provided here is consistent with the use of SRA in order to facilitate the 

demonstrated development of corporate social performance and the management 

of social issues. 

7.25 Logsdon (1985) 

Logsdon examined organisational responses to environmental issues, 

particularly the example of oil refining companies and air pollution with 

U.5. companies. However, the conceptual model she used is introduced here 

because it illustrates the way in which 5RA disclosures may be an important 

part of the strategies employed by organisations. When confronted by 

social issues organisational management may react by resisting or accepting 

behaviour at any of three stages of development of the issue; emergence, 

legislation and regulation. The resulting matrix of responses is presented 

as Exhibit 18. 5RA may be involved in these activities, but only in a 

peripheral manner. 
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RXBIBn' 18 
Stages in the Evolution of a Social Issue Integrated with the 

Generic Response Categories 
-------------------------------------------------------------------------
Stages in the 
Evolution of 
a Social Issue 

Stage 1: 
Emergence of the Issue 

Stage 2: 
Legislative Phase 

Stage 3: 
Regulatory Phase 

Continuum of Responsiveness 

Resisting 

Complete resistance by 
ignoring the issue, 
discrediting the issue 
and its proponents, 
and shifting responsi
bility to other parties. 

Compromise by offering 
positive and negative 
inducements in bargaining 
for weak legislation. 

Reluctant capitulation 
by compliance with the 
minimum requirements as 
late as possible to avoid 
heavy fines and close
down,- using litigation 
to delay enforcement. 

Accepting 

Development of 
corporate policy 
and voluntary 
activities to 
achieve the 
social goal. 

Technical and 
administrative 
learning by 
specialists and 
line managers. 

Institutiona
lization by 
incorporating 
achievement of 
the social goal 
into incentive 
structures of 
line managers and 
into capital 
investment 
decision-making. 

Source: Logsdon, op.cit .. , p.48. 
In examining the behaviour of firms in the oil refining industry over a 

period of 35 years, Logsdon developed a measure of responsiveness. The 

responses of corporations (resisting and accepting behaviour) were based 

upon the aggregation of four components; statements about air pollution by 

top management; changes in organisational structure to assign 

responsibility for the issue; technical actions to reduce refinery air 

pollution and political and legal actions related to air pollution. 276 

A series of propositions was developed relating the components to the 

predicted responses in both accepting and resisting patterns. The 

accepting patterns are shown in Exhibit 19. The relevance of this 

conceptual model for SRA lies in the propositions for the accepting 

responses shown in Exhibit 20. Logsdon envisages the use of annual reports 

to pUblicise the record of the firm (management statements, stage 3) and 

---------------------------------------------------------------------------
276 d . 56 . Logs on, op.cH., p. • 
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the development of reporting systems to evaluate environmental performance 

.(structural actions, stage 3). 

When a corporation adopts a resisting pattern there is unlikely to be a 

place for SRA disclosures except where they are required by legislation or 

as part of the measurement process when determining the cost of non or 

partial compliance. 

Component 

Management 
Statements 

Structural
Actions 

Technical 
Actions 

Political! 
Legal 
Actions 

ZXRXBIT 19 
Accepting Response Patterns 

Stage I 

Acknowledgment 
of air pollutionto 
and voluntary 
activities to 
reduce emissions 
in annual reports. 
First corporate 
policy. 

Assign-responsi
bility for air 
pollution control 
at all major faci
lities and at 
headquarters to 
monitor corporate 
environmental 
activities. 

Modest amount of 
voluntary air 
pollution control 
activities. 
Support industry 
research efforts 
and begin R&D 
projects. 

Support formation 
of state and local 
regulatory agen
cies. 

Stage 2 

Expand references 
air pollution 
in annual reports 
and support some 
form of federal 
involvement. 

-- Create full-time_ 
environmental 
affairs units at 
the corporate 
level with both 
external and 
internal responsi
bilities. 

More substantial 
voluntary air 
pollution control 
activities and 
environmental 
research 
programs. 

Support some form 
of federal involve
ment in air pollu
tion within API. 
Make its support 
public in Congres
sional hearings 
and advertising. 

Source: Logsdon, op.cit., p.57. 

Stage 3 

Publicize firm's 
good record in 
annual reports in 
pollution control 
without critizing 
legislation and 
regulations. 

increase environ
mental staffs at 
all levels. De
velop reporting 
systems to eval
uate environ
mental perfor
mance. 

Allocate funds 
for speedy 
compliance with 
new regulations. 
Cooperate with 
agencies on tech
nical studies to 
improve standards 
and equipment. 

Publicize sup
port for federal 
regulations and 
refuse to join 
litigation and 
coalitions to 
limit regulators. 
Cooperate with 
agencies and 
challenge viola
tions only with 
good cause. 
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Once management decides to adopt an accepting response pattern the way is 

clear for the development of appropriate information systems and two-way 

interaction with the environment. This process will include accounting 

reports and is part of the generation of a more socially relevant 

accounting. 

7.26 Brooks (1986) 

Brooks has provided a comprehensive study of SRA in a Canadian setting 

including a conceptual model which envisaged the production of regular 

reports as part of the process of developing, monitoring and controlling 

corporate social performance (the term used by Brooks). The model for 

managing corporate social performance is shown in Exhibit 20, whilst 

Exhibit 21 illustrates the steps by which the social accounting measurement 

and disclosure system might be implemented. 

EXHIBIT 20 
A Model for the Management of Corporate Social Performance 

OVERALL FRAMEWORK established by the Board of Directors 

-------> IDENTIFICATION OF SOCIAL GOALS 
1 
1 
I 
1 
I 
1 

1 

1 

1 

1 

1 

1 

... 

* Leadership 
* Time Horizon 
* Timing 
* Directiveness 

I 
1 

-V 

* Forum 
* Stimuli 
* Comprehensiveness 

OPERATIONALIZATION OF 
* Leadership 

SOCIAL GOALS 

* Integration 

MEASUREMENT OF CORPORATE 
SOCIAL PERFORMANCE 

* Leadership 
* Timing 
* Generality 
* Techniques 

MONITORING CORPORATE 
SOCIAL PERFORMANCE 

1 
1 
.v 

* Employee interest 
* Employee involvment 
* Resources allocated 

* Formality 
* Comparability 

1 * Framework 
1 

-It 

* Leadership 1 * Forum 
* Level of disclosure 1 

CONTROLLING CORPORATE 
PERFORMANCE 

* possible actions 

lV 

* Linkage to reward system 
* Reporting impact 

1<---------- * Feedback to objectives 

Source: . Brooks, op.cit., p.157. 
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Exhibit 21 envillagea a framework for lIocia11y rellponllib1e corporate 

activity developed under the direct control of the board of directors. 

Social goalll are identified and operationalilled, and lIocial performance is 

measured, monitored and controlled. Social Rellponllibility accounting would 

be involved in the measuring, monitoring, and controlling IItages. The 

measurement and dillclosure process is a most important part of the entire 

operation and involves the accounting function in a permanent and organised 

relationship and not in an incomplete and ad hoc manner as is often 

currently the case. 

BXIIIBU 21 
Implementation Steps for a Social Accounting 

Measurement and Disclosure System 

Step Technique or Choice 

Develop List of (Thorough 
I Corporate Impacts on I<---------------(Review 
I Society I 

·I-~
I 
I 

I Rank for Importance I<---------------(Survey Interest Groups 

I Choose Measurements 
I 

Choose 
I Disclosure 
I Format 

Measure 
I Prepare & 

I Issue Report 

<---------------(Social Perf. Guideline 
I<---------------(Custom Design for Plan 
I<--------------~(Single Number Index 

<---------------(Compreh. Soc-fin Ann. Ref. 
I<---------------(Suppl. Info in Ann. Rep. 
I<---------------(Separate Report 
I<--------~------(Newsletter 

Source: Brooks, op.cit., p.245. 

, 
, 

. ! 
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Brooks provides more detail of the information that would be needed in the 

diagram introduced as Exhibit 22. There is not enough detail for this to 

be considered as an operational model but the disclosure framework gives 

some idea of the basic categories involved. There are quite clear 

indications that Brooks would expect corporations to set goals and measure 

the degree of completeness obtained, whether against an external standard 

or an internally determined target. A number of categories in which social 

performance disclosures may be expected is also included. 

BXRIBIT 22 
Recommended Corporate Social Performance 

Disclosure Framework 

OR ,/ 

" ;.'" --Social Performance:::: - ~~ 
Guideline , -. 

1. Human resources -. ... 

, 
" 

2. Product related ...... 
3. Environment -", 
4. community involvement 
5. Operational objectives 
6. Financial issues 
7. Trustworthiness 

Source: Brooks op.cit., p.242. 

-. 

Content to be included 

Rate of Movement Towards Goals or SPG 
1. Executive evaluation' 

Excellent, good etc., 
2. Disclosure of achievements in year. 
3. Comparison of percentage complete, 

this year and last. 
Comparison To: 
1. Legal standards, 
2. Industry norms, 
3. Executive expectations. 

The three exhibits referred to demonstrate a coherent structure which 

provides for the development of SRA. 

7.27 Gray, Owen and Maunders (1986) 

Gray, Owen and Maunders have provided two forms of conceptual model. The 

first is concerned with the required characteristics of a social report and 

is developed from a value position of accountability, the accountability of 

organisations for their impact on society. 

are listed below: 

The required characteristics 



114 

I£XIlIBIT 23 
Required Characteristics of a Social Report 

1. The report must be accompanied by a full statement of the intended 
general objectives of the report. The statement should also allow the 
reader to assess: (a) what selectivity of data has been made and why; 
and (b) why that particular presentation has been chosen. 

2. The objective of a social report should be to info~ society about the 
extent to which actions for which an organisation is held responsible 
have been fulfilled. 

3. The report, its shoice of data, emphasis, method of presentation, and 
availability, should provide info~ation directly relevant to its 
objectives and in particular to the objectives it holds for the interest 
groups to whom it is directed. 

4. The report should present direct raw (un-manipulated) data that can be 
understood by a non-expert undertaking a careful and intelligent reading 
of the report. The report should be audited. 

Source: Gray, Owen and Maunders, op.cit., pp.82-83,85. 

Although important as an initial statement the set of characteristics does 

not provide_any direction or detail about what should be included (other 

than general indications). There is a second conceptual model which gives 

an indication of primary level influences and relationships between the 

organisation and the environment. These are stated to comprise the 

traditional accounting relationship but several categories could also 

benefit from additional non-traditional disclosures including shareholders, 

employees and consumers. 

EXHIBIT 24 
Primary level influences of organisational activity 

.... .,---- ---- ..... 
./ .,,-------- ................... , 

",,/ ...... ------- ........ .... 
/ "", .,,,,- ( )-..........., " 

1/ /' ,/'; 00 .... _ .... " "" .... , " 

/ / / , \ \ 

I / / f ~J ',\ \ 
1" T_ MllI'IOnti .. \'\ 

/" \" ,,\ I,',' 1 "R.t •• ,\, 

, I I I 
I I I 
I I I" 
I I , 

, \ \ I I 
\\\ 1,1 
\\\ )/1/ 

\ \ \ ./ " I \" ( ,,1 
, ',''''... EmPlOY ... ) .,""/ ,,,,' /1 , ".............. ,. ,. / ','" ---- -- ... - ...... ,/ ... ... .... S«ondary ....... .,., 

..... ---_ ....... ..!.- -- ...". ....... .Tertiafy _ 
- ___ ~I __ -

Source: Gray, Owen and Maunders, op.cit., p.77. 
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Gray, Owen and Maunders extend their model into the area of externalities 

which is covered in the section dealing with total impact accounting. The 

primary level influences may be adapted for use with SRA in conjunction 

with their characteristics. 

7.30 Operational Models Relating to Social Responsibility Accounting 

This· section describes a number of models which indicate in more detail 

what should be disclosed in a social responsibility accounting report. 

These models are designated as operational because of the added detail. 

However, it is recognised that for some readers sections 7.20 and 7.30 

could be merged. 

In chronological order the models covered are the Corporate Report,277 U.K. 

Government Green paper,278 cheng,279 the French Bilan Social,280 

Jackman,281 and the UEC recommedations. 282 A number of other detailed 

models have been excluded from this section because they are considered to 

. be more· concerned-with TIA than SRA. . They will. be discussed in .chapter_.~ 

nine. 

7.31 The Corporate Report (1975) 

The corporate report has already been cited as having, as an implicit 

foundation, a social contract perspective. It specifically does not 

include social accounting as part of the recommendations for immediate 

action. The reason appears to be that the corporate report defines social 

accounting in a manner that corresponds to total impact accounting in this 

thesis. Social accounting is defined as; 

277 
278 

279 

280 

281 

282 

op. cit. 
H.M.S.O., The Future of company Reports: A Consultative Document 
«H.M.S.O., London, 1977). 

Cheng, P., "Time for Social Accounting", Certified Accountant (October 
1976) pp.285-291. 
Rey, F., "Corporate Social Responsibility and Social Reporting in· 
France", in Schoenfeld, H., (Ed) The Status of Social Reporting in 
Selected Countries (University of Illinois, Urbana, Ill., 1978) as 
cited by Gray, Owen and Maunders, op.cit., pp.27-29. 
Jackman, C.J., "An Accountants View of Social Accounting and Social 
Disclosure", a paper presented at an Institute of Chartered 
Accountants in Australia (NSW) professional development course on 
Social Accounting and Social Disclosure (July 1982) . 
UEC Working Party on Social Reporting, Socio-Economic Information, a 
report prepared for the 9th UEC Congress, Strasbourg, 1983. 



116 

• 

not 

the reporting of those costs and benefits, which mayor may 

be quantifiable in money terms, arising ,from economic 

activities and substantially borne or received by the community 

at large or particular groups not holding a direct relationship 

with the reporting entity ••• n283 

and as such should not be required until; 

• acceptable, objective and verifiable techniques have been 

developed which will reveal an unbiased view of both the positive 

and'negative impact of economic activities. n284 

Other recommendations for action in the corporate report include a number 

of areas which are regarded as part of the social responsibility accounting 

field, including value added statements, employment reports, statements of 

future prospects, statements of corporate objectives and segmental 

reporting.-· These receommendations, which follow on from discussions about 

the need for accountability and the rights of additional parties to 

information, would suggest that the corporate report provides a conceptual 

model for at least some aspects of SRA. The appendices contain a detailed 

example of an employment report and an indication of what might go into a 

statement of corporate objectives. In regard to these categories the 

corporate report might be said to belong in the group of conceptual models 

reviewed in section 7.20. The impact of the corporate report will be 

referred to in the sections on employee reporting and value added 

statements. After some hesitation it has been decided to classify the 

Corporate Report as operational. 

7.32 The UK Government Green Paper (1977) 

The U.K. Government green paper refers to social accounting as; 

" ••• a term which covers a range of ideas, many of which are at a 

very early stage of development. At its simplest it involves 

reporting, largely on an ad. hoc basis, on individual items such 

as anti-pollution or health and safety measures which may be of 

283. Corporate Report, op. cit., para 6.46, pp.57-58. 
284. ibid., para 6.47 p.58. 
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-greater importance for their social impact than for their 

financial effects on the company".285 

This statement, when added to the suggested content of various reports 

which are given as separate sections, provides a general indication of SRA 

content. The Green Paper followed many of the ideas put forward in the 

corporate report, including a statement of added value, an employment 

statement and references to disaggregation, a statement of future prospects 

and disclosures of energy usage. Only in the case of the employment report 

does the Green Paper appear to be operationalised in any way. The Green 

Paper is a limited conceptual model of what SRA disClosures should include. 

7.33 Chenq (1976) 

Cheng has argued for a "Statement of Socio-Economic operations", the 

purpose of which is expressed as follows: 

"The essential concept of the statement of socio-economic 

operations- is to include what. a __ business. organisation has given 

to or held back from society. The statement is a tabulation of 

these expenditures made voluntarily and involuntarily by a 

business aimed at improving the welfare of employees, or public 

safety of the product, or conditions of the environment. Offset 

against these expenditures would be negative charges for social 

action that is not taken but should have-been taken."286 

The Cheng statement of socio-economic operations would be divided into 

three parts; "Internal Activities in Domestic Operations"; "External 

Relations in Domestic Operations," and "Socio-Ethical Considerations of 

International Operations." The section on Internal Activities in Domestic 

Operations refers to activities in areas like job training- programmes,_ 

employee safety and health improvements, improvements to working conditions 

and efforts to conserve energy. The "External Relations in Domestic 

Operations" section would include contributions to charity, the 

installation of pollution control devices, public-education programmes, 

loans to students, recycling of material and measures of consumer 

satisfaction. 

285 . 6 . H.M.S.O., op.c~t., p.l . 
286. op.cit., pp. 290-291. 
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In his statement on ·Socio-Ethical Considerations of International 

Operations, _ Cheng would include the development of human resources, the 

provision of technological assistance, attempts to improve agricultural 

productivity and raise living standards in certain regions as well as 

statements on corporate morality and realistic sales and profit goals. 

Many of the ideas contained in the Cheng framework can be used in SRA, 

although a limited number would appear to be more appropriate to total 

impact accounting because they involve the valuation of externalities. 

7.34 The Bilan Social (1977) 

The Bilan Social dates from 1977, although as Gray Owen and Maunders noted 

the origins may well have been in the 1968 social unrest in Europe. 

Legislation required companies with more than 750 employees to publish 

social balance sheets from 1979. Subsequent amendments mean that starting 

in 1982 companies with more than 300 employees have to make a report . 

Over 7000 French companies are now covered by this legislation. 

Gray, Owen and Maunders noted that: 

-French social balance sheets are exclusively concerned with 

employment related issues. Information has to be provided under 

the following seven headings: 

number employed 
wage and fringe benefits 
health and safety conditions 
other working conditions 
education and training 
industrial relations 
other matters relating to the quality of working life to COver 
the current year and two preceding years.,,287 

The amount of information to be disclosed varies according to the size of 

the company and other factors and some reports may be quite large, but they 

are not audited. 

7.35 Jackman (1982) 

Jackmail288 produced a very large volume of detail in establishing his 

framework for disclosure. It was suggested that businesses may take action 

---------------------------------------------------------------------------
287. Gray, Owen and Maunders, op.cit., p.28. 
288. Jackman, op.cit., Exhibit 2. 
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to improve their reporting to society in the following areas: economic 

growth and efficiency; education; employment ·an.d training; civil rights and 

equal opportunities; urban renewal and development; pollution abatement; 

conservation and recreation; culture and the arts; medical care and 

government. However, reporting should follow the nSocial Audit Check Listn 

given below. 

Employee 
(a) 

Relations 

EXHIBIT 25 
Social Audit Check List 

Health and safety of employees
accident records 
medical services 
toxic hazards (if any) 
noise levels 
recreational facilities 

(b) Information to employees -
policy on unionisation 
recruitment and promotion policies 
remuneration policies 
training and re-training policies 
job enrichment programmes 
company plans and objectives 

(c) Redundancies-
re-training facilities 
compensation policy 

(d) Training programmes-
number of people in various grades rece~v~ng training 
effectiveness of training programmes 

(e) Employment of special groups-
disabled persons 
women 
ex-prisoners 
minority groups 

Consumer relations 
(a) Production information-

pricing policy 
date marking 
ingredient labelling 
nutritional labelling 
measure of contents 
nature of processing 

(b) Product safety 
details of test methods 
amount spent on research 
results of any animal and human trials 
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(c) Product performance-
technical support for advertising claims 
number of complaints received from the public 
details of complaint handling procedures 
justification for selling certain products 

Environmental aspects 
(a) Air pollution-

plants involved 
rate of emission 
type of emission 
action taken in response to complaints 

(b) Waste disposal-
discharge into rivers, sea, sewers, etc 
nature and composition of effluent 
steps taken to purify waste 

(c) Noise-
levels of noise in factories and residential areas 
nature of equipment used to minimise noise 

(d) Conservation and re-cycling-
use of scarce resources and over-packaging 
use of re-cycled bottles, jars, paper and other 
packaging materials 

---~~-~-disposability of packing materials 

Relations with governments 
(a) Financial information-

currency movements 
payment of taxes 
criteria for making donations to charity 
criteria for sanctioning investment in new projects 

(b) participation with government-
policy on joint ventures etc. 

7.36 UEC Recommedations (1983) 

The Union Europeene de Experts Comptables, Economiques et Financiers (UEC) 

established a- working party to make recommedations on the content of social 

reporting. This is given below as Exhibit 26, the formal structure was 

intentional in that the UEC desired to bring the rigour of traditional 

financial statement preparation, including the external audit, to social 

accounting statements. 
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BXRZBI'l! 26 
UEC's recommended form of social reporting 

1. A aUllllll&rized stat_t An outline of the most significant aspects of the 
social performance of the enterprise over the year together with a 
statement of principal objectives and review of prospects for the 
following year. 

2. JI. social nport To be composed solely of quantitative indicators, the 
precise nature of which is not specified, in the following nine areas: 

(a) Employment levels 
(b) Working conditions 
(c) Health and safety 
(d) Education and training 
(e) Industrial relations 
(f) Wages and other employee benefits 
(g) Distribution of value added 
(h) Impact on the environment 
(i) The enterprise and external parties 

(shareholders and other providers of 
capital, local and national government, 
customers and suppliers) 

) 

) The relationship 
) between the 
) enterprise and the 
) work-force 
) 

) 

The relationship 
between the 
enterprise and 
society 

3. Notes to the accounts Explaining where necessary the methods and 
principles used in calculating the figures appearing in the social 
report, giving full information on any changes of method and indicating 
the'effect of the change on' the-results shown, and defining terminology,---
used. 

Source: Gray, Owen and Maunders, op.cit., p.22. 

7.40 A Review of the models presented 

The conceptual frameworks or models examined here are very diverse and it 

is difficult to obtain a common pattern from them, other than a concern for 

accountability to society in a wider sense than is practiced at present. 

Ramanathan was concerned to ..'~b' define the terms employed in considering '~'" 

social reporting, Mirza and Bell were concerned with establishing an 

interrelationship between the firm and society. Burke has provided one of 

the more involved models in that he attempted to cater to both external 

users' and internal decision makers. He recognised that ultimately the two 

groups are connected in that the users need to be reassured that, in the 

long run, the decision makers are taking cognizance of social issues in 

making decisions. 

The Wartick and Cochran approach, which was not reported in the accounting 

literature, traces the development of t~e area that they call corporate 

social performance. The significance of this work for SRA lies in the way 

in which the development of social responsibilities, social responsiveness 

and social issues (as perceived by management) generate opportunities for 

the corresponding information and reporting systems. Logsdon also 

contributes to the management rather than the accounting literature, but 
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her paper demonstrates the extent to which the stance taken by management 

will, extend or limit the opportunities which accountants may have, to 

extend their range of reporting services to management for decision making 

purposes, or to the public, in the form of accountability statements. 

Brooks provided a comprehensive model which moved from an overall framework 

developed by the board of directors, through implementation steps for a 

social accounting measurement and disclosure system to a recommended 

disclosure framework. Finally, Gray, Owen and Maunders have offered 

guidelines for developing social reports. 

In terms of the content of operational models it appears that some or all 

of the following topics might be included: Employee related information, 

pollution and environmental protection data, product safety, energy usage, 

research and development· activity, productivity statistics and community 

projects and relationships. 

Employee .. related information may appear in. the form of employee reports, or. 

human resource accounting, or in the case of Continental Countries reports 

to Works Councils, the first two of which are discussed in separate 

sections below. General social responsibility disclosures might include 

details of the workforce such as ages, location of workplace, sex, average 

pay scales, and trade union' membership. In addition fringe benefits might 

be given together with opportunities for training and advancement within 

the organisation. Details of the safety performance of the organisation 

might also be appropriate. 

Pollution and environmental protection data is included in some models, 

particularly where an organisation is part of what has been generally 

regarded as a polluting industry. Where a firm does not volunteer the 

environmentally related information, it may be provided by an outside body, 

such as the Council on Economic Priorities (CEP)289,290 in the United 

States. The data required is that corresponding to the AAA levels I and 11 

discussed previously, thus providing details of pollutant or potential 

pollutant discharge in parts per million or Pounds or Gallons or other 

289 
290 

Stevens, op.cit. 
Shane, B.P. and Spicer, B.H., "Market Response to Environmental 
Information Produced Outside the Firm", The Accounting Review, Vol. 
LVIII No.3 ( July 1983) pp.521-538. 
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physical measure. These details may be in absolute terms or for comparison 

with government atandards, or organisational performance in previous 

periods. After the collection of suitable information, comparison may be 

made with long-term organisation performance or with industry averages. 

Organisations are encouraged in some instances to make reference to 

improvements in product safety. However, this is an area where it is 

difficult to separate informative reporting from forms of self

congratulation or institutional advertising. 

Energy usage might also be disclosed, in both monetary and non-monetary 

terms: Monetary disclosure as part of the regular accounts and non-

monetary measurements as SRA. The information could also be re-organised 

to demonstrate savings, in the case of a production operation, by means of 

units of output per unit of energy used. This approach is represented in 

the literature by Roth,291 Scudiere,292 and Gartenberg. 293 One argument in 

favour of disclosing non-financial measurements of energy usage is that it 

avoids the problem of~ energy pricing andvaluation. The cost of energy has 

altered dramatically in the last ten years in response to market 

imperfections and the actions of OPEC countries. It is impossible to make 

monetary comparisons between periods without using an index. In the 

absence of a general agreement on indexed financial reporting the use of 

non-financial measures would appear to be appropriate. 

The disclosure of organisation activity in the field of research and 

development is often regarded as one of the most sensitive areas, and for 

obvious reasons of confidentiality does not appear very often. The 

disclosure of monetary amounts for total expenditure might be feasible, if 

all organisations were required to make the same information available. 

However, the reader would not learn a great deal from this information 

unless segmented reporting were introduced at the same time. Non-monetary 

information about a firm's research and development activities could 

include the number of projects in the research stage, projects in the 

291 

292 

293 

Roth, H.P., "A New Outlet for Energy Audit Data - Reporting Energy 
Usage as Social Accounting Information", The Journal of Accountancy 
(August 1981) pp.68,71,73-74,79,80-81. 
Scudiere, P.M., "Justifying Proposals to Save Energy", Management 
Accounting (March 1980) pp.42-48. 
Gartenberg, M., "How Dow Accounts for its Energy Usage", Management 
Accounting (March 1980) pp.lO-12. 
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development phase, the number of patents held and applied for, the numbers 

and types of personnel engaged on various projects and new products or 

services coming on-stream in the next accounting period. Of course it is 

unreasonable to expect this form of detailed disclosure in any competitive 

economy by any single firm no matter how concerned management may be about 

social responsibility, and some form of social accounting standard or even 

legislation may be necessary if widespread disclosure is to be achieved in 

this area. 

The productivity performance of an organisation could be of considerable 

interest to a wide variety of readers without being too destructive of 

confidentiality. The issue of productivity in Western economies, compared 

with that obtained in some of the newer industralised nations, is topical 

and likely to remain so for some time. The organisation could develop 

measures of productivity which are free of bias or confidential 

information. These might be units of production per man-hour worked, 

tonnes of material mined, or converted, per man-shift or per machine hour. 

It would_be _ important that meaningful figures are used, involving the 

desired output of the organisation related to a limiting factor involved in 

producing the goods or service or to the capital employed. An example of 

the latter type would be units of output per $1,000 of capital invested. 

Many measures could be developed for specific industries or organisations. 

Measures of community welfare and good neighbourliness, are often high on 

any list of social responsibility accounting disclosures discussed in the 

literature. Items such as contributions to charity, local rates and taxes 

paid, training progrqamrnes for local employees, recycling of waste 

products, and contributions to sporting and educational organisations would 

be good examples. Many U. S. corporat ions produce social reports to 

publicise these activities. 294 

However, it must be recognised that disclosures under this heading would 

have to be full and frank, rather than biased towards only the "good news". 

Disclosure of social responsibility should be practiced fully, Or not at 

all. Furthermore, the public reaction to particular biased information may 

---------------------------------------------------------------------------
294 See for example Social Performance 1980 and 1982 produced by the 

Rainier Bank Corporation Seattle, u.s. 
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not be what the orqanisation wants Or perhaps expects. This aspect of SRA 

has not been investiqated as far as the author is aware. Wiseman provided 

examples of reports which are not full disclosures and which may well be 

misleadinq. She concluded: 

-The findinqs indicated that the voluntary environmental 

disclosures were incomplete, providinq inadequate disclosures for 

most of the environmental performance items included in the 

index. Further, it was demonstrated that no relationship existed 

between the measured contents of the firms' environmental 

disclosures and the firms' environmental performance-. 295 

There is clearly a role for a social auditor, despite the reluctance of 

accountants to become involved in this area. The concept of the social 

audit is included in chapter eight. Particular aspects of SRA models and 

disclosures are discussed in sections 7.50 to 7.80. 

7.50 The Role of Management Accounting in the preparation of Social 

Responsibility Disclosures 

A majority of the models included in the above discussions clearly relate 

to the external reportinq of social responsibility disclosures by 

corporations. One attempt at formulatinq a model in terms of the 

contribution of manaqement accountinq is reviewed below. 296 The discussion 

recoqnises that some models do indicate an awareness of the importance of 

manaqement accounting and social responsibility even thouqh the main thrust 

is directed towards external reportinq. 

A number of studies have also indicated the need for a management 

accountinq input to the development of social responsibility disclosures. 

Ramanathan commented that: 

295 
296 

297 

"TO the extent that a firm's social impacts are not subjected to 

formal measurement process, these aspects are not likely to enter 

into the firm's planninq decisions or performance evaluation".297 

Wiseman, op.cit., p.62. 
Schafer, E.L. and Mathews, M.R., "The Manaqement Accountant and Social 
Responsibility Disclosures", Mississippi Business Review, vo1.46 No.3 
(September 1984) pp.3-6. 
Ramanathan, op.cit., p.516. 
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Epstein, Flamholtz and McDonough argued that a larger number of reports are 

produced for internal use than the public is aware of, because many are not 

issued for external consumption. The public is left with an impression 

that corporations only use social responsibility accounting for external 

purposes. 29B 

Although these references suggest that the authors have a firm basis for 

their statement about the relative emphasis of internal and external 

reporting, in conclusion they say-

"We need to know more about: 

(4) the extent to which corporations are using accounting for 

social performance for decision making and performance evaluation 

at different levels in the organization, including the evaluation 

of (a) individuals, (b) divisions and (c) the corporation as a 

whole".299 

It will be argued in this section that management accountants need to be 

involved in social responsibility disclosures, whether they are intended 

for internal or external consumption. This is especially the case where, 

as Preston noted; 

298 

299 
300 

"(1) the value of a corporate social reporting activity depends 

upon its usefulness to management; 

and 

(2) there are available techniques for developing social 

performance information that will' have continuing managerial 

usefulness over time. 300 

Epstein, M., Flamholtz, E. and McDonough, J.J., "Corporate Social 
Accounting in the United States of America: State of the Art and 
Future Prospects", Accounting, Organizations and Society, Vol.1 No.1 
(1976) p.28. 
ibid., p.35. 
Preston, L.E., "Research on Corporate Social Reporting: Directions for 
Development", Accounting, Organizations and Society, Vol.6 No.2 (1981) 
p.262. (original emphasis) 
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Now that it has been established that a number of noted writera in the 

field of SRA are equally as concerned with the internal reporting of social 

responsibility data, as they are with external reporting, it is appropriate 

to consider these internal aspects in more detail. 

7.51 Strategic and operational planning procedures 

Senior management should be responsible for major and far reaching actions 

in respect of strategic planning. Objectives which may be adopted at thts 

level are translated into strategic plans of a broad nature, examples might 

be Wto move into international marketingW to Wretrench plant X" or to 

"cease manufacture of product Z". Once the strategic'decision has been 

taken the operational planning procedures will tend to fill in the details 

and operationalise the strategic decision. The models presented by both 

Brooks and Burke introduced the social dimension to the decision making 

activity. 

The same procedure should be adopted in respect of social responsibility 

disclosures,-~ whether ~ destined for ~ ultimate consumption outside the 

organisation or for use as an internal report. Examples of strategic 

decisions applied to social responsibility matters might be expressed as 

"to improve our accident~ record" or "to have a particular change in the 

hiring record for minorities" or "to have a less damaging effect on the 

environment". In any event it is extremely important that senior 

management should be seen to have instigated the process. This will ensure 

that policies on SRA disclosures have an opportunity to proceed to the 

operational phase. This process is shown in Exhibit 27. 
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BXRIBIT 27 
The Relationship between Strategic and Operational 

Planning for Social Disclosures, (partial only) 

1 I OBJECTIVES 
1 

i. organisational survival, 
i1. maximisation of long term 

returns to shareholders, 
iii. satisfying returns to all 

parties involved in the 
enterprise. 

1 
1 
1 
1 

converted by top management into 

II STRATEGIC PLANNING - by senior management -examples 
i. to improve our safety record, 

ii. to operate with less environ
mental impact, 

iii. to generate a better relation
ship within our community. 

reduced to targets for: 

I III OPERATIONAL PLANNING -
I i. 
I 

by lower levels· of management 
to develop areas and measures 
through which safety perform
ance may be improved; these 
include records, education 
performance charts, and depart
mental measures. 

I 
1-----

1 
I 

TO operationalise a decision to utilise social responsibility disclosures 

will require management to set general areas within which to operate. 

Subsequently, specific planning measures must· be generated within these 

areas. A limited number of suggested areas and measures are given below. 

EXHIBIT 28 
The Relationship of Reporting Areas and Planning Measures 

Areas 
1. Environmental 

2. Product Utility 
/Reliability 

3. Energy 
Efficiency 

Planning Measures 
i. Liquid, solid, gaseous, discharge in 

physical measures such as lbs. and gals. 
ii. Specific measures of particular 

materials-parts per million (ppm) 
of toxic gases for example. 

i. Number of complaints from customers. 
ii. Reactions from consumer bodies. 
iii. Reports from independent consultants. 

i. Cost of Energy used. 
ii. Specific measures of energy used in 

physical terms for particular 
areas. 

iii. Cost of energy per unit of output. 
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4. Productivity per 
unit of individual 
employee or 
plant time 

s. Employee/Employer 
Relations 
(Unions where 
applicable) 

6. Employee conditions 
/safety management 

7. Research-and 
Development 

8. Community 
.- Activity----

9. Minority 
Employment. 
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iv. Energy used to output ratio in specific 
plants and cost centres. 

i. Physical output in te%1llS of process 
time. 

ii. Physical output in te%1llS of 
employee time. 

i. Official disputes as a proportion of 
normal working time. 

ii. Unofficial disputes as a proportion of 
normal working time. 

iii. Use of agreed grievance procedures by 
employees. 

i. Lost time accidents involving serious 
injury. 

ii. Time lost through minor accidents, 
analyzed by plant, division, etc. 

i. Number of patents held. 
ii. Number of active researchers. 
iii. Number of projects at various specified 

stages of development. 

i. Specific measures of community service 
- -- ---- scholarships, - loans, -- provision of-------

equipment and personnel, sponsorship 
etc. 

i. 

ii. 

Employment at different levels within 
the organisation·. 
Comparison with previous employment 
records and those of other organisa
tions. 

The areas and measures listed above are only a sample of those from which . 

operational management might choose a final regime. Each organisation 

would have to develop specific, as well as general, planning measures, to 

deal with problems within identified areas. The sequence of strategic 

planning decisions, followed by operational planning and action, leads 

naturally to the use of these measures for control purposes. 

7.52 Control Systems 

The use of budgetary control systems must be acknowledged as a most 

important characteristic of the modern organisation. The principles of 

these systems may be applied to the social responsibility measures 

discussed above. The operational planning process outlined above would be 

applied to divisions, departments, and sections and leads logically to the 

development of budgets for social mea·sures as well as for physical and 
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financial quantities. Thus, it is possible to budget for an accident 

record or a particular level of injuries in much the same way as for any 

other operational input to output relationship. Another example might be a 

budgeted improvement in environmental impact by reducing the discharge of a 

particular pollutant, even where the present output is below ·required (or 

statutory) levels. Budgets developed in the manner described may be flexed 

in the usual way to allow for activity levels above or below those 

originally envisaged. Furthermore, using a system of planning budgets will 

ensure that an appropriate recording system is established and maintained, 

since operational management will need to ·show compliance with the budget. 

Once the fixed (planning) budget is adjusted for actual activity (flexed), 

a comparison of budgeted and actual results is possible. The variances 

developed as a result of this comparison have the same strengths and 

weaknesses as control devices as those developed from the physical and 

monetary measurements. The variances from budgeted safety or enviromental 

impact performance must be investigated if outside significant limits. The 

development of variances may have a particular importance for the 

measurement of divisional performance. 

7.53 Divisional Performance Measurement 

The measurement of divisional performance and the subsequent control of 

divisional management from a central position are acknowledged to be 

difficult problems. Divisional management has been assessed in the past by 

means of highly condensed financial aggregates such as return on capital 

employed (ROCE) and to some extent this system continues in operation. 

However, undue reliance upon this type of measure can lead to dysfunctional 

actions in terms of overall corporate performance. A number of undesirable 

practices may result, including a reduction in the level of maintenance and. 

research and development, the sale of currently unused assets, and 

sometimes managerial decisions which lead to higher output in the short 

term. These actions may produce a disaffected workforce and industrial 

disputes in the longer term. 

The use of social responsibility accounting measures in divisional 

performance measurement may help to overcome the limitations of ROCE (or 

similar financial measures such as ROI). The package developed might 

include measures of employee morale (turnover of personnel) as well as 

research and development, safety, and environmental impact (measures of 

pollutants). These SRA measures would be disclosed in addition to the more 
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traditional financially based measures. The evaluation of divisional 

performance would then be seen by the management concerned as balanced and 

aimed at the longer term, in which case many of the dysfunctional 

consequences of unidimensional measures may be avoided. 

The usefulness of social responsibility accounting systems designed and 

operated by management accountants, for control and performance evaluation, 

is probably a sufficient reason for their introduction. However, if 

further support is needed then we can turn to the valuation of the firm and 

the efficient market hypothesis. 

7.54 The Value of the Firm: the Efficient Market Hypothesis 

The Efficient Market Hypothesis (EMH)' indicates that all available 

information about an organisation may be impounded into the share price. 

Consequently, it is not possible to obtain abnormal returns on stock prices 

taking the market as a whole. This means that although financial 

accounting reports are important declarations of stewardship, they cannot 

be used to obtain a higher than, a,verage rate of return since the 

information contained in the accounts is immediately inpounded into the 

price once it is made publicly available. 

Management may be able to influence the market reaction to the company's 

shares by means of press releases, interviews, and other forms of media 

intervention. These would include the release of favourable social 

responsibility disclosures. In this way the production of social reports 

is calculated to influence market opinion. 301,302 However, if we believe 

in the strong form of the EMH all information, published or not, is going 

to be impounded by the market. This means that unfavourable social 

'responsibility measures, which would often not be disclosed, would still 

have an effect on the market performance of shares. This feature of the 

EMH can be turned to advantage by proponents of SRA in that any management 

endeavours to set down operational strategies for social responsibility 

disclosures will be recognised even though no formal external reporting 

systems are'intended. It is argued by the strong form of the EMH that 

301 

302 

Spicer, B.H., "Investors, Corporate Social Performance and Information 
Disclosure': An Empirical Study", The Accountinq Review (January 1978) 
pp. 97-11l. 
Stevens, op. cit. 
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there is a nexus between management performance and share price whether or 

not this is desired by management and management accountants. The only way 

to" turn this into a positive factor is to demonstrate management's concern 

for all aspects of organisation performance; personnel, environment, 

community, and product, as well as short-term financial actions. This is 

best achieved through a social responsibility accounting system including 

objectives, strategies, standards, budgets, performance measurement and 

variance analysis, and divisional performance measurements. 

7.55 Summary 

This section has examined the issue of SRA from the management accounting 

point of view. This contrasts with the usual financial accounting 

perspective, and a number of authorities within the SRA literature have 

indicated the importance of management accounting to the development of the 

area. However, there is some doubt about how much SRA is performed for 

management purposes and not disclosed in accounting reports. 

It has been- suggested_ that management _ accountants should take an active 

role in developing objectives, strategic and operational policies and 

standards for SRA. This would enable budgetary control systems and 

variance analysis to be used to ensure adherence to previously agreed 

standards, in the areas normally included in SRA, in particular those 

connected with employees, safety, product improvement, community 

relationships, energy usage and environmental impact. An additional 

benefit could come from a more balanced system of divisional performance 

evaluation for segregated management structures. 

A final- argument in favour of management accountants establishing and 

controlling SRA systems is the EMH. If the strong form is accepted, this 

would ensure that all management actions are impounded in the market price 

of the shares. Management accountants would be - able to have' a direct 

impact- on share prices through the way in which the SRA system is operated. 

If the semi-strong form holds then the experience gained in developing SRA 

data for internal use may be used to provide external reports for use in 

the market place. 

A discussion of SRA would be incomplete without consideration of four areas 

which are frequently treated independently, although probably belonging 

under this general heading. These are employee reports, human resource 
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accounting, accounting for industrial democracy, and value added statements 

which are dealt with below. 

7.60 Employee Reports 

Employee reports form part of the SRA field as defined in this thesis. 

However, the gain in popularity in Australia and the United Kingdom (UK) 

has led to a specialised literature for this sub-group. Despite an 

increase in popularity, employee reports are voluntary, unregulated and 

unaudited disclosures. Consequently, quslity varies and there is no 

uniformity of use within different industries. The approach taken by the 

French Bilan Social and other European Countries is based upon legislation, 

and is quite different from that of Anglo-American accounting. 

Many of the items which Cheng included in his first statement (internal 

activities in domestic operations)303 are to be found in employee reports 

or employment statements. 304 The UK Government Green Paper includes a 

section on employee statements, separate from the entry on social 

accounting.-In-the case of the employment statement: 

·What is proposed is that companies should publish an employment 

statement which sets out information about its workforce and 

employment policies which are relevant not only to employees 

themselves but to shareholders and others concerned with the 

company. The aim is to provide sufficient information about the 

workforce and about the way in which the employment resources are 

managed to give an indication of the effectiveness of management 

in this crucial area of the company's activities .•• • 305 

Examples of suitable information include numbers of employees joining and 

leaving the organisation; employment and training policies; matters 

relating to trade unions and participation in decision making; the number 

of man-days lost as a result of industrial disputes; pension and sickpay 

arrangements; and ~mployment opportunities for the disabled. 

303 
304 

305 

Cheng, op.cit. 
Taylor, D.W., Webb, L. and McGinley, L., "Annual Reports to Employees 
- The Challenge to the Corporate Accountant", The Chartered Accountant 
in Australia, Vol.49 No.IO (May 1979) pp.33-39. 
H.M.S.O., op.cit., p.9. 
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The Green Paper does not distinguish between employment reports which are 

about employees, and a part of the annual ~report to shareholders, and 

employee reports which are made to employees. 

of the SRA disclosures. Although much of the 

Both may be considered part 

information would be common 

to both reports, they have- different objectives. The employee report is 

usually designed to present employees with a variety of items of 

information not otherwise available to them. - The employment report is a 

part of the annual report to shareholders and could be used where no 

employee report is issued. 

