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ABSTRACT

A contenporary topical issue in accounting is the inter-
rel ati onshi p between busi ness and the society. Hi therto, nost
managenent experts believed that the main, if not the sole
obj ective of a business enterprise was to maximse profit. This
assertion is, however, no longer a universally accepted view
Rat her than seeking to maximse profit for its stockhol ders, the
nodern corporation should be one that aims at generating an
optimum level of profit while at the sane time, discharging its

responsibilities to all 'stakehol ders'.

The research work was aimed at enpirically determning the
rel evance and desirability of adopting a 'general user' approach
to the accounting task of corporate financial reporting. The
premse is that published financial reports are at present too
constrained in scope and fornmat to adequately reflect on the

activities of business corporations.

The research procedure was evaluative and involved the
anal ysis and evaluation of both primary (questionnaire responses)
and secondary (published financial reports) sources of data. It
was established that the criteria for socially-responsive
financial reporting should be relevance to user requirenents,

neutrality in the face of diverse interests, understandability by

Vi



the audi ence and conpl eteness in content. The findings have
reveal ed that there exists the need and opportunity for expanding
the scope of the conventional accounting reports to reflect the

needs of their diverse audi ence.
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OSSARY OF TERMS

Cartain terms which appear frequently are used in a parti-
gular gontext for the purpose of this research. These are listed

and explained as follows:

1. Social responsihility accounting or social accountipsm or

corporate soclal agcounting or soecietal accountinsg - these are

used interchanseably in this write up in the manner defined by
Fstes (197%) as 'the measurement and reperting (internal or
external) of information eoncerning the impact of an entity and
its aectivities on society.' 1In a clearer sense it should be
conceived to mean the determination and reporting of enterprise
activities thaving greater significance for their sceial impact,

than for thelr finaneial effect on £the company,

2. Financia)l Statements -~ These aroc the means of communicating
to interested parties, information on the resources, oblipations
and peoerformances of the reporting entity or enterprise. They
usually consist of the followines: Nalancee Sheet, Itcome State-
ment or Prolit and loss account, lNotes on the accounts, Statement
of souree and application of funds, Value-Added Statement and the

TMiatorical financial summaries.

3. Accouptineg Tnformation or Finaneial Accounting Infornation:

These are used interchangeably to refer to the data contained in

xiv



financial statements,

N, Fipancial reporting or Corporate financial reporting -
These are used interchanreably to mean the accounting function of
stewardship i.e., the periodic preparation and presentation of
financial atatements to shareholders and other interested

parties.

5. Yalue=Added Statement - This is a report of the additional

wealth c¢reated by an enterprise during the period covercd by the
finaneial astatements. It also reveals how this wealth i
distributed among various interest pgroups (e.g. enployeaes,

government, creditors and sharceholders).
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Chapter 1

Financial reporting has been traditionally associated with
the stewardship function whieh the accounting proceas had served
from time immemorial. Stewardship reporting is based on the
premise that corporate sharcholders, being the owners of capital,
are the persons to whom information should be disclosed and
consequently, financial statements (comprising primarily the
annual income statement and the Balance Sheet) are prepared
taking their information needs to be paramount., The situation is
further reinforced by the fact that companies are deemed to have
discharged their legal obligations (as per the Companies Decree)
by the mere submission of the conventional Profit and Loss
Account and the Balance Sheet to the shareholders annually. over
the years, however, there have developed three different view~

points of the financial reporting function as follows:

(a) e S i

It is based on tne traditional stewardship accounting view
of financial reporting. Its characteristie features being the

safeguarding of assets and their proper management as well as the



accountability of the steward to the shareholders for the manage-
ment of the resources entrusted to hin. Hence, it has laid

particular emphasis on feedback or ex-post information.

(b) The Decision-making concept

This view extends the stewardship function to include the
recognition that ahareholders and investors (i.,e., potential
shareholders) are decision-makers who reguire accounting
information for that purpose. This school is of the view that
the predominant interest of sharesholders in companies is the
receipt of dividend income and capital appreciation. Since
prediction is an integral part of decision making, uasers of
financeial reports (shareholders and investors) are concerned with
the ability of finanecial reports to prediet Tuture events which

may affect their own decisions.

(¢) The General User Concept

This is a modern view which contends that companies should
report to a larger class of general users rather than merely to
shareholders and investors. A number of researches conducted in
recent times tend to support this concept, which indicates a
drastic departure from the traditional stewardship view of
financial reporting. For instance, a studyconducted by the
Accounting Standards Steering Committee (ASSC) {(London, 1975) and

published in 'The Corporate Report', recoznized the following



neven groups as having a reasonable ripght to information which

should be considered in financial satatenents:

(i)

(ii)

{ii1)

(iv)

(v)

(vi)

The ecuity investor group which includes existing and
potential shareholders and holders of other kinds of

securitien,

The loan creditor mroup including existing and potential
holders of debentures and providers of other short and long

term loans,

The enplayee groun ineluding ex’atine, potential and past

amplovees,

The analyst-ndviser group ineluding financial analysts and
journalists 23 well as other provider:s off pusiness advisory

sarvices,

The businecn contact group conprizine trade creditors,

supdliers as wall as buainess competitors,

The government; inoluding tax authorities, and other super-

visory and repulatorv apgencies.

Tha publie, inplvdipn tax nayvars, consumers as well as

othaer pressura Troups.

This modern outloal ~f {finaneial reports has also been
advocated by the ligerian Accounting Standards Board (1JASB)

in the Statement of /ccounting Standard (SAS) No. 2



%3

(ii)

1111)

entitled 'Tnformation to ba dizelosed in financial state-
nents' issued by it in 19735, The firsl Luo parasraphs of

the introductory part of this Standard state thus:

tecountineg information about a buriness entily 2» enter-
prise i3 reguired ~y a variety of wsers. This need
dintates the Pfurlamentzl ebj :Lives of accountinz and the

mede of reportirg iafarastion

Firms, organizations o~ enterprises ecarry on business
activities in a pgiven -conomnie, social and political
environment and there is publie interest in their

operations.

The standard went on to provide zpecific instances Dy

statinz that:

Tndividuals, financial institutlons or group of Investors
need acrounting ‘nlormat’on Lo determine the liquidity,

profitability and viabiliny ef the enterprise,

Managers in an enterprise need acecountineg information to

measure performance, plan and control operations.

Fmplovees and custouers of ar anterpriss need zecounting
information in eorder to :nocess the abllity of the
enterprize to produce pgocis or Lo render nervices on a

eontinuous basis.



(vi) Governments and regulatory bodies need accounting
information in order to be able to impose and collect
taxes, to regulate certain business activities and to plan,

execute and evaluate government projects.

(v) Quasi-government establishments need accounting information

in order to meet their statutory obligations.

Thus, the information expected to be provided in financial
statements should be both quantitative and qualitative in nature

to aid their users in making informed decisions.

To further buttress the point that enterprises have a
responsibility to other groups apart from sharehclders, Dobbins
and Fanning (1981) were of the opinion that even a casual view of
the conventional Profit and Loss Account should suggest that
enterprises have responsibilities to various interest groups in
addition to the providers of funds. This view can be supported

by the table on page 6.

The user decision-oriented approach or general user concept
of financial reportinc is therefore the basis upon which social
responsibility in corporate financial reporting can be discussed.
And this implies that corporate bodi~s should provide relevant
quantitative and qualitative accou:ting information to the
general publie on their pursuit of social policies alongside
economiec gains. Thus, the tralitional view of stewardship

accounting which had served accunting so well and since time



Table 1.1: Companies responsibilities to various interest groups

Profit and Loss Account for the year ended 21-12-108X (Conventional)

N'0O00
Sales (Loecal) 250 Nigerian consumers
Sales (Export) 90 340 Foreign states
Less: Cost of Sales 60 Suppliers (Loeal &
- Foreign)
280
Less: VYages 60 Enpoyees
Salaries 30 Yenazers and Directors
Other expenses 30 170 Loczl commnity
110
Less Interest payments 10 Fanl/Debenture holders
Net Profit before taxation 100
Less taxation € 40% 4o Migerian povernment
Profit after tax 60
Less Dividends 25 Shareholders
Profit retained 35 Shareholders, mananage-

—— ment. and staff, govern-

ment

Source: Adapted from 'Handbook of Financial Planning and Control' by
Pocock, If, A, and Taylor, A, H. (eds.) - Gower Publishinc (1981) Page
325.



immemorial needs to be reappraiscd and restated. Accordingly,
the stewardship acecounting concept should be conceived to mean
that enterprise managers have a responsibility to the society as
stewards of the social assets entrusted to them, This view of
social stewardship implies an obli ;ation for discolosure of
accounting information which will serve the needs of several
groups that require the information since the enterprise is

considered as a societal reportinm entity.

The research is basically geared towards determining the
desirability and feasibility of employing the user decision
oriental approach as a basis for finaneial reporting and
enhancing disclosure practices in modern day financial state-
ments, In effect, social responsibility can only be meaningful
in the context of corporate financial reporting if the general
user concept is adopted., It is then assumed that enterprises
have an obligation to provide information that is relevant to
other interest groups apart from investors, and that the scope of
financial statements as presently constituted is too narrow as to

be of the desired relevance to interested audience.

