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ABSTRACT

The main objective of this study is to develop an accounting
and reporting system for the costs of corporate social responsibility
performance. Secondary objectives of the study are: (1) to
review the current issues of corporate social responsibility to be
measured and reported; (2) to provide some guide-lines to help a
company's management in selecting the socially relevant activities;
(3) to investigate the rationale for corporate social involvement;
(4) to indicate the legal minimum requirements in the major areas
of corporate social performance; (5) to determine the concept of
accounting for corporate social performance and the appropriate
method for measuring and reporting the costs of such performance;
and (6) to ascertain the current state of corporate social reporting

practice in the United Kingdomn.

To achieve these objectives, the study begins by discussing the
gsocial activities to be covered in corporate social reporting. The
rationale for initiating corporate social activities is also dis-
cussed and some guide=-lines are offered. Moverover, the social
actions which should be taken by all British companies, as they

are legally required, are examined.

Thereafter, the current development of accounting for corporate
soclal responsibility is reviewed and it is concluded that this
sort of accounting is still in its infancy. The reasons for which
accountants should be concerned with corporate social responsibility
accounting are then presented. The concept of accounting for
corporate social performance is discussed and the scope of the

concept determined. Several approaches for measuring and reporting



(vi)

corporate social performance are examined and it is indicated that
the cost approach is the proper method to be employed in this study.
Then, the cost concepts of accounting for corporate social perfor-
mance are discussed from both accounting and economic points of
view, and a method for measuring the social costs of a company's

economic activities 1s presented.

After reviewing the literature, an attempt is made to develop
a framework for accounting and reporting of corporate social
performance costs. The identification and classification of such
¢osts are presented and the accounting treatment of these costs
is discussed. Separate disclosures of such costs in the tradi-

tional financial statements are suggested and illustrated in this

study.

Finally, a survey of the current state of corporate 'social
reporting practice in the United Kingdom is given. This survey
involved the analysis of corporate social responsibility disclo-
sures in the annual reports and accounts of 207 companies
extracted from the top 265 of the 1000 largest U.K. industrial
companies. The results of the survey and examples of corporate
soclial responsibility disclosures are presented. The detailed

analysis is provided in an Appendix.
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CHAPTER I

INTRODUCTION

Statement of the Problem

In recent years there has been a growing public concern in the
United Kingdom about the social responsibility of business.
Business has been subjected to a rising volume of pressure to
become actively involved in social responsibility activities, such
as employee health and safety and fair employment practice;
environmental pollution control; energy and natural resources
conservation; community activities; and consumer protection and
fair trading practice. Such pressure has been brought to bear on
business by government, trade unions, the media, and voluntary
soclal pressure groups such as consumer protection groups, environ-
mental protection groups, conservation groups, and other social

interest groups.

Symptoms of the increased pressure are numerous. For example,
under the title of "Anti-Report CIS", the Counter Information
Services has published severa;. reports on the activities of com-
panies such as Unilever, Courtaulds, The General Electric Co. Ltd.,
and Consolidated Gold Fields Ltd.1 Moreover, the Social Audit Ltd.,
has published, in its "Social Audit" magazine, critical examinations
of the activities of United Kingdom arms exporting companies, on
Tube Investments Ltd., The Alkali Inspec£orate, the Lowson Empire,

Cable and Wireless Ltd., Coalite and Chemical Products Ltd. and

! See: "ANTI-REPORT CIS", published by Counter Information
Serxvices, 9 Poland Street, London, W1V 3DG. Reports available
on: Unilever, Courtaulds, The General Electric Co. Ltd., and
Consolidated Gold Fields Ltd.



the Avon Rubber Company Ltd.2 The soclal pressure on business to
be more soclally responsible is also being exerted through the media,
union activities, environmental and conservation groups' activities,
and through such publications as "Which?" and its quarterly

satellites, published by the Consumers' Association.

Furthermore, the social pressure on business has culminated in
the recent legislation governing the business's behaviour in the
major areas of corporate social responsibility. Examples of such
legislation include the Equal Pay Act 1970; Sex Discrimination Act
1975; Race Relations Acts 1965, 1968 and 1976; Disabled Persons
(Employment) Acts 1944 and 1958; Rehabilitation of Offenders Act
1974; Health and Safety at Work etc. Act 1974; Control of Pollu-
tion Act 1974; Fair Trading Act 1973; Consumer Credit Act 1974;

\

Trade Descriptions Acts 1968 and 1972; and Consumer Protection

Acts 1961 and 1971.

Currently, there is a widespread acceptance among businessmen
in Britain, especially the professional managers in the larger
companies, that large companies should assume more responsibility
for solving contemporary social problems. Moreover, whether 1in
compliance with the law, or in response to social pressure or to
satisfy the corporate conscience, numerous companies are
deliberately investing considerable amounts of money in socially
responsible activities. This is supported by the findings of
several recent surveys conducted in Britain. For instance, a

survey carried out by Simon Webley for the Public Raltions Consul-

2 : : . : .
See: "Social Audit", published quarterly by the Social Audit

Ltd., Munro House, 9 Poland Street, London, W1V 3DG. (Volume 1,
Number 1 was published in Summer 1973).



+ants Association, in 1974,3 revealed that 91.7% of the 180 UK chief

executives questioned agreed with the statement of the Confedera-
tion of British Industry that the company has social responsibili-

ties and moral obligations beyond the pursuit of profit and the

. . : 4
specific requirements of legislation.

Similar findings have resulted from earlier surveys by

5 . : ¢
Webley, a survey of opinion in Britian by Management Centre

6 .y s :
Europe, and from a recent survey by the British Institute of

Management.7 Also the acceptance of corporate social responsibi-

lity gets support in such publications as "The Social Responsibi-
. o : : : ., 8

lities of Business", by the Social Science Research Council, The

Responsibilities of the British Public Company", by the Company
-_

3 Simon Webley, "Corporate Social Responsibility"”, Report on a

survey conducted on behalf of the Public Relations Consultants

Association, (London: Public Relations Consultants Association,
1975)

4 Ibid., p.4

S, : .. . : :
See: Simon Webley, "British Businessmen's Behaviour", (London:

Foundation for Business Responsibilities, 1971), and "Management
Attitudes and Behaviour in the U.K.", Appendix B in "Towards a
Code of Business Ethics', (Iondon: The Christian Association of
Business Executives, 1972), pp.23-31

0

F. Harmon and J. Humble, "“Social Responsibility and British

Companies”, (Brussels: Management Centre Europe, 1974)

7 J. Melrose-Woodman and I. Kverndal, "Towards Social Responsi-

bility: Company Codes of Ethics and Practice", Management Survey
Report No. 28, (London: British Institute of Management, 1976)

8 : . : . o e s e
Soclal Science Research Council, "The Social Responsibilities

of Business", A Report of an SSRC Advisory Panel, (London:
Social Science Research Council, 1976)



. o 9
Affairs Committee of the Confederation of British Industry,

"Guidelines for Directors: Incorporating Standard Boardroom

: ] 1
Practice", by the Institute of Directors, 0 and "The Corporate

: : : 11
Report", by the Accounting Standards Steering Committee.

Assoclated with the social responsibility of a business com-
pany are the costs of the activities which the company may under-
take to discharge its social responsibility. These costs
include the expenditure which is made by a company to improve the
employee's welfare, safety of the product, environmental_conditions
and the public welfare. Accounting and reporting for such costs

are 1n an early stage of development in the United Kingdom.

The traditional accounting and reporting system has been
primarily concerned with information about the economic performance
of a business company. It does not reflect the company's recog-
nition of its social responsibility and the efforts of the company
to discharge that responsibility. Certainly the current account-
ing and reporting system will be improved by the inclusion of cost
information concerning corporate social responsibility performance.
Such information will enable the users of the corporate reports to

evaluate the social responsibility performance of a business com-

pany while at the same time helping management in determining

7 Confederation of British Industry, the Company Affairs Committee,

"The Responsibilities of the British Public Companv'" the Final

Report, (London: The Confederation of British Industry, September
1973), especially paras 46-65, pp.17-24

10 Institute of Directors, "Guidelines for Directors: IncbrEorat-

ing Standard Boardoom Practice", (London: The Institute of
Directors, July 1978), especially pp.25-27

11 The Accounting Standards Steering Committee, "The Corporate

Report" A discussion paper published for comments, (London: The
Accounting Standards Steering Committee, July 1975), especially
paras. ©0.43-6.47, pp.57-58




future priorities for social activities and setting objectives for

future social actions.

At this stage little research has been done on the nature and
scope of this kind of broadened accounting and reporting system.
Thus, the problem of this study is one of developing a cost infor-
mation and reporting system for corporate social responsibility

performance.

