Dear the Reviewer,

Re: SAJEMS # 632
Title: A New Accounting Perspective for the Sustainable Growth of the Firm

We appreciate your kind comments and suggestions for improving the manuscript. They are insightful and have helped us strengthen the manuscript! We substantially revised the manuscript to address all the concerns raised. Please find our responses typed in blue below to the comments. All the revised and newly added parts are in red in the manuscript while minor revisions made to polish the paper remain in black. Thank you very much.

Yours sincerely,

----------------------------------------------------------------------------------------------------------------
Reviewer’s comment 1)

The objective of general purpose of financial reporting is to provide financial information about the reporting entity that is useful to existing and potential investors, lender and other creditors in making decisions about providing resources to the entity. It is not the intention of accounting principles to serve as a remedy for fraudulent firm behavior by maintaining appropriate bookkeeping and to run a sustainable business. [Thus] the reviewer encourages debate on new or enhanced accounting perspectives. It is therefore suggested that the authors re-align the research problem against the purpose of financial reporting as indicated in the CF. A further suggestion is to place the literature study, clearly indicating the knowledge gap, in a separate section before moving through the research methodology onto addressing the research problem.

Authors’ response 1)

Following the reviewer’s comments, we have rewritten the ‘Introduction’, ‘Issues in the current accounting systems’, ‘Business practices in the outcome-oriented principles of accounting’, and ‘Two contrasting approaches in understanding principles of accounting’ in order to re-align the research problem against the purpose of financial reporting as indicated in the CF and indicate the knowledge gap in a separate section.
Please find the revision in pp.2-3, 4, 6-7, and 9-10 of the manuscript.

(pp.2-3) However, accounting reforms face theoretical challenges as well as practical obstacles. According to the theory which narrowly defines the concept of financial performance, multiple relationships and societal contexts behind firm performance are not appropriately considered (Bricker & Chandar, 2000). We note that while the emphasis on the robust regulation of auditing standards and auditor’s responsibility might be likely to succeed in disciplining and correcting a firm’s fraudulent behavior with regards to providing reliable information, it is not likely to change the firm’s attitudes towards profit maximization at the expense of other economic participants’ interests, which has been often criticized as a cause for the financial crisis. This indicates that the newly amended accounting practices still rely on outcome-oriented principles (Vagneur & Peiperl, 2000), paying little attention to the procedural relationships constructed during cooperative activities between a focal firm and its business partners. A series of accounting reforms since 2000 have drawn on the dimensions of how to improve the credibility of a firm’s financial information by regulating a firm’s accounting practices with regards to its already-produced outcomes. Nevertheless, such reforms left out the dimensions of how the outcomes were produced and arranged little room for the issue of whether they were predatorily generated or not. Consequently the financial information in the current accounting systems have not succeeded in providing appropriate information on the relationship between business partners. This could explain the failure of correcting the exploitative attitudes of corporations. Furthermore, the outcome-oriented financial information, which lacks the relationship information, shows limitations in predicting a firm’s future performance. Although the IASB states that application of IFRS does indeed lead to a lower cost of capital, in practice emphasis on the disclosure of financial information does not guarantee better performance of corporations (Richardson & Welker, 2001).