The incidence- and content of employee reports have been discussed in the 

accounting literature in Australia, New Zealand and the U.K. Published 

work includes examples of current practice, the attitudes of employers, 

employees and trade unions towards employee reports and some attempts at a 

normative framework for employee reports. 

In Australia, Taylor, Webb and McGinley306 and Webb and Taylor307 reported 

on the-information. given in company reports. They referred to a lack of 

uniformity and quality in the disclosures. Hussey and Craig308 and Craig 

and Hussey309 conducted surveys of employees and employers respectively. 

The information sought from employers was designed to obtain a profile of 

current reporting practices. In the survey of employees, they were asked 

what they would like to see in employee reports, and the extent to which 

they understood the material given in actual examples. Follow-up 

interviews found that many employees did not understand the material 

provided as well as they had indicated in the responses to their 

questionnaire. 

The problem of readability of employee reports, an important part of the 

report's understandability, has been investigated by Pound. 310 The results 

were interesting and also disturbing, since it was found that many employee 
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op.cit. 
Webb, L., and Taylor, D.W., "Employee Reporting - Don't Wait for It", 
The Australian Accountant (Jan/Feb 1980) pp.30-34. 
Hussey, R. and Craig, R., "Employee Reports - What Employees Think", 
The Chartered Accountant in Australia, Vol.49 No.10 (May 1979) • 
Craig, R., and Hussey, R., Employee Reports: An Australian Study 
(Enterprise Australia, Sydney, 1981). 
Pound, G.D., "Employee Reports - Readability", The Australian 
Accountant (December 1980) pp.775-779. 
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reports are written in a way which would render them incomprehensible to a 

large proportion of the target audience. The basis for this type of 

research has been extended through recent work by Lewis, Parker, Pound and 

Sutcliffe. 311 

It has been observed in respect of general SRA disclosures that most of the 

literature was devoted to descriptive analysis and empirical studies, with 

correspondingly little attention to providing a normative framework. The 

same general comment can be applied to employee reporting. However, two 

studies should be briefly summarised. Jackman provided for employee 

reports as part of his social audit. 312 The most important information 

excluded from his extensive list of data is simplified financial 

information, which frequently provides the basis for employee reports. 

Financial information would probably include value added statements, which 

are included in Jackman's paper, but not as a part of the social audit 

check list. Lewis, Parker and Sutcliffe313 have suggested a framework 

which would provide a better foundation for research into financial 

reporting-to employees. __ The authors indicate dissatisfaction with much of 

the work previously carried out. The research framework is designed to 

assist future efforts in the area by providing several critical 

propositions, which they argue must be examined in order to make any 

meaningful progress. They are; Employees do not require "employee 

reports"; employees do not require "employee reports" for any decision

making purposes; certain specific employee decision categories are not 

representative of significant employee decision types; employees do not 

require information for 'other' (non-decision making) purposes; employees 

are not familiar with the concept of employee reports; "employee reports" 

received by employees are perceived as management propaganda vehicles; and, 

"employee reports" have in the past supplied employees with the particular 

types of information which they require. 

311 

312 
313 

Lewis, N.R., Parker, L.D., Pound, G.D. and Sutcliffe, P., "An Analysis 
of Accounting Report Readability: Corporate Financial Reports to 
Employees, 1977-80", a paper presented to AAANZ Conference, Brisbane 
(1983) . 
Jackman, op.cit. 
Lewis, N., Parker, L.D. and Sutcliffe, P., "Financial Reporting to 
Employees: Towards a Research framework", Working Paper No.? 
(Department of Accounting and Finance, Monash University, September 
1982) . 
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Little work of this nature has been carried out in New Zealand. Chye314 

provided a review of the literature and a limited number of 'examples of 

company employee reports from 1980 annual reports. Smith and Firth31S 

surveyed employees and found that most of the respondents welcomed the 

reports, and thought that they understood them, but wanted more future 

oriented and non-financial quantitative information. 

In the U.K. purdy3l6has examined the provision of financial information to 

employees with a particular emphasis on the environmental and 

organisational pressures which may induce companies to produce employee 

reports. Purdy included in his study a reference to the style of 

management and the degree to which management attempted to obtain feedback 

from the production of employee reports and the disclosure of financial 

information. 

Hussey3l7 has considered several aspects of U. K. employee reporting 

including the perception of employee reports by employees. Jackson-Cox et. 

al. 318 have_examined the_ place of . information disclosure so far at it 

impinges on the industrial relations strategies of corporations and trade 

unions and the development of a code of practice for' the disclosure of 

information. 

Employee reports are difficult to classify. Do they belong to the field of 

financial reporting, or to that of social responsibility accounting, or 

both? There is usually a large financial component made up of a value 

added statement and simplified financial statements. There is often a 

large non-financial component including a diagramatic representation of the 

financial material (division of the value added as a pie-chart for example) 

,and statistics about the organisation and work force. A quantity of 

314 

315 

316 

317 
318 

Chye, M.F.H., "Employee Reports: Another Channel of Communication", 
Occasional Paper No.42 (Faculty of Business, Massey University, 1982). 
Smith,A. and Firth, M., "Employee Reporting in New Zealand - What 
Employees Think", Accountants Journal (November 1986) pp.24-26. 
Purdy, D., "The Provision of Financial Information to Employees: A 
Study of the Reporting Practices of Some Large Public Companies in the 
United Kingdom, Accounting, Organisations and Society, Vol.6 No~4 
(1981) pp.327-338. 
Hussey, R., Who Reads Employee Reports? (Touche Roos, Oxford, 1979). 
Jackson-Cox, J., Thirkell, J.E .M. and McQueeny, ,J., "The Disclosure of 
Company Information to Trade Unions: The Relevance of the ACAS Code of 
Practice on Disclosure", Accounting, Organizations and Society, Vol.9 
No.3/4 (1984) pp.253-273. 
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qualitative material will often be present such aa -a message from the 

Chairman ••• " • There is some evidence that employees are more concemed 

about their own place of work than about the group of companies to which 

their own employing company belongs, whereas financial accounting reports 

are consolidated. 

On balance, the author considers that most employee reports should be 

treated as potentially SRA disclosures. Employee reporting (or reporting 

to employees) is predominantly a Level I and II measurement exercise, 

excepting where financial data are reproduced from the regular annual 

accounts. The Level III measurements of employee activity have been 

separated off in the form of human resource accounting. This is discussed 

in section 7.70. 

7.61 Accounting and Industrial Democracy 

An extension of the employee reporting literature has been concerned with 

Industrial Democracy. This term is used to refer to the involvement of 

labour in_decision making and may_be formal as envisaged by the Bullock 

Report,319 or less formal as in providing trade union negotiators with 

additional information for use in collective bargaining320 or negotiation 

over plant closures and redundancy. 321 Major contributions have been by 

critical. theorists, concerned that trade union negotiators should be 

sufficiently well versed in financial matters that they can understand and 

critique the accounting data provided by management. 322,323 

researchers have also explored the logical extension of industrial 

Radical 
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Department of Trade, United Kingdom, Report of the Committee of 
Enquiry on Industrial Democracy (The Bullock Report) 9mnd. 6706 
(HMSO, London, 1977). 
For example under the U.K. Employment Protection Act 1975. 
A very good coverage of the literature related to the provision of 
information to employee organisations for decision making purposes is 
provided by Gray, Owen and Maunders op.cit., Chapter 9. 
George, G.R., "Accounting Education Programs for Trade Unionists - A 
Radical Alternative to Worker Education," a paper presented to the 
Interdisciplinary perspectives on Accounting Conference (Manchester, 
1985) • 
Bougen, P.D. and Ogden, S.G., "Joint Consultation and the Disclosure 
of Information: An Historical Perspective", a paper presented to the 
Interdisciplinary perspectives on Accounting Conference (Manchester, 
1985) . 
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democracy in the fo~ of feasible socialism324 and worker co-operatives. 325 

Many of the models used in accounting and industrial democracy have been 

criticised for viewing the costs and benefits of alternative actions from a 

management perspective and not taking into account workers separate costs 

and benefits. 326 An explanation for this phenomenon could be that employee 

representatives are concerned with mastering the financial accounting data 

and have not yet come to appreciate the resources available in the fo~ of 

non-traditional accounting. Although individual firms are unlikely to be 

swayed by the costs of unemployment following a decision to close a plant 

government may be encouraged to intervene if presented with a statement of 

total costs and benefits to all parties. 

The majority of Anglo-American SRA models do not deal with the topic of 

accounting and industrial democracy, although the provision of information 

to works councils and other employee groups is provided for in Continental 

Europe. There are historical and cultural reasons for these differences 

which are~ considered towards the endof chapter eight. 

The current status of this sub-topic of employee reporting is that it is 

concerned with reporting financial and other info~ation to trade union 

officials, as well as employees, and assisting them in understanding the 

information provided. The rationale for this work. seems to be that until 

trade unionists and their representatives are more experienced in reading 

and understanding accounting.reports, they will not be able to take part in 

any process of industrial democracy. 

324 
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Tomlinson, J., "Accounting for Feasible Socialism: Accounting, 
Industrial Democracy and the Theory of the Firm," a paper presented to 
the Interdisciplinary perspectives on Accounting.Conference 
(Manchester, 1985). 
Jefferis, K. and Thomas, A., "Measuring the Performance of Worker Co
operatives", a paper presented to the Interdisciplinary Perspectives 
on Accounting Conference (Manchester, 1985). 
Ogden, S.G. and Bougen, P.D., "A Radical Perspective on Disclosure of 
Information to Trade Unions", Accounting, Organizations and Society, 
Vol.10 No.2 (1985) pp.211-224. 
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An interesting aspeet Qf accounting and industrial democracy is provided by 

the results of a ~y of accountant's attitudes by Jones and Blunt. 327 

They found that in ~ Australia, accountants supported the continuation 

of traditional 1"'Wl4trial prerogatives to a large extent. Industrial 

democracy and the ~g of managerial decision-making authority was not 

thought desirable. '!he traditional approach of accountants towards the 

management role has ~n referred to previously in the section dealing with 

the radical perspectiTe. 

Clearly, whether this topic is regarded ss belonging in whole or in part to 

the SRA report, it is an undeveloped activity outside of mainstream 

disclosure models aM need not be considered in any greater depth within 

this framework at tbe present time. 

7.70 Human Resourc~ ~ccounting 

Human resource acco~ting (HRA) was once an important area of theoretical 

discussion and may tecome topical again, although at the moment there is 

·little being writt.n_~in this area. HRA has not led to widespread 

modification of repc-rting practice and it is difficult to know exactly 

where HRA would fit into the framework of social accounting proposed 

herein. The valuation arrived at is a monetary amount, frequently derived 

from data- which aN not cost based. It must, therefore, be a Level III 

measurement (under the system proposed by the AAA) of the data which could 

be produced as a geeeral SRA disclosure or as part of an employee report. 

The following examination proceeds on the basis that it is the logical 

framework of reporti09 socially useful information that we are describing, 

and not likely reporting practices in the near future. 

The purpose of HRA is to place a value on the human capital employed by the 

firm in a similar ~':ner to the valuation of other assets. A section of 

the literature fav('urs putting these values on the balance sheet in a 

similar form to that of a capitalised lease. Other writers think that it 

would be sufficient for the capitalised figures to be included with other 

social responsibility disclosures. The valuation for HRA would be based on 

the number of each type of employee within the organisation. It would be 

expected that the av~rage and total value of employees would alter in- line 

---------------------------------------------------------------------------
327 Jones, M., and Blunt, P., "Industrial Democracy and Accountants' 

Attitudes, The Chartered Accountant in Australia (June 1981) pp.42-46. 
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with changes in staffing, the amount of training undertaken and the 

improvement or decline of employee morale. The value of the human resource 

may be determined according to one or more of the following approaches. 

They are: conventional accounting; replacement cost; discounting of future 

salaries; and economic value. 

The conventional accounting approach would be to capitalise expenditures 

related to recruiting, training and developing personnel. These amounts 

would then be amortised over the useful life of the asset. There are 

obvious difficulties in accumulating this data, and furthermore,. what 

constitutes a useful life for an employee? Not only do employees retire or 

die they often move froin position to position and employer to employer! 

Finally, how does an organisation value a new employee arriving with a 

variety of skills acquired elsewhere? A partial response may be found in 

the literature dealing with· the accounting for pension schemes but this 

does not address the problem of the uncertainty of continued employment. 

A replacement cost approach may_be . used in an attempt to value the human 

resources of an organisation. The replacement cost is a measure of the 

costs which would be incurred in replacing the existing personnel including 

recruiting, hiring, training and developing personnel to their existing 

levels of competence. Presumably, under this system of valuation, those 

employees thought incompetent would have a low, zero or even negatiye 

value since they could leave. without replacement. The total value under 

this approach could be quite different from the accumulated cost approach. 

Both methods of valuation could be adjusted for price level changes. 

A third approach would be to value employees at the capitalised value of 

their discounted future salaries for the expected period of employment. 

This method requires a number of estimates or assumptions in respect of the 

period of employment, the career path, the level of salary paid during the 

career path and last, but not least, a discount rate with which to obtain 

the present value. 

The last approach to be included here is the measurement of human resources 

at their economic value. Flarnholtz328 suggests developing an estimate of 

----------------------------------------------------------------.-----------
328 Flarnholtz, E.G., Human Resource Accounting (Dickenson, Belmont, 

California, 1974). 
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future services from each employee and discounting to get the economic 

value of that person. The total of individual economic values would be the 

value of the human resource to the organisation. 

The difficulties attached to the last two approaches are immediately 

apparent. Accountants generally do not favour estimates being made of 

future costs and/or benefits associated with employees, and then 

discounting the value of these estimates with a rate which may be largely 

guesswork. The use of an historical cost or replacement cost approach 

might be acceptable to accountants, but would be rejected by other 

theorists. Early advocates of human resource accounting argued in favour 

of putting a value on the balance sheet along with other assets. There are 

alternative courses of action which could be taken, such as listing the 

value of employees 'as a part of the employment report, or in other social 

responsibility accounting disclosures. 

There are a number of difficulties attached to the development of HRA. 

These may_be_categorised as behavioural, methodological, and theoretical. 

Behavioural problems arise when employees and others object to the valuing 

of human beings because the 'worth' of the individual is under examination. 

Whilst this may be acceptable to senior management, organised labour often 

has disagreements over historical relativities in pay scales, and the 

process of valuing individuals or groups is likely to cause further 

industrial difficulties including strikes. 

The methodological problems, are many, and cent re about the usual 

difficulties of measuring inputs and outputs. These prob,lems are 

compounded in some models by the use of present values of future events, 

necessitating the development of discount rates. The theoretical 

difficulties stem from the isolated nature of much of the HRA work. It is 

not grounded in the reality of other accounting developments. This 

criticism may also be levelled at later sections of this thesis, however, 

HRA purports to measure the value of employees as assets, but the vast 

majority of the literature is on a level which makes practical 

accomplishment most unlikely. This is analagous to the situation with 

plant, which is valued at cost and not the present value of the future cash 

flows which influenced the acquisition decision, despite many theoretical 

arguments in favour of the latter. 
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In a recent return to the HRA issue Flamholtz has developed a Stochastic 

Rewards Valuation Model (SRW) for use in determining the "net present 

value of the average person at each job level"329 in conjunction with 

Touche Ross. Flamholtz provides a number of potential users of the system 

including personal advancement analysis within the firm and a number of 

uses on behalf of clients. The author summarises the work as follows: 

"Although this system requires significant further refinement and 

research, this pilot study represents a potentially significant 

advance in the human resource accounting field. The study is 

also significant because there are, at present, relatively few 

examples of actual organisations which have developed human 

resource accounting systems ._330 

7.80 Value Added Statements 

Value added statements have a place in the SRA literature, although 

composed of financial data which is derived, for the most part, from 

conventionaL financial accounts •.. Value added statements were advocated in 

the corporate report331 and the U.K. Government Green paper. 332 They have 

also been examined by cormnentators on behalf of the principal accounting 

bodies in the U.K. 333,334,335 Consideration has been given to technical 

particulars such as whether value added should be calculated on a 

production or. sales basis and shown as a gross or net figure before 

distribution. 

Burchell, Clubb and Hopwood336 have charted the rise and fall of value 

added statements in the U.K. and associated their use with accounting in a 
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social context in which the discipline responds (or is induced to respond) 

to particular social factors. Value added has been used in parts of 

Europe337 but value added statements are reported to be almost non-existent 

in the U.S. 338 The important factor at work appears to be the use to which 

the information is to be put, rather than the types of information. Value 

added statements, which reflect the production and distribution of value 

added, are perceived by many to demonstrate the team approach to generating 

value added. They are therefore part of social responsibility accounting. 

7.90 Chapter Summary 

This chapter has considered a number of conceptual and operational models 

for SRA, the involvement of management accountants in developing both 

internal and external disclosures, employee reports and accounting for 

industrial democracy, human resource accounting and value added statements. 

A number of conceptual models were examined and found to range from 

philosophical positions and definitional statements to historically 

generated categories of response by accountants and managers to given 

changes _ in __ the social and_legis.1a.t_ive_environment. Several models 

emphasised the interrelationship of the entity and the surrounding 

environment, whilst others were more concerned with the development of a 

further (social) dimension as an aid to decision making, which was also 

sensitive. to the needs of outside parties. 

Several operational models, were considered (the difference between 

conceptual and operational being defined in terms of details of what should 

be disclosed) and found to be couched in terms of employee reports, product 

information, energy reports, community -involvement, and environmental 

impact. A number of specialised areas were also included such as SRA and 

management accounting, accounting and industrial democracy, human resource 

accounting, and value added statements. 
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Dierkes, M., "Corporate Social Reporting in Germany: Conceptual 
Developments and Practical Experience", Accounting, Organizations and 
Society (1979) pp.87-l00. 
Choi, F.D.S. and Mueller, G.G., International Accounting (Prentice 
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It was noted that Continental European models were devoted almost 

exclusively to employee matters and ignored many environmentally related 

areas. This difference is examined in greater detail in the part of 

chapter eight dealing with cultural influences on the use of SRA. 

The subject of chapter eight is the literature which details SRA in 

practice. 
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CHAPTER EIGHT 

8.00 Social Responsibility Accounting in Practice 

8.10 Introduction 

Social responsibility accounting captures a variety of information the 

organisation wants to disclose, and (hopefully), the readers wish to know. 

A number of recent studies, designed to find out what is disclosed, are 

reviewed below. They are followed by a brief examination of some of the 

problems inherent in this type of study. The studies are grouped according 

to the country of origin and are intended to be illustrative of the 

disclosures in each. The chapter concludes with a partial explanation of 

differences by reference to studies on culture and accounting. 

8.20 Australian Studies 

Studies carried out in Australia between 1979 and 1984 included Trotman 

(1979), Kelly_(1979), Trotman and Brad1ey (1981), Pang (1982) and Guthrie 

(1982, 1984). 

8.21 Trotman 

Trotman339 used a sample consisting of the accounts of the largest 100 

companies listed on the Sydney Stock Exchange. This sample included 90% of 

the total value of listed companies for each of the years 1967, 1972, and 

1977. The disclosures were analysed under the headings of environment, 

energy, human resources, products, community involvement and 'other'. 

Trotman found an increased incidence of disclosure from 26 companie.s in 

1967 to 48 in 1972 and 69 in 1977, with 'the e.nvironment' and 'human 

resources' as the most frequently included categories in 1977. Disclosures 

were categorise~ into monetary quantification, non-monetary quantification, 

and qualitative disclosures. About half of all disclosures were found to 

be qualitative. The proportion of social accounting material in the annual 

reports was measured in terms of 'average pages per company report'; O~08 

in 1967, 0.30 in 1972 and 0.57 in 1977. It is the quantification of 

dislosures which makes this study particularly important in the Australian 

---------------------------------------------------------------------------
339 Trotman, K. To, "·Social Responsibility Disclosures by Australian 

Companies", The Chartered Accountant in Australia (March 1979) pp.24-
28. 
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context. Unfortunately Trotman did not reveal the decision mechanism by 

which particular disclosures were judged to be eligible for inclusion as 

examples of SRA and others were excluded from consideration. 

8.22 Kelly 

Kelly340 used selected social responsibility disclosures from the annual 

reports of 50 selected Australian corporations over the period 1969-1978. 

The results confirmed Trotman's findings of increased disclosure over that 

time period and drew attention to differential aspects of reporting. Kelly 

found that large corporations tended to disclose more environmental and 

product information than did smaller organisations, whilst companies in the 

primary and secondary sectors of the economy tended to disclose more 

environmental and energy information than corporations engaged in tertiary 

activities. The opposite was true in the case of information about the 

interaction of the firm and its local community. 

This study was important in the context of Australian social responsibility 

accounting research,~ because it established statistically significant 

relationships between types and sizes of industries and various social 

responsibility disclosures. However, the sample size was quite small (50 

companies) and this factor limits the generalisability of the results. 

8.23 Trotman and Bradley 

The study by Trotman and Bradley341 was designed to test a number of 

specific hypotheses concerned with volumes of disclosures and (1) the size 

of companies; (2) their systematic risk; (3) social constraints as 

perceived by management and (4) the long-term effects of decisions. The 

sample comprised 207 companies listed on the Australian Associated Stock 

Exchange. The annual .reports of the companies selected (all volunteers 

arrived at by a process of elimination) were examined for social 

responsibility disclosures in the area of environment, energy, human 

resources, products, community involvement and 'other'. The number of 

companies producing suitable· disclosures was 40% of the sample selected (83 
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Kelly, G.J., tlMeasurement of Selected Social Responsibility Disclosure 
Items in Australian Annual Reports and their relations to Temporal 
Changes, Corporate Size and Industry". Dissertation (University of New 
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reports) • The extent of social responsibility disclosures was measured 

through a line-by-line examination, giving a proportion of the total 

discussion of all issues. 

The size of companies was measured in terms of both total assets and total 

sales at the 1978 balance sheet date. Systematic risk was defined as the 

contribution of the individual security to portfolio risks, using beta 

measurements supplied by the Australian Graduate School of Management. 

Measurement of the social pressures perceived by companies and management's 

decision horizon were taken from a previous survey by Bradley. 

Statistically significant relationships were found in the following areas: 

(1) Company size (total assets and total sales) was associated with 

social responsibility. Larger organisations tended to provide 

more disclosures. 

(2) A positive corre1at~on was found between the volume of social 

responsibility_data disclosed and the extent of. the social 

constraints faced by companies. 

positive relationships of lesser significance were found between systematic 

risk (beta) and the volume of social responsibility data provided, and the 

disclosures and emphasis on long-term developments within the organisation. 

The Trotman and Bradley study was important because of the direction it 

takes social responsibility disclosure research in Australia and the 

increased sophistication of its analysis. 

8.24 Pang 

pang 342 modelled her study on that of Trotman· and examined the social 

responsibility disclosures of a sample of 100 companies listed on the 

Sydney Stock Exchange in 1980. The 100 companies included the 70 largest 

companies (based on market capitalisation) and 30 companies selected at 

random. The reports were analysed in terms of community involvement, 

environment, energy, human resources and products and consumer issues. The 

results showed that in 1980, 79 companies made some form of social 

responsibility disclosure, with larger companies disclosing socially 

342 Pang, Y.H., "Disclosures of Corporate Social Responsibility", The 
Chartered Accountant in Australia (July 1982) pp.32-34. 
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related material more frequently than smaller companies. Disclosure rates 

ranged from 92% for those with a market capitalisation above $A500m to 73% 

for those less than $A100m. 

The location of the social responsibility information was also considered. 

Alternative formats included a separate report (4), a separate section of 

the annual report (25), separate headings in various reports (18), and 

coverage as part of other major topics in the annual report (32). Larger 

companies tended to provide separate disclosure of social activities, 

whereas smaller companies tended to disclose these activities in 

conjunction with other matters in the annual report. 

8.25 Guthrie 

Guthrie343 examined the annual reports of the top 150 listed Australian 

companies for 1980. The study was aimed at. exposing trends in SRA 

disclosures and analysing the extent and type of disclosure activity. 

Content analysis was used to place information within four dimensions; 

theme,_ evidence L amount and location. 'Theme' was based on categories such 

as environment, energy, human resources, products, cormnunity involvement 

and others. 'Evidence' described the form of disclosure; monetary, non-

monetary, declarative (qualitative) and none. 'Amount' was the familiar 

measure by the proportion of pages devoted to social responsibility matters 

and 'location' referred to a choice between chairmans' reviews, a separate 

social disclosures section, parts of other sections of the annual report 

and a separate booklet on social responsibility. 

The results showed that 42% of the companies surveyed included some form of 

social responsibility disclosure, with the different themes having the 

following relative importance: Human resources (43%), environment (21%), 

community involvement (14%), energy (9%), products (5%) and 'others' (8%). 

The 'evidence' section showed that 60% of all disclosures were declarative 

(Le. non-quantitative, qualitative) whilst 24% gave some non-monetary 

quantification. The reports giving both monetary and non-monetary 

quantification were limited to 12% of those making some disclosure and only 

4% gave monetary disclosures alone. 

343 Guthrie, J.E., "Social Accounting in Australia - Social Responsibility 
Disclosure in the Top 150 listed Australian Companies, 1980 Annual 
Reports", .Unpublished Masters Dissertation (WAIT, P·erth, 1982). 
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The most popular places for locating social responsibility disclosures were 

the director's report (50%), or a non-specific section of the annual report 

(40%), and only 10% used a specific section of the annual report devoted to 

social responsibility disclosures. No company issued a separate booklet. 

The amount of disclosure was a mean of 0.68 pages, however, 11% disclosed 

more than one page whilst 40% reported less than 0.25 pages. The overall 

results tended to confirm previo·us studies. The important dimensions added 

by Guthrie are content analysis, which incorporated checks on validity and 

reliability, and the addition of variability to the average figure for 

disclosure. 

Guthrie 344,345 continued this analysis with a further study in 1984 using 

1983 Annual Reports. Because the same analyst conducted both studies using 

the same instrument for measurement, it was possible to tabulate 

comparative data for certain features for 1980 and 1983. These comparisons 

related to the top 50 companies on the Sydney Stock Exchange, measured by 

market capitalisation. 

The results of the research reported in Exhibit 29 shows that 28 companies 

(56%) made some form of social responsibility accounting disclosure in the 

1980 annual financial reports, this was also the position in 1983. 

EXIn:BIT 29 
Incidence of social responsibility accounting 

disclosures 

1980 
No % No 

1983 
% 

Companies making SRA Disclosures 
in annual reports 28 56 28 56 

Companies making no SRA Disclosures 
in annual reports 20 40 22 44 

Reports not available 2 4 0 0 

344 

345 

50 100 50 100 

Guthrie, J.E. and Mathews, M.R., "Current State of Social Accounting 
in Australasia", Working Paper No.9 (Public Interest Section, American 
Accounting Association, Summer 1984). 
Guthrie, J.E. and Mathews, M.R. "Recent Developments in Social 
Reporting in Australasia", in Preston, L.E. (Ed) Research in Corporate 
Social performance and policy (JAI Press, New York, 1985). 
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Of the various possible themes of SRA in 1980, it was found that human 

resources accounted for 22 disclosures, the next highest number was 

environment (15) and community involvement, eight. Of lesser importance 

was energy with four disclosures, 'others' four and products had only one 

disclosure, from a total of 54 reporting companies. In 1983 there were 

considerably fewer disclosures for environment (six) and only one related 

to energy. These results are reported in Exhibit 30. Note that some 

organisations reported more than one theme. 

BXIll:BIT 30 
Types of social responsibility accounting disclosure 

1980 1983 
Companies % of Companies % of 
Reporting Total Reporting Total 

Environment 15 30 6 12 
Energy 4 8 1 2 
Human Resources 22 44 26 52 
Products 1 2 0 0 
community_Involvement ______ -- -- --------- ---- 8 -- --- 16 8 16 
Others 4 8 5 10 

54 100 46 100 

Of the 54 disclosures identified it was found that only 21 were expressed 

in qua~tified terms, either monetary or non-monetary. This represents 

approximately .44 per cent of the total disclosures. The results shown in 

Exhibit 31 indicate that human resources had the highest incidence of 

quantified disclosure with 13 disclosures, followed by energy, community 

invol vement and environment. There were no entries for community 

invol vement and products. In 1983 the only significant change was the 

increase in quantificatlon of disclosures related to human resources. The 

comparative perfor.mance is given below. 
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EXHIBIT 31 
Tme and ~antification of social resEonsibilit~ 

accounting disclosures 

QUANTITATIVE DISCLOSURE QUANTITATIVE DISCLOSURE 
Monetary Non-monetary Monetary Non-Monetary 

1980 1980 1983 1983 

No % No % No % No % 

Environment 1 2 1 2 2 4 1 2 
Energy 2 4 3 6 0 0 0 0 
Human 
Resources 1 2 12 24 3 6 19 38 

Products 0 0 0 0 1 2 0 0 
Community 

Involvement 1 2 0 0 1 2 1 2 
Others 0 0 0 0 1 2 0 0 
---------------------------------------------------------------------
Totals 5 10 16 32 8 16 21 42 
---------------------------------------------------------------------

It should be noted that many corporations made more than one disclosure. 

Exhibit_ 32_outlines _ the_ results for_the ,degree of quantification. In 1980 

sixteen of the twentY,-eight companies quantified their disclosures, but 

only five companies (16%) had some form of monetary quantification and 12 

companies (40%) had no quantification whatever in the identified SRA 

disclosures. In 1983 there appeared to be an increase in the, number of 

disclosing companies which were willing to quantify disclosures, from 56% 

in 1980 to 82% in 1983. 

EXHIBIT 32 
Quantification of social resEonsibilit~ accounting' 

disclosures 

1980 1983 
No % No % 

Both Monetary and Non-Monetary 
Quantification 3 10 8 30 

Monetary Quantification 2 6 1 3 
Non-Monetary Quantification 11 40 13 49 
Declarative 12 44 5 18 

Total 28 100 28 100 

Exhibit 33 indicates that SRA disclosures are located throughout the annual 

reports with (twelve) appearing in the Chairman's report (45% of disclosing 

companies). However, the majority of companies disclosed this information 
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in the general body of the report, and no company provided a separate SRA 

booklet. In 1983 there was little change in these disclosure patterns. 

KXRIBI'l 33 
Location of social responsibility accounting disclosures 

1980 1983 
No No 

Director's Report 12 9 
Separate Section of Annual Report 
devoted to SRA 0 1 

Other Section 16 18 
Separate Booklet 0 0 

Exhibit 34 indicates that in 1980 there were approximately 42.25 pages of 

social responsibility accounting disclosure identified. The average number 

of pages devoted to SRA,information, per disclosing company, was 0.68 of a 

page. There were only seven (11%) of the companies with greater than one 

page of the annual report devoted to SRA whilst 25 companies (40%) of 

disclosing companies) devoted less than 0.25 of a page to disclosure. 

Similar reslllts were obtained for 1983 with the average being 0-.70 of -a 

page. 

Pages 

0,01 
0.26 
0.51 
0.76 
1.01 

devoted 

0.25 
0.50 
0.75 
1.00 

EXHIBIT 34 
Number of paqes devoted to social responsibility 

accounting disclosures 

1980 1983 
No No 

11 6 
8 10 
2 6 
3 1 

and more 4 3 

In the 1983 annual report review, a new category was introduced into the 

recording instrument, that of the issuing of bad or negative news about any 

one of the themes. Exhibit 35 indicates these results. The main reason 

for the 11 disclosures on human resources was the reduction of staff 

employed because of retrenchments and re-organisation of the corporation". 
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EXHIBIT 35 
Issuing of bad news 

1983 

o 
o 

11 
o 
o 
o 

There are obvious advantages in having the same analyst examine the annual 

reports using a 'proven' instrument. A greater degree of comparability 

should result. It can be seen that on the whole there were few changes in 

SRA in Australia between 1980 and 1983 as evidenced by the annual reports 

of the top 50 companies ori the Sydney Stock Exchange. 

8.26 Gul, Andrew and Teoh 

Gul, Andrew and Teoh346 used the instrument developed by Guthrie on a 

random sample_of_l36_annual reports __ of Australian companies. _ The results 

they obtained differed to some extent from those reported in the previous 

section, probably as a result 6f the random sample used in place of the 

sample of larger companies adopted by Guthrie. Resul ts showed that 30 

percent of the companies sampled made SRA disclosures. These included 42 

percent of the companies in the construction industry and 32 percent of the 

companies in manufacturing industry. The information disclosed consisted 

of 36 percent relating to the _ human resource, 32 percent relating to 

community involvement and 10 percent relative to the environment. It was 

found that large companies made more disclosures about employees but 

disclosures about community involvement was spread across firms of all 

sizes. The largest proportion of monetary quantification was concerned 

with community involvement- and the majority of disclosures were in the 

directors report. 

The authors concluded that a reasonable proportion (30%) of companies 

surveyed included SRA disclosures and for foreign owned companies the 

---------------------------------------------------------------------------
346 Gul, F.A., Andrew, B.H. and Teoh, H.Y., "A Content Analytical Study of 

Corporate Social Responsibility Accounting Disclosures in a Sample of 
Australian Companies (1983)", Working Paper (University of Wollongong, 
1984) . 
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proportion was 50%. There are limitations associated with the study in 

terms of the use of a relatively small sample and only one years' reports. 

8.30 NEW ZEALAND STUDIES 

8.31 Robertson 

In a 1977 New Zealand study, Robertson347 reported on a survey undertaken 

to assess the extent and kind of corporate social reporting in published 

annual reports. This was achieved by using the annual reports of the 

largest 100 companies, (based on paid-up capital) as at September 1975. 

The analysis found that for 54 companies there were 79 qualitative, 17 

quantitative and 34 monetary disclosures. However, any reference to 

'social' matters were included, no matter how trivial, and 24 of the 

monetary disclosures referred to housing assistance for personnel. 

Although a useful beginning, the study lacks quantification. For example, 

the extent of disclosure is not quantified in contrast to the work of 

Trotman and the other studies discussed previously.' 

8.32 Davey 

Two recent New Zealand studies provide an insight into the problems 

associated with this type of research. Davey348 examined the annual 

accounts of a 15% random sample of firms listed on' the New Zealand Stock 

Exchange at 31 March 1982. This gave a sample of 32 firms which were 

classified as primary, heavy industrial, manufacturing or service 

indust ,;ies • The accounts were examined and analysed ,for the type of 

disclosure taxonomy used (all were found to use an inventory approach), 

differing measurement levels, any form of attest relationship, and the 

volume of each type of disclosure as measured by six-character 'words'. 

It was found that social r,esponsibility disclosures had incr,eased 

considerably since Robertson's 1977 study, but that most were generalised 

qualitative statements without any attempt at, attestation, giving a low 

score on the scale of quality used: Approximately 60% of the sample made 

disclosures exceeding 100 'words' in length. There was no confirmation of 

the relationship between size of organisation (as measured by total assets) 

347 

348 

Robertsori, J. t "Corporate Social Reporting by New Zealand Companies", 
Occasional Paper No.17 (Faculty of Business, Massey University, 1977). 
Davey, H.B., "Corporate Social Responsibility Disclosure in New 
Zealand An Empirical Investigation", Occasional Paper No.52 (Faculty 
of Business, Massey University, 1985). 
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and the volume of social responsibility disclosures, or the type of 

industry group and the disclosures. This is contrary to the Australian 

studies of Trotman, Trotman and Bradley and Kelly, and may have been the 

result of the small sample size. 

Davey construct'ed a "Corporate Social Responsibility Worksheet" which 

allowed for disclosures under the heading of employment, corporate 

objectives, product, philanthropy, environment, energy and 'other'. 

Guidelines were provided for the calculation of 'words', the determination 

of the type of disclosure (inventory approach, cost approach, programme 

management approach, benefit/cost approach), the quality of disclosure (on 

a seven-point scale) and any evidence of independent audit or attestation. 

An example of the worksheet is given as Exhibit 36. 

EXHIBIT 36 
Corporate social responsibility worksheet 

Company 

.- -- ------------------ .W 
1) Employment 

- minority 
- safety 
- training 
- assistance/benefits 
- remuneration 
- profiles 
- share purchase scheme 
- morale 
- industrial relations 
- other 

2) Corporate Objectives/ 
Policies 

3) Product 
- development 
- safety 
- quality 

4) Community Support/ 
Philanthropy 

5) Environment 
- Pollution 
- Aesthetics 
- Other 

6) Energy 
7) Other 

1981 
% T Q A 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Balance Date 
1982 

W % T Cl A 
1983 

W % T Cl A 

----------------------------------------------------------------------
W a Words of social disclosure; 
% = Percentage of words of social disclosure; 
T Type of social disclosure; 
Cl = Quality of disclosure; 
A = Whether the disclosures have been audited. 
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It is evident that much of the analysis is likely to have been subjective. 

However, the total of 'words' and the percentage· of total wordage 

attributed to a particular form of disclosure (for example product) could 

be expected to remain reasonably constant between observers. 

8.33 Ng 

This hypothesis was tested by Ng349 who used the same test instrument with 

the same sample of companies but for three years (1981, 1982 and 1983) 

instead of just 1982. She found that even a careful attempt to replicate 

the word-count did not yield the same results, because of the impossibility 

of different observers reacting in the same way to some of the statements. 

The extent of the differences are detailed below. 

In Exhibit 37 a comparison of the percentage of the sample reporting SRA 

shows a consistent upward bias by Ng compared with Davey. That is, Ng 

discarded fewer disclosures as unworthy of inclusion because they were of a 

self-serving or pul:>lic.relations_ nature. The only category where Davey 

recorded a higher number of words was 'other' because Ng seems to have gone 

to greater lengths to categorise some of the difficult entries which Davey 

had assigned to tl1is category. A forced-nature choice may have been 

employed to avoid the 'other' category, and may reflect the individual 

characteristics of the researcher. 

EXHIBI'l' 37 
Percentaqe of sample corporations reportinq SRA 

Davey Ng 
Percentage of total companies 
reporting disclosures 84% 100% 

Percentage of companies reporting: 
Employment 66 88 
Corporate Objectives 38 41 
Product 3 28 
Community Support/Philanthropy 16 19 
Environment 6 13 
Energy 0 3 
Other 13 3 

---------------------------------------------------------------------

---------------------------------------------------------------------------
349 Ng, L.W., "Social Responsibility Disclosures of Selected New Zealand 

Companies of 1981, 1982 and 1983", Occasional Paper No.54 (Faculty of 
Business, Massey University, 1985). 
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Exhibit 38 provides comparative data on each category of disclosure. The 

results presented in this table indicate the subjective effect of using 

different observers. Ng had a different reaction to marginally subjective 

statements than Davey and this had· an aggregate effect of increasing her 

word count by 32%. 

EXHIBIT 38 
Comparative data on each cateqory of social disclosure 

DAVEY NG 
---------------------------------

Category of Disclosure Words % Rank Words % Rank 
---------------------------------

Employment 4449 57.6 I 6155 60.3 1 
Corporate Objectives 2497 32.3 2 1536 15.0 2 
Community Support/Philanthropy 297 3.8 3 593 5.8 4 
Environment 177 2.3 5 364 3.6 5 
Product 28 0.4 6 1313 12.9 3 
Energy 0 7 212 2.1 6 
Other 281 3.6 4 33 0.3 7 

7729 100.0 10206 100.0 

Like Davey, Ng did not find the association between the level of disclosure 

of SRA and industry size or characteristics, that 'the Australian studies 

have reported. This was the case for both individual years and average 

results over the three years. 

8.40 UNITED STATES STUDIES 

8.41 Buzby 

BUzby350 examined thirty-eight items of information, both financial and 

non-financial, to determine the extent to which they were included in 

annual reports. These items were ranked using a panel of financial 

analysts. The analysts ranking, plus a literature search, was used to 

construct a set of weighted criteria for each item which was then applied 

to a sample of 88 company reports of small and medium sized organisations. 

The measures were intended to determine the extent of disclosure, the 

relationship between importance and disclosure, and the average extent of 

the overall disclosures. - Listed items of a non-financial nature were 

number of employees, plant and warehouse sizes locations. and ages, and 

indications of employee morale. Buzby concluded that many items were 

---------------------------------------------------------------------------
350 Buzby, S.L., "Selected Items of Information and their Disclosure in 

Annual Reports", The Accountinq Review (July 1974) pp.423-435. 
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inadequately disclosed in the sample, and that correlations between the 

relative importance of items and the extent of their disclosure were low. 

8.42 Inqram 

In a study of the information content of firms' voluntary social 

responsibility disciosures, Ingram35l found that information content 

depended to a large extent on the market segment. This study was referred 

to in greater detail in chapter two. 

8.43 Stevens 

Stevens investigated the reaction of the stock market to corporate 

environmental performance. His study was particularly interesting in that 

the corporate performance data used were not supplied voluntarily by 

corporations, but determined by an outside body, the Council on Economic 

Practices (CEP). The results of the study; 

n lend support to the conclusion that environmental performance 

data have information content for _ investors. The most obvious 

conclusion one can draw from the descriptive results of our sample is 

that the difference in returns among the sample and control portfolio 

are in the direction hypothesisedn •
352 

Thus, Stevens found some indication that investors; 

" react to the release of data bearing on corporate social 

performance in making investment decisions n •
353 

8.44 Ernst and Ernst 

Probably the most well known studies in this area were those carried out by 

Ernst and Ernst (now Ernst and Whinney) between 1972 and 1978. 354 The 1978 

report was very comprehensive and, like all the studies in the series, it 

was based upon the annual reports of the Fortune 500 companies. The survey 

351 

352 
353 
354 

Ingram, R.W., "an Investigation of the Information Content of 
(Certain) Social Responsibility Disclosures", Journal of Accounting 
Research (1978) pp;270-285. 
Stevens, op.cit., p.23. 
ibid., p.2. 
Ernst and Ernst., "Social Responsibility Disclosure Surveys of Fortune 
500 Annual Reports" (Ernst and Ernst, Cleveland, 1972-1978). Produced 
annually during this ·period. 
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showed a small decline in the number of companies which made social 

responsibility disclosures (from 91.2' to 89.2') the first reduction 

recorded in the series. The average number of pages devoted to social 

responsibility disclosures was 0.56 an increase from 0.43 in the previous 

year. There was a small decrease in the number of companies quantifying 

their disclosures (from 60% to 59%). One notable feature of the 1978 Ernst 

and Ernst study and report was the considerable attention given to examples 

of disclosures and to the method employed in the survey. The authors were 

aware of the subjective nature of these studies: 

"The identification and categorization of SR information is a 

subjective task because there is no widely accepted definition of 

"social responsibility", or agreement as to what constitutes a 

corporate socially responsible activity".355 

The-authors attempted to reduce the degree of subjectivity and stated: 

... "If_anything, the amount of disclosure. reported in the survey is 

understated because of the selective approach employed in 

identifying and categorizing disclosures and the possibility of 

human error",356 

The incidence and types of SRA disclosures found in the 1977 Fortune 500 

annual reports are shown in Exhibit 39, 

355 ' . ~bid., p.30, 
356 'b'd 31 .l.l..,p .. 
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CSR information Number of 
companies 
disclosing 

--------------------------------,-------------------------------------

A Environment 
1. Pollution control 
2. Prevention or repair of environmental damage 
3. Conservation of natural resources 
4. Other environmental disclosures 

B Energy 
5. Conservation 
6. Energy efficiency of products 
7. Other energy related disclosures 

C Fair business practices-
8. Employment of minorities 
9. Advancement of minorities 

10. Employment of women 
11. Advancement of women 
12. Employment of other special interest groups 
13. Support for minority businesses 
14.-Socially responsible practices abroad 
15. Other statements on fair business practices 

D Human resources 
16. Employee health & safety 
17. Employee training 
18. Other human resource disclosures 

E Community involvement 
19. community activities 
20. Health related activities 
21. Education and the arts 
22. Other community activity disclosures 

F Products 
23. Safety 
24. Reducing pollution from product use 
25. Other product related disclosures 

G Other social responsibility disclosures 
26. Other disclosures 
27. Additional information 

Source: Ernst & Ernst, 1978. 

