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Thesis Summary

The central argument to this thesis is that the nature and purpose of corporate reporting has
changed over time to become a more outward looking and forward looking document designed
to promote the company and its performance to a wide range of shareholders, rather than merely
to report to its owners upon past performance. It is argued that the discourse of environmental
accounting and reporting is one driver for this change but that this discourse has been set up as
in conflict with the discourse of traditional accounting and performance measurement. The
effect of this opposition between the discourses is that the two have been interpreted to be
different and incompatible dimensions of performance with good performance along one
dimension only being achievable through a sacrifice of performance along the other dimension.
Thus a perceived dialectic in performance is believed to exist. One of the principle purposes of
this thesis is to explore this perceived dialectic and, through analysis, to show that it does not
exist and that there is no incompatibility.

This exploration and analysis is based upon an investigation of the inherent inconsistencies in
such corporate reports and the analysis makes use of both a statistical analysis and a semiotic
analysis of corporate reports and the reported performance of companies along these
dimensions. Thus the development of a semiology of corporate reporting is one of the
significant outcomes of this thesis. A further outcome is a consideration of the implications of
the analysis for corporate performance and its measurement. The thesis concludes with a
consideration of the way in which the advent of electronic reporting may affect the ability of
organisations to maintain this dialectic and the implications for corporate reporting.
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Chapter 1

The Function of Corporate Reporting

1.1 Summary

The subject matter of the thesis is concerned with the way in which the focus of corporate
reporting has changed over time. The central argument of the thesis is introduced in this chapter
as a concern with the implications for corporate reporting of the discourse of environmental
accounting. As a starting point for understanding the changed focus of corporate reporting the
changes which have taken place during this century are traced. This is achieved through the
construction of an archaeology of corporate reporting, which provides a starting point for the
argument within the thesis.

1.2 Introduction

This thesis is concerned with the role of corporate reporting in UK public limited companies’. A
conventional view of such reporting is that it provides a means for the organisation, or its
representatives, to communicate the past actions of the company, the results of those past
actions, and the intended future actions of the company. This is undertaken partly to satisfy
legal requirements but also in order that any interested party may undertake an evaluation of the
effectiveness of the past actions of the company and the expected outcomes of its future
activity?, Depending upon the perspective one takes, this communication may be to the owners
of the business (ie the shareholders), the investors in the business, prospective future investors
in the business, or to any permutation or combination of stakeholders who are associated with
the business in any way. Indeed this communication may even be to society at large on the basis
that all members of society are either present or potential stakeholders in the business (Crowther
1996b).

It is a common assumption that the most significant part of any corporate report is the
accounting information which is contained therein. This thesis however takes a very different
view of corporate reporting. The central argument to this thesis is that the purpose of corporate
reporting has changed from one primarily of stewardship and accountability to shareholders to a
more outward looking and forward looking perspective. It will be argued that one of the driving

! These UK limited companies which form the focus of this rescarch are the larger companies
which would be expected to be included in the FTSES00 list of companies and it is this area that
the analysis is directed. There are difference when smaller plc’s are concerned and when private
companies are concerned and these difference will be highlighted throughout the thesis as a
means of explaining the central argument of the thesis,

? The undertaking of such evaluations naturally forms one of the principal functions of
accounting (see Crowther 1996a)
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forces for this change in orientation has been the discourse of environmental accounting but that

other forces are also involved.

Throughout the thesis reference is made to the managers of a business. In the context of this
thesis the term manager is used as a shorthand term to identify the non-owning salary-taking
elite who form the dominant decision taking coalition at the centre of the organisation®. Their
respective positions may be as directors or as senior managers, and they may have a token
ownership in the company*. Additionally they may not comprise all the people in the most
senior echelons of an organisation; their identification as a part of this group is dependant upon
their centrality to the decision making process in the organisation and to the control of the use
of resources within the organisation. As such it is evident that the precise grouping of such
managers may not be known to external parties but will be clearly identified within any
organisation, particularly by managers whether within the group or excluded, and this group of
managers will vary in composition from one company to another,

This argument throughout this thesis is essentially explorative and is concerned with looking at
different aspects of the changes in corporate reporting and taking different perspectives in the
development of the argument. As such the thesis seeks to provide evidence to negate some of
the commonly held conceptions concerning corporate reporting. The argument has been
developed without the need to adopt any particular position but rather to focus upon the
evidence and arguments within the discourse. Thus the standpoint taken in the development of
the argument is that simplification through the identification of underlying structures (Levi-
Strauss 1961) with its consequent simplification and omission of data and analysis at variance
with the central structure is insufficient to fully develop an understanding. Instead the argument
of Deleuze & Guattari (1994) that it is the exceptions and variances which are significant to an
understanding is used. Hence the argument is advanced from a post-structuralist perspective on
the basis that the world is complex rather than simple and is subject to different interpretations
from different perspectives®. Indeed it is argued that although post-structuralism and
postmodernism are presented as different from structuralism and modernism, they are in fact
actually situated within the modernism / structuralism discourse. They are therefore different
manifestations of the same discourse, focussing upon the complexity pole of one of the
principal binarisms of modernity rather than the simplicity pole. Thus the viewpoint adopted in
this thesis might seem conflicting according to many worldviews but the integrated viewpoint
adopted is considered to be coherent and makes for a richer understanding of the subject matter

3 Thus the terms ‘managers’ and ‘dominant coalition’ are used synonymously throughout the
remainder of the thesis, although it is recognised that the equation of these two terms is
simplistic..

* Principally from the operation of reward structures.

* Although it is claimed that the method is primarily post-structuralist, it also includes some
significant structuralist elements. Thus it would be perfectly possible to claim that the method is
primarily structuralist with some post-structuralist elements included within. This recognition of
such ambivalence in terminology is in perfect accord with post-structuralist philosophy.
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considered. Indeed even the dialectics inherent within structuralism (Levi-Strauss 1972) are
accepted and used in the arguments of this thesis. The development of the argument and the
reasons for using the different perspectives selected, and exclusion of other perspectives, are
explained and developed within the appropriate chapters within the thesis.

A starting point for the development of the argument concerning the changing nature and

purpose of corporate reporting must however be commenced with a consideration of the historic
development of such reporting, as an archaeology®.

1.3 The Archaeology of Corporate Reporting

It has been argued (Crowther & Carter 1998) that the world changed at the time of the
Enlightenment into one in which the individual assumed dominance. It is into this world that
modern accounting was born on the basis that there was a need to record the actions of the
individual and its effects as a basis for the planning of future action. This need was brought
about by the need for a separation of the public and private actions of an individual and the need
to record, and account for, the public actions because of the involvement of others in these
public actions. Thus the Medieval methods of bookkeeping, with the indistinguishability of
public from private actions was inappropriate to this Modern world in which Capitalist
enterprise was beginning to arise. Capitalism required the ability to precisely measure activities
and this was the founding basis of management accounting. Indeed it has been argued (Sombart
1915) that capitalism would not have been possible without the techniques of double entry
bookkeeping and its subsequent metamorphosis into management accounting. This accounting
provided the mechanism to make visible the activities of all involved in the capitalist enterprise
and to both record the effects of past actions and the expected results of future actions.

The modern world therefore saw the genesis of the modern firm as a mechanism which enabled
individuals to combine in enterprise, and to combine capital and expertise from different
individuals. It also saw the concomitant genesis of modern accounting in providing a
representation of the actions of the firm, as distinct from the individuals comprising that firm.
Thus the archacology of corporate reporting can be seen to stem from the development of the
firm as an individual entity as a means of reporting the activities of the firm to the owners of
that firm. Thus the Joint Stock Companies Act 1844 imposed upon firms the requirement to
maintain accounts and to produce a balance sheet for shareholders. It was expected that such
accounts would be published but this requirement to publish accounts was however repealed by
the Joint Stock Companies Act 1856, with such accounts being required only for the internal
purposes of the owners of the company. Nevertheless the development of the limited company
as a form of enterprise necessitated the development of corporate reporting as a means of

¢ The term archaeology is used in this thesis in the manner used by Foucault (1970), as
depicting a reconstruction and interpretation of past developments.
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communication between the managers of the company and its owners. This nced became
increasingly apparent with the increasing size of such enterprises and the concomitant divorcing
of ownership from management of such enterprises. This in turn was one of the drivers which
led to the development of accounting practice and the development of corporate reporting. Thus
by 1890 such enterprises were being accounted for on the basis of their being ‘going concerns’
as one of the main accounting principles (Newman 1979), with accounting practice being based
upon a scparation of capital from income and profits from trading, both on the basis of a
recognition of the divorcing of shareholding from management of the enterprise.

Thus by the start of the twentieth century it had been accepted that firms had a corporate
identity which was distinct from that of their owners and that such firms embodied a
presumption of immortality (Hein 1978). Alongside this was the acceptance that control of the
actions of the firm implied some liability for the effects of those actions and that the divorce of
management from ownership necessitated some protection for the owners. This was achieved
through the function of the audit of the activities of the firm and the Companies Act 1900 made
compulsory the remuneration of such auditors. Although auditors are legally employed by the
company it has never been made clear whether they are effectively employed by the
shareholders, whose interests they are expected to protect, or by the directors, who have the
managing role in the company. It is perhaps for this reason that the question of the impartiality
of auditors has remained a constant source of debate into the present.

At the turn of the century it was generally accepted that accounting served the purpose of
facilitating the relationship between managers and owners of a business, through its reporting
function, but that the general public had no right to such information (Murphy 1979). Thus the
Companies Act 1906 stated that there was no requirement for companies to produce financial
statements, although the Companies (Consolidations) Act 1908 amended this to require the
production of a profit & loss account and balance sheet. This was further amended by the
Companies Act 1929 which required the production of these, together with a directors report
and an auditors report for the AGM. Subsequent legislation has extended the reporting

requirements of companies to the format seen today’.

Such corporate reporting has however been extended in addition to the satisfying of legislative
requirements. Thus the period up to the Second World War saw an increasing use of accounting
information for analysis purposes but with an emphasis upon the income statement. This period
also saw the extension of the directors’ report to contain information about the company which
was not to be found in the financial statements, This information was however primarily
concerning the past actions of the company as the emphasis in this period remained firmly upon
the reporting of past actions as part of the relationship between the ownership and management
of the firm. It is only in the post-war period that this emphasis changed from backward looking

? This is of course a simplified depiction of the legal framework of corporate reporting and is
used to illustrate the main points of the argument rather than to be comprehensive.
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to forward looking and from inward looking to outward looking. Gilmore & Willmott (1992)
have argued that this was a reflection of the changing nature of such reporting to a focus upon
investment decision-making and the need to attract investment into the company in this period
of expansion. The emphasis remained firmly upon the needs of the company however and only
the emphasis had changed from informing existing investors to attracting new investors. Thus
Jordan (1970) was able to claim that:

“The purpose of accounting is to communicate economic messages on the results
of business decisions and events, insofar as they can be expressed in terms of
quantifiable financial data, in such a way as to achieve maximum understanding
by the user and correspondence of the message with economic reality” p139

The users of such corporate reports, although no longer only the shareholders of the company
and its managers, were however still considered to be a restricted set of the population, having
specialist knowledge of and interest in such reporting. The identification of such specialists had
however been extended to include both the accounting profession and investment professionals.
Thus Cyert & Ijiri (1974) were able to claim that;

‘Financial statements are not just statements reporting on the financial activities
and status of a corporation. They are a product of mutual interactions of three
parties: corporations, users of financial statements, and the accounting
profession.” p29

while Leach (1975) stated that:

‘In recent years there have been enormous changes in public interest in and
understanding of financial statements, The informed user of accounts today is no
longer solely the individual shareholder but equally the trained professional
acting for institutional investors and the financial news media.” pl13

Thus there was at this time a general acceptance that corporate reporting should be provided for
the knowledgeable professional rather than the individual (Mauntz & Sharif 1961) and in order
to satisfy the needs of these professionals corporate reports became more extensive in content,
with greater disclosure of financial and other information. This pressure for greater disclosure
was not however new and Mitchell (1906) argued that the accounts produced did not give an
adequate basis for shareholder judgement®. All that has changed is the perception of who the
reporting should be aimed at with a widening of the perceived intended audience from
managers and shareholders to include other professionals. There was however throughout this
time little questioning of the assumed knowledge that the financial information is the most
important part of the corporate report. The importance of the financial information contained in
the reports has changed however and Lee & Tweedie (1977) claimed that the most important
financial information contained in the report was details concerning profits, earnings and

® It is accepted that until the Companies (Consolidations) Act 1908 there was no legal
requirement to produce a profit & loss account and balance sheet and so information might have
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dividends. They equally claimed that the economic prospects of the firm are the most important
information contained in the report (Lee & Tweedie 1975) but were dismissive of the private
shareholder in recording (Lee & Tweedie 1977) that the majority read the chairman’s report but
nothing else’,

1.3.1 _ Accounting and corporate reporting

The archaeology of corporate reporting until the 1970’s is simply the archaeology of the
financial accounting aspects of reporting, as little else was considered to be of significance and
Hein (1978) identifies the steps in such developments as being (in chronological order):

e The balance sheet

e The profit and loss account

¢ Cash reporting and accounting

e Increasing disclosure of other financial information

¢ The development of the notes to accompany the balance sheet and profit and loss account

The implication of this chronology is that the development took place in a linearly temporal
manner; it is of course accepted that this is a simplification but nevertheless it can be accepted
as a model of the temporal topography of corporate reporting'®. No attention was paid to the
development of the report itself, although it was recognised that the orientation of the report had
changed from past to future and that increasing attention was being paid to the non-financial
parts of the report such as the chairman’s statement. Instead attention was given to the form of
accounting and the application of accounting principles and standards. This was reflected by the
establishment of the Accounting Standards Steering Committee in 1969'". The primary focus
for the accounting of organisations was financial accounting and this accounting was temporally
divided, for reporting purposes, into annual periods to provide the subject matter of the annual
report. This itself is of course a social construct of the modern era and Clegg, Higgins &
Spybey (1990: 61) claim that:

‘Another arbitrary - if formally rational — aspect of accounting practice is the
choice and weighting of time-frames. Profit is struck on an annual basis, and the

been inadequate. The point is to show that the desire for further information has been a
continuing theme of the discourse.

® This claim is in direct contradiction to the claim of Epstein & Pava (1993) that the majority of
investors study the income statement and the balance sheet in some detail. This difference may
reflect a change over time, a different investigative method, or a cultural difference (Epstein &
Pava conducted their study in the USA). Epstein & Pava also studied the non-financial parts of
the corporate report and found that some use was made of these also by shareholders.

191t is recognised that GAAP, accounting standards, accounting theory and reporting
expectations have developed during this period. The effect of these is fully recognised but does
not form the major focus of this thesis. Any consideration of the effect of these developments is
therefore not denied but rather considered as incidental to the arguments of this thesis.

'! This subsequently metamorphosed into the Accounting Standards Board.
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time-frame and weighting of anticipated returns can vary greatly. The financial
institutions’ scparation from, and domination of, manufacturers gives yearly
accounts a much greater salience than in countries where financial institutions are
made much more receptive to manufacturers’ requirements, and this in turn
highlights the artificial distinction between operating costs and capital outlays.’

This focus upon financial accounting as dominant for corporate reporting purposes ignores, of
course, the development of management accounting for internal control purposes. More
significantly the focus upon the activities of the firm as far as they affected only the firm itself
led to a failure to anticipate the wider use of corporate reports by other stakeholders to the firm

and the development of environmental accounting.

Equally the focus upon the development of the financial reporting aspects of corporate reporting
ignores the development of the semiotic'? of such reporting and the changing nature of this
semiotic. This lack of recognition is despite the acceptance that such reporting had changed
over time to become more forward looking, to include more non-financial information
including the chairman’s report, and to become used by a wider range of people. It is argued in
this thesis that this semiotic of corporate reporting is the most important use of such reporting
and the prime vehicle for developing an understanding of such reporting and the changed nature
of the reporting itself. Indeed the function of the semiotic is to aid social construction of
corporate activity in a way which is mediated through the semiotic (Vygotsky and Luria 1994),
in such a way that the interpretation of the reader is controlled from without by the creators of
the semiotic'. It is further argued that the lack of recognition of the semiotic of corporate
reporting has also led to a lack of exploration of the dialectics inherent in such reporting. This
thesis aims to identify these dialectics and explore them in the development of the semiotic of
corporate reporting.

This recognition of the use made of the corporate report has of course affected the way in which
the report is produced as well as the contents and format of the report itself. Thus the earliest
reports consisted merely of the financial reporting information of balance sheet, profit and loss
account and increasing amounts of analysis of such information and notes to provide greater
detail. The incorporation of the chairman’s report provided an acknowledgement that financial
information alone was insufficient to explain the actions of the company in the past and its
prospects for the future. This was then extended, in recognition of the increasing size and
complexity of organisations and the increasing divorce of investment from involvement in
management of the organisation, to provide details about the activities and plans of the
organisation. At the same time, over the last 25 years the report itself has changed from a plain
statement to an increasingly glossy product containing maps, charts and pictures in a
multicoloured production designed to have mass appeal. It is this modern form of corporate

12 The meaning and use of the term semiotic is considered in detail in chapter 4. The idea of the
scmiotic forms a central platform of the methodology used in this thesis.

' The creation, interpretation and control of this semiotic forms a main focus of study of this
thesis.
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reporting, in the way produced and used by large publicly quoted companies, which is the
subject of analysis as far as this thesis is concerned. These changes have not affected private
companies in the same way, arguably because the ownership and management of such
companies are much more closely intertwined'*,

1.3.2__ The dialectics of corporate reporting'’

From the archaeology of corporate reporting outlined above it is evident that several stages in
the format and function of corporate reporting can be identified which show an evolution of
such reporting with the passage of time. In each stage the dialectic is concerned with the
relationship between the organisation and its environment and is mediated through the
production of the annual corporate report. These stages can be classified as follows:

Stage 1: pre— 1940

This stage encompasses the period up until the Second World War and is defined by a dialectic
which recognises the distinction between the firm and its environment but chooses to ignore the
external environment. In this period corporate reporting was simply an internal transaction to
the organisation as a way of communicating between the managers and owners of the business.
Indeed the external environment was deliberately excluded from this communication. Moreover
the communication which took place was almost entirely retrospective, being simply a reporting
of past actions and results. It can be argued therefore that at this time the managers of the
organisation recognised their agency relationship with sharcholders and were fulfilling their
duty to shareholders by reporting upon their actions and the results of those actions. In Stage 1
the results from actions taken were what mattered and the report was merely deemed to be an
effective means of communicating those results to the people who needed to know.

Stage 2: 1940 1975
In this stage the firm, and the managers of the firm, chose to recognise the existence and
importance of the external environment and the need to attract inward investment. Thus the

11t is of course recognised that the reporting requirements of private companics are some what
different to those of plc’s.

13 The modern dialectic was created by Hegel (1956), whose motivation was to achieve
understanding through the dialectic method (Findlay 1958). The Hegelian dialectic flows
through history according to Hegel, who believed that we each individually arise out of our
past. Accordingly the thesis and antithesis of the dialectic also arise from the past and flow
through history towards a resolution, but need not always be evident. Indeed it is argued that
this axis of the dialectic can only become evident with hindsight but also that this recognition is
necessary before any resolution can take place. Inherent in the exploration of the dialectic of
corporate reporting in this thesis therefore is the development of an understanding of the thesis
and antithesis, as a precursor to any consideration of the resolution of the dialectic. This
dialectic method was subsequently adapted by Marx (see Cornforth 1971) into dialectical
materialism but the Kantian (1934) notion of a dialectic rather focuses upon the inherent
contradictions in all scientific principles. It is this Kantian version of dialectics which is used in
this thesis.
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orientation of the report moved towards not just current investors in the firm but also towards
potential investors. Part of the purpose of reporting in this stage therefore was to solicit
additional members of the firm, in the form of investors. This change necessitated an increasing
focus upon future prospects for the firm rather than merely a reporting of past performance. The
focus still remained predominantly upon the firm however and the sole purpose of
communicating with the external environment was not to achieve a communication with that
environment but simply to increase membership of the firm. It can be argued however that the
agency relationship between managers and shareholders had started to weaken in this stage and
that the relationship was changing so that managers now viewed their relationship as being with
any investors in the business (whether shareholder or not) rather than with the current owners of
that business. In this way the managers of the business can be described as commencing to
subvert their subordinate role, as agents to the owners, in the activities of the firm. In this stage
it was both the results of past actions and prospects (for the firm) of future actions which

mattered and the report remained merely an effective means of communication.

Stage 3: post 1975

This third stage in the development of reporting is epitomised by the most dramatic change in
corporate reporting'®. No longer was the firm seeking to communicate internally — to members
or potential members — but rather the focus was upon the external environment. Indeed no
longer did results alone matter, although still contained in the report. Instead the emphasis
changed to the future prospects of the business becoming more important than the past
performance. Thus the report now became predominantly forward looking and, perhaps more
significantly, the forward orientation is not solely upon the economic prospects of the firm but
also upon the prospects for the shareholder community in terms of rewards — both dividends
and share price increases. Additionally the report now acknowledged the rest of the stakeholder
community and sought to demonstrate corporate citizenship by commenting upon relationships
with, and benefits accruing to, employees, society, customers and the local community. Indeed
the report has tended to become not merely a communication medium but rather a mechanism
for self-promotion. Thus the actual results of the firm’s past performance were no longer of
prime importance but rather the image of the firm is what mattered and the production of the
report became the event itself, rather then merely a communication mechanism.

Thus a dialectic seems to exist in corporate performance measurement and reporting'’. It will be
argued in this thesis that this dialectic is more apparent than real'®. Nevertheless the dialectic
has changed over time as the discourse of environmental accounting has assumed prominence'®.,

16 See the 1975 publication by the Accounting Standards Steering Committee entitled “The
Corporate Report’ for an indication of this changing emphasis, affecting both form and content.
17 Although the Hegelian method is not used in this thesis, this dialectic can be seen to exist in
Hegelian terms by considering it in terms of thesis and antithesis.

'® This will be demonstrated in terms of the Kantian inconsistencies existing within the
dialectic.

' See chapters 3 onwards for evidence to support this assertion.



22

The use of this dialectic in such reporting will be considered further throughout this thesis but in
order to explore the dialectic, which has been created within the discourse of corporate
reporting, then a vehicle for its exploration is necessary. This vehicle is semiology, as
considered in chapter 4.

The dialectic of corporate reporting can therefore be considered in terms of two dimensions of
reporting ~ the internal v external dimension and the backward looking v forward looking
dimension. In terms of these two dimensions the primacy of the orientation has changed over
time - from internal to external and from backward looking to forward looking - but the
dialectic still remains that of the relationship of the firm with its external environment®®. These
issues will be considered in greater detail throughout this thesis and it will be argued that part of
the resolution of the dialectic has taken place in terms of a metamorphosis of the dialectic into

managerial motivations versus stakeholder interests.