Approach for Solving the Problem

Four major areas of research were undertaken in this study.
The first area of research was concerned with corporate socially
responsible activities to be covered in accounting for corporate
social responsibility performance. This area of research was of
primary importance, since preparing a list of the soclially rele-
vant activities for a business company is the logical starting point
for corporate social responsibility accounting. Research in this
area involved a comprehensive review of current fields of corporate
social responsibility activity and the significant legislation,
including govermmental regulations, governing the business's
behaviour in some of these fields. This review was particularly
helpful in identifying the main issues of corporate social respon-
sibility, and in suggesting some guide-lines to help the company's
executives select corporate socially relevant activities. It was
also helpful in formulating a rationale for initiating corporate
socilally responsible activities, and in indicating the legal minimum

requirements which a business company must strive to meet.

The second area of research was to ascertain the current

development of accounting for corporate social responsibility per-




formance as it pertains to cost information. Research in this
area included a review of the current literature of corporate
social responsibility accounting with the specific purpose of
determining the scope of the coneepi of accounting for corporate
social performance and the appropriate approach for measuring and
reporting the social performance of a business company. This
research also involved a review of the economic literature of
social costs. This review was very helpful in developing the
cost concept of corporate social responsibility accounting and a
practical approach for measuring that concept. It was also help-
ful i1n suggesting a legal system for internalising the social costs

into the cost accounts of the individual company.

The third area of research was concerned with the development
of an accounting and reporting system for the costs of corporate
social responsibility performance. This research included an
analysis of the costs of corporate social activities, an investi-
gation of their accounting treatment, and suggestions for reporting

such costs in the annual corporate report.

The fourth and final area of research was a survey of the
current state of corporate social reporting practice in the United
Kingdom. Research in this area involved a survey of the most
recent annual reports and accounts of 207 companies of the top 265
of the largest United Kingdom industrial companies as indicated by
the 1977/78 Times 1000 listing. The survey enguired into the
areas of social responsibility in which the leading British com-
panies are actually involved and are disclosing information about
their involvement in their annual reports and accounts; the

measurement methods of social responsibility disclosure which are



being used in each of those areas; and the locations of social
responsibility disclosure in the annual reports and accounts.

The results of this survey gave substance to all the discussions
and suggestions included in the other areas of research described
above. They also helped in formulating proposals for future

research in the area of corporate social responsibility accounting.

Objectives of the Study

The primary objective of this study is to identify and
measure the costs of corporate social résponsibility performance,

and to develop a valid and practicable framework for reporting such

costs.

Secondary objectives of this study are:

1. to review the current issues of corporate social responsi-
bility to be covered in corporate social reporting;

2, to develop some guide-lines to help the company's
management in selecting the socially relevant activities
which the company may undertake, and in setting up their
priorities;

3. to formulate a social and economic rationale for corporate
involvement in social activities;

4. to indicate the legal minimum requirements which a business
company must meet in some of the main areas of corporate
social responsibility;

5. to review the current literature to ascertain the current

development of accounting and reporting for the costs of

corporate social responsibility performance;



6. to survey the current reporting practice to find out the
extent to which British companies are actually involved in
measuring and reporting information on their social
performance;

7. to provide the users of the annual corporate report with
additional information and analysis to help them in
assessing the social performance of a business company; and

8. to stimulate further research into the area of corporate

social responsibility accounting where there has been limited

research conducted.

Scope and Limitations of the Study

The scope of this study is limited to the identification,
classification and measurement of the costs of corporate social
responsibility performance as well as to the development of a
reporting system for such costs. No attempt was made to measure

and report the social benefits of corporate social activities.

Moreover, the cost concept used in this study is further
limited to the costs incurred by a business company in the areas
of corporate social performance to either decrease social costs or
increase social benefits. No attempt was made to identify, measure

or report the social costs inflicted on, and borne by, society

generally or one of its elements.

Although the management of a company equally needs cost
information on corporate social performance for planning and
decision;making purposes, the emphasis of this study is on the
reporting of this information to external users of the annual cor-

porate reports, such as investors, consumers, governmental autho-



rities, soclal pressure groups, trade unions and the general public.

Thus, the reporting of social information for internal managerial

decision-making is beyond the scope of this study.

Furthermore, the term "social audit" is sometimes used in the
literature to mean the measurement of and reporting on the social
performance of a business company. In this study, however, the
term “"social audit" will be limited to its traditional meaning of
an independent outside examination and verification of the informa-
tion generated internally by a business company concerning its

social performance. Thus, such social audit is beyond the scope

of this study.

It is believed that the framework of accounting and reporting
for the costs of corporate social activities, developed in this
study, is valid and practicable, as it is based on information
which is already available, or can easily be made available, within
the company and on using the conventional accounting and reporting
system which is currently being used by all business companies.
However, no empirical tests were conducted to determine if the
suggested accounting and reporting system could be used for all

industries and for individual companies. Although such tests are

very much required, they are outside the scope of this study.

Finally, the survey of the current reporting practice in the
United Kingdom regarding corporate social responsibility perfor-
mance, conducted in this study, is limited to only company annual
reports and accounts as the main source of information on corporate

activities. Other media through which the British companies may

report on their social performance werenot surveyed.
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The survey 1s further limited to only one year's annual
reports and accounts of the largest United Kingdom industrial
companies., Thus, the survey does not reveal the consistency of
corporate social reporting over several years. Moreover, although
the smaller and non-industrial companies may be actively involved
in reporting on their social responsibility performance, the annual
reports and accounts of such companies were not included in the

survey.

Plan of Presentation

This study is divided into eight chapters. These are as
follows:

Chapter I, Introduction, introduces a statement of the
problem, an approach for solving the problem, objectives of the
study, scope and limitations of the study, and the plan of

presentation.

Chapter II, Areas of Corporate Social Responsibility Perfor-
mance, begins with a discussion of the nature of corporate
soclally responsible activities and whether this nature may affect
corporate social reporting. —Then, the chapter presents the
classification and identification of corporate socially responsible
activities to be covered in corporate social responsibility
performance accounting. The determining factors which limit the
scope of the company's involvement in areas of corporate social
responsibility performance are discussed in this chapter, and some
guide~-lines to help the company's management in choosing socially
relevant activities are offered. This chapter also discusses the

rationale for initiating corporate socially responsible activities.
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Chapter III, Corporate Social Responsibility and the Law,
examines the legal requirements governing the company's behaviour
in some of the main areas of corporate social responsibility per-
formance in order té show the influence of legislation, including
governmental regulations, on the assumption of social responsi-
bility by business companies. The chapter discusses the major
soclal activities which are required by law and governmental
regulations in the areas of employment practices, environmental

pollution control and consumer affairs.

Chapter IV, Accounting for Corporate Social Responsibility
Performance: A Review of the Current Literature, reviews the
current state of the literature of accounting for corporate social
responsibility performance. The chapter discusses the need for
accountants to become actively involved in measuring and reporting
information on corporate social responsibility performance. It
further discusses the concept of accounting for corporate social
responsibility performance. Several definitions of corporate
social responsibility performance accounting are presented in order
to indicate the scope of the concept and the title which should be
used to describe the social information. This chapter also
presents the different approaches which have appeared in the litera-
ture for measuring and reporting corporate social responsibility
perxformance in order to determine the appropriate approach to be

adopted in this study.

Chapter V, Cost Concepts of Corporate Social Responsibility
Accounting, examines the concept of social costs to be applied in
~accounting for corporate social responsibility performance. It

reviews the economic theory of social costs. The nature and
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problems of social costs, as well as the theoretical solutions to
these problems, are discussed from the point of view of the economic
theory. The problem of measuring social costs is also discussed

in this chapter, and a practical approach for solving this problem
is suggested and justified from the point of view of the account-
ing theory. Also suggested in this chapter is a legal system of
prohibition, taxation, tax incentive and subsidies which is
necessary to create the economic incentive needed for business

companies to undertake socially responsible activities.

Chapter VI, Accounting and Reporting for Costs of Corporate
Social Responsibility Performance, presents the accounting and
reporting system for costs of corporate social responsibility per-
formance. The chapter begins by classifying and identifying the
costs of corporate social activities to be measured and reported.
Then, the accounting treatment of such costs is discussed in
accordance with generally accepted accounting principles. This
chapter also discusses the reporting of costs of corporate social
activities within the traditional financial statements. Separate
disclosures of these costs in the income statement, balance sheet,
and statement of source and application of funds are suggested.
Also suggested in this chapter is a supplementary report, to be
included in the annual corporate report as an adjunct to the
traditional financial statements, containing statistical data and
additional information on corporate social responsibility

performance.

Chapter VII, Accounting for Corporate Social Responsibility:
A Survey of the Current Reporting Practice, surveys the current

state of corporate social reporting practice in the United Kingdom
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in relation to corporate social performance. The chapter presents
the approach and results of a survey of the most recent annual
reports and accounts of 207 companies of the top 265 of the

largest United Kingdom industrial companies, as ranked by turn-
over in the 1977/78 Times 1000. Extracts from the annual reports
illustrating the methods used by British companies for measuring

and reporting their social responsibility performance are also

included in this chapter.