However, it is not the purpose of this research to design
or advocate for a full scale social reporting system at this
stage for obvious reasons. For instance, the fundamental issues
involved such as underlying concepts and measurement techniques
are still largely debatable and certainly the Nigerian socciety is

at present not quite prepared for that. Therefore, little more



than a research of this nature is required at this point.

Neverless, the research findings are expected to provide
the necessary impetus for further research in this area and most
importantly pave the way for remarkable improvements in the
information content and disclosure patterns of financial

statements of business enterprises in Nigeria,

1.2.1 Research Background

2ocial responsibility accounting is an entirely new phase
in accounting development which owes its birth to the social
revolution which has been undervay in the western world in
the last few vears. Tt has been realised that large
business enterprises do pose =2cute political, sogial and
orpganisational problems not only &o their immediate environ-
ments but 2lse to the entire socio-economic set up of the
country. Public exprezsion of concern about this issue of
buziness csoeial responsibility bepgan as far back as the
1960's, In western FEurope and the United States of America
(USA) for instance, sueh public opinion and pressure have
led to the formation of multifarious movements to
pressurise governments and corporations to do 3something
about apecific problems. Such movements that have sprung up
over the paat one or two decades include the Consumer

protection movement, Ecology movement, Egalitarian movement,



Public interest movement; Nuclear Movement, ete. (Glautier and

Underdown, 1976).

The concern of these movements for the quality of life has
resulted in an attack on the traditional values held by the
industrial societies of the West. In the wake of these pres-
sures, corporate executives have on the other hand been finding
it difficult to accept society's growing demands and reconcile
them with their traditiocanl view of the corporation. They have
nevertheless reluctantly responded in certain ways though not
without facing another dilemma - that of determining what
precisely is expected of a 'soecially responsible' corporation.
In this regard, several researchers such as Estes (1976),
Ramanathan, (1976) and Gambling, (1977) have written eloquently
on the concept of social accounting and have made significant
contributions on its implementation and problems. Professional
associations have also made commendable efforts. For instance,
the report of the Study Group on the objectives of f{inancial
statements commissioned by the AICPA in 1973 contains the follo-

wing statement:

'An objective of financial statements is to report on those
activities of the enterprise affecting society which can be
determined and desecribed or measured and which are important to

the role of the enterprise in its sceial environment.'

The demand for ruecial accounting information has continued

to be on the inerease =nd the pressure being brought to bear on



cerporations in this regard appears to be getting unbearable.

In certain developed countries such as Japan and France
appropriate governmental agencies have gone to the extent of
promulgating regulatory legislations on the responsibilities and
obligations of corporate bodies vis-a-vis the society. In other
countries such as the USA the issue is left to the initiatives of
independent instituticns and private organisations, Whatever be
the case, it is obvious that the problem is one that demands the
collective efforts of both the aceountants and private buslness

organisations for workable solutions to be found.

1.2.2 HRegearch Signpificange

The purpose of the research was to test empirically, the
relevance and feasibility of adopting a societal appreoach to the
accounting funetion of finaneial reporting., Meaningful research
in this area iz indeed very negligible particularly as it relates

to the Nigerian environment.

Accountants the world over are re-exanining the scope and
objectives of published financial reports in the light of
presenting day needs and conditions, This is because there is a
growing consenaus that fraditional financial measures of
performance derived from Income Statements and Balance Sheets are
too narrow to fully reflect what enterprises are trying to do.

The re-examination is aimed at establishing a basis for financial

10



reporting by identifying wuser groups for whom financlal reports

should be prepared and their information needs,

The entire phenomenon is a manifestation of the
objectionable pattern of atatutery financial statements which
inadevertently, overemphasise the information needs of share-
holders to the detriment of non-shareholders and the general
public. Recause of this serious lapse, a good majority of
members of the sacciety, particularly those in the so called
developing economies are ignorant of their rights and responsi-
bilities vis-a-vis thelr corporate neighbeoura. There is also a
strong sentiment that corporate bodies in Nigeria have been
exploiting the resources and people of the country without
showing concern and sympathy for the social problems of the
soclety. This is apparent if one considers for instance the
extensive ecolegical damage caused by the oil producing companies
in the country's mineral-rich areas. The researeh is therefore
appropriate and timely if it is considered that the entire
accounting process is rapidly undergoing a transition by moving
away from its traditional procedural base towards the assunption

of a role that emphasises its social signifiecance.

1.3 Research Aims and Cbjectives

The requirement for and diselosure of accounting
information in corporate finaneial reports has been witneasing

some cautious improvements in Nigeria for some tine now, The



demand for acecounting information has piven rise to the quest for
enterprises to disclose the extent to which the soeiety has
benefited from their presence. It has now been recognised and
accepted that enterprises have a social obligation te various
individuals and groups and that the respective intereats of these
groups should be recognised in the preparation of financial
statements. This view has been accepted by the NASR and bas been
echoed in the SAS No, 2 entitled 'Information to be disclosed in
financial statements' issued by it. Information disclosure in
financial statements has in the practical sense also benefited
from this shift of emphasis. For instance, corporate accountants
in Nigeria are now willing to publish financial statements other
than those statutorily prescribed by the Companies Decree of

1968,

However, it is disturbing to note that due to lack of
meaningful research and guidance in this repard, the entire issue
and the approach adopted by companies could best be seen as a
futile exercise. Enterprises on their own initiative determine
the nature and extent of their social responsibility and then
employ the pirocedures or methods they prefer in diseclosing
vhatever information is most convenient for them. Someof
the channels employed for the purpose of disseminating informa-
tion of this nature include the Chairman's annual report, Press
bulletina and conferences as well as in-house journals amongst

others. There is indeed the need for elaborate studies to bring

12



about some uniformity and professionalism, as well as establi-

shing the principles that will guide the whole exercise.

In perspective therefore, it is the aim of this research to

explain the phencomena behind the following basic research

questions:

(1)

(i1)

(iii)

(iv)

(i)

What is Social responsibility in the context of corporate

financial reporting?

WYho are the target audience (i.e., user groups) for
financial accounting information and what are their

respective information requirements?

To what extent have current financial statements provided
relevant and understandable information that suits the

reguirements of the users?

What are the improvements required to make financial state-
ments more meaningful and relevant so as to command the

response of a larger audience?

Tt is then expecied that the foliowing major objectives

could be attained:

To generate the dcoire and need fer widening the seope of
the traditional financial reporting funection of incorpora-
ting social stewardship into the main frame stewardship

accounting function,

13



(ii) To enable the presentation of financial statements based on
a reneral user concept so as to make them more relevant and
meaninisful Lo a larger pgroup of existins and potential

audience.

(iii) 7o make corporate organisations more conscious of the
social role vhich society expects them to play in pursuing

their primarily economic aspirations.

1.4 Research Methodology

The purpose of the research was to determine the relevance
and feasibility of employing the general user concept as a basis
for corporate financial reporting. The premise is that financial
statements as presently constituted are too narrow in scope to
reflect on what corporate bodies are actually doing. The section
explains the research design as well as the population and sample

drawn therefrom.

1.4.1 Description of the Research Methodolomy

ITn line with the stated research poal, a descriptive
approach to the research study was adopted. This is a research
technique which specifies the nature of a given phenomenon. It
is therefore an evaluative proc¢ess. Tvaluative research is 'a
special form of applied research vhose primary moal is not the

discovery of knowledge but testing the application of knowledge!

14



(Suchman, 1968), Henee it is a systematic process whose primary
roal is that of discovering the facts and characteristices of a

riven population.

As usual, the investigation of any problem should bepgin
with a 'survey' of its nature before it can move into the more
atructured and rigorous phases (in this case cvaluation). It has
therefore been found logieal to apply the survey research method

in order to determine the status of the problem situation,

The purpose of survey research is to accurately assess the
characteristies of a whole population. This is made possible by
the selection and study of a representative sample chosen fron
the population which enables the researcher to discover the
relative incidence, distribution and the inter-relations of
certain variables. The survey research also enables the identi-
fication of problems and the making of comparisons and

evaluations.

Strengths: The relative strength of the survey research
method inelude givine an overall picture of an entire population
ac well as pointing touvards possible solutions to the problen.
It also provides the basis for assessing situations as a

prerequisite to inferences and generalisations.

Weaknesses: The possibility of having a lopsided sample or
set of respondents cannot be ruled out., This is because only

thoce that are acecessible and willing to cooperate could be

15



utilised in data rathoring., Surveys are also vulnerable to
under-rater or over-rater bias, i,e. the tendenecy for some

respondents to give consistently low or high ratings.

Choice of Survey Methods: The two primary methods of
survey - mail questionnaire and personal interview, were chosen
to facilitate the process of information gathering., Thus the
primary instrumentation tool employed for the study was the
questionnaire. This was to allow flor wider coverage at 2 minimum
expense both in terms of noney and effort. The questionnaire was
divided into four sections (A, B, C and D) to facilitate
gathering the required data. Iach section of the questionnaire
touched on cone of the four research questions outlined in Section

three of this chapter.