222 
25 
65 
76 

210 
75 
48 

87 
78 
81 

237 
30 
30 
71 

173 

115 
133 

54 

93 
59 

116 
93 

70 
37 
77 

94 
26 
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8.50 Canadian Studies 

8.51 Burke 

In a study published in 1980 Burke357 compared the SRA disclosures (called 

social measurement disclosures (SMD) and material social measurement 

disclosures (MSMD» for U.S. and Canadian company reports. The results of 

the study are revealing in that the difference between the two categories 

of disclosure was designed to overcome the problems which have been 

apparent in other studies. The definitions used were: 

SMD 

" any disclosure about an area of social conccern not 

traditionally repor"ted upon ..... 

.. a SMD that provided a reasonably comprehensive profile of a 

company's activities in such an area. Apart from breadth of 

coverage,_ meeting the MSMD test required specific data in 

quantitative form."358 

The differences were reported in a series of tables detailing the number of 

companies in each country that reported disclosures at both levels for a 

range of categories. The relationship of size of corporation to extent of 

disclosure was explored arid it was found that larger companies were more 

likely to provide meaningful social measurement disclosures. Exhibit 40 

reproduces the most comprehensive table showing the relative emphasis given 

by U. S. and Canadian firms to each major social measurement category as 

measured by SMD's and MSMD's. It is clear from this exhibit that there 

were important differences between Canadian and U. S. companies at that 

time. 

357 

358 

Burke, R.C., "The Disclosure of Social Accounting Information", Cost 
and Management (May/June 1980) pp.2l-24. 
ibid., p.21. 
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ZXRmIT 40 
Relative emphasis given by U.S. and canadian fi~ to 

each major social measurement category as measured by SMDS andMSMDS 

--~.--:~:------------7------------------------------------------- Npber (Percent) or Annual Report' '1'0"141"1 
V.S. (If.'''5) CANADA (n-38' 'lOTAL (N-II8]) 

BMD MaND 8MO M"D 8MO MSMD -------Social Hell""I'i!!lIIent Cate&ol'iea 
-----------------------------------------------------------------
Euvll'o"IIIl!ntlll tontr018 60(15.3JI 53(11.9JI 1I(20.9JI 9('3.7JI 79(16.'JI 62(12.8') 

(l)E'Itlirlllent to abete rolluUon tIond relftted o(lcrnttng c;:ofltn 
2(0.11,) 0 0 0 .(0.-" 0 

(2)Imrro,uent or product a to reduce tlldr polluUve errect. 
S( 1.81) 11(0.9") 0 0 0(1.7J) lI(o.UI 

13)necycllng or WAste material 
2'\(5.'''':) 3Io.m '(5.m 1( •• 6J1 26(5.'JI 0(0.811 

(11) other (repair or environment, etc .1 

"lnorlt1 E~ploJ.ent 55(1'.'JI '1(9.2J) 0 0 55111.'J) "(8.5J) 
(,'lIard-core IIdnoritlu emplo),lIIent 

20(11.5') 12(2.7') 0 0 20(II.U) . 1212.,,) 
(6)"inor!t1 purch.Binl rrogrslIIB inclnding bank depoe1h 

29(6.") 20( .... ") 0 0 29(6.0" 20( .... 111 
(7)Ad'"nCp~ent of raeial MinoritieB or W~Men 

111(3.11) 3(6.5JI 0 0 "".9J) 3(0.61) 
(8lUnflkUhd nnd d1endvAnbgcd RroupB hired 

U(9.9J) 3(O.m 0 0 U(9.IJ) 3(0.U) 
(91F-qual eMploy.ent opportunities 

n~8J1on .. ibiJity to Perlonnel 6(1.31,1 3(0.1') 0 0 6(l.21} 3(0.61) 
(IO)rereollnel eotlnflelllnp: (ft)eoholil!lnl, ete., 

2(0.1I1) 1(0.21) 0 0 2(0 . .111) 1(0.21) 
(IJ)~' .. tet dil!lplaeed e~ploy~e. in locating ne~ elllploy.ent 

11119.211 15(3.111' 3(7.91) 1{2.6I) .... (9.111 16(3.31) 
(J21F.mplo),ee trftlntllR 51111.51) 26(5.811 8(21.lS} 5113.21) 59(12.21) 31(6.11:1) 
(13)Work en,iro""ent, eaf~ty 22(11.9:1) 8(1.8:11 3(1.9:1) 1(2.6:1) 25(5

1
·U) 9(1.91) 

(llllEdueattonal .Belet.nee,reaction, aoetal aetivitlee 

COII'!!Iunlty At:thttil!9 mo.m 2515.611 317.911 112.611 H(8.m 2615.0JI 
(15)[lonat1nn or clUlh or f'mployee eervleea to eOlllmunity 

welfare orlanhationa 22(11.9:11 lot2.UI 1(2.611 1(2.61) 23( .... 8J) 11(2.31) 
(16)lleAlth projecht, .lIIedical releereh 119(11.01) 2"'(5.1IJ) 3(7.9J) "2.U) 52(10.8J) 25{5.21) 
(ll)Ald to education,eehoole and the arte 11(2.5:1) 7(1.6J) 1(2.6J.) 0 12(2.5:1) 1(1.'" 
(18)Commllnit), development 0 1I •• 6J) 0 "0.") 0 

0 
(19)French lanRu81e development (Canada) 36(8.m 16().5J1 1(2.6~1 0 37(7.7J) 160.3J) 
(20)Other (T.V. ndvcrtldng._de!~lopent or COlllldttecR 

to help COIIIIIIIUlit!e8, etc.) 

Product Improve_ent 12(2.111 5(1.m 0 0 12(2.5:1) 1I1.01l 
(2llsar~ty 19( .... 31) 2(0.11:1) 1(2.6" 0 201'.U) 2(0.'1) 
(2Z)Qu"U ty (nut,ritin-nRl value I etc.) 10(2.21) 2(0 .... 1) l(2.U) 0 11(2.3:1' 2(0 • .111) 
(23jOther (energy reduction, etc.) 

Energy Coneer."tinn 70(15.71' '3(9.7" 6(15.81' '(10.51' 16(15.711 "'7(9.771) 
(211}Conllernt1on And leAreh for new euppliee _____ .... -----......... --------.... - .... -. 

-------------------------------------------------------------------
Source I Surte, op.clt., 1'.2). 

5.52 Demers and Way land 

Demers and Wayland examined the annual reports of major Canadian companies 

which have taken the initiative in the SRA field. The information gleaned 

from the reports was reported in narrative form and may be summarised as 

follows: 

General Foods - 1977 report - .annual seminar on nutrition; sponsorship of 
awards to journalisbs; employment of blind tasters in 
quality control area; the programmes continued in 1978; a 
five year energy conservation plan was launched in 1978. 

Canadian Industries Limited - 1978 report installed new system for 
evaluating occupational accidents including comparisons 
between company's record and the rest of the chemical 
industry. Figures given for rate of accidents for company 
employees for both 1977 and 1978. Company-owned collection 
of contemporary Canadian art touring the country. 
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Imperial Oil - 1977 - devoted four pages of the annual report to community 
relations. SRA items included; formation of telllllS to deal 
with oil spills; petroleum industry participation, in 
environmental protection groups; existence of 86 employee -
management consultative groups; a survey of employees on 
their expectations and attitudes towards the company: 
employee health programmes; job safety programmes which have 
produced a dramatic reduction in the number of hours lost 
due to accidents; continued support for higher education; 
reduction in energy costs. 

Fina (Petro Canada) - 1976 - concentrates social actions in area of 
environmental protection; detailed involvement including 
donating time of employees; improvement in quality of 
refinery waste water; donations to 215 agencies in the field 
of industrial relations; enlarged company newspapers; 25 
university scholarships for the children of company 
employees. 

John Labatt Ltd - 1979 - indicated a substantial increase in contributions 
to social programmes ($648,000 to $778,000) for use mainly 
in local communities; also summer jobs for students in 
community programmes; social responsibility committee'within 
the board of directors; and an exchange programme for 
children of Labatt employees in different parts of Canada. 

Imasco - 1977 --;,. --sponsorship- of sporting events; scholarships to assist 
performing artists; contributed $840,000 to non-profit 
agencies. 

Gaz Metropolitan - 1978 - opened a training centre to instruct firefighters 
in the control of natural gas leaks; free medical 
examination for employees; retirement preparation COUrses. 

Bombardier - 1978-79 - social involvement through foundation; installation 
of park; construction of a cultural centre; donations to 
Canadian Universities; donations to charities both local and 
international. 

8.53 Brooks 

In a very comprehensive examination of corporate social performance in 

Canada, Brooks analysed the SRA component of company annual reports for 

twenty-two matched pairs for the years 1974 and 1980. He was particularly 

interested in changes to reports over this period and concluded that: 

"Table 4.7 shows that ... there has been relatively little change 

in the percentage of space allocated to social responsibility 

disclosures between 1974 and 1980 according to the 

nonparametric sign test for matched pairs the only changes in 

disclosure which are significant are those for Human 

Resources - Pictureso u359 

359 B k 't . roo s, op.c~ 0' p.73. 
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The content· analysis of the twenty-two matched pairs of 1974 and 1980 

annual reports is shown in Exhibit 41. It is noterworthy that Brooks 

recognised the need to separate pictures an.d script in his analysis, this 

is a problem with SRA disclosures and few analysts appear to state their 

approach with this clarity. 

EXHIBIT 41 
Content analysis of twenty-two matched 
pairs of 1974 and 1980 annual reports 

CORPORATE IOC'Al. A[SPCHSI8IT" 
CtHfENT lIQNAL,vSIS OF TWENTY-TWO ~TC"'£O PAIRS 9/3/1" •• 1t74 NolI) "BO IiHoIUAl. R[PORTS -, REPORTS ,"0 ....... OF PAGES IN .............................................................................................................................. 

P"ODUCT RELATEG GENERAL SLI1 ALL ILI1 AU SLI1ALL REPORT 
C_ Hl.I"WW RESOURCE S CtJot1lfl.'N.lOLV[ • t"""RCN1ENT 

P'ICTUAES SCRIPT PIt 8CRIP' PlC 6"11'1 PlC SCRIPT PlC SCRIPT PICTURES SCRIPT'IC .. seT !"AGES .. I." 1.14 • • • ... • .11 • ••• 1.14 I." 3.11 " 7 1.24 ... 2.38 .18 .Il .47 • .OS 0 1.28 3.71 2.2l • •• 
21 . " ." ... ... I .n l.1:J .11 • .22 ".51 1.41 ,.,' 37 

• 0 ,41 ' • ... 0 ." ... .. • ." . .. 1.01 ioU ., 

" ... ... • , • ... •• ... , .OS ." ... 1.6" 18 .. 0 .31 , , 1.33 2.02 • , • ... I .33 2.19 3.12 22 

• • ... • • ••• .JB 2.11 .21 • • 3.27 1.07 4.34 OD .. • ... • .07 • • • .Il 0 .0. • . , .7 ,. 
27 • .31 • • 11 • ••• • . .. • ... • ... . .. " .. 0 .11 • .1 • .OS • ... • • • ." ." " .. 0 ... • .07 • .• 98 •• ••• 0 ... .. 2.47 2.'" " .. , .71 0 .,. 0 ." ••• ." • .18 2.86 , •• <4 ••• .. 
Il • • 37 • ... • • , •• 1 ... • .OS •••• .. , 1." .. ... 0 ... • • ••• ••• ... ." 0 • ,.<4, .", 2.'<4 .. 

I • .1' • .n .33 ... • .21 • .31 1.33 ... 2.2. " 
" 1.1' ---- .20 ... ... • 0 ..16 .11 • • 3 ... ,.<4, " 
" •• '.7 0 .1'- 0 - ." - . ... I 2 .... I.' ..62 10.02 " .. I ... •• 18 .03 0 • , .07 • • <4.1' ... '.22 .. 
" ... ••• .11 ... .11 . n .n ••• .11 ••• 1.02 2.09 3.11 " 
" • .1' 0 ... • • • .03 • 0 I .1. I." " " •• ... . n .13 • • 2." ... • .1' <4.<49 I., , . ., 73 

" ... ... 0 .n 1.33 1.15 • .22 • .21 I ••• 2.1' <4.1<4 " TOTALS to.OI 1<4.21 ... ,. • '.05 ••• 1 23.'. 4.01 2.11 11.16 <4'.41 36.21 11.9<4 '" _ ..... , 
.<4SS .6"""" .2231111 .111.111 .21.'<4" .'''.34341.0''U7' ... , .""Otl .2411111 2.075fOP I.'"'''' 1.124"', H.n .. ", 

MOES IN 1f7<4 -..... REPORTS ....... OF 
•• tt.t ••••••••••••••••••••••••••••••••••••••••••••••• t ••• t •• t ••• tt •••••• t ••••••••••••••••••••••••••••••••••••••••••••••••••••• 

SlI"! ALL SLH ALL SU"I ofI,LL AEPOAT 
C __ 

" 7 
21 
• 
" .. , .. 
" .. 
" .. 
Il ... 

I ., 
31 

" " 22 

" 11 
TOTALS 

AV[""G(S 

IVWI RESOlMC£S CIlIfl. INJOLV. EtfJIACN1ENT PAOO. AELATEO GENERAL 

PICTURES SCIIIPT PlC SCRIPT "C SCRIPT Pit SCRIPT PlC SCRIPT PICTURES SCRIPT PlC. seT PAOES ... •• .20 • ., .Il ... • 07 0 ... 1.'<4 1.02 2." 20 

." .. • ••• .Il ... 0 .07 0 • •• . .. 1.<41 1.'" " • 0 • • • • 0 0 • 0 0 0 0 " 0 ... 0 ... • 0 1.'4 ... 0 .Il 1.14 .71 1..7 " 0 1.01 0 ., • ., 0 ••• • • 0 2.14 2." " • ." • 0 , ... .' .1 • .07 , .. 1.03 3 •• 3 " .1 ... • • 11 • 33 ... .,. .07 0 • 1.1 • 1.31 , .. 31 

• ... • .OS • .OB o· ." • ... • ... ... " • . " ... •• .11 • • 30 ... 0 ... I •• 1.35 2.<4' .. 
0 ... • ... • • 0 ." 0 .11 • I." • ••• " • .11 ... ... 1.08 . .. 1.01 ... ." ... , . ., 1.5' ..... ,. 
• • JP • ... • ••• • .07 • • 0 .73 .73 18 

••• .n • ." 0 • .33 ... • ... ... 1.03 2.02 30 

• ... • .D> • ." 0 .07 0 ... 0 1.33 1.33 .. 
• .. . .. . .. . , . .. • .07 • ••• 2.16 .., 2.n " • .Il • , • • 0 ... • ... • ... .22 

, 
• ... " • .. ,,, • • 0 .1. • . ,. • 4.4' ••• 3 " 0 .22 • ... . .. • ... 0 .D> , • I .. 
• . ,. • 0 .1 • .0. • ... • ." LV .. 
• ... • • 0 0 • 0 .. , ... ." , 
0 .31 • • • • 0 • , • .31 .31 " 
0 I .01 0 ... • I ,02 .. ... 0 . , .. ,. IS '.55 " 

1.35 12.43 1.77 <4.9' ".6' .. " 7.ll •• ,:1 ." 1.95 I'." 2' .47 .'.51 .. , 
.041 J6J6 • .,740'0' ,090"'''' . n04,,,' .211:16:14 .:i140'0' .3]]1818 .20"091 .n40'0' .1340'0' .120 .. ,4' I. '484" 2.0490" 2 .... 0.0. 

Source: Brooks, op.cit., p.85. 

Brooks provided examples of the SRA disclosures of U.S. and Canadian 

Corporations and an international comparison of SRA studies, which is 

considered in a later section of this chapter. 
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8.60 United Kingdom 

There appear to have been relatively few comprehensive analyses of U.K. 

company reports to determine the type and volume of SRA disclosures. 

However, there are a number of studies dealing with specific aspects of the 

SRA field such as value added statements or employee reports and reference 

has been made to these in other parts of this thesis. 

Maunders state that: 

Gray, Owen and 

nIn terms of systematic publications, CSR can be grouped under 

four headings: Value added statements, employment reports, 

employee reports and 'other' social reporting. n360 

Gray, Owen and Maunders361 and Burchell, Clubb and HopwoOd362 have referred 

to the pattern of development and decline which appears to have affected. 

value added statements in U.K. company reports during the 1970's and 

1980's. The data from these studies, originating with the Institute o.f 

Chartered-Accountants ·in England and Wales survey of published accounts, 

are given in Exhibit 42. 

EXHIBIT '2 
Value added statements in annual reports 

Year 1975-6 1976-7 1977-8 1978-9 1979-80 1981-82 1982-83 1982-83 
N 14 42 67 84 90 88 77 64 
% 5 14 22 28 30 29 26 21 

Although the use of value added statements is not increasing there appears 

to be a substantial minority of companies making ·use of this form of 

disclosure. 

The same authors comment on the incidence of employment reports 

(information about the workforce) within the annual report. They state the 

percentages of companies providing employment statements to be; 1975-76 

two, 1976-77 five, 1977-78 six, 1978-79 four, 1979-80 five, 1980-81 six, 

1981-82 five and 1982-83 three. 363 

---------------------------------------------------------------------------
360 
361 
362 
363 

Gray, Owen and Maunders, op.cit., p.56. 
ibid., p.57. 
op.cit., p.386. 
loc.cit. 
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The legislative framework which influences the disclosures of companies on 

employee related matters has been changing in recent years, particularly 

the Companies Act 1981 and 1985. However, the survey of company reports364 

of 300 large companies shows that they are still providing disclosures in 

excess of the requirements of the Companies Acts. 

disclosures are given in Exhibit 43. 

The details of these 

EXHIBIT 43 
Human resource information disclosure in excess of companies act 

Type of information Number of companies 
1982-83 (Total 300) 

Health and safety 
Training 

46 
53 
65 
16 

Employee communication/participation/policy etc. 
Pensioners 

The number of companies disclosing at least one item was 120. 
Source: Gray, Owen and Maunders, op.cit., p.59. 

The third form of SRA disclosure. referred to by Gray, Owen and Maunders is 

the employee report. Lyall365 analysed sixty employee reports received 

from a random sample of companies chosen from the Times 1000 largest U.K. 

companies. He found that the·most frequent disclosures were profitability 

(57 companies) value added (43 companies) divisional information (29 

companies) financial resources (21 companies) and capital investment (21 

companies). 

Marsh and Hussey analysed 302 em~loyee reports and found that the most 

commonly included information was a financial highlights statement (77.2%), 

a value added statement (40.7%) and a balance sheet (38.7%) .366 

As indicated previously, comprehensive analysis of annual reports ·of UK 

companies, covering all categories,does not seem to be very common. Gray, 

Owen and Maunders offer such an analysis in the form of a comparison with 

---------------------------------------------------------------------------
364 
365 

366 

Institute of Charfered Accountants, Financial Reporting 1982-84 
Lyall, D., "Disclosure Practices in Employee Reports", Accountants 
Magazine (July 1982) pp.246-248, cited in Gray, Owen and Maunders, 
op.cit., p.168. 
Marsh, A. and Hussey, R., "Survey of Employee Reports", Company 
Secretary's Review (Tolley, 1979) cited in Gray, Owen and Maunders, 
op. cit., p.170. 
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the results of the last of the Ernst and Ernst studies. This is introduced 

as Exhibit 44. 

BXHIBIT .... 
Frequency of publication of CSR information 

-------------------------------------------------------------------------
UK USA 

1982/83 1978 
-------------------------------------------------------------------------
A. En"ironmant 

1. Pollution control 10 
2. Prevention or repair of environmental damage 7 
3. Conservation of natural resources 
4. Other environmental disclosures 

B. Energy 
5. Conservation 16 
6. Energy efficiency of products 10 
7. Other energy related disclosures 2 

C. Fi~ Business Practices 
8. Employment of·minorities 1 
9. Advancement of minorities 26 

10. Employment of women 6 
11. Advancement of women 
12. Employment of other special interest groups 11 
13 . Support for minority businesses 

.. ·····14.- Socially responsible practices abroad 15 
15. Other statements on fair business practices 1 

D. Human resources 
16. Employee health and safety 46 
17. Employee training 53 
18. Other human resource disclosures 75 

E. Community invol~nt 
19. Community activities 13 
20. Health and related activities 5 
21. Education and the arts 11 
22. Other community activity disclosures 7 

F. Products 
23. Safety 11 
24. Reducing pollution from product use 
25. Other product related disc·losures 14 

G. otber social responsibilities disclosed 
26. Other disclosures 11 
27. Additional information 49 

----------------------------------------------------------------------

Sources: UK data - analysis of sample .of 300 reports used for 
Financial Reporting 1983-84. 
USA data - Ernst & Ernst (1978) adjusted from sample size of 
500 pro rata to 300 to provide comparison with UK. 

Source: Gray, Owen and Maunders, op.cit., p.60. 

8.70 Continental Europe 

133 
15 
39 
46 

126 
45 
29 

52 
47 
49 

142 
18 
18 
43 

104 

69 
80 
32 

56 
35 
70 
56 

42 
22 
46 

56 
16 

The literature relating to SRA disclosures in Contential Europe are dealt 

with in this section. The contributions are grouped together rather than 



168 

shown as individual countries. Although they are not of prime concern to 

this thesis, which is of necessity directed towards developing socially 

related accounting within Anglo-American influenced accounting systems, 

these reports enable a comparison to be drawn between Contential European 

and Anglo-American SRA disclosures. 

8.71 Belqium 

Theunisse367 . has described the legal obligations which apply to Belgian 

enterprises and reported upon an empirical examination of annual reports of 

Belgian companies for the year 1977. Thirty four reports were examined 

(from the 50 largest limited companies) and the results are summarised 

below. 

EXHIBIT 45 
Contents of Annual Reports of Belqian Companies, 1977 

Contents % of reports 

Value added statement 3 
Number of employees 74 
Labour· turnover--------·-· 56 
Remuneration 47 
Training possibilities 47 
Age structure of workforce 29 
Working conditions 26 
Composition of workforce 24 
Accidents 21 
Social conflicts 18 
Relations with other groups 15 
Future staffing policy 29 
Contact procedure between staff and management 44 
Cosnumer related data 26 
Data related to the environment 35 
----------------------------------------------------------------
Source: Theunisse, op.cit., pp.19-21. 

Theunisse noted that.the reports were designed to give a good image of the 

company and that no audit provision existed in respect of the information 

provided. The cost of strikes was given prominence in annual reports. 

Delmot 368 has reported on social reporting by Belgian enterprises; in 

particular a sample of 58 companies in 1980. Of the 58 companies, 32 

---------------------------------------------------------------------------
367 

368 

Theunisse, H., "Corporate Social Reporting in Belgium", Workinq Paper 
79/08 (Faculty .of Applied Economics, Antwerp University, 1979). 
De1mot, A., "Social Written Information in Belgian Enterprises: 
Results of a Survey", a paper presented at the Workshop on Accountinq 
in a Chanqinq Social and Political Environment (Brussels, December 
1982) . 
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published social information within their annual reports (in addition to 

that which they are required by law to give to works councils). It was 

reported that 27 reports provided descriptive information, eight produced a 

value added statement, fifteen used non-monetary social indicators and 

twelve used ratios to impart the information. The contents of the social 

information section of the annual reports was given as follows. 

EXHIBIT 46 
Contents of social information in annual financial reports 

Item 

Size and distribution of workforce 
Labour turnover 
Working hours 
Remune'ration and social charges 
Training possibilities 
Absenteeism 
Hygiene and job security 
Relations with social partners 
Social works 

Source: Delmot, op.cit., p.15. 

Percentage 

88 
78 
72 
66 
63 
59 
59 
59 
44 

The most common size of report was between two and four pages, a position 

reported by 41% of the companies surveyed; 28% reported more than four 

pages and 19% between one and two pages. The motivation for reporting was 

stated by some companies to be the French Bilan Social. 

8.72 France 

Because of the detailed legislative provisions in France there would appear 

to be ,little additional disclosure,of'a voluntary nature. The Bilan Social 

requires details of numbers employed, wages and fringe benefits, health and 

safety conditions, other working conditions, education and training, 

industrial relations, and other matters relating to the quality of working 

life for the current year and two preceeding years. 

8.73 Germany 

Gray, Owen and Maunders have reviewed the work on SRA disclosure in Germany 

and note that three approaches towards the production of social reports may 

be distinguished. 
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These are: 

1. A broadly-based and partially integrated social cost-benefit reporting 

system. 

2. An extension of the traditional employee oriented report. 

3. Corporate goal accounting and reporting in which quantitative 

indicators are used wherever possible to describe the attainments of 

corporate objectives in areas of social performance (such as consumer 

and employee relations) arid promotion of the general public 

welfare. 369 

Brockhoff examined the reports of 300 german companies issued between 1 

December 1973 and 30 November 1974; 205 published a social report during 

that period. A variety of information was disclosed. 

i. Two companies __ explicitly stated that social activities had been made 

part of the objective function of the firm, 

ii. 256 reports published the total number of employees, 

iii. reports contained a wide variety of social benefits provided to 

employees including; sports and leisure activities, supplementary 

health insurance, company medical services, profit sharing and capital 

formation, training (not including apprenticeship programmes), 

security of the work place, employee housing, apprenticeship 

programmes, pensions and retirement benefits, 

iv. reporting on research and development, 

v. reporting on environmental protection.370 

Brockoff noted that there were very wide differences in reporting practices 

between industry segments. 

---------------------------------------------------------------------------
369 
370 

Gray, Owen and Maunders, op.cit., pp.29-30. 
Brockhoff, K., "A Note on External Social Reporting by German 
Companies:- A Survey of 1973 Company Reports", Accounting, 
Organizations and Society, Vol.4 No.1/2 (1979) pp.77-85. 
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Dierkes371 reported the results of a detailed analysis of the social 

reports of fourteen companies. 

questions: 

The analysis addressed the following 

"- which concept of reporting has been used, referring to the 

recommendation of the study group on practical aspects of 

social reporting? 

- to whom is the social report directed? 

- which functional group in the company has the ultimate 

responsibility in combining the report? 

- was the report certified by a certified public accountant? 

- which are the important sections of such a report and which 

areas are still neglected? 

- what indicators are used? 

how intensive is the reporting with respect to giving specific 

data on expenditures or achievements? 

does-it provide the reader with comparative information from 

previous performance periods or is it based on other companies' 

activities? 

- is the report just narrative or does it give detailed technical 

information? and 

- are goals., measures and plans mentioned in relatively specific 

terms or in very selective general "statements?"372 

The social reports are separate from the annual financial accounts of the 

corporation. The responses to some of the questions may be found in 

Exhibit 47, where the responses are given in numbers" of pages. 

371 

372 

Dierkes, M., "Corporate Social Reporting in Germany: Conceptual 
Developments and Practical Experience", Accounting, Organizations and 
Society, vo1.4 No.1/2 (1979) pp.87-107. 
ibid., p.97. 
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KXIIZBI'l' 47 
Importance attached to various elements of the social report 

Scope of the report (in number of pages) 
----------------------------------------------------------------------... ., 

0 
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"'.0 "' .... Cl '" :.: p.," "''' t.l '" '" I>: "to 

----------------------------------------------------------------------------
Bayer 72 49 4 23 6 5 1 10 
BASF 48 24 3 8 12 1 
Hoechst 12 5 1 1 1 1 1 
Wella 61 6 1 2 1 1 1 
BP 39 12,5 (4) 9 1 1 1/2 1 
Shell 72 27 2 1 (1) (2 ) 10 2 7 (2) 2 2 
STEG 30 23,5 4 3 8 2 1/2 1/8 6 
Saarberg 31 20 2 4 14 
Rud 10 5,5 (2) 4 1/2 1 
Rank 39 10 3 3 4 
Pieroth 22 18 2 7 - 9 
Bertelsrnann 31 14 1 2 10 1 
Ko1ner 35 11,5 1/2 1 2 2 5 
Stadtspk 61 7 (1/8) 1,5 1 2 
---------------------------------------------------------------------------
Source: Dierkes, op.cit., p.98. 

Schreuder373 has explained the complexities of social reporting in Germany, 

where several conceptual frameworks are in use, leading to correspondingly 

different reporting practices. A number of examples are given in his 

article, including the reports of STEAG A.G. and Deutche Shell A.G. which 

have been widely quoted as examples of. different forms of social report. 

Schreuder concluded: 

373 

"The overview presented in this paper suggests that the German 

developments in the field of corporate social reporting are 

noteworthy in at least the following respects: (1) the variety of 

conceptual models proposed in the literature; (2) the- actual 

course of the developments in practice; and (3) the evolving 

Schreuder, H.; "Corporate Social Reporting in the Federal Republic of 
Germany: An Overview", Accounting Organizations and Society Vol.4 
No.1/2 (1979) pp.109-122. 

'" .. ., 
c:: ..... 
'" ., 
'" 



173 

debate between the corporations and the trade unions. As such 

these developments would seem to be of interest to students of 

corporate social reporting in many other countries. n374 

The Deutche Shell report has been commented on by Van den Bergh375 and 

Most. 376 Van den Bergh comments that n ••• employees are the most strongly 

emphasised group in all the (German) social reports", whilst for Most " ••• 

the 1975 annual report of Deutche Shell A.G. is a portent of things to 

come. " 

The Deutche Shell A.G. report (contents page only) is reproduced as Exhibit 

48. 

EXH:IBJ:T 48 
The concept of goal accounting - social reporting -

the example of Deutsche Shell A.G 

Table of Contents 
1. Introduction. 
2. The framework of Shell's policy; general developments in the energy 

market; 
2.1 The-policy of the OPEC countries. 
2.2 The impact on the German mineral oil market. 
2.3 The Federal government's energy program. 
2.4 Obligation to maintain minimum·stock levels. 
2.5 Structural and business activity problems of the mineral oil 

industry. 
2.6 Special levies on domestic oil and natural gas production. 
2.7 Long-term aspects. 

3. The goals of Shell's corporate policy. 
4. The performance of Deutsche Shell A.G.; 

4.1 Supplying the consumer on conditions determined by the 
market. 

4.2 Development of new application techniques and products. 
4.3 Achieving a reasonable return on investment. 
4.4 Taking account of our employees' interests. 
4.5 Paying regard to the general public welfare. 

5. Explanations pertaining to the German Shareholders' Act; 
5.1 Explanations of the balance sheet. 
5.2 Explanations of the profit and loss account. 

6. Tables; 
6.1 Social accounts. 
6.2 Relations with investors. 
6.3 Account of performance, 
6.4 Balance sheet. 
6.5 Profit and loss statement. 

----------------------------------------------------------------------
Excerpt from: Deutsche Shell A.G., op.cit., p.4. 
Unauthorized translation by Dierkes & Coppock (1977). 
Cited by Schreuder, op.cit., p.l17. 

---------------------------------------------------------------------------
374 
375 

376 

ibid .. p.121. 
Van den Bergh, R., "The Corporate Social Report - the Deutche Shell 
Experience", Accountancy (December 1976) pp.57-6l. 
Most, K.S., ·Corporate Social Reporting: 'Model' Report by Deutche 
Shell", The Accountant (February 10th 1977) pp.164-167. 
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8.74 Holland 

Dekker and Van Hoorn377 have commented on the scarcity of empirical 

research on social reporting in Holland. 

They cite four studies: 

1. Van ommeren,378 who analysed 21 social or personnel annual reports for 

1973 with regard to 29 elements related to the social policies of 

companies. 

ii. Feenstra, and Bouma,379 investigated the annual reports of 40 Dutch 

companies for the period 1970-73. They described aspects of the 

reports from which the concern shown for company personnel and the 

environment may be deduced. Many of the elements examined were common 

with those used by Van Ommeren. 

iii. 

iv. 

Bakker380 examined 12 annual reports from 1973 on 13 elements of 

social· policy. 

De Gier381 studied seven 1975 social annual reports on 18 elements 

related to the-social policy of companies. 

Dekker and van Hoorn382 investigated 64 1975 social annual reports of Dutch 

companies to determine the contents. Their results are provided 

in Exhibits 49 and 50. Exhibit 49 shows the contents of a sample of 1975 

Dutch social annual reports.' Exhibit SO shows the information provided 

which was not related to employees. It is clear that like many of the 

Contential European reports examined in this sect ion most of the 

information provided relates to employees and their interests; 

---------------------------------------------------------------------------
377 

378 

379 

380 

381 
382 

Dekker, H.C. and Van Hoorn, Th.P., "Some Major Developments in Social 
Reporting in the Netherlands Since 1945", Unpublished Discussion Paper 
(Department of Economics, University of Amsterdam, 1982). 
Van Ommeren, A.W., Het sociaal jaarverslag. Informatiebron of 
verantwoord ingsstuk, Personeelsbeleid, Sept. 1974 293 pp. 
Feenstra, D.W. and Bouma, J.L., "Human Resource Accounting; some 
tentative statements and a preliminary examination concerning the 
presentation of non-accounting information in external reporting of 
some selected Dutch companies over 1970-73," a paper presented at the 
EIASM workshop on Human Resource Accounting, Brussels 1975. 
Bakker, P.A.H., Het sociaal jaarverslag in opmars. Intermediair, 12 
September 1975. 
de Gier, E., Sociaal verslag gepunt, Zeggenschapl No. 1976) p. 3. 
Dekker, H.C., and van Hoern, Th.P., "External reporting in the 
Netherlands: some observations about the state of the art and current 
issues", Research Memorandum 7612 (Department of Economics, University 
of Amsterdam 1977) . 



175 

EXHIBIT 4!1 
Contents of Dutch social annual reports in 1975 

-----------------------------------------------------------------------------
A B 

General remarks as to financial, economical, 
social aspects x 

Main point of social policy x 
Main results and effects of social policy x 
Expectation for next year x 
Organisational structure of the company x 
Changes in the organisation x 
Organisation development 1 
Consultation structure in the company 1 x 
Consultation of workers on labour conditions 1 

and procedur.es x 1 x 
Work's council x 1 x 
Trade-union work within the company x 1 
Consultation with trade-unions 1 x 
Labour conditions: - general x 1 x 

- development total wages sum 1 x 
- wages and salaries policy 1 x 
-~ social funds (ine!. pension funds) - x 1 x 

Job evaluation 1 x 
Composition of personnel x 1 x 
Labour turnover x 1 x 
Promotion policy x x 
Appointments policy x 
Dismissal policy 
Training and education policy x x 
Recruitement policy x x 
Number of trainees x 
Working conditions x x 
Job improvements x 
Changes in working conditions x 
Security measures x x 
Accidents x 
Work's medical service x x 
Absenteeism caused by illness x x 
Company's social work x 
Recreation x 
Personnel Magazine x 
Jubilees x 
External relations x 
Activities on behalf of special groups of 

personnel x 
Housing of personnel 
Value added: distribution 
Cost of recruitement x 
Cost of absenteeism x x 
Working hours-and holiday schemes 
Rules and procedures for complaints 

C 

x 

x 
x 

x 

x 
x 

x 

x 
x 
x 

x 
x 

x 

x 

x 
x 

x 
x 
x 

INumber ofl 
D 1 companies 1 

1 reporting 1 
1 INb 1%3) 

----1----
1 

x 1 44 
x 1 43 

1 2 
x 1 27 
x 1 21 

1 25 
1 
1 31 
1 

x 1 38 

x 
x 
x 
x 

x 
x 
x 
x 

x 

x 

571) 
9 

41 
43 
43 

9 
52 
20 
54 
40 

7 
36 

2 
53 
28 
14 
13 
26 

6 
22 
21 
38 

69 
67 

3 
42 
33 
39 

48 

59 1 
891 ) 

18 
64 
67 
67 
14 
81 
31 
84 
63 
11 
56 

3 
83 
44 
22 
20 
41 

9 
34 
33 
59 

47 73 
x 25 39 

33 52 
22 1 34 
30 1 47 

9 1 14 
1 

13 1 20 
212 ) 1332 ) 

- 1 

315 
112 

x 5 1 10 
x-I 

-----------------------------------------------------------------------------
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A Recommendations of V.N.O. See: VNO/NCW., Sociaal Jaarverslag. 
Informatie aan het personeel. Den Haag, 1975. 

B Recommendations of F.M.E. See: Personee1s - of sociaal jaarvers1ag. 
Monografie 8, februari 1974. 

C Desires of F.N.V. See: Open boek •. Een nota over de bohoefte van werk
nemers aan informatie over hun ondernemingen. Amsterdam, juli 1976. 

D Proposals in the new bill ·regarding the Work's Council, presented to 
Parliament in February 1977. 

1) n - 51 
2) not counted in the research 
3) n - 64 

Source: Dekker and van Hoorn op.cit., p.26. 

EXRZBIT 50 
Non employee related data reported in Dutch social annual reports 1975 

- financial/economic expectations as to the future 27 
- its consequences for the (internal) social policy 18 
- ergonomics 4 
- employees' participation in decision making 2 
- suggestion box 22 
- cost c.q. savings . aspects of these suggestions 9 
- impact on milieu of the environment 13 
- measures to improve the milieu 9 
- cost of these measures 0 
- benefits of these measures 0 
- contacts with local government 8 
- contacts with action groups 0 
- actions of action groups 0 

Source: Dekker and van Hoorn, op.cit., p.27. 

8.75 Sweden 

Gray, Owen and Maunders suggest that Sweden provides examples of internal 

rather than external social reporting and cite a study by Jonson et. al. 

which calculated the financial savings resulting from a reduction in 

absenteism. 383 In a different type of study Grojer and Stark developed a 

goal oriented social accounting report,. with the different constituencies 

receiving explicit consideration. 384 Although employees featured promently 

in the report, environmental factors were also included. 

383 

384 

Jonson, L.C., Jonsson, B. and Svennson, B., "The App.lication of Social 
Accounting to Absenteeism and Personnel Turnover," Accountinq, 
Organizations and Society, Vol.3 No.3/4 (1978) pp.261-268. 
Grojer, J.E. and Stark, A., "Social Accounting: A Swedish Attempt", 
Accounting, Organizations and Society, Vol.2 No.4 (1977) pp.349-386. 
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8.80 Other Countries 

Research into SRA disclollures in being carried out in several other 

locations in addition to those reviewed here. However, these appear to be 

isolated events and not part of any concentrated research effort. 

Teoh and Thong385 have reported on SRA disclosures in Malaysia, and Low, 

Koh and Ye0386 on disclosures in Singapore. An -Indian report is cited by 

Gray, Owen and Maunders387 and although described as an 'outlier' it is 

also thought to be important as a public sector development which may set 

an example for the private sector in that country. Tokutani and Kawan0388 

have provided an extensive note on the Japanese social accounting 

literature, some of which corresponds to SRA disclosures. Jaruga389 has 

provided an opportunity for western accountants to learn something of the 

accounting function in Poland. In a recent paper she comments on social 

responsibility matters. Although it is stated that social costs are 

internalised by the enterprise, there appears to be som~ conflict between 

the work of Polish accountants on behalf of the enterprise and that on 

behalf of society as a whole. 

8.90 Limitations of these studies 

8.91 Subjective Analysis 

It is evident from the comparative works of Davey and Ng and the concern 

with replication expressed by Guthrie and the comments of Ernst and Ernst 

and Burke that some researchers are aware of the subjective nature of this 

'type of investigation. There seems to be very little difference between 

qualitative data which is aimed at conveying information and statements 

which are designed for advertising purposes. Whether a self-congratulatory 

message imparts information depends upon the perceptions of the reader. 

-------------------------------------------------------------~-------------
385 

386 

387 
388 

389 

Teoh, H.Y. and Thong G., "Another Look at Corporate Social 
Responsibility and Reporting - an Empirical Study in a Developing 
Country", Accounting, Organizations and Society Vol.9 No.2 (1984) 
pp.189-206. 
Low Aik Meng, Koh Hian Chye and Yeo Hian Heng, "Corporate Social 
Responsibility and Reporting in Singapore - a Review", Singapore 
Accountant, Vol.1 No.8 (1985) pp.7-13. 
Gray, Owen and Maunders, op.cit., p.26. 
Tokutani, M. and Kawano, M., "A Note on the Japanese Social Accounting 
Literature", Accounting, Organizations and Society, vol.3 No.2 (1978) 
pp.183-188. 
Jaruga, A.A., "Social Responsibility of Accountants in Poland", 
Working Paper (Accounting Department, University of Lodz, 1984). 
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Many studies do not report any methodological safeguards or even 

acknowledge that there might be a problem at all. 

This is not to argue against this type of research. However, researchers 

have to guard against the inherent subjectivity of the analysis through 

publication of the instruments used and attempts at replication by the same 

and other analysts. Ernst and Ernst have addressed this issue but conclude 

that the data is an understatement in the final analysis. This is only a 

partial solution to the difficulties presented by subjectivity. 

The surveys reported here suggest that replication studies are urgently 

needed, since although Guthrie has found his own instrument to be reliable, 

the Davey approach has produced conflicting results when used on the same 

material by a second researcher. Other studies have been reported as 

single studies, often without all the details. 

The subjective nature of many of the qualitative SRA material makes 

analysis~ extremely problemat;'c. Consequently, until studies are commonly 

replicated, all those interested in the area must be wary of accepting 

published results too readily. A further issue is to what extent 

disclosures can be compared between different accounting systems. 

8.92 The interrelationship of culture and accounting 

A further difficulty arises because of cultural and other influences at 

work in different accounting environments. This issue is considered in 

depth since it provides a possible explanation for many of the differences 

in reporting practices which were illustrated in the earlier part of the 

chapter. 

