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F A HAMMER IS YOUR ONLY TOOL, EVERY

problem tends to look like a nail.

So says Maslow’s law of the instru-

ment, cautioning that while a tool
may be useful, it can also limit percep-
tion in ways that reduce future options.!
Intoday’s world, financial accounting has
become this type of hammer. It impli-
citly and explicitly constrains how we
approach resource allocation and policy
decisions, because it privileges a single
type of resource—money.? Yet many
other types of resources exist, such as
intangible assets like knowledge, rela-
tionships, and reputation.

Intangible resources currently com-
prise over 80 percent of the S&P 500’s
market value.? They are also essential
ingredients for value creation in the
public and nonprofit sectors. However,
decision making for large government
projects generally neglects intangible
resources, instead mandating financially
focused analytics, such as cost-benefit
analyses geared toward efficiency and
cost-effectiveness. While this approach
is useful when the primary goal is to
preserve financial resources, a singular
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Counting What Counts:
Why Social Accounting MATTERS

by Elizabeth A. Castillo

"Research suggests that we have fundamentally misunderstood the economy by

disregarding intangible resources,” writes Castillo. “This has led to the decoupling

of synergistic interactions needed to produce emergent, long-term benefits.”

Instead of economizing practices, she asserts, “a sustainable economy requires an

ecologizing approach.” And, “To nurture these linkages, we need to recognize

and measure what matters.”

focus on financial assets often leads to
underinvestment in intangible resources
essential to long-term success and adap-
tation. If we are not attuned to them, it
can be easy to overlook resources that are
more difficult to see and quantify, such as
equity, quality, timeliness, and positive
social impacts on the community.

In the nonprofit sector, a cost-
containment mindset contributes to
the nonprofit starvation cycle, where
philanthropists’ reluctance to fund
indirect costs can lead to a downward
spiral of infrastructure deterioration,
decreasing an organization’s long-term
viability.* Cost-benefit approaches can
be deceiving, because they do not neces-
sarily produce maximum value. This is
because a cost-based approach tends
to disregard the future value-creation
potential of intangible resources—for
example, their capacity-building func-
tions. In contrast, venture capitalists rely
heavily on intangible indicators—primar-
ily, their confidence in a start-up’s leader-
ship team—rather than financial metrics
when making investment decisions.?

Philanthropy and public policy have

yet to catch up with this logic of creat-
ing new options rather than minimizing
costs. For example, a recent report by
the Arizona Chamber Foundation (ACF)
argues against large-scale subsidizing of
in-state college education, stating that
“such a proposal would result in fiscal
losses with limited economic benefits.”®
However, its methodology neglects
historical context. From 2008 to 2018,
Arizona experienced the largest funding
cuts to higher education in the nation (a
55.7 percent inflation-adjusted decline),’
disproportionately affecting students
of color.® Further, the report does not
account for the many benefits of educa-
tional attainment that would offset costs.’
At the individual level, these include the
fact that college graduates tend to be
healthier, rely less on emergency room
services and public assistance, and
have higher rates of home ownership,
interest-earning assets, and private
pension—plan investments than people
with less or no access to higher educa-
tion and the benefits and privileges it
endows.!” At the macro level, states with
more college graduates enjoy higher state
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credit scores, lower traffic fatality rates,
higher rates of voter participation, more
parent involvement in schools, reduced
energy consumption, more federal aid,
and lower infant mortality rates,'! as
well as increased levels of diversity and
knowledge transfer.'? Beyond failing to
account for these types of returns in their
calculations, ACF’s time horizons are
similarly problematic: ACF’s methodol-
ogy uses a ten-year time span (a standard
time frame for cost-benefit analyses), but
many higher education benefits extend
decades beyond that."

The Emerging Field of
Social Accounting
To remedy such issues, social account-
ing has emerged as a way to explicitly
recognize and account for the variety
of resources—both tangible and intan-
gible—that organizations require to be
successful over short-, medium-, and
long-term time horizons. Over the past
few decades, the private sector has
increasingly adopted social accounting
practices, such as sustainability report-
ing—for example, ESG (environment,
social, and governance) and GRI (the
Global Reporting Initiative);' in the non-
profit sector, social accounting likewise
captures resources disregarded by con-
ventional financial statements, including
in-kind donations, volunteer labor, and
long-term social impact.'®

An especially promising social
accounting model is Integrated Report-
ing (IR).! This framework emerged in
South Africa as a response to a 2010
government mandate that the coun-
try’s publicly traded companies give
stakeholders more information on the
interplay between a firm’s risk, strat-
egy, sustainability, and performance.'”
An outcome of this approach has been
greatly enhanced transparency and
accountability, leading the World Eco-
nomic Forum’s Global Competitiveness
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Report to rank South Africa first for
seven years in a row for national audit-
ing and reporting standards.'®

