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Starting form the accounting status as a social and institutional practice and the economic role of financial 

reporting, the paper addresses the issue of social and environmental accounting and reporting regulation. 

We propose an analysis of the main reporting models in the recent academic literature, in order to 

ascertain the development trends defined by the academic accounting research in conceptualizing a 

sustainability reporting model. Using the experience drawn from reporting practice in the form of 

voluntary social and environmental disclosures, correlated with the theory of reflexive modernity, we 

propose the interactions between regulation, risk, trust, performance and value to mitigate the voluntary 

disclosure vs. regulation dilemma. 
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Introduction 

The research in the field of financial and non-financial reporting have revealed the ability of 

accounting practices to create and communicate financial representations for social and 

organizational phenomena (Hines, 1991; Miller and Napier, 1993), with implications beyond the 

individual and organizational level, extending to society as a whole (Miller, 1998, Rose, 1991, 

Porter, 1995, Callon, 1998). For this reasons, accounting is increasingly regarded as a social and 

institutional practice (Miller, 1994; Hopwood, 1992). 

Traditionally, the main source for environmentally responsible behaviour has been governmental 

regulation; social pressure represents a more recent addition. In the wake of the imminent danger 

of natural disasters and progressive ecosystems‘ degradation, environmental issues are becoming 

significant societal risk factors and society demands an environmentally responsible behaviour on 

the part of business management (Dillard et. al., 2005). 

For complying with the new informational needs created as a result of the newly acquired 

awareness of stakeholder accountability, new reporting models have emerged, both in financial 

reporting theory and practice, suggesting the beginning of an accounting procedural revaluation, 

aimed at stressing its social significance. 

The evolutionary process implies that the basic laws of supply and demand apply, endowing 

accounting with an economic activity status. As such, reporting practices depend on market 

forces, and also on political and regulatory influences. Market effects depend on both attributes 

of the demand for financial reporting (e.g., how information is used in financial markets or 
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governance), and attributes of the supply of financial reporting (e.g., the relative costs of 

independently verifying forward-looking and backward-looking information) (Ball, 2008).  

 

1. Research methodology 

The paper draws on the discrepancy between the evolutionary directions defined by accounting 

research, the current state of accounting regulations and the practice of social and environmental 

accounting and reporting. While new reporting models are presented in the literature, integrating 

in a broader perspective all value-generating and value-consuming mechanisms (the economic, 

social, natural and informational environment), accounting standard-setters are committed in an 

effort towards convergence and do not visibly approach social and environmental reporting 

issues. Such matters are only considered in the sense of accepting financial reporting outside 

financial statements, but the concepts, methods, techniques and, most importantly, the 

instruments for defining new value drivers have not yet been regulated. Social and environmental 

accounting and reporting practices are voluntary in nature, based on standards issued by 

independent organizations with no regulatory power. 

The main issues approached in the paper are: (1) the need and (2) the possibility of regulation in 

the field of social and environmental accounting and reporting. We propose a theoretical 

approach of a deductive nature aimed at demonstrating the possibility of elaborating a conceptual 

framework for sustainability accounting; on these bases, we argue the need for regulation and its 

benefits. The research hypotheses are: 

I1. The objectives of social and environmental reporting can be modelled in the form of a 

conceptual framework for sustainability accounting. 

I2. The regulation of social and environmental reporting aimed at protecting the long-term 

interests of an entity‘s stakeholders lead to increased shareholder value and performance. 

 

2. Social and environmental reporting models 

Most of the conceptual development of sustainability accounting has been attributed to R. H. 

Gray (Lamberton, 2005) and it consists of three different methods of sustainability accounting: 

sustainable cost, natural capital inventory accounting and input – output analysis.  

