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Abstract Distributional fairness of corporate distributions
is an important social issue linked to accounting for
equality. Value added and the information contained in the
value added statement can conceptually be regarded as a
reflection of how the company is managed for all stake-
holders. We investigate value added information published
in sustainability reports to determine if the information
provided is useful for assessing distributional fairness
between stakeholders. We find that the value added infor-
mation disclosed lack conciseness, comparability and
understandability. The divergence is considerable and the
explanations of the disclosed information so limited that
the usefulness of the value added disclosures must be
questioned. Our results suggest several obfuscating tech-
niques in the disclosure of value added information,
including disclosing information that is conceptually
compromised, resulting in comparability issues and dis-
closing information that can’t be verified by reconciling
back to the financial statements. Our findings have clear
ethical and moral implications as they stress the societal
issue of distributional fairness. It seems that companies are
either reluctant to provide value added information that is
useful, or deliberately use value added disclosures to

D} Chris J. van Staden
chris.vanstaden @aut.ac.nz

Axel Haller
Axel.haller@wiwi.uni-regensburg.de

Cristina Landis
Cristina.Landis @ wiwi.uni-regensburg.de
University of Regensburg, Regensburg, Germany

Department of Accounting, AUT University, Auckland, New
Zealand

obfuscate. Information reflecting distributional fairness is
therefore compromised.
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Introduction

Inequality has been an ongoing social issue and recently
Tweedie and Hazelton (2015, p. 113) argue that ‘inequality
in resource distribution is conceptually central to social
accounting but has been on the periphery of social
accounting research’. In order to investigate and discuss
this topic it is essential to define the resources that are
looked at and find adequate measures that help to assess the
level of equality. One measurement concept that has a long
tradition in this context is value added because it represents
the monetary economic contribution of an entity to society,
which is the wealth generated and distributed by an eco-
nomic entity (Lehmann 1954; Rutherford 1977). Disclos-
ing how this wealth is shared between different stakeholder
groups is the focus of the information contained in value
added statements. The value added statement (VAS)
reveals the components of economic wealth creation and
distribution and therefore how the company is managed for
the benefit of all stakeholders (Shaoul 1998) (i.e. does the
created wealth go mainly to powerful and already wealthy
stakeholders, see Piketty 2014). Value added information
shows the fairness of the distribution of value (wealth)
created among contributing stakeholders and this has eth-
ical and moral implications.

Value added information can therefore be seen to be
playing an important role in accountability to a range of
stakeholders in particular with regard to the distribution of
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the wealth created among the contributing stakeholders.
However, the distributional component of value added is
often controversial and manipulated by companies to
convey certain messages (see for example, Van Staden
2003; Shaoul 1998).1 With regards to the disclosure of
wealth distribution, value added puts the business activities
of an entity in a societal context (see for example, Burchell
et al. 1985; Reichmann and Lange 1981; Maunders 1985;
Meek and Gray 1988).2 Hence, value added can be con-
sidered as an appropriate indicator of the economic as well
as social role of a company within society (ASSC 1975;
Burchell et al. 1985; Haller 1997). For this reason value
added information has often been a key component of the
various corporate social responsibility reporting concepts
that have developed over the last century in different
countries (e.g. Meek and Gray 1988; Haller 1997; Catturi
2004; Aldama and Zicari 2012; Haller and Van Staden
2014; GRI 20l11a, 2013).3 Furthermore, value added
information can provide a more comprehensive under-
standing of corporate value creation concepts such as
‘public value’ (Moore 1995), ‘shared value’ (Porter and
Kramer 2011) and ‘integrated thinking’4 (IIRC 2013) as
well as linking corporate and societal value creation
(KPMG 2014).

In the context of corporate reporting (contrary to its role
in economics) value added and its structured calculation
and presentation in the form of a VAS have been linked to
the prevalence of particular socio-political conditions i.e.
strong labour unions and a labour government, the status of
management deteriorated in favour of trade unionists, and

! For example, Van Staden (2003) when referring to the South
African situation before and after the end of apartheid suggests: “The
VAS can therefore be used to downplay the importance of profit and
to demonstrate at the same time how much value added was taken up
by employees in the form of salaries and wages and by the
government in the form of taxes” (p. 239).

2 In this study we do not refer to the concept of value added as
intended in the context of the ‘shareholder value approach’, that is the
creation of wealth for investors. According to the shareholder value
approach, value added is the present value of future cash flows
flowing to investors, i.e. economic value added (EVATM), (see, for
example, Rappaport 1986).

3 Corporate social responsibility reflects the contribution of a
company to a sustainable society. Over time many terms have been
used when referring to reporting in this area, for example, social and
environmental reporting, triple bottom line reporting, corporate social
responsibility (CSR) reporting and sustainability reporting. We use
the terms sustainability reporting and CSR reporting as synonyms in
this paper.

4 The International Integrated Reporting Council (IIRC) character-
izes integrated thinking as “taking into account the connectivity and
interdependencies between the range of factors that affect an
organization’s ability to create value over time” (IIRC, 2013, p. 2).
Haller and Van Staden (2014) show that the value added statement
has the potential to serve as a practical and effective reporting
instrument for Integrated Reporting.
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profit and its associated connotations appeared problematic
(i.e. Morley 1978; Burchell et al. 1985; Riahi-Belkaoui
1992; Van Staden 1998, 2003; Larrinaga 2001). Public
concern about the social role, function and responsibility of
companies in society, including concerns about the fairness
with which various stakeholders, particularly labour, has
been treated, has been an important condition for interest in
value added (Burchell et al. 1985; Pong and Mitchell
2005). This is related to the basic essence and content of
value added. On the one hand, it reflects the macro-eco-
nomic performance of an entity and therefore its contri-
bution to the national product of a country (Maunders
1985), and on the other hand value added represents the
sum of the distributions (incomes) that flow from the entity
to its major stakeholders.

Against this background and the increased international,
political and societal emphasis on the social role and
responsibility of business entities over the last years, we
revisit the concept of value added and its application in
corporate social responsibility (CSR) reporting.” Our main
contribution is to determine whether the value added
information reported is useful to reveal the distributional
fairness of the value distributions among stakeholders. We
do this by analysing the disclosure quality (i.e. consistency,
comparability, understandability and verifiability) and
thereby transparency of corporate disclosures about value
distributions among contributing stakeholders. Further-
more, we provide the first empirical international cross-
country comparative study for more than 30 years (after
McLeay 1983) that investigates the use, application and
presentation of value added information in corporate (re-
sponsibility) reporting. During these 30 years, CSR issues
and reporting on them have become very important. While
there are still no internationally accepted regulations and
standards with regards to value added, the Global Report-
ing Initiative (GRI) guidelines include a value added
indicator.® Revisiting value added at this stage is therefore
important. By including the value added disclosure pro-
posed by the GRI, we also contribute to the limited
research to date that analyse the usefulness of GRI-based
corporate disclosures in general by assessing their com-
parability, consistency and reliability (see for example,
Talbot and Boiral 2016; Boiral and Henri 2015; Leong

5 Corporate responsibility reporting in the form of CSR and
sustainability reports have been increasing internationally over the
last decade (KPMG 2015). In most countries the reporting remains
largely voluntary in that there are no obligations to report nor
requirements for report content.

¢ The GRI is arguably currently the most comprehensive set of
guidelines in the area and is followed by most companies presenting
sustainability reports (72 % in the KPMG survey, KPMG 2015),
representing a large proportion of the largest companies in the world.
The indicator ‘Direct Economic Value Generated and Distributed’
(EVG&D) represents a particular version of the value added concept.
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et al. 2014; Mudd 2008). We show that despite having high
application levels and being externally assured, published
value added information do not consistently follow the GRI
guidelines. This is consistent with other findings in the
literature and supports existing concerns as to the appli-
cation of GRI guidelines in practice.