However, Integrated Reporting does
much more than report on financial posi-
tion and risk. By tracking six forms of
capital (financial, manufactured, intel-
lectual, human, social/relationship, and
natural)—as both resource inputs and
output—this multiple-capitals model
conveys a firm’s capacity for value cre-
ation, now and in the future. The flow of
multiple capitals is often depicted using
a graphic that the International Inte-
grated Reporting Council (IIRC) calls
an octopus model, which illustrates how
a firm’s business/programmatic model
transforms resource inputs into outputs,
outcomes, and impact (see Figure 1).%

Figure 1 was adapted from IIRC’s
octopus model, and includes typology
I developed in 2016.% To illuminate
process resources like governance,
leadership, learning, and communica-
tion, and to illuminate power and equity
levers, it is vital to include symbolic
capital (e.g., culture, space, time, repu-
tation, language)—which in my typol-
ogy includes intellectual capital as

subtype—and structural capital (ruie
of law, process, and organizational).”
in addition to the ITRC’s six capitals **
Social accounting is an emerging field,
and there are a variety of models that
use multiple capitals, each with slightly
different categories of capital. (The
sidebar on pages 80 and 81 provides an
overview of some of these frameworks,
along with case examples and imple-
mentation resources. While the details
of the frameworks vary, they all seek to
identify and account for both tangible
and intangible forms of resources.)

Many readers will recognize the
octopus model as being similar to logic
models used in the nonprofit sector. An
advantage of this graphic depiction is
that it makes noneconomic impacts—
what economists typically call exter-
nalities—explicit.” This is important,
because the fundamental task of non-
profits is to create positive spillover
effects (i.e., public benefits), yet exter-
nal stakeholders can be unclear on the
relationship between outputs, outcomes,
and impact. The Integrated Reporting
“octopus” makes it easier to tell and
understand this story.

Figure 1: Octopus Model— External Operating Environment (Fitness Landscape)
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Getting Started

Several publications are available to acclimate newcomers to Integrated Reporting.' You can review white papers and reports on how to identify intangible
value drivers (for example, trust, stakeholder relationships, corporate culture, and brand) 2

After becoming familiar with the framework, it will be helpful to inventory your organization’s tangible and intangible resources, such as employee
engagement, leadership, and collaborative netwaorks. Then, as a group, identify the top three or four value drivers that are most relevant to your organization.

In figuring these out, you are likely to identify some of the assumptions and values beneath these priorities. Be sure to think across multiple levels—
the capitals can be developed at the individual (e.g., employees, volunteers, people you serve), team, organization, network, and community levels.

This means you will need to think about connectivity. What connects these levels? How do the organization’s programs and business model develop
and convert them? (Reading case examples such as those listed below can be helpful here.)

As you dig deeper, you will probably surface a few key performance indicators for the various forms of capital that you will want to track at each level. Talk to
program staff to see if these metrics are meaningful, and discuss with other stakeholders to see if they ring true for them, too. Often, you may wish to combine
measures: financial (revenues, costs, financial statements); quantitative (metrics that can be counted, e.q., energy usage); and qualitative (analysis, descriptions,
stories, icons).

Look at capacity-building indicators and translate them into multiple capitals language.® Develop an octopus model for your department and then your
organization, looking for linkages between them. After these initial explorations, consider developing target milestones and timelines to expand the discussion
more widely in your organization.

Frameworks, Case Studies, and Other Resources

- Mary Emery, Susan Fey, and Cornelia Flora, “Using Community Capitals to Develop Assets for Positive Community Change, CDP Practice 13 (2006): 219,
srdc.msstate.edu/fop/levelthree/trainarc/socialcapital/communitycapitalstodevelopassets-emeryfeyflora2006.pdf.

« Ashley E. Anglin, “Facilitating community change: The Community Capitals Framewaork, its relevance to community psychology practice, and its application
in a Georgia community,” Global Journal of Community Psychology Practice 6, no. 2 (October 15, 2015): 1-15, www.gjcpp.org/en/article.php?issue=20&
article=112.

« Gary A. Goreham et al., Successful Disaster Recovery Using the Community Capitals framewaork: Report to the North Central Regional Center for Rural Development
(East Lansing, MI: USDA/North Central Regional Center for Rural Development, Michigan State University, May 31, 2017), www.ndsu.edu/fileadmin/socanth
/Natural_Disaster_Recovery/Chapter_1_Introduction__2_.pdf.

« Stephani Etheridge Woodson, Theatre for Youth Third Space: Performance, Democracy, and Community Cultural Development (Chicago: Intellect, The University
of Chicago Press, 2015).

