
Annals of the „Constantin Brâncuşi” University of Târgu Jiu, Economy Series, Issue 4/2017 
	  

	  
„ACADEMICA BRÂNCUŞI” PUBLISHER, ISSN 2344  – 3685/ISSN-L 1844 - 7007 

ACCOUNTING FOR SOCIALLY RESPONSIBLE AND ENVIRONMENTALLY 
FRIENDLY OPERATIONS  

 
Dr. NINKO KOSTOVSKI 

UNIVERSITY AMERICAN COLLEGE SKOPJE, REPUBLIC OF MACEDONIA 
kostovski@uacs.edu.mk 

 
Dr. JADRANKA MRSIC 

UNIVERSITY AMERICAN COLLEGE SKOPJE, REPUBLIC OF MACEDONIA 
jadranka.mrsik@uacs.edu.mk 

 
Dr. VENERA KRLIU HANDZISKI 

UNIVERSITY AMERICAN COLLEGE SKOPJE, REPUBLIC OF MACEDONIA 
vicepresident@uacs.edu.mk 

 
Abstract 

Socially responsible and environmentally friendly operations of the companies are equally important to the 
investors as their successful financial performance. This because the issues of good governance, socially and 
environmentally correct operations become so important to the public that mistake in any of these domains can almost 
instantly ruin the meticulously built value of the company shares. However, in most countries, including Republic of 
Macedonia, the reporting for non-financial activities is out of the domain of the accounting regulations. On the other 
hand, many researchers and various international organizations dealing with development and promotion of 
international accounting and financial reporting standards promote the idea that these only seemingly non-financial 
areas of operations should be addressed in the reports to shareholders together with the financial data. They only 
diverge in the proposed ways in which this should be done.  The aim of our research is to investigate the accounting 
practice of recording and reporting investment and operational costs of these activities and the way in which they are 
presented to shareholders in case of Republic of Macedonia. The interviews in a selected large companies revealed 
that financial managers agree on the benefits of the sustainability and socially related activities accounting and 
reporting. This reporting helps more elaborated decisions on the side of the all interested parties, inside and outside of 
the companies. They also believe that the capital expenditure for the purposes of environmental protection is long-term 
investment, rather than one time cost.  
 
Key Words: Social Accounting, Environmental Accounting, Corporate social Responsibility, Expenditures, 
Investments, Financial Reporting Standards  
 
 
1. Introduction  

The competitiveness of a company is no longer dependent solely on the features, price and 
delivery or credit terms. The opinion of the public (the citizens, trade unions, watchdog NGOs, 
media) about the stile and the methods used by a company on the course of its doing business, its 
ethical standards, its responsibility to the environment and the society in which it operates are 
equally important (Lazarevski and Kusenikova, 2012). Accounting system that will focus only the 
financial bottom-line of the contemporary business will actually fail to represent the 
comprehensive state of the affairs with it. Even in terms of its traditional mission, the task of 
accounting is to facilitate sharing of information and to provide suitable methods for better 
transparency, not just of the financial but also of the overall operating processes (Dillard et al., 
2005).  However, the increasing awareness of the need for accounting that will be able to fulfill this 
wider task began in the 1960s (Dillard et al., 2005). The so-called social accounting, that emerged 
during the mid – XX Century tried to incorporate business ethics, social responsibility and 
ecological issues. Interest in all these three topics further increased during the 1970s, with 
discussions among the scholars and practitioners concentrated on the role of the accounting and its 
responsibility to the society and about the rationale and the value of accounting and publishing 
information about the issues beyond the pure financial performance of a company (Loew et al., 
2004). Eight stock exchanges around the world have launched corporate governance indices 
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(CGIs), sometimes as part of a broader environment, social, and governance (ESG) initiative. Some 
of these indices show strong growth (the Brazilian, the Italian, the Turkish and the Chinese) while 
others are at the level of the market. However, participating companies see the value in adopting 
more stringent governance requirements than are required in their respective regular markets. 
Moreover, companies are improving their practices to be part of the index and that many 
company’s constituents of the index, in pursue for better transparency are ready to go beyond 
disclosing the bare minimum data (Grimminger and Di Benedetta, 2013).   
 