It has been demonstrated that the effects of culture may be used to group 

countries together in order to study'their accounting systems. 390 Although 

a relatively recent area of study, the culture-accounting interrelationship 

has provided some interesting ideas. This section attempts to apply some 

of these ideas and developments to the social accounting field. 391 

390 

391 

Gray, S.J. ·Cultura1 Influences and the International Classification 
of Accounting systems·, a paper presented to the EIASM Workshop on 
Accounting and Culture, Amsterdam (June 1985). 
Perera, M.H.B. and Mathews, M.R., "The Interrelationship of Culture 
and Accounting with Particular Reference to Social Accounting", 
Discussion Paper No.59 (Department of Accounting and Finance, Massey 
University, June 1987). 
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Research on national systems of accounting has focussed particularly on the 

Anglo-American countries (i.e. USA, Canada, U.K. Australia and New Zealand) 

and Continental Europe,392 Lafferty,393 Benston, 394,395 Oldham,396 Nobes 

and parker397 Ho1zer. 398 As national differences in accounting systems 

and practices became increasingly evident attempts were made to identify 

international patterns and to classify countries on the basis of those 

patterns. Two alternative approaches have been taken, the first involves 

the identification of relevant environmental factors and links them to 

national' accounting practices Mue11er, 399,400 Zeff, 401 ~deburgh, 402 

Nobes. 403,404 The second involving the classification of accounting 

practices by using statistical analysis and then attempting to explain the 

patterns discovered by reference to environmental factors, Frank, 405 Nair 

392 

393 
394 

395 
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400 
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Zeff, S.A., Forging Accounting Principles in Five Countries: A 
History and an Analysis of Trends (Stipes, 1972). 
Lafferty, M., Accounting in Europe (Woodhead - Faulkner, 1975). 
Benston, G.J., "Accounting and' Corporate Accountability", Accounting, 
Organizations and society, Vol.7 No.2 (1982). 
Benston, G.J., "An Analysis of the Role of Accounting Standards for 
Enhancing Corporate Government and Social Responsibility", Journal of 
Accounting and public policy (Fall 1982). 
Oldham, K.M., Accounting Systems and Practices in Europe .(Gower, 
London, 1981). 
Nobes, C.W. and Parker, R.H., Comparative International Accounting 
(Philip Allan, Oxford, 1981). 
Holzer, H.P., (Ed) International Accounting (Harper and Row, London, 
1984) . 
Mueller, G.G., International Accounting (McMillan, New York, 1967). 
Mueller, G.G., "Accounting PrinCiples Generally Accepted in the·United 
States Versus Those Generally Accepted Elsewhere", International 
Journal of Accounting Education and Research (Spring, 1968). 
Zeff, op.cit. 
Radebaugh, L.H., "Environmental Factors Influencing the Development of 
Accounting Objectives, Standards, and Practices in Peru", 
International Journal of Accounting Education and Research (Fall, 
1975) • 
Nobes, C.W., "A Judgemental International Classification of Financial 
Reporting Practices", Journal of Business Finance and Accounting 
(Spring, 1983). 
Nobes, C.W., International Classification of Financial Reporting 
(Croom Helm, 1984). 
Frank, W.G., "An Empirical Analysis of International Accounting 
Principles", Journal of Accounting Research (Autumn, 1979). 
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and Frank,406 Oa Costa et al,407 Goodrich,408 Belkaoui. 409 

It is interesting to note that many of the classifications developed 

through the above approaches suggest, inter alia, significant differences 

between Anglo-American countries and Continental European countries in 

terms of their patterns of accounting development. For example, Mueller 

identified four' categories of accounting system in western capitalist 

countries, namely (i) accounting in a macro framework, where enterprise 

accounting is closely linked with national economic policies (Germany, 

Sweden), (ii) accounting based upon micro economic factors, where 

accounting is regarded as part of business economics (Netherlands), (iii) 

accounting as an independent discipline, where accounting is regarded as a 

separate service function in business practice (U.K.,U.S.A.) and (iv) 

uniform accounting, where accounting is viewed as a regulatory device 

(France) . Nobes adopted Mueller's analysis as the basis of a 

classification which divided 'western capitalist countries and their 

accounting systems into two broad categories, micro'-based systems and 

macro-uniform systems. Sub-classifications were also identified. Micro-

based systems were divided into business economics based (Netherlands) and 

business practice based systems. The macro-uniform systems were divided 

into Continental and government economic based systems (Sweden). Nobes 

went on to divide the business practice based group into systems under UK 

influence (Australia, New Zealand, U.K., Ireland) and under U.S. influence 

(Canada, U.S.) and the Continental group into tax based systems (Belgium, 

France, Spain, Italy) and law based systems (Germany). 

It can be seen that the Anglo-American countries are grouped as micro

business practice based systems whereas the European countries, with the 

exception of the Netherlands, are grouped together as macro-uniform 

systems. The classif'ications put forward by Mueller and Nobes are set out 

as Exhibits 51 and 52 below. 

-------------------~-------------------------------------------------------406 
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Nair, R.D. and Frank, W.G., "The Impact of Disclosure and Measurement 
Practices on International Accounting Classification", Accounting 
Review (July 1980) . 
Da Costa, R.C., Bourgeois, J.C. and Lawson, W.M., "A Classification of 
International' Financial Accounting Practices," International Journal 
of Accounting Education and Research (Spring 1978) . 
Goodrii::h, P.S., "Accounting and Political Systems", Discussion Paper 
NO.109 (School of Economic Studies, University of Leeds, 1982). 
Belkaoui, A., '''Economic, Political and Civil Indicators and Reporting 
and Disclosure Adequacy : ,Empirical Investigation", Journal of 
Accounting and Public Policy (Fall, 1983). 
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EXHIB:r'r 51 
Classification of accounting Systems Mueller 1967 

1. 2. 3. 
Accounting in a 
macro framework; 
Germany 

Micro economic 
factors; 
The Netherlands 

Service function in 
business practice; 
U.K. U.S.A. 

Uniform 
France 

4. I 

accountin( I 

Sweden 
EXHIBIT 52 

Classification of accounting systems Nobes 1983-1984 

Micro-based Systems 
I 

Macro-based Systems 
I 

Business Economics 
Based Systems 

Business Practice 
Based Systems 

Continental 
I 

Govt. Economic 
Based Systems 
Sweden The Netherlands I I 

U.K. Influence; 
Australia 
New Zealand 
U.K. 
Ireland 

I 
I 

u.s. Influence; ------------------
U.S. 
Canada Tax Based Systems; Law Based Systems 

Belgium Germany 
France 
Spain 
Italy 

One of the significant outcomes of research endeavours in the comparative 

analysis of accounting in different countries, has been an enhanced 

awareness of the importance of environmental factors in moulding a 

country's accounting system. This in turn has led to serious attempts at 

identifying both the relevant environmental factors and the mechanism by 

which such factors influence accounting. In this context culture is often 

considered to be one of the powerful environmental factors impacting upon 

the accounting system of a country. The argument put forward is that 

because accounting is a socio-technical activity it involves dealing with 

both human and non-human resources or techniqUes as well as with the 

interaction between the two. Although the technical aspect of accounting 

is less culture-dependent than the human aspect, since the two interact, 

accounting cannot be culture-free. Furthermore, it has been argued that' 

accounting is in fact culture determined. 410 

---------------------------------------------------------------------------
410 Violet, w.J., "The Development of International Accounting Standards 

An Anthropological perspective", International Journal of Accounting 
Education and Research (Spring 1983). 
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Accounting and Culture 

Recently there has been an increasing interest in' applying behavioural 

ideas to accounting. This has, no doubt, enriched the field and 

contributed significantly to changing the status of accounting from being a 

purely technical discipline. Research in this area has ranged from a 

consideration of the psychological factors which influence the preparers of 

accounting statements, to a socio-political consideration of the role of 

accounting in organisations and societies. The most recent set of ideas 

emanating from .the established social science area, to be applied to 

accounting, comes from cultural anthropology. Culture has featured 

prominently in more recent discussions of the factors influencing the 

accounting development of a country411,412,413 ,414,415. It has also been 

argued that the lack of consensus across different countries on what 

represents proper accounting methods is because their purpose is cultural 

not technical. 

convention. 416 
The content of reports depends on local history and 

This is probably why the product of accounting, i.e. 

financial statements and reports, sometimes has a shareholder orientation, 

other times a.creditor orientation and occasionally it serves the interests 

of national planners or public administrators;417 

It is clear that cross-cultural behavioural research in accounting is 

likely to provide some explanation about why there are differences in 

accounting techniques and practices between countries and to answer 

questions about whether the findings of researchers in one culture can be 

transformed without modification for effective use in another culture. 

4ll 
412 
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.presented at an EIASM Workshop on Accounting and Culture (Amsterdam, 
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In the field of management, Hofstede has sought to analyse differences in 

work-related values across cultures. His study was based upon data 

collected through an employee attitude survey in a multi-national 

corporation. The survey took place twice between 1968 and 1973, involving 

different subsidiaries in sixty four countries, and 116,000 questionnaires 

in 20 languages. 418 

Culture'Based Societal Value Dimensions 

In an attempt to develop a commonly acceptable, well defined and 

empirically based terminology to describe cultures, Hofstede identified 

four distinct dimensions which he considered to reflect the cultural 

orientation of a country. These were (a) Individualism versus Collectivism 

(b) Large versus Small Power Distance (c) Strong versus Weak Uncertainty 

Avoidance and (d) Masculinity versus Femininity. The main features of each 

of the dimensions is discussed below followed by a consideration of their 

implications for accounting. 

Individualism-versus-Collectivism 

This dimension relates to the degree of integration a society maintains 

amongst its members, or the relationship between an individual and his/her 

fellow individuals. Individualism stands for a preference for a loosely 

knit social framework in society, wherein individuals are supposed to only 

take care of themselves and their immediate families. On the other hand, 

Collectivism stands for a preference for a tightly knit social framework in 

which individuals can expect their relatives' or other in-group to look 

after them in exchange for unquestioning loyalty. 

The identified characteristics of this dimension tend to raise some 

questions in regard to established theories which have a bearing on 

management thought in general, for example, the general validity of 

economic theories based on self-interest, and of psychological theories 

based on self-actualization, because in a collectivist society, preference 

is given to collective interest and achievement. Some other issues that 

are likely to become important under this dimension include the nature of 

the employer-employee relationship, and the priority given in business. In 

418 Hofstede, G., "Dimensions of National Cultures in Fifty Countries and 
Three Regions", in Dregowski, J.B., Dziurawiec, S. and Annis, R.e. 
(Eds.) Expications in Cross Cultural Psycholoqy (Swets and Zeitlinger, 
1983) . 
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an individualist society, employer-employee relationships tend to be 

calculative, whereas in a collectivist society, such relationships tend to 

be morally based. On the other hand, in an individualist society, priority 

in business is given to task rather than to the relationship as it is in 

the case of a collectivist society. Hofstede concludes that the degree of 

individualism in a country is statistically related to that country's 

wealth. 419 Accordingly, wealthy countries tend to be more 

individualisticly oriented, whereas poor countries tend to be more 

collectivistic. This would seem to indicate an aspect of clear difference 

in societal values that exists between countries. 

Large versus Small Power Distance 

This dimension relates to the extent to which the members of a society 

accept that power in institutions and organisations is. distributed 

unequally. For example, in large power distance societies, people tend to 

accept a hierarchical order in which everybody has a place which needs no 

further. justification, whereas in small power distance societies people 

tend to strive_for power equalization and demand justification for those 

power inequalities that do exist. The identified Characteristics of this 

dimension tend to draw attention to issues such as whether subordinate 

consultation is necessary or paternalistic management is accepted. In a 

large power distance society, subordinate consultation may not be as 

important as in a small power distance society, because there is a tendency 

for its members to accept paternalistic management. The degree of 

inequality in a society is measured by the extent of power distance. The 

level of power distance is related to the degree of. centralisation of 

authority and the degree of autocratic leadership. Societies in which 

power tends to be distributed unequally can remain so because this 

situation satisfies the psychological need fOr. dependence of the people 

without power. 

complementary. 

In other words, the value system of the two groups are 

Hofstede identifies a global relationship between power 

distance and collectivism. 420 Collecti vist countries always show large 

power distance, although individua~ist countries do not always show small 

power distance. It is interesting to note that all poor countries are 

collectivist with large power distance. 

419 

420 

Hofstede, G., "The Cultural Relatively of Organizational Practices and 
Theories", Journal of International Business Studies (Fall 1983) p.80. 
ibid., p. 82. 
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Strong versus Weak Uncertainty Avoidance 

This dimension relates to the degree to which the members of a society feel 

uncomfortable with uncertainty and ambiguity. The fundamental issue 

involved here is how a society reacts to the fact that the future is 

unknown; whether it tries to control the future or to just wait and let it 

happen. In the weak uncertainty avoidance societies people have a natural 

tendency to feel relatively secure, whereas in strong uncertainty avoidance 

societies people tend to try and beat the future, because the future 

remains essentially unpredictabl.e and there will be higher level of 

anxiety. In such societies, there will also be institutions that try to 

create security and avoid risk. One important way of creating security is 

through the legal and other formal rules and institutions, whereby 

protection is provided against the unpredictability of human behaviour. 

The existence of a relatively high degree .of planning of economic 

activities in strong uncertainty avoidance societies could also be 

explained in terms of this value dimension. Religion is another way of 

creating a· feeling. of security.. All. religions attempt to create in the 

minds of people an expectation of something which is certain. 

The identified characteristics of this dimension tend to draw attention to 

the existance of an emotional need for formal and informal rules to guide 

behaviour, the degree of formalisation, standardisation and ritualisation 

of organizations, the extent ot, tolerance for deviant ideas and behaviour 

and the willingness to take risks. There are different patterns of 

relationship between the degree of uncertainty avoidance and power 

distance. 

Masculinity versus Femininity 

This dimension relates to the division of the roles between the sexes in 

society. Masculinity stands for a societal preference for showing off, 

achievement, heroism, assertiveness, making money or enjoying material 

success, thinking big and so on. Femininity stands for a preference for 

putting relationships with people before money, helping others and caring 

for the weaker, the quality of life, preservation of the environment, 

"small is beautiful" and so on. 

The characteristics identified by this dimension tend to draw attention to 

the existence within society of competitiveness as against solidarity, 
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equity against equality, and achievement motivation as against relationship 

motivation. Career expectations, and the acceptability of macho manager 

behaviour are some of the issues raised by this dimension. 

dimension there is no identifiable pattern between countries. 

On this 

Different Cultural Environments Anglo-American versus Continental 

European 

It may be reiterated here that the ideas developed in any society are a 

product of the socio-politico-economic environment. Therefore, a proper 

understanding of that environment is a precondition for any considered 

explanation of why the participants behave in a particular way, because 

human behaviour is usually reflective of some pattern of thinking. This 

can be illustrated by a number of specific examples. The growth of 

economic activity in the U.K. took place in an atmosphere of classical 

liberalism with a broadly laissez-faire approach to government. This was 

also true of the economic growth that began to gain momentum in the U.S. in 

the middle of the 19th century. In such a highly individualist atmosphere, 

the_promotion_of_investment, by trying to interest people with uncommitted 

funds in various investment projects, became an important activity. Once 

prospective investors began to assess investment opportunities on the basis 

of their expected earnings, financial statements that included some kind of 

earnings figure became a necessity for the functioning of the entire 

system. 421 This was the background for the development of capital market 

activity which is the main source of funds for investment in both 

countries. The activities of these markets have resulted in continuous 

pressure being exerted for the provision of financial information for 

investors, making investors the most important recipients of accounting 

reports from companies. 422,423. The pressure for disclosure had a 

significant effect on the development of accounting principles and 

practices in these countries and the requirements of the capital markets 

became a major influencing factor in their disclosure patterns. 

Furthermore, financial reporting and capital market activity were so 

closely related that they became interdependent. 424 Similar developments 

421 

422 
423 
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Abel, R., "The Impact of Environment on Accounting Practices : Germany 
in the Thirties", International Journal of Accounting Education and 
Research (Fall 1971). 
Trueblood report, op.cit., 
FASB, SFACI, op.cit., 
Barrett, V.M.E., "The Extent of Disclosure in Annual Reports of Large 
Companies in Seven Countries", International Journal of Accounting 
Education and Research (Spring 1977). 



187 

took place in other Anglo-American accounting countries such as Australia, 

Canada and New Zealand. It was assumed that these developments should be 

implemented by accountants, independent of legal direction or government 

intervention. 

The position in much of Continental Europe is quite different from that 

outlined above. In both France and Germany there has been a tradition of 

state intervention in economic affairs. Unlike the position in the U.K. 

and the U.S. the influence of the .classical economists was far more limited 

in Continental Europe. Instead, there have been a succession of economic 

theories with a common thread, of anti-individualism. Financial accounting 

in France is generally influenced by legislation, due mainly to the 

determination of the French Government to obtain data for macro-accounting 

purposes. The 1947 Plan Comptable .General, which has been adopted by 

virtually all enterprises in the country, contains a detailed chart of 

accounts and a series of model financial and statistical reports which are 

considered necessary for micro-and macro-accounting purposes. The French 

plan makes it clear that amongst . its objectives in seeking data on an 

enterprise are, (a) the promotion of more reliable national economic 

policies, (b) the minimisation of social misunderstandings, (c) ensuring 

the availability of data for government studies of market trends and, (d) 

assistance to the government authorities in exercising· contol over the 

economy. Furthermore, French companies have traditionally relied much less 

upon an active new issue market as a source of long-term funds than have 

U.K. and U.S. companies. This has resulted in a lower emphasis being given 

to the provision of investor-oriented corporate financial reporting and to 

the audit function as a safeguard for investors. Therefore, the primary 

influence upon the development of accounting principles and practices in 

France. has been the General Accounting Plan, rather than the pronouncements 

of the accounting profession. Similarly, in Germany, as demand for 

industrial capital increased during the second half of the 19th century, 

strong banks, rather than individuals organised by a promoter, emerged as 

suppliers of a significant portion of that capital. 

The environmental differences described above are reflected in the 

different approaches taken in those countries with regard to accounting 

issues. For example, it is widely held that accounting reports should be 

oriented towards the user's needs on the assumption that the public 

interest will be best served by a user orientation. In industrialised 
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countries the public interest is taken to be synonymous with the interest 

of the main group that provides capital. However, this group varies from 

one country to another, for instance in the U.S. it is the private 

investors425 in the U.K. it is the institutional investors such as pension 

funds and building societies,426 in France it is the family holdings and 

the state, and in Germany it is the banks. 427 The social and cultural 

differences between these countries can also be seen in the paths they have 

taken towards the development of social reporting. 

Social Reporting : International Pressures for More Disclosure 

and National Disclosure Patterns 

There has been considerable pressure at an international level, particuarly 

from the UN and the EEC; for greater disclosure with special reference to 

information which is relevant to employee interests. The 1977 UN proposals 

highlighted the need to extend the scope of required disclosures beyond 

purely financial reporting. 428 These proposals, although not specifically 

recommended, favoured the production of separate social reports. Areas 

identified~ for~~ disc10sure.~ were, labour and employment, production, 

investment programmes, organisational structure and environmental measures. 

The fifth EEC directive on employee information and consultation, and the 

Vredeling proposals for giving information rights to employees of . 'large' 

.companies (issued in 1980 and revised in 1983) are even more extensive in 

scope. The directive requires the disclosure of information relating to 

corporate organisational structure, employment, the economic and financial 

situation, probable developments in production, sales and employment, 

production and investment programmes rationalisation plans, and plans for 

new working methods or other methods that could have "a substantial effect" 

on employee interests. The OECD429 also requires the disclosure of the 

average number of people employed, categorised by function, together with 

employment costs showing social security costs and pensions. Howev~r, 

425 
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427 

428 
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Nobes and parker,op.cit., p.64. 
Lee, T.A. and Tweedie, D.P., The Private Shareholder and the Corporate 
Report (ICAEW, London, 1977). 
Hopwood, A.G. and Schreuder, H., (Eds) European Contributions to 
Accounting Research : The Achievements of the Last Decade (Free 
University Press, Amsterdam, 1984). 
United Nations, International Standards of Accounting and Reporting 
for Transitional Corporations (UN, New York, 1977). 
Organisation for Economic Co-operation and Development, Accounting 
Practices in OECD Member Countries (OECD, 1980). 
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despite these pressures at an international level for a well chosen 

programme for promoting greater disclosure in social reporting, the extent 

of regulation at national level tends to be minima1 430 with the notable 

exception of France, where employee reports are required by law. In 

France, since 1977 large corporations have been required by law to publish 

a separate social report (Bilan Social). In that report detailed 

information must be disclosed about a wide range of matters including 

employment; wages, salaries and social security payments; hygiene and 

safety; conditions of work; training; and trade union activities. The 

emphasis here is on the impact of the corporation on employees. The extent 

of vOluntary disclosure is significant and growing in other European 

countries such as Germany, the Netherlands and Sweden, where additional 

special employee reports are often provided. 431, 432 

Information relating to employees is also required to be disclosed by U.S. 

and U.K. companies but the instances are fewer and the required disclosures 

are relatively minimal. 

Some Specific Examples of Differences in Reporting Practices 

Employee Reporting 

The Continential European countries seem to be much more advanced in regard 

to 'social' or 'employee' reporting, at both institutional and practical 

levels, than the Anglo-American countries. This can be explained to some 

extent in terms of their different cultural environments because systems 

usually develop unique characteristics as a result of both internal and 

external pressures. Pressure groups and institutional influences which are 

active in developing social disClosures in industrialised countries 

generally include employees and trade unions, shareholders, community 

leaders, environmentalists, cornsumerists, idealists and, moralists, 

professional guidelines and pronouncements, and legislation and regUlation. 

In a given country some of these groups will be more prominant than the 

others, and the emergence of such pressure groups is likely to be 

influenced by the cultural background. As clearly demonstrated elsewhere 

430 
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Gray, S.J., McSweeney, "I.B. and Shaw, J.C., Information Disclosure and 
the Multinational corporation (John Wiley, Chichester, 1984). 
Schoenfeld, H.M., "The Status of Social Reporting in Selected 
Countries", Contemporary Issues in Internat-ional Accounting Occasional 
paper No.l (University of Illinois, urbana, 1978). 
Schreuder, op.cit. 
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by historical development and also by Hofstede's analysis of culture, the 

U.K. and U.S. are both oriented towards individualism, whereas France and 

Germany are relatively less individualist and more collectivist oriented. 

It is interesting to see how the pressures for social disclosures have 

varied between these two groups of countries. Employees have been a 

powerful force in France and Germany whereas consumerists and 

environmentalists have been predominant in the U.S. and to a lesser extent 

the U.K. 

Industrial Democracy 

In the collectivist oriented cultures· of Continental Europe, industrial 

democracy or worker representation has provided a co-determination 

framework for corporate. performance and disclosures. As a result, 

employees have been a powerful force. By cont rast, in individualist 

cultures, the relationship between the employer and employee is a business 

relationship based on the assumption of mutual advantage. Either party can 

terminate the relationship in favour of a better deal elsewhere. In 

classical. economic. theory, which .was largely responsible for moulding the 

individualist cultural thinking employees are "labour", a "factor of 

production" and "part of a labour market". They are not regarded as 

important contributors to decision making by the management. This is· why 

employee and union pressure in North America has been relatively 

insignificant. For example, when top-ranking officials of each of the 20 

largest Canadian unions were surveyed in 1984 about industrial democracy, 

they did not agree that workers should be represented on boards of 

directors and doubted that this would become widespread by 1994. 433 

Therefore, contrary to the European experience, social disclosures in the 

U.5. and Canada have developed from other forces such as environmentalists, 

consumerists and idealists. Also, in the U.K., the issue of expanded 

social reporting has not· met with rapid acceptance, partly due to the 

current value accounting debate which has tended to retain the forefront of 

disclosure proposals. 

Environmental Disclosures 

In contrast to the position on employee reporting there is some evidence of 

a greater concern on environmental matters in North America. Tinker434 has 

433 . . Brooks, Op.C1t. 
434. Tinker, op.cit. 
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referred to the Love Canal scandal, Wiseman435 and Rockness436 have 

examined the veracity of corporate disclosures on environmental matters, 

and the Ernst and Ernst studies (1972-1978) of disclosures by Fortune 500 

companies showed that considerable attention was given to environmental 

matters. A summary of the 1978 survey was shown as Exhibit 44 earlier in 

the chapter. The exhibit also incorporates similar data from U.K. studies. 

The categories provided are in contrast with Continental European reports 

which emphasise employee matters almost exclusively. 

EXH:IBIT 53 
Issues addressed in corporate social reports 

-------------------------------------------------------------------------------
West Switzer

land 
n=9z2 

OS Aus-
Germany Austria 
n-16z2 n"'6z2 

Japan 
n=29 

Monetary Non tra1i 
n=500 n=50 

Human Resources Two Year Period One Year Period 
General person. policy 
Size of work force, 

12 4 14 3 30 89 

distribution, changes 10 
Employ of foreigners 3 
Labour costs ' 11 
Working conditions- 10 
Training & development 15 
Fringe benefits - general 19 
Employee health services 9 
Company pension plans 8 
Company housing 9 
Employee ownership of 
property 4 

Labour representation 5 
Communication with 

employees 
Communication involvement 
Environment 
Energy 

Product related matters 
Research & development 

Miscellaneous 
Stockholder relations 
Fair business practice 

7 
NA 
19 
NA 
NA 

9 
7 
6 

NA 

5 
1 
6 
1 
6 

10 

5 
2 

NA 
1 

NA 
NA 

4 
2 

NA 

7 
2 
6 
2 

12 
10 

1 
4 
3 

1 
2 

3 
NA 
10 
NA 
NA 

7 
8 

NA 

2 

2 
2 
2 
1 

1 

2 

NA 
10 
NA 
10 
NA 
12 

4 
NA 

54 
161 

39 
1 

NA' 
1 

NA 
19 

Notes: Sources per Table 8.4 US statistics do not include 180 
companies with only non-monetary, verbal disclosures. 
'Subsequent to the ,survey date, the FASB required research and 
development disclosure. 

Source: Brooks, op.cit., p.213. 
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70 
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Brooks has provided a useful analysis of the issues addressed in corporate 

social reports. The results are presented as Exhibit 53 and. show the 

different emphases which have already been noted. 

A number of attempts have been made to link the provision of environmental 

information, whether supplied by the reporting organisation or an outside 

body such as the council for Economic Priorities (CEP), with changes in the 

market price of shares. This work, which has already been discussed in 

chapter two, follows the general trend of the individualist, market 

related, cultural features already referred to. 

Conversely, the discussion of the measurement and valuation of 

externalities has been contested by several academics on the grounds that 

shareholders would be forced to pay for additional information which they 

would not want. The same view would be put forward in relation to other 

social disclosures. 

Institutional Requirements and Uncertainty Avoidance 

It is also clear that the European Companies are much more subject to 

institutional requirements for social disclosure than are their North-

American counterparts. This may also have a cultural basis because the 

extent to which people feel that behaviour should follow fixed rules 

differs from one culture to another. It is important to note here that the 

Continental European countries, in particular .France and Germany, are high 

on the uncertainty Avoidance scale, whereas Anglo-American countries are 

relatively low on the same scale. The characteristics of the Uncertainty 

Avoidance dimension reveals that in cultures which are high on the scale, 

behaviour tends to be more rigidly prescribed, either by written rules or 

by unwritten social codes; the presence of these rules satisfies people's 

emotional needs for order and predictability in society, and people feel 

uncomfortable in situations where there are no rules. In cultures low on 

the scale, although there will be written and unwritten rules, people are 

able to live comfortably in situations where there are no rules. 

Therefore, in general one can expect more formalisation and 

institutionalisation of procedures in strong uncertainty avoidance 

societies than in weak uncertainty avoidance countries. 
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It is suggested that there are direct associations between societal values 

and accounting values. Accordingly, where there is a high level of 

individualism in a society it will have a positive effect on the degree of 

professionalism and negative effects on the degrees of uniformity, 

conservatism and secrecy preferred in the accounting sub-culture. Where 

there is strong uncertainty avoidance in a society it will have a negative 

effect on the degree of professionalism and positive effects on the degress 

of uniformity, conservatism and secrecy preferred in its accounting sub

culture. The former represents the situation in Anglo-American countries 

whilst the latter conditions apply in Continental European countries 

particularly France and Germany. For example, there is a preference for 

the exercise of individual professional judgement, the maintenance of 

professional self-regulation, and flexibility in accordance with the 

perceived circumstances of individual companies in the accounting sub

cultures of Anglo-American countries, whereas there is a preference for 

compliance with prescriptive legal requirements and statutory control, the 

maintenance-of- uniform accounting_practices between companies, and the 

consistent application of such practices over time in the accounting sub

cultures of Continental Europe. Also, there is more support in the latter 

group for a prudent and cautious approach to measurement to cope with the 

uncertainty of future events and the confidentiality of the information by 

restricting disclosures to only those involved with the management and 

financing of the organisation. These characterisitcs in turn tend to 

influence the degree of disclosure expected in the respective accounting 

systems or practices. For example, in France and Germany, where the level 

of professionalism is relatively low and the preference for conservatism 

and secrecy is relatively high, the combined effect on the degree of 

disclosure will be negative. On the other hand, the collectivistor anti

individualist values of the society require business enterprises to be 

. accountable to society by way of providing information; therefore, it 

becomes necessary for the government to intervene and lay down certain 

disclosure requirements, including those in regard to social accounting. 

Furthermore, this situation is not likely to be rejected by the accounting 

profession, because as discussed earlier, there is a preference -for 

compliance with prescriptive legal regulation and statutory control in the 

accounting sub-cult ure. By comparison, in the US and UK, although the 

relatively high level of professionalism and the low level of preference 

for conservatism and secrecy tend to have a positive combined effect on the 
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degree of disclosure in accounting practices, the individualistic values of 

the society are mOre concerned with the provision of information to 

shareholders or investors than with those issues involving accountability 

to society at large. 

Concludinq Comments 

This section of the chapter has explored the implications that recent work 

on the effects of culture on accounting may have for social accounting, as 

a developing area within the accounting discipline. The study of the 

impact of culture on accounting has a relatively short history and has not 

yet been extended to the developing area of social accounting. No attempt 

has been made at this stage to consider differences within the major groups 

such as those between US and Canada and the extent to which the OK approach 

is moving towards that of Continental Europe as a result of that country's 

entry to the EEC. 

The application of the work of Hofstede and others to the field of 

international accounting differences ill worthy of a further extension to 

the social accounting field and should not be ignored by social accountants 

working in both empirical and normative-deductive domains. 

8.100 Chapter Summary 

This chapter has examined a number· of studies which detail actual SRA 

disclosures in several countries. These disclosures vary in content but 

most are of qualitative or non-financial quantitative information provided 

by private sector organisations excepting for financial data in value added 

statements. The reports may be voluntary or compulsory depending upon the 

country concerned. In most of the Anglo-American accounting systems (U.S., 

Canada, U.K., Australia, New Zealand) SRA disclosures are voluntary. In 

most of the Continental European countries examined (France, Germany, 

Belgium, Holland, Sweden) there are systems of legislative requirements, 

concerned mainly. with reporting to employees, which impact on the 

disclosures made by corporations. In addition to legislative and customary 

differences in the volume and type of disclosures, there appear to be 

differences in their nature, with North America!") and Australasian 

disclosures comprehending a wider variety of information (environment, 

product, energy as well as employment) and the Continental European 

corporations concentrating on those matters which affect employees. U.K. 

disclosures appear to occupy a point between the other two groups with more 
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systems, but also sharing some of the wider interests of those systems 

compared to the Continental Europeans. 

The various aspects of SRA disclosures are brought together in Exhibit 54. 

EXHIBIT 54 
A summary of social responsibility accounting components 

Employee 
Relations 

I 
I 
I 
I 
I 

-----> Human Resource 
Accounting 

-----> Employee Reports 
-----> Accounting & 

Industrial 
democracy 

-----> Value Added 
Statements 

Levels I-Ill 
depending on 
the particular 
disclosure 

Consumer Relations <-----> Objectives <-----> Environmental Aspects 
Levels I - III Concepts Levels I and 11 measure-
measurements / I ments: may be links with 

/ I total impact accounting 
/ I (Chapter Nine) 

/ I 
/ Relations with Governments 

/ 
/ 

/ 

mainly Levels 11 and III measurements: 
may be links with socio-economic accounting 
(Chapter Ten) 

/ 
Social Responsibility Accounting 
Reports using some of these dimensions 
and forms of measurements. Objectives 
and concepts may not be made explicit. 

Exhibit 54 uses the four dimensions o.f social responsibiiity disclosures 

suggested by Jackman, at different levels of measurement. The diagram 

illustrates the various links which may be made into and out of the 

different dimensions. It also indicates where there may be links with 

other forms of social accounting measurement and reporting which have not 

yet been discussed in detail. 

However, progress in the area of SRA disclosure is not uniform. Although 

some aspects, for example employee reports have attained a measure of 

uniformity and acceptance of content and style, there are still 

considerable variations in other disclosures. This applies particularly to 

product and environment related disclosures, and those attempting to record 

community activity. The more esoteric areas of SRA such as Human Resource 

Accounting and matters related to· industrial democracy have not .made much 

progress at all. 
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Accounting and matters related to industrial democracy have not made much 

progress at all. 

The chapter concluded with an examination of some of the difficulties 

involved in analysing SRA disclosures. The first main problem is one of 

subjectivity. The reports do not lend themselves to consistent analysis by 

different analysts even where the same instrument is involved. 

Comparabili~y of reports over time and between different countries of 

origin is obviously hindered by subjectivity and the lack of a standardised 

approach. However, any attempt to standardise approaches to SRA 

disclosures will encounter the second difficulty which is referred to in 

this chapter, the influence of culture upon accounting in general and forms 

of social accounting in particular. Recent research has indicated strong 

societal pressures towards particular forms of accounting and reporting 

which are likely to prevent widespread conformity or comparability between 

the p"roducts of differing cultural backgrounds. 

It seems- clear- that SRA" is an important growth area in accounting 

disclosure. However, it is likely that some aspects will show more growth 

than others, developing a stronger literature at the same time. A survey 

of the social accounting literature shows an overwhelming concern with SRA 

as the archetypal social accounting. 

Impact Accounting". 

The next chapter considers 'Total 
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CHAPTER NINE 

9.00 TOTAL IMPACT ACCOUNTING (TIA) 

9.10 Introduction 

The objective of this chapter is to introduce the second category of social 

accounting in the framework aimed towards a more socially relevant 

accounting. Total impact accounting is defined as follows: 

"The term Total Impact Accounting (TIA) refers to attempts at 

measuring, in monetary terms, the total cost of running an 

organisation in its existing form. The total cost of running an 

organisation may be divided between private and public costs". 

Unfortunately, confusion persists with the use of the term 'social 

accounting', because many writers refer to SRA material as 'social 

accounting' whilst economists use the term for what is here called TIA. 

The distinction between the two areas is made clearer in this thesis by the 

descriptions given in Exhibit 11. 

This chapter consists of an introduction, a consideration of the 

philosophical issues which are generated by prosposals to account for 

extenalities, an examination of a number of the better known models for 

achieving disclosure and reference to. the concept of the social audit. 

The total cost of running an organisation may be divided between private 

and public costs. Private costs, also called internal costs, are already 

recorded and measured by the accounting system, as the individual costs of 

material, labour and overheads. After accumulation, these costs are used 

in the preparation of intermediate and final accounts, many of which are 

published under statutory requirements and form the traditional disclosures 

to the shareholders. Internal costs are also used in the preparation of 

product costs and for the valuation of inventory. Public cost s, also 

called external costs or externalities, occur as a result of the existence 

of an organisation and must be borne by the community as a whole. If the 

social benefits resulting from the existence of an organisation are greater 

than the public costs, then there is no net public cost and there may be a 

public gain. Net social benefits may result from the building of roads, 

railyards or harbour facilities as part of a new economic development. The 



198 

classic examples of externalities leading to public costs, are those of 

pollution by fumes, smell, noise and waste discharge. Others are plant 

induced traffic congestion or excessive demands on medical or social 

services which result from the operation of a particular plant. 

The difficulties faced by proponents of total impact accounting are related 

to the identification, measurement and valuation of externalities prior to 

their possible disclosure in accounting reports. Although the 

identification of many potential social costs is not difficult, measurement 

and valuation will not be readily accomplished. It is possible to see 

smoke or dust pollution leaving factory premises and to smell gaseous 

contaminants polluting the atmosphere, but how can a value be attached to 

the effects of these phenomena? The process of valuation has the two 

aspects of occurrence and measurable effect both of which are problematic. 

The American Accounting Association Committee on Social Costs has suggested 

that three levels of measurement could be involved in any case of Social 

Accounting.--These levels were discussed in a previous chapter. Level III 

measurements require that non-financial quantification be converted to a 

financial estimate of costs and benefits. In the case of pollution, the 

cost of continued emissions above an acceptable limit may be internalised 

as a private cost, through fines or even closure, or through damage awards 

to individuals, The cost to the community will possibly involve damage to 

buildings, increased maintenance costs and loss of amenities or poor 

community health. Estimates of the public cost may serve as the basis for 

fines or damage awards. 

Two measurement difficulties which have not been addressed by the Level 1-

III disclosure hierarchy are time and distance. How much time can be 

expected to elapse between the event (for example, the sulphur dioxide 

discharge) and the resulting effect (damage to something or someone)? 

Although a social cost undoubtedly exists, if discharges which were 

considered harmless are subsequently found to be cumulative and eventually 

harmful, it is difficult to see how the organisation could be made to bear 

the cost. However, once the knowledge is made public, a different set of 

rules may be applied. Examples which come to mind are expectant mothers 

and Thalidomide, miners and pneumoconiosis, and the effects of Asbestos on 

members of the general public. In the area of cumulative pollution, we can 
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refer to Cadmium poisoning of soil in Japan, and Arsenic levels around 

plants processing this material. 

When considering the physical distance from effluent discharge and the 

resulting effects, what geographic limits should be placed on the 

measurement of social costs? It has been asserted that the improved local 

effects of passing sulphur dioxide into the atmosphere via tall chimneys in 

the U .. K. has resulted in acid rainfall in Scandanavia, and the effects of 

atmospheric pollution from the U. S. are felt in parts of Canada. The 

fallout from the Chernobyl nuclear power plant is a prime example of the 

problems of time and distance which would remain even if there was any 

intention to compensate losing parties. 

How does TIA deal with time and distance problems? One approach would be 

to look at the costs and benefits of organisations over their entire life 

and get away from conventional accounting periods and short-term matching 

principles. It is difficult to do this with changing knowledge and 

technology and_.there may still.be costs which could not equitably be 

charged to an organisation, because of new developments and knowledge, 

although some form of insurance policy might be developed. In respect of 

distance, the matter is complicated by national boundaries. If an 

organisation discharges material inside one country, it does not matter 

whether the effect is felt next door, or at the other end of the land, 

since only one jurisdiction is involved. However, where international. 

pollution is involved the jurisdiction is likely to be more difficult to 

ascertain. 

The consideration of pollution, its measurement and valuation, is not new. 

Estes has cited one of the oldest and most famous calculations of social 

cost, that of the estimate of smoke damage in Pittsburgh. 437 This 1913 

study produced a cost, which in 1959 terms and if extended to the entire 

United States, would have been $11 billion annually. The 1987 cost would 

be much higher. Taylor438 has referred to the work of the Programmes 

Analysis Unit in Britain and describes some of the difficulties experienced 

in determining the social costs of pollution in that country, in particular 

---------------------------------------------------------------------------
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who is responsible for the costs. Beams and Fertig439 have indicated that 

accountants need to take action to convert social costs in order to protect 

the environment. 

Once the identification of externalities and their effects has been 

achieved and the measurement systems developed and deployed, it will be 

possible to turn to evaluation. The evaluation stage requires conversion 

of the measured outcomes of externalities into a financial quantity for 

disclosure in either internal or external accounting reports. Because the 

effects of externalities may be spread over several time periods, 

aggregation and discounting will be required and consequently a discount 

rate must be determined for use in this process. The varied nature of 

externalities will ensure that the procedures required for measurement and 

evaluation will also be varied. For example, the valuation of an 

externality such as a pollutant which is of nuisance value will differ from 

that accorded to one which is likely to damage property. Both will be 

different from that where a health hazard exists. The discount rate could 

also vary from one class of externality. to another. 

Clearly the field of disclosing externalities is technically complex. 

However, the decision to attempt the identification measurement and 

valuation is equally difficult and must be considered next. 

9.20 The Philosophical Problem 

The major difficulty with the valuation of externalities is not in knowing 

that they exist, or even in their identification and measurement, but in 

recognising that there is an accounting problem at all. The philosophical· 

nature of the question of measuring and valuing externalities in accounting 

may be illustrated by reference to the work of Ramanathan and Schreuder and 

of Benston. 

The conceptual framework for social accounting put forward in the 1976 

Ramanathan paper440 appears to have been designed solely for the private 

enterprise organisation. It was also noted in chapter seven that the 

framework is inclusive of both SRA and TIA. Indeed the major impact may 

439 
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Beams, F.A. and Fertig, P.E., "Pollution Control Through Social Cost 
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well be on the valuation of externalities rather than general SRA 

disclosures. A later paper by Ramanathan and Schreuder441 develops further 

the arguments in favour of the valuation of externalities, in the quest for 

a more realistic development of private sector costs. 

commented: 

As they have 

"The ultimate aim of CSAR is not to weaken the corporate and/or 

market system, as many opponents of its development seem to 

think, but to strengthen these systems by making them more 

inclusive".442 

They suggest that this would be achieved by using a macro approach. A 

large proportion of government expenditure, raised through general 

taxation, is devoted to neutralising the externalities resulting from 

private sector activities and, therefore, the private sector costs of the 

firms concerned are currently lower than they should be because of the 

public costs created through externalities. There is a large difference, 

in some~-cases,- between~enterprise~ costs and the t()tal impact of the 

enterprise on society. The payment of corporation tax may offset some of 

the private costs which are put onto the public purse as externalities, 

however, the equality of tax payments and clean-up costs (or other public 

expenditures) would be coincidental. 

Ramanathan and Schreuder have argued that a system of linked macro and 

micro indicators could result in the total cost to society of neutralising 

externalities (government costs) being allocated to the firms responsible 

for the externalities in the first place. This policy would have a number 

of effects. First, general taxation could be lowered as a result of 

specific recoveries, and the use of specific charges or taxes would force 

the organisation to internalise costs though the regular accounting system 

and the cost structure would then be comparable to that of an organisation 

that did not cause externalities. Second, in some industries there would 

be a general rise in the cost structure leading to higher prices and 

reduced demand. Third, the viability of some industries might be reduced 

---------------------------------------------------------------------------
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and others increased. The weakness in this structure lies in the 

operational phase, that is, getting macro and micro indicators which may be 

linked together to provide a framework for specific charges or taxes. This 

is. admitted by the authors: 

"Finally, we may point toward one area of agreement between 

proponents and opponents of CSAR, namely the finding that the 

current state-of-the-art has not yet moved sufficiently from the 

phase of initial individual' experiments to the stage of 

operationalisation and testing of more general frameworks. We 

feel the social indicators approach which integrates micro and 

macro perspectives is a promising avenue of research to pursue 

for this purpose, and we shall direct our future. research efforts 

accordingly".443 

Underlying the work of Ramanathan and Schreuder is a philosophical position 

which was classified by Den Uyl (chapter three) as social permission 

theory, . which. takes into account a number of theories such as the social 

contract and perhaps, organisational legitimacy. This philosophical 

position leads to an acceptance of new types and forms of disclosure and, 

inevitably, to an evolutionary perspective on accounting as a diSCipline. 