1.3.3  The fourth stage of evolution

It is argued that the advent of wide use of the Internet as a means of communication has
changed the third stage of the archacology developed in this chapter into a fourth stage. This
stage extends the third stage by the use of this Internet technology. The increasing availability
of access to the Internet has had the effect of instigating a discourse which considers the present
and likely future impact of this means of communication upon the construction of society and
upon the lives of individual members of that society (Rushkoff 1997). This has been considered
in detail by Crowther (2000) who argued that this means of communication has a large potential
impact upon corporate reporting. This is because access to use of the Internet can redefine the
corporate landscape and change the power relationship between large corporations and
individuals. The changes in these power relationships can be profound and even revolutionary,
The technology can give individuals the ability to confront large corporations and to have their
voice heard with equal volume within the discourse facilitated by cyberspace.

This era can be argued to be the era of electronic communication and reporting. No longer is the
company bound by the requirements of paper production of its annual report, although this docs
still exist and continues to change in accordance with the outline of stage 3. Of greater
significance however is the electronic communication of the performance of the company,
which incorporates its annual report into a wider range of information concerning the company.
As in stage 3, it is the image of the company which matters, and part of that image is created

%0 This change over time however means that the Hegelian method may appear to provide an
appropriate mechanism for the exploration of the dialectics of corporate reporting. Instead
however it will be demonstrated that this Hegelian method is not appropriate as this dialectic is
a false dialectic. Instead there are other dialectics that appear, as Kantian inconsistencies, within
corporate reporting and it is the exploration of these which provide a mechanism for exploring
the purpose of corporate reporting.
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merely by its electronic presence. The nature of that presence is of greater importance however
and companies vie with each other to have more elaborate, spectacular and entertaining

websites?'.

Thus all large organisations, and most small ones, have a presence on the world wide web.
More significantly all UK plc’s make use of this technology to communicate their corporate
performance. This communication includes a repetition of their formal corporate reporting but
in the context of other information. The way in which this evolving technology can change the
argument of this thesis will be considered in detail in the final chapter of this thesis.

1.4 Corporate reporting as simulacra

The change in focus of corporate reporting over time means that the current form of reporting is
one in which the report itself is now all that matters and there is no longer any need to consider
the actual results of the firm in any detail®®, Thus it will be argued, with evidence, throughout
this thesis that these results are now incidental to the purpose of such reporting. Indeed the
forward looking nature of such reporting now means that all that is necessary for the production
of the report is that the semiotic created makes the present look better than the past, and the
future look even more attractive then the present. Indeed this semiotic has now become the
principal function of corporate reporting: such reports, or rather the semiotic inherent in such
reports, must stand favourable comparison with other reports — either past reports of the
organisation or current reports of other organisations,

In this way corporate reports can now be viewed as little more than image creation mechanisms.
The image created through the semiotic and the consumption of that image is all that remains of
corporate reporting. Thus such reports can be considered to be nothing more than simulacra
(Baudrillard 1994) which need have no bearing on anything other than themselves and no
reference point other than previous corporate reports. As long as they are consumed as real by
their recipients then this consumption suffices to legitimate their existence and disguise the
absence of any relationship with corporate activity. This maintenance of the corporate report as
simulacrum, through its consumption as real, is an essential part of the maintenance of the
dialectic in its present form, and the maintenance of the primacy of managers in organisation
hierarchies. This maintenance will be explored in detail throughout this thesis.

The structure of the rest of the thesis falls into three parts:
e A setting of the context of the research problem and the development of a methodology for
exploration

%! The changes and the effects of these changes upon both the corporate reporting landscape
and the dominant coalition within the organisation will be considered in detail in chapter 10.
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e The consideration of the effects of the discourse of environmental accounting upon
corporate reporting
¢ The consideration of other factors upon corporate reporting

These three parts develop the argument from the generally accepted reasons for corporate
reporting in terms of the accounting for and communication of performance to the central
argument of this thesis. This concerns the changed nature of corporate reporting and the reasons
for such changes with a consideration of the implications for the future. In summary the three

parts comprise the following components.

Company reporting was devised initially to make use of accounting information for the dual
purposes of providing the legal owners of the business (i¢ the shareholders) with information
concerning the activities which had been undertaken by the company, and the results of that
activity, and for the satisfaction of legal requirements regarding reporting. In this respect it was
assumed that managers acted as agents of the owners of the business and that the reporting
function of the annual accounts and report was to inform the shareholders of the actions taken
by the managers of the company on their behalf. On this basis therefore the annual report of the
company need be little more than a copy of the annual accounts together with supporting notes
to aid understanding, and indeed such reports in the early part of this century were little more
than this. In recent times however the format and content of the annual report has changed with
more information being included in the report and greater information being given concerning
the activities of the company and the actions of the managers of the company. Thus the size of
company reports has increased and the statement from the chairman has assumed a prominent
position in the report. It might be considered that this merely reflects a distancing between
ownership of the company, as vested in the shareholders, and the management of the company,
undertaken by managers who need not necessarily have any ownership of the company, with
this distancing being manifest in the need to provide greater information to the owners who no
longer have any part in the management of the company and in the taking of decisions which
will affect the future performance of that company.

In this thesis an examination of the changed nature of corporate reporting, and the changed
informational content of such reports, has been undertaken in order to arrive at an
understanding of the purpose of such reports in the context of organisational performance. At
the same time the role of accounting information in such reports, and the changes in the nature
of the use of such accounting information, must necessarily be undertaken, as corporate reports
without accounting information are incomplete documents. This consideration of the role of
accounting leads to an increased understanding of the relationship between the managers of a
company and the performance of that company, as reflected in the annual reporting of that
company.

% This is not to negate the kinds of analysis undertaken by accountants and the City analysts;
instead the point of this thesis is to focus upon the semiotic.
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In arriving at such an understanding, the role of accounting in the organisation forms an
important precursor. In chapter 2 therefore the role of accounting in an organisation is
considered and the way in which it affects organisational performance is analysed. Thus in this
chapter the role of accounting within the organisation is considered in the contexts of
facilitating the control of organisational activities by the managers of that organisation, the
facilitating of accountability of the managers of the organisation to its owners, and the role of
accounting in the strategic decision making process of the organisation. These functions of
accounting are critiqued and this leads to a consideration of the role of accounting in the
reporting of the performance of both the organisation and its management. One focus of this
chapter therefore is upon the use of accounting by the managers of the organisation and
therefore concentrates upon management accounting and upon the internal perspective of
organisational performance.

The conventional use of accounting techniques and information by organisations is founded in
the classical liberal paradigm in that it is only the effects of actions taken insofar as they affect
the organisation itself which need be taken into consideration. Accordingly accounting only
measures these effects of the actions of the organisation and ignores other effects. In terms of
the evolution of corporate reporting this was sufficient until managers perceived the need to
look outside the company membership into a wider arena. Any organisation however exists in
such a wider environment than its own membership and any actions taken by an organisation
affect other parts of that environment in addition to itself. It is a recognition of this that led to a
different discourse arising within accounting which sought to measure all the effects of the
activities of an organisation both within its own domain and without. This discourse has been
labelled under various names but in this thesis is referred to as social and environmental
accounting. Chapter 2 therefore also considers the discourse of such accounting and critiques its
implications for both accounting and for organisational reporting, One effect of this discourse is
that organisations, or more specifically the managers of those organisations, have increasingly
sought to report upon their social and environmental performance but have largely failed to
incorporate such reporting into the accounting of the organisation. Instead it tends to have been
treated as a separate aspect of organisational performance. Implicit within this treatment of the
internal and external aspects of organisational performance, it is argued, is an assumption that
good financial performance and good environmental performance are mutually exclusive and
represent different dimensions of organisational performance. Thus it becomes nccessary to
manage these two aspects of performance separately and to sacrifice performance along one
dimension for the sake of performance along the other. This leads to the establishment of a
dialectical aspect of performance which is explored throughout the remainder of the thesis.

The method chosen to explore the argument in this thesis is that of semiology and in doing so a
semiology of corporate reporting has been developed. This development of a semiology of
corporate reporting is achieved in chapters 4 ~ 8 while the dialectic is explored through both a
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semiotic analysis and a quantitative analysis of performance. In doing so a methodology needs
to be developed and justified and this methodology is developed in chapter 3, which , inter alia,
describes, and critiques, the role of semiology in analysing corporate reporting. In developing
this semiology the notion of binary opposition is explained and a set of binary opposites
developed from corporate reporting. These binary oppositions form the basis for the semiotic
analysis in this and subsequent chapters. The analysis of corporate reporting needs to be based
upon a sample of companies, for which analysis is undertaken, and in this chapter that sample is
chosen and justified, as is the time period of the longitudinal analysis under consideration.

One reason which is often given for the development of environmental reporting is the
increased power and significance of stakeholders to the organisation other than shareholders
and managers. Chapter 3 therefore also provides an argument for a model of the
multidimensionality of stakeholder foci and perspectives based upon the model developed by
Crowther (1996b). It has been further argued that these other stakeholders exert pressures upon
the organisation which cause the managers to respond through their actions, and one
manifestation of this response is an increased level of environmental reporting. In Chapter 3
therefore the role of these stakeholders is also examined in the context of their ability to act as
pressure groups. The analysis of environmental pressure groups, through the development of a
typology, indicates that pressures from this source do not arise in a way which can be expected
to affect environmental reporting®. Chapter 4 introduces quantitative evidence which is
supported by the qualitative evidence from chapter 5 concerning the role of environmental
accounting in organisational performance. Thus the metrics of performance measurement are
considered along with the role of accounting in measuring performance, while the implications
are considered in chapter 6,

In the next two chapters the emphasis shifts from that of environmental accounting to a
consideration of the outward and forward looking nature of corporate reporting. In these
chapters therefore the arguments of postmodernism are examined in the context of their
implications for organisations and their environments. This involves further exploration of the
semiology of corporate reporting through a consideration of the internal versus external binary
opposition. Furthermore the role of accounting in legitimating organisational decisions and in
supporting the managers of the organisation in their decision making is considered. This
consideration is set within the context of the rituals of organisational behaviour as legitimating
vehicles and the role of accounting in such ritual behaviour. Such legitimation of organisational
behaviour through ritual is based upon the past as sctting a precedent for the future and the
semiology of corporate reporting is extended in this chapter to an exploration of the past versus

 This analysis is supported in this chapter by an argument which resolves the focus of
pressures from stakeholders into two types — the organisational pressures of shareholders,
investors and analysts and the socictal pressures of environmentalists, citizens and socicty. This
therefore provides a justification and motivation for the polarisation of corporate reporting into
the financial versus environmental performance dialectic developed previously.
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future binary opposites within the semiotic. These arguments lead to a conclusion that the two

dimensions are not incompatible in terms of performance maximisation.

The concluding chapter of the thesis scts the analysis into context and considers the
generalisability of the arguments which have been developed. This consideration is set in the
context of the regulatory, cultural and linguistic variations between different countries and the
way in which this may impact upon the analysis. Furthermore this chapter looks at the possible
implications of the advent of Internet technology in affecting the relationship between
organisations, their managers and other stakeholders. In doing so this chapter considers the
contribution of this thesis to theory, andwhere further work would be useful in developing the
analysis in an international context but concludes that the argument and analysis and models
developed therefrom is robust as it stands,

1.5 Conclusions

In this chapter an archaeology of corporate reporting has been developed which provides an
entry point into the arguments of this thesis. Additionally the dialectics inherent in such
corporate reporting have been introduced together with the methodology to be used to examine
these dialectics. The chapter concludes with an outline of the argument to be developed in each
of the subsequent chapters of the thesis,
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Chapter 2

Measuring and Reporting Performance: The Traditional and

Environmental Discourses

2.1 Summary

This chapter presents an overview of the discourses of management accounting and
environmental accounting and their relationship to performance measurement and reporting.
The techniques of management accounting, their application and problems of organisational
behaviour in this context are examined from the viewpoints of organisational control and the
measurement and reporting of performance. These are also considered in terms of the various
perspectives on accountability, organisational structure and culture, as well as their
relationship with strategic development. The social concern evidenced in corporate reporting
has found expression in the development of a different form of accounting, known as either
social or environmental accounting'. This chapter explains the development of such
accounting from the 1970’s onwards as well as considering the main features of such
accounting. It also introduces the Gaia Hypothesis as a further aspect of the increasing concern
with the environment within society at large. Social and environmental accounting is
presented as different to traditional accounting and the problems of measuring performance in

this way are considered.

It is argued in this chapter that the discourse presents these two as incompatible accountings
which serves the needs of organisations, and their managers, in obscuring their performance
while helping present this as exceptional through the possibility of managing these different
dimensions of performance and thereby to serve the conflicting needs of different stakeholders,

2.2 The traditional discourse of accounting

2.2.1 _ Introduction

! Although the academic discourse makes a distinction between social and environmental
accounting this difference is not reflected in the discourse of corporate reporting. In this
discourse the two terms are conflated into a concern with the external environment, which is
generally termed as environmental reporting.

? This would be represented by institutional theorists as a decoupling of the respective
measures,
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Corporate reporting has an internal aspect to it in that communication is not just to the
external environment but also is internal to the organisation - that is between the managers
and sharcholders. There is however a further internal dimension to corporate reporting,
predicated in one of the principal uses of accounting information — the planning and control of
performance along with the concomitant measurement of that performance’. All firms measure
their performance and report upon those measurements, and one of the principal vehicles for
such measurement is through the use of accounting information. The reporting based upon this
measurement is used both externally by the firm in reporting its performance to its owners and
other interested parties but also internally in the control of the business and the making of
decisions which will affect the future performance of the business. It is therefore possible to
identify three distinct areas of business management for which the measurement and reporting

of performance is important. These three categories are:

e accounting, which is concerned with control in the business environment; this is an
activity which is essentially primarily concerned with the present, and immediate future,
as far as the business is concerned.

e accountability, which is concerned with the reporting of the activities and results of the
business; this activity is primarily concerned with the past®.

¢ strategic management, which is concerned with the planning of the business’s activities
and the evaluation of its subsequent performance; this activity is primarily concerned
with the future.

It is therefore possible to identify the measurement and reporting of performance for a business
as an activity which is temporally contextual, being concerned with the present time as far as
the business is concerned but also with the past, for reporting purposes, and the future, for
planning purposes. Thus although these three categories of business activity are not mutually
independent, and there is inevitably a high degree of interaction between them, it is
nevertheless possible to discern these distinct strands in the literature and so to examine them
separately, Furthermore all three categories are concerned with the activities of the firm itself
and adopt a measurement stance from that viewpoint; moreover it is an agent of the firm
which undertakes that measurement. Thus the measurement of performance for an individual
firm is based entirely upon the measurement of the effect of its activities upon itself, rather
than any recognition that the firm’s activities have an effect upon its external environment.
This stance as far as performance measurement is concerned is embedded within the implicit

assumptions of traditional accounting, stemming as it does from classical liberalism. This

? This dimension of accounting is generally referred to as management accounting. See
Crowther (1996a) for a fuller consideration of this role of management accounting.
* This category will incorporate the main purposes of financial accounting and reporting.
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conventional view of performance provides a starting point for examining the role of

accounting in the measurement and reporting of performance.

In any consideration of corporate reporting these aspects of performance cannot be ignored and
so a consideration of the role of accounting is necessary. In this section therefore these three
function of accounting measures are examined in detail. It will be apparent from this discourse
that the principal concern of the discourse is with how accounting can better act as a servant of
managers in fulfilling these functions. It is argued in this work however that these functions,
although important to organisational behaviour, actually serve the needs of managers through
the ability to use accounting information as a means of constructing organisational
performance. In the case of accounting this is achieved through technical expertise in the

mastery of the use of accounting information®,

2.2.2 _ Accounting as management control

Not only is accounting in this context concerned with the present as far as the control of the
activities of the firm are concerned, but it is also concerned primarily with the internal
activities of the firm. As far as this control of the internal activities of a business is concerned
therefore the branch of accounting which has the greatest relevance to this activity is that of
management accounting. Scapens (1984) has provided a survey of the major topics in this
area, identifying planning, cost classification, control (which he considers to be responsibility
accounting), costing and accounting for divisionalised organisations as principal areas of
concern®, Otley (1984) identifies management accounting as based largely upon micro-
economic theory and is concerned about the wider role of accounting in society. He argues that
while management accounting is largely a control process there is nevertheless a
complementary relationship between accounting systems and organisational design. He too is
concerned with the behavioural aspects of accounting and argues that, while budgetary control
is used as a major form of performance evaluation, and so budgets have an impact upon
people, it is also true that people have an impact upon budgets, including the likelihood of
individual biasing of budgets for personal benefit.

5 This technical expertise does not necessarily reside in the managers themselves, who are in
the majority not qualified accountants. Their expertise is principally in the mobilisation of the
resources of reported accounting information and the ability to call upon the expertise of the
accountants within the organisation to undertake the necessary tasks of accounting in the
required manner.

® The key concepts which he identifies are concerned with uncertainty, information costs,
behavioural aspects of accounting, and contingency theory. He argues that cost allocations are
arbitrary and lead to sub-optimality of performance, with a concentration upon short-term
decision making,
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There is general agreement that it is impossible to treat management accounting in isolation
from the organisational environment in which it operates, and that micro-economic theory of
the firm is too superficial in attempting to do so. This point is argued forcibly by Aoki (1984)
who states that the traditional economic view of the firm as a black box, with the internal
design being irrelevant, run for the benefit of the shareholders is inadequate. He further argues
that there are three groups concerned in the firm - the shareholders, the workers and the
management - and that rather than the firm being run in the sole interests of one group, the
interactions between the groups are crucial in determining the firm's behaviour. In this respect
he argues that a bargaining process, depending upon their respective power, acts as a
mechanism for resolution; he names this process ‘the collective game theory of the firm’.
Whilst recognising the importance of different stakeholders in the business and their
conflicting aims, this analysis of stakeholders is inadequate in ignoring the respective power of
these stakeholders’. The importance of power in the behaviour of the stakeholders has however
been recognised and analysed further by other writers® and this is subject to further discussion

later.

Not only is economic theory considered by some to be inadequate to describe the behaviour of
a firm but conventional accounting is also considered to be inadequate by some people. Thus
Tinker (1985) argues that conventional accounting fails to account satisfactorily for the
expropriation and reallocation of wealth between various groups of the stakeholder community
and also fails to satisfactorily account for value added and value sacrificed’. He proposes
several alternatives such as emancipatory accounting or social constituency accounting,
without satisfactorily explaining the actual mechanics of their operation. Consequently the
main value of this work is in identifying problems with current theory rather than in

suggesting alternatives.

The inadequacy of management accounting is emphasised also by Johnson and Kaplan (1987)
who argue that the role of management accounting has changed so that it is no longer relevant
to managerial needs, stating of management accounting systems:

7 When considering power in the context of a disciplinary practice of surveillance (Foucault
1977) through the use of the reporting mechanisms of accounting, it is clear that the majority
of power resides in the managers of the organisations who control and distribute this reporting
to other stakeholders in the manner they choose, It is recognised however that legislatory and
regulatory requirements provide a limit to their ability to control this information and pose
demands upon the reporting framework.

% See particularly Russell (1992) and Clegg (1989) for a consideration of and an analysis of the
distribution of power within society at large. This analysis applies equally to organisations as
micro-societies.

? He argues that these failures lead to social alienation amongst stakeholders and that there is a
nced to change accounting to meet the actual needs of society.



32

"Their original purpose of providing information to facilitate cost control and
performance measurement in hierarchical organisations has been transformed to
one of compiling costs for periodic financial statements." (p254)

They further argue that;

"More important than attempting to measure monthly or quarterly profits is
measuring and reporting a variety of non-financial indicators. The indicators
should be based on the company's strategy and include key measures of
manufacturing, marketing, and R&D success." (p256)

It is argued in this thesis that although one aspect of managerial need is that of internal control
of organisational activity and resource allocation, this is not in fact the prime need for
accounting information and that the composition of these periodic financial statements (ie
corporate reports) is necessarily the prime nced of managers. Thus it is argued that this
transformation of management accounting is actually part of the process of meeting the needs
of corporate reporting, with an inevitable, and therefore acceptable, subordination of other

roles for management accounting.

Problems with accounting generally have been highlighted by Smith (1992) who is concerned
more with financial reporting, arguing that new accounting techniques of doubtful ethical
value have been created with the intention of boosting reported profits. Examples he quotes
included changes in depreciation calculations and the introduction of brand accounting. He
highlights the differing intentions of internal and external reporting and raises the issue of
accountability, without considering who the managers of a firm should be accountable to'°.

While considerable effort was expended during the 1980's in describing the limitations of
accounting theory, this activity is relatively easy to do and it is much harder to suggest
satisfactory alternatives. Later work has been more constructive in attempting to do so. Thus
Hogarth (1993) considers the concept of behavioural decision theory in accounting,
recognising such concepts as bounded rationality, the use of heuristic rules, confirmation, and
thought as construction, from other areas of management and behavioural science. Thus
accounting thought is moving away from the mechanistic view limited to its own domain of
earlier times and secking to make use of knowledge from other arenas. Hogarth however
recognises problems with his theory and its application, while Hopper, Storey and Willmott
(1987) consider accounting from a dialectical point of view''. While broadening the arena of

191t is not the intention of this thesis to suggest the resolution of this problem of
accountability; rather it is the attention to consider the ways in which this is reflecting in
corporate reporting.

! They identify shortcomings in the traditional framework of accounting in dealing with the
treatment of distributional conflicts, tensions in management control systems and with the
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operation of management accounting to consider societal and cultural aspects of accounting,

their analysis fails to add to theory insofar as practical application is concerned.

Rappaport (1986), on the other hand, recognises problems with accounting such as the
exclusion of risk and of investment requirements from the analysis, and the problems of
ignoring the time value of money and not considering dividend policies. He goes on to
consider the concept of shareholder value and how this can be created and sustained'2 His
suggestions are related to the determination of business strategies which create value, and with
the relationship between business performance and executive compensation. He distinguishes
usefully between absolute and relative performance and suggests that it is the incremental
value of performance which is of significance. He also reminds that the criteria for the
evaluation of performance are those of validity, verifiability, controllability and
communicability. His analysis therefore recognises some of the limitations of accounting
theory but is practical rather than esoteric in suggesting courses of action to take to improve
the situation. The main problem with his analysis however is that it is a return to economic
theory in the suggestion that shareholder value is the only concern of a firm, whereas there
scems to be a general acceptance of the importance of the wider stakeholder community.

While considering the wider context in which accounting operates however it is important to
consider Chern's (1978) reminder of the forgotten assumptions of accounting, namely that the
bottom line is a measure of benefit to the organisation and that a benefit to the organisation is
also a benefit to society. It is thus important not to neglect the positive aspects of accounting as
far as organisational control is concerned and not to forget about the needs and expectations of
the owners of a business in any consideration of other stakeholders. Indeed Hofstedt (1976)
also issues a reminder that the past may not predict the future and so current paradigms, based
on the past, should not be accepted without question. Robson (1992) also provides a reminder
of some of the qualities of accounting, stating that rather than accounting being explained as
metaphor, it should be explained as inscription to enable action at a distance'®.

These practical uses of accounting, as a means of running a business, contrast with the scarch

by some writers for a philosophical base for accounting and a place for it in a wider societal

cultural and ideological specificity of accounting. At the same time they introduce into the
discourse the concept of accounting as social construction.

12 The differences in accounting, and in consequent reported results of organisational
performance between traditional accounting and accounting for shareholder value, are
considered in some detail in Crowther, Davies & Cooper (1998).

