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Preface

Management accounting takes on new elements in the 21st century, expanding the 
scope of its studies. Indicators of eco-performance offer information in a manner that 
is targeted and accurate to the environmental activity segment of the entity. Under 
these conditions, managerial choices must be changed and forcefully supported, 
taking into account the information needed by internal and external stakeholders, 
including financial reporting. As a result, the position of management in determining 
the company’s success or failure has been increased to that of the most important 
factor in this process. 

One of the challenges confronting today’s corporate environment, and particularly 
management companies, is the management of sustainable performance. Profitability 
is the primary goal of every organization, but it must also consider the long-term 
viability of social, economic, and environmental factors. Under these conditions, 
managerial choices must be changed and forcefully supported, taking into account 
the information needed by internal and external stakeholders, including financial 
reporting. All of these discussions highlight the importance of users’ role in creating 
accounting and finance models, and hence in modeling company information.

On the other hand, the merging of factors such as sustainability and corporate 
governance, as well as the rising demands of information users for access to information 
other than financial outcomes coming from the activity of organizations, have all 
led to the creation of non-traditional approaches that allow counterbalancing the 
advantages of finance. On top of that, management accounting shows the complete 
perspective of financial performance that experts in the area of accounting need to 
embrace in order to progress in an increasingly complicated corporate environment. 
This is because of the fact that management accounting is a reflection of management 
accounting. Companies recognize that such commitments are focused on improving 
their company image rather than core sustainability objectives. Organizations with 
a strong environmental orientation are more dedicated to adopting a green outlook. 
Green behaviors are described as the activities, acts, and practices that employees 
and stakeholders participate in that are related to, and contribute to, environmental 
sustainability.

xv
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Preface

Organizations implement trustworthy and green solutions with an ecological 
reputation and the ability to handle consumers’ green demands and requirements 
through green practices, marketing management, and strategic transformation. 
Strategic green innovation combines and promotes management collaboration in 
production while taking into account environmental policies and regulations, green 
innovation practices and activities, environmental protection, and customer perception. 
Environmental customer wellbeing is the respect for customers’ legal and moral 
rights through providing comprehensive information about products and services for 
customer satisfaction. The improvement of organizational sustainable development 
performance begins with lean and green practices and activities managed through a 
single unit, minimizing overlapping and separate implementation. The new models 
identify and explain how lean, green, and sustainable performance measures interact.

The book Perspectives of Management Accounting for Sustainable Business 
Practices is a comprehensive reference source that explores various theoretical and 
practical approaches to management accounting and its impact in the 21st century 
and investigates new accounting and financial approaches where economic and 
social aspects become mutually supportive to enhance their impact on community 
development. Covering topics such as CSR reporting, sustainability, and greenwashing, 
this book is an essential resource for academicians, specialty organizations, chief 
financial officers (CFOs), financial controllers, business analysts, financial planning 
and analysis (FP&A) analysts, budgeting managers, students, researchers, and 
business environment managers and specialists.

The authors Nabil Ahmed Mareai Senan, Ijaz Ali, Moin Uddin, Asma Khatoon, Asif 
Baig, and Imran Ahmad Khan of the first chapter, “Design Principles of Profitability 
Accounting and Accounting for Consistent Financial Management,” suggested that the 
modern significance of profitability accounting from the perspective of the concept 
of accounting design that is consistent with financial management. In this sense, 
Beyer’s concept of profitability accounting has not yet disappeared as a design concept 
for an accounting system that is consistent with financial management. They also 
describe how, as information technology advances, accounting information systems 
also undergo significant changes. But the question of what kind of information 
should be included in accounting and what kind of management philosophy should 
be used to create the necessary accounting system should be kept separate from the 
simple problem of the progress of information technology. The results showed that 
one of the reasons for maintaining consistent financial accounting is the influence 
of IFRS, which emphasizes the position of investors and considers it important to 
eliminate the information asymmetry between investors and management. Accounting 
treatment is necessary to harmonize the information that management uses to 
make management decisions with the financial-accounting information disclosed 
to investors. The part of the decision that is made by the company based on the 

xvi
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Preface

current business situation must be made by management using a method of making 
management decisions and evaluating business performance. In addition, designing 
a unitary reporting framework could be the foundation to which businesses can 
relate in order to ensure a good correlation with users’ requirements for accurate, 
reliable, and relevant information.

An interesting business perspective on the concept of non-financial reporting from 
a theoretical perspective is revealed by Teodora Breaz, Teodora Cucerzan, Cristina 
Didea (Castrase), and Rakos Ileana-Sorina, the authors of the second chapter, “A 
Holistic Picture of Non-Financial Reporting: The Stakeholders View.” In comparison 
to conventional financial reporting, modern stakeholders want increasingly complex 
information and request supplemental disclosure. In addition to mandatory disclosure, 
corporations voluntarily provide additional data in the hope that this information 
will help the stock market better understand the driving constituents of company 
value. The authors present various aspects of non-financial reporting, such as the 
creation of value through non-financial reporting, its advantages and disadvantages, 
the trend toward standardization and the adoption of an integrated report, and the 
interpretation of the information provided to stakeholders through NFR. All aspects 
presented and analyzed are based on existing expert studies and university studies. 
The chapter ends with the authors’ conclusions on the importance of integrated 
reporting. This input from the authors opens up new opportunities to exploit the 
information content specific to non-financial reporting, which is particularly relevant 
to all stakeholders.

The premises of strategic control that can drive an organization’s digital 
transformation are illustrated by Alharbi Habbab Husam, the author of the third 
chapter, “Incorporating Corporate Social Responsibility Into Decision Making.” The 
author demonstrates that there is a clear correlation between a company’s business 
model and its financial decisions, such as investment and financial planning, in the 
case of successful companies with established CSR and sustainability initiatives. 
Increasing the knowledge of accounting managers about the strategic significance 
of environmental concerns is another key step once the concept of company-specific 
sustainability has been developed. One solution is to integrate decision-makers 
into interdisciplinary strategy teams. A company’s leadership can also develop and 
promote a sustainability plan so that the company and society at large benefit from 
its implementation. 

The priorities of the fight against the manipulation of accounting information are 
presented by Ionica Oncioiu, the author of the fourth chapter, “Creative Accounting 
Affects Corporate Performance: Theoretical Fundamentals and Specific Practices.” 
Accounting creativity only addresses the same issue as management, but the solution 
resides at the border between the legal and recording of economic events, leaving 
accountants to cosmetic the entity’s economic reality. From a variety of accounting 
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treatments and rules, the entity’s manager can select one that is most convenient 
and serves their own interests, which means that an outcome may be convenient 
but not necessarily accurate. On the other hand, the concept of creative accounting 
that is utilized by accountants within the context of attaining performance is very 
much a matter of innovation. This chapter shows the consequences and problems of 
creative accounting on performance. According to the findings, the biggest problem 
created by the standards is the requirement for periodic reassessments and the option 
of selecting a method of assessing value, which offers grounds for the practice of 
creative accounting.

In a descriptive manner, the interrelation of managerial accounting and the actions 
to increase the effect on performance is emphasized by Lavinia Essen Yildirim, the 
author of the fifth chapter, “Analysis of Performance From a Managerial Accounting 
Perspective.” Accounting, the basic tool for knowledge, management, and control of 
patrimony and the results obtained by economic entities, is the only source capable 
of providing accounting information of informational value to the leadership of 
entities under pressure to adapt strategic decisions to economic uncertainty. This 
system has the responsibility of converting the strategic plan of long-term and 
medium-sized objectives into associated activities between the managerial plan and 
financial accounting. The findings reveal that implementing performance management 
inside an entity satisfies a number of conditions that are directly connected to the 
level of achievement of the specified goals. Credibility, opportunity, accessibility, 
dependability, relevance, consistency, simplicity, neutrality, and responsiveness are 
all quality standards. The identification and selection of relevant and meaningful 
KPIs that are incorporated in strategic planning processes must adhere to a set of 
rules that are supported by both theory and practice, rules that actively contribute 
to the imposition of quality criteria for these performance indicators.

In the sixth chapter, “Implementation of Financial Reporting in the Romanian 
Public System According to International Accounting Standards (IPSAS): Theoretical-
Methodological approaches,” Maria Ciurea and Rakos Ileana-Sorina present an 
analysis of the implementation of financial reporting in the Romanian public sector, 
in accordance with the requirements of International Public Sector Accounting 
Standards, which should include increased transparency and coherence, comparability 
of financial information, improved decision-making, as well as the correct and real 
management of all approach arising therefrom. Thus, through the contribution 
brought, a new theoretical-empirical framework is created, which facilitates the 
identification of new ideas, themes, and debates on the aspects related to financial-
accounting reporting. The executive periodically requests information on the state 
of budgetary resources, in order to be able to ensure efficient implementation and 
evaluation of the comparative costs of the various programs. The solution to such a 
problem is to maintain the formats of the reporting documents in accordance with 
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the requirements of the IPSAS standards, to present additional information when 
the situation requires it, and to continuously develop national rules in this area. 

The importance of reducing HR Costs during pandemic time is presented by 
Nicoleta Valentina Florea, Constantin Aurelian Ionescu, Marinela Daniela Manea, 
Mariana Zamfir, Mihaela Denisa Coman, and Sorina Geanina Stanescu, the authors 
of the seventh chapter, “Sustainable Sources of Reducing HR Costs in Pandemic 
Time: E-Recruitment and Nonfinancial Compensation – A Mathematical and 
Accounting-Based Approach.” In a world where the use of technology is not an 
option but a necessity, where new forms of work appear constantly, where change 
is everywhere, and people must keep their distance from each other due to the 
pandemic, organizations must adapt and use new processes governed by using 
new technologies. In a sustainable environment, e-recruitment and non-financial 
compensations become the new tools to maintain performance and lower costs 
during a pandemic. Using bibliometric analysis, regression function, and correlation 
matrix, we obtained results for Romania and the top three countries, which indicated 
that e-recruitment is influenced by the use of the Internet, availability of computers, 
and productivity; the relations and the correlation between the analyzed variables 
are measured, using simulation and mathematical modeling. The results indicate 
that there are benefits for individuals, and organizations, but also for environmental 
protection. The research aims at academicians and practitioners who are concerned 
with the administration of a company through the budget system, with the purpose 
of satisfying the need for information in economic practice as the driving force.

A company’s conversion of financial statements is a well-known instrument 
in the development and management control domains, but its usage in the area of 
corporate disclosure reveals significant uses. Ionica Oncioiu and Alin Eliodor Tănase, 
the authors of the eighth chapter, “Different Approaches to Measure Conversion 
of Financial Statements and Disclosure Issues,” present the significant managerial 
debates that arise throughout the process of converting financial statements. Because 
several governments, market regulators, and operators have started enacting laws 
and regulations that compel corporations to report their environmental and social 
effects, there has been a recent rise in interest in understanding how actions linked 
to sustainability have an influence on a company’s business. Accounting and 
reporting are ways for organizations and their stakeholders to talk to each other 
and encourage social change. As a result, both stakeholder theory and legitimacy 
theory contribute to our understanding of sustainability disclosure since they both 
explain voluntary disclosure of sustainability challenges even in the absence of strong 
sustainability performance. The absence of trustworthy information is closely tied 
to the lack of available data. Compound measurements are based on information 
supplied by firms, which is not available to the general public. Thus, the validity 
of these measurements is dependent, at least in part, on company self-disclosure, 
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which may have an incentive to present themselves in the best light possible. The 
findings reveal that financial statement conversion is only applicable if the firm 
whose financial statements are being converted has a functioning currency that is 
not in a hyperinflationary economy.

Performance measurement provides management of health care institutions with 
evidence of existing practices, beliefs, and assumptions, allowing management to create 
a strategic map for improving future health care services. In Chapter 9 dedicated to 
“Balanced Scorecard: Development of a Strategic Map to Improve the Performance 
of Medical Services,” Adela Ioana Staras, Teodora Breaz, Melinda Timea Fulop, 
Dan Ioan Topor, and Sorinel Căpușneanu present the conceptual approaches of the 
Balanced Scorecard, the implementation and use of BSC in medical services, and 
the advantages, and limitations of BSC implementation in medical services. It has 
launched new challenges related to the adoption and implementation of BSC within 
medical service institutions and beyond. Based on the literature, the authors present 
the interpretations brought by specialists to the Balanced Scorecard concept and 
analyze the degree of implementation and use of BSC in medical services. A case 
study on the development of a strategic map for improving the performance of health 
services with the help of BSC is presented. Considering the factors that influence the 
size of medical organizations, the authors also present the advantages and limitations 
of adopting and using the Balanced Scorecard. The chapter ends with the general 
conclusions regarding improving medical services performance using BSC.

The influence of blockchain technology on public relations and corporate 
communications is substantial, as firms that are proactive in recognizing and 
influencing future directions will have a stake in generating added value with 
seamless engagement. The author of the tenth chapter, “Public Relations Auditing and 
Accountability with Digitalised Decentralised Ecosystems: A Strategic Perspective,” 
Ze Zook explores the notion of public relations accountability in the not-so-distant 
future with the integration of blockchain technology as championed and demanded 
by several brands, considering its impact on the dissemination of communication, 
coherency, and efficiency of the firm. Issues related to value setting, reputation 
management, the new online ecosystem, and stakeholder relations are addressed. This 
chapter puts forward a radical proposition that would position the public relations 
profession and industry in a favorable position in relation to blockchain technology. 
Increasing informational technological insights into blockchain technologies are 
inherently bound to influence the parameters as to how messages are received and 
given weight in terms of importance and relevance. PR, in line with its classical 
definition in contrast to marketing, is likely to lever an influence that can make a 
small yet incremental difference. In the opinion of the author, management should 
encourage PR professionals to get more involved with web developers so that they 
can share a common lingua franca.
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The use of digital programs and technologies to simulate the company’s managerial 
accounting decisions can avoid these shortcomings, at least for a short period of time. 
In the eleventh chapter, “The Impact of IT Technologies on Management Accounting,” 
Alharbi Habbab Husam illustrates that, in an increasing digitalis environment, it 
is generally recognized that the use of IT technology in management accounting is 
critical for every company. Properly managing stakeholders’ increasing expectations 
also contributes to the confidence required for a firm to survive and develop. From 
this perspective, the introduction of a new ERP system often affects everything at 
three levels, albeit to varying degrees. Processes are being redefined, which has a clear 
impact on a company’s organizational chart and culture. It is clear that technological 
development has contributed to an expansion in the use of electronic accounting, 
and as a result, the use of new technologies has contributed to expanding the scope 
of the term “e-accounting.” By integrating with IoT and changing from offline to 
online, experts discuss the e-accounting system using two concepts: accounting 
information system and computerized accounting system. The results highlight that 
the future is neither foreseeable nor predictable, and innovation has emerged as a 
critical component that may contribute value in any environment, whether individual, 
corporate, or societal. The development of information-technology-based systems for 
generating information for management purposes based on an integrated accounting 
information system has become a requirement in all businesses.

This overview of this book highlights the fact that each chapter contains 
interesting elements whose potential and degree of interest open new directions 
for future research. Authorized analyses indicate that accounting practices act as 
a mechanism to facilitate environmental management through compliance with 
environmental legislation, stakeholders’ communication, employee and management 
engagement, and commitment to continuous improvement of environmental 
performance. Therefore, management accounting has a dual function in this respect: an 
environmental management facilitator and the benefit of environmental management 
based on accountability.

Ionica Oncioiu
Titu Maiorescu University, Romania
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Design Principles of Profitability Accounting

INTRODUCTION

Beyer published a book, Profitability Accounting, in 1963. This is a well-known 
book that shows the management accounting system of performance management 
accounting and decision-making accounting, which are widely supported in India. 
In 1972, the second edition was published with Trawicki as co-author.

What is Beyer’s concept of profitability accounting? It is an integrated 
system that combines various elements such as profit planning, responsibility 
accounting, multidimensional classification of data, the contributory profit 
method, and reporting of exceptions, and can provide a variety of information 
that is useful for both financial and management accounting. In other words, 
Beyer’s profitability accounting is oriented toward the accounting of unity of 
finances and management.

In the sections Components of Profitability Accounting and Structure of 
Profitability Accounting, the main points of profitability accounting are summarized 
based on the second edition of the book (1972). The reason for targeting the second 
edition is that the discussions are more organized than in the first edition and that 
there is a description based on the external reporting controversy of direct costing 
that took place in the 1960s. Then, in the section Significance of Profitability 
Accounting from the Viewpoint of Financial Management Matching, we examine 
in what sense profitability accounting has the design concept of the accounting 
system of financial management matching.

ABSTRACT

One of the reasons for the advocacy of consistent financial accounting is the influence 
of IFRS, which emphasizes the position of investors and considers it important to 
eliminate the asymmetry of information between investors and management. The 
accounting treatment is required to harmonize the information that management 
uses to make management decisions with the financial accounting information 
disclosed to investors. The part of the decision that is made by the company based 
on the actual business situation, as referred to in IFRS, is required to be made by 
management using a method for making management decisions and evaluating 
business performance. This type of financial accounting (institutional accounting) is 
what is called the management approach. In the future, the demand from companies 
for an accounting system that is consistent with financial management is expected to 
increase. In this chapter, the authors examine the modern significance of profitability 
accounting from the perspective of the design concept of accounting that is consistent 
with financial management.
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COMPONENTS OF PROFITABILITY ACCOUNTING

Financial Accounting and Management Accounting

Profitability accounting recognizes that accounting systems classify and represent 
information about an organization in financial terms. This form of financial 
terminology allows accounting to function as a language for communicating useful 
information in a standardized and easily understood format. Since almost everyone 
who interacts with a business organization has an interest in and need for quantitative 
financial information about the company, all of these information users make the 
accounting system the source of the financial information they need (Beyer & 
Trawicki, 1972, p. 4).

Depending on the interests and needs of these stakeholders, there are three 
purposes of an accounting system (Beyer & Trawicki, 1972, p. 4).

1.  To provide shareholders, creditors, governments, and management with an 
accounting of the assets entrusted to the entity and an explanation of its financial 
condition and results over time.

2.  To provide a mechanism to assist management in planning and controlling the 
entity’s operations.

3.  To provide quantitative information to support management decision-making.

Of these, accounting that contributes to objective (a) is called financial accounting. 
Since financial accounting is institutionally mandated, accounting systems should 
fundamentally contribute to this objective. Financial accounting “focuses on the 
management of assets, and the classification and recording of transactions that 
affect the enterprise. It is essentially a record of the past. Financial accounting is 
defined as “the computation and reporting of the financial condition and results 
of an enterprise as a whole over a period of time” (Beyer & Trawicki, 1972, p. 5). 
Financial accounting is characterized by the fact that the guiding rules and principles 
are prescribed by law or codified in GAAP. The purpose of these laws and regulations 
is explained as follows (Beyer & Trawicki, 1972, p. 5).

1.  Ensure that important financial information is disclosed.
2.  Ensure comparability of financial information among different organizations 

that issue securities.

On the other hand, accounting that serves the purpose of (b) and (c) is called 
management accounting. Management accounting is defined as “the provision of 
useful information to business managers in the operation of an enterprise” (Beyer 
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& Trawicki, 1972, p. 6). Such information is generally provided in the following 
two ways (Beyer & Trawicki, 1972, p. 5).

1.  Control by ensuring quantitative agreement between schedule and actual 
performance.

2.  Support planning and decision-making by providing information that helps 
evaluate alternatives.

The difference between management accounting and financial accounting is that 
management accounting must focus on the future, whereas financial accounting 
records the past. Another important feature of management accounting is that there 
are no laws regulating management accounting, and any system can be used as long 
as it is useful to business managers. Because business activities are so diverse, there 
is no single form of information that satisfies all management requirements, different 
objectives require different compilations, and many decisions require that the data 
elements contained in the accounting system be combined with external data elements 
such as market research and management decisions. (Beyer & Trawicki, 1972, p. 6).

Accounting System

As the life cycles of products and production equipment become shorter, situations 
will emerge in which managers will not have the experience or first-hand knowledge 
of all the information needed to effectively manage their companies, except in very 
small companies. In such a case, managers will have to place greater reliance on 
information produced by others inside and outside the company and communicated 
through efficient information systems. Managers will need specific information for 
each of the basic tasks of the management cycle. Providing the right information, 
at the right time, in the right format, and in the right place is necessary for business 
managers at different levels to perform their functions effectively (Beyer & Trawicki, 
1972, pp. 7─8).

Increasing reliance on information systems does not diminish the need for 
sound judgment in decision-making. This is because there will always be situations 
where business managers make decisions based on incomplete or inappropriate 
information. In addition, the use of information systems is appropriate for such 
areas where the decisions of business managers are important. This is because the 
use of an appropriate information system can (1) reduce inappropriate information 
and (2) clarify the areas where information can be used. In particular, (2) has the 
merit of allowing business managers to invest more time in areas that require more 
subjective judgment. The use of such information systems enables managers to make 
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decisions more objectively and efficiently, thus improving the quality of decision-
making (Beyer & Trawicki, 1972, p. 8).

Here, the accounting system is expected to be a source of quantitative financial 
information. (Beyer & Trawicki, 1972, pp. 8─9).

1.  To provide quantitative information on the effects of alternatives.
2.  To provide quantitative information on the performance of business managers 

and various segments.

The method of using information is different between financial accounting 
and management accounting. However, since the input data required in financial 
accounting is also required in planning, decision making, and control in management 
accounting, the input data required in financial accounting is also required in 
management accounting (Beyer & Trawicki, 1972, p. 6). Therefore, a single integrated 
accounting system should simultaneously satisfy the objectives of financial accounting 
and management accounting (Beyer & Trawicki, 1972, p. 9). Profitability accounting 
is the one that integrates the two accounting.

Profit Concept

The calculation of corporate profits is regarded as an essential concept for the 
maintenance and development of the capitalist free economic system. The following 
are some examples of its uses:

1.  As a basis for current and future creditors and investors to make predictions 
of companies.

2.  Tax authorities use it as a basis for the taxation of companies.
3.  As a basis for management performance evaluation and compensation decisions.

At the same time, however, the calculation and reporting of such profits is the 
subject of much controversy among corporate managers, professional accountants, 
investors, regulators, and tax authorities. On the other hand, business managers need 
a different profit measure than the one required for external reporting. The profit 
measures needed by such managers focus on how profit changes in response to specific 
changes in production, sales, or other factors. These profit measures are expressed in 
various forms depending on the purpose, such as ratio or absolute amount in units, 
or segment or whole company in terms of object. (Beyer & Trawicki, 1972, p. 40).

Profitability accounting was developed to provide this type of profit information. 
Under profitability accounting, a single system provides earnings information in 
different formats for different purposes, consistent within a company. Since the profit 
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figures calculated by the accountant are used extensively to reconcile interests, the 
accountant must first of all emphasize objectivity. In terms of the role of accounting 
in the socio-economic system, the purpose of accounting is defined as the calculation 
of objective corporate profits for a certain period of time, which is relatively short in 
terms of the duration of the enterprise. On the other hand, from a purely conceptual 
point of view, profit is defined as follows: Profit = (enterprise value at the end of 
the period - enterprise value at the beginning of the period) + wealth distributed 
during the period. Such a profit is called an economic profit. This economic profit 
does not achieve the accounting objectives of a socio-economic system as described 
above. This is because there is no objective measure of the value of an ongoing 
enterprise at a particular point in time during the life of the enterprise. The value of 
an enterprise can be objectively calculated only when the enterprise is terminated. 
The replacement price or market price of an asset has a certain objectivity. However, 
since the value of a company depends on its ability to earn money in the future, 
which is inherently subjective and speculative, profit calculations based on such 
asset prices are inappropriate (Beyer & Trawicki, 1972, p. 41).

Because of these shortcomings, accountants have adopted an approach that 
calculates the difference between revenues and the cost of earning those revenues 
as periodic profit, rather than measuring and comparing the total value at a specific 
point in time (Beyer & Trawicki, 1972, pp. 42-43). Paton & Littleton (1940) 
describe cost as “effort” and revenue as “results”, but this approach also has 
subjective evaluation problems on how to define revenue and when to recognize it 
To minimize the impact of this problem, accountants have adopted the realization 
principle, which states that “profits from sales arise when the realization of the 
sale is almost certain” In general, a sales transaction is an action that signals the 
conversion of goods into cash or cash equivalents Since sales transactions can be 
verified in the market, the revenue measure at the point of sale has objectivity. The 
cost is objectively measured by market transactions when goods and services are 
procured in the market before the sale. Therefore, the point of sales realization is 
the most rational time to measure net profit, because revenue and cost have the 
same objectivity when sales are realized One of the tasks of the accountant is to 
find a reasonable basis for allocating all costs to the period in which revenue, or 
income, is recognized. The search for such a criterion is conducted until all costs 
can be traced to a particular revenue or period, or until the costs of the task exceed 
its benefits (Beyer & Trawicki, 1972, p. 42).

Realization-based profit calculation has problems when there is a considerable 
interval between effort and achievement, and when the causal relationship is 
ambiguous. These problems occur mainly in the manufacturing industry, and total 
costing and direct costing are the approaches to profit calculation that address these 
problems (Beyer & Trawicki, 1972, pp. 43-46).
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Total Costing and Direct Costing

In profit and loss accounting, products have long been used as a means of mapping 
revenue to manufacture costs. This is based on the idea that

…manufacturing costs arise only for the manufacture of a unit of product, and 
therefore the revenue generated from these costs should reflect the price received 
when the unit of product is sold (Beyer & Trawicki, 1972, p. 43).

Some manufacturing costs, such as material costs and direct labor costs, are 
directly related to a specific product unit and can therefore be easily associated 
with the product unit. However, most of the indirect manufacturing costs, which 
are also generated by manufacturing, cannot be directly traced to a product unit. 
Since these indirect costs do not vary in direct proportion to the manufacturing 
activities, the amount to be allocated per unit can be determined in advance by 
forecasting the manufacturing volume. As a result, the entire manufacturing cost 
is allocated to each product unit. For this reason, this type of costing is called total 
costing (Beyer & Trawicki, 1972, p. 43). The cost of inventories is deferred because 
it is actually a component of the production cost. Examples of manufacturing 
overheads that can be deferred on inventories in this way are plant, equipment, 
and rent (Beyer & Trawicki, 1972, p. 44). These costs are allocated to products 
through inventories and are eventually matched to the revenue earned from the 
sale of the products.

On the other hand, for the purpose of profit calculation, all other costs classified 
as selling, general, and administrative expenses also need to be associated with 
revenues in the period in which they contribute to revenues. However, most of 
these costs do not contribute to the manufacture of the product and are difficult to 
recognize in relation to the product unit. In general, with very few exceptions, there 
are no rational criteria that systematically relate selling, general, and administrative 
expenses to specific revenues. Some selling, general and administrative expenses 
are related to revenue that is recognized after the period in which they are incurred. 
However, because there is no objective criterion to determine the amount of 
cost to be deferred and the period in which it is deferred, selling, general and 
administrative expenses are associated with revenue in the period in which they 
are incurred. Such a procedure is convenient for-profit calculation because of its 
objectivity and conservativeness. Adopting such a procedure does not contradict 
the application of the principle of revenue-cost correspondence. Therefore, if there 
is a reasonable basis for deferring selling, general and administrative expenses, 
it is desirable to defer those costs for more appropriate profit calculation (Beyer 
& Trawicki, 1972, p. 44).
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Along with total costing, direct costing is another approach to profit calculation. 
The difference between direct costing and full costing is that the direct costs of 
manufacturing and sales are subtracted from the revenue from the product to calculate 
the contribution margin. Contribution margin is such a margin that

…measures the net contribution of the period’s earnings to realizing a profit by 
recovering the period’s costs incurred in providing the manufacturing and selling 
capacity (Beyer & Trawicki, 1972, p. 45). 

The usefulness of the decomposition of costs into variable and fixed costs in 
direct costing is as follows:

1.  Estimate the break-even point and the contribution to fixed costs for profit 
planning.

2.  Calculate the profitability of products and product lines.
3.  To simplify budgeting
4.  To support cost control

However, such usefulness for internal profit calculation and decision making is 
not a characteristic unique to direct costing, as it also exists in other techniques. The 
essential characteristic of direct costing is that this calculation method is performed 
within profit accounting for external reporting purposes (Beyer & Trawicki, 1972, 
p. 45).

Profit Calculations for External Reporting

Profit calculations used for external reporting have historically relied on full cost 
accounting, following the generally accepted interpretation of the principle of revenue/
cost correspondence. The use of such profit measures provides information that is 
objective, consistent, and measures the economic progress realized by a company 
in a given period (Beyer & Trawicki, 1972, pp. 45─46).

At the same time, however, there are direct costing advocates who argue that the 
traditional profit calculation method used for many years is wrong and that direct 
costing is the only method that can calculate the correct period profit. The basic point 
of contention between the supporters of traditional cost accounting and the direct 
cost accounting advocates is the issue of whether or not to defer fixed manufacturing 
overhead costs in inventories (Beyer & Trawicki, 1972, p. 46).

The difference between direct costing and total costing in profit calculation is as 
follows. From the point of view of a company’s entire existence, the amount of profit 
will be equal regardless of whether it is calculated by direct costing or total costing 
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because the total cost of variable and fixed costs together corresponds to the total 
revenue. However, from a relatively short perspective, such as one year, manufacturing 
and sales are not necessarily balanced, so the reported profits calculated by the two 
techniques will be quite different. This is because, in full costing, some of the fixed 
manufacturing overhead is deferred to inventories, whereas in direct costing, all fixed 
manufacturing overhead is charged to the period In addition, in direct costing, fixed 
manufacturing overhead is the cost for production preparation and is not considered 
as the cost of products In other words, under direct costing, fixed manufacturing 
overhead is interpreted as a cost incurred to maintain production capacity, regardless 
of the manufacturing activity. Under direct costing, fixed manufacturing overhead 
is a cost associated with time because “the opportunity to use capacity comes at 
the expense of time, and the cost of providing this capacity is also associated with 
time” (Beyer & Trawicki, 1972, p. 46). This approach justifies that in direct costing, 
fixed costs are allocated directly to the period in which they are incurred, rather 
than being allocated to products and then being matched to the revenue from their 
sale. Proponents of direct costing further argue as follows:

Since gross profit can be realized only through sales transactions, net profit should 
vary with sales. Under total cost accounting, net income in a given period will 
either be reduced by a lower level of production activity or increased by a higher 
level of production activity, even if the volume of sales does not change (Beyer & 
Trawicki, 1972, p. 46).

Proponents of direct costing conclude that such a phenomenon is caused by the 
recognition of unrealized profits. On the other hand, there is a counterargument to such 
claims of the supporters of direct costing. Net income is a function of both revenue 
and cost and will increase either by an increase in revenue or by a reduction in cost. 
The concept of realization is related only to the timing of revenue recognition and 
is tied to sales transactions. Unrealized profit arises only when it is assumed that a 
sale has been made when no sale has been made. Since both direct costing and full 
costing use the same signal, the point of sale, for the timing of revenue recognition, 
the difference between the two methods has nothing to do with unrealized profits. 
The proponents of total costing state that the difference between direct costing and 
total costing is all in the timing of cost recognition. In direct costing, the difference 
between utilized and idle fixed capacity is ignored. All fixed costs are charged in 
the period in which they are incurred. In full costing, this difference is recognized. 
Fixed manufacturing overhead for unused capacity is treated as a loss for the period. 
This implies that the incurrence of these costs does not bring any benefit. The cost 
of the capacity utilized is deferred to correspond to the revenue when the product 
is sold. (Beyer & Trawicki, 1972, p. 47).
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Determining whether direct costing or total costing procedures are appropriate is a 
question of whether it is reasonable to use cost behavior as a basis for cost deferral. A cost 
is deferred if it has some comparable economic value that can reasonably be expected to 
contribute to earnings in future periods. If we deny this, as in direct costing, we deny the 
principle of revenue-cost correspondence, which links revenue to the cost of generating 
that revenue (Beyer & Trawicki, 1972, p. 47). As a practical matter, costs are not classified 
into direct costs or periodic costs because of their inherent characteristics. The concept 
of direct cost or period cost is not an inherent characteristic of cost, because the cost is 
assigned these characteristics, to a greater or lesser extent, as a result of decisions about 
organization, equipment, and cost control (Beyer & Trawicki, 1972, pp. 47-48).

Even though periodic profits vary greatly depending on how the concepts of direct 
costs and periodic costs are defined, these concepts are so confusing that different 
theorists have different definitions. The proportion of overhead costs allocated to 

Table 1. Comparison of profitability accounting, direct costing, and total costing

Direct costing Profitability accounting Total costing 
Sales $12,000,000 $12,000,000 $12,000,000 

variable cost 7,200,000 7,200,000 
Cost of sales 8,700,000

Contribution profit $ 4,800,000 $ 4,800,000 
Gross profit $ 3,300,000 
Fixed and programmed costs 2,400,000 2,400,000 
Inventory fixed cost adjustment 360,000 
(subtraction) 
Selling, general and administrative 1,260,000 
expenses

Profit before tax $ 2,400,000 $ 2,040,000 $ 2,040,000

(source: Beyer & Trawicki, 1972, p. 49)

Table 2. Comparison of profitability accounting, direct costing, and total costing

Direct costing Profitability accounting Total costing 
Sales $8,000,000 $8,000,000 $8,000,000 

variable cost 4,800,000 4,800,000 
Cost of sales 5,800,000

Contribution profit $ 3,200,000 $ 3,200,000 
Gross profit $ 2,200,000 
Fixed and programmed costs 2,400,000 2,400,000 
Inventory fixed cost adjustment (360,000) 
(subtraction) 
Selling, general and administrative 1,040,000 
expenses

Profit before tax $ 800,000 $ 1,160,000 $ 1,160,000

(Source: Beyer & Trawicki, 1972, p. 50, partially modified)
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inventories varies greatly from firm to firm, even within the same industry, because it 
depends on the concepts of direct cost and the period cost assumed by each business 
manager (Beyer & Trawicki, 1972, p. 48).

STRUCTURE OF PROFITABILITY ACCOUNTING

Income Statement in Profitability Accounting

The components of profitability accounting are profit planning, responsibility 
accounting, multidimensional data classification, contributed profit, exception 
reporting, comprehensiveness and elasticity. So, what kind of profit and loss is 
calculated in profitability accounting with such components? The income statement 
is shown in Table 1 and Table 2. The design principles are as follows.

Profitability accounting adopts the principle of revenue/cost matching. This is the 
basis for linking the problem of calculating the net income of the entire enterprise 
with the total costing method. Profitability accounting not only provides a measure 
of profit by full cost accounting but also allows full recognition of cost behavior by 
showing in the income statement, as in direct cost accounting, sales less variable 
costs for the period (Beyer & Trawicki, 1972, p. 49). Thus, in profitability accounting, 
the concept of contributory profit in direct costing is incorporated in the statement 
that reports profit consistent with the calculation by full costing. This allows the 
following benefits to be realized (Beyer & Trawicki, 1972, pp. 50─51).

1.  The formal introduction of the concept of contributory profit facilitates planning 
and forecasting of decisions about increasing or decreasing production, or 
expanding or abandoning products or markets.

2.  The concept of profit in total costing allows profit to be calculated and reported 
within a generally accepted framework.

Table 1 shows a case in which the sales volume exceeds the production volume 
and the inventories at the end of the period are lower than the inventories at the 
beginning of the period. By subtracting the difference of $360,000 between the 
beginning and the end of the period in fixed costs included in inventories from the 
contribution profit, the profit before tax of profitability accounting and full cost 
accounting is matched. On the other hand, Table 2 shows the case where production 
exceeds sales and inventories at the end of the period increase more than inventories 
at the beginning of the period. By adding the difference of $360,000 between the 
beginning and the end of the period in fixed costs included in inventories, the profit 
before tax of profitability accounting and full cost accounting will match.
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Data Collection and Classification in Profitability Accounting

Responsibility Accounting and Data Classification

A major pillar of profitability accounting is the design of an accounting system 
based on responsibility accounting. For management information systems to function 
effectively, a clear allocation of responsibility is essential. This is because business 
activities are carried out by human beings, and data becomes useful information 
only when it is in a form that can be used by specific business managers in their 
actions (Beyer & Trawicki, 1972, pp. 19-20). In other words, a clear allocation of 
authority and responsibility identifies what kind of information is needed by business 
managers. Profitability accounting systems are built on this fact.

Therefore, in profitability accounting, the original data of revenues, costs, and 
profits are collected and classified according to the responsibility structure of the 
organization The planning and control system is constructed so that the necessary 
information can be communicated to management in the most useful form. Such 
a conformity process serves the dual purpose of providing managers with the 
information they need to perform their jobs and providing a basis for evaluating 
their performance

The information categorized by responsibility shows the results of each 
manager’s past actions. Such information enables managers to identify important 
areas that need attention and consideration. Therefore, the information categorized 
by responsibility is extremely useful not only in evaluating the performance of 
managers but also in helping managers to perform their tasks. This is not only a 
control of the business manager but also control by the business manager. Therefore, 
the setting of responsibility in profitability accounting is not a restrictive concept, 
but a constructive concept (Beyer & Trawicki, 1972, p. 20).

In particular, it is difficult to establish cost responsibilities and allocate cost 
responsibilities in indirect departments that provide services to multiple product 
lines. This is a problem of clarifying who is responsible for which costs, and an 
organization chart should provide the necessary information to solve such problems. 
The process of setting responsibility for revenue and profit is similar to that of 
setting responsibility for the cost. This is done by the following procedure (Beyer 
& Trawicki, 1972, p. 20-22).

1.  Allocate responsibilities to specific management personnel who have the 
authority to exercise control.

2.  Set standards and targets for each area of responsibility.
3.  Collect actual revenue and profit data for each area of responsibility and 

compare them to predetermined targets.
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Multidimensional Data Classification

Multidimensional data classification is the classification of the inputs to the database 
that supports the accounting system in such a way that it has complete flexibility. 
By classifying input data in this way, an accounting system can process and provide 
the necessary information for almost any information request (Beyer & Trawicki, 
1972, p. 15). The most essential property of a management information system is its 
ability to convey information in a meaningful and useful form for the management 
of a company. However, the realization of such a system is difficult because there 
is no single information format that is appropriate for all business management 
needs (Beyer & Trawicki, 1972, p. 22). Profitability accounting aims to satisfy all 
information needs of business control, profit planning, and various decision making, 
including financial accounting purposes, by a single system. Such a system is made 
possible by modularizing and classifying the data in a multidimensional manner. 
By combining and providing such modularized and multidimensionally classified 
data as needed, a system that can meet any information needs can be realized. The 
criteria for such multidimensional data classification are classification by information 
requirements of subunits and classification by data categories Responsibility for 
costs and revenues is the basis for one dimension of segmentation in all firms. This 
provides a mechanism for reporting costs, revenues, and profits according to the 
control and responsibility structure of the organization (Beyer & Trawicki, 1972, p. 
23). However, in most cases, segmentation in a single dimension is not sufficient. 
Other examples of segmentation are product lines, sales regions, and distribution 
channels. Therefore, the data classification should be able to extract data for each 
of these identified subunits separately (Beyer & Trawicki, 1972, p. 24).

Setting up Accounts and Creating Account Charts

In profitability accounting, data is collected, classified, processed, and communicated 
using the following principles.

•	 Revenue, cost, and profit data are classified according to the organization’s 
responsibility structure.

•	 Information is created for each responsibility of the business managers and 
communicated in such a way that it can be used for their actions.

The basic scheme for the collection and classification of all financial data is 
provided by the chart of accounts. The design of the chart of accounts is particularly 
important in profitability accounting, because the proper construction of the chart of 
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accounts achieves the two principles of data processing in profitability accounting 
described above, as follows.

•	 Data classification by responsibility is performed.
•	 The data is edited and classified for reporting to business managers and 

external users.

At the same time, the classification system must recognize that the data can be 
sorted and edited to serve a variety of purposes. These principles of data classification 
are equally applicable to a wide variety of organizations, not only in manufacturing 
but also in services and distribution (Beyer & Trawicki, 1972, pp. 53─54). A chart 
of accounts reflects the organizational structure problems as they are, so creating a 
chart of accounts cannot solve the organizational structure problems.

Elements of the chart of accounts or the information and control system cannot 
correct the basic organizational weaknesses of the enterprise or the shortcomings of 
the organizational chart. If organizational problems exist, they must be solved before 
the management information system can function. (Beyer & Trawicki, 1972, p. 54). 
Acknowledging that the organizational structure of a company is influenced by many 
factors and that there is no one type of organizational structure that fits all companies, the 
following general principles of organization are essential to effective company operations.

•	 Each manager has a clear understanding of the responsibilities assigned to 
him/her.

•	 Each manager is given the authority necessary to carry out his or her 
responsibilities.

These principles allow the business manager to know what is expected of him 
and that the execution of his responsibilities is not constrained. This means that 
before constructing the chart of accounts, the following should be considered, and 
if necessary, management responsibilities should be reassigned, and the chart of 
accounts revised.

•	 Authority and responsibility in the organization should be clear, with no 
overlap or misunderstanding.

•	 The organization chart should reflect the actual situation in which the 
organization functions.

A company’s accounting system is built and operated based on a set of procedures 
and schemes for organizing, classifying, recording, and summarizing the transactions 
that affect the company. As mentioned above, in profitability accounting, such a scheme 
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is provided by an account chart. An account is a summary of transactions with certain 
common characteristics, and an account chart is a listing of all the accounts used to 
record financial information for a particular company (Beyer & Trawicki, 1972, pp. 
54-55). The setting of accounts in an organization has the following characteristics:

•	 Subdivision of accounts is done to classify transactions that are related to the 
interests of the organization, or transactions for which the organization will 
benefit from the subdivision.

•	 Every transaction is recorded in some account.

The accounts include asset accounts, liability accounts, and equity accounts. 
These accounts are called balance sheet accounts, and the aggregate of all these 
accounts represents the financial position of a company at a given point in time 
(Beyer & Trawicki, 1972, p. 55).

Any transaction that occurs in an enterprise can be recorded directly in the 
above accounts. However, in reality, accountants choose to expand the accounts by 
setting up profit and loss accounts - revenue and expense accounts - to record and 
summarize transactions that affect the current year’s profit and loss of the enterprise. 
These detailed accounts are used to classify data to help control and manage the 
operations of the firm. The profit and loss accounts are summarized and compiled 
at the end of a given period to show the net effect on profit and loss for that period. 
The asset, liability, and equity accounts may also be further subdivided to provide 
the information needed for control and reporting. However, unlike profit and loss 
accounts, these accounts do not need to be closed at the end of the period because 
they always represent the current state of affairs (Beyer & Trawicki, 1972, p. 56).

Whenever feasible, each account should be subdivided to reflect one type of 
activity, one person’s responsibility, and one type of behavior, and each account 
should contain relatively homogeneous data. The advantages of such homogeneity 
in the accounts are as follows:

•	 It is essential for effective cost control.
•	 To reduce the need for special investigations of certain accounts.

To identify individual accounts, each account is given a code consisting of 
several digits. In the construction of the chart of accounts, each account is given 
a code consisting of several digits to identify the individual account. The basic 
principle of a coding system that assigns such a code is that the digits of each code 
have a definite meaning as well as their value. In the design of a coding system, 
the following contradictory principles should be satisfied simultaneously (Beyer & 
Trawicki, 1972, pp. 58─60).

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



16

Design Principles of Profitability Accounting

•	 Simplify the coding to the extent that it does not interfere with easy 
understanding and application.

•	 Coding should be detailed enough to be flexible enough to be modified and 
extended without recoding.

As mentioned earlier, in profitability accounting, the collection and recording of 
revenues and expenses are done by responsibility. The chart of accounts is designed 
to reflect the responsibilities embodied in the organization chart by using the above 
coding system and subdivided accounts. In this way, at any level of management, 
the actual and expected costs for which managers are responsible can be easily 
summarized and reported (Beyer & Trawicki, 1972, p. 60).

A selection of coding examples is shown in Table 3. In the main text, there are 
seven pages of coding examples.

THE SIGNIFICANCE OF PROFITABILITY ACCOUNTING 
FROM THE PERSPECTIVE OF FINANCIAL CONSISTENCY

The Concept of Consistency of Financial 
Management in Profitability Accounting

As mentioned in Section 2.2, Beyer & Trawicki (1972) does not develop a discussion 
based on a prior dichotomy between financial accounting and management accounting, 
but rather presents three roles of accounting and aims to construct an accounting 
system in which each is fulfilled in a single system. This is profitability accounting, 

Table 3. Coding of accounts

Account number Account name (balance sheet account)

100 cash

110

101 Savings account 
102 Deposits of salaries and dividends 
103 Working capital for sales 
104 Petty Cash 
Marketable securities

120
111 U.S. Treasury Bonds 
112 Other marketable securities 
Bills and accounts receivable

121 Bills receivable 
123 Accounts receivable 
125 Claims

(Source: Excerpted from Beyer & Trawicki, 1972, p. 74)
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and it can be said that Beyer & Trawicki originally aimed at an accounting system that 
is consistent with financial management. To be more precise, rather than integrating 
financial and managerial accounting into a single system, Beyer & Trawicki tried to 
construct an information system that could fulfill the roles of financial accounting 
and managerial accounting according to the objectives of the original one.

The structural essence of profitability accounting is direct costing designed from 
the perspective of responsibility accounting. Profitability accounting is designed 
so that it can be used not only for internal management (management accounting) 
but also for external reporting (financial accounting). In this regard, it can be said 
that it is close to the state of financial control agreement that Taipaleenmäki and 
Ikäheimo (2013) think. By the way they use the term “institutional accounting” 
instead of financial accounting and call it a control agreement. Taipaleenmäki and 
Ikäheimo show the relationship between management, institutional accounting, 
and management accounting, and the congruence of control and management 
(congruence of financial control) from the concept of management approach 
in IFRS, as shown in Figure 1 in the form of “Integration of Management and 
Accounting”.