Chapter VIII, Summary, Conclusions and Recommendations for

Further Research, contains a summary of the study, conclusions and

suggestions for further research in this area of accounting.
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CHAPTER I1L

AREAS OF CORPORATE SOCIAL RESPONSIBILITY PERFORMANCE

One of the fundamental deficiencies of the emerging discussion
on social responsibility of business organisations is thelack of
agreement on the fields of social activity in which business firms
should engage themselves to improve the social well-being of the
community. There are no defined boundaries for the concept of
social responsibility of business, There is no commonly accepted
understanding of what are the socially relevant activities on which
business firms should focus to increase their overall benefit to
society. There is not even agreement on how to provide either
society or the business community with general quide-lines for

choosing the social concerns to which the company should respond.

In the light of this lack of agreement, how can a company
identify areas of social relevance which should be covered in
corporate social reporting? @ The answer to this question, though
not easy, is of great importance since preparing a list of socially
relevant activities for the company is the logical starting point
for corporate social performance accounting., Once the list of
socially relevant activities is completed, it becomes the task of
the social accountant to measure and report the social costs
associated with those activities, But selecting the socially
relevant activities to be measured and reported is a difficult task.

Thus, this chapter is intended to settle that issue.

The chapter will be divided into five main sections. In
Section 1, the nature of corporate socially responsible activities

will be discussed. The classification of corporate socially
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responsible activities will be presented in Section II,  Section

TTII will discuss the identification of corporate socially responsible
activities to be covered in accounting for corporate social respon-
sibility performance, The determining factors to be considered in
choosing corporate socially relevant activities will be examined in
Section 1V, Also, some guide—lines to help the company's execu-
tives in choosing the socially relevant activities which the

company may undertake, and in setting up their priorities, will be
offered in this section. Section V will present the different

rationales for initiating corporate socially responsible activities.

I. The Nature of Corporate Socially Responsible Activities

For each company the list of socially responsible activities
could be quite different, due to variations in the surrounding social
environment within which the company operates; local authorities'
regulations and local community pressures; the existence.of the
necessary expertise to cope with the social problem; the company's
market and financial position; and ineﬁitably the nature of

industry in which the company is engaged.

Moving Targets:

Socially relevant activities may change from vear to year as'
different aspects of social concern are emphasised. Socially
responsible activities of the past may not be relevant today, just
as today's social activities may not be of future interest, As
certain social problems are controlled, they will diminishin impor-

fance while other issues gain emphasis. This is the alleged

"moving target“l nature of socially relevant activities,

. See: Neil C, Churchill, "Toward a Theory for Social Accounting”,

Sloan Management Review, Spring 1974, pp.l1l-17, Also see:

Robert H. Anderson, "Social Responsibility Accounting: Evaluating
Its Objectives, Concepts and Principles"”, CA Magazine, October
1977, pp.32-35



16

The movement of corporate actions from being socially respon-
sible to becoming a normal, expected and frequently required part
of doing business occurs through the law and through changes in the
social climate and society's expectations. The company's socially
effective actions and performance require, therefore, continual

adaptation to changing social needs and opportunities for response.

It has been argued that this "moving target nature" of socially
relevant activities makes it difficult to apply the traditional
accounting principles of "continuity" and "consistency" in account-
ing for corporate social responsibility performance in order to
provide year-to-year comparisons of corporate social reports.2
It has also been argued that as socially relevant activities become
legally required or accepted industry practice, they may be
gradually eliminated from corporate social reports because they
wouldphave become a necessary part of doing business and would have
blended into the economic mainstream of the company., Society will
expect the company to be engaged in these activities and will not
expect these activitigs to be included in reporting on corporate
soclial responsibility performance. The suggestion here is that3
accounting for corporate social responsibility performance should
concentrate on those activities of the company which are "incremen-

tal®™ or "experimental" if the social reporting is going to determine

the company's response to a changing social environment.

2 Neil C. Churchill, op. cit., pp.10-11

3 . : : ey s o
Steven C, Dilley, "What is Social Responsibility: Some

Definitions for Doing The Corporate Social Audit", CA Magazine
November 1974, pp.24-28
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The researcher does not find this argument valid because it has
been based on a fallacious assumption that socially responsible
activities are only those voluntary activities or activities over
and beyond the legal minimum requirements, The problem with this
argument is that it considers the nature of activities changes from
being 'social' to being ‘economic' as these activities become subject
to the law and governmental regqulations, With such an assumption,
and with the rapidly changing legal environment thére will not be
continuity and consistency in accounting for corporate social respon-
sibility performance. However, the researcher believes that
legislation and enforcement have played and will continue to play

important roles for the expansion of the corporate social responsi-

bility issue.

It is the researcher's contention that legal institutions can
provide the framework of controls necessary for making companies
more socially responsible, while at the same time providing a
strengthened base for corporate legitimacy. This is the starting
point for consideration of the obligations of a company to society
at large, The Company Affairs Committee of the Confederation of
British Industry, though it has correctly stated that the law sets
minimum standards of corporate social conduct, seems to favour this
starting point when it says:

"The company, being an artificial creation of law, owing

its existence to the will of the community, it is the

duty of Parliament to ensure, so far as possible, that

the operations of companies do not conflict with the

public interest as that may manifest itself from time
to time."

4 : . o : :
Confederation of British Industry, the Company Affairs Committee,

"The Responsibilities of the British Public Companies", Final Report

(London: Confederation of British Industry, September 1973),
para. 60, p.23 |
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This viewpoint appears to be acceptable to almost everyone who writes
on the subject, Even Milton Friedman, a Nobel prize winner
economist and the most vocal opponent of business assumption of
social responsibilities, seems to be agreeable with social respon-
sibilities of business if they are required by law or ethiéal custom,

He states:

"In a free enterprise, private property system, a corporate

executive is an employee of the owners of the business.

He has direct responsibility to his employers. That

responsibility is to conduct the business in accordance

with their desires, which generally will be to make as

much money as possible while conforming to the basic rules

of the society, both those embodied in law and those

embodied in ethical custom,”
Friedman seems to promote a way for the company to meet its obliga-
tion to its shareholders and to the public, for the law and ethical
custom represent a public policy, Friedman tacitly agrees that
the law can provide a basis for setting up a type of corporate
compliance which will satisfy the maximum profit objective for the

company's owners (shareholders) and the social requirements for

other parties of the company and for the general public,

Moreover, the researcher believes that the nature of activities
does not change at all whether those activities have been undertaken
voluntarily by the company or imposed on it by society through the
law and governmental regulations. There is an unnecessary confu-
sion here between the nature of the two concepts: social activities
and economic activities, Therefore, the researcher offers the
following definition of corporate socially responsible activities,
in contrast with corporate economic activities, to clarify this
important point.

> Milton Friedman, "Does Business Have a Social Responsibility?"

Bank Administration, April 1971, pp.l3-14




19

Corporate economic activities are those basic activities which
a company 1is primarily established to do for the purpose of making
profit for the company or its owners (shareholders). In contrast,
corporate socially responsible activities are those activities
undertaken by the company, without expecting direct economic benefit,
in compliance with the law and governmental regulations, over and
above the requirements of the law, or undertaken voluntarily in
response either to public pressure or to the plain sensitivity of
management to social issues, for the purpose of improving the welfare
of its employees, or public safety of the products, or conditions of
the surrounding environment, or enhancing the social well-being of

socliety at large.

From this definition, it is imp6rtant to note that socially
responsible activities are not only those actions undertaken
voluntarily by the company or beyond the minimum legal reguirements,
but also those actions undertaken in compliance with the require-
ments of the law. It should also be noted that most socially
relevant activities could be economically disadvantageous for the
company concerned, but 1ega11y_required. For example, pollution
control costs are the most highly publicised of the socially res-
ponsible activities undertaken by business firms in recent years.
Another example would be increased expenditure for health and
safety at work after passage of the Health and Safet at Work, etc.
Act of 1974, These activities are, nevertheless, social contribu-
tions to improve the social well-being of people inside and outside
the company, and of society generally in spite of the fact that
contributions are largely involuntary as far as the company is
concérned. 'Certainly, socially responsible activities include such

critically relevant actions as the enforcement of equal émployment
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opportunity regulations, retirement benefits for employees, consumer
safety standards and truth in labelling and advertising. Since it
is results that count, voluntariness does not matter. What really
matters is that if the company has, voluntarily or compulsorily,
engaged in these activities, a social benefit (not direct economic
to the company or its owners) would be expected to have resulted,
and if the company has not engaged in these activities, society or
one of its elements may be worse off as a result. Consequently,
when the law has intended favourable social results, it can be

called socially responsible behaviour,

Furthermore, the researcher does not agree that the principles
of continulity and consiétency in accounting practice to provide
year-to-year comparability cannot be applied in accounting for
corporate social performance., As mentioned above, the nature of a
company's activities does not change from being 'social' to being
'economic'’ just because these activities are becoming a normal,
expected and frequent industrial practice as they are required by
law, social pressure, or governmental regulations, On the contrary,
the researcher thinks that it is to maintain the principles of
continuity and consistency in accounting for corporate social per-
formance, at this early stage of its development, that socially
relevant activities should be required by society through legisla-
tion, governmental regulations, or social pressure. This is
important not only to provide comparative data in a particular
company over several years (intra-company comparisons) by using
consistent accounting, but also to allow comparisons between the
company and other companies in the same line of industry (inter-

company comparisons) by forcing all companies to bfing'about plans
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and to take actions for social improvement while ensuring that they

all will be treated equally.