(p.4) We thus need to establish an alternative framework of accounting which provides both the financial information of a focal firm and the relationship information between the focal firm and its business partners. This will help to promote cooperation and to achieve sustainable growth for both a focal firm and its stakeholders. This indicates that the existing accounting principles, based on consequential outcomes of a firm’s activities, should pay more attention to the dimension of relationships in firm activities. The disclosure of information on relationships could devise a fundamental remedy for fraudulent firm behavior in maintaining appropriate bookkeeping and running sustainable business. The alternative framework evaluates the outcomes of business activities toward more compassionate societal domains such as procedural relations between a focal firm and its stakeholders. It highlights why we need the societal conception to harness the current principles of accounting and how it facilitates sustainable growth for corporations. In South Korea, for instance, it is concerned that independent suppliers are suffering from very low operating income, while the large car manufacturers reap unprecedented revenues and profitability. We expect that the mutually exclusive profitability between independent suppliers and car manufacturers in South Korea will finally hinder the prosperity of the car manufacturers due to the suppliers’ insufficient income for future investment.
(pp.6-7) It is often noted that the ultimate objective of firm activities is to maximize shareholders’ value. Corporations face two options for profit maximization: to increase revenues; and to decrease costs including capital expenditure. Thus, firms are forced to master value chain managements: customers exist on the one end of the chain and suppliers on the other end. Firms are eager to market themselves to customers, while they want to control the relationships with their suppliers. In order to maximize profits and report desirable information for investors, firms are tempted to exploit customers and suppliers by abusing their superior position. Faced with the criticism that the exploitation will deteriorate the sustainability of a focal firm’s profit and growth, firms adopt employee compensation programs and increase socially responsible expenditures, and report them in corporate annual reports.
Nevertheless, the financial statements in annual report, consisting of balance sheet, income statement, cash flow statement, and statement of changes in equity, still emphasize the amount of wealth added to the focal firm. The IASB’s ‘Conceptual Framework for Financial Reporting states that “the objective of general purpose financial reporting is to provide financial information about the reporting entity that is useful to existing and potential investors” (CF OB2). This practice indicates that corporate annual reports do not provide enough information about the performance of a focal firm’s diverse stakeholders. The information is critical, since it will help to predict the focal firm’s future performance. Thus the lack of relevant information about business partners in a focal firm’s annual report could deteriorate the quality of market estimations on the focal firm’s future performance. In this context, the position, which states that the information of transactions and other events about a reporting entity provides useful input for decisions about providing resources to an entity (CF OB12), could be rebutted. However, current business practices and accounting principles have still focused on the financial information on a focal firm’s activities, providing little room for the diverse relationships which corporations should face and manage in their business activities for value creation.

(pp.9-10) Both approaches of neoclassical economics and critical thoughts provide some persuasive and intuitive understandings of accounting rules and practices. However, we also note that each approach does regard the other side’s suggestion as mutually exclusive and incompatible with its own. Above all, a critical issue on their understandings of accounting is that both of them mainly draw on the outcomes of firm activities, regardless of whether they put emphasis on the micro dimension of corporations or the macro dimension of the political economy. As illustrated in Figure 1, neoclassical economics examines the financial outcomes of firm activities, while critical thoughts pay more attention to the societal dimension of outcomes, such as the issue of how the outcomes should be allocated. Despite their differences in understanding accounting practices and principles, their outcome-oriented approaches have made them share commons things: the relationships a focal firm constructs with its business partners have been disregarded in reporting the information on the focal firm’s performance and prospects. Given that a firm’s activities are closely related to those of its business partners, the outcome-oriented approaches might fail to provide accurate information to evaluate a firm’s future prospects. We therefore argue for the importance of relationships or procedures in evaluating a firm’s activities, and raise a question of how differently we can interpret the scene of firm activities by paying attention to the dimension of procedure rather than that of outcome in accounting system. This question implies that we need to examine the diverse relationships between a focal firm and its stakeholders which exist prior to the outcomes of firm activities and will determine them in the future. We propose that if we have a proper understanding of the relationships between a focal firm and its stakeholders, we could provide more predictable information on the focal firm’s future performances.

Reviewer’s comment 2)

On page 4, the authors stated that they “have developed the following arguments”, but failed to name any. Clearly state the arguments.
Authors’ response 2)

Following the reviewer’s comments, we have deleted the description and rewritten the related part.

Please find the revision in pp.4-5 of the manuscript.

(pp.4-5) The remainder of the paper is organized as follows. The second section reviews current principles of accounting to improve transparency and accountability of a firm’s financial information against fraudulent firm behaviors. It discusses accounting principles, business practices, and related theories in the outcome-oriented framework of accounting. The third section suggests an alternative framework which sheds light on the quality of outcomes in accounting according to the concept of relationships. Finally, we discuss theoretical and practical implications of this study, which are in contrast to the shareholder model, ethical approach, and critical thoughts discoursed in many countries including South Africa. Concluding remarks follow. Regarding methodology, this study employs a conceptual approach, which provides a theoretical framework for an empirical or quantitative analysis on accounting principles and practices as a future research.

Reviewer’s comment 3)

On page 4, Explain the relationship concept as it is a fundamental to the study.
Authors’ response 3)

Following the reviewer’s comments, we have newly discussed the concept of relationships and how to measure it.

