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Abstract

Companies adopt non-comprehensive accounting approaches to optimise their decision-
making and reporting using mainly quantitative CSR impacts with less emphasis on
monetising qualitative descriptive and physical impacts, despite those aspects being of
significant concern to stakeholders. Thus, the study is motivated by the need for current
sustainability accounting practice to develop a model that incorporates a full range of CSR-
decision drivers; financial, environmental, social in addition to involving corporate
governance drivers for the first time in the literature into decision-making and accounting
systems to develop a comprehensive monetary accounting mechanism. Based on the
theoretical and conceptual analyses, the CSR monetary accounting impact mechanism model
is developed to provide sustainable accounting practices with comprehensive monetary
measurement for stakeholders and organisations.

Keywords: Corporate social responsibility (CSR); Stakeholder engagement; Stakeholder
theory; Prospect decision theory; Global reporting initiative (GRI); Monetary accounting.
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1. Introduction

Despite the growing importance of sustainable accounting aspects from diverse angles in the
literature (Burritt & Schaltegger, 2010; Chousa & Castro, 2006; Jones, 2010; Lamberton,
2005; Mook, 2006; Perrini & Tencati, 2006; Schaltegger & Wagner, 2006; Taplin, Bent, &
Aeron-Thomas, 2006), as well as the incremental interest in adopting sustainable accounting
tools (Bebbington, 2007; Dreyer, Hauschild, & Schierbeck, 2006; Frame & Cavanagh, 2009;
Gauthier, 2005; Schaltegger, Horisch, & Harms, 2012) by organisations, no comprehensive,
reliable and objective accounting mechanism has been developed until now to monetise CSR
impacts. There are very few trial studies that monetise the non-monetary impacts of some
environmental and social aspects. However, those trials are either from an economic angle
(Figge & Hahn, 2004, 2005; Figge & Schaltegger, 2000) or use a non-comprehensive
subjective accounting approach (Bebbington, Brown, & Frame, 2007; Frame & Cavanagh,
2009) at project/product level. Meanwhile, there is a lack of research focusing on social
accounting aspects in general (Deegan & Soltys, 2007; Tinker & Gray, 2003), and a shortage
of social quantitative impacts compared with qualitative description by firms in particular
(Deegan & Rankin, 1996), despite those aspects being of significant concern to stakeholders.
As a consequence, sustainable accounting information appears to be inaccurate and
unsatisfactory when employing CSR information to support management decisions or to
report sustainable development performance disclosures to stakeholders. Therefore,
companies are unable to create better business opportunities by differentiating themselves in
the marketplace as sustainable growth organisations that are capable of creating stakeholders’
and shareholders’ value.

Additionally, it is not clear from the literature what the full range of appropriate detailed
drivers of a comprehensive system are, although sustainable accounting systems could assist
companies to deal with environmental and social aspects (Schaltegger et al., 2012). Based on
the literature, some—»but not all—of the CSR-decision drivers have been identified by
theoretical frameworks developed that build on the concept of sustainable, social and/or
environmental accounting (Bebbington, 2007; Castro & Chousa, 2006; Frame & Cavanagh,
2009; Lamberton, 2005; Perrini & Tencati, 2006; Richmond, Mook, & Quarter, 2003;
Schaltegger & Wagner, 2006; Taplin et al., 2006). Furthermore, incorporation of a full range
of CSR-decision drivers, including corporate governance, environment and social drivers
together, into accounting systems is not widely handled by the literature and, to date, there
has not been a full attempt at monetising those drivers (Bebbington et al., 2007; Frame &
Cavanagh, 2009). Apparently, companies have a lack of expertise and limited awareness
regarding the key role of sustainability accounting concepts in providing an integrated
comprehensive system to overcome these problems and create values (Perrini & Tencati,
2006; Wall & Greiling, 2011).

Therefore, previous reasons are aligned together to motivate this paper to develop and
introduce a conceptual design of a CSR monetary accounting impact mechanism for
sustainable organisations1. The mechanism designed by this paper seeks to contribute to both

YSustainable organisations are usually concerned with the long-term development of economic, environmental and social
performance to assure their continuing existence. Subsequently, companies adopt sustainable accounting practices to meet
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practice and the literature, as it is expected to provide companies with an integrated
comprehensive system to gauge and enhance the CSR performance and stakeholders’
engagement. The mechanism could meet/satisfy most of the companies’ stakeholders’ needs,
concerns and demands, as well as internal decision-making needs and external reporting
requirements.

This paper’s objective is to develop and introduce a conceptual model design to monetise
corporate CSR performance impacts. For the purpose of the paper, the scope of sustainable
accounting systems primarily involves developing a monetary accounting conceptual model
by extending those systems to monetise corporate governance, environmental and social
performance impacts through integrating the effect of stakeholders’ pressures and public
information needs on management decisions and accounting information generated. To do so,
the paper will cover the following sections; literature to present the background to the
problem importance and addresses for research gap, then an intensive discusses for model
assumptions and the most appropriate theories and accounting terminologies to support the
designed model followed by a depict and description of the proposed mechanism. Finally,
conclusion combined with implications/ contributions will be presented.