Sustainable cost accounting comprises internal costs and externalities in an integrated concept, 

defined as: ―the (hypothetical) cost of restoring the earth to the state it was in prior to an 

organization‘s impact‖ (Lamberton, 2005), that is ―the amount of money an organization would 

have to spend at an end of an accounting period in order to place the biosphere back into the 

position it was at the start of the accounting period‖ (Gray, 1994, p. 33). Drawing on the 

accounting concept of capital maintenance and applying it to the biosphere, Gray acknowledges 

the need to maintain the stock of natural capital for future generations. Sustainable cost is 

deducted from the accounting profit to arrive at the notional level of sustainable profit; where 

sustainable cost exceeds the accounting profit, the level of unsustainability can be measured in 

monetary terms. The sustainable cost approach provides an eloquent example of using a 

conventional accounting principle, such as capital maintenance, and applying it to natural capital 

instead of financial capital. A comparable but not similar method was proposed by Mathews 

(1993) as total impact accounting, aimed at providing an alternative to market prices, 

misinforming by omitting social and environmental costs. Another form of capturing social and 

environmental costs in a total cost concept is full cost accounting (Dascălu et. al., 2009). 

Natural capital inventory accounting involves recording and following the stocks of natural 

capital over time, in order to detect any changes viewed as indicators of the declining quality of 

the natural environment. The measurement of natural stocks can be achieved by quantitative but 

non-monetary methods, while some authors suggest exploring the possibility of using financial 

units for the valuation of natural capital (Jones, 1996). Gray offers a classification of natural 

capital stocks, in four main categories: 
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- Critical natural capital: the ozone layer, tropical hardwood, biodiversity. 

- Non-renewable/ non-substitutable natural capital: oil, mineral resources. 

- Non-renewable/ substitutable natural capital: waste disposal, energy usage. 

- Renewable natural capital: plantation timber, fisheries. 

Natural capital inventory accounting uses conventional accounting concepts, such as capital 

maintenance, and managerial accounting tools – inventory control. The approach was considered 

simplistic, because it does not properly reflect the interconnectedness and diversity of the natural 

and economic environment. 

The input-output analysis accounts for the physical flows of material and energy inputs and 

product and waste outputs measured in physical units. Although resource flows can be accounted 

for in monetary terms, physical units are used. Especially when it is involved in the life-cycle 

analysis of a product, the input-output method has the potential to indicate alternative energy 

sources, to facilitate innovations and pollution prevention/ reduction strategies, being a first step 

in environmental audit activities. 

An alternative approach has been proposed by Elkington (1999), describing a three-dimensional 

form of accounting and reporting– economic, social and environmental. The term used is Triple 

Bottom Line Reporting (TBL Reporting) and it brings together forms of reporting in 

monetary/financial as well as physical units. The latest version of Global Reporting Initiative 

(GRI) guidelines (2006) includes a series of indicators for voluntary disclosures outside financial 

statements, ideal for triple bottom line reporting, such as: 

- Economic indicators for assessing the organizational impact on the economic circumstances 

specific to an entity‘s stakeholders, locally, nationally and globally. 

- Environmental performance indicators: energy and water resource management, biodiversity, 

gas emissions, waste. 

- Social performance indicators concerning consumer and employee rights, decent work 

practices, bribery and corruption, political contributions, competition and pricing, product 

responsibility.  

Analyzing the forms of integrated reporting, we observe – on all three coordinates: social, 

economic, and environmental – the development of a multidimensional model, combining non-

homogenous indicators that do not always allow measurement in monetary terms and require the 

use of alternative measurements. Qualitative as well as quantitative valuations are made in the 

majority of cases. Another easily observable feature in the interdisciplinary character of the 

indicators, requiring real cooperation between accounting and other social and environmental 

disciplines, extended beyond the regulatory process, by forming and training interdisciplinary 

reporting teams. However, the central position of certain concepts and techniques of conventional 

accounting in defining the structure and substance of the reports is noticeable. 