In profitability accounting, organizational segmentation and cost classification 
are conducted based on responsibility accounting. Segmentation and cost 
classification are not completely objective and there is no single “solution”. The 
management philosophy of the manager enters into the process. Various management 
decisions are made using the numerical values of the accounting system designed 
in this way. The profits for management accounting are converted into profits for 
financial accounting and made public. This is exactly the relationship shown in 
Figure 1.

Figure 1. Integration of management and accounting
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Fixed Cost Adjustment for Financial Consistency

As mentioned earlier, Beyer & Trawicki (1972) positions the essential characteristics 
of direct costing as including the function of external reporting. There are two reasons 
for them to make this point: first, the circumstances of the establishment of direct 
cost accounting. The first time direct costing had appeared in the literature was in 
Harris (1936), and the contributory profit method itself had been conducted as a 
special cost survey before. The reason why Harris is called one of the originators of 
direct costing is that he realized the calculation of contributory profit in the ordinary 
profit and loss account. The original aim of Harris was to create an income statement 
in which sales and profits are correlated, and it was more a modification of the 
profit calculation mechanism itself rather than an internal use of contributory profit. 
One reason is that there was a major controversy over external reporting between 
Horngren and Sorter (1961) and Ferrara (1963) between the first and second editions 
of Profitability Accounting. In this debate, Horngren and Sorter, a supporter of direct 
costing, argued that direct costing could be applied to external reporting from the 
perspective of accounting theory. The theory that became the pillar of this argument 
is the future cost avoidance theory, which states that the service potential of an asset 
is its ability to avoid incurring the same type of cost in the future. As this argument 
was developed, Beyer & Trawicki considered that the essential characteristic of 
direct costing is that it includes the function of external reporting.

However, Beyer & Trawicki argues that the profit concept used in external 
reporting is based on total cost accounting. In a series of arguments, Ferrara argued 
that the service potential of an asset lies in its ability to earn cash in the future and 
that there is no difference between variable costs and fixed costs in this ability. 
Therefore, he argued that the distinction between product cost and period cost 
should not be made based on cost behavior. As we saw in section 2 above, Beyer & 
Trawicki supports this view. For this reason, internal reporting accounting is based 
on direct costing, which is useful for responsibility accounting, and makes certain 
adjustments so that the reported profit matches that of full costing. The device is the 
so-called fixed cost adjustment. As can be seen in Table 1 and Table 2, the structure 
of profitability accounting itself is direct costing, which calculates the contribution 
profit. By applying fixed cost adjustment to it, the profit for external reporting is 
calculated. The systematic mechanism that facilitates this adjustment is the use of 
information systems as described below.

Relationship With Information Systems

Beyer & Trawicki (1972) state in Chapter 1 that profitability accounting systems 
should be designed to satisfy a wide range of information requirements of business 
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managers, and that the system’s database should contain all useful accounting 
input data for both financial and management accounting purposes. Then, in the 
final chapter describing the future outlook, “the direction of a new management 
information system,” is shown, which is as follows (Beyer & Trawicki, 1972, p. 340).

1.  Further use of business models
2.  Inclusion of external information in company databases

In this paper, business models are simulation models that support planning, control, 
and decision-making. The authors point out that the development of computers will 
make it possible to use these models. Profitability accounting already assumed the 
use of EDP in the first edition (1963) and was intended to utilize computer systems. 
The second issue is the scope of the database. They point out that future information 
systems should include not only information within the enterprise, but also data 
about customers, competitors, markets, and the economic environment. This will 
make it possible to visualize comprehensive statements that explain the inputs and 
outputs of society and the environment (Beyer & Trawicki, 1972, p. 341). This is a 
point that foreshadows the use of big data in the modern era.

In addition, the multidimensional data classification and coding of accounts in 
profitability accounting are based on the assumption that information systems will 
be used. This concept is still applicable today. In many cases, ERP is assumed to 
be used when constructing an accounting system for a FILP. For example, Vaassen 
and Hunton (2009) present a case study of a credit company that built an accounting 
system based on ERP. In this case, SAP’s ERP is used. In the constructed system, 
data flows in the same direction from the business system to financial accounting 
and management accounting via a data warehouse (DWH) that stores the data of the 
smallest unit of transactions. The concept of processing information from a single 
database into the necessary information according to the purpose, rather than using 
separate databases, is followed by Beyer & Trawicki (1972). The ERP and the next-
generation information systems will enable smooth adjustment of fixed costs and 
calculation of profits consistent with those of the financial management.

CONCLUSION

As information technology advances, accounting information systems are also 
undergoing significant changes. However, the question of what kind of information 
should be provided as accounting, and what kind of management philosophy should be 
used to design the necessary accounting system, should be separated from the simple 
issue of the progress of information technology. Of course, there is no denying that 
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new information needs arise as a result of the progress of information technology, but 
we should not forget that the needs for accounting information arise first of all from 
the business management needs (including the need to explain responsibility to the 
outside world) of business managers. In this sense, Beyer’s concept of profitability 
accounting has not yet faded as a design concept for an accounting system that is 
consistent with financial management.
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ABSTRACT

This chapter addresses the concept of non-financial reporting from a theoretical 
perspective. The main objective of this chapter was to present the literature on the 
key issue of non-financial reporting. The authors present various aspects of non-
financial reporting, such as the creation of value through non-financial reporting, its 
advantages and disadvantages, the trend toward standardization and the adoption of 
an integrated report, and the interpretation of the information provided to stakeholders 
through NFR. All aspects presented and analyzed are based on existing expert 
studies and university studies. The chapter ends with the authors’ conclusions on 
the importance of integrated reporting. This input from the authors opens up new 
opportunities to exploit the information content specific to non-financial reporting, 
which is particularly relevant to all stakeholders.
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INTRODUCTION

Despite advancements in sustainability reporting, rating agencies, investors, and 
benchmarking agencies continue to bombard firms with questions. As a result, 
several parties such as researchers, corporations, and interest groups are aiming 
for the adoption of a single standardized report that includes financial, social, 
and environmental performance reporting. All of these parties agree that there is 
a disconnect between the sustainability information that stakeholders want and 
the sustainability information that organizations give. Transparency is the force. 
Globalization, quick communication, structured civil society, and now a trust issue 
has all altered the game’s rules. Firms are beholden to complicated and evolving sets 
of norms, ranging from unyielding webs of “stakeholders” who make judgements on 
business behavior to new and old legislation that control and frequently complicate 
ordinary activity. Every action and blunder are scrutinized in this transparent 
world of rapid communications. And any corporation with a brand to defend is at 
risk. Customers may now assess the quality of goods and services on previously 
unimaginable scales. Employees provide previously classified information regarding 
business strategy, management, and issues. Businesses and their partners must share 
personal information with one another in order to work efficiently. Today, powerful 
investors possess or manage the majority of money, and they are gaining X-ray vision. 
Finally, in an age of rapid communication, whistleblowers, investigative media, 
and Googling, people, NGOs, and communities constantly scrutinize corporations.

We require a complete, networked, real-time system that, via integrated reporting, 
gives a single version of the truth to all parties involved, both within and outside. 
When viewed in this light, redefining reporting is not a chore; it is at the core of a 
company’s and even our economy’s performance and survival. The objectives of this 
chapter are: (1) presentation of non-financial reporting (NFR) as a tool for value 
creation to company’s stakeholders; (2) establishing an overview of non-financial 
reporting’s perspective; (3) achieving the transition from sustainability to integrated 
reporting; (4) presentation of non-financial reporting’s skepticism and flaws; (5) 
presentation of key stakeholder in non-financial reporting.

BACKGROUND

NFR as a Tool for Value Creation to Company’s Stakeholders

In today’s globalized corporate environment, providing high-quality services or 
products to clients has become increasingly difficult and demanding. Furthermore, 
corporations are under pressure to act in socially responsible ways to serve the 
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interests of their internal stakeholders (e.g., shareholders, clients, creditors, suppliers, 
and employees) and external stakeholders (e.g., public authorities, community, non-
governmental organizations, the environment) in terms of social and environmental 
(Korschun et al., 2016) and quality concerns (Frolova & Lapina, 2015).

In comparison to conventional financial reporting, modern stakeholders want 
increasingly complex information and request supplemental disclosure. In addition to 
mandatory disclosure, corporations voluntarily provide additional data in the hope that 
this information will help the stock market better understand the driving constituents 
of company value. Voluntary disclosure is critical for closing the knowledge gap 
between businesses and their stakeholders (Lim et al., 2007; Hassanein & Hussainey, 
2015). The inclusion of non-financial information in corporate reports considerably 
adds to information transparency and is thus a major problem in economies across the 
world (Maroun, 2017). A rising number of organizations are disclosing information 
on the impact of their activities on the environment, corporate governance, society, 
and human rights. This greater availability of non-financial information has raised 
awareness of the value of these reports in reflecting organizational behaviors (Sierra-
Garcia et al., 2018). The sharing of non-financial reports is a strategic measure that 
significantly enhances organizations’ engagement with their stakeholders (Miska 
et al., 2013).

Creating value for stakeholders is a wide notion that balances the interests of 
several stakeholder groups at the same time. Because the firm is seen as a part of the 
environment, this notion serves as the cornerstone of long-term business. Corporate 
performance, according to that idea, is considered as a function of the balance between 
economic, social, and environmental components of business activity. There is no 
question that businesses operate in an environment with various interrelationships 
and interactions. As a result, a corporation should not be considered merely as a tool 
of the ownership, but as an organizational unity having control over multiple groups 
that should work in tandem (Kochalsky, 2016). Therefore, a company’s performance 
must be judged on the basis of its economic performance, environmental quality, 
and social justice (Svendsen et al., 2001).

Business models have changed radically in recent decades, and non-financial 
reporting is considered justified, at least to some extent (Alcaraz & Rodenas, 
2013). One of the claims that justifies running a business focused on the interests 
of stakeholders is that value creation is done through a process that involves all 
stakeholders (Asher et al., 2005). Risk is taken not only by shareholders but also by 
other stakeholders. When a company goes bankrupt, it affects not only shareholders 
but also workers. In this case, there is no reason to exclude the interests of these 
workers from their business strategy. This view changed the social nature of the 
company and the basic understanding of the relationships between its components 
(Retolaza et al., 2015).

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



24

A Holistic Picture of Non-Financial Reporting

The level and scope of stakeholder involvement in reporting mechanisms by 
companies and other organizations has increased (Bellucci & Manetti, 2018), in the 
recent years, which is not a coincidence. Crowther (2013) traces the archeology of 
corporate reports and, over time, the amount of information provided to shareholders 
first, then potential investors (Gilmore & Willmott, 1992), and other stakeholders 
shows an increase during the 20th century. Companies have recognized the benefits of 
broader disclosure. Similarly, disclosure of non-financial information has increased 
rapidly over the last decade as companies recognize the commercial benefits of 
increased transparency (Aras & Crowther, 2009). Bini et al. (2019) shows that, the rise 
of the information-based economy has made non-financial indicators more important 
to both business owners and stakeholders. Some studies argue that incorporating 
non-financial indicators into an organization’s performance measurement system 
contributes to the strategic direction of the organization and has a significant impact 
on the effectiveness of the organization (Bini & Bellucci, 2020). Moreover, non-
financial indicators are needed to understand past performance and future potential 
and to make informed investment decisions. These shed light on important aspects 
of the company that cannot be represented financial indicators (Bini et al., 2019). 
Non-financial reporting allows organizations to assess how they contribute (or are 
expected to contribute) to improving (or deteriorating) economic, environmental 
and social conditions at the regional and global level (GRI, 2016).

For decades, the debate over who a company should aim for is: short-term financial 
profits or long-term non-financial goals. Both terms are used to refer to conflicting 
goals of a company, emphasized by the shareholder theory (Friedman, 1970) proposed 
by Friedman and the stakeholder theory (Freeman, 1984) proposed by Freeman. There 
is an important part of the academic literature that states that taking into account the 
interests of stakeholders is not always in conflict with efforts to maximize profits. 
Therefore, the instrumental stakeholder theory described by Donaldson & Preston 
(1995) states that companies that consider all stakeholders also perform better in 
“traditional performance perspectives” such as profitability. The exercise of ethical 
principles aimed at meeting the company’s social activities and stakeholder needs is a 
tool used to achieve financial performance (Jones, 1995). This is especially true when 
considering the long-term value that shareholders get from the company.

According to Hillman & Keim (2001), building better relationships with key 
stakeholders is an intangible value that gives companies a source of competitive 
advantage. Helping to develop an asset can lead to increased shareholder wealth 
(Verheyden et al., 2016). A study performed by Zumente & Bistrova (2021) suggests 
that qualitative and non-financial factors make the most significant contributions 
to value creation (Zumente & Bistrova, 2021). Categories such as stakeholder 
involvement, employees, reputation, customer value, and transparency show well-
developed key stakeholder relationships. Stakeholder involvement and various aspects 
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of relationship management are key drivers of shareholder value. These findings 
need to be considered by companies looking at potential means of increasing long-
term shareholder value.

Companies with healthier ESG performance can benefit from a better reputation 
and image, facilitate employee recruitment and retention, and increase customer 
loyalty. These non-financial factors serve as a source of competitive advantage over 
other companies, leading, in the long run, to higher profits and lower costs associated 
with employee turnover, thus increasing shareholder value. Other variables that 
contribute to improved ESG performance, at the enterprise level, such as: higher 
quality operational skills, higher quality management. These factors demonstrate 
the ability of a company to make strategic, informed decisions, efficiently allocate 
capital, and operate the company efficiently and in a productive and value-added 
way. Reputation, management, and operational performance factors that have been 
shown to be actively associated with ESG disclosure do not directly lead to a higher 
corporate reputation, but investors can increase the efficiency and confidence of 
corporate governance (Zumente & Bistrova, 2021).

Long-term value creation is impossible if the organization does not consider 
the interests of key stakeholders. ESG policies and activities that consistently 
demonstrate strategic accountability and transparency develop trust that stakeholders 
will be rewarded through increased engagement and satisfaction. Trust is positive 
and focuses on adjusting profits. Non-financial reporting helps organizations set 
future directions and engage key stakeholders by proactively communicating key 
value opportunities and potential risks (Table 1).

Overview of Non-Financial Reporting’s Perspective

The latter half of the 20th century and the beginning of the 21st century can be said 
to be a period of great change in the field of corporate reporting. The most important 
trends of recent years are the emergence and global expansion of corporate non-
financial reporting practices. Concurrently, as the size of annual reports grows, so 
does the amount of non-financial data, and new types of corporate reports have 
become popular: social reports, reports on sustainable development, and integrated 
reports. It may also be positioned as an alternative to “traditional” financial reporting. 
Since 2000, corporate non-financial reporting practices have become increasingly 
standardized. Until recently, standardization was only concerned with how to create 
and audit new types of reports. These standards, issued by non-governmental 
professional organizations, are strictly for advisory reasons. But the most recent 
move in this direction is the implementation of EU Directive 2014/95/EU in 2017. 
This requires large companies to provide information on social responsibility (EU 
Commission, 2014).
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There are about 30 worldwide frameworks for reporting on sustainability (Brown 
et al., 2009b). The Position Paper of the European Federation of Accountants (FEE) 
(2016) recognizes that nine international frameworks and guidelines are appropriate 
for compliance with the Directive. These frameworks have been provided by GRI, 
IIRC, SASB, AA, UNGC, OECD, EFFAS, and ISO. FEE also promoted another 
conceptual framework, Core and More, to integrate NFI into corporate reporting 
(FEE, 2015).

The framework in Table 2 creates a “new institutional global infrastructure” 
for NFR, which creates pressure to adopt NFR (Waddock, 2008). There are two 
main reasons for the following frameworks: Some provide compliant disclosure 
frameworks and standards through NFR’s detailed instrumental methods (GRI, 

Table 1. Company’s stakeholders and possibilities for value creation through NFR

Type of 
Stakeholder Possibilities for Value Creation

Investors

- By integrating financial and non-financial risks, opportunities, and performance, NFR 
can provide more transparent and meaningful disclosure. 
- Obtaining a lower cost of capital by offering an expanded overview of projected future 
risks and planned mitigation strategies 
- Exemplifying how upcoming investment based on various integrated resources might 
lead to financial capital growth.

Employees

- Assessing the experience of employees and how culture supports strategic priorities. 
- Identifying and prioritizing workforce engagement that are tied to organizational 
performance. 
- Supporting strategic staff planning, which includes identifying important skills for 
the organization’s future direction, measuring competences, and developing suitable 
learning solutions throughout the organization.

Suppliers and 
vendors

- Improving visibility of supply chain risks, along with the financial consequences of 
poor performance management in terms of ESG. 
- Possibility of developing more sustainable vendor partnerships 
- Opportunities for collaborative learning to enhance the delivery of value-added goods 
and services based on defined financial and ESG objectives.

Regulators

- Explicitly illustrating how legal obligations are satisfied (and maybe surpassed) by 
releasing a broader collection of non-financial data and information 
- Trying to quantify the growing importance of ESG investments, as well as their 
impacts on public domain 
- Enhancing public trust and fortifying the organization’s operating license by more 
transparency related to financial and ESG performance, outputs and results.

Society

- Improving societal openness and trustworthiness through more significant and 
complex reporting on major financial and environmental, social, and governance 
concerns and effects. 
- Exemplifying organizational “multi-capitalism” by linking traditional financial 
performance indicators and capital utilization with ESG-based capitals and their 
implications on social stakeholders. 
- Demonstrating financial and ESG value creation and risk reduction actions in the 
short, medium, and long term.

Source: BDO (2018)
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SASB, EFFAS, ISO 26000), while the others, using principles-based methods, 
provide more flexible frameworks and structures for reporting (IIRC, AA, OECD, 
FEE). Some frameworks are in line with the perspectives of various stakeholders 
(GRI, AA, ISO, FEE). Others are primarily focused on financial stakeholders (IIRC, 
SASB, EFFAS etc.). Differences tend to focus on the principle of materiality and 
affect the type of information that should be included in non-financial statements. 
Current reporting frameworks address different stakeholders and cover a variety of 
characteristics and ideas in quest of a competitive advantage. FEE (2016) clearly 
states that “for clarity and comparability, businesses should properly disclose the 
frameworks used and why they are used.” However, it can be difficult to adopt a 
framework that competes in a consistent manner across countries, and comparability 
is far from realistic in such a highly competitive institutional environment. These 
frameworks are also expected to help businesses create equivalent sustainability 
accounts. In practice, guidelines and frameworks contribute more to the common 
language than comparable information (Brown et al., 2009a). Therefore, as long 
as there is a contradiction between the reporting frameworks, the world is far from 
achieving harmonized and comparable information (Table 2).

From Sustainability to Integrated Reporting

Many separate reporting strategies have emerged throughout history in response 
to the needs of the business environment, including financial, corporate social 
responsibility, and sustainability reporting. Stakeholders now want more information 
in the simplest way possible, but many organizations continue to produce self-
standing and truly long reports to illustrate their financial and non-financial results. 
However, independent analysis of reports to understand and decide on a company’s 
actual performance is insufficient. In addition, the aspect of the value creation of 
these reports is still in dispute. As a result, corporate reporting needs to take a step 
forward to say more with less, a process known as “integrated reporting” (IR), which 
brings together all the pieces of the puzzle (Sarioglu et al., 2019).

In 1993, the Institute of Directors of South Africa invited Mervyn King, a 
former judge of the Supreme Court of South Africa, to head a corporate governance 
committee. The Committee’s first report (King I) was published in 1994, followed 
by a revised edition (King II) in 2002. A third edition (King III) was launched in 
2009. The Johannesburg Stock Exchange started to require listed companies to 
comply with King III criteria in March 2010. The annual reports in South Africa 
are expected to illustrate a company’s leadership, sustainability, and good corporate 
responsibility, and are called “integrated” reports. Integrated reporting is seen as a 
“key challenge for leadership” in King III, with sustainability becoming “mainstream” 
(Downes, 2015).
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King is the director of GRI, which advocates for the adoption of integrated 
reporting throughout the world. The Prince of Wales hosted a gathering of investors, 
corporations, accounting organisations, and UN representatives, including GRI 
experts, in 2009 to launch the International Integrated Reporting Committee (IIRC). 
The IIRC was renamed in 2012. portrays itself as a worldwide alliance of regulators, 
shareholders, corporations and NGOs leading the way in driving corporate entities 

Table 2. Frameworks, goals, and topic of reporting

Frameworks Goal Topic

GRI (since 1997)

Assist organizations in communicating their impact on 
social and environmental issues and provide shareholders 
with a tool for analyzing and comparing firms’ CSR 
performance

Sustainability

AA (since 1999)

Provides a set of principles to shape and organize how 
they comprehend, manage, administrate, execute, assess, 
and communicate responsibility, as well as a high-
level principles-based assurance standard emphasizing 
the significance of materiality, completeness, and 
responsiveness.

Materiality; stakeholder 
engagement

OECD 
(Since 1999)

Assist companies in making a good contribution to a 
healthier environmental, social, and economic environment. 
It aims to influence investment decisions by introducing a 
fresh perspective - by redefining the effect of corporations 
on society.

Disclosure

UNGC 
(Since 2000)

Aims to connect company operations and plans with ten 
globally acknowledged, guiding, and overarching principles 
in the areas of human rights, the environment, employment 
and anti-corruption.

Disclosure of company 
policies and activities 
that are ethical and 
sustainable

EFFAS 
(Since 2010)

Offer a foundation for incorporating CSR data into business 
performance reporting

KPIs, 
Capital market

ISO26000 
(Since 2010)

Promote the dependability and openness of enterprises’ 
CSR communication and transparency, and provide a 
consistent and universal framework for CSR concepts and 
processes

Social responsibility

IIRC 
(Since 2010)

By incorporating financial and NFI, the goal is to clarify 
how value-relevant information fits into the processes of the 
business and therefore assist integrate long-term decision 
making into the management of the undertaking.

Integrated thinking, 
Business model, 
Capitals, Key value 
drivers

SASB 
(Since 2011)

Support and implement accounting standards addressing 
social and environmental concerns

Financial regulation, 
KPIs, Materiality

FEE Core and 
More 
(Since 2015)

Intends to organize information in accordance with its 
significance to users. The Core report would convey what 
is deemed significant for a wide variety of stakeholders. 
Supplementary material, or information aimed at specific 
stakeholder groups, would be placed in the More reports.

Multi-stakeholder, 
Materiality, Relevance, 
Comparability 
Interactivity

Source: (FEE, 2016; La Torre et al., 2018)
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throughout the world toward broader reporting on their operations. It is chaired by 
Mervyn King. PricewaterhouseCoopers developed a “value reporting” framework, in 
1999, that highlighted information that was similar to all industries and businesses: 
market overview, strategy, value management and performance. It established an 
integrated sample reporting scheme including dozens of organizations from across 
the world in 2011. The paper is used to “speed up” the global adoption of integrated 
reporting.

Integrated reporting is a new standard for corporate communication that helps 
produce financial and other company reports. It is a process that results in concise 
communication on how an organization’s strategy, governance, performance, and 
prospects contribute to the creation of value in the short, medium, and long term 
(IIRC, 2011). Instead of having a separate sustainability report, integrated reporting 
calls for merging the financial and sustainability reports into a single report. 
The idea of an integrated report is that by merging financial and non-financial 
reporting, companies will have a better chance of integrating sustainability into 
the whole business (Eccles & Krzus, 2010). The purpose of integrated reporting 
is to make the links between an organization’s strategy, governance, and financial 
performance clearer, as well as the social, environmental, and economic context in 
which it operates (IIRC, 2011). Indeed, one of the distinctive features of integrated 
reporting is its objective to generate a concise report presenting the most important 
actions, outcomes, risks, and social, environmental, and economic opportunities of 
an organization in a way that reflects the interconnected nature of these factors (De 
Villiers et al., 2014).

Since its establishment in 2010, the International Integrated Reporting Council 
(IIRC) has gained much interest (Busco et al., 2014; Eccles & Krzus, 2010). IIRC 
is a global alliance of regulators, investors, businesses, standardization entities, the 
accountancy profession, and non-governmental organizations. This group agrees that 
the next step in the development of corporate reporting should include communication 
on value generation (IIRC, 2013b). IIRC recommends that companies provide a 
single report that includes both financial and non-financial data (Busco et al., 2014; 
de Villiers et al., 2014; Eccles & Serafeim, 2014). The aim of the IIRC is to move 
from a situation where financial and non-financial data are accounted for separately 
to a situation where integrated thinking is incorporated into the main management 
and accounting procedures, allowing integrated reporting to become the industry 
standard (de Villiers et al., 2014; IIRC 2013a, b).

An integrated report is defined as “a concise communication on how an 
organization’s strategy, governance, performance, and prospects, in its external 
environment, deliver value in the short, medium, and long term” (IIRC, 2013b). 
The major aim of integrated reporting, according to the IIRC, is to present a bigger 
and more connected picture of organizational performance than traditional and/or 
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sustainability-specific financial reporting (de Villiers et al., 2014). The purpose 
of an integrated report, in accordance with the principles of IIRC (2013b), is to 
provide a perspective on the resources and relationships of an organization, which 
are collectively referred to as “capital”.

Non-Financial Reporting’s Skepticism and Flaws

Companies are taking a significant step forward in non-financial reporting, but 
they face many challenges in designing, evolving, and sustaining reporting tools 
(Baret & Helfrich, 2016). Experienced companies are already facing problems with 
non-financial reporting tools. Therefore, it is clear that proper use of this tool is not 
easy for most businesses.

CSR-related issues and institutions form a complex social cognitive system. 
This is where the first difficulty emerges, as it is difficult for reporting tools to 
convey the nuances of such complex systems. This tool aims to codify components 
of this system with data and information and ensure that it is communicated to 
the participants of this system. This contributes to the principle of accountability 
and transparency to stakeholders according to logic that reduces information 
asymmetry.

Extensive literature arising from the information asymmetry problem and from the 
principal-agent problem was originally emphasized using convention theory (Lewis, 
1969). The first one allows us to explain the situation in which the report is about to 
change. The second makes it possible to explain the circumstances under which this 
is standardized and legitimated. For non-financial reporting, the simplification to a 
purely quantitative approach is no longer possible because of the need to integrate 
qualitative factors (Baret & Helfrich, 2016). There are two sources for this: items that 
cannot be quantified and things that are too complicated to quantify. A qualitative part 
of the information is needed to ensure that non-financial reporting is not irreparably 
reduced to “technical concepts”. In that case, non-financial reporting loses most of 
its meaning to its recipients (Baret & Helfrich, 2016).

Therefore, a company’s NFR technique must always be readjusted. New 
applications, new constraints, and new measurement methods need to be integrated. 
This aspect directly contributes to the obligations associated with complexity. 
Another challenge a company may face is the expectations of its own management. 
Here we need to integrate three types of goals that can be inconsistent. The first one, 
NFR tools, must participate in CSR learning by all employees. The second one is 
that the tool must harmonize organizational details with legislators’ expectations, 
both in its design and application. And the final one, reporting tools, addresses the 
dilemma between the need to stabilize indicators (to enable comparability) and the 
organizational routine of non-financial reporting.
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A paradigm shift in our perception is reflected in the economy and business. Green 
economy and business are fresh viewpoints on the way to sustainable business that 
impose new requirements on corporations. “Green” is a style of conducting business 
and living, that respects and preserves environmental balance. Green and recycled 
products as well as the green process are examples of green initiatives that respond 
to rising customer interest. These initiatives definitely matter to eco-consumers, and 
industry statistics indicate that this segment is rapidly growing. A green economy 
is a low-carbon, resource-efficient, inclusive and sustainable approach to reducing 
environmental hazards and scarcity.

A growing number of organizations that choose to release non-financial reports 
allows research in this area. Because there are several standards and criteria for 
this kind of reporting, and organizations are allowed to set their own reporting 
standards, it is sometimes difficult to gather and process information and data, and 
furthermore, to compare different reports. There is a definite need to increase the 
comparability of the metrics provided in NFR, especially among businesses in the 
same industry (Roca & Searcy, 2012).

The next issue pertains to the type of data and information released, the way 
the data is acquired and processed, and the manner in which the data is provided in 
quantitative and qualitative form. IT support is essential in this process since gathering 
data for NFR is generally done manually, making document preparation more difficult 
and time-consuming. The NFR process is a challenge for every organization to 
rethink and reorganize business operations and report on their progress in this area 
(Bedenik & Barišić, 2019). The quantity of information is also a challenge: “the 
more information there is in a report about individual, social, environmental, and 
economic impacts, policies, and practices, the greater the likelihood of information 
overload for readers” (de Villiers et al., 2014).

Key Stakeholder in Non-Financial Reporting

Shareholders

Non-financial reports address the fewest issues directly connected to shareholders. 
The cause of this is the fragmentation of reporting. Characterization of a company’s 
interaction with its own financial community is typically found in other materials 
devoted only to corporate governance problems. This fragmentation highlights the 
overall reporting standards’ most serious flaw: the absence of a connection between 
non-financial themes and financial results in the reports. Companies are regarded 
as failing to communicate the consequences of the sustainability strategy for their 
economic prospects and to persuade shareholders of their ability to incorporate social 
and environmental concerns into daily operations (AccountAbility, 2003). In other 
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words, managers should consider for future development of reporting practices, the 
opportunity to demonstrate the extent to which voluntary social and environmental 
activities are directly related to - not in contrast to - profit maximization and economic 
value creation.

Managers should evaluate the possibility of demonstrating the degree to which 
voluntary social and environmental actions are directly tied to - rather than in 
opposition to - profit maximization and economic value creation for future reporting 
procedures. Lai et al. (2018) discover, via interviews with integrated reporting 
preparers, that integrated reporting, in particular, allows reaching out to a larger 
audience through clearer communication. Despite the fact that shareholders are the 
primary users of the reports, integrated reporting helps enterprises be accountable 
to other stakeholders as well, which strengthens the conversation between the two 
sides. As a result, data on the implications of integrated reporting shows that there 
are advantages across ESG dimensions. Non-financial reporting reaches a wider 
audience than financial reporting. Non-financial information is increasingly important 
to investors and other shareholders who use financial reports for financial analysis 
(Dong, 2017; Kramer, 2020).

Prior research implies that when there is greater information asymmetry, 
corporations make more non-financial disclosures, which is especially true when 
there are more shareholders. In such cases, sustainability reporting may lower 
investors’ expenses for information collection and analysis while also fostering 
cross-firm comparability, especially if investors’ preferences are focused on certain 
CSR subjects.

CSR investments and the capacity to manage stakeholders have a direct influence 
on lenders’ and potential investors’ views of corporate risk. This can improve a 
company’s access to market funding (Perrini et al., 2006). As a result, transparency 
can play a critical part in the process. The company’s capacity to handle diverse 
stakeholder relationships reduces risk. Shareholders might utilize CSR efforts as a 
“sign of a firm’s successful efforts at pleasing stakeholder groups” with the visibility 
acquired via transparency (Orlitzky & Benjamin, 2001).

Another potential is to provide more in-depth investor relations reporting to 
demonstrate a commitment to frequent engagement with shareholders. All of these 
actions, when presented in a methodical and cohesive “container,” such as a non-
financial report, can help to develop a new corporate image as a transparent and open 
organization based on reciprocal listening and broad participation (Hooghiemstra, 
2000).

There is also a lack of information on shareholder and partner compensation, 
ratings, and stock price fluctuations. These topics should be covered more extensively 
in non-financial reports since they are critical for stakeholders attempting to fully 
comprehend a company’s health status and potential to produce and distribute value 
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and wealth (Perrini et al., 2006). Incorporating this information, particularly in the 
context of multi-year patterns, may provide additional opportunities to illustrate the 
link between CSR and financial success.

Europe is now ahead of the United States, where the issue of mandated sustainability 
reporting has just lately acquired traction. The existing voluntary framework is 
insufficient to satisfy the increasing information demand of investors on ESG, and 
a mandated structure is required (Hassan et. al, 2021). This may cause the topic of 
sustainability reporting to move more strongly (again) to shareholder orientation. 
As previously stated, the concept of giving ESG information stems from the need 
to supplement economic and financial information, the latter of which is obviously 
aimed solely at investors.

The double materiality criteria are required to guarantee that sustainability 
reporting is directed at a broader range of stakeholders and that social, environmental, 
and governance effects, as well as financial implications, are revealed. Only with 
such an all-inclusive strategy will a company’s goods, services, and larger value 
chain be amenable to genuine change (Adams & Abhayawansa, 2021). This, in turn, 
may benefit shareholders, who increasingly seek non-financial information and favor 
investments with a good environmental effect. As a result, a broader materiality 
notion that is not limited to financial materiality alone may be required to meet the 
expectations of investors.

Employees

The notion of sustainability has permeated all management activities, including 
strategic management, organizational behavior, supply chains, and human resources 
(HR), and has piqued the interest of practitioners and academics alike (Randev & 
Jha, 2019). The HR function is crucial to the success of adopting sustainability inside 
firms. Sustainable management of personnel, which are critical organizational assets, 
makes use of HR resources and aids in the integration of sustainability strategies into 
enterprises (Cohen et al., 2012). HR management’s purpose is to offer motivated, 
qualified, and loyal personnel and also to introduce sustainability into a company’s 
operations. Among the topics that should be addressed by such information sharing 
is reporting on employee engagement and opportunities for workers.

HR discloses information like: employee recruitment; employee-management 
relationships; employee health and safety; employee training and education; inclusion 
and equal opportunities; Pay equity for women; Supplier evaluation in regards to work 
practices; Mechanisms for filing complaints about workplace processes (GRI, 2021).

Regarding worker matters, EU Directive 2014/95/EU proposes that the 
information given in the statement may concern actions made to ensure gender 
balance, implementation of fundamental norms, workplace conditions, and respect 
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for workers’ right to be consulted. In the context of employees, the UNCG framework 
establishes principles of human rights and working conditions. According to the 
OECD framework, in the context of employees, a firm should support human capital 
development by offering education and training opportunities, increasing awareness 
of the necessity of protecting workers and their rights, and refraining from all 
types of discrimination. The ISO 26000 HR component concentrates on corporate 
governance, labor relations, and human rights. Human rights are classified as follows: 
due diligence; circumstances in which human rights are threatened; avoidance of 
involvement; complaint processing; discrimination and disadvantaged groups; legal 
rights; and basic legal principles at work (Moratis & Cochius, 2011).

The number of corporations that report on workforce activities is increasing. 
Progress is obvious, and it can be stated that following the implementation of the 
Directive on nonfinancial reporting, the quantity of reported information about 
employment problems rose, particularly in the area of HRM practices.

Customers

Organizations know that revealing upgrades customers’ impressions of corporate 
obligation and worry about their choices. It is significant for organizations to give 
trustworthy evidence that they mean to maintain all the objectives proclaimed. 
Portrayals of special approaches give additional evidence of an organization’s 
capacity to tune in and to address key partner concerns.

Particularly with respect to client relations, non-monetary reports go about as 
“holders” in which to arrange and focus on every strong action. Managers should 
concentrate on covering market development patterns and how they can draw in new 
clients without revealing sensitive data that is being used to direct the advancement 
of new items and administrations. Investigates advancements can assist clients and 
partners with better understanding and surveying an organization’s “tuning in and 
redoing” inclination. A few experimental examinations on shopper responses propose 
that “purchasers might shape surmising about missing item credits by drawing 
associations between an accessible snippet of data (e.g., organization notoriety for 
advancement and assembling capacity) and the missing trait (e.g., item refinement, 
innovativeness).” For instance, by liking the scope of new market drives advanced by 
organizations, new clients could be drawn in by organization dynamism, its restoration 
limit, and, surprisingly, its capacity to reevaluate itself to meet new market patterns.

Suppliers

In a global economy where corporations are rapidly relocating a portion of their 
manufacturing to low-cost suppliers, the accountability agenda and its associated 
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reporting activities cannot conceivably reach the full supply chain. Reporting 
on the supply chain often takes a collaborative approach between a firm and 
its suppliers on topics such as human rights, overall workplace conditions, and 
environmental concerns. Companies frequently allude to particular management 
tools when defining supply-chain management in an attempt to provide proof of such 
collaborations, hence increasing trust. They hope to demonstrate to stakeholders 
the extent to which CSR in supply chain management has been integrated and has 
become a norm in this manner. Companies also prefer to share details regarding 
remedial steps taken to remove suppliers who do not comply with the company’s 
CSR policy.

Non-financial reporting has the potential to pay much more attention to supplier 
relationships. They might, in particular, give more quantitative purchase data. 
Corporations, in fact, should wish to make it apparent that they have no unfair supplier 
rules. This would increase stakeholders’ understanding of the importance they place 
on fair play. Again, a multi-year perspective might aid in the review process. It would 
illustrate the progress of both the corporation’s supplier relationship and the supply 
chain’s growing geographical dispersion.

Government

It is worth noting how data pertaining to compliance testing and inspections is now 
useful for a firm that wishes to declare its CSR interaction with government. The 
purpose is to draw attention to the lack of outstanding investigations or fines, as well 
as to confirm the conformity of proclaimed behavior with implemented behavior. 
Companies appear to be aware of the presence of a positive relationship among 
balanced disclosure of positive and negative information and the possibility of future 
regulatory costs The expense of adjusting operational practices and management 
systems to progressively rigorous safety, health, and environmental laws is one 
example. In this manner, non-financial report disclosures on present regulatory 
compliance minimize market reaction to subsequent leaks, perhaps lowering future 
regulatory costs.

Companies should pay greater attention to giving accurate information on 
duties and taxes on the one hand, and data regarding contributions, perks, and 
short-term financing obtained by the firm on the other, in order to enhance their 
report in this area. In reality, businesses may quantify their contribution to local 
development by stressing how much of their income they share with authorities, 
such as through fees and taxes. Adopting a multi-year perspective might supplement 
this reporting by outlining projects or initiatives undertaken in collaboration with 
local governments. These individuals display a proactive approach to community 
betterment.
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Community and Environment Protection

According to studies, higher disclosures, and the use of non-financial KPIs are not 
motivated by shareholder demand. Rather, ecologists’ pressure has been proven to 
enhance the quality of environment KPI disclosures (Zarzycka & Krasodomska, 
2021). Furthermore, the usage of a company’s social performance metrics looks to 
be increasing for economic purposes and with senior management’s commitment 
(Lisi, 2018).

The fourth major CSR objective that clearly emerges from the examination of the 
content of non-financial reports is a company’s socially responsible interaction with 
the community, notably in terms of active stakeholder involvement and corruption 
prevention. As stakeholders grow increasingly engaged and capable of contributing 
more to the formulation and assessment of corporate policy, their demands must 
be prioritized. One of the most essential is the prevention of corruption. A socially 
responsible firm is one that takes all necessary precautions to avoid unethical activity, 
beginning with strong, voluntary, self-regulatory standards and in-house norms. To 
that purpose, more emphasis may be placed in reports on a company’s connection with 
the media. Media coverage of CSR-conscious businesses may educate stakeholders 
and a larger audience with new knowledge on the human factor of production and 
business methods. All of this, in turn, contributes to increased public knowledge 
of CSR-related issues, lowers information asymmetry, and significantly increases 
demand for CSR in all of its aspects.

Environmental protection is inextricably linked to community-based 
responsibilities. Companies are well aware that environmental conservation and 
respect are among their most essential duties. They are increasingly releasing a slew 
of management system to assess the environmental features of their operations and 
integrate them into day-to-day operations.

Environmental policy is frequently viewed on a global scale, influencing 
all firm operations and applied to all geographical circumstances in which 
they are engaged. Because of its extensive breadth, reporting on the company’s 
interaction with the environment is one of the most difficult, in terms of both 
the resources required to gather and analyze data and comparability throughout 
the company’s business divisions and geographically distributed departments. 
The lack of standard references expands the number of reporting techniques and 
measurement units as each organization provides its performance indicators, 
concentrating on its own interpretation of what “environmental impact” implies. 
As a result, it is becoming increasingly difficult for interested stakeholders to 
voice an impartial judgement on what firms have done in their efforts to respect 
and protect the environment.
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SOLUTIONS AND RECOMMENDATIONS

In view of the problem addressed during this chapter, we propose the following 
solutions and recommendations:

•	 Investors place a high value on corporate reporting. Long-term investors are already 
well-known for looking beyond the financial numbers. Integrated reporting is a 
required next phase in reporting quality, as environmental, social, and governance 
data is already crucial for evaluating a company’s performance and prospects.

•	 Companies cannot function without the support of the stakeholder community 
in which they operate.

•	 Integrated reporting may or may not lead to the refinement of an organization’s 
strategy. Stakeholder responsiveness, however, should be mirrored in a 
company’s business model, and this can often necessitate a strategy review.

•	 The core of integrated reporting is integrated management information that is 
consistent with an organization’s long-term goal.

FUTURE RESEARCH DIRECTIONS AND LIMITATIONS

The topics studied in this article are of future interest for both the academic environment 
and the business environment. The information presented addresses the specialized 
literature in the field of non-financial reporting and its importance for stakeholders, 
as well as the importance of standardizing this type of reporting and migration to 
integrated reporting. There is a steady increase in interest in investigating this topic, 
yet accounting researchers have long been accused of making little contribution to 
practice. We suggest the following future research directions to all those interested 
in the topic of non-financial reporting:

•	 an analysis of value-creation through NFR, to see if companies generate 
money through non-financial reporting or whether they have greater costs 
and just report to comply with it (Maniora, 2017).

•	 a collaboration between academics and practitioners in the targeted field is 
necessary to discover the benefits and drawbacks of the NFR and so better 
assess its repercussions.

•	 an analysis of the reasons why entities report in accordance with a specific 
regulatory framework (Constantin et al., 2019; Constantin et al., 2020).

Several major topics for future study are mentioned, which address constraints 
inherent in the research reported in this chapter.
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CONCLUSION

Companies have recognized the benefits of broader disclosure. Similarly, disclosure 
of non-financial information has increased rapidly over the last decade as companies 
recognize the commercial benefits of increased transparency. Studies show that, 
the rise of the information-based economy has made non-financial indicators more 
important to both business owners and stakeholders. Many separate non-financial 
reporting strategies have emerged throughout history in response to the needs of the 
business environment. Stakeholders now want more information in the simplest way 
possible, but many organizations continue to produce self-standing and truly long 
reports to illustrate their financial and non-financial results. However, independent 
analysis of reports to understand and decide on a company’s actual performance is 
insufficient. In addition, the aspect of the value creation of these reports is still in 
dispute. As a result, corporate reporting needs to take a step forward to say more 
with less, a process known as “integrated reporting” (IR), which brings together 
all the pieces of the puzzle.

There are many benefits associated with integrated reporting – both within an 
organization and from an external perspective: Encouraging the organization to 
think in an integrated way, better articulation of strategy and business model, a 
single report that is easy to access, clear and concise, Creating value for stakeholders 
by identifying and measuring non-financial factors, more direct correlation of 
non-financial performance with the company, better identification of risks and 
opportunities, improved internal processes leading to a better understanding of the 
business and improved decision making (Deloitte, 2015).

The Integrated report serves as a tool for communicating with stakeholders on the 
progress and challenges facing companies in becoming more sustainable (Armbester 
et al., 2011). It paves the way for -internal benefits; benefits may include better 
resource allocation decisions, greater shareholder engagement and other stakeholders 
(Eccles & Krzus, 2010). It also benefits the external market, meeting investors’ 
needs and ensuring that data providers report accurate non-financial information 
about the company. It manages risk, consisting in preparing a likely global wave of 
Regulation, responding to stock market demands; and prepared to cope with changes 
and developments in frameworks and standards (Eccles & Armbrester, 2011).

There is no doubt that integrated reporting is an important tool for business 
organization (Churet & Eccles, 2014; Havlová, 2015; Wadee, 2011). This tool 
integrates the characteristics of all types of reporting within it (Morros, 2016). 
Therefore, the IR is not just a business reporting, it is beyond reporting (Steyn, 
2014). The benefits of IR adoption are so obvious that corporations can provide all 
the reports and benefit from it through internal business improvement (Busco et al., 
2014; Steyn, 2014; Zhou et al., 2017). Integrated reporting is the most effective way 
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to communicate with stakeholders, which will demonstrate the overall picture of a 
business as regards future objectives and the links between financial performance 
and reporting on corporate social and environmental responsibilities. IR also helps 
improve the business model and strategy by combining them with integrated thinking 
and decision-making support.
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ABSTRACT

There is a clear correlation between a company’s business model and its financial 
decisions, such as investment and financial planning, in the case of successful 
companies with established CSR and sustainability initiatives. Increasing the 
knowledge of accounting managers about the strategic significance of environmental 
concerns is another key step once the concept of company-specific sustainability has 
been developed. One solution is to integrate decision makers into interdisciplinary 
strategy teams. This chapter presents concrete tools with which accounting managers 
can promote and support sustainable, strategically planned corporate management.

INTRODUCTION

Since the financial crisis, the concept of corporate social responsibility (CSR) has 
become a distant memory (Alzola, 2017; Barth, Landsman, Young & Zhuang, 2014). 
When discussing CSR, the economic factor is given similar weight as environmental 
and social concerns. The many elements are frequently intertwined in such a manner 
that environmental and social factors have a direct influence on a company’s financial 
success (Baker & Bettner, 1997; Caylor, 2010). Investors classify as riskier and 
accept less and less as sustainable investment businesses that pursue exclusively 
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financial objectives while neglecting the eco-social effects of their fundamental 
business and social interests (Allen & Ramanna, 2013).

The idea of corporate social responsibility (CSR) has long been argued in the 
corporate world, but more and more real-world instances illustrate that social 
responsibility is intimately tied to financial concerns and that the financial aspect 
of sustainability will be vital for the long-term viability of firms and whole sectors 
(Lukka, 2010). Ecological and social responsibility is impossible without economic 
and financial accountability - and vice versa (Li, Qi, Tian & Zhang, 2017).