2. Literature Review

The growing volume of literature dedicated to sustainable accountancy and decision-making
reflects clearly the growing interest among academics in these issues (Bebbington et al.,
2007; Birkin, Edwards, & Woodward, 2005; Gray, 1992; Lamberton, 2005; Schaltegger &
Burritt, 2006; Taplin et al., 2006). This is complemented by the increasing awareness of
organisations about the importance of sustainable business practices and their impact either
on CSR or financial performance, as well as on company and stakeholder value created
(Artiach, Lee, Nelson, & Walker, 2010; Attig, Cleary, Ghoul, & Guedhami, 2013; Dhaliwal,
Radhakrishnan, Tsang, & Yang, 2012; EI Ghoul, Guedhami, Kwok, & Mishra, 2011; Guney
& Schilke, 2010; Platt, Demirkan, & Platt, 2010; Rausch, 2011; Roberts & Mahoney, 2004;
Shum et al., 2009; Surroca & Tribo, 2008). Sustainable business practices are generally based
on the business life cycle performance, which is a tool used to assess the business sustainable
development and by using sustainable accounting systems as the main generators of
accounting information.

Although sustainable accounting systems have been promoted as an important alternative
approach in overcoming the shortcomings of traditional accounting systems, majority of the
sustainable accounting systems adopt full cost accounting approach to monetise mainly the
environmental impact without a comprehensive coverage for social impact (Antheaume,
2004; Bebbington et al., 2007; Bebbington & Larrinaga, 2014; Frame & Cavanagh, 2009;
Herbohn, 2005). Therefore, there is a need to develop more comprehensive sustainable
accounting systems that actually are able to generate a wider range of useful monetary

sustainability targets (Lamberton, 2005) and as a valuable business strategy to create a sustainable organisation in the
marketplace. By successfully creating a positive reputation as green producers or service providers and the perception of
being socially aware organisations, companies can create better relationships with their stakeholders (Shum, Chen, & Burritt,
2009) and benefit by creating long-term profit and adding value as sustainable organisations (Choi & Wang, 2009). In this
regard, sustainable organisations aim at managing and measuring their CSR impacts in monetary terms while creating value
to satisfy their stakeholders in relation to these impacts (Bebbington, 2007; Castro & Chousa, 2006).
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sustainable accounting information for decision-makers. As well, those systems should be
able to overcome the lack of social accounting information (Luke, 2016) and push further to
integrate social aspects into a comprehensive sustainable accounting system that is able to
generate meaningful and understandable information about social impacts, as well as
environmental and financial impacts.

On the other hand, there are several calls, recently, have been made to flag the importance
and the need for monetising the environmental and social non-monetary impacts such as
biodiversity (Atkins, Grabsch, & Jones, 2014), climate change (Atkins, Atkins, Thomson, &
Maroun, 2015) and social value (Retolaza, San-Jose, & Ruiz-Roquefii, 2016) for
organisations, accounting and finance discourse to providing stakeholders with a
comprehensive picture of an organisation’s performance. (Atkins et al., 2015; Integrated
Reporting Committee of South Africa (IRC), 2011). The main motivation behind these calls
is the lack of integration between financial and non-financial metrics in corporate reporting,
even by the largest companies either releasing sustainability or integrated reports. In addition,
some studies confirm that there is no actual internalisation of looming environmental and
social crises in organisations’ risk assessment and business sustainability (Intergovernmental
Panel on Climate Change (IPCC), 2013; Retolaza et al., 2016).

Furthermore, to improve the outcome of the decision-making process, Gasparatos, EI-Haram
and Horner (2009) suggested the adoption of a diverse set of metrics to assess sustainability,
coupled with stakeholder involvement. They emphasised the unavailability of a single
sustainability metric that can assess sustainability in a comprehensive way (Gasparatos et al.,
2009). Furthermore, Gray (2006) indicated that sustainability accounting should incorporate
improvements in external disclosures for environmental and social reporting to create
shareholder value for sustainable organisations. On the other hand, Adams and Larrinaga-
Gonzéalez (2007) concluded that sustainability accounting and reporting literature has largely
ignored practice within organisations. They argued that further engagement in research with
organisations might reduce negative sustainability impacts and improve their sustainability
performance.

Correa and Larrinaga (2015) investigated such research engagement in social and
environmental accounting across 32 articles publishing engagement research studies. They
found diverse issues in engagement research with organizations that practice sustainability
accounting and accountability, particularly relevant to lack of stakeholder engagement and
paucity in organizations' driven characteristics that to be considered in the decision about the
locus of engagement research. On the other side, recent increases in CSR reporting and
auditing practice indicate the increased awareness of firms about the importance of being
accountable to all stakeholders at every stage (Belal, 2002), using reporting as an instrument
for promoting stakeholder accountability (Cooper & Hopper, 2007). Although this is
compatible with distinctive features of AccountAbility 1000 (2008) and GRI (2010; 2011),
firms have different motivations to undertake stakeholders’ reporting, such as improving their
economic performance (Roberts & Mahoney, 2004) or contributing to the citizenship
perspective and treating stakeholders in a morally acceptable manner (Wall & Greiling,
2011).
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Further, the reporting literature indicates that companies are socially responsible and engage
in ‘profit-maximising’ sustainability because they contemplate a return from sustainability
activities (McWilliams & Siegel, 2001; Shum et al., 2009). Recently, Free Cash Flow (FCF)
has become an important figure for both stakeholders and shareholders (Figge & Hahn, 2005;
Figge & Schaltegger, 2000), as well as a measure of financial capacity, like profitability
(Artiach et al., 2010). Arif and Hartnett (2005) emphasised that a diverse range of possible
and unique wealth outcomes are provided to companies and their shareholders by FCF
generation. Therefore, for engagement purpose, to meet stakeholders’ demands and achieve a
higher level of CSR performance, management needs to make operational, investment and
finance decisions to create the FCF (Chousa & Castro, 2006) that will be available for further
CSR expenditures, projects and investments.