The paper is organized as follows. We first discuss and
explain the value added concept and its adequacy for social
reporting. We then provide a motivation from the literature
and theory for disclosure and disclosure quality. The dif-
ferent application models of value added follow. We then
discuss the method and present the results of the empirical
survey of value added disclosures in sustainability reports.
Finally we present our conclusions and discuss these.

The Concept of Value Added and its Role
as a Social Disclosure

The concept of value added has its roots in macroeco-
nomics (see for example, Schifer 1951; Cox 1979; Basu
1992). It has been used by developed countries to measure
the creation of national wealth, the gross domestic product
(Rutherford 1977; Schreuder 1979). Transferred to an
enterprise, value added is a measure of its residual return
which is generated through the utilization of its productive
capacity, e.g. labour and capital in the broad classical
sense. It represents the contribution of an enterprise to the
nation’s domestic product and reveals the extent to which
the company is able to enhance the value of bought-in
products and services through its own operations (Ruther-
ford 1977, p. 216). Value added can therefore be described
as the value created by the activities of an economic
enterprise, which is the enterprisés contribution to societal
wealth creation (Van Staden 2003). It can generally be
defined in two ways as follows (Cox 1979; Renshall et al.
1979; Meyer-Merz 1985):

VA = O — I(indirect method or ‘subtractive method’)or
VA = RE + RG + RCP + NAWC

(direct method or ’additive method’);

where VA = Value Added, O = Outputs, I = Inputs,
RE = remuneration of employees, RG = remuneration of
government, RCP = remuneration of capital providers,
NAWC = not appropriated wealth creation (i.e. retained,
not distributed parts of the value added).

The first equation represents the wealth created by the
entity (i.e. ‘production side of value added’) and the second
equation shows how this is distributed to stakeholders (i.e.
‘distribution side of value added’). These equations reveal
the duality of the value added concept, which suggests that
value added has an entity focused ‘performance aspect’ and

a stakeholder focused ‘social aspect’. The performance
aspect, expressed by the indirect method of value added
calculation, shows the value creation side. The social
aspect shows the distribution of the wealth created among
major stakeholders by adding the remuneration of the
productive factor labour and capital as well as the com-
munity, represented by the public sector (government) (see
Rutherford 1977). This view of value added positions the
economic activity of an enterprise within its social context
(McLeay 1983; Haller 1997).

Research from the last 30 years suggests that the struc-
tured presentation of value added in a VAS provides incre-
mental information content and thus helps shareholders and
other stakeholders in various decision-making contexts (see
for example, Bao and Bao 1989; Deegan and Hallam 1991;
Bahnson and Bradbury 1993; Karpik and Riahi-Belkaoui
1990; Riahi-Belkaoui 1992, 1993, 19964, b; Riahi-Belkaoui
and Fekrat 1994; Riahi-Belkaoui and Picur 1994a, b; Van
Staden 1998, 1999a; Stainbank 2009; Haller and Van Staden
2014; Machado et al. 2015). These results provide evidence
of the role of value added information as a useful measure in
decision making and it is therefore intriguing that value
added has not become a key part of corporate reporting. The
reason might be its characteristic to reveal the wealth dis-
tribution between labour and capital (representing the major
economic factors), which is highly political and controver-
sial (Shaoul 1998; Van Staden 2003). In addition it stands in
direct conflict with the shareholder value approach that has
been dominant since the 1980s and that limits all corporate
activities to the maximization of shareholders wealth, where
the remuneration of other factors are seen as wealth
decreases (or costs) for the shareholders (e.g. Rappaport
1986).

Value added has the capacity to link the economic and
social dimensions of corporate activities because it shows
that the level of stakeholders’ income is directly deter-
mined by the productive value creation of the economic
entities. As societal wealth is a major determinant of the
social conditions within a society, value added represents a
social and economic indicator at the same time. These two
dimensions of value added (social and economic) corre-
spond with two of the three aspects of the triple bottom line
reporting concept (Elkington 1998). Furthermore, the VAS
emphasizes that the generation of wealth in an enterprise is
the result of the collective effort of all its stakeholders, i.e.
capital providers, employees, the government and society
(ASSC 1975; Morley 1979; Burchell et al. 1985).

In a societal and moral context, the disclosure of the
amount of value added distributed to different stake-
holder groups in a VAS is highly relevant information
because it reveals how a company values (in monetary
terms) the specific contributions of different stakeholders
(Shaoul 1998) and helps stakeholders and other users of

@ Springer



766

A. Haller et al.

the information to make fairness assessments according
to their individual moral views and values. This aspect is
crucial as there is often a moral and ethical trade-off
between the amounts distributed to each group. Increas-
ing, for example, the benefits of employees, decreases
the proportion of value added available for other groups.
How value added is distributed by a company shows
which stakeholder interests have been considered and to
what extent (Shaoul 1998).” Furthermore, by disclosing
information on its contribution to society, the company
can demonstrate how it fulfils its role as a corporate
citizen (see for example, Carrol 1998) and that in per-
forming its actions, which societal interests have been
considered.

The income distribution characteristic of value added
can make an important contribution to the recent discussion
about the role of social accounting for equality. Tweedie
and Hazelton (2015) have argued that applying concepts
from Piketty’s Capital in the Twenty-First Century (Piketty
2014) can be used to study income equality as an agenda in
social accounting. Particularly they argue a role for social
accounting to ‘investigate the mechanisms that could link
public concerns over economic inequity to real changes in
wealth and income distribution, especially at the organi-
sational level’ (p. 117). They point out that the accounting
data that is currently (required to be) published are inade-
quate to allow workers and ordinary citizens to form an
opinion about corporate decision making. There is there-
fore a real need for transparency, particularly with regard
to the distribution of value created.

While there have been an ongoing argument in the lit-
erature that value added is an important social as well as
economic measure within corporate social responsibility
reporting (see for example, Burchell et al. 1985; Van Sta-
den 2003; Cahan and Van Staden 2009; Zeghal and Maa-
loul 2010; Aldama and Zicari 2012; Haller and Van Staden
2014), we extend this argument to suggest that the VAS is
very suitable to reveal distributional fairness. In order to
play this role, it is necessary that the information provided
in value added statements meets high standards of disclo-
sure quality. We aim to investigate whether the value
added information disclosed in corporate social reports has
the disclosure quality to meaningfully reveal distributional
fairness.

