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Abstract: In the recent past “sustainability accounting” and related terms (such as
“sustainability management accounting” and “sustainability financial account-
ing”) are being used with greater frequently at academic conferences and in
corporate practice. This raises the question of the relationship between ac-
counting and sustainability and the role of accounting for sustainability, as
well as what could be understood by sustainability accounting.

This contribution reviews the literature on the corporation and
sustainability accounting and distinguishes between different views when
dealing with this topic. In addition, different approaches towards the further
development of sustainability accounting are discussed.

1. INTRODUCTION

“Sustainability accounting” has become a term used with greater frequency
at academic conferences and in corporate practice. However, review of the
literature reveals a blurred picture of what is covered by this and related
terms, such as “sustainability management accounting” and “sustainability
financial accounting”. Virtually no definitions of sustainability accounting
exist, not even in papers with the term in their titles. Also, in the context of
discussions about the related notion of sustainability reporting, sustainability
accounting has, in the main, not been conceptualized. At best a vague de-
scription can be found of what is expected from sustainability accounting. In
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most cases sustainability accounting is just used as another term for envi-

ronmental accounting or environmental reporting.
This picture raises a number of questions such as:

e What is implicitly understood by the notion of sustainability accounting
in the literature and in corporate practice? Is the term and the attention it
gains used for a philosophical debate about capitalism and world phi-
losophies in general? Is it part of the processes and attempts to realize a
more sustainable economy and society and thus seen as a logical conse-
quence of corporate challenges which management should deal with?

e What could be understood by sustainability accounting in the light of
movements towards corporate sustainability and what is the goal of es-
tablishing sustainability accounting systems?

o What paths for and approaches to the development of a corporate sustain-
ability accounting system make sense from the perspective of manage-
ment?

This paper focuses on the role of sustainability accounting as an approach to
help support management improve corporate sustainability and responsi-
bility. After the examination of two fundamental views (Section 2), related
to the philosophical debate and the management approach, the chapter
discusses the role of sustainability accounting in corporate responsibility and
reasons for its introduction (Section 3). The fourth Section deals with inter-
pretations and paths of sustainability accounting from a management per-
spective. Section 4 discusses the need for a pragmatic goal driven path to
sustainability accounting and highlights two different ways of following this
path.

2. HISTORICAL DEVELOPMENT: TWO LINES
OF DEBATE

2.1 The Philosophical Debate. Are Corporate
Sustainability and Sustainability Accounting an
Ilusion?

The first publications linking accounting with sustainability focused on the
deficiencies of conventional accounting in addressing sustainability issues,
as well as the limits of the underlying philosophy of accounting which fo-
cuses on monetary, quantitative measures of corporate economic activities.
Sustainability accounting, as a notion, has emerged from developments in
accounting over a period of years. First, it needs to be recognised that ac-
counting has long been presented in a conventional way for use by manage-
ment and external parties.
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Financial accounting provides the foundation for information gathered
within organisations and prepared for presentation to external parties
through disclosure in external reports. The information gathered relates to
the financial activities of the organisation. In particular, the statement of
financial position, or balance sheet, shows the financial situation of the
organisation at a particular date; the statement of financial performance, or
income statement, provides information about the financial inflows and out-
flows of the organisation in a specified period. Both are based on accrual
accounting information which is designed to reflect the financial impact of
transactions, transformations or external events on the assets, liabilities and
equity of a company, as they occur. Separate information about cash
movements in a period are reflected in a cash flow statement, which also
reconciles the initial and closing cash balance, or stock of cash. Over the
years specific rules have been adopted by professional accountancy bodies
and regulators, about the ways in which specific transactions should be
accounted for in order that information about the organisation remains
credible in the eyes of external readers.

A second type of accounting, cost accounting, was initially closely re-
lated to financial accounting in that it provided information about inventory
asset values, for inclusion in the annual financial reports (Wells 1978). Cost
accounting was adapted from financial accounting to assist with manage-
ment control, to emphasise performance reporting based on financial repre-
sentations of both expected and actual performance of organisations, or parts
of the organisations such as divisions or departments, and their comparison
as the basis for management action.

Since this early adaptation of financial accounting for management con-
trol, management accounting has developed separately to focus on infor-
mation for management planning, control and decision making (Horngren
et al. 2005:10). In recent years the strategic importance of management
accounting information has been emphasised (Ratnatunga et al. 1993,
Morse 2003). Adoption of a strategic approach means that strategic
management accounting places stress on the ways in which organisations
match their resources to the needs of the market place, in particular to
competitive pressures, in order to achieve established organisational
objectives. This accounting provides a pragmatic and purpose-orientated
way of providing meaning to managers in relation to the messages being
communicated (Chambers 1966:177).

The significance of these developments in accounting is that sustainabil-
ity accounting could be developed in different ways: first, based on an
entirely new system of accounting; and, second, as an extension of, or
modification to, conventional financial, cost, or management accounting.
The former is appealing because if sustainability accounting is developed
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de novo it allows a complete reappraisal of the relative significance of social,
environmental and economic benefits and risks and their interactions in
corporate accounting systems, both for management and external parties (see
Houldin 2001:3). The latter is closer to practice, as piecemeal modifications
to existing accounting require less dramatic change.