Benston has taken a different philosophical position in respect of social 

accounting, social responsibility issues and the valuation of 

externalities. Benston444 introduced his argument on the issue of to whom 

is the corporation responsible? The three alternatives suggested are to 

shareholders, to stakeholders or to society in general. All three sectors 

are affected by the assumption (explicit or implicit) that corporation 

managers may misuse shareholders reSOurces. Benston attempts to undermine 

this assumption by considering four types of limitation; the market for 

goods and services, the market for finance and for corporate control, the 

market for managerial services and internal and external monitoring 

systems. 445 

The limitation on managerial freedom, exercised by the market for goods and 

services, is provided by an appeal to the free market philosophy. 

enables Benston to conclude: 

This 

443 
444 

445 

ibid., p.29. 
Benston, G.J., "Accounting and Corporate Accountabilityll, Accounting, 
Organizations and Society, ·Vel. 7 No.2 (1982) pp.87-105. 
ibid., p.89. 
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"Hence, most (if not all) of the expenditure on social 

responsibility is borne by the shareholders or managers".446 

"The considerable extent to which enterprises change products, 

merge, and go bankrupt supports the conclusion that producers are 

severely constrained by consumers' preferences for price and 

quality".447 

The belief in the concern for shareholder wealth by managers is maintained 

in the face of arguments by williamson448 and Marris449 that managers are 

only interested in "satisfactory" rather than maximum profits and 

shareholder wealth. These arguments are rejected in part because managers 

earn more from their involvement as shareholders through share option 

schemes than from their salaries. 

The second limitation is that of markets for finance and corporate control, 

which are believed to be efficient and to penalise inefficient management 

by charging higher rates of interest. The evidence from takeover research 

leads Benston to; 

" support the conclusion that there is, in fact, little 

dysfunctional managerial discretion".450 

The market for managerial services works to reduce managerial discretion 

since managers are engaged in a competitive market for their services. 

Benston uses the results of a study to argue that there is a significant 

positive relationship between executive changeover and a poor market 

performance of company stock. 451 

446 
447 
448 

449 

450 
451 

ibid., p.90. 
loc.cit. 
Williamson, O.E., The Economics of Discretionary Behaviour, (Prentice 
Hall, N.J., 1964). 
Marris, R., The Economic Theory of Managerial Capitalisation (Free 
Press, New York, 1964). 
Benston, op.cit., p.91. 
ibid., p. 92. 
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Finally, management misuse of shareholder funds is prevented by the 

internal and external monitoring systems. This leads Benston to argue that 

although some social responsibility disclosures may benefit shareholders, 

most would not do so: 

"The principal implication of the analysis for corporate social 

responsibility is that if concern for shareholders is the 

motivating factor behind this accounting, there is no reason to 

require its inclusion in public reports. To do so would impose 

costs on shareholders for the benefit of those who contract with 

it (e.g. employees) or would support the values of some group in 

society (e.g. advocates of programs that they say are socially 

responsible) over others (shareholders, customers and 

employees) ."452 

Benston next considers externalities which are examined on a net basis 

(i.e. positiv~~xternalities and negative externalities must be offset) . 

"The cost to society as a whole is the difference between these 

aggregate costs and benefits". 453 

This approach may lead to an apparently inflexible mechanistic and possibly 

immoral view of externalities as indicated in the following passage in 

relation to pollution costs: 

"Thus if all of the area residents are· associated with the 

factory (say as employees or suppliers), the disability from 

breathing polluted air is a cost of dealing with the factory and 

will be reflected in the wages or prices for goods paid by the 

factory owners. Therefore, there is no externality".454 

Benston concedes that negative externalities such as pollution will not be 

self-controlled, and by implication regulation may be necessary. He 

further argued that the measurement of externalities is so difficult that 

social responsibility reports will not contribute much to the<determination 

452 
453 
454 

ibid., p.93. 
ibid., p.94. 
ibid., p.94. 
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of these costs. He analyses the contributions. of Abt 455, Estes456, and 

others457 , before concluding that an ideal system can never be attained. 458 

Lesser systems are than examined based upon indicators and supplementary 

reports. They are found wanting because; 

n it benefits anyone, including the owners of corporations, to 

impose negative externalities on non-contracting parties and to 

report on social matters only when the result is likely to be 

beneficial to the owners".459 

Benston concluded that social responsibility accounting (by which he means 

both the reporting of voluntary non-financial and financial data as well as 

attempts to value externalities) is not a viable proposition; 

n the analysis presented above concludes that shareholders are 

likely to be well served by the accounting procedures voluntarily 

adopted by corporate managers and directors. Similarly, 

employees, .. customers, creditors and others who have contractual 

relationships with corporations are likely to be well served. 

The remaining area to which external reports of social 

responsibility might be directed, the imposition of negative 

externalities on the general public is no·t likely to be self

regulating. But the inherent problems of measuring externalities 

place.s resolution of the problem outside the scope of 

accounting". 460 

A similar, though shorter paper, presents the same analysis in respect of 

corporate governance and social responsibility.46l 

Benston has concluded that social responsibility accounting (by which he 

means both the voluntary report ing of non-financial data as well as 

---------------------------------------------------------------------------
455 
456 
457 

458 
459 
460 
461 

Abt, C.C., The Social Audit for Management (Amason, New York, 1977). 
Estes, R., Corporate Social Accounting (John Wiley, New York, 1976). 
American Institute of Certified Public Accountants, Committee on 
Social Measurement, The Measurement of Corporate Performance (AICPA, 
New York, 1977). 
Benston, op.cit., p.97. 
ibid., p.98. 
ibid., p.102. 
Benston, G.J., "An Analysis of the Role of Accounting Standards for 
Enhancing Corporate Governance and Social Responsibility", Journal of 
Accounting and Public policy (Fall 1982) pp.5-17. 



206 

attempts to value externalities) is not a viable proposition. In taking a 

classical free-market position Benston is ignoring trends towards a greater 

questioning of organisational legitimacy by the public. Organisational 

legitimacy and the advantages which management may achieve through social 

accounting are discussed by Lindblom462 , Heard and Bolce463, Tinker and 

Lowe464 and Donaldson465 • This literature was considered as part of the 

justificatory arguments in chapter three dealing with the relationship 

between business and society; the social contract. These issues are ignored 

completely by Benston thus demonstrating that either he is completely 

unaware of the line of argument or, more likely, that he does not think it 

worthy of attention. Furthermore, by rejecting organisational attempts at 

social responsibility, Benston may be encouraging the conditions under 

which legislation is eventually inevitable, to the ultimate disadvantage of 

the shareholders whose interests he seeks to protect. The philosophical 

position underlying this analysis may be identified as the individual 

agreement theory put forward by Den Uyl. 

Schreuder and Ramanathan have provided a critique of Benston which seeks to 
- - - ---------------------

identify his position as normative and not positive as he has claimed;466 

462 

463 

464 

465 
466 

467 

" our comments partly provide an internal critique of 

Benston's argument pointing towards logical inconsistencies, 

fallacious arguments and unwarranted conclusions. Other 

comments, however, challenge the very framework set up by 

Benston, questioning whether this is the only possible mode of 

analysis, revealing the normative foundations of this framework 

and suggesting that the value premises involved are not the only 

ones possible or acceptable".467 

Lindblom, C.K., "The Concept.of Organizational Legitimacy and its 
Implications for Corporate Social Responsibility Disclosure", Working 
Paper No.7 (Public Interest Section, AAA, Fall 1983). 
Heard, J.E. and Bolce, W.J., "The Political Significance.of Corporate 
Social Reporting in the United States of America", Accounting, 
Organizations and Society, Vo1.6 No.3 (1981) pp.247-254. 
Tinker, A.M. and Lowe, E.A., "A Rationale for. Corporate Social 
Reporting: Theory and Evidence from Organisational Research", Journal 
of Business Finance and Accounting, vol.7 No.l (1980) pp.1-15. 
Donaldson, op.cit. 
Schreuder, H. and Ramanathan, K.V., "Accounting and Corporate 
Accountability: An Extended Comment", Accounting, Organizations and 
Society, Vol.9 No.3/4 (1984) pp.409-415. 
ibid., p.411. 
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The authors concluded that Benston's analysis was limited, which is the 

position taken here. It is argued that it is limited because accounting is 

a discipline which evolves as society evolves and the basic philosophy of 

large sections of the population is changing. To account only to 

shareholders is to ignore many other groups who, because of choice or lack 

of wealth endowments are not shareholders but are employees, customers, 

suppliers or members of governmental bodies. 

The purpose of presenting the Schreuder and Ramanathan, and Benston views 

was to establish the contrast, which highlights the difficulties imposed by 

the philosophical underpinning of arguments about the measurement of 

externalities. The debate finally emerges as a conflict of value systems 

which are normative and untestable. 

9.30 Issues in the Evaluation of Externalities 

This section serves to indicate a number of circumstances where the 

valuation of externalities might yield interesting results. Consequently 
- - ---------------

one would expect to encounter models dealing with these areas. 

9.31 Costs of Pollution 

Pollution is a negative externality which may affect the health and 

enjoyment of individuals as well as the value of private and public 

property. A secondary effect will be a reduction in the costs of production 

within the corporation, an improvement in competitive position, more 

successful marketing and greater sales. All of which will add to the 

potential for further pollution. The valuation of pollution is a major 

issue addressed by many TIA models. 

9.32 Value of Property 

The value of real property, particularly that which is owned by individuals 

or corporations, may be increased and decreased by external factors. 

Pollution by noise and odour, an increase in heavy road traffic, or by some 

perceived disadvantage may result in a loss of property values. Similarly, 

an action taken by one party may enhance the value of the property of 

another party. Should some accounting be made for these particular 

externalities, and if so how? This aspect of externalities does not appear 

explicitly in the accounting literature and is a suitable topic for further 

research. 
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9.33 Costs of Congestion 

A negative externality which may be very difficult to deal with is the cost 

of congestion, particularly of transport channels. The location of 

commerce and industry may lead to choked roads and railways and 

increasingly, airways. This problem often requires capital expenditure by 

a government which may be paid for by the corporation through taxes, but 

may be financed by other taxpayers. A similar problem exists with the 

provision of power to industry where peak power loads may necessitate the 

provision of additional equipment whiCh will be used only infrequently. 

The problem is 'solved' by the imposition of a fixed charge based on 

maximwrt demand at the peak time. However, the charge may not cover the 

provision of the additional capital equipment. 

9.34 Value of Public Improvements 

In some cases corporations provide a positive externality by effecting 

additions to the stock of public goods in the form of roads, railways, 

harbour·· facilitesi or buildings. These are treated as donations or as part 

of the set up costs for the enterprise. 

These issues, and many others, have to be addressed if externalities are to 

be valued. Externalities must be included with private costs to determine 

Total Impact Accounting measures. The position of net positive 

externalities is often not explored. An assumption is made that in most 

cases the outcome will be a· net negative externality. 

considerable work to be done in this area. 

9.40 Valuation and Disclosure Models 

Clearly there is 

A number of models, designed to facilitate the identification, measurement 

and valuat.ion of externalities, may be found within the social accounting 

literature. 

publication. 

Several models are considered here in order of their 
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9.41 Linowes, 1972 

One of the earliest attempts to design a model which would account for 

externalities, and consequently enable the. total impact of the organisation 

to be calculated, was provided by Linowes. 468 His socio-economic operating 

statements is produced as Exhibit SS. The operating statement divides the 

impact of the organisation into three areas; relations with people, 

relations with the environment and, relations with product. Sub-totals in 

each area summarise improvements and net them off against what are termed 

detriments, to give a net figure. 
• 

Although the design of the statement appears logical, the content is not 

consistent with most of the literature dealing with externalities. There 

is no estimate of cost or benefit to the environment in the future and 

consequently no discounted future effect. The costs referred to are 

current actual or opportunity costs and do not relate to the cost of the 

activities of the enterprise in the public domain. For example, in the 

section on relations with the environment the "cost of detoxifying waste 

from. the_finishing process" is shown.as an improvement (this is a private 

and not a public cost) and one of the detriments is the "estimated costs of 

installing a purification process to neutralise poisonous liquid being 

dumped into stream". The latter are not the costs of the externality (the 

cost to the public) which would be the costs which result from the 

continued dumping (dead fish, loss of fishing amenities, or reduced value 

of farm land). This approach does not provide a satisfactory means of 

valuing or disclosing externalities. 

---------------------------------------------------------------------------
468 Linowes, D.F., "An Approach to Sooio-Economic Accounting", Conference 

Board Report (November 1972). 
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ZXll:IBlT 55 
Socio-Economic Operating Statement 

X Corporation 
Socio-economic operating statement for the 

year ending December .31 19X1 

I Ralationa with peepl. 
A. Improvements 

1. Training program for handicapped workers 
2. Contribution to educational institution 
3. Extra turnover costs because of minority 

hiring program 
4. Cost of nursery school for children of 

employees voluntarily set up 
Total improvements 

B. Less Detriments 
1. postponed installing new safety devices on 

cutting machines (cost of the devices) 
C. Net improvements in people actions for the year 

II Relations with environment 
A. Improvements 

1. Cost of reclaiming and landscaping old dump 
on compariy property 

2. Cost of installing pollution control devices 
~on Plant A smokestacks 

3. Cost of detoxifying waste from finishing 
process this year 

A. Total improvements 
B. Less Detriments 

1. Cost that would have been incurred to reland
scape strip-mining site used this year 

2. Estimated costs to have installed purification 
process to neutralize poisonous liquid being 
dumped into stream 

C. Net deficit in environment actions for the year 

III Relations with product 
A. Improvements 

1. Salary of vice-president while serving on 
government Product Safety Commission 

2. Cost of Substituting leadfree paint for 
previously used poisonous lead paint 

Total improvements 
B. Less Detriments 

1. Safety device recommended by Safety Council 
but not added to product. 

C. Net improvements in product actions for the year 
Total socio-economic deficit for the year 
Add Net cumulative socio-economic improvements as of 
January 1,· 19x1 
Grand total net socio-economic actions to December 31, 

Source: Linowes, op.cit., p.GO. 

19X1 

$ 10,000 
4,000 

5,000 

11,000 
$ 30,000 

$ 14,000 
$ 16,000 

$ 70,000 

4,000 

9,000 
$ 83,000 

$ 80,000 

$100,000 
$180,000 
$ 97,000 

$ 25,000 

9,000 
$ 34,000 

$ 22,000 
$ 12,000 
$ 69,000 

$249,000 
$180,000 
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9.42 Dilley and weyqandt, 1973 

In a frequently quoted study, Dilley and weygandt469 presented a statement 

of funds flow for socially relevant activities in respect of a power 

utility company. Their statement is reproduced as Exhibit 56. The 

majority of the items listed have a potential or actual effect on the 

environment, however, in all cases the costs are actual and current. 

future costs to the public are not calculated and benefits are not 

evaluated excepting in terms of current costs. For example, the benefits 

of creating less unsightly plant and equipment in a variety of ways is 

measured in terms of current costs, which does not measure the future 

benefit of the expenditure in reducing an externality (in this case 

unattractive places to work in or pass by). A more complex example is the 

increased cost of using low-Sulphur coal' as feedstock for the plants. This 

cost is correctly stated as incremntal and yet the incremental benefit, in 

terms of reduced damage to the environment, is not measured. Indeed the 

existing damage is not valued in the manner suggested in some- of the 

literature on externalities. 

The model put forward by Dilley and Weygandt is still deficient, although 

perhaps of greater utility as a means of disclosure than that used by 

Linowes. 

469 Dilley, S.C. and Weygandt, J.J., "Measuring Social Responsibility - An 
Empirical Cost", Journal of Accountancy (September 1973) pp.62-70. 
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BXIIIBI'l' 56 
Utility Company 

Statement of funds flow for socially relevant activities 19x1 

Environmental 
Installation of electrostatic precipitators (Note 1) 
Construction of power plants (Note 2) 
Construction of transmission lines (Note 3) 
Electrical substation beautifcation (Note 4) 
Incremental cost of low-sulfur coal (Note 5) 
Conversion of service vehicles to use of propane 
gas (Note 6) 
Incremental cost of underground electrical 
installations (Note 7) 
Incremental cost of silent jackhammers (Note 8) 
Environmental research 

Thermal $17,000 
Nuclear 1,955 
Other 38,575 
Subtotal 

$ 26,000 
2,089,000 

35,000 
142,000 

33,670 

3,700 

737,000 
100 

57,530 
Total environmental funds flow $3,124,000 

Other benefits 
Charitable contributions 
Employee educational and recreational expenditure 
(Note 9) 

26,940 

6,000 
Total other benefits- 32,940 
Total 1971 funds flow for socially relevant activities 
As a percentage of 1971 operating revenues 

$3,156,940 

As a percentage of 1971 advertising expenses 8,500% 

Notes to funds statement 
1. The company will complete installation of two electrostatic 

precipitators in 1973. Costs in 1971 totaled $26,000. 

7.9% 

2. The company is building power plants which will begin operation in the 
middle to late 1970's. Incremental cash costs of environmental controls 
installed in these plants during 1971 totaled $2,089,000. 

3. The company is constructing a high-voltage transmission line from 
another community to the company's service area. Environmental cash 
costs resulting from wider spacing of line towers totaled $35,000 in 
1971. 

4. The company constructed a new substation in 1971 with an enclosed 
structure rather than open exposure of the electric transformers. The 
cost of this enclosure along with landscaping of existing substations 
totaled $142,000 in 1971. 

5. The company used approximately 150,000 tons of coal during 1971 for 
electric power generation. Low-sulfur content coal comprised 8.6 
percent of this coal consumption with the remaining 91.4 percent being 
coal of a higher sulfur content. The low-sulfur coal cost approximately 
$2.61/ton more than the high-su1fur coal. 
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6. Motor vehicles fueled with propane gas contribute substantially less air 
pollutants to the atmosphere than gasoline-fueled vehicles. During 1971 
the company converted 9 more of its fleet of 115 vehicles to use of 
propone gas. The cost of this conversion was $3,700. Seventeen company 
vehicles are now operated on propane gas. 

7. Underground installation of electric transmission lines has increased 
since environmental attention has focus sed on the aesthetic pollution of 
poles and wires. During 1971 the company installed underground electric 
transmission lines, which cost $737,000 more than putting the same lines 
above ground. 

8. Jackhammers used by the company are, with one exception, of the normal, 
noise-polluting type. One jackhammer purchased during 1971 with noise 
controls costs $100 more than the regular jackhammers. 

9. The company reimburses employees for educational expenditures and 
provides recreational opportunities such as the annual comPany picnic. 
Such expenditures amounted to approximately $6,000 in 1971. 

Source: Dilley and Weygandt, op.cit. 

9.43 Ullman, 1976 

Ullman 470 has put forward a model for the disclosure of environmental 

impact called~the_Corporate Environmental Accounting System (CEAS) which 

employed non-monetary measurement. It has been described as "partial non

monetary and output oriented." A complex calculation is required to 

develop the input-output relationship which is based on the Equivalent 

Factor or EC. This is then used in conjunction with physical measures of 

environmentally relevant inputs and outputs to arrive at CEAS units. The 

units are used to prepare a CEAS-balance sheet consisting of three 

sections: 

470 

471 

"(1) Environmental effects produced by the production process: 

Materials and energy used, pollution and waste generated and 

dissipated, plus: 

(2) Impacts due to the use of products sold to customers not 

subject to CEAS, minus: 

(3) Materials, respectively material content of products sold to 

customers subject to CEAS."471 

Ullman, A.A., "The Corporate Environmental Accounting System: A 
Management Tool for Fighting Environmental Degradation", Accounting, 
Organizations and Society, Vol.l No.l (1976) pp.71-79. 
ibid., p .. 76. 
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The eEAS model includes a wide range of impacts but does not necessarily 

measure, even indirectly, the cost to third parties of discharging gaseous 

matter (his example). Furthermore, the literature on extemalities does 

not normally include the impact of products sold to customers as a cost of 

operation of the initial producer. 

9.44 Estes, 1976,1977 

Estes 472 attempted to systematically model the impact of the organisation 

on the environment from the perspective of the environment. Exhibit 57 

presents a social impact statement prepared on this basis and divided 

between social benefits and social costs. The majority of entries are in 

present cash flows and set off the payments made to society against the 

payments received from society. However, . Estes places a number of 

externalities amongst the. costs, consisting of a variety of forms of 

environmental damage. The model put forward by Estes incorporated the cost 

of environmental damage as determined by surveys, analysis, avoidance 

costs, restoration costs and surrogate valuation and shadow pricing. 473 

All of which may present measurement problems. The valuation (conversion 

of physical measurements to financial entries) will necessitiate an 

examination of discount rates, with the two main altematives being a 

social time preference rate or the use of a social opportunity cost rate. 

472. Estes, R.W., Corporate Social Accounting (Wiley, 1976). 
473. Gray, Owen and Maunders, op.cit., p.123. 
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ItXRIBIT 57 
The Progressive Company 

Social impact statement for the year ended December 31, 19x1 

Social Benefits 
Products and services provided 
Payments to other elements of society 

Employment provided (salaries and wages) 
Payments for goods and other services 
Taxes paid 
Contributions 
Dividends and interest paid 
Loans and other payments 

Additional direct employee benefits 
Staff, equipment, and facility services donated 
Environmental improvements 
Other benefits 
Total social benefits 

Social Costs 
Goods and materials acquired 
Buildings and equipment purchased 
Labour and services used 
Discrimination 

In hiring (external) 
In placement and promotion (internal) 

Work-related injuries and illness 
Public services and facilties used 
Other resources used 
Environmental damage 

Terrain damage 
Air pollution 
Water pollution 
Noise pollution 
Solid waste 
Visual and aesthetic pollution 
Other environmental damage 

Payments from other elements of society 
Payments for goods and services provided 
Additional capital investment 
Loans 
Other payments received 

Other costs 
Total social costs 

Social surplus (deficit) for the year 
Accumulated surplus (deficit) December 31, 19xO 
Accumulated surplus (deficit) December 31, 19x1 

Source: Estes, op.cit., p.96. 

$xxx 

$xxx 
xxx 
xxx 
xxx 
xxx 
~ 

xxx 
xxx 

xxx 
xxx 
xxx 

$xxx 

$xxx 
xxx 
xxx 

$xxx 
~ 

xxx 
xxx 
xxx 
xxx 
xxx 

$xxx 
xxx 
xxx 
xxx 
xxx 
xxx 
~' 

xxx 

$xxx 
xxx 
xxx 
~ 

xxx 
xxx 

xxx 
$xxx 

xxx 
$~ 
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In a later paper Estes474 sub-divides the social impact statement between a 

number -of constituencies, expressing social costs and benefits for each 

constituency. This development is presented as Exhibit 58. Although 

intended as a refinement the resulting statement is rather complicated. 

The overall approach taken by Estes in Exhibit 58 is similar to the concept 

of TIA developed by the author, however, TIA is intended to be taken from 

the organisational perspective in the conventional manner and not from that 

of the environment. 

EXHIBIT 58 
XYZ Corporation - Social Impact Statement for the 

Year Ended December 31, 1980 (all amounts in $ millions) 

-----_ .... -----;---.. -----_ ...... ----_ ...... , ..... 
+ : : 

CIII I .... I 

t ., : III !: 
III co '0 III Cl I ::I>' u I 
loo IV .... ... IV I 00l0i U 0 I 
IV IV 2 &I g" ~~ ~DO 11) : 

g li" u ;: t 1 .... ::1 ~:a ... t: : 
~ .... t g: ~ I ~II ~ .... ~t ' 
::I ft' .c .. 0 uo.: oS 0" OB : 

c.> I Ii:I I en I ue.> (1)" 1-4 .... I 

------------------------------------------------------------------------------- ---------------
Social Benefit.--
Product. and lervice' provided •••• 
Caah payments .. de (purcha.es. taxe •• 

•• 1arie •• dividend., etc.) 
Additional employee benefit ••••••• 
Environmental improvement. 
Staff .ervlce'l faciltiies, and ••• 

equipment service. donated 
. Other locial benefits ••••••••••••• 

Total Benefits •••••••••••••••••••• 

Social Coats 
Human servicea u.e~ ••••••••••••••• 
Haterials acquired •••••••••••••••• 
Structure. and machinery -acquired 
Discrimination in hiring, ••••••••• 

placement, and purchasing 
Cash payment a received •••••••••••• 
Environmental damage •••••••••••••• 
(air.water, nOise, aeathetic 
pollution; solid waste, 
terrain damage) 

Public se'rvices and facilities used 
Industrial injuries and illness ••• 
Corporate crime (price-fixing ••••• 

tax fraud. bribery, etc.) 
Other social costs •••••••• ! ••••••• 
Total Costs ••••••••••••••••••••••• 
SOCIAL SURPLUS (DEFICIT) •••••••••• 

$1.80 $0.10 $0.10 $ - - $ - $ - • ,- $2.00 
0.40 0.10 0.60 O.lS 0.05 0.10 1.40 

0.10 
0.02 

0.01 0.01 

0.10 
0.03 0.10 0.15 

0.01 0.02 0.05 

0.20 0.20 
$1.81 $0.63 $0.20 $0.60 $0.60 $0.60 $0.40 $3.90 

$ - $0.30 $-

0.02 

1.60 0.09 0.14 
0.10 

0.10 
0.05 

$0.04 $-
0.30 
0.20 
0.01 

0.01 

0.25 

0.01 0.02 

$ -

0.03 

0.15 

0.02 

$1.65 $0.61 $0.14 $0.56 $0.28 $0.20 
$0.16 $0.02 $0.06 $0.04 ($0.12) $0.10 

$ -

0.05 

0.02 

0.20 
$0.27 
$0.13 

$0.34 
0.30 
0.20 
0.06 

1.84 
0.30 

0.25 
0.10 
0.20 

0.20 
.$3.71 
$0.19 

................ -...... _.-.-.. _ ...... _-_ ...... _--_. __ .. --.-.-... --... ~-.--.--.-.. -.--------.--
+ Separate columna could be provided for different levela of 

government - federal. state. and municipal. 

---------------------------------------------------------------------------474 Estes, R.W., "The Corporate Social Accounting Model: An Information 
System for Evaluating the Impact of Corporations on Growth, Resource 
Use, and Specific Constituent Groups within Society",_ in L .A. Gordon 
(Ed) Accounting and Corporate Social Responsibility, (Proceedings of a 
Symposium, University of Kansas, 1977). 
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9.45 Dierkes and Preston, 1977 

Dierkes and Preston475 reviewed a number of attempts to deal with the 

problems of accounting for the physical environment. A number of specific 

proposals were included, for example that of the Council on Economic 

Priorities issued in 1975, and the American Accounting Association proposal 

that social costs be accounted for in terms of the Levels I 11 & III 

hierarchy, both of which are cited with approval. The authors noted that 

any proposal for an accounting for environmental impacts needs to have a 

systematic framework but not one which aims at bringing all events to a 

common valuation: 

"The framework outlined here does not suggest the use of a unique 

performance measurement unit and certainty not a monetary 

measurement unit for all areas of environmental impact. On the 

contrary, it uses a wide variety of measures. appropriately 

developed for the various specific impact areas. n476 

Dierkes and Preston put forward a model based on inputs and outputs, which 

assumed that the company has a formal policy statement requiring 

information about the environmental impact of decision making. The model 

is illustrated in Exhibit 59. Extensive use is made of Levels I and 11 in 

the AAA hierarchy with lesser reliance upon Level Ill. To this extent the 

model avoids the issues which Estes was prepared to address, at least in 

outline. 

475 

476 

Dierkes, M. and Preston, L.E., "Corporate Social Accounting Reporting 
for the Physical Environment: A Critical Review and Implementation 
Proposal", Accounting, Organizations and Society, Vo1.2 No.l (1977) 
pp.3-22. (original emphasis). 
ibid., p. 14 . 
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BXHIBIT 59 
Environment 

----------------------
PactoI' Input (Commit.ant) Output (Pertorsance) 

Energy 

Air pollution 

Water pollution 
Solid waste 
N01e8 

Despoliation 
of landscape 

Raw mater!ala-

Packaging 

Transport 

~8crlptlon 

Research and 
development 
Savings meaauraa 
PoUcY. Ooale 

Polic7 and goala 

Research and 
development (by 
pollutant or waste). 

Control equipment 
Recycling equipment 

POllcy and goals 
Rehabl11 taUon 
(landscaping ) 
Beautification 

Polic1 and goa18 

Research and 
development: 
substitution 
recycling 

Research and 
development 
MOdal policy 

Me •• ure 

D,No,' 

D,' 
D,No, 
($ or %) 

D,NO 

• 
',D 

, of total 
investment 
, increase 
in produc
tion cost 

D.No 
D,' 

D,' 
size area 

despoiled 
size area 
reclaimed 
D,No 

D 

Further 
information 

, produc
tion coste 

Deacription 

Consumption-total 
011 
ga. 
coal 
other 

Re-use waate heat 

Noia8 level 
(neareat houa.) 
Air pollution by 
pollutant 
Vater pollution 
by pollutant 
Vater charges 
Solid/Semi-solid 
dumped 
Solid/Semi-solid 
sold 
Hew by-products 
Complaints 
Lawsuits 

Complaints 
Lawsuits 

Type 
Waste 
Use of recycled 
materials 

Returnable 
Waste 
Energy use 
Pollution 

lIe.aure 

a,a per 
salel 
a per unit 
output 

',' of 
total 
con
.option 

<BA 
v.V/P 

W 
B.o.D. 

• ',' 
',-
D.S.S 
No 
NO,S 

No 
No,S 

V,,,, 
W.',' 
V",, 

W,% 
W,% .,. 
(ae above) 

Purther 
intonation 

Compariaon 
with 
Standarda 

• Consideration may also be given to the uee of scarce non-renewable resources, and tbe uee of renewable but 
long-term resources, e.g. trees. 

Legend 

No.: Absolute quality. Could mean both staff and beneficiaries. 
S Cost in applicable currency. 
, Proportion or percentage in terms of applicable denominator. 
D Description of policy. measure, goal. activity. 
Pr Frequency of activity 
T Length of time applicable to activity 
W Weight. 
S Salee. 
P Product. 
A Assessment 

Source: Dierkes and Preston, op.cit., p.15. 



219 

The social cost figures obtained may be used for three purposes (1) for 

government use - is the community willing to tax itself sufficiently to 

cor~ect the problem? (2) as a basis for negotiation between the· parties, 

and; 

"(3) The "social costs" may be expressed as "effluent charges" 

levied against the source of the pollution. These latter -which 

, in effect, result in the "internalization" of previously 

"external" cost impacts-then enter the managerial calculations of 

an individual firm just like any other costs of doing 

business. "477 

This is the approach taken by the author in the concept of TIA. 

9.46 Eichhorn, 1979 

In contrast to the detailed models put forward by Estes, and Dierkes and 

Preston, Eichhorn4~8 has offered _a societal profit and loss account which 

is theoretical and conceptual and incapable of implementation. The outline 

is reproduced as Exhibit 60. Schreuder has noted that models of this type 

are useful as a frame of reference against which less ambitious models may 

be evaludted. 479 

---------------------------------------------------------------------------
477 
478 

479 

ibid., p.20. 
Eichhorn, "Social Profit and Loss Account" cited in Schreuder, H., 
"Corporate Social Reporting in the Federal Republic of Germany", 
Accountinq, orqanizations and Society, VoL4 No.l/2 (1979) p.llO. 
ibid., p.lll. 
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ZXIIIBIT 60 
Societal profit and loss account 

Erwerbswirtschaftliche 
Erfolgsrechnung 

---------------------------
Gesellschaftsbezogene 

Erfolgsrechnung 

1 Costs 1 Revenues 1 Social costs 1 Social benefits 1 
1 
1 

1---------1 1---------------------1 
1 Profit 1 1 Net social benefits 1 

Social costs 
I Producer's surplus for: 

1. labour performances 
2. fixed assets 
3. materials 
4. capital 

Geseiischaftsbezogene 
Erfolgsrechnung 

5. entrepreneurial performances 
6. bought-in performances 

11 Value of negative external 
effects on: 
1. employees 
2. population 
3 ;-- companies-
4. public entities 

III Net social benefits 

Source: Schreuder, op.cit., p.110. 

9.47 Gray, Owen and Maunders, 1986 

Social benefits 
I Consumers' surplus for: 

1. product A 
2. product B 
3. product C 
4. product D 

11 Value of positive 
external effects on: 
1. . employees . 
2. population 
3. companies 
4. public entities 

III Net social costs 

Gray, Owen and Maunders have illustrated the involvement of the 

organisation with its environment at three levels. The first, 

corresponding to conventional accounting, or possibility conventional 

accounting and SRA, was used in chapter seven. The second illustration is 

shown as Exhibit 61 and includes a range of environmental interactions, 

some of which are similar to, or actually are, externalities. It should be 

noted that this model is conceptual and does not provide any details of the 

mechanism which would provide for the measurement and valuation of 

identifiable events. 
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EXHIBIT 61 
conceptualisation of the relationship of the organisation with its environment 

---------.... ~ .... 
",'" " 

./ -------....... ......... 
.... , 

/. 
/'" ...... ~ ( Infr~="~" ) '\ , , 

/. " / 
, , 

'\ \ / / '\ 
/ Resource Aesthetic , \ 

/ / depletion Impact \ \ 
/ I \ 

\ \ 
I I \ \ I 
I I SocIal Emplovee \ \ 

opportunity health, status I I cost utisfactlon \ \ 
I I I I 

I 
I I I 
I I I New Labour I 

I 
\ technologies force options 

I I 
I and resources I \ \ I 

\ \ I I 
Consumers I I \ options and \ \ welfare I / 

\ / / \ / 
\ , 

)// / , , 
Advertising I 

\ " /. 
" /. " " ,-, 

'\ .... ".,./ Tertiary ./ .... ....... _----- - level;" .... ... , ., 
..... - .... - -------

Source: Gray, Owen and Maunders, op.cit., p.78. 

9.48 Models of Externalities: A Summary 

The seven models illustrated and reviewed in this section COver the main 

types available for consideration. Linowes, and Dilley and Weygandt use 

the historical cost structure to indicate the costs and benefits of 

preventing externalities and the costs associated with non-prevention. 

Ullman deals exclusively with non- financial measurement on a macro scale. 

Estes and Dierkes and Preston offer models which not only use financial 

measurement for current items, but impute the costs of unprevented 

externalities. However, the approach taken by Estes has been criticised as 

providing an ideal position which cannot be realised where market based 

valuations do not exist. The Dierkes and Preston model is designed to 

accept both financial and non-financial data. The last two approaches by 

Eichhorn and Gray, Owen and Maunders revert to conceptual models, leaving 

out any procedures by which the measurement and valuation may be 

accomplished. 
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The TIA disclosures envisaged by this thesis involve the calculation of 

externalities and then their internalisation into the cost structure of the 

enterprise. In terms of the approaches discussed above, a combination of 

Estes and Dierkes and Preston. would be the closest. It is clear that 

additional research is required in this area to fulfil the potential which 

TIA holds for those theorists with a concern for environmental matters. 

9.50 Social Audit 

9.51 Introduction 

Modern financial accounting practice associates the preparation and 

disclosure activities with the checking and attesting function in the form 

of auditing. Financial or external auditing has, been an important part of 

accounting for over one hundred years, and later variants include internal 

and operational auditing in the private secto~and value for money auditing 

in the public sector. 

Social accounting activities have induced a demand in the literature for 

social audits, although the term is often used for different activities. 

This section considers the social audit in the context of SRA and TIA; 

value for money audits are dealt within chapter ten. The discussion of 

social audits can be divided between an internal monitoring of social 

responsiblility accounting disclosures, an external audit of SRA and TIA 

disclosures on behalf of the producers, and an external audit of the 

performance of the corporation from the perspective of society as a whole. 

9.52 Internal Monitorinq of SRA disclosures 

Two examples of conceptual SRA models discussed in chapter seven, were 

concerned with providing social information to aid managerial decision 

making480 ,481. These models included a feedback provision whereby the 

effect of the decisions on the environment was monitored and fed back to 

aid further decis ion making. This activity is a form of social audit 

although admittedly outside of the normal usage of that term. 

9.53 External Audit of SRA and TIA for Producers 

The idea being explored here is an audit of SRA and TIA disclosures by 

appropriately qualified personnel, with an audit report being passed to the 

480. Burke, Exhibits 15-17. 
481. Brooks, Exhibits 21-23. 



223 

management Or the shareholders of the organisation. There are relatively 

few examples of this procedure being undertaken, perhaps because SRA 

disclosures are not produced in sufficient quantity to make an independent 

audit worthwhile, and TIA has an underdeveloped methodology about which 

there might be insufficent agreement to permit attestation. 

Brooks482 has documented the use of a particular technique (an attitude 

survey approach) for use with a social audit. Although described as a 

survey of internal personnel, the subject was the external relations of the 

company and, consequently, the contribution fits into this section. 

Sellers483 provided a conceptual model for developing a social audit. The 

model consisted of four distinct interest groups; the entity, the auditor, 

the standard 8etting bodies, and the constituent (or user) groups. One 

interesting point is that despite the stage of development of SRA, Sellers 

was already referring to the standard setting bodies in a manner that 

indicates his belief that newer forms of disclosure will follow the same 

developrnent;~pattern as has occured previously. 

Filios484 used the term social process auditing in referring to the audit 

of corporate activities in the social area. The relationship between the 

organisation and the government is not to be neglected since: 

482 

483 

484 

485 

"The aims of an accounting system for social goals are: 

- Determination of the specific goals and objectives to be sought 

through government intervention and the specific actions to be 

taken in specific programmes and activities. 

- Evaluation of social alternatives and determination of the 

effectivene"ss and efficiency of efforts expended to maintain or 

improve social conditions."485 

Brooks, L.J.,' "An Attitude Survey Approach to the Social Audit: The 
Southam Press Experience"" Accountinq~ Organizations and Society, 
vol.5 No.3 (1980) pp.341-355. 
Sellers, J.H., "A Conceptual Model for the Social Audit", Singapore 
Accountant (June 1981) pp.24-29. 
Filios, V.P., "Social Process Auditing: A Survey and Some 
Suggestions", Journal of Business Ethics, Vol.4 (1985) pp.477-485. 
ibid., p.482. 
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Gray, Owen and Maunders486 give an example of a corporation-inspired audit 

of SRA disclosures by Atlantic Richfield,· which they describe as a rare 

event. 

9.54 External Audit of Corporation - Societal Perspective 

Gray, Owen and Maunders487 have examined the issue of social audit in so~e 

detail. They conclude that very few organisations have an external audit 

of their SRA or TIA disclosures, and that most social audits are undertaken 

by organisations with consumer or labour groups as their main 

constituencies. As examples they refer to the work in the U.K. of Social 

Audit Limited, Counter Information Services, the work of Local Authorities, 

and finally the work of the government in monitoring social performance. 

Social Audit Limited provides educational material on social audits and has 

in the past provided detailed reports. The gerieral view appears to be that 

the reports are searching but not deliberately anti-business. Counter 

Information Serv!ces __ provides anti-reports which are labour-oriented and 

ideologically informed by Marxism and critical theory. In the U.K., a 

number of local authorities have been concerned by the closure of factories 

in their administrative areas, and have attempted to delay or avoid these 

changes. Social audits, in this context, are concerned with the costs of 

shutting plants leading to a loss of rating income, unemployment and social 

problems and the costs to employees compared to the savings and benefits to 

the organisation. 488 ,489 

Government monitoring of social performance is carried out in many fields 

including race relations, sexual discrimination, air pollution, water 

pollution, health and safety at work, protection of consumers, rights of 

employees, the implementation of mental health legislation, and public 

protection. (police) .490 However, government departments frequently attempt 

to mediate between different groups and do not want to provide wide-ranging 

---------------------------------------------------------------------------
486 
487 
488 

489 

490 

Gray, Owen and Maunders, op.cit., p.67. 
ibid., Chapter 7. 
Owen, D.L. and Harte, G.F., "Reporting on Corporate Accountability to 
the Workforce", The Accountants' Magazine (May 1984) pp.184-187. 
Harte, G.F. and Owen, D.L., "Fighting De-Industralisation - The Role 
of Local Government Social Audits", Accounting, Organizations and 
Society (Forthcoming). 
Gray, Owen and Maunders, op.cit., p.152. 
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information about their own activities. It is clear, however, that one 

method of enforcing widespread social audits is via legislation in a 

similar manner to the current statutory audit. 

9.55 Social Audit - a conclusion 

It may be concluded that very little audit of SRA and TIA disclosures takes 

place at the behest of the corporation, on behalf of management or 

shareholders. However, management may be provided with internal reports to 

monitor socially sensitive activities such as effuent discharge. 

The social audits which are normally encountered are those produced by 

outside parties of consumerists or these looking to criticise the 

organisation from a radical position. There is little momentum to develop 

social audits at present although some writers imply that government needs 

to be involved. 

9.60 Chapter summary 

This chapter_has .. considered the development and implementation of TIA. 

There are definite philosophical difficulties involved in the measurement 

and valuation of externalities. Many accountants and managers would 

experience grave doubts about the process of charging back to the entity 

costs which have 'escaped' into the public arena and may be co-mingled with 

other similar costs. The same difficulties are not so apparent in the 

reporting of SRA. However, the considerable difficulties outlined here may 

provide a spur to the development of measurement and disclosure procedures 

for TIA.. Any detailed examination of the Total Impact of an organisation 

must take into account the public benefit of providing employment. In an 

extreme case pollution costs imposed on the firm may lead to its closure 

and consequent loss of employment. From the difficulties detailed above, 

the TIA process needs further development before it could become part of a 

general evaluation of organisational performance. The conventional 

accounting system within the organisation will not recognise externalities 

or public costs, unless they are converted into private costs, by means of 

fines or charges for the release or discharge of noxious material. Of 

course, such a charge does not remove the nuisance. However, given a 

reasonably efficient market, the increased cost of production should help 

bring about either a reduction in sales (and hence output) as a result of a 

rise in price, or draw the attention of management to a worthwhile 

investment in efficient pollution abatement equipment. 
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In view of the difficulty of measuring the social cost of externalities in 

monetary terms, it would appear that the best' line of approach, at the 

present time, is via Levels I and II of the AAA framework. That. is, 

recognising the sources of possible externalities and measuring them in 

non-financial terms. This information, if publicly available, would enable 

the organisation itself, or the community via the government, to decide 

whether a penalty or charge should be imposed. This process forces 

recognition of the cost as a private cost, and enables accounting systems 

and management decision-making to function in the usual way. To attempt to 

measure the cost of externalities after the event, whilst still allowing 

the discharge (or other action) to take place seems rather short sighted. 

Equally, to make an ex ante valuation of the externalities over the total 

life of the programme or project, would seem to be very difficult at this 

stage. To make an ex post valuation might be easier, in terms of having 

more information available, but the firm will have distributed or 

reinvested the "excess profits· and be unable to pay the fine when assessed I 

at a later date .__ I 

The ultimate aim of TIA is to evaluate private organisational activities in 

terms of public cost. To do so, TIA must identify actions which are likely 

to produce social costs or externalities and then obtain both financial and 

non-financial measures of these externalities. These are then converted 

into financial measurements. There are many parallels between TIA and Cost 

Benefit Analysis (CBA) which is used in the public sector and discussed in 

the next chapter. Eventually, the value of some form of TIA may lie in 

justifying the continued operation of a plant or process. Continued 

government intervention in the market place may result in private 

organisations taking the lead in using TIA to justify their operations. 

However, it must be recognised that the degree to which an economy conforms 

to a free market model will have a major effect on the development of TIA. 

At the present time the valuation of externalities in accounting could be 

best described as having a very low priority with most organisations. 