Besides raising awareness, another crucial element in planning strategy work is 
the certification of accounting department staff (Hou, Jin, Yang, Yuan & Zhang, 
2015). This first has an impact on personnel in command or strategic planning. If 
these concerns are to be addressed later in the strategy process, it is critical to teach 
the fundamentals of sustainability and environmental management.

The importance of the content of ecologically oriented particular issues or trends 
might be appraised differently by stakeholder groups than by the company’s own 
management (Dennis, 2014). It is necessary to compile a list of the company’s relevant 
stakeholders, such as shareholders, customers, suppliers, banks, and workers, and 
to methodically identify the environmental factors deemed particularly important 
for that group (Florou & Pope, 2012). Based on enhanced opportunities and risks 
as well as the profile of strengths/weaknesses, the first ecological areas of action 
can be defined as guidance for formulating the strategy (He, Pan & Tian, 2017).

The balancing of all ecological benefits and negatives may, of course, be applied 
to an individual product in addition to the ecological profit and loss account at the 
corporate level. Data is collected in the same manner as company-level data for this 
purpose. Because data gathering for individual items is far less complicated than 
data collection for a complete firm, the proportion of real data obtained may be 
raised here, and the use of extrapolated data can be eliminated.

As a consequence, sustainability initiatives may be focused in areas with the 
highest potential for savings at the lowest financial cost, or where control is required 
owing to the significant effect. Aside from the desirable objective of environmental 
protection, it may also be viewed as an essential contribution to the company’s risk 
management.

Another element of the regulatory framework is the issue, ie the self-image of the 
company’s mission or purpose (Damayant, 2013). Expect an issue of environmental 
orientation or sustainability here, especially in organizations whose primary business 
is built on sustainability (Ramanna, 2008). Stakeholders, at least in this case, normally 
anticipate a clear commitment to sustainability (Li, 2010).

Based on the regulatory framework and the strategic analysis conclusions, it is now 
required to identify the unique strategic value of those actions for the organization 
(Soltani, 2014). Internal views of managers or owners, as well as opinions of 
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external interest groups, have an impact on this, resulting in very varied forms of 
strategy depending on the organization and the business climate (Richardson, 2011). 
Companies that place a high strategic value on all five levels of their business are 
thus pursuing a comprehensive green strategy.

As business partners, strategic controllers must support management in developing 
or planning, controlling, and adjusting strategies. Strategic Control 4.0 refers not 
only to the use of digital tools or offerings but also to their conscious design as part 
of a further digitally controlled development of the organization. It is of no use to 
a company to introduce a new (expensive) technology if it cannot be used properly. 
The digital business management model helps to identify areas where strategic 
control can drive an organization’s digital transformation and how this change can 
be monitored and controlled.

A business model, in general, provides the logic of how a corporation produces 
value for its customers, benefits stakeholders, and consequently profits itself 
(Schleicher, Tahoun & Walker, 2010). The mechanisms of ecological success are 
predicted or sought with the integration of ecology-oriented content into an existing 
business model or with the new development of a green business model.

BACKGROUND

As a structural framework, a variety of business model techniques can be applied 
(Byard, Li & Yu, 2011). Customer value, customer segmentation, channels, customer 
connections, important processes, and critical resources/partnerships are among the 
main features of business models, as are financial components such as profit or cost 
structure and cash flows (Barth, Landsman & Lang, 2008; Chen, Qu & Sun, 2017).

This is an iterative process in many firms that can begin in departments depending 
on the scenario and the maturity of the strategy (Ahmed, Neel & Wang, 2013). 
Environmental strategic objectives, in addition to other strategic objectives, are 
an intrinsic aspect of those target systems (Andon, Baxter & Chua, 2007; Barth, 
2013). If the content of the environmental strategy is subsequently consolidated in 
a sustainability map, the status of ecological sustainability implementation may be 
shown in real-time - with relevant criteria and metrics (Cahan & Sun, 2015).

Another important step in implementing ecologically oriented strategic objectives 
within the strategy process is integration into management systems and processes 
(Holthausen & Watts, 2001). A relationship with innovation management is an 
excellent notion for mobilizing the organization’s innovative capacity in the direction 
of (green) sustainability (Ball, 2013). It promotes discussion of the topic within the 
organization, channels creative potential, and offers new impulses to sharpen the 
strategy if it incorporates aspects of ecological sustainability, for example, in the 
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strategic orientation given for generating ideas or in the areas of strategic research 
(Chen, Tang, Jiang & Lin, 2010).

Ecological sustainability can only be successfully integrated into the strategy 
process if the managers participating in the process perceive it as a management 
task and incorporate it into the company’s strategic management culture (Doukakis, 
2014). In addition to analytical strategy work, fundamental management openness to 
environmental issues, entrepreneurial intuition and creativity in strategy development, 
organizational flexibility to incorporate the subject into company processes, and a 
strong will to implement the content of the environmental strategy all play important 
roles (Parker, 2012).

A company’s environment continually changes, and it must adapt to these changes 
in order to remain viable (Ahrens, 2008). One of these shifts is our society’s developing 
ecological challenges. On the one hand, businesses are the ones responsible for 
causing these issues, but on the other hand, they also have the potential to make a 
big contribution toward finding solutions (Arsenault & Faerman, 2014). More and 
more businesses view this as a strategic opportunity to set themselves apart from 
the competition.

Staff changes, no matter how essential, will result in changes to the organizational 
structure. Employees are required to work in addition to filling the vacancy. 
Rethinking several plans and maybe halting teamwork are feasible in situations when 
one of the partners is absent. If the individual was well-liked and liked by others 
in the organization, the shift might be due to a general drop in morale, which has a 
detrimental impact on motivation.

The choice that an employee makes regarding whether or not to continue working 
for a company is one that can be evaluated using the methods that are unique to the 
economics theory, just as we would anticipate the corporation to do when calculating 
it. The cost-benefit analysis may be used to justify the employee’s decision to the 
organization; the determining factor is mostly the incentive structure that characterizes 
the organizational environment.

It’s becoming more and more normal for top executives to get long-term 
remuneration, but leading organizations are also using specific sustainability criteria 
to ensure that they’re making the right decisions for the future. the road to long-
term corporate management The biggest impediment to widespread adoption of 
this promising method is the difficulty in creating workable sustainability metrics.

It is possible for unintended modifications to be made to the facts that are being 
researched; the components that are involved cannot be followed concurrently; the 
information that is gathered is frequently rather rich, but not all of it is of the same 
relevance. These are only some of the drawbacks that are associated with using this 
research approach.
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THE ROLE OF CORPORATE SOCIAL RESPONSIBILITY 
IN MANAGERIAL PERFORMANCE

A company’s success and all its CSR-related efforts (in regard to the social and 
environmental impacts of its main business) may at times appear to be different 
constructions during the intense public discussion (Ahmed, Neel & Wang, 2013). 
Management and control of sustainability were completely managed by specialized 
departments (such as an environment or sustainability department), whereas 
controllers had very little role in the process. One reason for this is that sustainability 
has always been regarded as secondary to the company’s performance.

The relationship between sustainability and core business is a crucial aspect 
in finding such strategic areas of action with which organizations may achieve 
financial success beyond sheer image benefits (Ahrens, 2008). When it comes to 
serious execution of the company’s sustainability plan, it is necessary to consider 
the ecological and social elements of the company’s operations, as well as the three 
dimensions of sustainability. As a result, the entire business management must be 
linked with the economic, environmental, and social components of sustainability. The 
need for a sustainability strategy for an integrated sustainable corporate management 
that takes economic, ecological, and social factors into consideration is included in 
the company’s management concept.

Corporate control activities include the merging of economic and environmental 
control information, as well as procedural accountability for modified control 
instruments (Alzola, 2017). However, due to the technical knowledge required 
in the field of environmental protection, ecological sustainability management 
necessitates collaboration with an environmental department, which is in charge of 
quality assurance of ecological data content and also serves as a coordination unit 
for operational implementation.

Additionally, one of the most significant tasks for Green Controlling is the 
incorporation of environmental information into corporate management procedures 
and tools (Ball, Li & Shivakumar, 2015). Due to the very specialized and frequently 
technical expertise required to assess sustainability measures, corporate control cannot 
handle some of these activities alone and must collaborate with other departments, 
such as environmental management.

Existing control procedures should be modified in order to take environmental 
sustainability into consideration and cooperate with other departments in processes 
after the organizational anchoring of environmental control has been understood 
(Jackson & Liu, 2010). It is possible to conduct surveys of the same nature about the 
creation of trash as well as the contamination of the air and water. The detrimental 
impact of acid rain, for example, might be utilized to assign a monetary value to soil 
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and water acidification. It is also feasible to link the expenses of diseases caused by 
air pollutants to pollution emissions.

In terms of the consideration of environmental elements of sustainability in 
control instruments, it has been demonstrated that the more strategic the subject 
is for a corporation, the greater it is (Ozkan, Singer, & You, 2012). As a result, 
technological integration of Green Controlling into current IT systems is advised. 
On the one hand, because integration clearly stresses its relevance, the presentation 
of ecological sustainability as a distinct subject in corporate management may be 
avoided.

In order to be able to support even more efficient, effective, and fast management, 
strategic control should use the three forms of digitization. They have an impact on 
the fulfilment of strategic control tasks—or more precisely, on the perception of 
the activities within the control processes, on the control tools to be used, and, in 
general, on the design of the control systems. On the one hand, control should save 
the effort of the process and thus increase efficiency and speed. On the other hand, 
control should support strategic and more differentiated and therefore more efficient 
management through data and fact-based procedures, which are characterized by 
quantified driver models and success factors. In general, management will move 
away from reactive-analytical control and toward proactive, integrated corporate 
control between companies and cross-value added.

In essence, the strategic control reporting function refers to the addition of 
strategically relevant control information to a primarily operational reporting 
system. This contains internal information on the implementation of strategic plans 
(measures and initiatives) and, as a result, the progress of strategy implementation. 
Finally, the extent to which the company’s strategic objectives have been attained, 
which is primarily decided by strategy execution, must be disclosed. However, this is 
insufficient for strategic information provision: external environmental information 
must also be supplied because certain predicted changes in the corporate environment 
are crucial premises for the strategic course of action - and this environment can 
alter at any time.

The mechanisms of strategic planning and control are intricate. A wide range of 
activities can be witnessed. Coordination, moderation, and time management are 
required in this situation. Strategic controllers take on the essential role of central 
manager of these processes as part of their coordination duty, especially when the 
impacted business units are included in the planning in accordance with the counter-
current concept.

Changes in structural elements and core parameters are the main points of 
emphasis (measures). A basic scenario serves as the starting point. However, this 
is not generated from medium-term planning, but rather from a financial projection 
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with a large horizon. If the financial projection horizon is created and extended 
automatically, the scenario analysis may be produced at any time using current data.

These digital technologies enable controllers to test the feasibility of strategy 
recommendations developed by specialized units and to develop their own impulses. 
Because, at the end of the strategic planning process, strategic control is judged by 
the output - specifically, feasible, well-founded, and easy-to-understand strategy 
initiatives that are presented to management for decision-making in an efficient 
manner that takes investment cycles into consideration.

If environmental information is automatically derived from existing data in the 
IT system, the human effort to gather the information and enter it into the reporting 
systems is reduced, and the continuing recording effort is reduced. Furthermore, this 
process guarantees a high degree of coherence between economic and environmental 
control information, increasing data trustworthiness and avoiding the effort of 
reconciling control information from diverse source systems. Because current 
systems are widely used, the installation effort for environmental management may 
be reduced to a minimum.

Corporate sustainability is more than just a passing fad; it is critically important 
to all of the company’s constituents. In addition to the direct economic consequences 
(for example, cost reduction through environmental process optimization), there are 
an increasing number of indirect effects of social and environmental performance 
on the company’s financial success (Soltani, 2014). Concerns about environmental 
and social sustainability have still not been taken into corporate governance, despite 
its strategic relevance and financial consequences.

For the financial sector and, in particular, control, the high strategic relevance 
implies that the duties involved in supporting the planning, measurement, management, 
and control of all corporate objectives should be performed to achieve sustainability 
objectives (Brown, 2010).

Corporate controlling’s involvement in sustainability management has been shown 
to be a success factor in the development of sustainable corporate management since 
the subject’s internal relevance might rise once again as a consequence (Ball, 2013). 
To successfully manage and regulate sustainability inside the organization, a variety 
of talents are required, therefore tight collaboration across different departments of 
the firm proves to be a significant aspect. Another success element in sustainability 
management is the use of current corporate management tools and procedures to 
collect data and report on the dimensions of ecological and social sustainability.

Approaches to sustainability control are merely a subset of feasible action 
possibilities. All existing control systems and instruments, in theory, may be 
expanded to include environmental and social elements of corporate management. 
The procedures and instruments that must be modified must be determined on a 
company-by-company basis and in accordance with the stated sustainability plan.

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



53

Incorporating Corporate Social Responsibility Into Decision Making

Companies determine the level to which they wish to accept responsibility for the 
environmental repercussions of their actions, and hence their corporate, through their 
day-to-day business choices (Lukka, 2010). The desire of management to consider 
environmental problems in business decisions is critical to regulating environmental 
performance. Consequently, environmental management systems and operational-
level controls are needed to build the necessary competencies.

Control tools for monitoring environmental performance should also be built 
to identify the potential for value creation, help strategy formulation, and take 
human behavior knowledge into consideration. As environmental conservation is 
often viewed as a beneficial contribution to society, it remains a problem to align 
the company’s incentive structures such that both objectives are satisfied. Control 
systems have a responsibility to guarantee that the company’s resources are utilized 
in the most productive and efficient manner feasible in order to accomplish the 
company’s goals. At the time, the focus was still on a more hierarchical top-down 
approach to accomplishing the goals.

The data that has previously been acquired can be extrapolated to similar or 
identical operations if the gathering of real data is too difficult or impossible 
owing to a lack of information in the supply chain. Where data extrapolation is 
not attainable, essential financial values in the purchasing region can be estimated 
utilizing eco-friendly input-output models and databases, as well as life cycle and 
material flow analyses.

The image of a company’s situation (actual or supposed) sent by yearly financial 
statements attempts to affect the decision-making behavior of the receivers’ balance 
sheet in the company’s interest. The central purpose and checkpoints are therefore 
the appropriate annual financial statements (total assets and equity, particularly 
the outcome for the period), which are frequently used in the context of assessing 
important numbers to assess the company’s trustworthiness.

Companies with a higher CSR score are more focused on their results and 
are less quick to communicate bad news. Furthermore, there is a link between 
corporate size and CSR excellence. The positive relationship between a company’s 
performance in the CSR ranking and the level of profit management appears to be 
influenced by the company’s size and its surroundings. This allows us to assume 
that organizations with a greater influence over their performance invest more in 
these areas since they are the focus of public attention - the marginal return on 
an improvement is thus larger.

Sustainable business management and its accompanying CSR initiatives have 
gained prominence over the past several years. The public’s and investors’ information 
needs and expectations have also grown. Social and environmental commitment 
is no longer evaluated benevolently without verification but is increasingly being 
rigorously questioned.
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Companies that emphasize the client interface will be more successful. Appropriate 
(digital) procedures or technologies should be employed in this situation. On the other 
hand, it is critical for a corporation to build a digital strategy that can capitalize on 
the digital age’s prospects. As a result, strategic control should assure the availability 
of relevant tools and procedures, as well as ensure or contribute to the modelling 
of digital strategy execution.

It is necessary to process the information that comes out of research on 
organizational performance and provide it in a manner that is understandable, 
synthesized, and pertinent. In practice, statistical and mathematical approaches, as 
well as graphical methods, such as prediction tests, group talks, in-depth dialogues, 
motivational studies, factorial, multidimensional analysis, and so on, are utilized.

SOLUTIONS AND RECOMMENDATIONS

The period’s result (also known as profit or loss) of a firm is one of the most 
important measures of its success and is also used for other reasons, such as a 
measure of performance-related remuneration for management. The consequence 
of such increased attention to this result is reflected in a greater likelihood of being 
consciously controlled by a company’s management - especially from an accounting 
point of view.

Accounting for environmental costs can be differentiated from accounting for 
other types of costs, such as accounting for cost types, cost centers, or cost units. This 
separation can help the organization better regulate its environmental performance. 
A rigorous review of all aspects of the balance sheet and profit and loss account is 
also advised in order to determine the components included therein in relation to 
the company’s environmental performance.

It’s important for businesses to keep account of environmental expenses that are 
not already factored into their bottom line but are instead absorbed (or outsourced) by 
them as a result of their everyday operations. To construct an ecological profit and 
loss account, the system’s limitations must first be established, i.e., which sectors of 
a company’s activity and which elements of the life cycle of the company’s goods or 
services must be included in the ecological account. Profit and loss statement it is 
critical to strike a balance here between the desired thoroughness of the ecological 
profit and loss statement and the work necessary to calculate it.

The organization’s most significant environmental factors (such as climate, water, 
and so on) are first characterized and then quantified using current data or data to 
be obtained via environmental management. Data gaps, particularly in the supply 
chain, can be filled by employing cost-effective input-output models or extrapolating 
data from product life cycle analysis.
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There is no debate about the main instruments. Furthermore, only environmental 
performance components that conform with the currently relevant laws are reported. 
Amounts that can be quantified in money are therefore the only acceptable parameters 
for the investigation.

A company’s total control administration could be greatly reduced if these circles 
of control were connected to the network through automated interfaces For example, 
if a firm intends to start a product development plan with changing production 
structures, a parallel automatic simulation of the consequences of these control rings 
would accelerate the preparation of a strategic control decision. Separate, cascade 
calculations unique to the control circuit are more difficult, take longer, and are 
prone to errors if performed manually.

Economic success remains a primary standard for judging corporations and their 
revenues, but it is increasingly evaluated in the context of a company’s ties with 
the environment and society. However, this does not imply that the fundamental 
criteria for formal and accounting consistency are becoming less necessary. To be 
able to compare a company’s equity, financial position, and earnings over time, it is 
important to methodically delimit them on a regular basis, as well as the similarity 
in the substance of the financial statements.

FUTURE RESEARCH DIRECTIONS

Companies may therefore better understand the environmental and monetary 
consequences of their energy and material use and develop improvement strategies. 
Quantity centres, like cost centres, are established in the first stage, and material 
flows and energy consumption that occur there are documented in physical units, 
i.e. all inputs and outputs.

The costs of an alternative in which the corporation actively accepts responsibility 
(action costs), some of which may be transmitted to other parties (acceptable costs), 
are compared to the costs of the alternatives. It contrasts the effects of a third-party 
reaction (costs of sanctions).

The planned production costs are typically raised as action costs due to the 
ecological focus. Customers, on the other hand, are frequently ready to pay for 
the additional advantage they obtain, particularly in the case of environmental 
performance.

The tools should ideally be utilized at all three levels of the organization. Other 
control methods may also have an impact on the obtained criteria. Firms need to 
develop what aims they want to achieve with the tools and hence why they want to 
take responsibility while installing their control systems.
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An efficiency-enhancing potential that is not obvious through standard cost 
accounting can be recognized through differentiated control of environmental 
performance using techniques such as material flow cost accounting.

One of the most difficult obstacles in the future of expanding sustainability 
orientation will be your company’s credible positioning and distinctiveness. In this 
perspective, CSR reporting is not an aim in itself, but rather an essential component 
of the entire business strategy. Sustainable financial reporting is critical to public 
image. CSR reporting should promote the impact of sound financial reporting rather 
than conceal its flaws (for example, in the form of accounting policy measures).

Obtaining a competitive advantage necessitates the ability to implement consumer 
expectations. This is especially true for the corporation application. This includes 
difficulties such as integrating into current strategies, budgets, and decision-making 
frameworks. Strategic control must guarantee that data adds value. Input sources 
(for example, competition analysis) and their integration, as well as storage and 
provisioning, are all part of the core data strategy.

CONCLUSION

A company’s CSR profile is being viewed from an increasing variety of perspectives. 
This is also true for financial reporting. The recognition that a company’s economic 
performance is an inherent aspect of CSR is decisive here.

The system limitation for the use of control tools must first be defined in order 
to assess the extent to which firms wish to accept responsibility for environmental 
performance in their choices. However, while ecological resources have value, they 
are seldom individually salable and exploitable, hence they are not fully integrated 
into standard accounting.

Competitive advantages can be determined using the net economic-ecological 
effect by thoroughly comparing the costs of doing something and passing them on vs 
the costs of doing nothing. It is essential for companies to utilize KPIs to determine 
if their firm is moving in the right way or whether it requires a shift in strategy. The 
correct collection of indicators will shed light on performance and reveal problem 
areas. Entrepreneurs/decision-makers are sailing blindly without the necessary KPIs. 
They comprehend the performance of all essential dimensions of their organization 
by condensing them down to vital KPIs that will provide them with the ability to 
comprehend, measure, and analyze the most critical parts of the business.

Furthermore, professional sustainability management, particularly at the 
quantitative level, is increasingly regarded as an indication of fundamentally sound 
business management. As a result of this finding, organizations with first-rate 
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sustainability management will be considered as lower risk by analysts and investors. 
In order to convey the ideals and objectives of a business, many managers create 
and report on subordinates. Occasionally, video cassettes are sent to employees to 
highlight each employee’s part in attaining the company’s goals. Each manager is 
tasked with articulating the organization’s ideals and incorporating these principles 
into their own activities.

It is apparent that the prospects for businesses originating from the social process 
of sustainable development cannot be used systematically and only partially by 
excluding the finance department from management. No corporation can afford 
this in the long term in a competitive market economy. Successive organizations are 
progressively displaying themselves as truly open systems, whose market position 
is dependent not only on their own internal resources, but also on their relationships 
with configuration and other entities that have complementing abilities as well. The 
company’s external network is essentially an extension of the internal borders between 
the two types of networks, which are becoming increasingly difficult to distinguish.

Finally, research on the CSR-performance relationship give relatively little 
evidence on whether CSR improvements result in long-term changes inside the 
organization. This is where research that investigate the relationship between CSR 
services and the quality of financial reporting, particularly the quality of findings, 
come in. Furthermore, there is a considerable positive association between a 
company’s share of discretionary accumulation and its CSR ranking performance. 
This indicates that the greater the scope of outcomes management, the greater the 
CSR score. A substantial negative association appears in terms of the degree of 
cautious accounting.

Given this inconsistent image, it is not easy for strategic controllers in particular to 
position themselves correctly in the digital age. In addition, during the digitalisation 
debate, tools - such as traditional regression analysis - are sometimes recommended 
that are known to be part of standard business education.

REFERENCES

Ahmed, A., Neel, M., & Wang, D. (2013). Does mandatory adoption of IFRS improve 
accounting quality? Preliminary evidence. Contemporary Accounting Research, 
30(4), 388–423. doi:10.1111/j.1911-3846.2012.01193.x

Ahrens, T. (2008). Overcoming the subjective–objective divide in interpretive 
management accounting research. Accounting, Organizations and Society, 33(2), 
292–297. doi:10.1016/j.aos.2007.03.002

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



58

Incorporating Corporate Social Responsibility Into Decision Making

Allen, A., & Ramanna, K. (2013). Towards an understanding of the role of standard 
setters in standard setting. Journal of Accounting and Economics, 55(1), 1–66. 
doi:10.1016/j.jacceco.2012.05.003

Alzola, M. A. (2017). Beware of the watchdog: Rethinking the normative 
justification of gatekeeper liability. Journal of Business Ethics, 140(4), 705–721. 
doi:10.100710551-017-3460-3

Andon, P., Baxter, J., & Chua, W. F. (2007). Accounting change as relational 
drifting: A field study of experiments with performance measurement. Management 
Accounting Research, 18(2), 273–308. doi:10.1016/j.mar.2006.06.007

Arsenault, P., & Faerman, S. R. (2014). Embracing paradox in management: The 
value of the competing values framework. Organizational Management Journal, 
11(3), 147–158. doi:10.1080/15416518.2014.949614

Baker, C., & Bettner, M. (1997). Interpretive and Critical Research in Accounting: 
A Commentary on its Absence from Mainstream Research‖. Critical Perspectives 
on Accounting, 8(4), 293–310. doi:10.1006/cpac.1996.0116

Ball, R. (2013). Accounting informs investors and earnings management is rife: Two 
questionable beliefs. Accounting Horizons, 27(4), 847–853. doi:10.2308/acch-10366

Ball, R., Li, X., & Shivakumar, L. (2015). Contractibility and transparency of financial 
statement information prepared under IFRS: Evidence from debt contracts around 
IFRS adoption. Journal of Accounting Research, 53(5), 915–963. doi:10.1111/1475-
679X.12095

Barth, M., Landsman, W., & Lang, M. (2008). International accounting standards and 
accounting quality. Journal of Accounting Research, 46(3), 467–498. doi:10.1111/
j.1475-679X.2008.00287.x

Barth, M. E. (2013). Global comparability in financial reporting: What, why, how, 
and when? China Journal of Accounting Studies, 1(1), 2–12. doi:10.1080/216972
21.2013.781765

Barth, M. E., Landsman, W. R., Young, D., & Zhuang, Z. (2014). Relevance of 
Differences between Net Income based on IFRS and Domestic Standards for 
European Firms. Journal of Business Finance & Accounting, 41(3-4), 297–506. 
doi:10.1111/jbfa.12067

Brown, J. (2010). Accounting and visual cultural studies: Potentialities, challenges 
and prospects. Accounting, Auditing & Accountability Journal, 23(4), 482–505. 
doi:10.1108/09513571011041598

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



59

Incorporating Corporate Social Responsibility Into Decision Making

Byard, D., Li, Y., & Yu, Y. (2011). The effect of mandatory IFRS adoption on 
financial analysts’ information environment. Journal of Accounting Research, 49(1), 
69–96. doi:10.1111/j.1475-679X.2010.00390.x

Cahan, S. F., & Sun, J. (2015). The effect of audit experience on audit fees 
and audit quality. Journal of Accounting, Auditing & Finance, 30(1), 78–100. 
doi:10.1177/0148558X14544503

Caylor, M. L. (2010). Strategic revenue recognition to achieve earnings 
benchmarks. Journal of Accounting and Public Policy, 29(1), 82–95. doi:10.1016/j.
jaccpubpol.2009.10.008

Chen, H., Tang, Q., Jiang, Y., & Lin, Z. (2010). The role of international financial 
reporting standards in accounting quality: Evidence from the European Union. 
Journal of International Financial Management & Accounting, 21(3), 220–278. 
doi:10.1111/j.1467-646X.2010.01041.x

Chen, M., Qu, X., & Sun, X. (2017). Whose cost of equity capital reduces after IFRS 
convergence and why? Heterogeneity evidence from Chinese stock market. China 
Journal of Accounting Studies, 5(1), 1–27. doi:10.1080/21697213.2017.1304539

Damayant, T. (2013). Who is afraid of Qualitative Research? A Compromise 
Accounting Research Failure in Improving Accounting Practices. International 
Journal of Advances in Management and Economics, 2(2), 89-94.

Dennis, I. (2014). The Nature of Accounting Regulation. Routledge.

Doukakis, L. C. (2014). The effect of mandatory IFRS adoption on real and accrual-
based earnings management activities. Journal of Accounting and Public Policy, 
33(6), 551–572. doi:10.1016/j.jaccpubpol.2014.08.006

Florou, A., & Pope, P. (2012). Mandatory IFRS adoption and institutional investment 
decisions. The Accounting Review, 87(6), 1993–2025. doi:10.2308/accr-50225

He, K., Pan, X., & Tian, G. (2017). Legal liability, government intervention, and 
auditor behavior: Evidence from structural reform of audit firms in China. European 
Accounting Review, 26(1), 61–95. doi:10.1080/09638180.2015.1100547

Holthausen, R. W., & Watts, R. L. (2001). The relevance of the value-relevance 
literature for financial accounting standard setting. Journal of Accounting and 
Economics, 31(1-3), 3–75. doi:10.1016/S0165-4101(01)00029-5

Hou, Q., Jin, Q., Yang, R., Yuan, H., & Zhang, G. (2015). Performance commitments 
of controlling shareholders and earnings management. Contemporary Accounting 
Research, 32(3), 1099–1127. doi:10.1111/1911-3846.12111

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



60

Incorporating Corporate Social Responsibility Into Decision Making

Jackson, S. B., & Liu, X. K. (2010). The allowance for uncollectible accounts, 
conservatism, and earnings management. Journal of Accounting Research, 48(3), 
565–601. doi:10.1111/j.1475-679X.2009.00364.x

Li, L., Qi, B., Tian, G., & Zhang, G. (2017). The contagion effect of low-quality 
audits at the level of individual auditors. The Accounting Review, 92(1), 137–163. 
doi:10.2308/accr-51407

Li, S. (2010). Does mandatory adoption of international accounting standards in the 
European Union reduce the cost of equity capital? The Accounting Review, 85(2), 
607–636. doi:10.2308/accr.2010.85.2.607

Lukka, K. (2010). The roles and effects of paradigms in accounting research. 
Management Accounting Research, 21(2), 110–115. doi:10.1016/j.mar.2010.02.002

Parker, L. (2012). Qualitative management accounting research: Assessing 
deliverables and relevance. Critical Perspectives on Accounting, 23(1), 54–70. 
doi:10.1016/j.cpa.2011.06.002

Ramanna, K. (2008). The implications of unverifiable fair-value accounting: Evidence 
from the political economy of goodwill accounting. Journal of Accounting and 
Economics, 45(2-3), 253–281. doi:10.1016/j.jacceco.2007.11.006

Richardson, A. (2011). Myth, Paradigms and Academic Accounting Research: A 
Comment on Reading and Understanding Academic Research in Accounting. Global 
Perspectives on Accounting Education, 8, 67–77.

Schleicher, T., Tahoun, A., & Walker, M. (2010). IFRS adoption in Europe and 
investment-cash flow sensitivity: Outsider versus insider economies. The International 
Journal of Accounting, 45(2), 143–168. doi:10.1016/j.intacc.2010.04.007

Soltani, B. (2014). The anatomy of corporate fraud: A comparative analysis of high 
profile American and European corporate scandals. Journal of Business Ethics, 
120(2), 251–274. doi:10.100710551-013-1660-z

ADDITIONAL READING

Ahmed, A., Neel, M., & Wang, D. (2013). Does mandatory adoption of IFRS improve 
accounting quality? Preliminary evidence. Contemporary Accounting Research, 
30(4), 388–423. doi:10.1111/j.1911-3846.2012.01193.x

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



61

Incorporating Corporate Social Responsibility Into Decision Making

Ball, R., Li, X., & Shivakumar, L. (2015). Contractibility and transparency of financial 
statement information prepared under IFRS: Evidence from debt contracts around 
IFRS adoption. Journal of Accounting Research, 53(5), 915–963. doi:10.1111/1475-
679X.12095

Fan, J. P. H., Li, J., & Zheng, G. (2016). Revisiting the bright and dark sides of 
capital flows in business groups. Journal of Business Ethics, 134(4), 509–528. 
doi:10.100710551-014-2382-6

Ozkan, N., Singer, Z., & You, H. (2012). Mandatory IFRS adoption and the 
contractual usefulness of accounting information in executive compensation. Journal 
of Accounting Research, 50(4), 1077–1107. doi:10.1111/j.1475-679X.2012.00453.x

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



62

Copyright © 2022, IGI Global. Copying or distributing in print or electronic forms without written permission of IGI Global is prohibited.

Chapter  4

DOI: 10.4018/978-1-6684-4595-2.ch004

ABSTRACT

Accounting creativity only addresses the same issue as management, but the solution 
resides at the border between the legal and recording of economic events. From a 
variety of accounting treatments and rules, the entity’s manager can select the one 
that is most convenient and serves their own interests, which means that an outcome 
may be convenient but not necessarily accurate. The consequences and problems 
of creative accounting on performance are discussed in this chapter. According to 
the findings, the biggest problem created by the standards is the requirement for 
periodic reassessments and the option of selecting a method of assessing value, 
which offers grounds for the practice of creative accounting.

INTRODUCTION

Market valuation specialists and accountants are able to limit the potential impacts 
of creativity because of variables such as the severity of competition or the increased 
demand on enterprises to reveal substantial outcomes, especially from investors and 
analysts (Chen, Qu & Sun, 2017). Accounting alternatives have been around for a long 
time, and if the goal of creative accounting is to enhance a company’s accounts (or 
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its image) by exploiting accounting regulations’ vulnerabilities, the authors believe 
this notion is nothing new (Holthausen & Watts, 2001; Baker & Bettner, 1997).

The flexibility of international accounting rules promoted the creation of creative 
accounting (Damayant, 2013). In most circumstances, creative accounting is regarded 
negatively (negative creation), with the goal of creating value for intangible assets 
capable of responding to managers’ demands regarding the company’s financial 
status and performance (Doukakis, 2014). The concurrent consideration of creative 
accounting as a tool to fulfill accounting and accounting engineering goals is 
based on the accounting rules set by a patrimonial company to create and transmit 
information (Richardson, 2011; Ball, Li & Shivakumar, 2015).

Ethical challenges in creative accounting necessitate that accountants recognize 
that their decisions about accounting principles and transaction management might 
be abused (Byard, Li & Yu, 2011). Accountants in Anglo-Saxon economies have 
had more flexibility to practice such accounting, which has led to its rise (Chen 
et al., 2010; He, Pan & Tian, 2017). It was situated on the precipice between the 
legal form and the economic content of the many events and transactions (Barth 
et al., 2014). Creative accounting, as viewed from the perspective of accountants, 
has led to the development of both fundamental and alternative approaches for 
solving difficulties (Ahmed, Neel & Wang, 2013; Barth, Landsman & Lang, 
2008; Fan, Li & Zheng, 2016). Of course, asset valuation concerns are examples 
of creative accounting practice including subjective reasoning in the professional 
accountant or expert assessor. Trying to estimate the true value of intangible assets 
is next to impossible due to the gray area supported by accounting regulations, 
which encourages the use of innovative accounting methods (Li, 2010; Ozkan et 
al., 2012, Barth, 2013).

Employees in the accounting departments of listed companies at lower hierarchical 
levels should be treated in particular as potential whistleblowers. They may report 
possible manipulations in financial reporting but are not legally obliged to do so. It 
may also be possible to include high-level employees and auditors (internal audit 
and auditors) as potential whistleblowers. However, their reporting situations are 
likely to differ significantly from the former, as they may have lower retaliation 
costs. They may even be asked to report by virtue of their role.

Measures to encourage denunciation, such as the introduction of rewards or 
guarantees, could lead to more reports of denunciation. On the other hand, it could 
also have negative effects because those who receive these messages have to assess 
their credibility.

As an alternative, credibility can also be interpreted as the informational 
content of a warning report. When an investigator is faced with a decision to 
initiate a special audit based on a report, the investigator will update his or 
her fraud expectations based on the informational content of the report. If the 
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investigator considers that the reporting reports are not informative about the 
manipulation, then a report will not affect their expectations of fraud and they 
may decide not to investigate.

BACKGROUND

Several fields address the theme of innovative accounting techniques, including 
accounting, information technology, psychology, and management, but they have 
increased considerably in recent decades across the full spectrum of enterprises 
(Brown, 2010). Creative accounting operates in the shadows, where allegations 
of non-compliance with professional or legal standards might be filed, but where 
common sense reasoning indicates the presence of a certain amount of “pushing 
the note” (Bettner & Kate, 2013).

Identifying opportunities and incentives that alter the perception of control and 
rules is the goal of the Fraud Triangle. In turn, planned behavior theory gives further 
explanations of the aspects or elements that influence an individual’s judgment, 
rationale, and purpose to behave (Parker, 2012).

The legal and institutional structure, in turn, has an impact on the channels through 
which people can denounce (Ball, 2013). When a person decides to report, he will 
recognize that he has the ability to control the situation. The aspects of the Fraud 
Triangle that impact the warning opportunities influence the perceived amount of 
control (Lukka, 2010).

Concerning the reporting of irregularities, the perceived potential of a successful 
correction has an effect on the perceived level of control. Company rules, processes, 
and perceived organizational impediments are other considerations (Dennis, 2014).

Extrinsic stimuli are rules because an individual does not want to be perceived 
as a rule-breaker by others. Individuals establish perceptions regarding norms at the 
same time (Singer & You, 2012). The social pressure is represented by perceived 
subjective norms, and the attitude is determined by the appraisal of the warning act.

The manner in which deviations are reported is determined by institutional systems. 
Reporting policies and processes may have an impact on warning possibilities. 
Internal justification of an activity is known as rationalization, and it helps to 
reconcile the disparity between the actual action and its ideal counterpart (Jackson 
& Liu, 2010). Moral problems, in particular, have a role in rationalization. There is 
no way for a potential whistleblower to judge whether or not an activity is improper 
or severe (moral sensitivity). Social incentives can impact his moral perception, 
and his personal morality and attitudes influence moral motivation (Caylor, 2010).

Extrinsic and intrinsic stimuli can both influence the intention to warn. Because 
of his moral commitment to do so and his expectation of compensation, an insider 

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



65

Creative Accounting Affects Corporate Performance

may denounce fraud if he feels compelled to do so. Furthermore, he generates ideas 
about those who act on his report. They also have their own goals, and one of their 
responsibilities is to evaluate the legitimacy of a whistleblower report or revelation.

On the other hand, there is a possibility that prospective warmers will be misled 
by misleading incentives or that their innate desire would wane. However, it should 
be noted that incentives might result in inaccurate reporting or the elimination of 
intrinsic drive. Furthermore, rewards may be ineffective because if individuals 
believe an act is a significant crime, they will be more ready to report it even without 
financial incentives.

Companies can better protect a whistleblower’s identity by introducing anonymous 
reporting channels and setting or raising standards for reporting. A very high level of 
anonymity could be achieved, for example, by requesting external service providers 
to receive confidential and anonymous reports. A company could also save costs 
on setting up an internal system. From the employee’s point of view, it could be an 
external channel, because it is reported to a part outside the company (although it 
was ordered by the company).

Creative accounting approaches for documenting intangibles may be divided 
into four groups (Schleicher, Tahoun, & Walker, 2010):

• Accounting standards may allow a corporation to select between multiple 
accounting procedures: accounting for development expenditures can either 
be treated as an expense when incurred or as a cost to be absorbed over the 
course of the project’s life cycle, depending on how a company wants to 
portray itself.

• The estimates are often established within the organization or by an 
experienced assessor, and the creative accountant is able to set the estimate 
with both prudence and optimism.

• In order to manipulate intangible values on the balance sheet and shift profits 
across accounting periods (sale and lease-back), artificial transactions might 
be created.

• Real transactions involving intangibles might also be scheduled at different 
periods to provide the desired impression for accounting information users. 
Owners of real estate holding companies have complete discretion over when 
and how much they want to recoup on their intangible investment sales.

The procedures that disclose creative accounting for intangible assets may be 
categorized as:

• processes that model the outcome and management choices;
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• processes and approaches intended to enhance the impact of balance sheet 
information;

• Processes that have an influence on how the findings are presented.

The approaches and procedures utilized for intangible assets that have an influence 
on the outcome are as follows:

• the capitalization of development expenses will occur if an optimistic attitude 
towards the prospects of success of a development project is maintained, 
which will have repercussions for the magnitude of the outcome, which will 
be the capitalization for the year. In future exercises, costs recorded with 
amortization will have a negative influence on the result. If the firm includes 
development expenditures in its profit and loss (expenditure), it will allege that 
at least one of the requirements specified in IAS 38 para. 43 is not satisfied.

• goodwill may be increased when a corporation acquires assets at a price that 
is below market value. Capitalization and amortization of goodwill during its 
useful life will have an impact on future performance (goodwill amortization 
costs lead to diminished results, with consequences on the course of action 
and competitiveness of competitive stock takeover bids). Due to the fact that 
goodwill amortization costs aren’t included into future workouts, charging 
goodwill on equity has the unintended consequence of decreasing their lead 
(Hou et al., 2015).

In order to determine how anonymity affects the credibility of a report from the 
perspective of an investigator, it was analyzed how senior internal auditors (audit 
executive director and deputy audit executive director) respond to anonymous and 
non-anonymous reporting reports. Employees should assess the credibility of this 
report and allocate resources to review this report. On the other hand, the question 
arises as to the extent to which the detection of manipulation of accounting information 
is appropriate to represent a real allocation of resources.

CREATIVE ACCOUNTING AFFECTS CORPORATE 
PERFORMANCE: THEORETICAL FUNDAMENTALS 
AND SPECIFIC PRACTICES

Based on accounting regulations, accounting norms’ inadequacies and shortcomings, 
and accounting mechanisms, financial engineering processes are used to manipulate 
financial outcomes. The determination accounting interpretation of a legally financial 
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transaction or creation of a legally-financial mechanism to alter financial outcomes are 
examples of financial engineering (Florou & Pope, 2012; Allen & Ramanna, 2013).

Restricting the number of accounting techniques that may be used or defining 
the conditions under which each method must be utilized can both reduce the 
number of options available. It is worth noting that auditors should step up their 
efforts to discover any manipulations of financial statement information (Cahan 
& Sun, 2015). In order to avoid creative accounting or fraud, the audit function 
should evaluate the company’s internal control system. Auditors must be prepared 
to confront their clients in order to obtain broader and more stringent monitoring. 
There is the potential for a significant shift in the interaction between auditors and 
management as a result of this. It should not be overlooked that principles such as 
honesty, objectivity, secrecy, competence, and, last but not least, credibility must 
be present in the conduct and documentation of any professional’s work.

For the purpose of increasing the performance of an entity and attracting new 
customers, or even protecting one’s reputation, accountants compile and present 
financial statements that encourage macro-manipulation and micro-manipulation, 
both of which the entity management even supports and encourages.

New accounting laws are being lobbied against by accountants, who believe they 
are impractical because they are aware of their existence. In this regard, they draw 
attention to an alternate depiction of economic reality that benefits them. This type 
of manipulation involves giving accounting information to a company’s decision-
makers that presents a different reality than the one that is meant to be given, rather 
than the actual reality.

The accounting outcome, however, also contributes significantly to a share’s 
value (Andon, Baxter & Chua, 2007). There have been a few incidents of highly 
lucrative Romanian enterprises going bankrupt. That is why the stock exchange 
should educate investors on the importance of education and knowledge, but this 
is a long process.

According to this point of view, the concept of creative accounting that is utilized 
by accountants within the context of attaining performance is very much a matter 
of innovation. Entities must integrate their strategies, operations, performance, 
and actions with the Sustainable Development Goals, especially by 2030. (SDGs). 
Managerial culture is supposed to represent ideals, attitudes, and behaviors that 
are in conflict with the Yin field of creative accounting. To put it another way, the 
unfavorable effects of creative accounting can only be mitigated in an organization if 
there is a robust managerial culture in place, and this culture must have been cultivated 
by a leader who possesses the requisite abilities to understand the ramifications of 
making decisions based on accounting information.

Whether they are devices of corporations or individual actors, platforms that 
link assets throughout the industry in value-creating ways are emerging, and we 
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are witnesses to their growth. These platforms are playing major roles in a variety 
of different industries, and they are built on Value-Based Indicators.

Another aspect to consider when evaluating studies is the influence of audit 
committees. Thus, the quality of audit committees could have a positive effect on 
the strength of the company’s warning system (which includes identity protection 
measures) and could reduce the likelihood of retaliation. If the audit committee is of 
sufficient quality, this may result in improved circumstances for internal reporting, 
rendering unnecessary the process of external condemnation. But if the quality of 
the audit committee is inadequate, this might lead to a decrease in the quality of 
internal reporting and an increase in external reporting.

There is a correlation between audit committee quality and the chance of 
external reporting, as well as a link between audit committee quality and the risk of 
retaliation. The attributes of independence (proportion of independent members), 
competence (percentage of competent members), and diligence are used to assess 
quality (number of member meetings).

On the other hand, the usage of an external channel may imply that the previously 
utilized internal channels have been abandoned. Another opportunity for a possible 
whistle blower to exploit is a route that is external to the organization. The impact of 
adopting an external channel is complicated since the available reporting alternatives/
warning channels change based on the firm and the legal framework.

With regard to the reporting of data, many sectors of the economy make use of 
a variety of distinct modelling methodologies. Few theoretical models of leaking 
have been developed that can be applied directly to cases of accounting fraud and 
embezzlement in publicly traded firms without the whistle blower being implicated 
as a co-conspirator.

These models often contain two or three players: a possible perpetrator (for 
example, a manager), a potential whistle blower (for example, a corporate insider), 
and an investigator or judge. For example, a manager may be a potential perpetrator. 
The perpetrator can commit a crime, and the announcer can get information about 
a crime and determine whether or not to report it. The examiner may rule on his or 
her performance on the examination, and a court may rule on a conviction.

In the event that the internal auditor does not identify any instances of manipulation, 
an external denunciation will take place automatically. After this, he may be required 
to cover the expenses of litigation. You will not be charged if you do not receive a 
report. External reports can be used to promote internal denounce, but only if the 
internal denounce has already taken place. The author’s compensation scheme for 
sequential reporting can therefore be implemented to advance internal reporting 
and support release regulators.

The significance of establishing trust in audits and financial reports from the 
perspectives of all stakeholders is universally acknowledged, but nations differ in 
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their ability to achieve this critical aim or ensure the independence of auditors due to 
differences in their legal, regulatory, and political systems. To ensure audit quality, 
only French legislation utilizes joint auditing, which allows for cross-review and 
reciprocal monitoring. Additionally, having two auditors increases the auditor’s 
level of independence from the organization being audited. Data on the market’s 
supply and demand dynamics that are available or released differ by country as well.

Research on auditing partners’ specific or individual characteristics, however, does 
not focus on the psychological aspects of audit processes or the ultimate decision-
making process as a whole (Hou et al., 2015). Nonetheless, due to the fact that the 
audit process is entirely a decision-making process in which the talents, personalities, 
and competencies of auditing partners influence their professional judgment and, 
consequently, the audit opinion they finally provide, some researchers have proposed 
that auditing partner level characteristics be considered in audit quality research.