B He explains that such inscription enables the translation of elements within their context
and that viewed this way accounting has the following qualities: mobility by enabling the actor
and his setting to be divorced, stability by the use of conventions which eliminate contextual
dependencies thereby making information recognisable to all users; and combinability by
enabling the accumulating and aggregating of data.
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context. For example, Morgan (1988) considers a variety of metaphors used for accounting
such as ideology, history or language, and argues that accounting is an interpretative art. He
argues that while accountants view themselves as objective appraisers of reality, in actual fact
they construct reality in a limited and one-sided way and there is therefore a tension between

the accountant's vicw of the world and the world itself in a wider scnse.

Exploration of the use of accounting therefore seems inevitably to need to include both its
practical techniques and their application, and its use in an organisational setting. Thus there
is a necd to consider accounting information not as facts but as having a meaning, and
limitations, within the context within which it is employed. Swanson (1978) suggests that all
organisational information needs to be examined in terms of its importance to the relationship
between the organisation and its environment. He argues that much information is two-faced,
being both internally and externally based and directed and can influence therefore both
organisational self-learning and organisational self-delusion.

The search for a wider framework in which to study accounting has been undertaken by
several writers, including Laughlin (1987) who concluded that accounting systems in their
organisational contexts are technical phenomena. He therefore recommended that Critical
Theory be used as a methodology. Tinker (1988) on the other hand adopted a panglossian
approach to accounting theory, quoting Barnes (1982) who argued for a constructionist
approach. Tinker identifies the traits of ideology which pervade accounting theory and lead to
an underestimation of the consequences of factual indeterminacy, as well as an inherent
conscrvatism which favours the status quo, and a failure to deal with beneficial interests. He
considers that the key accounting theories in use are based upon agency theory and transaction
cost theory, evaluating the weakness in relying upon these theories but failing to suggest

alternatives.

The changing role of management accounting is affected by the needs for accounting
information for corporate reporting purposes and the consideration of the role, and techniques,
or management accounting is inevitable affected by this. Thus the discourse concerning the
needs for control purposes of management accounting is subordinate to this need, and
therefore considered no further in this thesis.

2.2.3  Accounting techniques in practice

Other writers have been more concerned with the practical evaluation of accounting in
operation and Mak (1989) conducted a study which demonstrated that the consistency between
different levels of control systems is related to financial performance and also that appropriate
control systems depend to some extent upon perceived environmental uncertainty. Other
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writers are more concerned with the budgetary process as an essential part of the control
mechanism'#, The involvement of organisational politics in the budgetary process is
recognised by Covalenski and Dirsmith (1986) who argue that, rather than budgeting being an
enabler of rational decision making, the budgeting process helps to construct reality and is
used as a mechanism of legitimation for intended action. The budgeting process therefore is
inextricably bound up with the behavioural aspects of an organisation and is partly concerned
with determining what action the organisation should decide to take and partly determined by
the course of action the organisation has already decided to take. The traditional view of a
linear relationship between strategy, budgeting and implementation therefore appears to be
overly simplistic and actual behaviour is more complex than theory would suggest.

In considering budgeting systems as part of the control process of an organisation it is
necessary to consider the framework in which control operates and this is identified by Otley
and Berry (1980) as having four constituents: objectives, predictive models, measures and
choices of action. Machin (1983) considers the budget to be a mechanism of the management
control system while Vickers (1967) considers that control is concerned with distinguishing
between what is and what ought to be, and taking steps towards the latter. Otley (1980) follows
his work with Berry by considering not only the constituents of a control framework but also
the need for an ability and a motivation to act. He considers the applicability of contingency
theory for the analysis of management accounting systems, particularly with regard to the
effects of technology, organisational structure and the environment. Ouchi (1979) considers
that the mechanisms of control are: market mechanisms, ie prices (both external and internal
to the firm); bureaucratic mechanisms, ie rules; and clan mechanisms, ie traditions.

The key features of budgetary control are considered by Buckley and McKenna (1972) to be: a
yardstick for comparison; the quantitative transfer of information; and formalisation. They do
however consider the motivational aspects of budgets in terms of motivational theories. This is
considered further by Briers and Hirst (1990) who argue that information can be used in a
variety of ways, and by Macintosh (1985) who considers the negative consequences of
budgeting in terms of leadership style, group dynamics and participation in the process of
budgeting. Otley and Berry (1979) argue that budgets tend to have skewed assessment of risk
and that the best estimate is not always the average. Birnbeg, Turopolec and Young (1983)
recognise the existence of uncertainty in the budgeting process and argue that accountants seek

4 Wildavsky (1975) describes budgeting as a means of translating financial resources into
human purposes, thereby focusing upon the need to have a mechanism for determining and
monitoring actual performance within an organisation. He describes the budgetary process as a
plan but states that it tends to be based largely upon the past and is mostly incremental.
Because of these problems and the involvement of the budgetary process in the politics of the
organisation he subsequently (1984) identifies a tendency amongst budget holders to ask for
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to reduce uncertainty by structuring tasks and measuring outputs. They also consider that
accountants use a variety of methods which distort the information systems, such as filtering,
smoothing and biasing information and focusing upon particular aspects. Thus the budgeting
system as part of the control process of an organisation is not a simple system and needs to be
considered in behavioural terms as well as technical and quantitative terms.

Some writers have been concerned with the rate of return as a measure of control'. In
considering the role of accounting in the control process, and the role of the control process in
the management of an organisation, it is important to recognise the purpose of management
accounting. This has been described by Emmanuel, Otley and Merchant (1985) as having
three aspects, namely: a scorecard of performance; attention directing towards significant
factors; and an aid to decision making. Kaplan (1984) suggests that cost accounting techniques
used in management accounting may no longer be relevant because of the changed nature of
firms and the much lower labour content of products. He also argues that it is apparent that

profit is being used as a means of motivating managers and evaluating short-term

resources over and above those actually required, as part of the negotiating process of reaching
budget agreement.

15 Thus Dearden (1969) evaluates return on investment as a measure of performance and
highlights both technical drawbacks (including the differing methods of transfer pricing, the
use of book values and a tendency to over-simplification) and implementation constraints
(including the difficulty of setting equitable profit objectives and the difficulty of assigning
responsibility). He therefore demonstrates the limitations to the use of ROI as a means of
evaluating divisional performance, suggesting that the use of either residual income or two-
step pricing would provide a means of overcoming these deficiencies. Emmanuel and Otley
(1976) on the other hand criticise the value of residual income as a means of evaluating
performance, arguing that not only is it possible to be evaluated only after the event but also
that there is a danger in evaluating individual divisional performances while neglecting the
total performance of the organisation, forgetting that this is the key criterion. Similarly
Emmanuel and Gee (1982) argue that transfer pricing can be a fair and neutral process while
Watson and Baumler (1975) argue that transfer pricing can either enhance differentiation or
facilitate integration in the whole organisation depending upon its use. On the other hand
Grabski (1985) considers the different transfer pricing models existing, such as the economic,
mathematical programming and behavioural models, considering their respective applicability
and concluding that they can each have different effects depending upon their mode of
application. Jarrett (1983) is concerned with the limitations of internal rate of return as a
method of evaluating performance and determining the allocation of resources. He states that
the uses of net present value (NPV) and net future value lead to different results and that the
greater uncertainty in future cash flows and the longer lives of assets lead to greater
uncertainty, and therefore to less reliability being attached to the financial information
contained in financial reporting. Scapens (1979) on the other hand suggests that maximising
economic profit leads to NPV maximising decisions and stresses the difference between
operating and investment decisions. Spicer (1988) however distinguishes between central and
diversified decisions and states the need to take into consideration incentives, risk, and
conflicts of interest. Technical limitations as well as behavioural variables therefore scem to
limit the value of accounting as a means of controlling a business and measuring its
performance. Swieringa and Weick (1987) recognise this and argue that ROI and variance
analysis are treated as aids to decision making but they can also directly affect motivation and
commitment, can induce short-termism and groupthink, and can also eliminate options as well
as articulating them,



37

performance, and therefore there is a need for new measures of performance. This point is
reiterated by Govindarajan and Gupta (1985) who maintain that long run criteria contribute to
organisational effectiveness rather than short-term criteria. On the other hand the use of
capital budgeting techniques as a long-term performance measure does not necessarily

facilitate long term performance'®,

The discourse surrounding the application of accounting techniques in practice is extensive
and continuous; the preceding examples are only a part of that discourse and are included for
illustrative purposes. It is argued here that while this discourse continues it serves to create a
level of distraction which obscures the way in which management accounting itself has been
subverted to serve the needs of corporate reporting. There is an inevitable encouragement in
the prolonging of this discourse concerning the practical application of accounting techniques
from organisations. This encouragement comes both from the accounting profession itself, in
the mistaken belief (Carter & Crowther 1998) that technical expertise enhances the status of
the profession, and from managers, in the belief that this transfers attention from the

subversion of organisational accounting,

224  Accounting in an organisational context

It seems apparent therefore that there is a need to consider the role of accounting and
accounting systems in the management of organisations both mechanistically and contextually.
This point is made by Hopwood (1983), who considers the difficulties of accounting in terms
of the context in which it operates. He identifies factors such as competing interpretations of
the accounting for events, and tensions between the different facets of an organisation, as well
as arguing that accounting attempts to fulfil both reflective and constitutive roles, and that
difficulty is created by the external origins of internal accounting. Spicer and Ballew (1983)
argue that organisational structure is a significant determinant of the effectiveness of
management accounting and control systems because structure can affect the following:
information transfer needs within the firm; the need for internal governance structures, such as
transfer pricing rules; the level of formal and informal participation within the firm; and the
ability of firm members to scek personal goals contrary to organisational goals. Marcus and
PfefTer (1983) consider power to be important to the effectiveness of accounting and control
systems, which they state can be implemented more easily if they are consistent with other
sources of power, the dominant organisational culture and paradigm, and shared judgements
about technical certainty and goal congruence.

'é This point is made by Lister (1984) and repcated by Haka, Gordon and Pinches (1985) who
state that sophisticated capital budgeting techniques do not necessarily lead to superior
performance.
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In an empirical study of management accounting systems following take-overs or mergers
Jones (1985) identified these factors as being integral to the successful absorption of the
companies taken over or merged, but having dysfunctional aspects concerning personal stress
levels and resistance. Hedberg and Jonsson (1978) argue that organisations have fixed
repertoires of behavioural programs and that the accounting information system filters away
conflicts and ambiguities, and therefore kills initiative, while Dermer (1988) argues that the
control exercised by managers is limited because of the organisations rules and underlying
beliefs and behaviours. Gordon and Miller (1976) argue that accounting information systems
need to consider the wider environment and take into consideration not just accounting
information but also environmental information, organisational attributes and managerial
decision making styles. Argyris (1990) argues that people are involved in the control process
and that they use the human theory of control rather than technical theories and this can
inhibit the operation of the control process. Simons (1964) however states that the control
system can not only help implement strategy but can also aid in the strategy formulation

process.

The role of accounting in organisational performance cannot therefore be explored without a
consideration of the people involved in the control process and the effects of accounting
systems on their behaviour, and vice versa. The main people involved with the control of an
organisation are its managers. In large organisations the management of the business is
normally divorced from its ownership and Williamson (1970) considers that this hinders its
control and decision making processes and leads to internal inefficiencies. It also raises the
question of executive remuneration and its link to performance'’. Other features of large
organisations of concern to Williamson are resource allocation and the social costs of
conglomeration. These questions of ownership, control and resource allocation must however
be considered in the context of where power resides within the organisational decision making

process.

One factor of importance to all organisations however, which comes from its control system, is
the factor of performance evaluation. To evaluate performance it is necessary to measure
performance and Churchman (1967) states that measurement needs the following components:
language to express results; specification of objects to which the results will apply;
standardisation for transferability between organisations or over time; and accuracy and

- control to permit evaluation. Accounting information inevitably has a role to play in the
evaluation of performance but Govindarajan (1984) suggests that a strong fit between
environmental uncertainty and performance evaluation style is associated with higher business

'7 Executive remuneration schemes are outside the scope of this thesis.
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unit performance and the higher the level of environmental uncertainty the more subjective
will be the approach to evaluation. As long ago as 1956 Ridgway considered the dysfunctional
aspects of performance measurement and suggested that the use of purely quantitative
measures of performance led to undesirable consequences for organisational performance'®,

Considerations of the role of accounting in the control of business operations therefore can be
seen to be concerned with both the appropriateness of the use of accounting for such control
and on the appropriateness of particular techniques in the control process. The discourse
however recognises that accounting in isolation is insufficient for the control of business
operations and that the context in which accounting is used is also important to the
effectiveness of its use. Indeed the context determines just how accounting information is used,
either within the organisation or externally to that organisation. There is a general recognition
in the discourse that accounting and people are inseparable in any consideration of
organisational decision making and performance, with each affecting the other. There is
however an implicit assumption of agency theory insofar as it is assumed that all managers in
a firm are seeking to maximise benefit for the owners of the business and the discourse need
only be concerned with how best to achieve this. This discourse is broadened by a
consideration of the firm in terms of its wider stakeholder community in terms of issues of

accountability.

2.2.5  Accountability

In addition to accounting for the activities of an organisation, with its attendant problems
previously discussed, it is necessary that an organisation reports on its activities. This is
necessary not just to satisfy statutory requirements but also to inform the owners of the

business, and other investors, who are increasingly divorced from the management of the

18 Various investigations have been undertaken into the actual practice of organisations
concerning performance measurement and evaluation. Thus Fitzgerald, Johnston, Brignall,
Silvestro and Voss (1991) considered service businesses and suggested that business unit
performance needs to be measured in relation to the objectives identified in the planning
process. A variety of measures were used and were linked to the competitive environment, the
service type, business strategy and the motivation and reward structure. Davis, Coates,
Emmanuel, Longden and Stacey (1992) considered multinational companies and found that a
variety of financial and non-financial measures were in use, linked to organisational culture,
but suggested that these measures could result in risk minimising behaviour and short term
decision making rather than optimal behaviour. Jackson (1986) considered the public sector
and identified difficulties in setting measures appropriate to consumer needs but sufficiently
standardised to be implemented. It therefore appears that a variety of performance measures
are used and that there is widespread recognition of the need to link these to the strategy of the
organisation and to the needs of the stakeholder community. It is also recognised that this is a
difTicult process which has not necessarily been adequately addressed.
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business in larger organisations, what has happened in the business and how it has performed.
There is also increasingly a perceived need to report upon the activities and plans of the
organisation to a much wider community of stakeholders and to thereby place the organisation
within a community and societal setting. Such reporting naturally is based upon the past
actions of the organisation, as it is only activity which has taken place which can be reported
upon, although such reporting also is concerned with the present and with plans for the
future'®. Nevertheless this aspect of performance is predominantly backwards looking, and is
based upon financial accounting rather than management accounting. Furthermore this aspect
of performance is concerned primarily with the representation of the organisation to its

external environment and so has an outward focus, rather than the internal focus of control.

Reporting therefore, as far as an organisation is concerned, is partly concerned with its
accountability and partly with satisfying its informative and public relations needs; in any
event reporting is concerned with the performance of the organisation both in the immediate
past and planned for the immediate future, Beaver (1989) has identified some changing trends
in reporting and highlights a rapid growth in reporting requirements and changes in existing
requirements, with less emphasis on earnings and more on soft data and a greater emphasis on
disclosure®, Eccles (1991) concurs and states that there has been a shift from treating
financial figures as the foundation of performance measurement to treating them as part of a
broader range of measures. He warns however that this change in reporting requircments
needs a new information architecture and also that there is danger in publishing too much

information as this can give assistance to an organisation's competitors.

Lee and Parker (1979) trace the development of financial reporting and view the changes
which have taken place as being due to the influences of pressure groups rather than the
legislative framework, which they consider to be reactive rather than prescriptive. Aryana
(1979) concurs with this interpretation of the influence of pressure groups on the changing
reporting of organisational activity and states:

"The development of data (provided by accountants) is affected by the conflicting
interests of its suppliers (management), its consumers (mainly shareholders and
creditors), regulatory agencies and accounting bodies." (p267)

McDonald and Puxty (1979) on the other hand maintain that companies are no longer the
instruments of sharcholders alone but exist within society and so therefore have
responsibilities to that society, and that there is therefore a shift towards the greater

19 See Crowther (1996b) for a detailed consideration of accounting’s use in this respect.

% He claims that there has been a shift from an economic view of income to an informational
perspective with a recognition of social implications of an organisation's activities, a distinctly
different perspective from that of Lee & Tweedie (1975).
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accountability of companies to all participants. Recognition of the rights of all stakeholders
and the duty of a business to be accountable in this wider context therefore has been a
relatively recent phenomenon and the economic view of accountability only to owners has only

recently been subject to debate to any considerable extent.

Purdy (1983) identifies that not only is there pressure for a general review of corporate
reporting but that there have been new types of accounting responding to this pressure. Among
others he mentions the treatment of cash flow accounting, the distribution to different groups,
and the reporting of organisational activity in terms of value added. He discerns two worrying
trends however in the subordination of shareholders’ rights to the needs of the company and its
survival, and in the tendency for this to lead to short term satisficing and risk reduction rather
than to profit maximisation. This implicit assumption that profit maximisation is, or should
be, the aim of a firm is a return to neo-classical economic theory and it is worth remembering
that Clark (1957) pointed out that profit maximisation is a difficult concept to define, leaving
room for the incorporation of good citizenship, when he stated:

"Corporate business must still consider profits, and it has an obligation to do as
well by its equity investors as it reasonably can. But when economic theorists
describe business as 'maximising profits' they are indulging in an impossible and
unrealistic degree of precision. The further a firm's policies extend into the
future, the less certain can it be just what policy will precisely 'maximise profits'.
The company is more likely to be consciously concerned with reasonably assured
survival as a paramount aim, and beyond this, to formulate its governing policies
in terms of some such concept as 'sound business', usually contributing to
healthy growth....

Where there is this margin of uncertainty as to precisely what policy would
'maximise profits’, there is room for management to give the benefit of the doubt
to policies that represent good economic citizenship, And it seems that an
increasing number of managements are giving increasing weight to this kind of
consideration.” (p218)

The dcbate about profit maximisation was considerable among economists during this period
with Baumol (1959), Cyert & March (1963) and Williamson (1967) being among writers
considering the problems of profit maximisation, Others (eg Robinson 1964) argued that firms

were not necessarily profit maximisers in all circumstances.

As far as reporting is concerned however Bell (1984) found by using an experimental
methodology that the form of presentation does affect the confidence that decision makers have
in their judgement of company performance. He found that quantification adds weight to their
confidence, thereby demonstrating that while soft issues might be increasing in importance
there is still a need for hard accounting data. Bhaskar and McNamee (1983) suggest that
organisations have multiple objectives in performance evaluation and reporting and that these
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are fundamentally irreconcilable and so proxy goals and measures are used as surrogates®'.
Changing information needs and the use of surrogate measures and goals were found to be a
feature of non-profit organisations by Greenberg and Nunamaker (1987) who state

"Without a doubt, the use of multiple performance measures in evaluating and
controlling non profit activities is commonplace. These multiple measures can
be viewed as short-run objectives in themselves, or as surrogates for more ill-
defined non-measurable goals." (p332)

They also make the point that performance evaluation starts with the determination of what
constitutes a good performance. Laughlin and Puxty (1983) adopt a worldview stance and
consider the different viewpoints of the users of information and the providers of information,
suggesting that problems are caused by the different viewpoints of these two distinct classes.

This need to recognise that people are involved in the reporting process and in the accounting
process as well as in the running of organisations is explored at length by Hopwood (1974)
who is concerned with the behavioural implications of accounting for control and for
performance evaluation. He states that accounting systems are just one way of processing
information, maintaining that the accounting function is influenced by the needs and attitudes
of the individuals involved as well as by group processes and pressures from the wider social
and economic environment. He argues that while accounting data is used for the evaluation of
performance, different approaches can have different effects and lead to different conclusions
being drawn. He also argues that budgetary targets can lead to a satisficing tendency and that
controls can lead to defensive behaviour, whereas participation can lead to greater satisfaction
and increased performance, and social factors can influence behaviour as much as
organisational rules. His thesis therefore is that human beings are inextricably involved in the
control and reporting processes and that these processes cannot be studied other than within
this context. Thus in this way the arguments from economics made by Baumol (1959), Cyert &
March (1963) et al have been transferred from the domain of economics to the domain of

accounting,

2.2.6 __ The accountability of complex organisations

The point concerning the involvement of people in the reporting processes of organisations is
made also by Mitroff (1983), who examines the firm from a stakeholder perspective, He states
that the assumption that the behaviour of organisations can be understood in terms of a

2! They suggest that these multiple objectives are reflected in the new information needs of
users of information thereby leading to changes in the types of data collected and analytical
tools used.
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relatively small number of internal and external stakeholders is too simplistic, as is the
assumption that stakeholder behaviour can be understood in terms of economic properties™.
His Jungian exploration of the behaviour of individuals in the measurement and reporting of
organisational performance is significant in providing a motivation for managerial behaviour.
Whether this Jungian explanation of behaviour is accepted or not however, it is important to
remember that, just as organisations are complex due to their composition of individual
people, so too are individuals who are not uni-dimensional but rather are complex and
unpredictable in their behaviour and motivation and that this has implications for
organisational control and reporting.

In contrast Williamson (1975) considers organisations to be complex due to their size, which
leads to uncertainty, bounded rationality and information impactedness*. He argues that the
extent of these factors determines the likelihood of organisational failure and that there are
organisational limits to the size of a firm brought about by such factors as diseconomies of
scale, communication distortion and bureaucratic insularity. He states that multidivisionalism
is a method of overcoming this but that there are still limits to size because of difficulties of
communication, resource allocation and lack of entrepreneurial opportunities. He argues
therefore that organic growth beyond a certain size leads to failure, thereby limiting the
effective size of a firm. In fact it is argued here that this organisational failure framework
provides one further mechanism by which the effect of the needs of corporate reporting upon

accounting can be explained.

While businesses are complex organisations, because of the human element of their
composition, it is nevertheless still a fact that organisations, as businesses, continue to exist
and function and that there remains a need to account for their behaviour, evaluate their
performance and report upon it. In order to evaluate performance it is necessary to determine
the constituents of good performance and the use of performance indicators as a means of
determining this is increasing in importance, Oakland (1989) reminds that to be useful a
performance indicator must be measurable, relevant and important to the organisation's
performance. Such indicators must also be meaningful to anyone seeking to evaluate
performance and the cost of obtaining the information must not outweigh its value. Brewster
(1994) makes the point that it is not a simple process to identify good performance indicators

22 See Wildavsky (1984) and Birnbeg et al (1983), inter alia, referred to previously.

B He argues that Jungian analysis shows that each individual is not a single stakeholder but
rather a complex of multiple stakeholders in terms of archetypes and ego-types, each
responding differently. He therefore argues that managerial behaviour is determined by these
internal-to-the-psyche stakeholders and their interplay, which exerts influence upon the
behaviour of individuals, both as individuals and as members of groups, organisations,
businesses and society.

24 This concept is developed within his Organisational Failure Framework.
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and that a comparative measure against the performance of other organisations can give

misleading signals and cause resources to be focused on the wrong things.