Please find the revision in pp. 3 and 14 of the manuscript.
(p.3) In this sense, we alternatively suggest that quality of information on firm activities is related not only to the outcomes of a firm’s own activities but also to the relationships between the focal firm and its stakeholders, such as suppliers (Freeman, Wicks, & Parmar, 2004; Hansmann & Kraakman, 2004). The relationship refers to the emotional and other connections formed during the cooperative activities between business partners, which could determine the satisfaction level of the involved entities (Tosi, 2009) and help them to maintain the partnership in the future by constructing trust (Nooteboom, 2000) or by transforming the boundaries (Lane & Bachmann, 1996) between business partners. The relationship is affected by the following conditions: distributive (fairness of outcome), procedural (fairness of outcome process), and interactional (being treated with dignity) (McFarlin & Sweeney, 1992).
(p.14) The relationship between diverse stakeholders is not constituted in the current accounting principles and practices. Mainly the outcomes of economic activities of a focal firm and its consolidations (subsidiaries, associates and joint arrangements) appear in the annual report. In this sense, we suggest that the performances of the focal firm’s business partners, such as ROA, R&D expenditure, and satisfaction level with the focal firm for instance, should be reported in the annual report of the focal firm. We expect that the more profitable a focal firm’s business partners are, the more consistent and sustainable their relationships will be. The sound relationship finally contributes to the sustainability of the focal firm’s profit and growth. For instance, given that car manufacturers’ reliance on their suppliers for R&D activities and product development becomes critical and indispensable, the firm whose suppliers suffer from very low profitability and growth rates cannot expect any productive cooperation with its business partners. Subsequently to improve the focal firm’s survival and prosperity, we need accounting principles that report the conditions of the relationship between a focal firm and its suppliers. One of the solutions can be the performance index of the focal firm’s suppliers, as exemplified in Figure 3. For the case of a focal firm’s suppliers, their satisfaction level, R&D expenditure, and profitability and growth reported in the focal firm’s annual reports will help to predict the sustainability of the focal firm’s current performance more accurately. These criteria can be also applied to the performance indices of employees, customers, and local communities of the focal firm.
(p.24) Figure 3: An Example of the Alternative Accounting System

Reviewer’s comment 4)

On page 4, The authors mention “three related hypotheses to be tested empirically”, but did not provide any hypotheses or any empirical results.

Authors’ response 4)

Following the reviewer’s comments, we have deleted the description.

Reviewer’s comment 5)

The section after the conclusion seems to be misplaced.

Authors’ response 5)

Following the reviewer’s comments, we have re-aligned the discussion section in the following order: Theoretical implications(pp.13-16), Practical implications(pp.16-17), and Conclusion(p.17).

Reviewer’s comment 6)

It is worth discussing South Africa’s King I to King III reports on corporate governance.

Authors’ response 6)

Following the reviewer’s comments, we have discussed King III as an action of reform for accounting practices.

Please find the revision in pp.2, 10, and 14 of the manuscript.

(p.2) Since the late 1990s, financial scandals in large European and American firms, such as Crédit Lyonnais of France and Enron of the USA, have ignited discourses on accounting reforms and suggested consolidation of auditing standards and restructuring of corporate governance systems. The suggestions aim to acquire credibility of information on firm activities and their outcomes (Carcello & Neal, 2003; Jensen, 2001; Orin, 2008). For instance, the King III in 2009, which is the South African version of the Sarbanes-Oxley Act in the USA and a result of advancements from the former versions of King I in 1994 and King II in 2002, has required a company to provide an annual integrated report that focuses on the impact of the organization in the economic, environmental and social spheres in order to strengthen corporate governance in South Africa (King’s Counsel, 2009). It also postulated firms to establish provisions regarding business ethics. Since the Norwalk Agreement by IASB (International Accounting Standard Board) and FASB (Financial Accounting Standard Board) in 2002, the International Financial Reporting Standards (IFRS) has also put emphasis on accountability and transparency of financial information, although allowing some discretion for disclosure of information. Thus current principles of accounting have emphasized ethical behaviors, in addition to accountability of financial positions and performances of firm activities.