In order to define why and what should be done in terms of all business 
communications, researchers and regulatory authorities are greatly assisted by 
information asymmetry and agency theory. But the mental accounting paradigm 
and upper echelon perspective substantially aid in understanding these reporting 
procedures clearly and genuinely and give insights into why and what is going on 
in this great big world.

The specialists developed a new concept for a professional accountant dubbed a 
strategic management accountant, which takes into consideration the new attributes 
and qualities of the management accountant that were established by the strategic 
management accounting dimension. It is essential to collaborate with the strategic 
management accountant in the strategic management accounting practices, taking 
into consideration the changing nature of the company environment, the influence 
of cutting-edge technology that is now in use and will become more prevalent in 
the near future, as well as the complexity of the decision-making process.

SOLUTIONS AND RECOMMENDATIONS

According to what was mentioned before, creative accounting is considered to be a 
distinguishing characteristic of the Anglo-Saxon method of accounting. This method 
is distinguished from the European continental model, which is distinguished by 
precise traditions and prescriptions, by its flexibility, and reasonableness.

Either the discovery of lies (such as claims made knowingly or the spread of 
erroneous information) or the revelation of innovative accounting practices used to 
mask the true situation is the basis for financial scandals. As a result, professional 
accountants, who have long been mocked for their lack of imagination and strict 
conduct, have generated the surprise of producing creative accounting.
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To maintain that level of anonymity as paper evaluation, companies can submit 
anonymous reports to a single national regulatory agency, which would then 
distribute these findings to randomly selected assurance providers. Because of 
this, the quality assurance process could be protected from managerial control or 
other problems. It is possible for assurance companies to determine if reporting 
business executives are biased toward overconfidence based on the most commonly 
used metrics in the literature. They should examine this business’s reports more 
closely since the perceived risk of the reporting company increases when it has 
overconfident managers.

There has been an increase in the importance of all relevant information, including 
financial information since the economic crisis started in the United States and 
extended to practically all of the world’s financial markets. This is attributable to 
the fact that businesses that are trying to remain viable in internationally competitive 
marketplaces are unable to achieve this objective by concentrating just on financial 
performance. Suggesting a method for companies to survive in this challenging 
environment, sustainability reporting has emerged as critical non-financial information 
that stakeholders want. There has been a lot of discussion on the legitimacy and 
accountability of this information as a result of the attempts to minimize information 
asymmetry, deal with agency difficulties, and improve stakeholder relations.

FUTURE RESEARCH DIRECTIONS

The entity’s management then observes that the annual financial statements have a 
dual aim: on the one hand, to inform decision-makers about the entity’s economic 
status, and on the other, to confuse them. The concerns given and evaluated are a 
synthesis of a great quantity of material developed by the writers to provide the 
foundation for understanding influencing corporate performance through creative 
accounting. As a result, there are new research directions for the future, such as:

• The number of accounting techniques that can be employed should be reduced, 
or the scenarios in which each method should be utilized should be specified. 
The imposition of consistent procedures is beneficial because a corporation 
that chooses a way that produces a positive image in one year must apply the 
same method in subsequent years when the results are less favorable.

• The exploitation of reasoning may be stopped in two different ways: first, by 
mapping rules to reduce the use of reasoning, and second, by establishing 
consistency in such a manner that if a corporation sets an accounting policy 
that advantages one of the years, they will be required to follow it throughout 
the subsequent years, even if it is no longer favoring them.
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• According to the predominance of substance over form idea, economic 
substance rather than legal form dictates accounting substance in artificial 
transactions.

• There is no doubt that the moment of the transaction is an issue of leadership. 
However, the purpose of their usage can be decreased by requiring the 
frequent evaluation of the elements so that gains or losses of value change 
accounts are recognized in accounts for the years in which they occur. This 
will bring the purpose of their use closer to its original intent (and not entirely 
in the year are transferred).

It is imperative that any actions used to combat “fraudulent” accounting practices 
serve the dual objective of ensuring high-quality accounting information that 
accurately reflects reality and enabling informed decisions that promote equitable 
distribution of value creation amongst all participants.

The practice comes to light with two distinct but equally risky typologies. The 
first of these is made up of young individuals with no experience who actively use 
engineering without analyzing the dangers in order to just assert themselves. A mature 
individual who has expertise knows the entity for which he works and sees creative 
accounting as a way to enhance his own financial income falls into the second type.

A simple attempt to offer materials that may influence the choice, hide the 
reality of the company, or put it in a different shape than it is deemed deceit for a 
potential investor who has taken the decision to invest based on clear arguments in 
the financial statements.

CONCLUSION

The foundation of creative accounting is the same accepted accounting principles 
and procedures, to which other substrates are added or subtracted in order to show 
the company in a more persuading light from the standpoint of performance.

Accounting information can be manipulated both inside and outside of the 
law and accounting regulations (Li et al., 2017). In the latter situation, illegal 
conduct is taking place: accounting fraud. There is a distinct distinction between 
creative accounting and fraud, but there is always a distinct demarcation between 
the circumstances of creative accounting methods and the condition of accounting 
malpractice. Because the legislation is a two-edged sword - a control instrument 
as well as a basis for straying from the regulation - auditors should increase 
their efforts to discover potential manipulations of the information presented 
by financial statements. In this regard, the audit function should involve an 
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evaluation of the company’s internal control system in order to prevent creative 
accounting or fraud. Auditors need to be prepared to go to combat against 
their clients in order to secure a more comprehensive and rigorous level of 
transparency. This could inspire a major rethinking of the nature of the auditor-
manager relationship. Integrity, objectivity, secrecy, competency, and, last but 
not least, credibility must all be present in the conduct and documentation of 
any professional’s activity.

The underlying issue of accounting convergence is tied to the note of credibility 
provided to accounting. The assertion is based on user confidence in a circumstance 
in which the same public firm has various size images in equity and performance 
for the same period in different nations due to compliance with the regulations in 
these countries.

Consider that successful IFRS-US GAAP convergence in practical terms is 
dependent on the coordination of activity of the IASB and FASB interpretation, 
because even if the standards issued by the two bodies are identical, the financial 
statements (prepared in accordance with IFRS or US GAAP) will not be comparable 
(or will be only limited comparable), undermining convergence efforts (or 
comparable).

Europeans are more suspicious of the utility of fair value for other types of 
accounting information consumers, and the accounting model has numerous critics. 
Furthermore, the fair value is difficult to apply inside a Romanian accounting 
system, especially given the recent loss of confidence in capital markets, which 
has been exacerbated by the global economic crisis. This is due to the fact that fair 
value is a byproduct of the capital market (Ramanna, 2008). Even if the pros and 
cons of the fair value system are explored, it cannot be argued with certainty that it 
is preferable to the historical cost system. The latter has the undeniable benefit of 
being recognized and so mastered.

For these reasons, accounting information consumers prefer to work with a 
system that is uniform in its concepts, principles, and standards. As a criterion 
of credibility, the information in financial statements must be exhaustive with 
regard to two broad restrictions: cost-benefit analysis and materiality. Omissions 
can lead information to be inaccurate or misinterpreted, reducing credibility and 
significance.

As a consequence of this unfavorable trend, creative accounting has, for a 
considerable amount of time, been compartmentalized from various other disciplines 
and activities. When it comes to accounting, the one who saw it from a good viewpoint 
thinks that there may be a lot more freedom in accounting, which may provide a 
fair image of the accounts while also being utilized to serve financial statements 
and fraud, or to provide an inaccurate picture of the accounts.
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KEY TERMS AND DEFINITIONS

Accounting Engineering: The process whereby, given the existence of gaps 
in the rules to manipulate accounting numbers and taking advantage of flexibility, 
those practices are chosen for measurement and information that allow transforming 
synthesis documents from what they should be in what managers want.

Convergence of Accounting: The process by which accounting standards are 
developed in a manner that is able to lead to the same act or purpose, by showing 
the similarity of national, regional, international.

Corruptible Value: The amount for which an asset could be changed into a 
balanced transaction between informed and determined parties other than in a forced 
sale of liquidation.

Creative Accounting: A tool to create a distortion of the quality of financial 
information, creating uncertainty about the consistency and comparability of 
information for users, in which case we are dealing with an accounting of intent.
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ABSTRACT

The results of scientific study and literature review indicate that new strategic 
transformations of entities are being examined for the adoption of a performance 
management system. This system has the responsibility of converting the strategic 
plan of long-term and medium-sized objectives into associated activities between 
the managerial plan and financial-accounting. An integrated system of performance 
indicators is implemented to properly estimate a company’s worth in this chapter, 
which analyses the new research paths at the junction of accounting and management. 
The findings reveal that implementing performance management inside an entity 
satisfies a number of conditions that are directly connected to the level of achievement 
of the specified goals.

INTRODUCTION

An organization’s economic activity can be analyzed and diagnosed, and current 
approaches and techniques for assessing performance should be used, because 
accounting information is the primary source of support for the value creation 
indicators (Stettina & Hörz, 2015). The connection of an organization’s ability to 
adapt to an environment is the major aim of the ongoing process of experimentation 
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and adaptation known as organizational change management (Chan, Shaffer & 
Snape, 2004).

One aspect of great importance to the existence, perpetuation and rise or fall 
of companies in the economy of any country is their contribution to creating new 
value, or, in other words, the value added in order to be more relevant, needs to be 
examined closely, along with the number of employees (Alhyari et al., 2013).

Entity risk management is to equip management with the tools necessary to 
recognize the element of uncertainty pertaining to the accomplishment of the 
goals set and the risk involved, as well as the chance to expand the capacity to add 
value, deliver more effective, economical, and efficient services, and uphold value 
accounts like equality and justice (Fisher, 2010). In a negative sense, the risk can be 
understood as uncertainty, threat, or obstacle; in a good sense, it can be understood 
as an opportunity.

Accounting, the basic tool for knowledge, management, and control of patrimony 
and the results obtained by economic entities, is the only source capable of providing 
accounting information of informational value to the leadership of entities under 
pressure to adapt strategic decisions to economic uncertainty (Arsenault & Faerman, 
2014). Consequently, the attention of entity leadership is increasingly oriented 
towards the creation of an organizational culture orientated towards excellence and 
performance, and the crystallization of components that define and contribute to the 
formation of such an environment - Performance Indicators/ KPI’s (Agha et al., 2012).

Around the middle of the nineteenth century, the word “performance” had its 
first appearance in written works (Becker & Huselid, 2006). Since then, it has been 
linked to the beginning of athletic competitions as a consequence of taking part in 
and ultimately winning such a competition. As the twentieth century progresses, 
the idea continues to expand, and new methods are ascribed to it by the theorists 
and practitioners of the era (Akgün et al., 2009). This is because, in the modern 
day, performance is recognized as the genuine measure of worth for any company 
leader or manager. Performance-related indicators that can be measured, compared 
to pre-established benchmarks, and used as a basis for future adjustments, added 
value, and competitive advantage are measurable (Amagoh, 2008).

Another approach for organizing and analyzing the values of individuals and 
corporate culture is value analysis (Taticchi, Tonelli & Cagnazzo, 2010). With respect 
to specific intents, expectations, and ideals, this technique reveals what individuals 
value more or less and what they consider desirable. In workplaces where employees 
are more preoccupied with addressing their most fundamental needs, their behavioral 
options are constrained, resulting in a decline in their contribution to enhancing the 
productivity of their job (Deutsch & Silcox, 2003; Ashkanasy, 2011). As a result of 
their increased expectations, employees are more likely to contribute to the success 
of the company (Olson et al., 2005; Andriole, 2010).
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For the time being, the only options for growing enterprises are the capacity 
to generate new goods and services, the ability to enhance internal and external 
connections in order to favor the creation of competitive advantages that will assure 
market success. To be competitive in today’s market, organizations must not only 
depend on their own internal resources, but also on their relationships with other 
configurations and external entities. The company’s external network is essentially 
an extension of the internal borders between the two types of networks, which are 
becoming increasingly difficult to distinguish.

Performance management at the organizational level entails coordinating 
goal-achieving actions with the leadership vision, strategy, and culture. An 
organization’s maturity and high use of human resources are indicators of 
alignment on both a group and an individual level. This can be shown in how 
well a team, department, or project accomplishes its goals through the use 
of operations management. As a result, individual performance evaluation is 
increasing, and the results have a direct impact on the performance management 
process, resulting in the emergence of the premise to develop new performance 
measurement tools and methods, which is reflected in the development of 
performance management systems.

Interdisciplinary approaches and extending the idea of performance have resulted 
from these interferences, which have allowed for a wider range of applicability. The 
interference of the organizational performance concept with other concepts such 
as management, leadership, profitability, predictability, and economic-financial 
indicators and metrics is revealed through specialized practice. The integrated 
performance indicators system would aid leadership in leading while also inspiring 
and motivating others, enabling them to have a holistic view of their clients and 
accomplish their goals by getting to the heart of the organization.

Performance management in an organization meets a number of needs that are 
closely connected to the success of the organization’s goals. The first criterion is for 
leadership to analyze and manage poor performance compared to objectives, which 
has ramifications such as concentrating on the entity’s strategic objectives, aligning 
resources with activities, feedback, and future growth orientations.

The problem is made even more difficult by the fact that the effect of the 
endogenous and exogenous elements of the entities is constant and difficult to control. 
Furthermore, the idea of performance brings together under one umbrella additional 
qualities beyond the economic and financial ones that contemporary entities need to 
include and develop in their own strategy. These characteristics include things like 
adaptability, flexibility, customer orientation, and the recruitment and retention of 
talent, as well as the capacity to innovate.

Theoreticians and practitioners who are interested in researching performance 
have come up with a variety of theories and approaches to the subject. The entity’s 

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



80

Analysis of Performance From a Managerial Accounting Perspective

leadership is forced to align managerial actions with financial-accounting conditions 
as well as industry-specific predictability reports due to performance.

According to field experience, performance management is a procedure whose 
goal is to position an entity among those with high levels of performance by gating 
the outcomes and enhancing individual skills and talents. One significant advantage 
of prize-based models is that they provide a balanced set of criteria and indicators 
against which entities may objectively analyze their performance management systems 
and compare their performance to global standards or that of other businesses.

BACKGROUND

Entities monitor their operations and outcomes in order to deal with competitive 
challenges, respond to these threats in real time via adaptation and flexibility, 
and achieve a competitive edge over direct competitors (Cocca & Alberti, 2010). 
Companies therefore are forced to often rearrange their structures in order to react 
to new trends brought on by the current scientific and technological progress, 
the increase of competition at the national and worldwide levels, the evolution of 
consumer tastes, and changes in demands as a result of the changing fever and quick 
succession rhythm.

The manifestations of economic efficiency may take the following forms: 
an increase in production per man-shift; a decrease in the consumption of raw 
materials, fuel, and consumables; a decrease in freight costs; an increase in firm 
profitability; and an improvement in product quality (Hurley, 2002; Ahearne et al., 
2010). Consequently, the effectiveness of the case is reflected not only by its myriad 
forms and partial features, but also, and most importantly, via them reunite sequence.

Because of the limited nature of the resources, which must be carefully managed to 
ensure economic growth and the betterment of mankind’s living standards, economic 
efficiency must be a fundamental component of all economic activity (Davila, 2012). 
A market economy framework necessitates an examination of economic efficiency 
from both a micro and macroeconomic perspective. In addition, this should also be 
considered from the perspective of the nations whose economies interact with one 
another, since the development of the activities carried out by the parties’ leads to 
better products being acquired with less work being put in. Investment and fixed 
capital efficiency, in particular, have a forward-looking quality, which makes them 
particularly important when making economic decisions. Decisions will be made 
based on the presence of many project versions, allowing for the selection of the 
most efficient one. Due to the fact that it provides an absolute rise in results while 
requiring the same volume of work as input, economic efficiency is the primary 
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qualitative aspect that contributes to the expansion of the economy (Cameron & 
Quinn, 2011).

It drives the leadership of the performing entities towards implementing customer-
oriented management models such as CRM (Customer Relationship Management), 
Benchmarking, and Dash-Boards in order to align with the new requirements of the 
Global Market and meet the requirements of more and more sophisticated customers 
(Tallon & Pinsonneault, 2011).

To be considered efficient from a social perspective, an organization must be 
capable of effectively distributing and managing resources across a wide range of 
sectors in order to meet the needs of society at their greatest level. Social efforts 
shown in educational, cultural, hygienic, and societal assistance programs, and 
associated with social, individual, and collective consequences, define the idea of 
social efficiency (Behery et al., 2014). Outcomes such as the health of the people, 
the level of civilization, the degree of social security and protection, the welfare 
reflected by living standards, and the quality of socio-ecological life are all factors 
that may be used to justify the allocation of resources for the benefit of mankind.

Actual economic efficiency includes natural environment conservation and 
preservation through employing resources to research ecological balance, adopting 
sets of steps to minimize and eliminate negative impacts produced by disruptive 
causes, and preserving a life-supporting environment (Behery et al., 2014; Basten 
& Haamann, 2018). As a characteristic of environmental preservation, ecological 
efficiency represents the efforts required to achieve the normal evolution requirements 
imposed by ecological balance for natural environment characteristics.

Performance management is a determining factor in the process of achieving high 
performance and co-opting, retaining, and capitalizing on human resources with 
high potential, being the instrument of leadership to evaluate individual and team 
objectives in line with the company’s strategic objectives, in order for the company 
to gain that competitive advantage in a constantly evolving market. An accurate 
evaluation of the effectiveness of any economic activity necessitates a systemic 
approach that considers economic, political, social, and ecological factors, as well 
as the multiplicity of impacts generated by the subject activity.

The Perspectives on Performance in Managerial Accounting

Entity leadership monitors the existing state, which is inseparably linked to the 
environment in which it evolves, to scan the internal environment and confirm by 
mandate the necessity to establish a Performance Management System in order to 
attain a State Desired Evolution. The identification of causes and resources for the 
consolidation of the enterprise’s shared actions is a critical requirement for changing 
the existing situation (Tong & Arvey, 2015).
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Alternatively, the special sensitivity of the organization, its distinctiveness, and 
the quick modification of consumer preferences supports the systemic and dynamic 
approach to efficiency, which takes into account the premises of a rational use of 
resources and their preservation in order to preserve the eco balance and the health 
of mankind (Hartnell et al., 2011).

There are still some issues with identifying KPI’s in the field despite how clear 
the technique is conceptually, due to a wide range of activities. It is necessary 
that the entities clearly designate the field of activity for which KPI’s unique 
bloodlines are to be produced in order to counteract the appearance of confusion. 
Whether we are speaking about the financial area, the human resources area, or 
the operations area, it is important that this field of activity be identified (Rowland 
& Hall, 2014). Each paradigm has several project versions at its inception 
point, each defined by a range of facts related efforts, impacts, the existing 
report between, duration of completion, and time until reaching the intended 
socio-economic consequences. The best alternative is then chosen objectively 
and qualitatively using a system of economic metrics. The use of an indicator 
system is necessitated by the complicated nature of economic efficiency since 
each component represents a different criterion of economic efficiency (Kaplan 
& Norton, 2006; Tapanainen, 2012).

One of the most useful classifications, when an analysis involves several activities, 
is one based on the nature of the analysis object, as in the cluster of general indicators 
for the overall economic activity; the cluster of efficiency indicators for the production 
elements; the cluster of structural indicators for the consumed resources and the 
produced outcomes; and the cluster of industry-specific indicators.

There are many different types of resources that may be used for a certain activity, 
and this particular indicator helps to show how much time and money is spent on 
those resources, no matter what kind they are. Achieving that certain profit was 
made easier thanks to the indicator, which was generated in this way and properly 
captures the effect of each component of the production process. It can be estimated 
for the full business unit or for each kind or product separately.

This indicator is important because certain economic analyses substitute the entire 
volume of the production capital allocated, which includes both fixed and working 
capital, for production expenses. To assess the value of a corporation while utilizing 
fixed capital, a set of indicators linked to the dynamical, structural, and functional 
status of the fixed capital; the extensiveness and efficiency of the equipment based 
on synthetically efficiency indicators are typically utilized.

The evaluation of efficiency in the industry must monitor the correctness of all 
investment efforts, notably the many economic consequences, direct or indirect, that 
they have on the industry’s performance. Economic efficiency may be assessed by 
using a system of indicators that contains both static and dynamic elements as well 
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as industry-specific indicators. This technique is known as the “complex system of 
indicators” approach (Anand & Kodali, 2010).

This approach assists managers in incorporating two fundamental ideas while 
making choices (Chen & Fu, 2008). A company’s value is determined by two factors: 
first, the primary financial objective should be to enhance shareholder value; and 
second, the primary financial objective should be to increase shareholder value.

The European Management Journal defines EVA as “the difference between net 
sales and the amount of operating expenditures, taxes, and cost of capital (capital 
charges), where the cost of capital is determined as a weighted average cost of 
capital multiplied by total invested capital.” When the return on net assets (return 
on average capital employed) is greater than the average cost of capital, EVA rises 
(Alstete & Beutell, 2018).

The EVA model was originally established as an internal measure of performance 
used by managers to assist them to make investment decisions, as seen in the graph. 
Tapanainen et al. (2008) found that an investment project that generates larger profits 
than the net cost of its financing does not inevitably raise the value of the firm. 
Only those investment initiatives that may provide a positive or even growing EVA 
should be considered by a corporation since this would boost shareholder value. 
Like a consequence of this, it is abundantly evident that businesses need to adjust 
their priorities in order to use the principles of this strategy.

To maximize the market value added, or the difference between the capital 
investors have invested in the original firm and the amount of money they can earn 
by selling shares they hold, it is necessary to maximize the market value difference 
between the company’s market value and the nominal value of shares (the initial 
investment of shareholders) (Yadav & Sagar, 2013). Increased shareholder value can 
be achieved by widening the gap between the rich and the poor. The discrepancy 
between the firm’s market value and its book value can be attributed to intangible 
assets, which are often ignored by the accounting papers of a company. This is 
evidenced by the fact that the disparity exists (Sarabi et al., 2016).

There was a new approach, VAIC (Value added intellectual coefficient), established 
to aid managers in estimating their firms’ potential based on present performance 
because the value-added measure could not be fully completed either in this way 
(to establish whether the driveway destroys or creates value or measure intellectual 
potential) (Sementelli, 2016).

Many companies have realized the value of intellectual capital and are seeking 
for ways to evaluate this component and govern it (Jung et al., 2016). In order to 
accurately quantify intellectual capital’s contribution to a company’s bottom line, 
financial metrics are not enough. The creation of wealth in the knowledge economy 
is based on the combination of goods and services that provide value. Each business 
has its own collection of information, skills, ideals, and solutions, all of which are 
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intangible resources. Value creation efficiency analysis may be used to keep track 
of and manage these resources, which managers should do in order to maximize 
production and minimize waste. VAIC indicates a firm’s intellectual capacities 
by indicating the value creation efficiency of all resources. The more the usage of 
qualitative resources (human and intellectual capital), the greater the company’s 
value generation efficiency (Lin et al., 2008).

Models of business excellence have been created by worldwide or national 
organizations and serve as the foundation for awarding important distinctions. 
The reasons why organizations utilize these models for self-evaluation include 
the capacity to see areas for improvement and their strengths, use the model 
as a foundation for future organizational development, and realize advantages 
that go beyond financial indicators. These benefits include increased creativity 
and idea generation, customer satisfaction, organizational growth (employees), 
employee satisfaction and participation, and product efficiency, effectiveness, 
and predictability.

Using the endogenous elements that impact the strategic values of an organization, 
Alstete and Beutell (2018) say that there are three ways to assess performance: first, 
by determining the actual performance of an entity; second, by utilizing a standard 
that measures the difference between the actual and standard performances; and 
third, by utilizing a combination of these methods. As a result of this rapid rate 
of change, economic entities are forced to adopt a true strategic aggressiveness 
attitude, expressed by the discontinuity of the companies’ strategic movements and 
their rapidity.

The quality of the goods, which reflects the culmination of the manufacturing 
processes, is another factor that contributes to the value of a firm (Henczel, 
2002). Additionally, it is summarizing the technological level, as well as the 
operational and economic performances, in contrast to the esthetic ones. In point 
of fact, the term “quality” refers to the degree to which the aggregate value of 
the characteristics of a certain product has been elevated to. Product quality 
measures how well a product meets the functional, aesthetic, and financial 
demands of the customer.

For a precise evaluation of the product’s quality, we choose those characteristics 
that substantially influence the extent to which it meets consumer needs (Homburg 
& Pflesser, 2000). Technical, esthetical, hygienic-sanitary, comfort, use, operational, 
and economic characteristics make up the textile quality indicators. Each and 
every one of them has a designated place in the standards, task manuals, and 
specifications.

The amount of quality indicators that are present in completed textile goods 
is dependent not only on the quality of the design but also on the quality of the 
manufacturing process, as well as the quality of the raw materials.
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SOLUTIONS AND RECOMMENDATIONS

There is a direct correlation between the growth of the system’s component businesses 
and its overall efficiency. Following technological and revamping initiatives, increased 
company efficiency will have good consequences for the overall national economy, 
which will become increasingly competitive.

As well as reflecting the personality and conduct of stakeholders or powerful 
leaders, management culture also draws attention to the wants and goals of an entity’s 
managers and influences managers at all levels of the hierarchy in terms of their 
decisions and actions. It is the managers’ responsibility to be actively involved in the 
process of establishing norms, standards, and codes of behavior that are consistent 
with the values of the organization they work for. It is also why they accept to be 
assessed and motivated in reference to defined criteria, as do all of the people involved.

Using current methodologies and techniques to assess performance helps 
leadership to choose the optimum approach to deploy a tool that enables value 
generation for the entity, as well as the formulation of future-oriented policies and 
goals. In order to respond to the interruption, only a thorough understanding of the 
organization, its operations, the openness of management processes, the right use 
of accounting information, awareness of the external environment, in particular 
threats, and innovative thinking to boost performance, as well as the development and 
implementation of cutting-edge measurement techniques and ongoing improvement, 
can be considered.

Describe your goals in the most straightforward and compelling way possible. 
Accounting and management can only work together if they understand each 
other’s resources in depth, including the whole management system as a whole, 
methodologies, and procedures used to produce KPI’s performance indicators, and 
the function they play in the growth of the business.

FUTURE RESEARCH DIRECTIONS

In order to address the new difficulties posed by the phenomena of globalization, 
achieving the primary purpose of a company, which is to increase its economic 
efficiency, necessitates measures such as technologization and retooling procedures. 
For professionals operating in this delicate economic sphere, commissioning new 
manufacturing capacity as well as redesigning existing ones is a necessity.

It is through the use of Key Performance Indicators (KPIs) that a company’s 
leadership can align its vision with its strategy in order to achieve its goals. As the 
market continues to change and new concepts like globalization and the circular 
economy develop, the number of Performance Indicators on which an organization’s 
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leadership focuses grows tremendously. A high degree of the inclusion of non-financial 
indicators and a link of the entity’s strategy with the activities performed to attain 
the objectives are two important themes that have been relevant in recent practice.

At the entity level, performance indicators are the manifestation of leadership 
vision harmonization with strategy, and their values reflect correlation with defined 
goals, indicating whether they have been reached or not contributing value to the 
company. But, despite the fact that the concept is so well defined, current entities 
are performing at a far lower level than expected and pursued. Identifying, choosing, 
and implementing performance indicators suited to an entity’s actions is more than 
essential in order to achieve this, with each of the strategy’s objectives allocated a 
relevant performance indicator.

CONCLUSION

Companies now operate in an environment that is constantly changing, particularly 
from a technology standpoint and owing to market conditions (Basten & Haamann, 
2018). In the context of large economic changes, the action of market current forces 
defines specific behavior of organizations, which become increasingly involved in 
resources, quality, consumers, and suppliers, with top quality management playing 
a key part.

The facts brought to light by the current age prompted major worries on the 
part of economic theorists and practitioners in order to boost the efficiency of 
businesses. They have also resulted in the emergence of specialized organizations 
primarily concerned with managing resources and controlling their use in relation to 
the necessities of human society. Their primary focus is on developing alternative, 
long-term solutions to ensure that future generations have at least equal possibilities 
for survival, knowledge, and advancement. The traditional approach of companies, 
without a detailed strategy for the long and medium term, cannot provide them 
any hope of extending their business, with the major concern today being a reality.

Due to global competition, technical advancements, and economic shifts, 
specialists must restructure the organization chart, alter corporate culture, and 
realign plans with external demands and possibilities. This may be done by aligning 
organizational development processes and methodologies with an organization’s 
principles and culture. To successfully execute changes in organizational growth, 
specialists require structures, processes, tactics, and methodical and congruent 
organizational models.

Understanding the economic and managerial mechanics of operation underlies 
the making of meaningful, genuine, and especially timely decisions that play a 
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role in counteracting turbulent environment dangers and expanding the entity’s 
potential. This necessitates a continuous examination and re-evaluation of the 
entity’s performance. In terms of sustainability and stewardship, performance in 
the current problematic, conflicting, vulnerable, and volatile setting is comparable 
to accomplishing the entity’s economic and financial objectives while boosting 
customer happiness and respecting stakeholder interests.

Both ideas develop value over time, accounting information as a consequence of 
economic actions and KPIs as a result of a clear set of future directions for action, 
and They think that both concepts come into the core capabilities category. The 
foundation upon which a strong leadership may build their most critical decisions: 
whether it is about new markets, benchmarking, company scaling, market exit, 
globalization, or digitalization. There are really large-impact decisions at the entity 
level, decisions that can play a significant influence in market positioning, and 
economically justified actions that can offset external factors that apply pressure 
on the entity.

The present issues have made it necessary for entities to broaden their performance 
spectrum and take into consideration both economic and non-economic, economic, 
technological, managerial, and environmental mix, whereas up to now the indicators 
upon which the entities have concentrated were time and cost, along with their 
derivatives.

Credibility, opportunity, accessibility, dependability, relevance, consistency, 
simplicity, neutrality, and responsiveness are all quality standards. The identification 
and selection of relevant and meaningful KPIs that are incorporated in strategic 
planning processes must adhere to a set of rules that are supported by both theory 
and practice, rules that actively contribute to the imposition of quality criteria for 
these performance indicators. Finally, the findings that accounting practitioners 
present to leadership through financial statements and reports can permit access to 
the entity’s current situation, as well as probable upward or downward trends that 
may affect its evolution favorably or adversely.

Corporate governance more explicitly refers to how the rights and duties 
are allocated among the several categories of participants in the company’s 
activity, including the board of directors, management, shareholders, and 
other groups of interest. It also describes how decisions are made about the 
company’s activity, how strategic objectives are created, what are the methods 
of fulfillment, and how the financial outcomes are monitored. It is the role of 
management to communicate and take responsibility for the non-fulfillment 
of their managerial tasks according to the sort of legal accountability that an 
organization’s management owns.
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ABSTRACT

This chapter illustrates some aspects regarding the financial-accounting activity in 
the Romanian public system and obtaining a more realistic image of the financial 
reporting for the entities of the public system. The objectives of this chapter are to 
conduct an analysis on the implementation of financial reporting in the Romanian 
public sector in accordance with the requirements of International Public Sector 
Accounting Standards, which should include increased transparency and coherence, 
comparability of financial information, improved decision making, as well as the 
correct and real management of all approach arising therefrom. The issues presented 
by the author are based on the local and international specialized literature and 
university and specialized studies related to the treated topic. Thus, through the 
contribution brought, a new theoretical-empirical framework is created, which 
facilitates the identification of new ideas, themes, and debates of the aspects related 
to the financial-accounting reporting.
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INTRODUCTION

The financial accounting activity in the Romanian public system has registered 
remarkable progress, an aspect also identified by the tendency to prepare not only 
financial reports, useful for microeconomic analysis and decision making at the level 
of public institutions, but also various statistical reports, useful for macroeconomic 
analysis and decision making at the country and government level. The continuous 
improvement of national and international accounting references will lead to a much 
more realistic picture of financial reporting for public entities.

Therefore, the financial information of these entities gains more accuracy and 
more details, being available in real time and easier to verify by various actors, 
such as: the Ministry of Public Finance the chief authorizing officer or the Court of 
Accounts. The close monitoring of the financial-accounting situation in the public 
system strengthens the bases for the correct use of the resources of each institution, 
by strictly observing the budgeted provisions, so that the resulting information shows 
concrete proposals for the preparation of future budgets. Romania has been and still 
is actively involved in the effort to modernize public sector financial management, 
so that a commitment-based accounting system is currently applied in all sectors 
and at all levels of the public system, by taking over elements from International 
Accounting Standards for the Public Sector (IPSAS).

This new international approach to public management is a consequence of the 
increased diversification of accounting systems, the quality of government reporting 
and the interest of international financial institutions. In this sense, the institutions of 
the public system have gone through a long road of reforms that have considered the 
financial reporting system that must meet the needs of transparency and publicity of 
budgetary data related to the public system according to European or international 
regulations, trust of the data collected through cross-validations between the records 
of the system and the financial records of public institutions. Increasing efficiency 
in the activity of public institutions, transparency in their management using modern 
tools for communication and transmission of information are major objectives that 
are constantly found in the strategies of the public system. Therefore, one of the 
tools for implementing these objectives is the use of the ForExeBug system which 
allows the standardization of the reporting and transmission of various types of 
financial statements for each entity in the public system only in electronic format, 
standardized and secure which allows to increase confidence of data collected by 
cross-validation with system data.

The transmission option allows that in addition to the centralization of situations, 
simultaneously the data can be used for multicriteria analysis and time series by 
interconnecting with the IT system of the Ministry of Public Finance. Thus, the major 
advantage of using that system is obvious, if we consider the fact that the system 
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allows electronic monitoring and control of legal and budgetary commitments, with 
a direct impact on improving financial discipline and preventing the formation of 
arrears of public institutions.

Therefore, through the implementation of this system, we also find a series of 
operational advantages that take into account: the aggregation, centralization and 
automatic consolidation of the data collected through the electronic reporting forms 
of the financial statements; automatic generation of summary reports based on the 
data collected and automatic validation of data on budget execution of revenues and 
expenditures; automatic validation of data on payments made by public institutions 
through treasury accounts with approved budgets; allows the control of the budgetary 
commitments of the reporting entities and provides the authorizing officers with 
information on the use of the approved budget at the level of all hierarchically 
subordinated public institutions; the reduction of the volume of data to be reported 
by each authorizing officer and, at the same time, the reduction of working time and 
related resources, as a result of the decrease of the data to be centralized and reported.

In this context, the purpose of our study is to perform an analysis on the 
implementation of financial reporting in the Romanian public sector in accordance 
with the requirements of International Public Sector Accounting Standards, which 
should include increased transparency and coherence, comparability of financial 
information, decision making as well as the correct and real management of all 
aspects arising therefrom.

The use of financial reporting standards provides a high-quality general reporting 
framework for the public sector that will allow for independent assurance, which 
requires the implementation of key institutional commitments to support their 
efficiency as a tool for improved public sector financial management. At the 
same time, it supports the ability to perform high quality audits on the financial 
statements of public system institutions, which is particularly important for public 
sector auditors and the Supreme Audit Institution (The Court of Auditors). Also, the 
adoption of IPSAS standards for financial reporting will facilitate the comparability 
of information at all levels and will help internal management in making decisions 
on the allocation of resources in the planning and budgeting process, monitoring 
and accountability will provide better information on the risks of the government’s 
debt-related system. Finally, it will be an important step in achieving the country’s 
financial transparency vis-à-vis other governments around the world. That is why, 
financial reporting in the Romanian public system guarantees budgetary discipline, 
clear rules applicable to the system of budgetary accounting and statistical reporting, 
aligned with the requirements of European Union directives and IPSAS standards. 
Through our study we hope to make our own assessment of the implementation 
process and the results obtained in the financial reporting of institutions in the 
public system.
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BACKGROUND

International Public Sector Accounting Standards are the best international financial 
reporting practice used by public sector entities. They apply to general purpose 
financial statements prepared on an accrual basis or cash accounting, as appropriate. 
In most cases, the application of IPSAS requirements will lead to an increase in 
the confidence and transparency of financial reporting by governments and their 
subordinate structures. The approach of this issue in the national and international 
literature is extensively investigated as we will report in what will be presented.

The analysis specific to the financial reporting according to the IPSAS was 
performed by the respective author (Tiron-Tudor, 2010) to determine the extent to 
which the national accounting system implemented the IPSAS forecasts regarding 
the financial statements, an objective that was achieved through investigations 
carried out on the Romanian regulations in correspondence with the IPSASs, 
both from a theoretical point of view, and the empirical evidence resulting from 
the main similarities and differences of the respective regulatory documents. The 
results obtained in this study reported that there is a fairly high degree among 
the regulations analysed, but with the mention that further developments are still 
needed, according to which the most correct harmonization will be achieved. Other 
authors, Nistor & Deaconu (2016) approached this field by associating the adoption 
of accrual accounting in Romania with the need for international public managerial 
reform and internal factors.

A series of studies analysed the implementation process of IPSAS and to identify 
the factors that influenced their adoption. Such a study was undertaken by Antipova 
& Bourmistrov (2013) and Legenkova (2016) who analysed the accounting reform in 
Russia and found that the modernization of accounting practices at that time was in 
full evolution, this being attributed to the continued use of traditional local accounting 
practices that are cash-oriented and aimed at achieving them in accordance with the 
paths to be followed. Brusca & Martinez (2015) appreciated that the introduction 
of IPSAS in the public sector primarily demonstrates a shift from the traditional 
cash accounting system to the commitment-based accounting system that must be 
aligned with private sector practice.

The transition to the implementation of standards in international accounting was 
a complex process that involved important financial and human resources, an aspect 
also found in their implementation in Romanian public accounting, where Ristea 
et al. (2010) highlighted the many changes in the field of accounting regulations, 
aimed at harmonizing with European accounting directives and international 
accounting standards for the public sector and which have generated advantages 
and disadvantages in implementation. At the same time, the issue of convergence 
of public accounting in Romania with IPSAS standards is also found in the paper of 
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other authors (Ilie & Alecu, 2011), whose analysis showed that, although convergence 
was achieved with the most important IPSAS by selecting some of them, however, 
there are significant omissions that have an impact on the quality of the information 
presented in the financial statements.

Among the significant reforms of the New Public Management (NPM), we also 
find the one that refers to the accounting of commitments that characterized the 
public sector of many countries. Due to the variety of public financial information 
systems, there is a need for harmonization with the International Public Sector 
Accounting Standards (IPSAS). In this regard, through his study Christiaens et al. 
(2015) examined the extent to which IPSAS accrual accounting has been adopted in 
central/local governments worldwide and revealed a degree of reluctance, especially 
at the level of central governments, in developing countries, a similar accrual 
accounting has been developed.

There are a multitude of studies that examine the performance of accounting 
reporting after the introduction of IPSAS in the public sector and have ignored 
investigations into the quality of financial reporting under IPSAS on a cash basis. 
This was despite the fact that cash-based IPSAS is a standard in the IPSAS provision 
and was adopted as a first step for countries that intended to make the transition to 
IPSAS based on commitments (IFAC, 2010). In this context, over time, numerous 
financial scandals have generated multiple concerns and comments regarding the 
effectiveness and quality of financial reports prepared by public system entities. Thus, 
in order to rectify this situation, the implementation of the International Accounting 
Standards for the Public Sector (IPSAS) has been implemented as the main solution, 
based on which Maruf et al. (2017) and Mnif & Gafsi (2020), considered it necessary 
to initiate a new conceptual framework to explains the main factors influencing 
the quality of financial reporting (FRQ) in a cash based IPSAS accounting system. 
Thus, their research showed that the possible organizational factors that would act 
on the practical activity of high-quality financial reporting in the public sector, as 
a result of the implementation of accounting standards are the quality of internal 
audit and the competence of accounting staff.

Convinced that the public and private sectors should not be managed differently, 
there has been widespread debate about the harmonization of public sector accounting 
systems and their convergence with private sector financial reporting standards, a 
situation that has created a strong need in the public sector for the implementation 
of high-quality standards that would substantially contribute to the development of 
financial reporting. In such a context, Roje et al. (2010) approached in their study 
an analysis of the state and perspective of public sector accounting and financial 
reporting in transition countries, in which they proposed an examination of the 
adequacy and the need for government accounting and financial reporting in the 
accounting regulations and financial reporting framework of countries such as 
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Croatia, Bosnia, Slovenia and Herzegovina. The results of this investigation referred 
to the degree and dynamics of the transformation for the accounting systems of 
these countries governments which are dependent on a number of specific factors 
that need to be taken into account when evaluating these systems and conducting 
various comparative analyses on system reforms of accounting policies implemented 
in the respective states.

The work of all governments to ensure compliance with IPSAS cash-based 
requirements is an improvement on transparent and conclusive financial reporting 
practices in these areas, so as to respond appropriately to the information needs of 
the various users concerned.

Accounting Harmonization, Implementation of 
IPSAS Standards and Financial Reporting

Accounting harmonization in the public system seemed out of the need to adopt a 
common language for financial reporting, which was achieved through the process 
of accounting standardization. Therefore, it was desired to improve and reduce the 
differences between national and international accounting regulations and their 
practices, which aimed at developing principles and rules, in general, to allow 
comparability of information provided by the content of financial statements of public 
sector entities (Man & Ciurea, 2016). Precisely in this regard, the harmonization 
of rules is considered an important means of improving clarity and comparability, 
leading to the improvement of the evolved decision-making process of the public 
system, from which stakeholders can make assessments of the performance achieved 
at the system different levels. Thus, the main benchmark of the accounting system 
at the level of the public system was the International Accounting Standards for the 
Public Sector (IPSAS).

With the integration of Romania as a full member of the European Union, a 
multitude of changes have appeared in the accounting of public institutions, which 
is why new accounting regulations have been developed in this field, approved by 
O.M.F.P. no. 2021/2013 and which were based on the international vision on public 
sector accounting and professional reasoning. From such a perspective, a number of 
elements of the IPSAS Standards have been included in this regulation. Therefore, 
by adopting and implementing IPSAS, both the quality and the comparability of 
financial information reported by public sector entities have been improved, and 
the management of public finances has been better strengthened, which will lead 
to a better assessment of resource allocation decisions, with a view to increasing 
the level of transparency and accountability (Nistor, 2017; Tudor and Crișan, 2017; 
Ristea et.al., 2010). At the same time, the need to use international practices in the 
public system aligned with the requirements of the IPSAS Standards appeared in 
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the idea of standardizing the economic policies of various states in order to attract 
common economic and political interests.

According to some authors (Ciurea, 2018; Pitulice, 2013), the introduction of 
accrual accounting in the Romanian public sector was not perceived as a necessity 
and modernization, because it was an obligation imposed by the accession to the 
European Union. As at that time the political spectrum was involved in the adoption 
of accrual accounting only as a provider of government members, accrual accounting 
for public sector entities was introduced by order of finance ministers and not by 
laws to be approved by the legislature, respectively Parliament. For these reasons, 
the interest for the implementation of accrual accounting in the public sector was 
low, because the process was seen only as a necessary condition for harmonizing 
the Romanian regulations with the European ones, in order to receive the full 
membership of the European Union.

The reform of public accounting in Romania has had a number of implications 
at the macroeconomic level, among which we mention: increasing the responsibility 
of authorizing officers and civil servants; a new analytical development of public 
accounting; more efficient management of public money; harmonization of the 
Romanian systems with those of the European Union; transparency of public 
information, simultaneously with the increase of confidence in the status of civil 
servant (Nistor & Stefanescu, 2016); the adoption of new principles in public 
accounting, such as that of prudence aimed at predicting probable losses and the 
principle of the independence of the years, which implies the obligation in the case 
of accrual accounting. Therefore, the revolution of the Romanian public accounting 
system in order to achieve the objective of harmonization with IPSAS standards and 
compliance with European accounting directives was profound and with multiple 
implications on the part of all stakeholders.

At the same time, by adopting the IPSAS standards, multiple advantages have 
been identified, such as those aimed at:

• significant increase in the quality of financial reporting by public entities;
• more complete information that facilitates the management and administration 

of resources, the provision of efficient services and the achievement of results;
• increasing the credibility and transparency of the information presented;
• assessment of the responsibility at the level of all the resources that the public 

entity manages;
• better internal control and greater transparency of assets and liabilities;
• more detailed information on useful costs in facilitating results-based 

management;
• assessment of the financial situation, performance and cash flows of public 

entities;
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• better consistency and comparability of financial statements due to the fact 
that each standard requires the presentation of uniform, detailed and specific 
information;

• making decisions regarding the provision of resources or the development of 
new activities.

Although those accounting rules were not mandatory, they were implemented 
by the Member States, but also by the accounting profession, which allowed their 
interpretation in accordance with the national law of each country. This has led us 
to believe that the IPSAS international standards are only partially implemented in 
each Member State, as it cannot be said that they have been fully adopted, as they 
are dependent on the available resources, the technologies developed, the economy 
of each state, the diversity of the fields in which they work and the specifics of the 
public system.

The high degree of transparency required in the application of IPSASs has 
led to the continuous improvement of the quality of financial reporting of public 
institutions in order to provide relevant, credible information and, at the same time, 
to ensure comparability between reporting periods. In their approach to investigating 
the implementation of IPSAS standards, some authors appreciated that, by even 
partially applying IPSAS standards in public entities in Romania, they led to increased 
credibility and transparency of reporting, while increasing the responsibility for 
costs and financial performance, improved reporting comparability were considered 
some of the additional benefits.