In measuring performance, while it is evident that the interests of the wider stakeholder
community are of increasing concern, it is nevertheless important that the interests of the
owners of a business, ie the shareholders, are not neglected because these owners expect some
return on their investment commensurate with the level of risk to which they are exposed.
Rappaport (1992) challenges the assumption that stock market prices, as a measure of
shareholder return, are dependent upon short term results, stating that

"...managers continue to believe that stock prices are driven by short term
accounting numbers despite research evidence to the contrary”. (p89)

He considers that stock market value in the long term is dependent upon achieving competitive
advantage and states:

"Maximum returns for current shareholders will materialise only when
managers maximise long term shareholder value and deliver interim results that
attest credibility to the sustainability of competitive advantage." (p90)

He identifies the perceived conflict between achieving competitive advantage and creating
shareholder value when he states

"Increasingly, companies are becoming polarised into two camps: those who
consider shareholder value the key to managing the company and those who put
their faith in gaining competitive advantage." (p85)

but challenges this assumption, stating

"Long term productivity lies at the root of both sustainable competitive
advantage and consistent results for the shareholder.” (p86)

Nevertheless for him the performance of a company is evaluated solely in terms of shareholder
value®,

A different perspective upon performance evaluation has been proposed by Kaplan and Norton
(1992) with the development of their balanced scorecard approach. They argue that traditional

% He had made this point previously in 1981 when he considered the limitations of accounting
techniques such as ROI and earnings per share as a way of evaluating company strategy. He
argued that a sharcholder value approach, based upon discounted cash flow analysis, was the
correct way of evaluating alternative company strategies, stating that the ultimate test of a
corporate plan was whether it creates value for the shareholders and that this was the sole
method for evaluating performance.
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measurement systems in organisation are based upon the finance function and so have a
control bias but that the balanced scorecard puts strategy and vision at the centre. They
identify four components of the balanced scorecard, each of equal importance, and each having
associated goals and measures®, They argue (1993) that measurement is an integral part of
strategy, stating

" Today's managers recognise the impact that measures have on performance.
But they rarely think of measurement as an essential part of their strategy. For
example, executives may introduce new strategies and innovative operating
processes intended to achieve breakthrough performance, then continue to use
the same short-term financial indicators they have used for decades, measures
like return on investment, sales growth, and operating income."

(p135)

and

"Effective measurement, however, must be an integral part of the management
process.” (p136)

They maintain that the balanced scorecard is a way of evaluating performance which
recognises all the factors affecting performance and it is certainly true that an external
perspective, in the shape of customers, is included in this framework which is sadly lacking
from Rappaport's shareholder value analysis.

This discourse is predicated on the assumption that accountability is only to the owners of the
business and fails to consider accountability in a wider context. Moreover the discourse makes
the assumption that accountability can be achieved through the reporting of performance in
accounting terms without recognising one of the main points surrounding the central argument
of this thesis, that such accounting has ceased to have a major significance in the reporting of
organisation performance.

2.2.7  Accountability in a wider context

The evaluation of performance is however partly concerned with the measurement of
performance and partly with the reporting of that performance, and with the greater
importance being given to social accountability the changing reporting needs of an
organisation are also being recognised. Thus Birnbeg (1980) states that accounting is

% The four components are: financial perspective - how docs the firm look to shareholders;
customer perspective - how do customers perceive the firm; internal business perspective «
what must the firm excel at; and innovation and learning perspective - can the firm continue to
improve and create value.
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attempting to supply various diverse groups, with different needs for information, and that
there is a need for several distinct types of accounting to perform such a function. Similarly
Gray (1992) considers the limitations of the traditional economic base for accounting and
questions some of its premises such as: the desirability of growth; the existence of rational
economic man; the exclusion of altruism; and the ignoring of the way in which wealth is
distributed. He argues that there is a need for a new paradigm with the environment being
considered as part of the firm rather than as an externality and with sustainability and the use
of primary resources being given increased weighting. Rubenstein (1992) goes further and
argues that there is a need for a new social contract between a business and the stakeholders to
which it is accountable, and for a business mission which recognises that some things go

beyond accounting.

Monks and Minow (1991) consider that power is an essential component of accountability and
that corporations are externalising machines suited to self-preservation. They therefore argue
that when faced with conflicting pressures a company will act in the interests of self-
preservation with lower risk but less benefit being chosen. They also argue that the power of
businesses is increasingly being consolidated into the hands of the executives rather than
owners and that social accountability is not a feature of such organisations®’.

Different perspectives therefore exist concerning the extent of disclosure of performance data,
the need for reporting and the framework in which such reporting takes place. These differing
perspectives however all evaluate practice from a particular viewpoint rather than from the
multiple perspective stance of addressing the needs of multiple groups of stakeholders. There
is recognition that these different groups require different information and that this poses a
problem for accounting and for reporting, but little consideration has been given to an analysis
of this problem and ways of its resolution. The various suggestions noted regarding different
methods of accounting all seek to satisfy one viewpoint and perceived need at the expense of
others. Organisations attempting this task of meeting differing requirements need to consider
first their own position in the community and the values upon which they are founded. This
was recognised by Selznick (1957) who stated:

2 Taylor (1989) on the other hand considers local authorities and the framework in which
they operate, arguing that rather than the conventional trustee or user needs models in
existence a world view conceptual model is appropriate. He argues that this model gives a
social perspective and understands the individual as a member of society rather than seeking to
understand the societal processes as a result of individual processes. Ogden and Bougen (1985)
consider the disclosure of accounting information to trade unions and state that different
conceptualisations of the relationship between management and employees can generate
different conclusions regarding the disclosure of accounting information during industrial
relations bargaining, They argue that increased disclosure can lead to reduced opposition from
employees, greater commitment and loyalty and increased legitimacy for intended action.
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"Truly accepted values must infuse the organisation at many levels, affecting the
perspective and attitudes of personnel, the relative importance of staff activities,
the distribution of authority, relations with outside groups, and many other
matters. Thus if a large corporation asserts the wish to change its role in the
community from a narrow emphasis on profit-making to a large social
responsibility (even though the ultimate goal remains some combination of
survival and profit-making ability), it must explore the implications of such a
change for decision making in a wide variety of organisational activities."
(p136)

The ethical implications of a firm's behaviour were considered by McCoy (1985) who

considers ethics to be at the core of business behaviour, He states:

"Dealing with values requires continual monitoring of the surrounding
environment, weighing alternative courses of action, balancing and (when
possible) integrating conflicting responsibilities, setting priorities among
competing goals, and establishing criteria for defining and evaluating
performance. Along with these goes learning ways to bring this ethical reflection
directly and fully into the processes by which policy is made, implemented, and
evaluated. Increasingly, skills in dealing with values as integral components of
performance and policy-making are being recognised as central for effective
management in a society and a world undergoing rapid change." (p87)

The way in which a business performs in terms of its ethical behaviour, and identified place in
society as a whole, is determined by its relationship with its stakeholder community. It is also
to some extent determined by, as well as to some extent determining, the culture of the
organisation. Kotter and Heskett (1992) consider corporate culture and show how this can lead
to good business performance but also to bad business performance and a lack of ability to
change to match changing environmental conditions. They consider that effective leadership is
crucial to success. Success, like good performance, is always of course a subjective construct

depending upon the perspective of the evaluator,
Nevertheless business performance is dependent not only upon such factors as the accounting

systems and behavioural aspects of organisational behaviour but more crucially upon the
planning aspects of organisational behaviour, and this is the role of strategic management.

2.2.8  Strategic Management

Strategy is concerned with planning and Ackoff (1974) identified the principles of planning as
being participative, holistic and continuous. Planning is by its nature a future oriented activity
but planning for that future depends upon, inter alia, an understanding of the present.
Accounting information, based upon the measurement and reporting of performance in the
present and recent past, gives a basis to that understanding that is both quantified and
determinate. Planning is however also concerned with the control of an organisation, and it is

assumed that managers are in control of the organisation, which functions as a cybernetic
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system. Dermer (1986) however argues that this managerial control is an illusion and that the
cybernetic model needs revising. He argues that the existence of multi-interest groups
necessitates a multi-rational approach and that political relationships within the organisation
are important. Mason and Swanson (1979) argue for a systems approach to understanding
organisational behaviour with information being influential as well as informative. They argue
that this systems approach leads to three levels of planning and measurement for the
organisation: at the organisational level, the individual level and the societal level. Dermer
(1988) defines organisational order as a sustained pattern of behaviours and beliefs, and argues
in favour of a pluralistic model of the organisation®.

Organisations are therefore generally considered to be complex and individualistic, being a
composite of the various interests interacting, and made up of people. Attempts have however
been made to categorise organisations according to their manifest patterns of behaviour and
Miles and Snow (1978) believe that organisations can be grouped into four distinct types
depending upon the adaptive behaviour used to maintain an effective alignment with their
environment. The basic ideas which lead to this categorisation are that organisations act to
create their environment, management's strategic choices shape the structure and processes of
the organisation, and structure and process constrain strategy, so that organisational behaviour
is based upon the strategic choices made by managers. They describe the process of
organisational adaptation as being concerned with the solving of three problems: the
entrepreneurial problem which is concerned with the acceptance of the product and market
domains of the organisation; the engineering problem which is concerned with the creation of
systems of control for the organisation; and the administrative problem which is concerned
with reducing uncertainty, Based upon these premises they identify four types of organisation:

defenders, prospectors, analysers and reactors®,

2 He identifies the key elements of this model as leadership (ie management), citizenship (ie
the various stakeholders), institutions (the formal and informal patterns of relating) and
ideologies (the patterns of belief). He argues that the system of control for such an organisation
consists of four components: managerially imposed regulations; self-regulatory activities; co-
operation sufficient to permit commonalty rather than goal attainment; and a fit which implies
accommodation among the various interest groups.

® According to Miles & Snow (1978) defenders perceive the environment as stable, are
finance and production dominated and aim to grow incrementally through market penetration.
For them planning is concerned with problem solving and performance evaluation is achieved
by comparing present performance with that of previous time periods. Prospectors are
concerned with finding and exploiting new product and market opportunities and they are
creators of change. They are people centred with a low degree of structural formalisation, and
marketing and research and development are the dominant functions. Planning is concerned
with problem finding and performance evaluation is achieved by comparison with similar
organisations. Analysers are followers of change rather than initiators and undertake extensive
market surveillance to achieve this. They tend to operate a matrix structure with marketing
and production being the dominant functions. Planning for these organisations is all important
and therefore intensive and comprehensive, and performance evaluation tends to be by means
of comparison of actual performance against plans and budgets. Reactors, the final grouping,
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This analysis shows the importance to the organisation of awareness of the external
environment and of the need to handle the uncertainty of this environment in a definite way. It
suggests that there are a variety of ways of doing so, but that the organisation's structure must
fit its strategy, which must in turn be aligned to the environment™.

These analyses tend to suggest that strategic management needs to be flexible and responsive
but that planning is at the core of successful strategic management. Mintzberg (1994) however
suggests that although planning is perceived to be necessary in order to control and co-
ordinate activities and to ensure that the future is taken into account, in actual fact strategic
planning, as an activity, is of no benefit to an organisation in developing its strategy for
dealing with the future but rather has a limited role in explaining the present’. His position is
very much against the formal planning process as a means of determining the strategy of an
organisation. This position was previously adopted by Peters and Waterman (1982) who
claimed that, as man is not rational, a rational model of the organisation is not appropriate®?.
Goold and Quinn (1990) examine the strategic control process and suggest that a formal
control process has both advantages and disadvantages. Advantages which they suggest
include: it forces greater realism into the planning process; it encourages higher standards of
performance; it defines responsibilities; and it provides motivation for business unit managers.

Disadvantages include: inflexibility in responding to the environment; the possibility of

tend not to have a clearly articulated strategy and the strategy - structure relationship does not
change to meet changing environmental conditions. They are therefore viewed as unsuccessful
organisations, with failure being their ultimate destination,

30 This point is made also by Clegg and Fitter (1981) who identify, via a case study
methodology, that problems within an organisation stem from the structure of that
organisation being unable to cope with the environmental uncertainty and from inappropriate
managerial responses and choices.

3! He identifies various problems for the planning function regarding the information available
and suggests that hard information is limited in scope, much information is too aggregated to
be of value and that generally information is too unreliable and arrives too late to be of use for
planning. He also identifies various pitfalls for the planning process, including: planning tends
to be incremental; it ignores or cannot cope with discontinuities; it is inflexible and constrains
freedom of action; it can lead to a lack of commitment from managers excluded from the
planning process; and it substitutes calculation for commitment. Mintzberg suggests that
although strategy may be a plan it is more than this, including a pattern (therefore including
emergent strategies) and a perspective and thus not able to be formally composed from a
rigorous planning system.

32 This is because: the analytical approach is abstract and heartless and has an in-built
conservative bias; it is negative in outlook, abhors mistakes and denigrates the importance of
values; it lcaves no place for internal competition and does not value experimentation. They
argue that success is achieved by managing ambiguity and paradox, tolerating failure,
allowing organisational fluidity and evolution, and accepting the importance of culture. They
argue their case by means of examples of successful companies, but with the benefit of
hindsight it can be seen that this success was ephemeral rather than sustainable and a more
rigorous approach to understanding sustainable strategic success is needed.
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misdirection of motivation and resources towards wrong goals; and added cost and
bureaucracy to the control process.

2.29 Planning, control and strategic determination

There is considerable doubt therefore concerning the value of planning as a formal process for
strategic management. The question of evaluating strategic performance is equally subject to
debate and Chakravarthy (1986) suggests that traditional measures of performance based upon
profitability are inadequate for evaluating strategic performance®®, Kimberley, Norling and
Weiss (1983) also make this point and argue that traditional measures do not necessarily even
measure some aspects of performance and can certainly lead to inadequate and misleading
evaluations of performance. They state that:

"Traditional perspectives on performance tend to ignore the fact that
organisations also perform in other, less observable arenas. Their performance in
these arenas may in some cases be more powerful shapers of future possibilities
than how they measure up on traditional criteria. And, paradoxically competence
in the Iess observable arenas may be interpreted as incompetence by those whose
judgements are based solely on traditional criteria. Particularly in the case of
organisations serving the interests of more than one group where power is not
highly skewed and orientations diverge, the ability to develop and maintain a
variety of relationships in the context of diverse and perhaps contradictory
pressure is critical yet not necessarily visible to the external observer." (p251)

It appears therefore that it is difficult to identify the determinants of the level of performance
of an organisation® and this point is made by Child (1974, 1975) who examines both the
universality theory and the contingency theory of organisational behaviour and finds support
for both theories.

Kay (1993) considers organisational performance in terms of added value and suggests
measures such as comparison of historic and current costs, measurement of shareholder value
and cash flow, and capital costs and the equivalence of financial measures of performance. He
argues that strategy involves identifying a firm's distinctive capabilities and applying them to
appropriate markets®, Stacey (1991) on the other hand argues that business organisations are

33 He argues that, rather than using conventional financially based measures, use should be
made of alternative measures, and he suggests composite measures. He also suggests that
rather than the conventional perspective of market based evaluation of performance,
alternative perspectives are needed which recognise the need to satisfy multiple stakeholders.
34 This difficulty arises for a variety of reasons but primarily because of the need to satisfy the
differing nceds of a diverse group of stakeholders.

3 He also argues that strategy concerns the relationship between the firm and its competitors,
customers and suppliers and that strategic management therefore needs an external focus
rather than the internal focus of a planning model.
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feedback mechanisms and that parameters in the performance feedback mechanism need to
take account of instability as well as stability, irregularity and random shocks, adapting to as
well as shaping customer requirements, and an awareness that small changes escalate over
time™,

Any theory of organisational behaviour however must take into account the fact that
organisations consist of people, who plan, control and manage a business and also interact
with each other. Likert (1967) recognises this in advocating a recognition of the human
element of management while Ouchi (1981) advocates a change in management style to
include communication, involvement of people, and trust in relationships, suggesting that

while these were present in the best run American companies they were missing from others®’.

In studying managerial work Mintzberg (1973) describes it as "characterised by brevity,
variety and fragmentation”. He describes the basic purpose of management as: to ensure
efficient production, to design and maintain stability and to act as an informational link
between the organisation and its environment, thereby ensuring that the organisation serves

the ends of its owners™,

Kotter and Heskett (1992) identified four factors which shape managerial behaviour: the
competitive and regulatory environment; leadership and its efforts to articulate and implement
a business vision and strategy; the formal structure, systems, plans and policies of the
organisation; and the corporate culture. They describe culture as consisting of shared values

% He argues that rather than the traditional mechanistic, organic or power models of an
organisation what is needed is the scientific chaos model. This model he claims recognises the
following factors: complex patterns of behaviour; extreme sensitivity to change; hidden
patterns; chaos is essential to innovation; and innovation emerges at critical points in the life
cycle of the organisation. The implications of this model for strategic planning are that: long
term financial models are of little value; probabilistic models only help in the short term; long
term forecasts and simulations are impossible; long term plans make no contribution to the
business; and short interval control is vital. This model would seem to imply a total refutation
of the value of planning and while it is true that plans become less reliable the further into the
future they are projected this does not necessarily equate with their being valueless.
Nevertheless a recognition of the existence of unpredictable events and behaviours is important
and this scems to be the real value of chaos theory to organisational management and
planning.

*7 He labelled this theory as Theory Z to distinguish it from, and imply its superseding of,
Theories X and Y of McGregor (1960) concerning human behaviour, and implying that there
was a logical progression in understanding human behaviour in the work place from theory X
toYtoZ

3% He identified three types of role for the manager - the interpersonal, informational and
decisional roles - and subdivided these into eleven job types, arguing that the manager needed
to fulfil each of these roles at various points in his work. He also suggested ways to manage
more efTiciently, including the sharing of information, ensuring the role taken fits the
situation, and dealing with coalitions, thereby recognising that that manager must deal with
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and behavioural practices and argue that the fit between culture and business context
determines the performance of an organisation. They cite research which demonstrates a
fourfold increase in performance as far as revenue growth is concerned and a twelve fold
increase in performance as far as stock price growth is concerned for firms which have
performance enhancing cultures as compared with those which do not. The importance of
culture is also stressed by Hampden-Turner (1990) who considers also that an organisation's
culture can either enhance performance or destroy performance depending upon how it

operates in the organisation,

2.2.10 _Culture, strategy and control

While culture is considered by these writers as being crucial to the performance of a business,
it is only one aspect of performance determination, and to some extent culture determines
management style while to some extent management style also determines culture. Thus the
fact that management is able to alter both culture and management style is therefore important
in determining business performance. Goold and Campbell (1987) identify three different
types of business each with their own management style and label these three types as strategic
planning, financial control and strategic control companies™.

Campbell, Devine and Young (1990) are concerned with the mission of an organisation and
have developed the Ashridge Mission Model which suggests that a company needs to define its
mission in terms of its purpose, strategy, standards, behaviours and values. They argue that
defining the mission of an organisation enhances performance by developing better strategic
thinking, greater commitment to shared corporate goals, ethical behaviour and a greater

awareness of the importance of the various stakeholders.

multiple perspectives in the performance of his job in the same way as an organisation must
deal with the multiple perspectives of the wide stakeholder community.

9 They suggest that financial control companies are dominated by the centre with tight
control, and actual performance compared with budget and a short term emphasis upon
profitability and share price growth. Strategic control companies are also dominated by the
centre but the emphasis is upon business planning rather than financial performance, with
separate business units having autonomy in achieving plans. Financial control companies tend
to grow through acquisition whereas strategic control companies grow organically but at a
slower rate. For strategic control companies relative changes in performance are more
important than absolute measures of [profitability or share price. Strategic planning companies
take a longer term view and are interested in building competitive advantage. The centre
provides support rather than control and these companies are interested in sales growth
through market development rather than in share price growth, assuming that this will follow
in the long term from developing the competitive advantage of core businesses. Whilst this
analysis of different business behaviour provides a perspective on the different types of
management it does seem to be very much a restatement of the work of Miles and Snow (1978)
previously cited.
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These various writers tend to imply a unidimensional approach to understanding
organisational behaviour and that understanding and manipulating the key variable, whether it
be mission, culture or the planning function, is sufficient to achieve good organisational
performance, The reality however is that organisations are more complex than this and Child
(1984) identifies several problems in defining what constitutes good performance. Thus he
considers that there are multiple dimensions to performance and good performance in one
dimension may result in poor performance in another. He also argues that the time span to be
considered in evaluation is important and that good performance in the short term may not
equate to good performance in the longer term, and vice versa. This suggestion poses problems
for many of the measurement systems of corporate performance which tend to utilise
immediate measures to indicate performance levels, thereby leading to short term behaviour™®.
Child considers organisational behaviour and performance in terms of control, distinguishing
control over means and methods from the exercise of power in terms of control over processes.
He argues that there are dimensions of control needed to satisfy a range of criteria, and that
control can be formal or informal, centralised or decentralised, bureaucratic or person centred
and this control can be control over output or over culture, and that all these aspects contribute
towards organisational performance. The aspects of control are considered further by
Flambholtz, Das and Tsui (1985) who consider control in terms of the structure and culture of
an organisation and its external environment. They argue that a control system needs to
include planning and definitions of outcomes and measurement, with feedback, evaluation and
rewards elements. They argue therefore that a control system needs to be cybernetic but that
the context in which control operates requires an open system, but more importantly recognise
that control systems are not totally internal to the organisation but must take into account the

external environment and the interaction of the organisation with its environment.

Neimark and Tinker (1986) argue for a dialectical approach to management control systems
stating that management accounting is based upon neo-classical economics and therefore has
the following problems: the absence of a historical perspective and a feedback mechanism; a
separation of the control system from the environment, which is incompletely specified; and a
view of performance as being non-problematic, They argue that control systems are agents of
social change and that problems are solved by the interplay of the various forces concerned.
Neu (1992) argues that managers in selecting strategies focus upon a small number of
variables and that managers are embedded in social relations (individual, institutional and
societal) and that therefore manager's choices are social constructions rather than the
conclusions of rational analysis as is normally assumed. Brunsson (1993) considers the

question of rationality further, suggesting that there are things which can be said but not done
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and things which can be done but not said, and that there is a difference between truth as an
absolute and truth in practice. He also states that those in control are influenced by their
constituency and that the need for consistency and routinisation often outweigh the need for

control and that control therefore is often justification of behaviour and reasoning for actions is

often just hypocrisy®.

2.2.11 __ Accounting and Business Performance

It seems clear therefore that while a business is an entity insofar as it is perceived to act as a
whole towards the fulfilment of the particular objectives which it has, it is in reality a
composite entity which consists of an association of individuals each working, at least in
theory, towards a commonalty of shared purpose. The actuality is different to this in that
common purpose is often not clearly identified and articulated and that the individuals are not
necessarily working totally towards that common purpose, particularly when this purpose
conflicts with or diverges from their individual motivations and objectives. This is particularly
apparent when these individuals are considered within the context of the stakeholder
community because the different stakeholder groupings have different desires and different
motivations which are often in conflict with those of other stakeholders. These conflicts need
to be resolved in some fashion in order for the business to function and it is obvious that, as
businesses do actually function, that they end up being resolved by some means.