Also of significance to a company's activities is the attitude
of its competitors to the social problem, Individual companies
cannot with safety continue to increase their costs wvoluntarily,
and they may well resist pressures brought to bear on them but not
on thelr competitors because of competitive cost disadvantages in
the market. It also seems quite unlikely that the actions of a few
powerless and scattered social pressure groups towards social objec-
tives will ever produce widespread corporate social policies at an
acceptable social cost. Only strict legislation, including
governmental regulations and enforcement, seems to be the effective
way to make companies more socially responsible and to overcome
the problems of intra-company and inter-company comparisons, More-
over, legal standards are needed for problems requiring large sums
of money such as the abatement of air and water pollution. An
industrialist probably does not mind how high his costs are, provid-
- ing his competitors have the same costs, This statement from an
executive of a major U.S. oil and chemical company may be typical:

"Most of us have the money to spend on cleaning up pollution,
but we are not going to spend it until all of us are

forced to do the same." °

However, mere compliance with the law is a low level of corpo-
rate social responsibility. The questions is one of degree,

The obviously more responsible company is the one which shows

progress towards meeting desirable social goals not vet legally

8 Joel Siegal and Patrick O'Driscoll, "Accounting: Its Social
Implications"”, The National Public Accountant, Vol,20, March 1975,

pp.15-19, p.l1l6
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required. Therefore, compliance with the law by the socially res-
ponsible company may be in terms not only of applying the require-
ments of the law, but also of an extrapolation of its spirit or
intent to cover behaviour which could not easily or effectively be
prescribed by statute. In addition, the most socially responsible
company 1s the one which should be aware of any new emerging social
demands and socilietal expectations as additional opportunities for
responses, This means that the company can add to the minimum
social actions required by law any new items of social interest from
year to year to corporate social reports, while at the same time
providing enough data for comparisons and explaining any changes in
social reporting as long as they are of interest. This is con-
sistent, however, with the accounting practice tradition of
providing year-to-year comparisons and of describing any change in
the composition of any two-year period. Accordingly, the resear-
cher does not agree with the argument that corporate social report-
ing should only focus on incremental or experimental activities of
the company and that socially relevant activities which become
legally required should be gradually dropped from corporate social
reports. The researcher believes that socially relevant activities
required by law should not be eliminated from corporate social
reports 1f the principles of continuity and consistency in account-
ing practice are to be observed in any system of accounting for

corporate social responsibility performance.
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II., Classification of Corporate Socially Responsible Activities

Responsibilities of a business firm have been classified gene-

rally by Professors Keith Davis and Robert Blomstrom into three

distinct, though interrelated, levels.7 These levels have been

l1llustrated by the following figure.8

Responsibilities for aid with
general social problems

Responsibilities which arise
from performance of basic
functions

Performance of
basic economic

functions

/ Keith Davis and Robert L. Blomstrom, "Business and Society:

Environment and Responsibility", Third Edition, (New York:
McGraw-Hill Book Company, 1975), pp.7-8

8 Ibid., p.8
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The inner circle represents the traditional responsibility of
business for its basic economic functions., This traditional

responsibility is primarily an economic activity.

The intermediate circle represents the widening area of respon-
sibility which arises directly from performance of the basic economic
activities, These responsibilities have rapidly become important
and are represented by such issues as equal employment opportunity,
health, safety and welfare of employees at the place of work, safety
of the product, and abatement of pollution caused to the environment

by business operations.

The outexr circle represents an area which is still not well
defined, but there is a rising public demand on business to modify
its singular pursuit of economic goals and help society with some of
its unsolved general social problems. Economic activities of
business may not directly cause these problems and business therefore
will not have primary responsibility for solving these problems, but
it should provide significant aid, since business is a major institu-
tion controlling major social resources. Examples are training
and employving of women, minorities and disadyantagedeersons,

supprting higher education, and conserving the natural resources.

A somewhat similar classification of business responsibilities

has been adopted by John Hargreaves and Jan Dauman.9 They have

S : : :
John Hargreaves and Jan Dauman, "Business Survival and Social

Change: A Practical Guide to Responsibility and Partnership”,

(London: Associated Business Programmes, 1975), pp.l5-21, Also see:

John Hargreaves, "The Company and Its Responsibilities: Policy for

Responsibility”, (London: Foundation for Business Responsibilities,
Second Paper in the 1975 Programme, 1975)

George P, Hinckley and James E. Post, "The Performance Context of
Corporate Responsibility" in, S, Parkash Sethi, (Ed.), "The Unstable

Ground: Corporate Social Policy in a Dynamic Society", (Los Angeles:

Melville Publishing Company, 1974), pp.293-302
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diagramatically represented responsibilities of a business firm by
three concentric circles.lO The inner circle corresponds to the
"basic responsibilities" of any company generated by the very fact

of that company's existence. Indeed, it could be argued that
activity at this first level of corporate responsibilities should not
be looked on as 'social responsibility' at all, The intermediate
circle relates to the "organisational responsibilities" of the company
to meet the changing needs of all its shareholders. It i1s at this
level that "bulk of thinking on social responsibility is concentrated
today“.ll Finally, the third and outer circle relates to the
"societal responsibilities" of the company and represents those
investments in, and contributions to, the wider commuhity designed

to help create the healthy Everall environment the company requires
in order to survive and operate effectively. Meeting these societal
responsibilities by the company results in a contribution to the

solution of key social problems which, if left unsolved, would

reduce the chances of its successful survival.

It should be noted, from this classification, that a useful
general distinction 1is possiblg between the economic, that is the
direct profit-related, performances of a business firm and the
essentially non-economic or social performances. The former relate
to the company's basic economic mission, the latter relate to all of
the company's activities which are not directly related to the
economic purpose and mission. This distinction is a useful basis

on which classification of corporate socially responsible activities

O
! John Hargreaves and Jan Dauman, Op. cit., p.l1l6

Y o1bid., p.17
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can proceed, but, certainly, it is not the only one. Areas of
corporate socially responsible activities can be further classified
from many differentpoints of view: activities which are internal

in, or external to a company; voluntary activities and activities
which are legally required; the impact of corporate social activities

on profits; and specific corxporate social programmes,

Internal versus external:

In examining areas of corporate social responsibilities which
every company faces, it is apparent that there are internal and
external areas of a company's social involvement. The internal
activities are the older and better organised needs, These inter-
nal social responsibilities of the company are towards its employees
and working conditions. Other rather common responsibilities of a
company are jjob training programmes which relate to all types of
employees, non-discriminatory practices in employment and advance-
ment, good fringe benefits which suit the needs of all employees,
health and safety of all employees, and good internal work environ-

ment and employee relations.

The external socially responsible activities are the result of
the changing social environment and public needs. Examples of the
leading social issues at present include: prevention of air pollu-
tion, water pollution, land (or solid waste) pollution, and noise
pollution; - product safety; fair trading; community involvement;
supporting education; the creation of public facilities; and

natural resources and energy conservation,

This sort of classification is significant because it can show

which areas of social concern are focussed on by business companies
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in any two different countries. In the United States for instance,
the external areas of social responsibility, such as environmental

pollution control and energy conservation, are considered by

American companies more important than any other social responsibi-

lity topics.12 In the United Kingdom, the internal areas of

corporate social responsibility are perceived by British companies

: 1
as most important, 3

However, if the external social responsibilities of business are

considered here as the result of only domestic social environment and

public conditions, which is apparently the case,l.4 a third area of

corporate social responsibility activities can be added to the inter-

nal and external areas, This third area is the area of international

12 See: Ernst and Ernst, "Social Responsibility Disclosure", 1978

Survey (Cleveland, Ohio: Ernst and Erxnst, 1978), especially
pp.22-28

13 -
See the results of a survey of the current state of corporate

social reporting practice in the United Kingdom conducted by the

researcher and presented in Chapter VII of this thesis., Also see:

- Simon Webley, "Corporate Social Responsibility" Report on a

Survey conducted on behalf of the Public Relations Consultants
Association, (London: Public Relations Consultants Association,

1975), especially pp.5-7

- J. Melrose-Woodman and I. Kverndal, "Towards Social Responsibility:
Company Codes of Ethics and Practice", Management Survey Report No.