7 The evaluation of the relative income portion of each group and
therefore the ‘fairness assessment’ is a moral and/or political issue
and depends very much on societal systems, situations and value
judgements.
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The Motivation for Disclosure and Disclosure
Quality

In the CSR research many theories have been put forward
to explain why companies would voluntarily disclose CSR
information. The most popular theory used is legitimacy
theory which generally suggests that CSR reports tend to
be used as a legitimizing tool to reduce social pressures and
limit criticisms from external stakeholders (see for exam-
ple, Dowling and Pfeffer 1975; Deegan 2002; Cho and
Patten 2007; De Villiers and Van Staden 2011; Talbot and
Boiral 2016). Legitimating strategies vary (i.e. Cho et al.
2012; Deegan 2002; Boiral 2013) and it is not clear which
strategy is being followed and if the company is committed
to being accountable on CSR issues or subsuming the
ideals of accountability and transparency to commercial
motivations (Owen et al. 2000). Accountability to stake-
holders will be the preference of external stakeholders as
this will imply a truthful account on that which the com-
pany is accountable for (Gray et al. 1996, 2014; Owen et al.
2000), while some of the legitimating strategies are aimed
at changing perceptions about the company and its CSR
performance. For example, CSR reporting could be used as
promotional and public relation tools while studies point to
the impression management role of these disclosures
(Hooghiemstra 2000; Talbot and Boiral 2016, Cho et al.
2012) in order to project a more favourable image of CSR
performance. Furthermore Cho et al. (2015) suggest that
the reporting could be seen as engaging in hypocrisy
developing facades, thereby limiting the prospects of CSR
reporting evolving into substantive disclosures while Cho
et al. (2010) show that companies use various techniques to
obfuscate their poor (CSR) performance. Boiral (2013,
p. 1061) found that ‘sustainability reports can be viewed as
simulacra that camouflage real sustainable-development
problems, presenting an idealized version of company sit-
uations’. Whether CSR disclosures are therefore substan-
tive and done with an accountability objective in mind or
whether it is symbolic and aimed at obfuscating reality is
therefore opaque (see also, Van Staden and Hooks 2007).

One accepted approach to assess the quality of, and
intentional reasoning behind, disclosed information is the
evaluation of whether it complies with the “qualitative
characteristics” or “guiding principles” that are part of
frameworks and guidelines that have been developed for
global use by leading institutions that intend to give
guidance in corporate financial and CSR reporting, such as
the TASB’s Conceptual Framework (IASB 2010), the GRI
guidelines (GRI 2013), the IIRC Framework (IIRC 2013)
and the Framework of the Climate Disclosure Standards
Board (CDSB 2015). These frameworks and guidelines
postulate among others (like relevance, materiality,
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completeness, etc.) that comparability (as well as consis-
tency over time), verifiability and understandability are
characteristics that determine the quality and therefore the
usefulness of the information (financial and non-financial)
provided. This means that financial as well as non-financial
information disclosed in corporate reports should at least
be verifiable (in order to be reliable) and comparable across
companies and consistent over time. In addition the users
of the data should be able to understand the content of the
information, thus the information should be clear and
concise. Therefore, these characteristics can be used to
assess the usefulness of information included in corporate
reports (financial as well as CSR reports), which means in
general that the data provided help users to evaluate the
behaviour of the management (accountability and stew-
ardship) and/or to make better decisions related to the
company (Christensen 2010). Each of the frameworks and
guidelines have a specific range of users (stakeholders) in
mind. While (for example) the IASB focuses primarily on
investors (IASB 2010), the GRI focuses on a broad range
of stakeholders and requires a large variety of financial and
non-financial information (including social and environ-
mental information) suitable for a broad range of stake-
holders (see GRI 2013).

In terms of CSR reporting, in general, it is often difficult
to apply these characteristics to the information as it is
often qualitative or in different measurement units. It can
also very seldom be reconciled back to other audited
financial reports and therefore it is difficult to determine the
quality of CSR reporting. Indeed Owen et al. (2000, p. 91)
when discussing social audits observe that ‘the develop-
ment of quantitative indicators for social performance
constitutes a necessary initial step in the much broader
process of determining standards for social audit, with a
view to improving credibility and comparability of infor-
mation’. Furthermore there are studies that have investi-
gated the quality of CSR reporting and found that CSR
reporting, even that done in terms of the GRI guidelines,
are not comparable and therefore not very useful. For
example, Talbot and Boiral (2016) compared the quality of
climate information disclosed by companies with A or
A + GRI application levels over a 5-year period and find
significant non-compliance with the GRI standards. Boiral
and Henri (2015) analyse the interfirm comparability of 92
GRI indicators over 12 sustainability reports and found that
these are generally not comparable due to different mea-
surement scales. Mudd (2008), using a sample of the lar-
gest mining companies in the world, find inconsistent
reporting on water in terms of the GRI indicators and
claims that it is difficult to trust the data (p. 143). This
result was also confirmed by Leong et al. (2014) in a case
study of the water disclosures of four Australian mines.
The results of these studies seem to suggest that

disclosures, even following guidelines such as the GRI, are
not transparent, comparable and verifiable.

In contrast to the more general aspects of CSR reporting,
our focus on value added and income distribution gives us
the opportunity to make the usefulness assessments on the
basis of the above-mentioned characteristics because the
information is generally financial and can be reconciled
back to other (audited) financial statements, most notably,
the income statement. We have already made the point that
the income distribution aspect of value added is highly
political and controversial (Shaoul 1998; Van Staden
2003). Companies may therefore try to obfuscate this
information by not reporting in terms of the GRI or other
recognized value added models and by not providing the
opportunity to reconcile the information back to the pri-
mary financial statements. Following Talbot and Boiral
(2016) and Sullivan and Gouldson (2012), we argue that
the variety of methodologies employed could make it
impossible to verify, compare and understand the data
disclosed, which reduces the usefulness of the information
provided. Applied to value added information, this is
related to the variety of models employed that could make
comparison impossible and thereby compromise the use-
fulness of the information. Furthermore there could be
issues with the verifiability of the information, this has also
been raised as an issue with Carbon Disclosure Project
(CDP) information (Andrew and Cortese 2011). Sullivan
and Gouldson (2012) propose that disclosures (about cli-
mate change) should be linked to information about
financial performance in mainstream financial reports to
improve relevance and verifiability. Applied to value added
information this will entail being able to reconcile the
value added information back to the published and audited
income statement. Taken together, these characteristics
will show whether the value added information reflects a
fair representation of the distribution of income among
various stakeholder groups (and thereby allows individual
or societal fairness assessments) or an idealized or sym-
bolic version of value distribution. In other words, value
added information that is not comparable, verifiable and
understandable will not be useful for assessing the distri-
butional fairness of the distributions among the
stakeholders.

Our argument is therefore that if the information is
useful (i.e. meet the qualities and characteristics of useful
information) that will enable stakeholders and users to
make distributional fairness assessments and will then be
helpful in the debates on equality and inequality of
income/value distribution. However, if the information
does not meet the qualitative characteristics of useful
data, it may have been disclosed to present an idealized
version of the distribution of value for legitimating rea-
sons and thereby obfuscate the reality of the distributions
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Fig. 1 The value added models
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made and will not reflect the distributional fairness in a
meaningful way.

Value Added Models

While the concept of value added is well argued and
comprehensible, the inclusion and valuation of specific
components in the value added calculation is not stan-
dardized. This has led to the development of different
approaches to value added calculation over the last century,
which we refer to as value added models. The models
differ in how they define the components and evaluate
them in the indirect (subtractive) and/or direct (additive)
calculation methods. This is mainly due to cultural and/or
accounting specific characteristics (for earlier analysis, see
Morley 1978; Rutherford 1978; McLeay 1983; Haller
1997; Van Staden 1999b). As Fig. 1 shows, the models
include the economic model, two models related to cor-
porate reporting and more recently, the GRI model.

The short explanation of the different models aims to
provide some insights into the different approaches used to
calculate and present value added information in order to
provide some perspective for the empirical analysis of the
value added information provided in CSR reports.

The Economic Model

The economic model is related to macroeconomics and the
way the gross domestic product of a country is determined.
In this regard there is international consensus on how the
macro-economic measure of value added should be cal-
culated. This is due to the activities of the United Nations
(UN) and the Organization for the Economic Development
(OECD) that from the early 1950s have worked to improve
the comparability of national accounts in order to get useful
information on internationally converging economies and
markets (Haller 1997).% The value added of all the eco-
nomic entities within a country measures the value created

8 The UN ‘System of National accounts’ (SNA) was first issued in
1952 and twice updated, the last time in 2008 with the cooperation of
the European Commission, the OECD, and the International Mone-
tary Fund.
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by production of that particular country (Haller 1997; UN
2008).