Lamberton (2005) makes an important step forward in formalizing an accounting model for 

sustainability. Based on various definitions from the literature, five basic components of the 

financial accounting model have been identified: accounting reports; accounting principles; 

accounting records; the objectives of the accounting model; qualitative characteristics. The 

objective of the model is to measure organizational performance in the context of sustainability, 

towards decision useful objectives or for assessing the efficiency of resource management. Its 

realization depends on the formulation of principles, resembling those of conventional 

accounting, such as historical cost, conservatism or prudence, going concern, reporting period or 

reporting entity. Data management tools used to capture and record sustainability accounting data 

are analogous to the financial accounting journals, ledgers and trial balances, and environmental 

assets or liabilities can be defined as the objects of measurement, used for determining 

performance indicators. Information disclosed to users can have a quantitative as well as a 

qualitative form, complying with a set of qualitative characteristics and restrictions similar to 

those we find in conventional accounting: transparency, reliability, etc.  
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Therefore, through a deductive approach, an accounting model that allows for the measurement 

of the sustainability objective can be constructed. The opinion that the environment can suffer as 

a result of any attempt to capture and report its value has been expressed (Maunders, 1996). 

 

3. Voluntary social and environmental disclosures – pros and cons 

Voluntary financial and non-financial disclosure practices, in the form of social and 

environmental accounting and reporting (SEAR), corporate social responsibility reports (CSR 

reports) or triple bottom line reporting (TBL reporting) are becoming increasingly prevalent 

among multinational corporations (Gray, 2006). In the majority of cases, the decision to report 

social and environmental issues is justified through economic reasoning: social and 

environmental reporting deliver benefits to a range of stakeholders while serving to enhance 

shareholder value (Spence and Gray, 2007), implying an alignment of social and environmental 

interests of a broad range of stakeholders with the economic interests of a specific group, that of 

the shareholders. 

Thus, the main substantiation behind the voluntary nature of social and environmental accounting 

is that, regulation is generally bad for business, and by reducing regulatory pressure companies 

have the freedom to be efficient and productive, which in turn leads to increased shareholder 

value. This reasoning is based on the hypothesis that shareholder and stakeholder interests 

converge.  

The concept of creating shareholder value, enforced by the mechanisms of financial markets, is 

not perfectly compatible with the new managerial philosophy that an organization represents a 

coalition between the suppliers of resources, acting towards serving the interests of all parties 

involved by maximizing the joint societal wealth (Jensen, 2002). The recognition of the moral 

rights of other stakeholders upon the organization implies pursuing financial and non-financial 

objectives, reunited under the stakeholder value umbrella.  

It is the authors‘ opinion that the process of accounting realignment to the ever-changing 

requirements of stakeholders must be analysed in the context of the diversity and divergence in 

interests. The literature provides numerous examples where long-term social and environmental 

interests of stakeholders differ from short and medium-term interests of maximizing shareholder 

value. In addition, where shareholders‘ and stakeholders‘ interests do not meet, the voluntary 

nature of disclosures allows for the adoption of socio-economic and environmental practices only 

if they are likely to result in improved economic performance by the corporation (Owen, Swift 

and Hunt, 2001, quoted by Unerman and O‘Dwyer, 2007). 

The constant increase in the volume and quality of social and environmental reporting is essential 

in any response to the growing demands of sustainability. Faced with the evidence of the need for 

reporting, the question is: ―Are voluntary disclosures sufficient?‖ (Spence and Gray, 2007). 

 

4. Regulation of social and environmental disclosures from the reflexive modernity theory 

perspective  

The main research hypothesis is the existence of compatibility between the social and 

environmental objectives of an entity‘s stakeholders and the objectives of its managers and 

shareholders, in the form of economic performance and shareholder value maximization. In 

proving this hypothesis, we begin by stating the role of regulation in diminishing the real and 

perceived risk of economic activities that in turn leads to the improvement of trust and support 

form stakeholders, essential elements in creating economic shareholder value. 