An examination of the models provided by the literature, shows that in many 

instances externalities are not valued at the discounted value of future 

costs, but at the current historical cost. For example, the cost of 

environmental damage is valued at the amount which was not expended to stop 

-.~ 
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the discharge and ignores the actual cost of damage to the environment of 

the discharges themselves. 

Social audit was discussed in this chapter in order that disClosures under 

both SRA and TIA might be included. Very little evidence exists of 

systematic social audits on a large scale, excepting in the area of radical 

critiques of the activities of certain organisations. However, because 

this form is not sympathetic towards the continued existance of the current 

economic system it cannot be considered as part. of any evolutionary 

strategy leading towards a more socially relevant accounting. 

The next chapter extends the examination of socially revelant accounting to 

the public sector, by the use of socio-economic accounting. 
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10.00 SOCIO-ECONOMIC ACCOUNTING (SEA) 

10.10 Introduction 

Socio-economic accounting (SEA) is concerned with a micro approach to the 

problems of project. selection, operation, control and evaluation in the 

public sector. The term socio-economic accounting has been defined by 

Linowes as follows: 

"Socio-Economic Accounting is intended here to mean the 

application of accounting. in the field of social sciences. These 

include sociology, political science and economics".491 

Although Linowes was using the term within the private sector the 

definition is more appropriate for use within the public sector and has 

been adopted for this purpose. 

This chapter establishes more clearly what is meant by SEA, in order to put 

it into context with other measures of public activities, and to provide 

some idea of appropriate evaluation models. 

In order to place SEA (a micro model) in context, we shall first examine 

cost benefit analysis (CBA), planned programmed budgeting systems (PPBS) 

and ·zero based budgeting (ZBB) because these models have a longer 

established literature, and CBA has been widely used as a planning and 

decision making tool for the selection of public projects. CBA, PPBS and 

ZBB are alternative models for use in the public sector, however, it will 

be seen that they are, to a large extent inadequate. 

10.20 Cost Benefit Analysis 

CBA attempts to evaluate entire projects using the Level III monetary 

quantification of costs and benefits relating to a specific project. The 

process has been used for a number of years, and government agencies 

justify specific projects on the basis of an analysis, which is often 

similar to capital budgeting in industry. One major difference lies in the 

491 Linowes, D.F., "Socio-Economic Accounting", The Journal of Accountancy 
(November 1968) pp.37-42. 
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discount rate used to bring future costs and benefits to present values. 

In commercial evaluations a discount rate related to the cost of capital 

(thereby incorporating a risk factor) is most cormnonly used, whereas, in 

publicly funded activities, the rate may be a much lower social time 

preference rate or social opportunity cost rate. This is because 

commercial and cormnunity time horizons and risk factors are alleged to be 

different. 

Prest and Turvey sum up the process of CBA very well: 

"Cost Benefit Analysis is a practical way of assessing the 

desirability of projects, where it is important to take a long 

view (in the sense of looking at repercussions in the further, as 

well as the near future) and a wide view (in the sense of 

allowing for side effects of many kinds on many persons, 

industries, regions, etc)" Le. it implies the enumeration and 

evaluation of all the relevant costs and benefits. This involves 

drawing on a_variety of traditional sections of economic study -

welfare economics, public finance, resource economics - and 

trying, to weld these components, into a coherent whole". 492 

The importance of CBA to this part of the thesis is that where a project is 

accepted after CBA it will be easier to evaluate the actual performance, by 

socio-economic accounting or related techniques, because the cost and 

benefit data will be on record. Many of the benefits will be of a non

financial nature which are difficult to measure, but will be identified by 

CBA. For example, if changes are made to an educational prograrmne, as a 

result of an analysis of objectives, costs and benefits, the costs may be 

expressed in financial terms, but the benefits may be given in terms of 

greater teaching effectiveness, or a lower dropout rate for students. The 

articulation of an objective for the programme will aid subsequent 

measurement and in some cases the routine nature of the post-operative 

analysis may act to prevent less viable proposals from being put forward 

in the future. 

---------------------------------------------------------------------------
492 Prest, A.R. and Turvey, R., "C~st-Benefit Analysis: A Survey", The 

Economic Journal (December 1965) p.682. 
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The very detailed investigation of social costs in relation to the siting 

of the third London airport (The Roskill Report) demonstrated some of the 

difficulties encountered with CBA. These difficulties may be illustrated 

by reference to three areas; noise, travelling time, and the value of 

ancient buildings. In attempting to calculate the cost of noise as . a 

social nuisance the est~te was finally; 

" based on the maximum loss that the home-owner in the noisier 

area is able and willing to bear in order to move out of the 

area".493 

Clearly this is a compromise arrangement or assessment, since different 

home-owners will react differently to the loss. Furthermore, potential 

losses as surveyed by researchers, and actual losses experienced when the 

property is sold, are not felt in the same way and it is difficult to 

determine the actual "zones of noise nuisance".494 

The valuation of.t_ravelling time is also a most interesting and 

controversial area of social measurement. In the third London airport 

investigation, consideration was given to the distance which aircraft had 

to fly and the passengers had to travel on the ground. If a site were 

further from central London, then it· was argued that passengers were 

inconvenienced by the need to travel onwards from the airport to their 

destination. The cost of the travel was both explicit (fares paid) but 

also implicit or imputed (less work or leisure time). The crux of the 

assessment of this imputed cost was; what is the value of the time taken by 

a passenger in making the journey, from central London to the site of the 

proposed airport and back? The Roskill Commission did not actually carry 

out an examination of travelling costs for air passengers, but based its 

calculations upon other studies which had shown a figure of 25% of income 

as the average value for travelling time. This figure was incorporated 

into a model which used an average figure for. air passenger income, and an 

estimated increase in business and non-business incomes in real terms over 

a long period. An adjustment was made for the value of time for 

accompanying and assisting individuals. The cost of travel for business 

493 

494 

Estes, R.W., "Accounting for Social Costs", in Estes, R.W., (Ed) , 
Accounting and Society (Melville, Los Angeles, 1973) p.254. 
Mishan, E.J., "What is Wrong with Roskill?" in Layard, R., (Ed) , Cost 
Benefit Analysis (Penguin, London, 1972) p.465. 
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passengers was calculated as income plus 50% for employers' overhead and 

divided by a 40 hour week to give the cost per hour. 

considerable criticism of the approach taken. 

There has been 

Dasgupta and Pearce concluded that: 

ft research into the value of business and leisure time is not 

sufficient to support the use of precise figures in a Cost 

Benefit Analysis relating to air travel ft
•
495 

Mishan noted that the study values business time at ten times that of 

leisure time, and that the correct measure of business cost is the 

opportunity cost to the employer. If the employee has to travel in his/her 

leisure time, then the opportunity cost to the employer is nil and this 

should be used in the CBA calculation. 496 

The difficulty of assigning' values to existing capital goods, which might 

be altered or_removed as a result of present and future developments, such 

as the building of an airport runway, is dealt with by Churchman. 497 The 

valuation of an historical structure might vary between an extant fire 

insurance valuation as the lower bound and the present value of an 

investment made many hundreds of years earlier compounded at a realistic 

rate. The present value of the,earlier investment forms the upper bound, 

with a great deal of room for other valuations in between these two outside 

figures. 

CBA can produce problematic decisions because of the combination of 

present and future estimates of costs, and benefits, the range of possible 

discount rates, and a need to force non-monetary measurements into the 

monetary form in order that cash flows may be'discounted. There is always 

a possibility that cash flows and discount rates may be arranged to obtain 

the result which is desired on grounds of political expediency. Although 

CBA may aid the decision process, it does not monitor or audit the project 

once a decision to proceed has been made. 

---------------------------------------------------------------------------
495 

496 
497 

Dasgupta, A. and Pearce,D.W., Cost Benefit Analysis: Theory and 
Practice (MacMillan, London, 1972) p.230. 
Mishan, op.cit., pp.457-458. 
Churchman, C.W., nOn the Facility, Felicity, and Morality of Measuring 
Social Change", The Accounting Review (January 1971) pp.30-35. 
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The audit of projects which have been justified by a CBA analysis is almost 

as important as the original analysis. Poor decisions need to be analysed 

to find the weak links in the decision process. An alternative process, 

for which considerable claims have been made, is the Planned Programmed 

Budgeting System, which is concerned with the monitoring and control of 

projects. 

10.30 Planned Programmed Budgeting Systems 

Conventional public sector budgets are.tied to a particular department for 

a specified period. They are related to inputs over a defined area, 

normally on an annual basis. Planned Programmed Budgeting Systems (PPBS) 

are intended to direct the focus of reporting away from the department and 

the inputs, towards the programme and the output or degree of achievement 

of the set objectives. The details of the programme and the financial 

controls may be within the capabilities of the existing accounting systems, 

but there is a new dimension in the area of output measurement; does the 

programme achieve the objectives !or which it was designed? 

Dennison examined the rise and fall of PPBS in some detail and the main 

points are given below. 498 The review begins with an outline of the recent 

rapid increase in government expenditure and the perceived need for a 

better control of programmes. He noted the modification of traditional 

forms of budgeting and the arrival of PPBS: 

"In the same way the introduction of a PPBS to aid in resource 

decision-making could be seen as "part of a continuing 

development, but too often the impression was clearly given that 

a PPBS approach presented a radical alternative to every other 

development past or present".499 

Thus, the first of Dennison's criticisms was the extreme claims made for 

PPBS. The second related to the assumption of rationality for the 

solutions to problems which were/are generated by PPBS. This assumption 

---------------------------------------------------------------------------
498 

499 

Dennison, W.F., "Management Developments in Government Resource 
Association: The Example of the Rise and Fall of PPBS Planning
Programming-Budgeting System", The Journal of Management Studies 
(October 1979) pp.270-282. 
ibid., p.272. 
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means a by-passing of the political dimension in decision-making and 

resource allocation: 

·Cormnunity needs do not allow themselves to be specified as a 

series of separate and unrelated components; alternative means of 

satisfying needs are often available but estimating costs and, in 

particular, benefits, to a sufficient degree of accuracy to 

demonstrate convincingly that one alternative is better than the 

others is rarely possible ••• - 500 

The third criticism of the use of I?I?BS resulted from the adoption of a 

defence model in non-defence areas. The I?I?BS model was developed by the US 

Defence Department and, because it seemed to satisfy management needs 

there, it was moved into non-defence departments. The format used for 

developing all prograrmnes was rigid (the four documents) : 

-Each department was committed to the production and use of these 

~ ~ documents,~~ irrespective of the nature of its activities and the 

problems these created, until 1971, when the requirement for 

programme and financial plans, programmable memoranda and special 

studies was dropped ••. _SOl 

The post 1971 approach was more flexible but led fairly quickly to a 

breakdown of the I?I?BS as a decision-making mechanism. 

The rise in popularity of I?I?BS was attributed to the creation of an 

environment, through the publication of books and articles, which was 

highly favourable to the model. The fall in popularity followed from the 

inherent weaknesses of the model and the earlier promotion. The model was 

not revolutionary, but was presented as such; it could not answer the 

political question of which prograrmne should have more support and which 

should have less, and finally the defence department mOdel was 

inappropriate for wider use. The difficulties likely to be encountered by 

an education authority in using I?I?BS were outlined: 

500. ibid., pp.273-274. 
501. ibid., p.275. 
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"So it was the familiar pattern of a programme structure of 

activities in pursuit of specified objectives, a multi-year 

programme and financial plan, and an analysis of programmes 

(supported where necessary by analyses of alternative means of 

achieving objectives) which was recommended".502 

Dennison went on to illustrate the difficulties likely to be encountered in 

applying tight specifications of objectives to an education system. 

Despite drawing attention to weaknesses in traditional government. budgeting 

systems, and to the advantages of longer range plans and more clearly 

specified objectives, PPBS has declined in relative importance Over the 

last few years. 

10.40 Zero Based Budgeting 

Zero based budgeting has been advocated for use in both the private503 and 

public504 sectors for several years. It is designed to avoid the problems 

associated with traditional budgeting techniques: 

"Most new ideas in public sector budgeting are promoted on the 

basis of criticisms of the traditional budgeting process. PPBS, 

. Zero Based Budgeting and other reforming mechanisms have all been 

advocated in that way."505 

The technique is based upon a "starting again" approach to the activity 

being undertaken, with no individual activity being guaranteed continuity 

within the organisation. Herein lies the attractiveness of the approach, 

which would provide for more radical changes within the organisation, 

overcoming the usual resistance to change. However, the possibility of 

abrupt change and associated lack of security, for both programmes and 

502 
503 

504 

505 

ibid., p.279. 
Phyrr, P.A., "Zero-Base Budgeting", Harvard Business Review, Vol 48, 
No.12 (November-December, 1970) pp.111-121. 
The initial impetus for work on Zero Base Budgeting in the public 
sector came from the use in the Georgia state budget under Governor 
(later President) Carter. 
Jonsson, 5., "Budget Making in Central and Local Government", in 
Hopwood, A.G. and Tomkins, C. (Eds) Issues in Public Sector Accounting 
(Phillip Allan, Oxford, 1984) p.130. 
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associated personnel, generate negative behavioural responses. SOG Although 

there have been reports of the successful implementation of ZBB, especially 

in the cases of Texas InstrumentsS07 and the Bendix CorporationS08 , the 

promised improvements do not seem to have been achieved. S09,S10 

One of the most widely quoted criticisms of ZBB is that offered by 

Anthony. S11 These have been summarised by Small and Mansfield in the 

following terms: 

"The benefits, he states, are not really possible to achieve 

because conceptually the idea of sub-dividing every activity in a 

complex organisation into decision packages is just not feasible, 

given the number this involves. Even if it were possible to 

reduce these to a viable size, it would still not be possible in 

the time available to make the type of analysis which ZBB 

requires. "512 

ZBB is inadequate because although it is a potentially useful tool, there 

are question marks over issues of cost-effectiveness and behavioural 

consequences. It is also an incomplete technique since it is concerned 

with the provision and control of inputs and does not pay the same amount 

of attention to outputs. 

10.SO Socio-Economic Accounting 

It is argued that traditional government budgetary control models do not 

address resource allocation and decision-making problems in a fully 

satisfactory manner. The three alternative systems considered above, CBA, 

---------------------------------------------------------------------------
S06 

507 
508 

509 
510 

511 

512 

Shah, M.M., "Zero Based Budgeting A Critique", The Chartered 
Accountant (India) (October 1978) • 
Bergeron, P.G., 'liThe Human Side of Zero Based Budgeting", CGA Magazine 
(March 1979) • 
both cited in -
Gul, F.A.K., "Zero Base Budgeting (Revisited)" The Australian 
Accountant (March 1981) pp.121-126. 
Pyhrr, op.cit. 
Small, J.R. and Mansfield, R., "Zero Base Budgeting-Theory and 
Practice," The Accountants Magazine (May 1978) pp.191-196. 
Jonsson, op.cit., p.14S. 
Suver, J. and Brown, R., "Where Does Zer~ Base Budgeting Work", 
Harvard Business Review (November 1977) p.81. 
Anthony, R.N., "Zero Based Budgeting is a Fraud", Wall Street Journal 
(April 27, 1977). 
Small and Mansfield, op.cit., p.196. 
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PPBS and ZBS each have claimed advantages and disadvantages. It b 

probably sufficient for the present purpose to suggest that even if these 

systems were more widely accepted, they would not address the issues which 

proponents of SEA are attempting to address. That is, how do we evaluate 

both input and output in respect of publicly funded projects? 

Linowes has written in favour of a different treatment of government and 

semi-government activities. He argued for the use of accounting techniques 

and attesting procedures to improve the quality of the data used and the 

manner in which it is manipulated. This improvement is directed 

particularly at. budgeting, forecasting and project control activities. 5l3 

It is argued that improved measurement techniques are needed because of 

limited resources and apparently unlimited demands for greater government 

involvement. Difficult.choices need to be made and some programmes must be 

favoured ahead of others. Although political expediency will always be 

present, improved quality of information, in the planning, control and post 

operational evaluation stages, may eventually lead to better decisions. 

Linowes has been supported by Mobley in the development of socio-economic 

accounting. 514 However, Francis argues persuasively that many accountants 

. do not have the training or background to deal with complex statistical 

tools in the social science area. 5l5 Birnberg and Gandhi have useful 

observations on this issue. 5l6 

Unfortunately, the advocates of SEA have not followed up the early 

theoretical work· with concrete examples of evaluation models. Models of 

the social audit process have been produced but these are not exclusively 

designed for use in SEA. 5l7 In this thesis educational evaluation models 

are discussed in the absence of other examples. 51B 

513 
514 

515 

516 

517 
51B 

Linowes, op.cit. 
Mobley, S.C., "The Challenges of Socio-Economic Accounting", The 
Accounting Review (October 1970) pp.762-76B. 
Francis, M.E., "Accounting and the Evaluation of Social Programs: A 
Critical Comment", The Accounting Review (April 1973) pp.245-257. 
Birnberg, J.G. and Gandhi, N.M., "Toward Defining the Accountants' 
Role in the Evaluation of Social Programs, "Accounting, Organizations 
and Society, vol.l No.l (1976) pp.5-l0. 
Corson and Steiner, op.cit. 
Mathews, M.R., "Socio-Economic Accounting - A Consideration of 
Evaluation Models", Discussion Paper No.2 (Department of Accounting 
and Finance, Massey University, 19B1). 
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Socio-economic accounting models will be necessarily complex since they 

will be called upon to assist in making decisions about the effectiveness 

and efficiency of publicly funded activities in the absence of market 

prices for outputs. Inputs may be valued in financial and non-financial 

terms but outputs will often be limited to non-financial values, for 

example the number of employable school leavers, reformed prisoners or 

discharged patients. 

10.51 Social Audit 

Social audits and evaluation programmes have been discussed in chapter nine 

in the context of developing a conceptual framework as a step towards 

implementation. It is important to distinguish these proposals from CBA 

and PPBS which are techniques already in use in the public sector. Social 

audits and evaluation programmes in the public sector attempt to answer the 

fairly obvious questions of "how does one attempt to measure the extent of 

problems once they have been identified?" and "what is meant by evaluating 

a publicly-funded programme?" 

Sellers discussed' the concept of a social audit. 519 The model involved 

four parties as shown in Exhibit 62. Although a private sector 

organisation is envisaged by Sellers (in which context the model is perhaps 

better related to social responsibility accounting), it may be easily 

adapted to the public sector. "The Company" may be replaced by the "The 

Public Corporation or enterprise" without any change of meaning. 

519 

EXHIBIT 62 
Relationship of the Parties to the Social Audit Process 

The Company 

• 

<---------------> 

Standard 
: Setting 

:<->: Bodies 

• 
:<->: 

The Auditor 

t I • 
___ ~, _______ ,.J, ______ ,~ __ 

Publics (Constituencies) 

Sellers, J.H.. "A Conceptual Model for the Social Audit", Singapore 
Accountant (June 1981) pp.24-29. 
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The parties involved are responsible for the actions described in Exhibit 

63, which leads to a final report. In the case of socio-economic 

accounting the audit report is a part of the overall evaluation of the 

publicly funded programme. 

EXHIBIT 63 
The Company (Public Corporation or Enterprise) and the Social Audit 

Function 
The Company 

-----------------------------------------------------------------
Determine 
Relevant 
Subjects 

---------> 
Develop· 
Data 
Collection 
Instrument 

---------> Collect Data 
I 
I 
I 
I 

Prepare Summarize 
Social <---------- and 
Product 
Report 

Evaluate 
Data 

-----------------------------------------------------------------
The Auditor 

-----------------------------------------------------------------
Attest to 
Fairness ... 

I 
I 

Examine 
Control <--------
Procedures 

Examine 
Report 

I 
I 

-J.' 
Examine Data Examine 
Gathering <------- Evidence 
System 

Standard Setting Bodies 

Scope and Content 
~ 

\ 
\ 

<---------------------------> Audit Techniques 
~ 

/ 
/ 

------- Standards --------

A weakness in the Sellers approach is the lack of detail from which to 

answer the inevitable questions, "how is the socio-economic evaluation to 

be carried out?" and "what are the differences between it and a traditional 

approach to the evaluation of government programmes?" The approach used by 

Sellers is only usefu·l in the context of socio-economic accounting in 

providing a starting point. AS noted above, the proponents of socio-

economic accounting have not provided their own models. It is, therefore, 
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necessary to develop idiosyncratic models or to borrow suitable material 

from mainstream accounting or other appropriate areas. 

10.60 Evaluation Models 

Several models have been generated within the education evaluation 

literature including models by Stake520 , Stufflebeam521 and Provus522 • 

This borrowing of models has been necessary because of the lack of suitable 

. models in the accounting literature. The Stake model is a judgemental 

evaluation model, and may offer useful insights into the evaluation of 

publicly funded programmes by socio-economic accountants. Stufflebeam has 

provided the CIPP Evaluation Model which is a scheme for the classification 

of strategies for evaluating educational change. Provus uses a discrepancy 

model similar to management accounting. budgetary control systems. 

10.61 The Stake Model 

The Stake model is shown in Exhibit 64. It is a data matrix, whereby the 

evaluator is concerned with three kinds of data, antecedent, transactional 

and outcome.- The -antecedent data refers to the position which existed at 

the time the programme was implemented; the transactional data refers to 

the actual process which is taking place or has taken place as a result of 

the progralm!lE!, and the outcome data records the results of the process. 

These results will include both positive and negative aspects. 

In another dimension Stake is concerned with judgement as well as 

description. . That is, an evaluation of actual against planned outcomes 

from the specific programme. The Stake model is not constrained by setting 

fixed objectives before beginning the progralm!lE!, therefore changes of goal 

may be accommodated. Indeed the strengths and weaknesses of this model, 

are the large amount of different data which may be accommodated within the 

basic framework. The volume of data may be seen as a strength since we are 

dealing with both financial and. non-financial measurements. Conversely, 

the volume of data makes presentation of a final judgement more difficult 

because of potential conflict between different aspects of the data. The 

520 

521 

522 . 

Stake, R.E., "The Countenance of Educational Evaluation", Teachers 
College Record Vol.68 (1967) pp.523-540. 
Stufflebeam, D., "Towards a Science of Educational Evaluation", 
Educational TechnologY (July 1968) pp.6-12. 
Provus, M., Reported in, Mackay, D.D. and Maguire, M., Evaluation of 
Instructional Programs (Alberta Human Resource Research Council, 
Alberta, 1971) pp.40-49. 



240 

data itself may be suggestive of the analytical processes to be employed. 

The model also assists the judgemental function by making clear the 

criteria which are to be employed in making the judgement. These points 

are made clearer by an examination of Exhibit 64. 

KXRIBIT 64 
The Countenance of Educational Evaluation - the Basic Matrix Design 

Intents Observations Standards Judgements 

Antecedents 
Rationale· 1 1 

1 1 
_________ 1 1 _________ _ 

1 1 
1 1 

Transactions 
1 1 

---_____ ..,;.-1 1 _________ _ 

1 1 
1 1 
1 1 

Outcomes 
__ :--__ ---.,. ___ 1 1 ______ ,--__ _ 
Description Matrix Judgement matrix 

Source: Stake, op.cit. 

We have already indicated the role of antecedents, transactions and 

outcomes and the presence of both descriptive and judgemental aspects. The 

relationship between intents and observations (both part of the descriptive 

matrix) is given below in Exhibit 65. It will be noted that the comparison 

between the intended variables and those which are observed in practice, 

will provide a measure of the internal success or congruence of the 

programme. The relationship between the descriptive matrix and the 

standards provides a basis for making judgements about the programme. 

The evaluation model tests for logical consistency between the intended 

antecedents, transactions and outcomes. In other words, given the 

antecedents which exist when work begins and the transactions which will 

be undertaken, is it logical that the intended outcomes will eventuate? If 

not, why not?· Furthermore, what is the degree of congruence between 

intended and observed variables? Finally, given the observed antecedents 

and transactions is there an empirical consistency between the two and 

between the observed transactions and outcomes? Once this process has been 
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undertaken the analyst may compare the observed variables with the 

standards and make judgements. 

DRIBI'! 65 
The Processing of Descriptive Data: congruence and logical consistency 

Descriptive data 

Intended 
Antecedents 

1-
LOGICAL 

CONTINGENCY 
__ J.--:--:--_ 

Intended 
Transactions 

1-
LOGICAL 

CONTINGENCY .... ...._--..v-_._--
1 Intended 
1 Outcomes 
1 

1 
1 _____ -

<------Congruence-----> 

<------Conqruence-----> 

<------Conqruence-----> 

Source: Stake, op.cit. 

10.62 The Stufflebeam Model 

Observed 
Antecedents 

l' 
EMPIRICAL 

CONTINGENCY 

--"'---Observed 
Transactions 

".. 
EMPIRICAL 

CONTINGENCY 
_--'.J-''--__ 

Observed 
Outcomes 

The model used by Stufflebeam is sometimes referred to as a CIPP model 

after the constituent parts,. context evaluation; input evaluation; process 

evaluation; and product evaluation. Stufflebean regards evaluation as the 

process of acquiring and using. information for making decisions associated 

with planning, programming, implementing and recycling activities. Context 

evaluation, the first stage, attempts to identify and assess needs and to 

get at the underlying problems. Input evaluation, the second stage, 

requires the evaluator to assess system capabilities, available input 

strategies and·designs for implementing the strategies. The third stage is 

process evaluation, where the goal is to identify and predict in process 

the defects in the design or its implementation. The final stage is 

product evaluation in which the goal is to relate outcomes to objectives 

and to context, input and process information. The model is given in full 

as Exhibit 66. 
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Stuffl.ebeam and Stake treat the question of judgement differentl.y. Stake 

has a pl.ace for judgement in the judgemental. matrix, Stuffl.ebeam has no 

simil.ar position. The evaluator provides a higher authority with the 

information that that person needs to reach a decision about a programme. 

The evaluator or analyst does not judge or make a final decision. This 

aspect of the model may make it less acceptable as. an inspiration for a 

socio-economic accounting programme. 

this thesis. 

This will be discussed later an in 

To get the best results from theCIPP model it would need to be used before 

the programme commenced in order to record the context and input 

information. A close monitoring of the process throughout its operation 

might also be a requirement for the successful implementation of this 

model. Stufflebeam has also made a useful contribution to the development 

of evaluation design beyond that of specifying a model. The four parts of 

the CIPP model require a logical structure of evaluation design. The 

evaluation needs to be focus sed to coll.ect and organise information, to 

analyse the information, report on the findings and to administer the 

evaluation. The full evaluation design is provided as Exhibit 67. 

EXHIBIT 66 
The CIPP Evaluation Model: A Classification Scheme of 

Strategies for Evaluating Educational Change 

---~-----------------------------------------------------------------------------------------------------~ Strategies Conte:zt Bvaluation Input Evaluation Process Evaluation Product Evaluation 

----------------------------------------------------------------------------------------------------------
Objective 

Method· 

Relation to 
Decision
making in 
the Change 
Proces8 

To define the operation 
context. to identify & 
8S8eS8 needs in the 
context, and to 
identify and delineate 
problems underlying the 
needs, 

By describing individ
ually and in relevant 
perspectives the major 
sub-systems of the 
context; by comparing 
actual and intended 
inputs and outputs 
of the sub-systems; 
and by analysing 
possible causes of 
discrepancies 
between actualities 

For deciding upon the 
setting to be served, 
the goals associated 
with meeting needs 
and the objectives 
associated with sol
ving problems, 
i.e. for planning 
needed changes. 

To identify and 
sssess system 
capabilities, 
available input 
strategies, and 
design for 
implementing the 
strategies. 

By describing and 
analysing 
available human 
and material 
resourcea, solution 
strategies, and 
procedural 
designs for rel
evance, feasibility 
and economy in the 
course of action 
to be taken. 

For selecting 
sources of Bupport, 
sohition strategies 
and procedural 
designs, 1.e. for 
programming change 
activities. 

To identity or predict. 
in process, defects in 
the procedural design 
or its implementation, 
and to maintain a 
record of procedural 
events and activities. 
By monitoring the 
activity's potential 
procedural barriers 
and remaining alert to 
unanticipated onea. 

For implementing 
and refining the 
programme deSign and 
procedure, i.e. for 
effecting process 
control. 

To relate outcome in 
formation_ to objectives 
and to eontext, input, 
arid proeess information. 

By defining operationally 
and measuring criteria 
associated with the 
objectives, by comparing 
these measurements with 
predetermined standards 
or comparative basea, 
and by interpreting the 
outcome in terms of 
recorded input and 
process information. 

For deciding to 
continue, terminate, 
modify or re focus a 
change activity; -for 
linking the activity 
to other major phases 
of the change process" 
i.e. evolVing change 
activities. 

-------------------------------------------------------------------------------------------------------------
Source: Stufflebeam, op.clt., page 313. 
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&XIIIBIT 67 
Developing Evaluation Designs 

---------------------------------------------------------------------------
The logical structure of evaluation desiqn is the same for all types of 
evaluation, whether context, input, process or product evaluation. The 
parts, briefly, are as follows:-

A. Focusing the Evaluation 
(1) Identify the major level(s) of decision-making to be served, 

e.g. local, state, or national. 
(2) For each level of decision-making, project the decision situations 

to be served and describe each one in te~ of its locus, timing 
and composition of alternatives. 

(3) Define criteria'for each decision situation by specifying 
variables for measurement and standards for use in the judgement 
of alternatives. 

(4) Define policies within which the evaluation must operate. 

B. Collection of Information 
(1) Specify the source of the information to be collected. 
(2) Specify the instruments and methods for collecting the needed 

information. . 
(3) Specify the sampling procedure to be employed. 
(4) Specify the conditions and schedule for information collection. 

C. Orqanisation-of-Information 
(1) Specify a format for the information to be collected 
(2) Specify a means of coding, organising, storing, and retrieving 

information. 

D. Analysis of Information 
(1) Specify the analytical procedures to be employed. 
(2) Specify a means for performing the analysis. 

E. Reporting of Information 
(1) Define the audiences for the evaluation reports. 
(2) Specify means for providing information to the audiences 
(3) Specify the format for evaluation reports. and/or reporting 

sessions. 
(4) Schedule the reporting of information. 

F. Administration of the Evaluation 
(1) Summarise the evaluation,schedule. 
(2) Define staff and resource requirements and plans for meeting 

these requirements. 
(3) Specify means for meeting policy requirements.for conduct of 

the evaluation. 
(4) Evaluate the potential of the evaluation design for providing 

information which is valid, reliable, credible, timely and 
pervasive. 

(5) Specify and schedule means for periodic updating of the evaluation 
design. 

(6) Provide a budget for the total evaluation programme. 

Source: Stufflebeam op.cit. 
----~-----------------------------------------------------------------
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10.63 The Provus Model 

The third evaluation model with which we are concerned is offered by 

Provus. It will become apparent that the Provus model of evaluation has 

much in common with budgetary control systems. It is referred to as a 

discrepancy model because it is based on the premise that evaluation 

involves the comparison of performance with standards. This leads logically 

to three stages. First, the programme standards are defined and set. 

Second, analysis determines whether a discrepancy exists between one or 

more aspects of programme performance and the standards governing that part 

of the programme. Third, the determination of discrepancy information will 

be used to change performance or standards and may inVOlve terminating the 

programme. 

There are five stages to the complete Provus model, these are shown in 

Exhibit 68 below:-

S 

-1' 
1 
1 

1 

EXHIBIT 68 
The Provus Model 

T 

. - -- ..,. 
1 
1 
1\ 

/ \ 
/ \ 

1--------> c -------> D -------------~---~--> / \ --------> 
1 
1 
1 
1 
-It 
P 

Where - S 
P 
C 
D 
T 
A 

- standard -programme performance 
~ comparison of S with P 

discrepancy information 
= terminate 

alteration of P or S 

\ / 
\ / 

\ / 

resulting from C 

\I 
1 

1 

V 
A 

The five stages of the discrepancy model are design, installation, process, 

product and cost benefit. At each stage performance is compared with 

standards to· discover any discrepancies which may lead to decisions to 

modify either the programme or the standards. 

The design evaluation focuses on the nature, objectives, personnel and 

resources of the programme. The installation evaluation focuses on the 
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installed programme to see whether it is congruent with. the original plans. 

The process evaluation attempts to discover whether the programme has yet 

achieved its objectives. At each of these stages performance is compared 

with standards in order to discover discrepancies which may lead to 

decisions to modify the programme, or the standards, to terminate or to 

continue the programme. The fifth and final stage of this model is cost

benefit analysis of the completed programme against other programmes. This 

is the most difficult stage since all the problems associated with CBA will 

be present, especially the problem of which discount rate to use. 

10.64 Examples of the Use of a Stake Model Approach in Socio-Economic 

Accounting 

As indicated above socio-economic accounting is intended to be effective in 

evaluating short and medium-term publicly funded programmes, where a 

judgement must eventually be made about the continued operation of the 

programme. Examples might be taken from education, work experience, and 

health programmes. 

The work experience programme is perhaps a suitable example to consider. 

If the government arranges a work experience/training programme for young 

people presently unemployed, public funds are being expended which must 

have an alternative use elsewhere. There is an opportunity cost attached 

to the resources used. Such a programme will have a number of objectives 

and expected outputs, which should be made explicit at some point in the 

planning process. The evaluation of a scheme such. as a work experience or 

training programme could be carried out under existing government 

accounting systems. However, these systems .. would be mainly concerned with 

how much money was spent, compared to the.amount authorised and whether the 

spending took place in the approved accounts. A more modern approach, such 

as planned programmed budgeting systems, would still not view the input

output relationships in the same manner as does the Stake model. In this 

context the Stake model would first be used to examine the rationale for 

the programme and then consider in detail the descriptive and judgemental 

matrix. The descriptive matrix would be concerned with:-

Ci) antecedents - what resources were planned or intended to be 

allocated to the programme, compared to those observed to be 

actually used in operations. 
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(ii) transactions - did the processes and procedures . which were 

originally intended or planned actually take place? To what extent 

did the observed procedures differ from those intended when the 

programme was planned? 

(!ii) outcomes - an outcome was planned. Perhaps in this example it was 

young people who .were "more employable" than before they started 

the programme. This. concept would need to be operationalised and 

quantified in terms which could be measured. The observation would 

be of the number who did meet the criteria, compared to the number 

who did not, and therefore remained unemployable. 

The judgemental matrix compares what has been observed, with some sort of 

standard, in order to make a judgement about the event. 

The Stake approach may be used to evaluate hospitals and medical services 

provided that input and output measures can be agreed upon. Many factors 

which are left unexamined at the present. time would be taken into account 

by the Stake model if it was applied to socio-economic accounting 

exercises. An important part of such an evaluation would be non-monetary 

quantitative measurements, which are. currently ignored by accounting based 

evaluations. It is not suggested that this form of socio-economic 

accounting is appropriate to all circumstances or that it should be used in 

place. of more conventional forms of financial reporting. However, it is 

argued that the added dimension is required to enable better decisions to 

be made and to monitor their implementation. The current pressure for 

greater accountability for public expenditure, which is being experienced· 

in many countries, will require new systems similar to those described 

above. 

10.70 Institutional Performance Evaluation 

Socio-economic accounting is further exemplified by the literature dealing 

with institutional performance evaluation, which involves the use of 

financial and non-financial, qualitative and quantitative measures, to 

evaluate the attributes of an educational institution. The specific area 

discussed is that of higher education, generally the university sector, 

which is suffering from reduced funding, often larger student inflows and a 

call for more accountability by governments. This area of research is 
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quite compatible with the others in this chapter because non-traditional 

measurement methods are employed in evaluating a public sector activity. 

Sizer noted the importance of measures of effectiveness as well as 

efficiency: 

"Is an institution of higher education effective if it achieves 

objectives which are appropriate to the economic, socio

political, technological, ecological, and educational environment 

in which it operates? Should its objectives be congruent with 

the long-term needs of society".523 

To agree on notions' of effectiveness implies the acceptance of a common set 

of objectives, at least at the institutional level, and this would enable 

planning and evaluation by non-profit indicators to be undertaken. This 

has not been generally possible and consequently, the popularity of PPBS 

and CBA has declined. Sizer suggests that 'partial' performance may be 

used:--

"Whilst it may not prove possible to agree objectives, meaSure 

outcomes and develop performance indicators for an institution as 

a whole, it often proves possible to do so for parts of the 

organisation; i.e. to deveiop performance indicators that relate 

physical and monetary inputs to physical and monetary outputs and 

outcomes, and to build these into the planning and reporting 

system".524 

Sizer has developed partial performance indicators for institutions of 

higher education. 525 This scheme, reproduced as Exhibit 69 below, is based 

upon the characteristics for performance indicators developed by Sorenson 

and Grove. These are, availability, awareness, accessibility, 

extensiveness, appropriateness, efficiency, effectiveness, 

---------------------------------------------------------------------------
523 

524 
525 

Sizer, J., "Performance assessment in institutions of higher' education 
under conditions of financial stringency, contraction and changing 
needs: A management accounting perspective", a paper presented to the 
Third Annual Congress of the European Accounting Association (March 
1980) p.5. 
ibid., p.l8. 
ibid., p.l9. 
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outcomes/benefits/impacts, and acceptability.526 

ZXRIBI'1' 69 
Properties of performance indicators in hiqher education 

----------------------------------------------------------------------------------------.------------------------------FOCUS OF MEASURE CONCEPTUAL CONTENT TELLS ElWIPLES 

-----.--.-.---.----------------------------------------------------------------------------------------------.---------
AVAILABILITY 

AWARENESS 

PPROPRIATENESS 

EFFICIENCY 

EFFECTIVENESS_ 

OUTCOMES 
BENEFITS 
IMPACTS 

ACCEPTABILITY 

Amount and type of couTle, 
reaearch facllity, or 
central service provided. 

Knowledge of User Population 
of existence, range and 
Correct type and amount of 
aervlce rendered,course 
offered. or reaearch 
undertaken 

Compares resource inputs 
with outputs. 

Compares_accomplishment 
with objectives (or what 
wu intended) 
-Qualitative 
-Comparative 

Identifies Social or 
Economic Benefits 

Assess match of service/ 
course/research outcomes 
with user/participant 
preferences. 

What can be obtained 

Who knows about what is 
available 
11 quantity and/or quality 
of facility offered that 
required? 

How much resource was used 
such as 

how much did it cost per 
unit? 
how much did it cost in 
total? 

Lilt of services available in Careers 
Advisory Service, list of 
facilities and opportunities 
available in academic department; 
number, capacities, and locations of 
lecture and seminar rooms. 

Knowledge of prospective student. of 
courses offered by an academic depart
Demand for courses. number and quality 
of applicants; ais-match between comput 
ing facilities required and available; 
comparison of clasB 8ize8 to lecture an 
seminar room capacities. 

Cost per client service in 
medical centre. 
Cost per F.T.E. student by course. 

Cost pcr literature aearch. 

how much time did' it take? Coat per meal served. 
what grade of employee was 
used? 

CharacteristiC8 
Duration 
Content 
Effect 
Proportion served 
Variances from budgets, 
.tandarda. 

Monetary effects 
Non-Monetary effects 

User satisfaction with 
·service; 
Student satisfaction with 
courses; 
Client satisfasction with 
outcome of sponsored research 

Comparison of planned with actualll 
utili,ation of lecture and seminar 
rOOms; number of students graduat-
ing; number of graduate. employed~ 
ratio of actual utilisation to 
planned utilisation of computer; 
comparison of budgeted cost of 
central 8ervice with actual cost; 
comparison of actual cost per F.T.E. fOl 
course with planned cost; comparison of 
planned course content. with actual 
course contentjactual wastage rate 
compared with planned wastage rate. 

Increase in earnings arising from 
attendance at/graduating from coursel 
benefits to society of succesaful 
research into previously incurable 
disease; benefits to local community 
of cultural programme; patents and 
copyrights registered. 

Demand for courses; number of complaint 
to Librarian;course evaluation at end 0 
of lecture programme; repeat. sponsoring 
of research. 

Needs. 

Note - F.T.E. denotes Full Time Equivalent student. 

---------------------------------------------------------------------------
526 Sorenson, J.R. and 

Analysis: Emerging 
Accounting Review, 

Grove, H.D., "Cost-Outcome and Cost-Effectiveness 
Non-profit Performance Evaluation Techniques", The 

Vol.LII No.3(July 1977) pp.658-675. 
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Although many of the partial performance indicators shown in Exhibit 69 are 

process measures, Sizer argues for the development of progress measures 

which would assess the quality of institutions and programmes: 

"At the present time there is a strong case for developing 

proqress measures of performance in addition to process measures 

and measures of outcomes/benefits/impacts",527 

BXIlIBIT 70 
Process Measures in Higher Education Indicators System 

I-INSTITUTIONAL 

.. GENERAL DATA 

1-1 .. Numb@r of FT! Students 
1-2 Number of Academic Posts 
1 .. 3 .. Annual Budget 
1-4 .. Space Provision 

.. STRUCTUAL DATA 

1-5 .. Proportion of Staff COlt. 
within the Total Budget 

1-6 .. Amount of Resources Obtained 
from Third Part le. in Relation 
to the Annual Budget 

1-7 .. Expenditure at Subject Grouping 
Level within the Annual Budget 

1 .. 8 .. Academie Orientation 
(Proportion of Liberal Art 
Subjects (in term8 of student 
nu_ben» 

11 SUBJECT GROUPING LEVEL 

.. GENERAL DATA 

1-9 
1-10 
1-11 

Number of FTt Students 
Number of Academic Posta 
Direct Expenditure by 
Subject Grouping 

.. EXPENDITURE INDICATOR 

1-12 .. Direct Expenditure per 
FTE Student 

Adopted from Elstermann and Lor~nz.1980). 
Note - F.T.E. denotes Full Time Equivslent Student. 

III SUBJECT LEVEL 

- GENERAL DATA 

1-13 
1-14 
1-15 
1-16 
1-17 

Number of FTE Students 
Number of Academic Posts 
Direct Expenditure by Subjec 
Total of Teaching Hours . 
Space Provision 

- EXPENDITURE INDICATORS 

1-18 Direct Expenditure per FTE 
Student 

1-19 Indirect Expenditure per FT! 
Student 

- STAFF STUDENT RATIOS 
1-20 - Relation of FTE Student I to 

Academic Posts 
1-21 - Relation of FTE Students to 

Teaching Hours 
1-22 Proportion of Professorial P 

within the Total of Academic 
POltl 

1-23 - Proportion of ProfeSlorial 
Teaching Hours within the to 
of Teaching Hours 

- SPACE PROVISION 
1-24 - Space Provision per FTE Stud 

- STAFFING STRUCTURE 
1-25 - Proportion of Expenditure on 

Academic Posts within 
the Total Expendfture on Sta 

1-26 - Total of Teaching Hours Real 
by Part-time Teachers with 
Limited Contracts 

- STUDENT FLOW 
1-27 Obligatory Weekly Seminar Ti 
1-28 Study Duration 
1-29 Gross Continuation Rate 

---------------------------------------------------------------------------
527, 't 22 . Sl.zer,. op.Cl. 0' p. . Original emphasis, 
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I?rogress measures of performance are not confined to the· evaluation of 

efficiency but are aimed at . institutional effectiveness. An alternative 

set of process performance indicators, directed towards measuring 

institutional efficiency, have been produced by Elstermann and Lorenz. 