On the other hand, commonly, very large amounts of slack resources (free cash flow) may
lead to managers’ relaxation and inefficiency by wasting excess resources and reducing the
search for risky or innovative projects (Zona, 2012), which leads to agency conflict and an
increase in their costs. However, Surroca and Trib’o (2008) emphasised that internal
corporate governance mechanisms have a positive moderating role in controlling the
connection between management discretion decisions and expensive CSR activities. Thus
corporate governance has been covered by the comprehensive CSR-decision drivers, for the
first time in the literature, adopted by the suggested mechanism to mitigate/ prevent
irresponsible management decisions in allocating excess resources expenditures to CSR
activities, which thus affect a firm’s financial performance.

Finally, business sectors have used sustainability reporting as a means of maintaining their
favoured position in controlling capital or scarce resources (Deegan, 2007; Deegan, Cooper,
& Shelly, 2006). Kolk (2003) criticised the sustainability reports that have been used as a
public relations tool without demonstrating sustainability performance with enough
quantifiable data, either monetary or non-monetary, as they have mainly focused on
enhancing the corporate image via providing the company’s policies and sustainability issues.
To overcome this weakness, Shum et al. (2009) suggested identifying the driving forces of
sustainability reporting first, that is, the factors that influence the company’s decision to
prepare a sustainability report. On the other hand, Dhaliwal et al. (2012) argued that analysts
of firms’ financial performance can get benefits from information disclosed about the
mechanisms adopted by firms to handle issues related to stakeholders in their CSR disclosure.
Therefore the mechanism focuses on stakeholders’ demands to demonstrate a conceptual
model for building a monetary value using FCF for corporate sustainability performance.

Based on the prior literature, it is purported that there was no comprehensive model identified
that contains the necessary sustainability drivers and accounting concepts for a proposed
mechanism. Sustainability accounting as a significant accounting approach had been
promoted in the literature from various points of view (Lamberton, 2005; Schaltegger &
Burritt, 2010; Schaltegger et al., 2012; Taplin et al.,, 2006) that can be adopted by
organisations to help make internal and external decisions regarding mainly environmental
and social impact (costs/revenue or negative/positive) measurement and management.
However, until now, no accounting study has provided a comprehensive model to monetise
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non-monetary impacts of either social, environmental or corporate governance. Furthermore,
there are several calls to develop sustainability accounting practices for sustainable
organisations to be able to measure an integrated and comprehensive value created for the
company and its stakeholders (Cheng, loannou, & Serafeim, 2014; Figge & Hahn, 2004;
Gibbon & Dey, 2011; Gray, 2006; Wall & Greiling, 2011).

In an attempt to have steps towards CSR monetary measurement, mainly from a
stakeholders’ perspective, this paper objective is to develop and introduce a conceptual model
for a CSR monetary accounting impact mechanism, which would combine environmental
accounting and social accounting with traditional accounting to help in the monetising and
measurement of CSR impacts.

3. Design of suggested mechanism: Theoretical Bases and Accounting Concepts
3.1. Elements of conceptual model

The model’s elements are presented in figure 1 to guide the development of the conceptual
model. First, it identifies stakeholders’ pressures/needs as sustainability/CSR-decision (non-
monetary) drivers. Secondly, it sets out the types of management decisions that will be
affected by stakeholders/CSR-decision drivers. Third, it identifies the range of monetary
accounting information that have been affected by management decisions. From this
monetary accounting information generated by sustainable accounting systems, it considers
the monetary value for each CSR impact and the question whether the organization is
creating/destroying its stakeholders’ value. The assumption underlying this (using the FCF as
a comprehensive monetary measure) is that stakeholder drives management decision and,
therefore, company value.

Sustainable
monetary
accounting
information

Company/
Stakeholders’
monetany
value

Stakeholders’
pressures
needs

Management
decisions

generated

Figure 1: Elements of conceptual model
3.1.1. Stakeholders’ pressures/needs as sustainability/CSR-decision drivers.