Recent changes to conventional accounting have taken the form of:
environmental accounting as the foundation for external environmental
reporting, with a major emphasis on environmental impacts and extended
performance being expressed in physical and qualitative terms, or non-
financial, terms (Schaltegger and Burritt 2000); and triple bottom line
accounting which introduces separate economic, social and environmental
foci for organisations (Gray and Milne 2002).

Within a decade, environmental accounting and triple bottom line ac-
counting have filtered down as an approach, from a few academic think
tanks and progressive companies to the corporate sectors in just about every
region of the world. Each of these accounting systems suffers from their
association with conventional accounting and its well known defects
(Schaltegger and Burritt 2000:76ft.). First, the conventions of financial ac-
counting have been the subject of criticism because they have a narrow legal
perspective on the boundary of corporate activities (the legal entity
concept). Second, ‘...accounting typically adopts a set of implicit assump-
tions about the primacy and desirability of the conventional business
agenda...” (Gray and Bebbington 2000), including the primacy of profits and
profitability rather than environmental and social concerns. Third, Maunders
and Burritt (1991:12) draw attention to the defects of accruals, consistency
and prudence conventions in terms of their use for evaluation of corporate
activities which have ecological impacts. Fourth, monetary measurement in
financial accounting has been criticized because it is based on different types
of measures — historical, current, replacement, net present value — which are
then added together in financial accounting as though they are similar, but
which in practice do not produce useful, comparable information (Chambers
1966). An overemphasis on monetary measurement in relation to ecological
impacts of an organization can lead to an incomplete picture of opportunities
and risks, as physical and qualitative environmental information may also be
critical when assessing whether ecological damage is irreversible, or when
carrying capacity is exceeded through corporate activities (Schaltegger and
Burritt 2000:77). Hence, conventional financial accounting is heavily criti-
cized for not facilitating an understanding of corporate environmental
impacts. Such criticism has led to calls for the additional disclosure of
environmental and social performance and their balancing with economic
performance (Figge et al. 2002, Schaltegger and Dyllick 2002).
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Environmental and triple bottom line accounting and reporting have
emerged in this milieu. Hence, accountants have begun to consider the po-
tential of new reporting models for business which include non-financial in-
formation (ICAEW 2003, Illingworth 2004, KPMG 2003). The business
case for such change is related to the cost advantages from: having an inte-
grated reporting and communications strategy; the need to portray a balan-
ced performance story that reports bad as well as good news; extension to
include social and environmental as well as financial information; and im-
proved confidence of boards and executives in the new reporting model
and statements. Yet these new reporting models have also been the subject
of criticism. Environmental reporting receives considerable opposition
from government and business because its requirement under environ-
mental regulation is seen as imposing unnecessary costs on business
(ENDS 2005). Frost and English (2002) found that arguments used in
Australia against mandating environmental disclosures included the
comment that: corporations’ law does not extend to non-financial issues;
that mandated disclosure will reduce the flexibility of companies to tailor
reporting to individual stakeholder needs; and that unnecessary additional
costs of compliance would be incurred. Gray and Milne (2002) suggest that
triple bottom line reporting remains and is likely to continue to remain
dominated by financial considerations, with the social and environmental
being a mere add-on. They call for the quality of social and environmental
reporting to be dramatically improved.

Sustainability accounting at the moment represents the zenith of account-
ing and reporting with its conceptual emphasis on accounting for ecosystems
and accounting for communities, consideration of eco-justice, as well as a
focus on issues of effectiveness and efficiency (Gray and Milne 2002). Cor-
porate sustainability accounting and reporting is claimed by Gray and Milne
(2002) to present a challenge because of the need to address the entity con-
cept and focus on eco-systems and their carrying capacities, thresholds and
cumulative effects. They suggest that, it is not possible to define what a
sustainable organization would look like, hence, the necessary accounting as
the basis for sustainability reporting must also be unknown. Thus, the chal-
lenge for corporate sustainability accounting and reporting to succeed has
been laid down and its recent development and prospects are outlined below.
The key to this challenge is the need to reconsider the importance of ac-
counting hitherto underplayed: non-financial information; forward-looking
information; and the needs of other users (stakeholders) in addition to the
needs of investors (ICAEW 2003:72). But, beyond these is the need to adopt
the conceptual underpinnings with which a new form of accounting, sustain-
ability accounting, must engage if it is to be successful in an operational
sense.
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There is no doubt that conventional accounting does not provide suffi-
cient relevant information about corporate sustainability and specific corpo-
rate contributions to sustainable development (Maunders and Burritt 1991).
Although the limits of conventional accounting in providing corporate sus-
tainability information are widely acknowledged, different conclusions are
drawn from this in discussions about the relationship between accounting
and sustainability and the role of accounting for sustainability.

From a philosophical viewpoint the question can be raised as to whether
accounting can be developed or further modified so that it can help man-
agement to foster the sustainable development of a company, or whether the
accounting approach would, in principle, be overtaxed if it was to address
sustainability issues.