It is inevitable however that these conflicting needs and desires lead to tensions within the
organisation, and that the organisation can therefore be considered to be a dynamic entity
which exists around the conflicting tensions of these needs and desires. Various attempts have
been made by writers to explain the operation of these tensions and the resulting
organisational behaviour. These attempts have been made using the various theories of micro-
economics, psychology, deconstruction and critical theory but none seems to have satisfactorily
explained all the resulting behavioural variables.

“ This supports the findings of Coates, Davis, Longden, Stacey and Emmanuel (1993)
previously cited.

“! This argument might be considered to be somewhat cynical but it does focus upon the
rationality of behaviour, both assumed and actual, and that declared and actual reasoning
might not be the same. It also calls attention to the behavioural considerations not just of
organisational control but of the whole operating of organisations. This sets the various aspects
of organisational behaviour within the context of interpersonal behaviour and indicates that
the various aspects of organisational performance cannot be studied mechanistically but must
take the human element into account. The whole discourse surrounding strategic development
and implementation however is based upon the assumption that the process is complex. By
implication therefore the people who undertake such tasks are fulfilling a difficult role on
behalf of the organisation and its shareholders and stakeholders.
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Although organisations can be seen to be composite organisations with accounting running
through the organisation as a basis for the planning and control of organisational activity as
well as the measurement of performance, considerable debate surrounds the use of accounting
by an organisation. Nevertheless the various uses of accounting as a basis for the measurement
of past performance, the control of present performance, and the planning of future
performance bind the whole organisation throughout time into a unified whole and thereby
relegate the debate concerning the use of accounting by that organisation into one concerning
the applicability of, and implementation of, the various techniques of accounting. This binding
of the organisation into a unified whole is however only possible at the expense of
simultaneously separating the organisation from its external environment. Thus accounting,
when used traditionally, considers solely the organisation itself and the effects of that
organisation’s actions only upon itself, rather than recognising any interaction between the

organisation and its environment.

Just as the functioning of an organisation however can be seen to be a composite of its various
constituents, so too does this reflect upon the performance of the business and the multiple
facets of that performance. It is clear that the determination of good performance is dependent
upon the perspective from which that performance is being considered and that what one
stakeholder grouping might consider to be good performance may very well be considered by
another grouping to be poor performance®. The evaluation of performance therefore for a
business depends not just upon the identification of adequate means of measuring that
performance but also upon the determination of what good performance actually consists of.
Just as the determination of standards of performance depends upon the perspective from
which it is being evaluated, so too does the measurement of that performance, which needs
suitably relevant measures to evaluate performance, not absolutely as this has no meaning, but
within the context in which it is being evaluated. From an external perspective therefore a very
different evaluation of performance might arise, but moreover a very different measurement of
performance, implying a very different use of accounting in that measurement process, might

arise.

2.2.12 _Conclusions concerning the traditional discourse

Much research has been undertaken into the various methods of measuring performance and
there is a general recognition that traditional accounting measures do not necessarily provide
adequate tools for such measurement. Various additional methods, both based upon accounting
and quantitative analysis and upon more qualitative analysis, have been proposed within the

“2 As identified by Child (1984), previously cited.
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literature. It seems however that it is generally accepted that this problem has not been
resolved, and so the research continues. Accounting however still has a place at the centre of
the organisation as part of the control system and as part of the evaluation system. The
planning function of strategic management still remains as the key to the successful operation
of a business, even if the constituent parts of planning are subject to debate. The question of
accountability and the reporting of performance is one which has opened up recently in terms
of who the business is accountable to, and what should be reported upon, to whom, and in
what form. This debate concerns one of the central aspects of performance evaluation. The
three key areas of this accounting research therefore, namely planning, control and reporting,
can be seen to be crucial to the investigation of organisational performance evaluation, to be
considered separately and collectively.

The evaluation in this section shows the diverse strands of accounting research, all of which
are predicated on the assumption that better use of accounting techniques will lead to better
organisational performance. It has been argued however that this discourse of accounting is in
fact not the sole determinant of organisational performance, and in fact has the effect of
obfuscating the usurpation of both accounting and organisational decision making by
managers for the purpose of corporate reporting.

2.3 Accounting for Social and Environmental Performance

2.3.1  Introduction

The traditional view of accounting, as far as an organisation is concerned, is that the only
activitics with which the organisation should be concerned are those which take place within
the organisation®, or between the organisation and its suppliers or customers. Consequently it
is considered that these are the only activities for which a role for accounting exists. Here
therefore is located the essential dialectic of accounting — that some results of actions taken are
significant and need to be recorded while others are irrelevant and need to be ignored. This
view of accounting places the organisation at the centre of its world and the only interfaces
with the external world take place at the beginning and end of its value chain. These interfaces
comprise of, at the commencement of the organisational processing cycle, resources
acquisition (raw materials, labour capital etc) and, at the end of the cycle, selling its wares
(goods or services) and distributing a share of the value created through its transformational
process to its owners (ie shareholders). This view of accounting is particularly pertinent for

* Essentially the only purpose of traditional accounting is to record the effects of actions upon
the organisation itself,
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management accounting, which is essentially concerned with the transformational process

within the organisation, and the management of that transformational process.

It is apparent however that any actions which an organisation undertakes will have an effect
not just upon itself but also upon the external environment within which that organisation
resides. In considering the effect of the organisation upon its external environment it must be
recognised that this environment includes both the business environment in which the firm is
operating, the local societal environment in which the organisation is located and the wider
global environment. This effect of the organisation can take many forms, such as:

e the utilisation of natural resources as a part of its production processes

e the effects of competition between itself and other organisations in the same market

e the enrichment of a local community through the creation of employment
opportunities

e transformation of the landscape due to raw material extraction or waste product
storage

e the distribution of wealth created within the firm to the owners of that firm (via
dividends) and the workers of that firm (through wages) and the effect of this upon
the welfare of individuals

It can be seen therefore from these examples that an organisation can have a very significant
effect upon its external environment and can actually change that environment through its
activities. It can also be seen that these different effects can in some circumstances be viewed
as beneficial and in other circumstances be viewed as detrimental to the environment. Indeed
the same actions can be viewed as beneficial by some people and detrimental by others*. This
is why planning enquiries or tribunals, which are considering the possible effects of the
proposed actions by a firm, will find people who are in favour and people who are opposed.
This is of course because the evaluation of the effects of the actions of an organisation upon its
environment are viewed and evaluated differently by different people.

Accounting however traditionally remains focused upon the actions of the organisation and
ignores the effects of the organisation upon its external environment*’, A growing number of
writers however have recognised that the activities of an organisation impact upon the external
environment and have suggested that one of the roles of accounting should be to report upon

“ Sce Child (1984) and Crowther (1996b), previously cited, regarding the different
dimensions of performance.

“ Indeed this is consistent with financial accounting theory, and its concern with the boundary
of the organisation, and with GAAP.
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the impact of an organisation in this respect. Such a suggestion first arose in the 1970’sand a
concern with a wider view of company performance is taken by some writers who evince
concern with the social performance of a business, as a member of society at large. This
concern was stated by Ackerman (1975) who argued that big business was recognising the
need to adapt to a new social climate of community accountability but that the orientation of
business to financial results was inhibiting social responsiveness. Mc¢Donald and Puxty (1979)
on the other hand maintain that companies are no longer the instruments of shareholders alone
but exist within society and so therefore have responsibilities to that society, and that there is
therefore a shift towards the greater accountability of companies to all participants.

Recognition of the rights of all stakeholders and the duty of a business to be accountable in this
wider context therefore has been largely a relatively recent phenomenon®. The economic view
of accountability only to owners has only recently been subject to debate to any considerable
extent. It is recognised however that some owners of businesses have always recognised a
responsibility to other stakeholders and this is evident from the early days of the Industrial
Revolution. Thus, for example, Robert Owen (1816, 1991) demonstrated dissatisfaction with
the assumption that only the internal effects of actions need be recorded through accounting.
Furthermore he put his beliefs into practice through the inclusion within his sphere of
industrial operations the provision of housing for his workers at New Lanark. Others went
further still and Jedediah Strutt and his sons of Belper, for example, provided farms to ensure
that their workers received an adequate supply of milk, as well as building accommodation for
their workforce which was of such high standard that these dwellings remain highly desirable
in the present”. Similarly the Gregs of Quarry Bank provided education as well as housing for
their workforce. Indeed Salt went further and attempted to provide a complete ecosphere for
his workers. Thus there is evidence from throughout the history of modernity that the self-
centred approach of accounting for organisational activity was not universally acceptable and
was unable to satisfactorily provide a basis for human activity. It is however upon this
inadequate foundation that the basis of traditional accounting rests.

2.3.2 _ The development of social accounting

Implicit in this concern with the effects of the actions of an organisation on its external
environment is the recognition that it is not just the owners of the organisation who have a

concern with the activities of that organisation. Additionally there are a wide variety of other

“6 Mathews (1997) traces its origins to the 1970’s although arguments show that such concerns
can be traced back to the Industrial Revolution.

“7 Indeed the earlier workers’ accommodation provided by Richard Arkwright, arguably the
instigator of the Industrial Revolution, at Cromford, Derbyshire, remain equally desirable.
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stakeholders who justifiably have a concern with those activities, and are affected by those
activities. Those other stakeholders have not just an interest in the activities of the firm but
also a degree of influence over the shaping of those activities. This influence is so significant
that it can be argued that the power and influence of these stakeholders is such that it amounts
to quasi-ownership of the organisation. Indeed Gray, Owen and Maunders (1987) challenge
the traditional role of accounting in reporting results and consider that, rather than an
ownership approach to accountability, a stakeholder approach, recognising the wide
stakeholder community, is needed®.

The desirability of considering the social performance of a business has not always however
been accepted and has been the subject of extensive debate. Thus Hetherington (1973) states

"There is no reason to think that shareholders are willing to tolerate an amount
of corporate non-profit activity which appreciably reduces either dividends or the
market performance of the stock.” (p37)

while Dahl (1972) states

"....every large corporation should be thought of as a social enterprise; that is an
entity whose existence and decisions can be justified insofar as they serve public
or social purposes” (p18)

Nevertheless the performance of businesses in a wider arena than the stock market and its
value to shareholders has become of increasing concern. Fetyko (1975) considers social
accounting as an approach to reporting a firm's activities and stresses the need for
identification of socially relevant behaviour, the determination of those to whom the company
is accountable for its social performance and the development of appropriate measures and
reporting techniques. Klein (1977) also considers social accounting and recognises that
different aspects of performance are of interest to different stakeholder groupings,
distinguishing for example between investors, community relations and philanthropy as areas
of concern for accounting. He also considers various areas for measurement, including
consumer surplus, rent, environmental impact and non-monetary values. While these writers
consider, by implication, that measuring social performance is important without giving
reasons for believing so, Solomons (1974) considers the reasons for measuring objectively the
social performance of a business. He suggests that while one reason is to aid rational decision

making, another reason is of a defensive nature.

Unlike other writers, Solomons not only argues for the need to account for the activities of an

organisation in term of its social performance but also suggests a model for doing this, in

“® The benefits of incorporating stakeholders into a model of performance measurement and
accountability have however been extensively criticised. See for example Freedman & Reed
(1983), Sternberg (1997, 1998) and Hutton (1997) for details of this ongoing discourse.
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terms of a statement of social income. His model for the analysis of social performance is as

follows:
Analysis of Social Performance
£

Statement of Social Income:

Value generated by the productive process XXX
+ unappropriable benefits XXX
- external costs imposed on the community XXX

Net social profit / loss XXX

Fig 2.1 Analysis of Social Performance

While Solomons proposes this model, which seems to provide a reasonable method of
reporting upon the effects of the activities of an organisation on its external environment, he
fails to provide any suggestions as to the actual measurement of external costs and benefits.
Such measurement is much more problematic and this is one of the main problems of any form
of social accounting — the fact that the measurement of effects external to the organisation is
extremely difficult. Indeed it can be argued that this difficulty in measurement is one reason
why organisations have concentrated upon the measurement through accounting of their

internal activities, which are much more susceptible to measurement.

In this respect, Gray, Owen and Maunders (1987) consider social reporting in terms of
responsibility and accountability and distinguish between the internal needs of a business,
catered for by management accounting, and the external needs, which are addressed for
shareholders by financial reporting but largely ignored for other stakeholder interests. Social
accounting is an attempt to redress this balance through a recognition that a firm affects,
through its actions, its external environment (both positively and negatively) and should
therefore account for these affects as part of its overall accounting for its actions.

The evaluation of the performance of an organisation is partly concerned with the
measurement of performance and partly with the reporting of that performance, and with the
greater importance being given to social accountability the changing reporting needs of an
organisation are also being recognised. Thus Birnbeg (1980) states that accounting is
attempting to supply various diverse groups, with different nceds for information, and that
there is a need for several distinct types of accounting to perform such a function. Similarly
Gray (1992) considers the limitations of the traditional economic base for accounting and
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questions some of its premises*. Rubenstein (1992) goes further and argues that there is a
need for a new social contract between a business and the stakeholders to which it is
accountable, and a business mission which recognises that some things go beyond accounting.
Ogden and Bougen (1985) on the other hand consider the disclosure of accounting information
to trade unions and state that different conceptualisations of the relationship between
management and employees can generate different conclusions regarding the disclosure of

accounting information during industrial relations bargaining™.

2.3.3  The Gaia Hypothesis

While the discourse of accounting was developing the notion of greater accountability to
stakeholders during the 1970’s, other developments were also taking place in parallel. Thus in
1979 Lovelock produced his Gaia Hypothesis in which he posited a different model of the
planet Earth; in his model the whole of the ecosphere, and all living matter therein, was co-
dependant upon its various facets and formed a complete system. According to this hypothesis,
this complete system, and all components of the system, was interdependent and equally
necessary for maintaining the Earth as a planet capable of sustaining life. This Gaia hypothesis
was a radical departure from classical liberal theory which maintained that each entity was
independent and could therefore concentrate upon seeking satisfaction for its own wants,
without regard to other entities. This classical liberal view of the world forms the basis of
economic organisation, provides a justification for the existence of firms as organs of economic
activity and provides the rationale behind the model of accounting adopted by society. The
Gaia hypothesis however implied that interdependence, and a consequent recognition of the
effect of ones actions upon others, was a facet of life. This consequently necessitates a different
interpretation of accountability in terms of individual and organisational behaviour and
reporting.

Given the constitution of economic activity into profit seeking firms, each acting in isolation
and concerned solely with profit maximisation, justified according to classical liberalism, it is

inevitable that accounting developed as organisation-centric, seeking merely to measure and

“® Gray in particular argues that there is a need for a new paradigm with the environment
being considered as part of the firm rather than as an externality and with sustainability and
the use of primary resources being given increased weighting.

% They argue that increased disclosure can lead to reduced opposition from employees, greater
commitment and loyalty and increased legitimacy for intended action. This evidence therefore
seems to suggest that greater disclosure of information can actually bring about benefits to the
organisation as well as to the stakeholders involved. This is in line with the concepts of social
and environmental accounting which are concerned with greater disclosure of the activities of
an organisation but with an emphasis upon disclosure of actions and the way in which they
impact upon the external environment.
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report upon the activities of the firm insofar as they affected the firm. Any actions of the firm
which had consequences external to the firm were held not to be the concern of the firm.
Indeed enshrined within classical liberalism, alongside the sanctity of the individual to pursue
his own course of action, was the notion that the operation of the free market mechanism
would mediate between these individuals to allow for an equilibrium based upon the
interaction of these freely acting individuals and that this equilibrium was an inevitable
consequence of this interaction'. As a consequence any concern by the firm with the effect of
its actions upon externalities was irrelevant and not therefore a proper concern for its

accounting.

The Gaia hypothesis stated that organisms were interdependent’ and that it was necessary to
recognise that the actions of one organism affected other organisms and hence inevitably
affected itself in ways which were not necessarily directly related. Thus the actions of an
organism upon its environment and upon externalities was a matter of consequence for every
organism. This is true for humans as much as for any other living matter upon the planet. It is
_ possible to extend this analogy to a consideration of the organisation of economic activity
taking place in modern society and to consider the implications both for the organisation of
that activity and the accounting for that activity. As far as profit secking organisation are
concerned therefore the logical conclusion from this is that the effect of the organisation’s
activities upon externalities is a matter of concern to the organisation, and hence a proper

subject for accounting in terms of organisational activity.

While it is not realistic to claim that the development of the Gaia Theory had a significant
impact upon organisational behaviour, it seems perhaps overly coincidental to suggest that a
social concern among business managers developed at the same time that this theory was
propounded. It is perhaps that both are symptomatic of other factors which caused a re-
examination of the structures and organisation of society. Nevertheless organisational theory
has, from the 1970’s, become more concerned with all the stakeholders of an organisation,
whether or not such stakeholders have any legal status with respect to that organisation. At the
same time within the discourse and practice of accounting there has been a growth in concern
with accounting for externalities and for the effects of the actions of the firm upon those
externalities. One externality of particular concern is that of the environment; in this context
the environment has been defined to include the complete ecosphere, rather than merely the
human part of that ecosphere. These concepts form part of the foundations of a concern with

environmental accounting.

5! This assumption of course ignores the imbalances in power between the various parties
secking to enact transaction through the market.



63

2.3.4  Environmental Accounting

The approach to measuring organisational activity through an accounting for the actions of a
firm in relation to the external environment, and the impact of those activities of the firm upon
external stakeholders, is generally known as environmental accounting. Such accounting
recognises that the actions taken by a firm impact upon its external environment and
consequently can be, and should be, accounted for. This is in contrast with the traditional view
of accounting that what happens to the firm is of relevance to the firm, and should therefore be
accounted for, while what happens outside the firm, whether affected by the firm or not, is
irrelevant to the firm and not therefore a proper subject for accounting as far as the firm is
concerned. Forms of accounting which reflect the actions of the firm upon its external
environment are generally labelled social accounting, which has been defined as

*...the process of communicating the social and environmental effects of
organisations’ economic actions to particular interest groups within society and
to society at large, beyond the traditional role of providing a financial account to
the owners of capital, in particular, shareholders. Such an extension is
predicated upon the assumption that companies do have wider responsibilities
than simply to make money for their shareholders.”  (Gray, Owen & Maunders
1987 p ix)

and as

‘Voluntary disclosures 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 terms.”  (Mathews 1993 p 64)

The essential features of such social accounting therefore can be stated to be: firstly that it is
an attempt to report upon the effects of the actions of the firm upon the societal environment
which is external to the firm itself; secondly that it is aimed at an audience external to the
firm; and thirdly that it is voluntary in nature. In this respect it differs from traditional
accounting in terms of its audience and its voluntary nature. One consequence of this is that
not all firms feel the need for reporting this aspect of their operations and such reporting as
does take place is by no means uniform in its approach.

One subset of social accounting is that form of accounting which is concerned with reporting
the actions of the firm insofar as they relate to the environment in a physical rather than social

%2 In actual fact Lovelock claimed in his hypothesis that the earth and all its constituent parts
were interdependant. It is merely an extension of this hypothesis to claim the interrelationship
of human activity whether enacted through organisations or not.
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sense. This is collectively known as environmental accounting and has been defined in the

following terms

‘...t can be taken as covering all areas of accounting that may be affected by the
response to environmental issues, including new areas of eco-accounting.”
(Gray, Bebbington & Walters 1993 p 6)

while Schaltegger, Muller & Hinrichsen make the following statement

‘Environmental accounting can be defined as a sub-area of accounting that deals
with activities, methods and systems for recording, analysing and reporting
environmentally induced financial impacts and ecological impacts of a defined
economic system.” (Schaltegger et al 1996 p 5)

Just as the definitions of such forms of accounting vary from one person to another, so too does
the way in which such accounting is operationalised within different firms. Indeed this
variation can be found not just through inter-firm comparison but also through longitudinal
study. Environmental accounting is a relatively recent phenomenon and Mathews (1997)
suggests that its roots go back only to the 1970’s. Since that time interest in such accounting
has grown considerably and the applications, perceived relevance and techniques of
environmental accounting have developed considerably. Indeed the purposes of environmental
accounting have also changed and Schaltegger et al (1996) states that such forms of
accounting were used in the past to placate external environmental activists but are now
regarded as an important source of information for the internal management of the firm. No
proof however is offered for this statement and it will be suggested later that neither
environmental activists nor the internal management processes of the firm have any significant
influence upon the development of environmental accounting. Rather it will be argued that the
prime use of environmental accounting data is for the production of reports for external
consumption rather than for internal decision making purposes.

It can be seen however that difficulties surround the nature and purposes of environmental
accounting. This is equally true with regard to the nature and purpose of traditional
accounting, and the appropriateness of any measures suggested for either. Nevertheless it is
clear that social and environmental accounting is significantly different from traditional
accounting because of its attempt to include an accounting for the effects of the actions of the
organisation upon the external environment. Thus the organisation, although recognised to be
a discrete entity, is only one part of a system which transcends the organisational boundary
and negates the internal / external binarism of traditional accounting, This different focus both
distinguishes such accounting from its traditional relative and leads to the need for different

measures of performance.
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Growth in the techniques offered for measuring environmental impact, and reporting thereon,
has continued throughout the last twenty-five years, during which the concept of
environmental accounting has existed. However the ability to discuss the fact that firms,
through their actions, affect their external environment and that this should be accounted for
has often exceeded within the discourse any practical suggestions for measuring such impact™.
At the same time as the technical implementation of environmental accounting and reporting
has been developing the philosophical basis for such accounting has also been developed. Thus
Benston (1982, 1984) and Schreuder & Ramanthan (1984a, 1984b) consider the extent to
which accountants should be involved in environmental accounting while Donaldson (1982)
argues that such accounting can be justified by means of the social contract as benefiting
society at large. Others (eg Batley & Tozer 1993, Geno 1995) have argued that sustainability is
the cornerstone of environmental accounting while Gray & Collison (1991) have stated that
environmental auditing should be given prominence.

More critical authors (eg Cooper & Scherer 1984, Laughlin & Puxty 1986) have viewed
traditional accounting, from a labour process perspective, as a mechanism to support the
dominance of capital over labour interests. Such authors have tended to view social and
environmental accounting as a mechanism for benefiting non-traditional users of accounting
information®, Similarly Power (1991) argues that there is a need to prevent the
institutionalisation of such accounting by its adoption and absorption by the accounting
profession into normal accounting>. Such critical views however conflict with the declared
aims of environmental accounting of measuring and reporting upon the effect within the
external environment of the activities of the firm. In order to do so effectively, environmental
accounting needs to be absorbed within mainstream accounting and utilised by practising
accountants as a part of their normal activities. Environmental accounting cannot therefore be
both a radical vehicle for change (Maunders & Burritt 1991, Puxty 1991) as well as a
mechanism for incorporating externalities into the reporting of the firm through its

accounting™. Environmental accounting can be seen to be a topical issue from a variety of

53 For example Ramanathan (1976) suggested using the concept of social overhead to be offsct
against reported results from traditional measures of income, without suggesting how this
might be calculated, while Dierkes & Preston (1977) suggest a model for such accounting
based entirely upon non-financial quantification. Equally Mathews (1984) proposed a
conceptual model for the categorisation of various forms of socially oriented disclosure which
included the separation of socially responsible accounting from total impact accounting, while
Bebbington (1993) has attempted to consider models for sustainability accounting.