Tt is an important ingredient of survey to establish the
validity of a questionnaire before its use. There are two stages
of validation., At an elementary level, it is necessary for the
questionnaire to have face validity - i.e. each question nust be
related to the problem under investipgation and givings an adequate
coverage of the subject, among other things. The more crucizl
validation however, requires checking the responses vhich the
questionnaire elicits against an external eriterion. However
since this study will invelve asking questions of opinions and
attitudes, the moat effective way to ensure validity of responses
received is to fellow the questionnaire with an interview of a

sample of the respondents to see whether their responses tally

16



with their views on the subjects discussed, Hence the decision
to combine both the questionnaire and interview methods of survey
study, Also in order to aveid a situation of high percentage of
non-returns of the questionnaire, follow up trips as well as
reminder notes were used to ensure that data was obtained from as

large a proportion of the sample as possible.

1.4.2 Selection of Subjects

Since the approach to the study was evaluative, it is
necessary to establish a basis for comparison or evaluation of

the reaponses received from the sample.

The population can be classified into two - the corporate
organisationz on one hand, and the various user groups for
financial accounting information on the other., A non-random
sample of the first population (about 10 ecompanies) was drawn and
their financial statements were used as basis for evaluation., A
stratified non-random cample was alsc drawn from the second
population. This is necessary because users of financial
accounting information are of differing characteristiecs each with
peculiar information requirements, For the purpose of this
study, five user-groups were targetted. These comprise of
investors, company employees, accountants in academies and in
practice, customers and pgovernment apgencies. They form the
sample drawn from the second population and they are those to

whom the questionnaire was administered, Their responses were
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analysed on the basis of the financial statements of the
companies “hat form the sample for the first population. Mo
attempt was made to stratify or group the sample companies since
the research was merely interested in evaluating their financial
statements and these are usually prepared adopting the same
accounting concepts and conventions. lHowever, thesample was
selected from companies involved in different lines of business

activity such as manufacturing, trading and service.

1.5 Research Limitations

Social responsibility accounting still remains a relatively
undeveloped phenomenon with much subjectivity in its inter-
pretation. Hence, the tendency for most companies to decide for
themselves the nature and extent of their social
responsibilities. The conecept may, therefore, be broadly or
narrowly defined. This research employed the underlying
assumptions of the concept of business social responsibility in
shaping an approach to the accounting task of corporate financial
reporting. Thus, the research cannot be completely devoid of
some of the limitations of the concept itself, notably the

subjectivity aspects.

The research employed the survey method of acquiring data
involving the questionnaire and oral interviews. Practical
problems related to these methods of gathering information were

encountered, These include among others, failure of some sample
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reapondents fo answer certain gquestiona in the queztionnaire and
outripht refusal to even accent the gueationnaire. Also, the
possibility that some respondents have refused to give their
sincere viewe or opinions ecannot be ruled out, In the case of
oral interviews, there exist the added problens of inability to
get accaess to some respondents, the possibility of pre-empting
the respondent's views by the manner in which a question was
posaed, or even the poasibillity of annoying the respondent thereby

affecting his final response or lack of it,

Severzlprecautionary measurcs were, however taken in order
to minimiss the impaet of these fzctors on the final research
data, These include continuous follow up interviews and
reminders to respondents that either failed to answer sone
guestions or the entire questionnaire, and reassuring them of the
confidential treatment which their responses will receive., The
problem of categorizing the sample into groups namely share-
helders, 2mployees, custeomers, government institutions and
professional accountants was overconme by making use of the uniens
or assocliations to which these people belong such as labour
unions, ICAM, the Stock Exchange, etec., Thus, the limiting
factors were not so overwhelming as to jeopardize the validity of

the research findings,

1.6 Research Plan

.l

To facilitate the conduct of “he research as well as
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coverage of the areas designed, this write up is classified into
six ochapters. Raech chapter is further divided into sections

which deal with specific aspects of the chapter.

The statement of the problen to be investigated together
with the aims and objectives of the study and research procedure

are contained in this first chapter.

The remainder of the write up consist of the review of
relevant literature on the researeh area, which forms the content
of chapter two. Chapter three provides a conceptualisation of
the research topie by critiecally examining the concept of
corporate social responsibility in the context of corporate
finaneial reporting. Chapter four evaluates the financial
statements of the sample companies based on cartain selected
oriteria. An analysis of the data gathered Lhroush the responses
received on the questionnaire and personal interviews as well as
the findings made therefrom was taken up in chapter five.
Finally, a summary of najor research findinss togaether with some

recommendations form the eontent of chapter =six.



Chapter 2

The research was aimed at discoverinpg enpivically, the
relevance and feasibility of employingzg a user decision-oriented
approach to the acounting task of corporate {inancial reporting,
The approach involves a consideratior of the ability of

alternative accounting nmethods to provide useful input to users!

decision models.

Being a social responsibility-based approach, the research
literature examines the corcept and methodolosy of social
accounting in relation to che research problem. The chapter has
been accordingly classified into five other sections. Section
two reviews the objectives of corporate financial reports as well
as the accountinrs concept of adegquate disclosure. Zection three
examines the conceptual interpretations of business social
responsibility while section four analyses strategic areas of
social concern., Section five reviews various approaches to and
some selected formats for corporate social reporting, and lastly

section six sumnarizes the salient points treated in the chapter.
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2.2 ial i ormati
and Disclosure Policies

There is no doubt that accounting is undergoing a rapid
transition by moving away from its traditional procedural methods
(involving record keeping and other related aspects like
budgeting and final accounts) towards the assumption of a role

which emphasizes its social orientation and relevance.

The changing environment in whieh accounting now perforns
has inevitably extended its boundaries to such an extent that
there is now a problem of defining its scope. Invariably this
has led to a situation whereby the definition of accounting
continues to change with time. For instance, Littleton, 1953,
wrote that 'the central purpose of accounting is to make possible
the periodie matching of costs {(efforts) and revenues
(accomplishments), This concept is the nucleus of accounting
theory and a benchmark that affords a fixed peoint of reference
for accounting discussions.! The Committees on Terminology of the
ATCPA (1961) inteprets acecounting as 'the art of recording,
classifying and summarizing in a significanc manner and in terns
of money, transactions and events which are, in part at least, of
a financial character and interpreting the reuslt thereof!',
Finally a more recent and liberal interpretation, defined
accounting as 'the process of identifying, measuring and commuhi-
cating economic information to permit informed judgements and
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decisions by the users of the information (A.A.A., 1066).

This definition though not comprehensive enough to reflect
the present social signifiecance of accounting is however closer
to the theme of this write up and to the attainment of the role
of' accounting as an inforuaation sciencae. It is also possible to
define the =s=cope and boundaries of asccounting from this

definition by implying that accounting is concerned with:-

(i) Identifying and seleceting the information whieh intended

users will need,

(ii) ©Evaluatinz that information in the manner whieh is most

useul to the intended users;

7iii) Comsunicating the ialorzation selected and processed in the

Jerm noat appropriate te the requirements of its users,

(Clautier and Underdown, 1976).

‘nint an information-based descipline, it is only logical
that the provision of irfornation to suilb the reguirements of
users of acoounting indormation should determine the objectives
of an accounting infornmation systen. Thus the basie eriterion
for judring the effectiveness of an accounting information system
should be the relevance cof its infornation output to users'

decision modoels, This ericaricn (orms the basis upon which the
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objectives of financial accounting were established, The most
outstanding piece of research conducted in this regard was
produced in 1975 by the A.I.C.P.A.'s study group on the
Objectives of Financial Statements (Popularly known as the
Trueblood Report)., In developing the objectives of financial
statements, the Study Group was principally required to consider

the following posers:

Who needs financial statements?

What information do they need?

How much of the needed information can be provided by the

accounting framework?

Ithat framework is required to provide the needed informa-

tion?

The Committee reported that 'The basic cbjective of
financial statements is to provide information useful for making
economic decisions'. It then went on to list other additional or

subsidiary objectives as follows:

(1) To serve primarily those users who have limited authority,
ability, or resources to obtain information and who rely on
finaneial statements as their principal source of informa-

tion about an enterprise's economic activities,

(ii) To provide information useful to investors and ereditors
for predicting, comparing and evaluating potential cash

flows to them in terms of amount, timing and related
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(1i1)

(iv)

(vi)

uncertainty.

To provide users with information for predicting,

comparing, and evaluating enterprise earning power.

To supply information useiul in judging management's
ability to utilice anterprise resources effectively in

achieving the primary enterprise poal.

7o provide factusl and intarnretive information about
transactions =nd otha» events whieh is useful for predie-

tinz, comparing and evaluating ~nterprise earning power.

To provide . statement of Tinaccial sasition useful for
predicting, comparing and evaluating enterprise earning

poyear,

To nrovide a statement of neriodie earninzs useful for
prediotin:, conparins and evalnating enterorise earning

nower,

(viii)To provids 2 staterent of financial nectivities useful for

¢1x)

(x)

predicting, comparing and evaluating enterprise earning

power,

™n provida information useful for the predictive process.
Financial forecasts should be provided whenthey uill
enhance the reliability of users' predictions.

For pgovernmental and not-for-profit organisations an
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objective is to provide information useful for evaluating
the effectiveness of the manapement of resources in

achieving the organisation's goals.