(p.10) The remedies for corporate scandals in 2000s, illustrated by the King III, the South African version of Sarbanes-Oxley Act, have relied on transparency and accountability of corporate information. The new rules have advocated the consolidation of monitoring mechanisms and strengthened penalties on CEOs and CFOs for financial wrong-doings with the concept of accounting ethics. However, we have not yet observed the effective constraints on fraudulent firm behaviors; instead, we have faced more serious financial scandals on a global scale. The IFRS supplements the vulnerable aspects of the Sarbanes-Oxley, devises some corrections for inflexible regulations of accounting items, and consequently provides more discretion for accounting agencies and reporting corporations. However, it does not avoid the criticism that its relatively flexible principles, which arise from the emphasis on discretion, could not improve the information quality and will fail to reform the distribution system of created values.
(p.14) In a broader term, the suggestion in this paper has similar directions with the ethical approach found in the current accounting reforms such as the King III in South Africa, but it is more regulation-based. The ethical approach argues that corporate behavior should keep moral obligations (Greening & Gray, 1994, Herremans, Akathaporn, & McInnes, 1993, Shearer, 2002). The ethical behavior of corporations will increase their performances through the achievement of social legitimation. Following the suggestions of the ethical approach, the current accounting principles emphasize the introduction of ethical statement in the annual report. The King III, for instance, gives the notion of corporate citizenship more credence and concrete expression than ever before, while continually highlighting the unbroken chain that links ethical leadership, company strategy and sustainability (King’s Counsel, 2009). However, fraudulent behaviors in accounting are still being detected, despite the consolidation of accounting standards and introduction of behavior codes. 
Reviewer’s comment 7)

Include page numbers in the references where applicable.

Authors’ response 7)

Following the reviewer’s comments, we have included page numbers in the ‘References’(pp.18-21) where applicable. 

Reviewer’s comment 8)

Please refer to the attached paper with detail comments.

Authors’ response 8)

Following the reviewer’s comments, we have referred to the manuscript with detailed comments and thoroughly revised the manuscript according to the comments. 

Please find the detailed revision in the following.

Memo 1 on p.1 in the previous manuscript) Title change

(We have changed the title: from “A New Accounting Perspective for the Sustainable Growth of the Firm” to “An Alternative Approach to the Outcome-Oriented Accounting Disclosure: From the Perspective of Relationship Management for Sustainable Growth”
Memo 2 on p.1 in the previous manuscript) The context of ‘affiliates’ is unclear

(We have replaced the description as following: “consolidations (subsidiaries, associates and joint arrangements)”
Memo 3 on p.1 in the previous manuscript) Refer to comments further in the paper regarding the description of ‘but also those of its stakeholders such as suppliers’

(We have responded to the reviewer’s Memo 27, 28, and 29 below.

Memo 4 on p.1 in the previous manuscript) Include additional key words, such as ‘Principles of accounting’ and ‘Quality of outcomes’

(We have newly included the recommended two key words.

Memo 5 on p.2 in the previous manuscript) Discuss the King III.
(We have newly discussed the King III in the revised manuscript (pp.2, 10, and 14). Please find the authors’ responses to the Reviewer’s comment 6 above.
Memo 6 on p.2 in the previous manuscript) Verify the description of ‘obligated auditing’.

(We have deleted the description on the Sarbanes-Oxley by discussing the King III.

Memo 7 on p.2 in the previous manuscript) Revise the description of ‘recently introduced IFRS’ 

(We have rewritten the part as following in the revised manuscript (p.2): “Since the Norwalk Agreement by IASB (International Accounting Standard Board) and FASB (Financial Accounting Standard Board) in 2002, the International Financial Reporting Standards (IFRS) has also put emphasis on accountability and transparency of financial information.”
Memo 8 on p.2 in the previous manuscript) IFRS does indeed lead to a lower cost of capital.