*! In other words stakeholders other than the professionals for whom external reporting has
been considered to be effected.

%5 His view is that radical critique can only be effected from outside the dominant discourse.
This is in contrast to the argument of Derrida (1978) as well as failing to appreciate the
purpose of such accounting — to hold the organisation accountable through its reporting to all
of its stakeholders.

% The academic discourse of environmental accounting dcbates this dilemma to a great extent
but this dilemma is not translated into the discourse of corporate reporting. My reading of the
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perspectives but to be useful in measuring and reporting upon the impact of the actions of the
firm it must necessarily be absorbed into the repertoire of accounting practitioners and into the
systems of organisational control and reporting, rather than remaining as a critical external

discourse.

2.3.5 A framework of environmental accounting

Although it has been stated earlier that the disclosure of the actions of the firm in terms of
their impact upon the external environment is essentially voluntary in nature this docs not
necessarily mean that the actions themselves are always voluntary. Nor does it mean that all
such disclosure is necessarily voluntary. The regulatory regime which operates in the UK
means that certain actions must be taken by firms which affect their influence upon the
external environment. Equally certain actions are prevented from being taken. These actions
and prohibitions are controlled by means of regulation imposed by the government of this
country — both the national government and local government. For example all proposed
building of new industrial premises is controlled by planning regulations and when this
proposed planning involves designated green belt land then this can also involve public
enquiries. Such enquiries also arise when the proposal is for new mining, either open cast or
deep mining. Acceptance of any such proposals is generally dependant upon the plans,
including proposed actions to protect local communities and the environment, and, in the case
of mining, steps required to be taken to repair the environment once the activities have ceased.
Equally regulations govern the type of discharges which can be made by organisations,
particularly when these are considered to cause pollution. Such regulations govern the way in
which waste must be disposed of and the level of pollutants allowed for discharges into rivers,
as well as restricting the amount of water which can be extracted from rivers.

The regulatory regime which operates in this country is continuing to change and become
more restrictive as far as the actions of an organisation and its relationship with the external
environment are concerned”’. It scems reasonable to expect these changes to continue into the
future and concern for the environmental impact of the activities of organisations to increase.
These regulations tend to require reporting of the activities of organisations and such reporting
also involves an accounting connotation. This accounting need is both to satisfy regulatory

requirements but also to meet the internal needs of the organisation as the managers of that

academic discourse is that there is gencral agreement concerning what is desirable in such
accounting and the debate is concerned with the means of achieving that outcome — whether
incremental change or revolutionary change is the preferred means of securing the desired
outcome.

%7 In other words the extent of regulation in this area has increased in recent years and is
continuing to increase.
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organisation, in both controlling current operations and in planning future business activities,
must have accounting data to help manage the organisational activities in this respect. The
growth of environmental data, as part of the management information systems of
organisations, therefore can be seen to be, at least in part, driven by the needs of society at
large, as reflected in the regulations imposed upon the activities of organisations. As the extent
of regulation of such activities can be expected to increase in the future therefore the more
forward looking and proactive organisations might be expected to have a tendency to extend
their environmental impact reporting in anticipation of future regulation, rather than merely
reacting to existing regulation.

It cannot reasonably be argued however that the increase in stature and prominence accorded
to environmental accounting and reporting among organisations is driven entirely by present
and anticipated regulations. To a large extent the external reporting of such environmental
impact is not determined by regulations — these merely require reporting to the appropriate
regulatory body. Nor can it be argued that the increasing multinational aspect of organisational
activity, and the consequent need to satisfy regulatory regimes from different countrics, has
alone driven the increased importance of environmental accounting. Organisations which
choose to report externally upon the impact of their activities on the external environment do
so voluntarily, and in doing so they must expect to derive some benefit from this kind of
disclosure. The kind of benefits which organisations can expect to accrue through this kind of
disclosure will be considered later in this chapter. At this point however we should remember
the influence of stakeholders upon the organisation and it can be suggested that increased
disclosure of the activities of the organisation is a reflection of the growing power and
influence of stakeholders, without any form of legal ownership, and the recognition of this

influence by the organisation and its managers.

2.3.6  The objectives of environmental accounting

The objective of environmental accounting therefore is to measure the effects of the actions of
the organisation upon the environment and to report upon those effects. In other words the
objective is to incorporate the effect of the activities of the firm upon externalities and to view
the firm as a network which extends beyond just the internal environment to include the whole
environment. In this view of the organisation the accounting for the firm does not stop at the
organisational boundary but extends beyond to include not just the business environment in
which it operates but also the whole social environment. Environmental accounting therefore
adds a new dimension to the role of accounting for an organisation because of its emphasis
upon accounting for external effects of the organisation’s activities. In doing so this provides a
recognition that the organisation is an integral part of society, rather than a self contained
entity which has only an indirect relationship with society at large. This self-containment has
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been the traditional view taken by an organisation as far as their relationship with society at
large is concerned, with interaction being only by means of resource acquisition and sales of
finished products or services. Recognition of this closely intertwined relationship of mutual
interdependency between the organisation and society at large, when reflected in the
accounting of the organisation, can help bring about a closer, and possibly more harmonious,
rclationship between the organisation and society. Given that the managers and workers of an
organisation are also stakeholders in that society in other capacities, such as consumers,

citizens and inhabitants, this reinforces the mutual interdependency.

Environmental accounting also provides an explicit recognition that stakeholders other than
the legal owners of the organisation have power and influence over that organisation and also
have a right to extend their influence into affecting the organisation’s activities®. This
includes the managers and workers of the organisation who are also stakeholders in other
capacities. Environmental accounting therefore provides a mechanism for transferring some of
the power from the organisation to these stakeholders and this voluntary surrender of such
power by the organisation can actually provide benefits to the organisation. Benefits from
increased disclosure and the adoption of environmental accounting can provide further benefits
to the organisation in its operational performance, beyond this enhanced relationship with
society at large. These benefits, it is argued, can include:

e animproved image for the organisation which can translate into additional sales

e the development of environmentally friendly or sustainable methods of operation
which can lead to the development of new markets

¢ reduced future operational costs through the anticipation of future regulation and
hence a cost advantage over competitors

e decreased future liabilities brought about through temporal externalisation

e  Dbetter relationships with suppliers and customers which can lead to reduced
operational costs as well as increased sales

e easier recruitment of labour and lowered costs of staff turnover

It needs to be recognised however that there are increased costs of instituting a regime of
environmental accounting and that these additional costs need to be offset against the possible
benefits to be accrued. These increased costs are concerned with the development of
appropriate measures of environmental performance and the necessary alterations to the
management information and accounting information systems to incorporate these measures

into the reporting system. This is particularly problematical for the organisation in terms of

%8 See Rubenstein (1992), cited earlier, for fuller details of this argument.
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justification because the increased costs are readily quantifiable but the benefits are much more
difficult to quantify.

This leads to one of the main problems with the accounting for externalities through social and
environmental accounting. This problem is concerned with the quantification of the effects of
the activities of the organisation upon its external environment. This problem revolves around

four main areas:

¢ determining the effects upon the external environment of the activities of the
organisation

e developing appropriate measures for those effects

e quantifying those effects in order to provide a comparative yardstick for the
evaluation of alternative courses of action, particularly in terms of an accounting
based quantification

¢ determining the form and extent of disclosure of those quantification so as to
maximise the benefits of that disclosure while minimising the costs of the disclosure
and minimising the possibility of knowledge of the firms operational activities being

given to competitors

These are problems which have been addressed by proponents of this form of accounting but it
is fair to say that these problems have primarily been recognised to exist rather than being
satisfactorily solved. Those that argue in favour of an increased extent of disclosure in this area
tend to consider the advantages of the disclosure from the point of view of external
stakeholders rather than from the point of view of the organisation itself. Indeed one of the
features of the environmental accounting discourse is the polarisation of views between those
concerned with the firm, and its owners and managers, and those concerned with the
environmental, and thereby certain external stakeholders. The management of stakeholders,
and the business on behalf of all stakeholders, is one mechanism for reinforcing the
organisational boundary, which becomes less important under a social accounting perspective.
Indeed it will be argued that this polarisation of perspectives is an important component of
organisational performance reporting. Accordingly it is increasingly apparent that these
environmental issues are recognised by organisations as being of importance and the extent of
environmental reporting by organisation is increasing and seems likely to increase further in
the future®.

Before the development of any appropriate measures can be considered it is first necessary for

the organisation to develop an understanding of the effects of its activities upon the external
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environment. The starting point for the development of such an understanding therefore is the
undertaking of an environmental audit. An environmental audit is merely an investigation and
recording of the activities of the organisation in order to develop this understanding
(Kinnersley 1994). Indced BS7750 is concerned with such audits in the context of the
development of environmental management systems. Such an audit will address, inter alia, the

following issues:

o the extent of compliance with regulations and possible future regulations

o the extent and effectiveness of pollution control procedures

e the extent of energy usage and possibilities increasing for energy efficiency

¢ the extent of waste produced in the production processes and the possibilities for
reducing such waste or finding uses for the waste necessarily produced

o the extent of usage of sustainable resources and possibilities for the development of
renewable resources

¢ the extent of usage of recycled materials and possibilities for increasing recycling

e life cycle analysis of products and processes

¢ the possibilities of increasing capital investment to affect these issues

e the existence of or potential for environmental management procedures to be

implemented

Once this audit has been completed then it is possible to consider the development of
appropriate measures and reporting mechanisms to provide the necessary information for both
internal and external consumption. These measures need to be based upon the principles of
environmental accounting, as outlined below. It is important to recognise however that such an
environmental audit, while the essential starting point for the development of such accounting
and reporting, should not be viewed as a discrete isolated event in the developmental process.
Environmental auditing needs to be carried out on a recurrent basis, much as is financial or
systems auditing, in order to both review progress through a comparative analysis and to
establish where further improvement can be made in the light of progress to date and changing
operational procedures.

2.3.7 __ The principles of environmental accounting

In order to understand the rationale for environmental accounting, and the basis on which it is

suggested that such accounting operates, it is necessary therefore to consider the principles

** But see Deegan & Rankin (1999) for a consideration of the deficiencies of current
environmental reporting.
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upon which environmental accounting operates. There are three basic principles (Schaltegger

et al 1996) to environmental accounting:

¢ sustainability
e  accountability

e transparency

and each will be considered in turn.

2.3.8  Sustainability

Sustainability is concerned with the effect which actions taken in the present have upon the
options available in the future. If resources are utilised in the present then they are no longer
available for use in the future, and this is of particular concern if the resources are finite in
quantity. Thus raw materials of an extractive nature, such as coal, iron or oil, are finite in
quantity and once used are not available for future use. At some point in the future therefore
alternatives will be needed to fulfil the functions currently provided by these resources. This
may be at some point in the relatively distant future but of more immediate concern is the fact
that as resources become depleted then the cost of acquiring the remaining resources tends to

increase, and hence the operational costs of organisations tend to increase®.

Sustainability therefore implies that society must use no more of a resource than can be
regenerated. This can be defined in terms of the carrying capacity of the ecosystem (Hawken
1993) and described with input — output models of resource consumption. Thus the paper
industry for example has a policy of replanting trees to replace those harvested and this has the
effect of retaining costs in the present rather than temporally externalising them. Similarly
motor vehicle manufacturers such as Volkswagen have a policy of making their cars almost
totally recyclable. Viewing an organisation as part of a wider social and economic system
implies that these effects must be taken into account, not just for the measurement of costs and
value created in the present but also for the future of the business itself,

Measures of sustainability would consider the rate at which resources are consumed by the
organisation in relation to the rate at which resources can be regenerated. Unsustainable

operations can be accommodated for either by developing sustainable operations or by

“ Similarly once an animal or plant species becomes extinct then the benefits of that species to
the environment can no longer be accrued. In view of the fact that many pharmaceuticals are
currently being developed from plant species still being discovered this may be significant for
the future.
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planning for a future lacking in resources currently required. In practice organisations mostly
tend to aim towards less unsustainability by increasing efficiency in the way in which

resources are utilised. An example would be an energy efficiency programme,

2.3.9  Accountability

Accountability is concerned with an organisation recognising that its actions affect the
external environment, and therefore assuming responsibility for the effects of its actions. This
concept therefore implies a quantification of the effects of actions taken, both internal to the
organisation and externally. More specifically the concept implies a reporting of those
quantifications to all parties affected by those actions. This implics a reporting to external
stakeholders of the effects of actions taken by the organisation and how they are affecting those
stakeholders. This concept therefore implies a recognition that the organisation is part of a
wider societal network and has responsibilities to all of that network rather than just to the
owners of the organisation. Alongside this acceptance of responsibility therefore must be a
recognition that those external stakeholders have the power to affect the way in which those
actions of the organisation are taken and a role in deciding whether or not such actions can be
justified, and if so at what cost to the organisation and to other stakeholders.

Accountability therefore necessitates the development of appropriate measures of
environmental performance and the reporting of the actions of the firm. This necessitates costs
on the part of the organisation in developing, recording and reporting such performance and to
be of value the benefits must exceed the costs. Benefits must be determined by the usefulness
of the measures selected to the decision-making process and by the way in which they facilitate
resource allocation, both within the organisation and between it and other stakeholders. Such
reporting needs to be based upon the following characteristics:

e understandability to all parties concerned

e relevance to the users of the information provided

e reliability in terms of accuracy of measurement, representation of impact and freedom
from bias

e comparability, which implies consistency, both over time and between different

organisations

Inevitably however such reporting will involve qualitative facts and judgements as well as
quantifications. This qualitativeness will inhibit comparability over time and will tend to mean
that such impacts are assessed differently by different users of the information, reflecting their
individual values and priorities. A lack of precise understanding of effects, coupled with the
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necessarily judgmental nature of relative impacts, means that few standard measures exist.
This in itself restricts the inter-organisation comparison of such information. Although this
limitation is problematic for the development of environmental accounting it is in fact useful
to the managers of organisations as this limitation of comparability alleviates the need to
demonstrate good performance as anything other than a semiotic.

2.3.10__Transparency

Transparency, as a principle, means that the external impact of the actions of the organisation
can be ascertained from that organisation’s reporting and pertinent facts are not disguised
within that reporting. Thus all the effects of the actions of the organisation, including external
impacts, should be apparent to all from using the information provided by the organisation’s
reporting mechanisms. Transparency is of particular importance to external users of such
information as these users lack the background details and knowledge available to internal
users of such information. Transparency therefore can be seen to follow from the other two
principles and equally can be seen to be a part of the process of recognition of responsibility on
the part of the organisation for the external effects of its actions and equally part of the process
of transferring power to external stakeholders.

2.3.11 Reporting environmental effects

Although topical at the present time, environmental accounting has been shown to be a
relatively recent phenomenon. As such it has by no means met with universal acceptance as an
aspect of the activities of a firm which is of importance and worthy of involvement in by
members of the firm, as far as accounting in this manner is concerned. The perceived benefits
of such accounting to organisations has not been demonstrated to such an extent that all
organisations consider such measurement and reporting would benefit them, although this
view is being modified over time. Increasingly organisations are secking to measure
environmental impact and to report upon it both internally and externally. Indeed there is an
increasing acceptance that environmental issues have a direct relationship with the economic
success of an organisation. This view of the perceived irrelevance of environmental
information however is particularly prevalent amongst accountants, Thus Frost & Wilmhurst
(1996) report the findings of a survey among practising accountants in which they found that
not only were the majority of accountants not involved in environmental management issues
but a only minority believed that such environmental information was important to users of
annual reports. Equally Quellette (1996) reported that traditional accounting used by firms
provided inadequate information on environmental impact and costs and this resulted in ill-

informed management decisions.



74

Exactly how such environmental information can be quantified and incorporated into
traditional company accounting is a matter of some debate. Current accounting practice, as
enshrined within the Statements of Standard Accounting Practice (SSAP’s) is essentially
focused upon the firm as the subject for accounting. Thus SSAP’s specifically exclude
accounting for costs which will not be incurred by the firm. If accounting in such a manner
were to be allowed in practice then the problems of how to quantify environmental impact
would become of significance. In this respect Hooks (1996) argues that the accounting
profession has a responsibility to address this issue and to develop a means of accounting
which establishes a balance between accounting for profit and accounting for environmental
impact. She argues that this accounting would be wider than the current practises regarding
disclosure, which appear to be linked to a desire to create an appropriately environmentally
conscious image rather than any true concern with environmental impact® . Similarly Howard
(1996) argues that ethical behaviour, corporate governance and environmental accounting are
inextricably intertwined in determining the performance of a firm. Indeed these arguments are
slowly becoming embedded into professional practice and the ICAEW (1993) have produced
guidelines which recommend that organisations publish their environmental objectives in ways
which are open to the measurement of performance and give details of expenditure on specific
objectives.

There have been many claims that the quantification of environmental costs and the inclusion
of such costs into business strategies can significantly reduce operating costs by firms; indeed
this was one of the main themes of the 1996 Global Environmental Management Initiative
Conference. Little evidence exists that this is the case but Pava & Krausz (1996) demonstrate
empirically that companies which they define as ‘socially responsible’ perform in financial
terms at least as well as companies which are not socially responsible®®. Similarly in other
countries efforts are being made to provide a framework for certification of accountants who
wish to be considered as environmental practitioners and auditors®. Azzone, Manzini & Noci
(1996) however suggest that despite the lack of any regulatory framework in this area a degree
of standardisation, at least as far as reporting is concerned, is beginning to emerge at an
international level. If this is the case then it can be expected to become reflected in the
regulatory frameworks at national levels in due course. It can equally be argued that firms

6! This is of course part of the maintenance of the semiotic of environmental responsibility
referred to earlier.

©2 1t is accepted however that different definitions of socially responsible organisations exist
and that different definitions lead to different evaluations of performance between those
deemed responsible and others.

% For example the Canadian Institute of Chartered Accountants is heavily involved in the
creation of such a national framework.
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which regard themselves as successful can afford to devote more effort towards being socially
responsible as they progress upwards through a form of Maslow’s hierarchy.

Bailey & Soyka (1996) claim that environmental accounting provides a firm with a set of tools
which can help the firm with both improving the quality of the environment and with
improving business performance and hence profitability. They significantly however fail to
address the problems of quantification which beset attempts to account for environmental
impact suggesting, by implication, that environmental engineers and the techniques of TQM
have already solved these problems®', Milne (1996) suggests that management accounting is
deficient in that it ignores the impact of the firm upon the biophysical environment®*, Birkin
(1996) on the other hand argues in favour of the adoption of environmental management
accounting, which he defines as a set of techniques concerned with the provision and
interpretation of information to aid managerial decision making and which takes into account
effects upon the external environment. While both writers argue for their individual preferred
techniques both again significantly fail to explain such techniques in a way which can be
applied in practise by firms concerned with the effects of their actions upon the external
environment. Jones (1996) suggests that any method of accounting for biodiversity should be
based upon the concept of stewardship rather than ownership.

Similarly Ranganathan & Ditz (1996) state that when environmental issues are quantified they
are more likely to be included in the business decision-making process and can therefore help
to improve the performance of firms, when measured by traditional accounting means. They
recognise however that existing management accounting systems are deficient in this respect
but argue that incorporating environmental accounting information into existing accounting
information systems need not necessitate a major overhaul of such systems. Again such
statements are made without any evidence and without the kind of detail needed to allow such
changes to be made to the systems of other firms.

As well as a concern with environmental accounting from the point of view of the internal use
of such information for decision making purposes, of equal concern is the use of
environmental accounting information for external reporting purposes. In this respect it can be
argued that the incorporation of environmental information into the annual reports of firms
reflects the concern of the evaluators of such information for investment purposes with the

64 This is perhaps a reflection of the engineering background of the authors and the implicit
certainty embedded within the discourse of TQM, rather than a genuine suggestion that the
problems besetting the accounting community in this respect have been solved elsewhere.

5 He argues that the making of decisions affecting the environment requires a
multidisciplinary approach which needs the inclusion of non-accounting information as well
as the development of new accounting techniques. He suggests as examples social cost —
benefit analysis and non-market valuation techniques.
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wider scope of organisational activity. Such concern can be seen to be reflected in the
discourse concerning environmental issues which is taking place in society at large and is
reflected in the media. Equally however it can be argued that the inclusion of such information
into the corporate reporting system, as manifest in the annual reports, is a reflection of the
desire of firms, and their managers, to address a wider audience through their reports than
merely the traditional investors in the firm, either actual or potential. This wider audience can
be considered to be those members of society at large who are concerned with the environment
and with environmental issues. This will include environmental pressure groups and their
individual members as well as other individual members of society. At one level it can be
argued that this reflects a recognition by the firm and its managers that the wider external
stakeholder community has an interest in the firm and the effect of its actions upon the

environment.

At another level however it can be argued that these individual members of society, whether
members of environmental pressure groups or not, also may be stakeholders in the firm in
other roles; for example they may well be customers, or potential customers, or suppliers or
employees. As stakeholders may well have multiple roles in their interaction with an
organisation it becomes impossible to separate out the reasons for an organisation desiring to
increase the extent of its environmental reporting, except in terms of the creation of a semiotic
for the maintenance of managerial hegemony. It is also impossible to ascertain whether or not
the firm is seeking to address a different audience, or merely seeking to address differing
concerns of the same traditional audience, its owners or potential investors. Nevertheless, as
Jones (1996) reports, the extent of environmental reporting, in terms of the number of firms
engaged in such reporting, has grown rapidly since 1990 and continues to grow. Similarly
KPMG (Management Accounting 1996) confirm this growth in environmental reporting but
state that it differs considerably in terms of just what is reported. They argue that a lack of
standards, coupled with an uncertainty as to whom such reporting is directed, has led to this
wide variation in environmental reporting®. Gamble, Hsu, Jackson & Tollerson (1996) on the
other hand argue, based upon empirical research, that environmental reporting is not
increasing in coverage but that there are national differences. Beaver (1989) however has
identified some changing trends in reporting and highlights a rapid growth in reporting
requirements and changes in existing requirements, while Eccles (1991) concurs®’,

® This issue of the target audience of such reporting will be the subject of further
consideration later.

®” These changes are principally concerned with the use of a broader range of measures of
performance together with an increasing recognition of the social implications of
organisational activity.
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2.3.12 Disclosure in corporate reporting

An examination of the external reporting of organisations does however demonstrate an
increasing recognition of the need to include environmental information and an increasing
number of annual reports of companies include some information in this respect. This trend is
gathering momentum as more organisations perceive the importance of providing such
information to external stakeholders. It has been suggested however (Till & Symes 1999) that
the inclusion of such information does not demonstrate an increasing concern with the
environment but rather some benefits to the company itself*®. One trend which is also apparent
however is the tendency of companies to produce separate environmental reports. In this
context such reports are generally termed environmental reports although in reality they
include both reporting upon environmental impact and upon social impact. Thus the terms
social accounting and environmental accounting tend to have been conflated within the
practice of corporate reporting and the two terms used interchangeably for the form of
performance measurement and reporting which recognises and reports upon the effects of the

organisation’s actions upon its external environment,

While these reports tend to contain much more detailed environmental information than is
contained in the annual report the implication of this trend is that such information is required
by a separate constituency of stakeholders than the information contained in the annual report.
This suggests an impression therefore that environmental information is not necessary for the
owners and investors in a business but is needed by other stakeholders. This therefore leads to
a further suggestion that organisations view environmental issues as separate from the
economic performance of the business rather than as integral to it. This conflicts with some of
the arguments and findings considered above which suggest the need for the integration of
environmental and economic performance within the accounting needs of a business for the
sake of continuing future performance. It does however highlight the problematic nature of
environmental accounting and some of the problems associated with environmental impact
measurement which will be considered later in this thesis. It will be argued in later chapters
that this separation is an essential part of the maintenance of the dialectic of corporate

reporting.