(¥i) To report on those activities of the enterorise affecting
society which can be determined and described or measured
and which are important to the role of the enterprise in

its soeial environment,

The committee concluded that the objectives set out in the
report could be attainable in stages within a reasonable time
period, and are vital for continued improvements in accounting

standards and practices.

2.72.3 Disclosure Policies in Financial Statements

The concept of disclosure in financial reports has been of
primary significance in both accounting theory and practice. 1ts
scope is in fact '...broad enough to encompass almost the entire
area of financial reporting...” (lendriksen, 1970). The
sipnificance of the concept is further established by the efrorts
currently neins nade by several groups to enhance the scope of
accounting diselosure, For example the issuance of SAS Ho. 1
'Disclosure of Accounting Policies’. and SAS lo. 2 entitled
'Information to be disclosed in financial statements' by the NASB
in 1985 coulid pe seen in this light. Other similar reports

inelude "The Corporate Report"™ of the ASSC (1.7, 1975) and t he

previously discussed Trueblood Report on the objectives of
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financial statements,

It is worth mentioning that this is the aspect of
accounting where governments play a key role. In Higerian for
instance, the Companies Decree of 1968 specifies the kinds of
financial statements whieh companiea should present to members at
annual peneral meetings, as well as the rights and obligations of
the shareholders in relation to the company. These requirements
however, suffer from two major defects. First, companiesg are
considered to have fulfilled their lemal obligations in respect
of accounting information disclosure by the mere submission of an
Income Statement and a Balance Sheet together with the appended
notes, Second, companies are only legally responsible to provide
accounting int'ormation that suits the needs of shareholders,
notwithstanding the diverse audience for finaneial accounting
information. Tt is due to these situations that reports of the
kind mentioned above were published reflecting this new outlook
of aecounting disclosure (now nore appropriately termed as

adequate disclosure),

2.2.3.(1) Definition of Adequate Disclosure

Several interpretations have been given on what consistutes
adequate disclosure, but the substance is essentially the same.
It has been stated that 'Accounting reports should disclose that
which is necessary to nalke than not misleading' (Moonitz, 1961),

Tlaborating on this, Meonitz opined that the anncept of
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diselosure should be conceived in terms of (a) what should be
disclosed, (b) to whom, and (e) how diselosure should be made,'
Also in discussing the adequacy of informative disclosure, the
committee on Auditing procedures of the AICPA (1973) stated thus:

The flairness of presentation of financial statements

in conformity with generally accepted accounting

priciplea comprehends the adequacy of disclosures

involving material matters. These matters relate to

the form, arrangement and content of the financial

statements with their appended notes; the

terminology used; the amount of detail given; the
elassification of items in the statements; the bases

of amounts set forth... 7This enumeration is not

intended to be all inclusive but sim ply indicative

of the nature and type of disclosures necessary to

make finaneial statementsa sufficiently informative.

It is obvious from the foreroing that neither the nere
submission of Talance Sheet and Income Statenment nor the
disclosure of accounting information required by only the zhare-
holders ocould give any oeredibility to the accounting conecept of
adequate disclosure. The trend at present therefore is towards
the provision of accountin: information that considers other user
rroups alongside the shareholders. A study that picked on this
issue was 'The Corpo :te Report' of the Accountinm Standards
Steering Comnmittee o; the ICAEV. The Iteport reconmended the
provision of six other supplementary reports apart from the
traditional Profit and Loss Account and Balance 3heet. These
could be prepared without much difficulty by most firmas and
consist of (i) A statement of value-added (ii) An employment

report (iii) A statenent of money exchanpes with the government

(iv) A statement of transactions in foreipgn currenny (v) A state-
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ment of future prospects (v) A statement of corporate objectives,

It is common logic however that certain characteristics
should be present on an objecet for it to be conasidered as having
acquired a special quality or attained a perticular status.
Similarly, corporate financial reports should possess certain
characteristies in order for them to be sufficiently informative,
The Corporate Report cited above states that the reports should
be (i) Relevant (ii) 'Indersatandable (iii) Reliable (iv) Complete

(v) Objective (vi) Timely and (vii) Comparable.

And in a slight variation from this, the APB (1970)
indicated that 'financial information that meets the qualitative
objectives of financial accounting also meets the reporting
standard of adequate disclosure'. The qualitative objectives
which must be met according to the Noard are:;- (i' Relevance
{ii) Understandability (iii) Verifiability (iv) Neutrality (v)
Timeliness (vi) Cormparatibility and (vii) Completeness. These
represent a fairly complete list of the desirable attributes of

financial accountins information.

Buzby (1974) was of the view that a full understanding of
tha rationale and implications orf the coner )t of adequate
disclosure requires seeking arswers to five interrelated
questions as follows: For whom 1is the information to be
disclesed? Yhat is the purpose of the information? !ow much

information should be disclosed? Fow shoul! the infornmation be
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digeloned? and '™hen should the information be diseloced?
1. Por vhom is the information to be diselosed?

Tt is an established fact that there are a nunb:r of
potential user pgroupns with a direet or indireect interest in
finaneial aececounting infeormation, and the adequacy of infornation
diselesure can only be deternined on the basis of the needs ef
the usern it is intended for. I% is 2lso impartant to identify
thasga user elassas and their charactaristics because different
ucers have different purpeses and thin will go a long way in
doternining the speeifie tynes of infurmation to be presented as
well as tﬁé rnanner cof presentation. Tha adequacy of accounti:is
diselonure is also seen in relation to user competence - the
ability of the user to inteprsrat and understand the acecounting
datz oresented in the financial ronort, The Trueblood Connitten
has recn-ecnded that finaneial reports sibould serve prinarily
those users with linmited authority, ability, or resources to
obtain information and whe rely on Tinanecinl atatenents as thaeire

-~

nmajor source of information about the activities of an

enterprise.
2,  What is the purpose of the infarmation?

The identiflication of the n ‘'pose for which accountin-
infornation is reqguired is neeecss oy in order to satisfy thae
aceountiny objective ol 'raleveonce', Tho AP has indicated that

relevance is the nrimary qur . "Lative objective of finaneial
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accounting information, and therefore the purpose for which the
information is to be uased nust firat be determined hefore the
relevance of particular kinds of information can be deterninad.
Henoce information that is relevant for one purpose may not be

relevant for another purpoce.

2, How much information should be disclosed?

information presented in asccounting reports are as
econtained in the conventional baiance sheet, income statement,
value-added statement and scurces and applieations of funds
statements. Moonitz (19571) has also stated that accounting
reports should disclose whatever information that is nccessary to
malte them 'not mnisleading". Pecause of thesn, numerous sujLes-
tions have been put forward for the extension of accounting
diselosures. TFor example the Trueblood Comnittee report has
recommended several expansions in accounting diselosures covering

current value accounting and social accountins amongst others.

4. FHow should the Information be disclosed?

The accounting aoncept of adequate disclosure requires that
information should be nresented in a manner that fosters under-
standability., If ineffective or misleading methods are enployed
in disseminating accounting infornation; then the eriterion of
understandability will be lackins. Jnpirieal studies have shoun
that a high level of ecducation was required te couprehend

financial statements. Therefore therc is the need to place
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enphasis on deaerving points as well as the logical organizing

and groupins of' the presented information.

5. When should the information be disclo=ed?

The qualitative objective of timelinesa requires that the
disclosure of accounting information should be timely for it to
be effective. This view is surported by the APR when it stated
that 'timely financial accounting information is comnnunicated
early enough to be used for the ecnonomic decisions which it
might influence ané .0 avoid delays in the making of those

deecisions.'

2.3 Conceptual Approaches to Corporate
Social Responsibility

2.3.1 Varying Interpretations of business
social responsibility

Inspite of nuch debate, however, there is nec universally
aceepted concept of business social responsibility. Threa
conceptual views of corporate social responsibility are however

L]

predominant in the literature:

2.3.1(a) Maximisation of profit

The first viewpoint is based on classical economic theory
an expressed in the poastulate that a firm has only one

objeetive, which is to maximise profit or shareholders' yealth.



Tt is presumed that by so doinm the firmn will be maximising its
contributions to socicty. In responsa Lo the eall for
enterprises to forpgo part of their profits in order to serve
social nroals and aspirations, some liberal econonists even
anyitend Lhal there are no =nongh nrofits to forsges to nake much
gaifferance, Thiz vicu vhieh alro concewrns Lhe contention that
anterprises have o recoontibility ho seeinl rovpn zther than

shareholders van steonzly adveente. in the folloviine Lerns:

The view has been pgainivs, widespruad acceptance that
corporate officials ... hove £ 'roeial responsi-
bility' that goes beyond serving the interest of
their stockholders... This view shows a fundamental
nizooneertlion of th-= characier nad nature af 2 free
econony. In such an econonmy, there is one and only
one noecial responsibility of Susinesy - to uig its
resources and engage in activities desipgned to
inereasa its profits 30 lany as ic sleys vitoiln the
rules of the game, which ip to say, engages in open
and free conpeiition, withont decepiionn or Iraud...
Few trends could so thoroughly undermine the very
foundations of our Frae 3neliziy .o i acempranre by
corporate officials of a social responsibility other
than to make as uuen 1roney for their sonzzrol =rs as
possible.