In a world where companies are expected to demonstrate their perfor-
mance in terms of contributions towards sustainability, accountability and
transparency have become major prerequisites to enabling a cooperative and
constructive participation of employees, customers, the financial community
and civil stakeholders. But is really meant when talking about sustainability
accounting?

A completely different development is observable in the field of applied
management research and corporate practice, where a variety of approaches
to information management are discussed under the title of sustainability ac-
counting.

2.2 The Management Approach. Struggling with Terms
and Tools

Living and doing business within the capacity of supporting social and natu-
ral systems information management is a vital concept which is sometimes
overlooked in discussions about growth and competitiveness. However, for
good or bad, business cannot escape the economic and competitive conse-
quences of a large number of emerging sustainability issues.

Anybody pursuing sustainable development as a corporate goal in prac-
tice will sooner or later face questions such as how progress towards sustain-
ability could be operationalised, measured and communicated. In particular,
the demand for information about the economic effects of environmental and
social activities helps push the development of sustainability accounting
tools for use in corporate practice. At present there is an enormous potential
to improve development towards corporate sustainability, which highlights
the importance of management linking value creation with environmental
and social considerations. To realize this potential, it is necessary for
sustainability issues to be given adequate consideration in information mana-
gement accounting. Hence there is a need to revise conventional corporate
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accounting systems to incorporate environmental and social issues and their
financial impacts.

Investigation of corporate practice reveals that sustainability accounting
is sometimes just used as a new term for environmental accounting. Some-
times it consists of a collection of two or three independent accounts or re-
ports. On occasion interdependency is recognised through eco-efficiency
reports, which combine environmental and economic information about the
company, and related information systems that focus on one of the links bet-
ween the three dimensions of sustainable development (see Herzig and
Schaltegger 2006, Schaltegger et al. 2006). However, to date, no clear ap-
proach to sustainability accounting has emerged from corporate practice.

Hence, when adopting the management perspective the term sustainabil-
ity accounting has to be conceptualized from a theoretical, but practice
orientated perspective. In this sense, sustainability accounting is the term
used to describe new information management and accounting methods
which attempt to create and provide high quality, relevant information to
support corporations in relation to their sustainable development.

Sustainability accounting thus describes a subset of accounting that deals
with activities, methods and systems to record, analyse and report:

o First, environmentally and socially induced financial impacts

e Second, ecological and social impacts of a defined economic system (e.g.
the company, production site, nation, etc.)

e Third, and perhaps most important, sustainability accounting deals with
the interactions and linkages between social, environmental and econo-
mic issues constituting the three dimension of sustainability

This definition of sustainability accounting addresses the question of its role
in the management of corporate responsibility.

3. CORPORATE RESPONSIBILITY AND THE
ROLE OF SUSTAINABILITY ACCOUNTING

Corporate responsibility is a contested notion as it is frequently attributed to
individuals rather than institutions, although the notion of responsibility ac-
counting recognises the practical importance of both (Solomons 1965:54).
For an individual to be held responsible the process begins with perception
of phenomena, then proceeds towards identification of certain morally
significant features such as impact on others, harm, or pain. These percep-
tions are taken into account in reflection over the consequences of actions
taken by individuals, the consideration and weighing of alternatives and the
moral concern to justify or explain actions taken, or to be accountable to
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others. From the perspective of corporate responsibility, the corporate infor-
mation gathering system provides it with a way of perceiving, the first step
in acting responsibly (Stone 1976:118), prior to the identification of the
morally significant features of corporate activities. Other considerations such
as the authority structure, reward and promotion criteria, and information
channels must also be in place for corporate responsibility to function effec-
tively, but the information system remains fundamental. If the information
system is incomplete, lacks relevance, or does not assist with comparability
of different alternatives the likely outcome is irresponsible corporate activity
and impacts. The centrality of accounting information in the process of pro-
moting and maintaining responsible corporations is linked with the view that
accounting is concerned with the individual behaviour or the behaviour of
individuals in groups, such as in departments, divisions or corporations
(Chambers 1966:14, Solomons 1965:56). The focus of accounting informa-
tion will direct and guide corporate decision makers. Narrow or ill conceived
accounting information will bias corporate actions and lead to impacts that
are ill considered (Chambers 1966). Where corporate sustainability is the
focus of attention (see Schaltegger and Burritt 2005), then corporate sustain-
ability accounting will provide the foundation for the way that management
perceive sustainability issues (see also Schaltegger et al. 2006). For manag-
ers who aim to improve corporate sustainability, sustainability accounting
thus plays a crucial role.

In the context of daily business, however, further reasons related to con-
ventional management activities may also play a role in creating the demand
for sustainability accounting.