2. The Raise of the Awareness 

During the 1980s, the interest in the environmental accounting started to overshadow the 
other dimensions of the social accounting. This was induced mainly due to some large-scale 
environmental industrial disasters of that time (Bhopal 1984 and Exxon Valdez 1989).  Big 
multinational companies were threatening the environment all around the world. Since the society 
become much more sensitive to the issue, the environmental accounting started to grasp much more 
attention.  During the 1990s, this raised awareness about the importance of the environment 
protection caused the research on the environmental accounting to become much more attractive to 
the scholars and the environment accounting to be recognized within profession, at least in the 
domain of the managerial and cost accounting.  (Adams, 2004; Eugénio et al., 2010; Gray et al., 
2008; Parker, 2005; Perego, 2005).  However, the issues of the environment protection and 
corporate social responsibility started to converge again in a new concept known as sustainable 
development or business sustainability. The social and economical dimensions of the sustainable 
development gained increasing emphasis also due to the Report of the World Commission on 
Environment and Development, published in 1987 (Bebbington and Gray, 2001, Adams et al., 
2004; Brown et al., 2006). 

For some researchers, the environmental accounting may be understood as a sub-category 
of the wider social accounting, interested in the relationship between an organization and its natural 
environment (Eugénio et al., 2010).  Maybe the easier quantification of environmental related 
expenditure helped much more interest to be expressed in understanding, measuring and managing 
environmental than wider social costs (Deegan, 2002). Nevertheless, the social and environmental 
concerns were gradually embedded into the organizational rules, habits and laws (Gray, 2001, 
Brown et al., 2006), while the main topics of research include management accounting practices 
and the methods of presentation of these issues in the annual reports to the shareholders.  Today, 
the accounting for environment and social concerns are not treated separately from the “traditional” 
accounting and the main concern is how to integrate them into the existing record-keeping systems 
(Schaltegger and Burritt, 2010). Thus, Mathews presented his financial, social and environmental 
reporting model for external stakeholders.  Elkington offered similar triple bottom line concept 
integrating the financial, social and environmental dimensions, and insists on the positive 
relationship between sustainability and corporate value (Perego, 2005).  On the basis of this 
principle, companies provide information on social, environmental and economic matters within a 
single report (Eugénio et al., 2010). The traditional stakeholder theory that viewed the shareholders 
and other stakeholders as solely external parties is gradually replaced with a new perspective of 
them as active monitors of activities of the firm. This new perspective gives rise to different 
normative demands for stakeholder engagement in monitoring of the performance and the social 
responsibility of companies such as BS 7750, EMAS (Eco-Management and Audit Scheme), 
ISO14000,  SA8000, AA1000, the Global Reporting Initiative or the Copenhagen Charter  on 
information provision to stakeholders (Lamberton, 2005).  

Ecological accounting takes the existing financial accounting system as a given, and does 
not concern itself with the collection of social accounting information of reporting (Schaltegger and 
Burritt, 2010). Its main area of research is within the management accounting of the environmental 
costs. However, most of the conventional accounting systems are unable to deal adequately with 
the environmental costs. They simply attribute them to general overhead. Consequently, managers 
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have no information to manage them and have no incentive to reduce them (Environmental 
Management Accounting, 2015). In addition, accounting cannot trace the benefits of these costs in 
terms of improved environmental protection, downgrading them to uncontrollable, externally 
driven expenditure rather than an investment in much wider corporate social responsibility image 
and brand recognition that ultimately indeed raise the shareholder’s wealth (Wilmhurst and Frost, 
2000).   

Environmental Management Accounting (EMA) was an attempt to integrate the 
environmental aspects into the mainstream accounting best practices. In the focus of EMA were 
methods for identification and allocation of environment-related costs that will help (1) product 
pricing, (2) budgeting, (3) investment appraisal, (4) calculating costs and savings of environmental 
projects, or setting quantified performance targets (Burritt et al., 2001, Frost and Wilmhurst, 2000).  
The most significant problem of EMA lies in the absence of a clear definition of environmental 
costs, therefore, companies do not know the actual extent of their environmental costs and tend to 
underestimate them.  The so-called sustainable cost calculation should show the economic, social, 
and environmental aspects of the sustainable development and may be considered an alternative 
accounting tool (Bebbington and Gray, 2001). The framework of sustainable costs has an objective 
to express an organization’s social and environmental costs arising from its economic operations 
(Lamberton, 2005).  