The Continental European Model

The academic interest in value added as a measure of
corporate performance has a long history in Continental
Europe, where in the 1930s in Germany, academics like
Nicklisch and Lehmann developed corporate performance
measures like ‘Betriebsertrag’ (corporate earnings) and
‘Wertschopfung® (value added) in order to express the
economic and income generation role of a company in
society (Haller 1997). The issue of value added became
fashionable in corporate reporting in various parts of
Continental Europe during the 1970s. At that time the
value added concept was discussed and value added
statements were published by companies in Germany
(McLeay 1983; Schreuder 1979; Haller 1997), and also in
the Netherlands, France, Denmark, Switzerland and Italy
(Gray and Maunders 1980; Haller and Stolowy 1998).
The societal role of companies was discussed inten-
sively at the time and there were strong, often political,
suggestions that companies should not only disclose data
which are relevant not only for investors but also for other
stakeholders, especially for employees. The VAS was
regarded as one of the major instruments of ‘social
accounting’ (see for example, Arbeitskreis ‘Das Unter-
nehmen in der Gesellschaft’ 1975; Schreuder 1979;
Reichmann and Lange 1981; Maunders 1985; Meek and
Gray 1988). During the 1970s, the German Working Group
‘Das Unternehmen in der Gesellschaft’ (literally translated
‘The Company within Society’) developed a value added
model to be adopted in social reporting, which became a
kind of benchmark in Germany. According to this model,
the VAS should be based on the items and figures of the
profit and loss statement that had to be presented in those
days according to the nature of expenses format.’ The
value added is accruals based and it is computed by

° In terms of IAS 1.99 there are two formats for presenting the
income statement, the nature of expenses format and the cost of sales
format. Under IFRS both formats are allowed; nowadays in the EU
both formats are allowed. In those days in Germany, only the nature
of expenses format was legally allowed.
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deducting from the production value of goods and services
the cost of bought-in goods and services related to the
production value. Furthermore, value added is calculated
on a net basis, meaning that depreciation and amortization
is deducted from value added (Haller 1997). The corporate
as well as academic interest in value added reporting and
value added as an accounting measure declined in most
countries in Continental Europe during the 1980s and the
1990s (Haller 1997). Reasons for this might be the very
strong focus of accounting and corporate reporting on
shareholders and investors due to the broad acceptance of
the shareholder value approach in business and the
increased importance of capital markets to finance corpo-
rate expansion strategies during the mid-1980s and in
particular the 1990s.

The only country in Continental Europe where an
increasing interest in value added as an adequate corporate
performance measure has continued since the 1970s until
today is Italy (see for example, Gabrovec Mei 1995, 1999).
This is directly linked to the growing debate on social
reporting that has started during this period (see for
example, Catturi 2004; Montrone 2000; Congiu 2009).'0
The academic discussion has strongly influenced the
activities of some working groups, founded at the end of
the 1990s with the task of defining the main contents of a
social report. Among them the ‘Gruppo di studio per il
bilancio sociale’ (GBS) (literally translated ‘Study group
for the social balance sheet’), which in 2001 issued the
GBS standards for social reporting (GBS 2013) and the
Italian bank association which issued special guidelines for
the banking sector. According to both sets of guidelines, a
social report should include a VAS, for which a specific
model is suggested (Campedelli 2005; Orlandini 2008).
According to this, the value added calculation is based on a
reclassification of the profit and loss statement (presented
according to the nature of expense format) and includes
operating, non-operating and extraordinary items. There-
fore, it is production based and primarily on a historical
cost valuation base. The result is the global value added
(‘valore aggiunto globale’) which can be calculated on a
gross or a net basis."!

To summarize, although there is not an absolute identity
between countries (and companies), the Continental
European model of VAS, that is historically represented
primarily by the German concept and currently the Italian
one, is based on the accrual concept, it has a production-
based performance measure, it includes other income (rent,
interest income, etc.) and it is on a net basis, meaning that

10 For previous contributions on value added in Italy, see for
example, De Dominicis (1976).

' For an academic analysis of global value added, see for example,
Gabrovec Mei (1995) and Montrone (2000).

depreciation/amortization is deducted as an input cost
(McLeay 1983; Haller 1997; Montrone 2000).

The Anglo-Saxon Model

The Anglo-Saxon model of value added has its origin in
‘The Corporate Report’ (ASSC 1975), a discussion paper
of the British Accounting Standards Steering Committee
(ASSC), which suggested the publication of a VAS
amongst other reforms (Gray and Maunders 1980).12
Empirical research showed that from 1977 onwards an
increasing number of UK companies published a VAS as
part of their annual reports (and/or employee reports), see
for example, Morley (1979), Rutherford (1980) and Gray
and Maunders (1980). The research of Burchell et al.
(1985) indicates that the incidence of publication in the UK
reached a climax in 1980, but started declining after that.
An explanation for the rise and fall of the interest for value
added in UK can be attributed to the presence of a par-
ticular favourable socio-political context, which at the end
of the 1970s changed (Burchell et al. 1985)."°

The British value added discussion in the 1970s and
1980s has had quite an impact on accounting practice and
academic discussion in other regions of the world, espe-
cially Africa and Asia."* There, during the 1980s the Bri-
tish value added model has developed into a well-
appreciated instrument for financial and/or social reporting
(e.g. Struckmann 1989; Stainbank 1992; MacFarlane
1993). In contrast to what happened in the UK, the interest
in the VAS in South Africa has not disappeared. It started
with the publication of The Corporate Report in 1975 (Van
Staden 2003) but it remained popular, even though value
added disclosures were never mandated (see for example,
Stainbank 1992; Van Staden 1998, 2003). Recent research
points out the difficulties of comparability of South African
value added statements, due to the existence of broad dif-
ferences in the items included in the calculation (Arangies
et al. 2008).

12 Before “The Corporate Report’, value added had another period of
significance in UK. Value added appeared in British company
reporting at the end of 1940s and remained until the early 1950s
(Burchell et al. 1985). Moreover, in 1954 in another English-speaking
country, the USA, Suojanen suggested the value added concept for
income measurement, as a way for management to fulfil their
accounting duty to the various interest (stakeholder) groups (Suojanen
1954).

13 For further explanations of the disappearance of VA in Britain, see
Pong and Mitchell (2005).

14 Even in the USA, where accounting practice and academia have
largely ignored the publication of the VAS, the concept of value
added is not at all unknown. It had been proposed in the literature as
an appropriate performance measure for financial reporting purposes
(see for example, Suojanen 1954; Enthoven 1980, 1985; Riahi-
Belkaoui 1992, 1993, 1996a, 1996b; Riahi-Belkaoui and Picur
1994a, 1994b; Bao and Bao, 1996).
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In the Anglo-Saxon literature, value added is computed
by deducting the cost of bought-in goods and services from
sales revenue (ASSC 1975; Morley 1978; Riahi-Belkaoui
1992; Van Staden 2003). Although there are differences
between countries and companies, it can be stated that the
Anglo-Saxon concept of value added is an accruals-based,
gross value added (meaning without deducting deprecia-
tion and amortization—depreciation is then treated as a
distribution, part of ‘retained for the future’) that uses a
sales or revenues basis for the performance component
(McLeay 1983, p. 44-5). On the distribution side, the
income portion of the government is mostly restricted to
taxes.