In this regard, there are several opportunities offered by the implementation of 
standards, such as avoiding the influence of the political factor on the content of 
accounting information and the opportunity to provide credibility for information 
provided to various bodies: European Commission, International Monetary Fund, 
World Bank. The many benefits of adopting the rules of these standards, which are 
able to ensure:

• increasing the quality of financial information will generate a number of 
opportunities in assessing the performance of the budget sector;

• improving the quality of strategic planning, developing budgetary and fiscal 
policies, managing public finances and increasing the efficiency of the 
allocation of budgetary resources;

• increasing the integrity of budget, financial accounting and statistical 
reporting;

• increasing the transparency of financial reporting;
• improving the management of state assets and providing accurate and more 

complete information;
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• ensuring the possibility of comparison with the financial reports of other 
states;

• the ability to adapt more easily to various new changes.

Regarding the objectives of the financial statements prepared in accordance 
with IPSAS standards and those prepared in accordance with the statistical basis of 
financial reporting, they differ in certain respects in the sense that in the first case 
they provide useful information for decision making and for the resources entrusted 
to it and which it controls, in the latter case, the purpose is to provide adequate 
information for the analysis and assessment of fiscal policy. It is clear in this case 
that IPSAS standards are financial reporting standards developed specifically for 
governments and other public sector entities, with the primary objective of improving 
the quality and comparability of general purpose financial statements.

Therefore, accrual-based accounting in which IPSASs are used strengthens 
accountability by providing a comprehensive picture of government resources and 
how they have been used, contributing greatly to improving decision-making (Cohen 
& Karatzimas, 2017). Although IPSAS define the finished product, in this case the 
financial statements, there is no pre-established way to adopt and implement them, 
so the quality recommendations and principles allow them to be adapted according 
to various specific aspects and approach, but which requires that everything must 
be done in the context of consolidating public financial management.

The traditional financial reporting of public sector entities has focused on the 
budget as a core component of the financial statement set, the compliance with 
rules and regulations, and has been based on cash-based accounting principles. At 
that time, cash accounting corresponded to the information requirements of public 
sector entities in the context in which it was less involved in the production of 
goods, the financing of public institutions came largely from the state budget, and 
the compliance with applicable law was much more important than the effectiveness 
or quality of the results.

Thus, in the last decades, in order to cope with the constantly evolving economic 
environment, public entities have had to adapt to the new context. As a result, the shift 
to a commitment-based accounting system has led to a change in the mindset about 
the budget process, the transition from a rigid reporting of revenue and expenditure 
to a reporting that highlights achievements and forecasts for the future (Dabbicco & 
Mattei, 2020). More and more governments and intergovernmental organizations 
prepare financial statements based on accrual accounting in accordance with IPSAS 
or similar standards, considering that the information contained therein is useful for 
both accountability and decision-making.

The preparation of financial statements in accordance with these standards will 
allow users to assess the responsibility for all resources controlled by the entity and 
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the use of those resources, assess the financial position, financial performance and 
cash flows of the entity and make decisions about the provision of resources or their 
realization. The current economic crisis and the major tax constraints facing some 
states have highlighted the need for them to report all their assets and liabilities in a 
transparent manner. Making such a decision in their reporting will improve internal 
control and provide more detailed cost information, with consequences for more 
accurate support for results-based management.

As a wide range of transactions are generally common in both the private and 
public sectors, there has been an attempt at some point to converge IPSAS with 
International Financial Reporting Standards (IFRS), a situation we find as a rule, in 
the regard that IPSAS standards maintain the accounting treatment and the original 
text of IFRSs, but with few exceptions when the situation specific to the public 
system requires it to deviate from them. The conclusion from the analysis of this 
aspect is that the current standards are either developed for financial reporting issues 
for which no adjustments have been made in accordance with an IFRS, or specific 
IFRS standards have not been developed for this purpose.

The International Public Sector Accounting Standards Board (IPSASB) through 
the conceptual framework of the International Accounting Standards Board (IASB) 
responds to the financial reporting needs of public sector entities in order to gain 
better credibility in this sector. As a result, the IPSASB has recognized that adopting 
commitment-based financial reporting is the ideal goal for all public financial 
reporting, but there is still the idea that the adoption of a cash-based IPSAS is a 
more realistic intermediate goal and has not failed to take into account, links to 
cash-based budgeting in some places and statistical reporting standards, such as 
International Monetary Fund government finance statistics (Nicula & Bragadireanu, 
2017). In general, it was accepted that the information found in the reports on the 
basis of commitments is extremely useful, both for public accountability and for 
making relevant and timely decisions.

Consequently, the financial statements prepared on the basis of commitments 
will allow users to: assess the responsibilities for all the resources that the entity 
controls and the use of these resources; assessing the performance, financial 
position and cash flows of the entity and making decisions regarding the provision 
of resources or starting a business with that entity (Munteanu et. al., 2014). Also, 
at a much more detailed level, commitment reporting: shows how the government 
has financed its activities and met its liquidity needs; enables users to assess the 
government’s continued ability to finance its activities and meet its obligations and 
commitments; shows the financial position of the government as well as the changes 
in the financial position; it also provides the government with the opportunity to 
demonstrate the proper management of its resources, and is also useful in assessing 
government performance in terms of service costs, efficiency and achievements.
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The Specifics of Financial Reporting and Budget 
Execution in the Romanian Public System

The main purpose of any financial reporting system is to argue the ways in which 
the government manages its financial resources, revenues and expenditures, assets 
and liabilities, and is able to meet the following objectives: (Nistor, 2011)

• integrity of the budgetary process achieved through use of resources according 
to established and authorized legislation, obligations and responsibilities; the 
volume and share of unallocated budget allocations; the volume and structure 
of expenses engaged, but not incurred;

• functional performances represented by the obtained results; their way and/
or their source of funding; the cost of various programs; the way of managing 
the patrimony by the Government; continuing to maintain obligations in 
order to maintain the results obtained;

• control systems are those that must ensure compliance with budgetary and 
financial regulations, the necessary performance, the correct and efficient 
management of assets.

Financial reporting is a very important tool for policy planning and formulation, 
which is why they need to provide information about ongoing programs and the main 
objectives of government ministries and agencies, as well as a source of information 
for parliament and the general public (Deaconu et. al 2011). Thus, this reporting will 
have to take into account the needs of various user groups, such as: the Government, 
ministries, agencies and their subordinate institutions, the leaders of the various programs; 
the legislature; citizens, the media, companies, universities, NGOs; interest groups, 
investors and creditors; financial investment institutions and financial markets. As it is 
known, the various user groups need complete and timely information about the budget.

The executive periodically requests information on the state of budgetary 
resources, in order to be able to ensure an efficient implementation and evaluation 
of the comparative costs of the various programs. The legislature and citizens need 
information about the costs and performance of programs that directly affect them. 
Financial markets, in turn, use information about the government’s financial condition 
to assess the country’s financial soundness and to judge the amount of debt and the 
appropriate level of interest rates and exchange rates.

Government reports, both for internal and external use, will need to be based on 
a number of principles, including: (Cîrstea et. al., 2017)

• complete, in the regard that the information, in consolidated form, will have 
to cover all aspects of the government’s financial relations;
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• legitimate for the form and content of financial reporting to be appropriate for 
target users and to meet accepted standards;

• easy to use to be understood by all well-informed and interested users to 
allow a quick search of the information and its easy communication. As 
not all citizens and legislators are familiar with budgetary concepts and 
methodological issues, it is necessary to contain additional explanations and 
interpretations;

• credible to make it easier to understand and verify the information presented;
• relevant in the regard that the information transmitted at the end of the year 

allows the legislature to control the budget execution. Not infrequently, 
financial reporting information is loaded with information that is extremely 
difficult for some users to interpret;

• constant, where established methodologies, purpose and coverage of financial 
reporting is required both over time and internally, and the established 
reporting or accounting method will need to be used for all transactions, 
unless there is a clear reason to change it. If this is necessary, it should be 
maintained in those reports;

• opportune, the usefulness of information decreases over time, but the value 
of timely information should not prevent the compilation of statistics and 
verification of data, even after the publication of preliminary reports;

• useful for all information on activities to be useful both inside and outside, 
contributing to the understanding of current and future activities, sources 
and use of funds, financial management of these funds, existing assets and 
liabilities.

Differentiating between reporting for a specific purpose, designed to meet 
specific needs, and general financial reporting for a wider audience can help define 
the presentation and dissemination of these reports (Man & Ciurea, 2017). For 
example, the reports required to monitor budget implementation are reporting for 
a specific purpose, and they are used primarily within the administration, while 
financial statements should be considered general reports. This differentiation is to 
some extent subjective and is dependent on various contexts and the need to respond 
to pressure from different interest groups.

With regard to reports on budget implementation, it is necessary to take into 
account:

• managing budget execution through daily, monthly and other reports;
• the dynamics of budget allocation accounts through an annual budget 

implementation report, which must be submitted to the Supreme Court of 
Auditors (Court of Accounts) and the legislature.
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At the same time, the financial reporting must comply with certain reporting 
standards, namely:

• Minimum financial reporting requirements including reports, records and 
ancillary documents, including:
 ◦ Consolidated general report where the Government will have to publish 

an analytical report on the consolidated financial operations in which 
to present the financial operations of the central, local and general 
administration, as well as those regarding the extra-budgetary funds;

 ◦ The situation of arrears, in which a distinction will be made between 
arrears vis-à-vis the private sector, vis-à-vis regional entities and vis-à-
vis the non-governmental public sector;

 ◦ The summary report on the implementation of the government 
expenditure program shall cover, for a period of at least two financial 
years, budget expenditures and funds by functional areas and programs, 
a distinction between current and capital expenditures, situations 
from previous years for comparison and estimation to situations in the 
following years, for multiannual estimates;

 ◦ Report on the medium-term external debt that will contain the remaining 
debt and the one repaid on account of the medium-term external debt, as 
well as projections of the debt service costs for the next 5 to 10 years;

 ◦ Report on short-term loans;
 ◦ Report on non-reimbursable external funds;
 ◦ The situation of future commitments;
 ◦ Cash flow statement;
 ◦ The situation of fiscal facilities.

• Financial statements in the accrual-based accounting system will allow for 
undertakings that give a more complete picture of the financial statements 
than those presented in the reporting with minimum requirements;

• Administrative coverage of financial reporting refers to the fact that financial 
reporting must cover all public sector entities;

• Reports on capital investment expenditures on programs or projects;
• Special issues related to externally funded projects in which capital investment 

reporting will need to include the non-investment component of externally 
funded projects, so that this information can be used in the case of various 
funding received from various sponsors. Both the investment component and 
the current cost component must be separated on each project.

The core indicators of reporting and budget execution include financial operations 
that reflect budget performance, i.e. the analysis of initial budget forecasts compared 
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to final figures and budget variations, fiscal flexibility as the extent to which an 
administrative entity can increase its revenues and reduce its expenditures, in the 
course of a crisis in order to maintain a balanced budget, without jeopardizing the 
timely repayment of obligations to creditors, as well as indicators covering aspects 
of other financial operations.

Considerations Regarding the Benefits of Implementing 
the Electronic Financial Reporting System “Forexebug”

Increasing the efficiency of public administration, administrative transparency, 
the use of modern tools for communication and transmission of information are 
major objectives that are constantly found in the strategies of Romanian public 
administration (Drăcea et. al., 2016). By implementing this reporting system, modern, 
standardized tools have been made available to public institutions for reporting 
financial statements and publishing detailed information on the use of public funds, 
in accordance with the budget classification and increase the reliability of the data 
collected by performing cross-validations with system data and providing conclusive 
information for the internal use of the Ministry of Public Finance (M.F.P.), public 
institutions, other competent institutions and the public, both at the level of detail 
as well as consolidated on various levels.

Thus, a new financial reporting methodology was developed, the documents 
of which are submitted by each reporting entity, in electronic, standardized and 
secure format, ensuring the electronic mechanisms for aggregating, centralizing, 
consolidating, reconciling these data on the hierarchies of reporting entities, sources 
of funding and other dimensions. Therefore, the data on the budget execution of 
revenues and expenditures are validated in the sense of their inclusion within the 
limits of the approved budgets and updated programs at the level of each public 
institution, realizing the automatic validation of payments made through the “Trezor” 
system, especially, regarding the preparation of budget execution statements and 
control of commitments by automatically verifying the allocation of the commitment 
reservation in the available budget.

The transmission of these documents allows that in addition to the centralization 
of situations, simultaneously the data can be used for multicriteria analysis and 
time series by interconnecting with the M.F.P. informatics system. Therefore, the 
major advantage of using the ForExeBug system is obvious, given that the system 
allows electronic monitoring and control of legal and budgetary commitments, with 
a direct impact on improving financial discipline and preventing the formation of 
arrears of public institutions.

The commissioning of this IT system was established by the Framework Loan 
Agreement with the International Monetary Fund, which would allow the introduction 
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of control elements for the fulfilment of Romania’s obligations. As a Member State 
of the European Union, Romania is committed to applying the standards of economic 
classification of COFOG level 2 and 3 of the government activities for budget 
execution reporting, which involve the use of detailed information for approximately 
15,000 public institutions and economic operators.

Therefore, financial reporting using the Forexebug system will help to automatically 
aggregate and consolidate them, accurate data, and reduce processing time. Taken 
as a whole, all of these will bring many benefits, including:

• improving budget management by reducing the tasks related to reporting 
activities and creating the possibility of reallocating time for activities in the 
area of analysis and decision;

• increasing administrative transparency by the fact that public institutions will 
use the same reporting system, resulting in a database to which any registered 
user of the ForExeBug system will have access;

Figure 1. The beneficiaries of the ForExeBug electronic system, respectively: main 
authorizing officers (from the central and local public administration), the County 
Directorates of Public Finance, secondary and tertiary authorizing officers (from 
the central and local public administration), other public institutions, economic 
operators with state capital, autonomous public institutions.
Source: Authors
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• fast and easy centralization of data, as well as increasing the archiving 
capacity for the details of the financial reports of public institutions by using 
the electronic archive;

• decreasing the volume of data to be reported by each authorizing officer and 
at the same time the reduction of working time and related resources, as a 
result for the decrease of the data to be centralized and reported;

• automatic generation of summary reports based on the data collected 
and automatic validation of data on budget execution for revenues and 
expenditures;

• allows the control of the budgetary commitments of the reporting entities 
and provides the authorizing officers with information on the use of the 
approved budget at the level of all hierarchically subordinated public 
institutions;

• Romania’s alignment with the accounting standards of the European public 
administrations, will allow the detailed reporting of the financial execution, 
to the standards imposed by the U.E. regarding the economic classification of 
COFOG level II and level III government activities.

Increasing the transparency and efficiency of public money is one of the priority 
objectives of the M.F.P. which launched an online platform, with the role to contribute 
to the transparency of expenditures made by public institutions in Romania. The 
platform is a national system for verifying, monitoring, reporting and controlling 
the financial statements, legal commitments and budgets of public entities in 
Romania. Its launching achieves both budgetary transparency and efficiency, by 
improving the management of budgetary resources and by introducing tools for 
full and automated budgetary verification and control, where stakeholders have 
access to various information, such as: number and structure public institutions, 
aggregate reports, budget, financial-accounting reports, as well as other aggregated 
information. It is hoped that the platform will be extended to state-owned companies 
and autonomous utilities.

At the same time, the use of the ForExeBug system has a substantial contribution 
to consolidated reporting through its benefits, such as: significantly reduced time 
and effort involved in reporting, automatic generation of consolidated reports, 
quick and easy access to information, and reconciliation and ensuring the quality of 
financial reporting data. In conclusion, the implementation of the ForExeBug system 
guarantees budgetary discipline, clear rules applicable to the system of budgetary 
accounting and statistical reporting, in line with the requirements of the European 
Union directives and the IPSAS Standards.
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SOLUTIONS AND RECOMMENDATIONS

In the Romanian public system, the need for information and the need to provide 
comparable and transparent information have resulted in the development and 
implementation of IPSAS standards through which the quality of information 
presented in financial reporting is ensured. In order to provide relevant and credible 
information, it needs to be continuously improved to ensure comparability between 
reporting periods, between public entities in the country or in different countries, 
and between national accounts between states. The solution to such a problem is to 
maintain the formats of the reporting documents in accordance with the requirements 
of the IPSAS standards, to present additional information when the situation requires 
it and to continuously develop national rules in this area.

The reform of public accounting in Romania and the implementation of IPSAS 
standards has brought and continues to bring many benefits to public system entities. 
For this reason, we consider it justified that it is necessary to further develop 
this approach, for the realization of which we want to come up with a series of 
recommendations, such as:

• elaboration of budgetary - fiscal policies according to the results obtained by 
the public entities in the previous reporting periods;

• strengthening the decision-making process by developing strategies in the 
field of annual financial reporting;

• increasing the degree of involvement of decision makers in the process of 
achieving budget revenues and making expenditures;

• correlation of financial information with fiscal information, because not 
infrequently it has been proven that there are significant differences between 
them;

• more active involvement of M.F. P. and the Court of Auditors in implementing 
IPSAS standards to give a boost to the entity’s management in terms of their 
role and importance in the sound management of public funds in accordance 
with the requirements of accrual accounting;

• the need to improve access to information on the M.F.P. concerning budgetary 
transparency, as at present it is not yet available to all interested parties;

• the elaboration by the accounting normalizer (M.F.P.) of some regulations, 
norms or methodologies, within which to be clearly specified the elements 
from the IPSAS standards that must be found in the financial reports;

• continuous improvement of modern tools for communication and transmission 
of information through the electronic financial reporting system;
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• developing the skills of professional accountants in implementing standards 
and in the field of information technology for understanding and applying 
new technologies in recording and transmitting information, through active 
participation in professional development programs.

FUTURE RESEARCH DIRECTIONS

From the perspective of future research any scientific paper, no matter how profound, 
has been able to reach all aspects of the issue studied, so its added value is highlighted 
by the answers to a series of questions that were the basis for determining interest in 
studying the implementation of financial reporting in the Romanian public system 
according to the International Accounting Standards (IPSAS), as well as the ability 
to generate new questions in order to find answers to them as well. In our paper, 
the approached topic is a rich and complex one, through whose content, even if it 
is a theoretical-methodological one, we hope that through the approaches, ideas 
and opinions expressed to contribute to the consolidation of the investigated field, 
especially at this moment. according to IPSAS standards is evolving. Regarding 
the prospects of future research, we would like to extend this investigation as an 
empirical one, in which we will use various econometric models in which to analyze 
the degree of implementation of all IPSAS standards in the public sector regarding 
financial reporting, because in the literature national specialty, in the last 5 years 
no studies have been conducted on this topic. Further research could also focus on 
a study of the role of professional accountants in understanding and implementing 
financial reporting according to IPSAS standards, the quality and transparency of 
which is given by the professionalism of those who develop them.

CONCLUSION

In our opinion, Romania has been and is actively involved in the effort to modernize 
public sector financial management, so that a commitment-based accounting system 
is currently applied in all sectors and at all levels of the public system, by taking over 
and adapting some elements of the IPSAS Standards. The increasing resemblance 
of public accounting in Romania to that of private entities, from our point of view, 
has shaped even better the transition to indirect implementation of IPSAS standards, 
through which the Romanian public system has only gained in terms of maintaining 
a quality and competitive accounting standard, the existence of an internal control 
system at the level of each organizational structure, which was imposed by these 
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standards and which will allow the correction of possible malfunctions, while 
requiring compliance by certifying the accurate picture of financial position, 
financial performance and the cash flows of public system entities, useful tools 
in the efficient management of funds and in providing relevant information in the 
decision-making process.

Therefore, the M.F.P. managed to put in place a high-performance IT service 
for the financial reporting of public institutions, through which it facilitated the 
application of the economic classification standards of COFOG level 2 and COFOG 
level 3 government activities for reporting budget execution, necessary for U.E. 
reporting. At the same time, the system facilitated the collection of the necessary 
information in relations with other international financial institutions, ensuring an 
efficient control of public resources. All these are elements of a pronounced technical 
character, but they present indispensable working tools, whose in-depth knowledge 
allows the achievement of new levels of performance in this field. Through this 
standardizer, the national regulations for accounting, auditing and control for the 
public sector are elaborated, aiming at achieving convergence on all three levels - 
national, European and global. Therefore, it becomes absolutely necessary for its 
work to be supported by other bodies such as the Body of Expert Accountants and 
Chartered Accountants (CECCAR) through its members, public sector professional 
accountants, whose activities contribute substantially to the improvement of the 
accounting and accounting system, financial reporting, and the translation of IPSAS 
and other standards or recommendations regarding the management of financial 
reporting in the Romanian public sector.

We can conclude that, by implementing the ForExeBug financial reporting 
system in the Romanian public system, an electronic mechanism was provided 
for aggregating, centralizing, consolidating, reconciling data and information 
on the hierarchies of reporting entities, funding sources and other dimensions 
has increased the degree of reliability for the data collected and the provision 
of reliable information for the internal use of the Ministry of Public Finance, 
public institutions, other competent institutions and the public, both in detail and 
consolidated at various levels, and has also increased the efficiency of the central 
public administration and local government and administrative transparency by 
providing public institutions with modern, standardized tools for financial reporting 
and the publication of detailed information on the use of public funds, in accordance 
with the budget classification. We believe that only by using IPSAS standards in 
high quality financial reporting for the public sector will it be possible to achieve 
independent assurance and important institutional commitments to support their 
efficiency as tools for developing public sector financial management in line with 
current requirements.
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KEY TERMS AND DEFINITIONS

C.E.C.C.A.R.: Body of Expert Accountants and Certified Accountants in 
Romania.

Court of Auditors: The Supreme Public Sector Audit Institution.
“ForExeBug”: National financial reporting system.
IPSAS: International Public Sector Accounting Standards.
M.F.P.: Ministry of Public Finance, the Romanian accounting normalizer.
“Treasury”: A system that automatically validates payments for budget execution 

in the ForExeBug system.
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INTRODUCTION

Using the Internet, the online recruitment process is getting real results for 
individuals and for organizations. Using the Internet for recruitment is a great and 
challenging opportunity, but its practical use is still up for debate. The official 
recruitment site of organizations may attract and retain the right candidates. At the 
same time, using recruitment agencies may be challenging even though it has real 
results during these times. Employees and candidates are the beneficiaries of using 
e-recruitment, according to the 24/7/365 principle. According to specialists in the 
HR field, during a pandemic, life, health, and business community are affected, and 
not just short term. A study made by CIPD in 2006, showed that 75% of employers 
used e-recruitment to reduce costs, so e-recruitment seems to be an efficient tool 
to manage this period affected by COVID-19. Researchers said that companies 
who used e-recruitment decreased their expenses by almost 88%, compared to the 
traditional method (Vatansever, 2017).

This paper analyzes the recruitment process under the influence of the Internet, 
the advantages, and disadvantages of e-recruitment from the two points of view: the 
individuals and the organization, and the factors which influence the e-recruitment 
efficiency. The study has other important objectives, such as identifying the many 
advantages of e-recruitment in pandemic time for candidates, for organizations, 
and for the environment, developing a plan based on e-recruitment as a source 
of reducing costs within the pandemic context, and developing a plan based on 
nonfinancial compensation during the pandemic for sustainable organizations and 
green candidates.

ABSTRACT

In a world where use of technology is not an option but a necessity, where new forms 
of work appear constantly, where change is everywhere and people must keep their 
distance from each other due to the pandemic, organizations must adapt and use 
new processes governed by using new technologies. In a sustainable environment, 
e-recruitment and non-financial compensations become the new tools to maintain 
performance and lower costs during a pandemic. Using bibliometric analysis, 
regression function, and correlation matrix, the authors obtained results for Romania 
and the top three countries, which indicated that e-recruitment is influenced by the 
use of the internet and availability of computers and productivity; the relations and 
the correlation between the analyzed variables are measured using simulation and 
mathematical modeling. The results indicate that there are benefits for individuals, 
for organizations, and also for environmental protection.

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



117

Sustainable Sources of Reducing HR Costs in the Pandemic Time

Interestingly, using a bibliometric analysis, and the mathematical modeling made 
on a group of analysis, yielded results that indicate there are benefits for individuals, 
for organizations, but also for environment protection. The implications of using 
sustainable HR processes based on reducing costs in pandemic times occur at 
individual level, at managerial level (by implementing the best HR practices along 
with green HR practices), and at environment level (by implementing green HR 
practices and green activities with long term effects).

The introduction described the recruitment process under the influence of the 
Internet. There are both benefits and disadvantages. The Methodology contains 
two points of view necessary to understand the importance of e-recruitment: on a 
theoretical level and on a practical level. The research was done using secondary 
data collected from: Web of Science and Scopus database, and data from EU level 
in order to make an analysis and to observe the relations between the analyzed 
variables and the correlation between e-recruitment and the factors which influence 
the adoption of this process. The analysis focused on four countries: Romania, 
and the top three European countries (France, Germany, and Spain) to observe the 
difference between them and make plans for improvement. A regression function 
and modeling were used in order to perceive a future performance. The findings 
of this research indicate that e-recruitment is influenced by the use of the Internet 
and some other activities mentioned and analyzed in this article; the relations and 
the correlation between the analyzed variables were measured using simulation and 
mathematical modeling. A plan for financial compensation as a good practice in 
pandemic time is developed, and some important conclusions were drawn.

BACKGROUND

Human capital is perceived as the most valuable asset of an organization. Attracting, 
retaining, and growing the human capital asset became a strategic objective for 
efficient organizations. Recruitment is a strategic process which helps firms attract 
and retain talented staff. In a world where technology’s impact is expanding every 
day, new processes appeared which help employees and companies, including 
e-recruitment. If those interested in this process have a computer with an internet 
connection, they can communicate globally and recruit efficiently (Fielding, 2005). 
The Internet is becoming the most used communication tool in the world (Newsome, 
2007) and especially in this time.

Recruitment is a strategic activity (Barraud et al., 2008), seen as the most visible 
outside the company (Cadin et al., 2009), and the entire performance of the company 
depends on its efficiency. By attracting talented candidates (van Esch et al., 2021; 

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



118

Sustainable Sources of Reducing HR Costs in the Pandemic Time

Guillot-Soulez, 2009), learning how to retain them (Sims, 2002) and analyzing their 
knowledge objectively (Lakhdar et al., 2001), a company will obtain a competitive 
advantage in a changing environment (Cornet & Warlaud, 2008).

Mabuza (2019) added that the pandemic is having an impact on life, health, and 
business community. To overcome this, comapnies’ leadership may implement an 
integrated response strategy. In our case, organizations can continue activity and 
may bring on new employees by using e-recruitment. Even if there is a health crisis, 
COVID_19, companies are still looking for a talented candidate, using e-recruitment 
(Meah & Sarwar, 2021). Implementation of technologies in the recruitment process 
is now a necessity for companies who want to obtain a competitive brand image and 
enter the niche market of searching for the adequate candidates (D’Silva, 2020). A 
study made by CIPD in 2006, showed that 75% of employers used e-recruitment 
to reduce costs (Bondarouk et al., 2011) and another research on 2,336 companies 
from 23 European countries revealed that two-thirds of all the analyzed organizations 
had already adopted e-HRM (Nguti & Mose, 2021).

Attracting talented candidates is an important issue and it depends on the most 
adequate recruitment sources (Armstrong, 2006). Recruitment is, in reality, a 
marketing job (Maurer & Liu, 2007), and this is the reason why e-recruiters must 
continue collaborating on “the creation of a virtual recruiting environment” in order 
to attract and retain talented staff and obtain long-term competitive advantage for 
the organization. Using the internet for recruitment is the most recent important 
technique in the field (Torrington et al., 2005), but its significance and use are 
topics for analysis.

Salehi (2009) wrote “The internet has made a new competitive environment for 
businesses to rethink and adapt technology to increase effectiveness and efficiency 
of the business processes”. Nowadays, a life without internet is an isolated life. The 
internet plays a major role in changing everything around (Ghazzawil & Accoumeh, 
2014).

Online recruitment helps organizations to meet the ever-changing HR needs 
to fill positions with dynamic and competent human resources. (Parry & Tyson, 
2008a). There are many large organizations that are adopting online recruitment as 
a competitive strategy (Berry, 2005). The Internet is considered the latest tool in 
hiring (Kapse et al., 2015). This section on literature review touches on different 
theories relevant to our research.

A few articles tried to identify Internet recruitment techniques, methods and 
empirical models from relevant literature (Tyagi, 2012; Priyadarshini et al., 2017b); 
Singh, 2017; Fred & Kinange, 2018; Sherkar, 2012), to identify the changing trends 
for efficient hiring sources (Sinha & Thaly, 2013), their role and need for knowledge 
in organizations and for social networks in recruitment (Silva et al., 2017), the 
impact on the recruitment process (Sherkar, 2012; Sinha & Thaly, 2013), to describe 
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their benefits (Sharma, 2014; Tyagi, 2012; Singh, 2017), if they are challenging for 
managers or influence the recruitment decision making and the development of the 
organization, or if they are attractive for potential and talented employees (Malik 
& Ullah, 2013), or to determine e-recruitment effects on organizational creativity 
and innovation (Cross, 2018).

In 2014 a research identified the influential factors that affect the success 
of using online recruitment instead of traditional recruitment and measured the 
effectiveness of each factor (Ghazzawi1 & Accoumeh, 2014). The main scope of 
Hada & Gairola (2015) was to discover the trends of e-recruitment and describe a 
few of the opportunities and challenges that candidates and recruitment specialists 
are facing in using e-recruitment methods. Mindia & Hoque K.’s (2018) study aimed 
to identify how e-recruitment and the internet are influencing the overall recruitment 
process, using a statistical analysis in order to analyze the relationship between 
these variables; the results of the study were to continue using e-recruitment to hire 
candidates by matching the strategy to the global environment.

Many other papers tried to identify the insights of e-recruitment: by showing 
the role of e-recruitment agencies (Galanaki, 2002); by exploring how accurate 
it is possible to assess candidate competency and personality traits based on their 
appearance (Zakrizevska & Litvina, 2016); by showing that the internet and a 
website are necessary to develop a strong new relationship between a brand and 
the candidates (Kapse et al., 2015); by investigating the effect of e-recruitment 
on the design of the recruitment process (Holm, 2012); through the prism of its 
advantages and disadvantages (Zin & Jaafar, 2016); by developing a scale to 
measure the benefits for companies (Badr & Aboul-Ela, 2014); by creating a job 
description for the online recruiter, suggesting new tasks, skills and qualifications 
for the traditional recruiter, with the purpose of transforming the traditional 
recruiter in an online recruiter (Boscai, 2017); by giving an overall assessment 
of the effectiveness of using the internet to recruit and select talented candidates 
(Gopalia, 2011); by determining what the most successful online recruitment 
platforms are, to find out what people need, which one is used most often and what 
they can provide for a better experience (Rosoiu & Popescu, 2016); by evaluating 
the intention to use e-recruitment which reveals: enjoyment, usefulness, and ease 
of use (Alsultanny & Alotaibi, 2015); job seekers’ attitude which depends on the 
website’s playfulness and usefulness (Priyadarshini et al., 2017b); efficiency and 
user-friendliness necessary to bring satisfaction (Sylva & Mol, 2009); informational 
characteristics of the website which influence the job seekers’ pursuit intention 
(Priyadarshini et al., 2019); perceived usefulness and behavioral intention for 
using the Internet as a job search tool (Karim et al., 2015); subjective experience 
and perception of social media as a source of recruitment (Priyadarshini et al., 
2017a; Ansari & Khan, 2020).
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E-RECRUITMENT: CONCEPT, TOOLS, AND BENEFITS

The term online recruitment or e-recruitment implies using formal sourcing of job 
information online. E-recruitment can be defined as “the use of any technology 
to attract, select or manage the recruitment process” (Parry & Tyson, 2008b). 
E-recruiting is a method based on using web-based resources (Pande & Basak, 2015) 
and a part of electronic Human Resource Management (e-HRM). It is known as 
one of the most popular e-HRM applications used by organizations (Ghazzawi1 & 
Accoumeh, 2014). The term “E-recruitment” comprises an “e” from “electronic” 
and “recruitment” (Sills, 2014) and is involved in finding, attracting, assessing, 
interviewing, and procuring new talents (Singh, 2017). Muduli & Trivedi (2020) 
defined e-recruitment as recruiting candidates from job portals, career websites, 
and social networking sites that afford an alternative option.

E-recruitment tools: (i) websites - a study made on 820 people in 2017 indicated 
that the most used recruitment methods are: first and foremost websites (74%), followed 
by professional networks (LinkedIn with 60% and Facebook with 40%), Commercial 
job boards (58%), followed a great distance by the traditional recruitment method 
(Wilkinson & Dundon, 2021); (ii) The group of social networking sites (GSNS) is used 
for recruitment (Aqeel & Siddiqui, 2019) and keeps site users connected more than 
any other group. It’s very used nowadays, since two out of three internet users visit 
it and it continues to expand (Mohammad et al., 2020). The most used and popular 
GSNS are Facebook and LinkedIn (Hosain & Liu, 2020; Kaur & Arianayagam, 
2020). GSNS allows users to interact by building profiles with personal information, 
inviting contacts and peers to access those profiles, and exchanging texts with each 
other (Meah & Sarwar, 2021); (iii) job sites - these are processed and operated by 
specialized forms and can contain over 100,000 vacancies with 6-7 million CVs 
registered per month. Organizations pay to publish vacancies on these sites, which 
are usually not directly linked to agencies; (iv) agency sites - candidates register 
their CV online but will have detailed discussions in front of a commission, for the 
employer; (v) media sites - may contain a copy of an advertisement made in the press 
but may include an additional description of the station and the company (including 
its official website); (vi) interactive webpage or panel interviews - many organizations 
have implemented this type of recruitment and are aimed especially at students (eg 
Tesco) (Stredwick, 2000); (vii) E-college recruitment - managers now use email and 
website to transfer information needed by students to persuade them to apply for 
a position. Electronic programs identify the CVs that fit the job without too much 
financial effort. Online technical skills testing is now done before interviewing any 
candidate. Electronic profiles allow candidates to apply without an updated CV; (viii) 
CV-teque is a database that consists of existing CVs on the Internet (Guillot-Soulez, 
2009); it’s a bank of CVs which enables the search for candidates based on using 
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multi-criterion (Berg & McCoy, 2012); (ix) employment blogs: some candidates 
choose to submit their CV on blogs, and some sites offer services for recruiting 
and managing these blogs; (x) SMS recruitment: the use of SMS in recruitment 
started in France; this method is used in particular for last minute recruitment for 
a vacancy, or for certain specialized jobs or for mass recruitment; it can replace 
e-mail recruitment, due to spam perception, is accorded more attention on mobile 
phone, it’s cheaper than mail and phone contacts (Callegaro et al., 2015), it’s instant, 
1-to-1 message (Headworth, 2015), and it uses the world’s biggest platforms such 
as WhatsApp or Facebook Messenger. Using both a SMS as a prenotification and 
an email for invitation will perform better; (xi) virtual professional networks refer 
to existing sites on the Internet that create professional recruitment networks (e.g. 
Viadeo, Xing); (xii) job dating - the method is often combined with other recruitment 
methods: several organizations gather on the same site and connect quickly with 
candidates in order to convince them to submit their resume as soon as possible 
(Benchemam & Galindo, 2009); (xiii) speed dating - allows the meeting between 
candidates and the recruitment team in the shortest time possible (Benchemam & 
Galindo, 2009), where the specialists may instantly like a candidate for the candidate’s 
charm, attitude, or behavior (Billsberry, 2008).

Advantages of Using E-recruitment

E-recruitment offers many important benefits both for individuals and organizations, 
which are mentioned below by different specialists in the field: reduces searching 
time, improves speed (Sherkar, 2012), is cost efficient (Bournois et al., 2007; 
Galanaki, 2002; Florea, 2013; Armstrong, 2006), and offers a transparent method of 
information for candidates (Salmen, 2012); offers the opportunity to reach a larger 
set of potential employees and facilitate the selection process (Singh, 2017); offers 
geographical spread, gets to a larger audience (Bartram, 2006; Galanaki, 2002); 
finds the right candidate faster and with a greater effectiveness (Galanaki, 2002; 
Anand & Devi, 2016); is relatively cheap (Galanaki, 2002; Doran, 2001) and the 
most effective way for recruitment, reducing the costs by 85% (Bach, 2005); offers a 
higher quality for those making an application (Bartram, 2000), and also for smaller 
firms, to target a larger and more diverse pool of candidates; reduces the use of paper 
and printing (Doran, 2001); reduces the number of intermediaries (Hopkins, 2003); 
offers great productivity (Bournois et al., 2007), helps find many qualified employees 
(Bondarouk, 2009) and also has international access (Galanaki, 2002), new ideas and 
knowledge everywhere in the world; creates a preview for applications (Hopkins & 
Markham, 2003); is a new manner in receiving the resumes (Guillot-Soulez, 2009), 
based on using specific keywords (Hada & Gaiola, 2015; Armstrong, 2006); may 
offer a broad reach of job seekers (Posthumus, 2015); offers valuable and updated 
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info for the candidates (Doran, 2001); is searching for new methods, such as using 
spontaneous resumes (Guillot-Soulez, 2009), even for passive candidates; helps 
reduce the number of unqualified candidates (Kapse et al., 2015); offers automatic 
processing of data, up to date, and modern image (Sharma, 2014).

Disadvantages of Using E-recruitment

Besides the many advantages presented above, there are also some disadvantages 
of e-recruitment, such as:

• Disadvantages for organizations/employers: fake profiles, high fees for 
access, lack of personal touch (Hada & Gaiola, 2015); poor segmentation of 
the market, net overwhelmed, discrimination towards nonusers, privacy issues 
(Sharma, 2014); vast pool of applicants, non-serious applicants, disclosure of 
information (Karim et al., 2015), which contributes to the dehumanization 
of the labor market; companies are invaded by an increased volume of CVs 
(Bondarouk et al., 2011), which implies higher costs (Torrington et al., 2005), 
and is time consuming (Kapse, 2015); corporate name recognition required 
and increased number of unqualified candidates (Galanaki, 2002);

• Disadvantages for job seekers: impersonal method, privacy issues (Bartram, 
2000), outdated job posting, no response from companies, not suitable for all 
types of jobs (Hada & Gaiola, 2015); lack of human contact and transparency 
of data (Sharma, 2014); requires being computer savvy, legal consequences 
for using negative words or discrimination (Karim et al., 2015), lack of 
experience in using a recruitment website; the limited access of potential 
candidates due to some factors: age (this category is not prepared compared 
to the new “digital generation” (Bondarouk, 2009); many ads are not real 
(Torrington et al., 2005), outdated CVs; internet might not be the first option 
for applicants (Armstrong, 2006).

E-RECRUITMENT AND ITS FACTORS OF INFLUENCE

There are many factors that may have an influence on e-recruitment. According 
to Scarpello (2008), e-recruitment is influenced by reduced costs compared to 
the traditional method and by the access to personal computers, but also by age, 
education level and disabilities. Tsiakis (2015) adds that online recruitment adoption 
is influenced by technology development, content, interaction, learning, control, 
ethics, and privacy. Among many limiting factors in implementing e-recruitment we 
have: firstly, the cultural approach, secondly, the lack of knowledge and thirdly the 
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internet usage (Tyagi, 2016). Banyiai (2019) said that using e-recruitment s depends 
on the socio-economic status of the candidates (sex, age, income, and computer 
skills) but also on the job market evolution. It also depends on IT infrastructure 
(internet access and evolution, use of internet, technology trend as website design, 
usefulness, ease of use and attraction, and number of personal computers) (Machado 
& Davim, 2019), on cultural values, personal relationships, and control (Gueutal 
& Stone, 2015). A study made in 2018 showed that from the perceived advantages 
of e-recruitment, the most important are the cost, the accessibility, large pool of 
candidates, time, and speed (the others obtained a much lower score). The most 
important three factors were analyzed below.

Internet Use

The main advantage of using the internet for communication is communication with 
anybody connected to the internet, anywhere in the world. As it can be observed, in 
the last years there has been an explosion of internet users (Table 1).

As we may observe, the number of internet users in 2021 compared to 2000 
increased by 1322%; the biggest increase was in Europe by 570%, then in Australia 
by 273%, North America by 219%. Penetration rate is as follows: in North America 
- 93.9%, Europe -88.2%, Middle East - 74.9%, Latin America/Caribbean -75.6%, 
Oceania/Australia -69.9%, Asia -63.8%, and Africa -43.2%; thus, the world penetration 
rate in 2021 is 65.6% compared to 2020 -58.7%. This exponential growth is due to 
the constraints related to globalization. Physical persons and companies do not allow 
a technological fracture in this changing and global market. Internet penetration in 
Romania has seen an increase over the years as well (Table 2).

In Europe, Russia has the largest internet market at over 110 million users (in 
2020), while Germany is the second with nearly 73 million users followed by 
Turkey and the United Kingdom. As for internet growth, Bulgaria, Cyprus and 
Latvia registered the biggest increase between 2017 and 2020. The best potential 
for internet growth is registered in southern Europe (Johnson, 2021).

Availability of Computers

Computers (PCs) are very important forworking, learning, studying, or recruiting. 
The total computing market is expected to grow annually by 0.6% in Europe, reaching 
105.2 billion U.S. dollars in 2020, while the laptop and tablet market is expected to 
grow annually by 0.9% (Alsop, 2021). The computer market generated 59.2 bill US 
dollars in Europe in revenue in 2021, compared to 57.12 in 2020 or 57.67 in 2016, 
showing a continuous increase (Alsop, 2021).
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Table 2. Internet penetration in Romania/EU-28 countries (2000-2021)

Year in RO in EU-28 Countries

2000 3.6% 30%

2004 18.7% 57%

2007 23.9% 60%

2010 35.5% 70%

2012 44.1% 76%

2015 56.8% 83%

2021 73.8% 88%

Source:(Internet Live Stats, 2016; Internet world stats, 2021; Statista, 2020)

Table 1. Internet users in the world

Year Internet World Users Growth (%)

2000 414,794,957 6.8

2001 502,292,245 8.1

2002 665,065,014 10.6

2003 781,435,983 12.3

2004 913,327,771 14.2

2005 1,030,101,289 15.8

2006 1,162,916,818 17.6

2007 1,373,226,988 20.6

2008 1,575,067,520 23.3

2009 1,766,403,814 25.8

2010 1,966,514,816 444.8

2012 2,405,518,376 566.4

2014 3,035,749,340 741.0

2015 3,366,261,156 832.5

2016 3,675,824,813 918.3

2017 4,145,932,140 1052.0

2018 4,208,571,287 1066.0

2019 4,574,150,134 1,167.0

2020 4,929,926,187 1,266.0

2021 5,168,780,607 1,331.9

Source: (Internet world stats, 2021)
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Switzerland leads the world with 65 personal computers per 100 residents. 
Luxembourg has 46 personal computers per capita. Norway has 49 personal computers 
per capita, one of the highest rates in Europe, 51 in Denmark and Sweden own a 
personal computer (Sawe, 2017).

Labor Productivity

By only attracting talented candidates, the company will obtain sustainable competitive 
advantage. The costs of recruitment and selection grow at the same time with the 
level of experience and the job specialization (Billsberry, 2007). The efforts made 
for the recruitment process is very expensive (Sims, 2002). The cost of recruitment 
is considered to be directly proportional to the productivity of the organization 
(Bovenberg & Zaidi, 2010). Analyzing the trend between 2005 and 2020 at EU 
level there is a stagnation, even a slow decrease of labor productivity per person 
employed and hour worked (101.6 in 2005 and 100 in 2020). In Romania, this labor 
productivity has almost doubled (from 36.7 in 2005 to 74.7 in 2020). Compared 
to the evolution of e-recruitment at EU27 level there has been an evolution from a 
value of 11 in 2006 to 17 in 2020 and in Romania from 3 in 2006 to 6 in 2020. We 
will observe the correlation between these variables in the research study below.

RESEARCH METHODOLOGY

Theoretical Interest in E-recruitment

To observe the interests of researchers in the topic of e-recruitment, the content 
of published articles in the database available in Web of Science and Scopus was 
analyzed. In Web of Science data base 265 articles were published between 1992 and 
2021 and in the Scopus database 347 articles were published between 1970 and 2021.

Analyzing the 265 articles on e-recruitment published on Web of Science, and 
using VOS viewer it represents the map of the countries who published in this field 
(Figure 1); it is noted the interest for this field of three European countries from the 
top ten countries (France with 22 articles, Spain 15 articles, and Germany with 11 
articles), besides USA (71 articles), Canada (19 articles), England (18), Australia 
(17), India (14), Malaysia (13), and China (10).

From the Scopus database, USA has published 69 articles, India 29, France 26, 
UK 24, Canada 20, Australia 15, Germany 15, China 14, Malaysia 14, and Spain 13.

Analyzing the two graphical representations (Figure 2), the common keywords for the 
two databases are: for Scopus (e-recruitment, human, manpower, feasibility, motivation) 
and for Web of Science (e-recruitment, growth, performance, impact, strategy).
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Figure 1. Published articles in Web of Science on countries

Figure 2. representation of keywords used in the published articles in Web of Science 
and in Scopus
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From this graphical representation (Figure 3) and the Scopus database we see 
that Fagliagka E. is on the first place with 8 articles, followed by Martinez Gil J. 
(6), Rigou M. (5), Trichet F. (5), Tzakalidis A. (5), Tzimas G. (5), Fallery B., Girard 
A., Holm A.B., and Malherbe E., each with 4 articles.

Figure 3. Graphical representation of the first authors on e-recruitment

Figure 4. Published articles in Scopus on e-recruitment in the four analyzed countries 
(<2007-2021)
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The first three European countries were, in both analyzed data bases, France, 
Germany, and Spain. Thus, the comparison method between these three top 
countries and Romania in articles published in e-recruitment topics was used 
(Table 3).

Below are the two situations for the four countries for Web of Science and Scopus 
on e-recruitment topics (Figure 4 and Figure 5).

As can be seen, Romania registered the lowest level in publishing articles 
in the field of e-recruitment out of all four countries, the maximum number of 
articles - only two were published in 2020 (registered in Scopus/Web of Science 
data base).