As stakeholders are the main source of all corporate resources, companies tended to use
sustainability reporting as a means of maintaining good relationships with key stakeholders.
Maintaining good relationships with stakeholders leads to more effective use of a firm’s
resources, while enhancing profit and creating organisational value (Benson & Davidson,
2010; Berman, Wicks, Kotha, & Jones, 1999). Stakeholders who are supplying critical
resources or can affect the achievement of the firm’s objectives are considered legitimate and
should be involved in the decision-making process due to their powerful effect upon the
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continued viability of the company (Artiach et al., 2010; Deegan & Blomquist, 2006; Rausch,
2011). As a result, stakeholders as system drivers have the capacity to affect corporate
resources and legitimate continuing existence; therefore, their desired information should be
incorporated into disclosures in both financial and non-financial forms. To handle this issue,
companies need to engage more deeply with their stakeholders’ needs in order to improve
their sustainability performance (Adams & Larrinaga-Gonzélez, 2007). Consequently, the
system that incorporates wider stakeholders’ interests can present companies with a way to
create more comprehensive financial and non-financial/monetary and non-monetary
information, not only to improve business decision-making, but also to create stakeholder
value.

P1: the higher the stakeholders’ pressures, the more likely to be engaged and to affect
management decisions.

Significantly, CSR-decision drivers of suggested mechanism are defined in this conceptual
model as covering the full range of stakeholders’ needs, concerns and demands that could be
fully captured from external and internal organisations (Bebbington, Gray, Hibbitt, & Kirk,
2002; Deegan & Blomquist, 2006), including corporate governance, environmental and social
(employees and community) aspects. Consequently, the conceptual model defines system
drivers using sustainable, environmental, social and traditional accounting concepts to
capture information needed to match stakeholders’ interests that are identified based on GRI
(GRI, 2011) requirements as a benchmark for stakeholders’ interests and demands, in addition
to corporate governance for the first time.

3.1.2. Management decisions

Companies experience growing pressure by stakeholders. These pressures arise mainly from
environmental/social regulations, as well as public demand for greater social responsibility.
For example, activities with adverse environmental impacts can carry considerable financial
implications for corporations, as regulators turn to market-based economic instruments to
impose legal liability for environmental damage (Gray & Bebbington, 2001). Therefore,
corporate decision-makers seem increasingly under pressure to consider and report the wider
environmental and social impacts of their companies’ activities as a response to their
stakeholders’ pressures and needs.

Managers who are able to respond more effectively and efficiently to CSR initiatives and
stakeholders’ pressures are also more likely to achieve better performance (Erhemjamts, Li,
& Venkateswaran, 2012), and management of stakeholders is a good way of improving
financial results. However, the difficulty in reconciling the demands of a wide set of
stakeholders has been emphasised in corporate governance literature (Jensen, 2001; Tirole,
2001). Cooper and Owen (2007) and Belal (2002) found that it is important to establish a far
more pluralistic form of corporate governance. Without this governance as a precondition for
effective stakeholder accountability, Cooper and Owen (2007) argue that information
disclosure will only have a very limited decision-influencing effect at the management level,
while Surroca and Tribd (2008) claim that if there are efficient internal corporate governance
mechanisms, stakeholders and managers would be natural allies. Also, maintaining good
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relationships with key stakeholders creates an organisational resource that leads to more
effective use of a firm’s resources (Berman et al., 1999) and higher firm value (Benson &
Davidson, 2010). Additionally, Surroca and Tribd (2008) emphasise that internal corporate
governance mechanisms have a positive moderating role in controlling the connection
between management discretion decisions and expensive CSR activities. Therefore, the
conceptual model considers corporate governance as one of the CSR drivers in the monetary
mechanism, which has an important effect on the rationality of management decisions, as
well as, one of stakeholders’ needs/demand to avoid/reduce agency problem.

P2: the higher the stakeholders’ influence upon management decisions, the more the
significant to consider corporate governance to maximise management decisions
rationality.

Wall and Greiling (2011) and Chousa and Castro (2006) identified three types of management
decisions (operational, investment and finance) and seven items that serve as independent
variables for forecasting free cash flows. However, managers are supposed to influence these
items by their decisions to enhance FCF value (Chousa & Castro, 2006). These items are
operating profit margin, sales growth rate, cash tax rate, working capital needs, fixed capital
needs, costs of capital and value growth duration (Wall & Greiling, 2011). Thus, following
Wall and Greiling (2011) and Chousa and Castro (2006), the integration of these items within
management decisions (operational, investment and finance) increase or decrease FCF value.
Further, Surroca and Trib6 (2008) indicated a negative relationship between corporate
governance mechanisms and excess resources (FCF) expenditures allocated to CSR activities,
as well as irresponsible management decisions.

3.1.3. Sustainable monetary accounting information generated

Stakeholders usually prefer looking for companies’ performance in money values as
understandable, measurable and meaningful indicators of companies’ activities and value
created (Figge & Schaltegger, 2000; Wall & Greiling, 2011). However, companies’ current
sustainability accounting practices are still unable to provide monetary measures for several
CSR impacts related to corporate governance, environmental and social activities (mainly
physical and descriptive) to improve internal decision-making and to meet stakeholders’
needs. To deal with this matter, sustainability accounting could be developed by the extension
of traditional accounting practice (Lamberton, 2005; Schaltegger & Burritt, 2010) to
monetise the non-monetary impacts of environmental, social and corporate governance
performance impacts. Therefore, sustainability accounting could be developed as a
comprehensive accounting system that captures stakeholders’ interests and reports a full
range of monetary information according to the stakeholders’ perspective.