28, (London: British Institute of Management, 1976), especially p.25

- Eleanor S. Morgan, "Social Responsibility and Private Enterprise

in the United Kingdom", National Westminster Bank Quarterly Review,

May 1977, pp.b5b-67

14 . Py s s :
See: John W, Humble, "The Social Responsibility of Business",

in Harry Miller, (Ed.), "Management and Working Environment",

(London: Hutchinson Benham Ltd,, 1975), pp.60-73, Also see:

-~ Philip C., Cheng, "Time for Social Accounting", Certified Accountant,
October 1976, pp.285-291
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social impact of corporate activities, As the world becomes more
congested, business faces the responsibilities of aiding in the
development of foreign social systems, The multi-national entexr-
prise has a significant and perhaps leading role in achieving social
improvements in the foreign countries, particularly in .the developing
countries, in which it Qperates.l5 For example, fair employment
practices overseas, especially in South Africa and Rhodesia as well
as in any part of the Third World, are of social relevance for the
British international companies. Helping war and natural disaster
victims is another facet of the international socially responsible
company. War and natural disasters, such as earthguakes, volcanic
eruptions and floods, require quick action to minimise the spread of

epidemics, to provide adegquate food and shelter for survivors, and

to hasten the return of normality,

Voluntagx versus cogEulsogxz

Socially responsible activities can also be classified into
those purely voluntary activities where the company takes the
initiative and exercises leadership or acts to avoid pressures put

on it by social pressure groups, and those social activities compul-

15 For additional discussion of this type of analysis, see:

- International Labour Organisation, "Tripartite Declaration of
Principles Concerning Multinational Enterprises and Social Policy",
(London: Department of Employment, 1979)

- Sanford Rose, "Multinational Corporations in a Tough New World",
Fortune, August 1973, pp.52-56, 134

- Donald A, Fink, "The Role of the Multinational Corporation in the

Economic Development Process", MSU Business Topics, Autumn 1972,
Ppl 58"'62

-~ Charles W. Powers, "People and Profits: The Ethics of Investment",

(New York: . Council on Religion and International Affairs, 1972),
pp.107-202

- Emile Benoit, "The Attack on the Multinationals", Columbia Journal
of World Business, November-December 1972, pp.l5-22

- Daniel Parker, "To Improve the Conditions of Life for Everyone
Everywhere", Columbia Journal of World Business, July-August, 1968
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sorily undertaken by the company to comply with the law and govern-
mental regulations., Corporate philanthropic activities are the best

examples of voluntary social activities and the best known histori-

cally,

Examples of social activities which are required by law and
governmental regulations include providing equal employment opportunity
for women and minority groups; the employment of disabled persons,
and former prisoners; ensuring health and safety of all employees
at work; abating environmental pollution; adopting fair trading
practices; and ensuring product safety. Chapter III will closely
examine the laws and regulations controlling the business's

behaviour in these areas of corporate social responsibility,

This kind of classification is useful because it serves to
evaluate the degree of a company's social responsibility generally.
A company which only tries to keep within the letter of the law and
governmental regulations, is certainly 1¢ss socially responsible than
the one which goes further beyond what is legally required.
Obviously, the more socially responsible company is the one which
voluntarily takes action to meet those societal demands and public
expectations which are not vet legally required, as well as those

societal actions regquired by law or governmental regulations,

The impact on profits:

Corporate socially responsible activities might be classified
from the standpoint of their impact on profits into three groups.
The first group of social activities are those which serve to improve

both short-term and long-term profits. As an example, while the use

of returnable containers (instead of 'No deposit - No return'
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containers), by soft-drink manufacturers, prevents land (or solid
waste) pollution, this also reduces consumer cost and might therefore
increase the total sales volume, The recycling of waste materials
could also be considered as another example. It has become more
pronounced as it has become 1increasingly evident that supplies of
primary raw materials are not unlimited, and that they are becoming
steadily more expensive. Moreover, space for dumping 1s becoming
steadily scarcer. Thus, economic considerations have made waste
reclamation economically viable and have provided an incentive for
the process. In some industries recycling of waste materials has
been a common practice, notably in certain sectors of the textile
industry which have traditionally made use of waste woollen goods as

. 1
raw materials. ©

Also, improving the work environment, adopﬁing non-discrimina-
tory practices in hiring, promoting and firing, securing safety and
health of all employees, providing good pay and benefits for
employees, and maintaining good employee relations will all result
in higher morale and productivity. In turn, absenteesism, disputes,
pexrsonnel turnover and_production losses will be reduced resulting

in further increases in productivity.

The second group of corporate social activities are those
activities which clearly reduce short-term profits, but can be
justified on the grounds that they will increase corporate long-term
profitability. Most of the corporate socially responsible activi-

ties lie in this group. Corporate contributions for educational

16 I : : :
See: "The United Kingdom Waste Reclamation Industrvy", A National

Westminster Bank Study, National Westminster Bank Quarterly Review,
August 1977, pp.60-68 -
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purposes, the involvement of companies in local community activities,
and conservation of energy and natural resources by companies will
all contribute to long-range profitability in terms of gaining a

good image and good public relations.

The third group of corporate socially responsible activities are
those activities which certainly reduce short-term profits of the
company, and cannot be justified on the basis of contributing to
profitability of the company in the long ruh.l7 This kind of social
activity, however, can be justified on the grounds of ethics or
moral obligation, or the changing social contract with business.

The best example of this kind of corporate social activity would be
cleaning up the environmental pollution of a company's past activi-
ties and preventing the current and future environmental degradation.
Another example of this group of social activities might be the
company's gifts to charitable organisations, especially those which

)

are/geographically remote from the company's operations.

It will always be easy, for businessmen, to take actions of the
first kind since those social actions will be likely to improve both
short-term and certainly long-term profits, Businessmen seem also
to be willing to take actions of the second kind in the hope of

increasing the company's long-range profitability, even though those

social actions might reduce short-term profits of the company. But,
some businessmen will be always reluctant to take any social action
which reduces both short-term and long-term profits, This latter
group of social actions, however should be required by law or govern-

mental regulations.

17 See: George A, Steiner, "Business and Society", Second Edition,
(New York: Random House, Inc., 1975), pp.l58-159
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This type of classification shows that while some corporate
soclial responsibility activities might be interpreted as being in
the company's self-interest or long-range,pfofitability, others
might not. Therefore, the rationale for initiating socially
responsible activities cannot be based only on the company's self-

interest in the long run. This point will be closely discussed in

a later section of this chapter.

Specific corporate social programmes:

The basic question which needs to be answered remains, What
specific areas of corporate social responsibility are perceived by

business organisations as most important? In fact, the answer to

\

this quest%gn is very difficult. An American Management Assocla-

tions' Survey Report, entitled "Business and Society: 1976-2000",
published in 1976,18 concluded that the major difficulty which cor-
porate executives perceive in meeting ‘social responsibility
objectives' was identifying social problems they should at.tack.l9
The Report has arrived at this conclusion as a result of the find-
ings of a very large survey of American business executives on the
subject of corporate social responsibility, conducted by the
American Management Associations in 1975, The survey population
comprised 4,820 corporate presidents of large and small companies in
a wide variety of manufacturing and service industries, from which

644 usable replies were generated and findings were drawn.20

18 John L. Paluszek, "Business and Society: 1976-2000", An

American Management Associations' Survey Report, (New York: AMACOM,
A Division of American Management Associations, 1976).

13 Ibid., p.3

20 Ipid., p.31
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At any one time the expectations of society which can be commu-
nicated to the company are most likely to exceed the company's
ability to respond to them.21 It would seem logical, therefore,
that every company should identify a priority list of society's
expectations and public demands at the moment, since scarcity of
resources makes the achievement of all desirable social goals quite
impractical, This means, however, that every company should first
prepare a list of public needs and societal expectations, then

reduces this list to those activities which the company's executives

think are focussed on, and should be pursued by, the company.

But, the main problem remains unsolved., How can the company
identify public needs and society's expectations? And what criteria
can the company's executives use to choose those specific activities
which they consider the company should undertake to meet the most
important needs and expectations of society? In the next section,
the researcher attempts to answer the first guestion. To answer the
second question, the researcher will offer in a later section of

this chépter, some guide-lines to help the company's executives, in

21 x‘h___ﬁ,/"f

See: Neil W, Chamberlain, "The Limits of Corporate Responsibility"
(New York: Basic Books, 1973), especially pp.l0, 205, Also see:

- Allen D. Shocker and S. Parkash Sethi, "An Approach to Incorporat-
ing Societal Preferences in Developing Corporate Action Strategies",

California Management Review, Summer 1973, pp.97-105

John F. Steiner, "The Business Response to Public Distrust",
Business Horizons, April 1977, pp.74-8l

Dow Votaw and S, Parkash Sethi, "Do We Need a New Corporate Response
to a Changing Social Enviornment?" Two Parts, California Management
Review, Fall 1969, pp.3-31

-~ Neil H. Jacoby, "Corporate Power and Social Responsibility: A Blue-
print for the Future", (New York: Macmillan Publishing Co., Inc.,

1973) , especially pp. 185-203
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selecting the socially relevant activities which the company might

undertake, and in setting up their priorities.