The link between regulation and economic performance has been previously studied by Porter 

and van der Linde (1995), who endorsed the idea that better regulation leads to economic 

efficiency, cost reduction and the production of goods and services with ―environmental 

attributes‖, valued in consumer markets. Unerman and O‘Dwyer (2007) focus on the social 
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relationship between regulation, risk and trust, thus developing theoretical arguments about the 

role of regulation in potentially enhancing shareholder value.  

According to Giddens‘ (1990) theories, in the modern age, characterized by duality (security – 

danger, risk - trust), man relies more and more on the trust placed continuously in interactive 

―expert systems‖ supporting life (e.g., expert systems for storing, filtering, purifying, distributing, 

and managing water resources). The trust placed by non-experts in expert systems is based on the 

perceived risk, and reflexivity plays an important role in the social construction of perceived risk, 

by correlating individual knowledge and experiences. Beck (1992) has also identified the 

correlation between risk and reflexivity in modern society, concerned by the production of wealth 

as well as the production of risk, as an effect of a process of ―reflexive modernization‖. Beck has 

isolated the fundamental connection risk – responsibility, risk – trust, and risk – security, 

emphasizing that at the present, the main issue is to make decisions under conditions of 

―manufactured uncertainty‖, where not only is our knowledge base incomplete, but more and 

better knowledge generates even more uncertainty. 

Following the ideas of Giddens (1990), Beck (1992) and Ball (2008), reporting can be viewed as 

an expert system, because the economic activities undertaken by any entity have the potential of 

producing social and environmental effects on a large variety of stakeholders. In addition, a 

relatively small number of individuals outside the reporting system have the knowledge, the 

resources and the time to assess, understand and value its possible impact. 

In the terms defined by Giddens‘ theory, in the absence of any reason to think otherwise, the 

majority of an entity‘s external stakeholders will place their trust in it. In the case of voluntary 

disclosures, the experience shows they can be ineffective in preventing actions and decisions with 

negative social and environmental consequences, and the reflexivity process generates an 

increased level of socially perceived risk, whenever information arises from other sources besides 

SEAR regarding the destructive impact of a reporting entity. The problem is twofold: first, the 

socially constructed level of trust in a specific entity and ultimately an industry is diminished; 

second, the socially constructed level of trust in the expert system that provided the public with 

false information is diminished, by the mechanisms of reflexivity. 

In the actual context, where the perceived level of risk has significantly increased, the placing of 

trust in influenced, through reflexivity, by the existence of information regarding regulation. 

First, regulations can limit the social and environmental impact of an entity in the form of 

externalities. Also, regulations regarding social and environmental disclosures constitute the 

proof of an existing expert system for monitoring and control, enhancing the credibility of any 

disclosed information. Both types of regulations reduce the real and the perceived risk, conveying 

increased confidence from stakeholders, converted into demand, competitive advantage, and, 

finally, economic performance and shareholder value.  

 

Conclusions 

Adopting the concept of stakeholder value implies looking beyond monetary values and requires 

reporting on new dimensions of social and environmental issues not necessarily having a 

monetary form. In our opinion, this is an important conceptual challenge faced by the accounting 

theory that can potentially enforce or destroy its competitive advantage on the information 

market. Through social and environmental reporting, companies offer future-oriented information 

regarding the potential impact of their activities, competing with other types of information and 

reporting from different expert systems. 

The reporting models presented comprise theoretical and practical solutions for integrating all 

reporting dimensions in a conceptual framework for sustainability accounting, proving the 

possibility of regulation. 

The previous accounting research has shown that the business environment advocates voluntary 

disclosures in a deregulated system, offering a justification for the need of regulations in social 
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and environmental reporting, as a way to protect the interests and rights of stakeholders, 

especially where there is a contradiction with the interests and rights of shareholders. The 

theories of reflexive modernity have offered the basis for arguing the need of regulations 

independently of the relation between the interests of stakeholders and shareholders, as well as 

the potential benefits of regulation from the economic performance and shareholder value 

perspective.  
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