There appears to have been a resurgence of public interest and concern about the environment
in recent years and this is being reflected in corporate reporting. Adams (1992) explains this

resurgence of interest as follows:

% Till & Symes consider Australian companies where there are tax effects of environmental
actions and disclosure benefit companies with increased disclosure. The cultural and legal
environments differ from country to country and in the UK such benefits do not accrue.
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‘In Britain during the last four decades, within a market economy driven by
consumer preference and purchasing capacity, greater economic leisure has
provided the opportunity to both analyse and reflect on the underlying nature
and direction of a demand led economic system. There is an increasing
requirement for information on the social and environmental impact of corporate
policy and appraisal effects. The movements for healthy eating, ethical
investment and, above all environmental concern have played a big part in
awakening the consumer’s social awareness.... The very process by which the
majority in the West have become affluent is increasingly being questioned by
some of its beneficiaries. Can we go on like this? Is it sustainable? Is the whole
system flawed and ultimately self destructive? These questions are being asked
not just by pressure groups but also by individuals, by business, by governments
and global institutions.” (pp106-107)

These concerns have led to the general opinion that there is something different about
environmental information which deserves reporting in its own right rather than being
subsumed within the general corporate reporting and lost in the organisation-centric norm of
corporate reporting. This opinion is based upon a recognition that:

“The environment (which is a free resource to individual businesses) is
increasingly being turned into a factor that does carry costs. Primarily as a result
of requirements imposed by current or probable future government regulation on
pollution control, but also to some extent because of the wider concern of the
public, who can affect a business’s profitability by their behaviour as consumers,
employees, and investors, there is a financial impact that needs to be accounted
for.” (Butler, Frost & Macve, 1992 p60)

These kinds of argument support the practice of corporate reporting in suggesting a general

agreement that environmental accounting is distinct from traditional accounting.

24 The dialectic of corporate performance reporting

The discourse of corporate performance measurement therefore, together with the practice in
terms of organisational reporting, suggest that social performance measurement and reporting
(including environmental reporting) is very different from traditional performance reporting,
and that the use of accounting in such measurement and reporting is therefore very different.
Indeed it will be demonstrated that the two concerns resolve into a polarisation into a concern
with financial performance on the part of investors and environmental performance on the part
of pressure groups. Furthermore it seems to be generally accepted that the concerns of the two
forms of reporting are very different. Thus traditional corporate reporting is assumed to be for
shareholders and be concerned only with the internal effects of the organisation’s activities.

Nevertheless the lack of altruism, or concern for stakeholders, needs to be borne in mind when
considering such increased environmental reporting.
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Environmental reporting on the other hand is assumed to be for other stakeholders and to be
concerned primarily, if not exclusively, with the effects of the organisation’s activities on its

external environment.

Moreover, by implication, the concerns of one must be at the expense of the concerns of the
other as the two are assumed to be mutually exclusive. Thus the managers of an organisation
must manage two conflicting dimensions of corporate performance in order to satisfy the needs
of different stakeholders — or at least this dialectic must appear so®. This has enabled these
managers to adopt the environmental perspective in the maintenance of the dialectic between
internal and external aspects of performance, and thereby demonstrate their competence in

management of the organisation.

2.5 Conclusions

In this chapter the nature of organisational performance measurement has been considered in
the context of the discourses of traditional accounting and of social and environmental
accounting, together with some of the problems inherent in such forms of accounting. It has
been argued in this chapter that the presentation within the discourse of these two as
incompatible accountings — traditional and environmental - serves the needs of managers
while helping present their performance as exceptional through their ability to manage these
different dimensions of performance and to serve the conflicting needs of different
stakeholders. Thus a dialectic of corporate performance has been created in terms of these two
dimensions of performance and it now becomes necessary to explore that dialectic in greater
details. This will be the subject of the exploration in this thesis.

® It is not suggested that the increasing prominence of social and environmental aspects of
corporate performance since the 1970’s has been promulgated by managers, any more than the
Gaia Hypothesis has been so promulgated. Rather it is argued that the timing of these societal
concerns, which are also reflected in corporate reporting, has been convenient for managers.
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Chapter 3

Semiology and Statistics: A Methodology for Analysis

3.1 Summary

The previous chapter considered the discourses of traditional accounting and environmental
accounting to show that a dialectic existed regarding performance. The investigation of this
dialectic is the subject matter of this thesis and in this chapter the methodology to be used in
that investigation is explained and justified. This investigation is two fold and makes use of a
quantitative analysis of the performance of the organisations under consideration and a
qualitative analysis using a semiotic analysis of the binary oppositions inherent in the reports.
Both methods, and the rationale for using them, are explained and the selection of a sample of
companies for investigation is explained and justified.

This chapter therefore fulfils 5 functions:

¢ The development of hypotheses which are to be tested in the analysis

e The explanation for considering only financial and environmental performance for
analysis

e  The justification of the selection of the sample for analysis

e The justification of the means for statistical analysis

e The justification for using semiology as a means of analysis

3.2 Introduction

The previous chapter has shown, by means of literature review, that there is a perceived
dichotomy between financial performance and environmental performance which represent two
incompatible dimensions of performance. As such it is implicit that good performance along
one dimension must be at the expense of good performance along the other dimension, If this is
the case then it must be expected that this is apparent from an investigation of corporate reports
and will be reflected not just in the accounting part of the report but also in the other part of the
report, This is therefore testable and it is the purpose of this thesis to test this assumption,
Furthermore it is intended to test the assumption that corporate reports are intended to be
outward looking and forward looking documents designed to meet the needs of a wide range of
stakeholders of the organisation,
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In order to test these assun;ptions it is first necessary to develop a set of hypotheses, which are
testable, and then to develop a method for testing these hypotheses. Thus the following two
propositions need to be developed into testable hypotheses:

e  There is a dichotomy between financial performance and environmental performance
which represent two incompatible dimensions of performance.

¢  Corporate reports are intended to be outward looking and forward looking documents
designed to meet the needs of a wide range of stakeholders of the organisation.

The second proposition must be viewed as a corollary of the first, stemming from the fact that
environmental accounting is designed to meet the needs of this wide range of stakeholders. It is
therefore necessary to develop a hypothesis to test the first statement before developing one to
test the second.

3.3 Development of hypotheses

The performance of an organisation is reflected in its annual reporting in both financial terms,
through its balance sheet and profit and loss account and associated notes', and in the reports
from the chairman and directors and the overview of the company performance and prospects>.
Additional information is also given in the Environmental Report of the organisation when this
is produced’. The dichotomy between the two dimensions of performance is such that it would
suggest that good performance in both dimensions of performance cannot be achieved. This
performance can be tested by a consideration of the following hypotheses:

Hypothesis 1
There is a significant difference between the financial performance of different organisations.

Hpypothesis 2
There is a significant difference between the environmental performance of different

organisations.

! These are required by legislation enshrined within the Companies Acts and as expressed
through GAAP.

2 There is a limited legal requirement to report in this manner. Custom and precedent, as shown
in the archacology of corporate reporting, in Chapter 1 shows the development of this part of
the report.

? These are collectively termed the written reports in the remainder of this thesis, unless
identified separately.

* When produced this report is normally produced as a companion publication to the annual
report.
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Hypothesis 3
There is a negative correlation between the financial performance and the environmental
performance of the same organisations.

These hypotheses are designed to identify that there are differences in both financial and
environmental performance between companies (hypotheses 1 and 2) and the expectation of the
incompatibility of good performance in both dimensions would lead to the negative correlation
suggested in hypothesis 3. These hypotheses are subject to quantitative testing.

Hypothesis 4
The annual reports of companies will consider both dimensions of performance in terms of the
written reports.

Hypothesis 5
The written parts of the annual report will favour the dimension of performance for which
performance has been better.

Corporate reports contain written aspects as well as accounting aspects and these written
aspects are subject to much less regulation, Accordingly it would be expected that these parts of
the reports would focus upon those aspects of performance which reflect best upon the
organisation and its performance. These hypotheses are intended to test this assumption and, as
such, are subject to qualitative testing.

As far as the second statement, regarding the outward and forward looking focus of the annual
report, is concerned this can be subject to qualitative testing though a consideration of the
following hypotheses:

Hypothesis 6
The written reports have greater prominence that the financial reports in the corporate report.

Hypothesis 7
The written reports consider future prospects to a greater extent than past performance.

Hypothesis 8
The reporting documents as a whole show evidence of being designed to meet the needs of a
wide range of external stakeholders.

The written parts of the reports are less concerned with the stewardship role of reporting and are
more concerned with the image of the organisation. This will tend to be future oriented and
concerned with the image of the organisation as far as a wide range of stakeholders is
concerned.
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Confirmation of these hypotheses will provide evidence in support of the propositions stated
above and hence evidence in support of the position of this thesis regarding the changed nature
of corporate reporting.

As far as testing these hypotheses is concerned the methods chosen are a quantitative analysis
of reported performance for hypotheses 1 - 3 and a qualitative analysis for hypotheses 4 — 8.
The precise methods are explained below, after an explanation as to how the multiple
perspectives of all stakeholders can be resolved into the two dimensions of financial and
environmental performance.

3.4 Dimensions of performance

34.1 The performance evaluation matrix

While the various stakeholder needs for performance evaluation may seem disparate and
incompatible, it is only by recognising that performance exists in multiple dimensions and for
multiple purposes that the needs of an organisation for its measurement and reporting of
performance can be addressed®. There is a need therefore to recognise these aspects of
performance and to synthesise them into a system of performance evaluation in order for
appropriate measures to be devised. In order to do so it is suggested that the different aspects of
performance can be considered as dimensions, each of which provides one axis for the multi-
dimensional matrix of performance evaluation into which this framework is compiled. The
three dimensions identified (Crowther 1996b)are:

e the perspective dimension
e the purpose dimension

e the focus dimension

For each dimension a number of perspectives exist which can be summarised in the following
tables:

5 See Crowther 1996b for full details of these differing needs.
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The Perspective Dimension

Stewardship asset conservation

Ownership shareholder value

Stakeholder power and accountability

Employee rewards and motivation

Environmental sustainability

Social disclosure and community effect
Managerial strategy formulation and implementation
Resource Allocation planning

Worldview holism

Table 3.1 The Perspective Dimension

The Purpose Dimension

Strategy formulation

Strategy implementation

Control

Accountability

Valuation

Legal

Informative : public relations
Informative : prospective customers
Defensive

Table 3.2 The Purpose Dimension

The Focus Dimension

Internal v External
Short term v Long term
Past v Future

Table 3.3 The Focus Dimension

Each of these three dimensions is of importance to all stakcholders in the evaluation process
although each component within each dimension is only relevant to some parties. These three
dimensions are not however independent of each other and each interacts with the other two
dimensions. These interactions between the three can be viewed in the form of a matrix
reflecting their interaction and interdependence. This system is of necessity multidimensional
but the following matrix is an attempt to synthesise these needs into a workable model for
understanding the differing needs in the evaluation of performance.
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Analysis of the various factors which are significant for the evaluation of performance shows
that these can be categorised into three dimensions: perspective, purpose and focus each of
which interacts with the other two dimensions. Table 3.4 shows the interrelationships between

the perspective and focus dimensions:

Focus
Perspective Past Future Internal External

stewardship X X
ownership X X X
stakeholder X X X X

employee X X
environmental X X
social X X
managerial X X X

resource allocation X X X
worldview X X X X

Table 3.4 The Perspective Dimension and Focus

Table 3.5 shows the interrelationships between the purpose and focus dimensions:

Focus
Purpose Internal | External | Shortterm | Longterm
strategy formulation X X X
strategy implementation X X
control X X
accountability X X
valuation X X X
legal X X X
informative : PR X X X
informative : prospective customers X X
dcfensive X X X

Table 3.5 The Purpose Dimension and Focus

Table 3.6 the interrelationships between the purpose and perspective dimensions:
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Focus
Purpose stewardship | ownership | stakeholder | employee | environmental | social | managerial resource worldview
allocation
strategy formulation X X X X
strategy implementation X X X
control X X X X
accountability X X X X X
valuation X X
legal X X X
informative : PR X X X X
informative : prospective X X
customers
defensive X X

Table 3.6 The Focus Dimension and Perspective
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3.4.2  Modelling the Performance Evaluation Determinants

The framework developed for analysis indicates that the evaluation of performance operates in
multiple dimensions and that the way in which the performance of an organisation is evaluated
depends upon the person undertaking that analysis. Thus there is no such thing as ‘the one’
evaluation which demonstrates the performance of an organisation to be good or bad; any
evaluation must necessarily be performed within a context. This framework also indicates that
there are a variety of pressures upon an organisation, which will influence the activities of that
organisation and hence the mechanisms it uses to measure and evaluate its performance. These
pressures will inevitably feed into the performance reporting systems and the dominant
coalition within the organisation secks to balance up its needs with those of the other
stakeholders to the organisational performance. Given that the dominant coalition is constantly
mutating, as the respective stakeholders to the organisation gain and lose power in their struggle
for a voice in the performance of the organisation, it is argued that it can be expected that the
organisational performance reporting system also mutates to reflect these changes in the
constituency, and therefore requirements, of that dominant coalition.

Once it is recognised therefore that there are multiple dimensions of performance, and that there
are a variety of pressures acting upon the organisation, there is a need to consider how these
different, and often conflicting, pressures are resolved and eventually manifest themselves in
the actual reporting systems of an organisation. The framework developed (Crowther 1996b)
explains the existence of tensions in the organisation’s performance measurement and reporting
systems but fails to explain how these tensions are resolved and eventually manifest themselves
in the reporting systems of the organisation. In order to explain this resolution of these tensions
it is therefore necessary to develop a model of how the organisation reacts to these pressures in
the development of its performance reporting system. It is equally necessary to recognise how
the managers of the organisation, as the operators of the performance reporting system, react to
the various pressures and operationalise these pressures in the development of a reporting
system. The development of such a model will help explain the operational behaviour of an
organisation and the way in which these tensions are resolved, as well as explaining the
determining factors in the changing reporting mechanisms, and critical factors to report upon,
for an organisation.

Any such model, in order to be of value in explaining organisational behaviour and the
behaviour of the operators of the reporting system, must aim to be generic in form. Equally, in
order to have practical application, this model must provide a representation of the diverse and
conflicting pressures identified in the framework for analysis of these pressures. It is necessary
therefore to examine these different constituents of the pressures for performance measurement
and evaluation and also the different dimensions along which these pressures are manifest and
to seek for commonalties in their manifestation. This can be achieved through a consideration
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of how these pressures are manifest and then through the clustering of the factors under main
headings.

It is argued that the three dimensions of performance interact with each other and cannot be
considered in isolation and so a starting point is to consider these dimensions of performance in
the form of a Venn diagram and then to consider the interactions. Thus a Venn diagram as
follows can be constructed:

perspective

Fig 3.1 Interactions between the dimensions of performance

In such a diagram the interactions between the dimensions can be identified as follows:

area a - interactions between the purpose and focus dimensions

area b - interactions between the purpose and perspective dimensions

area ¢ - interactions between the perspective and focus dimensions

area d - interactions between the 3 dimensions of purpose, perspective and focus

This diagram provides a model which indicates the interaction of the three dimensions, and
obviously the areas of overlap will be the most significant in the determination of the factors
affecting organisation performance measurement and reporting, Equally area d where all three
dimensions interact with each other will be the most significant area of influence, This model
does not however provide anything other then a representation of these interactions and
significantly does not provide any indication of the respective sizes of these areas of interaction.
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Additionally it does not provide any indication of which factors fall into which areas of
interaction, and therefore of which factors are the most significant determinants of performance
measurement and reporting. In order to achieve this aim it is necessary to examine each factor
in each dimension in details and to consider the effect of these factors on the interaction
between dimensions. Reference to the framework shows that it is postulated that all factors in
the perspective and focus dimensions interact with the focus dimension but with different
factors of the focus dimension. The focus dimension therefore can be considered to be not a
dimension as such but rather as a set of polarities, thus:

Internal > External
Shortterm > Long term
Past <« » Future

Equally it can be seen that the short term - long term and the past - future polarities are both
temporal in nature, with the short term - long term polarity being subsumed within the extended
temporality of the past - future polarity. It is therefore possible to eliminate the short term - long
term polarity and concentrate upon the two remaining polarities. These represent the temporal
focus of the organisation (ie past - future) and the reporting polarity (ie internal - external) and
it is possible to consider the interaction of the factors from the perspective dimension and the
purpose dimension with each of these two polarity functions from the focus dimension.

This focus dimension, when considered in this manner can be used to construct a model of the

focus of an organisation’s performance measurement and reporting structure, as follows:

internal
reportingl dimension
past future
temporal dimension
external

Fig 3.2 Dimensions of organisational reporting

Taking the factors from the two dimensions of perspective and purpose, it is possible to
consider their interactions along these two polarised dimensions from the focus dimension in

order to consider the main interactions of these factors.
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follows:
polar focus

past future past & future
stewardship employee ownership
control environmental stakeholder
accountability social resource allocation
valuation strategy formulation worldview
legal strategy implementation

informative

defensive

Table 3.7 Temporal Polar Focus

In this figure the factors identified as both past and future can be considered not to be polarised
but to operate along the continuum. Such factors therefore are excluded from the analysis
following, as not leading to any particular interaction, but rather as being common to all
interactions.

Similarly by considering the factors in relationship to the reporting polarity the interactions can
be identified as follows:

polar focus
internal external internal & external
stewardship ownership stakeholder
employee environmental defensive
resource allocation social
strategy formulation worldview
strategy implementation accountability
control valuation
legal informative

Table 3.8 Reporting Polar Focus

In this figure the factors identified as both internal and external can be considered not to be
polarised but to operate along the continuum. Such factors therefore are excluded from the
analysis following, as not leading to any particular interaction, but rather as being common to
all interactions.

This analysis therefore establishes the polarity of the various factors from the perspective and
purpose dimensions in terms of the temporal and the reporting axes resolved from the focus
dimensions. It is however necessary to translate this analysis into a two dimensional matrix of
interactions as part of the process of developing a model of the factors influencing
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organisational performance measurement and reporting. Further analysis is therefore necessary
to explore these interactions and to identify which factors can be considered to reside in each
quadrant of the dimensional model depicted in Fig 3.2. In doing so the factors which are
polarised to either end of each axis become the significant factors rather than those which have
been identified as continuous along the axis. This is because such factors will inevitably sit in
several quadrants of the model and hence obscure the analysis and attempt to determine the

locus of operation for each of the four quadrants.

This further two dimensional analysis therefore suggests the following:

internal past internal future external past external future

stewardship employee valuation environmental

control strategic social

legal resource allocation informative
defensive

Table 3.9 Two Dimension Analysis of Focus

The dimensional model developed as figure 3.2 can now be transformed into a 2 x 2 matrix and
the relevant factors inserted into each part of the matrix. This matrix can be considered to be a
performance evaluation matrix of an organisation. This matrix reveals the following:

internal past internal future
stewardship employee
control strategic
legal resource allocation
external past external future
valuation environmental
social
informative
defensive

Fig 3.3 Factors in the Performance Evaluation Matrix

A consideration of this matrix as two halves, concerned with respectively the internal and the

external focus of the organisation suggests an analysis as follows:

internal focus:
This focus is concerned with managerial behaviour within the organisation and with how the
organisation controls and manages its resources, plans for the future and operationalises that

planning,
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external focus:

This focus is concerned with how the organisation, and the managers of that organisation as the
operators of the organisation’s behaviour, reacts with the external environment and the
pressures gencrated from that environment.

In this respect, therefore, it is argued that the external focus can be deemed to represent the
pressures exerted upon the organisation from the environment in which it is operating while the
internal focus can be deemed to represent the mechanisms for the managers of the firm to
respond to those pressures and to organise the factors of production accordingly in response to
those pressures. It is possible therefore to suggest that the external focus is active upon the
organisation while the internal focus is essentially reactive to the pressures from the external

environment.

Further analysis of the matrix by consideration of each quadrant separately, in terms of
organisational performance evaluation, suggests that the focus of attention for each quadrant
can be explained as follows:

internal past:

This quadrant is concerned with the accounting and financial reporting aspects of organisational
performance. It is concerned with control of the business and with the reporting of what has
happened. The factors in this quadrant therefore are essentially passive and reactive to the
factors in the other quadrants which will influence managerial behaviour in the shaping of
organisational behaviour and hence in the determination of the performance which is reported
on through the factors in this quadrant. This quadrant can therefore be symbolised as the
financial reporting quadrant

internal future:

The focus of managerial attention will be in this quadrant, which is concerned with the planning
functions of managerial behaviour. This planning will determine organisation performance,
which will in turn affect the reporting functions of the internal past quadrant. The planning
decisions made by managers in addressing the strategic issues affecting the organisation will to
a large extent be determined by an analysis of the factors from the external focus and the
pressures which are imposed, or perceived to be imposed, from these quadrants. This quadrant
can therefore be symbolised as the planning quadrant.

external past:

The focus of attention upon this quadrant will be that of investors in the business, both as
owners and as lenders of debt. Concern will be with ensuring security for the debt and with
ensuring that the activities of the firm are such that growth occurs, in whatever terms are
deemed appropriate (eg sales, turnover, return on capital employed, earnings per share). This is
so that investment in the organisation can be demonstrated to be a worthwhile endeavour.
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Equally concern will be with projecting the patterns of past performance into the future in order
to ensure that any investment in the business will continue to generate rewards sufficiently to
merit such investment. This quadrant therefore can be symbolised as the investment quadrant.

external future:

The concerns of this quadrant are with the environment in which the organisation is operating.
Environment in this context can be taken to include the competitive environment in which the
organisation is operating, the societal environment in which the organisation exists and the
ecological environment upon which the organisation impacts through its activities. The external
stakeholders to the organisation will therefore be primarily concerned with this quadrant and
pressure from such stakeholders will be manifest here, demanding a response from the
organisation and its managers depending upon how these pressures are perceived and evaluated
by the organisation managers. This quadrant can therefore be symbolised as the environment
quadrant.