(We have included the reviewer’s comments in the revised manuscript (p.3): “Although the IASB states that application of IFRS does indeed lead to a lower cost of capital, in practice emphasis on the disclosure of financial information does not guarantee better performance of corporations (Richardson & Welker, 2001).”
Memo 9, 10, 11 & 12 on p.2 in the previous manuscript) Please explain what consolidation of auditing rules; Generalisation: Certainly not all firms are run in this way?; Financial statements, in its current form, are being used to assess the future cash flow potential of the entity with success; it was not accounting’s fault that banks lend money to people who were not able to repay it.
(We have rewritten the related part according to the comments in the revised manuscript (p.2): “We note that while the emphasis on the robust regulation of auditing standards and auditor’s responsibility might be likely to succeed in disciplining and correcting a firm’s fraudulent behavior with regards to providing reliable information, it is not likely to change the firm’s attitudes towards profit maximization at the expense of other economic participants’ interests, which has been often criticized as a cause for the financial crisis. This indicates that the newly amended accounting practices still rely on outcome-oriented principles (Vagneur & Peiperl, 2000), paying little attention to the procedural relationships constructed during cooperative activities between a focal firm and its business partners. A series of accounting reforms since 2000 have drawn on the dimensions of how to improve the credibility of a firm’s financial information by regulating a firm’s accounting practices with regards to its already-produced outcomes.”
Memo 13 on p.3 in the previous manuscript) The authors need to clarify their understanding of the „principles of accounting“. Refer to reviewer’s report pertaining to the Conceptual Framework for Financial Reporting (CF).

(We have rewritten the related part according to the comments in the revised manuscript (pp.2-3): “Nevertheless, such reforms left out the dimensions of how the outcomes were produced and arranged little room for the issue of whether they were predatorily generated or not. Consequently the financial information in the current accounting systems have not succeeded in providing appropriate information on the relationship between business partners. This could explain the failure of correcting the exploitative attitudes of corporations. Furthermore, the outcome-oriented financial information, which lacks the relationship information, shows limitations in predicting a firm’s future performance. Although the IASB states that application of IFRS does indeed lead to a lower cost of capital, in practice emphasis on the disclosure of financial information does not guarantee better performance of corporations (Richardson & Welker, 2001).”
Memo 14 & 15 on p.3 in the previous manuscript) Pertaining to pure financial reporting of transactions and events, the underlying assumption is „going concern”

(We have deleted the related parts according to the comments in the revised manuscript (p.3).

Memo 16 on p.4 in the previous manuscript) Refer to reviewer’s report

(We have revised the related part according to the comments in the reviewer’s report (Reviewer’s comment 3 in this letter)
Memo 17, 18, 19 & 20 on p.4 in the previous manuscript) Which argument?; Research methodology; Hypotheses; Strategic management

(We have revised the related part according to the comments in the revised manuscript (pp.4-5): “The remainder of the paper is organized as follows. The second section reviews current principles of accounting to improve transparency and accountability of a firm’s financial information against fraudulent firm behaviors. It discusses accounting principles, business practices, and related theories in the outcome-oriented framework of accounting. The third section suggests an alternative framework which sheds light on the quality of outcomes in accounting according to the concept of relationships. Finally, we discuss theoretical and practical implications of this study, which are in contrast to the shareholder model, ethical approach, and critical thoughts discoursed in many countries including South Africa. Concluding remarks follow. Regarding methodology, this study employs a conceptual approach, which provides a theoretical framework for an empirical or quantitative analysis on accounting principles and practices as a future research.”

Memo 21 on p.5 in the previous manuscript) Previously referred to as „accounting“

(We have replaced the description with “accounting” according to the comment in the revised manuscript (p.7).
Memo 22 on p.5 in the previous manuscript) Provide reference please

(We have cited a reference according to the comment in the revised manuscript (p.5): “It is often criticized that the information of a firm’s activities in its annual reports is so fragmented that the public find it difficult to utilize them. For instance, the subprime crisis in the USA around 2007 is attributable to “the opacity of many subprime positions” and “the complex partitioning of the risks” in the balance sheet (Ryan, 2008: 1606).”
Memo 23 on p.7 in the previous manuscript) Indicate if this is own figure, or provide source.

(We have indicated that the figure is devised by the authors according to the comment in the revised manuscript (p.22).