(Friedman, 1962)

2.2.1{b) Equity Concent

The asecord approae” (2l-z rerferrsd e a3

[

-1e eqguity
concept) was developed 1 the severtiesn and it recoznizes the
airnificance of 2ttaining ~one soei-l objectives vic-a-vis the
prirary objective of p~2fit amaxini-atien, This vieoy therefore
advoecates Lthat cernorate exzautives should male Zecisienn which

naintain an equitable bDalanee Hatyern the d-nands of

33



sharcholders, employees, customers, suppliers and the general
publie. Thus the corporation is viewed as representing a pool of
diverse interests. Hence it is emphasized that these varicus
interests should be properly considered in order for the
corporation to attain its long-term objectives of income

maximisation.

2.3.1(e) Socie roa

The third view represents the societal aprpoach and regard:
income as a2 means to an end, and not an end jn itself. Tn thi=s
view the chiefl executive of a larse corporation has Lhe problen
of reconeciling the demands of employees for more wapges and
improved benefit plans, customers for lower prices and greater
values, shareholders for higher dividends and greate: canital
appreciation _ all within a framework that will be constructive

and acepetable to scciety" (Comnmittee for T“conomiec Developnent,

1971).

llence organisational deecisions should be peared towards the
sclection of soeically desirable alternatives. Therefore,
instead of seeking to maximise income generally, the objective
should be a satisfactory level of income which is compatible with
the attainment of a range of social smoals. In the efforts being
nade tc adopt this approach, researchers are of the opinion that

the modern corporation will be faced with a twofold dilemna:

(i) The organizational innovations enablinz it to manage

3k



nrowing product diversity ard to adapt to technological,
acononic and competitive chance may inhibit effective

responses to societal concerns.

(ii) The need or desire to absorb a ~“rowing array of societal
demands into it+ operations - affecting product desipgn and
marizeting policy, to name just two - may reduce its
effectivensss as a producer of goods and services,

(Ackerman, 1973).

Tt nas therefore been pointed out that when a company fallz
vietim of either of these delicate snituations, the challenge lies
in che difficulty of the management tashs involved, rather than
rioral or ideclogical intransicence. Tn the long run however, the
more successful cornorations will be those that can achieve both
social responsiveness and commendable econonic perfornance. The
gradual shift to the third conceptual approach of businses social
reaponsibility is interpreted as a move from a concept of
business corporation based on the ‘stockholder' view (as
adveoeated by Triedmnan and others) to one based on the
'stalkeholder' view, The forner concept views the businesa
enterprise as having a zole objecetive of malking profits for its
stockholders and regards the clains of other groups like
custoners, employees and the community as con: .raints on this
objective. The latier concept on the other hand acknowladpes
that a corporation is socially responsible to all those within or

outside the orsanisation who benefit or sui'fer by the decicsionn
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and activities of the enterprise.

2.3.7 'The Social Contract

The stakeholder view of the corporation was eveolved to
broaden the outlook of norporate ohjectives, apparently bhecause a
seneral consensus seems to have heen reached that: (i) The
active and willing invelvement of private busienss concerns is
required for solntions to he found teo nmost of the current zoeial
nroblems, and (ii) To the extent that current financial reports
do not serve their intended purposes adequately, a broader scheme

of rorporate napformance measurement is necessarv,

The l2e¢k of a broader basis for assessing corporate
nerformance mav partly be due to the fact that societal concern
over cornorate social impact is a recent phenonenon and partly
dya to the absence of a working definition of the societal role

of 2 corporate arcity,

The clements of such a definition is enoodied in the notion
of n foecis: contract - o company palormns certain soelall;
deasirable functions in anticipation of some reuyards from the
society., This notion of a social contract has been succintly
exprassed thus:

A 7 soeial institution - and business is no exception -

opaerates in society via a soccial contract, expressed or
implied, wvherebv ite survival and growth are based on:
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L5 the delivery of some socially desirable ends to soeciety in
meneral, and

(ii) the distribution of economiec, social, or politiecal benerits
to groups from which is derives its powvers.

Tn a dynamie society, neither the sources of institutional
powar nor the needs for ita sarvicas are permanent., There-
fore, an institution must constantly mcet the twin tests of
lepgitinagy and »elevance by demonstrating that society
requires its services and that the groups benefiting fron
its rewards have noeiety's approval.

{Shocker ard Sethi, 1974).

This idea of a social contract is erucial for a elearer
understanding of the interaction ol a ecorporate entity with the
society based on the stakeholder approach., Ilnder this view a
firm has both a productive role and a distributive role, and its
mandate covers the entire society anc not just restricted to its
stockholders. Ramanathan, (1976) opined that the developnant of
a set of social performance criteria is essential for bringing
the social contract notion from the level of ideas to the realn
of operationality and to provide explanations to typical

questions such as:

(i) Yhal asc the afovic-nad dimensiens Irplisl 42 tha aoecial

cmbeoact”

(ii) W“hat is soeially responsible por’ormnann?

(iii) Yow is it to be measured and avaiuated in the appgrazate

social context?
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Thus, the conception of business social role has gradually
developed in stapges up to the present stakeholder view and the
incorporation of the notion of social contract which povides a
broader scope for corporate performance assessment, Prior to the
attainment of this status, advocates of busineas social responsi-
bility were on weaker ground as crities refer to the entire
concapt as ‘a fundamentally subversive doctrine' pointing out
that *If business do have social responsibility other than making
maximum profits for stockholders, houw are they to know what it
is' Can self-selected private individuals decide what the social

interest is?' (Friedman, 1962).

Yith inereasing awareness about corporate social role and
intensified research associated therewith problems of
inatitutionalizinr corporate policy on social objectives as well
as determnining the nature of those objectives are being

effectively tackled.

2.4 Major o ial Perfo e
2.0.1 Catepories of Social Concerns

Social Perfornance of Corporations hac been of inecreasing
concern to managenent, invesators and the ~eneral public, but this
performance is not beinm measured and reported in a systematic
manner, A vital prerecquisite for the orderly measurinsg and

reportinT of soecial performance iz the proper identification of
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areas of soecial activity. This will undoubtedly assist manape-

nent in:

{13 Establishing poals, objectives and priorities,

(ii) Planninz the use of monetary, physiecal and human resources,

and

(iii) Measuring progress,

A very useful categorization of the variables present in
social accounting measurenent has been advanced by the Canadian
Yational Association of Accountants (CNAA). Social concerns are

divided into the followins four major componenis:

(i) Community Tnvolvement: This ineludes those socially
oriented activities which tend primarily to benefit (or

disadvantage in some cases) the general publie.

(ii) Tuman resources stewardahip: It involves activities

directed to the well being of employees,

fiii) Physieal resources and environmental stewardship: This
comprises corporate activities direeted towards the
conservation of resources and the protection of the

environnent.

(iv) Product or Serviee contribution: It deals with the impact
of a company's products and services on scciety and its

relations with consumers.
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The classification of items under each of these four major
headings identifies typieal examples of soeial aetivity. See

Table 2.1,

Uithin these areas, a corporate entity should identify
standards and objectives, whether from sovernmental legistlation
and regulation or fron societal preasures ana demands or fron

internally perceived norms of social reaponsibility.

n an identieal rescarch vor's conducted to facilitate an
analysis of business accountability, Brummnet (1973) has
identified five possible areas in which coarporate social

objectivan may he found. and thav are na follows:

(i) et income contribution.

(ii) TMuman resourcas contribution,
{iii) Publie eentribution.

fiv} Ppvironrmental eontribution.

() Prodint or zervice econtribution.

Tne tern ‘'contribution' is used in this context Lo inelude
both benefits and costs assceiated with an organisation's
antivitianag, An elaboration of each of these five arcas ol social

sicnificance are presented thus:

2.0 Met Tncome Contribution

A business organisation cannot survive without an adequate
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Table 2.k

‘i) Community Tnvolvement

Major Soeial Concerns

L A S S A SO - B S ) S W

- T ———

i ———— —— -

1. General philanthropy 1. DPmployment practices
2. Tranaportation 2. Training programmes
3. Health Services 3. Promotion policies
4, Aid in personal and . T'mployment security
business problems, 5. Remuneration and retirement
5. Tousing henefits
5. Community Plannirs and 6. t'orkins conditions
involvement 7. ilealth and safety
T. Volunteer coramunity 7. Job satislfaction
activities . Communications and
4. Opecialisad food and participation.
wvelfare programmes
9, Tduea*ion
(ii) Physieal resources and (iv) Product or service contri-
environmental stewardship butions
1. Adr 1. Labelling and packaring
2, Uater 2, larketing representations
3. Sound and product clains
4, laste creation and 3. fMuarantee and varranty
disposal nrovisions
5. Searse rezources usage 1, Consuner satislaetion and
and ecnservation conmplainte procedure
5. Aesthetic conniderations 5, Consuner cducation
of desirn and presence 5, ¥roduct quality and suit-
ability
T Product safety
. Constructive resesreh and
development
0, Advertisin~ and pronotion.
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financial surplus and as such the pgrowing attention being siven
to other social objectives doas not in any way dininish the
gipnificance of the income objeetive. On the contrary, it adds
meaning to the sipnificance of corporate net income by drawing
attention to the eircumsatances under whiech it was produced. Thus
there is a clear correlation setuwcen Income and a2ther social
objeatives, ['or ingstance, the failure te identify a soecial
probler naoy in due courae advercely affect worzers!' abtility to
maintain the level of profitable output. Inadequate attention to
produet quantity and consumer's unfavourable reaction could

ultimately affect sales and hence inconme.