3.1 Further Reasons for Sustainability Accounting

Apart from the ethical motivation of some managers and the importance of

accounting for sustainable development of a company there are at least three

reasons which encourage managers to establish a corporate accounting sys-
tem that provides information for assessing corporate actions on sustainabil-
ity issues:

o [Legislative pressure: The introduction of mandatory information and re-
porting requirements through legislation is the first possibility and easiest
for most people to think of (e.g. as discussed in relation to the new EU
chemical regulation, REACH). In case of enforced information require-
ments on sustainability, institutional compliance is necessary for the con-
tinuation of corporate activities.

o Self regulation: Self-regulation is a voluntary activity where a company
or an industry association restrains its actions or commits itself to certain
non-market actions (e.g. the disclosure of social and environmental
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information). The corporation or industry seeks to improve its performance
and reputation in a voluntary way, set within a framework whereby
commercial or profit making considerations maybe important (see
CMAC 2005:12), but not necessarily the main driver. Self-regulation on
an industry level is often introduced in order to impede further
mandatory government regulations, to maintain social acceptance and
reputation, or to prevent competing companies from free-riding (e.g. by
not bearing the costs of information management).

o  Managing the business case for sustainability: One reason to introduce
sustainability accounting is to identify and realize the economic (e.g. cost
reduction or sales revenue increasing) potential of voluntary social and
environmental activities. Corporate management will be motivated by
this reason if it has some inkling that the company may have a business
case for pursuing sustainability, but which would only be made trans-
parent with better information.

All three reasons are concerned with corporate benefit, or the avoidance of
detriment. The first tends to focus on accounting for compliance; whereas
the second leans towards the role of accounting for developing industry
reputation and freedom of action. The third reason is clearly associated with
improved corporate performance and focuses on corporate competitiveness.
Apart from the general desire to shape sustainable development of the eco-
nomy and society, all three reasons are necessary for corporations to demon-
strate corporate sustainability.

A narrow view of the compliance approach recognises that corporations
need to demonstrate that they comply with the letter of the law. For example,
this has been the driving force behind recent rules introduced after the Enron
collapse in the USA and is linked with the Sarbanes-Oxley legalistic ap-
proach to resolving corporate issues associated with: the effectiveness of
audit committees/corporate governance; disclosure and internal controls;
external financial reporting; and executive reporting and conduct.

From the compliance perspective sustainability accounting can focus on
information about what has to be complied with (e.g. the amount of certain
air emissions, effluents, labour standards, etc.), whether it has been complied
with, and exception reports showing where non-compliance has occurred
and how the situation will be improved.

A broader view would argue the need for corporate compliance with the
spirit of the law (CMAC 2005). Acceptance of moral liability for breaches of
this spirit may be a better corporate strategy in order to maintain support
against reputational risks and liabilities that could severely affect corporate
value (SustainAbility et al. 2004). From this broader perspective accounting
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needs to provide awareness of the potential and actual social legitimation
issues.

In the drive to ensure or encourage acceptable corporate behaviour it has
not been enough to confront the corporation with the threat of negative profit
outcomes for unacceptable behaviour (e.g. fines, removal of licences), or to
take legal action against the corporation or key corporate individuals for
non-compliance with the myriad of legal rules laid down (CMAC 2005:12,
Stone 1976:29). Recognition of the limited scope of penalising corporations
for non-compliance or non-conformance has led to a second approach gaining
in popularity as a way of encouraging acceptable corporate actions. The
voluntary self-regulation of improved corporate performance (CMAC
2005:18) challenges the view that the corporation must pursue maximum pro-
fits regardless of the consequences for society, and involves the management
of risk and return. Companies and industries may choose to restrict their
actions for intrinsic moral reasons, to improve their reputation, to reduce in-
centives for politicians to pass new regulations and to design themselves
optimal cost-minimizing approaches achieving certain sustainability goals,
or for the reason that they seek increased profit. In this view it may even
make sense, from a corporate perspective, for companies to decide on self
regulation of the industry and to accept higher costs. The higher costs will
not reduce competitiveness if all companies have to bear them as part of an
industry agreement. In this sense, self-regulation makes sure other com-
panies cannot act as free-riders, or that the government does not impose
more stringent or more costly regulations. Self regulation can either be
driven by moral objectives, the desire to reduce potential costs or compe-
titive disadvantages, or by the intention to increase the company’s profit.
The rationale is that it is beneficial to signal that the company or industry is
going beyond mandated regulations in the consideration of social and envi-
ronmental concerns

Under the self regulatory approach sustainability accounting can provide
information about the economic, social and environmental costs and benefits
of new self regulations for a single company or the industry, post assess-
ments of existing self regulations, compliance of competitors with industry
self regulations, cost differentials between the self regulation and a possible
government regulation, cost differentials between competitors, etc.