“The IIRC," Integrated Reporting (IR), accessed October 6, 2018, integratedreporting.org/the-iirc-2/. (See also the best practices library of Integrated
Reporting [IR], examples.integratedreporting.org/home.)

- Martin P. Thomas and Mark W. McElroy, The MultiCapital Scorecard: Rethinking Organizational Performance (White River Junction, VT: Chelsea Green
Publishing, 2016). (See also “A Better Scorecard for Your Company’s Sustainability Efforts,” Harvard Business Review, December 10, 2015, hbr.org/2015
/12/a-better-scorecard-for-your-companys-sustainability-efforts.)

- Andy Hargreaves and Michael Fullan, Professional Capital: Transforming Teaching in Every School (New York: Teachers College, Columbia University, 2012).
(See also “The power of professional capital: With an investment in collaboration, teachers become nation builders,” /SD 34, no. 3 [June 2013]: 36—39,
learningforward.org/docs/default-source/jsd-june-2013/hargreaves343.pdf.)

- "Whatis WealthWorks?," WealthWorks, accessed October 9, 2018, www.wealthworks.org/. (See also Measuring Rural Wealth Creation: A Guide for Regional
Development Organizations [Washington, D.C.: National Association of Development Organizations, November 2016], www.nado.org/wp-content/uploads
/2016/12/MeasuringWealthCreationRDOsFinal.pdf.)
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« The World Bank’s The Changing Wealth of Nations framework uses human, natural, and financial capital measures to track the wealth of 141 countries
between 1995 and 2014. It also recognizes, but does not account for, other intangible resources like social capital, “the trust that promotes cooperative
behavior and can facilitate economic activity and increase well-being.” See The Changing Wealth of Nations 2018: Building a Sustainable Future, ed.
Glenn-Marie Lange, Quentin Wodon, and Kevin Carey (Washington, D.C.: World Bank Group, 2018), openknowledge. worldbank.org/bitstream/handle
/10986/29001/9781464810466.pdf. (See also “The Changing Wealth of Nations 2018,” The World Bank, January 30, 2018 www.worldbank.org/en
/news/feature/2018/01/30/the-changing-wealth-of-nations-2018.)

NoTes

1. See, for example, Nikki Ritchie, “A five-step quide to kick starting Integrated Reporting,” Integrated Reporting (IR), January 23, 2015, integratedreporting.org/news/a-five-step-quide

-to-kick-starting-integrated-reporting/; and Implementing Integrated Reporting (London: PricewaterhouseCoopers LLP, July 2015). See also Preparing an Integrated Report: A Starter's
Guide (Updated) (Johannesburg: Integrated Reporting Committee [IRC] of South Africa, 2018).

2. See, for example, Bernard Marr, Future Value Drivers: Leveraging Your Intangible Assets Using a Five-Step Process (Canada: Chartered Professional Accountants Canada, 2018).

3. Capacity Development Group, Bureau for Development Policy, Measuring Capacities: An lllustrative Catalogue to Benchmarks and Indicators (New York: United Nations Development

Programme, September 2005).

How Integrated Reporting Can

Help Your Organization

In the nonprofit sector, Integrated Report-
ing is a way to simultaneously account
for past and current performance while
assessing future value-creation poten-
tial. The key is to frame resources and

capacity building as multiple forms of
capital.?* Figure 2 illustrates these mul-
tiple capitals as embedded (nested)
systems.? The process of Integrated
Reporting promotes integrative think-
ing, “a conceptual architecture that
‘makes space’ for multiple perspectives

Figure 2: Embeddedness—the Economy as Nested Systems*
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and ways of thinking about complex
problems and trade-offs.”*

Collectively, these multiple capitals
can be used to frame key dimensions
of organizational effectiveness and sus-
tainability, building on Laurie Mook’s
integrated framework for social account-
ing.”” An example is WealthWorks, a
multiple capitals approach—funded,
originally, by the Ford Foundation, to
“improve livelihoods and upward mobil-
ity for people, places and firms within
a region.”? Its success stories include
a group of African-American farmers
in Mississippi and Alabama, who reig-
nited farming as a path to individual
and community prosperity by coming
together to learn organic practices—in
turn, generating access to new and larger
markets. In its first two years, thirty-five
growers—whose farms previously had
each earned less than $2,500—generated
over $266,000 in sales of vegetables to
schools, high-end restaurants, grocery
stores, and wholesale buyers.? The
forms of capital WealthWorks tracks
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include intellectual (sustainable pro-
duction practices, universal growing
protocols), social (collaborative net-
works, relationships between farmers
and wholesale customers), political
(policy engagement), financial ($640,000
in new capital investments), and human
(improved business skills and certifica-
tions for farmers). Key to this model is
recognizing networks as value chains
that can generate and convert different
forms of capital, some of which ulti-
mately can be monetized.