P3: integrated sustainable accounting systems are capable to generate a comprehensive
monetary accounting measure for corporate CSR impacts that reflect management
decisions.

The conceptual model has considered sustainability accounting practice as existing
accounting systems (environmental, social and traditional) that provide companies with a way
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to accurately and reliably capture, measure and generate/report corporate governance,
environmental and social impact information. Sustainability accounting practice is recognised
as a measurement tool to provide a full range of accounting information to enhance
management decision-making and financial disclosures. Additionally, sustainability
accounting practice defined by this model means to provide corporate social responsibility
(CSR) reporting to add value to sustainable organisations.

Accounting systems (environmental, social and traditional) in the conceptual model will be
responsible about generating the sustainable accounting information required to monetise
CSR impact, which reflect management decisions (i.e. FCF), in addition to other accounting
information that measure the economic impact. FCF, as a comprehensive monetary
accounting measure for stakeholders (Figge & Hahn, 2005; Figge & Schaltegger, 2000), is
equal to the integrated value of the seven items (operating profit margin, sales growth rate,
cash tax rate, working capital needs, fixed capital needs, costs of capital and value growth
duration) that be influenced by the three types of management decisions; operational,
investment and finance, but after excluding shareholders’ interests such as dividends. While,
economic monetary impact in the conceptual model, suggested to be adopted from Pava and
Krausz (1996), to cover three comprehensive groups of measures; firstly, accounting
measures that contain the majority of company information that indicates how the historical
record has been influenced by prior governance, social and environmental decisions and
performance. Secondly, market measures that provide future-oriented measures reflect
estimates about the net present value of the expected impact of current decisions/practices on
future earnings. Finally, risk measures reflect the riskiness of cash flow produced through
operational, investment and finance activities. It is notable that the majority of prior empirical
studies used these measures separately to investigate the link between CSR and corporate
financial performance (such as ROA and FCF) without considering their joint effect.

3.1.4. Company/Stakeholders’ monetary value

Sustainable organisations need to create value not only in economic performance but also in
environmental, social and corporate governance performance. Consequently, a sustainable
organisation is a ‘growth’ organisation concerned with the development of sustainability in
relation to environmental, social, economic and corporate governance (Joseph, 2012). Thus, a
sustainable company is significantly involved in the development of CSR performance, as
well as economic performance. However, creating value is the consequence of the combined
effort of diverse stakeholders who together form the cooperating team. Therefore, created
value represents wealth for a larger group of stakeholders (Mook, Richmond, & Quarter,
2003) and a successful relationship with stakeholders ensures that a company’s sustainability
is achieved (Bebbington, 2007).

P4: the higher the monetary value allocated for corporate CSR performance due to
stakeholders’ pressures/engagements, the better the total monetary value created.

3.2. Theoretical perspective

The model fuses two theories under the umbrella of positive accounting theory: stakeholder
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theory and prospect decision theory. They would be used to depict the relationship between
the level of adoption of legal and ethical obligations relating to stakeholders’ concerns/needs
in providing information (Cooper & Owen, 2007; Schaltegger & Figge, 2000; Van der Laan,
Adhikari, & Tondkar, 2005) relating to CSR impacts on free cash flow (FCF). FCF would be
used as a new comprehensive unique measure of sustainability from the stakeholders’
perspective.

Freeman (2007) and Freeman, Harrison and Wicks (2007) explained that not only do
companies affect stakeholders, but stakeholders can also affect companies. In simple terms,
stakeholder groups supply companies with ‘contributions’ and they have the expectation of
being rewarded with some sort of ‘inducements’. The stakeholder view, as an all-inclusive
broader approach, tries to accommodate the diversity of involvements and motivations, while
shareholder agency theory is postulated with wealth-related arguments in favour of a certain
class of stakeholders (Rausch, 2011). The evaluative norm chosen by shareholder agency
theory to assess organisational activities is the unique criterion of economic efficiency
exposed in the language of profit, while stakeholder theory considers justice distribution,
where an ethics-related criterion is tied up with the basic economic efficiency criterion to
address the multiplicity of a large number of corporate participants’ motivations in an
organisational coalition (Harrison, Bosse, & Phillips, 2010; Mallik & Mitra, 2009; Roberts &
Mahoney, 2004; Wall & Greiling, 2011).

Practically, the continued existence and viability of the company is dependent on the
availability of critical resources. Therefore, the higher the stakeholders’ control level upon
critical resources, the more powerful the stakeholders are in imposing their needs, interests
and claims (Artiach et al., 2010; Deegan et al., 2006). Those stakeholders with power and
legitimacy are more able to activate their claims upon the company (Deegan & Blomquist,
2006; Rausch, 2011). Although there are a variety of rights, claims or interests of powerful
legitimate participants (Freeman et al., 2007), it ends up with a simple measure like ‘profit’
for the favourite shareholders alone, which is recognised as a unique measure of a company’s
efforts and achievements (Pava & Krausz, 1996). Therefore, profit as a narrow measure of the
free-market mechanism and ethical neutrality (which is widely known in the accounting
literature as ‘agency theory’) is a complete mismatch as an analysis framework for the
motivations of modern organisations (Mallik & Mitra, 2009). This refers to the inability of
accounting as a social science to face and take into consideration modern society’s relevant
and distinct problems.