III. Identification of Corporate Socially Responsible Activities
In answering the first question above, there are several ways in
which society conveys its demands and expectations. Society commu-
nicates 1ts expectations most clearly when they are eventually
enacted into law. By means of the law, society converts a growing
public need and the example of some socially responsible companies
into an obligation for all companies. (Examples of such actions

required by law will be discussed in the next chapter,)

Society also communicates its expectations from, and demands on,
business through public interest and social pressure groups. In
addition to trade unions, these pressure groups include voluntary
groups such as Consumers' Association, the Student Christian Move-
ment, the Social Audit group, and groups of environmentalists such
as the National Smoke Abatement Society and Conservation Society in
Britain{f;nd Friends of the Earth in Both Britain and the United
States, Strikes, boycotts, sit—-ins and demonstrations have been
used by these groups to convey some soclietal expectations and public
needs to corporate executives. Moreover, some Of these social
pressure groups publish regular magazines such as "Social Audit"
magazine which is published qguarterly by Social Audit Limited,22
and the magazine "Which?" which is published monthly, and its quar-

terly Satellites,23 by the Consumers' Association.

22 : : : : :
See: the "Social Audit" magazine, published quarterly by Social

Audit Limited, London, Vol, 1, No.l, Summer 1973, and after,
23 The magazine "Which?" was founded in 1957, and the satellite
publications include "Motoring Which?" "Money Which?", "Holiday
Which?" and "Handyman Which?"
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Moreover, the analysis of mass media provides more valid infor-
mation on current trends of society in regard to the basic values
determining the relationship between business and society. This is
done by social reformers through their national crusades and by
some businessmen with social conscience who, by taking advanced steps,
communicate the societal demands by example. Therefore, mass media
could also be considered to be not only a source of information on
society's needs and expectations, but also a source of public
pressure because they influence and stimulate these current trends
of society both by reinforcing those groups and individuals who
initiate the demands and by confronting a wider portion of the popu-

lation with those ideas.24

However, information on public needs and societal expectations
conveyed to the company's executives through mass media is, some-
times, distorted by the opposing viewpoints of others in society.
Thus, the company's executives are left with theproblem of judging
what sociletal expectations have gained general acceptance among
employees, consumers, shareholders, competitors, and the general
public(;o strongly as to require that the company should take actions.
To ensure impartial judgement, the company can conduct opinion
surveys of the employees, shareholders, consumers, the neighbouring
community residents and the general public, The results of these
opinion surveys should provide the company's executives with a better
understanding of the most important demands and expectations of
society which should be met by the company.

___-_-—___—_—___——-—-_——____“—

24 For a more detailed discussion on this point, see: Meinolf

Dierkes, Rob Coppock, Halina Snowball and James Thomas, "Social
Pressure and Business Actions", in : Meinolf Dierkes and Raymond

A. Bauer, (Eds.), "Corporate Social Accounting", (New York:;
Praeger Publishers, Inc., 1973), pp.57-92
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The voices of the company's shareholders, in the annual general
meetings, are another source of information on public demands and
societal expectations. Some of the pressure groups in Britain have
used this method to persuade a company's management to take an
initiative. For example, representations of the Social Audit group
were made with, and on behalf of, the Doncaster and District Clean
Alr Group at the 1972 Annual General Meeting of Coalite and Chemical
Products Limited to convince the management to make social improve-
ments.25 Some issues of social concern, such as abatement of
environmental pollution, employment and advancement of women and

disadvantaged groups, and operations in South Africa, have been

raised in such a meeting,

Such sources of information would give the company's executives
indications of the levels and directions of society's demands and
expectations. Furthermore, the company can look at what other

companies, in the same line of industry, are doing. The company can

/

‘rely on the other studies and surveys, which are still valid, well
"organised and documented, conducted in this field. Examples of
such studies include "Towards a Code of Business Ethics", conducted

on behalf of the Christian Association of Business Executives, by

: : 26 : oy s
Simon Webley, in 1972; - "Corporate Social Responsibility", conduc-

ted on behalf of Public Relations Consultants Association, by Simon

m—m

23 See: "Social Audit", Vol.l, No.4, Spring 1974, pp.6-8

26 : : :
Simon Webley, "Towards a Code of Business Ethics", A Consulta-

tive Document (London: The Christian Association of Business
Executives 1972). In the light of this study, the Christian
Assoclation. . of Business Executives published its final definitive
version of "Code of Business Ethics, in Septenmber 1974
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2
Webley, in 1974; L and "Towards Social Responsibility: Company

Codes of Ethics and Practice", conducted on behalf of the British
Institute of Management, by J. Melrose-Woodman and I. Kverndal, in
1976.28 The company's executives can also be aided by a survey of
social responsibility involvements of leading British companies as
disclosed in their Annual Reports and Accounts. Yet, such a survey
has not been conducted by anybody in Great Britain.29 The

researcher will therefore carry out a survey of this kind of Annual

Reports and Accounts of the top 265 companies of the 1977/1978 Times

1000 to £ill this gap.30

Considering all these sources of information, discussed above,
several lists of society's demands and expectations have been sugges-
ted from which a company might choose to meet its social responsi-
bilitiés. The first comprehensive list of societal expectations

has been prepared by the Research and Policy Committee of the Committee
31

for Economic Development, The list, Exhibit 2.1, includes fifty-
—‘-_-'_——-—-—__—————-——-——_?_———_—_-—______—____—_____
27 |

Simon Webley, "Corporate Social Responsibility", Report on a

Survey, op. cit.,

8 , co.
2 J. Melrose-Woodman and I. Kverndal, "Towards Social Responsibi-

lity: Company Codes of Ethics and Practice", Oop. cit.

29 In the United States, this kind of survey has been yearly con-
ducted by Ernst and Ernst (an accounting company) since 1971, [See:
Ernst and Ernst, "Social Responsibility Disclosure", 1971 Survey
of Fortune 500 Annual Reports, and after, (Cleveland, Ohio: Ernst
and Ernst, 1971-1978).]

30

The analysis of that survey's results will be presented in
Chapter VII of this thesis.

31 Committee for Economic Development, "Social Responsibilities of

Business Corporations”, A Statement on National Policy by the
Research and Policy Committee, (New York: Committee for Economic
Development, June, 1971), pp.37-40, Also see a large scale inves-
tigation on the scope of this list, in: John J. Corson and George
A. Stelner, "Measuring Business's Social Performance: The Corporate
Social Audit" (New York: Committee for Economic Development, 1974),
pPp.27-29
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Exhibit 2,1

Spectrum of Corporate Social Responsibility Activities

increasing productivity in the private sector of the economy

improving the innovativeness and performance of business
management

enhancing competition
cooperating with the government in developing more effective
measures to control inflation and achieve high levels of

employment

supporting fiscal and monetary policies for steady economic
growth

helping with the post-Vietnam conversion of the economy

Education

Emeloxment and Training

direct financial aid to schools, including scholarships, grants,
and tuition refunds

support for increases in school budgets

donation of equipment and skilled personnel

assistance in curriculum development

aid in counselling and remedial education

establishment of new schools, running schools and school systems

assistance in the management and financing of colleges

active recruitment of the disadvantaged
special functional trainiﬁg; remedial education, and counselling
/

provision of day-care centers for children of working mothers

improvement of work /career opportunities

retraining of workers affected by automation or other causes
of joblessness

establishment of company programs to remove the hazards of old
age and sickness

supporting where needed and appropriate the extension of
government accident, unemployment, health and retirement systems



39

Exhibit 2.1 (continued)

Civil Rights and Equal OEEortunitz

ensuring employment and advancement opportunities for minorities

facilitating equality of results by continued training and other
special programs

supporting and aiding the improvement of black educational
facilities, and special programs for blacks and other
minorities in integrated institutions

encouraging adoption of open-housing ordinances
building plants and sales offices in the ghettos
providing financing and managerial assistance to minority

enterprises, and participating with minorities in joint
ventures

Urban Renewal and DeveloEment

leadership and financial support for city and regional planning
and development

building or improving low-income housing
building shopping centres, new communities, new cities

improving transportation systems

- Pollution Abatement

installation of modern equipment

engineering new facilities fo; minimum environmental effects
research and technological development

cooperating with municipalities in joint treatment facilities

cooperating with local, state, regional and federal agencies
in developing improved systems of environmental management

developing more effective programs for recycling and reusing
disposable materials
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Exhibit 2.1 (continued)