A third important reason that company management may be interested in
developing or introducing sustainability accounting is to increase its profits/
wealth under the given regulatory and market conditions. Such a business
case perspective implies that it is in the company’s own short and long term
interests to take into account the environmental, social, as well as economic
contexts in which it operates. Economic success based reasons for this
view can be driven by risk or opportunity. Risk management is an often
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underestimated element of the business case approach to corporate
responsibility. Control of financial, social and environmental risks all have a
bearing on corporate success, shareholder value and maintenance of the
corporation’s licence to operate (Schaltegger and Figge 1997, SustainAbility
et al. 2004). Trade offs between different risks in the short and long term are
important to long run corporate success. An accounting system that advises
and informs decision makers about relevant risks, as a basis for risk
management, is to be preferred to one which turns a blind eye to certain
risks, such as the risks associated with environmental and social impacts of
corporations. Apart from risks, the increasing globalization of markets and
standardization of products also provides opportunities for companies to
differentiate themselves in terms of sustainability. This has become a driving
force especially for many medium size companies but also larger
corporations that have identified possibilities for developing their products,
production systems and marketing in a more sustainable direction. As with
risks, which by definition have not yet occurred, an opportunity based
business case needs to be created and managed. Among the main reasons to
create a business case for corporate sustainability are: to reduce costs or risk,
to enter new markets, to improve employee morale, or to increase
contribution margins, prices, sales, innovation, corporate reputation, or
intangible values such as brand value (see e.g. Schaltegger and Hasenmiiller
2006, Steger 2004; see also Schaltegger et al. 2006).

Under the business case approach sustainability accounting can be re-
garded as that subset of accounting which provides information about the
business opportunities and risks an organisation faces in the light of sustain-
able development considerations including potential cost savings, reputa-
tional issues, or other profit increasing possibilities.

Thus, the question is in which direction sustainability accounting will
develop, from the management perspective.

3.2 Interpretation of and Paths for Sustainability
Accounting

Apart from the philosophical debate, four possible interpretations or paths

for the development of sustainability accounting can be distinguished. Sus-

tainability accounting can be interpreted as:

e An empty buzzword blurring the debate

e A broad umbrella term bringing together existing accounting approaches
dealing with environmental and social issues

e An overarching measurement and information management concept for
the calculation of corporate sustainability
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e A pragmatic, goal driven, stakeholder engagement process which at-
tempts to develop a company specific and differentiated set of tools for
measuring and managing environmental, social and economic aspects as
well as the links between them

The following sections give a short overview of these interpretations and
paths.

3.2.1 Sustainability Accounting as Buzzword

From both a philosophical view and also from a manager’s perspective sus-
tainability accounting can be seen as an empty buzzword which blurs the
view of corporate sustainability and sustainable development. From a “hard-
line” management view the tool can be used for greenwashing, or window
dressing, to cover up the lack of activity, or to make sure that no engagement
with corporate sustainability process is expected. The fact that sustainability
is sometimes used as a buzzword for window dressing activities has lead
some critics to condemn the management approach to sustainability ac-
counting and to question the usefulness of sustainability accounting and
management for sustainable development in general (Gray 2002:698, Gray

and Bebbington 2000, Welford 1997).

However, a general rejection of a management approach towards corporate
sustainability is an exaggerated response as it would devalue and cast aside all
and any positive engagement processes, results and attempts towards
improving the links between corporations and sustainability. Development of
sustainability accounting from a management perspective is necessary for a
number of reasons even though some specific company cases may justify a
strong critique:

o No alternative to management: to date there is a alternative stakeholder
than management, who could effectively initiate and establish sustainable
development of and with companies. Any potentially effective (and
efficient) approach which supports the decision takers of a company must
therefore be managerial in kind. Everything else is an illusion.

o Different kinds of management motivations: managers, as individuals and
as part of a management team, can have very different views about sus-
tainability. This is reflected in the way they consider sustainability issues
in their business, whether as a core topic for their core business, as an op-
portunity driven issue, a subject of risk, an administrative task to be com-
plied with, or as an issue to be fought against.

o Different kinds of management approaches: depending on the sustain-
ability preferences and their possibilities managers will define other
goals and shape the corporate sustainability process in different ways. As
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a result the tools will differ and the concrete operationalization and im-
plementations will be different. In other words: the shape, process and ef-
fects of sustainability accounting can be very different from company to
company. However, the variety of approaches does not mean that
sustainability issues are not taken seriously.

The last point especially suggests that another view of sustainability ac-
counting is as a broad umbrella term for a multitude of different tools.

3.2.2 Sustainability Accounting as a Broad Umbrella Term

Sustainability accounting could just be used as a broad umbrella term bring-
ing together existing accounting and reporting approaches dealing with envi-
ronmental, social, eco-efficiency, etc. issues. Among the main reasons for
this interpretation are:

e Discussions about general sustainability and the corporate sustainability
debate in particular, have been characterized by the frequent use of new
and similar terms. To most observers, sometimes even for experts, the
links and differences between these terms are unclear or obscure. One
possible reaction of managers is to use them interchangeably or to use
one term as an umbrella term covering a large variety of approaches in
the broader area.

¢ Sometimes the use of the term “sustainability” is not driven by the con-
cept of sustainability at all but it is instead an expression of the struggle
with the complex bundle of issues and goals covered by the concept of
sustainable development.

