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Abstract

Sustainability is becoming a business megatrend. The issue of this book
is to be seen in the fact that controlling departments are hardly involved
in sustainability topics and do not contribute to corporate responsibility.
This book postulates the following assertion: responsible controlling is
indispensable to make an organization more responsible. The objective
of this book is the conceptual development of a responsible controlling
framework toward decision making which is based on an ethical funda-
ment in order to make a company a responsible business.

This book presents a thoroughly examined recommended course of
action regarding responsible controlling for practitioners based on a pro-
found theoretical background. We take a close look onto responsibility. In
this context we find out that responsibility means recognizing the unim-
peachable freedom of all human beings. Corporate responsibility deals
with the legitimate claims of all stakeholders. Ethics as a basis for respon-
sibility must not be understood as one ethical approach in the realms
of consequentialism or nonconsequentialism. Rather a prism of ethical
theories helps to better understand the issue at hand. Especially Kant’s
categorical imperative, extended by a consequentialist view, is helpful.

I show what is to be understood by controlling in an organizational
context and in which areas controllers are active. Moreover we will regard
different controlling approaches toward sustainability. Yet, we realize
that the prevalent controlling concepts are not sufficient with respect to
responsibility.

Through the development of a responsible controlling framework
I give recommendations how the status quo of controlling should be
altered in terms of both tools and mindsets. In detail I elaborate a twelve-
step responsible controlling roadmap which shows how controlling can
contribute to foster a corporation’s responsible behavior and how sustain-
ability topics can be integrated in management decisions. With regard
to decisions, I expose that the basis for good decisions is to be seen in
the recognition of all legitimate claims and thus in the unimpeachable
human dignity of all human beings. I do not provide a catalogue with

clear-cut answers or behavioral instructions. On the contrary, it becomes
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evident, that ethics as a critical reflection effort is central to responsible
controlling. Decisions in a responsible sense will not be made on hard
facts, like profit, as the sole criterion. Soft facts must also be considered.
I conclude with the defense of my assertion. Responsible controlling
must first and foremost be understood as a mindset. If controllers change
their mindsets and their tools and encourage others to do so as well,
I claim as a conclusion that responsible controlling is an uncommon but

indispensable approach of making an organization more responsible.

Keywords

boundary, communication, controlling, corporate responsibility, corpo-
rate social performance, corporate social responsibility, creating shared
value, data platform, decision making, dilemma situations, ethics, green
controlling, key performance indicators, management accounting, mate-
riality, mission, reporting for sustainability, responsibility, responsible
controlling, responsible controlling framework, responsible controlling
roadmap, scope, sociocontrolling, stakeholder, sustainability, sustainabil-

ity controlling, targets, triple bottom line, vision
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Responsible Controlling
Vision

In responsible controlling the assumption of responsibility is deeply
rooted in every controlling function. Controlling is a driver toward
corporate responsibility and sustainability and focuses on positively
influencing the triple bottom line. Ethics as a reflection effort is the basis

for every action.






CHAPTER 1

Setting the Stage

“Nowadays people know the price of everything and the value of
nothing.”
—Oscar Wilde

1.1 Why Read This Book

Sustainability is becoming a business megatrend that can no longer be
ignored by managers.? More and more stakeholders consider the so-called
externalities like water usage and pollution, as well as carbon dioxide
emissions, as crucial elements of a company’s performance. Moreover,
globally interacting supply chains lead to environmental strains and also
to corresponding liabilities of business actors. In the future, all parts of a
business will be affected by sustainability-related issues.* A “clear vision
and the (necessary) execution capabilities™ are crucial in order to be a
pioneer within this megatrend.

In addition to the expression “sustainability,” other terms like corporate
social responsibility (CSR) or corporate responsibility (CR) are being dis-
cussed among academicians as well as in business environments.” Regard-
ing CSR, Milton Friedman states in his article, 7he Social Responsibility
of Business Is to Increase its Profits, that businesses cannot have responsi-
bilities other than making profits.® But does that mean that profit max-
imization should be the overall

goal of a corporation? Already Corporate Social Responsibility, Cor-

Adam Smith. the founder of the POt Sustainability, or Corporate

. Responsibility: Same or Different?
market economy, considers the

well-being of mankind as the Qur understanding will be clarified
central idea of economic activ- ijp Chapter 2—for the moment we

o - , ,
ities,” and not profit maximiza-  will use the expressions as synonyms.

tion. Profit only is the yardstick
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to measure the efficiency. In today’s economy, though, profit has become
an end in itself, while the production of goods and services only serves as
a means to this end.®

Sustainability and CR matter not only in terms of environmental
issues, but also in terms of social factors. They are not less important.
In our current economic behavior, human rights are often infringed and
people are only seen as a means to an end. Moreover, against the back-
drop of the aging population in Europe and the resulting shortage of
skilled labor, high-potentials increasingly look for employers who pro-
vide meaning and values within the job—a job in which the employees
can contribute to the development of the society and have an adequate
work-life balance.” As shown in the United Nations’ World Population
Prospects, in contrast to Europe the global population is rapidly growing.'
As incomes internationally are expected to rise, resource consumption
will also increase. Hence, corporations are acting in a field of expanding
markets, while resources are running out and their prices becoming more
volatile."

There are many other aspects in which companies strive toward sus-
tainability. It may be due to intensified customer interest in ecological
products'? or due to an increasing regulation in the field of CSR in many
parts of the world. Furthermore, there is an increasing corporate obliga-
tion to legitimize its behavior in society and to adapt to a new understand-
ing of a corporation’s role.”” Undoubtedly, corporations must contribute
toward a sustainable development and not leave this task exclusively to
the state and to society.'* As a side effect, companies thereby have the
chance to participate in scoping sustainable actions and not just having
to react to legislative pressures. The United Nations Global Compact is
one prominent example that defines 10 voluntary principles in the fields
of human rights, labor practices, environment, and anticorruption with
which companies should be compliant and give a guideline for responsi-
ble behavior (Table 1.1).%

Being sustainable means that all parts of a business must necessar-
ily be integrated into the strive for sustainable development. The finance
departments too need to realize the relevance of these global issues. An
Ernst & Young survey, conducted in 2011, shows six trends on sustain-

ability in a business environment. Among them, three directly influence
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Table 1.1 The 10 principles of the United Nations Global Compact

Field Principle

1 | Businesses should support and respect the protection of

Human rights internationally proclaimed human rights; and

2 | make sure that they are not complicit in human rights abuses.

3 | Businesses should uphold the freedom of association and the

effective recognition of the right to collective bargaining;

4 | the elimination of all forms of forced and compulsory labor;
Labor

5 | the effective abolition of child labor; and

6 | the elimination of discrimination in respect of employment and
occupation.

7 | Businesses should support a precautionary approach to
environmental challenges;

) 8 | undertake initiatives to promote greater environmental
Environment L
responsibility; and

9 | encourage the development and diffusion of environmentally
friendly technologies.

) ) 10 | Businesses should work against corruption in all of its forms,
Anticorruption

including extortion and bribery.

Source: United Nations (2000).

an organization’s finance sec-

tion: (1) sustainability report- Hess

ing is growing but currenty  Sixty-six percent of the respondents

is not well equipped; (2) the of the Ernst & Young survey realize

chief financial officer (CFO) is  a growing number of sustainability-

gaining an important role; and  related inquiries from investors and

(3) sustainability rankings and  shareholders. Therefore, the need for

ratings are becoming relevant  reporting is growing.

to business leaders.' Thirty-nine percent of the respon-
In this book, the question  dents stress the importance of the

is raised whether and how the = CFO because of his or her role in

management accounting and  approving the budget for sustain-

controlling function can con-  ability topics.

tribute toward fostering a cor-

L, . . Ernst and Young (2012).

poration’s responsible behavior.

Moreover, it will be examined if a responsibly behaving controlling

department is necessary and useful for organizations.
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The book postulates the assertion that responsible controlling is
indispensable to make an organization more responsible. The core
issues addressed in this book are that finance and controlling departments
are barely involved in sustainability topics and that they do not contrib-
ute to CR, as shown in the Corporate Sustainability Barometer published
in 2010." Against the backdrop of the global megatrends, management
accounting and controlling must detach itself from being driven only by
monetary issues. There is a need for controlling to make a greater con-
tribution in terms of responsible behavior by extending the company’s
instruments toward nonmonetary criteria and also by changing con-
trolling’s mindset toward a more responsible and joint thinking. With

the aim of rendering assistance

Facts to this effort, the book elabo-

Controlling departments are hardly ~rates on a controlling frame-
involved in sustainability topics. work  that should help foster
Eight percent of the interviewees see  an organizations  responsibil-
finance, controlling, and account- ity. While attempting this we
ing as supportive for sustainability should always bear in mind
matters. Whereas 89.3 percent of the that “nowadays people know
respondents consider public rela- the price of everything and

. g Q H »18

tions and communications as bene- the value of nothing.”*® What

ficial for sustainability. Oscar Wilde expressed more
than 100 years ago is still a

Schaltegger, Windolph, and Harms (2010). valid claim

1.2  What Are the Objectives of This Book

Considering the current global
Claim economic and social pitfalls,
there is a need for more respon-

Responsible controlling is not only
sible corporations. In their

about new tools. Mindset changes
survey, The Limits to Growth,
conducted for the Club of
Rome in 1972, Meadow and

colleagues point out that it is the will of humankind that is crucial for a

are indispensable when it comes to

a new understanding of controlling.

prevailing and effective sustainable behavior."” The fact that sustainabil-

ity nowadays is perceived as a megatrend consequently arises from a will
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in society and from a change in peoples’ mindset toward a socially and
ecologically responsible world.? For the effort of establishing a responsible
controlling framework, it means that changes in mindset are indispens-
able when it comes to current tasks and motivations of controlling.

According to Schaltegger, Windolph, and Harms, the awareness of
sustainability has reached the top-level management of corporations.”
But how can this awareness be broken down and integrated into different
corporate functions? Unlike specialized departments for CSR and unlike
many corporate communications departments, finance and controlling
is currently less involved in sustainability topics. Even more alarming is
the fact that only eight percent of the respondents of the Corporate Sus-
tainability Barometer consider finance and controlling as having a pos-
itively fostering influence on sustainability.”> Hence, controlling is not
perceived as being a driver toward sustainability. This is to be seen as
a serious integration deficit. The original task of controlling—providing
information to the management in order to facilitate the decision making
process—is not performed adequately when it comes to sustainability.
Given the relevance of sustainability that is surprising. As a consequence,
corporations miss the opportunity to use established information and
management approaches and neglect the integration of sustainability and
finance information.”

I have worked in a controlling function for several years. Moreover,
I have been highly involved in establishing controlling practices that do
not only consider monetary factors while decision making. This circum-
stance, together with the aforementioned social and environmental issues,

led to the motivation of and the following discussions in this book:

* It shall be evaluated and shown whether and how controlling
(departments) can contribute toward fostering a corporation’s
responsible behavior.

* Can controlling be a driver toward corporate sustainability and
can sustainability topics be integrated in management decisions?

* And what should be the basis for good decisions?

To answer these questions, a look at ethical thinking will help.
According to Crane and Matten, business ethics is concerned with

“business situations ... and decisions (italicsadded) where issues of (morally)
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right and wrong are addressed.”* Hence, I raise the question why there
shouldn’t be a link between ethics and controlling. After all, both are
concerned with decision making. Last but not least it is to ask how
adequate controlling tools could look like and how controllers’ mindset
and thinking would need to change. In short: How can such a “responsible
controlling” be implemented?

The objective of this book is the conceptual development of a respon-
sible controlling framework toward decision making, which is based on
an ethical principle in order to make a company a responsible business. It
can be assumed that it will be a difficult path to integrate ethical thinking
into actual controlling behavior and to make responsibility a cornerstone
in controlling. However, I am convinced that responsible controlling can
contribute a lot to foster an organization’s responsible behavior. There-
fore, within this book, a recommended course of action for practitioners
based on a profound theoretical background for academic readers will be
developed. The intention is to inform management accounting practice
and help current and future business leaders navigate through the topic of

responsible business from a controlling perspective.

1.3 Structure of This Book and Who Should Read It

At the beginning, the context and the relevance of the issue of respon-
sible controlling has been detailed. The following chapters will be
concerned with the theoretical foundations of (1) responsibility, sustain-
ability, and ethics (RSE; Chapter 2); (2) management accounting and
controlling (Chapter 3); and (3) controlling sustainability and responsi-
bility (Chapter 4). Regarding responsibility, we will examine what is to
be understood by responsibility in an organizational context. Further-
more, you will find a discussion on why your organization should assume
responsibility, which responsibilities should be taken into account, and
for whom an organization is responsible.

Chapters 5, 6, and 7 synthesize responsibility and controlling and set
up responsible controlling. To do so, a responsible controlling framework
and a roadmap have been developed. Within the roadmap, there are rec-
ommendations on how to establish controlling as a driver toward sustain-

ability. Finally, Chapter 8 summarizes all the topics discussed previously.
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This book may be valuable for you, if you are

* astudent or a professor in a business school or an MBA and
an executive MBA student and like to get introduced to tangi-
ble but uncommon thinking from a controlling perspective;

* a practitioner within the field of controlling and management
accounting and you are assigned to install a controlling system
which takes into account RSE;

* a practitioner within the field of CR or corporate sustainabil-
ity and you need to get familiar with the topic of steering a
corporation;

* a corporate executive and you would like to make your orga-

nization both successful and a pioneer in sustainability.

1.4 How to Read This Book

Of course, it makes sense to read the entire book. However, if your time is
limited there are different approaches to read through this book, depend-
ing on your intentions and your state of knowledge.

You would probably benefit from reading the entire book if you are

e astudent in business school or an MBA and executive MBA
student and you are not yet familiar with the topics of RSE or
with controlling;

* a professor in business school and you would like to teach not
only the current mainstream management accounting and
controlling practices but also some alternative approaches;

* a practitioner within the field of controlling and management
accounting and you are assigned to install a controlling sys-
tem that takes into account RSE and you do not have enough

insights into these topics yet.

If you are a practitioner in the field of controlling, and you already
have knowledge in terms of RSE, you may directly read the responsi-
ble controlling framework (Chapters 5, 6 and 7). If you are a practi-
tioner within the field of CR and you need to get familiar with the topic
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of steering a corporation it would be helpful for you to start reading
Chapter 3. As a corporate executive who likes to steer his or her organi-
zation successfully under the conditions of RSE you may at least have a
look at the responsible controlling framework (Chapters 5, 6, and 7) in
order to get an idea how to integrate responsible behavior into traditional

corporate management.

1.5 Some Points to Remember

Sustainability is becoming a business megatrend that should no longer be
ignored by managers and by controlling departments—that is, by you.
In future, all parts of a business will be affected by sustainability. Finance
and controlling must make its contribution. Therefore, ask yourself and
your team: Why should profit maximization (not) be the ultimate goal of
a corporation and thus (not be) an end in itself?

However, currently finance and controlling departments are hardly
involved in sustainability topics and do not contribute toward CR. The
original task of controlling—providing information to the management
to facilitate the decision making process—is not performed in an ade-
quate manner when it comes to sustainability. Therefore, there is a need
for controlling to make a greater contribution in terms of responsible
behavior by extending the company’s instruments toward nonmonetary
criteria and also by changing the mindset toward a more responsible and
joint thinking.

In an effort to make an organization more sustainable, responsible
controlling is indispensable. Therefore, this book provides a recom-
mended course of action for practitioners regarding responsible con-
trolling based on a profound theoretical background. The intention is
to inform about management accounting practice and help current and
future business leaders navigate through the topic of responsible business

from a controlling perspective.



CHAPTER 2

Responsibility,
Sustainability, and Ethics

“I believe that every right implies a responsibility; every opportunity
an obligation; every possession, a duty.”
—John D. Rockefeller Jr.

ResCoCo—An Example That Will Accompany Us

Imagine you area corporate management accountant in a medium-sized
company, called Responsible Controlling Company, ResCoCo. The
company produces different consumer goods and therefore also needs
many purchase products. The market in which ResCoCo is active
is a very competitive one. The corporate culture, however, is to be
described as a pleasurable one and the management board normally
strives to reconcile the interests of the owners and the employees. In
the past you have been involved in many accounting projects. Your
latest project now is to introduce sustainable and responsible thinking

into the controlling department and into the whole company.

Ethical Issues Are Not That Far

In the past year, the company has not been very successful. Owing to
that the management board has asked you to set up a plan on how to
make the company’s financial bottom line more resilient. Not seeing
another solution, they say there are no taboos. After screening all the
available data and reports, you find out that one of the corporate divi-
sions is not profitable. You assume the reason is to be seen in an outdated

product range. From a mere financial perspective you would suggest to
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the management board that the division should be sold or dissolved.
However, your close friend is a middle manager in this division. If you
make your suggestion, your friend would be laid off. And that is not all.
She has a family with two kids and has just bought a house.

Now you are probably in the middle of a real ethical dilemma! How
would you decide? And how would you decide if she would not have
been a close friend of yours but only an anonymous person? Would
you suggest to the management board to sell the division or not?

Another solution may be to reduce costs of sourced goods. Together
with the head of the purchasing department you found another sup-
plier for your main purchased good. The costs could be reduced sig-
nificantly. However, industry insiders claim that this supplier does not
take care of his employees. The supplier itself does not give you any
information on labor contracts. Moreover, some NGOs revealed a
big environmental scandal in which this supplier was one of the main
characters.

What would you do in this case? Either changing the supplier and
making sure that your company can continue to exist in its entirety? In
this case you would accept environmental and human rights infringe-

ments. Or rather laying off some of your internal staff?

2.1 Responsibility and Sustainability in an
Organizational Context

2.1.1 Responsibility—Setting the Stage

In the introduction of this book, I have used the terms of corporate sus-
tainability and corporate (social) responsibility in an exchangeable way.
In this chapter, we examine different definitions in order to understand
them thoroughly and set the stage for further in-depth elaborations.
First, we take a general look at the term responsibilizy. According to the
Oxford Dictionaries, being responsible means “having an obligation to do
something, or having control over or care for someone.” More precisely,
it says that responsibility involves important duties and independent

decision making.? As regards to duty, they understand the duty to report
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to superiors and to be “answerable to them for one’s actions.” Moreover,
being responsible means, for them, that one is “capable of being trusted”
and “morally accountable for one’s behavior.”> Within this definition of
the Oxford Dictionaries, different terms—Tlike duties, control, decision
making, and moral—are rolled into one term: responsibility. Hence,
there is no clear-cut definition of responsibility provided, which could be
used to make the term clearer for you. One may even ask if having control
over others and being accountable is not a contradiction. Later, I question
if independent decision making really is an attribute of responsibility and
if it is a responsibility to have control over others.

However, it is to note, that (1) responsibility has to do with inter-
connections toward others, (2) there is a moral dimension included in
being responsible, and (3) duties and trust are involved. Trustworthiness
is to be understood as not being opportunistic.® That means that the trust
someone is placing in you or in your company’ must not be abused.®
The retention of trustworthiness o )
is depicted by Suchanek as the Wlthl.n t.hlS book I L‘lse the terms
., organization, corporation, company,
actual core of a corporation’s

responsibility. and firm as synonyms.

2.1.2  Corporate Social Responsibility

Since controlling is related to an organizational framework—not being a
private matter—we examine what is assumed as corporate (social) respon-
sibility within the established literature. In his 1979 article, Carroll states
that the “social responsibility of business encompasses the economic,
legal, ethical, and discretionary expectations that society has of organi-
zations at a given point of time.”'® The Commission of the European
Communities defines in 2001 that CSR is a “concept whereby companies
integrate social and environmental concerns in their business operations
and in their interaction with their stakeholders on a voluntary basis.”"!
The integration into the business operations makes CSR distinct from
corporate philanthropy. Philanthropy as “the desire to promote the wel-
fare of others, expressed especially by the generous donation of money to
good causes”? does not necessarily have anything to do with the business

processes themselves. The common ground of CSR and philanthropy,



12 RESPONSIBLE MANAGEMENT ACCOUNTING AND CONTROLLING

however, is to be seen in the

Corporate Social Responsibility

il . . voluntariness that the European
deals voluntarily with the integration

. . . Commission claims. Derived
of environmental and social topics

. . from that point, it can be stated
into the core business processes. It

should not be confused with pure that CSR is dealing with envi-

ronmental and societal issues

philanthropy. Rather, it addresses

the company’s actual way of doing over and above . ... legal obli-

gations.”"® Carroll also includes

business. Stakeholder thinking—

- 14
as opposed to mere shareholder the legal aspects into CSR,

. . . Within its new definition of
orientation—is a central concern for

CSR. 2011, the European Commis-

sion defines CSR as “the respon-
sibility of enterprises for their impacts on society,”" for which respecting
laws and agreements with social partners is a necessary precondition.
To assume CSR, not only environmental and social, but also consumer
concerns, human rights, and ethical issues should be integrated into the
corporations’ operations and core strategy “in close collaboration with
their stakeholders.”!® The aim is to create shared value for both owners
or shareholders and other stakeholders."” The concept of creating shared
value will be discussed in Chapter 4.
One more recent attempt to define (corporate) social responsibility on
a global stage is the International Organization for Standardization (ISO)
26000 standard.’® In its introduction, the ISO states that the “objective of
social responsibility is to contribute to sustainable development.”" Obvi-
ously, there is a connection between social responsibility and sustainability.
Consequently, we discuss the term sustainability within this chapter. But,
prior to this discussion, let us take a look at the ISO 26000 definition. It
is to mention that the ISO does not talk about CSR but only about “social
responsibility”? since not only corporations should be addressed but also
all types of organizations. According to the ISO, an organization has a
responsibility “for the impacts . . . of its decisions and activities on society

and the environment . . . through transparent and ethical behaviour.””!

This behavior

* is conducive to a sustainable development;

* deals with stakeholders” expectations;
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* is compliant to applicable law and to internationally
recognized behavioral norms; and
* is integrated into the whole organization and its relation-

ships.*

At this stage, we could have a look at a lot more definitions. But even
taking only the aforestated sources—Carroll, the European Commission,
and the ISO—into account, it is already evident to you that just as for
responsibility, there is no precise definition for CSR. Accordingly, Garriga
and Melé mention that CSR is a field of complex, unclear, and contro-
versial approaches and different theories.” Crane and Matten state that
“CSR . . . still remains a relatively vague and in many respects arbitrary
construct.”* Although the term CSR has become part of mainstream,
and the scientific community is concerned with it, there is no uniform
definition and no accurate distinction to other terms. Even the afore-
mentioned, internationally recognized ISO 26000, which has done a lot
to foster organizational responsibility, has not solved that problem. This
imprecise understanding of CSR leads to disappointment both among
the business world and within the civil society since different expectations
are aroused. According to Schneider, making a final definition of CSR is

726 which is performed

not possible® CSR is a dynamic “moving issue,
distinctly. The implementation depends on the different core processes
of different types of organizations. However, the question can be raised if
a clear-cut definition is necessary at all or if it is even conducive against
the backdrop of a concept like CSR, which is based on a continuous

improvement process.”’

2.1.3 Sustainability

The ambiguity of CSR leads us to another term: sustainability. Sustain-
ability or sustainable development is related to CSR. The fundamental
principles of both concepts are overlapping. Remember, for example, the
ISO 26000 states that the “objective of social responsibility is to con-
tribute to sustainable development.””® However, the question is, what is
sustainability? Already back in the seventeenth century, Hannf§ Carl von

Carlowitz claims that in terms of a sustainable forestry only as many trees
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e (Lol £ must be cut down as can grow
Sustainability in the corporate arena

. again within the same period
means ensuring that all processes

. of time.” Von Carlowitz men-
and tasks are conducted in such a

tions that the mining industry
way that there are at least no nega-

. - cuts down too many forests and
tive impacts—maybe even positive

. . notices that the clearing of the
ones—on environment and society.

. trees must be limited in order to
Current and future generations must

_ . make sure that wood can serve
not be negatively influenced by our

. as a raw material for the mining
corporate decisions. That can be

called corporate sustainability. industry in the years to come.

Hence, the economic survival
of the mining industry is an important aspect for von Carlowitz. In addi-
tion, the economy has to serve the society and therefore has a duty to
not exploit nature.’*® Nearly 300 years later the World Commission on
Environment and Development of the United Nations defines sustain-

able development in its so-called Brundtland Report as development,

which implies meeting the needs of the present without compro-

mising the ability of future generations to meet their own needs.’’

The Brundtand Report contains two central statements: sustainable
development needs to consider intergenerational justice and intragener-
ational justice. Intergenerational justice (see von Carlowitz) means that
today’s generations should only behave in a way that future generations
have similar opportunities to shape their own lives. Intragenerational jus-
tice, which is often neglected in the sustainability discussion, implies that
the (good and bad) consequences of today’s economic behavior should
also be shared equally within and between countries. In other words, the
“environmental costs and benefits of economic development™* should
be borne equally both between today’s world population and between
today’s and the future generations.