Conservation and Recreation

. augmenting the supply of replenishable resources, such as trees,
with more productive species

. preserving animal life and the ecology of forests and comparable
areas

. providing recreational and asethetic facilities for public use
. restoring aesthetically depleted properties such as strip mines

. 1improving the yield of scarce materials and recycling to
conserve the supply

Culture and the Arts

. direct financial support to art institutions and the performing
arts

. development of indirect support as a(business expense through
gifts in kind, sponsoring artistic talent, and advertising

. 'participation on boards to give advice on legal, labour and
financial management problems

. helping secure government financial support for local or state
arts councils and the National Endowment for the Arts

Medical Care
. helping plan community health activities
. designing and operating low-cost medical-care programs

. designing and running new hospitals, clinics, and extended
care facilities

. improving the administration and effectiveness of medical care

. developing better systems for medical education, nurses's
training

. developing and supporting a better national system of health care
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Exhibit 2.1 (continued)

Government

. helping improvemanagément.performance at all levels of
government

. supporting adequate compensation and development programs for
government executives and employees

. working for the modernisation of the nation's governmental
structure

. facilitating the reorganization of government to improve its
responsiveness and performance

. advocating and supporting reforms in the election system and
the legislative process.,

. designing programs to enhance the effectivenees of the civil
services

. promoting reforms in the public welfare system, law enforcement,
and other governmental operations

Source: Committee for Economic Development, "Social Responsibilities
of Business Corporations”, A Statement on National Policy

by the Research and Policy Committee, (New York:
Committee for Economic Development, June, 1971),
PP- 37"'40
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eight activities in ten major programme areas of corporate social

responsibility.

This list of specific corporate social responsibility areas
highlights the diversity of problems and issues which have been
brought under the title of "corporate social responsibility"”, It
is very broad in scope. The list includes activities which are
internal in, and external to, a company. It also includes
activities which are voluntarily undertaken by a company and others
which are legally required, Moreover, the list includes activi-
ties which are undertaken in order to make a profit (traditional
economic activities) and those which are performed without expect-
ing a direct profit (with specifically social intent). But, this
list is by no means exhaustive.32 If the emphasis 1s on social
problems, several other problems can be added to the list.

Examples of these problems are poverty, crimes in the streets, alco-

holism, population congestion, transportation congestion, companies'

operations in South Africa, and many other problems,

32 For more recent and detailed lists of corporate social responsi-

bility activities, see for example:

- D.E. Dunnock, "Social Responsibility in Practice", Cost and
Management, September-October 1973, pp.6-13

- Keith Davis and Robert L, Blomstrom, "Business and Society:
Environment and Responsibility", 1975, op. cit., pp.8-10

- Robert H. Anderson, "Social Responsibility Accounting: What to

Measure and How", Cost and Management, September-October 1976,
PP: 34"'38 '

- L.D. Parker, "Accounting for Corporate Social Responsibility:

The Task of Measurement"”, The Chartered Accountant in Australia,
October 1977, pp.5-15

Ernst and Ernst, "Social Responsibility Disclosure" 1978 Survey,

op. cit., pp.22-28

.

N
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This list illustrates, however, that there is no consensus
about the scope of socially responsible activities from which a
company might choose. It also suggests the likelihood that any
two companies will not find themselves equally subject to diffi&ul-

ties in any one specific area of social concern.

What to Cover in Corporate Social ReEorting:

When the scope of corporate social responsibility activities is
thus broadly defined, and if accounting for corporate social
responsibility performance is to list all such activities, measure
and report the costs associated with those activities, it becomes
lmpractical, if not impossible, to develop such an accounting and
reporting system at this early stage, and the information it would
produce would likely be inaccurate and too massive to be useful.
Therefore, limiting the scope of corporate socially relevant
activities to be covered in corporate social reporting would seem to

be logical in the initial stages.

There are several ways of limiting the coverage of corporate

social reporting. One way might be to concentrate only on those

activities which are not part of the basic traditional business.33

Corporate social reporting should be first restricted at the start
to those activities which have a specifically social, as opposed to
economical, intent. The Committee of the National Association of

Accountants on Accounting for Corporate Social Performance seems to

: 34 . L
advocate this way. The Committee has suggested four major areas

M

33 " . : :
See: Raymond A. Bauer, "The Corporate Social Audit: Getting

on the Learning Curve'", California Management Review, Fall 1973,

34 CL . . i
The Committee of the National Association of Accountants on

Accounting for Corporate Social Performance, The First Report,
Management Accounting (U.S.A.), February 1974, pp.39-41

N
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of social activity to be measured and reported on. These areas
include: (a) Community involvement, (b) Human reéources,

(c) Physical resources and environmental contributions, and

(d) Product or service contributions. A list of items under each
of the four major areas, Exhibit 2.2 on pages 45 to 47, has been
identified, and explanatory comments following each item have been

: 35
given, by the Committee.

This list of major areas of social performance has been gaining
wide agreement among academic and professional bodies and business-
men in the United States since it was published by the Committee
early in 1974.36 However, the list is not intended to be all
inclusive. Neither should items listed be all covered in
corporate social reporting. A company can carry on activities not
included in this list, or it can further limit the coverage of its

social responsibility accounting, depending on the situation of the

particular company and the preferences of its management.

3> Ibid., p.41

36 See: The Committee of National Association of Accountants on

"Accounting for Corporate Social Performance", Second Progress Report,
Management Accounting (USA), September 1974, pp.59-60

and "Measuring Costs of Social Action", Third Status Report,
Management Accounting (USA), September 1975, p.60, Also see:

- Andrew H. Barnett and James C. Caldwell, "Accounting for Corporate
Social Performance: A Survey", Management Accounting (U.S.A.)
November, 1974, pp. 23-26

- I. Wayne Keller, "Planning Corporate Social Performance",

Management Accounting (U.S.), June 1975, pp.19-24

- Joel Siegel and Martin Lehman, "Own up to Social Responsibility",
Financial Executive, March 1976, pp.44-48

- Robert H. Anderson, "Social Responsibility Accounting: What to
Measure and How", Cost and Management, September-October 1975,
pp. 34-38
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Exhibit 2.2

Major Areas of Social Performance

Communitz Involvement

General philanthropy - Corporate support of educational
institutions, cultural activities, recreational programs,
health and community welfare agencies and similar eleemosynary
organizations

Public and private transportation - Alleviating or preventing
urban transportation problems, including the provision of mass
transportation of employees

Health services - Providing health care facilities and services
and the support of programs to reduce disease and illness

Housling - Improving the standard of dwellings, the construction
of needed dwellings and the financing of housing renovation
and construction

Aid in personal and business problems - Alleviation of problems
related to the physically handicapped, child care, minority
business, disadvantaged persons, etc.

Community planning and improvement - Programs of urban planning
and renewal, crime prevention, etc.

Volunteer activities - Encouraging and providing time for
employees to be active as volunteers in community activities

Specialized food programs - The provision of meals to meet the

dietary needs of the aged, the infirm, the disadvantaged child
and other groups

Education - The development and implementation of educational
programs to supplement those of the public or private schools
such as work study programs; and employee service on school
boards, school authorities and college university trustee

and advisory boards

Human Resources

Employment practices - Providing equal job opportunities for
all persons, creation of summer job opportunities for students,
and recruiting in depressed areas

Training programs - Providing programs for all employees to
increase their skills, earning potential and job satisfaction

Promotion policies - Recognizing the abilities of all employees
and providing equal opportunities for promotion

Employment continuity - Scheduling production so as to minimize
lay-offs and recalls, maintaining facilities in efficient
operating condition so that they will not have to be abandoned

because of deterioration, and exploring all feasible alternatives
to closing a facility |
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Exhibit 2.2 (continued)

5.

Remuneration - Maintaining a level of total salaries and wages

plus benefits which is in line with others in either the
industry or community

Working conditions - Providing safe, healthful and pleasant
working environment

Drugs and alcohol - Providing education and counselling for

employees to prevent or alleviate problems in these and similar

areas

Job enrichment - Providing the most meaningful work experiences

practical for all employees

Communications -~ Establishing and maintaining two-way communi-
cation between all levels of employees to secure suggestions,
to provide information as to what the company is actually
doing and how each department's activities relate to the total
corporate activity, and to inform employees' families and
friends of corporate activities

Physical Resources and Environmental Contributions

Alr - Timely meeting of the law and going beyond the law in
avoiding the creation of, alleviating, or eliminating
pollutants in these areas

Water - Timely meeting of the law and going beyond the law in
avoiding the creation of, allevaiting, or eliminating
pollutants in these areas

Sound - Timely meeting of the law and going beyond the law in
avoiding the creation of, alleviating, or eliminating
pollutants in these areas

Solid waste - Disposal of solid waste in such a manner as to
minimize contamination, reduce its bulk, etc., and the design

of processes and products which will minimize the creation
of solid waste

Use of scarce resources - The conservation of existing energy
sources, the development of new energy sources, and the con-
servation of scarce materials

Aesthetics - The design and location of facilities in confor-

mance with surroundings and with pleasing architecture and
landscaping.