However understandable the reasons for such interpretation are, this basis
for development of sustainable accounting ignores a decisive characteristic
of sustainability: the consideration of interlinkages between the different di-
mensions of sustainable development. Thus, to consider sustainability ac-
counting as an umbrella term not only reflects a certain ignorance of the
basic idea of the sustainable development concept, but also is accompanied
by the danger of coincidental or other misuse. This may be illustrated and
expressed most clearly in cases where the word “sustainable” or “sustain-
ability” is used indifferently and interchangeably with the word “environ-
mental” (accounting).

As a consequence, the consideration of sustainability accounting as a
broad and fairly nebulous umbrella term for a large variety of methods
would in effect mean sustainability accounting is being handled as a buzz-
word, without a specific approach or meaning. Furthermore, if used as an
umbrella term it basically is difficult to distinguish whether management is
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not well informed or trained about sustainability issues, whether it is igno-
rant, or whether it is an exponent of the art of window dressing. Hence, it
makes sense from a management as well as from an academic position to
provide the term sustainability accounting with further meaning by linking it
to the need to treat corporate sustainability as an outcome, track progress
towards this outcome and feed back information that can be used to ensure
the corporation is on course, and if not, to use feed forward (planning) de-
vices to help the organization take actions that will bring it back on track.

3.2.3 Sustainability Accounting as an Overarching Measurement
Tool

Some may expect sustainability accounting to become a single overarching
“comprehensive” measurement and information management tool quantify-
ing and covering all aspects of sustainability with one measure. The desire to
express the level of sustainability through one, preferably monetary, measure
has accompanied discussion and research about sustainability since its be-
ginnings. A large body of literature addresses this topic for national account-
ing (e.g. Banzhaf 2005, van Dieren 1995, Hecht 2005), product assessment
(e.g. the early approaches to life cycle assessment, e.g. Aoe 2003, Bartelmus
and Seifert 2003, Mueller-Wenk 1978), and even to the measurement of cor-
porate sustainability performance (Chambers and Lewis 2001) and sustain-
ability ratings of firms.

Without doubt, an overarching key figure for sustainablility performance
has its appeal and can serve as a spur to sustainable development through
comparisons of products, brief communication of extraordinary performan-
ce, or discrimination against laggards.

Use of this single measure approach to measuring sustainability faces
the problem that the sustainability concept becomes even broader and more
pluralistic than the measurement of environmental impacts or performance.
Sustainability does not just cover three times as many issues as the eviron-
mental dimension it also addresses issues such as participation, future
orientation, diversity, cultural issues and the linkages between them all.
Furthermore, corporate sustainability requires the specific consideration of
spatial, regional and time aspects which can differ substantially. Given the
multi-perspective character of sustainability and the variety of goals and
stakeholders involved, no matter how technically sophisticated it might be,
an approach aiming for a single overarching measure must remain a
technocratic illusion. If a single approach to measurement and one key
number representing corporate sustainability at a particular time prevailed
in public and political debate, a large variety of crucial aspects and issues
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related to sustainable development and critical to the sustainability vision
and its realization in corporate practice, could be hidden.

This does not mean that a specific key figure for sustainability perfor-
mance will never be of use for answering specific questions, contributing to
the understanding of situations, or providing information about company
performance. Instead, it means that such an approach to measurement and
indicators will never be able to fulfil the information needs of managers and
stakeholders who are really concerned about improving corporate sustain-
ability and who engage with the corporate sustainability challenges. Corpo-
rate sustainability management covers a wide range of issues which are very
different in kind. Managers who really want to engage with these challenges
and who wish to contribute to their solution with tangible activities must ac-
cept these differences in their measurement, information and management
methods. This discussion shows as a consequence that sustainability ac-
counting must be placed and developed somewhere between the extremes
of an umbrella term and a single measurement tool, each of which is insuffi-
cient on its own.

3.24 Sustainability Accounting as a Pragmatic Goal Driven
Development Approach

Sustainability accounting can be seen as a pragmatic goal driven approach
which attempts to develop measurement tools for different integration levels
and methods of environmental, social and economic accounting and report-
ing expressed in physical and monetary terms. This includes the measure-
ment and management of information about all linkages and aspects of
corporate sustainability (see Schaltegger and Burritt 2005, Schaltegger et al.
2006) eco-efficiency, socio-efficiency, stakeholder value, shareholder value
contributions of corporate citizenship, etc. As a result various subsystems of
sustainability accounting and information management are currently emerg-
ing such as eco-efficiency accounting, accounting for social impacts and
benefits, and accounting for socio-efficiency (e.g. measuring stakeholder
value).

The acceptance of a range of different information management methods
for the design of a company’s sustainability accounting should not be con-
fused with chaotic development of any kind of indicator and measurement
systems. The management challenge of corporate sustainability accounting
is to design an information management approach which is, first, linked to
the relevant sustainability issues the company is confronted with and,
second, clearly shows the relevance of the information to corporate success.

A core question for this approach is identification of the specific sustain-
ability challenges for the company, the sustainability issues it is exposed to,
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which of these are relevant, how they can be reduced to relevant sustain-
ability goals, and how they can be measured, analysed, communicated and
improved. Hence, from this perspective, sustainability accounting research
has to provide proposals for procedures about how relevant sustainability
challenges can be identified and how measures and indicators for a given
corporate and management situation can be deduced.