This is a measure of the inpact of organisational
activities on the people who conatitute the human assets of the
ecmpany. i'mployee recruitmeant, hiring, traiping and promotion,
Jot enrichreaent, transfers, refirenchiment, uaion duties and self
actualication are all govered by hunan resourse contribution and

management.

2.4(21i2) Public Contribution

This is reflected in the external effects of enterprise
decisions and activities. It involves such things like
philanthropie contributions to secience, <eduecaiion, health,
cultural development and charities; training and employment of

the handicapped and payment of the required amount of taxes.
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2.40(iv) PEn n Co u

Jocial objeectives in this perard are to boe found in the
abatement of the nepgative external effects of industrial
production such as pollution of air and water, necise,

despoilation and loss of irreplaceable resources,

2.%(v) Product or Service contribution

Soeial responsibility in this context poes beyong what is
advantageous from the marketing angle. It covers product

utility, 1ife durability, safety and serviceability.

The forepoins analysis would hopefully, help an enterprise
to determine the extent of its commitmant to social objectives
and consider plans for their attainment. The folllwing

subsection examines a proecedure that could be adopted in

implementing a social action prosgramme.

The interdependence of social and econemic goals is best
appreciated hy an intesration of both social and economic
ohjectives in the planning process. Bauer and Penn (1972) have
recommended a four stapge aporoach which accountants can adopt in

planning social propgrammes for business enterprises:

2.M.2(a) The Soeial Audit

This involves nalking an inventory of all ceorporate
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activities having a soeial impact, The inmpact ef a conpany's
activities can be analysed into threa major eategories: (1)
impact on the public (ii) impact on consumers of the company's

products and (iii) impact on the company's employees.

The impact of corporate activities could be determined by
the company's policies on such matters ac employment of the
handicapped and women, charitable donations, honest
adverstisement, product safety, employee wares and perquisites,

job enrichment and safety.

2.4.2.(b) is of t

The objective of this exercise is to shed further light on
the nature of the social problems towards which corporate soecial

policy should be directed.

2.4.,2(e) Evaluating and selecting social programmes

The organisation's current social performanes and poliecies
associated with that performance will influence the selection of
future social programmes. One approach to tarling this problem
is to earry out 'attitude surveys' which will 2llow the firm to
monitor and possibly forecast changes in attitudes among
employees, customers, sharenolders, rovernment officials and
public institutiona about the conpany's current social

procrammes.
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?.1.2(d) Iutegratin: soeinl and pusiness programmes

» Final ntane iu evolving a Jons=ranne suciuy policy iz
to tranaiate plans into soeial accion projrammes, The projranmnes
provide a means of =zllocatiny corporate resources to the
attainmenc of particular social poals. Controli procedures should
be designed to ensure that such 7oals are achieved efficiently.
Budgetary control techniques would enable social and business

programaes ¢o be joincly Laspleneated.

Althousgh it has been proposed by PBauer and Fenn that social
programmes should be designed so as to mateh corporate objectives
with those of society at large, it is evidant that sucir a
surgestion is bound To pose very complex problens and therefore
it is merely seen as providiig a theoretical blue princ for
fucure researen in developim; analytical Lools in this field.
This is because at best, ‘corporale amanagers will be able to
place their own interpretation on the objectives of society at
large, Thoese chjcectives arc nob all knoun aad oi'ten appear as
part of a shift in publie opinion, they are nultiple, they often
confliet and frequently overlap', (Glautier and Underdown,

Corporate social accounting az beinp underiaken today cales
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various forms ranging from the simple and inexpensive to the
conplex and costly, The rance may for inatance talte the nathern
of any of the folowing approaches depending on the degree of

commitment of the firm:

(i) TInformal reviews of social reaponsibility activities at

neriodic meetings of management groups or connittees
(1ii) An inventory (or audit) of social performances
(iii) Cost=benelit analysis of sceial progranmes

{(iv) An impact analysis of social costs and benefits brousiht

about by enterprise activities.

{v) L eomnrehongive avaluation of the soeial impaet of the

comrpany.
{vi) Public disclosure of any of the foregoins results,

Howaver, even though public concern anout the cocial role
of business corperations has for lonns been a topieal issue, the
acecounting implications of thia role in nadern snnciety have only
recently been the subject of debate. An impetus towvards
corporate social reporting wvas msiven wnen in reporting on the
objeetives of [inancial statereuts, a committee of the AICPA
atated that 'an objective of financial statements is to report on
those aclivities of tihe enterprise aft'ectingg society wvhich can be

detersined and deseribved o measared and whieh are important to
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the role of the enterprise in its social environment' (The

Trueblood Report, 1973).

3ince the publication of this report, researches have been
conducted to determine the extent to whiech corporations have pone
in implementing the recommendations contained therein. For
instance Beresford, (1974) has carried out surveys in the USA and
has found that social disclosures have increased significantly
over the years. These surveys pointed out that the most commonly

applied methods of presenting social data were an follows:

(i) Separate sections in annual reports usually ~eferred to as
'social reports'.

(ii) ©Separate sections in the President's letter %o share-
holders, veryv often addressed to shiarehol.iers and
employees,

(iii) Coverame of social! natters a3 part of major topics of

interest in apecial reports.

Tt has however heen noted that 'A comprehen:ive analysis of

the soecial impact of private enterprises suffers, at the present

time fronm the -~eneral ajlsenen of relinble data on a: rerate
social costs and benefits of business and how these are sharaed
amons various sceietal groupns.” (Ramanatharn, 1975). llever-
thelesa significant promress has been nade in recent tines in the
gathering and reporting of data on corporate soecial perfopmance,

both as a result of the internzl initiatives of prograsaive

companies and in responze to external influences. Thus, in
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analysinng the reporting of social impaect by the Fortune 500
industrial conpani 3, Beresford (1974), found out that 298 of
then disclosed somc form of social performance data in their 1973
annual reports. The majority of these disclosures were in the
envirconmental control category. Other disclosures came under the
broad categories of minority employment, responsibility to
employees, comnunity activities and produet improvement.
Diseclosure practices varied c¢onsiderably as regards scope,
format, use of quantitative and financizl neasures and
significance of items diselosed. The trend now appears to be
towards greater disclosure, Apparcntly this is as a result of
the inereasing concern shown by firms about their soecilal
responibility as well as their attempts to institute some form of
social audit., Tt has become evident that 'many comnpanies are
presently involved in sceial acecounting frameworls of different
varieties, and it appears that these companies have progressed
subastantially further than the literature.' (AAA, Committee on

Soeial Costs, 197R).

The social accounting framevorks ccmmonly adopted by
companies are of two categoriez - Tntaernal cocizl accounting and
Fxternal social reporting. The former is not publicly reported
and is carried out on experimental basis prior to the time when
the corporation can publiely report its sceial performance. Tts
main objective therefore gcens to be sinply to find out what the

company in actnally doinr, indieatinsg that cornorate information
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systems do not presently provide relevant infoermation on costs
and effects of corporate social! saetivities., Nxternnl soeial
reporting on the other hand, appears prinmarily in the annual
report, but a significant number of companies use a zeparate
special report., llevertheless 'both approaches are usually
characterised by an optimistic tone, little or no mention of
detrinents to society, inadequate nquantification and no baces for
eomparison and evaluation in the form of norms, averases,
standards or ratios." (Naotas, 1976). Typieal exaaples of such
efforts in external social reporting include these of the Quaker
Oat= Co,, TB™ Corporations, the Chase lanhattan Corporation,
feovill Manufacturing Conpany, Abt, Assoeiates Ine., anmonn

others,

Jewover, even when an orcanisation has developed a
presentation format for its social aceounting report, there are
two singnificant dinensions that are likely to affect the final
published report: cpecificity of disclosure and focus of

iselogure,

At least three different dernreez of specifieity are
currcntly in %he literature. Tirat ia the gualitative fornat
vhich nrevidez purely dese~iptive commentary on the firn's
cocial activities. Tt ia the most commonly uscd and is often
supplementad by {llustrations and sporadic quantitcliive data.

Second is the guantitative Tormat vhich depends on the use of
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opecifie data to summarise performance. Lastly is the nonetary
format which requires the convernion of activities to nonetary
amounts and accounting statements reflectins the social costs and
benefits of a conpany's activities. Tt is a rare and atill
oxparimantol noproack. The ovaerriding prohlen in all the three
approaches i=s that of quantification. flahorating on this
constraint, Shanks (1978) ctated thus:

Objectives of a sccial nature can be set, and

soma.,, 2an be quantified, p»artisularly those that

deal with employees. But they do not have the

heanty, the nrecision and the clarity of the

traditional numerate objectives of financial

marketing, 2nd4 production targeting, and it is very

hard to see that this will ever change. It seen:

that this area of soccial responsibility will alway:z

be a much fuzzier area than that of finaneial.

marketing or production accounting.

The problem of quantifying sccial objeetives is indeed
overbaarinT, but acecountants and financial managers do rozsess

the necesaary gkills for the task, notwithstanding the little

interost they display in the matter.