While one may question if social responsibility comprises the striving
for adequate environmental behavior, others may ask if the Brundtland
definition only aims at “sustainable and environmentally sound develop-
ment,”* without taking a social dimension into consideration. That is not

the case. However, in 1992, the United Nations further defined the term
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sustainable development in its conference on environment and develop-
ment in Rio, Brazil. Principle 1 of its Rio Declaration on Environment and

Development states that,

human beings are at the centre of concerns for sustainable devel-
opment. They are entitled to a healthy and productive life in har-

mony with nature.®*

Thus, obviously, a sound environment has to go hand in hand with an
awareness of social issues. However, remembering von Carlowitz as the
founder of the term sustainability,” the economic survival (of compa-
nies or states) is crucial as well. Russ states that “sustainability in the end
is a means of conducting environmentally sound economic activity for
socially desirable outcomes.”* Economic survival and sound economic
activity, however, are not equal to profit maximization. That leads us to

the next relevant term within this book: the #iple bottom line.

2.1.4 Triple Bottom Line

To make the notion of sustainability more concrete—also for compa-
nies—Elkington introduces the so-called triple bottom line approach of
sustainability.’” But what is to be understood by the triple bottom line?
The Cambridge Dictionaries explain bottom line as “the total profit or
loss of a company at the end of a particular period of time.”*® Hence,
in the common usage, the term bottom line is an economic one and is
associated with money, more precisely with “the total profit or loss™’ of
the profit and loss account. Elkington expands this view by introducing
two more dimensions: a social and an environmental. This triad—also
known as people, planet, and profit—is called triple bottom line.* In
other words, economic, ecological, and social factors need to be aligned
and should be tantamount. The triple bottom line should measure the
value added that a company creates with respect to the economic, ecolog-
ical, and social dimension.*' It “captures the essence of sustainability by
measuring the impact of an organization’s activities on the world.”* Later
in this book, we look at how to measure triple bottom line issues within

an organizational context. At this poing, it is to say that critics argue that
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the benefit of social activities cannot be measured as exactly as the profit.3
The same also applies to environmental issues. What is, for example, an
organization’s effect on biodiversity?

Nevertheless, if intra- and intergenerational justice should be
achieved, the current impact must not be negative. Hence, a sustainable
business must conduct its processes in such a way that at least a neutral
impact on environment and society is ensured in accordance with a sound
economic performance. Sound economic performance in this context is
not a precisely defined term and may depend on the sector and the coun-
try in which an organization acts. However, it is not to be understood
as profit maximization. Corporations behave sustainably if all processes
of the value chain are performed well against the backdrop of the triple
bottom line.* In terms of sustainability, Barbier uses a Venn diagram of
intersecting circles (Figure 2.1): only in the overlap of economy, ecology,
and society, a sustainable development is possible.”

Earlier, I have shown that there is no precise definition of CSR. Pezzey
makes the following statement after having tried to find a definition for
sustainability for several years: “So I see little point in expanding the col-
lection of fifty sustainability definitions which I made in 1989, to the five
thousand definitions that one could readily find today.”* This shows that
we will not be able to find a unique definition for sustainability as well.
However, the Brundtland Report, the Rio Declaration, and the triple bot-
tom line notion give us some reference points on a global scale. To estab-

lish a working definition within this book, I summarize the basic factors

Sustainability

Economy

Figure 2.1 Barbier’s Venn diagram of sustainability

Source: Barbier (1987). © 1987 Foundation for Environmental Conservation. Adapted with the
permission of Cambridge University Press.
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of CSR and sustainability. Based on a set of attributes that cannot clearly
be allocated to either CSR or corporate sustainability, I will continue to
use the two terms (corporate) sustainability and corporate (social) respon-
sibility interchangeably within this book. Sustainability, finally, may not
be exclusively reached by corporations and it is a bigger picture than CSR.
Sustainability can only be achieved if society and politics contribute as

well. In this book I focus on the corporate aspects.

2.1.5 Some Points to Remember

As discussed earlier, corporate (social) responsibility and corporate

sustainability

* are related to the integration of responsibility into the business
operations and its core strategy;

e are conducted on a voluntary basis, over and above legal
requirements;

e are concerned with stakeholders;

* deal with intragenerational and intergenerational justice; and

* take into account the triple bottom line approach, which
means the balance of the three dimensions of sustainability:

society, economy, and ecology.

2.2  Why Should an Organization Assume
Responsibility—Profit or Morality? An Uncommon
Discussion in a Management Book

So far, we have figured out that it is difficult to define responsibility in
an unequivocal manner. Nevertheless, two basic terms used with respect
to responsible corporate behavior have been introduced: corporate social
responsibility and corporate sustainability. However, one important ques-
tion is left open up to now: Why should a company assume responsi-
bility at all? Further, I raise this question and give distinct answers. One
term that was named in the previous chapter but was not further defined
should help us in this endeavor: ethics—an uncommon word in a man-

agement book, but not to be underestimated when it comes to CSR and
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corporate sustainability. But, before having a look at ethics, let us start by
answering the question from the headline of this chapter by considering
some statements of a famous economist.

Nobel laureate Milton Friedman answers why a company should
assume responsibility by stating that “there is one and only one social
responsibility of business . . . (and that is) to increase its profits so long
as it stays within the rules of the game.”¥” With this, he generally denies
any corporate responsibility in terms of social and environmental aspects
that go over and above regulations and laws—the only valid liability is to
generate as much profit as possible. Friedman explains his statement by
arguing with the principal-agent relationship. A corporate executive is
only an agent of the company owners (who are the principals). The main
responsibility of the manager, therefore, is to meet the owners™ expec-
tations. If the executive took social responsibilities of the corporation
itself into account, he would deprive the owners of their right to freely
choose their profit utilization.* Moreover, Friedman talks about a “cloak

49

of social responsibility,”* meaning that CSR actions are conducted in

order to achieve other long-term goals under the guise of social responsi-
bility. These could be, for example, being attractive to future employees
or achieving a good image. Garriga and Melé make a classification in
which Friedman’s approach could be classified as an instrumental one.”

Within this instrumental view, CSR is used strategically only “to achieve

economic objectives and, ultimately, wealth creation.”!

Obviously, there are many motives for making sustainability a topic
within your company. Tschandl sees five motives when it comes to sus-
tainable economic behavior:** (1) risk reduction and risk management,

(2) chances for innovation and differentiation, (3) improved productivity,

Think Outside the Box (4) stakeholder orientation, and

(5) legitimation and acceptance.

What are the motives why Out of these five motiva-
tions, the first three can clearly
* your company

: be allocated to Friedman’s view
* your controlling department

and, hence, to instrumentalism.
* you personally

‘The terms stakeholder orientation

should engage in a more responsible 4 legitimation and acceptance

ior? . . .
behavior? give the impression that there
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may also be noninstrumental factors that could be relevant. These factors,
which are not purely economic ones, may be seen in moral reasons, as
opposed to a mere instrumental justification of CSR. For example, envi-
ronmental and social problems that are caused by an organization, such
as air pollution, should also be remedied by the company. From an ethical
or moral perspective, the corporation has the responsibility to solve the
arising problems.*® Think about acid rain or respiratory diseases. Yet, we
will see that building up corporate behavior only on acceptance is not a
valid moral argument when it comes to the question why a corporation
should assume responsibility. While I have shown five motives, several
more could be found when we consider why corporations are interested
in sustainability.

At this point, you may ask yourself: What are the motives why my
company, my controlling department, or I personally should engage in a
more responsible behavior? In general, we can define two impetuses for
CSR: first, the so-called business case for CSR and, second, an ethical

understanding as the basis for corporate behavior.

2.2.1 The Business Case for CSR

A business case is generally “a justification for a proposed project or under-
taking on the basis of its expected commercial benefit.”** In the context of
this chapter it means the justification for dealing with sustainability issues
on the basis of expected positive contributions to the company’s survival
and its financial bottom line. The question for the business case is: How
can my company reap a benefit from a responsible behavior? Willard,
for example, identifies seven benefits for corporations with regard to the

business case for sustainability or CSR%:

¢ Increased revenue and market share

* Reduced energy expenses

* Reduced waste expenses

* Reduced materials and water expenses
* Increased employee productivity

* Reduced hiring and attrition expenses
e Reduced risks.
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Especially the first and the last point could be justified with the following
exemplary causal chain.

From a global perspective,

Think Outside the Box there is an unbelievably great

Make a list of which actions, prod- ~mount of ecological and social

ucts, or processes within your com- P roblems. Different parts of

pany (or a company of interest) the world move together by

contribute positively or negatively installing worldwide operating

to an assumed business case for supply chains, which have big

sustainability. negative ecological and partly

How could you align social social impacts. Simultaneously,

responsibility and your own corpo- "¢ face an increasing world

rate SuCcess? population. As a result, resource
scarcity, climate change, and
allocation problems (for example, access to drinking water) are becoming
more and more prevalent and are coming into the public focus. Hence,
the topic of corporate responsibility becomes more tangible for many cus-
tomers. This interest is also driven by the possibility of getting real-time
information of nearly every issue or crisis, thanks to the better worldwide
transparency that the Internet enables. Parts of the population and cus-
tomer segments realize these global issues and exert pressure onto the
corporate realm—for example, through their purchasing behavior and
consumption patterns. They demand that corporations contribute posi-
tively to solving these problems. This means, it is more and more expected
that companies assume responsibility. Companies that are sustainability
pioneers in their field could increase their marker shares and raise their prof-
its. Moreover, they could reduce the risk of negative customer perception.
Within the business community, these economic chances and necessities,
accompanying the depicted pressure, are very often the first contact to
sustainability.

Regarding the aforementioned business case points of reduced energy,
reduced waste, and reduced expenses on materials and water, corporate
sustainability is understood as allocating resources in a better way. Here,
efficiency is the catchphrase: a more efficient usage of resources is good
(or at least less bad) for the environment and is simultaneously good for

the company’s bottom line.
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Good and Questionable Real-Life Corporate
Sustainability Examples

The Good Example

Vaude—The Spirit of Mountain Sports*®

Vaude is one of the leading outdoor equipment suppliers in Europe. Its
aim until 2015 is to become Europe’s most sustainable outdoor brand.
The company has received many different awards for its activities in the
past. Many products you can buy from Vaude are climate neutral. First,
the emissions within the production process are cut down to a mini-
mum. The nonavoidable emissions are set off with well-known partner
organizations. Also in the social realm Vaude keeps pace with time. The
company is a member of the Fair Wear Foundation, a multistakeholder
initiative that strives for fair and improved working conditions in low-
wage countries. The company is not pursuing an approach that only
sees sustainability as a business and nothing else. Rather, it is obviously
successful since it integrates responsible thinking into core processes. If
you want to dig deeper, browse the company’s responsibility site on the

homepage: http://www.vaude.com/en-GB/Responsibility/

The Questionable Example

BP—“Beyond Petroleum”—Not anymore!”’

“Beyond Petroleum’—once BP’s catchphrase to indicate that one of the
world’s largest energy companies goes its way toward renewable ener-
gies and to publically mitigate the Deepwater Horizon Disaster in 2010.
However, in 2011, the company decided to exit solar power. In 2013, the
company announced that it is divesting its wind power facilities. So what
is left from “beyond petroleum”? Not much! Obviously, the sustainabil-
ity track did not pay off. The sustainability business case BP looked for
did not exist for the company. Being “a focused oil and gas company that
creates value for shareholders by growing long-term sustainable free cash
flow™® does (a) infringe the sustainability understanding of the Brundt-
land Report and (b) shows that BP is not willing to adapt its core busi-

ness processes toward sustainable and responsible thinking.
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The business case question is not per se reprehensible. At this point,
one may argue that merely pursuing the business case for sustainability
is probably not enough in the narrow sustainability sense, for exam-
ple, with regard to postgrowth scenarios. Ultimately, it is necessary to
act within the natural boundaries of our earth. A corporation that only
contributes as long as a profit can be reaped may not be doing enough
to reach this goal. Nevertheless, the more arguments exist for a business
case, the less probable it is that corporations simply deny their social
responsibility by arguing that they lose profit. Hence, the business case
could enhance the chance for CSR measures to get implemented.” How-
ever, we must realize that the business case for sustainabilitcy—that is, the
connection of moral claims and economic success—always has to meet
economic requirements besides the moral ones. If these requirements
cannot be met, the business case in the sense that striving for sustain-
ability adds up to a better profit margin will not work and responsibility
will probably not be overtaken entirely. However, economic requirements
must not mean profit maximization, which leads to the following ques-
tion: Should there be other impetuses for organizations to assume
responsibility?

Taking again the definition of the ISO 26000 into account, an orga-
nization has a responsibility “for the impacts . . . of its decisions and
activities . . . through transparent and ethical behaviour.”* But you may
wonder what ethical behavior actually is. Garriga and Melé mention a
group of CSR theories that is concerned with ethics, which is “based on
principles that express the right thing to do or the necessity to achieve a
good society.”®! In the following sections, we will look at the second impe-
tus for CSR (the ethical understanding) and the question why a company
has responsibilities or should assume responsibility at all. We approach
this issue from different ethical perspectives. First, we consider what is to
be understood by (business) ethics. Later, we present some prevalent eth-
ical theories. Within these theories, it will be evaluated if responsibility is
and should be grounded on morality. Or if there may be ethically neutral
spheres and thus corporations may not have responsibilities at all. This
finding would mean seeing CSR only as an instrument for making more

profit and hence would argue for the business case.
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2.2.2 Ethics as a Basis for Responsible Action

Many people are not accustomed to the expression ethics. We therefore

seek to clarify the field in order to arrive at a common understanding on

which the responsible controlling framework can be based on.

Ethics deals with the correct
action of individuals, which
means doing the right things.”
Ethics is a reflection effort.®® It
copes with the ultimately deci-
sive, fundamental principles
that should guide our acting. At
this point, the question is: Have
you ever reflected why you and
your controlling department are
behaving in the manner you do?
And, have you asked which are
the fundamental principles that
guide your controlling action?
Maybe profit maximization,
maybe something else!

Imagine you being the con-
troller of the ResCoCo example
(see the box at the beginning of
Chapter 2): you had figured out
two options: (1) either laying off
staff, including your friend or
(2) changing the supplier and
accepting environmental and
human rights problems. In bal-
ancing the two different options,

you are directly in the middle of

Think Outside the Box

If you have ever wondered what eth-
ics has to do with you personally:
Take some time and critically reflect
your day-to-day behavior!

Do you think your private and
corporate actions are perceived as
being fair, responsible, or legitimate?

Yes O No 0O

Dig Deeper

There are international organizations
that concentrate on the promotion
and the issues of business ethics. For
example, have a look at the follow-
ing websites:

Society for Business Ethics
(www.sbeonline.org)

European Business Ethics Net-
work (www.eben-net.org).

Both organizations hold con-
ferences, publish latest articles, and

spread the word of ethics in business.

an ethical reflection effore—without realizing it!

While we have talked about the correct action of you as an individ-

ual so far, one may also raise the question of correct business actions.
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Think Outside the Box At .this poi.nt, the Sl:lbjCCt of
business ethics comes into play.
When you judge commercial, stra- Crane and Matten argue that
tegic, or financial situations of your “business ethics is the study of
corporation, do you take moral business situations, activities,
issues into account? and decisions where issues of
(morally) right and wrong are
addressed.”® They emphasize that right and wrong are meant in a moral
sense, “as opposed to . . . commercially, strategically, or financially right
or wrong.”® As a business person, you may pause for a moment and
think about that statement. When you have been judging commercial,
strategic, or financial situations of your corporation, have you taken into
account or realized some moral issues in the past?
Yet, how is the relationship
Integrative Economic Ethics of ethics and business? Ulrich
talks about integrative economic

* perceives ethics as the inherent

. . . ethics whereof business ethics
basis for every economic action;

: 66,67 ;
is one part.®®”” According to
* does not understand the economy b &

as an ethically neutral sphere; and Ulrich, it is the purpose of eco-

o nomic ethics to fundamentally
e critically reflects the actual way

e reassess the questionable rela-

tionship between the economy
and ethical rationality.®® Integrative economic ethics, in contrast to many
applied ethics approaches, does nor perceive ethics and the economy as
opponents. The prevalent, “(mis-) understanding of economic ethics as
applied ethics™ is based on the presumption that economic behavior
is regarded as ethically neutral. In an applied ethical sense, ethics is
an obstacle against being economically successful. Integrative economic
ethics, by contrast, can be understood as “a critical reflection on the
foundations of the normative conditions of economic rationality.””® Thus,
it critically reflects the actual way of doing business. As ResCoCo’s con-
troller, hence, you should fundamentally examine closer if the entire way
of doing business is good or bad. Not only having a look at the current
urgent case but also critically considering the whole company with its

product range.
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Dig Deeper: Moral and Morality

Moral is the sum of all de facto norms and principles that arrange an
adequate acting within a specific cultural sphere and that are compul-
sory for everybody.” It is defining what one is allowed and what one
is not allowed to do within a community. Moral norms are highly
dependent on the acceptance of these norms within the community
you are living in. However, this acceptance must not be confused with
legitimacy on the basis of rational validity.

Moralizy is to be seen in the respect of the human claim toward
itself to see oneself as a free subject.”” This includes that human beings
can deliberately give their view on themselves. The basis for morality is
the unimpeachable freedom of all persons involved. The recognition of
the claim of being a free subject is the fundamental moral condition of

all legitimate claims that we could have toward other persons.”

Up until now I have given a first overview of what is meant by ethics.
Basically it is about critical reflection. Moreover, the ones who have dug
deeper have seen what is to be understood as moral and morality. The
further elaborations within this book will be based on morality’ as recog-
nizing the unimpeachable freedom of all persons involved.

However, we have not been able to figure out what ethical behaviour,”
as mentioned in the ISO standard, exactly means or what Carroll under-

stands as the “ethical . . . expectations that society has of organizations

»76

at a given point of time.””® Ulrich argues that modern ethics is rational

ethics.”” Such modern, discursive ethics does not simply apply norms out
of a catalog, but asks how to deal with “conflicting values and interests”

as well.”® The underlying ques-

tion of a modern business ethics Think Outside the Box

is: How would businesses have

. . Have you ever questioned your
to behave in order to classify i ) d ) i
.. actual way of doing business?
them as legitimate and res- — :
. . * How do you treat employees
ponsible? Another important y proyees,
L . customers, or other partners?
question is why corporations . ool _
S * How good or bad is your envi-
should behave in this manner. 8 e Y
. . ronmental behavior?
While the first question (how to
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behave) has already partly been addressed previously in the text (see
corporate social responsibility, sustainability, and the triple bottom line
thinking) the latter (why) will be discussed subsequently. We consider two
different ethical theories. Crane and Matten talk, among others, about
consequentialist and nonconsequentialist ethical theories.”” These theo-
ries should guide us toward possible answers to why a company should

engage in responsible behavior.

2.2.3 Consequentialist Ethics

Consequentialist ethics approaches “address right and wrong according
to the outcomes of a decision.”® There are different viewpoints regard-
ing these outcomes. Crane and Matten call the underlying approaches
egoism and wtilitarianism. In egoism, “an action is morally right if the
decision-maker freely decides in order to pursue either their (short-term)
desires or their (long-term) interests.” The second is the utilitarianist
approach, which some see as one of the prevalent ethical approaches in
the Western English-speaking world.®? Utilitarianism can be classified as

teleology, derived from the word

Think Outside the Box goal in the Greek language.®

Within utilitarianism  (made

As a business person, cost-benefit popular by Bentham and Mill),

analysis and thus utilitarianism will ~« =~ . . morally right if it

sound familiar to you. results in the greatest amount of

But reflect: good for the greatest amount of

people affected by the action.”®
* Areyou only trying to maximize  p;¢ i generally called the great-

your company’s profit? est happiness principle. Morally

* (How) does your business cal-
culate with people (employees,
customers, and so forth)?

Are they only numbers to

you or are they perceived as
individuals?

How do you know if your deci-

sions are good and for whom?

good is therefore what brings the
biggest outcome for the largest
number of people, which means
what brings the “greatest sum
total of utility.”® Utilitarianism
is similar “to what we know as

»86

cost—benefit analysis™*® since to

every action or person a utility
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can be assigned. The one action with the biggest utility is the morally
correct one. Now ask yourself: What would that mean for ResCoCo? In
egoism you would just freely decide what is best for ResCoCo—probably
in monetary terms. In utilitarianism you would need to figure out which
decision brings a bigger outcome for the largest number of people. If you
had to lay off 50 people in your premises but you could make sure that
you would not infringe human rights of; say, 100 people: would you then
ensure that the happiness in total is greater? You see, there is no right
or wrong!

Now it is your turn. To get familiar with this thinking try the follow-
ing: next time you make a decision, take five minutes and try to imagine
all possible consequences, not only in terms of profits but also in terms
of ecological and social impacts. You will probably realize fast that this is
quite an impossible undertaking and thus is not practically realizable on

a day-to-day basis.

2.2.4 Nonconsequentialist Ethics

Nonconsequentialist ethics approaches, as the expression already men-
tions, are not concerned with the consequences or outcomes of actions.
Instead, they allocate inherent rights or duties to human beings. Within
duty ethics, also called deontological ethics, ethical principles are justified
without considering the consequences.”” The intention is what is decisive.

To make zhe rights of others more tangible for you as the reader of
this book, I now consider a globally recognized set that is linked to non-

consequentialism: fundamen-

tal human rights. The term Think Outside the Box

human rights has been already Could you as a controller or a busi-

mentioned several times u . .
P hess student imagine that moral

until now. I am aware of the behavior based only on the good

fact that a modern ethics is not . .. . ..
intention is equivalent in its impor-

an applied ethics but should . .
tance to target setting when it comes

be discursive. Yet to put it into . 5
to steering your company?

practice, I argue for taking What could be a controller’s

into consideration the interna- st (Frogin o vl i e

tionally recognized Universal
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Declaration of Human Rights announced by the United Nations*® when
talking about rights. By acknowledging the fundamental human rights,
this book follows the so-called Ruggie framework. In his 2008 report
to the Human Rights Council of the United Nations, Ruggie—in his
function as special representative of the secretary-general on the issue of
human rights—stresses the respect of #// human rights “as the baseline
responsibility of companies.”® Hence, I want to display Article 1 of the

Universal Declaration of Human Rights, which states the following:

All human beings are born free and equal in dignity and rights. They
are endowed with reason and conscience and should act toward one

another in a spirit of brotherhood.”

This article is consistent with the unimpeachable freedom of all per-
sons involved, which you found when I introduced the term morality.

In contrast to teleological ethics—which is asking how we would
like to live—duty ethics raises the question how one should act.” If you
are a nonethicist and you have not been introduced to ethical think-
ing in the past, it may seem difficult at first glance. One easy way to
deal with deontological ethics is Kant’s second maxim of his categorical

imperative:

Act in such a way as to treat humanity, whether in your own person or

in that of anyone else, always as an end and never merely as a means.”

That so-called human-end-formula implies that it is by no means valid
to make people a pure instrument in order to achieve other (but lower)
objectives. Hence, it emphasizes that the instrumental Homo Oeco-
nomicus is entirely opposite of Kant’s moral principle® since the Homo
Oeconomicus does not take into account the dignity of others. Moreover,
Kant stresses that a human being as an end “doesn’t have a mere relative
value (a price) but has intrinsic value (i.e., dignity).””* Hence, the value

of any person is not calculable. This should be a valid moral concept for
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every human being and thus
should also be the argumen-
tation why a company should
engage in responsible behavior.
At ResCoCo, a nonconsequen-
tialist approach would mean the
following: the good intention of
the decision is what counts. The
consequences—either layoffs or
human rights infringements—
taken

account. However, if ResCo-

would not be into

Co’s controller applies Article 1

Think Outside the Box

What do you think: Is it legit-
imate to calculate with human
beings?

How do you personally justify
the layoff of some employees
in case a machine would be
cheaper?

Have you ever applied this
method in a private environ-
ment? Maybe counted the

costs of a new car versus a good
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of the Universal Declaration of education of yourself and your

Human Rights, it will be clear family?

that human rights infringe-

ments cannot be tolerated. Remember that all human beings are equal in
dignity and rights! And how does it appear when taking Kant’s human-
end-formula into account? In this approach, it is reprehensible to count
with human beings. Consequently, ResCoCo’s controller must not com-
pare internal staff with supplier’s employees. You might argue now that
this approach is an unsatisfactory basis for decision making. But think of
the situation where you had to weigh people against a machine. Taking
Kant seriously, it is never acceptable to only treat people as a means—also
not as a means to profit maximization.

As you may now realize, it is not meaningful to see the different eth-
ical approaches as opponents.” Crane and Matten therefore argue for a
“pluralism”™® of ethical theories in order to solve ethical dilemmas. Plural-
ism means that you should not take one sole ethics approach into account
“as the only authority in questions of right and wrong.””” Instead, it is
suggested to take a “‘prism’ of (different) ethical theories”™® instead of a

“lens™

of one ethical approach. Considering ethics, which is basically a
reflection effort, and its different theories will help you to develop a moral
understanding in order to make legitimate decisions. Maybe there is no

right or wrong, but most likely there are better or worse decisions.
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Why Should an Organization Assume Responsibility?

Because every human being should always be treated as an end in itself

and should never be seen as a mere instrument to be successful.

To conclude this chapter, it can be said that from an ethical perspec-
tive a company should assume responsibility since it consists of and deals
with human beings. Human beings both have human dignity themselves
and should regard the human dignity of others as a fundamental princi-
ple. Thus, responsibility must be grounded on moral considerations and
not on profit maximization. Following an integrative economic ethics, it

can be summarized that there are no ethically neutral spheres.