The first year when an article on e-recruitment was published in Romania in 
these two databases was 2007 by Chis G. et al and for Web of Science and 2011 
by Ionescu B. et al for Scopus; the second being published by one of the authors of 
this chapter, formed by the team Florea N.V. and Badea M. in 2013.

There is a decreased interest in publishing in this field, due to the different factors 
which influence this field (such as factors which are taken in analysis for practical 
interest - as in our case internet use, availability of computers).

Table 3. Articles published on e-recruitment in the four analyzed countries in Scopus 
and Web of Science
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Practical Interest in E-recruitment

• Goal: to examine the impact some factors could have on e-recruitment and 
to determine the correlation between e-recruitment and its influential factors.

• Data collection: data was collected from EU level, from four analyzed 
countries - Romania and three countries considered the best in class for 
e-recruitment, due to the above points of view, in order to make a comparison 
and to observe the gap and implement some plans to improve the existing 
recruitment practices.

• Tools: the tools used in this research were statistical methods such as the 
Pearson coefficient and correlation test in order to observe the relations 
between the analyzed variables and compare the values for Romania with the 
other three top countries; the modeling - regression function and Excel-Data 
Analysis were used.

Research hypotheses:

• Hypothesis One: There is a relationship between e-recruitment and the 
analyzed variables.

• Hypothesis Two: There is a correlation between e-recruitment and these 
factors of influence which impact the overall performance.

• Hypothesis Three: E-recruitment is directly proportional with labor 
productivity.

Figure 5. Published articles in Web of Science e-recruitment in the four analyzed 
countries (<2007-2021)
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Analysis of Relationship Between E-recruitment and Internet 
Use, Availability of PCs, and Labor Productivity per Person

Sampling: data about e-recruitment, internet use, availability of computers and labor 
productivity per person was used from the four analyzed EU countries between 2010 
and 2020, in order to make a comparison and to observe the difference between 
Romania and the three top EU analyzed countries.

A graphical representation was used to observe the differences between the 
compared countries and then a regression function for modeling the analyzed 
variables was applied (Table 4).

As can be seen from the graphic above (Figure 6), analyzing the e-recruitment 
process at the analyzed group level, the three countries considered the top increased 
their values over time, only Romania reduced its values, especially during the 
pandemic, when e-recruitment was a necessity for individuals and organizations. This 
indicates that organizations reduced the number of recruited persons in this period 

Figure 6. E-recruitment 2010-2020 in France, Germany, Spain, and Romania

Figure 7. Internet usage 2010-2020 in France, Germany, Spain and Romania
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and continued to use traditional recruitment methods instead of all the advantages 
brought by e-recruitment.

Even if internet usage increased for Romania (Figure 7), almost reaching the 
values of the other three countries, organizations and individuals maintained low 
values for the e-recruitment process.

As seen from this graphical representation (Figure 8), in 2010 the difference 
between the analyzed countries was double, and just in 10 years, Romania almost 
reached the same values obtained by France, Germany, and Spain for computer 
availability.

Table 4. Data about the analyzed variables on the four countries

Year

Y (e-recr) X1- I use X2- avail of PC X3- lab prod/pers
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2010 16 17 16 7 78 82 68 46 76 86 67 48 117.4 104.8 102.1 53.2

2011 15 18 17 9 80 83 70 48 78 87 70 51 116.7 106.0 101.1 54.6

2012 15 18 17 9 83 84 72 50 81 89 73 57 115.6 105.2 103.1 55.5

2013 18 18 20 8 84 86 74 55 82 89 73 61 117.0 104.5 103.6 56.3

2014 18 18 20 8 86 88 77 59 82 91 76 69 116.4 106.5 103.5 56.9

2015 17 19 20 6 87 89 80 62 84 93 78 73 115.8 105.3 102.3 58.6

2016 17 19 20 6 88 91 81 66 85 95 80 77 115.5 106.0 102.0 63.0

2017 16 18 19 8 88 91 85 70 86 96 82 81 114.7 106.3 101.9 66.0

2018 16 19 19 8 89 93 87 77 88 97 84 83 115.3 105.8 99.8 68.4

2019 17 17 18 5 91 94 91 80 90 98 86 85 117.5 103.7 97.9 72.6

2020 18 18 19 6 92 95 93 85 92 99 88 87 114.8 103.6 95.7 74.7

Source: (Eurostat, 2020; Eurostat, 2021a; Eurostat, 2021b; Eurostat, 2021c)
Note: missing data from the official statistics, was added as an yearly average.

Table 5. Summary output for the four analyzed countries

Regression Statistics France Germany Spain Romania

Multiple R 0.678 0.628 0.792 0.589

R Square 0.459 0.395 0.627 0.347

Adjusted R Square 0.228 0.136 0.467 0.068

Standard Error 0.984 0.651 1.045 1.301

Observations 11 11 11 11
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Regression Analysis

R squared means that a percentage in variation of the dependent variable 
(e-recruitment) is explained on account of independent variables (Florea, 2017). 
Excel - Data Analysis (Table 5) was used to calculate R squared.

Analyzing the values obtained for R squared, for France R squared is 45.96%, 
for Germany (39.54%) and Romania (34.79%) is an influence under the average, 
however positive and strong, hypothesis 1 is partially fulfilled (the lowest percent, but 
positive are obtained for Germany and Romania, with France near the average). For 
Spain (62.75%) R squared is above average, positive, and stronger than in the other 
cases, and hypothesis 1 is totally fulfilled. Thus, Hypothesis One - a relationship 
between e-recruitment and the analyzed variables is partially fulfilled, because three 
values are positive but under the average.

The conclusion of this study is that if the organizations would adapt new technologies 
in the process of recruitment (use of the internet and the availability of PCs) and if 
the costs of recruitment would depend on productivity, then all these factors would 
facilitate a recruitment online service more performant for all the employees, and also 
for organizations and implicitly for analyzed countries and the online recruitment 
process would be more effective. Penetration of the internet in France is 92.3%, 96% 
in Germany, 92.5% in Spain, and 73.8% in Romania. This information (https://www.
internetworldstats.com/stats4.htm) also reflects the low influence of internet usage 
and availability of Pcs on e-recruitment - the fact that the population that has access 
to the internet in Romania is lower than in the other analyzed three countries.

Figure 8. Households- availability of PCs 2010-2020 in France, Germany, Spain 
and Romania
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To observe how each factor influences e-recruitment the regression function and 
Excel-Data Analysis were used (Table 6).

In the table above the coefficients necessary for regression function and the 
lower and the upper values for each variable are determined.

Resulting:

Y =-54.75+0.52×X -0.31×X +0.45×X
France 1 2 3

 

To increase with a monetary unit e-recruitment will get an increase of 0.52 
monetary units of X1, a decrease of 0.31 m.u. of X2, and an increase with 0.45 m.u. 
of X3. We note that the value of free term (- 54.75) reveals that the variables which 
were included in the econometric model have a negative effect on the evolution of 
e-recruitment. The coefficients for Germany (Table 7) are also determined.

The regression function for Germany is:

Y =-31.37+0.13×X -0.06×X +0.41×X
Germany 1 2 3

 

To increase with a monetary unit e-recruitment will get an increase of 0.13 
monetary units of X1, a decrease of 0.06 m.u. of X2, and an increase with 0.41 m.u. 
of X3. We note that the value of free term (- 31.37) reveals that the variables which 

Table 6. Regression function for France

France Coefficients Standard Error t Stat P-value Lower 95% Upper 95%

Intercept -54.75 46.078 -1.188 0.273 -163.714 54.204

X Variable 1 0.525 0.341 1.538 0.167 -0.282 1.334

X Variable 2 -0.316 0.303 -1.040 0.332 -1.034 0.402

X Variable 3 0.454 0.361 1.256 0.249 -0.400 1.309

Table 7. Regression function for Germany

Germany Coefficients Standard Error t Stat P-value Lower 95% Upper 95%

Intercept -31.376 23.965 -1.309 0.231 -88.045 25.293

X Variable 1 0.133 0.333 0.401 0.699 -0.654 0.921

X Variable 2 -0.068 0.327 -0.209 0.840 -0.842 0.705

X Variable 3 0.417 0.214 1.945 0.092 -0.089 0.924
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were included in the econometric model have a negative effect on the evolution of 
e-recruitment. The coefficients are also determined for Spain (Table 8).

The regression function for Spain is:

Y =-56.78+0.12×X +0.09×X +0.57×X
Spain 1 2 3

 

To increase with a monetary unit e-recruitment will get an increase of 0.12 
monetary units of X1, an increase with 0.08 m.u. of X2, and an increase with 0.57 
m.u. of X3. We note that the value of free term (-56.78) reveals that the variables 
which were included in the econometric model have a negative effect on the evolution 
of e-recruitment. The specific coefficients for regression function for Romania are 
presented below (Table 9).

Applying the regression function for Romania, we get:

Y =10.79-0.06×X +0.002×X +0.008×X
Romania 1 2 3

 

To increase with a monetary unit e-recruitment will get a decrease of 0.06 monetary 
units of X1, an increase with 0.002 m.u. of X2, and an increase with 0.008 m.u. of 
X3. We note that the positive value of the free term (10.79) allows us to conclude 
that the influence factors considered in the model have an important impact on the 
evolution of e-recruitment.

Table 9. Regression function for Romania

Romania Coefficients Standard Error t Stat P-value Lower 95% Upper 95%

Intercept 10.798 10.290 1.049 0.328 -13.535 35.132

X Variable 1 -0.066 0.316 -0.211 0.838 -0.815 0.682

X Variable 2 0.002 0.147 0.016 0.987 -0.345 0.350

X Variable 3 0.008 0.359 0.024 0.981 -0.841 0.859

Table 8. Regression function for Spain

Spain Coefficients Standard Error t Stat P-value Lower 95% Upper 95%

Intercept -56.786 25.744 -2.205 0.063 -117.664 4.090

X Variable 1 0.125 0.401 0.312 0.763 -0.824 1.075

X Variable 2 0.094 0.468 0.201 0.846 -1.013 1.202

X Variable 3 0.573 0.236 2.427 0.045 0.014 1.132
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Analysis of the Correlation Matrix Between the Three Factors 
and E-recruitment for the Four Analyzed Countries

Using the Pearson method, correlation coefficient may have values between (-1; 
+1); when it’s 0 there is no correlation, when they are + or – 1 they are perfectly 
correlated, when it’s between + or – (0; 0.3) the correlation is weak, between + 
and – (0.3; 0.5) it’s reduced, between + and – (0.5; 0.7) it’s moderate, between + 
and – (0.7; 0.9) it’s high (Wilson, 2017; Webber, Wallace, 2011; Watson & Reissner, 
2014; Florea & Duica, 2019). This method was applied to our analysis group using 
Excel-Data Analysis (Table 10).

For France, all the analyzed variables positively influence e-recruitment, 
internet usage is above average (correlation is moderate) and availability of 
computers is a little below average (correlation is reduced, but positive). Thus, 
for France, the Hypothesis Two - There is a correlation between e-recruitment 
and these factors of influence is partially fulfilled. For Germany and Spain, 
all the analyzed variables positively influence e-recruitment, but they are all a 
little below the average, so, the correlation is reduced and Hypothesis Two is 
partially fulfilled.

For Romania, it may be observed the negative correlation between the influencing 
factors and e-recruitment. Thus, e-recruitment and Internet usage are not related, 
showing the existence of a negative and moderate relationship between them (the 
value obtained is -0.58). The same thing for availability of computers (-0.57), 
and productivity (-0.577). The calculations may be explained as follows: even if 
individuals are using the internet frequently, e-recruitment remains at a low level 
of use; even if the availability of computers increases, e-recruitment does not 
register increased values. Romanian organizations still prefer to use old traditional 
recruitment methods, face-to-face, not online, even if the pandemic conditions such 
measures. As for productivity, it confirms the fact that if it, recruitment costs are 
directly proportional with productivity.

Productivity does not influence e-recruitment in France (0.04) or Spain (0.099). 
Only in Germany there is a real influence, almost close to the average value (0.479).

Table 10. Correlation matrix for the four analyzed countries

Variable/ 
Country

France Germany Spain Romania

Y X1 X2 Y X1 X2 Y X1 X2 Y X1 X2

X1 0.509 0.261 0.430 -0.580

X2 0.439 0.977 0.257 0.990 0.469 0.992 -0.570 0.966

X3 0.040 -0.500 -0.484 0.479 -0.264 -0.250 0.099 -0.763 -0.721 -0.577 0.981 0.917
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In Romania, labor productivity registered increased values for the entire analyzed 
period (except for other three countries which decreased in the last two years), and 
even so, e-recruitment is not positively or strongly related to productivity (there is 
a negative and moderate correlation of - 0.577).

Thus, making the correlation matrix between e-recruitment and labor productivity, 
there is a very weak correlation: for France (4.08%) and for Spain (9.97%), a strong 
correlation for Germany (47.91%), and a negative correlation and above average for 
Romania (-57.76%). So, the Third Hypothesis: E-recruitment is directly proportional 
with labor productivity- is not fulfilled (only one of the four analyzed countries has 
a better correlation, but below average).

Internet usage positively and strongly influences the availability of computers 
(0.977), but productivity influence is negative and strong between productivity and 
internet usage (-0.5) and availability of computers (-0.484). The same thing is valid 
for Germany and Spain (the first influence over 0.9 and the following influences of 
productivity negative values).

For Romania: there is a strong relation between internet usage and availability 
of computers (0.966), but also between productivity and internet usage (0.981) 
and availability of computers (0.917). This could mean that, the more individuals 
use the Internet, the greater the computer availability, and productivity positively 
influences the two analyzed variables.

Reducing Costs in the Pandemic Context Using E-recruitment

There are a few points that employers and candidates should consider: (i) The threat 
of this pandemic does not mean no one is hiring or no one is actively looking for 
a job; (ii) The state, the official organizations and the companies have the means 
to prepare and protect people in the workplace; (iii) Employees can easily work 
from home using e-skills or companies to use e-recruitment to attract candidates; 
(iv) Using recruitment plans based on knowledge, skills, and attitudes, in order 
to improve performance (recruiting the right persons, the costs will be reduced); 
(v) Increase employees’ retention, because a retention plan is five times cheaper 
than a recruitment plan ; (vi) Create a strong and positive company culture based 
on strong values, attitudes, trusts, habits, which can retain talented staff and 
recruit only according to a growing plan; (vii) Develop employees constantly and 
consistently with training programs, and in this time with e-training, e-coaching, 
-mentoring programs (viii) Offer flexibility to employees - the pandemic era has 
forced companies to use hybrid program or totally work from home for long periods 
of time, so, offering a flexible program to employees will retain talented staff long-
term; (ix) Using e-recruitment means developing attractive websites for recruitment, 
lowering recruitment costs, improving e-skills for HR recruitment specialists, 
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improve personalized communication with the candidate (a 1-to-1 relationship), 
keeping the distance during the pandemic and solving recruitment objectives. No 
one knows how much the Covid-19 pandemic will last, but we do know that the 
recruitment process does not have to stop, even if the pandemic crisis will continue 
for a while; (x) Involve all the adequate persons: management, specialists in the field, 
IT specialists, HR specialists in order to ensure a good and efficient e-recruitment 
plan; (xi) Establishing the right objectives in order to find the right candidate, with 
the right skills and knowledge necessary for a job; (xii) Use effective recruitment 
marketing based on an integrated communication plan (virtual channels with real 
results, getting the lowest costs to the right candidate).

Reducing HR Costs Using Accountability of 
Nonfinancial Compensation in Pandemic Time

Financial compensation satisfies the employees’ needs short term, and nonfinancial 
compensation satisfies them on medium and long term, trying to win their trust, loyalty, 
and attachment (Bradutanu, 2015). During this period of crisis, many companies 
resorted to pandemic staff reductions, until the total closure of the company. But 
these are not long-term or performance-enhancing solutions. Therefore, necessary 
measures are required to maintain talented employees and to find innovative and 
inexpensive solutions. It is said that after increasing the salary of an employee, the 
employee shortly forgets this financial measure, considering the increase worth it, 
while nonfinancial measures are not forgotten so easily. Thus, it is necessary to 
develop a non-financial compensation plan, given that studies indicate that these 
measures, which are not so easily forgotten, lead to performance and attachment to 
the company: (i) good communication between managers and employees - based 
on transparency, trust, speed, accuracy, implication in intercommunication, a very 
clear set of rules, positive collegial atmosphere between employees, or employees 
and managers, respect between employees (managers treat employees correctly, 
clearly assign tasks, set realistic goals, clear determination of rights and obligations, 
conclusion of formal employment contracts, apply incentives, give employees 
confidence, a transparent promotion system which any employee can access, a clear 
knowledge of the tasks to be performed, a satisfactory level of authority, a transparent 
salary system, employees’ opinions to be heard; (ii) working in teams - the sum of 
team knowledge and experience is bigger than individuals, so working in different 
teams will offer both parts new knowledge and the principle of knowledge sharing, 
promoting work in interdisciplinary teams, offering training programs, learning-
development (gaining new knowledge through transitions to other positions, team 
building, special events, counseling and support programs especially in moments 
of resistance to new methods of work or in moments when the level of self-esteem, 

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



138

Sustainable Sources of Reducing HR Costs in the Pandemic Time

anxiety and homework are high; (iii) delegating the power to talented staff or 
implicating them in taking decisions or finding solutions for different problems, 
offering opportunities for group membership, achievement, autonomy; (iv) motivating 
the best employees with diplomas, plaques, distinctions, mentions on the notice board 
or in meetings, going out for lunch, having parties, or participating to team building 
programs, a flexible schedule built around the employee and tailored to their needs, 
job security, job simplification, job rotation, recognition of merits in front of others, 
career development opportunities, skills development, involvement, commitment, 
motivational speeches and e-mails of thanks, stimulation and encouragement of 
the collective mind by organizing team building programs, etc.; (v) encouraging to 
continue to achieve performance and objectives by using nonverbal communication 
- looking someone straight in the eye, using a smile, using a touch on the arm, on the 
shoulder, shaking hands as tools specific for phaptic from nonverbal communication; 
(vi) establishing a fair work environment - working according to not-discrimination 
principles, sustainable development, ethics, empathy, equity, decorating employees 
with very good results, establishing anti-corruption measures.

CONCLUSION

The scope of this study is to show that e-recruitment (a cost-effective virtual 
method, which brings real results for future employees but also for organizations) 
and nonfinancial compensation are two efficient HR methods which will bring 
performance in the long run for companies, especially in pandemic times. Specific 
purposes of the study are: to identify the many advantages of e-recruitment but also a 
few disadvantages, to analyze the factors which have a real influence on e-recruitment 
implementation, to observe the influence of productivity on e-recruitment, linked 
by costs, to develop a plan based on e-recruitment as a source of reducing costs in 
the pandemic context, to develop a plan based on nonfinancial compensation during 
the pandemic for sustainable organizations and green candidates.

The novelty of this study is the double analysis of e-recruitment process: one based 
on e-recruitment from the theoretical point of view (where a bibliometric analysis 
is made from 1970 till 2021 using Web of Science and Scopus database), and from 
a practical point of view (where a mathematical analysis is made using regression 
function and correlation matrix). The peak of articles written in the analyzed database 
was reached in 2013 for Scopus (five articles) and for Web of Science in 2016 and 
2017 (with six articles). Therefore, the interest is currently low for the theoretical, 
scientific part, even if there are real benefits for individuals and companies.

In the practical part the regression function, the correlation matrix, and Excel-
Data Analysis are used but also the development of two important plans for 
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e-recruitment and nonfinancial compensation. The analysis is made at Romanian 
level, and other three countries were chosen, according to the data registered 
in bibliometric analysis: France, Germany, and Spain. A comparison was made 
using modeling and simulation. R squared calculated for each country means that 
a percentage in variation of the dependent variable (e-recruitment) is explained 
on account of independent variables. For all the four analyzed countries, the 
percentage of R squared is reduced or above the average (between 34% for Romania 
and 62% for Germany), indicating that the variation of e-recruitment is explained 
by individual’s internet usage, availability of computers, and productivity by low 
percent or average, as mentioned above.

The correlation between e-recruitment and its factors of influence is also low 
or average (between 0.040 and 0.509) for the top three countries and for Romania, 
all the correlations are negative (between -0.57 and -0.58), showing that the three 
factors taken into account are not important as is considered. Productivity, as we 
may observe, does not influence the recruitment process so much (values between 
0.099 and 0.479 and negative for Romania (-0.577- even if it is a growing trend for 
the registered period) as it is said in the studies and practice.

Results indicate that even if this process brings benefits for all stakeholders and the 
environment it is still not used at maximum power. Lack of trust, experience, interest 
in innovation, lack of face-to-face communication, are preventing e-recruitment 
from becoming a powerful tool, as it is considered.

Recruitment is changing, an e-labor market has appeared, so using e-recruitment 
is not trying to exclude traditional recruitment methods, but to improve this process, 
by reducing its costs, getting to new candidates, with new knowledge and skills. 
E-recruitment offers the right candidates the right opportunity for growth, growth 
of individuals and of the company. E-recruitment is getting anywhere, to anybody 
interested in a specific job, and anytime. The pandemic showed us that we can 
continue to work, to recruit and develop without considering the distance. The 
virtual process is getting real results: for individuals (24/7/365, reduced cost and 
time, gaining new knowledge, and improve e-skills), for companies (reduced costs 
and time, speed, efficiency), and also for the environment.

The article will offer a broader view for specialists, for candidates, for future 
employees and also for employers regarding the real benefits from a virtual world, 
that of e-recruitment, such as reduced costs, accessibility, ease of use, anytime, 
anywhere, according to the 24/7/365 principle. It will also provide a clear plan based 
on e-recruitment as a real source of reducing costs and increasing relationships and 
collaboration, and more importantly increasing ethics, reducing discrimination, 
increasing equity, social responsibility, and sustainable development, as the author 
called the ENERD principle.
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ABSTRACT

A company’s conversion of financial statements is a well-known instrument in the 
development and management control domains, but its usage in the area of corporate 
disclosure reveals significant uses. In this chapter, the term “conversion” refers to 
the process that takes place whenever the currency in which the financial statements 
are created is different from the currency in which they are presented. Additionally, 
this chapter presents the significant managerial debates that arise throughout the 
process of converting financial statements. The findings reveal that financial statement 
conversion is only applicable if the firm whose financial statements are being 
converted has a functioning currency that is not in a hyperinflationary economy.

INTRODUCTION

The currency of an entity’s primary economic environment has been defined as 
the functional currency. A functional currency does not exist in a group, but the 
functional currency is determined at the level of each group entity (Ball, Li & 
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Shivakumar, 2015). Determining each functional currency at each component of a 
group is made by looking at several factors. Stakeholder theory, institutional theory, 
signaling theory, legitimacy theory, and socioeconomic theory are all capable of 
explaining why commercial, public, and third-sector entities choose to engage in 
sustainability reporting.

In recent years, there has also been an increase in interest in understanding 
how sustainability-related activities affect a company’s profitability, as numerous 
governments, market regulators, and operators have started to establish regulations 
and laws requiring corporations to report their environmental and social effects (Al 
Lawati & Hussainey, 2022).

When accounting for transactions denominated in foreign currency or translating 
financial statements into the presentation currency, the International Accounting 
Standard (IAS) should be applied (Iatridis, 2010; Guthrie & Parker, 2016). When the 
currency in which the financial statements are created differs from the presentation 
currency, the conversion occurs (Zéghal et al., 2011; Lobo & Zhou, 2001). Concerning 
financial statement conversion, it should be highlighted that this standard only applies 
if the entity whose financial statements are converted has a functional currency that 
is not a hyperinflationary economy (Jones & Smith, 2012; Watts & Zimmerman, 
1978; Ball et al., 2015).

The presence and impact of possible voting rights that are now exercisable or 
convertible, including potential voting rights owned by other companies, will be taken 
into consideration when determining whether there is considerable influence (Choi 
et al., 2013; Barth et al., 2008; Cairns et al., 2011). An entity may own warrants on 
shares, options to acquire stocks, debt or equity securities that are convertible into 
common shares or other financial instruments, which, if exercised or converted, 
can either give an entity that possesses greater voting rights or diminish the voting 
rights of another party’s financial and operating policies. Potential voting rights that 
are now exercisable or convertible must be taken into consideration (i.e. potential 
voting rights).

Because they are not currently usable or convertible, any potential voting rights 
that cannot be exercised or converted until a future date or until an event occurs are 
regarded to be inactive. If the investor loses the ability to participate in decision-
making about the investee entity’s financial and operating policies, we may argue 
that it has lost considerable influence (Allen & Ramanna, 2013; Bozec, 2008; 
Tendeloo & Vanstrelen, 2005).

A sort of shared commitment is known as a joint venture in which the partners 
share control over the enterprise and the rights to its net assets (Daske & Gebhardt, 
2006; Marra et al., 2011). For joint commitments, each party has rights to the assets 
and responsibility for liabilities associated with the agreement (Ghosh & Olsen, 
2008; Landsman, Maydew, & Thornock, 2012). This is referred to as a joint venture 
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business, and it is not discussed in this literature, nor do we use the equity technique 
(Pieper, Trevor, Weller & Duchon, 2017).

When a foreign operation is a subsidiary, branch, associate, or joint undertaking 
of the reporting company, the foreign operation’s functional currency is the same as 
that of the reporting entity (Schleicher et al., 2010). According to the Standard, an 
entity’s functional currency should represent the relevant transactions, events, and 
underlying conditions (Xiong, 2006; Leuz et al., 2003). Therefore, once defined, 
the functional currency only changes if the underlying transactions, events, and 
conditions change (Chen, Tang, Jiang & Lin, 2010).

Transactions in foreign currency are those that are denominated in a foreign 
currency or that allow for settlement in a foreign currency (Zeghal et al., 2012; 
Dechow et al., 1996). A company’s foreign currency-denominated purchases and 
sales, borrowings and lendings, as well as other asset acquisitions and debt support 
and repot transactions are all included under IAS 21, according to which these 
transactions are reported (Pope & McLeay, 2011).

Following the two moments of first recognition and subsequent recognition, a 
foreign currency transaction may be recorded in the functional currency once the 
functional currency has been created as follows: Initial recognition - the functional 
currency and foreign currency exchange rates at the time of the transaction; 
subsequent recognition (at the end of each reporting period) - the items will be 
converted according to their type, monetary or non-monetary items (Ahmed et al., 
2013; Thong et al., 2008; DeFond, 2010).

It is the carrying amount of the equity method investment in an associate or 
a joint venture, and any long-term interests that are part of the net investment in 
the associate or joint venture created under that method (Barth, 2013; Kothari et 
al., 2005). After the holding company’s value has been brought down to zero, any 
subsequent losses should be accounted for, and a liability must be recognized only 
to the extent that the entity has either been legally or constructively obligated to 
do something or has made payments on behalf of the associate or joint venture 
(Richardson, 2011). Only once its share of profits equals the share of losses not 
recognized does the entity begin to recognize its portion of the earnings reported 
by the associate or joint venture.

BACKGROUND

Today, there are prominent exceptions of nonfinancial and CSR disclosure regulation 
systems (Carnini et al., 2022). The consolidated financial statements are thought 
to be more beneficial for management, owners, and lenders of the firm acquirer 
(Barth et al., 2008). A company, an investor in an associate, or a venture in a 
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jointly managed corporation may produce separate financial statements in which 
investments are accounted for more on the basis of direct equity than on the reported 
results and net assets of the investee (Alzola, 2017; Jeanjean & Stolowy, 2008). All 
of the following are included in the entire set of financial statements: consolidated 
statement of financial position, consolidated statement of comprehensive income in 
the period, consolidated statement of changes in equity over time, and consolidated 
cash flow period notes (Lang et al., 2006; Fu et al., 2012).

International Financial Reporting Standards (IFRS) 10 is used to generate the 
consolidated financial statements. Individual financial statements for the main and 
its subsidiaries will be produced on the same reporting date as the consolidated 
financial statements (Messier et al., 2008). In the event that the end of the reporting 
period for a subsidiary differs from that of the main company, the subsidiary is 
required, for the purposes of consolidation, to prepare extra financial statements on 
the same date as the main company’s financial statements, unless doing so would be 
impossible. In certain cases, the subsidiary will make some adjustments to account 
for the consequences of important transactions or events that occur between that 
date and the day the main company’s financial statements are issued (Klein, 2002). 
The interval between the end of the reporting period of the subsidiary and the end 
of the reporting period of the parent business, however, should not be less than 
three months (Fan et al., 2016). The reporting periods themselves, as well as any 
differences in the ends of the reporting periods, are required to be consistent from 
one period to the next (Rittenberg & Schwieger, 2005).

Changes in the capital shares of the parent company in a subsidiary that do not 
result in a loss of control are accounted for as transactions with own capital, just 
like operations (meaning transactions with the stockholders). Additionally, the 
carrying amounts of controlling interests (ICI) and non-controlling interests (INC) 
should be updated to reflect changes relating to ownership in the subsidiary. These 
adjustments should be made in accordance with generally accepted accounting 
principles. Adjusted non-controlling interests (INC) are immediately recorded in 
equity as a difference between the fair value of consideration paid or received and 
the adjusted non-controlling interests (INC). This difference is ascribed to the owners 
of the primary business (Louwers et al., 2007).

The amount of packages of shares held by the parent business and its subsidiaries in 
an associate or joint venture, or “group share,” is determined by IAS 28. (Whittington 
& Pany 2008; Lin et al., 2012). It is not taken into consideration that the group has 
stakes in other partners or joint ventures for the purposes of this calculation The 
profit or loss, other comprehensive income, and net assets that are considered when 
adopting the equity method when an associate or joint venture has subsidiaries, 
associates, or joint ventures are those that are recorded in the associate’s or joint 
venture’s financial statements (including share of associate or joint venture of profit 
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or loss and other comprehensive income and net assets of its associates and joint 
ventures).

In contrast, the financial asset is the investment made by the parent firm in the 
subsidiary’s net assets (Iatridis, 2012). The subsidiary’s net assets are equal to its 
equity. Because the subsidiary’s assets and debt are added to those of the parent 
company in the consolidated balance sheet, it is customary to remove the asset 
representing the parent company’s investment in a subsidiary in exchange for the 
subsidiary’s equity to avoid counting double of these assets net (Beasley et al., 2009). 
There will be no equity in the consolidated financial statements that is not owned by 
the parent firm. Non-controlling interests (ICN) will be disclosed separately from 
the equity of the primary company’s owners.

CORPORATE DISCLOSURE AND PRESENTATION CURRENCY

There is a correlation between determining the functional currency and the mechanism 
used to translate foreign firms’ financial statements. In spite of this, there are 
institutional and legal measures that push businesses and other organizations to 
actively engage in non-financial disclosure (Barth et al., 2014). These initiatives are in 
addition to the voluntary reasons for social reporting. Because several governments, 
market regulators, and operators have started enacting laws and regulations that 
compel corporations to report their environmental and social effects, there has been 
a recent rise in interest in understanding how actions linked to sustainability have 
an influence on a company’s business. This interest has also risen over the past few 
years. (Balachandran & Faff, 2015).

Business model disclosure should have two primary components in order to be 
relevant to stakeholders: a narrative description that demonstrates the most essential 
pillars of a company’s business model and a set of quantitative metrics that strengthen 
the trustworthiness of narratives (Brüggemann et al., 2013).

It is possible to reach the conclusion that massive corporations produce 
sustainability reports for the sole purpose of complying with the ever-increasing 
number of requirements that pertain to the reporting of social and environmental 
factors (Houque et al., 2012). Nevertheless, compliance with the law is not the 
sole reason that businesses, particularly large ones, publish sustainability reports. 
Publish material in unregulated areas is a common commercial practice, which 
backs this up. Corporate sustainability reporting has been and remains mostly a 
voluntary activity aimed at presenting an account of the social and environmental 
impacts of doing business to both internal and external stakeholders, despite the 
fact that many governments and organizations have fostered this type of disclosure 
directly or indirectly.
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Although these concepts are not used expressly in IAS 21, their range of 
applicability suggests that such is the case (Barth & Konchitchki, 2013). There will 
be consideration given to the rules in Section 3 pertaining to how foreign currency 
transactions in a functional currency should be registered at the level of each individual 
company, whether or not it is a part of a group, as well as how financial statements 
denominated in foreign currency should be translated into a functional currency.

Temporal balance is handled according to the item’s nature: Monetary items (e.g., 
cash, receivables, or trade payables) are translated using the closing rate, and the 
resulting differences in differences are recognized in profit or loss; non-monetary 
items (e.g., tangible, intangible, etc.) are converted: using the exchange rate at the 
transaction date if they are valued on the historical cost basis, or using the exchange 
rate from the date they were measured at fair value (Chebaane & Othman, 2014).

On non-controlling interests (ICN), the standard makes the following statement 
regarding the fair value at the acquisition date: acquirer may measure a non-controlling 
interest held in the acquire at fair value at the acquisition date; if available prices in 
an active market for shares - the acquirer can measure the fair value at the acquisition 
date of INC given these prices; if not available prices in an active market for shares 
- the acquirer must measure the fair It is probable that the fundamental difference is 
the inclusion of a first control in the fair value per share of the acquirer’s interest or, 
conversely, the inclusion of a discount for lack of control (also known as a shrinking 
minority) in the fair value per share of controlling interest.

The sum of the first three components (VJ of the transferred consideration, INC, 
and VJ of purchase of previously held ownership interest) is the transaction’s default 
(VI) (Doukakis, 2010).

It should also be noted that prior years’ financial statements should be translated 
using the currency rates that were in effect at the time of conversion. In other 
words, they will not update at the closing rate or the current average rate used in 
previous period financial statements. In the event that this upgrade is implemented, 
the values of these chairs will be different from what they would be if they did not 
record motions.

When dealing with matters pertaining to income and spending, it can be quite 
challenging to produce accurate results when using transaction dates and currency 
rates (Horton et al., 2013). As a consequence of this, one may use a conversion rate 
to convert exchange rates based on the transaction dates, for example by taking the 
average of the rates for that time period. This can be deduced from practical reasoning.

The variety of reporting requirements is certainly the biggest challenge for 
companies right now and requires a variety of discussions within the company 
and the appropriate resources. However, when applied correctly, reporting can 
add significant value and support the integration of disclosure issues across the 
organization. Companies should decide for their specific situation which cadres they 
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use and what they want to communicate externally and to whom. Progress in these 
areas should then be reported regularly, using clear indicators and targets. Many 
unanswered questions in reporting will be clarified as data, processes, systems, 
and reporting mature. There is still a long way to go to the proper maturity of 
non-financial indicators compared to financial indicators. In the medium and long 
term, the stated goal should be to report in a standardized, focused, and comparable 
manner with high and significant quality.

SOLUTIONS AND RECOMMENDATIONS

Accounting and reporting are ways for organizations and their stakeholders to talk 
to each other and encourage social change. As a result, both stakeholder theory 
and legitimacy theory contribute to our understanding of sustainability disclosure 
since they both explain voluntary disclosure of sustainability challenges even in the 
absence of strong sustainability performance. The absence of trustworthy information 
is closely tied to the lack of available data. Compound measurements are based on 
information supplied by firms, which is not available to the public. Thus, the validity 
of these measurements is dependent, at least in part, on company self-disclosure, 
which may have an incentive to present themselves in the best light possible.

Exchange rate discrepancies are included in the company’s equity as a distinct 
component until the overseas operation is sold. In the event that these differences 
are associated with a foreign business that is not entirely owned (that is, there 
are non-controlling interests) and that is strengthened, then the portion of these 
differences that pertain to non-controlling interests will be recognized as part of the 
non-controlling interest of the consolidated statement of financial position.

As of the date of the acquisition, the difference in value between the involved 
in the transaction value and the accounting values will be assigned in the acquired 
assets and assumed liabilities in order to achieve the fair value of such assets and 
liabilities. The commercial background receives the extra. It is critical to remember 
that this allocation table will be created just once, at the time of purchase, and will 
stay unmodified. The revenue and costs of a subsidiary are included beginning with 
the date of purchase and ending when the mother society no longer has control. It is 
critical to understand that the value of the assets and liabilities as of the acquisition 
date will have an impact on the consolidated result.

The values disclosed by the subsidiary do not take into consideration the fair 
values as of the purchase date when referring to fixed assets that are not depreciable 
(land). The difference between accounting values and fair values as of the date of 
the business combination will be represented solely in the mother society and the 
worksheet required to acquire the consolidated financial conditions. However, because 
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the land is not depreciable, this disparity does not affect any of the purposes of an 
adjustment. In any case, if the land is not sold or there is a temporary depreciation, 
we must make modifications in the spreadsheet as well.

None of the entities will register the commercial backdrop that results from 
the business merger in their own individual financial positions. For an indefinite 
amount of time, the commercial background will only exist in the mother society’s 
consolidated financial problems.

A depreciation test will only affect its worth if we discover any depreciation. 
This depreciation will be recorded as a cost, and the consolidated result will be 
discounted. In contrast to the subsequent years, where depreciation is visible, the 
first year shows no evidence of it.

Information regarding the value of the exchange discrepancies should be disclosed 
in an organization’s financial accounts, and this information can either be included in 
the net profit or net loss for the period, or it can be categorized as equity. It should also 
reconcile the opening and closing balances to the total exchange difference recorded 
as equity. There should be additional information included in financial statements 
on the functional currency, such as: if the functional currency is different from the 
country’s currency, the cause for using a different currency should be specified; the 
reason that was considered when making the choice to change the presentation or 
functional currency; if financial statements are presented in other than functional 
currency, the reason for currency change should be indicated.

FUTURE RESEARCH DIRECTIONS

Business model disclosure, as a framework for non-financial information, could also 
be a useful tool for sustainability reporting. The sustainable business model literature 
has come up with a variety of ways for managers to incorporate environmental and 
social concerns into their day-to-day activities. Furthermore, it is acknowledged 
in the literature on sustainability management that effective internal and external 
communications are essential components of any effort to integrate sustainability 
inside a business.

Regarding the statement of equity and the status of other items included in the 
comprehensive income, we would like to elaborate once again on the following points: 
The total amount of exchange rate differences are shown as a distinct component 
of equity to the disposal of the foreign operation; the position of other parts of the 
overall result includes correcting the conversion as an increase or reduction.

Determining and establishing pertinent indicators is crucial, as is grouping them 
into distinct categories (e.g., quantitative or qualitative components of a company’s 
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operations, such as its workers, or macro concerns), rather than merely lumping them 
all together. Each category should also be given a specific weight when determining 
the final conclusion.

Another difficulty would be to generalize the link between business combination 
and firm success to other nations and sectors, rather than going on forever with 
instances and studies. Disclosure of a firm’s business model could be beneficial 
for stakeholders in this regard since it offers information that must be kept succinct 
and focuses solely on pertinent details that are associated with the process of value 
generation at a company.

CONCLUSION

It is important for social groups to remember that their efforts to implement IFRS 
adjustments will be disclosed to investors because: many managers view confidential 
management and discovery as going too far; (Mechelli & Cimini, 2014). They also 
favor the IFRSs’ high level of openness and comparability.

It may be a priority for a group’s management team to retain such secrecy - such 
as progress achieved in applying IFRS, on the day-to-day activities of societies, 
or more specific initiatives. Overwhelmingly, managers interviewed acknowledge 
that they are well-versed in IFRS and its implications. More than three-quarters are 
aware of the impact of IFRS on firms in their nation and, similarly, are extremely 
or adequately confidential in terms of comprehending the consequences on the 
companies in which they invest.

An overview of the above conversion rules on the financial statements of a foreign 
firm would be as follows: all assets and liabilities are converted to the closing rate; 
social capital accounts are converted to the historical exchange rate from the date 
of purchase; accounts that constitute cumulative profits.

Some social and environmental disclosures have recently been consolidated 
with financial disclosures in single reports, probably in reaction to the rising 
complexity and length of stand-alone reports. In contrast to previous social and 
environmental disclosures made inside annual reports, which did not connect 
social and environmental information with financial information, these new 
developments have attempted to integrate social, environmental, financial, and 
governance information.

As a standard for corporate communication, Integrated Reporting supports in 
the preparation of financial as well as other reports and is a process that results in 
effective communication about how a company’s long-term strategy, governance, 
performance, and prospects lead to value creation.
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ABSTRACT

This chapter deals with developing a strategic map for improving the performance 
of medical services using the balanced scorecard (BSC). The main objectives of this 
chapter are to present the conceptual approaches of the balanced scorecard, the 
implementation and use of BSC in medical services, the advantages and limitations 
of BSC implementation in medical services. Based on the literature, the authors 
present the interpretations brought by specialists to the balanced scorecard concept 
and analyze the degree of implementation and use of BSC in medical services. A 
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INTRODUCTION

The health care system is one of the most critical sectors of society and the economy, 
especially in countries with a developed economy, growing significantly in recent 
years. However, despite all the investments made by governments, this system 
is complex and has difficulties measuring performance, is characterized by long 
waiting times, low productivity, stressed medical staff, or patients dissatisfied with 
the medical services provided.

Performance measurement provides management of health care institutions with 
evidence of existing practices, beliefs, and assumptions, allowing management 
to create a strategic map for improving future health care services (Cokins & 
Căpușneanu, 2020). The development of the strategic map is closely linked to the 
Balanced Scorecard (BSC) and the perspectives of approaching the performance 
of an organization: the financial perspective, the internal perspective, the client 
perspective and the learning and growth perspective. Being composed of a complex 
set of entities, processes and activities, the health care system is subject to dramatic 
changes due to its functioning, the increase of the competitive level, the alternatives 
of services offered to the clients, the increase of the quality of the medical services 
offered.

To cope with these changes, the management of a healthcare institution must have 
reliable and timely information to make appropriate decisions with an impact on 
future business and increase performance, especially given that healthcare services are 
based on the most accurate information possible. of the customer. The improvement 
of the performance measurement system in the field of medical services must be 
rethought and adapted to the pressures of reducing costs, the quality of the level 
of care of patients/clients, ETC. Therefore, IT is very important to select specific 
indicators with an impact on highlighting those issues pursued by the objectives 
set by the management of health care institutions (Holban et al., 2021). In this 
regard, the purpose of this chapter is to highlight the following aspects: (1) the 
presentation of the Balanced Scorecard (BSC) concept and its development; (2) the 
use of BSC in medical services; (3) presentation of the critical factors that influence 
the medical services industry; (4) presentation of the advantages and limitations 

case study on the development of a strategic map for improving the performance 
of health services with the help of BSC is presented. Considering the factors that 
influence the size of medical organizations, the authors also present the advantages 
and limitations of adopting and using the balanced scorecard. The chapter ends 
with the general conclusions regarding improving medical services performance 
using BSC.
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of BSC implementation; (5) conducting a case study on developing a strategic map 
for improving performance with the help of the BSC at a healthcare institution.

BACKGROUND

Balanced Scorecard: Concept and Development

At the end of the 20th century, Kaplan and Norton (1996) first introduced a Balanced 
Scorecard (BSC) as a tool for implementing its strategy. Since its inception and 
implementation, many profitable organizations have successfully analyzed and applied 
BSC in various industries and at different organizational levels (Lueg & Carvalho e 
Silva, 2013; Hoque, 2014) but also in non-profit organizations (Rodrigues Quesado 
et al., 2017), each of them depending on the objectives pursued, personalizes the 
model chosen by BSC.

Specialists analyzed the impact of using the Balanced Scorecard in terms of 
effectiveness (Amado et el., 2012) on the organization, and their findings were reflected 
in the following aspects: the BSC model through the four business perspectives 
focuses on both the past and the future through the indicators it calculates (Kaplan 
& Norton, 1996; Wade & Recardo, 2001; Kumbakara, 2008; Celma et al., 2017). 
Other experts have focused their research on analyzing the concept of BSC and its 
links to key perspectives, establishing many causal relationships, both within and 
between perspectives, resulting in the achievement of financial goals (Nørreklit, 
2000; Bryant et al., 2004; Čizmić & Crnkić, 2010).

Experts have captured the impact of companies’ strategy on the BSC’s outlook 
by including financial or non-financial indicators specific to the outlook or strategic 
indicators for their interconnection (Bryant et al., 2004; Huang et al., 2009; Parmenter, 
2010; Janeš, 2014) and the performance measurement system is thus aligned with the 
company’s strategy (Bourne et al., 2000; Radnor & Lovell, 2003; Atkinson, 2006). In 
order to strike a balance between the internal and external performance prospects of 
the BSC, it is necessary to combine several indicators in a single framework between 
short-term and long-term objectives (Daft, 2010). Comprising all stakeholders in 
the company, BSC provides a complete reflection on implementation and strategy 
becoming a holistic system (Ittner et al., 2003; de Geuser et al., 2009; Cheffi et al., 
2010). Starting from the concept of Balanced Index for Balanced Scorecard BSC 
(BSC BI), some experts believe that it offers a balance between multiple perspectives 
that will allow the organization to develop all its organizational capabilities equally 
(Olsson et al., 2000; Osama, 2006; Funck, 2007; Stefanovska & Soklevski, 2014; 
Shin et al., 2015). Specialist research has focused on deepening how organizations 
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handle measurements and use the information collected to provide management and 
support management (Zelman et al., 2003; Kollberg, 2007; Aidemark & Funck, 2009).

Balanced Scorecard: Use in Medical Services

The use of BSC in healthcare has resulted in correcting errors in performance 
standards, the monitoring of organizational results to achieve the objectives and level 
of organizational strategy. The current purpose of BSC is to define, communicate, 
and strengthen core values, the purpose, and the direction of the organization to 
encourage opportunity-seeking behavior (Kollberg & Elg, 2011). Funck (2009) 
suggests the following functions of BSC: (1) management control; (2) strategic 
management tool; (3) information and communication tool; (4) quality management 
tool; (5) benchmarking tool; and (6) the complementary budgeting instrument.