2,5.1{(1i) PR i r

The foeus of diselosures ecould bhe either input-orianted, in
which @ase the renort will concentrate on the firn'as efforts and
expenditures iy ~peeific apeas, or nerformanne.oriented, in whieh
ecase it will attempt to measure the outmut of s9nial astivities
and their impact on society. Comparison with exnlieritf defined

company ohjeetives ir logizsally easier than comparicon with
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reneral societal pgoals and most social aneccounting statenentos

issued so far have monerally taken the sasicer course,

2.5.7 Proposed Models for Corporate Social Reporting

Developments in the field of social accounting have broucht
about the desimning of new reporting formats suitable flor
discharging the sceial reporting funciion. This is beecause there
now appears to be a general consensus that conventional financial
statements appear too constrained by foraat and tradition to
accomnodate the kinds of soecial infermation required. The social
reporting formats proposed range from the relatively simple to
the highly conplex. Fstes (1976) sunmarized the major proposals

for social reportins as follows:

(i) Marrative diseclosure, in footnotes to financial statenents,
of information evcerning environmental problems and
efforts, (AAA Conmittee on environmental effects of

organisational behaviour).

(ii) Txtension of t aditional financizl statements to include
cartain aceounts related to cnviconmental matters (Peans;

ARA),

(iii) MNon-monetary information on pollusion control facilities

ani enissions (Martin).

(iv) Severs) schedules covering pollution, occupatinal health

and nafety nnd equal empleoynment opportunity inforiation,
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non-nonetary except for a sehedule of oullayve in these

arcas (Nilley and Ueysnndt).

(iv) A report of inputs and outputs, both human and physical, as
well as amounta of taxes paid and contributions (Corcoran

and Leininrer).

fvi) TInformation on voluntary expenditure made for the welfare
of employces and the public, offset by the avoided conot of

socially desirable actions not talien (Linouwes).

(iv) A complex 'social audit' with sections dealing with the
company and stockholders, employees, clients and the
general publie, and the community; all anounts monetized,

(Abt.).

(vii) A comprehensive report of all benefitz and costs to society
resulting from an entity's activities, with money neasures

recomaended, {Seidler).

For the purpeose of illustration the forneztzs proposed by
Seidler for a publie institution and a private corroration as
well 25 the conprehensive soeial reporting model proposed by
Tstes were found to be adequate and are therefore detailed out ac

follaous:

3 |5 “eidler's Soeial reporting formats:
fa) Social inceme statement for a University (Illustrating a

public institution). (Sce Table 2.5.2(A).
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Table 2.5.,2,F0 Social Incone Statement for a Publie Institution

i — . S

Conventions! Tnecme Statencnt

fNocial Tncome Statenent

Incoma:

Tuition Tees

KAX

Research ~Trants xxx

Governnent aid

Pxpenditure:
Teachin~ costs

Mosearch costs

Administration

Coats

(Peficit)/Surplus

XXX

Bxxx

(xxx)
{(xxx)

(xxx)

23

Benefits: B
Tnoreaned value
of students XXX

Value of recearch xxx

Hxxx
Costs:
Tuition fees {xxx)
Research zrants (xxx)
Governnental aid (xxx)

ther (xx)

Soeial profit/{loss)  Hxxx




Tt has been observed that from a practical viewpoint, 'the
conztmetion of a 3ocial accountine statement f'or an institution
such as @ University vould have wider usezs than the siiple prati-
fication of those rernonsible for the increased soesial value!'.
(Nobbins and Fanning, 1981)., For one, the statement iuould place
the institution in a better footing when seeking financial
assistance fron the pgovernment or raising Tunds from philan-

thropie or researeh-supporting bodiiss,

Indoubtedly, the case of a publie institution like the one
above is less complex than that of a conmercial cranization.
Seidler desimned 2 nocial ircoze statewnat Tor a2 conmnereial
copern veing the convon”ional valuae-o "'ed as a startirs base a=

shown in Table 2.5.2(R).
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Table 2.6.2.(7) Floeial Tneome "tateuent “or 2 cammareial orrani--

zatien
i H._-___;__

Value-addec Yy productior of -n antarprise XX
Add: Sceially deairsan™i. ontputs nob z0ld:

Job trafning; XX¥%

Health improvement of uorkers XXX

Fmployment of diszadvantasad ninoritien XXX

Nther XXX XX%
Less:; Seeially undealirabie effects not pzid for:

Mir mollution oo

Vater pollution LUK

Mz:] th problems caused by products XxX

Nther xxx  (xux)
let Soeial profit (or loss) o (;;;)

It 13 beljieved that the social nroTit or lons resgultin~ fron the
above kind of ircorc statoement iz liliely te be o mer~ realistic
neasvye of o corvosntionty role and innmet in the  ceizty than
the econventional financlal acecounting neasures of value-adied,

o~ - e
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2, Pates' Comprehensive Soeial reporting nodel

Maszed on the conventional incona atatenent, tstes (1976)
propused a sveial accouncing statement that is desisgned to take
inte account nll the socinl benefits and costs arising from the
inpaet of an antily anu ius activivies on soeiety. The forngt

for this soeizl rcporting model is as shown in table 2.5.2(e).

The constituents of the model vere defined and explained as

followsa:

Social benefits:

(i) Products and services provided (the present value of the
entity's output, tosgether with the value of facilities or

services provided to other elements of society).

(ii) Paynents to other elements of sociecty

-
| &

oo
e

additicnal suployce bensllis - Lie vaiue of fringe
Yonatits, tiaining preoqrannces, recrcaticnal or social
Yenefits,  Yhis shouid Le thie salue to tuc ens.oyee, and

not the gent to tho conpany, which is siiown 'separately,

(iv) Jdonations to the comnunity - Loth in money aad i liind

(v’ environnental improvements - eovatruction of access roads,
recreational facilitice cr provision of company bus service

for instance.
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Table 2,5.2,.(C) Social Reportine !odel

XYZ Ltd - Soeial account

Social benefits
Products and services provided
Payments to other elements of society:
tlares and salaries
Payments to suppliers
Taxes and rates,; ete.

Dividends and interest

Adiiitional enployee benefitn
Ponations to the community
Environnental improvenmentn

Ancillary benefits

Total social benefits
Social costs
ioods and materials acquired
Fixed asset purchases
Labour and services used
Public services and facilities used
Payments to other elements of society:
Customers
Tnvestors

Lenders

"oriz-related injuries or illnesses
Diserimination and disadvantane
Pnvironmental dar.are

Other costs

Soecial prodit (or loas)

XXX

XXX

AXX%

XXX
XXX
XXX
XXX

-

AXX
XXX
XXX

XXX

LXK

XXX
XXx
XXX

XXx

{xxx)

- —— s T -
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(vi) aneillary henefits - a,n publie education and enlizhnment,

facinl ecosta:

(1) rmoods and materials acquired

(ii) frixed asset purchases

(iii) labour and serviees used

(iv) publie services and facilities used - the company's shire
of the costs of publie Yacilitics provigded suen as police
and f'ire services or road netuor':s.

(v) Payments from other elenenta of soolevy

(vi) work-related injuries an? illnesses - the present value of
lost income

(vii) diserimination and disadvantare = tne present value of lost
income in the eanse or digserinination, aad Lae oxtra cost
causad bv disadvantameous treatnent

{viii) environnental damare

(ix) other costs - for exampls product defacts

Furthermore, it is apparent that muen or the data needed
for the conmpilation of a soeial account of this niture will
already ha available to the conpany's mana-eneni in conventional
financial aceounts. The rest o the inrornation can be acquired
with nminor modifications to the conpany's dava prceessing
systems, Some data may be difficult to obtain and even harder to
quantify or express in monetary vaiuves, Thia :1ay also prove
expenaive for the cerman.zation at the initial stare., rouever thae

assence is that the information networlk will only need to bde
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egtablished once, JSubsequent replication of the process

reqularly will considaerably reduce the unit costs,

Finally, it is important to note that 'with any social
account there is obviously room for, and a2 need for, deseriptive
analysis of items which cannot be quantified or of items whieh
reflect social concerns or chansing public standards.! (Dobbins

and Fanninm, 1981},

2.6 Sumnary:

The roessarch literature lhuas ravealzd th> increasing
prominence beirng given to the eecncept of 'maineszs soeinl respon-
sibility in rmodern acecounting theory. In prurticular, the stalie-
holder wiew ct' Lhe corporation as yell as the notion »T 2 social
contract bindinz the corporation with the society provide sound
thecireticsl Laskground to the concept of =nveial recnonsibility
accounting.,  "me principle of adequaie diselosurz and the nmodern
“ay objeetivaen of finaneial statanents havae develoned and
erpandad thec seape of conventional finmaneial reportine by taliing
into foeus t{he rizht Lo finaveial accountipg infornmation of

saveral interest aroups.
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Chapter 3

3.0 THE CONCEPT OF SOCIAL RESPONSIBILITY

CORPOR 2

The rescarcelh was ained 2t empirically detorninln~ the
desirability cf adoptinzg a stakeholder az opposed to a
i

stockholder zpproach to corporats firancial resorting.