Thus, in the design of a monetising mechanism (see figure 2 at the end of this section), to
determine and cover the key needs, concerns, pressures and objectives of stakeholders’ legal
legitimate obligations and ethical ones in measuring social and environmental impacts,
stakeholder theory will be employed to help in highlighting theoretically those obligations,
pressures, objectives, needs and concerns from stakeholder perspectives. These pressures and
concerns could be translated practically by following GRI requirements, which, in turn, are
incorporated as system sustainability drivers (governance, environment, social including
employees and community) into the theoretical/conceptual model and are required to be
monetised for both reporting and further internal decision-making. By doing so, more
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monetary information would be created to support governance, social and environmental
internal decision-making, as well as provide more useful and measurable (for non-measurable
impact) information for external disclosures.

While prospect decision theory was introduced by Kahneman and Tversky (1979) and
assumes that possible losses are overweighed compared to possible gains (Sambrook, Roser,
& Goslin, 2012). One of the key predictions of this theory is that “decision-makers’
perceptions are biased, implying an asymmetry in how they judge losses versus gains” (Van
der Laan, Van Ees, & Van Witteloostuijn, 2008, p. 300). Following this logic, the effect on
corporate financial performance of bad corporate environmental and social performance can
be expected to be larger than the impact of good corporate environmental and social
performance (Guney & Schilke, 2010). This is because decision-makers evaluate the
investment decisions related to environmental and social performance more heavily in a
situation in which they stand to lose legitimacy for being a good corporate citizen than in a
situation where the company has satisfactory or good legitimacy relationships with its
stakeholders2. Therefore, in this paper’s context, it is argued that the higher the stakeholders’
pressure, that is, the risk of losing legitimacy (measured by CSR), the better the management
decisions taken (measured by FCF).

As corporations deal with a wide range of stakeholders to maintain or gain legitimacy, it is
argued that stakeholders (other than shareholders) are capable of affecting the course of a
business and resources in the long and short-run (Rausch, 2011; Van der Laan et al., 2008).
For example, interest groups can influence the corporations’ attractiveness to prospective
investors (Richardson & Welker, 2001) or employees (Greening & Turban, 2000), as well as
the customers’ buying decisions (Chen, 2009). Consequently, this will motivate managers to
build good relationships with stakeholders to maximise their value created and reduce
managers’ utility problem, that is, ‘minimising utility losses’ (Wall & Greiling, 2011).
Therefore, they avoid losing continuity of existence due to not complying with regulations or
not providing satisfactory responses and actions to other stakeholders’ needs and pressures.
On the other hand, the responsiveness of corporations to various stakeholders’ claims
depends upon the way in which managers perceive the business environment (Jawahar &
McLaughlin, 2001; Van der Laan et al., 2008). For example, a firm may seek to improve its
reputation in the eyes of environmental NGOs or local citizens by investing in an advertising
campaign or in local community schools to emphasise its good environmental policies. By
doing so, firms tries to avoid legal procedures, for example, that could stop site expansion
due to local citizens’ complaints or damage due to protest campaigns by an NGO (like
Greenpeace) (Van der Laan et al., 2008).

Therefore, prospect decision theory help to argue that there is a relationship between
corporate environmental and social performance disclosed due to stakeholder groups’
pressures (sustainability drivers) and free cash flow (FCF) as a comprehensive corporate
financial monetary measure that reflects all the different management decisions taken during
the year, including operation, investment and finance decisions.

2 Usually during stable and booming economic situations (Palmer & Wiseman, 1999).
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3.3. Accounting perspective

Accounting systems are playing a reflective measuring role of adopted management decisions
in the company and translate the updates or changes in those decisions. Accounting systems
reflect the influence of decisions taken on the company’s performance from different
perspectives, concepts and measures adopted under each accounting system (traditional,
environmental and social).

Where profitability is the main daily concern within the context of a corporation, accounting
as a set of information systems (financial and management) is a strong behavioural driver for
management decisions (Volosin, 2008). Nowadays there is more focus on stakeholders’
concerns (corporate governance, environmental and social), so, they need to be included
within these traditional accounting systems. By doing so, linking stakeholders’ concerns with
everyday decision-making will be more likely to occur. Additionally, the understanding by
accounting practitioners of the necessity of linking environmental and social data to
traditional accounting systems and the incremental adoption of sustainability reporting
principles/guidelines (such as GRI) to meet the variety of stakeholders’ concerns has
favoured the birth of environmental and social accounting as subsets of the broader
accounting systems.

On one hand, environmental accounting is responsible for generating the environmental
accounting information (monetary and physical) in the form of environmental/sustainability
reports that meet the stakeholders’ needs and requirements. It includes both physical flow
accounting which provides information about the physical environmental impacts, such as
materials, energy, water, wastes and emissions (Burnett & Hansen, 2008; Jasch, 2009;
Schaltegger & Burritt, 2000) and environmental cost accounting which provides information
on the environmental costs, earning and savings (monetary units) associated with these
impacts (IFAC 2005; Schaltegger & Burritt, 2000). Environmental costs are usually included
within other company overhead costs in the financial statements to reach the figures of profit
and net cash flow. Furthermore, to facilitate the reduction of environmental harmful/negative
impacts and related costs, as well as to respond to the social, political and economic pressures
surrounding the use of natural resources, the measurement of environmental impacts would
be very helpful (Burnett & Hansen, 2008). In addition, this measurement is necessary for
successful development and operation of an accurate environmental management system
(EMS) (Environmental Agency Japan (EAJ), 2000). However, some environmental impacts
are still difficult to measure in monetary terms, while others are disclosed in a descriptive
way due to their nature and the difficulty of being measured in physical units.