Beyond environmental reports, an increasing number of indicators are created in order to 
measure company sustainability and rank companies accordingly. For example, the Dow Jones 
Sustainability Index launched in 1999, regularly evaluates the performance of some large 
companies in terms of the sustainability. To be incorporated in the Index, companies must continue 
to make improvements to their long-term sustainability plans Other similar initiatives include 
FTSE4Good Index and ESI - Ethibel Sustainability Indices (Windolph, 2011). The Kyoto Protocol 
(2005) introduced carbon emission quotas (rights) distributed amongst the companies operating 
within a given country and as these rights are considered balance sheet items they are relevant from 
an accounting standpoint (Ascui and Lovell, 2011; Pellegrino and Lodhia, 2012).  

Grimminger and Di Benedetta (2013) in their analysis reveal that corporate governance and 
social responsibility indices have a positive impact, enhancing legal and regulatory frameworks by 
extending governance criteria to develop objective and measurable benchmarks and that the indices 
foster adaptation of  better governance practices and serve as corporate differentiators in the market 
and among the investors. The European Parliament recently approved, by the European 
Commission proposed, Directive 2014/95, amending the Fourth and Seventh Accounting directives 
on annual and consolidated accounts from 1978 and 1983 respectively, on the disclosure of non-
financial and diversity information by certain large companies and groups in EU. Inter alia, this 
new Directive involves mandatory disclosure in the management report about developments, 
performance and position of the reporting entity on the environmental, social and employee 
matters, respect for the human rights, anti-corruption and the bribery matters. However, as with 
many of the other documents of the EU, aside of the expectations, there are many provisions that 
(could easily) practically block its enforcement. For example, the Directive states that if a business 
in its non-financial statement fails to provide the required information, it should (only) provide 
clear and reasoned explanation for not doing so. In case when such disclosure “would be seriously 
prejudicial to the commercial position of the undertaking, provided that such omission does not 
prevent a fair and balanced understanding of the undertaking's development, performance and 
position and of the impact of its activity” member states are free to disobey to the requirements of 
the Directive 2014/95 (European Parliament, 2014).   

The corporate social responsibility of the Macedonian companies suffered a lot from the 
slow transition towards free trade economy. However, the level of the awareness among the 
businesses about the need and the importance of the corporate social responsibility is relatively 
high, particularly in comparison with some other states in the region (Lazarevski and Kusenikova, 
2012). The Coordinating Body on Corporate Social Responsibility, together with the Ministry of 
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Economy, jointly grant national award for best socially responsible practices in following 
categories: (1) relations with employees, (2) ethical governance, (3) market relations with 
suppliers, consumers or customers, (4) environmental protection and (5) community involvement 
in two major domains: large firms and small business. The most relevant standards in 
environmental context are IAS#36 on the impairment of assets, IAS#37 on provisions for 
contingent liabilities and contingent assets and IAS #38 on intangible assets. Impairment is 
addressed briefly in IAS #16, as regards the need for a periodic reviewing, comparing the carrying 
amount of an item with its recoverable amount. The IAS#5 applies to those entities that establish 
and make contributions to decommissioning funds. All these standards are mostly related to the 
information on losses to environment due to the operation activities and as a part of financial and 
cost accounting.  The Macedonian companies report about their environmental activities in their 
accounting in accordance with all these standards. The interviewed Macedonian companies use 
environment cost centers and activity based costing to trace the environmental costs.  However, 
their financial managers have mixed opinions on the total benefits of the detailed managerial 
accounting of the environmental costs, while almost all of them agree on the need the 
environmental related property and equipment to be treated as long term assets and thus, a subject 
to a subsequent provisioning for their depreciation.  
 
3. Sample and Methodology  

According to the ACCA (2015), the environmental reporting can occur in a range of media, 
including the classical financial annual reports, separate reports, as a part of the official websites, 
as special advertising or in a form of reporting promotional multimedia. Consequently, the 
information for environmental activities of the companies included in our survey was obtained 
from their web pages, the annual reports and the standalone corporate social responsibility reports, 
when available. The sample was comprised of fifteen companies. Ten of them make the 
Macedonian Stock Exchange the most representative index and five others were selected based on 
their significant environmental footprints. Regarding the type of the operations, the sample is 
heterogeneous sufficiently and mirrors the structure of the economic activity in the country: 
pharmaceuticals, cement, construction, metallurgy, petrol trade and refineries, food processing and 
breweries, retail, but also services like telecom, banking, hospitality and tourism. Regarding the 
ownership structure, six are predominantly foreign and nine locally owned. While the sample might 
look small in terms of the number of companies, their total capitalization exceeds by app. 2.5 the 
capitalization of the companies that are currently included into the representative MBI10 index.  