This chapter provides a zeneral conception of the research
problem covering four other seetiona - Zection tyo mives a
critical examiration of Lhe theory of busiress soeiad) c2zponsibi-
1ity in relation to corocorabts financial reporting. Section three
provides an undate of thne countiryt's lagislations havinz Learing
on corporate financial reporting, while the fourth section
dizcusses vhy the iszus of business zoeial rvassonaibil it should
be of much concern “c the ascovnting 2izeiplise in pariicuiar and

to soaiety in pener~l. Lastly, Techion Mlyy sunaarines the

eritical 1iasues raisced in the ceaapter.

3.2 Criti 1

31.2.1 General Conception

Thera is a <eneral haliaf{ that the nmain, if not the gole
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objective of a business enterprise is to make profit for its
owners, .onsequently, the accounting funetion of financial
reporting is premised on the stewardship concept which explicitly
states that the steward is to be accountable to the owner for the
management of the resources entrusted to the former by the
latter. Presently, however, this view is beinpg challenged.
There is a popular contention that a company has social
obligations to the community and environment within which it

operates,

As the society develops technolozically and the production
pattern becomes more capital intensive, increased corporate
profiits can only be achieved at high social costs in terms of
atmospheric pollution resulting from the emission of poisonous
gases from factory plants, disturbances resulting from factory
noice, water contamination as a result of wastage disposal, ete,
Enterprise managers are therefore expected to consider and
integrate the interests of the larger society when they make
business decisions or inplement policies. 1llence this view of
social stewardship (or social accounting) seeks to examine and
report on the overall social impact of the entity on the environ-

ment.

According to Ramanathan (1976), social accounting is 'the
process of selecting irm-level social performance variables,
measures and measurement procedures; systematically developing

information useful for evaluating the firm's soeial performance;

61



#nd cornmunieatine sveh in“oaration ta connarncd soeial zroups
hetl: vwithip and ouvtaide e (irn.t Alsas ir 2 wore concian
interpretation, Rstea (1074A), defined soeial acesuntine ar 'the
measurenent and reportinT, internal or external, of infornation
concerninr the impaet of an entity and its activities on

society.'

Thase deli:iliun o aaneeivad to mean that soeial

resnoneibility accounting dinvolves the determination and
roporting of enternrisze netivitian whiah haye graater pcirnifi-

eannn fopr thelr secial impaet then for theip fincneiz)l affact on

tha company.

The reportinz of enterprise activitiesn falling in that

catezory which is presently being advocated is in respect of':

($) hov companies nay for the aont of danaze (for a.n. by way

0" air or water nollntinn) te the environnent,

(ii) how companies conpenzate socicty for the exploitation of

har human and ~paroce material rasourcas,

(iii) th

rele enterprises play in connunity activities,

(iv} howr compania2s enhanea the auality of their nroducts or male

them safer for Fuman eonsunntion, and

(v) hou enterdrisas amnbasise and eneowrads the utilisation of

1neally produced ray naterials and other inputs,
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On closer observation the above list of areas of social
responsibility ean he further subdivided into tiro activity rroups
- the real or fully social activities and the quasi-eommereiai
activities. The {irst three activities listed above fall under
the former group. The latter are these activities that have an
indirect effect on the profitability of the firm, such as the

last two aectivities listed above.

A suitable frameworc for definins the nature and scope of
business sccial responsibility is embodied in the extended
stakeholder view of business enterprise. This view externalises
the effects of a company's activities because it assumnes that a
corporation is socially responsible to all those within and
outside the firm who henefit or suffer by the effects of a
company's decisions and activities. Fxternalities arise uvhenever
a corporation's activities have a positive and negative effect on
society, TFor instance an external benefit arises whenever the
society rather than the sharcholders derive a soeial benefit,
vhile an external cost is a social coct borne by the society.
Tnternal sceial responsibility on the other hand is in conncetion
with the management of' human resources within the firn, and this
has to do mostly with enployee recruitment, training,
remuneration and promotion, enployee participation in decision
malking as well as the provision of ideal physieal working

conditions.

On the premise of the extended stakeholder view of business
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enterprize, the traditional atewnrdship accountine function could
be ro-exaninod and -estated in torns of a menepral user approach.
This will in effec mean that enterprises have a responsibility
to provide accounting information to other user pgroups apart fron
investors and that the information should ba capable of serving

as inputs to user's decision models.

3.2.7 Underlying Assumptions

Tt is notawerthy howvever that thiz notion of husinecs
social responsibility is a relatively undevelopzd phenomenon in
"igeria, Apparently business enterorises deliberatly shy away
fron delving into this issue and the situation is lilrely to
continue for some tine. This may not be unconnected with the

following basic assumptions:

3.2.2(i) Soecietal awareness

Tt has been observed that the response of business firms to
the demand for social accounting iz a direet reflection ef the
strength of special interest rroups and the vociferousness of
their demands, In "igeria, the overriding interest of an average
investor is the reeeipt of an annual dividend an his investament.
BEven then, most investors seem unaware of their entitlement to a
share of the declared dividends. This explains why unclainmed
dividends amounting to millions of naira have accunulated with

most companies over the past years. Prescure groups such as
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trade unions are ill-organised, and usually restrict their
demands for better workings from their employers to salaries and
fringe benefits, neglecting other cqually important aspects like
industrial safety and job asecurity. Consumer awareness is yet to
reach a stage where consumer interest protection groups will

be formed,.

3.2.2(11) Economic realities

Niperia is generally perceived by economie analysts as a
seller's market in the 32nse that it appears there is a ready
narket for alnast any n~onmodif%y nroduead or brought into the
country, The situation is such that there is often an excess of
demand over supply and the demand for nost commedities is
inelastic. In such ciroumstances, enternrises find it both
axpedient and convenient to excleit the situation by shuning
rocially desirahle nerformance bSzcause the societal pressure and
demand necessary to maks these ectesprises responsive enough will

be palpably lackinr.

3.2.3 Pattern of Information disclosure

Tt has been observed that the most widely used media for
discloaing information pertaining to social responsibility by
companies are through company bulletins and press releases,
These are mainly done for- the purpousc of beoosting corporate image
or as a mere advertisement ginmiek. Ir the absence of a clearly

defined copnarste sonial rele (e.g. by movernmental legislation
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or repgulation) individual companies determine the extent of their
nocial reaponsibilities, A eloser look at come of these bulletin
reports will reveal the lack of some fundamental precepts of
accounting such as objectivity, verifiability, timeliness and
comparability. lHowever one may pardon such lapses on the zrounds
that the bulletins are primarily intended to serve public
relation objectives than to meet acecounting reporting standards.

T™vwo examples are cited bhelow:

The Shell bulletin Veol. 29 lo. # of April reporlts that

The Bendel State Government and the communities in
3hell areas of operation have profoundly expressed
appreciation for the conmpany's magnanimity in
providing various amenities fer the people In its
areas of operation. The most recent of such
amenities include the Agbarna-Otor town road tarred
at the cost of ¥104,000, the %djeba town road at the
cost of ¥140,0N0 and the Olomoro town recad tarred at
the cost of 114,000, Other contriosoutions were the
sinking of water boreholes ..., at a total coat of
about H100,000.

Simiiariy, the nation'’s largest corporate nouse - linited
Africa Compaay, Vig:ria Ltd. (UACY) in oae of its numerous

corporate laage canup: ins saial

As a corporate citizen of Tipgeriz, UACT is involved
in ways that na'te Hipgeria a bevver plaee to live in.
In the field of education, the company's contribution
is impressive .,. Under the companv's higher
education scholarship scheue, open scholarships are
avarded to two studentsa every vear at each "'icerian
niversaity. A lot of rood has accrued to whole
communities and institutions throuph the resnonse of
ITACH to charitahlie causes and national appeal {unds.
The conmpany has made donations of money and/or
materiala to some univerasities for the developaent of
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their faculties, In both the public and private

sectors, the knowledge and experience of IACHN

employees has been made available for the country's
henefits ... the company helns guarantee enmployment

for many Yigerians in other companies through its

vast network of business transactions with Yigerian

companies .., through all the activities enumerated

ahove, UACN is helping the nation achiave a healthy,
peaceful, viable socian and economie order.

Tha trend ia identical with other ecompanias, For instance,
advertisement pimmicke ouch as "the more profit we can bring to
our eustomers, the more Mnhil profits", are also ranpant, All
these misdirected efforts stem from the zbsence of 2 resulstory

framework that will gnide socially-responsible financial

reporting.

Acoording to a nanel of discussants during a manageneat
development course organized by the Pigerian Tnatitute of lionapge-
ment far divectors and chief eyscutives of narivata and nublic
sector orgapisations held in July 1984, '"Corporate bodiez vhiech
have paid serions attention to thair sceizl rasdoncibilitiesz have
done 80 in enlipghterad gelf-interast.! Tha nanel alzo quickly
pointed out that ‘oreanisations vwhieh for avprple huilt hosnitals
and cehools, improved drainame, cleared off nil apills, financed
academio nhairs or eatablighad farme panally derive subztantial

direet and ipdirect hepafits from such ndertalzings.!

In certain countries such as the USA where some companies
inatitute some form of scocial roporting in corporate erxternal
reporting, the reports are often characterised by similar

vagueness and lack of basie aceounting concents., [Fop exanple the
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