They are shown as Exhibit 70. 528 

Sizer has asked whether the standards developed by the American Accounting 

Association could be applied to performance indicators in higher 

education: 529 

"These are the standards of relevance, verifiability, freedom 

from bias and quantifiability".530 

This is an important question, not only for higher education performance 

measures (both progress and process types) but for all measures which may 

be included in socio-economic accounting. Indeed, the author provides an 

interesting reference which may be applicable to all forms of measurement, 

traditional and non-traditional, financial and non-financial: 

"The problems of agreeing objectives, identifying and measuring 

the component parts of the institutions, and of evaluating 

performance and effectiveness, suggests that only 'partial' 

measures of performance are possible and that a proper balance 

has to be struck between qualitative and quantitative 

aspects".531 

10.71 Tennessee State College I?rogramme 

An interesting development in this field has been the Tennessee programme 

of performance incentives for state colleges. I?erformance is measured on 

five variables as given below: 

528 

529 

530 
531 

Elsterman, F. and Lorenz, W., "Financing Universities on the basis of 
performance indicators?", a paper presented to the Ninth Special Topic 
Workshop of the IMHEl?rogramme, OECD/CERI December 1980. Table cited 
by Sizer, "Institutional I?erformance Assessment Adaptation and Change" 
(1981) p.15. 
American Accounting Associastion, A Statement of Basic Accounting 
Theory (AAA, Sarasota, 1966). 
Sizer, 1980, op.cit., p.26. 
ibid., p. 45. 
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-Number of academic programmes accredited, such as law, 

engineering, education and business. 

Performance of graduates on a measure of outcomes in general 

education, such as ability to communicate, analyse, and evaluate, 

and familiarity with major models of intellectual inquiry. 

Performance of graduates in tests in their major fields (nursing 

exams, engineering exams, and so forth). 

Evaluation of programs and services by enrolled students, recent 

alumni, and community-employer representatives, principally 

through follow-up questionnaires. 

Peer evaluation of institutional programs. This entails 

evaluation by colleagues from similar institutions".532 

Institutions_are grouped into three categories (universities, community 

colleges and technical institutes) and graded up to 20 points for each of 

the five variables. The scheme had been operating for three years at the 

time of the preparation of the article. A bonus of up to 2% of the agreed 

budget can be paid to institutional management as a result of acceptable 

performance against agreed standards. This general area of institutional 

performance evaluation has considerable potential for development by socio

economic accountants. 

10.80 Value For Money (¥FM) Auditing 

10.81 Introduction 

Earlier sections of this chapter examined briefly CBA, PPBS and ZBB. Each 

was found to be inadequate as a means of monitoring, controlling and 

reporting on short and medium term publicly funded activities. CBA is 

intended to facilitate decision making by discounting future costs and 

benefits to the present in order to determine net cost or net benefit. In 

addition to the problems of making estimates and determining discount 

rates, decisions will be impacted by political expediency. Attempts to 

convert non-financial data to financial measurements involve subjectivity 

---------------------------------------------------------------------------
532 Bogue, E.G. and Brown, W., "Performance Incentives for State 

Colleges",Harvard Business Review (November-December 1982) p.124. 
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to perhaps an unacceptable degree. Furthermore, CBA has very little to say 

about the control of projects once they have been implemented. PPBS is 

intended to facilitate the control of projects, once a decision to 

implement them has been made by the political authorities. A number of 

deficiencies of this approach have already been discussed. In terms of the 

overall objective of this chapter it should also be noted that PPBS is 

intended to control inputs in monetary terms without reference to outputs, 

which can be both monetary and non-monetary. ZBB was criticised for the 

cost and difficulty associated with implementation, together with the 

dysfunctional behavioural consequences which are likely to be encountered. 

Once again this model is primarily concerned with monetary quantification 

and not with input-output relationships. The concept of socio-economic 

accounting is concerned with input-output relationships using both 

financial and non-financial quantification. This section examines value 

for money (VFM) audits to see if they are a viable alternative to the SEA 

model. 

10.82 The Development of VFM 

Value for money auditing as a general practice has a relatively short 

history of some fifteen to twenty years, which corresponds to that of most 

developments reviewed in this thesis. Although there are variations in 

approach from one country to another, which are described in the next· 

section, all are concerned with the review of publicly funded programmes 

from the perspective of the "three E's". These are economy, efficiency and 

effectiveness and are defined in the following terms: 

Economy - The acquisition of resources in appropriate quantity 

and quality at the lowest cost. 

Efficiency -.The relationship between the goods or services 

produced and the resources used to produce them. 

Effectiveness - The extent to which programmes or goods and 

services produced achieve their objectives. 

The criticism leveled at VFM is that although the reviews of economy and 

efficiency are thorough, those of effectiveness are often inadequate. 
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Grimwood and Tomkins, for example, question whether VFM audits do address 

the issue of effectiveness. 533 

Before considering the strengths and weaknesses of this approach to 

evaluating publicly funded projects it is necessary to consider the origins 

of VFM and national variations in practice. 

10.83 A Comparison of VFM Approaches 

Glynn 534 has surveyed VFM aUditing practices in six countries, thus 

providing a valuable introduction to the area. The countries are, the 

U.K., Canada, Australia, New Zealand, the U.S. and Sweden. 

In the U.K. the Local Government Finance Act 1982 provided for the audit of 

publicly funded activities to deterndne; 

.. that local authorities have made proper arrangements for 

securing economy, efficiency and effectiveness in the use. of 

their. resources; and to report on matters of public interest 

(undefined) which come to his attention. n535 

A different part of the act set up an Audit Commission to carry out most of 

these audits, through the District Audit Service. 

comparable operation is carried out in Scotland. 

A different but 

There has been considerable criticism of the VFM audits of local government 

which are seen as part of the restrictive monetary policy operated by the 

central government536 and also because the audit is incomplete since: 

-------..;.---------------------------------------------------------------"----
533 

534 

535 
536 

Grimwood, M. and Tomkins, C., "Value for Money Auditing - Towards 
Incorporating a Naturalistic Approach", Financial Accountability and 
Management, Vol.2 No.4 (Winter 1986) pp.251-272. 
Glynn, J.J., ·Value for Money Auditing - An International Review and 
Comparison", Financial Accountability and Management, vol.1 No.2 
(1985) pp.113-128. 
ibid., p.114. 
ibid., p.114. 
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"In only a few years important moves have been 'made with respect 

to two important aspects of value for money:' economy and 

efficiency. However, the third and most important element, that 

of effectiveness, appears so far to be only of secondary 

importance.·537 

The Canadian VFM system originated earlier than that in the U.K. It dates 

from developments in the mid 1970's which led to the appointment in 1979 of 

a Comptroller-General and a Royal Commission on Financial Management and 

Accountability, and subsequently to the development of the ·comprehensive" 

approach to aUditing. 

comprehensive auditing as; 

The Canadian Federal Audit-Office defines 

" the term is used by the office of the Auditor General and 

others to describe the broad-based auditing approach which is 

aimed at systematically reviewing and reporting on accountability 

relationships and on the supporting activities, systems and 

contr_~~_mployed by management in fulfilling its 

,responsibilities.·538 

The Canadian Comprehensive Auditing Foundation has described comprehensive 

auditing as follows: 

" * financial, human and physical resources are managed with due' 

regard to economy, efficiency and effectiveness; and 

* accountability relationships are reasonably served. The 

comprehensive audit examines both financial and management 

controls, including information systems and reporting 

practices, and recommends inprovements where appropriate."539 

The above clearly extends the traditional transaction audit process to 

involve both physical resources and measures of effectiveness. 

Consequently a link with socio-economic accounting may be discerned in this 

definition of VFM auditing. 

537 
538 

539 

ibid., p.1l3. 
Office of the Auditor General of Canada, ~n Approach to Comprehensive 
Auditing (Ottawa, 1981) p.42. Original emphasis - cited ibid., p.118. 
Canadian Comprehensive Auditing Foundation, Comprehensive Auditing 
Concepts, Components and Characteristics (Ottawa, 1983). 
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The position of VFM audits in Australia is complicated by the federal 

system of government. The Auditor-General for the Commonwealth of 

Australia is appointed under the 1979 amendment to the Audit Act of 1901. 

Although efficiency and economy in the use of resources are included as 

part of the Act, there is no requirement to examine programme 

effectiveness, although this activity has not been overlooked: 

"The review of effectiveness falls within the purview of the 

Department of the Prime Minister. The efficiency audits reported 

upon to data have been undertaken as discrete projects separate 

from any other audit coverage by specialist staff of the 

Efficiency Audit Division. n540 

The various Australian states also have the office of Auditor General. At 

present no official holding that position enjoys an effectiveness review 

function although New South Wales employs the Premier's Department for this 

purpose._ The Auditor- General of Victoria is able to become involved in 

comprehensive auditing by virtue of the Audit Act 1958 which refers to 

effective and economic auditing although this does not appear to involve 

effectiveness auditing. However, it has been argued that. efficiency and 

effectiveness are not so different541 and therefore the Act could be used 

or readily modified to permit or require effectiveness audits. Glynn 

reports that this position has not been resolved. 542 In a recent review of 

the Australian VFM experience Parker has noted that: 

"The debates which have occurred in Australia over the role of 

the Auditor-General and the appropriate areas of· responsibility 

for effectiveness reviews appear to suggest some level of 

political resistance to this concept. n543 

and 

nOf concern also is the fact that Canadian, U.K. and new Zealand 

interest in VFM auditing appears to have been initially sponsored 

---------------------------------------------------------------------------
540 
541 
542 
543 

ibid., p.119. 
ibid., p.120. 
loc.cit. 
Parker, L.D., "Towards Value for Money Audit Policy", Australian 
Accountant (December 1986.) p.82. 
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by a politically motivated concern to restrict public sector 

expenditure and to reduce costs as far as possible.w544 

VFM auditing is less developed in Australia than in Canade (and perhaps the 

U.K.) and may have the same defects as are alleged to occur in the U.K. in 

terms of the extent of the programme evaluation process and concern that 

the process in subject to political influence. 

In New Zealand the Audit Office has been set up under the Public Finance 

Act 1977 to provide for an independent audit agency, with personnel and an 

organisation whose independent role is guaranteed. The authority to 

conduct value for money audits is provided under Section 25(3). However, 

most of the work of the Audit Office is organised within a structure called 

CARE; 

"C Control - the evaluation of management controls over the 

resources for which it is responsible. 

_ A _ Attest and Authority - the expression of an opinion on 

financial transactions. 

R Reporting - to Parliament, ministers and other external 

parties on matters arising from aUdits. 

E Effectiveness and Efficiency ~ the giving of an opinion on 

whether audited entities have applied their resources in an 

effective and efficient manner consistent with the policy of 

the governing body of that entity."545 

Glynn noted the broad nature of the New Zealand mandate. The majority of 

the work of the .Audit. Office is concerned with the first three parts of the 

acronym. The audit of effectiveness and efficiency is undertaken on a 

project by project basis as time and staff are available. 

prepared staff are in short supply and Glynn noted that: 

Suitably 

"The Audit Office has often acknowledged the fact that it cannot 

perform adequately in the value for money auditing area solely 

with accounting based skills."546 

---------------------------------------------------------------------------
544 
545 
546 

loe.cit. 
Glynn, op.cit., p.12l. 
ibid., p.122. 
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Parker states that there have been thirteen operational reviews of local 

authorities. However: 

·Since 1982, these audits have been restricted to the evaluation 

of controls in systems employed by management to promote 

efficiency and since 1984, staff' recruiting difficultites and 

constrained resources have caused a substantial reduction in VFM 

aUdits •• 547 

Current VFM audits in progress at the time of writing are concerned with 

the provision of support for the intellectually handicapped and the overall 

performance of the university system. 

The United States has several organisations which are concerned with the 

control and audit of public sector accounts. These include the Office of 

Management and the Budget (OMB) which is responsible for the supervision, 

control and administration of the budget and the financial programmes of 

the government, and the General Accounting Office (GAO). The GAO is 

supportive of independent reviews of efficiency and effectiveness, which 

are termed 'program results review'. The review has been defined 

differently as demonstrated below. 

there were three levels of audit: 

First, the GAO stated, in 1972, that 

"Level I (Financial. and compliance) - An examination of financial 

transactions, accounts and reports, including an evaluation of 

compliance with applicable laws and regulations. (Purpose: to 

evaluate whether operations and resources are properly accounted 

for and presented in reports and whether legal requirements are 

being met.) 

Level II (Economy and efficiency) - A review of efficiency and 

economy in the use of resources. (Purpose: to evaluate whether 

the management operates with due regard to conserving its 

monetary, property and human resources.) 

---------------------------------------------------------------------------
547. Parker, op.cit., p.81. 
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Level III (Program results) - A review to determine whether 

desired results are effectively achieved. (Purpose: to evaluate 

the extent to which statutory or other goals are being achieved 

and whether alternative methods of' operation should be 

considered.)~548 

Second in a 1978 Exposure Draft entitled "Comprehensive APproach for 

Planning and Conducting A Program Results Review" the GAO defined their 

approach: 

HA program results review is a process or approach by which 

qualified individuals can determine the level of program 

effectiveness and, if necessary, identify areas for improved 

program performance. 

A program results review extends beyond traditional audit theory 

into the realm of activities commonly known as evaluation and 

analysis __ Program results review activities are neither 

constrained to the conventional audit of information and control 

systems nor as pervasive as the wide range of activities 

associated with evaluation and analysis."549 

Managers of particular projects are allowed to develop effectiveness 

measures within their organisat ions and auditors are charged with 

satisfying themselves about the systems which are implemented. However, 

Glynn has commented that many of the in-depth investigations are 'ad hoc' 

and 'atypical' of the GAOapproach. 550 

In Sweden, the main body dealing with VFM audits is the National Audit 

Bureau which carries out both financial and effectiveness aUditing. These 

audits have been defined by the Auditor general of Sweden as follows: 

"Financial auditing of a government agency shall result in a 

professional and impartial opinion on the agency's financial 

statement and records. 

---------------------------------------------------------------------------
548 
549 
550 

Grimwood and Tonkins, op.cit., p.251. 
Glynn, op.cit., p.123. 
ibid., p.124. 



--------

259 

Effectiveness auditing in the central administration involves 

examining the effectiveness and productivity of an agency or an 

activity. One purpose of this is to check that activities are 

being carried out in a functional, systematic and economically 

satisfactory way. Effectiveness aUditing should also give rise 

to ideas and incentives for improvements at all levels of the 

central administration. The ultimate goal of the audit is to 

promote effectiveness in public administration. n551 

There are clearly a number of similarities between the intentions behind 

the various approaches outlined above. Some of the difficulties (obtaining 

the necessary funds and staffing resources to carry out appropriate audits) 

and deficiencies (a tendency to concentrate on economy and efficiency to 

the detriment of effectiveness, and allegations of political interference) 

are also common to several of the examples. 

these alleged deficiencies in greater detail. 

10.84 Deficiencies of VFM Audits 

The next section considers 

Sherer552 has drawn attention to both conceptual and practical problems in 

respect of VFM audits of local authorities. The component parts of 

economy, efficiency and effectiveness are interrelated with effectiveness 

the most important (in Sherer's view). Effectiveness is also the most 

difficult attribute to measure because of (1) the problem of finding 

suitable measures with which to evaluate the service under examination and 

(2) the problem of commenting on the political decisions made by members of 

elected bodies, for example local councils. Sherer has noted that in 

response to these difficulties auditors tend to adopt narrow definitions of 

effectiveness which appear to be capable of verification, and not, broader 

definitions which impact on the final objectives of .local authorities such 

as environmental health or the educational attainment'of pupils: 

---------------------------------------------------------------------------
551 
552 

ibid., p. 124. 
Sherer, M.J., "The Ideology of Efficiency: A Critical Evaluation of 
Value for Money Auditing" Discussion Paper Series No.241 (Department , 
of Economics, University of Essex, 1984). 
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"Indeed it may be thought that measures such as these can be 

interpreted as efficiency rather than effectiveness measures; at 

best they attempt only to quantify the intermediate outputs of a 

service. ,,553 

Sherer has also objected to auditing the other attributes of economy and 

efficiency because the processes of VFM audits are dominated by the 

ideology of profit: 

"The use of accounting technologies, including VFM audits for 

local authorities, introduces a 'bottom line' measure, equivalent 

to (and sometines identical with) the net profit figure found in 

private sector financial accounts ... 554 

This has an effect on employment policies and the willingness to provide 

public services despite the problematic nature of the profit 

determinations. McSweeney and Sherer have made similar observations: 

"Many of the reports published thus far demonstrate an asymmetry 

in the recommendations of VFM auditors. A great deal of 

attention is given' to possible cost savings that can be made 

achieving the same or lower levels of service quality, if best 

management practice is adopted. In contrast much less attention 

is given to an evaluation of the effectiveness of local authority 

activities ..... 555 

In the remainder of their paper McSweeney and Sherer reiterate many of the 

arguments against VFM audits; the difficulty of setting standards, a 

tendency to concentrate on 'economy and efficiency and not effectiveness as 

thcugh these were separable, the fear that political and economic concerns 

are dominating technical concerns in the implementation of VFM. 

Gray, Owen and Maunders have noted that the VFM audit is: 

------------------------------~--------------------------------------------553 
554 
555 

ibid., p. 8. 
ibid., p.18. 
McSweeney, B. and Sherer, M.J., "Value for Money Auditing: Some 
Observations on its origins and theory", a paper presented at the 
Interdisciplinary Persepctives on Accounting Conference (Manchester, 
1985) p.3. 
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" unlikely to provide a significsnt improvement in public 

accountability. Its focus on spending - generally unrelated to 

performance measures - might improve the efficiency of services 

from local authorities etc., but appears to have little to do 

with the quality of service and virtually nothing to do with the 

broader social issues of the cormnunity, the labour force, and 

general accountability.n556 

The problems inherent in the term 'Value for Money' have been brought out 

by Jones and pendlebury: 

nStrictly speaking it relates output (value) to input (money) and 

is therefore another way of saying efficiency.nSS7 

It is concluded that although the concept of VFM audit is much closer to 

the concept of SEA than the other monitoring and controlling systems 

examined earlier in the chapter, the reality of implementation means that 

the distance is quite wide. SEA is envisaged as a system which monitors 

both inputs and outputs in financial and non-financial mOdes. The 

implementation of VFM, as reported in the literature, suggests that in 

practice a greater proportion of attention is given to the financial 

measurements and that effectiveness is not given the same degree of 

attention as economy and efficiency. 

10.90 Chapter Summary 

This chapter has expanded the arguments used in support of socio-economic. 

accounting by examining areas of measurement and disclosure which presently 

employ, or could employ, non-traditional techniques. Cost-benefit analysis 

and planned progralmlled budgeting systems have been examined and found 

wanting. The need for the conversion of costs and benefits into financial 

terms and subsequent discounting to present monetary values, means that CBA 

is dependent upon a number of assumptions. These include which flows to 

include and the discount rate to be used. There is also the problem of 

data manipulation to 'suit decisions which have already been made. Planned 

556 
557 

Gray, Owen and Maunders, op.cit., p.1SS. 
Jones, R. and Pendlebury, M., Public Sector Accounting (Pitman, -
London, 1984) p.lO. 
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programmed budgeting systems are also financially based and require 

agreement on objectives. Proponents of PPBS have made exaggerated claims 

and applications have been less than fully successful as a result of the 

defence based model, , which did not transfer easily to other fields, and the 

difficulty of reaching agreement on institutional objectives. Furthermore, 

PPBS does not provide for an examination of input-output relationships. 

Zero based budgeting was another approach, but the cost of implementation 

together with the behavioural problems of uncertainty for individual 

departmental staff" have not encouraged widespread application. ZBB was 

concerned with budgeting for inputs and not with measuring the outputs 

achieved. 

Socio-economic accounting has been placed into a different category to CBA 

and PPBS in this study, since it used Level I and 11 measurements as well 

as financial measures. SEA may be regarded as a form of social audit of 

publicly funded progranunes, and prototype models may be found in the 

educational evaluation literature (the Stake model) for example; the 

institutional,performance evaluation indicators produced by Sizer and J 
I 

others; and the system developed by the State of Tennessee for evaluating 

the performance of the entire state higher education system. Value for 

money auditing was examined because this approach to progranune evaluation 

appeared to be very close to the concept of SEA. However, a study of the 

literature revealed that in practice VFM often stops short of the end 

result envisaged for SEA. There is some concern that VFM is not leading to 

a more socially relevant accounting. 

The area of government funded progranunes is seen as a fertile ground for 

evaluation models, using both financial and non-financial measurements and 

criteria, aimed at promoting efficiency and effectiveness. The use of 

models developed by other disciplines is not considered a problem, since 

these would be modified by experience and adapted to the particular nature 

of the problem under examination. The importance of an earlier reference 

to partial performance indicators should not be underestimated. To a large 

extent all measurements result, in partial indicators of performance. This 

applies to financial accounting reports as well as to less traditional 

forms of reporting. The socio-economic accounting discussed in this 

chapter is an attempt to convert unreported performance to a partial 

reporting of performance by publicly funded organisations, as such it would 

be a major advance in the overall usefulness of accounting to society thus 

leading to a more socially relevant accounting. 
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11.00 SOCIAL INDICATORS ACCOUNTING (SIA) 

11.10 Introduction 

This chapter is concerned with the review of a further division of the 

social accounting field. Socio-economic accounting (namely the use of 

accountants and accounting techniques to improve project selection, 

operation and control, and output evaluation in the public sector) is at a 

micro level. The corresponding macro approach is referred to as social 

indicators accounting. Social indicators accounting may be applied where 

the stated objectives of a social system (expressed via the political 

process) are to have a healthier, wealthier and better educated population, 

to be achieved by a series of public programmes (each perhaps influenced by 

socio-economic accounting), where progress towards these objectives ought 

to be capable of measurement. These measurements' may vary in scope and 

time scale as outlined below, in particular there may be a distinction 

between national, regional and local measures. 

Recent social indicators research may be traced back at least as far as the 

work of Bauer558 and has generated a substantial volume of published 

material, only a small part of which may be regarded as belonging to the 

accounting area. Glatzer provides an overview of the development of social 

indicators559 whilst Parke and Peterson discuss the development of social 

indicators in the United States. 560 The remainder of this chapter on 

social indicators accounting will be devoted to an examination of the work 

of Terleckyjas an example of long term social indicators accounting at the 

national level,561 reviews of the contributions of Glatzer, and Parke and 

558 
559 

560 

561 

Bauer, R.A., (Ed), Social Indicators (MIT Press, Cambridge, 1966). 
Glatzer, W., "An Overview of the International Development in Macro 
Social Indicators", Accounting, Organizations and Society, Vol.6 No.3 
(1981) pp.219-234. 
Parke, R. and Peterson, J.L., "Indicators of Change: Developments in 
the United States of America, Accounting, Organizations and Society, 
Vol.6 No.3 (1981)·pp.235-246. 
Terleckyj, N.E., "Measuring Progress Towards Social Goals: Some 
possibilities at National and Local Levels", Management Science(August 
1970) pp.765-778. 
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Peters on and consideration of a recent paper by Ramanathan and 

Schreuder. 562 

11.20 Goal Indicators and Data Deficiency 

11.21 Goal Indicators 

In several important papers '1'erleckyj has addressed the problems of 

measuring social change directed towards specific goals. The 1970 paper is 

concerned with measurement and the data needed for goals analysis. 

'1'erleckyj provided a series of hypothesised national goals.which were to be 

attained over a ten year period. '1'0 achieve these goals a number of 

activities would have to be undertaken and these in turn should be 

monitored. It is the monitoring process, as well as the goal performance, 

with which SIA is concerned. In respect of goal analysis and the 

monitoring of activities '1'erleckyj noted: 

"Two kinds of data are needed for this analysis: 

(1) the data defining and measuring the output indicators, and 

_. (2).the much more voluminous and complex data which would permit 

estimation of the effects of activities on output indicators and 

of the cost of the activities".563 

The goal output indicators developed by '1'erleckyj are given in Exhibit 71 

below. The areas shown are concerned with nationally determined goals in 

the fields of domestic concerns that are relevant to a ten year programme. 

The process by which the goals are chosen is not within the control of the 

SIA system, but the majority of the areas of goal concern should be those 

acceptable to most people and arise out of the political process. However, 

the goal output indicators may be more diff icult to define. This is 

accepted by '1'erleckyj: 

"Identification of areas of goal concerns and the corresponding 

selection of output indicators are neither absolute nor 

immutable. The selections should vary with .their purpose, and 

the time when they are made."564 

---------------------------------------------------------------------------
562 

563 
564 

Ramanathan, K.V. and Schreuder, H., "The Case for Corporate Social 
Reporting: A Macro-perspective", a paper presented at the Workshop on 
Accounting in a Changing Social and Political Environment, Brussels 
(December 1982) . 
'1'erleckyj, op.cit., p.766. 
ibid., p. 771. 
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BXIImI'l' 71 
A Summary List of Areas of National Goals Concern and the 
Corresponding PrinCipal Indicators of Goals Output 

Area of 00_11 Concern 

I Freedoa, JUltiee & Bar.oD1 
11 Health & Safety 

Health 

Public Safety 
111 EducatioD, Skill. & IncOMe 

B.lie Schooling 
Advanced Le.roiDI 
SkUll 

Adequacy & Continuity of 
Income 

IV Human Habitat 
BOlIIes 
Neighbourhood, 
AceelS 
Quality of Environment 
Recreation 

V Finer Things 
Beauty of Nature 
Sciences 
Arts 
Leisure 

VI Economic Baae 

Principal Indicator. of Coal' Output 

~ Rot yet defined -

Hean lif. expectancy at birth 
Nuaber of perlone with chronic di •• bil1ty condition, 
Violent cri.. rate 

lodes of average achieva.ent and .. thematic •• and. 12 
Percent of a,e Iroup coapt_tins colla.e 
Average earniDS' 
Ruaber of plrlona out.ide .. inltr ... of the l.bour fore. 
Nuaber of person. below poverty .tandard 
Nuaber of per IonS io near-poverty condition8 
Number of per.onl with permaoeot 101.el in level, of liviog over 30X' 

Proportion of persona living in inadequate hou.ing 
Proportion of perlonl liviog io satisfactory neighbourhoods 
Index of COlt of travel & tranlportation 
Percent of persons exposed to bothersome pollution 
Percent of perlons regularly taking part in recreation 

Number of areal of preservation of beauty 
Humber of scientists active in basic science 
Number of active arti.ts 
Average time free fro. work and chore. 
GNP 

Note - These categorizations are being used in the ongoing study and are 
subject - to- change-. The choice of indicators describing comparative 
conditions of people between the absolute number and proportion of 
population was based on judgement regarding which formulation corresponds 
better to the actual goals concern. 

Adapted from Terleckyj (1970) p.770 

11.22 Data Deficiency 

When considering the availability of data in support of the principal 

indicators of goals output shown in Exhibit 71, Terleckyj stated that the 

goals analysis was not supported by the statistical information system 

available at that time. The general impressions are summarised in Exhibit 

72. The view expressed by Terleckyj is in contrast to the review of data 

sources given by Glatzer. The conflict can be resolved in terms of the 

availability of data to enable an accounting-type examination of goals and 

degrees of achievement. 
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The principal indicators shown in Exhibit 71 are assisted by auxilliary 

indicators, which clarify the significance of changes in the principal 

. indicators and also help to explain the reasons for the changes. In 

addition, Terleckyj noted that all. indicators have differing degrees of 

useful.ness at national and local level.s. 

EXHIBIT 72· 
Checklist for Selected Goals oriented Output Indicator Statistics 

Goal Output Indicator 

Health and Safety 
Life expectancy 

Disability 

Violent Crime 

Education, Skills & Income 
Education Index 
College Completion 
Ability to Earn 
Average Earnings 
Number of Poor 
Number of Near Poor 
Number with Income La •• 

Human Habitats 
Houns 
Neighbourhoods 
Access 

Pollution 

Recreation 

Finer Thingst 
Science 
Art 
Nature 
Leisure 

Economic Basel 
GNP or local indicator 

Existence of Local Area 
National Level Availability 
Stathtic 

yea 

ye. 

ye. 

no 
ye. 
no 
ye. 
ye. 
ye. 
no 

yts -
no 
no 

no 

no 

ye. 
no 
no 
no 

ye. 

ye. 

ye. 

yes -

no 
ye. 
no 
ye. 
yes -
yea -
no 

yes -
no + 
no + 

no 

no + 

ye. 
no 
no 
no 

ye. 

Quality of 
Analytical 
Information 

Good 

Fair 

Fair 

Fair 
Fair 
Fair 
Pair 
Good 
Good 
Fair 

Poor 
Poor 
Fair 

Poor 

Poor 

Fair 
Poor 
Poor 
Poor 

Good 

Principal S9urce of Federal Statisticl 

National Centre of Health Statistics 

National Centre of Health'Statistics 

Federal Bureau of Investigation 

Office of Education 
Office of Education 
Manpower Administration 
Office of Business Economics 
Social Security Administration 
Social Security Administration 
Social Security Administration 

Bureau of the Census 
Bureau of the Census 
Bureau of Labour Statistics and 
Interstate Commerce Commission 
Departments of the-Interior and 
Health Education and Welfare 

Bureau of Outdoor Recreation 

National Science Foundation 
Nat 1. Foundation on Arts and Humaniti 
Department of the Interior 
None 

Office of Business Economics 

In concluding his paper, Terleckyj referred to five specific'points: 

"i) Articulation of social goals is important for ascertaining 

whether they are being reached, and even for. reaching them. 

ii) The existing statistical systems are not geared to 

articulating and reporting social goals, either nationally 

or locally. 
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iii) Development of simple systems which would reflect progress 

towards some Of the generally accepted goals is feasible 

locally as well as nationally. 

iv) If such systems are to serve as aides in policy information 

or as vehicles of information for the general public, they 

have to be simple and clear-cut. 

v) Development of larger systems, encompassing a larger variety 

of indicators and aiming at consistency or compatibility of 

data systems developed and used by different policy units, 

depends on progress in basic work that remains to be 

done".565 

The papers reviewed above are important contributions to an understanding 

of SIA and the extent of potential involvement for social accountants. 

There._ a re_ a~ number __ of .. aspects __ to ___ the logical sequence described by 

Terleckyj; determination of goals, selection of principal and auxilliary 

output indicators and the organisation of data collection and aggregation, 

where accounting principles and techniques may be employed. The 

involvement of accountants in social indicators research needs to be 

selective, because the area covered by SIA is only a part of the total area 

devoted to social indicators research. This is evident from an examination 

of the literature and is confirmed by the particular use of ' social 

accounting' by Parke and Peterson. 

11.30 Macro-Social Indicators - An International Overview 

Glatzer has provided an extensive review of the work on social indicators 

in several countries. In contrast to Terleckyj, who referred to data 

deficiency, Glatzer has compiled a list of references which amounts to 

almost an oversupply of data. However, relatively little of the data is 

intended for use by accountants, although some aspects of the social 

indicators movement are probably appropriate for exploration by accountants 

seeking to develop a more socially relevant accounting. 

that: 

565. ibid., pp.775-776. 

Glatzer stated 
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"The dominating interest of social indicators research is social 

reporting, involving the provision of descriptive, normative, 

evaluative and explanatory knowledge about societal problems and 

developments for social quidance. n566 

and progress may be distinguished in three areas. These are, measurement 

of· quality of life and welfare, the monitoring of social change and socio

economic development and the conduct of evaluations and forecasts. 567 

Measurement of quality of life and welfare developments requires agreement 

on a number of normative positions. The subjective nature of this area of 

study suggests that there is not a major role for any form of accounting, 

whether dealing with the quality of life and welfare of the whole 

population or of specific groups of disadvantaged persons. The area of 

social indicators research which is concerned with monitoring social change 

and socio-economic development might provide an opportunity for the 

application of accounting techniques. However, Glatzer reports that social 

indicators are_used without a goal or output orientation, which would make 

the application of achievement measures very difficult. 

The most important area of social indicators research for accountants would 

appear to be the work on forecasting and evaluating the results of social 

policies. The effect of public policy decisions on the social fabric of 

the country should be evaluated; 

" evaluation research is interested in the ways in which 

specific amounts of public expenditure (the 'input') contribute, 

through the additional provision of goods and services (the 

'output') to the achievement of objectives and goals (the 

'outcome') ."568 

This aspect of social indicators research has also been commented on by 

Sheldon and Parke in a manner which suggests that they do not want to see 

too much work devoted to this form: 

566 
567 
568 

Glatzer, op.cit., p.219. 
ibid., p.220. 
ibid., p.226. 
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"One view sees social indicators as providing a basis for the 

evaluation of government programa. However, the development of 

evaluation research, particularly social experimentation, of 

social research as a distinct type has attenuated the expectation 

that social indicators are to serve the purpose of program 

evaluation. "569 

Attention to this area would, presumably, draw reSOurces away from another 

major area, that of measuring social change itself without any reference to 

goals. 

Glatzer listed the characteristics which he discerned as belonging to 

social indicators research in the following way: 

"An empirical and quantitative interest rather than a purely 

theoretical interest in societa1 phenomena; a tendancy to 

investigate problems which are of interest within the context of 

a .. broad_political. perspective. rather than a purely scientific 

one; a readiness for interdisciplinary work on problems ·which 

transcend the traditional boundaries of scientific disciplines; 

A concern for communicative and cooperative relationship between 

social science and public policy, the administration of 

government and public opinion."570 

Interestingly, G1atzer concluded that because social indicators research is 

very diverse it is unlikely to continue as an independent field; but is 

most likely to be divided and become part of diverse research traditions. 

There is, therefore, the possibility that the parts of social indicators 

research which are concerned with the setting of goals and the measurement 

of their achievement through social policies, could become part of a social 

accounting development. 

569 

570 

She1don, E.G. and Parke, R., "Social Indicators", Science Vo1.188 (May 
1975) p.695. 
G1atzer, op.cit., p.228. 
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11.40 The Development of Change Indicators 

Parke and Peters on noted that the term 'social indicators' became widely 

used after the work of Bauer and that a frequently used definition is that 

of the U.S. Department of Health Education and Welfare. Social indicators 

were described by the Department as; 

" in all cases .•• direct measure(s) of welfare ... n571 

This description is not considered satisfactory by Parke and Peters on 

_because it does; 

" not include many of the variables central to an 

understanding of changes taking place in the society ••• 572 

There is a major difference of approach between those researchers of social 

indicators, who would confine their attention to direct measures as far as 

possible, and the users of those indicators. The users would accept data 

obtained indirectly and by_inference, if they cannot obtain them directly. 

SIA is usually concerned with direct measures of social activity. 

The Parke and Peterson paper is divided into three sections: social 

measurement, social accounting and social reporting. In the area of social 

measurement, at a macro social indicators level, researchers are attempting 

to develop a series of quantitative measures of social change since; 

.. a prerequisite to the advancement of social 

indicators, however defined, is the quantitative 

measurement of social change. Such measures make 

possible empirical -findings about current social 

·conditions and social processes.,,573 

The specific examples of categories in which data collection is proceeding 

are; social mobility, educational achievement, victimisation by crime and 

the subjective well-being of individual respondents. However, the authors 

comment: 

571 
572 
573 

Parke and Peterson, op.cit., p.235. 
ibid., p.236. 
ibid., p.236. 
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ftImpressive as these data collection efforts are, they do not by 

themselves produce the indicators that are needed. For this, we 

need improvement of instrumentation, improvement of access to 

data, and assessment of the value of the data as a measure of 

phenomena of interest".574 

From an examination of their section on the subject it is evident that 

Parke and Peterson use the term social accounting in a different context 

from the way the same term is used in this chapter and in much of the 

accounting literature. They refer to four areas; an expansion of the 

national income accounts to include externalities such as the value of 

household production as a part of Gross National Product; time based 

accounts, a concept of social accounts incorporating time as an 

expenditure; National Goals }l.ccounting including the work of Terleckyj; 

and finally demographic accounts. It appears that only the work of 

Terleckyj .is really a study of macro measures using accounting techniques, 

.. and it is work. of_ this type which fits into the framework described in 

chapter six of this thesis. 

There has been, according to Parke and Peterson, little inter-relationship 

between the social measurement and social accounting research work; 

" the interests of those engaged in social measurement and 

those working in social accounting have led to little joint 

work ... "575 

Their section on social reporting refers to notable reports on social 

indicators which have been published in the United States since 1933. The 

discussion included the manner in which findings are communicated to a 

wider public. The authors noted that: 

574 . . ib1d., p.238. 
575. ibid., p.24l. 
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"Significant improvements in social reporting, beyond those 

already in evidence, must depend first of all on improvements in 

the indicators measures themselves and this will be accomplished 

primarily by social scientists".576 

Parke and Peterson concluded that careful measurement is needed, supported 

by appropriate instruments and processing, together with suitable 

reporting. 

It is evident, from an examination of this and other survey articles, that 

only a small part of the literature of social indicators research is 

relevant to a study of social indicators accounting as the term is used 

here. Furthermore, a lengthy time period for measurement may be involved 

together with a regional dimension or scale. All of these factors 

contribute towards making this an area which is, apparently, of less 

interest to accounting researchers than those considered in the earlier 

chapters. However, the potential fragmentation of the social indicators 

research area __ l:efer~eE- to by Glatzer_cannot be ignored. 

11.50 Linking Macro and Micro Indicators 

The two areas of social responsiblity accounting and social indicators 

?-ccounting are apparently unrelated, in that SRA refers to short- term 

private sector disclosures and SIA to long-term goals and supporting social 

measurements of a macro (public) nature. Ramanathan and Schreuder have 

attempted to link the two areas; their basic thesis is that if the 

indicators used at both macro and micro levels were the same, a 

relationship between the two could be determined.. A suitable example might 

be pollution of the atmosphere by industrial activity. If the total 

amount of pollution was measurable in physical terms, together with the 

estimated public cost of dealing with the problem" caused by these 

discharges, then the individual costs would be determined by the 

relationship between micro indicators and macro indicators for the same 

phenomenon. 

The pollution example is used because the authors were concerned with 

externalities which are frequently excluded from SRA disclosures and were 

discussed in chapter nine as the basis for total impact accounting. The 

-------------------------------------------------------------~-------------

576. ibid., p.243. 
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subject, of externalitites was also used as a means of exemplifying the 

philosophical differences between accounting academics: 

"Any proposed method of Corporate Social Accounting and Reporting 

must deal with an accounting of externalities of the private 

sector that the public sector must deal with. Typically, the 

public sector's response includes, on the one hand, regulation 

and specific taxes/subsidies designed to influence directly the 

private sector decision processes and, on the other hand, public 

sector managed programs designed "to deal with" private sector 

externalities, financed through general taxation. Therefore, the 

objective of CSAR from a macro-perspective is to develop shadow 

(transfer) prices to charge the private sector for costs incurred 

in the public sector to manage and resolve private sector 

externalities."577 

The determination of transfer costs and shadow prices is obviously 

difficult, involviog- identification and measurement problems, as well as a 

series of assumptions about the role of government, the rationality of 

government action, the desirability of the complete abolition of discharges 

to be obtained by regulation and the time lags involved between the 

identification of externalities and their reduction/elimination. It is 

doubtful that this is a complete listing of difficulties. To be effective 

in an allocation procedure the micro level indicators must be compatible 

with those macro level indicators used by government authorities. In 

effect, the micro or firm level indicators would need to be specified to 

some extent and not developed on an ,ad hoc basis as appears to be the case 

at the present time. The dilemma of regulation and' ad hoc development is 

recognised: 

"There exists already a wealth of literature dealing with 

corporate social indicators and some measure of experience in 

reporting them. Instead of putting ,the lid on these on the basis 

of some normative myopia there is a need to continue with 

innovative effects of CSAR. Perhaps the time has come to analyse 

the contemporary state of the art in this area with a view to 

developing some standardS, eg, choice of indicators of 

577. Ramanathan and Schreuder, op.cit., p.19. 
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externalities applicable to a given industry, format for 

reporting, time span covered, and the intended users".578 

Ramanathan and Schreuder noted the development of social indicators at the 

macro level since 1966 and argued for a joint approach to the development 

of both macro and micro indicators. This is particularly important since 

there are few linkages between the two levels. The tension between 

fostering innovative reporting at the micro level (SRA) and the development 

of standards and joint approaches is not resolved in their paper. 

Ramanathan and Schreuder have alerted us to one of the points of contact 

between different levels and forms of social accounting. However, it must 

be noted that social indicators accounting and social responsibility 

accounting are not readily compatible. The SIA is inherently long-term and 

macro (government) led whereas the SRA is short term and on a micro scale. 

Furthermore, the form of inter-relationship envisaged by the authors would 

be seen by many corporate managers as coercive, costly and likely to stifle 

the development of SRA by enterprising firms. A more feasible linking of 

macro and micro indicators might be found with socio-economic accounting 

and SIA because both are related to the public sector. In formulating area 

objectives government agencies will be guided by the political expressions 

of the population (in a democratic political system this should take 

place) . The specific programmes put into place to solve problems or to 

maintain societal structures should be controlled by systems which are 

sensitive to input-output relationships as well as financial costs and 

benefits (SEA). There should be a logical relationship between the two 

levels. 

A suitable example might be education which features in both of the 

schedules taken from Terleckyj. National education programmes' which set 

goals for long-term achievements have to be supported by shorter term goals 

(interim achievement points) which may be monitored by the use of socio-

economic accounting and instititional performance evaluation. 

between the two levels is explored in Exhibit 73. 

The link 

---------------------------------------------------------------------------
578 'b'd' 25 .l.l..,p .. 
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EXRIBIT 73 
Relating SEA and SIA 

SOCIAL OBJECTIVE 

SIA 1-------------------------------------------------1 
NOW SPECIFIED 10 YEARS 

If' 
1 
1 

SUB-OBJECTIVES SPECIFIED TO 

SEA I--------------------~----------------------------I 
NOW ACHIEVE STATED OBJECTIVE 10 YEARS 

t 
1 
1 

1-------1 Each sub~objective needs to be evaluated for 
input-output performance as well as cost-benefit 
relationship 

It is suggested that this relationship (between SEA and SIA) would be 

easier to establish than one between SRA and SIA. However, in a market 

economy_ with individual decision making, many of the objectives specified 

for the society via SIA will be attained through coincidence rather than 

programmes of planned change. 

The paper concludes by repeating that CSAR is aimed at supporting the 

market processes and not in eroding them: 

"Only if market-based decis ions take non-market factors into 

account will these factors not be handled outside of the market 

system".579 

and 

"Finally, we may point toward one area of agreement between 

proponents and opponents of CSAR, namely the finding that the· 

current state-of-the art has not yet moved sufficiently. from the 

phase of initial individual experiments to the stage of 

operationalisation and testing of more general frameworks. We 

feel the social indicators approach which integrates micro - and 

macro -perspectives is a promising avenue of research to pursue 

for this purpose, and we shall direct our future research efforts 

accordingly".580 

---------------------------------------------------------------------------
579 2 . ibid., p. 8. 
580. ibid., p.29. 
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11.60 Chapter Summary 

It is evident that SIA means many things to many people, possibly to a 

greater extent than the other categories or divisions of social accounting 

with which this thesis has been concerned so far. The literature on social 

indicators does not belong primarily or even mainly to social accounting 

but to sociology and welfare economics. Indeed, one point made within the 

paper by Parke and Peterson is that in their scheme, only one-quarter of 

'social accounting' corresponds to the use of social indicators accounting 

in this chapter. 