Real-Life Examples of Dealing
With Responsibility Seriously

Economy for the Common Good—An Economic Model for the

Future!®

The aim of this initiative is to introduce another kind of economic
behavior that is based on cooperation, fairness toward all stakeholders,
and respect for the natural environment. The Economy for the Com-
mon Good initiative started in October 2010 and can already look
back at an immense success. It is supported not only by NGOs, but
also by politicians, individuals, and companies. This shows that there
are certainly companies that are not content with today’s economic
behavior. Over 300 companies have already created a Common Good
Balance Sheet. This tool is very valuable if you want to get an overview
on your corporation’s behavior in the realms of human dignity, coop-
eration and solidarity, ecological sustainability, social justice, and dem-
ocratic co-determination and transparency. I can highly suggest taking
some time and filling out the balance sheet. But before doing so, be
aware of the fact that within the triple bottom line a balance sheet
must not only contain financial figures. The balance sheet in the first
step is a self-assessment that you are doing together with peer compa-

nies and maybe other interested persons. It includes a scoring model
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that allows assessing your corporate behavior. What is very interesting
is the fact that you also get negative points when, for example, abusing
human rights.

If you want to dig deeper, you find more detailed information on
the following website:

www.gemeinwohl-ockonomie.org/en/

Alternative Bank Switzerland—Acting According to Ethical

Principles!®

The Alternative Bank Switzerland is a small bank acting according to
ethical principles in Switzerland. Its aims are, among others, to act for
the common good, for the human beings themselves and for the natural
environment. The money of the bank’s customers is exclusively invested
in social and ecological projects in the real economy. The ethical princi-
ples of the bank are leading within the projects and thus lead to a con-
scious rejection of profit maximization. One may now critically argue
that there are many companies that make statements like these. How-
ever, what are often empty words seems to be day-to-day reality at the
Alternative Bank Switzerland. A high-transparency approach releases
all loans publicly, indicating names, the amount of money, and the
intended purpose. Moreover, every year, an external ethics control body
examines the bank’s operations and presents an ethical audit report.
This example shows that even or better: especially in the finance
area, there are ways to change corporate behavior toward a more
responsible one. Prerequisite, however, is the reflection of the actual

way of doing business.

2.2.5 Some Points to Remember

In general, we can find two impetuses for CSR:

1. The so-called business case for CSR and
2. An ethical understanding

The business case understanding, on the one hand, asks how a com-

pany can reap benefit from a responsible behavior. This is not per se
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reprehensible. On the other hand, in an ethical understanding, “business
ethics is the study of business situations, activities, and decisions where
issues of (morally) right and wrong are addressed.”'** Integrative business
ethics thinking perceives ethics as the inherent basis for every business
action, instead of seeing it as a boundary. It critically reflects the actual
way of doing business. Hence, there are no ethically neutral spheres.
Kants human-end-formula implies that it is by no means valid to
make people a pure instrument in order to achieve other (but lower)
objectives. It is not legitimate to calculate with human beings. A company
should assume responsibility since it consists of and deals with human
beings. Responsibility, therefore, must be grounded on morality and not

on profit maximization.

2.3 Concretizing Responsibility

Within this chapter, I show (a) which responsibilities a company could
have and (b) for whom a company may assume responsibilities. Let us

start with which responsibilities may be assumed.

2.3.1 Which Responsibilities Does an Organization Have?

Once we have accepted and understood “that every right implies a respon-
sibility; every opportunity an obligation; every possession, a duty”'® we
may ask which responsibility we or our organization could have. Earlier
it was stated that the social responsibility of corporations consists of
four categories: (1) economic, (2) legal, (3) ethical, and (4) discretion-
ary expectations, which “society has of organizations at a given point of
time”' and which exist simultaneously. Let us examine them.
1. Carroll claims that the first responsibility of a corporation is an eco-
nomic one.'” However, this responsibilicy—Carroll calls it the

1%__does not mean pure profit

“bedrock foundation for business”
maximization. Rather it means “to produce goods and services that
society wants and sell them at a profit.”!”” The profiz notion indicates
that stockholders are not neglected and that we do not talk about pure

philanthropy at this stage. In some countries, the management board
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has a legal obligation toward shareholders. However, what is an appro-
priate profit is not easy to define and depends on context-specific fac-
tors. Carroll points to the fact that it depends on the country that a
corporation is conducting business in, but that profit in general is the
basis that a corporation needs in order to survive.'” The economic
responsibility is also to be seen in providing employees a safe job (think
about ResCoCo) and pay them in a fair manner.'” This shows that
other stakeholders as well as the stockholders are considered.

2. Considering the legal aspects of the total social responsibilities, there
are numerous laws and legal systems within different countries.''
The German Commercial Code, for example, compels large capi-
tal companies to integrate nonfinancial key performance indicators
such as environmental and employee topics into their statement of
affairs."!! In spite of the fact that there are different national laws, we

could define the legal responsibilities as the “ground rules™

12 corpo-
rations have to comply with within a special country.

3. The third category, according to Carroll, is to be seen in the ethical
responsibilities.!® Although he confesses that it is difficult to define
them properly, they are described as the expectation “society has . . .
of business over and above legal requirements.”''* Others call them
the actions that are “right, just, and fair”'"® but that are not imposed
by laws. At this point, I would like to stress the link to the CSR and
sustainability definition drawn up earlier. There, you have seen that
CSR is conducted on a voluntary basis, over and above legal require-
ments. Carroll, however, also subsumes the economic, the legal, and
the discretionary responsibilities under a corporation’s social respon-
sibility."'* Hence you realize now that it is difficult to define exactly
what responsibilities a company should assume.

4. Considering the discretionary responsibilities, in his 1979 paper,
Carroll himself is unsure if these are real responsibilities. Rather,
these are voluntary actions.'” However, more recently, he states that
society often sees philanthropy as an expected—even though not

clear-cut—business behavior.''®

Distinguishing among economic, legal, ethical, and discretionary

responsibilities may a) not be easy and would b) violate the fact that ethics
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should be the fundamental principle of all economic behavior. Carroll
admits that the four responsibilities, which he claims, exist simultaneously
and are not mutually exclusive.""” Yet, in my viewpoint, the impression
could be created that the economic factors are the most important ones.
To answer what responsibilities should be considered more concretely
for the purpose of establishing a responsible controlling framework, I do
not set Carroll’s four stages as the basis. As an alternative, the following

approach is suggested:

A corporation should assume all responsibilities that are based on

legitimate claims. Precisely this means and requires

* taking into account economic, ecological, and social considerations
(the effects on the triple bottom line have to be considered when
conducting business);

* always taking morality (meaning the mutual recognition of the
dignity of all human beings) into consideration as the uncondi-

tional foundation for every decision and behavior.

What is not yet clearly defined is the scope and the boundary of social
responsibilities. The financial consolidation boundary as normally valid
for controlling does not necessarily represent the boundary for social
responsibilities ascribed to corporations.'” Companies should also con-
sider responsibilities that may not directly lie in their sphere of financial
influence. The next section looks at the question for whom a corporation

is responsible.

Think Outside the Box

e Make a list:
What do you think are your responsibilities in every column of
the triple bottom line (economic, ecological, and social factors)?
Where do you assume negative consequences of your actions?

* Have you assumed these responsibilities in the past? If not, what
would you need to change?

* Have you always taken into account the human dignity of your

stakeholders when you made decisions in the past?
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2.3.2 For Whom Is an Organization Responsible’—Considering
Stakeholders

When having stated that morality should be the unconditional foun-
dation on which responsibility ought to be grounded, we have uncon-
sciously admitted that responsibility is assumed toward human beings.
The question at this point is toward which human beings a company takes
over responsibilities and if and where there are boundaries of responsi-
bilities. If we reject Friedman’s view that the only responsibility of cor-
porate executives is “to make as much money for their stockholders as
possible,”'?! we may question who else is to be taken into account. That
is, who else may have a stake in the corporation? Freeman states that a
“stakeholder in an organization is . . . any group or individual who can
affect or is affected by the achievement of the organization’s objectives.”'?
To make it more tangible for practical application, one may argue on this
basis that a stakeholder “is harmed by, or benefits from, the corporation;
or (is somebody) whose rights can be violated, or have to be respected, by
the corporation.”'?® This argumentation is based on Evan and Freeman’s

observation, who talk about the use of two principles:

1. The one of a corporation’s ¢ffects (harm or benefits) on others and
their responsibility for their actions, and
2. The (respected or violated) rights, meaning that it is imperative to

not infringe others’ rights.'**

This is a broad basis for the definition of stakeholders. The ones who
can be harmed, for example, may be thousands of kilometers away and
may not be recognized as being affected. Mitchell, Agle, and Wood point
to the fact that Freeman’s definition does not clarify for whom a cor-
poration should or actually does assume responsibility.' They raise two

questions:

1. Who are the stakeholders of the firm?'?® and

2. To whom (or what) do managers (actually) pay attention?'””

According to the authors, the former question suggests for a “nor-

mative theory of stakeholder identification.”'*® That is, it asks why specific
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groups or individuals should be acknowledged as stakeholders. The sec-
ond question takes as a basis a “descriptive theory of stakeholder salience,”'”
which demonstrates to whom a corporation actually does ascribe impor-
tance to in reality. Within today’s business life, obviously stakeholder
power is the prevailing factor with regard to the identification of stake-
holders. Thielemann and Wettstein criticize that the ones who have much
power when it comes to a corporation’s profit making are seen as the
company’s key stakeholders.'*® Key stakeholders are unfortunately seen as
the ones “who are relevant or significant for the company’s bottom line”'>'—
but not necessarily for the ecological and social dimension of the #riple
bottom line. Thus, it is not surprising that a survey about sustainability
among 500 German medium-sized companies revealed that employees
and customers are the most important factors, even when it comes to
sustainability.'* As drivers for sustainable behavior, the respondents men-
tioned the increase in customer trust and customer loyalty as the most
important ones, followed by protection of the company, employee loyalty,
increase in sales, recruiting of new employees, and an increase in good
reputation.’ Schaltegger, Windolph, and Harms, in another survey,
found out that media and the public are rated highest by corporations
when asked about who drives them in a sustainable direction. Moreover,
nongovernmental organizations (NGOs) are mentioned even before the
customers.'* This is a big difference to the first mentioned survey con-
ducted by Englisch et al., who see the customer at the first place. Con-
sequently, there is no unambiguous idea about who are the corporation’s
most important stakeholders.

Unfortunately, the surveys did not ask if moral reasons could be
a stimulus for managers in order to engage in a responsible behavior.
Rather, what is listed earlier creates the impression that companies are
only following an instrumentalist view—even when it comes to respon-
sibility itself. However, in line with the objective of bringing responsibil-
ity thinking into corporations, stakeholder management that asks who
should be taken into consideration can be identified as the most legiti-
mate approach. Thielemann and Wettstein argue that “the argumenta-
tively strongest stakeholders are not necessarily the most ‘relevant’ ones
for the company.”*® In accordance with Mitchell, Agle, and Wood they
differentiate two stakeholder approaches: (a) “normative-ethical under-

»136

standing”'*® (according to Freeman, that means the stakeholder is affected
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Highly salient stakeholders

Legitimacy

Urgency

Figure 2.2 Stakeholder classification

Source: Mitchell, Agle, and Wood, “Toward a Theory of Stakeholder Identification and Salience:
Defining the Principle of Who and What Really Counts,” p. 872.© 1997, Vol. 22, No. 4, 853-886.

Reprinted with permission from Academy of Management Review.

by the company and should therefore be considered) and (b) an approach
in which stakeholders “are seen simply as constraints to profit-maximiza-

tion.”1%”

This relates to Freeman’s expression that the company can affect
the stakeholders. Considering power as the most important factor when
it comes to the identification and classification of stakeholders, it is to
be seen as an “ethics withouth morals . . . (and therefore) an ethics of
the right of the powerful.”'*® Further, I would like to follow a normative
approach when raising the question which stakeholders oughz to be taken
into account. This approach is based on three dimensions: power, legit-
imacy, and urgency (Figure 2.2)."° Stakeholders who only have power,
urgent claims, or legitimate arguments are seen as latent. If they belong
to two of the three dimensions they are expectant. Only if they can claim
all three aspects they are “highly salient stakeholders.”!*" Still, it is to
admit that salience is a moving condition because power, urgency, and
legitimacy can change over time.'"! Some criticize this approach, since it
neglects legitimacy as the ultimately decisive “criterion for the recognition
of claims.”"* At this point, Kant comes into play again, when the second
maxim of the categorical imperative is reformulated by Thielemann and
Wettstein as follows: “what counts is not power, but good reasons.”!%
What is to be avoided is the “Strategic Stakeholder Synthesis,”"** where
stakeholders without power might simply be neglected.

To conclude this section, Ulrich’s integrative economic ethics
approach should be considered. As Thielemann and Wettstein do, he also

states that the ultimately decisive criterion of who counts is to be seen
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Think Outside the Box

* Who has been regarded as a stakeholder in the past?

* Who should be regarded as a stakeholder if you want to
take into account the fact that your actions should not
infringe upon the dignity of every human being?

* Have you answered questions one and two same or different?

in the legitimacy of the claims, which means that it is important who
should be able to raise legitimate claims, and not who really has the power
to do s0."” It does not mean that a corporation is not allowed to make
profits. After all, these profits may be used to pay employees or to settle
invoices of your suppliers. But profit needs to be justified on the basis of
legitimate grounds. Ulrich confesses that there may be problems of rea-
sonableness when it comes to stakeholder claims. However, both respon-
sibility toward stakeholders and the question of reasonableness must be
considered within a discourse.

Hence, within this book, as stakeholders I understand every group
or individual who has legitimate claims regarding the behavior of our
corporation. This means I take into account all people involved who have
rights—rights not only in terms of legal contracts but first and foremost
in the light of not being infringed upon their human dignity. Remember-
ing the Brundtland Report, it comes to our mind that there is also inzer-
generational responsibility. Therefore, I would like to introduce another
dimension, which should be called “future generations.” Subsequently,
I refer to the following definition of stakeholders when answering for

whom responsibility should be assumed:

A stakeholder is every group or individual—living today or in the
future—who has legitimate claims, regardless of whether the stake-
holder has the power to really make the claim or not. The basic prin-
ciple in considering stakeholders thereby must be seen in humans’

morality and thus in the unimpeachable human dignity.
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In the light of this definition, ResCoCo should identify its stakehold-
ers. Undoubtedly, supplier’s employees need to be taken into account as
well—although they may not have the power to influence ResCoCo’s

business behavior.

2.3.3 Some Points to Remember

A corporation should assume all responsibilities that are based on legit-
imate claims. Precisely, it means (a) taking into account the effects on
the triple bottom line when conducting business and (b) always taking
the human dignity into consideration as the unconditional foundation
for every decision and behavior.

Moreover, there are two basic questions when it comes to stakeholders:

1. Who should be the stakeholders of a company because they have
legitimate claims?

2. Who is really paid attention to because they have much power?

In reality, question two is the prevalent one.

I understand a stakeholder as every group or individual—living today
or in the future—who has legitimate claims, regardless of whether the
stakeholder has the power to really make the claim or not. The basic prin-
ciple in considering stakeholders thereby must be seen in humans’ moral-
ity and thus in the unimpeachable human dignity.

Following the careful examination of the theoretical background of
responsibility, sustainabilty, and ethics, the next chapter will have a close

look at controlling.






CHAPTER 3

Management Accounting
and Controlling: A Basic
Introduction

“Not everything that can be counted counts and not everything that
counts can be counted.”!

—Albert Einstein

This book deals with the topic of responsible controlling. So far, we
have elaborated on the first part of this word composition. Yet, the term
controlling has not been regarded in detail. Therefore, in order to synthe-
size both expressions later on, we now consider controlling. For the pur-
pose of thorough understanding, I first elaborate what is to be understood
by controlling. I do so by considering different views on controlling from
contemporary literature. Moreover, you will get to know the prevalent
basic controlling tasks before analyzing the current trends in controlling

when it comes to environmental and social topics (Chapter 4).

3.1 Controlling in an Organizational
Context—Setting the Stage

3.1.1 Controlling—A Basic Introduction

The term controlling can be derived from different languages. The Middle
English word counter-roll and the French notion contre-réle mean that
the actual asset base is checked against the nominal state by using a list.
Compte—a French expression—and conto, which is Italian, mean account.
Hence, the initial comptrolling stands for the examination of accounts.?

This shows that controlling apparently deals with financial topics.
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However, beyond the umbrella term finance, it is not totally clear what
exactly is the content of controlling. More than 40 years ago, Harvard
Business School professor Robert Anthony mentions that “in practice,
people with the tite controller have functions that are, at one extreme
litcle more than bookkeeping, at the other extreme, de facto general man-
agement.” This quote indicates that, back then, there was no clear-cut
definition of controlling. This is still true today, even though there are
some fundamental agreements within the prevailing literature. These
common grounds are emphasized in the following text.

First, controlling must neither be confused with (a) internal account-
ing, nor with (b) external accounting. The latter, which is also called
financial reporting, deals with balance sheets and with profit and loss
accounts. Yet, according to Eschenbach and Siller, both internal and
external accounting are to be seen as fundamental data sources for con-
trolling.* Figure 3.1 gives a first impression that accounting and con-
trolling are related, both are concerned with financial topics, but are not
the same.

Accounting, especially the external accounting, which is based on
legislation, puts its focus on the accuracy of the figures used. Con-
trolling, by contrast, directs its attention to (not only financial) values

and strategies. Figures are also of high interest, but may not be as exact as

External accounting Internal accounting Controlling

Focus on values, strategies,
and figures

Context Focus on accurate figures Focus on accurate figures

Past Past / future Future

L L Provision and interpretation of
Provision of numbers Provision of numbers L

numbers
; , Actuality first,
. Accuracy first, Accuracy first, R ’
Priority . . accuracy second
actuality second actuality second L
—> derivation of measures
Output and Annual financial statement; Calculations, income Reports, proposals regarding
rec? — for internal and statements per period; measures, planning system;
B external stakeholders for internal stakeholders for internal stakeholders

Figure 3.1 Accounting versus controlling

Source: Eschenbach and Siller (2009), p. 88. © 2009, Schiiffer-Poeschel. Reprinted with permis-
sion from Schiffer-Poeschel.
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in accounting. With regard to the time frame, external accounting uses
the rearview mirror, in the sense that figures that were gathered in the
past are being reported. On the contrary, controlling is future oriented.
Numbers, which are in parts taken from accounting, are not only pro-
vided but also interpreted with the objective of deriving measures for the
future. In controlling, timeliness and actuality are more important than
the accuracy of the figures. Einstein’s expression that “not everything that
can be counted counts and not everything that counts can be counted™
may be a good slogan for controlling as well, because controlling cre-
ates reports, makes proposals, and provides planning systems for inter-
nal stakeholders of the corporation, like the owners, management, and
employees. In contrast, external accounting releases the annual financial
statement for both internal and external stakeholders and thus must be
more accurate.’®

Within the English speaking literature, the term management
accounting is more common than the term controlling. According to the

Institute of Management Accountants

Management accounting is a profession that involves partnering
in management decision making, devising planning and perfor-
mance management systems, and providing expertise in financial
reporting and control to assist management in the formulation

and implementation of an organization’s strategy.”

Becker, analyzing the differences between the European controlling and
the American management accounting approaches, claims that con-
trolling and management accounting can be perceived as being equiva-
lent even though varying definitions can be found in the literature.®

We observe that accounting and controlling have a commonality:
they both deal with figures. In addition, I have shown the basic differ-
ences of accounting and controlling. Yet, it is still unclear what exactly is

to be understood by controlling. Ziegenbein pictures controlling as

The selection and application of methods . . . and informa-
tion for planning and monitoring processes . . ., as well as the

cross-functional coordination . . . of these processes.’
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He sees coordination as the outer frame, while information and meth-
ods are the inner frame of reference in order to perform planning and
monitoring.

Wohe and Déring define controlling as

The sum of all measures . . ., which serve to coordinate the areas
of management (which are) planning, monitoring, organization,
personnel management and information, in a way which ensures
that the corporate objectives can be accomplished in the optimum

manner.'?

Hence, coordination is one of the central aspects of controlling. Moreover,
planning, monitoring, and information can be found in both aforemen-
tioned definitions. Weber and Schiffer introduce a term that is closely
linked to the comprehension of today’s controlling: rationality."" In their
understanding, rationality is to be thought as instrumental or purposive
rationality. Accordingly, resources need to be used efficiently in order to
achieve given purposes or ends.'” Since it is the target of this book to
base controlling on an ethical basis, it is to ask what Weber and Schiffer
understand as given ends. When establishing a responsible controlling
framework below, I return to rationality again.

Horvéth comprehends controlling as a subsystem that supports man-
agement by coordinating, planning, and monitoring and by providing
information with respect to targets.”> Weissmann argues that controlling
as a service function for objective decision making helps to steer a com-
pany by using targets.'* Targets have to be implemented, monitored,
and, if necessary, actions have to be taken in order to reach these targets.
In addition, he argues, following Gutenberg,” that management (not
controlling) uses the instruments of planning, organization, and moni-
toring.'® Remembering Ziegenbein’s definition of controlling, which is
about planning and monitoring processes, we now realize that the terms
of controlling and management are not separated accurately, even within
today’s prevailing literature.

To arrive at a better understanding of what is controlling, I take a
closer look at controllers and managers as persons. The International

Group of Controlling mentions that “as partners of management
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controllers make a significant contribution to the sustainable success of

the organization.””” The group’s controller mission statement declares

that a controller should

* “design and accompany the management process of defining
goals, planning and management control so that every deci-
sion maker can act in accordance with agreed objectives;

e ....ensure the conscious preoccupation with the future and

thus make it possible to take advantage of opportunities and

manage risks;

* ....integrate an organization’s goals and plans into a cohe-
sive whole;
e ....develop and maintain all management control systems.

They ensure the quality of data and provide decision-relevant

information;

e ... (be) the economic conscience and thus committed to the

good of an organization as a whole.”'®

In accordance with that, the International Controllers Association'”
illustrates the depicted separation (or cooperation) of managers and

controllers.?
As can be seen in Figure 3.2 the International Controllers Association
understands controlling as the interaction of managers and controllers.

Managers, on the one hand, bear responsibility for the business results

Controller
Manager o responsibility for
responsibility for £ transparency of
* Business results g ¢ Business results
¢ Finance 5] ¢ Finance
e Processes O ¢ Processes
 Strategy * Strategy

Figure 3.2 Controlling as cooperation of managers and controllers

Source: Adapted and reprinted with permission from Internationaler Controller Verein e.V.,
(2002).
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and for finance matters, as well as for the corporation’s processes and strat-
egy, that should lead to a successfully run business. Controllers, on the
other hand, need to bring transparency into the (results of the) managers’
tasks.” This is not done by mere supervision or monitoring. Instead, con-
trollers ensure that all people involved can monitor themselves by making
use of the established controlling systems. Moreover, controllers have the
“legitimation to unsolicited advice™* toward the management board. To
allow transparency, the controller is in charge of establishing the process
of controlling by using adequate tools and methods.”> Controlling as a
process is the result of the interaction between managers and controllers. It
needs to be noted that controlling can only proceed if there is awareness
for controlling as a steering and control system of the corporation.* The
Austrian Controlling Institute” explains that controlling can be seen as
a mindset that ought to be applied by all executives. Furthermore, it says
that controlling is to be understood as a philosophy of management and
leadership that all executives (should) follow.?

It is to highlight that the definition as mindset is distinct from the
other explanations. However, they are not mutually exclusive. In the lat-
ter, functional understanding, controlling must be a philosophy of man-
agement, which means it must be accepted and executed by all people
involved.” Yet, within this book, we will follow an institutional view
of controlling in contrast to the mere functional perspective. I see con-
trolling as an institution, which means at least as one individual person
or even as a department that establishes the controlling process. In the
functional view, controlling would be executed by the management itself
what implies the risk of overemphasized individual or divisional interests.
The aforementioned self-control may not work in every situation. With
controlling as an institution, it can be ensured that the overall corporate
interests are taken into account.”® Whether controlling is conceptualized
as staff unit or as a separate department within the line organization is not
relevant for the definition of controlling tasks.

Until now it has been shown that controlling arises from the coopera-
tion of controllers and managers. According to these definitions, different
actributes are ascribed to controlling. I use the aforementioned common
features in order to sum up controlling in the purpose of this book as

follows.
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3.1.2 Some Points to Remember

Controlling

* s an organizational subsystem that supports management
to reach the agreed targets by establishing, moderating,
and (cross-functionally) coordinating adequate controlling
systems and a controlling process;

* does not only have a service function but also has the respon-
sibility for transparency, which means controlling has a
co-responsibility for corporate success;

* provides timely and actual monetary and nonmonetary
information in order to ensure (instrumental) rationality
and thus;

* is highly involved in objective decision making processes;

* uses methods of planning and monitoring;

* perceives internal stakeholders, above all the management, as
recipients;

* is communication and is dependent on interaction; and

* is conceptualized as a separated institution within the

corporation.

Having now made a basic summarizing definition, the next section
further examines controlling by presenting several areas. Moreover, the
controlling cycle and the controlling process model are elaborated before

the notion of key performance indicators (KPIs) are introduced.