A fundamental aspect of this con-
version process is the development
and transformation of forms of capital
across multiple levels (individual, orga-
nizational, networks, community). This
indirect flow—called roundaboutness
by the nineteenth-century economist
Eugen von Bohm-Bawerk—is impor-
tant, because it explains how micro-level
investments (e.g., a child’s preschool
education) can produce emergent
macro-level benefits over time—what
economists call increasing returns.*
Thus, it offers a path to escape the false
logic of efficiency and the nonprofit star-
vation cycle by providing a rationale and
strategy to invest in intangible value cre-
ation drivers.

From a management perspec-
tive, Integrated Reporting is a way to
align strategy, planning, performance,
accountability, and reporting while devel-
oping a new collective understanding of
how an organization creates value over
time. Because this process is collabora-
tive, it offers a means to illuminate mul-
tiple perspectives, surface assumptions,
promote shared meaning making, and
develop more expansive understand-
ing of complex issues. Best practices
of Integrated Reporting encourage the
articulation of connectivity: how the
capitals, stakeholders, business model,
risks, and trade-offs interrelate; how
organizational objectives, strategy, and
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operations are affected by resource
dependencies, stakeholder expectations,
and the operating context; how internal
policies, systems, and processes support
organizational objectives; and how past
performance positions the organization
for future success. An Integrated Report-
ing framework can be used for many
purposes, including program planning
and outcome reporting, organizational
reporting to stakeholders, and develop-
ing shared understanding of how com-
munities deal with change. It offers a
new vocabulary (multiple capitals) with
which to speak to funders, government
officials, people we serve, and other
stakeholders. What we call capacity
building is really about capital building.

How Integrated Reporting
Can Transform the World
Integrated Reporting offers a way to
reintegrate our fragmented understand-
ing of the economy. While we have been
acculturated to think of economics in
terms of money and macro-measures
such as the gross domestic product, at
its heart the economy is made up of indi-
viduals and relationships. As the firm
Sustainable Brands notes, “After several
hundred years of focusing solely on finan-
cial capital to calculate value and make
executive decisions, the economy is start-
ing to wake up to the fact that traditional
mono-capitalism has critical limitations—
above all, the limitation of not accounting
for and managing other crucial capitals
(including human, social, relationship,
intellectual, and natural capitals), and
therefore running the risk of throwing
them, along with the broader prosperity
that depends on them, out of whack.”*!
Integrated Reporting’s multiple capi-
tals framework is a way to make the
human foundation explicit by giving
representation to the tangible and intan-
gible resources that people, organiza-
tions, and communities produce and

require to thrive. Additionally, a funda-
mental role of the nonprofit sector is
to promote prosocial and democratic
norms. Integrated Reporting offers a
way to take up and publicize this role in a
more explicit way. Its value creation logic
shines a light on the wisdom of investing
in intangible resources that are, in fact,
the soil from which economic prosperity
and well-being spring. By adopting Inte-
grated Reporting, the nonprofit sector
also makes explicit concepts that apply
to all organizations in any sector, namely,
the social contract, social legitimacy, and
social license—thus promoting norms
of reciprocity and mutual value cre-
ation instead of a narrow focus on value
extraction.

Integrated Reporting is increasingly
used in Europe, Australia, and Asia to
help organizations and governments
tell their value creation story. Why?
Because over the past forty years,
economists and investors have come
to realize that intangible resources are
now the primary drivers of value cre-
ation for organizations and society.* The
“Big Four” accounting firms (Deloitte,
Ernst & Young, KPMG, and PwC) have
each published papers advocating for
the use of Integrated Reporting.*® Inte-
grated Reporting is being used in all
sectors—private, public, and nonprofit/
NGO—because it promotes transpar-
ency, better decision making, and rela-
tional accountability (voluntarily holding
oneself accountable to maintain integrity,
trust, and social norms that make sus-
tained commercial exchange possible).
Research suggests that we have funda-
mentally misunderstood the economy by
disregarding intangible resources.* This
has led to the decoupling of synergistic
interactions needed to produce emer-
gent, long-term benefits (e.g., social cohe-
sion and human flourishing). Rather than
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economizing practices—for example,
efficiency, control, and growth—a sus-
tainable economy requires an ecologiz-
ing approach: “symbiotic, integrative
linkages between organizations and their
environments that function adaptively to
sustain life in communities.”® To nurture
these linkages, we need to recognize
and measure what matters. Integrated
Reporting is an actionable path to begin
counting what counts.
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