This approach to value added is very similar to the one
followed in South America, where during the last decade
the interest in the VAS has been rising. The presentation of
a VAS is mandated in Brazil as part of financial statements
since 2008 (Conselho Federal de Contabilidade 2008;
Machado et al. 2015). Moreover, there have been proposals
in other Latin-American countries to standardize the VAS
presentation (Aldama and Zicari 2012).

The GRI Model

Following the role of value added as a social indicator, it is
not surprising that the GRI included the value added con-
cept, albeit in a particular specification, as a core indicator
in the GRI sustainability reporting guidelines.'”> The so-
called ‘direct economic value generated and distributed’
(EVG&D) is the first economic indicator (EC1) in these
guidelines.'® To achieve high levels of comparability, all
indicators are defined in the ‘Indicator Protocols’ (GRI
2011a). In the third generation of the guidelines (G3 and
G3.1) EVG&D is labelled as a ‘core indicator’ that means
that it is ‘generally applicable [...] and assumed to be
material for most organizations. An organization should
report on [this] unless [it is] deemed not material on the
basis of the Reporting Principles’ (GRI 2011a, p. 7).
According to the Indicator Protocols, EVG&D includes
revenues, operating costs, employee compensation, dona-
tions and other community investments, retained earnings,
and payments to capital providers and governments (GRI
2011b, p. 4). The calculation of the EVG&D should be

!5 For further information about the GRI and its Framework see
www.globalreporting.org.

16 This is so for all the versions of the GRI guidelines that were
developed so far, i.e. G1-G4. The fourth generation (G4) of the GRI
guidelines was released in May 2013. Companies are allowed to use
the previous versions of the guidelines (G3 and G3.1) until December
2015. The G3 and G3.1 guidelines were in place at the time of our
research. For this reason our description is based on the G3.1 and G3
versions of the guidelines. The definition of VA (i.e. the EC1
indicator) and the calculation proposed by the new G4 version does
not differ from the G3 and G3.1 versions.
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based on data from the audited financial statements or from
internally audited management accounts. Moreover, an
accruals basis calculation is explicitly recommended,
although a cash basis is accepted when justifiable (GRI
2011b, p. 4).

It is obvious that this indicator derives from the traditional
concept of value added, not the least because the GRI states
explicitly that EVG&D can °[...] provide a basic indication
of how the organization has created wealth for stakeholders
[...] and [...] a useful picture of the direct monetary value
added [...]” (GRI 2011b, p. 4). However, there are some
differences between the GRIs version of value added and the
traditional reporting models. First, ‘operating costs’ (defined
as ‘payments made outside the reporting organization for
materials, product components, facilities, and services pur-
chased’) are interpreted as income of suppliers and others
and are thus seen as part of the wealth distribution and not as
an input factor. Therefore, according to the GRI, the ‘eco-
nomic value generated’ represents only revenues, which
include net sales, revenue from financial investments such as
interest on financial loans, dividends from shareholdings,
royalties and direct income generated from assets such as
property rental and revenues from the sale of physical and
intangible assets. The GRI model represents a sales-based
gross value added that focuses on the distribution aspect of
wealth generated and that therefore regards suppliers of
goods and services also as participating stakeholders. Thus,
it stresses the income generation for stakeholders. This focus
is different to all the other value added models explained
above. The definition of EVG&D results from the particular
overall function of this measure that is explicitly stated by the
GRI. It should provide a ‘useful picture of the direct mone-
tary value added to local economies’ and help ‘to better
assess the local economic impact’ (GRI 2011b, p. 4). This
function implies the interpretation of the operating costs as
created wealth for the (local) economies because these costs
represent income (wealth created) for the suppliers of the
goods and services.

The bridging function between the economic and social
aspects of value creation of the EVG&D concept becomes
obvious not only because of its focus on the stakeholders
income (wealth) generation and distribution aspect, but
also because of the presence of the item ‘community
investment’ on the distribution side, which is not included
in traditional value added models. Furthermore, the GRI
encourages companies to disclose payments to govern-
ments on a per country basis (segmentation according to
IFRS 8) and mentions explicitly a link to a social indicator
(S06)"” defined and explained further in the protocol (GRI

17806 requires the total value of financial and in-kind contributions
to political parties, politicians and related institutions to be disclosed
by country.
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2011b, p. 4). The difference between the economic value
generated and the economic value distributed should also
be disclosed as a separate item, called ‘economic value
retained’. This embraces components such as depreciation
and amortization, other accruals and retained earnings, etc.
The GRI model therefore shows value creation and distri-
bution among a wider range of stakeholder of the company
than the traditional models and can be regarded as a less
production oriented and a more distribution oriented and
holistic stakeholder approach. It is therefore suitable to
disclose the income distribution aspect and enables users to
assess distributional fairness.

The main characteristics of the two traditional corporate
reporting models and the GRI model are summarized in
Table 1.

Method

We select our sample from the database of the GRI,
because this is the most comprehensive international
database related to CSR reporting. We select all the com-
panies included in the database from four countries, Ger-
many, Italy, the UK and South Africa at a particular point
in time, which was 31 January 2013.'"® There are two
reasons for the selection of these four countries. The first is
the experience with, and acceptance of, value added
reporting in these countries historically and/or currently, as
explained in part 4 of the paper. The second is that these
countries represent the two major models according to
which corporate reporting is categorized in international
accounting research (see for example, Walton et al. 2003).
Germany and Italy are representatives of the so-called
Continental European model of accounting and the UK and
South Africa of the Anglo-Saxon model. This gives us the
opportunity to find out whether there are reporting model
specific differences in the reporting practice of value
added, as reported in other areas of corporate reporting
(e.g. Nobes and Parker 2016).

Selecting our sample in this way we end up with 70
German companies, 33 Italian companies, 48 UK compa-
nies and 40 South African companies.

We obtain the CSR reports of these companies from the
GRI database or from the company website. We use
researchers with considerable experience in value added
information and value added statements to hand collect and
analyse the value added information published by the
companies in our sample. We analyse the information in

'8 The GRI Sustainability Disclosure Database was developed over
the last 10 years by the GRI with the support of its data partners
(including KPMG). It offers users access to all types of sustainability
information disclosed by organizations. At 31 January 2013 the
database consisted of 12,643 reports of 4978 organizations.

terms of the characteristics of the value added information
as determined from the extensive value added literature
(see the Appendix for a selection of this literature) and the
characteristics of useful information as discussed in part 3
above, including the format of the information, the model
used and the verifiability of the information. We also col-
lected data on each of the companies in our sample (i.e.
size, industry, ownership type and listing status) as well as
data on the report type, GRI application levels and assur-
ance levels in order to better understand the institutional
and governance settings of the sample companies. All these
data are provided in the GRI database.

We use a comparative analysis (i.e. between companies
and countries) to analyse our results and to determine if the
information is indeed useful by meeting the qualitative
characteristics we determined in part 3 (which are com-
parability, verifiability and understandability).

Results of the Empirical Analysis
Characteristics of the Sample Companies: Table 2

Most of the entities in the sample (82-90 %) are described
as either large or multinational companies (MNESs) in the
GRI database (Panel A). 1 1n terms of ownership (Panel B),
most companies in the sample are private companies
(81-88 %) defined by the GRI as ‘a business organization
owned either by a non-governmental organization or by a
number of stakeholders’. Furthermore, most of the com-
panies are listed on a stock exchange (Panel C) (58-83 %).
An industry sector analysis shows that the UK and German
companies are from 21 and 28 industries, respectively
while the Italian and South African companies are from 16
and 17 industries, respectively. A wide range of industries
are therefore represented by the companies in the sample.
Most companies in Germany (14 %) and South Africa
(25 %) are from the Financial Services industry while most
companies in Italy (27 %) and the UK (12.5 %) are from
the Energy and Energy Ultilities industries. Financial Ser-
vices is also high in these countries (Italy 15 %, UK 10 %).
An interesting observation is that the companies in the GRI
database are not dominated by high (environmental) impact
companies, while the literature suggests that high impact
companies more often make CSR disclosures (e.g. Deegan
and Gordon 1996; Neu et al. 1998; Patten 2002).