3.2 Concretizing Controlling
3.2.1 Established Controlling Areas

In the prevailing literature, controlling is mostly separated into strategic
controlling and operational controlling. Both of them basically have
the same task, which is to be seen in management support.”” The first
one uses the aforementioned methods such as coordination, planning,
and monitoring as a service for strategic corporate management, while

the latter utilizes them in relation to the operational management.*
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Controlling-
support for...

Strategic controlling

Strategic objectives

Operational controlling

Operational objectives

Target
dimension

Basic terms

Securing the corporation's existence Profit

Chances & risks;
strengths & weaknesses

Revenues & expenses;
planned-actual-comparisons

Parameters /

R Success potentials Profitability
key indicators
Type of o . o
) A Qualitative and quantitative Quantitative
information
Time Remote future Present & near future
TYP? 9f Innovative Routine; well structured
activities
Approach Doing the right things Doing the things right
Role of Change agent, advisor, Analyst, advisor,
controlling driver & brakesman driver & brakesman

Tool

Telescope

Microscope

Figure 3.3 Strategic and operational controlling

Source: Eschenbach and Siller (2009), PreiBler (2007), Buchholz (2009), and Baum, Coenenberg,
and Giinther (2007). © 2009, Schiffer-Poeschel. Adapted and reprinted with permission from

Schiiffer-Poeschel.

However, in practice, strategic and operational controlling are usually

not separated.’ Yet, there are some major differences that are presented

in Figure 3.3.

Think Outside the Box

If you are a controller, are you acting

as a change agent? Are you bringing

new ideas into the company and

realizing what is going on outside

the company?

If you are a manager, are you per-

ceiving your controller as a change

agent or rather as a bean counter?

For making controlling responsible,

you better have the first one!

One of the most important

differences between  strategic
and operational controlling is to
be seen in the target dimension.
Strategic controlling is engaged
in securing the corporation’s
long-term existence.* To do so,
chances and risks are considered
and strengths and weaknesses
are evaluated® with the aim of
identifying and creating suc-
cess potentials for the existence

of the corporation. Success
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potentials are to be created in the long term. As a success potential, for
example, product development and the development of a strong market
position can be named.** On this basis, the corporation can achieve prof-
its and durable success.” From the viewpoint of operational controlling,
medium-term profit is of more importance.*® Therefore, it takes into
account revenues and expenses® and uses planned-actual comparisons®®
to take corrective measures, if necessary. Both, operational and strategic
controlling deal with quantitative information. But strategic controlling
also highly uses qualitative information.”” Buchholz states that strategic
controlling is about doing the right things, while operational controlling is
concerned with doing the things right.*® This is what Drucker calls effec-
tiveness and efficiency, respectively.”! Strategic controlling must be inno-
vative and should not only be advisory for management but should also
be a change agent in order to ensure the company’s long-term existence.*
Being a change agent seems to go beyond the previously elaborated infor-
mation provider. Recalling that it is the aim to make controlling respon-
sible and make it a driver toward sustainability, the notion change agent
will come into play again later.

In addition to the theoretical distinction of strategic and operational
controlling, in practice, differenthyphenated controlling areas can be found.
Schiffer and Weber distinguish 12 different (hyphenated) controlling
types: purchasing-controlling, research and development-controlling, pro-
duction-controlling, marketing and sales-controlling, logistics and supply
chain-controlling, personnel-controlling, finance-controlling, informa-
tion technology-controlling, environmental-controlling, project-con-
trolling, equity-controlling, and cooperation-controlling.* Each of them
executes the controlling tasks shown earlier within a single corporate
realm.

So far, we have had an overview in which different areas and charac-
teristics controlling is performed. Controlling is about decision mak-
ing. Decisions are made in every function of a corporation—controlling
correlates to that. Therefore, I refrain from further discussing every
controlling function and area in detail. With respect to the objective of
this book, I will instead have a look at the controlling cycle and at KPIs
for decision making, regardless of whether production, purchasing, or

finance is involved.
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3.2.2 Controlling Cycle and Process Model

In the previous sections, we have figured out that controlling has to do
with planning and monitoring. When having a look at the prevailing
literature on controlling, it is evident that these two notions are part of a
cycle. Tschandl, for instance, shows a six-step controlling cycle.** Eschen-
bach and Siller mention the notions of plan-do-check-act (PDCA)® as a
cybernetic loop that needs to be supported by controlling when talking
about corporate management. They refer to the so-called PDCA cycle,
which is particularly known in quality management and which is used as
a process for problem solving and a method for process improvement.*
When managing processes, four steps should be considered.

First, the issue has to be identified and a plan for dealing with the issue
has to be set up based on data that is important for the process. Second,
the plan is executed (do). Afterward, it is to check if the desired results
were achieved (check)—again on basis of relevant data, which needs to
be gathered and analyzed. As a fourth step (act), the next measures are
identified and the loop is started again if necessary.”

The PDCA cycle is also used for the management and control pro-
cess within organizations. Controlling is involved in different steps of the
PDCA cycle. Itis included in planning (first step)—Dby agreeing on targets
between management and controlling—as well as in checking or moni-
toring the results of the measures (third step) and in acting toward the tar-
get by initiating corrective measures (fourth step).* Related to corrective
measures, one can differentiate between (a) “feedback” and (b) “feedfor-
ward.”® Feedback implies that corrective measures of the intended execu-
tion are made in order to achieve the agreed targets. Feedforward means
changing the target or plan due to altered preconditions in the corpora-
tion’s environment. These preconditions lead to the circumstance that it is
not sufficient if controlling—understood as navigating or steering—only
regards internal factors. Instead, it must be recognized that the intended
results may be altered and influenced by external conditions, without the
deliberate involvement of controlling.*

The International Group of Controlling focuses on another approach
called controlling process model.’! The model defines main processes

in controlling, which are shown in Figure 3.4. Each of them has more
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Controlling processes
Strategic planning
Operative planning and budgeting
Forecasting
Cost accounting
Management reporting
Project and investment controlling

Risk management

$9A19[qO FunIeg
Buruuelg
[01U0D)

Group, R&D, production, sales controlling, and so on
Management support

Enhancement of organisation, processes, instruments, and systems

Figure 3.4 Controlling process model

Source: From International Group of Controlling (2012). Reprinted with permission by courtesy
of Haufe Verlag.

detailed subprocesses. Setting objectives, planning, and control are tasks
applied within all processes. Consequently, they lie across all sections.>

For our purposes I propose a merger of the PDCA cycle and the con-
trolling process model, which are both very valuable approaches especially
when it comes to the question of developing a responsible controlling
framework itself. Instead of regarding setting objectives, planning, and
control as a sequence of horizontal linear arrows that stop with the contro/
part, it is the PDCA cycle that should lie across all the controlling main
processes.

The main processes of the controlling process model cannot be
regarded as mutually exclusive. Yet, the process model gives you a good
overview and may allow to define where we can start to make controlling
more responsible (shown in light gray color in Figure 3.4). But what is
relevant with respect to sustainability, responsibility, and ethics? Within
this book, we will especially deal with the process of enhancement of
organisation, processes, instruments and systems when it comes to the elab-
oration of a responsible controlling framework. Subprocesses within this
section are the continuous development of controlling itself as well as
disseminating knowledge regarding new instruments. Also of interest for
our purposes could be the strategic planning section, which includes the
following: examining vision, mission, values, and the underlying business
model. Moreover, the International Group of Controlling mentions that

the relevant stakeholders should be included in drawing up the strategy.
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In addition, targets have to be agreed on, measures should be decided, and
the relevant KPIs must be implemented. Also cost accounting and manage-
ment reporting may have relevance in terms of responsibility. With respect
to project and investment controlling, this main process includes the deci-
sion making process for projects. Controlling must provide tools in order
to facilitate the decision making process for management. This aspect is
mentioned again in the management support process where it is said that
the decision making processes must be accompanied by controlling.”
What is relevant for all processes within the model are KPIs. They
come into play when controlling is supporting management in terms of
making strategies and decisions. In the following, it is clarified what is to
be understood by KPIs and how KPIs, provided by controlling, contrib-

ute to an objective managerial decision making.

3.2.3 KPIs for Decision Making

. KPIs are to be understood as
Key Performance Indicators try to )
. figures that explain manage-
reduce complexity in order to make  ° )
rial issues and developments in

better informed decisions.
a compact manner. For con-

trolling, they are an important tool> whose aim is to reduce the corpo-
ration’s complexity.” According to Gladen, quantitative information is
more appropriate than qualitative information in order to give manage-
ment a good overview.”® However, with regard to choosing appropriate
KPIs, instead of the possibility of comfortably measuring them, nowa-
days rather the relevance for corporation’s success is taken into account.’’
Irrespective of whether quantitative or qualitative, KPIs help to provide
timely and actual monetary and nonmonetary information to manage-
ment in order to ensure rationality in decision making. Traditionally,
financial KPIs are seen as the most important.*® Nevertheless, a well-bal-
anced set of monetary and nonmonetary KPIs is needed. KPIs are nec-
essary not only in terms of the information provision, but also in terms
of analyzing and monitoring function of controlling” as well as to target
setting and convenient communication.®’ In the sense of key performance

indicators, it is important to not monitor all available figures but to only
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take into account the ones that play an important role for managing a
corporation.®!

Examining the nature of KPIs, they can be differentiated in (a) abso-
lute and (b) relative ones.®> Absolute KPIs are cardinal numbers like the
sum of expenditures. Relative KPIs show a ratio of different figures and
hence are also called razios. These are further distinguished in three sub-
categories: (1) quotas, (2) reference numbers, and (3) index numbers.
Quotas set a partial mass in relation to a total mass. This is the case if, for
example, total sales is split into sales by different customers.*® Reference
numbers set two distinct figures in relation to each other, such as sales

% Index numbers show the variance of equal figures over a

per employee.
period of time. This is, for example, to be seen in the sales of the previous
year, which is the base number, in relation to the sales of the actual year.®
The difference between the base number and the actual figure is expressed
by the index number.

KPIs involve the risk of misinterpretations if only one KPI is
regarded.®® To avoid this, a set of KPIs should be taken into account. If
several KPIs are put into an appropriate relationship against each other, a
so-called KPI system is established.®”

KPIs and KPI systems help management and controlling to better
understand the corporation’s situation and to make well-informed objec-

tive decisions. They are very valuable in the decision making process of

Put It to Practice

One of the best-known and easiest KPI systems probably is the DuPont
scheme, which is also called return-on-investment (ROI) tree. The sys-
tem was developed by E.I. DuPont de Nemours and Company and has
been used since 1919. It easily explains how the return on investment
is dependent both on capital turnover and return on sales and on all
factors that affect these two. Its easiness is its advantage.®® As a disad-
vantage I would like to name the short-term orientation. Long-term
potentials are neglected. Moreover, from a sustainability perspective, it

is to question if it is enough to only look at financial figures.
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distinct situations, since they reduce much complexity and allow focusing
on the relevant issues. To emphasize the importance of KPIs, one could
cite Kaplan and Norton, who mention that “if you can’t measure it, you

can’t manage it.”® Drucker mentions in this sense that

The measurement (that means the indicator, which is) used
determines to what one pays attention. It makes things visible
and tangible. The things included in the measurement become

relevant; the things omitted are out of sight and out of mind.”

However, we figure out later if it is sufficient to have (only) adequately
measurable KPIs in order to make decisions with respect to responsibility.

Up to this point, within this chapter, it has been clarified what is to
be understood by controlling. Moreover, I have shown the areas in which
controlling is present—strategic and operational controlling. Further-
more, the controlling cycle and the process model have been introduced,
as well as the character of KPIs. With this basic understanding of estab-
lished controlling, subsequently, current trends of controlling related to

sustainability will be considered.

3.2.4 Some Points to Remember

* In theory, controlling is divided into (1) strategic and (2)
operational controlling. The first is seeking to ensure the
corporation’s long-term existence. The second focuses on
short-term profit making.

* Dutting the plan-do-check-act cycle (controlling cycle) and
the controlling process model together will help us to estab-
lish a responsible controlling framework.

* Absolute and relative KPIs try to reduce complexity and thus

help to make more objective decisions.



CHAPTER 4

Current Controlling Trends
Toward Sustainability
and Responsibility

Afier 36 years, 167 studies, and 16 reviews of the relationship between
CSR and financial performance, the answer to the debate about
-

whether CSR is profitable is unambiguously clear: “It depends.
—Raghubir et al.

It is traditionally one of the main tasks of controlling to support man-
agement in order to make decisions that contribute to the strategic and
operational achievement of the corporate goals—which are mostly of the
financial type.? With respect to sustainability, controlling must extend its
focus onto ecological and social factors as well. In that sense, it is import-
ant to integrate social and environmental topics into the existing controlling
functions, instead of creating a separated controlling view.? Yet, as men-
tioned eatlier, to date, controlling is hardly involved when it comes to sus-
tainability. That is a deficit.* Rational decisions can only be made on the
basis of information like it is currently provided by controlling when it
comes to financial matters. Now, information in terms of sustainability is
needed.’ In addition to the information function by quantifying sustain-
able aspects, Reichmann and Kifler see it as a controlling task to support
management by making use of controlling’s methodological competence.® The
quality of information is the “bottleneck™ in sustainability management.

Taking into account controlling’s support function for decision mak-
ing, some state that management only needs and wants information
about these facts that contribute to the target achievement. Controlling
must measure these indicators in an objective way.® With respect to the

intention of this book, I can agree on the fact that the triple bottom
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line must be taken into consideration in an integrative manner. Schalteg-
ger, Windolph, and Harms add that information regarding sustainability
must be integrated into existing information systems’ instead of creat-
ing a new system for sustainable measures itself. However, in responsi-
ble controlling, it is to ask if it is sufficient to only consider these facts
that contribute (positively) to the target achievement. This question is
answered later. Now, two controlling realms associated with sustainability
are examined. Later, information tools and two concepts with respect to

the topic are elaborated.

4.1 Green Controlling

Within the European literature, the notion green controlling—coined by
the International Controllers Association!®—is more and more common.
The term green in this context indicates that environmental factors are
taken into consideration. In their edited book, Tschandl and Posch dis-
cuss integrated environmental controlling."" More concretely, they stress
the necessity to integrate environmental factors into conventional corpo-
rate target systems and the relevance of having high-quality data.'? Given
the fact that Horvéth, Isensee, and Michel discuss the notion of green
controlling within the same book," we will use green controlling and

environmental controlling as synonyms.

Green Controlling Prize'*

Since 2011, the Péter Horvéath Foundation and the International Con-
trollers Association award the Green Controlling Prize every year. They
look for the most innovative and most effective green controlling solu-
tions that help to steer ecological strategies, projects, and measures.
With that they want to promote the green challenge of controllers and
controlling departments.

In the last years, laureates have been, for example:

* Deutsche Post DHL for its “Carbon Accounting and

Controlling”

(Continued)
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* Hansgrohe SE for its program “Green Controlling—Green
Profit—Green Future”

* Airport Stuttgart for its “fairport Controlling”

* Volkswagen AG for its environmental controlling in the

context of “Think Blue. Factory.”

Having a look into the journal Controlling, which issued a special edi-
tion Green Controlling, one can find the terms eco controlling,” environ-
mental accounting systems,'® and carbon footprint,"” as well as a target
costing approach that takes into account green factors.' The initiator of
this green controlling movement is the International Controllers Associ-
ation together with Horvédth. The association issued a theoretical paper
on green controlling and commissioned a study with respect to green
controlling approaches. The study reveals that most of the respondents
associate increasing energy efficiency, the reduction of greenhouse gas
emissions, and the prevention of hazardous wastes with the term green.”
Moreover, the study shows that the necessity for considering green aspects
in controlling highly depends on the strategy that the company follows.
Four different strategy types, in relation to which green controlling is
conducted, are displayed in Figure 4.1.

Strategy type 1 indicates that the corporation has a holistic green
strategy, meaning that environmental aspects are relevant throughout the
entire company—regarding its products and processes and including the
supply chain. Type 2 corporations focus mainly on green products and

services and thus are market oriented. The observant strategy (type 3)

Strategy type 1 - Holistic green strategy +
Strategy type 2 - Green products and services
Strategy type 3 - Observant strategy

Strategy type 4 - Green compliance

Figure 4.1 Green corporate strategy types influencing the type of
green controlling

Source: Adapted and reprinted with permission from Internationaler Controller Verein, 2011,
p. 11
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Think Outside the Box reveal.s that the. ?orporation
sees little strategic importance
In the quest for making a corpora- of environmental factors in
tion more responsible holistically, is the present. Strategy type 4—
it acceptable to only take sustainable green compliance—means that
factors into account if they have a the corporation is only willing
strategic corporate importance? to comply with or to slightly
Or should a controller be a surpass existing  ecological
change agent and point out to mate-  standards.” According to the
rial sustainability aspects that maybe International Controllers Asso-
have not been recognized yet by the ciation, it is not reprehensible
board? that controlling instruments are
only as elaborated as is the strat-
egy of the company. If there is no strategic necessity to take environmen-
tal factors into consideration, controlling does not need to do so.?! From a
traditional controlling perspective, this instrumental view is comprehen-
sible. Yet, this does not meet the aforementioned controller role of being
a change agent, especially not toward more responsibility.

Remembering the Corporate Sustainability Barometer, which claims
that controlling is not involved in sustainability topics, the research
results of the ICV study show a similar picture with respect to ecology
(being one aspect of the triple bottom line). Only 21 corporations out
of 295 state that they have a distinct green controlling agenda, which
means that the majority does not have a clear-cut picture when it comes
to controlling in conjunction with environmental topics. Nevertheless,
there is raising awareness of green topics in controlling. The greater part
of the respondents sees it as a task for controlling to adapt the existing
controlling systems to emerging challenges and admits that the ecologi-
cal consequences of corporate behavior should be measured and thus be
integrated in the steering efforts.” Figure 4.2 shows exemplary tasks (and
how often they have been mentioned) that the respondents ascribe to an
evolving green controlling.

The most important tasks are to be seen in verifying and ensuring
the profitability of ecological measures, in monitoring the green target
achievement, and in creating transparency for planning and steering

through KPIs. The fourth point—actively advising management in terms
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Verifying and ensuring the profitability of ecological measures 36
Monitoring the green target achievement 30
Creating transparency for planning and steering through KPls 24
Actively advising management in terms of environmental topics 22
Making green competitive analyses 18
Raising awareness for green topics and persuading people 13

Adapting controlling systems, processes and tools to green topics 8

0 5 10 15 20 25 30 35 4‘0
Figure 4.2 Excerpt of green controlling tasks

Source: Reprinted with permission from Internationaler Controller Verein (2011), p. 19.

of environmental topics—reveals that controlling must be a business part-
ner and consultant for environmental matters. The International Control-
lers Association states that these tasks are not to be seen as new ones.
Rather, the existing tasks of controlling must be extended.” However,
the green controlling movement alone is neglecting the social dimension.

But which existing controlling tasks are suitable and could be
extended to sustainability? One possibility is the three steps approach,
defined by Giinther and Stechemesser, when it comes to green controlling

instruments:>

* Step 1: Differentiated green controlling (monetary—internal)

* Step 2: Adjusted green controlling (monetary—internal and
external)

* Step 3: Extended green controlling (monetary and

nonmonetary—internal and external).

In differentiated green controlling (step 1), environmental costs and
incomes are shown as separate lines but within the existing accounting
realms such as cost centers or cost elements. Giinther and Stechemesser
ascribe, for instance, activity-based costing, target costing, and life-cycle
costing to this step. It is important to note that all aspects are evaluated
in monetary terms.”® Michel points to the recognition of green revenues,

which are understood as the percentage of sales achieved with green
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Think Outside the Box products. However, what is to
be understood as a green prod-
Which existing controlling instru- uct must be defined properly.”
ments (that you use) could be Adjusted green controlling
modified in order to take the triple (step 2) also exclusively con-
bottom line into account? siders figures that can be mea-
Examples could be target costing,  sured on a monetary basis. But
life-cycle costing, cost centeraccount-  in comparison to step 1, also
ing, and investment appraisal. What external factors are considered
else is coming into your mind? to be important. This step yet
again considers life-cycle cost-
ing, provided that externalities can be measured monetarily and that
they are included into the consideration. Moreover, an abatement costs
approach can be mentioned, which quantifies the costs that are needed
in order to prevent environmental problems up front.”® Extended green
controlling as the last step includes ecological aspects that cannot be
measured financially, for example, the carbon footprint. It tells how
many greenhouse gases, reported in so-called CO, equivalents, a cor-
poration emits, which is called “organizational carbon footprint,”*—or
how many CO, equivalents are emitted within the life cycle of a prod-
uct, which is called “product carbon footprint.”® In the same sense,
the water footprint is an instrument of extended green controlling,
which measures the amount of water used either by a company in total
or within the product life cycle.’® Consequently, extended green con-
trolling means that controlling is extended from only regarding mone-
tary factors toward the consideration of internal and external monetary
and nonmonetary criteria.
What cannot be classi-

Dig Deeper

fied concretely into one of the

The nonprofit organization Global three steps is the evaluation of
Footprint Network informs you investments in an integrated—
about ecological footprints of differ- life-cycle thinking—sense. This
ent types and helps you to get better approach takes economic and

insights into the footprint discussion; ~ecological factors into account

and shows which environ-

www.footprintnetwork.or;
p & mental effects are caused by a
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decision.” Hence, it can be supported by instruments of all three steps.
From my viewpoint, evaluating decisions in an integrated way must be
part of responsible controlling. Therefore, I return to this topic later.
Sustainability is a complex field with many distinct dimensions. Some
experts only focus on the environmental part. In the book Sustainability
Controlling” it is mostly about energy* and topics such as carbon
accounting.® This indicates a strong focus on environment, even though
the title of the book leads to the expectation of a holistic controlling
approach in the context of sustainability. Yet, Miiller introduces the
notion of sociocontrolling and admits that there needs to be a synthe-
sis of all dimensions of sustainability in order to come to sustainability
controlling.** The following section looks at sociocontrolling or social

accounting.

4.2 Sociocontrolling

Within the realm of corporate controlling, sociocontrolling, and
consequently adequate instruments, is even less common than green
controlling.?” Strategic controlling instruments may be used for the
identification of some social issues, especially by taking into account
the relevance of social issues for the stakeholders. With respect to oper-
ational controlling, the focus on backward-looking “hard facts™*® does
not give the possibility to cope with changes in a timely manner. In con-
sideration of existing social indicators in controlling, hardly any other
criteria than the ones related to employees are referred to. This is not
surprising, since gathering internal data about employees seems to be
much easier than dealing with stakeholders outside the company, for
example.

The topic of sociocontrolling is not new. Ramanathan uses the term
corporate social accounting.”” Remembering that the American manage-
ment accounting approach is to be understood as being similar to the more
European controlling term, I use sociocontrolling and social accounting
as synonyms. Social accounting can be defined as “the process of selecting
firm-level social performance variables, measures and measurement pro-
cedures; systematically developing information useful for evaluating the

firm’s social performance.”® Although it is not clearly defined what is to
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be understood by social performance, Ramanathan mentions two roles of

a firm regarding social topics:

e “The delivery of some socially useful goods and services
(...and)
* 'The distribution of economic, social or political rewards to

social groups from which the firm derives its power.”*!

. . Especially the first point
Think Outside the Box

must not be neglected in the

Have you ever thought about the CSR discussion, since delivering
social performance of your cor- socially useful goods and services
poration? Which social topics or should actually constitute the
issues are you addressing? Are you, corporation’s business model.
for example, providing a necessary ~Within contemporary literature,
product to ill people, or are you try- Crane and Matten understand

ing to sell random products? social accounting as a “voluntary

process concerned with assessing
and communicating organizational activities and impacts on social, ethical,
and environmental issues relevant to stakeholders.”* In my understanding,
the environmental part of their definition would rather be a topic of green
controlling. Both definitions, Ramanathan’s and Crane and Matten’s, how-
ever, have in common that they do not only regard shareholders, but also
the other stakeholders of the corporation. Ye, it is not clear what topics
should be regarded: corporations’ targets or stakeholders’ interests? More-
over, it is to question how social performance as such can be assessed.®
Nevertheless, it is evident that also in this context, controlling must extend
its focus away from being only monetary driven toward the recognition of
qualitative information. Having stated that it is not clear what exactly to

measure, | now have a look at KPIs in relation to sustainability.

4.3 Key Performance Indicators and Reporting
for Sustainability

Earlier, we have learned that, according to an Ernst & Young survey, sus-

tainability reporting is growing but currently not equipped with adequate
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tools.* However, the number of approaches is growing. One of the best-
known reporting frameworks, which suggests indicators within the field
of sustainability, is issued by the Global Reporting Initiative (GRI). The
GRI, a nonprofit, multistakeholder, network-based organization founded
in 1997, published its first version of the so-called Sustainability Report-
ing Guidelines in the year 2000.% Its latest update—the G4 Guidelines—
was released in May 2013.% The GRI guidelines give directions on how
to determine the report content and the report quality. This makes it
a very valuable approach for implementers of a sustainability report.
Moreover, and for controlling purposes not less relevant, within its stan-
dard disclosure, aspects, and indicators with respect to the triple bottom
line are suggested, which means within economic, environmental, and
social categories. The social part is again subdivided into labor practices
and decent work, human rights, society, and product responsibility.”
Figure 4.3 gives an overview about the topics covered by the Sustainabil-
ity Reporting Guidelines.