Memo 24 & 25 on p.8 in the previous manuscript) There is a huge difference; This is a strong statement. Please refer to the CF and consider revising.
(We have revised the related parts according to the comments in the revised manuscript (p.10): “The IFRS supplements the vulnerable aspects of the Sarbanes-Oxley, devises some corrections for inflexible regulations of accounting items, and consequently provides more discretion for accounting agencies and reporting corporations. However, it does not avoid the criticism that its relatively flexible principles, which arise from the emphasis on discretion, could not improve the information quality and will fail to reform the distribution system of created values.”

Memo 26 on p.8 in the previous manuscript) With respect, I do not believe this!! 

(We have revised the related part according to the comment in the revised manuscript (p.10): “Since capital markets emphasize value maximization under the current accounting rules, firms focus on how to increase the outcomes and consequently prioritize their own interests over the mutual benefits with their stakeholders.”

Memo 27 & 28 on p.9 in the previous manuscript) The purpose is to record transactions and events; Typo

(We have revised the related part according to the comments in the revised manuscript (pp.10-11): “As illustrated in Figure 2, to effectively evaluate the sustainability of a firm’s profit and growth, we alternatively suggest that accounting principles should embrace the interactions between a focal firm and its stakeholders, in addition to the firm’s current financial performance. The alternative perspective illustrates that the current practices and principles of accounting do not consider the possibility that a firm’s current performance could be a result of mutually exclusive firm activities. It is because they show outcome-oriented standpoints regardless of whether they have neoclassical positions or critical approaches. In the current principles, there is little room to make a balance for conflicting interests between market players, owing to the advocacy of competition and efficiency or the conflicts for distribution.”

Memo 29 on p.9 in the previous manuscript) This is not true. With respect, the authors need to review the purpose of accounting.

(We have revised the related part according to the comment in the revised manuscript (p.11): “For instance, the political economic understanding of accounting practices implies that accounting is another form of conflicting settlements between competing social groups for distribution of wealth. In this sense, the principle in the existing framework of accounting represents the interests of the related groups on the one side and relatively disregards that of other groups on the other side. Thus the principle is an outcome of competition between conflicting groups for accounting standards. The interest-based approach helps to understand that the current accounting principles promote the disproportionate distribution of wealth between competing groups.”

Memo 30 on p.10 in the previous manuscript) This statement is debatable.

(We have revised the related part according to the comment in the revised manuscript (p.11): “For instance, the outcomes of innovation could be more substantive when innovation activities are arranged by systematic cooperation between the focal firm and its diverse stakeholders than only by a focal firm. This explanation is well illustrated by the ‘national systems of innovation’ approach (Freeman, 1995; Lundvall, 1992).”
Memo 31 on p.11 in the previous manuscript) Consider for inclution in the title.

(We have revised the title of this manuscript according to the comment in the revised manuscript (p.1).

Memo 32 on p.11 in the previous manuscript) Who argues this?

(We have revised the related part according to the comment in the revised manuscript (p.12): “It will be improbable as well as short-sighted if we assume that the current financial statement in accounting, which is based on maximization of return from severe competition, could help to successfully predict a focal firm’s construction of a sustainable system for value creation (Boyer, 2007).”

Memo 33 on p.12 in the previous manuscript) Financial statements consists of a balance sheet (statement of financial position), income statement (statement of comprehensive income), cash flow statement and statement of changes in equity. 

(We have revised the related part according to the comment in the revised manuscript (p.6): “the financial statements in annual report, consisting of balance sheet, income statement, cash flow statement, and statement of changes in equity”
Memo 34 on p.12 in the previous manuscript) Do the authors refer to ‚earnings management‘ of US companies?

(We have revised the related part according to the comment in the revised manuscript (p.7): “current business practices and accounting principles have still focused on the financial information on a focal firm’s activities, providing little room for the diverse relationships which corporations should face and manage in their business activities for value creation.”

Memo 35 on p.12 in the previous manuscript) How do the authors propose to measure the relationship?