!9 The GRI defines a large company as having more than 250
employees and turnover (revenue) of more than €50 million or net
assets of more than €43 million. MNEs have similar size criteria, but
are also represented on various continents. SME is defined as less than
250 employees and turnover of less than €50 million or net assets of
less than €43 million.
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Table 1 Main characteristics of the traditional corporate reporting models and the GRI model

Continental European model

Anglo-Saxon model

The GRI model

Output definition Total performance including change

in inventories and other income

Input definition Bought-in materials and services
for goods produced

(including depreciation)

Sales revenues

Bought-in materials and
services for goods sold
(excluding depreciation)

Sales revenues
and other income

No input items

Value added (net)

Value added (gross)

Value added

Distribution items Employees, capital providers,

government, value added retained

Employees, capital providers,
government, value added
retained (including depreciation)

Suppliers, employees, capital providers,
government, community investments,
value added retained

Table 2 Company descriptive

information Germany Italy UK South Africa
Nr Perc (%) Nr Perc (%) Nr Perc (%) Nr Perc (%)

Panel A—size

MNE 19 27.14 5 15.15 16 33.33 2 5.00
Large 39 55.71 22 66.67 27 56.25 32 80.00
SME 8 11.43 6 18.18 3 6.25 7.50
Not Indicated 5.71 0 0.00 4.17 7.50
Panel B—type

Private 58 82.86 29 87.88 39 81.25 34 85.00
Subsidiary 4 5.71 2 6.06 2.08 2.50
State Owned 1 1.43 3.03 3 6.25 5.00
Not indicated 7 10.00 1 3.03 5 10.42 3 7.50
Panel C—listing status

Listed 41 58.57 19 57.58 29 60.42 33 82.50
Not listed 21 30.00 11 33.33 17 35.42 3 7.50
Not Indicated 8 11.43 3 9.09 2 4.17 10.00

Characteristics of the Sample Reports: Table 3

The sample companies reported using GRI3 and GRI3.1 in
their most recent reports (see Panel A). As already men-
tioned, both versions of the guidelines require the EVD&G
as a core indicator. While there are some country differ-
ences with regard to the application levels of the guideli-
nes”’ (for example, South African companies generally

20" According to GRI3 and GRI3. companies are encouraged to
indicate the level of application of the GRI guidelines in their reports,
using one of the three categories A, B or C, related to the degree of
compliance with the guidelines, where A is the highest and C the
lowest level of compliance. If the application level has been
independently confirmed, the company may add a ‘+° to the
application level. Thus A + indicates a report as having a high
compliance with GRI and this has been independently confirmed (see
GRI 2013, p.5). This is no longer required by the G4 version (GRI
2013, p. 11).
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have lower application levels than the European compa-
nies) most companies in the sample have application levels
in the A and B range, and a significant proportion had this
independently confirmed; there are again country differ-
ences here with the UK and Germany generally having
lower confirmation levels (see Panel B).

With regard to the application-level check?' (see Panel
C) GRI checking appears to be more popular in Europe,
and particularly Continental Europe, than in Africa. In
South Africa, third party-checked reports were far more

2! There are two ways of independent confirmation of the compliance
level. This can be done either by the GRI (called ‘GRI-checked’) or
by a third party (called ‘third-party-checked’). If none of the two is
done, the classification is called ‘self declared’. The GRI Application-
Level Check confirms that a sustainability report has the required set
and number of disclosures to meet the organization’s self-declared
application level.
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Table 3 CSR report

characteristics Germany Italy UK South Africa
Panel A
Number of companies 70 33 48 40
Reporting type
GRI3 42 60.00 % 12 36.36 % 26 54.17 % 11 27.50 %
GRI3.1 28 40.00 % 21 63.64 % 22 45.83 % 29 72.50 %
Nr Perc (%) Nr Perc (%) Nr Perc (%) Nr Perc (%)
Panel B—GRI application
Level
A+/A 28 40.00 19 57.58 16 33.34 6 15.00
B+/B 27 38.57 2424 20 41.66 21 52.50
C+/C 13 18.57 18.18 11 22.92 8 20.00
Level not indicated 2 2.86 0 0.00 1 2.08 5 12.50
PANEL C—application-level confirmation
GRI-checked 42 60.00 23 69.70 18 37.50 4 10.00
Third party checked 3 4.29 21.21 6 12.50 16 40.00
Self-declared 23 32.86 9.09 22 45.83 13 32.50
Not indicated 2 2.86 0.00 2 4.17 7 17.50
Panel D—external assurance
External assurance 28 40.00 19 57.58 24 50.00 22 55.00
By accountant 21 75.00 17 89.47 13 54.17 15 68.18
By other 7 25.00 2 10.53 11 45.83 7 31.82

popular than in Europe. However, taken together, the
application levels checked by outside parties reached levels
from 50% (UK and South Africa) to 91% in Italy.

Panel D of Table 3 reveals the incidence of external
assurance of the reports that ranges from 40 % in Germany
to 58 % in Italy. However, the level and the comprehen-
siveness of the assurance, which can differ considerably
(see the relevant international accountancy standards ISAE
3000 and AA1000AS), are not indicated in the database.
Except for Germany, approximately half the reports were
external assured. Accountants (accounting and auditing
firms) did 54 % of the assurance in the UK; this rises to
68 % in South Africa, 75 % in Germany and 89 % in Italy.
Italian companies therefore have the highest level of
external assurance and also the highest level of assurance
performed by accounting firms. Furthermore, among the
accounting assurance providers the big-4 accounting firms
(Deloitte, EY, KPMG and PWC) play a major role and did
between 50 and 72 % of the assurance assignments in the
various countries.

The point of this part of our analysis is to show that the
companies in our sample have high GRI application levels,
mostly checked by a third party and have high levels of
assurance by prominent assurers. The companies are also
large listed companies and multi-nationals. One would
therefore expect these companies to report their value
creation measures in accordance with the GRI Guidelines

or at least with characteristics of useful information and
thus information that is consistent, comparable and
verifiable.

Characteristics of Value Added Information
Provided: Tables 4 and 5

We structure our analysis of the value added information
provided in CSR reports in three major categories. The first
category is the incidence and format of value added disclo-
sures. Panel A of Table 4 reveals that the disclosure of value
added information is the most common in Italy (94 %),
followed by South Africa (50 %), Germany (27 %) and UK
(25 %). 1t is clear that, even though this is required by the
GRI, value added information is not a given in sustainability
reports. In light of the background and the conceptual
explanations discussed, this finding is very surprising. Due
to, first, the fact that EC1 is classified as a core indicator and
therefore has high relevance according to the GRI (see
above), and second, the high GRI application levels and the
high incidence of assurance, it could be expected that in all
countries the disclosure rate would be as high as in Italy.?