Within the three dimensions, one can find the following exemplary

indicators.*

Regarding the economic performance, the direct economic value gen-

erated (for example, revenues) and distributed (for example, operating

Economic Environmental Social

Materials .
Labor practices

and
decent work

Economic performance Energy

Water

Biodiversity

Market presence Human rights

Emissions, effluents, and waste

Products and services

Compliance

Indirect economic impacts

Transport

Overall

. Supplier environmental assessment
Procurement practices

Product responsibility

Environmental grievance mechanisms

Figure 4.3 Topics covered by GRI guidelines

Source: Reprinted with permission from Global Reporting Initiative, Sustainability Reporting
Guidelines—G4—Reporting Principles, and Standard Disclosures, (2013).
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costs) are taken into account. In view of the market presence, the pro-
portion of senior management hired from the local community at signifi-
cant locations of operation is defined as an indicator. With respect to the
indirect economic impacts, the development and impact of infrastructure

investments and services supported is stated.

In the environmental section, indicators are for instance the percentage
of materials used that are recycled input materials, the energy consump-
tion within and outside the organization, as well as the percentage and

total volume of water recycled and reused.

The social part includes type of injury and rates of injury, occupational
diseases, lost days and absenteeism, and total number of work-related
fatalities, by region and by gender. The percentage and total number
of significant investment agreements and contracts that include human
rights clauses or that underwent human rights screening and the total
number of incidents of discrimination and corrective actions taken.
. As can be seen, many of the
Dig Deeper .
indicators are of nonmonetary
The Global Reporting Initiative nature. Thus, the GRI frame-
provides a good online source with ~ work isan important step toward
a reasonable overview how a sus- a comprehensive sustainabil-
tainability report should look like ity understanding—primarily
and how the reporting process itself ~driven by external reporting
should be organized: interests.  The  Sustainability
) Reporting  Guidelines represent
g4.globalreporting.org _ _ _
a basis for the question which
information could be valuable in terms of sustainability. Thurm calls for
an approach of implementing only these GRI indicators that are import-
ant both internally and externally.”” GRI G4 names this as materiality.
According to the organization, “this new focus on materiality means that
sustainability reports will be centered on matters that are really critical in
order to achieve the organization’s goals and manage its impact on soci-
ety.””” For controlling that could mean that the information should not
be used if the importance is not given for both views (corporation and
stakeholders).”” Keeping in mind that one should focus on the material

aspects, GRI indicators can be a good source for controlling. However, it
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must be noted that the GRI does not define every indicator in a clear-cut
way. Hence, there is latitude regarding the measurement of the data input
and therefore comparability is difficult.

Another prevalent concept in the field of sustainability KPIs and
reporting is the idea of environmental, social, and governance (ESG)
factors. The Society of Investment Professionals in Germany® (DVFA),
together with the European Federation of Financial Analysts Societies
(EFFAS), has developed Key Performance Indicators for Environmental
Social and Governance Issues, the so-called KPIs for ESG.% The two asso-
ciations define—based on collaboration with different corporations and
investors—generally valid factors for all business sectors as well as sec-
tor-specific ones.”* Among others, the following KPIs are seen as crucial:
energy eficiency, greenhouse gas emissions in total, staff turnover, litiga-
tion risks, and revenues from new products.” As can be derived from the
KPIs mentioned, such as litigation risks, the KPIs for ESG were especially
developed for the purposes of external investors from the capital market.”
What is said with respect to the GRI indicators is also true for ESG fac-
tors: they are externally driven. Whether they meet the requirements for
internal controlling is not to be taken for granted in any situation.

The common denominator in both approaches is the circumstance
that information from all three dimensions of the triple bottom line is
taken into account: economic, environmental, and social aspects. Earlier,
we have figured out that the triple bottom line “captures the essence of
sustainability by measuring the impact of an organization’s activities on
the world.”” Both GRI and ESG demonstrate an effort toward making
the triple bottom line transparent. This transparency is important to make
the right decision and deduce adequate measures with respect to sustain-
ability.’® But it is to be noted that reporting is always oriented toward the
past and thus is only partly helpful for future decisions. One can claim
that it is not sufficient for internal management and controlling to only
have the same reporting frequency as external reports,”® which is normally
once per year. Furthermore, only KPIs are helpful for sustainable efforts
that are linked to the responsibility of individuals.®

Although the International Controllers Association does not cover the
full topic of sustainability, it takes into account the measurability of the

KPIs in order to make sure that they can serve as a basis for controlling.
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Moreover, the association makes a segmentation of its green KPIs by cat-

egorizing them into the following classes:®!

 Input (such as recycling material in relation to total material
input)

e Throughput (for example, weight of manufactured products
in relation to energy used)

* Output (such as direct and indirect greenhouse gas emissions
per product)

* Outcome (for instance, green products sales in relation to

total sales).

As can be seen, only relative KPIs are used by the association. This
makes sense in order to manage different situations. Yet, relative KPIs do
not give a full picture about “an organization’s (absolute) activities on the

world”®?

and thus cannot exclusively be taken in order to identify whether
a corporation really is sustainable. As a reminder: the term sustainable
means there are completely no (absolute) negative impacts onto the triple
bottom line. Hence, in sustainability management and controlling, you
also need to have adequate absolute KPIs in mind.

Although it is difficult to measure CSR, measuring is a crucial tool in
order to manage and control it.®* In controlling, there are normally four
criteria for measurement: (1) validity, (2) reliability, (3) objectivity, and
(4) efficiency, which should also be valid for sustainability controlling.
Validity asks to make sure measuring exactly these factors which are
intended to be measured, whereas reliability indicates that one finds the
same result if repeating the same measurement. Efficiency must not be
ignored: Only if the benefit of measuring something exceeds the costs,
controlling should collect this information.®* Here you could question
what exactly is the benefir? Profit maximization or being successful in a
responsible manner? The third criterion, objectivity, reminds us of the
objectivity claimed in decision making.

At this point, we can note, that until so far an ideal method of how
controlling can contribute to make a corporation more responsible has
not been developed. There are first and valuable efforts with respect to
measuring data. However, this is often a very quantitative approach with-

out reflecting the actual way of doing business. The next two sections
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look at the concept of creating shared value (CSV), which was initially
explored by Porter and Kramer.®” In addition, we examine the notion of
corporate social performance® in order to clarify whether these concepts

can be valuable for responsible controlling.

4.4 Creating Shared Value

Porter and Kramer, inventors of the concept of CSV, understand “shared
value (. . . as a principle) which involves creating economic value in a way
that a/so creates value for society by addressing its needs and challenges.”’
Hence, businesses can make profits by integrating society’s needs in their
business processes. Earlier I discussed the business case for CSR, which
indicates a similar approach.

The two authors identify three ways of CSV: “by reconceiving prod-
ucts and markets, (by) redefining productivity in the value chain, and (by)

68 Porter

building supportive industry clusters at the company’s locations.
and Kramer show in their paper 7he Competitive Advantage of Corporate
Philanthropy that economic and social benefits must not be separated.
Instead, they can be combined. Their idea of shared values arises from
the realization that “economic and social objectives have long been seen
as distinct and often competing. But this is a false dichotomy.”® Business
and society have linkages.

Although that sounds similar to CSR at first glance, Porter and
Kramer do not want their concept to be understood as CSR, but as “a
new way to achieve economic success.””® They argue that CSV “is not
on the margin of what companies do but at the center.””" If once again
we recall the description of what is to be understood by CSR that argu-
mentation is surprising. Earlier I have concluded that CSR is related to
the integration of responsibility into the business operations and its core
strategy. Even though Porter’s and Kramer’s concept is very helpful when
it comes to bringing societal aspects into the companies” boardrooms,
I will not fully follow this approach. I already see CSR as being at the
center of what companies should do and therefore we follow the CSR and
corporate sustainability approach.

From a uniquely and exclusively economic perspective, CSV may make

sense. After all, value in an economic sense can be created by taking societal
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factors into account, that is, by creating value for the society.”* A similar
concept is Prahalad’s model of the bottom of the pyramid. According to
him, the “bottom of the pyramid” markets represent the four to five bil-
lion poor people who are mostly neglected by the multinational firms.”? If
companies care about their needs, they could also improve their financial
bottom line and also from my standpoint that cannot be seen as repre-
hensible. Companies must focus on the interrelations between themselves
and society and business decisions must be valuable for both of them.
A social understanding must, hence, be integrated into the corporation’s
strategy.”* From a CSV perspective, companies must only concentrate on
the social issues that also create shared value for themselves, that is, focus-
ing on the issues that are to be seen as business opportunities and hence
as an investment into the long-term viability of the corporation.”” CSV
“is not philanthropy but self-interested behavior to create economic value

776 That is to be seen as an egoist instrumental

by creating societal value.
ethics approach, which means that only those issues are addressed with
which a company can make profits. However, we must recognize that it is
a realistic approach with respect to a corporation’s own resources. Instead
of losing sight due to an overwhelming range of issues, Porter and Kramer’s
approach stresses to focus on the topics that the company can address best
to serve society’s needs.”” If that circumstance would be based on an ethical
basis, it could be a valuable thought of steering a company toward more
responsibility and thus help to establish responsible controlling. Even the
two authors realize that the “purpose of the corporation must be redefined
as creating shared value, not just profit per se.””® Yet, it is hardly to be per-
ceived as something else than an instrumental understanding since they
additionally see CSV as “integral to profit maximization.””” Hence, their
arguments are contradictory to some extent. Within the framework of this
book, the unmodified concept of CSV is perceived as being too instrumen-
tal. Yet, the link to controlling comes into play, when Porter and Kramer

realize that “concrete and tailored metrics™ are necessary for CSVs.

4.5 Corporate Social Performance

Another term in the realm of sustainability and corporate behavior is that

of corporate social performance (CSP). In conjunction with this term,
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Carroll is to be mentioned again. Earlier we have seen how he defines
social responsibility: as encompassing “the economic, legal, ethical, and
discretionary expectations that society has of organizations at a given
point of time.”®' Moreover, we have experienced that CSR is to be seen in
relation to the social issues involved. For Carroll, social responsibilities and
social issues are two dimensions of corporate social performance. In his
paper A Three-Dimensional Conceptual Model of Corporate Performance,
he adds a third dimension: “social responsiveness,”®* which is to be under-
stood as the “(managerial) response to social responsibility and social
issues.”® Carroll describes four possibilities of social responsiveness that
can be understood as a continuum: (1) reaction, (2) defense, (3) accom-
modation, and (4) proaction.®® The first dimension—reaction—means
that a company only reacts to social pressure, while the fourth one—pro-
action—indicates that it is dealing proactively with the responsibilities,
if appropriate at best, before the issue arises. Putting social responsibil-
ity, social issues, and social responsiveness together, Carroll develops a
three-dimensional conceptual model of corporate performance. For
him, “social performance requires that (1) a firm’s social responsibility
be assessed, (2) the social issues it must address be identified, and (3) a
response philosophy be chosen.”®

Carroll is not the only one using the term of corporate social perfor-
mance. Several papers have been published regarding the link of CSP
and a company’s financial success. Nevertheless, empirical evidence can-
not be found that a good social performance positively influences corpo-
rate financial performance in any case.®*® Raghubir, Roberts, Lemon, and

Winer formulate it as follows:®”

After 36 years, 167 studies, and 16 reviews of the relationship
between CSR and financial performance, the answer to the debate
about whether CSR is profitable is unambiguously clear: “It
depends.”

One of the problems is to be seen in the fact that CSP is hard to measure,
since CSP consists of several dimensions.®® Also, Carroll points to the
fact that he discusses a conceptual framework. He does not give clear-cut

instructions on how to measure CSP.* Hence, we can note that also the
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concept of CSP is a valuable concept for us and you may want to dig a
little deeper. However, it cannot just be taken without alteration in order

to establish responsible controlling.

4.6 Some Points to Remember

* Controlling must extend its mostly financial focus onto
ecological and social factors. In that sense, it is important
to integrate social and environmental topics into the exist-
ing controlling functions and systems instead of creating a
separated sustainability controlling view.

* Currently, green controlling as well as sociocontrolling
approaches are being developed.

e The GRI offers the best-known methodology when it comes
to sustainability reporting and to finding material KPIs.

e When talking about CSV we remember that it is important
that a corporation focuses on the issues it can address best to
serve society’s needs.

* CSP is hard to measure and there is still no profound evi-

dence that behaving responsibly pays off in monetary terms.



CHAPTER 5

Responsible Controlling:
Synthesizing Controlling and
Responsible Management

“Management, like the combustion engine, is a mature technology
that must now be reinvented for a new age.”

—Gary Hamel

Ethical Issues Are Not That Far

Remember the ResCoCo example which must improve its bottom
line? How have you decided? Have you suggested to lay off your friend
who has a family with kids? Or have you proposed to change the sup-
plier and thus accepted possible human rights infringements? For all
these ethical questions there is clearly no right or wrong. However,
there may be better or worse decisions. You could, for example, think
about implementing an up-to-date product range within the existing
business unit and thus make the unit profitable again, preferably with
ecologically friendly and socially desirable products.

Our vision is responsible controlling, which is aware of these
dilemmas. The assumption of responsibility is deeply rooted in every
controlling function. Controlling is a driver toward corporate respon-
sibility and focuses on positively influencing the triple bottom line.
Ethics as a reflection effort is the basis for every action. Morality, legit-
imacy, and justice are regular approaches in daily controlling behavior.

The following tools and steps shall help you with that.
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5.1 Is It Necessary to Call for Responsible
Controlling?—A Ceritical Reflection of the Status Quo

So far, we have evaluated what is to be understood by controlling, how
does controlling look like in concrete terms, and what are the current
trends in controlling with respect to sustainability and responsibility.
Even though some good approaches have been shown that attempt to
interlink controlling and distinct realms of corporate social responsibil-
ity (CSR), the question is whether the prevalent controlling trends are
sufficient when it comes to responsibility. It is to ask whether the con-
trolling trends elaborated earlier are appropriate to make controlling a
driver toward a more responsible company. We need to be skeptical about
the holism of the approaches and about the degree of implementation
within existing controlling departments. Therefore, Table 5.1 gives a first
overview about the sufficiency of the discussed approaches with respect to
several attributes that are perceived as being important for a responsible
company.

The attributes have been derived from the discussion about responsi-
bility earlier within this book. I deliberately refrain from using a classical
scoring model that attaches weights to the different actributes with the
aim of bringing them in an order. As we have seen, the field of CSR is very
complex and thus it cannot easily be determined which attributes are the
most important ones. However, I draw attention to the fact that respon-
sible controlling should take ethical aspects as a basis. Moreover, it is rel-
evant if the approach helps to steer a corporation, whether it is integrated
in existing systems and into core processes and if the actual behavior is
critically reflected in a way that controlling plays a role of a change maker.

As can be seen, none of the discussed approaches meets all of the
outlined requirements that I derive from the elaborations within the past
chapters. The concept that integrates all of the prerequisites will be called
responsible controlling.

The rightmost column illustrates how I picture the prototype of
responsible controlling.

As a consequence of the unmet characteristics, I can state that the
status quo of controlling and reporting approaches is not comprehen-

sively sufficient when it comes to CSR. However, I want to strongly
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Note: How to read this table?

x = the respective approach is perceived as being supportive for responsible controlling.

Blank = no positive contribution is perceived.
(x) = requirements are only partly met.

state that the existing approaches are providing an excellent basis on

which to rely on. Therefore, it should definitely be recommended to use

the existing approaches and adapt and merge them when it comes to

making controlling responsible. It would be nonsense not making use

of established, well-known approaches with which the controlling and

accounting community is familiar.
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Earlier we have seen that
Dig Deeper e .
sustainability is concerned with
If you are a student in a business balancing economic, ecological,
school this may be an interesting and social aspects. Moreover, we
research topic. Table 5.1 shows what  have understood that the differ-
I perceive as being relevant within  ent controlling approaches cover
the business world. However, fur- all aspects to some extent—
ther research about which approach  finance being the prevalent one.
brings what contribution would be A comprehensive, balanced
of high interest. controlling  framework  that
comprises all views at the same
time is missing, as shown in Table 5.1. Furthermore, in order to establish
controlling as a driver toward responsibility, not only sustainability metrics
should be controlled, but controlling itself should take responsibility, sustain-
ability, and ethics into account when defining targets, identifying stake-
holders, and helping to make decisions. If that were given, controlling
itself would be sustainable or better: responsible.

At this point, I want to recall my assertion:

Responsible controlling is indispensable to make an organiza-

tion more responsible.

Before going ahead with defending this claim, I summarize the findings

by answering several questions:

* Why is controlling important at all?

Because it helps to make decisions on a (instrumentally) ratio-
nal basis by bringing transparency into the decision making
process in order to avoid managers subjectivity.

* Why should controlling play an important role in efforts
to make an organization more responsible and thus be
indispensable?

Because controlling has a cross-departmental function, it is
at a key position to establish responsible thinking through-
out the organization—from purchasing departments to sales
functions. If controlling does not change the understanding

of its own role (from only being monetary driven toward a
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holistic thinking) it is hard to establish responsibility within
a company. Responsibility would always be questioned from
a profit-maximization viewpoint and be seen as a threat to
efficiency.

* Is the status quo of controlling approaches sufficient to
establish responsibility?
No, it is not as shown in Table 5.1. Therefore, I strongly call
for a responsible controlling approach. However, the different
existing approaches are a very valuable basis on which the
transformation toward more responsibility should be based.

* Does controlling still have a right to exist when it comes to
responsibility?
Yes, if controlling is understood in a broader sense. The triple
bottom line implies a financial view. Furthermore, it is nec-
essary that controlling—understood as management support
toward good performance—is also performed in the social
and ecological dimension. Controlling needs to make sure

that economic, ecological, and social targets are reached.

5.2 A Framework and a Roadmap toward
Responsible Controlling

Hamel claims that “management, like the combustion engine, is a mature
technology that must now be reinvented for a new age.”> Remembering the
interconnection between managers and controllers, we realize that what
Hamel asserts with respect to management is also true for controlling.
At the beginning of this book, I have revealed the issue that controlling
departments are hardly involved in sustainability and that they do not
contribute to corporate responsibility. Based on that, within the frame-
work of this book, it is my aim to reinvent controlling in such a way that
it can become a driver toward sustainability. When the question is raised
on how responsible controlling can be implemented, we must realize that
there are already several attempts toward making controlling involved in
sustainable thinking. The different concepts have been delineated ear-
lier. With respect to the target of this book, I synthesize the notions of

controlling and responsibility. Hence, I take the prevalent concepts and
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merge them to a holistic controlling framework. At this point, ethics is
coming into play again—by establishing a reflection process.

I present a responsible controlling framework, which takes into
account all three dimensions of sustainability, but which has a clear
fundament: an ethical understanding. The necessary tools, particularly
with respect to KPIs, are currently being developed by different insti-
tutions and authors. Think, for example, about the Global Reporting
Initiative or the Green Controlling movement. Subsequently, we, first
of all, take into consideration the “how”: how to implement a con-
trolling function and a controlling understanding in order to perform
its (extended) tasks on a responsible fundament and thus make your
company more responsible? How to synthesize controlling and respon-
sible management?

In short, I illustrate a roadmap and outline a recommended course
of action on how to realize responsible controlling. The focus of this
endeavor is put on the operational benefit for your organization.

Different approaches of a synthesized understanding of responsibility

and controlling could be envisaged. For example, the following:

a. Implementation of a new controlling function called responsibility
controlling, which exclusively deals with the topics of sustainability
and responsibility, that is, taking especially the ecological and social
part of the triple bottom line into account by implementing new
controlling instruments in order to extend the actual (monetary)
observation toward a holistic view.

b. Putting responsibility into every action of controlling. That means
not installing merely responsibility controlling as a function, but also
integrating responsible thinking into controlling in general. That

would be responsible controlling.

Earlier we have seen the controlling cycle and the controlling process
model (Section 3.2). We figured out that both of them will help us to con-
ceptualize a roadmap toward responsible controlling. The subsequently
discussed topics of the roadmap from step 3—Analysis of the status quo
(Section 6.3) until step 9—consideration of stakeholders (Section 7.2)

can be classified into the controlling process of szrategic planning. This part
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deals with examining vision, mission, values, and the underlying business
model, as well as with including stakeholders into the strategy develop-
ment. The processes of cost accounting and management reporting comprise
the data platform (Section 7.4) and the process of project controlling implies
decision making (Section 7.6). As outlined earlier, we now realize that
the controlling processes are not mutually exclusive. Hence, I can state
the following: for the responsible controlling framework, it is important
that we have understood the link to the well-known controlling process
model. That makes it easier for controllers to understand the responsible
controlling effort. In the following, I outline a roadmap with different
consecutive steps toward responsibility that cross through several con-
trolling processes. The attempt of establishing responsible controlling can
best be classified into the process of enbancement of organisation, processes,
instruments and systems, which in turn influences all other processes.
Eschenbach and Siller use
the barely known expression Normative Controlling

of normative controlling as an ¢ pjices the question if your and

addition to strategic and opera- your company’s behavior is

. . i
tive controlling.> As we see now, ethically correct;

this type of controlling indicates o focuges heavily on reflection.

the direction of this book. Stra-

tegic controlling asks about doing the right things and operational con-
trolling about doing the things right. Normative controlling raises the
question whether the corporate behavior is ethically correct' and thus
introduces a completely new type of question into controlling thinking.
While I described the tools of strategic and operative controlling sym-
bolically as telescope and microscope, respectively, the tool of normative
controlling is to be seen in reflection.” You may now realize why you have
found some reflection boxes (think outside the box) in the course of this
book: in order to make you familiar with the main aspect of normative
controlling.

What is not clearly outlined in most normative controlling approaches
is the interconnection of the three types of controlling. However, you
have figured out earlier that in practice there is no clear-cut distinction
between strategic and operational controlling. Hence, I do not consider it

as sufficient to simply put a normative controlling alongside them.
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Responsible controlling

Traditional controlling

Strategic Operational Internal or

controlling controlling external
responsi-

bility expert

Hyphenated controlling functions
(for example: purchasing-controlling,
production-controlling, and
personnel-controlling)

Burjonuod Ariqisuodsay

Figure 5.1 Conceptual framework of a responsible controlling

Therefore, in my understanding, responsible controlling should be

constructed as shown in Figure 5.1. From the conceivable approaches of

a. implementation of a new controlling function (responsibility con-
trolling), which exclusively deals with the topics of responsibility;
and

b. putting responsibility into every action of controlling, which means

installing responsible controlling, I take both into account.

Responsible controlling is the desired condition, the end state of
an ethically, sustainably, and responsibly behaving controlling. In other
words, it is a synthesis of responsible management and controlling. The
responsibility controlling function, on the other hand, helps to estab-
lish responsibility at all. In the following, I build up this framework step
by step and, thus, I recommend a course of action on how practitioners
could set up responsible controlling, based on the thoroughly examined
background.

Figure 5.2 gives you an overview of the responsible controlling
roadmap.

In Chapters 6 and 7, I show you in detail how you could set up

responsible controlling. For this, I use two stages:
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Figure 5.2 Responsible controlling roadmap

* Stage 1: Soft factors and people (from Responsibility controlling
Sfunction until Inherent nonconsequentialist ground)

* Stage 2: Hard factors and structures (from Scope and boundary
until Communication).

If your focus lies on soft factors and people, read Chapter 6
closely. If you are mainly interested in hard factors and structure, it is
recommended to pay attention to Chapter 7. However, I urge reading

both stages to get a holistic understanding of responsible controlling.







CHAPTER 6

Stage 1: Soft Factors
and People

Action comes, not from thought, but from a readiness for
responsibility.”!
—Dietrich Bonhoeffer

6.1 Step 1: Acknowledgment to the Installation
of a Responsibility Controlling Function

The first step within the effort of establishing controlling as a driver toward
responsibility is the installation of a person or a controlling subdivision
that is in charge of dealing with this topic. This is a very important action.
With this decision, the head of controlling or the management board
shows a first commitment toward sustainability. The Ernst & Young sur-
vey shown earlier stated that the chief financial officer (CFO) is gaining
an important role in sustainability topics.” To ensure that she or he has
the right knowledge and that she or he can make well-informed decisions,
it is essential for her or him to have a controller or a controlling team
who supports her or him in terms of responsibility and sustainability.
Furthermore, we have learned that it is important to have the necessary
“execution capabilities™ to become a pioneer within the megatrend of

sustainability. From that we can derive the following questions:

* Does your organization give sufficient time for responsibility
thinking to the person(s) in charge, aiming at not overstraining
the person(s) by seeing sustainability only as an additional topic,

done in addition to “normal” business?
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* Do you choose or have you chosen someone who either possesses
the necessary skills of controlling and responsibility or someone
who is willing to acquire the missing skills within a short period

of time?

As Bonhoeffer says “action comes, not from thought, but from a read-
iness for responsibility.”* So it is up to you as a controller to develop
responsible thinking within your organization. Also if you are a manager
it is up to you: Do you transform your readiness for responsibility into
an action by installing a responsibility controller? The question for you
may be whether it is more reasonable to pick an internal employee or one
coming from outside the company, or even a consultant. This issue may
not be answered in an unambiguous way. Yet, we have figured out that
controlling is highly dependent on interrelations between employees of
several corporate functions and that coordination is a main task of con-
trolling. From this viewpoint, the new responsibility tasks can probably
be performed more appropriately by a person who already has an existing
network within the organization. This network is helpful in establishing
that person as a role model toward responsibility. I therefore argue for the
following approach.