With this pragmatic goal driven perspective of sustainability accounting,
from a manager’s perspective the task is to develop a company specific
framework and system related to clearly defined businesses, company tasks
and decision situations. One reference leading in this direction provides the
framework for environmental management accounting (Burritt et al. 2002b)
which destinguishes different decision situations and encourages manage-
ment to identify their information needs and to chose the appropriate EMA
tools (see also Herzig et al. 2006).

Developing sustainability accounting from a goal or target driven prag-
matic perspective requires that addressees and key stakeholders are identi-
fied and that the core topics and expected contributions of sustainability are
identified. These requirements make it clear that sustainability accounting
cannot be completely separated from sustainability reporting and the strate-
gic and operational management of sustainability issues. Furthermore, the
role of accounting and accountants is seen to:

e Support the process of engaging management in the development and
improvement of corporate sustainability

e Review results, processes and inputs as well as to relate these areas to
each other

Facilitate communication and review of reports

Support and challenge management in their choice of corporate sustain-

ability measures

One of the main differences between the pragmatic process development ap-
proach and the umbrella term for interpretation of sustainability accounting
is that the umbrella interpretation does not consider relevance. Instead it
places all kinds of information tools beside each other, without the specific
focus on what relevance they have for a given corporate or sustainability
context. From a pragmatic goal driven perspective, sustainability is accepted
as a real, not just an abstract or theoretical, corporate challenge where the
description and measurement of sustainability performance has to be made
concrete in the specific context in which each company finds itself. This re-
quires an approach which can identify and differentiate between the issues of
relevance to corporate sustainability for a given setting. Thus, pragmatism is
distinctly different from, on the one hand, ignorance and, on the other, from
assigning all tools the same level of importance. The next section discusses
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two views of how sustainability accounting could be developed further from
a pragmatic perspective.

4. PRAGMATIC GOAL DRIVEN APPROACHES
TO SUSTAINABILITY ACCOUNTING

This section discusses two basic approaches which can be distinguished to
develop a pragmatic sustainability accounting system in general and in a
specific company context:

e The top-down approach

o The stakeholder driven approach.

The top-down approach to sustainability accounting development starts with
the broadest definition of sustainable development and corporate sustainabi-
lity and from this the measurement approach is derived. The logic is that the
overall term sustainable development is broken down into partial indicators
and measurements in the most systematic way possible. The basic idea of
this approach is to develop a generally usable key indicator system similar to
that offered by the Return on Investment (ROI) indicator scheme made
popular by DuPont. The characteristics and perspectives of sustainable de-
velopment such as the three pillars, future orientation, participation, long
term view, etc. are used in order to develop a system of accounting and
information management tools derived from the top and extended down-
wards to provide relative measures of sustainability topics in a systematic
and integrated, or related, manner. Measures and measurement approaches
have then to be established to create the defined goal orientated information
and to calculate the relevant indicators.

This approach can result in a compelling sustainability performance
measurement and management concept if specific conditions hold: first, cor-
porate responsibility and accountability relationships must be clearly defined;
second, an appropriate strategic analysis of the company and its interface with
sustainability and sustainable development issues must be mapped. However,
as an academic endeavour this approach remains mostly as an abstract
academic experience for an intellectual elite, because of its orientation towards
the blanket coverage of all detailed possibilities — or at least a large number of
these defining indicators. This contrasts with actual corporate practice,
where only a limited number of indicators are seen as being relevant and it is
necessity to recognise that sustainability performance depends on the
specific location and application on hand.

The stakeholder driven approach to sustainability accounting organizes
the development of sustainability accounting in a quite a different way. A
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stakeholder driven development of sustainability accounting means that the
question of what sustainability performance means for a specific company
and industry, what indicators are considered to mirror this performance best
and how it should be measured and communicated is determined through
stakeholder engagement processes. The basic logic is that if management
wishes to make sustainability a real world phenomenon the engagement of
stakeholders is a prerequisite to the development of an effective sustainabili-
ty accounting system.

Behind the stakeholder driven development of sustainability accounting
is the notion that identification of the core corporate sustainability issues is
neither an abstract theoretical exercise nor a unitary view (e.g. the manage-
ment perspective). Participation and involvement of key stakeholders are
thus considered to be key components of business strategy designed to estab-
lish an effective information management system for corporate sustainabi-
lity. Furthermore, participation is a crucial aspect of sustainable development
itself so that the development of a measurement and information management
system should also be undertaken through a participatory, or at least
consulting, based process.

The stakeholder driven approach to sustainability accounting starts with
one, or usually several, multi stakeholder dialogues. The first management
step is to identify and include in dialogue addressees and key stakeholders
and the core topics and sustainability contributions which the stakeholders
expect from the company. These dialogues should produce goals which are
jointly derived and ideally result in agreement on measures and indicators.
They reflect initial corporate commitment to the process of stakeholder en-
gagement. In the second step, management is challenged to develop its
sustainability accounting and information management framework and mea-
surement approaches on the basis of these goals and indicators. The result of
this process should be a targeted stakeholder orientated sustainability
accounting system in which purpose orientated information is collected,
classified and analysed, compared with performance targets and actions
taken to develop improvement plans that, when implemented, move the
company towards sustainability.