On the other hand, social accounting is responsible for generating the social accounting
information (monetary and physical) in the form of sustainability/CSR reports that meet the
stakeholders’ concerns and expectations. In contrast to the wide variety of environmental
accounting tools and mechanisms adopted, social accounting tools and mechanisms are
limited and not commonly developed theoretically and methodologically (Mook, 2014;
Parker, 2005). According to Richmond, Mook and Quarter (2003), the use of qualitative data
and descriptive statistics are widely involved in the application of social accounting to assess
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organisations in meeting their stakeholders’ expectations. Therefore, social measures are still
under-researched and not easy to quantify. Generally, Maas and Bouma (2004) divided social
measures into two types and both types can influence corporate financial performance. They
are internal measures, such as safety and health care, education and training, job satisfaction
levels and employee retention, and external measures, such as volunteer work, sponsoring,
involvement of stakeholders and investment in society. A research conducted by Spence
(2009) suggested that the social accounting area requires further studies incorporating
organisations’ social impacts into their performance and value process. Additionally, Gray
(2002) indicated that combining environmental and social issues could be employed for
improving accounting’s approach to stakeholder concerns. Incorporating social accounting
into an integrated comprehensive accounting framework would assist companies to become
more environmentally and socially aware organisations and to enhance the sustainability of
organisations (Gray, 2002; Mook et al., 2003).

Therefore, the traditional, environmental and social accounting systems are the corner-stones
of the monetising mechanism model that are responsible for generating the key monetary
accounting information for economic impact and CSR impact (see figure 2). FCF is a core
financial monetary measure for stakeholders’ value creation, as Figge and Hahn (2005)
mention that the usual indicator used for companies’ value created in the financial markets is
profit or the free cash flow figure. “By contrast to profit, which is interpreted as the wealth
created for owners or shareholders, value added represents the wealth for a larger group of
stakeholders” (Mook et al., 2003, p. 285).
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Figure 2: A theoretical framework for a monetising mechanism model
4. Discussion of proposed Model: CSR monetary accounting impact mechanism

To represent stakeholders’ needs/ concerns/ pressures/ demands, either environmentally or
socially, into management decisions, management need to be motivated to gain further
benefits or to be threatened by losing legitimacy and continuity of existence and therefore
losing their jobs. Prospect decision theory explains managerial risk preferences and indicates
that management can be risk averse when facing decisions as gains and be risk seeking when
facing decisions as losses (Van der Laan et al., 2008; Zona, 2012). Therefore, management
responses to the possibility of losses are overweighed compared to possible gains (Sambrook
et al., 2012). Thus, investment decisions related to environmental and social performance are
evaluated differently by decision-makers in a situation in which they stand to lose legitimacy
for not being a good corporate citizen compared with a situation where the company has a
satisfactory or good legitimacy relationship with its stakeholders. Therefore, stakeholders are
capable of affecting the course of a business, management decisions and resources in the long
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and short run (Rausch, 2011; Van der Laan et al., 2008) by employing higher pressure and
indicating the risk of losing legitimacy and continuity.

To incorporate stakeholders’ pressures, needs and concerns into management decisions,
companies need to develop and employ strategies and policies that support and enhance the
adoption of stakeholders’ engagement and sustainability values. To do so, companies need to
adopt effective corporate governance mechanisms to incorporate stakeholders’ demands into
the decision-making process, because the board of directors significantly shapes management
decisions in general and management decisions towards risk in particular (Boyd, Haynes, &
Zona, 2011). Therefore, corporate governance drivers have been adopted into the model to
reflect corporate sustainable strategies, plans and mechanisms to engage with stakeholders
and to avoid the possibility of losing legitimacy or breaching law regulations regarding CSR
requirements (Surroca & Tribo, 2008).

Further, stakeholder theory indicates that adopting all stakeholders’ interests into decision-
making process would help companies to develop economic performance as well as
environmental and social efficiency and stakeholders’ satisfaction (Freeman et al., 2007;
IFAC, 2005). While the literature about the relationship between CSR and financial
information indicates that measuring of information based on logical cause and effect
relationship would lead to more reliable and understandable logical measurement (Carr &
Gratton, 2013; Castro & Chousa, 2006; Guney & Schilke, 2010). Thus, the effect of CSR-
decision drivers on management decisions and therefore on information generated by
accounting systems, would result in a more reliable and understandable logical accounting
measure such free cash flow to monetise CSR impacts. Free cash flow is an integrated
measure for generated information from accounting systems that reflects management
decisions; such as sales growth, operating profit margin and cash tax rate which are affected
by operational decisions, while, working capital and fixed capital needs which are determined
by investment decisions, and finally, costs of capital and value growth duration which are
influenced by finance decisions. Therefore, free cash flow is a comprehensive measure of
sustainability from stakeholders’ perspective, as well as an accounting base measure for
stakeholders' value creation (Figge & Hahn, 2005).