Installing an internal person as a responsibility controller. But since this
person—most likely a controller who has an educational background in
management—may not be completely proficient in the topic of respon-
sibility, he or she should be trained by an (external) responsibility expert,
if applicable. Eschenbach and Siller stress that controllers will not be
experts in ethics, but that they are moderators and help to solve conflicts
in contemporary controller’s practice.” The (internal or external) respon-
sibility expert, however, does not have the network inside the company.
Instead, he or she brings the missing knowledge and coaches your internal
controller on a regular basis. Owing to that constellation, I ensure that
the input into the responsible controlling framework is coming from both
the (internal) controlling side and an ethical perspective.

The responsibility controller (and his or her responsibility counter-

part, if necessary) is in charge of developing the responsible controlling
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framework, which, after its completion, permeates every controlling
function, no matter if divided in operational, strategic, or in distinct
hyphenated controlling areas. He or she has to coordinate the imple-
mentation of responsibility into the (controlling) processes, to develop
adequate tools based on his or her methodological competences, and
to offer training to his or her controlling coworkers, to managers, and
to every other person who is involved in decision making. And what is
the aim? If upon completion of the responsible controlling framework,
responsible thinking is entirely realized throughout your organization,
the responsibility controlling function would make itself redundant. That
would be the perfect state. So what does that mean for ResCoCo? Assum-
ing that ResCoCo’s management board is interested in transforming its
business into a responsible one, above all, it is necessary that they are
willing to install a person who is in charge of integrating responsibil-
ity, sustainability, and ethics into controlling and from there on into the
whole organization. Some simple questions may help (please have a look

at the following box).

Think Outside the Box

¢ Is there a top management commitment toward sustainability
within your organization?

* Has your organization realized the necessity to appoint someone
who is in charge of implementing responsibility thinking into
controlling?

* Is your organization willing to give enough time to this person in
order to perform his or her task well?

* Have you made sure that the appointed person is both interested
and has the necessary skills regarding responsibility, sustainabil-
ity, and ethics? If not, have you chosen a counterpart from the
responsibility, sustainability, and ethics side who supports the
responsibility controller?

* And last but not least, does this person have adequate access and

connections to the management board?
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6.2 Step 2: Requirements for Controlling
and for Controllers’ Skills

After having acknowledged the importance of appointing a person in
charge and after having defined on a general level what this person needs
to do, the next step—Dbefore really installing someone to this position—is
to define the requirements regarding responsibility controlling as a func-

tion and regarding the skills of the controller in charge.

6.2.1 General Requirements of a Responsible Controlling Function

With respect to controlling as a function, the general requirements—

deduced from the elaborations herein—are to be seen as the following:

* Both a nonconsequentialist and a consequentialist ethics
approach should be taken into consideration when executing
controlling tasks.

* DProfit maximization must not be seen as an end in itself;
instead, corporate targets (in whose agreement controlling is
permanently involved) must be based on morality.

* Stakeholder identification needs to take into account the
legitimacy of the claims.

* 'There are two dimensions of justice that need to be consid-
ered: intergenerational and intragenerational justice.

* The responsible controlling framework must be holistic, both
in terms of taking internal and external factors into account
and in terms of bringing transparency into the organization’s
triple bottom line.

* The approach must help management to steer the company
by using KPIs in order to make decisions and derive measures.

* Integration into existing systems is to be aspired.

* Controlling should critically reflect the actual way of doing its

business.

6.2.2 Controller’s Skills With Respect to Responsibility

Eschenbach and Siller mention skills for controllers that match with

my controlling approach. According to them, controllers should have
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a “personal imagination of ethics.”® Not exactly outlining what personal
means, they add, that a controller should be a role model in terms of being
objective and in terms of being aware of the consequences of his or her act-
ing. This also includes assuming responsibility. Moreover, they ascribe the
attributes of critically and neutrally reflecting the status quo and initiating
reasonable change to controllers. What is also important is self-criticism.
A controller must as well be open-minded toward learning something new
and must be proactive. The just-mentioned points belong to personal
attributes. With respect to social competences, they mention the necessity
to be a ream player and to openly communicate, as well as to realize that
trust, which needs to be gained again and again, is very important when
it comes to controlling.” Remembering that Suchanek sees the retention
of trustworthiness as the actual corner stone of a corporation’s responsibil-
iry,® we realize another link of controlling and corporate social responsi-
bility (CSR). Related to sustainability controlling, Miiller mentions that
it is a change process, for which it is indispensable for controllers to be
a trustworthy role model and a change agent.” Moreover, he states that
controlling must be aware of the fact that it is easier to change methods
than people’s behavior."” This is important for you to realize. On your
way toward responsible controlling, it is not only the tools and methods
that count. Rather, it is the people and personalities with their differ-
ent mindsets that are crucial for the success or failure of making your
organization more responsible.

Derived from the results obtained earlier, I add the following skills
needed in order to be a responsible controller. Having an understanding of
ethics, which means not making its own ethics, is one of the most crucial
points. That is one reason why we had a thorough look at ethics within
the responsibility chapter. Only with the knowledge about the pluralism
of ethics approaches, a controller will be able to regard his or her action
from different perspectives—taking morality, legitimacy of stakeholder
claims, and the dimensions of justice into consideration. Furthermore,
a responsible controller should be aware of the triple bottom line approach
and realize that decisions most likely affect every dimension, not only
the economic one. Hence, what is very important is a joined-up think-
ing in order to integrate responsible topics into the current controlling

processes.
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With respect to the responsible controlling framework, it is the target
that each and every controller is a responsible controller and thus he or she
should have these characteristics and skills. However, at the beginning, it
is essential that at least the responsibility controller, who introduces the
topic, is equipped with them. ResCoCo, our exemplary company, wants
to install a sustainability controller. Now it is up to the board and most
likely to the head of controlling and to the human resources department
to figure out if somebody within the company has the aforementioned

skills or if somebody is interested in doing the job and developing the
skills.

Think Outside the Box

* Does your organization have a controller with the mentioned
skills?

* Are you willing to develop these skills or are you willing to have
somebody develop these skills?

* Is your organization ready to realize that tools are important, but
that responsible controlling first and foremost means to change

mindsets and behaviors?

6.3 Step 3: Analysis of the Status Quo

Once the responsibility controller is appointed and it is clarified whether an
external expert is needed, an analysis of the current corporate controlling
behavior needs to be carried out with respect to responsibility. In other
words, a critical reflection of the actual way of executing controlling is to
be made, extended by general responsibility questions. To do so, I suggest a
questionnaire (shown in Table 6.1) that is based on the sufficiency analysis,
but which focuses on practical issues instead of theoretical aspects.

With the intention of both reflecting upon controllers’ self-perception
and of getting to know their image within the organization, the question-
naire should be filled in by controllers and by the stakeholders. However,
now we realize an alleged inconsistency within the roadmap. Earlier, I
had mentioned that the legitimacy of the claims is the decisive factor

when it comes to the identification of stakeholders. Not neglecting this
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Table 6.1 Questionnaire of current controlling approach

consideration?

Criterion Exemplary answers
2 | Is CSR a topic at all within the Yes/no
-8 organization?
Z
i
2| Is there a top management commitment Yes/no
2 | toward CSR?
-
8
& | If yes, is the awareness broken down into the | Yes/no
5
QO | organization?
Is there an internal controller vision and Yes/no
mission statement?
What are the underlying responsibilities of Profit maximization versus
controlling? morality
Is decision making driven by targets or by Monetary targets/reasonable
good intentions? arguments
What are the most important KPIs? Are they | Profit/sales/efficiency/number of
only of monetary nature? accidents/CO, emissions
Are IT systems used for supporting Yes/no
management’
What is controlling’s reputation within the Number cruncher/narrow-minded
2 | organization? change agent/open-minded
S
Z | Are controllers trusted by managers and Yes/no
Z | employees?
z
= | What is the scope of controlling tasks? Internal/external; triple bottom
S .
‘E line aspects
5 . . .
O | Which stakeholders are taken into Managers/employees/suppliers

Is there installed a green controlling or socio- | Yes/no
controlling or are GRI or ESG factors used?
Have there been moral dilemmas that were Yes/no

recognized in the past?

If yes, which ones?

Child labor vs. profit maximization

If no, is the awareness for dilemmas missing?

Yes/no

Have controllers been trained in ethical
aspects’

Yes/no

What is controllers’ educational background?

Study in finance/engineering/

sociology
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fact, for the purpose of getting a first overview of the current controlling
approach, I propose taking the management as stakeholders into consid-
eration. The reason is to be seen in the fact that the survey does not deal
primarily with claims and does not imply decision making, but attempts
to screen the status quo. Managers, as the counterpart of controllers in
executing controlling, are most likely the ones who have most insights into
controlling besides the controllers themselves.

Doubtless, the raised questions represent a proposal. In our context,
I derived it from the elaborations herein. They could be altered in your
day-to-day practice to better match the situation of the respective orga-
nization. Moreover, I deliberately refrain from judging about good or bad
answers. The questionnaire intends to get a first impression of controlling
within your organization. If, for example, ResCoCo’s managers state that
they do not trust the controllers, it is an indicator that there are some per-
sonal and organizational issues that probably need to be clarified before
installing sustainability KPIs. In case there is an answer that moral dilem-
mas have not been recognized in the past, the controller in charge may
raise the question, why not? Have there really been no dilemmas (we will
have a look at dilemmas later) or have they not been noticed? Remember
the predicament at ResCoCo: cither dismissing people or accepting to
be complicit in human rights abuses. Obviously, there have been moral
dilemmas in the past. But probably these dilemmas have not been real-
ized since there was no awareness of the nonfinancial parts of the triple
bottom line.

However, what is more important than the single questions and
answers themselves is the circumstance that making this analysis brings
a (first) awareness of the link between controlling and responsibility into

the respondents’ mindset.

Think Outside the Box

* Have you already asked questions like you find in Table 6.1?
* If not, reflect your own controlling by bringing the questionnaire
or parts of it into use within your organization!

* Which conclusions can you draw from the answers?
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6.4 Step 4: Definition of a Vision and Creation
of a Controlling Mission Statement

A “clear vision™"!

is crucial in order to be a pioneer within the sustain-
ability megatrend. Consequently, once the status quo is analyzed, it is
helpful to define a responsible controlling vision and to create a mis-
sion statement for a responsible controlling. A vision defines “what or
where the organization wants to be.”'? It represents “an image . . . in the
future that motivates employees to focus their actions toward a common
point.”"? Since this book should support you no matter in which kind of
organization you are active, I do not take a speciﬁc corporate vision into
consideration—what might be very helpful in your corporate practice—

but define an own responsible controlling vision:

Responsible Controlling Vision

My vision for responsible controlling is that responsibility is deeply
rooted in every controlling function. Controlling is a driver toward
responsibility and focuses on positively influencing the triple bottom
line. Ethics as a reflection effort is the basis for every action. Moral-
ity, legitimacy, and justice are regular approaches in daily controlling

behavior.

According to Gill, an “organization’s mission defines why the organi-
zation exists and what it does. . . . A mission is a practical way of putting
a vision into action.”" Following that, a controlling mission statement
must therefore define what controlling is doing and what is the reason
for its existence, showing “what are the values, beliefs and guiding prin-
ciples.”” The following sections show you a responsible controlling value
and mission statement referring to the one from the International Group
of Controlling but basing it on an ethical fundament, including the afore-
mentioned requirements. The value statement underlines what values are
necessary to contribute to the responsible controlling vision. The mission
statement shows the practical right for the existence of responsible con-
trolling and explains why responsible controlling is needed and is even
needed in case that ethical thinking is not yet prevalent in your organiza-

tion so far—or like in the ResCoCo example.
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Responsible Controlling Value and Mission Statement

Value Statement

Responsible controllers

* are aware of ethical approaches and recognize ethical dilemmas;

* are accustomed to both principle-based reasoning and the consid-
eration of consequences;

* acknowledge the unimpeachable human dignity and realize that
legitimacy has priority over profit maximization;

* are conscious of the triple bottom line and thus are committed to

society as a whole.

Mission Statement

Responsible controllers

* ensure transparency within the organization’s triple bottom line
and provide managers with all relevant controlling information;

* support managers toward ethical decision taking together with
the stakeholders affected;

* contribute to a holistic understanding and to the integration of
responsibility into the business operations and its core strategy;

* are devoted to the future and therefore reveal opportunities and
risks for both the organization and the stakeholders;

* design and moderate the controlling process of defining goals,
planning, and management control;

* organize an integrated sustainability reporting system that is
future-oriented and covers the enterprise and its stakeholders as

a whole.

Think Outside the Box

* Has your organization already established a controlling vision and
mission and does it comprise ethical thinking?

e What is the image of your controlling you picture in the future?

e What is the reason of the existence of your controlling

department?
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6.5 Step 5: Definition of a Strategy

Earlier, we have seen that the characteristics of green controlling, as under-
stood by the International Controllers Association, range from a holistic
green strategy to green compliance.’® I have declared the ICV under-
standing as an instrumental one, since it acknowledges that the green
controlling approach has to fit the strategic importance of environmental
factors for the organization. If there is no such importance, green con-
trolling, according to this understanding, would not be required at all.
The responsible controlling approach, alternatively, rests on a different
ground. It is not only about supporting management in order to achieve
business purposes. Instead, responsible controlling means that controlling
is a critical change agent to make a company more sustainable. This does
not mean that monetary profitability is not an aim, besides others. With
respect to controlling’s strategy, I therefore argue for the following;: if con-
trolling itself should be responsible, it must set up a strategy on how to
integrate responsibility throughout the controlling realm and throughout
the organization. In case responsibility is not yet a primary component of
the corporate strategy, controlling needs to make sure that the responsibil-
ity vision is becoming an integrated part of the overall corporate strategy.

A strategy “determines how the organization is going to undertake its
mission.”" In our case, it asks how the responsible controlling vision and
mission can be turned into practice. Since we have already realized that
responsibility has to do with mindsets and controlling has mainly to do
with figures, I picture the strategy as shown in Figure 6.1.

This strategy, hence, needs to represent a healthy mix of mindsets and
figures. Within the next steps of the roadmap, I depict more precisely how

a responsible controlling strategy looks like. It is shown in detail, how I

Stage 1 Stage 2
Soft factors and people Hard factors and structure

Creating awareness for responsibility Defining element:
and thus responsible controlli:
setting a basis for (e.g. scope, stakeholders and

responsible controlling data platform)

Figure 6.1 Owerview of the responsible controlling strategy
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envisage turning the vision and mission into reality. As you may have real-
ized, in the process of this book, we are already in the middle of stage 1.
For your day-to-day work as a business practitioner you might want
to define your strategy more precisely. I would highly appreciate it if
you want to share it with me. Regarding ResCoCo’s responsible con-
trolling efforts, it is to assume that they are on a good way. At this
point they have already dealt with soft factors like the needed skills and
the vision and we assume that they have also undertaken a status quo

analysis

Think Outside the Box

* How do you think your responsible controlling vision can best be
integrated into your organizational practice?

* Do you have the power and courage to talk about responsibility,
sustainability, and ethics—although it is not an order from the

management board?

6.6 Step 6: Development of a Responsibility
Understanding Through Training

I demand an awareness of ethical approaches and the recognition of
ethical dilemmas within controlling functions. Hence, we must provide
the opportunity to controllers to acquire knowledge in terms of ethics.
It is to say that—after now having developed a vision and mission state-
ment and drafted a brief strategy—it is important to establish responsi-
bility training for controllers. Most likely in order to do so, an internal
or external responsibility expert is needed. After completion of install-
ing the responsible controlling framework within your organization, the
responsibility controller, him or herself, may conduct the training. This
chapter argues for three aspects of responsibility training: (1) establishing
a common knowledge base about sustainability, ethics, and responsibility,
(2) getting accustomed to the thought of ethics in decision making (the
decision making tool itself will be developed later; see Section 7.6), and

(3) creating awareness for possible dilemmas.
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6.6.1 Establishment of a Basic Responsibility Understanding

The following aspects should be covered in the training:

* Responsibility and sustainability in an organizational context
¢ Why should an organization assume responsibility—profit or
morality?

e What responsibilities does an organization have?

Recalling Chapter 2, Respon- . .
sibility, Sustainability, and Ethics, Think Outside the Box

the aforementioned topics have Challenge yourself: what do you

been  thoroughly  elaborated still remember from our discus-
in this book. In case you have sions about responsibility?
skipped these points earlier, you o Have you already asked and
may now go back and dig a lit- answered some of the questions
tle deeper. At this poing, I will you have found in the boxes
just sum up the basic content. in order to get a better under-
Responsibility and sustainability standing of the (ir-) responsible
in an  organizational context behavior of your organization?
makes the controller aware of ket hewe haan ilhe ouicames

the terms of corporate (social)

responsibility, sustainability, and the triple bottom line. Moreover, Barbi-
er’s Venn diagram is introduced, which will be relevant to us later on. The
question of why a company should assume responsibility—profit or moral-
ity—deals with the overall topic of ethics. The controller will get to know
different consequentialist and nonconsequentialist ethics approaches. He
or she will learn about morality, justice, and legitimacy. When dealing
with the question what responsibilities does a company have, responsibilities
that are based on legitimate claims throughout the triple bottom line of
the organization are discussed. Within the training sessions, no clear-cut
way on how to behave will be discussed. Rather, it is the goal to make
the controller aware of ethics and of the prism of the different ethics
approaches that will help him or her to regard decisions from distinct per-
spectives. With this, he or she becomes accustomed to take into account

nonprofit-maximizing aspects.
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6.6.2 Introduction of Ethics Into Decision Making

In the previous step of training I have introduced the basics of responsi-
bility. Now, with respect to decision making, a first understanding of the
link between ordinary controlling thinking and ethics should be created
within the training. Carroll alleges that “moral issues in management are
not isolated and distinct from traditional business decision making but
right smack in the middle of it. . . . Therefore, moral competence is an
integral part of managerial competence.”*® He argues for an integration of
“managerial and moral competence.”™ In his paper /n Search of the Moral
Manager, Carroll claims that “a sense of moral obligation (is the) founda-
tion for all (managerial) capacities.”” While he is talking about managers,
I transfer his statement to controllers, too.

Moral obligation reminds us of deontological ethics (you may want to
have a look again into Section 2.2). Yet, decision making toward target
achievement—as normally done in business—is rather to be classified as
teleological ethics. Further on in this chapter, I use the ethics approaches
discussed earlier in order to create a proposal for ethical decision making
specifically for controlling. But, first, an ethical decision making model
should be considered while training for the sake of creating awareness
and understanding among controllers regarding the meaning of ethical

decision making:*!

1. Recognizing moral issue
2. Making moral judgment
3. Establishing moral intent

4. Engaging in moral behavior.

Jones sees four steps in ethical decision making. After the possible
moral issue (1) is recognized, a moral judgment (2) has to be made. Then,
the moral intent (3) is established, before the actual moral behavior (4) is
implemented.?? All steps are dependent on the moral intensity and partly
on organizational factors, such as authority issues. Moral intensity in
Jones” understanding contains, for example, the magnitude of conse-
quences, the probability of the effect, and temporal immediacy.” Paying
attention to consequences points out that the decision making model is

to a certain extent related to consequentialist ethics.
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I agree with Jones’ model and think it is valuable to discuss it with
controllers in order to bring a different perspective into a controller’s
mind. Nevertheless, I aim at introducing a model that is more tangi-
ble for a controller’s practice (my own more detailed elaboration will be
synthesized in Section 7.6). Within the training, six steps of the Ethics
Resource Center regarding general decision making should be intro-

duced next:*

1. Definition of the problem, what includes the identification of the
desired condition (the target), and the realization of gaps between
the actual and the desired state.

2. Identification of (more than two) alternative ways to solve the
problem.

3. Evaluation of the alternatives.

4. Making of the decision, either alone or in a team, based on the
proposals made.

5. Implementation of the decision.

6. Evaluation of the decision, with the question if the problem is solved.

If we recall the PDCA cycle, we can classify the steps from one to four
as plan. Step five is the doing phase and the sixth step is to be seen as check.
Hence, what is missing is the aczing phase, if necessary.

Let us have a look at how ResCoCo’s specific situation could be
applied to introduce an ethical sense into decision making while conduct-
ing a training session. First, what is the company’s problem? The company
has not been very successful in the past. The reason is that one of the cor-
porate divisions is not profitable—most likely due to an outdated product
range. Now it is the #im to ensure the company’s survival. From a mere
financial perspective, the easiest solution would be to dissolve the divi-
sion. However, this would mean laying off employees. Another possibility
to reduce costs would be to change the supplier of the main purchased
good. But this probable supplier does obviously infringe human rights
and pollute the environment. ResCoCo’s challenge from a moral perspec-
tive, hence, is to ensure the company’s survival, while, at the same time,
not being complicit in human rights abuses and environmental pollution,

and not laying off employees.
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So, second, think of possible ways to sofve the problem. Have you,
for example, thought about talking to your existing supplier if you could
find an agreement on lower prices? Maybe he is also interested in the
survival of your company. Perhaps you would be able to find an investor
if you changed your outdated product range—maybe toward sustainably
friendly products. What else could you picture? Maybe there are also
employees who want to bring new input toward sustainability and who
are willing and able to dispense with parts of their salary for some time?
Probably there are a lot more alternatives.

Third, ResCoCo’s management and controlling would now need to
evaluate the alternatives and to make the decision. We do not know how
ResCoCo’s management would decide. However, it is clear that decision
making is much more difficult when taking into account other than mon-
etary factors. So be prepared for that.

It is the target of this part of the training to achieve awareness and
understanding that moral issues need to be integrated as a central point
into regular decision making and must not be neglected. What we have
not done so far is to set up a decision making guideline, which comprises
both deontological ethics as a basis and KPIs for steering a company. This
will be dealt with in Section 7.6 after we have further developed the fun-
damentals of responsible controlling. For these fundamentals, however, it
is crucial to get a first understanding of responsibility within the proposed

training.

6.6.3 Creation of Awareness for Possible Dilemma Situations

The first step in decision making is the definition of the problem. Already
in this decision making step, most likely dilemmas will arise. For that
reason, it is recommended that, within the training, dilemmas should be
a separate part in order to make controllers aware of them. Subsequently,

some alleged dilemmas are shown:

* Scarce resources in controlling versus triple bottom line mea-
surement
¢ Sharcholders versus other stakeholders

* Profit maximization versus morality
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* Instrumental rationality versus ethical rationality
* Trade-offs between triple bottom line dimensions

* Trade-offs between today’s and future generations.

In the following, I prototypically discuss these dilemmas to develop a
sense for moral dilemmas in general.

The issue of scarce resources

. . Think Outside the Box
in controlling, can and must

be solved by reallocating exist- o For whom is your organization
ing resources or by appointing doing what you are doing?

new staff. Consequently, if no Why?

resources are established, your e Which possible dilemma

effort of installing controlling situations could occur in your
as a driver toward sustainability organization when it comes to
will fail right from the start. The behaving more responsibly?

question of shareholders versus

other stakeholders or say profit maximization versus morality also looks
like a moral dilemma. At this point, it is to discuss to whom a controller
is responsible. It is to realize that a controller is an employee who has an
employment contract and who has to bring a service to his employer.”
Yet, that must not be a limitation for controllers when it comes to respon-
sibility. A controller as a change agent must critically reflect the status
quo. With respect to profits I come back to Ulrich. He states that profit is
not to be condemned per se, but that it needs to be justified on the basis
of legitimate grounds. Whether moral acting is appropriate or not against
the backdrop of dispensing from profit can only be clarified by taking

into account all legitimate claims?*—the ones from the stakeholders as

well as the claims from the shareholders. Yet, profit maximization versus
morality represents a moral dilemma when taking into account different
ethical perspectives—in this case, egoism or utilitarianism against ethics
of rights and duties. Ulrich’s two-tiered concept, however, overcomes this
dilemma.

Also there could be the question of instrumental rationality in con-
trast to ethical rationality. An introduction is offered into the meaning
of rationality, both in the responsibility and in the controlling section

of this book. Ulrich argues that the core question of modern ethics
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is to be seen in the rational justification of moral principles.”” Thus,
rational reflection is central to ethics. On the contrary, according to
Weber and Schiffer, instrumental rationality as used in controlling
only includes efficiency: resources need to be used in an efficient
way in order to achieve given purposes or ends.” What seems to be
a dilemma are just two parts of economic rationality, which must be
combined in the sense of an integrative economic ethics.”” The “prob-
lem of rational economic activity—. . . in an unabbreviated form—
always basically comprises an ethical and a technical dimension.”* The
first one deals with “ethically rational (legitimate) purposes and princi-
ples of economic activity in view of possible alternative uses of limited
resources.”! The second one takes into account technical rationality—
that is, efficiency—in order to achieve given purposes, but still under
the “conditions of legitimacy.”*

Ulrich admits that in today’s neoclassical understanding, only instru-
mental rationality plays a role by asking sow to economically manage
the use of scarce resources. This represents, to put it in his words, “a con-
cept of cost—benefit.”* For whom, which means to what end the resources
should be used is not reflected but seen as given, as also stated by Weber
and Schiffer.** On basis of the elaborations concerning integrative eco-
nomic ethics, we know that there are no ethically neutral spheres. Ethical
rationality must not be neglected. Instead, the question for whom must
always be considered if we recognize the unimpeachable human dignity.