(We have revised the related part according to the comment in the revised manuscript (pp.14, 24): “Nevertheless, the relationship between diverse stakeholders is not constituted in the current accounting principles and practices. Mainly the outcomes of economic activities of a focal firm and its consolidations (subsidiaries, associates and joint arrangements) appear in the annual report. In this sense, we suggest that the performances of the focal firm’s business partners, such as ROA, R&D expenditure, and satisfaction level with the focal firm for instance, should be reported in the annual report of the focal firm. We expect that the more profitable a focal firm’s business partners are, the more consistent and sustainable their relationships will be. The sound relationship finally contributes to the sustainability of the focal firm’s profit and growth. For instance, given that car manufacturers’ reliance on their suppliers for R&D activities and product development becomes critical and indispensable, the firm whose suppliers suffer from very low profitability and growth rates cannot expect any productive cooperation with its business partners. Subsequently to improve the focal firm’s survival and prosperity, we need accounting principles that report the conditions of the relationship between a focal firm and its suppliers. One of the solutions can be the performance index of the focal firm’s suppliers, as exemplified in Figure 3. For the case of a focal firm’s suppliers, their satisfaction level, R&D expenditure, and profitability and growth reported in the focal firm’s annual reports will help to predict the sustainability of the focal firm’s current performance more accurately. These criteria can be also applied to the performance indices of employees, customers, and local communities of the focal firm.” “Figure 3: Figure 3: An Example of the Alternative Accounting System”

Memo 36 on p.12 in the previous manuscript) I respectfully disagree.

(We have revised the related part according to the comment in the revised manuscript (p.7): “Under the current outcome-oriented accounting principles, we expect that much of a focal firm’s earnings more often than not could be achieved through the management of its cost structure at the expense of appropriate profits for its stakeholders.”
Memo 37 on p.13 in the previous manuscript) Is this not perhaps a better reflection of the paper’s aim. Consider inclution in the title.

(We have revised the title of this manuscript according to the comment in the revised manuscript (p.1).

Memo 38 on p.13 in the previous manuscript) No empirical evidence given in this paper. 

(We have deleted the related part according to the comment in the revised manuscript.

Memo 39 on p.13 in the previous manuscript) This section seems to be misplaced. Perhaps consider before the conclutions section.

(We have re-aligned the related sections in the following order in the revised manuscript: Theoretical implications (pp.13-16), Practical implications (pp.16-17), and Conclusion (p.17).

Memo 40, 41 & 42 on pp.13 and 14 in the previous manuscript) Exactly what performances?; Please reconsider this statement. Do you mean to report all your suppliers’s profits in your annual report? Consider the JSE listed Shoprite as a point in case. Shoprite may have thousands of suppliers.....

(We have revised the related part according to the comments in the revised manuscript (pp.14, 24). Please refer to the memo 35 above.

Memo 43 on p.14 in the previous manuscript) Ethics not introduced earlier in the paper.

(We have mentioned the ethical issue in the Introduction in the revised manuscript (pp.2, 5): “For instance, the King III, the South African version of the Sarbanes-Oxley Act in the USA, has required a company to provide an annual integrated report that focuses on the impact of the organization in the economic, environmental and social spheres in order to strengthen corporate governance in South Africa (King’s Counsel, 2009). It also postulated firms to establish provisions regarding business ethics.” “Finally, we discuss theoretical and practical implications of this study, which are in contrast to the shareholder model, ethical approach, and critical thoughts discoursed in many countries including South Africa. Concluding remarks follow.”

Memo 44 on p.14 in the previous manuscript) King I to III place a very high premium on ethics.

( We have revised the related part according to the comment in the revised manuscript (p.14): “The King III, for instance, gives the notion of corporate citizenship more credence and concrete expression than ever before, while continually highlighting the unbroken chain that links ethical leadership, company strategy and sustainability (King’s Counsel, 2009). However, fraudulent behaviors in accounting are still being detected, despite the consolidation of accounting standards and introduction of behavior codes.“ 

Memo 45 on p.15 in the previous manuscript) Surely, sustainablility of entity is not governed by its accounting principles applied in measuring its profit or loss?

(We have revised the related part according to the comment in the revised manuscript (p.16): “Our approach sheds light on whether or not the current accounting principles are appropriate enough to predict the sustainability of a focal firm’s prosperity. We should therefore consider whether the processes underlying the outcome generation between business partners are mutually satisfactory and beneficial for future cooperation, in addition to the information based on the outcomes of past business activities. In this sense, our approach states that sustainability of an entity is not governed by its accounting principles applied in measuring its profit or loss. Furthermore, it balances both ends of the past and the future in accounting.”
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