Based on prior discussion, there is a chance to allocate free cash flow among the CSR-
decision drivers that have contributed in generating the free cash flow amount and therefore
monetise the impact of each CSR driver based on its share in the free cash flow generated; by
adopting the following elementary formula: Total CSR monetary value= f1FCF + f,FCF +
f3FCFE. Where f is CSR (environment, social, and governance) drivers’ function/contributed
share in FCF.

However, this proposed allocation wouldn’t be realistic without considering that CSR-
decision drivers could reflect competing/conflicting stakeholders’ needs/pressures, as well as,
complimentary/cooperative claims (Neville & Menguc, 2006). Therefore, each stakeholder
group is trying to attract management attention to allocate more resources and efforts to meet
this group’s needs upon other stakeholders’ groups account. Thus the relationship between
CSR-decision drivers and FCF should be a reverse relationship which is matching with
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Surroca and Trib6 (2008) argument about the important role of corporate governance
mechanism in controlling the connection between management discretion decisions and
expensive CSR activities. That implies a negative relationship between corporate governance
mechanisms and excess resources (FCF) expenditures allocated to CSR activities, as well as
irresponsible management decisions. Therefore, the adjusted elementary formula is: Total
CSR monetary value= 1/f1FCF +1/f,FCF + 1/f3FCF. Where 1/f is the reverse absolute value
of CSR (environment, social, and governance) drivers’ function/contributed share in FCF.

To conclude, the higher the stakeholder impact, the more the management focuses on CSR
issues to not lose legitimacy. Therefore, the more the CSR expenditure and investments, the
lower the FCF amount left over. For example, an increase in company investment on
employee training programs due to union pressures leads to a decrease in FCF available to
other stakeholders (Yu, 2012). Thus, generally, companies with higher CSR driver score for
specific stakeholders’ group and lower FCF are more sustainable from this beneficiary
stakeholders’ point of view. A lower FCF level is preferable as well from the shareholders’
point of view; however, the main difference between shareholders and other stakeholders is
the usage or investment direction of this FCF, based on the strength of pressure of each group
and on corporate strategies and objectives.

Furthermore, in practice, companies provide disclosures on their CSR performance activities
to create mainly shareholders’ value translated into profitability measures as an ultimate goal
achievement (Pava & Krausz, 1996). However, companies do not clarify to what extent the
CSR activities exactly contribute to the shareholders’ values directly and indirectly.
Conceptual model helps various stakeholders to identify and measure their value created
directly from corporate CSR practices (share/contribution in FCF measure) or indirectly via
economic corporate value created as a whole (traditional financial performance measures) by
adopting the following elementary formula: Total stakeholders' value created= Total CSR
monetary value + Total Economic value. Therefore, the model adopted free cash flow as the
best integrated and comprehensive monetary accounting measure from stakeholders’ point of
view that incorporates and translates all CSR activities information and related decisions
taken to monetise CSR impacts and its related value created.

5. Conclusion

Although the incremental calls and needs to monetise CSR impacts in the literature and
practice, studies in CSR and sustainable accounting have not provided us with integrated and
objective models to measure and monetise the CSR impacts of organisations’ activities and
their stakeholders’ engagement effect on CSR-decisions. In this context, CSR monetary
accounting impact mechanism conceptual model has been introduced and developed based on
an integrated sustainability accounting approach that mainly built upon the sustainable
accounting systems to generate a comprehensive accounting measure (free cash flow), which
is a reflection of management decisions and stakeholders’ needs.

Theoretically, the monetary conceptual model is expected to make contributions to the
literature through expanding sustainable organisation practice, and incorporating the
sustainability accounting concepts (environmental, social and traditional) to generate
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monetary impact measures for CSR performance. Further, the developed mechanism would
appropriately identify CSR-decision drivers from stakeholders’ perspectives more accurately,
comparably and comprehensively because the model adopts the GRI requirements to identify
the commonly important needs and concerns of stakeholders. However; the mechanism could
be replicated by adopting other guidelines or even individually by each company based on its
stakeholders’ needs and expectations map. Additionally, extending the sustainable accounting
practice by enabling management decisions’ interaction with both stakeholders’ demands on
the one hand and accounting information on the other is seen by many authors as a significant
contribution to the literature.

Practically, an effective monetising system of sustainability accounting is needed to facilitate
the measurement of corporate governance, environmental and social impacts generated by
organisations’ activities; where the majority of them are still expressed in non-monetary units.
The conceptual model is expected to enhance stakeholders’ engagement and to provide
companies with a basic guidance/tool to externally report their environmental, social and
corporate governance impacts in an understandable monetary form in addition to their
financial/ economic impacts to stakeholders. Finally, the model offers the further advantages
of providing useful monetary information and easy interpretation for CSR monetary impacts
measurement to stakeholders and the companies concerned. It is applicable to any context in
which companies are committed to develop stakeholder engagement processes and intend to
gauge CSR monetary performance.
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