According to specialists, BSC is used in health services for several reasons: (1) 
as a system for improving the quality of health care (Funck, 2009); (2) support in 
the long-term survival of companies (Zelman et al., 2003); (3) system for reducing 
the uncertainty of objectives within the organization (Aidemark, 2001); (4) creating 
a common language for improving health care services (Hallin & Kastberg, 2002); 
(5) improving customer orientation (Rahm et al., 2002); (6) implementation of the 
support strategy (Atkinson, 2006).

BSC promotes multidimensional thinking (Andersson et al., 2000), including 
a series of performance measures necessary to represent all dimensions of the 
organization, considering in the case of healthcare: patients, health care processes, 
professional staff learning (Aidermark, 2001). Thus, in health care, it is necessary to 
measure and monitor medical activities such as time of care and physical condition 
of the patient, operations and treatments, number of diagnoses, etc. but also 
administrative activities such as: waiting and care times, compliance, productivity, 
efficiency, rationality, economic measures (Kollberg & Elg, 2011). Therefore, several 
experts believe that BSC is a relevant framework. However, the concept needs to 
be developed in local departments (Rahm et al., 2002) and modified and adapted to 
an organization’s specific requirements (Zelman et al., 2003), which will guarantee 
successful implementation of the BSC.

To successfully implement BSC in medical services, it is necessary to analyze 
the factors that determine BSC use. According to specialists, these factors are mainly 
related to (1) the approach that requires changes in organizational culture (Chavan, 
2009); (2) understanding, commitment and support from both senior management 
and all employees (Kollberg & Elg, 2011); (3) developing and communicating a 
causal model of the strategy used by organizations that have implemented BSC 
(Othman, 2006); (4) decentralization of measures in terms of process, management 
interest, BSC demand and support, the flexibility of BSC design and use (Aidemark 
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&   Funck, 2009). BSC is the dominant performance measurement system in the 
industry, but its implementation is complex due to the difficulties translating into 
concrete actions (Bhagyaschree et al., 2006).

Critical Factors Influencing the Healthcare Industry

According to the specialists, a series of critical factors have been identified as 
contributing to the implementation and development of the medical services 
industry, such as:

1.  Performance and improvement of performance indicators. The BSC approach 
provides management with the necessary framework to transform the goals set 
by an organization’s strategy into a set of performance measures (Baker & Pink, 
1995; Atkinson, 2012). As a result, operational and strategic approaches are 
transformed into actions that measure performance (Cifalino & Baraldi, 2009; 
Yuen & Ng, 2012) and measuring performance helps reduce costs, improve 
the quality of care, and adhere to strict guidelines (Peng et al., 2007). Some 
of the indicators used in the BSC perspectives are based on:
a.  Productivity and profitability. The productivity indicator indicates the 

capacity of the staff employed in the health system (Kershaw & Kershaw, 
2001), while the profitability indicator shows the efficiency of the 
management of the health system (Zelman et al., 2003).

b.  Waiting time refers to the length of time from the time of requesting a 
patient’s consultation to its actual consultation (Chen et al., 2006).

c.  Outpatient waiting time is the difference between total operating income 
and total operating expenses divided by total operating income. In addition, 
customer satisfaction or the superior quality of medical services can help 
to improve the profit margin obtained. (Bamford & Chaziaislan, 2009).

d.  The occupancy rate is related to productivity, and if it is higher, it means 
the profit obtained by the health institution is the result of dividing the 
outputs at the inputs. (Chen et al., 2006).

2.  Satisfaction of customers, staff and quality assurance of medical services. Customer 
satisfaction is a critical component of profitability for any product-oriented 
(health and wellness) quality of life business that helps the organization gain a 
competitive advantage over its competitors (Bakar et al., 2008). Clients’ perception 
is determined by the success or failure of medical services. The quality control of 
healthcare provided by competing private contractors led to BSC measurement 
(Aidemark, 2010). Employee satisfaction contributes to improving customer service 
by showing a positive attitude towards the quality of future services (Zelman et 
al., 2003). Ensuring the quality of medical services means controlling the various 
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care processes within the health system (Urrutia & Eriksen, 2005). On the one 
hand, providing high-quality medical services would help to improve outcomes, 
customer and healthcare satisfaction, and on the other hand, reducing costs would 
create long-term competitive advantages. (Chen et al., 2006).

3.  Commitment of senior management. Without the support of senior management, 
all changes related to the implementation of BSC in the medical services cannot 
be achieved (Zelman et al., 2003), which plays a significant role in forming 
an equal relationship between organizational interests. (Funck, 2007).

4.  Strategic planning and employee training. Strategic planning is crucial given 
that the implementation of BSC requires a certain level of commitment from 
the hospital’s senior management, volunteers and board members through 
their education, recognition, and support (Purbey et al., 2007). In addition, 
employee training is an essential factor in ensuring the quality of services; it 
is the training of employees and the administrative team, department directors, 
medical staff (Cifalino & Baraldi, 2009).

5.  Culture, courtesy, and respect. Culture and faith influence patients’ health 
care experiences, significantly contributing to increasing their satisfaction 
and improving health care (Zelman et al., 2003). A global survey on the use 
of BSC and best practices in health care (Gurd & Gao, 2007) or the use of the 
strategic map of BSC in health care organizations and health systems (Chan, 
2009) would create a clearer vision in the field of health.

6.  Communication and adaptation to new technologies. Communication is relevant 
in the field of health as it contributes, on the one hand, to the prevention of boils 
and health promotion, and on the other hand to the improvement of personal 
and public health through studies and the use of communication strategies for 
information and influence (Zelman et al., 2003). Healthcare institutions should 
include an additional perspective in the BSC that provides information on the 
socio-demographic and environmental factors in which they operate (Urrutia 
& Eriksen, 2005) and identify opportunities for improvement on existing issues 
(Chen et al., 2006). Adaptation to new technologies ensures the continuous 
improvement of medical services for clients (Kershaw & Kershaw, 2001).

Advantages and Limitations of BSC Implementation

In the opinion of specialists, the essential advantages that BSC brings in the field 
of medical services are the following: (1) it contributes to the evaluation of the 
application of the vision and strategy of the institution on these issues (Assiri et al., 
2006; Juhmani, 2007); (2) contributes to the control and improvement of operations 
related to effective benchmarking (McAdam & Walker, 2003; Phillips, 2007) but 
also to the identification of opportunities to reduce costs (Anand et al., 2005); 
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(3) contributes to the encouragement and involvement of staff at all levels of the 
institution (McAdam & Walker, 2003).

Considering the stage of BSC implementation (design, processing, or use), the 
specialists identified the following disadvantages or difficulties:

•	 in the design stage: difficulties related to data collection (Kocakülâh & Austill, 
2007), indicators to be chosen (Assiri et al., 2006; Kaufmann & Becker, 
2005) and identification of cause-effect relationships between them (Anand 
et al., 2005; Malina & Selto, 2001); the existence of started and unfinished 
BSC implementation projects (Kaufmann & Becker, 2005).

•	 in the processing stage: difficulties in translating the strategy and 
communicating with the design team (Malina & Selto, 2001; Beer & 
Eisenstadt, 2004) are generally based on subjectivity and a certain tension in 
terms of performance measures (Malina & Selto, 2001), namely the effects of 
time on organizational results (Nørreklit, 2003); difficulties in holding senior 
management accountable for the implementation of the BSC (Galas & Forte, 
2005; Atkinson, 2006; Prieto et al., 2006); difficulties in how employees 
perceive their contribution to improving performance through the BSC 
(Decoene & Bruggeman, 2006).

•	 in the use stage: difficulties related to the continued use of BSCs (environmental 
uncertainty, lack of assessment and reporting, insufficient communication, 
lack of up-to-date market and performance data etc.) (Kaufmann & Becker, 
2005); difficulties in making investments and creating future value, the need 
to provide advice, the rigidity of existing hierarchical structures and the lack 
of a common culture (Prieto & de Carvalho, 2006, 2009).

Case Study on Developing a Strategic Map for Improving 
Medical Services With Balanced Scorecard

1.  The long-term strategic performance objectives of a private medical clinic 
(medical services) (Table 1, figure 1).

2.  Preparation of the strategic map for the improvement of medical services using 
BSC (Figure 2).

3.  Defining each strategic performance objective and establishing the measurement 
indicator (Table 2).

4.  Defining the performance target for 2 years (Table 3).
5.  Possible courses of action for each strategic performance target (Table 4).
6.  Balanced Scorecard Synthesis (Table 5).
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Table 1. The long-term strategic performance objectives of a private medical clinic

Perspectives Strategic Performance Goal
Number of Objectives 

to Be Formulated in the 
Project

1. Customers’ perspective Providing patients with unparalleled clinical 
care 3

2. Financial perspective Turnover increase 4

3. Internal processes 
perspective

Conducting state-of-the-art research to eradicate 
the disorder 3

4. Learning and growth 
perspective Developing advanced skills in future specialists 3

Figure 1. The long-term strategic performance objectives of a private medical clinic

Figure 2. Strategic map for the improvement of medical services using BSC
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Table 2. Defining each strategic performance objective and establishing the 
measurement indicator

Strategic Performance Goal Measuring Indicator

1. The Customers’ 
perspective

1. Providing patients with unparalleled 
clinical care % Satisfied patients / Total patients

2. Quality care with access to the latest 
tools and support staff

% No. patient complaints / No. total 
patients

3. Quality care, comfort, and compassion % No. appointments confirmations / 
No. Appointments

2. The financial 
perspective

1. Increase in revenue relative to costs % Total revenues / total costs

2. Personnel cost management % Staff costs / total costs

3. Management of daily costs on the 
clinic bed Average bed expenses per day

4. Management of drug and material 
costs

% Drugs and material costs / Total 
costs

3. The perspective of 
internal processes

1. Endowment with beds in the best 
quality conditions % No. beds available / No. total beds

2. Improving (reducing) waiting times 
and quick access for patients

Customer waiting time / Maximum 
waiting time

3. Attracting renowned specialists % No. renowned specialists / No. 
Specialist

4. The perspective of 
learning and growth

1. Investing in staff and know-how % Personnel training expenses in total 
expenses

2. Setting expectations and taking 
responsibility % No. absents / No. total staff

3. Recruiting and retaining the most 
talented individuals

% No. recruited individuals / No. 
employed individuals
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Table 3. Defining the performance target for 2 years

Strategic Performance Goal Measuring Indicator
Strategic 

Performance 
Target

Year 1 Year 2

Providing patients with 
unparalleled clinical care

% Satisfied patients / Total 
patients 90% 85% 90%

Quality care with access to the 
latest tools and support staff

% No. patient complaints / 
No. total patients 8% 10% 8%

Quality care, comfort and 
compassion

% No. appointments 
confirmations / No. 
appointments

90% 80% 90%

Increase in revenue related to 
costs % Total revenues / total costs 80% 75% 80%

Personnel cost management % Staff costs / total costs 60% 50% 60%

Management of daily costs on 
the clinic bed

Average bed expenses per 
day 1,500 lei 1,600 lei 1,500 lei

Management of drug and 
material costs

% Drug and material costs / 
Total costs 45% 48% 46%

Endowment with beds in the 
best quality conditions

% No. beds available / No. 
total beds 90% 80% 90%

Improving (reducing) waiting 
times and quick access for 
patients

Customer waiting time / 
Maximum waiting time

7 
minutes 10 minutes 7 minutes

Attracting renowned specialists % No. renowned specialists / 
No. specialists 50% 40% 50%

Investing in staff and know-
how

% Personnel training 
expenses in total expenses 40% 30% 40%

Setting expectations and taking 
responsibility

% No. absents / No. total 
staff 10% 12% 10%

Recruiting and retaining the 
most talented individuals

% No. recruited individuals / 
No. envious employees 22% 12% 22%
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Table 4. Choices for each strategic performance target

Strategic Performance Goal Measuring Indicator
Strategic 

Performance 
Target

Courses of Action

Providing patients with 
unparalleled clinical care

% Satisfied patients / 
Total patients 90%

Improving medical 
services and attracting 

new patients

Quality care with access to the 
latest tools and support staff

% No. patient complaints 
/ No. total patients 6%

Improving the quality 
of medical services, 
purchasing state-of-

the-art tools and hiring 
experienced staff

Quality care, comfort, and 
compassion

% No. appointments 
confirmations / No. 
appointments

90%

Hiring specialised, 
experienced staff and 

ensuring a comfortable 
climate for patients

Increase in revenue related to 
costs

% Total revenues / total 
costs 80% Attracting projects, new 

business partners

Personnel cost management % Staff costs / total costs 60% Improving staff pay levels

Management of daily costs on 
the clinic bed

Average bed expenses 
per day 1,300 lei

Elimination of certain 
facilities provided by 

unnecessary providers for 
patients

Management of drug and 
material costs

% Drug and material 
costs / Total costs 45%

Provision of an additional 
amount for medicines and 

materials in the budget

Endowment with beds in the best 
quality conditions

% No. beds available / 
No. total beds 90% Attracting projects from 

non-reimbursable funds

Improving (reducing) waiting 
times and quick access for 
patients

Customer waiting time / 
Maximum waiting time 7 minutes

Hiring specialised and 
efficient staff in receiving 

patients

Attracting renowned specialists
% No. renowned 
specialists / No. 
Specialists

50% Hiring specialised and 
well-paid staff

Investing in staff and know-how
% Personnel training 
expenses in total 
expenses

40% Attracting projects from 
non-reimbursable funds

Setting expectations and taking 
responsibility

% No. absents / No. total 
staff 10% Hiring serious and 

efficient staff

Recruiting and retaining the most 
talented individuals

% No. recruited 
individuals / No. envious 
employees

20%
Hiring specialised, 

talented staff with good 
prospects for the future

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



173

Balanced Scorecard

Table 5. Synthesis of Balanced Scorecard for medical services

Perspectives Strategic 
Performance Goal

Measuring 
Indicator

Strategic 
Performance 

Target
Courses of Action

1. The customers’ 
perspective

Providing patients 
with unparalleled 
clinical care

% Satisfied 
patients / Total 
patients

90%
Improving medical 
services and attracting 
new patients

Quality care with 
access to the latest 
tools and support 
staff

% No. patient 
complaints / No. 
total patients

8%

Improving the quality 
of medical services, 
purchasing state-of-
the-art tools and hiring 
experienced staff

Quality care, 
comfort and 
compassion

% No. 
appointments 
confirmations / 
No. appointments

90%

Hiring specialised, 
experienced staff and 
ensuring a comfortable 
climate for patients

2. Financial 
perspective

Increase in revenue 
related to costs

% Total revenues / 
total costs 80% Attracting projects, 

new business partners

Personnel cost 
management

% Staff costs / 
total costs 60% Improving staff pay 

levels

Management of 
daily costs on the 
clinic bed

Average bed 
expenses per day 1,200 lei

Elimination of certain 
facilities provided by 
unnecessary providers 
for patients

Management of 
drug and material 
costs

% Drug and 
material costs / 
Total costs

45%

Provision of an 
additional amount 
for medicines and 
materials in the budget

3. The perspective of 
internal processes

Endowment with 
beds in the best 
quality conditions

% No. beds 
available / No. 
total beds

90%
Attracting projects 
from non-reimbursable 
funds

Improving 
(reducing) waiting 
times and quick 
access for patients

Customer waiting 
time / Maximum 
waiting time

7 minutes
Hiring specialised 
and efficient staff in 
receiving patients

Attracting 
renowned 
specialists

% No. renowned 
specialists / No. 
Specialists

50% Hiring specialised and 
well-paid staff

4. The perspective of 
learning and growth

Investing in staff 
and know-how

% Personnel 
training expenses 
in total expenses

40%
Attracting projects 
from non-reimbursable 
funds

Setting 
expectations 
and taking 
responsibility

% No. absents / 
No. total staff 10% Hiring serious and 

efficient staff

Recruiting and 
retaining the most 
talented individuals

% No. recruited 
individuals / No. 
envious employees

20%

Hiring specialised, 
talented staff with 
good prospects for the 
future

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



174

Balanced Scorecard

SOLUTIONS AND RECOMMENDATIONS

Given the issues addressed during this chapter, we propose to specialists and all 
those interested the following improvement solutions:

•	 Identifying better performance indicators to highlight their calculation and 
analysis for more extended periods, but also constantly updating information.

•	 Full involvement of senior management and all staff categories in a health care 
institution in deepening the knowledge of BSC, its role and importance, but also 
in its successful implementation benefiting from its advantages in the future.

•	 Preparing a BSC implementation team or hiring specialists to contribute 
to the successful implementation of the BSC, long-term monitoring of the 
indicators used to assess the prospects of the BSC agreed with the objectives 
set by the senior management of the health care institution.

•	 Extending the BSC by including an environmental perspective would also 
help measure environmental performance under current integrated reporting 
or the direct use of the Sustainability Balanced Scorecard. (SBSC) (Cokins 
& Căpușneanu, 2020).

•	 Based on the concepts discussed above, we recommend specialists and all 
those interested in deepening the BSC and the impact it has on the performance 
of a health care institution the following aspects:

•	 research of the specialized literature regarding the adoption and 
implementation of SBC, its advantages, and limitations.

•	 research at a national and global level of the impact produced by the 
implementation of BSC on strategic managerial accounting at the level of the 
medical service institutions that implemented them.

•	 adapting and expanding the company’s culture among employees in terms of 
the advantages offered by adoption and implementation internally but also 
externally.

•	 publicizing the adoption and implementation of BSCs among health care 
institutions as a tool for measuring and monitoring their future performance.

FUTURE RESEARCH DIRECTIONS

Through the objectives launched in this chapter, we consider that we have reached 
our proposed goal within the business or academic environment. The chosen topic is 
current and of future interest for all specialists. The amount of information presented 
in this chapter covers a wide area of the international literature dedicated to adopting 
and implementing the BSC within the health care system, more precisely, the medical 
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services. This amount of information has been carefully selected and synthesized to 
present only those significant aspects in adopting and implementing BSCs within 
healthcare institutions with accurate future research directions. We suggest the 
following research directions to specialists and all those interested:

•	 analysis of the possibilities to adapt and implement BSC to the specifics of 
the organizations, entities in the sanitary-medical field.

•	 analysis of the position of companies, entities, organizations regarding the 
BSC concept, medical legislation and the points of view of the management, 
the BSC implementation team, the employees.

•	 analysis of the impact of strategic managerial decisions resulting from the BSC 
implementation within the medical service institutions, of the performances 
obtained and on the extension of the BSC perspectives by including the 
environmental perspective or SBSC.

This paper aimed to present a review, analysis, classification, and coding of the 
Balanced Scorecard (BSC) literature to identify BSC implementation issues. Several 
issues were identified and classified as related to the BSC project, the BSC process, and 
difficulties in using the BSC. The results are not conclusive and could not be generalized. 
The methodology used in this study and the initial results can be replicated using a more 
extensive database, perhaps including, and properly analyzing consulting documents.

CONCLUSION

Through its structure, this chapter summarizes some aspects dedicated to the 
description of BSC and its conceptual evolution within health care institutions, the 
critical factors underlying the successful adoption and implementation of BSC within 
these institutions and the advantages and disadvantages offered. The following can 
be mentioned as strengths of this chapter:

•	 brings some clarifications regarding the adoption and implementation of 
BSCs within healthcare institutions.

•	 analyzes the critical factors that influence the implementation of BSC within 
medical service institutions.

•	 presents the advantages and disadvantages of implementing BSC within 
healthcare institutions

•	 analyzes health care institutions and their environment in terms of perspectives 
by presenting a case study on developing a strategic map for measuring 
performance with the help of BSCs within a health care institution.
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•	 the BSC model used in the case study can be adapted to different types of 
organizations and new strategies. In particular, the model can be applied to 
public organizations and the service sector.

•	 BSC model promotes the commitment and participation of all employees 
due to the relationship between strategy and the process of continuous 
improvement.

This chapter has launched new challenges related to the adoption and 
implementation of BSC within medical service institutions and beyond. We are 
confident that the implications of BSC on the performance of a healthcare institution 
will not go unnoticed. However, efforts to identify new opportunities for the design, 
deepening, and diversification of BSC perspectives at the level of healthcare 
institutions need to be stepped up.
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KEY TERMS AND DEFINITIONS

Balanced Scorecard: A performance measure used to identify, improve, and 
control the various functions and the results.

Strategic Map: A form of graphical representation that indicates the cause-and-
effect connection between an organization’s strategic objectives.

Sustainability Balanced Scorecard: The fifth pillar of the SBC is a tool used 
to measure performance (for the four perspectives: financial, processes, customers, 
learning and development) and environmental performance to identify, improve and 
control certain functions of a business and the results obtained.
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ABSTRACT

This chapter explores the notion of public relations accountability in the not-so-distant 
future with the integration of blockchain technology as championed and demanded 
by several brands, considering its impact on the dissemination of communication, 
coherency and efficiency of the firm. Issues around value delivery with reputation 
management, the new online ecosystem and stakeholder relations are raised and 
explored.

INTRODUCTION

This chapter addresses the nature of public relations (PR) today. It assumes there is 
no schism between online and offline PR, and the definition of PR connotes both 
and is explored in relation to contemporary society. The subject is then addressed 
conceptually within a marketing framework and as a business function from the 1970s 
before discussing how and why it relates to blockchain technology, with specific 
insights into what blockchain technology is, how it works and how communication 
models are influenced to change.
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The topic of marketing and PR security is discussed from a vantage point of 
B2B and B2C brands, with key themes such as General Data Protection Regulation 
(GDPR, 2018) and privacy. The chapter then addresses the issue of trustlessness, 
intelligent agents and Web 3.0. 

The concept of social equity brands is analysed along the theme of ‘trust’, whilst 
the debate around artificial intelligence (AI) and machine learning (ML) is discussed 
hypothetically using the Hunt and Vitell ethics model (2021).

Aligning trust and trustlessness into building social capital, the focus–adjust–
cast model is adapted from Bourgoin et al. (2018) and integrated into an optional 
dialogue strategy before concluding by stating the implications for management.

THE LEGACY OF PR

Traditionally, after 1945, the birth of PR since the 1920s has been amplified in its 
consistency of championing a top–down centralised approach. Indeed, this falls in line 
with the Grunigian orthodoxy that PR is a management function itself (Thompson, 
2020) that is particularly focused on the task of managing communication with the 
public.

The legacy of this direction that PR has emerged from is what Thompson 
(2020) has defined as the classical approach – dating approximately between 1923 
and 2010, epitomised by Ivy Lee and Edward Bernays, who depicted PR as being 
largely organisational and corporatist, and blending characteristics with a mixture 
of practice and theoretical orthodoxies. However, it is the societal role that PR 
plays in a neoliberal economy that is the focus of this research, understanding its 
contribution to a marketplace of ideas (Coombs & Holladay, 2007).

The importance of laying out the adequate groundwork for critically appraising 
opportunities within the environmental sphere raises the necessity of an understanding 
of classical and postclassical PR phrases, implying (a) classical PR conformance, 
operating through relational advantage, sensitivity to others, rationality and civility, 
and (b) postclassical PR nonconformance, characterised by a solitary and distinct 
positioning focus on self and incivility (Thompson, 2020). Building from this, 
some insight into what PR entails needs to be put forward. Sriramesh and Verci 
(2012) have framed PR as ‘a specific form of management of communication and 
relationships. It is strategic in its intent and focused on the production of envisioned 
changes among groups of people, organizations or the society at large’.

The rationale behind grappling with PR in the Fourth Industrial Age, where changes 
in society are fast and rampant, is to disseminate and capture some entanglements 
and contradictions that unfold in power-orientated relationships through social 
exchange (Blau, 1964) in a client relationship concerning stakeholders and other 
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agents where PR amalgamates in its operations (Thompson, 2020) with the legal 
remedies of injunctions, defamation and other court actions, with the risk and 
investigative work of private security specialists.

Considering the nature of PR and that PR operates as an adjunct activity, never done 
for the sake of itself but on behalf of organisations or individuals who seek promotional 
or persuasive advantage (Thompson, 2020), from a postclassical perspective, the 
societal role of PR includes being ‘promotional intermediaries’ (Davis, 2005) since 
it plays a key role in the production, consumption and promotion of commodities 
and culture to inform or persuade their public. Their ability to do this is fostered by 
access to specific networks (owned media), which are protected and layered with 
high levels of trust and reliability, so that media messages achieve the desired effect 
(Thompson, 2020). With this in mind, the organisational PR role is to permeate not 
only the organisation but also those who facilitate stakeholder engagement, facilitating 
trust. In this capacity, PR functions as a ‘cultural intermediary’, managing social 
relations that closely align and manifest through values and behaviours in the form 
of reputation management, which can be thought of as the Holy Grail in PR, as it 
contributes to business value and success. It involves cultivating goodwill among 
stakeholders and managing perceptions, relationships and the media (Meintjes & 
Grobler, 2014). In the 21st century (partly with the assistance of various media tools 
such as Social Mention, Twitter, etc.), enduring relationships are built by stakeholders 
by listening to their needs and expectations (Falconi, 2009), thus improving both 
organisational reputation and organisational decision-making (Niemann-Struweg, 
Meintjes & Grobler, 2007).

This element of PR, building relationships, is the crux of this analysis to benchmark 
best practice success in realms concerning blockchain technology and, specifically, 
digital agents that facilitate new power governance paradigms in these emerging 
ecosystems (Zwitter & Hazenberg, 2020).

PR’S RELATIONSHIP WITH MARKETING

Before examining the nature of blockchain technology and relating this to PR, it 
would be beneficial if a contextual understanding of PR in relation to marketing is 
relayed and perceived through the lens of digital marketing.

At the least, the relationship between marketing and PR has been tenuous and 
has been altered over the ages because of trends, technology movements and other 
external factors. In 1978, the renowned marketing author Philip Kotler and William 
Mindak highlighted this in their paper titled ‘Marketing and Public Relations: Should 
They Be Partners or Rivals?’ They predicted that a pattern of interrelation and 
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operations would help combine distinctions between them and that their function, 
as a component of the business unit, would merge and become singular.

Before this exposition, marketing was considered as the professional business 
unit that dealt with markets in the sense of identifying a population from which 
a product or service could fuel demand, whilst PR used the term ‘publics’, which 
was aligned with groups or organisations that organised and mobilised whenever 
companies needed to make concessions that affect a group adversely (Grunig et 
al., 1980). They were also seen as being concerned with more general views of a 
company as opposed to being product-specific.

During the 1970s and 1980s, the economic ethos was heavily influenced by the 
Chicago school mantra of Nobel Prize–winning economist Milton Friedman that 
the core purpose of a business was to increase profits (Friedman, 1970). Marketers 
Kotler and Mindak later stated that ‘[m]arketing exists to sense, serve and satisfy 
customer needs for a profit’, whilst PR exists to produce goodwill with the company’s 
various publics.

However, turning to the other side of the Atlantic, throughout the 1980s and into 
the early 1990s, the UK financial industry went through a period of deregulation 
(Elliott, 2015), which was precipitated in the USA with supply-side economic 
policies on stimulating consumer spending (Corporate Finance Institute, n.d.). Its 
knock-on effect across industries raised media costs (Wood, 2020). Organisations 
such as the Body Shop in the UK epitomised this, as it was a company with a social 
conscience that championed ethics first and foremost as its axis of interaction with 
its body and skincare products, which included ethically sourced, natural, cruelty-
free lotions and perfumes. The company understood the need to leverage marketing 
budgets and followed a corporate policy of ensuring credibility in their products 
and services before raising credibility (Smith 2003) through a dynamic application 
of a communication mix on issues such as store décor and exceptional customer 
service, which all contributed to the Body Shop making use of PR as their central 
communications tool as well as fulfilling and executing its marketing business 
function. Other consumer brands, such as Starbucks, followed the Body Shop 
model by making publicity their central communication point, which lent weight 
to the argument of both marketing and PR being given even weight: marketing PR 
(Kotler & Mindak, 1978).

However, between the mid-1990s and 2005, the relationship between marketing 
and PR oscillated in varying degrees with emphasis at times being placed more 
on PR than on marketing and vice versa; nevertheless, layers of complexity and 
contradictory practices enmesh between the two functions, influenced by both micro 
and macro factors (Moore, 2017).

Conceptually, what emerged in this fluctuating relationship between PR and 
marketing was the concept of integrated marketing communications (IMC), 
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within which marketing was the dominant, distinct discipline, as it subsumed and 
integrated the other communication channels including PR. From this, however, 
hybrids and nuances of PR began to appear within the communications paradigm, 
such as cause-related marketing and sponsorship. In relation to the former, Tesco, 
in 2005, executed a cause-related marketing campaign by donating computers to 
schools through the process of offering customers one voucher for every £10 they 
spend over 10 weeks (Pratley, 2005). Although it was considered controversial in 
relation to the actual value of its vouchers, it was deemed a success. Meanwhile, 
concerning sponsorship in the motor industry, the Mercedes-AMG Petronas F1 
Team sponsored engineering teams and drivers, which assisted in raising the brand 
profile and leveraged partnerships, allowing the brand to compete with competitors 
that had large advertising budgets.

The rise of social media as a critical component of the marketing arsenal 
was a significant factor in changing the relationship between various marketing 
communication tools. Initially, it was dwarfed off as relatively insignificant in 
relation to budget allocation (Netimperative, 2022); however, the fact that the media, 
both owned and earned, could be leveraged to the potential value of paid media, 
gradually took hold, and video, blogs, images, audio and text soon became staples 
in the PR media toolkit. Ultimately, from this, brands endorsing ‘content’ were later 
merged with marketing, becoming content marketing, from which branded content 
later unravelled and companies such as Red Bull and GoPro became leaders in this 
field. This product-driven approach, distinct from content marketing, in some ways 
can be considered the absolute synthesis between marketing and PR, as it facilitated 
direct conversations with the consumer. A classic example was Coca-Cola’s Share-
a-Coke campaign, where first names in localised regions were publicly emblazoned 
on the side of a Coke bottle and then featured in media, on buses, in billboards, in 
train stations and others. The wow factor of people seeing their name publicly was 
a catalyst for the media content/message to go viral (Coca-Cola, 2022).

In many ways, this campaign, from a theoretical standpoint, can be put forward 
as the ultimate balance between the marketing and public relations models (Kotler 
and Mindak, 1978).

Digital marketing, which at one point was labelled as cyber marketing (Bickerton, 
2000), has accentuated this debate somewhat concerning the blurring of the line 
between the marketing and PR role or function.

With so many new and different definitions and terminologies appearing across 
the marketing lexicon, it can be difficult to keep up with new terms applied and 
their meanings in a fast-changing technological space.

When we decode the term ‘digital marketing’, it refers to the electrification of 
the marketing function and states that the binary nature of digitalisation allows 
for speed, agility and accuracy to be leveraged and aligned with other business 
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functions (Bickerton, 2000). Renowned marketing author Dave Chaffey defines 
digital marketing as ‘achieving marketing objectives through applying digital media, 
data, and technology’ (Chaffey, 2022).

The roles and functions of different entities within a business are critical and it 
can be argued even more so in the current postindustrial age where different business 
entities such as decentralised autonomous organizations (DAOs) operate within 
a business ecosystem, distribute assets and execute business operations through 
smart contracts, which have been preprogrammed into the DNA of the organisation. 
Examples of such companies are Friends with Benefits (FWB) DAO, which is a 
social club DAO (Hackl, 2021), and the cryptocurrency derivative exchange BitDAO 
(Shuttleworth, 2021).

The backdrop to this new ecosystem that this chapter addresses is blockchain 
technology, in which there is a native web of embedded protocols and nascent 
appendages that aligns itself with the digital marketing and online PR world, through 
which stakeholders such as employees and investors will be expected to respond to 
communication professionals, who will then be expected to influence attitude and 
behaviour (Cornelissen, 2020).

PR’S RELATIONSHIP TO BLOCKCHAIN IN A 
POSTMODERN WORLD: WHAT IS BLOCKCHAIN?

This fast-paced industry is driven by the principles of Satoshi Nakamoto (2008) 
and his white paper titled ‘Bitcoin: A Peer-to-Peer Electronic Cash System’, which, 
like other cryptocurrencies, is driven by blockchain technology. Before discussing 
PR in this realm, a denominating understanding of blockchain technology must be 
established before examining certain key concepts and relating them to marketing PR.

At its core, blockchains are types of databases that take a certain amount of 
records and place them in a block, which in turn is ‘chained’ to the next block using 
a cryptographic signature, storing the transaction history, which is then replicated 
on every node, which is a cluster of computers or ancillary devices that can receive 
or send information (Lehdonvirta & Ali, 2016; Balva, 2017). Part of its uniqueness 
is that it is interconnected with other computers, enabling it to be used like a ledger 
that can be shared and corroborated by those with appropriate permissions. They 
can also be constructed or modified for specific purposes. For example, generally, 
there are shared ledgers – which refer to any database that is shared by industry or 
private consortiums or that is open to the public (DLT: Beyond BlockChain, 2016).

Ledgers have different nuances that may be best suited for certain purposes and 
functions. For example, distributed ledgers are databases that are commonly accessible 
to the public (permissionless). Records are commonly stored one after the other 
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in a continuous ledger rather than sorted into blocks, and as an added protection, 
additional records can only be added when the participants reach a quorum. Ripple 
is an example of such a ledger in the fintech industry. It has its own list of validators 
(known as unique node lists or UNLs) from up to 150 known, unknown or partially 
known validators who are trusted not to collude (XRPL, n.d.).

The issue of governance is of high importance when it comes to blockchains, as 
it provides a framework and guideline as to how the technology works. Governance, 
in its most basic terms as a working item, is referred to as ‘[t]he system by which 
entities are directed and controlled’ (Governance Today, n.d.).

Public blockchains such as Bitcoin and Ethereum are unpermissioned, which 
means they are open to the public, whilst private blockchains such as the Icertis 
blockchain framework in the Daimler supply chain system are not (Icertis, n.d.). 
Since the blocks on the blockchains are interconnected, they are considered as 
networks, where it is possible for transactions to occur. The approval of a transaction 
on a network can be validated in several ways. One is proof of work, for example, 
Bitcoin, and another is proof of stake, where certain nodes have specifically been 
selected to assist in confirming whether a transaction on the chain will go through 
and achieve consensus (DLT: Beyond Blockchain, 2016) among those computers 
participating in such a task. This process is undertaken through a concept known as 
‘hashing’, which addresses how much computational power is used by the network 
to calculate transactions (Robinhood.com, n.d.), followed by the authentication of 
the transaction on the blockchain via computer, and the fastest computer to solve 
the cryptographic mathematical puzzle receives an incentive or reward.

Two key characteristics of blockchain technology are that they are immutable, as 
Zwitter and Boisse-Despiaux (2018) implied that it is it impossible for any entity to 
alter the transaction (Kavanagh, 2022), and that they inherently have trustlessness 
features, in this sense implying not the removal of trust but rather a shift in where an 
individual’s trust is placed. In decentralised systems, the very notion is the removal 
of a central (Parry & Collomosse, 2021) authority in controlling and consenting to 
specific actions through smart contracts: pieces of computer code that sit above the 
application layer of software computer stacks, removing intermediaries, binding and 
confirming agreements (DLT: Beyond Blockchain, 2016). Smart contracts are based 
on property laws, which are rights related, and are at the epicentre of postindustrial 
capitalism, codifying business logic in a dynamic and efficient way (Mack, 2018).

From smart contracts, tokens can be issued, for example, Ethereum Improvement 
Proposals (EIP-20), which can be considered as digital assets to which value can 
be ascribed. The difference between tokens and cryptocurrencies is that the former 
is built on an existing blockchain whereas cryptocurrencies are the native asset of 
a particular blockchain, for example, BTC (Bitcoin) and RBTC (Smart Bitcoin) 
(RSK, n.d.), and this limits the use of cryptocurrencies. This is important when 
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we want to address how blockchain protocols fulfil their mandate of transparency 
(immutability) and trustlessness with the integration of AI, to facilitate mobility 
across different platforms and incentivise models of human behaviour through what 
is termed ‘token economics’ (Kampakis, 2018).

WHAT IS DECENTRALISATION AND WHY IS IT 
RELEVANT TO BLOCKCHAIN PUBLIC RELATIONS?

Decentralisation sits at the heart of blockchain technologies, its prime characteristic 
being that no one entity or organisation controls the network (Bhalla, n.d.), just like 
the first iteration of the Internet, Web 1.0, which was the ability to interconnect to 
another webpage or server through hyperlinks. We are now moving beyond Web 2.0, 
the sharing of rich media through social media networks, to Web 3.0, blockchain, 
which is about P2P networks executing transactions at fractions of milliseconds with 
the potential to radically alter behaviour and business communication (Nield, 2021).

A point of caution needs to be adopted in line with definitions that have been 
put forward. The only true decentralised blockchain network operating in line with 
the characteristics in Satoshi’s 2008 paper has been Bitcoin. Ethereum, which offers 
various other amenities aside from cryptocurrencies, is not technically decentralised 
since hardware systems used to fulfil its obligations are predominately centralised 
(Anthroplous, 2018); this means servers that run the chain can be disrupted if the 
key source hosting the servers are disrupted.

A further division exists between distributive and decentralised networks. A 
network can be centralised and distributive as well as decentralised and distributive. 
The two are not mutually exclusive, and in this respect, the power of blockchain 
security is based on its distributed and decentralised storage of data (Yanik & Kiliç, 
2018).

The relevance of blockchain technology’s impact on PR as well as corporate 
communications is significant, as companies who are proactive in understanding 
and shaping future directions will be the ones who will have a stake in leveraging 
added value with engagement in a seamless manner. Professor Greyser (2012) stated 
that the real challenge in business is that communications need to be supported by 
behaviour. This raises issues around group dynamics and governance, concerning 
how people operate in relation to organisational duties, internal PR and stakeholder 
relations. Stakeholder governance takes on different dimensions in different blockchain 
networks, depending on whether the blockchain network has an on-chain or off-chain 
system. Both systems have their pros and cons, and it depends on the utility of the 
blockchain network as to which system may be preferred.
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Teszos and Difinity blockchains both have on-chain mechanisms. This implies 
that when decisions arise that can cause ambiguity or uncertainty, the resolutions 
are resolved within the network. Although technocrats may see this as positive, the 
process can be cumbersome and time-consuming. Off-chain governance refers to 
the traditional governance system of crypto miners, i.e., those seeking to solve the 
cryptographic computation puzzle; core developers and token holders will follow 
the preexisting guidelines as to how the dispute or disagreement should be resolved. 
For example, in the Bitcoin community, if some stakeholders want to put forward 
changes to the network, the Bitcoin improvement protocol (BIP) would be the formal 
structure to follow (RSK, n.d.). Voting would need to take place, and a consensus 
of having to reach a quorum would need to be achieved (Bitcoin Magazine, 2020).

Stakeholder communication takes place through the network, which is the rock 
bed of the community and social interaction; it also tends to be influenced by norms 
within any social sphere. Within and in relation to the blockchain, communication 
takes place on various levels between different entities and stakeholder groups.

TRADITIONAL COMMUNICATION MODELS

PR traditionally aligns with B2B asymmetric communications where the message 
is sent and facts can be used to persuade and win over sceptic audiences for any 
brand-worthy cause (Cialdini, 2007). Quality, speed and time are all key variables 
that will influence the resonance of messages (Target, 2022).

On the other hand, symmetric communications can both exist within the same 
paradigms. It has been understood within the PR fraternity as communications that 
are fuelled with the intention of reaching mutual agreement. Likewise, symmetric 
communications can be used strategically to engender trust amongst team members 
in an organisation, for example, where a company deploys work to an external 
agency (Target, 2022).

AI and ML drive key elements of blockchain technology that are interwoven 
with token economics (Kampakis, 2018) all playing pivotal roles in shaping Web 3.0 
for both B2B and B2C behaviours, with the frequency of communication altering 
the intention of the message itself (Jenkins et al., 2013). Companies need to decide 
what type of code of conduct they want their employees to adopt and accept, such 
as whether digital distribution platforms including Discord may be used privately 
by an individual in an organisation or as an employee on behalf of an organisation 
to facilitate or broker business deals.

Power hierarchies are influenced by these technological drivers and play a 
significant role in influencing groups and individuals, receiving and sending messages 
across channels. Depending on the nature of the brands, consumer or industrial, 
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a stable and professional marketing approach ensures a brand is clear, consistent, 
competitive and concise (Pulford et al., 1999) and should be the legacy and modus 
operandi fostering multidimensional nodes of communication when considering the 
advanced web communication model as put forward by Smith and Taylor (2004).

Blockchain digital assets, such as nonfungible tokens (NFTs) and gaming, are 
likely to become more prominent through culture and industry influencing groups 
and social trends through the interaction of tech, such as VR and AR (Ray, 2021) in 
service sector economies, providing an opportunity for brands that adopt a proactive 
approach, fuelling multiple conversations across channels and being strategically 
placed to take opportunities for PR to influence power hierarchies from monologues 
and dialogues on P2P networks with the capability of messages going exponential.

DIGITAL MARKETING AND PUBLIC 
RELATIONS SECURITY ISSUES

Marketing security habitually orchestrates itself in various forms since various 
blockchain security identification processes and procedures exist, which, as a whole, 
is a specific subject area beyond the remit of this chapter. However, our central 
concern in this context is its impact and relation to the marketing/PR function from 
both a B2B and B2C perspective since both permutations influence the behavioural 
traits of the end-user.

Within the complex web of inter- and intracommunicative messages sent under 
the umbrella of digital marketing and online PR. Organisations today commonly 
blend cloud and blockchain platforms seamlessly.

Figure 1. An advanced web communications model (Smith & Taylor, 2004)
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Since May 2018, when the GDPR came into effect within the European Union 
(EU), personal identity information (PII), has had to be taken much more seriously 
by all organisations in both big and small business spheres. A similar law was enacted 
in the United States through the California Consumer Privacy Act (CCPA) 2018, 
which, like its counterpart, has been the de facto guardian of privacy and security 
for consumers and individuals (Myers & Ulloa, 2018).

An example of how B2C companies ensure they are in tune with consumer concerns 
and sentiment is when the car company manufacturer Daimler made use of the B2C 
blockchain. The Daimler Mobility Service focused on finance, insurance and other 
service-oriented demands. The brand is a steward of consumers’ PII information 
security, which is increasingly a must-have feature (Madhavaram et al., 2005) for 
consumer relations. Daimler has also integrated blockchain technology for greater 
efficiency, transparency and privacy within their systems (Williams, 2019).

Blockchain identification can get more complex depending on whether a user is 
on-chain or off-chain with the outcome instigating different identification procedures 
as required. The Ethereum Attestation Service, which leverages on-chain transactions 
that default to public and immutable, has attempted to remedy this issue (Bailey, 
2021) by allowing one to prove their identity when browsing Web 3.0 through a 
personal identifier, such as an e-mail address (Alphawallet, n.d.). In this sense, 
this service is similar to two-factor authentication (2FA) and verifies identification 
by integrating another personal device such as a mobile phone in real time with 
knowledge authentication (Griffith, 2022).

The quest for a chain-agnostic solution for managing contextual data from any 
blockchain’s public address has fuelled the race for developers to develop Web 3.0 
architecture. Decentralised identity is also known as personal identity, self-sovereign 
identity, distributed identity and, collectively, decentralised identifiers (DIDs). 
Their purpose is to give users more control, as the model allows individuals to 
store identity-related data in a digital wallet on their mobile device. Three central 
parties are essential for the process to work: issuers, who may be the official sources 
of data, such as universities, credit bureaus, etc.; users, who may be individuals, 
employees, customers, etc., who store, for example, a driver’s license, on the digital 
wallet; and verifiers, who may be businesses, individuals or entities that need to 
confirm something about someone (Griffith, 2021).

In line with this development is the overt marketing–oriented, transactional-
based ID verification blockchain method called zero-knowledge protocols, which 
are techniques and methods, based on maths, used to verify things without sharing 
or revealing underlying datasets (Hay, 2019).

Increasing informational technological insights into blockchain technologies are 
inherently bound to influence the parameters as to how messages are received and 
given weight in terms of importance and relevance. PR, in line with its classical 
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definition in contrast to marketing, is likely to lever an influence that can make a 
small yet incremental difference.

GDPR VS BLOCKCHAIN PRIVACY AND INTERNET ACCESS

Although GDPR quashed consumer concerns of businesses improperly obtaining 
and misusing as well as divulging their PII, privacy issues have been an ongoing 
saga when it comes down to website browsers capturing cookie personal information 
and storing them in information systems (McParland & Connolly, 2007).

Nevertheless, paradoxically, blockchain is the antithesis of GDPR in the sense 
that PII data on the chain cannot be removed if requested, and this would be a severe 
breach of the GDPR and other privacy regulations (Griffith, 2022).

In this sense, PII does not belong on the blockchain, whilst laws like GDPR and 
CCPA are vehemently at odds with being public and immutable and the documentation 
of personal data on behalf of users since privacy cannot be flexible, consensual and 
continuously evolving if it is public and immutable (Serto, 2021).

With the utility of browsers remaining the same, to retrieve information from 
servers, different types are likely to carve out niches more tailored towards blockchain, 
for example, Tor, Brave and Osrisis, integrating security as an advantage benefiting 
PR and marketing.

Blockchain digital marketing and PR security have an advantage of a protective 
layer mechanism built into the technology as native within the platform; asymmetric 
encryption, digital signatures and access control allow brands to make the most of 
decentralisation so that they can create and communicate as synchronised networks 
within their ecosphere. From a marketing consumer-driven perspective, this could 
take the form of increased personalisation of an offering at a particular price and 
certain venues in the form of discounts, promotional benefits, or other incentives 
that can be real time and empowering to customers.

From a stakeholder perspective, PR can play a particular role in clarifying the 
intention of an organisation when collecting customer data and company policy as 
well as when companies are hit by denial of services (DoS) attacks (Helebrandt 
et al., 2018). The fact that particular types of communication may be required at 
specific times can be of benefit to PR as a communications channel bridging the 
gap between business and private with the additional reassurance of security due to 
end-to-end encryption. New networks such as the Wire private messaging service 
and Signal, the private messenger, can be assets in the PR artillery.