Using the symbolism developed from this analysis therefore it is possible to reconstruct the
performance evaluation matrix used for this analysis in order to show the focus of attention as
far as organisational performance is concerned of each of the quadrants of the matrix. This can
be depicted as follows:

financial planning
internal reporting
reporting axis
investment environment
external
past future
temporal axis

Fig 3.4 Symbolic Factors in the Performance Evaluation Matrix

From this matrix depicting the prime motivators for each quadrant it is then possible to consider
the principal actors for each of the quadrants, These can be identified as follows:

financial reporting quadrant:

This quadrant is the preserve of accounting and so the principal actors in this quadrant will be
accountants, controlling the operations of the organisation and reporting upon the activities of
the organisation. It is recognised however that operational management will be involved in the
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control of operations and that not all reporting will be financial in nature. The nature and extent
of such reporting will however be determined by the activities of the organisation and the
pressures exerted from elsewhere in the performance evaluation matrix.

planning quadrant:

Managerial activity in the organisation will be concentrated in this quadrant and so the principal
actors are managers. Managerial activity will be concerned with evaluating the pressures from
the external quadrants, reconciling these conflicting pressures and transforming this evaluation
into a plan of action. This plan will in turn determine the activities of the financial reporting
quadrant.

investment quadrant:

Present and future investors in the business will be the principal actors in this quadrant. In a
large business all investment activity will tend to be channelled through the banking and City
institutions and will be determined to some extent by the activities of those institutions and the
analysis undertaken by the members of those institutions. The City, at least as far as the UK is
concerned, can thus be considered to be the mediating mechanism for this quadrant and hence
can be taken to represent the principal actor in this quadrant. For an international perspective
however the actor for this quadrant needs to be more generically termed and hence the term
investment analyst is used to represent this quadrant.

environment quadrant:

As far as the competitive environment is concerned the actions of competing organisations will
exert pressures on the organisation which the managers of that organisation will attempt to
anticipate and to react to. Other pressures of a socictal nature and of an environmental nature
will be exerted by pressure groupings of various types. A typology of environmental pressures
has been developed below and so at this point it is sufficient to identify the principal actors in
this quadrant as competitors and pressures groups.

3.4.3 _ Stakeholders in the environmental pressure game

In considering the effect of environmental pressures upon an organisation, and the consequent
effects upon the performance measurement and reporting systems of the organisation, it is
important to recognise that these pressures, while arising from some of the stakeholders, in the
widest context, to that organisation, actually arise from a variety of different sources®., It is
equally important to recognise that such environmental influences affect different organisations
in different ways and to different extents. Thus for example the environmental pressures upon
an organisation engaged in oil recovery or open cast mining will be quite different to those upon
an organisation engaged in retailing or in food processing. Not only will the pressures be
different for different industrial sectors but they will also differ according to geographical

6 See Crowther 1996b for full details of these sources.
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location of the industry and according to temporal factors influencing the local communities
concerned and the socicty at large. Thus it can be expected that due to the differing natures of
the environmental pressures being exerted, and the respective strengths of those pressures,
organisations will respond differently. It could be expected however that organisations
operating in similar industrial sectors and in similar physical and temporal localitics would be
subject to very similar environmental pressures, Similar pressures upon similar organisations
could be expected to be manifest in similar reactions to those pressures, both in terms of
changes in operating procedures and in terms of changes in performance measurement and
reporting systems. If these similarities in responses to environmental pressures are not evident
then it is necessary to investigate the organisations in greater detail in order to elucidate the
reasons for these differences in response patterns. First however it is necessary to consider the
types of environmental pressures to which an organisation is subject. This is achieved through
the construction of a typology of environmental pressures.

One pressure to which all organisations are subject is that of the legal environment within
which the organisation operates. While it might be expected that this environment is identical
for all organisations, in actual fact this is not the case. As far as the UK is concerned this
environment consists of three distinct components - UK legislation, EC legislation, and
regulatory frameworks. Regulatory frameworks tend to be specific to individual industrial
sectors and also to distinct parts of the country geographically. Thus the building industry has a
specific regulatory framework in the form of building regulations but this varics from onc part
of the country to another. This depends to some extent upon the involvement of the local
authority but is also because some parts of the country are classed as National Parks and have
building restrictions to discourage such activity while other parts of the country are classed as
development areas where such activity is positively encouraged. Sanctions applied for non-
conformity with the regulations can either be in the form of punishment for breach of the
regulations or rewards for compliance. Thus farming, for example, has a regulatory framework
which involves sanctions for particular activities (eg fines for polluting rivers), complete
freedom in other areas (eg no planning restrictions for agricultural buildings), and rewards in
the form of grants or subsidies for compliance with certain regulation (such as “sct aside’ or
conforming to milk quotas). This regulatory framework is specific to this industry and does not
apply to others. Some industries operate sclf-regulatory frameworks while others have
frameworks imposed. Thus these regulatory frameworks affect different industrics differently.

The framework of legislation on the other hand can be expected to apply to all industries and all
firms within an industry to a similar extent. In general terms this is true but it needs to be
acknowledged that the impact of such legislation is to some extent dependent upon the
perceived geographical location of any particular firm, Thus one firm might be a wholly UK
based organisation and hence pay particular regard to UK legislation. Another firm in the same
industry might regard itself primarily as based in another country within the EC and hence pay
regard not just to UK legislation but also to EC legislation, and also to the legislation of the
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other EC country in which it is based. Yet another firm might regard itself as truly global and be
prepared to move its operations around the world to exploit legislative differences. One further
facet of the legislative framework in which a firm operates which might be important to the way
in which that firm operates and reports on performance is the difference between extant
legislation and anticipated legislation. The framework is subject to a process of continual
change and modification, the impact of which is to gradually increase the statutory requirements
for conformity’. While extant legislation needs to be complied with this is not true of
anticipated legislation, which may never achieve actuality. Nevertheless some firms seek to
anticipate such legislation, either because of the costs and time scales involved in achieving
compliance or because they believe that positioning themselves in the forefront of
environmental developments will give them some competitive advantage. Thus the reaction of
all firms, even in the same industrial sector, will by no means be universally similar.

Another part of the operating environment of an organisation involves its relationships with the
media, and this is of crucial importance as far as pressure groupings are concerned. While in
theory the media provides a source of information on current events, in actual fact the role of
the media in the context of environmental pressure is far from that of a neutral reporting
mechanism®, Environmental issues are regarded as newsworthy by the media, and hence used
by this industry to provide a vehicle for selling its own products and services, while at the same
time purporting to provide impartial news coverage. This is implicitly recognised by all the
stakeholders involved in these environmental issues and so all seek to exploit the possibility of
media coverage for their own purposes’. Thus firms will seck to broadcast their environmental
impact when seen to be positive while secking to hide less positive aspects. Conversely pressure
groups will seek to provide newsworthy coverage of issues which are important to their own
agendas, rather than seeking to rank such issues according to environmental impact priority.
Thus media involvement becomes a weapon for all stakeholders to use to meet their own
agendas rather than an impartial method of evaluating issues, and some stakeholders have
recognised this and exploited it to a greater extent than have others.

344 A typology of environmental pressures

7 This has been illustrated in the public sector by such writers as Pollitt (1990) and Hoggett
(1996).

® See for example the article ‘ICI heads list of worst polluters’ (The Times 22/3/99) which
provides a list of the 10 worst polluting organisations, as determined by the Environment
Agency. This list includes 2 water companies who are within the sample selcted for analysis in
this thesis.

? See for example the article ‘Windfall tax plea against penalising good performers’ (The Times
26/6/97) which provides an account of the arguments by Wessex Water against the imposition
of a windfall tax (see Chapter 4) on good performers. Interestingly Wessex Water is one of the
10 companies named as polluters in the article referred to in footnote 8, thereby indicating the
way in which the press is attempted to be used as a mediating mechanism on the semiotic stage.
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There are a variety of pressures acting upon organisations in terms of performance, and these
can be viewed as representing different dimensions of performance. In order to consider the
way in which the various stakeholders affect organisational behaviour and reporting systems it
is possible to construct a typology of environmental pressures. The typology can be constructed
in 2 dimensions by a consideration of the focus of the pressure grouping along two axes, with
one axis being concerned with focus and ranging from narrow focus on specific issues to a
broad focus upon a wide range of environmental issues. The other axis represents the extent of
the influence of the pressure group on organisational performance measurement and reporting
systems, and this can be considered to be the dependant variable in a causal relationship. In
general terms it is postulated that the broader the focus of the pressure group the greater
influence it will have upon the organisational reporting systems. It is not possible at present to
postulate the kind of relationship but merely that there will be a relationship. This relationship
can be represented thus:

great

influence on reporting
systems

little

narrow broad
focus of operations

Fig 3.5 Pressure Group Profiles

Using this representation a typology can be constructed which is based upon the aims of the
particular types of pressure groupings. However 6 different categories of pressure group can be
identified.

a) international environmental organisations

This grouping naturally contains the largest organisations and also those organisations which
tend to have the greatest public profile. This profile is achieved partly because they have the
resources to generate such a profile through campaigning and partly because they have the skills
to exploit the media to ensure maximal coverage. The declared aim of such groups is the
protection of the global environment in its broadest context and probably the most familiar of
such organisations would be Greenpeace and Friends of the Earth. Such organisations operate at
all levels from the global, when considering issues such as nuclear testing by the French or
whaling by anyone, to a national level when dealing with such issues as the disposal of North
Sea oil platforms, and also to a local level when dealing with community issues such as the
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provision of cycle paths for a local community. The modus operandi of these organisations is to
target specific organisations through specific campaigns and to use their resources, even
illegitimately if this increases their impact, for specific ends. These campaigns have the effect
of polarising opinion about the specific issues they are concerned with and using the emotional
power of ‘the environment’ to achieve success. This is sometimes regardless of whether or not
the scientific arguments can withstand scrutiny, as in the case of the disposal of the Brent Spar
oil platform. Nevertheless such organisations have had a significant impact upon the operating
procedures of certain businesses, and hence their performance reporting systems, while leaving

other businesses untouched,

b) specific purpose organisations

These organisations tend to be organised on either an international basis or a national basis,
depending upon their objectives, but the distinguishing feature is the limitation of their purpose
to the achieving of a particular objective. Thus an international organisation, such as the World
Wildlife Fund, is concerned with the protection of wildlife globally while a national group, such
as the Royal Society for the Protection of Birds, is concerned solely with bird life in the UK,
extending its operation overseas only to the extent that what happens to migratory birds
overseas can impact upon their welfare in the UK. Other organisations are UK based but
concerned with issues overseas, such as Programme for Belize, which is concerned with the
preservation, through acquisition, of the rain forest in Belize. Still other organisations purport to
be international while being totally UK based. An example of such an organisation is
Compassion in World Farming which, despite its name, is concerned primarily with farm
animal welfare in the UK and to a lesser extent the EC. These organisations all tend to operate
through the mobilising of mass opinion and only seck to exert influence on business
organisations when these organisations have a direct impact upon the issue with which they are
concerned'®. Such issues tend to be discrete issues of limited temporal extent, such as the
construction of a new reservoir or mine. Their impact upon organisational performance and

reporting systems therefore is likely to be limited in extent.

¢) illegitimate instruments of terrorism

The use of terrorism'' as a means of securing political ends has an extensive history and some
record of effectivencss'%. Success has a tendency to change the discourse surrounding such
activity from one of illegitimacy to one of legitimacy. The use of terrorist organisation and
methods has been extended in recent years to the arena of environmental issues. This has been
manifest in the violent and destructive tactics of organisations such as the Animal Liberation
Front, the obstructive tactics of such people as Ecoprotestors in their opposition to road building

' The limited power of registered charitics to engage in political activity is recognised but
ii;norcd, as irrelevant, for the purposes of the development of this typology.

" The term terrorism is used here to imply illegal and disruptive activity, rather than to imply
the use of physical violence.

'2 Consider for example the protest against the Poll Tax.
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programs'®, and the disruptive tactics of such people as Reclaim the Streets in gaining
maximum media coverage from their non-violent program of closing major streets in London
for periods of time or in affecting the 1998 G8 summit in Birmingham. The discourse
surrounding environmental terrorism is one of illegitimacy, depending upon whether one
considers that the ends justify the means or not. Their impact upon legitimate organisations
tends to be one of increasing transaction costs for the firms targeted, or for society at large,
rather than any long term change in performance measurement and reporting. Chaliand (1987)
has argued that a successful terrorist organisation needs a base in society which extends beyond
its membership and needs popular support in order to exist and achieve results. One way to
negate the power base of such an organisation is to subsume the aims of the organisation within
popular discourse and thereby negate its impact. The environmental impact reporting of an
organisation is one way of achieving this subsumption and perhaps is one reason why such
protest groups have had little impact upon organisational behaviour.

d) local groups

Large numbers of local groupings exist for the purpose of exerting pressure on organisations
because of concern about a particular environmental issue. Such groups tend to have a purely
local interest in a particular environmental issue and to be concerned with a particular locality.
Examples would include groups concerned with the protection of a particular site from use in
the building or extractive industries. Other examples include both groups concerned with
pressure for reducing traffic congestion through the construction of a bypass and conversely
groups concerned with preventing the construction of a bypass because of its environmental
impact'*. The essential feature of such groups is their temporary nature due to their concern
with a specific aim; once their objective is past and their pressure group has met with either
success or failure then the reason for their existence ceases. At this time the grouping tends to
disintegrate, although individuals active within such a group may well feel motivated to become
involved in further environmental issues through joining or starting another pressure group. Due
to the ephemeral nature of these local issues groups and the fact that they tend be concerned
with purely local issues, the impact which they have upon organisational performance reporting
systems tends to be minimal, unless the issues can be brought to general public attention and
gain the involvement of some larger group.

e) individual action

Large numbers of people, as individuals, are concerned about environmental issues, either in
gencral or about specific issues, but do not associate with others in a pressure group. This does
not necessarily mean that such people do not take any action but rather that the action taken is
not in concert with others. Thus individuals acting alone often take action in the form of
lobbying by writing to influential people, writing to the organisation concerned and writing to

13 See Crowther & Cooper (2000) for a consideration of the tactics of ecoprotestors.
14 See Crowther & Cooper (2000) for a consideration of the role of ecoprotest in local
community activity opposing the building of roads.
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members of parliament asking for action to be taken, or not taken, depending upon the issues in
hand and the institution which they are contacting. Equally individuals acting alone ofien ignore
the dominant economic rationality’® and act in a non-price discriminatory manner in selecting
the goods and services which they choose to consume because of their concern about the
environmental impact of certain organisations as opposed to others, Thus the debate concerning
genetically modified foods available in supermarkets has been affected by individuals choosing
not to purchase such foods'®. This has had the effect of some supermarkets (eg Sainsbury’s)
making alternatives available and other supermarkets (eg Somerfields) excluding such foods

from their stores.

f) individuals as customers

Individuals acting alone are customers of some organisations and their actions can affect the
behaviour of those organisations. Indeed this is one course of action selected by some of the
larger pressure groups through attempting a boycott of the services of particular organisations,
Thus, for example, Europe-wide boycotts of Shell petrol stations by individuals had some affect
upon the company changing its mind about its proposed disposal of the Brent Spar oil platform.
Equally, campaigns exist from time to time to boycott the purchase of the goods of certain food
producers because of concern regarding fishing policy for some of the food products used by
that producer - eg catching tuna by line rather than net because of the adverse impact upon
dolphins caused by the use of nets. Such campaigns can influence the organisations concerned
and change their operating procedures, and hence their performance reporting, but in doing so it
needs to be recognised that the power relationship is significant. Individual customers acting
alone have little power to influence large organisations and it requires significant numbers of
individuals acting in the same way to exert sufficient influence to bring about a change in
policy. It is for this reason that success through acting in this way tends to be limited and to be

focused upon one issue at a time.

Not all customers of organisations however are individuals and many organisations have other
organisations - often large and hence powerful organisations - as their customers. Pressure from
such customers can provide a very powerful motive for changing operating procedures and
reporting systems. Thus for example retailing companies can take decisions not to stock certain
goods - such as British beef, tuna caught by nets rather than lines, or goods which are
excessively packaged - and affect the policies of the producers of these products very directly.
These retailers may be responding to pressure brought upon them by individuals acting as
customers or may be taking a proactive stance because of the expectation of longer term
competitive advantage. Whatever the reason such organisations are in a position to affect the

' Thus they focus upon their own utility and select their purchase and consumption patterns
accordingly, rather than purely upon price. This is in perfect accord with the arguments of
Marshall (1947) and earlier economists.

'S A particularly good example is the dcbate concerning genetically modified foods which has
led several supermarket chins to announce that they will stop using such foods in their own
label products.
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performance of their supplying organisations. Customer power can therefore vary from low to
high depending upon the power of the individual customer.

Using this typology of environmental pressure it is possible therefore to use the matrix
postulated in Fig 3.5 to construct a depiction of environmental pressure relationships which
indicates which type of pressure group is likely to have the greatest impact upon organisational
performance and reporting systems, This can be represented thus:

high b, f a
influence
low c,de,f
narrow broad
focus

Fig 3.6 Suggested pressure group influence

key:

a - international environmental organisations
b - specific purpose organisations

¢ - illegitimate instruments of terrorism

d - local groups

e - individual action

f = customers

In terms of the methods used by these groupings to achieve their objectives it is possible to

categorise such activities as follows:

» lobbying, of organisations and influential others
e attention directing through the sceking of media attention and support
e direct action, both legitimate and illegitimate

3.4.5 Conflicting objectives

It can be seen from this typology that not all environmental pressure groups have the same
objectives, other than the generic one of concern for the environment in some form or other.
Indced these groups may well come into conflict with each other as their proposed courses of
action for protecting the environment are in direct opposition to each other. This in itsclf
suggests that the desired courses of action which need to be taken for ultimate environmental
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bencfit, both by society at large and by individual organisations within that socicty, have not
been firmly established either scientifically or economically. Thus Button (1990), Folmer
(1990), Elkington (1990) and Markandya (1990) are each separately able to arrive at a different
definition of sustainability in terms of environmental economic activity and consider differently
effectiveness in environmental protection, without any of them feeling the need to disagree with
any of the others.

Given this difficulty in arriving at any agreement of the significant environmental issues, and
the necessary course of action needed to minimise the environmental impact of any action
which might be taken, the effectiveness of environmental pressure groups needs to be
questioned. Often these groups are separately pressuring organisations to take diverse courses
of action, which may well be in conflict with each other. Such a confused state of affairs can
make it difficult for an organisation, whatever the general inclination of its dominant coalition,
to take decisive action to protect the environment through its activities. Ofien therefore such an
organisation is forced to take action in response to pressure, regardless of whether or not it is
believed to be beneficial to the environment'’. Equally this uncertainty provides a legitimate
reason for an organisation not to respond to any pressure from environmental groups and to
respond instead to pressure from other sources, such as the City through the financial markets'®.

It is clear however that environmental factors are of increasing importance to the economic
activities of business organisations and need to be responded to in some form. Indeed some
organisations, and an increasing number, are taking a proactive stance through the development
of an environmental policy'® as part of their platform of corporate strategy. It can be argued that
in doing so they believe that they are securing a long term sustainable competitive advantage
over other organisations not taking such a stance. It is argued here however that this is a part of
the maintenance of the dialectic between financial and environmental performance, which is a
necessary part of the supporting of managerial primacy. Thus an explanation of the way in
which all external pressures from stakeholders is developed shows that they can all be resolved

into two types — financial pressures and environmental pressures.

The determinants of what makes one organisation respond to such environmental pressure and
another in the same industrial sector not respond, or respond differently, is often argued to be
dependant upon the goals of the organisation itsclf. In this respect it is argued that such a
response is shaped by the effect upon the organisation of its customers, as representing society
at large, who ultimately affect the organisation’s performance rather than by the effect of
environmental pressure groups. In order to illustrate this effect it is therefore necessary to
consider the semiotic of environmental reporting.

' As was the case for example with Shell and the Brent Spar oil platform.
'® See for example the article ‘Shell challenged on green audit’ (The Times 11/4/97).



103

3.4.6 The performance evaluation matrix

The performance evaluation matrix can therefore be reconstructed to represent the principal
actors in the domain of organisational performance, This can be modelled therefore as follows:

accountants managers
internal
reporting axis
investment competitors
external analysts pressure groups
past future
temporal axis

Fig 3.7 Principal Actors in the Performance Evaluation Matrix

It has previously been postulated that the internal focus part of the performance evaluation
matrix is essentially reactive while the external focus is essentially active upon the organisation.
This active focus is the one which therefore provides factors which will determine the
organisation’s response to these pressures and hence the performance measurement and
reporting systems of the organisation. Based upon this view of the operating of the performance
evaluation matrix it can further be postulated that competitors to the organisation do not directly
exert any pressures for performance upon the organisation in an intentional manner, Such
pressure as is exerted by competitors may be direct but is essentially unintended and can be
regarded as a coincidental by product of their own activities in seeking to resolve their own
performance evaluation matrix. In considering this matrix therefore as the operators affecting
performance of the organisation it is reasonable to argue that the exclusion of competitors from
this analysis of operators leads to a more accurate representation of intentional actors as far as
any particular organisation is concerned. Consequently this matrix can be again reconstructed to
indicate the principal operators affecting the performance of an organisation. The performance
evaluation matrix, in terms of operators, will therefore become:

1% See for example the B & Q (1997) publication *Environmental Paint Policy’ produced as part
of its general environmental policy.
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accountants managers
internal
reporting axis
investment analysts pressure groups
external
past future
temporal axis

Fig 3.8 Operators in the Performance Evaluation Matrix

This matrix therefore can be used to represent the main factors in the determination of the
performance evaluation and reporting systems of an organisation. This matrix does not
however describe how the various factors interact with each other and determine how an
organisation responds to the tensions between the various factors. In order to achieve this end it
is necessary to decompose this matrix. It has previously been suggested that the factors in the
internal part of the matrix respond to the factors in the external part of the matrix. It is therefore

possible to classify these factors as follows:

drivers of the performance reporting system:
e investment analysts

e  pressure groups

reactors of the performance reporting system;
e accountants

® managers

From this classification it is therefore possible to construct a model which explains how the
various factors affect the performance measurement and reporting system of an organisation.

Such a model is as follows:
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Fig 3.9 Determining the Performance Reporting System - Initial Model
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From this model it is suggested that external pressure is exerted upon an organisation from both
investment analysts and from environmental pressure groups. It is further suggested that the
pressure from these two groups is often in conflict as the investment analysts pressurise for
growth, in whatever terms are deemed appropriate, while environmental pressure groups press
for the recognition of societal and environmental needs. These needs often manifcst themselves
in the form of additional costs to the business in a drive for sustainability and accountability.
The conflicting demands of these two groups therefore create a tension in the organisation as it
seeks to resolve this conflict and order its business to reconcile these conflicting needs.

The way in which these conflicting demands are resolved and reconciled will depend upon how
they are evaluated within the organisation, and this is one of the roles of the management of the
organisation. This will depend to some extent upon the nature of the firm itself and how it is
constituted. In this respect the structure of the firm, its culture, information systems and
technological focus will all be significant determinants of this evaluation by the management of
the firm. There will thus be an interaction between the nature of the individual organisation and
its managers which will together lead towards the determination of a performance reporting
system for the organisation. The behaviour of managers in this respect will be determined in
part therefore by the context in which they are operating (ie the nature of the firm) and in part
by their own individual personalities. Both factors will be a part of the mechanisms for
resolving the tensions inherent in this model of performance reporting.

The managers of a firm therefore are not simply reactors in this process, acting merely as
functionaries in the reconciling of the tensions caused by the conflicting needs of the external
environment. In actual fact the managers themselves have a positive role to play in shaping the
performance reporting system in a way which this model does not indicate. It would be more
realistic therefore to depict the performance me