Hence, from an integrative economic ethics perspective, the contrast

(Economic) rationality
Orientation how one should act

Ethical rationality Technical rationality

Legitimate purposes Efficiency
and principles

For whom? How?

Figure 6.2 Unified conception of economic rationality

Source: On the basis of Ulrich, 2008a.
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between instrumental rationality and ethical rationality is not to be ques-
tioned. This means there is no real dilemma situation. If we would take
into account only one ethical perspective, like utilitarianism, we would
end up with a dilemma situation. This is the reason why Ulrich argues for
a two-tiered concept, which first considers deontological perspectives and
later takes into account teleological factors.

Even though I follow an integrative ethical perspective and thus argue
that morality is the basis for responsible controlling—instead of seeing
profit maximization as an end in itself—there can also be other dilemmas.
There could, for example, be trade-offs between the triple bottom line
dimensions or between today’s and future generations. One may raise the
following exemplary questions: Is it better to invest in the establishment
of a sound economic system in a Third World country, which feeds thou-
sands of people today (intragenerational justice), even though it is evident
that environmental problems arise? Or is it better to save the environment
in order to enable future generations to fulfill their own needs (intergen-
erational justice)?

These exemplary dilemmas show that a responsible controller must
be accustomed to the fact that there will not be a definite answer to
many questions in the sense of right or wrong. Hence, decisions that are
only made on the basis of hard facts will be the exception in responsible
controlling. When asking how to deal with dilemmas, there is only one
answer: by reflection and by acknowledging the unimpeachable freedom
of every human being and its legitimate claims.

After having developed a general understanding of responsibility
among controllers through training, an inherent nonconsequentialist

ground for controlling behavior has to be defined as a next step.

Think Outside the Box

* Is your organization offering responsibility, sustainability, or eth-
ics trainings? If not, how could you initiate that?
* How could you as a controller integrate ethical perspectives into

the decision making process of your organization?
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6.7 Step 7: Inherent Nonconsequentialist
Ground for Controlling

Derived from the elaborations herein, I propose that we should take
nonconsequentialist ethics into account to create a fundament for eth-
ical conduct in controlling. We have elaborated that morality and thus
the unimpeachable human freedom is to be taken into account when
talking about nonconsequentialist ethics. It is the effort to establish a tan-
gible responsible controlling framework. Therefore, I want to remind you
again of the fundamental human rights and use them as a first layer of
the responsible controlling framework. With this consideration, I link
responsible controlling as well to the first two principles of the United
Nations Global Compact, which state the following:

Principle 1: Businesses should support and respect the protection of
internationally proclaimed human rights; and
Principle 2: make sure that they are not complicit in human rights

abuses.”

We have to recognize that a controller may not be in a position to
get a full overview of all human rights issues in which the organization
is involved in general or in particular cases at hand. Yet, he or she can
critically question the human rights issues and ask management to com-
mission experts to find the answers. Remember ResCoCo’s efforts.

After having established human rights as a fundament for controlling,
I now add the duty ethics perspective. To do so, the second of Kants
maxims appears adequate for controlling. Even though there are many
critics as stated earlier, with Kant’s maxim we can reduce complexity for
the controllers who are not experts in ethics. The second maxim—called

human-end formula—is as follows:

Act in such a way as to treat humanity, whether in your own per-
son or in that of anyone else, always as an end and never merely

as a means.>°

Persons, according to Kant, have intrinsic values that cannot be mea-

sured.” This view is a remarkable difference from a traditional controlling
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pCrSpCCt.IV%. No.wadays., many Dig Deeper
companies’ business aim—the
alleged end—is the maximi- TheUnited Nations Global Compact
zation of their profits. Hence, comprises ten principles within the
people are used as pure means. following areas: human rights, labor,
That is contradictory to Kants environment, and anticorruption.
categorical imperative. From a If you want deeper insights, SEG
deontological ethical point of = the following website:

view, profit maximization can T m——
never be legitimized. Kants

categorical imperative can obviously serve as a situational independent,
fundamental attitude of controlling behavior and, thus, represents a good
reference point for responsible controlling. To avoid misunderstandings,
it is important to note the following.

Kants categorical imperative does not prohibit using people as
means, what can be found in the expression “never merely as a means.”®®
Otherwise, success-oriented action would always be reprehensible from a
moral perspective. Our economy, based on the division of labor, would
not work anymore. Yet, the boundary for that is the recognition of the
unimpeachable human dignity, which must by no means be violated. It is
only legitimized to use people as a means if they agree to that on basis
of their unimpeachable freedom.”” Remembering that ResCoCo should
include its stakeholders into its decision making, treat them with respect,
and not only make decisions about them. We look at the definition of

stakeholders in Section 7.2.

Think Outside the Box

* Are you taking care of supporting and respecting human rights?

e What is the purpose or target of your organization?

* Do you have some behavioral guardrails in place that ensure
that employees, customers, and all other stakeholders are always

treated in a fair and legitimate manner?

To conclude this chapter, we can state the following basis for respon-

sible controlling:
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* No human right is violated.

* Deople are always treated as ends, and never only as a means.

* The controller himself is asked to imagine again and again what
legitimate claims the stakeholders affected by a decision could

have.

For all that, we need reflection of the status quo. Now the ethical basis
of the controlling framework is set. In stage 1, we have had a look at soft
factors and people. In stage 2, you will find hard factors and structures,
which means I will give you even more tools at hand to implement

responsible controlling.



CHAPTER 7

Stage 2: Hard Factors
and Structures

“The things included in the measurement become relevant; the things
omitted are out of sight and out of mind.”

—Peter Drucker

7.1 Step 8: Scope and Boundary
for Responsible Controlling

Sustainability thinking means taking into account effects on the triple
bottom line. I have argued that responsible controlling must meet this
requirement and that it has to extend its scope from a mere financial
perspective toward a holistic triple bottom line responsibility. Moreover,
we have seen that (hyphenated) controlling is involved in nearly every
corporate function when it comes to financial topics. However, with
respect to responsibility, we need to clarify an important question at

this point:

Are there organizational limits when it comes to controlling’s

responsibility?

The Global Reporting Initiative talks about scope, boundary and time
when defining the report content.? Since I aim at integrating responsible
controlling into existing approaches or deriving a method from them,
I will take the two notions of scope and boundary in order to answer the
question. Scope “refers to the range of sustainability Aspects covered in
a report. The sum of the Aspects . . . reported should be sufficient to
reflect significant economic, environmental and social impacts. It should

also enable stakeholders to assess the organization’s performance.” Thus,
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also for controlling like the one I aim at and that takes into account the
triple bottom line, I define a limitation: we take into account the aspects
that have significant impact. Significant impact, however, is not a clear-cut
expression and thus remains, to a certain extent, a subjective judgment by

the controller. To give orientation, I define the following:

Responsible controlling acts within the scope of the triple bottom line
and is committed to consider all significant issues. Above all, every
aspect (without qualification) needs to be considered where human

rights could be hurt.

Boundary, according to the Global Reporting Initiative, “refers to
the description of where (italics added) impacts occur for each material
Aspect. In setting the Aspect Boundaries, an organization should consider
impacts within and outside (italics added) of the organization. Aspect
Boundaries vary based on the Aspects reported.” Even though it is not
my intention in this book to create a sustainability report, we observe
that the mentioned boundaries from the Global Reporting Initiative are
not strictly predefined. They vary from organization to organization. For
some there may be more aspects with significant impacts outside the orga-
nization. For others the focus may lie internally.

In addition, we cannot

Think Outside the Box clearly define the boundary

By asking sustainability questions for  responsible  controlling.
when it comes to a purchase agree- Yet, I argue for the following
ment, the awareness of sustainabil- approach: if human rights are
ity topics is most likely moving to infringed, there is no valid
the purchaser and subsequently to organizational or operational
the supplier. Sustainability topics, boundary. Both company inter-
hence, leave your traditional finance  nal issues and issues at suppliers’
and controlling area. or customers sites are relevant.
Controller’s task is to always

critically reflect whether human rights are respected. Controlling is in a
good position to spread responsibility issues throughout the value chain.
Since it is my aim to introduce responsibility into every controlling

function (purchasing-controlling, sales-controlling, and so on), the



STAGE 2: HARD FACTORS AND STRUCTURES 105

Economy

Goods: Research & Purchasing Production
development
Services: Rezareen & Purchasing Infrastructure
development

Figure 7.1 Scope and boundary of responsible controlling

Source: Adapted from Schulz (2012), p. 272, “Abb.1: “Triple-Bottom-Line” entlang der
Wertschopfungskette” in A. Schneider, & R. Schmidpeter, Corporate Social Responsibility - Ver-
antwortungsvolle Unternehmensfiihrung in Theorie und Praxis. © Springer-Verlag Berlin Heidel-
berg 2012. With kind permission from Springer Science and Business Media.

boundary will automatically spread after every controller is aware of
responsibility topics.

Figure 7.1 shows how I summarize the scope and the boundary for
responsible controlling. The scope can generally be seen in every signifi-
cant issue within the dimensions of the triple bottom line. As boundary
I do not set the financial consolidation boundary. Rather, internal and
external matters throughout the value chain must be considered. I extend
the boundary, ranging from suppliers to customers and from research and
development until the recycling stage.

Do you at this point see the link to the ResCoCo example? In
ResCoCo, human rights infringements are an issue. Both internal and
external issues are taken into account. Moreover, ResCoCo deals with
financial, social, and environmental issues. Moreover, it is the controller
who brings these topics onto the management agenda.

As a conclusion, we can state that there are no limits for controlling
when it comes to the responsibility of respecting humans as ends. You
need to ask critical questions whenever you think it is necessary. For all
other issues, controlling in practice could confine itself to issues with sig-
nificant impact (that is, related to the notion of materiality, which we will

take up later on in the chapter).
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Think Outside the Box

* What are the boundaries and scopes for your current controlling?

* How should boundaries and scopes be adapted for your future
sustainability-oriented controlling?

* How would you convince your controlling coworkers that they
should see the bigger picture and include responsibility topics
within their day-to-day work?

7.2 Step 9: Consideration of Stakeholders

Within the context of Chap-

Currently, stakeholder thinking is ter 2 we have figured out that
not common in controlling. In the a stakeholder is every group or
CSR and corporate sustainability individual—living today or in
area, however, it is one of the central  the future—who has legitimate
aspects. claims, regardless of whether
the stakeholder has the power

to really make the claim or not. Moreover, I have said that the basic
principle in considering stakeholders must be seen in humans’ moral-
ity and thus in the unimpeachable human dignity. In addition to this
ideal of stakeholder identification, we have seen Mitchell, Agle, and
Wood’s approach of stakeholder prioritization, which is based on the
three dimensions of power, legitimacy, and urgency.’ In case a stake-
holder can be classified into all three dimensions, he is a “highly salient
stakeholder.”® T agree to the fact that “what counts is not power, but
good reasons.”” Thus, legitimacy is acknowledged as the ultimately deci-
sive criterion when it comes to stakeholder identification. Nevertheless, I
consider Mitchell, Agle, and Wood’s approach a good one to understand
controlling’s stakeholders. Thus far, stakeholder thinking is not preva-
lent in controlling. In the following I use the approach to (1) identify to
whom mainstream controlling does ascribe importance to in reality and
(2) which stakeholders oughr to be considered. With respect to the latter
(ought to), we notice that legitimacy must always be the basis regarding

the question of who counts.
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Regarding the first issue (to , ,
- . Think Outside the Box
whom s importance ascribed?),

it is to say that the major stake- ~Which stakeholders could and
holder of mainstream control-  should be taken into account when
lers is the manager. Controlling ~ making corporate decisions? Man-
in the sense of steering a com-  agement, and who else?

pany is only possible through Make a list!

the interaction of managers and

controllers. The manager has power since he or she typically appoints the
controller. Consequently, he or she has formal authority. Moreover, we
can maintain that managers have urgent claims. It is controllers™ task to
support them in decision making, also in urgent ones. With respect to the
third dimension—Ilegitimacy—one can ask if managers’ claims toward
controllers are legitimate. Earlier, I have rejected Friedman’s instrumen-
tal view that it is the only responsibility of managers “to make as much
money for their stockholders as possible.”® Instead, I have said that striv-
ing for profit must be grounded on legitimate claims. These claims, pur-
sued by stockholders and managers, can only be justified if they do not
infringe the unimpeachable human dignity, and thus if they do not treat
profit itself as an end.

Thus, managers who would like to maximize profits would not be
perceived as salient stakeholders, since they lack legitimacy. Yet, it is my
aim to make an organization more responsible through controlling. On
that ground alone—quite apart from the fact that a controller has a con-
tractual duty to support management—we cannot and do not want to
neglect management. Rather, responsible controlling must act to ensure
that responsibility is recognized within management. Hence, manage-
ment is and will remain a very important stakeholder—also in responsible
controlling.

The second issue is a normative one: which stakeholders ought o be
considered, beyond management? For answering this question, I recall
Freeman again, who claims that a “stakeholder in an organization is . . .
any group or individual who can affect or is affected by the achievement
of the organization’s objectives.” From an ethical perspective, it is import-

0

ant who should be able to raise legitimate claims,'® and not who really

has the power to influence organization’s target achievement. Referring
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to Carroll’s responsiveness dimension of the corporate social performance
framework (see Chapter 4), I assign a proactive approach regarding social
issues to responsible controlling. Therefore, subsequently, I broaden our
perspective concerning stakeholders.
Think Outside the Box Especially Whefl. e comes
to corporate decision mak-
Remember the reflection questions ing, not only management is a
in Section 2.3? Have you really stakeholder. Hence, you need
answered them? If not try to do now to identify further responsible
and make a stakeholder analysis of controlling stakeholders based
your current and future controlling on power, urgency, and legiti-
and management accounting. macy—acknowledging that as
soon as legitimacy is given, the
stakeholder should be perceived as a salient one. To make Mitchell, Agle,
and Wood’s approach operationally useful for responsible controlling, I
have developed a stakeholder identification table (Table 7.1). To identify
and map controlling stakeholders, it is useful to think about them based
on the view of different controlling institutions. By asking the sustain-
ability controller and by including the respective functional controller
(for instance, the sales controller) mentioning only the most obvious
stakeholders, such as management, should be avoided. As can be seen
in Table 7.1, responsible controlling, which supports management in
its variety of tasks, is linked to a myriad of stakeholders. I also integrate
Sfuture generations and the ecosystem as stakeholders, in order to take into
account justice and the environmental part of the triple bottom line.
Even though I consider three aspects—power, urgency, and legitimacy—
legitimacy must always serve as the ground rule regarding the question
of who counts. What do you think, how would the stakeholder identi-
fication table look like in ResCoCo’s case? Management, employees, the
current and possible future supplier, and the affected employees of the
suppliers. Who else?

It is to mention that Table 7.1 makes no claim to be complete. Yet, it
demonstrates a possibility for your controlling department to overcome
its concentration on managers as the only stakeholders. Responsible con-
trolling must broaden its view not only in terms of the triple bottom line

but also with respect to legitimate stakeholders. For you as a controller
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that could even mean being an advocate for somebody else than the
manager and critically reflecting managers and stockholders attitudes, as
well as their intended decisions. In this sense, controlling is not only a
business partner but also a partner for sociezy and the environment. After
having identified general stakeholders of responsible controlling, I argue
to establish an ongoing stakeholder dialog in order to (a) identify chang-
ing stakeholder claims on a regular basis and (b) put responsibility topics
and a sense of urgency for them onto the agenda of (top) management,

employees, and all other people involved.

7.3 Step 10: Target Contents, Materiality,
and Adequate Key Performance Indicators

, , The term targer reminds us
Think Outside the Box .

of the consequentialist eth-

Could you think of targets that could  ics approach again. However,
be applied within your organization responsible controlling does not
to bring sustainability into your pursue an egoist or utilitarianist
whole organization? Maybe it helps approach, like it could be the
if you take a look again into Chapter ~ case in mainstream controlling.
4 where I discussed KPIs. But do not  Instead, responsible controlling
forget to take into account the topics tries to take the foreseeable
that are material! consequences of decisions and
actions into account—also the

nonfinancial ones. In addition to the deontological ground, it is mean-
ingful to establish triple bottom line targets in an integrative way. This
implies that the three dimensions of sustainabilty—ecology, economy,
and society—must be understood as being tantamount. The reason why
I heavily recommend establishing targets is that only KPIs are helpful
for sustainable efforts that are linked to the responsibility of individ-
uals." To put it in another way, target setting is a crucial tool for us
to bring responsibility into controllers’, managers’, and other employ-
ees’ mindset. By breaking down the targets from top management to
the employees, responsibility is becoming a topic throughout the whole

organization.
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7.3.1 Target Contents

When talking about targets, we should think about (1) the zarger content
and (2) the extent of targets. In that order, please! Setting the extent of
targets means, for example, to determine by how much percent the use of
harzadous materials should decrease until a defined point of time. This is
very important. But, before doing this the zarget content, adequate KPIs,
and a valid database should be set up. For the purpose of defining the con-
tent of the targets themselves—for instance, should the reduction of haz-
ardous materials be a key target for your organization at all>—I argue for
a stakeholder-inclusive approach in order to figure out the issues with the
highest priority. By including the stakeholders in defining the target con-
tent, we ensure that not only company’s internal but also external factors,
like human rights infringements, are taken into account. If your organi-
zation sees this stakeholder inclusion as a threat you may think about the
positive effects of including stakeholders at such an early stage. You may
get new ideas by listening to stakeholders—and even more important,
you will reduce the risk of being accused for unethical behavior in the
aftermath.

The database will be deliberately set up after having defined the tar-
get content. With this procedure, I recall Drucker’s statement again. He
claims that “the measurement (that means the indicator, which is) used
determines to what one pays attention. It makes things visible and tangi-

ble. The things included in the measurement become relevant; the things

Think Outside the Box

* Go back to your stakeholder identification process (Section 7.2)
and take the ones you identified as being the most important ones.

* How could you include them into the process of identifying
target contents of your organization?

* What do you think: to what extent would your board let internal
or external stakeholders have a say in target setting?

* Don't forget that this can be very valuable for your organization.
Think about all the new ideas you might get by listening to stake-

holders—and that is all for free!
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omitted are out of sight and out of mind.”* By listening to the stake-
holders’” opinion regarding material topics and including the stakeholders
into the KPI-defining process, I want to avoid that things are out of mind
which are relevant from a responsible point of view. The company on its
own may not always be able to figure out all relevant factors—stakehold-
ers can help with that.

Regarding the target content, from a practical standpoint, it is not
appropriate in many cases to demand that controllers ask every possible
stakeholder personally where he or she sees a need for action within the
triple bottom line. Think about the time that would be needed for that.
Rather, the controller must consider what possible legitimate interests and
targets the identified salient stakeholders could have. Controlling should,

hence, include these interests into the decision making process.

7.3.2 Materiality

Referring to the Global Reporting Initiative, I suggest making a mate-
riality analysis in order to define the target contents. High materiality
indicates that the content is of high importance and that there is a need
to act. Contents of low materiality could rather be neglected. The Global
Reporting Initiative sees aspects as material that have a high importance
on two dimensions, which could be indicated in a matrix. On the one
hand, these aspects are material that “reflect the organization’s significant
economic, environmental and social impacts”® and, on the other hand,
those that would “substantively influence the assessments and decisions
of stakeholders.”"*

I suggest a supplement to the two dimensions of the materiality matrix.
After having defined the target content, it is important that the following

questions regarding the intended measures are taken into account:

1. Is ethical rationality assured ( for whom is the issue relevant at all)?

2. Is technical rationality assured (how to treat the issue efficiently)?

For responsible controlling, it is not enough to only answer the second
question. If it is not clear for whom a measure could serve in a positive

way at all, it is to question if your organization really should conduct it.
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Think Outside the Box

Think of possible materiality topics in order to define your target con-

tents. What is relevant for your organization and for its stakeholders?

Is it...
Water scarcity Fair competition | Diversity
Eco-efficiency Trust Abolition of child labor
Reduction of greenhouse gas emissions | Profitability Transparency
Human rights Product safety Sustainability competence

... or something totally different?

What do you think are material topics for ResCoCo’s specific situation?
Fair competition, fair treatment of the employees, appropriate return for
shareholders or owners, fostering human rights, and accepting human
dignity. And this list is not complete. The range of material topics is as
diverse as the stakeholders of responsible controlling themselves. Further-
more, they highly depend on the type of organization. Hence, I abstain
from listing a multitude of exemplary topics. Nevertheless, the following
example makes it clear for you: if human rights infringements were iden-
tified as being probable or actually conducted by your organization or
within its value chain, human rights would become definitely one content
within the target system. Human rights, thus, would be a part of both
the nonconsequentialist ground and the consequentialist target system of

responsible controlling.

7.3.3 Key Performance Indicators

Although we have not established a database yet, as the next step after
having identified the material issues, now adequate key performance indi-
cators (KPIs) should be identified. Regarding the human rights example
just made, we remember that one of the mentioned Global Report-
ing Initiative (GRI) indicators is concerned with the total number and
percentage of significant investment agreements and contracts that include

human rights clauses or that underwent human rights screening.”® That, for
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instance, would be one valuable KPI for ResCoCo. I suggest taking the
GRI as a first reference point when searching for adequate KPIs that are
suitable for the defined target content. The environmental, social, and
governance (ESG) approach largely driven by financial investors may
be another option. However, GRI is more recognized in terms of stake-
holder engagement. With respect to controlling itself, one content could
be seen in making responsibility training for controllers. An appropriate
KPI could be the number of controllers who have undergone responsibiliry
training.
We already know the abso-
Think Outside the Box lute and relatii’/e KPIs. For con-
Tty to find suitable absolute and rel- ~ trolling in the sense of steering
ative KPIs with which you can track an organization and helping in
and steer the material topics devel- ~decision making, 1 argue for
oped earlier. taking both absolute and rel-
ative KPIs into account when
setting up targets. Absolute KPIs—for example, the total amount of accu-
mulated waste water—provide information about the real impact on the
world. Relative KPIs, on the other hand, may help a manager to steer his
or her organization in a better way. This should be illustrated by using an
example of two corporate entities, which could be compared with respect
to the following KPI:

total amounctof accumlated waste water per entity

number of employees working in the entity

If one entity is bigger than the other, it is comprehensible that absolutely
more waste water is produced. In the example, I assume that also the
relative consumption per employee is higher in the bigger entity. But why
should the bigger one be allowed to use more waste water in relation to
the number of employees? For controlling and management, the question
that would arise is what is the smaller entity making differently and what
can be learned out of that. As a target, the relative KPI of the bigger entity
should decrease. Ceteris paribus, that would also affect the absolute waste

water consumption of the company.
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What is important to consider is the appropriateness of the KPIs with
respect to steering the organization. External disclosure may have differ-
ent requirements than controlling. I use GRI indicators as a helpful ref-
erence point. However, for a functioning controlling that is able to break
down the responsibility targets and to derive measures, the targets have
to be conveniently measurable. In practice, this depends on the type of
organization, on the status quo of the controlling tools and methods and
on the IT system you are using. That leads us to the next chapter, where

we will have a look at the creation of an adequate data platform.

7.4 Step 11: Data Platform

Within the framework of this book we have elaborated that for respon-
sible controlling not only measurable facts are important, but, first and
foremost, it is the recognition of people as ends what constitutes the
bedrock foundation of responsible controlling. Derived from that, we
can state that not everything has to be measured exactly in responsi-
ble controlling. However, in order to establish a realistic controlling
approach to be put into practice within your organization and to reach
sustainability targets, the aspect of measurement must by no means be
neglected. Therefore, an appropriate data platform must be set up—inte-
grated in the financial platform, which most likely already exists in some
way or other. Being clear about the material topics of your organization
(which you have identified within the last chapter), for controlling now
the question arises how to obtain the required information. What should
be measured at all was clarified in the preceding step by doing the mate-
riality analysis. Within this book, I focus on how to establish responsi-
ble controlling. Consequently, the issue arises how to implement a data
platform that meets the requirements elaborated previously—especially
those mentioned within the sufficiency analysis. The data platform

needs to

a. bring transparency with regard to the triple bottom line;
b. provide internal and external data about material topics;

c. be integrated in existing systems;
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d. ensure validity, reliability, objectivity, and efficiency;
e. encourage responsible decision making and allow the derivation of

measures.

If we follow the suggestion to refer to the GRI, the points (a) and
(b) are already resolved from a theoretical perspective. But, to turn an
adequate data platform into practice, it must be convenient to set it up
and maintain it. Moreover, just from a controlling capacity perspective,
it will presumably not be possible to gather all necessary material data
at once. Regarding (c) the integration of sustainability data into existing
systems, Kiron et al. mention that “establishing data capture methods

. and, more generally, making the transition to greater information
transparency takes time.”'® I therefore argue for the following time-wise

approach:

1. Definition, what data are needed (that point has already been dis-
cussed; see scope and boundary, stakeholders, target content, and
materiality in Sections 7.1-7.3).