Product oxr Service Contributions

Completeness and clarity of labeling, packaging, and marketing
representation - Assurance that labeling and representation as
to methods of use, limitations on use, hazards of use, shelf-

life, quantity of contents, and quality cannot be
misundexrstood
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Exhibit 2.2 (continued)

2. Warranty provisions - Adherence to all stated or implied
warranties of a product with implementation through timely
recalls, repairs or replacements

3. Responsiveness to consumer complaints - Prompt and complete
responses to all complaints received

4, Consumer education - Literature and media programs to keep
consumers informed of product or service characteristics,
methods and areas of use of products, and of planned
product changes or discontinuances

5. Product quality - Assurance through adequate control -

"quality assurance" - that quality is at least equal to what
customers may reasonably expect on the basis of company
representations

©. Products safety - Design or formulation and packaging of

products to minimize possibilities of harm or injury in
product use

7. Content and frequency of advertising - Giving full considera-
tion to the omission of any media material which may be
adverse or offensive; and the avoidance of repetition to
the extent that it becomes repugnant

8. Constructive research - Orienting technical and market
research to meet defined social needs and to avoid creating

social and environmental problems or to minimize such
problems; e.g. energy consumption

Source: The National Association of Accountants, the Committee
on Accounting for Corporate Social Performance,
"Accounting for Corporate Social Performance", the

First Report, Management Accounting (U.S.A.)
February 1974, p.41
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More importantly, the usage of the term 'human resources' to
describe the internal area of a company's social responsibility
performance which is directed to the well-being of its employees
1s not appropriate; Accounting for a company's social performance,
in relation to its employees may seem to include human resource
accounting which is not quite the case. In Chapter IV, the
researxcher will therefore make a brief comparison between these two

kinds of accounting to clarify this point.

Another way of limiting the coverage of corporate social report-
ing would be to further confine corporate social activities to those
activities which relate most directly to the economic activities of
a business firm. David Linowes, who has been termed by some37 as
the father of accounting for corporate social responsibility per-
formance, appears to advocate this approach. Linowes suggests
three areas of corporate social responsibility to be covered at the
start in corporate social performance reporting. These areas are

the "work itself" and the work environment, the production processes

and their effect on the environment, and the products or services

offered and their impacts on society.38

Also, Social Audit group, in Great Britain, seems to favour this
way of limiting the coverage of corporate social reporting. The

Social Audit group has proposed a programme of social responsibility

37 . . . &
Sybil C. Mobley, "The Challenges of Socio-Economic Accounting",

The Accounting Review, October 1970, pp.762-768, p.762
38 David F. Linowes, "The Corxporate Conscience", (New York:

Hawthorn Books, Inc., 1974), p.56. For a list of items under
each of these areas, and the comments on it, see the "Socio-Economic

Operating Statement" proposed by David Linowes, which is presented
in Chapter IV (Exhibit 4.10) of this thesis.
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disclosure which covers four main areas relating directly to the
economic activities of the business. These areas include employment
practices and industrial relations, environmental pollution, consumer
affairs, and military contracting.39 The first three of these areas
are similar to those proposed by David Linowes, and they are also in
common with all other views. The fourth area of social reporting,
however, which is military contracting, has not been touched by any
of the recently published statements on the social responsibility of
business organisations. Thus, the question of the manufacture of
arms was highly emphasised by the Social Audit group,40 and the

term "merchant of death" was used to describe private arms manu-

4
facturers. 1

However, after the Second World War, by which time the British
government required the licensing of all exports of arms, attention
turned from the private manufacture of arms to the responsibility
of governments. But, the Social Audit groups believes that the
responsibility does not lie solely with governments. It is
believed that the arms manufactufers do their utmost to find markets,
and to ensure that they are allowed the greatest possible freedom to

42

expolit themn. If arms manufacturers could actually encourage

wars, anywhere in the world, that would be good for their business.

The Social Audit group is concerned with reports on arms manu-

facturing by individual companies for several reasons.43 One is to
39 "Social Audit", Vol.l, No.2, Autumn 1973, pp.l1l0-15

40 Ibid-r PP-18_34

41 Ibid., p.18

42

Ibid., p.1l9

43 Ipid., p.22
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1llustrate the extensiveness of military contracting in business.
Another reason is to provide the investors, employees, and the
consumers with more information than is generally available to them,
as a rough guilde to the kinds of business they would like to
support. Finally, the Social Audit group thinks that this issue
1s important enough to warrant wider attention and more critical

examination than it actually receives at present.

Ethically, the involvement, or non-involvement, of a company in
military business should indeed, be considered one of the main areas
of corporate social responsibility performance. But, the requirement
of disclosure of information on military contracting in the company
reports, proposed by the Social Audit group, seems to be imprac-
ticable, and even impossible, There are three reasons to believe
SO. Firstly, because military business has traditionally been
thought of as relatively poor investments, as they are exceptionally
sensitive to political decisions. Secondly, because the disclosure
of information on manufacturing of armaments can badly damage the
public image of a company, especially if the company is also invol-
ved 1n consumer fields. Finally, and most importantly, the absence
of useful information about military business is quite deliberate

because this is simply the normal safequard of the customer's

interest.

A third way might be to further limit accounting for corporate
social performance to non-product-related (or non-service-related)
social impacts of business activities. Thus, a car manufacturing
company would be concerned only with stationary pollution from its
manufacturing activities, but not with pollution from the vehicles

1t manufactures. This approach, however, seems to be inadequate
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for some companies, particularly those ones dealing with consumer

products.

However, this approach is pragmatic. As will be discussed in
Chapter IV, this approach tries to avoid the practical difficulties
associated with attempting to assess the social impacts of products,
or services, on soclety as a whole, or on the environment, or on the
consumers. Some soclal impact chains and ecological chains of
prodgcts, or services, are very long and have very remote effects.
How can social impacts of automobiles, for instance, be evaluated?
And can one do this for many product lines in a multi-product
company? In addition to this, how can the impact on consumers of
a single company's products be assessed in a market where there are

several other companies offering similar products?

Even for the companies dealing with consumer products, the area
of consumerism has always beenconsidered a very difficult o;ne..44
It is difficult for companies to report both the advantages and
disadvantages of their products or services in the competitive
market system. Even i1f this is valid for all companies in the same
line of industry, it is certainly not for one specific company.
This argument is supported by the results of a survey of 800 major
American companies, conducted on behalf of the National Association
of Accountants, by Marc J. Epstein, Eric G. Flamholtz and John J.

45

McDonough, in 1977. The Survey sought to draw on the experience

of "live" organisations regarding their activities in the area of

4 : .o s . L
* See: Jan-Erik Grojer and Agneta Stark, "Social Accounting: A

Swedish Attempt", Accounting, Organizations and Society, Vol.2,
No.4, 1977, pp. 349-386, especially pp.354, 385.

4> Marc J. Epstein, Eric G. Flamholtz and John J. McDonough,

“Corggrate Social Performance: The Measurement of Product and

Service Contributions" (New York: National Association of Accoun-
tants, 1977)
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corporate social responsibility accounting, with particular emphasis
. on the area of product and service impact. Specifically, of the
four impact categories used in the survey to define social respon-
sibil;ty accounting (community involvement, human resources,
physical resources and environmental contributions, and product or
service contributions), the survey revealed that product or service

: 46
impact reflected the area of least involvement.

Based on the principal findings of the survey, accounting for
corporate social performance was at an embryonic stage of develop-
ment so that product and service impact at best was a peripheral
activity and at worst was not considered a constituent element of
corporate social performance accounting, and attempts to measure

: : : . s 47
and report product and service contributions are extremely limited.

A fourth way of limiting the scope of corporate social report-
ing might be to concentrate on those issues which the users of the
corporate social reports think are important. Thus, the scope of
social reporting (like the scope of the financial reporting) is
determined by the information needs of those it is designed to serve.
If accounting for corporate social performance is initially
designed for internal purposes only, that is for helping the manage-
ment of a company in the decision-making process, the coverage of
corporate social reporting would therefore be limited to those
issues which the company's management is most concerned with. If
accounting for corporate social responsibility performance, on the

other hand, is designed for external reporting, that is to concerned

m—————_—_———-__—.__—

46 Ibid., p.62

47 Ibid., p.1l5
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shareholders, consumers, employees, social pressure groups, and the
general public, the informational needs of those external groups

should be identified and met in the corporate reports.

At the surface level, this approach appears to be appropriate. ﬁ
In fact, the users of corporate social reports, whose information T
needé on the company's social performance should be met, are still

a controversial question. Moreover, this approach raises again the

questions of what are the information needs of those user groups )
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