The very nature, orientation speed, capacity and variation of messages and formats 
that take place on blockchain platforms are vast and multifaceted. For instance, in 
messaging and digital distribution platforms such as Discord and NFT platforms 
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such as Opeansea, one-to-one and one-to-many messaging are facilitated by the 
integration of crypto wallets, which is being incorporated by more browsers through 
natural design and seamlessly intersects with smart contracts and the execution of 
specific instructions. These actions take place in a fraction of a second and through 
nonhuman intervention. The verification of digital identities and crypto wallets enables 
particular software embedded in the architecture platform called ‘agents’ to run on 
behalf of validators or other aligned entities to control and manage decentralised 
identities (Terbu, 2020).

This process is known as disintermediation in traditional digital marketing. 
It accelerates exponentially, and it is facilitated by smart contracts and Native 
currencies, which provide targeted incentives that will influence consumer and 
corporate behaviour. Through this silent digital process, the use of consented data 
becomes the cornerstone for engagement and the development of brand equity, 
impacting both marketing and PR (Hayes, 2021).

Figure 2. The relationship between the agent, trust and behavioural layers 
(Hawlitschek et al., 2018)
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An example of this is the Daimler Group, of which Mercedes Benz is a central 
part, which joined the MobiCoin consortium, a virtual currency that rewards drivers 
for adopting ecodriving reflexes, to accentuate the brand.

The way the project worked was that data from the vehicles were transmitted 
to Daimler and converted into MobiCoins, which are stored in a mobile app, and 
participants with the most MobiCoins were reportedly to receive VIP tickets to 
events such as the Deutsche Tourenwagen Masters (DTM, German Touring Car 
Masters) Races, the Mercedes Cup Final or Fashion Week in Berlin. (Coin Insider, 
2018; MOBI, n.d.).

Blockchain has been described as the ‘trust machine’; however, the thought may 
also lead to degrees of blindness and possibly a ‘lack of questioning of the data’ 
(Rogerson & Parry, 2020). The technology makes use of AI and its derivative of 
ML, which attempts to mimic human intelligence (Brown, 2021).

To date, no unified definition of AI exists. The importance of a consistent 
definition is not just for legal purposes but also for a conceptual understanding of 
its capability. The consulting firm Accenture (2021) described it as ‘a constellation 
of many different technologies working together to enable machines to sense, 
comprehend, act, and learn with human-like levels of intelligence’. The United 
Nations also stepped in with the aim of clarifying its remit. Aside from producing 
an ethical AI framework, late in 2021, they put forward a definition very close to 
the iteration in the Oxford Dictionary, stating that

it is the theory and development of computer systems that can perform tasks 
normally requiring human intelligence, such as visual perception, speech recognition, 
decision-making, and translation and interpretation, whilst academics, Ostrom et 
al, define it as States it as define AI as ‘non-biological intelligence’. Whatever 
definition we prefer AI is closely linked to ML, which concerns us more in this 
chapter, as it is based on the Deep Learning Principle, in that the machine can be fed 
and immersed in data with the outcome of being able to perform specific relative 
tasks requested from it by analysing mathematical outcomes, assisting Blockchains 
to solve complex problems by use of pattern recognition, speech recognition and 
other technologies Kai-fu-lee. (n.d.)

In his book The Four Waves of A.I., Ku Fu Lee maps AI out into four phases: 
‘Internet AI’ is the first, powered by vast amounts of data flowing through the 
web. The second wave is about ‘business AI’, where algorithms can be trained on 
proprietary datasets and complex business processes can be undertaken. The third 
wave is ‘perception AI’, and the last wave is ‘autonomous AI’, which integrates all 
previous waves.

It remains to be seen how organisations will deploy the PR business function 
in addressing some of the ‘why’ questions around the need for integrated data into 
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blockchain networks, both on- and off-chain, since ML allows for the introduction 
of code-based rules (Hassan & De Filippi, 2017).

ML bleeds into the trustlessness schema, as it is distributed in a type of economy 
that incentivises certain behaviours (academy.binance.com). In lay terms, it means 
the participants involved do not need to know or trust each other or a third party 
for the system to function. Through ML organisational trust, the service provider 
can extend their ecosystem of unseen partners and system-level trust (Sekhon et 
al., 2013). In this sense, senior practitioners and decision-makers in organisations 
using blockchain systems cede authority to algorithms to provide information that 
is considered true and to direct action (Lustig & Nardi, 2015).

The question as to whether trust can be fully replaced by an algorithm (Lustig & 
Nardi, 2015) raises the issue of the reliance of AI by organisations at both system 
organisational and individual levels. This raises the issue of not just Web 3.0 but 
also how both marketing and PR operations will have to make strategic decisions 
regarding how they want to engage and optimise these layers and how different 
browsers with distinct privacy settings will be interoperable with organisational web 
presence and in the distribution of their goods and services (Buhalis & Licata, 2002).

WHAT IS WEB 3.0 AND WHY IS IT IMPORTANT?

It has been stated that we are at the tail end of Web 2.0, which has been characterised 
by FAANG companies, which all dominate the Internet in the sense that they all 
use centralised servers, and therefore, activity and traffic on these platforms are 
influenced by whatever policies and procedures are put in place by them (Burgess, 
2021).

Tuten and Solomon (2014) divided social media activities over the Internet into 
the following categories: (1) social entertainment, (2) social commerce-ecommerce, 
(3) collaboration/community and (4) social publishing. Even though our definition 
of the Internet should be understood as encompassing more than the above, FAANG 
companies operate as platform companies (Cusumano et al., 2019), with business 
models that generate revenue from a combination of spheres within their ecosystems: 
advertising, hardware, licencing and so on.

Web 2.0, a legacy from 1.0, operates through various groups of multistakeholders 
– most notably the Internet Corporation for Assigned Names and Numbers (ICANN), 
which pays attention to Internet protocol standards and domain name registration. 
So what is Web 3.0? To date, no unified definition of it exists, but it is considered 
as a decentralised version of the web based on the blockchain (Wall Street Journal, 
2022) that harkens back to Berners-Lee’s original idea of the semantic web, where 
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no permission is needed from a central authority, and there is no central controlling 
node (Brahambhatt, 2021).

While Web 3.0 technologies are difficult to define precisely, the outline of emerging 
applications has become clear over the past year. The academic Jim Hendler (2009) 
refers to it as ‘intelligent agents that can automatically manipulate Web services 
(read-write-execute) and help firms react to changes quickly’.

Fuchs et al. (2010) referred to it as ‘developed networked digital technologies 
that support human cooperation’. Conceptually, the Internet will be run by a protocol 
that links private data centres as opposed to private networks (Dominic Williams, 
2019) which have the tendency to become monopolistic.

The advent and development of Web 3.0 are set to change and influence how 
business and relationships are conducted over the years to come as communication 
between devices accelerates. The potential of this amorphous Internet is for 
relationships and transactions over the Internet to be conducted through private 
servers, from which individuals will have the capability to own, control, and broker 
their personal data (PII) (Diehl, n.d.), through Dapps, which are decentralised 
applications that store the data on a blockchain where it gets distributed among 
several nodes, which eliminates the presence, and power, of a central authority and 
thus providing a more democratic web experience (Genesis, 2018).

These essential characteristics of Web 3.0 will be accentuated through privacy 
and trust for brands to foster competitive advantage and a new role for PR due to 
blockchain and Web 3.0 partly because of the desire, need and trends for brands, 
most especially consumer brands, to be much more vocal on social issues, for 
example, Nike, Coca-Cola etc. It remains to be seen how companies will adjust 
their business models to take advantage of direct consumer interaction that can be 
facilitated through blockchain technologies. For example, Tesla cars can only be 
purchased directly from their website, giving leverage to PR as a medium to play 
a pivotal role in harnessing and championing brand values, building brand equity 
through an integrated communications approach, amalgamating both online and 
offline interaction with the demarcation between private and public being blurred.

FOSTERING A SOCIAL EQUITY BRAND 
SOCIAL, ON THE BLOCKCHAIN

New Web 3.0 social spaces are emerging. LBRY, the social file-sharing site; OpenChat, 
the decentralised alternative to WhatsApp; Steem, another social media platform 
and others are championing blockchain technologies holding both corporate and 
consumer brands accountable and transparent, which has the potential to change 
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communication strategies of brands. For example, Daimler ensures all the cobalt 
used in their car batteries are Initiative for Responsible Mining Assurance (IRMA) 
compliant. Gucci have also used technology to ratify the traceability of their products 
and services against counterfeits and fraud (Consensys, n.d.), enabling the brand 
to be amenable to conversations relating to corporate social responsibility and 
accumulating brand equity through various communication channels from which, 
pending the weight, degree and intensity reciprocity of such engagements, the brand 
can enjoy a network effect because of Metcalfe’s law (Cornerstone, n.d.).

Practitioners/academics Champniss and Vila (2011) labelled such brands that are 
constituted that way as social equity brands, a term which they state distinguishes 
brands investing in society for the long term and are acknowledged as having an 
authentic brand voice – an example is when Google staff told their board they no 
longer wanted to work on a national defence contract. Trust is the key work that 
binds the DNA of the brand together, and dialogue is one of the social equity traits 
that Champniss and Vila (2011) developed as a dynamic ingredient of social brand 
equity development.

Internal communication channels in organisations influence behaviour. In the 
Google example, 3,100 signatures were gathered when staff stated their discontent 
(Shane & Wakabayashi, 2018) at having to work on the defence contract. Internal 
PR should be strategically developed as extensions of private communications, 
reiterating and overlapping personal and business values (Simonite, 2021).

This Google scenario, according to Champniss and Vila (2011), is a classic 
example of how the staff has bonded and formed kinship-like affinities which have 
led to reflective thinking, in a dyadic manner, into what the authors term the cognitive 
thought process, whereby codes and symbols are expressed through Google’s 
corporate work culture. The process as to how this occurs, through discussions and 
committees, via dialogue, cements relational trust between the respective parties, 
and on the back of this emerges the outcome, otherwise known as the ‘linking phase’ 
in their theory, which is a distinct characteristic of the social capital process. The 
decisions were made by the staff and agreed upon and confirmed by management. 
The meso ‘linking’ element of this when this decision was communicated to the 
U.S. government (Daniel, McCalla & Schwier, 2002; Champniss & Vila, 2011).

The progression of AI sits at the very heart of trustlessness and the execution of 
commands at fractions of seconds. The consequences for brands, which may find 
their organisations in unforeseen scenarios, when operations and smart contracts 
do not go to plan, raises the issue of ethics, or what is sometimes called situational 
ethics, which occurs where moral judgments must be made within the context of the 
entirety of a particular situation. It is both vital and imperative that the brands are 
understood through traditional accepted norms as well as holistically (Waller, 2005).
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This can happen for example, when an organisation suffers from an unusual bio-
cyberattack event; it needs to be communicated, bringing the role of PR to the fore.

The renowned academic and PR theorist Prof James E Grundig understood that 
different stakeholders needed to be communicated to in different ways that were 
consistent with their particular situations. He developed a theory of communication 
behaviours, from which he understood that stakeholders could be best understood 
by measuring how members perceived situations, in other words, focusing on the 
impact and consequences to the organisation. The 2010 BP oil spill off the Gulf of 
Mexico would be an incident where an appropriate communication form to deal 
with the scenario should have been advocated (Lustgarten, 2012).

Unforeseen consequences and scenarios always occur in business operations, and 
this raises the issue of trustlessness on blockchain platforms of which PR would be 
required to win corporate and external stakeholders with special emphasis on staff 
communications.

Let us explore a hypothetical scenario. Company A exists and works with several 
stakeholder companies, but one particular company, T1, is an OEM, as it makes and 
supplies interior fabrics for parent company A, the final product being a motor car. 
It is significant to note that company T1 has a deal with Company A that they are 
allowed to leave their insignia, as a sub-brand logo, discretely on the end product: 
the motor car.

Figure 3. The Revised Hunt–Vitell (H–V) model guide to implementing AI ethics 
(Ferrell & Ferrell, 2021)

 EBSCOhost - printed on 2/8/2023 11:24 AM via . All use subject to https://www.ebsco.com/terms-of-use



201

Public Relations Auditing and Accountability With Digitalised Decentralised Ecosystems

Company A has evolved into making use of blockchain technology for greater 
efficiencies, and this is put to use in supply chain verification, where raw materials 
being used are sourced responsibly and ethically.

In this manner, the use of smart contracts is put to full use, and company A has 
insisted on the use of public permissionless blockchains for interoperable reasons, and 
complex deployment of ML with AI robotic integration is implemented. Operations 
across the board seem on track and according to the schedule.

However, what occurs next during production is unexpected. On one particular 
Monday morning in the summertime, T1 company received an announcement that 
possible power fluctuations were imminent. Later that same day, a 7-minute power 
interruption takes place at 11:05 a.m. and later at 3:20 p.m. Nothing nefarious is 
thought to have occurred, and business continues as usual. It is only a week later 
that it is found out that a new patch on the supply chain traceability system had been 
compromised. It is later found that counterfeit car interior products were produced 
as the smart contract was compromised. The items produced were later found to 
have been sold on the black market.

Whilst it is evident that serious ethical implications beyond the remit of this paper 
have been raised, it can be argued from a chief executive officer (CEO) perspective 
that mitigating risk concerning cyber security should be addressed. However, from 
an organisational and corporate communications perspective, what kind of crisis 
management procedure changes should an organisation ensure are in place in contrast 
to Web 2.0 ecosystems?

Furthermore, this raises denotative questions. How will this case be assessed 
internally by the organisation? What kind of risk management and insurance 
procedures were in place? What will happen to the protection of the brand? Will the 
case be judged following dutiful assumed norms that it was business as usual and 
the software can take no fault for being tricked or ostensibly fooled into following 
through the transaction without suspecting any flaw, focusing on individual rights 
and intentions? On the other hand, will a more prevalent societal teleological stance 
of focusing on the business as a whole with its communal lineages be considered 
when deciding what decisive steps need to be taken to weigh the consequences of 
such organisational conduct recurring?

One possible option for resolving the above ethical scenario is to listen, engage 
and take onboard recommendations and suggestions from internal capital sources 
and staff.
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SOCIAL CAPITAL, STAKEHOLDERS 
AND DIALOGUE STRATEGIES

The process of dialogue can be the mechanism to bring the alignment of the business 
vision and practice, taking onboard that employees in an organisation are the first 
line of trust, combined with trustlessness in any organisation, and equate to brand 
social capital, an asset that PR can strategically leverage when the art of balancing 
the two mutually inclusive variables has been perfected.

The principle of dialogue is to have intentional outcomes through conversations 
used to improve mutual understanding, appreciation and respect amongst people and 
groups. Such a level of engagement acknowledges the amount of equity each party 
brings to the table and the process that facilitates collaboration during decision-
making (Tsoukas, 2009).

Borrowing from human resource management, the renowned Harvard 
organisational behaviour specialist Jack Gabarro developed four stages of trust 
(see Appendix 1) required for trust to be cemented in an organisation PR, as a 
communication tool, about blockchain and Web 3.0 and that can broaden its native 
role by making use of employees by listening to them. This is where the art of 
dialogue comes into play.

One element of dialogue is the process of self-distanciation (Tsoukas, 2009), 
which occurs when practitioners come together in a specific enclosed environment 
to achieve balance by distancing themselves from their customary and unreflective 
ways of acting. Relational connections in this type of connection fuels entities to 
actively take responsibility and become involved in issues that might have effects 
on others (Champniss & Vila, 2011).

Dialogue, in the context of social equity brands, includes the rich, varied and 
dynamic dialogue that takes place amongst a far broader cross-section of stakeholders. 
Internal PR that innately can be deemed as credible (Smith & Zook, 2019) can be used 
to identify with such entities, in this sense fostering a broader, almost ‘antitargeting’ 
approach to brand-led communications.

Brands are able to foresee a Web 3.0 world where the battle for brand salience 
to stay above the clutter of noise, positioning the brand strategically, may see equity 
brands reinforcing their positions proactively through a brand dialogue approach.

In 2018, a group of Canadian consultants and researchers (Bourgoin et al., 
2018) developed a framework that can help business executives get the best out 
of dialogue situations. It is called the focus–adjust–cast model, which has been 
modified and centred towards organisations to bridge the chasm between brand 
trust and trustlessness.
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Power is always a centrifugal force when assisting the level of quality and 
interaction during the dialogue process within organisations depending on their 
structure. PR should access the nature of power play by analysis and understand 
social networks in relation to the organisation as well as the in- and outflow of 
informational channels.

An essential role corporate communications play in any organisation is in 
guiding staff and consumers with clear policies in relation to its values and code of 
conduct, which reflects the organisation’s attitude, what is acceptable and what is 
not; ostensibly, some organisations have adopted central positions and/or frameworks 
on the topic of AI.

Although the UN has set up an AI framework, companies have not been complacent, 
as few industry leaders have forged ahead and taken it upon themselves to set up 
their frameworks to endear trust from the public. Bosch, Cisco and Daimler Group 
AG are three such companies.

Bosch have established an ethical code guideline for the use of AI, which will 
govern, amongst other things, the use of their Internet of Things (IoT), intelligent 
products. The company’s AI code of ethics is based on the following maxim: Humans 
should be the ultimate arbiter of any AI-based decisions, as the company aims that 
future products either contain AI or have been developed or manufactured with its 
help. The essence of the code is based on Bosch’s ‘Invented for life’ ethos, which 
combines a quest for innovation with a sense of social responsibility.

The company believes in observing all legal requirements and orienting them to 
ethical principles, with the underlying premise that AI should be a tool for humans, 
and any decision that will affect people should not be made without a human arbiter.

Cisco, the American networking communications company, also has an AI 
responsible framework based on the six principles of transparency, fairness, 
accountability, privacy, security and reliability, which focus on inclusion.

Table 1. Adaptation of the focus–adjust–cast model (Bourgoin et al., 2018)

Pillars of 
Dialogue Purpose/Intent Symmetrical 

Tactics 3 Strategy

Decision-Making Partnerships 
Human/AI

Viral Capabilities 
Time 
Liquid vs Nonliquid Assets

Communication Style Minimal/Query 
Exploratory Personable/Functional and Adaptable

Leadership Governance Consultant/Amenable
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With their products generally split into two components, hardware and software, 
according to the International Data Corporation (IDC), they account for approximately 
33% of the global market.

Cisco as a whole company conducted extensive research into how businesses 
perceiving the impact of AI can transform their businesses (Columbus, 2017), and 
their focus is to form a bedrock from which AI will assist in this new ecosystem, with 
their products and solutions providing advanced intelligence across the value chain.

The last company is Daimler Group AG. The organisation has set up a framework 
of four principles around AI (see Appendix 2).

From a customer-focusing end, the company realises that integration of this 
technology can assist in it being a major technological advantage, as the motor 
industry enters a new age of autonomous vehicles with interlinked navigation 
systems, smart voice assistants and integrated mobility systems.

The company pushes the use of AI through all aspects of its business initially 
through research by harnessing the use of its data compliance centre, which leverages 
targeted analysis of vast quantities of data. Its production procedures integrate real-
time augmented manufacturing practices in its Factory 56 plant in Sindelfingen, 
southwestern Germany, and align this with blockchain solutions through the Daimler 
Financial Services Mobility unit (Mobility as a service (MaaS)).

IMPLICATIONS FOR MANAGEMENT

Because of the nature of blockchain platforms and how they are likely to develop, 
with the onslaught of Web 3.0, PR and marketing should present themselves as 
distinct appendages of the business function, as there is likely to be a clear need 
for brands to accentuate credibility and authenticity consistently. However, despite 
their differences, both should also join together where necessary firms engage and 
implement digital transformations and upgrades. Although particularly focused on 
marketing, a recent 2018 study of 1,500 U.S. companies from Standard and Poor’s 
firms highlighted that only 2.6% of corporate board members have any significant 
marketing experience (Dimov, 2021). In an age of digital marketing analytics, this 
implies the discipline still has an uphill battle.

In line with the proposition that has been put forward in this chapter, brands 
need to realise that their first and greatest asset is human resources, which needs to 
develop healthy relationships facilitated through listening and dialogue. Not only 
is it extremely likely that consumer brands who leverage this to great effect will 
witness higher brand salience and social capital. In this sense, PR can accommodate 
more stakeholder relationships within the ecosystem of the firm.
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PR is highly likely to play a pivotal role concerning both corporate and blockchain 
governance. This is because the latter is an evolving medium in which new ground 
rules are being established. For example, Teszos, with its on-chain protocol, needs 
to ensure that what is communicated to stakeholders is received and understood 
as expected and that the automated processes of governance have the necessary 
notifications to provide alerts in the case of malfunction.

On the issue of ethics, as shown from the previous examples, firms need to be bold 
and take and command strong positions around AI and ML by developing their own 
frameworks and leading when it comes to regulation. Corporate communications and 
PR are ever more central in ensuring the appropriate message reaches its desired and 
expected destination as well as providing contingencies by mitigating the necessary 
channels and taking advantage of strategic insights.

Ultimately, PR could play the role of the arbiter by making use of appropriate 
engagement data to keep informed, for example, TweetDeck and Social Mention, 
and assess stakeholder relations to influence decision-making as to whether the 
organisation will manage communications channels through intelligent agents or have 
a threshold or ceiling from which human intervention will be a policy requirement 
on matters of a pressing nature or of high significance.

Lastly, management should encourage PR professionals to get more involved with 
web developers so that they can share a common lingua franca. This is important, 
as this not only intertwines issues related to trust and trustlessness but also fosters 
professional mutual respect amongst different entities and understanding that again 
links the bridging dimension of social capital. Such relationships could be developed 
to foster digital Web 3.0 insights so that PR, as a communications channel, can 
embed itself within the protocol of blockchain software.

CONCLUSION

The nature of PR is changing and will change much further because of the advancement 
of blockchain technologies. This chapter has earmarked some of the critical issues 
likely to be involved and provided some progressive strategies companies can adopt 
to position themselves in comparative advantage.
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ABSTRACT

Because changes are quick in the digital age, the decision maker will actively seek 
the optimal solution for managerial accounting that he considers satisfactory and 
will put it into practice as soon as possible, given the conditions for materialising 
the decision. The use of digital programs and technologies to simulate the company’s 
managerial accounting decisions can avoid these shortcomings, at least for a short 
period of time. This chapter illustrates that, in an increasingly digitalis environment, 
it is generally recognised that the use of IT technology in management accounting is 
critical for every company. Properly managing stakeholders’ increasing expectations 
also contributes to the confidence required for a firm to survive and develop.

INTRODUCTION

The struggle between corporations grows beyond the global level and, indirectly, 
transfers into the virtual environment as a result of the digital era (Andon, Baxter 
& Chua, 2007). Companies that have the power provided by digital technology 
are the ones that can manage the exponential changes that define today’s business 
environment. As a minimum requirement, the availability and implementation of 
numerous alternatives in the organization and operation of establishments’ accounting 
information systems must satisfy the following essential functions: making decisions 
and documenting operating procedures (Ahrens, 2008).
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In other words, the digital solutions provided by the digital age create new 
opportunities for businesses, encourage the development of dependable technologies, 
promote an open and democratic society, create a dynamic and viable economy, 
and contribute to the fight against climate change and the transition to a green 
economy (Bettner & Kate, 2013). Furthermore, a considerable number of CEOs 
believe that the world has a positive impact on regulatory harmonization, personal 
data protection, and geopolitical risk management. What is clear is that chances 
for company development are dependent on the speed and quality of the internet 
connection, as well as investments in cutting-edge technology Barth, Landsman, 
Young & Zhuang, 2014). As a result, we will become increasingly linked.

On the other hand, conditioned by the method in which the total economic 
potential is structured, turned to profit, and made to operate toward the fulfillment 
of budgetary commitments with maximum efficiency, economic management is a 
process that administers the assets that constitute an economic entity’s patrimony and 
manages the activity that is carried out based on that patrimony (Dennis, 2014; Fan 
et al., 2016). Economic management is defined as the administration of the assets 
that form an economic entity’s patrimony and the management of the activity that 
is carried out based on that patrimony (Ball, 2013; Brown, 2010).

Managers are often concerned with continual issues: understanding the future, and 
managing others’ activities. Managerial accounting refers to an accounting system 
designed for managers, but it does not preclude the use of financial accounting 
information (Schleicher, Tahoun & Walker, 2010; Doukakis, 2014; Allen & 
Ramanna, 2013).

Also, the foundation of economic management - as a management vehicle - is 
the achievement of required to collect at the lowest possible cost, so that when the 
activity is completed, the revenue exceeds the costs, i.e. there is a profit that ensures 
a level of profitability as high as possible both at the overall level and by product, 
department, or service performed (Richardson, 2011; Lukka, 2010; He, Pan & Tian, 
2017; Cahan & Sun, 2015).

It can be noted that business organizations with significant economic and social 
performance are those that strive to satisfy all stakeholders (shareholders, employees, 
surrounding communities, suppliers, customers, state, unions); have a higher purpose 
(job creators and suppliers of goods and services), and have high standards (Arsenault 
& Faerman, 2014; Barth, 2013; Caylor, 2010; Hou et al., 2015; Parker, 2012).

Businesses in the digital economy have new frontiers, endless shapes, and 
opportunities for development (Byard, Li & Yu, 2011; Damayant, 2013; Florou & 
Pope, 2012). The rise of digital technology is fundamentally altering how businesses 
operate. To attain the expected aim (profit), the organization must employ digital 
technology. First and foremost, corporate organizations should digital their business 
processes. (Baker & Bettner, 1997; Barth, M., Landsman, W., & Lang, 2008).
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In this context, an ERP solution can be defined as one that maps a company’s 
processes and integrates all important functions of the company, such as accounting, 
logistics, production, and human resources, into a common database. companies. 
As a result, planning and control should be much easier throughout the company. 
ERP systems thus promise high-efficiency increases for companies (Jackson, & 
Liu, 2010; Vladu et al., 2016).

BACKGROUND

It is worth stressing that each component of this circuit may be bearing risks impacting 
the configuration and quality of accounting information (Chen, Tang, Jiang & 
Lin, 2010). Thus, (Holthausen & Watts, 2001). Management accounting systems 
that operate in parallel can also be replaced with a new ERP implementation; the 
database can be upgraded and operating, and maintenance expenses can be reduced. 
In general, installing ERP should increase a company’s competitiveness and help 
it obtain critical information faster so that it can make better strategic decisions 
(Ozkan et al., 2012).

In this way, consolidated data about customers, suppliers, product information, 
and financial information may be accessed much more readily in electronic format by 
individuals interested in streamlining business (Ramanna, 2008) Once a company’s 
operations have been digitized, they are easily accessible on a variety of platforms, 
devices, and interfaces. This enables business people to build their companies 
using a variety of different programs, platforms, or technical solutions (Alstete & 
Beutell, 2018).

Over the course of time, managers’ information requirements about expenses 
have developed into significantly more complex forms. In light of the increased 
level of competition, which has the impact of transferring economic power from the 
producer to the consumer, the rise of new management styles, and the accelerated 
evolution of technical advancement, techniques of cost calculation, information 
provision, control, and analysis have had to develop.

As is only natural, the procedure of arranging budgeting, management accounting, 
and costing is affected by a number of elements. The following are some of the most 
significant of these aspects: the size of the firm, the organizational structure of the 
enterprise, the kind of production and the organization of its production technology, 
the degree to which the enterprise is concentrated, profiled, and specialized; the 
degree to which the enterprise is integrated; the nature of the production process; 
and the character of the production.

The primary goal of an effective budgeting system is to gather accurate data 
on the company’s most critical operations at a cheap cost and in a timely manner 
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so that the required corrective actions can be done based on budgetary control and 
managers’ performance can be evaluated at various stages.

Managers need to have all of the necessary tools at their disposal to discern 
between relevant and irrelevant expenses and exclude the latter from the decision-
making process in order to be successful in their decision-making activity (Chen, 
Qu & Sun, 2017). The manager can review the facts at his disposal for each choice 
and separate the relevant expenses. Otherwise, the management runs the danger of 
employing useless data.

Such an information system is inefficient unless the manner in which it was designed 
adheres to specific standards, both in terms of function and content. The manner in 
which the information is presented may vary, but it must adhere to certain constraints of 
concision and pertinence. In this regard, company dashboards, for example, encourage 
communication and inspire people in charge. (Englund & Gerdin, 2018).

Accounting data derived from electronic business operations is more trustworthy if 
the accounting system adheres to both security and processing criteria for accounting 
information. On top of that, essential for a successful implementation of an ERP 
system is the effective integration of technical and psychological knowledge.

THE SPECIFIC ASPECTS OF THE IMPACT OF IT 
TECHNOLOGIES ON THE ACCOUNTING INFORMATION

In a world that is becoming increasingly digitized, it is becoming increasingly 
common knowledge that a robust organizational objective is vital for every firm, 
and it is also becoming increasingly common knowledge that trust is becoming 
increasingly harder to obtain. Comparable phases or a selection of them can also 
be assumed for IT tools smaller than ERP. There are also comparable effects on the 
organization and end users (Stoian, 2001).

New IT technologies are usually considered to be the responsibility of the IT 
department. As a result, they are often incorrectly referred to as “IT projects.” The 
more work or process steps that include a new IT technology, the more appropriate 
it is to introduce technology as a project of change because it standardizes business 
processes and harmonizes them.

From this perspective, the introduction of a new ERP system often affects 
everything at three levels, albeit to varying degrees. Processes are being redefined, 
which has a clear impact on a company’s organizational chart and culture.

Large IT providers offer introductions to ERP systems, which also include change 
management offerings. In such cases, it may be a mixture of professional, technical, 
and interdisciplinary aspects. This is a good way to do things, but the technical side 
of these kinds of offers is still too one-sided.
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Change and resilience are closely linked. This is reflected in the fact that decisions 
and measures associated with the introduction of IT technology for managerial 
accounting are often greeted with rejection by individuals or groups in the workforce 
(IFRS, 2013). Resistance is a very important part of change projects, so a constructive 
way to deal with it is key to the project’s success.

An ERP project is considered successful if the introduction of the new system 
can be implemented within the specified time and within the calculated financial 
framework. Finding a motivating vision for introducing a new IT system in the 
project preparation phase is a demanding undertaking, as it means connecting a 
technical tool with feelings. The aim is to present short and objective images of the 
future that fit those who will be affected in the future. What is certain is that the 
new technology is often bought out of an emergency and that the main concern is 
to avoid a dreaded final state, namely a deadlock in the old system.

If the new technology is introduced by an external supplier, the ordering 
organization becomes subject to technical dependency, which makes it difficult 
for it to verify the quality of the service provided and to conclude an appropriate 
contract. Also, there are no standards that the client can use to make sure that the 
outside consultants who are then called are good enough.

Anyone challenged with the introduction of a new IT technology for the first 
time finds it difficult to comprehend all of the project’s linkages. This is made more 
difficult by the additional words and abbreviations used by external experts. Suddenly, 
an accounting manager cannot depend on his tried-and-true expertise anymore.

The more familiar the top management, the steering committee and the project 
organization are with a change project, the more uniform the terms used become. 
Those involved develop a project language that is increasingly difficult for outsiders 
to understand.

However, the more customized an ERP solution is, the more expensive it 
becomes. There is rarely room for individual desires. If new processes are defined 
and subsequently implemented, the employees of an organization have few real 
opportunities for co-determination. Opportunities to help shape new system processes 
and solutions, however, promote acceptance and reduce resilience during subsequent 
implementation. At the same time, those affected by the change have many fears, 
desires, and goals to avoid. They know what they want more often than they can 
clearly articulate their desires.

For some ERP systems, there are clear specifications as to where printers printing 
central forms should be located. The proximity of this device is an expression of 
status. Important employees have it right next to their offices; the least important ones 
have to walk many meters to get their prints. And not everyone takes it athletically. 
It makes perfect sense to talk in-depth about where the printer is and come up with 
a solution together.
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As part of an introduction to IT, changing groups of people need to be able to work 
together temporarily, forming a temporary team. External specialists often mingle 
with internal employees in the business and IT departments. Qualification refers 
to increasing the knowledge, learning, and practical skills that enable employees 
and future end-users to take on a new role after the change or to keep it despite the 
change. This includes knowing how to use new templates and how to work with 
new processes, as well as knowing how to do new jobs.

With larger projects, there is a risk that project management will give more weight 
to the technical aspect, especially if time and financial frameworks are tight. The 
people involved, on the other hand, will ensure that there is sufficient communication 
and negotiation with those affected, which repeatedly costs money, time, and extra 
work. The people involved and the project management have a common interest in 
a change that is as smooth as possible but sometimes combines opposite measures 
with it. The people involved and the project manager should not see each other as 
opponents, but rather work closely and constructively together.

The people involved should not report directly to the project manager. Instead, 
it should report directly to the project management or steering committee and be 
endowed with the appropriate decision-making powers. In terms of technical skills, 
it does not necessarily need an IT background, but a great willingness to understand 
the core elements of an ERP implementation. Being unfamiliar with the ERP 
system, he will ask many useful clarification questions. In addition, he should have 
extensive knowledge of management conflicts, communication, and support for the 
psychological work process.

As a philosophy of business administration, the three stages of budget accounting 
management — estimating, budgeting, and control — go beyond accounting. These 
three processes give the managers the information they need for the dashboard, 
which is the primary method for optimizing the fundamental economic information 
subsystem at the firm level.

This process may be carried out by a business economist, or it can be the result 
of the reflections of a company responsible factor who may issue three hypotheses 
(maximal, average, minimal) and then establish the probable budgets for future 
periods on the basis of these hypotheses, Forecasts, as opposed to estimates, include 
predicting a probable future outcome that is not supported by any source or logic.

A strong link between the budget and the overall organization of the firm 
is required for accountability. The latter method necessitates the creation of an 
organizational chart as well as a paycheck that details all of the responsibilities 
that are expected of the person holding the role. The budget is only a numerical 
representation of the documents, as each action has a monetary identifier and 
value. However, this does not imply that the budget must always conform to the 
company’s current structure.
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Because of the persistent impact that the expansion of the economy as a whole 
has on the operations of the firm, it is necessary to make a number of modifications 
over the course of the relevant time period. At the corporate level, adjustment is 
accomplished through two methods: a flexible budget and budget revision. The 
flexibility of the budget may be understood as the fact that every spending budget can 
be established in accordance with the activity that is carried out by the appropriate 
department.

A budget may be thought of as an economic model that is a simplified description 
of the way in which a unit works. Economically, it is a mathematical and accounting 
model, or a schematic depiction of a monetarily appraised reality. It is made up of 
a set of equations, some of which are accounting equations and others of which are 
behavioral equations. Accounting equations allow specific locations to be linked.

Because it is not enough for a company to acquire new and more capable pieces 
of equipment, the balanced scorecard draws attention to the significance of keeping 
a long-run view of the activity. This is because it is necessary for a company to 
invest in human capital in addition to purchasing new and more capable pieces of 
equipment.

Employees who are well-informed about the aims and decisions of their bosses 
will be able to actively contribute to those goals and implicitly fulfill the selected 
strategy if they are well educated. The “top-down” route is another name for the path 
that is taken by the information as it travels from the executive sectors, specifically 
the managers, to the people in the productive and operational sectors.

Considering the benefits, accessibility, and global reach that the Internet offers has 
helped many businesses of all sizes learn how to use it effectively in their operations. 
As a consequence of this, a great number of firms have either transitioned into the 
world of virtual reality or improved their existing infrastructure for doing business 
online. This has led to modifications in work processes that are associated with online 
e-business solutions or the new opportunities that these solutions make available.

The interaction of the information and planning systems is what distinguishes the 
controlling process from other similar procedures. Using the company’s strategic 
goals as a guide, the various divisions design their own specific plans. Individual 
department plans are then collated and standardized at a higher level (the consolidated 
plan). The managing activity is carried out in a coordinated fashion based on the 
three-year strategy that is described yearly. Indicators of management that are 
measurable can be used to indicate plans and measures.

As a result, standard measurement units must be utilized to calculate the 
indicators, and publishing intervals should be defined so that accounting data may be 
reorganized and updated at the same time. The accounting management dashboard 
provides control over assigned duties as well as a synthesis of the outcomes acquired 
by subordinates.
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Companies used to focus on building standard goods and service lines and 
then incentivizing their sales team to push and sell them to current customers and 
prospects. However, many goods or service lines are one-size-fits-all and have 
devolved into commodities. Most banks, for example, provide identical checking 
and deposit services. Furthermore, rivals can simply copy a company’s conventional 
products and services. As a consequence of this, the significance of services grows, 
which leads to a transition away from differentiation based on products and toward 
differentiation based on services, in addition to distinct customer microsegments, 
in order to obtain a competitive edge. To put it another way, as the competitive edge 
gained from product advantages is diminished or eliminated altogether, the value 
of the connection with the customer increases.

There are many different approaches to running a business in the online age. 
There is a fundamentally new organizational structure emerging today, based on 
Internet capabilities and the development of new information and communication 
technologies. In place of a specified location and an actual organizational structure, 
the virtual model uses a configuration of a network instead of the traditional model’s 
location.

This new digital business model is rather unpredictable, which results in 
the emergence of new challenges. Organizational decision-making offers new 
opportunities for success, and communication takes on new meanings and forms 
when physical labor dematerializes and becomes digital.

A structure with a linearly functional function and predictable occurrences 
substitutes a well-defined, sometimes rigid, organizational structure with departments, 
compartments, and responsibilities. Probabilistic thinking patterns are used to 
anticipate the outcomes of random events. Because one interconnection leads to 
another, the complexity of the digital business model refers to a high number of 
interconnections and the ongoing dynamic of their existence.

In spite of the fact that the Internet has spread to all areas of human endeavor, 
many developing and emerging economies are falling farther and further behind in 
terms of their level of digitization. Furthermore, a large number of people still do 
not have access to information and communication technologies (ICT), and there 
are significant disparities between urban and rural regions within nations. Evidently, 
a government’s digital economy performance is determined by its capacity to 
promote technical innovation, entrepreneurship, education, specialized skills, and 
the transition of all public and commercial organizations from bureaucratic hierarchy 
to learning networks.

However, we must remember that human resources are the most important 
resource, and that digital technology continues to be a significant tool. During the 
pandemic crises, when they were used to relay vital information, telecommunications 
and information technology technologies demonstrated their significance.
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In the digital era, new ways of business development and information transmission 
have evolved. The system facilitates the interface through which a company engages 
with its customers. Internet have also grown into powerful advertising and commercial 
tools, having uses in a range of businesses.

Accounting and e-accounting have become more popular in organizations and 
businesses because of increased confidence in the technology and the simplicity with 
which accountants and accounting staff can do their jobs more efficiently. In contrast 
to the conventional corporate environment, all the developments in the communication 
sector, as well as the economic and social repercussions of globalization, have 
necessitated the involvement of organizations in a dynamic environment through the 
analysis of archives and stored documents. These elements compel firms to conduct 
internal restructuring studies and to employ worldwide standards and applications.

Accounting data is processed using high-performance technologies that ensure 
the reliability and security of the data saved and utilized to provide the most 
trustworthy accounting information. IT infrastructure is critical in guaranteeing 
data protection and processing it to gather the information required to generate 
accounting documents or tax returns. When it comes to ensuring that the requirements 
for the security of accounting information are met, the management of a company 
bears direct responsibility. Additionally, management is accountable for adopting, 
developing, and maintaining the organization’s information security that they are 
in charge of managing.

The development of corporate financial reports that are as relevant as possible for 
management and external users in order to make suitable decisions has resulted in 
advancement in information technology, particularly with the advent of e-accounting. 
This has allowed for proper decisions to be made. E-accounting is software that was 
developed to automate and integrate all of a company or organization’s different 
business operations. As a result, it makes the management of a company’s or 
organization’s business processes significantly simpler and more cost-efficient. A 
few of the advantages of e-accounting include the capacity to swiftly and efficiently 
manage large amounts of information, as well as the potential to boost daily visibility 
or the speed of access to essential information.

Due to technology advancements, the tax authorities’ reliance on this will grow 
and audit costs will drop, since quick processing is desirable. Governments will be 
able to better and more frequently audit compliance with tax and accounting rules 
and regulations thanks to the internet environment’s interaction, which will make 
things more challenging and alert for both accountants and the authorities. The speed 
with which online consulting services, online accounting, online financial statement 
preparation, and online auditing are spreading leads to the quick accumulation of 
benefits in the form of profits for businesses whose primary focus is the supply of 
these kinds of services to customers.
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SOLUTIONS AND RECOMMENDATIONS

Given these considerations, it is clear that the specialists in the business environment 
offer strategies for changing organizations into successful business models. It is critical 
that business development begins on the inside. The value may be produced from 
the inside, which can then manifest in the corporate environment as an improvement 
in competitiveness and performance. And this internal development may be done 
by concentrating on digital and circular methods for business expansion, customer 
happiness, and business excellence.

The definition of enterprise performance management is the integration of several 
techniques (such as strategy maps, balanced scorecards, performance metrics, driver-
based budgeting, lean management, and customer relationship management) to meet 
the goals of the executive team, enhance control, and boost financial profitability 
through better decision-making. Each strategy incorporates business analytics, such 
as segmentation and correlation analysis, and notably predictive analytics, and this 
accounts for a significant portion of this phenomenon. The output of a management 
accounting system is always the input used to obtain insights and manage activities 
and operations.

Regulators of the financial markets are impacted by the public policy perspectives 
of their governments, and this influence takes different forms in different regions. 
It is becoming more and more common for businesses to fail to accurately disclose 
the effects of climate change that are caused by their actions.

The ultimate expense are represented by the unit of goods, work, or service for 
which the unit cost is computed. When one-off items are manufactured, this factor 
is present throughout the entirety of the production process and at each level of cost 
generation. In other circumstances, the final expenditure bearers only function at 
the conclusion of the production process, at the final cost-formation step.

There are several methods to do business in the digital age. Organic growth is a 
successful company development technique for an increasing number of business 
owners. They seek to form new strategic alliances or joint ventures, while others 
intend to enter into fresh mergers and acquisitions.

Dashboards that are automated can only be created if there is already an information 
system in place that can collect, process, and display the relevant data. In terms of 
the information sources, dashboards need to be able to analyse a constant volume 
of data while adhering to limits in terms of confidentiality, offering differentiated 
user access, and providing opportunities for growth and development.

In order to design a panel for an accounting dashboard, we need to choose the 
indicators that will be displayed on the panel and describe the information that will 
be provided by the hierarchical levels below the top level. Indicators regarding the 
present condition as well as past indicators are shown on the panels of the dashboard. 
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This illustrates the evolution of accounting indicators, informing relevant parties 
prior to the emergence of crucial results and predicting future actions.

Analytical and Big Data are prominent issues in business nowadays. Because 
complexity, uncertainty, and volatility are on the rise, they are here to stay. When 
some managers hear these phrases, it causes them to respond with some dread and 
cause them to consider. Due to the fact that old generic methods such as having 
the lowest cost supplier, differentiation of products and customers are vulnerable 
to swift rivals who can match a supplier’s price or invade your client base, this is 
the situation.

FUTURE RESEARCH DIRECTIONS

As a result, the divisions’ financial goals would be sacrificed to the corporation’s 
plan. Finally, all of the other three main axis’ aims and targets should be linked to 
the realization of one or more of the financial objectives.

Because the development of new technologies may satisfy the clients’ new 
wants while assuring a certain profit for the firm, the present needs of the clients, 
as well as their post-sale needs, must be given additional attention. The learning and 
development axis is concerned with the company’s ability to adapt and innovate in 
order to accomplish its strategic goals.

Furthermore, process monitoring, and control are critical stages if the intended 
objectives are to be met by adopting the particular innovation. It is necessary for 
the size and characteristics of the business organization to serve as the primary 
determinants of the various activities that comprise the innovation process. In 
addition, the innovation process must be consistent with the organization’s policy, 
strategy, vision, and objectives, especially those related to innovation.

The firm has to place its primary emphasis on preserving and enhancing its 
position in those markets in which it is already operating by boosting the degree of 
customer satisfaction, the number of customers, and its market share. In addition 
to doing all in their power to fulfill the requirements of their customers, division 
managers are responsible for translating the purpose and the strategy into customer-
market-specific goals.

CONCLUSION

To summarize, the future is neither foreseeable nor predictable, and innovation has 
emerged as a critical component that may contribute value in any environment, whether 
individual, corporate, or societal. The development of information-technology-based 
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systems for generating information for management purposes based on an integrated 
accounting information system has become a requirement in all businesses. There 
are several accounting software options for unifying accounting, however firms are 
increasingly turning to and utilizing e-accounting systems.

An organization’s growth is always accompanied by a deliberate process of change 
that affects all or parts of daily operations. Generally, every progress implies and 
necessitates a shift in corporate culture. Digital technologies are parts of a corporate 
organization’s material culture.

It’s important to remember that the ultimate goal of any company development is 
to improve the organization’s performance and competitiveness in the marketplace. 
Business development is a planned, coordinated activity that targets the entire firm 
and tries to boost efficiency through process intervention.

It is imperative that every organization regularly analyze its present and potential 
innovation capabilities, taking into account the following factors: existing practices 
in the field of innovation management, skills and knowledge in innovation and 
organizational culture, equipment performance and investment opportunities from 
sources internal and / or external connected to innovation, external partnerships, 
business models and product enhancements for ecological, economic a / or societal 
reasons The process of innovation must be validated, planned, and implemented.

On the basis of these considerations, we consider that a crucial factor in the 
performance management, respectively entity’s objectives overall information system 
must address three principal issues: ensuring comprehensive documentation and 
detailed, offering information needed to operate the current systems, and ensuring 
all information essential for decision-making structures.
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