2 A possible reason for the high incidence in Italy, could be the result
of the guidelines on social reporting issued by the working group called
‘gruppo bilancio sociale’ (GBS) which—as mentioned in part 4.2—
suggest that social reporting should include a value added statement.
The calculation and structure that a VAS should have is also discussed.
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Table 4 Incidence and format
of value added information

Germany Italy UK South Africa

Panel A—incidence

Value added information provided 19 2714 % 31 9394 % 12 2500% 20 50.00 %
No Value Added information 51 72.86 % 2 6.06 % 36 75.00% 20 50.00 %
Panel B—term used
Value added 11 5789 % 15 4839 % 50.00 % 16 80.00 %
EVG&D 8 4211% 15 4839 % 5 41.67 % 1 5.00 %
Economic value added 0.00 % 1 323 % 1 8.33 % 3 15.00 %
Panel C—Format
Value added figure 1 5.26 % 0 0.00 % 4 3333 % 0 0.00 %
Figure and chart 1 5.26 % 1 323 % 0 0.00 % 1 5.00 %
Figure, chart and verbal description 5 2632% 0 0.00 % 3 25.00 % 1 5.00 %
Verbal description and chart 1 5.26 % 1 323 % 0 0.00 % 0 0.00 %
VAS only 6 3158 % 5 1613 % 1 8.33 % 6 30.00 %
VAS and chart 0 0.00 % 3 9.68 % 1 8.33 % 5 2500 %
VAS and verbal description 4 21.05% 8 2581 % 2 16.67 % 5 25.00 %
VAS, chart and verbal description 1 526% 13 4194 % 1 8.33 % 2 10.00 %
Table 5 Content of value Germany Italy UK South Africa

added information

Panel A—form of value added information

Distribution side

Production side

Both

Panel B—model

GRI definition

Output definition
Sales based
Cash based
Production based

Indeterminable

Net value added
Indeterminable

Traceable
Partially traceable

Not traceable

6 3333% 5 1613% 2 2500% 3 15.00 %
0 000% 0 000% 0 000% 0 0.00%
12 66.67% 26 8387 % 6 7500% 17 85.00 %
5 2632% 13 4194% 6 5000% 1 5.00%
8 4211 % 15 4839% 7 5833 % 17 85.00 %
0 000% 0 000% 1 833% 0 0.00%
6 3158% 10 3226% 0 000% O 0.00 %
3 1579% 5 1613% 4 3333% 3 1500 %
Treatment of depreciation/amortization

Gross value added 4 2105% 23 7419% 0 000% 14 70.00 %
10 5263 % 6 1935% 2 1667% 0 0.00%
3 1579% 2 645% 10 8333% 5 2500 %

Panel C—Reconciling value added information to the statement of profit or loss disclosures
3 1579% 0 000% 0 000% O 0.00%
12 63.16% 17 5484 % 9 7500% 18 90.00 %
1 526% 2 645% 4 3333% 2 10.00 %
Profit and loss statement not available 3 1579 % 12 3871 % 0 000% 0 0.00 %

As all the entities are not listed companies, the financial statements and therefore profit and loss statements

are not always publicly available

Although, the GRI guidelines propose the use of the
term EVG&D (for EC1), companies most often use the
traditional term of value added in all countries (Germany
57 %, the UK 50 % and in South Africa 80 %, whereas in
Ttaly the usage of the terms is more balanced)—see Panel B
of Table 4. Panel C gives insights into the variety of dis-
closure formats of the value added information. In line with
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the findings of previous empirical studies (see studies in
Appendix B), our analysis reveals that the sample com-
panies often use more than one communication instrument,
such as numerical calculation, charts and/or verbal
description. In order to gain a picture of the practices
adopted, we differentiate eight categories of disclosure
format as shown in Panel C. They range from the less
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detailed (disclosure of a figure) to the most voluminous
(the VAS combined with a chart and a verbal description of
the items included in the calculation). It is worth noting
that the disclosure formats of the companies within any
category in Panel C can differ in detail, e.g. charts can have
different forms or include more or less detail, or verbal
descriptions can explain in more or less detail the calcu-
lation of value added.

Companies in Germany, Italy and South Africa base
their value added communication on value added state-
ments that are often accompanied by verbal descriptions.
Although the incidence of reporting value added informa-
tion is low in some countries, it appears that those that do
report prefer using a VAS. This is not valid for UK, the
results show that in contrast with the past, the disclosure of
information on value added in a VAS is not the favourite
option, 58.33 % of the companies adopted disclosure
alternatives that embrace just the value added figure (with
or without additional disclosure). Another common prac-
tice (German companies 26 % and UK companies 25 %)
consists of providing the value added figure together with a
verbal description of the calculation method used and thus
of the items included/excluded in value added together
with related charts. However, there are considerable vari-
ations in the content of the description and thus in the level
of detail of information provided. Overall, the results in
Panel C depict that there is considerable variance in the
format of value added reporting, but that value added
calculation in the form of the VAS dominates (apart from
the UK). The most detailed format, which combines the
VAS with a distribution chart and some additional verbal
description, is the most popular format among Italian
companies (42 %).

Whether the value added statements disclosed by the
companies represent both aspects of value added, i.e. the
performance/production side and social/distribution side,
or only one of them is shown in Panel A of Table 5. Past
empirical research indicates that some companies used to
disclose only the distribution side of the VAS (Schneider
1985; Tonkin 1989). The distinction presented in our
analysis includes all the above-mentioned value added
disclosure practices. In the category ‘distribution side’ are
included both companies that have a VAS with only the
distribution side as well as companies that provide infor-
mation on value added distribution by means of charts or
verbal explanations. Our analysis shows that most of the
companies disclose both aspects (production and distribu-
tion) of value added (from 66, 67 % in Germany to 85 % in
South Africa), however disclosures that only represent the
distribution aspect of value added also exist, in particular
by German companies (33 %) and UK companies (25 %).
Furthermore it is clear that none of the sample companies
disclosed only information regarding the production side.

Panel B in Table 5 deals with the approach adopted for the
value added calculation and presentation and is therefore
related to the explanations in part 4 of the paper. Our analysis
shows that companies do not primarily follow the GRI
guidelines, in particular not in South Africa, with an appli-
cation rate of only 5 %, and in Germany, where the appli-
cation rate is only 26 %. The GRI definition is applied the
most in the UK (50 %) and Italy (41 %). Looking at the
output definition it appears that South African (85%) and UK
(58%) companies have a sales-based value added calculation
(often including other income components), and thus comply
with the Anglo-Saxon model. Contrary to this, while 31 % of
the German and 32 % of the Italian firms apply the Conti-
nental European model of a production-based value added,
42 % German and 48 % Italian companies use a sales-based
measure, which is primarily because of the number of
companies that apply the GRI value added model (that is
sales based). In some of the analysed cases it was not possible
to identify the output measure. These are included in the
‘indeterminable’ category, many UK companies fall into this
category as the output measure was not explained by the
reporting company.

The next aspect considered in the analysis is whether
depreciation/amortization is deducted from value added (net
value added) or whether it is treated as a component of the
distribution side (gross value added). The presentation of a
net value added is common among German companies,
which often used a production-based output measure. This
result complies with the traditional Continental European
value added model which was in the past broadly adopted in
Germany. Also, South African companies stick to their
Anglo-Saxon value added tradition and treat depreciation/
amortization as a distribution component, often included in
the item ‘value added retained’.?® In contrast to Germany,
Italy shows a high percentage of gross value added measures,
which includes companies with sales-based value added
disclosures as well as some with production-based ones. The
combination of production-based output with gross value
added complies with the model proposed in Italy by the GBS.
The analysis of the UK disclosures gave a surprising result.
In 83 % of the reports it is not clear how the company treats
the depreciation/amortization. The rest, in contrast to the
Anglo-Saxon tradition, uses net value added.