The paper by Terleckyj illustrated clearly both the promise and the 

problems of social indicators accounting. The need for better data 

collection and processing systems is universal, but the paucity of non

financial information, as a basis for some of the indicators which 

government agencies might want to use, was seen as a serious problem. The 

case for the involvement of accountants and accounting procedures in the 

development _ of social indicators (Le. the basis of SIA) is less easily 

established than the arguments for the forms of social accounting set out 

in chapters six to ten. 

Ramanathan and Schreuder have set out an interesting relationship between 

macro and micro social indicators which is designed to overcome the 

problems of externalities. The issues they have raised need further 

elaboration before any operational format can be developed. One of the 

problems of implementation may be the unresolved conflict between the 

innovative development of SRAand the use of standards to ensure uniformity 

among micro social indicators. A more logical. relationship may eventually 

be established between socio-economic accounting and social indicators 

accounting because both are dealing with public sector activities. A 

linking of some of the input-output measures suggested for SEA in chapter 

nine with the macro-scale objectives and measures advocated by those 

interested in SIA is possible. However, both areas are currently in their 

infancy. Glatzer has suggested that social indicators research cannot 

survive as an independent research area. If the fragmentation which he 

expects comes about, that part of the area which deals with goals, 

objectives, and achievements of government social policy may form the basis 

of social indicators accounting. 
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CHAPTER TWELVE 

12.00 SOCIETAL ACCOUNTING 

12.10 Introduction 

A number of writers in the area of social accounting have adopted a larger 

dimension than any of the others considered previously in this work. This 

wider view is termed "Societal Accounting" and takes a 'global' view of the 

rel~tionship of society .and accounting, tempered by the recognition that 

any accounting system must be related to the society in which it exists, 

and is therefore nationally or culturally dependent. 

12.20 The Global View: Mattessich 

One theorist who has attempted to construct an integrated overarching 

theory of accounting is Mattessich. In an early work Mattessich referred to 

the search for a general theory of accountancy as follows; 

..... _the_next step would be to bring all existing and imaginable 

accounting systems to a common denominator. This process would 

mean developing a general basis valid for all these systems, out 

of which the features and pecularities of any individual system 

could be derived through the introduction of additional axioms 

and definitions".58l 

The axiomatic foundation· of accountancy, . it was argued, underlies all 

those accounting systems shown in Exhibit 74 below. The scheme was viewed 

as incomplete since; 

" even the possibility of creating new· accounting systems for 

specialised purposes can be expected".582 

Presumably this statement refers to the area designated "Non-Monetary 

Accounting" which corresponds to the social responsibility accounting and 

other disclosures already discussed. ·In the context of Exhibit 74 

Mattessich acknowledged the incomplete nature of his model at the same time 

as he indicated the directions in which accounting may develop. 

581 

582 

Mattessich, R., "Towards a General and Axiomatic Foundation of 
Accountancy", Accounting Research, No.8 (October 1957) pp.328-355. 
ibid., p.331. 
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BXBIBIT '4 
Graph Showing Accounting Systems and Their Relations 

ACCOUNTANCY 

(General basis) 
--------------------------------

Moneta~-c-o~un--t-i-n-g~--~~------1 Non-mone!ary accounting 

Micro accounting Macro-accounting 

Government 
accounting 

National income 
accounting 

Balance of payments 
accounting 

Input/Output 
accounting 

Household 
accounting 

Money-flow 
accounting 

Financial 
accounting 

Managerial & 
cost accounting 

Adopted from Mattessich op.cit., 1957, p.331. 

----- -

In a much later work Mattessich ~continued the task of developing a general 

theory of accounting. 583 The spread of accounting research was acknowledged 

together with the potential dangers inherent in this development: 

"If the many fugitive parts and pieces of our discipline can be 

held together and integrated, accounting as an academic 

discipline will survive, if not it might dissolve, and be 

absorbed by neighbouring fields".584 

This warning may be applied to~the constituent parts of social accounting 

in exactly the same way. 

Mattessich concluded with a reference to the need for developing and 

testing alternative theoretical structures by reference to empirical 

verification: 

----------------------------------------------------------------------------
583 

584 

Mattessich, R., "Methodological Preconditions and Problems of a 
General Theory of Accounting", The Accounting Review (July 1972) 
pp.469-487. 
ibid., p.482. 
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"This testing of a general. accounting theory by way of the 

empirical. verification or reputation of its interpreted systems, 

seems to me the only way of conforming to the requirements of an 

empirical discipline".S8S 

12.30 The Global View: Gambling 

The global view has also been expressed by Gambling: 

"What is needed is nothing less than the redefinition or 

clarification of 'accounting' as the data base for all aspects of 

social measurement and control.".S86 

Recognition of the cultural basis of accounting may be seen in the 

following statement by the same writer: 

"Even between societies whose values are not dissimilar, it is 

possible to find basically different approaches to income 

recognition; primarily between those who are prepared to (take) 

account of managerial attentions (as in Germany and the 

Netherlands) and those who seek some internal accounting 

standards (as in Great Britain and the United States) .587 

Gandhi has expressed similar views: 

"On a larger scale, accounting seeks to clarify for the society 

as a whole a certain dimension of societal properties which are 

under the process of decision-making".S88 

Gambling has represented the components of societal accounting by means of 

the diagrams shown as Exhibits 75 and 76. The structure in Exhibit 75 shows 

the possible interfaces between transferable economic wealth and cultural 

weal th for a western capitalist society. The structure in Exhibit 76 

performs the same function for a planned economy. 

---------------------------------------------------------------------------
585 
586 
587 
588 

ibid., p.486. 
Gambling, T.E., Societal Accounting (Allen & Unwin, London, 1974) p.9. 
loc.cit. 
Gandhi, N.M., "The Emergence of the. Post-Industrial Society and the 
Future of the Accounting Function", The Journal of Management Studies 
(October 1976) p.199. 
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BXBIBIT 75 
A Representation of Societal Accountinq 

(Capitalist Economy) 

--------------------------------------------------------------------------------
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Source: Gambling, op.cit., p.179. 
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BXBIBIT 76 
The Interaction of Domestic and Other Accounts 

(Planned Economy) 

---------------------------------------------------------------------
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-------------------------------------------------------------------------
Source: Gambling, op.c:H., 11. 180. 
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Gambling discussed the need for an overarching theory of accounting, and 

some of the reasons why we do not have one at the present time: 

"Just as· the present day aversion to 'overarching theories' 

prevents the useful further development of social indicators the 

absence of such theories provides a justification for continuing 

to use the self-financing corporation. Any thinking man can see 

that a firm's activities have social costs. and social effects 

that feed back to the fbm itself: It is very hard to present 

absolutely convincing estimates of what those effects might be 

precisely because we do not have theories about how the whole 

society works .•• If one did attach credence to anyone over-

arching theory, one could then proceed to produce a comprehensive 

taxonomy of the variables needed to describe the issues facing 

society, and so produce accounting statements that would tell us 

more clearly how existing institutions were supposed to be 

affecting that society".589 

Gambling illustrates his position by citing one taxonomy, which has been 

put forward by Forrester to demonstrate his theories of inter-looking 

feedback systems and systems dynamics. The system is partial in that it 

deals with only five level variables; population, natural resources, 

capital investment, capital investment in agriculture fraction and 

pollution. The resulting complex schema is reproduced as Exhibit 77. 

Clearly the accounting implications of any similarly complex taxonomy would 

be on an immense scale. 

---------------------------------------------------------------------------
589. Gambling, op.cit., p.208. 



282 

ZXRIBU 77 
Taxonomy of Inter-locking Feedback Systems and Systems Dynamics 

LEVELS 
1 population 

LEVELS 

2 Natural 
resources 

3 Capital 
investment 

4 Capital 
investment 

RATES 
(a) Birthrate 

(b) Deathrate 

(a) Natural 
resources 
usage rate 

(a) Capital 
investment 
generation 

(b) Capital 
investment 
discard 

in agriculture 
fraction 

5 Pollution (a) Pollution 
generation 

(b) Pollution 
absorption 

(FIRST GENERATION) (FIRST GENERATION) 
AUXILIARIES CONSTANTS 
(i) Birthrate from material ) 

(standard of living) ) 
multiplier ) 

(ii) Birthrate from food ) 
multiplier ) A Birthrate 

(iii) Birthrate from crowding ) normal 
multiplier ) 

(iv) Birthrate from pollution) 
multiplier ) 

(i) Deathrate from material ) 

(standard of living) ) 

(ii) Deathrate from food ) 

multiplier ) 

(iii) Deathrate from crowding ) 

multiplier ) 

(iv) Deathrate from pollution) 
multiplier 

(i) Natural resources from 
material (standard of 
living) multiplier 

(i) Capital investment 
(from standard of 
living) multiplier 

(i) Capital investment 
from quality (of life) 
ratio 

) 

B Deathrate 
normal 

A Natural 
resources 
usage normal 

A Capital 
investment 
generation 
normal 

A Capital 
investment 
discard normal 

A Capital 
investment in 
agriculture 
fraction 
adjustment 
time 

(ii)' Capital fraction indicated 
by food ratio 

(i) Pollution from capital 
(investment) multiplier 

(H) Pollution absorption' 
time 

A Pollution 
normal 

The foregoing portion of the schema shows the levels, the relevant rates 

and the auxilliaries and constants which feed directly into those rates. 

The general idea is clear; there is assumed to be some constant normal 

'rate of flow' per head of population or other unit, which is accelerated 

or decelerated by one or more multipliers. These multipliers are not 

themselves' constant, but vary in response to the value of further 
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auxilliaries measuring the material standard of living, the availability of 

food, the degree of crowding, the level of pollution and the level of 

capital invesmtent. In turn, these secondary auxiliaries are also build up 

from constants and tertiary auxiliary measures: 

TERTIARY AUXILIARY CONSTANTS 
(i) Material standard A Effective capital 

of living investment ratio 
normal 

(H) (Availability of) 
food ratio 

(iii) Crowding ratio 

(iv) Pollution ratio 

A Food normal 
B Food coefficient 

A Land area 
B Population density 

normal 

A Pollution standard 

FURTHER AUXILIARY SYSTEMS 
(a) Effective capital 

investment ratio 

(a) Food from crowding 
multipliers 

(b) Food potential from 
capital investment 

(c) Food from pollution 
multipliers 

(v) Effective capital 
investment ratio 

A Capital investment (a) Natural resource 
in agriculture extraction multipliers 
fraction normal 

These are the principal auxiliary measures that affect the flows in 
Forrester's system. However, there are further series of auxiliaries which 
give 'the quality of life': 

(vi) Quality of life A Quality of life (a) Quality of life from 
standard material standard of 

living 

(b) Quality of life from 
crowding 

(c) Quality of life from 
pollution 

(d) Quality of life from food 

Source: Gambling, op.cit., pp.209-2l1. 

The global nature of societal accounting means that all time scales and all 

forms of ownership and enterprise must be included in the model. This all

embracing theory is required to supplement the shorter term processes which 

are more easily defined, and which make up the first four categories of 

activities embraced by. so<:;ial accounting in this thesis. Thus, societal 

accounting may be regarded as an abstract intellectual phenomenon, rather 

than a concrete activity, and must be accepted as such. It should be noted 
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that societal accounting according to Gambling attempts to view the 

activities of the individual (mini), the firm (micro) and the public

enterprise or government activity (macro), within an interlocking 

framework, whereby the inter-relationships are noted and in some way 

measured. 

The sheer magnitude of such a data collection and measurement/aggrega-

tion task ensures that we are examining a theoretical model in order to 

gain insight into the overall complexity of the accounting process. 

Gambling has acknowledged that the search for an understanding of the 

complexities of the model will need to be continued. The implications for 

what we normally regard as accounting will be far reaching. 590 

12.40 Accountinq and Systems Theory 

Gambling's interrelated macro-micro-mini accounting system appears to be 

strongly related to general systems theory591 which views the world as a 

series of systems; supra-system, system, and sub-system. These systems are 

open in the societal accounting approach and interrelated across their 

boundaries. Each system may be seen as containing strategic, co-ordinating 

and operating sub-systems or levels, together with inputs and ·outputs 

across the organisation boundary, to the environment or to other sub

systems. 

The role of internal (management) accounting may be seen as providing the 

information system for the co-ordinating and operating sub-systems. The 

specialist information systems for marketing management, capital budgeting, 

and financial management assist the strategic sub-system. The intrusion of 

environmental forces is best viewed in terms of external regUlation by 

government agencies requiring information; or even specific action, at any 

or all of the sub-system levels. The role of internal accounting may be 

easily reconciled with Exhibit 78 below. 

---------------------------------------------------------------------------
590 

591 

Gambling, T.E., "The Accountants' Guide to the Galaxy, inciuding 
Profession at the end of the Universe", valedictory Lecture, 
University of Birmingham, May 1984 reproduced in Accounting, 
Orqanizations and Society vol.10 No.4 (1985) pp.415-425. 
Kast, F.E. and Rosenzweiq, J.E., Organisation and Management: A 
Systems Approach, 2nd Ed. (McGraw Hill, N.Y., 1974). 

the 
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IXBIBI!' 78 
The Organisation as a Composite of Strategic, Co-ordinative, and 

Operating Sub-Systems/Levels 

Inputs to 
I 

the system 

Environment of the System 

Strategic subsystem!Jevel 

Intrusion of environmental forces 

Source: Kast and Rosenzweig, op.cit., p.120. 

joutputs to 

~==;::=~=== the environment 

The societal accounting theorist has a view of accounting in which all 

economic activity (and a great deal of social activity as well) forms a 

vast supra-system. Systems (or industries?) operate within the supra-

system and individual enterprises form sub-systems (and within them even 

smaller divisions exist). These diverse units are linked together by 

inputs and outputs of resources which include various kinds of information. 

The interaction of the system with the environment (or supra-system) is 

only partly demonstrated by existing. systems of financial accounting. The 

current environment. towards which information is directed is limited to 

shareholders, debtholders and government. This restricted list of audience 

members is gradually widening to include customers, employees, trade unions 

and the general public as recorded in previous chapters. The relationships 

of the organisation sub-systems with the system, and the system with the 

supra-system or environment are shown in Exhibit 79 below. 
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ZXIIIBU 711 
The Organisational System 

Psychosocial 
IUbsymm 

Q c::::> InpU1~tPut flow of 
materials. energy • .,d 
information 

Source: Kast and Rosenzweig, op.cit., p.112. 

It is· the· range of informatipn types which adds to the difficulty in 

explaining the role of social accounting to most accountants. Theoretical 

models of societal accounting are necessarily complex and may be of most 

use in a teaching programme or as an aid to further theorising. They are 

not intended to be of immediate use in attempting to develop pragmatic 

reporting systems. 

A recent attempt at conceptualising the area of societal accounting has 

been the notion of mega accountancy trends developed by Enthoven. 592 

---------------------------------------------------------------------------
592 Enthoven, A.J.H., "Mega Accountancy Tren:ds", Accountancy Research 

Monograph No.5 (Center for International Accounting Development, 
University of Texas at Dallas, 1985). 
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12.50 Mega Accountancy Trends 

Naga Accountancy trends were defined as -

• these dimensions (directions) and required body of knowledge 

in accountancy that deals with the combining aspects of 

accountancy to serve integrated broader and deeper societal 

trends and needsn593 

Enthoven builds his model by interacting three wheels dealing with 

megatrends, mega accountancy trends and infrastructural accountancy 

influences. These are shown in Exhibit 80. 

EXHIBIT 80 
Megatrends and their consequences for accountancy 

A: MEGATnENDS 

Source: Enthoven, op,cit., p.4. 

593 'b'd 3 .11..,p .. 

B, MEGA ACCOUNTANCY 
Tn~;NDS C, INFRASTRUCTURAL 

~ ACCOUNTANCY 
.......... ~ INFLUENCES 

'01: '\~ . "'\-, .... 
... ~. d'~ '>," 

~. p ...... »,;, •• -. " 
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12.51 Meqatrends 

In this section Enthoven drew on the work by Naisbitt which is concerned 

with ten new directions for the US economy. These are:-

1. Information based economy. 
2. Each new technology is matched by a compensatory human response. 
3. Global economy. 
4. Moving from short time frame to longer time frames. 
5. Economics of scale not relevant to the information society. 
6. Move from institutional help to self reliance, increased 

entrepreneurial activity. 
7. The framwork of representative democracy has become obsolete in 

an era of instantaneously shared information. 
8. Moving from hierarchical structures to networks. 
9. Moves out of industrial cities to new sites. 

10. Moving from a narrow either/or society to free-wheeling multiple 
option society. Key elements will be people, information and 
systems to bring them together. 

Enthoven did not claim that these factors will be equally important in all 

societies but argued that four factors are important because of their 

direct_effect on accounting. These are; the move towards an information 

society, the development of a world economy, the move from short term to 

long term horizons and a shift towards information networks. These four 

factors are engaged with the Mega Accountancy Trends. 

12.52 Meqa Accountancy Trends 

Enthoven explored mega accountancy trends through three; 

n distinct but interacting trends with many sub-elements n •
594 

The three trends are accountancy integration, comprising linkages between 

enterprise, government and macro accounting; the identification, 

measurement and reporting of relevant information to serve socio-economic 

functions; and efficiency and productivity appraisals to assist with 

analyses and decisions. The accountancy integration comprises a number of 

subgroups and is mainly concerned with macro level accounting for 

Government investment. This is an area which may be more applicable to 

developing countries where basic accounting systems may be deficient. 

However, value for money audits are of growing importance for developed 

countries and may be fitted into the framwork set down in this monograph. 

---------------------------------------------------------------------------
594. ibid., p.8. 
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Socio-economic and social indicators accounting may also be related to this 

sub-group. 

Mega accountancy identification, measurement and reporting of relevant 

info%DIation follows the philosophical basis set down in the Corporate 

Report. 595 The relevant information referred to includes, value-added 

info=ation, accounting for price change data, socio-economic measurements, 

human resource info=ation, and projected cash flow data. In this section 

the author is taking up the interest in a number of areas which have lost 

ground in the last few years. A good example of "accountancy fashion" is 

the way value added statements increased in popularity and then decreased a 

few years later. 

Efficiency and productivity measurements are an important part of the 

larger view of accountancy put forward by Enthoven. Productivity should be 

measured and incorporated into the accountancy system in order that both 

the entity and society benefit. Accountancy for decison making (management 

accountancy) as currently practiced is criticised for being insufficiently 

forward looking. 

12.53 Infrastructural Accountancy Influences 

Enthoven identified four vital forces which make up a substantial part of 

the influence of the infrastructure. These are socio-economic and cultural 

structures and conditions; legal statutory and other requirements; 

professional and institutional accountancy patterns; and education, 

training and research. The potential impact of each of these factors is 

examined because clearly the infrastucture will be affected by, for 

example, patterns of education training and research within a particular 

country. If accountants are narrowly trained they will not be able to 

offer leadership in some of the areas previously referred to. In which 

case, either some other group will assume a leadership role, Or society 

will not benefit from the activity at all. 

12.54 Conclusion 

In his conclusion Enthoven argued that regardless of whether one actually 

agrees with the whole of the Naisbitt argument or not, there is sufficient 

development towards the post industrial society in many countries, for the 

595 i . ASSe, op.c t. 
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ideas to be important. When the notions of !llega accountancy trends are 

added together with the effects of the accountancy infrastructure, then; 

" they are not only interdependent but also motivate and feed 

each other in a progressively changing society. In our opinion, 

accountancy, and its norms, have to be in tune with these trend 

requirements in order for accountancy to become an effective and 

dynamic activity in society. Accountancy may have to take on 

such a broader or mega role in our opinion to be a viable 

discipline and profession in the years to come".S96 

12.60 Chapter Summary 

This Chapter has introduced the concept of societal accounting as seen by a 

few accounting theoreticians. The value of this category may be seen in 

its all-inclusive nature which marks the large-scale long-term boundary to 

social accounting. Societal accounting in the global sense would involve 

the tracking of all financial and non-financial resource flows within 

society. Gambling has expressed the over-arching theory by reference to 

mini accounts, which are the product of individual household accounts, 

micro accounts relating to individual organisations and macro, or national 

scale, accounts. Gandhi has visualised accounting on the societal scale as 

assisting decision making by society as a whole. Mattessich was seeking a 

general theory of accounting which integrated all aspects of the discipline 

although this view does not appear to be inclusive of non4nonetary flows. 

Enthoven is the latest contributor with his futuristic mega accountancy. 

trends which address the post industrial world of developed countries. 

Societal accounting can perhaps be better described by reference to systems 

theory which views the world as a series of sub-systems, systems and supra

systems, all interacting to a greater or lesser extent, according to the 

degree of openness Or closedness of the system. The SUb-system consisting. 

of strategic, co-ordinating and operating activities is maintained by the 

use of the internal accounting and information systems which are entitled 

the management acc'ounting, capital budgeting and financial management 

functions, and decision support systems. The relationships between systems 

(other organisations) and between the system and the supra-system (society) 

is indicated through financial accounting. and forms of statutory reporting, 

596. ibid., p.34. 
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which may also extend back into· the sub-system. The basis of societal 

accounting is the recognition that there are non-financial flows inVOlved 

and that the system currently in use is therefore partial and incomplete. 

The different categories used in the previous chapters recognised that the 

process of intra and inter-system resource movements may be better 

visualised through smaller scale specific techniques. The systems theory 

view of societal accounting puts the various techniques in perspective as 

part of an overall resource flow monitoring system. Consequently, the 

notion of societal accounting is basically an intellectual extension of all 

the other conceivable forms of social and conventional accounting processes 

and techniques for resource flow identification and measurement and not a 

blue print for system implementation. 
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13.00 A SUMMARY OF PART II 

13.10 Introduction 

The second part of the thesis has considered developments in social 

accounting by dividing the total range of activities into the following 

areas -

(i) 
(ii) 

(iii) 

(iv) 
(v) 

Social Responsibility Accounting 
Total Impact Accounting 
Socio-Economic Accounting 
Social Indicators Accounting 
Societal Accounting. 

Social responsibility accounting was shown to be the most active dimension 

of social accounting, with a large number of both conceptual and 

operational models available to both theoreticians and practicing 

accountants. A number of organisations have employed SRA in their annual 

reports to shareholders or employee reports to employees or to works 

councils. The use of SRA varies-in both type and extent from country to 

country and this variation may be partly the result of cultural factors as 

well as the stage of relative development. 

Total impact account ing involves the inclusion of externalities with 

private costs to yield the total costs of operations. An examination of 

the'literature revealed relatively little use of this form of accounting 

even by theoreticians. Clearly there are empirical difficulties connected 

with the identification, measurement and finally, the valuation of 

externalties. However, one of the major issues appears to be a 

philosophical one; should accountants be involved in this area at all. 

Opinions are sharply divided on this issue. 

Social-economic accounting was the term used to cover the evaluation of 

publicly funded projects. Although there have been attempts to provide for 

improved decision making, implementation and control of the work of the 

public sector using CBA, PPBS, ZBB and latterly, VFM audits, it was argued 

that so far the problems involved had not been overcome. In particular the 

problem of measuring and evaluating effectiveness (in comparison with 

economy and efficiency) has not been overcome. 
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The study of socio-economic accounting, which is concerned with short and 

medium term publicly funded activity, is complementary to social indicators 

accounting which takes the longer term perspective. The literature 

relating to social indicators was found to be largely in the hands of non-

accountants. However, it may be argued that there is a place for 

accounting in an area which is concerned with recording data, making 

comparisons with plans and reporting outcomes. 

Finally, the endeavours of a number of accounting-theoreticians to develop 

an overarching theory of accounting, was examined in the chapter dealing 

with societal accounting. 

It is apparent that to combine these areas into a coherent whole would 

require the amalgamation of the public and private sectors, macro and micro 

scale activities, and monetary and non-monetary measurements. It must also 

be recognised that some data will be 'hard' and some 'soft'. 

13.20 Towards Re-integration 

Reconciliation of these comPlex and conflicting developments has been made 

in Exhibits 81-83. Exhibit 81 shows the impact of social responsibility 

accounting and total impact accounting on individual organisations. The 

individual organisation is represented by the rectangle called "The Firm" 

which employs some form of cost and management accounting process or even a 

management information system to maintain internal control. The firm 

operates within an environment affected by company legislation, accounting 

standards and case law as well as less formalised expectations held by 

customers, shareholders, employees,and government agencies. The firm 

interacts with the formal constraints through financial accounting reports, 

and with the less formal expectations of other constituencies by means of 

financial actions in the market place and by means of media releases. 

Conformity with other legal restraints on employment practices and the 

discharge of waste is assumed. 

The future environment is unknown, in respect of both formal and less 

formal expectations, although it is reasonable to speculate that present 

constraints will not be reduced and that the expectations of the various 

constituencies are likely to increase over time. 

In the lower part of Exhibit 81 the three possible areas of increased 

reporting are given under appropriate headings. This increased reporting, 
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which might be required in the conventional annual reports, includes (as 

examples only) new valuations of existing disclosures and new inclusions 

valued in $ amounts. Social responsibility accounting reports, written in 

both financial and non-financial terms, would disclose a whole range of 

items not included at the present time. Some suggestions are given in the 

exhibit. The total impact accounting report would provide for measures of 

positive and negative externalities converted into financial quantities. 

ZXHIBIT 81 
The Fi~ in Relation to Present and Future Accounting Requirements 

Less Fo~l Expectations 
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Exhibit 82 illustrates the place which might be occupied by socio-economic 

and social indicators accounting in the evaluation of publicly funded 

activities. The shorter tenn micro social indicators accounting tends to 

be similar to socio-economic accounting, although the latter would be 

concerned with a specific programme, rather than the measurement of a 

general phenomenon, which would provide indicators for future action in 

respect of a number of programmes. The Exhibit should be viewed as 

follows. The public activities represented by the rectangle (upper right) 

are instituted as a result of a political decision process whiCh may be 

influenced by using cost benefit analysis in a particular situation. The 

decision making processes may be sharply influenced by political factors, 

however, once instituted, the programme is controlled both internally and 

externally. The external control may be by a conventional fund accounting 

system or a later type such as a Planned Programmed Budgeting System. In 

all cases the control system is financially based and concentrates on the 

input of resources in financial terms while tending to ignore non-financial 

inputs and outputs. Future control processes, it is argued, should take 

the form of mixed financial and non-financial measurements of inputs and 

outputs for individual projects. This process has been tenned socio-

economic accounting and the process is given in the lower right hand 

quadrant of the exhibit. 

On a macro scale, shown on the left of the exhibit, control is exercised at 

the present time by means of a financial budget and fund accounting system. 

There is little Or no measure of overall effectiveness of the macro 

programme (examples might be health or education). It is suggested that 

the use of social indicators accounting would assist in determining the 

overall effectiveness of programmes in achieving .socially determined 

objectives. 
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KXHIBIT 82 
The possible Extension of Accounting Reports in Respect of 

Public Sector Activities 

--------------------------------------------------------------------------
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The development of these additional forms of accounting for disclosure, 

report1ng and decision making purposes, is seen in the wider context of 

societal accounting and a systems approach in Exhibit 83 below. 

The Exhibit shows the interaction of the firms (which might be reporting 

via SRA and TIA as shown in Exhibit 81) with each other and with a 

government corporation or department. The latter reports via SEA and SIA 

as shown in Exhibit 82. Both the firms and the government corporations or 

departments are operating within the one environment and those theorists 

favouring a macro overarching theory of societal accounting, would include 

additional groups such as consumers. The boundaries between individuals 

and organisations are considered to be open and flexible. 

I 
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ICXIIIBIT 83 
Societal Accounting and a Systems Approach 
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13.30 Implications for Accountants,Accounting Students and Accounting 

Educators 

Even if we confine our attention to the three most likely developments, 

social responsibility accounting, total impact accounting, and socio

economic accounting, it is most unlikely that the present structure of the 

profession could cope with the changes that acceptance of these new 

techniques would bring. It would be necessary to incorporate new material 

into existing academic and professional development programmes, to allow 

for areas of knowledge in which accountants would initially be deficient. 

For social responsibility accounting, it would be necessary for -future 

accountants to be less reliant upon monetary quantification (wherein they 

feel secure) and move into wider areas of non-monetary quantification 

(where new statistical techniques may be needed). An awareness of measures 

used by the social and physical sciences may also be necessary. Auditing 

of the new measures would eventually be rieeded, and this too would require 

either a wider expertise from the auditor or place reliance upon specialist 

personnel; a social audit specialist for example. 

In the area of total impact accounting the future accountant will not have 

to forego monetary measurement, but it will be a new type of accounting 
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based upon the valuation of externalities, requiring expertise in 

econometrics, sampling theory, and the construction of models. Once again, 

the audit problem will be of the same magnitude and nsture. 

It is probably the srea of socio-economic accounting which brings the 

greatest challenge to theorists and teachers of accounting and their 

students. It is clear that this area of evaluation and control is not 

being pursued by accountants at present. To come to grips with the 

problems involved, the accountant will require specialist training, 

probably at postgraduate level. The socio-economic accountant will require 

a good knowledge of government policy making and administration; business 

accounting and investment management; the social sciences in general and 

social statistics in particular. However, the rewards will be commensurate 

with the difficulties, since increasing the efficiency of government 

spending and programme formulation and control is something from which all 

taxpayers should benefit. There is an opportunity for accountants· to 

exert a major influence upon the efficiency and effectiveness of government 

operations. 
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14.00 CONCLUSION - DIRECTIONS FOR FUTURE RESEARCH 

This thesis has investigated two of the major issues of contemporary social 

accounting, namely, the justification of further expenditure of resources 

on additional disclosures (Part I) and the provisions of a structure to aid 

research and implementation (Part II). Before developing the framework 

which forms the major part of the thesis it was necessary to address the 

basic issue of what justifications exist for extending accounting 

measurements and disclosures beyond traditional limits. 

justification were suggested. 

Three forms of 

First, a market related consideration that disclosures of a socially 

relevant nature may have information content for use in the market place. 

Shareholders and other market participants, it was argued, will benefit 

from the increased amount of information available. Although a large 

number of studies have been undertaken using data from both social 

responsibility-accounting reports and that supplied by independent bodies 

such as the CEP, few are decisive in their conclusions. The data sources, 

degree of aggregation and disaggregation, tests performed and overall 

statistical manipulation employed are all open to challenge. ·Although on 

balance it may be argued that there is some evidence that social 

responsibility disclosures have information content in the capital markets, 

because above or below standard returns maybe obtained, it has been 

concluded that there is insufficient certainty to put this forward as a 

major justification for new forms of accounting. 

Secondly, it was argued that wider audiences (employees, ·customers, 

suppliers and the general public) were entitled to information about the 

operations of the enterprise because of the existence of a social contract 

between business and society. A number of the philosophical issues were 

examined, including varieties of social permissi.on theory (social contract, 

organisational legitimacy) and individual contract theory which is offered 

as a justification for a free market non-interventionist model. 

Social permission theory, in its various forms, provides a firmer 

conceptual foundation for social accounting developments than either the 

earlier literature, which asserted that social accounting was 'a good thing 
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to do', or some of the literature relating to markets and information 

content, which has been referred to above. Social permission theory lays 

the groundwork from which to develop non-traditional forms of measurement 

and reporting in both the private and public sectors. The social contract 

approach enables a justification to be put forward for many types of 

disclosure on the grounds that the basis for the contractual relationship 

is changing. The organisational legitimacy view justifies the development 

of social accounting disclosures by management to protect the interests of 

the shareholders and not because of any philosophical commitment to a 

social contract between business and society. 

The social permission theory approach provides a justification for 

developing social accounting disclosures which is part of the current 

organisational andsocietal structure. This approach seeks to modify and 

amend our present systems of private and public control and associated 

reporting practices. It- does not seek to replace them in the manner 

advocated by adherents of the radical paradigm. It supports evolution 

rather than revolution. This partial support for the status quo is both a 

strength and a weakness of the social Permission theory approach. It is a 

strength because a large number of groups in society can accept this 

position to a greater or lesser extent. 

shareholders, many employees and customers. 

These include managers, 

It is a weakness because 

existing wealth endowments are taken as given and power relationships are 

viewed as unproblematic. Those groups not involved in society as employees 

or customers (the very poor) tend to be ignored. 

Thirdly, the radical paradigm was examined because, although regarded by 

the author as inappropriate as a justification for the adoption of social 

accounting at the present time, there is no doubt of the powerful 

intellectual qualities of the arguments put forward by radical advocates. 

The radical view is that accounting acts to support the status quo and 

social accounting should move away from this position. In particular, the 

acceptance of marginalist economic positions, the use of an efficient 

market model, and a lack of recognition of the -pre-disposition of wealth 

endowments is of concern to these theorists. Whilst there is no doubt of 

the intellectual challenge, there are considerable problems inherent in 

getting non-traditional accounting disclosures accepted. An acceptance of 

radical approaches by social accountants would only exacerbate the 

position. The challenge of the radical paradigm is strong when confronting 
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issues of wealth endowments, power relationships and the hierarchical 

nature of western economies. However, most radical theorists have not put 

forward models of their own to be set against those reviewed in many of the 

sections of this work. The theoretical proposals discussed in a number of 

recent papers 597 do not general.ly provide any critique of what current 

social accounting in its various forms is trying to do, except to say that 

it defends the status quo (in whole or in part) and is therefore 

unacceptable. This thesis has taken what the author thinks to be a more 

positive approach by describing and critiquing what has been attempted in 

this field. 

The second major objective of this, thesis has been to provide a framework 

which might assist researchers in the area of social' accounting. The 

approach to policy formation set out by McDonald598 indicated that 

normative frameworks require a clarification of values, a means-end 

analysis and the incorporation of all relevant data. The division of 

'social accounting' into social responsibility accounting, total impact 

accounting, socio-economic accounting, social indicators accounting and 

societal-accountingassists in the identification of ends, and consequently 

of means. 

Social Responsibility Accounting is the area most widely researched and 

practised. SRA research exhibits many of the characteristics of 

descriptive (theories of) accounting. This may be a productive approach 

given the amount of data available. However, it is suggested that further 

research should concentrate on the extent of disclosure, relationships 

between the size and type of industry and SRA disclosures, the audit of 

disclosures, disclosures and security market prices and the views of the 

participants. Currently, the work is frequently deficient because of the 

subjectivity of many of the measures used. Any form of non-traditional 

disclosure made by a private sector organisation has the prospect of being 

a social responsibility accounting disclosure as defined in this work. 

However, there is often a fine dividing line between those disclosures 

which may be included as SRA, because they have many of the characteristics 

of accounting data, and those which should be excluded because they are 

self-serving or uncritical in approving of company policy. 

597 

598 

A large number of papers were presented at a recent conference -
Interdisciplinary Perspectives on Accounting Conference, University of 
Manchester, 8-10 July 1985. 
McDonald, op.cit. 
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Much of the analysis completed to date is likely to be incapable of 

replication because the precise details of the techniques employed have not 

been disclosed. There are exceptions which have been noted in the text. 

However, even though the techniques have been imperfect and the analysis 

suspect, it is hoped that the examination of reported SRA disclosures will 

continue. 

In dealing with total impact accounting we must confront the philosophical 

debate over whether shareholders are being required to pay for social 

responsibility or, on the other hand, the general public are entitled to 

protection from externalities. Identifying the ends (in this case the 

valuation of externalities to convert public costs to private costs) does 

not immediately indicate the means to be employed. Although data on 

general externalities may be available, the isolation and valuation of 

special enterprise-related externalities is more problematic. Research 

into this area may begin by looking at the externalities attached to single 

enterprise communities. An alternative approach is that suggested by 

Ramanathanand Schreuder to link· macro· and micro·indicators. However, the 

issue of the valuation of externalities must still be addressed. The 

degree of pollution in some parts of the industrialised world demands that 

action of some sort be taken to repair the damage because the market model 

cannot cope with externalities. There are legislative and administrative 

solutions such as legal sanctions against the discharge of externalities 

and licensed discharge under limiting conditions. In both cases there is a 

need to monitor discharges and consequently for work in the area of total 

impact accounting. There would most likely be a financial dimension to be 

recognised and attached to the organisation in order that total cost would 

be the same in both private and public calculations. In many ways the 

likely outcome of the recognition, measurement, valuation and attachment of 

externalities is closest to the· experience of accountants in the industrial 

sector. However, the philosophical issues and measurement difficulties 

make this area one of the least developed within social accounting. 

The end to be addressed by socio-economic accounting is the evaluation of 

publicly funded programmes by techniques other than those used at present. 

The main problem (of means) is an almost complete lack of accounting models 

which will enable the analyst to deal with financial, non-financial and 
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qualitative inputs and outputs. Research in this area must begin with, the 

development of the models themselves. Some assistance may be obtained from 

other areas such as the institutional performance indicators. Socio

economic accounting will require a new institutional relationship to 

replace that which currently persists in the public service. The 

experience which government accountants are ha,ving with value for money 

(VFM) audits may provide a good training ground from which models for SEA 

may be developed. Value for money audits make some progress towards 

finding models but the implementation is frequently inadequate because 

effectiveness is frequently not evaluated. The lack of specific models 

will slow the development of this important area. 

Social indicators accounting has, as an 'end' product, data from which the 

progress towards socially agreed goals may be determined. The area 

appropriate to accounting involvement must be delineated, and the goals 

identified; the goals indicators may'then be developed. The processing of 

the indicators will be dependent on the availability of the underlying 

data. Research is needed into both of these 'means', the data to develop 

the indicators- and the indicators themselves. A further area of 

development is that suggested by Ramanathan and Schreuder where macro 

indicators are associated with micro indicators to serve a specific 

purpose. However, it is suggested that a more feasible association is 

between social indicators and socio-economic Accounting since both deal 

with the public sector. 

Although SRA is currently the most 'populated' area" the other areas are 

deserving of support, because therein lie some of the most important 

challenges for academic accountants. There is considerable scope since, as 

Gandhi has expressed it:, 

"Accounting as an information system transfers images which ,are a 

necessary precondition to any individual or collective behaviour. 

These images constitute a knowledge structure which included 

inputs and outputs of information, symbols and language. By 

providing such knowledge structures of various economic entities 

accounting furthers the societal process of adapt ion in which the 

society tries to adapt itself to its larger ecological 

environment. 

environrnent n •
599 

Simultaneously, it also adapts that 

---------------------------------------------------------------------------
599. Gandhi, N.M., op.cit., pp.199-200. 
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This· statement sums up the larger approach of societal. accounting. 

However, accounting at present is still very much. on a micro scale, whether 

it is a business· enterprise, local authority or government department. It 

is micro in the sense of small but also narrow in the degree to which it 

recognises information as a suitable input to the system. One of the 

purposes of this thesis was to review some of the attempts to broaden the 

view of accountants towards information which should be available to 

government departments and social programmes. 

This thesis has examined some of the newer ideas in accounting, many of 

which are usually discussed under the general heading of social accounting, 

and others which are not generally discussed in the accounting literature. 

The intention has been to show how these ideas are different and a scheme 

is presented which relates the new ideas to each other and to present day 

accounting. Recent work on the disclosure of socially relevant information 

is described. The pursuit of many of the issues covered in this thesis 

would indeed result in a more socially relevant accounting. 

14.10 Directions for further research 

The wide-ranging contents of this thesis means that a large number of 

relatively discrete areas may be identified for further research. These 

are listed below using the same format as is employed for the structure of 

the thesis. 

Part I: Justifications for additional disclosures 

1. Additional market related studies are needed to establish whether 

relationships exist between specific disclosures and the reactions of 

market participants. 

equivocal. 

At present the results of such studies are 

ii. The philosophical arguments which may underlie additional disclosures 

. (such as social permission theory, the social contract between 

business and society, and organisational legitimacy) provide 

opportunities for further research. At present the normative-

deducti ve arguments are unsupported by empirical research into the 

motivation of those managers who use annual reports to provide non

traditional disclosures to a variety of audiences. Also, the reaction 
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of users of annual reports needs to be considered, although this is 

done to some extent through the. market studies referred to above. 

Part 11: The organisation of socially relevant accounting 

i. Social responsibility accounting disclosures are currently made by a 

number of organisations, and there is a literature relating to the 

measurement of the type and extent of these disclosures. As noted 

elsewhere, the research methods employed require further refining in 

order to provide for greater replicability of results by independent 

researchers. In addition, there are a number of specific SRA related 

issues which need further attention, including, human resource 

accounting, employee reports and industrial democracy/power sharing; 

and the means by which pollution may be recorded. 

ii. Total impact accounting involving the identification, measurement and 

valuation of externalities, is considerably underdeveloped at the 

present time. Consequently, opportunities exist for further research 

into the menas by which externalities may be measured and valued. The 

---problems-associated·· with a - compensation system, using non-market 

mechanisms, whereby parties affected by externalities may seek redress 

is a difficult but necessary research area which must be pursued. 

iii. Socio-economic accounting provides for the integration of non

financial quantification and financial measurements in the evaluation 

of publicly funded projects. The search for measures of effectiveness 

in areas where there is no market for the end product/service offers 

many opportunities for. research, especially in areas which are 

politically sensitive such as educational systems and the provision of 

health care. Models to assist in the evaluation of the wider aspects 

of these activities have yet to be developed. 

iv. In the area of social indicators accounting further work is needed to 

map out specific problems of measurement and reporting which may be 

assisted by an accounting a·pproach. The data bases currently 

available may be -deficient and unable to support. the types of 

infor.mation which is considered necessary in order to measure progress 

towards agreed socially desirable goals. 
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v. The macro aspects of accounting systems, which were referred to under 

the heading of societal accounting, are culturally determined or, at 

least, . strongly influenced by the national culture. Consequently 

research may be undertaken to compare systems with each other and to 

investigate what are the main factors impacting upon a particular 

national accounting system. 

14.20 Use of the model 

The classificatory model put forward in this thesis may be used to clarify 

and assist with understanding of the literature in the social accounting 

area. It may also be used to identify research opportunities and areas 

where the implementation of novel forms of disclosures may be achieved. 

In additicn to the above uses, the model may be used as a framework to 

assist the development of teaching programmes about alternatives types of 

accounting and reporting systems. 

14~30 ---Statementof-·c·ont-ribution- --- -----------

This thesis makes an original contribution to the literature of social 

accounting by means of the following: 

i. A number of arguments concerning the expenditure of additional 

resources on further disclosures about economic entities are 

considered. Little attention has been devoted to this aspect of 

social accounting in recent years. 

ii. A structure for classifying the different types of disclosures which 

are collectively referred to as social accounting. -The structure 

assists with examinations of the literature, for.mulation of research 

questions and in the design of teaching programmes in the social 

accounting areas, by reducing confusion between different sUb-sections 

of the social accounting material. 

iiL As part of the development of the structure or model referred to 

above, the literature of social accounting was extensively reviewed, 

to discover conceptual and operational models, and the extent to which 

organisations already disclose non-traditional information in their 

annual reports. The literature review and search for models is more 

inclusive than is generally found in the literature. 
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