In the third step, stakeholders are advised about the direction and strength
of such movements through two complementary processes, verification and
reporting. Verification adds credibility to information disclosed, while the
reporting of credibly information provides the basis for further stakeholder
dialogue and incremental improvement.

A comparison of the top down approach with the stakeholder driven ap-
proach to develop sustainability accounting shows that both have a certain
logic which may be appropriate in a given corporate situation. Whereas
the stakeholder driven approach may be linked best with reporting, social
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acceptance and reputation requirements, the top down approach may make it
easier to bring into line with the strategic goals and the competitive strategy
of the company. As a consequence the development of the corporate sustain-
ability accounting system firstly, cannot be isolated from the development of
the sustainability reporting system. Secondly, management may want to
choose a twin track approach to check whether all relevant issues addressed
by the stakeholders, addressed with the business strategy, and raised as ma-
jor general sustainability issues, are covered.

S. CONCLUSIONS AND OUTLOOK

The term sustainability accounting and the relationship between sustainabi-
lity and accounting began to be addressed about ten years ago. Considerable
academic discussion seemed to have become caught up in an ongoing phi-
losophical debate. This has resulted in different views and intended uses of
sustainability acocunting (Table 2-1). The development of a pragmatic set of
tools for corporate practice is yet to progress beyond an early stage of devel-
opment and is hampered by insufficiently refined and immature proposals.
Thus future research needs to address the real challenge to corporate mana-
gement - to develop pragmatic tools for sustainability accounting for a well
described set of business situations.

Table 2-1. An overview of different approaches to corporate sustainability accounting.

View of sustainability accounting Use of sustainability accounting

It is an illusion and buzzword Window dressing

Broad umbrella term Window dressing or expression of ignorance

Precise overarching measurement approach ~ One measure covering all aspects of
sustainability

Process developing a set of pragmatic Identification of relevant sustainability issues

information management tools and of the company, overall performance track-

information ing and measurement with specific respect to

the specific characteristics of the relevant
sustainability issues

Such business situations need to address the decision and control needs of
corporate managers, whether they are responsible for environmental, social
or economic issues associated with corporate activities, and with some com-
bination of these. The trade-offs (conflicts) and complementary situations
need to be identified, analysed and accounting that provides a basis for
movement towards corporate and general sustainability developed. In this
context, two critical questions arise:
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e What appear to be the outstanding tasks for research into the develop-
ment of sustainability accounting?

e What are the requirements for the development and use of a
sustainability accounting system in corporate practice?

First, given the significance of the task there is a need for diversity of re-
search methods to be encouraged in direction of sustainability accounting,
whatever the philosophical stance being taken — empirical, qualitative and
research based on mixed methods (Creswell 1997).

Second, conducting theoretical research that is useful to corporate man-
agers in practice (Lawler et al. 1985) is necessary if sustainability account-
ing is to demonstrate its fitness for purpose, and will require: the creation of
meaningful indicators and information using a range of tools; support for
meaningful interpretation and relevant use of these indicators and informa-
tion; a sustainability accounting system that is reliable and transparent and,
thereby, provides a credible basis for decision making and accountability;
and for many sustainability issues which are relevant for corporate success a
new definition and understanding of accounting boundaries is necessary, one
that pulls relevant information into the corporate net through value chain
information management.

Third, the linkage between sustainability accounting and sustainability
reporting needs to be extended as a pragmatic imperative by moving beyond
the procedural tasks designed to emphasise report preparation, information
verification and disclosure (SIGMA 2003:5) and fowards behavioural change
within corporations, such that performance is improved (Schaltegger and
Wagner 2006). In this context, sustainability reporting remains at an early
stage of development, and at present is still more of a buzzword than a well
defined approach.

Fourth, a further pragmatic challenge for research is the need to provide a
framework for and evidence about measurement and reporting which
balances the need for integration of the variety in information about sustain-
ability with the differentiated unitary information effects between the dimen-
sions of sustainable development (Lawrence and Lorsch 1967), at various
corporate management levels (e.g. top management and site management)
and for various management functions (e.g. strategy development and
operations).

Fifth, researchers need to recognise that to fall short of a convincing con-
ceptualization will leave sustainability accounting as a broad umbrella term,
with little practical usefulness.

Finally, the tasks for applied research, development and training are: to
recognise and accept the limited function of accounting information and the
need for its serviceable information in business; to capitalise on the
specific guidance for mangers offered by sustainability accounting; and to
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conceptualise an acceptable proportionality in sustainability challenges to
business and to independently research links between this proportionality
and the mindsets, actions, attitudes and behaviours of managers, given the
predetermined policy goal of sustainable society. Of course, the debate
remains open to those with a philosophical bent, to challenge this goal and
the whole edifice constructed on the premise of sustainability, its
operationalisation and its accountings.
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