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Chapter preview

Ever since the early 1980s there has been a growing concern to improve the level of 
social responsibility and environmental reporting in both the public and private sec-
tors. While initial concerns tended to focus on issues such as the development of 
employee reports and value added statements, general social accounting disclosure 
has more recently focused on the reporting of environmental performance. At the 
same time, increasing emphasis has been placed on broader ‘corporate governance’ 
issues, particularly the roles and responsibilities of directors, as discussed in Chapter 2. 
Those who support greater social responsibility and environmental accounting by 
corporations see this in terms of a broader level of accountability owed to society as 
a whole, which should reveal the full impact of an enterprise’s economic activities on 
a broader range of stakeholders.

This pressure for the development of a broader base of corporate accountability 
has arisen for various reasons. Incidents such as the Exxon Valdez oil spill and the 
Bhopal chemical leak received worldwide media attention. This led to a number of 
national and international initiatives in reaction to this new climate of public opin-
ion. In addition to initiatives undertaken by individual companies, organisations such 
as the CBI, the British Institute of Management and the Institute of Directors have 
launched a series of initiatives designed to promote greater managerial social respon-
sibility. The UK’s Environmental Protection Act 1990 has also been recognised as an 
important step in implementing the ‘polluter-pays’ principle. Perhaps the most impor-
tant accounting issue that arises as a result of this legislation, is in terms of costing 
out new pollution-control methods under the legal obligation imposed to minimise 
waste production, utilising what is called the ‘best available technology not entailing 
excessive cost (BAT NEEC) principle’ (see Owen 1992). At the same time, there is 
increasing concern about the responsibilities of corporations for their activities in 
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developing countries (e.g. the use and remuneration of child labour) as part of the 
development of the ethical investment movement.

At the European Community level there has been the circulation of a draft 
Directive which has called for the compulsory environmental auditing of companies 
whose activities have a signifi cant impact on the environment. There is also a resur-
gence of interest in the ‘ethical behaviour’ of businesses.

 

Introduction

Managers need to be well informed on the issues surrounding their organisation’s 
broader social responsibilities. Touche Ross Management Consultants (1990) neatly 
sum up their attitude towards environmental issues in the title to their report: Head 
in the Clouds or Head in the Sand? Empirical evidence cited later in this chapter on 
the provision of information on social and environmental issues by UK companies 
tends to support the view that it is highly selective and largely public-relations driven. 
Roberts (1992) has, for example, indicated that UK companies are generally failing 
to keep up with best European, most particularly German, practice. No wonder pres-
sure groups such as Friends of the Earth established the ‘Green Con’ award for com-
panies making the most misleading claims. An oft quoted defence by companies has 
been that greater social disclosure could harm the interests of their investors, but this 
is now being challenged as investors, both individual and institutional, also demand 
that such information be provided.

It is not only managers who are under attack for their failure to be more socially 
responsible. By ‘focusing on issues of profi t and effi ciency whilst ignoring the social 
and environmental dimensions of organisational performance, conventional account-
ing techniques are heavily implicated in the current environmental mess we’ve got 
ourselves into’ (Owen 1992: 22). This observation is not necessarily new. Writing 
over 70 years ago, John Maynard Keynes (1939) observed that under ‘the peculiar 
logic of accountancy’ the men of the nineteenth century built slums rather than 
modern cities because slums paid more.

According to Epstein and Roy (1997) many companies cannot quantify their envi-
ronmental costs and, in part because of this, cannot develop strategies to control 
(manage) such costs. This has obvious implications for potential externalities associ-
ated with environmental costs, and the need for the reporting of these. At the very 
least, management need to improve their control of environmental costs. Hanson 
and Mendoza (1999) draw an analogy here with the control of the costs of managing 
quality. They advocate an approach which prepares a management environmental 
report. This could usefully analyse environmental costs into four categories:

1 Prevention costs: these are the costs incurred to prevent the production of 
environmentally damaging waste. As such, they might include costs associated 
with the design of production process and the reduction of any resultant 
contaminants, recycling costs, and staff development costs.

2 Appraisal costs: these are the costs that an entity incurs in ensuring compliance 
with its national legal obligations regarding the inspection of processes and 
products, auditing processes and product and process testing.