2. Check if data are already available in an existing information tech-
nology system within the company.

3. Check if data are already available in an existing information tech-
nology system outside the company, which can be used (such as
accessible suppliers’” data).

4. If not, creation of an adequate data source within the existing sys-
tem by the responsibility controller, the respective controller (for
instance, the purchasing-controller), and the respective specialist

department.

Note that what you have just read within 30 seconds may take some
months or longer within your organization. Make sure that you are pro-
vided (or if you are the manager: that you provide) enough time to exe-
cute these points and that you have a good team from all parts of the
organization. For practical implementation, you find a checklist for set-
ting up a data platform (Table 7.2).

Exemplarily for my proposed procedure, I illustrate that process for
the social part of the triple bottom line—helping ResCoCo gathering

data:’7
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Table 7.2 Checklist for setting up a data platform

Question Yes | No

Have you defined scope and boundary of your responsible con-
trolling realm? If not, have a look into Section 7.1.

Have you figured out which stakeholders should be taken into
account in responsible decision making? If not, have a look into
Section 7.2.

Have you defined what material target content is relevant and
which KPIs could reflect them within your organization? If not,

have a look into Section 7.3.

Have you set up the team you need to establish a triple bottom
line data base (IT, logistics...)?

Data needed

Have you checked with your controlling coworkers what data are

available, for instance, in a business intelligence system?

Have you made appointments with every head of department to
figure out if data are available which controlling does not know?

(e.g., turnover rates in human resources department...)

Have you checked with your IT department what data are cur-
rently used in automated reports?

Have you checked with your IT department what data is available

Already available data within

but is currently not used in automated reports?

Has your purchasing department data from suppliers available?
(e.g., ecological or social data)

Would your suppliers provide information about ecological or
social data?

Have you asked them?

Have you thought about the way these data could be provided?

outside your organization | your organization

Already available data

(spreadsheets, I T-systems...)

Have you checked which systems are currently used and which are
the ones to be used? (spreadsheets, business intelligence software,

enterprise resource planning software, clouds...)

Have you identified the persons and departments you need to
have on board?

Have you agreed within the team with which material aspects you

Creation of a new inte-
grated data source

want to start? (emissions, human rights infringements...)

First, the GRI indicators about labor practices and decent work'
could be implemented, which are indicated as LA series in Figure 7.2. If
controlling and human resources management collaborate, it is relatively
easy to gather this information, because it should be available internally.

Adequate Global Reporting Initiative KPIs could be the type of injury and
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Labor practices and
decent work
LA series SO series

Society Human rights

HR series

Figure 7.2 Order of implementing social sustainability metrics by

difficulty level

rates of injury (to be found in indicator G4-LAG6); G4-LAL, rotal number
and rates of new employee hires and employee turnover by age group, gender,

and region; and G4-LA9, average hours of training per year per employee by
gender, and by employee category, which may include controllers’ training

itself. This category also includes G4-LA13 ratio of basic salary and remu-

neration of women to men by employee category, by significant locations of
operation. This indicator could give a first glance about women’s equality
within your organization.

Having finished the (internal) LA series, in the next step an indicator
of the society (SO) series could be implemented. G4-SO4, for example,
includes the roral number and percentage of employees that the organization’s
anticorruption policies and procedures have been communicated ro, broken
down by employee category and region. Gathering the number of this inter-
nally trained people is relatively easy.

Earlier, I have criticized that some persons hardly refer to any other
criteria than the ones related to employees when it comes to social
indicators” because they are easier to gather. Correspondingly, the
human rights (HR?) series of the GRI is in my viewpoint the most dif-
ficult one to implement. G4-HR2—zozal hours of employee training on
human rights policies or procedures concerning aspects of human rights thar
are relevant to operations, including the percentage of employees trained—is
similar to G4-SO4 and still relatively easy to determine. G4-HRS5, for
example, operations and suppliers identified as having significant risk for
incidents of child labor, and measures taken to contribute to the effective abo-
lition of child labor is, from an ethical point of view, a very crucial indica-
tor. However, this information cannot simply be gathered out of existing
internal data systems. Measuring and reporting this indicator requires
massive action in screening the suppliers and putting the information
into the system. Screening the suppliers is not the task of the controller.

Hence, close collaboration with the purchasing department is required.
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It is to assume that suppliers would not provide information about, for
example, child labor voluntarily for use within your system. More likely,
they would do so in terms of waste water or emissions. At this point, it
is to mention, that installing these KPIs is highly relevant for steering
a company—but the installment process will take time and resources.
You should be aware of that. Especially because of the fact that I assume
human rights as being fundamental for responsible controlling I want to
state the following,.

Figure 7.2 must not be interpreted in a way that human rights indi-
cators are the least important. Nevertheless, I deliberately show this order
since a controller is accustomed to use internal systems. I assume that it is
appropriate from an implementation viewpoint to start with information
and issues a controller already knows (at least partly).

With respect to (d) that responsible controlling should ensure valid-
ity, reliability, efficiency, and objectivity, it is to say that the first three
demand the same approach for responsible controlling than for a regu-
lar controlling. Objectivity, however, in responsible controlling does not
only mean being objective on the basis of facts and figures on behalf of
the manager, but trying to be a neutral agent of all legitimate stakehold-

ers. Taking into account the triple bottom line approach supports that.

Think Outside the Box

Don’t wait with bringing responsibility into your organization until
experts provide you the perfect measurement and steering methods.

If you want to be a change agent and a good partner for manage-
ment, think about unconventional approaches of bringing sustainabil-
ity into managers’ mindsets. Maybe the triple bottom line estimation
approach can help you. And what else could help?

If your management board is business case driven, you may have a
look at the sustainability advantage worksheets available here:*!

www.sustainabilityadvantage.com/products/worksheets.html

The last claim regarding a good data platform was about encouraging
responsible decision making and the facilitation of the derivation of mea-
sures (¢). We have discussed that even though measuring CSR is difficult,

it is crucial for managing and controlling responsibility. Moreover, we
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have figured out that not everything can be measured easily. Yet, from my
standpoint, it would be reprehensible for controllers to wait until some
experts develop an easily applicable impact analysis, which is also suffi-
cient to steer an organization. Derived from that, I suggest an additional,
unconventional controlling approach with respect to data. With this,
I aim at introducing sustainability into the mindsets of management when
making decisions, even though the data platform is still in the develop-
ment stage. For this purpose I do not understand daza in a sense that
everything has to be measured accurately. Rather, I allow a data estimation
as long as the data platform is not completely set up. In this endeavor,
I refer to a concept that we already know.

With respect to the target of this book I aim at making an organi-
zation more responsible in a triple bottom line understanding. Earlier,
we have said that sustainability is only given if all three dimensions of
the triple bottom line are at least not negative. I therefore use Barbier’s
Venn diagram, but take numerical indexes (Figure 7.3). Only if a four
is estimated within all three dimensions we expect a decision to have a
positive or at least no negative impact onto the triple bottom line. If you
sum it up for the issue you are looking at and you are sure every aspect
would at least not be negatively influenced, you would then count a value
of 12. If in another issue, impacts on society and economy would both

be assigned a four—meaning that it is a good project regarding these

Figure 7.3 Triple bottom line estimation

Source: Barbier (1987). © 1987 Foundation for Environmental Conservation. Adapted with the
permission of Cambridge University Press.
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views—and ecology would only get a one, the issue or project would have
a sum of nine and would thus not be sustainable. How would it look in
the ResCoCo case? Let us assume the management board tends to close
the division that is currently not profitable. From an ecology perspective,
this would probably be good, since fewer products are manufactured. So
we assume a three. Regarding the economic side, we take a narrow view
and only regard ResCoCo itself. Here, we assign a four since it helps the
company to survive. At the societal part of the triple bottom line we allo-
cate a one, after all we had to lay off employees. In sum, we count eight
points for this decision. Now think about other possible decisions! To
what would you sum them up? And which decision would you suggest?

I see a big advantage in the . .
use of the #iple bottom line esti- Think Outside the Box
mation. Even though the data  Think of projects and issues in the
may not be accurate enough past! Where could you have used
for external reporting, the esti-  the triple bottom line estimation in
mation keeps triple bottom line ~ order to make sustainability a topic
aspects in managers’ and con- in corporate decision making?
trollers’ mlIlC]. Controlling, as Where could you use this tool or
we have learned, must not pro-  others in the future?
vide accurate figures in all cases
but must support management decision making. In terms of responsi-
bility, it must extend its focus from only being monetary driven toward
the triple bottom line. Earlier, I have maintained that controllers should
be change agents. With this approach we go a step toward that claim, by
encouraging responsible decision making and by allowing the estimation

of effects.

7.5 Step 12: Fostering Responsibility
Through Communication

When it comes to encouraging people toward responsibility, communi-
cation is very important. The last step of the responsible controlling road-
map therefore deals with communication. How the required information
can be gathered is of importance for a helpful controlling function. In

addition, an adequate method of disseminating the acquired information
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in order to support management in responsible decision making needs
to be established. Earlier, we had a look at the GRI and at the environ-
mental, social, and governance indicators. Within the framework of this
book, the focus is on controlling and managing an organization. External
reporting may be a first reference point with respect to KPIs, but it is not
enough when it comes to steering a company. In responsible controlling,
it is not sufficient to report once a year. The report frequency must be
adapted to stakeholders’ needs. This means, it must be adequate to the
demands of both managers and other stakeholders. Regarding manag-
ers, it is to say that they must get information when they have to make
decisions. All other stakeholders should be able to access information
about the progress of measures on a regular basis. I argue for the following
approach, which I perceive as being realistic with respect to controlling’s
resources:

First, use existing management reports! Ecological and social KPIs
should be integrated into existing internal management reports. With
that, you ensure that managers do not have to become accustomed to
a new report since they find sustainability information within a familiar
layout. At ResCoCo, the controller and the management board decided
to integrate the wral hours of employee training on human rights policies
into the existing management report. As a consequence, responsible

information is being kept in
Think Outside the Box managers minds on a regular
oo sy basis. In addition, investors may

find sustainability information

What do you think is easier to .
in the reports you send them.

understand for many people: . . .
Y peop With respect to information for

“We have saved an amount of . .
decision making, I propose tak-

waste water of 150,000 liter.” , , . .
ing the triple bottom line esti-

or . . .
. mation graph (Figure 7.3) into
We have saved an amount of

account.

waste water that is roughly equiva-
lent to 1,000 full bathtubs™?
Probably it is the mixture of both

Second, keep your employ-
ees updated on a regular basis

) ) to ensure that they are aware
statements which makes the infor- . o

i of responsibility topics! Schulz
mation clear! L
argues that it is important to
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get employees emotionally involved.”” Therefore, I propose to translate
sustainability figures for employees. Tons of saved CO, emissions
could, for instance, be shown by using the number of cars that emit
the same amount of emissions. Cases of human rights infringements
should not only be demonstrated by a pure number, but in addition,
drawings (not photographs) of harmed people should be illustrated
within the reporting. With such #ranslation, emotional involvement
and awareness of employees is probably going to rise. An adequate
awareness raising reporting equipment toward employees could be a
monitor at a central place within the company, for example, at the
entrance of the cafeteria. This monitor should show regular updates
of the just-mentioned sranslated KPIs. Also the screen saver of your
computers could be used to show, for example, the amount of used
electricity of the respective department with a comparison to the
average usage of all departments. Show sustainability data at as many
places as possible.

Third, let all other stakeholders know regularly how you proceed with your
sustainability efforss! With respect to these stakeholders, it is imaginable to
report on the Internet—for example, by using the GRI indicators, and
also by #ranslating the issues into figures and drawings.

In conclusion, communication with respect to responsible controlling
does not aim at taking over the task of corporate communications by
creating glossy brochures. Rather, it is the aim of fostering responsibility
by disseminating awareness throughout the organization. To achieve that,
the integration into existing

reports and the translation for Think Outside the Box

employees is perceived as being

practicable from a controlling VD ki I il o

. . . . use to include sustainability data and
point of view. If business intel-

. to disseminate them easily?
ligence systems are already

. s . Think about measures in order
available within your organiza-

tion, this may help you a lot at to make your employees emotionally

this stage. Regarding external involved? Show not only “boring”

. figures but also tell stories!
reporting, your corporate com-

How would you inform external

munications department may
stakeholders?

be a valuable partner for you.
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One very important point in communication with respect to respon-
sible controlling has not been targeted so far: what happens if you as
a controller realize the importance of sustainability and you want to
become active, your management board, however, is not interested in
these topics? In other words, how to get top-management commitment
and how ro avoid pushback from managemens? First of all, do not behave
like a moralizer. Rather, try to convince your board with the following

arguments:

* You understand the core processes of the organization. And
you realized that there is a lot of potential, both regarding
ecological and social topics (for example, less environmental
pollution and better employee satisfaction) and regarding the
possibility to improve the financial bottom line (for instance,
by improving energy efficiency).

* You have an awareness of the raising problems in this world
and a sense of urgency for them. Make clear that dealing with
sustainability topics may be crucial for the long-term survival
of the organization. After all, there is an increasing public
awareness for sustainability.

* You have an idea how to close the gap between the desired
state of a sustainable company and the actual state. Here you
can bring first examplary KPIs into play. Furthermore, stress
that innovations never came from backward thinking.

* You have or you are willing to achieve knowledge about
sustainability tools, like the triple bottom line estimation and
stakeholder analyses. The same applies to ethical thinking.

* And show first quick gains, even if small ones. For instance,
reduction of both paper usage and costs by implementing
double-sided printing. This indicates your willingness to act
toward a more responsible company.

* However, do not forget that it is not the sole business case
that responsible controlling wants to pursue. Also let your
board know that taking over responsibility is one of the basic

principles of interacting with stakeholders.
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e All in all, show that sustainable behavior is not a threat but a
major and holistic opportunity for your organization that can

improve all three parts of the triple bottom line.

The fact that the threat of management pushback is coming at this
stage of the book is no coincidence. I believe that the insights, concepts,
and argumentations you have found so far will help you to better argue
for a responsible behavior and to convince your management board.

Up until now, you have found 12 steps how responsible controlling
can be implemented within your organization. From a practical view-
point, it is crucially necessary to allocate resources. Responsible con-
trolling is based on a nonconsequentialist ground but is extended by
a consequentialist target approach. With that, I am confident that an
applicable responsible controlling framework can be integrated into your
organization. As a last step (not belonging to the roadmap anymore),
I show how everything I have developed so far could be wrapped up and

be merged into the decision making process of your organization.

7.6  Wrapping Up Responsible Controlling and
Merging it in the Decision Making Process

Within 12 steps we have elaborated (a) what I understand as an ethical
ground for controlling, (b) what could be suitable KPIs in terms of respon-
sibility, and (c) how we could define and implement them. Moreover, we
have discussed (d) the scope of responsible controlling and (e) how we can
identify our stakeholders. Now, after having finished the elaborations of
the steps of implementing a responsible controlling framework, I will set
up a tool for supporting your decision making on a responsible ground. I
will do so by synthesizing the developed aspects.

Earlier, I have stated that a controller may not be an ethics expert.
Hence, in order to make him a responsible controller despite this fact,
I will use a questionnaire for responsible decision making that aims at
merging deontology, with its generalizable principles, and teleology with
its targets. The questionnaire—shown in Table 7.3—is based on the steps
of the PDCA cycle.
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Table 7.3 Responsible controlling cycle in decision making

PDCA | Context Questions

Is it a material issue at all?

General
Have moral issues been identified? If yes, which ones?
What are the targets of the intended actions?
Does the intended action contribute to our superior objective of mak-
ing the organization more responsible? (positive or at least no negative
effect onto the triple bottom line)
How does the status quo and the desired state look like within the
triple bottom line estimation?

Targets
Are the targets only instrumental (e.g., profit maximization)? --> reject
intended action
Have adequate sustainability KPIs been identified in order to track
target achievement!?
What are foreseeable consequences (not necessarily intended ones) of
the decision?

Plan - . -
Have we acknowledged the unimpeachable human dignity, that is, are
people being perceived as ends (human end formula)? If not --> reject
intended action
Is it probable that the intended action infringes human rights?

Which stakeholders could have legitimate claims regarding the action
and the consequences?
. Are we involving the legitimate stakeholders in the ongoing decision
Responsible
d making process? --> decision taking together with those affected
groun
How would the stakeholders argue?
Have we taken into account both ethical and technical rationality?
Have we critically reflected the decision and searched for alternatives?
Is the decision appropriate with respect to all legitimate stakeholders
(also with respect to shareholders)?
Have we already communicated the decision, before implementing it?

Do — Implementation of the decision
Ask questions from plan again
Plan-actual comparison: What do the KPIs tell us about our triple
bottom line performance?

Targets and
Check responsible Do we need to change the targets (feedforward) or the intended
actions (feedback)?
ground
--> If yes: how?
Morality check: Have there been (other than expected) moral issues?
Why? Which ones?
Act — Establish corrective measures if necessary




STAGE 2: HARD FACTORS AND STRUCTURES 127

How would ResCoCo’s controller probably answer these questions in
regard to the decisions she or he must prepare for her or his management
board? As you already know at this point, there is often no clear-cut right
or wrong with respect to decisions in the realm of corporate sustainability.
However, there are better or worse decisions! The shown questionnaire
illustrates a tool for responsible controlling, which keeps responsibility in
the mind of both controllers and all other people involved. Earlier, I have
asked the question how sustainability awareness can be broken down and

integrated into the different corporate functions. Now I can answer:

An awareness for responsibility and sustainability can be disseminated
within your organization by making the responsible controlling ques-
tionnaire a compulsory step before approving decisions. Then control-
ling is able to integrate responsible topics cross-departmental in every
corporate function and on all corporate levels. Hence, controlling can
become a driver and a change agent and can develop a positively fos-

tering influence on sustainability.






CHAPTER 8

Summing It All Up

“Controlling, like the combustion engine, is a mature technology
that you should now reinvent in order to make your organization
a pioneer for a responsible and sustainable age.”™

—Daniel Ette, referring to Gary Hamel

You may remember that initially I have shown that controlling depart-
ments are hardly involved in sustainability topics. They do not contrib-
ute to corporate responsibility. On this basis, it was the aim to reinvent
controlling in such a way that it can become a driver toward sustain-
ability. Now it is up to you to put all we have elaborated within the pre-
vious chapters into your organizational practice! To make the concept
of responsible controlling ultimately clear for you, I am going to sum
everything up now.

As a foundation for the effort, I have thoroughly examined the notion
of responsibility within Chapter 2 by having had a look at ethical aspects.
We have found out that morality and thus the unimpeachable freedom of
all human beings is a cornerstone when it comes to responsibility. More-
over, instead of taking one ethical approach into account we have seen
that it is valuable to look through a “prism” of ethical theories in order to
understand the full picture of the issue.

Within Chapter 3, I have introduced the term consrolling. 1 have
shown what is to be understood by controlling in an organizational con-
text and in which areas controllers are active. Afterward, we have regarded
different controlling approaches toward sustainability (Chapter 4). This
has led to the realization that the prevalent controlling concepts are not
sufficient with respect to responsibility but that they indicate a valuable
basis on which we could build a synthesized approach.

Through the development of a responsible controlling roadmap in

Chapters 5, 6, and 7, I have given recommendations sow the status quo
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of controlling should be altered in terms of both tools and mindsets. I
have elaborated how controlling can contribute to foster a corporation’s
responsible behavior and how sustainability topics can be integrated in
management decisions. With regard to decisions, I have exposed that
the basis for good decisions is to be seen in the recognition of all legiti-
mate claims and thus in the unimpeachable human dignity of all human
beings. However, I have not provided a catalog with clear-cut answers or
behavioral instructions. On the contrary, it has become evident that eth-
ics as a critical reflection effort is central to responsible controlling. That is
why you have found many reflection boxes within this book. Decisions
in a responsible sense will not be made on hard facts, like profit, as the
sole criterion. In addition, soft facts must be reflected according to the
motto “legitimacy has priority over success.” Within the context of an
integrative economic ethics I have shown that ethics must not be seen
as a restriction to profit, but that it should constitute the fundament for
all economic behavior—also for controlling and management accounting
within your organization. The saying, “if you can’t measure it, you can’t
manage it”? is only partly true for responsible controlling. Even though
I have acknowledged the importance of key performance indicators and
of a valid database, I have shown that “human beings are at the cen-
tre of concerns for sustainable development™ and thus for responsible
controlling—and for you!

My assertion from the beginning was the following:

Responsible controlling is indispensable to make an

organization more responsible.

To defend that, I now have a look at the sufficiency analysis again.
Controlling as a support function for management plays an indispens-
able cross-departmental role when it comes to the question how an
organization can become more responsible. As long as controlling acts
in an instrumental, profit-maximizing way, it will be difficult to estab-
lish responsibility within all realms of a corporation. Therefore, it is
indispensable to make controlling itself responsible if corporate

responsibility should be assumed. By further developing the existing
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methodological competences of controllers and by bringing an ethical
understanding into their minds—as I have done it within this book—I
can ensure that responsibility can be spread throughout the organization.
With the responsible controlling roadmap I have developed a tool that
contributes a lot to controlling’s responsible development. 1 strongly hope
that you have the chance and the capability to introduce responsible con-
trolling within your organization.

The different steps of the roadmap give recommendations and show
tools how responsibility can be transferred into controlling practice.
Responsible controlling must be based on a nonconsequentialist ground.
In addition, adequate sustainability targets must be measured and set up.
Stakeholder thinking is important for responsible controlling. The main
criterion for stakeholder identification and prioritization is the legitimacy
of their claims—not to be confused with mere power. I have established
the framework as a holistic approach. Both intergenerational and intra-
generational justice are taken into account, as well as aspects through-
out the value chain. Important to note is that I have extended the focus
of controlling from a financial perspective toward a triple bottom line
understanding.

I do not picture responsible controlling as a straight road. I rather
see it as a cycle. Also for the responsible controlling concept, the PDCA
cycle is valuable. What I have done within this book is planning. Now it
is up to you! Start the doing phase of implementing the framework into
your day-to-day practice! After that I suggest you make a check again. If
necessary, the roadmap should be revised and corrective actions should be
executed. Responsible controlling ought to be understood as a continu-
ous improvement process. Similar to what Schneider says about CSR.” At
this point, I invite every reader of this book to join the discussion about the
implementation of a responsible controlling. Please let me know what your
experiences are when it comes to controlling, responsibility and sustainabil-
ity. Hopefully, with these hints the concept can be developed even further.
My email address can be found at the end of the text.

Table 8.1 links the steps of the responsible controlling roadmap and
the attributes that we have assigned to responsible controlling. It should

help you to get a final clear picture.
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Finally, I would like to take a look into the future. Most likely, it will
not be an easy task to integrate ethical thinking into actual controlling
behavior and to make responsibility a cornerstone of controlling. One
crucial element will be the fact that in the current economic scenario,
instrumentalist thinking is still prevalent. It is to avoid a situation in which
companies that behave responsibly are the losers in the market since they
have to compete with rivals that do not take morality as a basis for their
actions. Ulrich, therefore, claims the necessity of a “supranational frame-
work of global competition.” In the same direction, it can be reasoned
that “a combination of legitimizing pressures from civil society . . . and a
. .. legally binding global regulatory framework” is needed.” However, the
missing regulatory framework should not be an excuse for irresponsible
organizational and personal comportment. I am convinced that respon-
sible controlling as a critical reflection effort can and must contribute a
lot to foster an organization’s responsible behavior. Therefore, responsible
controlling must first and foremost be understood as a mindset.

If controllers realize that “not everything that can be counted counts
and not everything that counts can be counted,” if they change both
their mindsets and their tools toward responsibility and if they encourage
others to do so as well, they can push responsibility into the whole orga-

nization. Thus, I can claim as a conclusion:

Responsible controlling is an uncommon but indispensable

approach of making an organization more responsible.
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postulates the following assertion: responsible controlling is
indispensable in making an organization more responsible.

Inside, you’ll learn a specific course of action for the development
of a responsible controlling framework toward decision making,
which is based on an ethically driven, reflective fundament in
order to make a company a responsible business. Through the
development of a responsible controlling framework, the author gives
recommendations for how controlling should be altered in terms
of both tools and mindsets. A twelve-step responsible controlling
roadmap is detailed, showing how controlling can contribute to
foster a corporation’s responsible behavior and how sustainability
topics can be integrated in management decisions.

The conclusion of Responsible Management Accounting and
Controlling reiterates the main goal of this book: responsible
controlling must first and foremost be understood as a
mindset. Responsible controlling, therefore, is an uncommon
but indispensable approach of making an organization more
responsible.

Daniel A. Ette is energy and climate protection manager in a
German medium sized company and consultant for sustainability
controlling and sustainable corporate management. He earned
a degree in business economics from the Baden-Wuerttemberg
Cooperative State University, and graduated with a master of arts
in responsible management from Steinbeis University Berlin. In the
past years he worked as CSR-consultant within a European Union
project for implementing corporate responsibility in small and
medium sized enterprises, and for an international company for
which he implemented a sustainability controlling system. In 2012,
his efforts were honored when the company he worked for was
rewarded for Mr. Ette’s innovations with the “green controlling”
award of the Péter Horvith foundation—one of the leading
controlling think tanks in Europe.

THE PRINCIPLES OF RESPONSIBLE
MANAGEMENT EDUCATION COLLECTION

Oliver Laasch, Editor
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