The results of our desk study were supported by a series of structured interviews of the 
chief financial officers and comptrollers in these companies. We asked them about the ways how 
they account for the environmental related expenditure in their managerial accounting, how big are 
these expenses and does the detailed monitoring of these accounting is cost effective and relevant 
for the decision making and do they have provisions for environmental risks and how big are they.  
 
4. Results and Comments 
 
The results of our survey show that the environmental expenditure is measured and recorded 
together with other overhead in 12 of the 15 surveyed companies. Only three companies measure 
and account this expenditure as separate from other overheads.   
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Figure 1 Measuring and Accounting for Environmental Expenditures 
 

In eleven of the surveyed companies, managers think that detailed accounting of 
environmental and social activities of their companies would be relevant and useful for the 
managerial decision-making. Their colleagues in the rest four companies disagree, stating that the 
incremental benefits of such accounting would be much lesser than the additional costs. They make 
an argument that these costs amount for not more than 3 percent of the total costs of the operations 
of their companies.  
 
 
 

 
Figure 2 Perception of Relevance of the Accounting for Environmental Expenditures 

 
Nine of the interviewed companies report considerable provisions in range of 10 to 35% 

relative to the equity. On the other side, in only two of them there are identifiable provisions for the 
environmental related risks and for the soil restitution. Financial managers in all interviewed 
companies believe that the capital expenditure for the purposes of the environmental protection 
should be considered as long-term investment rather than one time cost. Regarding the reporting 
for environmental expenditure, in ten companies, in their financial annual reports, there is no 
special reference on these activities. Four companies are just mentioning their environmental 
protection activities. Only one of the surveyed companies provides detailed information of its 
environmental activities in their annual financial report (in fact it is done in the consolidated annual 
report of the entire group of companies it belongs).  
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Figure 3 Referencing the Environmental Protection in the Financial Reports 
 
 

None of the companies in their financial reports refers to the specific business risks 
resulting from its environmental impact. Banks, included in our survey, do not add any 
environmental risk premium when calculate the interest rates of the loans and guarantees extended 
to their customers with significant environmental footprints.  
 
 
4. Conclusions 

We can conclude that the financial managers of some of the biggest Macedonian companies 
are generally sufficiently aware of the benefits of a proper environmental sustainability reporting. 
They consider the expenditure in environment protection as investment although, strictly speaking, 
and according to the provisions of the IAS#16 and IAS#40, this expenditure does not create value 
for the company and thus it cannot be treated as investment subject to depreciation. Investment 
property should be recognized as asset only when it is likely that the future economic benefits that 
are associated with the property will flow to the entity (IAS#40). In case of the expenditure for 
environmental protection there are no future economic benefits to the investors.    

The companies that measure and account the environment protection related expenditure as 
separate from other overheads are rare. The activity based costing needed to properly track the 
environmental protection related costs is yet to become widely used, and it is limited to larger 
companies with advanced enterprise resource planning systems.  

Regarding accumulated provisions for environmental risk, the number of companies that 
practice it is still limited to those that are obliged by the law, with only one company reporting that 
pursues this practice, no matter that it is not compulsory for the industry in which it operates. 

Regarding the volume of these reserves (in range from 0.3 to 3 percent of the overall 
overhead), the reported amounts are similar with those reported by the companies in the developed 
world. Some of the surveyed companies reported that they already have significant amounts of 
general provisions and reservations which in part can be explained by conservative investment 
practice of our companies, the weak pressure for dividends disbursement and with a lack of viable 
investment opportunities.  

In terms of the terminology, there is some confusion and mixing of the good environmental 
protection and concern practice and the good corporate governance and social activities of the 
companies. Having in mind that the public is concerned with the air and water pollution, clear 
references to the good environmental protection and concern will result in better brand recognition 
and will value and will lower the costs of the capital. In these terms it must be mentioned that the 
flat income tax rate effectively discourages the management teams to be more engaged in these 
activities since the tax shield for our companies created with this expenditure is substantially 
smaller in comparison with the countries that have progressive income taxes. Moreover, their 
performance evaluation is ultimately based on the conventional accounting and the net profit they 
earned. Finally, the environmental expenditure and the similar issues of accounting for the entire 
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spectrum of the interactions between the organizations and the society, as a source of information 
for stakeholders, will inspire much subsequent research. The expenditures and investments in this 
area of the operations improve the brand image and indirectly the market value of the companies 
with significant environmental footprint, no matter the fact that they do not directly add value to 
the products or the services.  
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