Connected with the usage of the different terms/ex-
pressions used in value added disclosures (see Panel B in
Table 5) it must be noted that companies do not use terms
that are conceptually related with the particular models.
Taking a closer look at the disclosures reveals that the

2 Tt is worth noting that the number of sales-based VA occurrences
does not comply with the number of net-based ones because in some
cases it was not possible to determine the output measure or to assess
how depreciation/amortization have been treated.
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terms used do not necessarily comply with the models and
presentation formats applied.

In addition to this terminological and conceptual clutter,
very often the numbers provided cannot be traced back to
the statement of profit or loss in the corresponding annual
reports. As Table 5 Panel C reveals, we were only able to
retrace the value added calculation to the statement of
profit or loss for three German companies. For most of the
companies only some of the value added components dis-
closed could be aligned to figures in the related statement
of profit or loss. The rate of non-alignment with the profit
or loss statement was the highest among the UK companies
with 33 %. We argue that if value added disclosures pro-
vide neither explanations for the content and the mea-
surement of the components of the calculation, nor a
reconciliation to the figures included in the other financial
statements, the information value, if there is any, is very
low, due to a lack of verifiability of the figures disclosed.

Discussion

We did our empirical analysis to determine if value added
information presented in published CSR reports is useful
and informative to assess the distributional fairness of these
companies with regards to their wealth created. In part 3
we argued that consistence, comparability and verifiability
are characteristics that determine the quality and therefore
understandability and usefulness of the information dis-
closed. We find that relatively few companies provide
value added information in their CSR reports in Germany
and the UK. This fact is particularly intriguing because
EVG&D is a core GRI indicator that should be presented
‘unless [it is] deemed not material on the basis of the
Reporting Principles’ (GRI 2011a, p. 7). It is hardly com-
prehensible that this could be the case for the sample
companies that are mainly large and publicly traded. This
result also contrasts with the fact that all the sample
countries have a long tradition of dealing with value added
information in corporate reporting. This finding aligns with
our arguments that companies may not want to give
information on value added and thus the (in)equality of
distributions between stakeholders.

In terms of qualitative characteristics, in particular
consistency, comparability and reliability, we find that
there is considerable variety in the application of value
added models and the reporting practice observed. In this
respect, our findings are similar to studies in the literature
over the last 40 years. However, it seems that the diver-
gence of models used within one country is even larger
than before (e.g. McLeay 1983), despite existence of
country-specific models of value added and international
guidance in this regard by the GRI. Furthermore, we find
that a multitude of different communication types and tools
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are used by the sample companies, which range from the
less detailed value added figures to the more voluminous
VASs with distribution charts and verbal descriptions of
the calculation method. In addition, the detail of the
information provided and the issues disclosed vary con-
siderably between companies and within and between
countries. Also, value added information is often not pro-
vided in a conceptually sound manner. While the first
shortcomings impact the comparability and reliability of
the information provided, the later harm the relevance of
the information, because this characteristic is strongly
linked to the application of clear and generally agreed on
concepts of calculation and presentation.

In terms of the verifiability (and therefore credibility) of
the information presented, we find that this is impaired by
the fact that the figures disclosed in the VAS cannot easily
be reconciled with the figures disclosed in the financial
statements, in particular the statement of profit or loss. In
addition the quantitative components of the items included
in calculating value added are seldom explicitly presented.
This is while a considerable number of reports were GRI-
checked and/or had third party assurance and the majority
had A- or B-level GRI compliance.

Our analysis of the value added information provided by
companies in our sample shows that this information is not
provided in a consistent, comparable and verifiable manner
which raises questions with regards to the usefulness of the
information for any purpose, but particularly for the pur-
pose of revealing (in)equality of distributions among
stakeholders.

Conclusions

We set out to determine whether value added information
reported is useful for different stakeholders to assess the
distributional fairness of the economic wealth distributions
among stakeholders and can therefore contribute to the
discussion about income equality as an aspect of the
societal role of companies. From the literature we deter-
mined that value added and its computation in a VAS
provides an appropriate basis for assessing the distribu-
tional (in)equality of the value distributions made by a
company. Subsequently we argued that the usefulness of
value added information provided in CSR reports depend
on whether the qualitative characteristics of consistency,
verifiability, comparability and understandability of infor-
mation are met. Our results show that the value added
information disclosed in sustainability reports are much
more limited than what we expected and argued for based
on its relevance. Furthermore, the value added information
disclosed lacks conceptual conciseness and clearness,
verifiability, comparability and therefore usefulness. Our
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results therefore suggest several obfuscating techniques in
the disclosure of value added information, these are: not
disclosing; disclosing information that is conceptually
compromised (i.e. does not fit into the proposed model or
comply with the relevant GRI guideline) resulting in
comparability issues; disclosing information in different
formats resulting in disclosures that are not consistent and
comparable and disclosing information that can’t be veri-
fied by reconciling back to the (audited) income statement
for the year. We observe this despite the long history of
value added, the fact that there is now a clear GRI defi-
nition for the measure, high GRI application levels repor-
ted, and a considerable number of reports assured by
external institutions and/or checked by the GRI.

The divergence of the models and formats applied is
considerable and the explanations of the disclosed infor-
mation so limited that in most cases the qualitative char-
acteristics investigated are not met and therefore the
usefulness of the value added disclosures must be ques-
tioned following the Talbot and Boiral (2016) and Sullivan
and Gouldson (2012) arguments. This result is intriguing
against the background that value added appears to be an
adequate and conceptually sound economic and social
performance measure that fits well within the concept of
social responsibility and sustainability and the compelling
argument of relevance that stakeholders could use value
added information to make assessments about the distri-
butional fairness of the corporate approach to wealth dis-
tribution (see for example, Matten and Crane 2005; Carroll
1998; Shaoul 1998; Cahan and Van Staden 2009). In the
light of these arguments, we suggest that there is an ethical
and moral aspect to revealing the distribution of the value
added among stakeholders in a consistent, verifiable,
comparable and understandable manner. According to our
findings it seems that companies are either reluctant to
provide value added information in this manner or delib-
erately use value added disclosures to obfuscate. Infor-
mation reflecting distributional fairness is therefore
compromised.

Comparable, verifiable and understandable information
about the wealth distribution within a company is relevant
for all stakeholders to assess the distributional fairness as a
material aspect of the societal role of companies. Value
added (or EVG&D, or something similar) should be an
indicator that is required in all CSR reports. The link with
the macro-economic calculation highlights the societal
component of the micro economic income distribution
practice of a particular company and would therefore help
to assess the distributional fairness of income distributions
at a national societal context. This type of disclosure would
be useful for the debate on fairness and equality as sug-
gested by Hazelton and Tweedy (2015) and Piketty (2014).
However, at this stage, value added disclosures in CSR

reports seem to be more an obfuscation than useful cor-
porate transparency of the economic and societal wealth
(distribution) function of companies.

Implications for Practice and Policy

Generalizing the results of our study by relating it to sus-
tainability reporting according to the GRI framework pro-
vides evidence that helps to evaluate the authority of the
GRI and the resulting compliance level. There is only a
limited number of empirical studies addressing the appli-
cation of the GRI and the relevance, reliability and/or
comparability of the resulting reports. Our results suggest
that while the GRI guidelines are widely accepted in gen-
eral, the level of compliance with particular definitions of
indicators (in our case the EVG&D) seems to be low across
and also within countries. This lack of compliance, com-
parability, and verifiability (and thus information useful-
ness) of the data provided, due to a lack of enforceability,
has a strong mitigating effect on the GRIs guidelines and
the reputation of sustainability reporting in general. This
was also found in other studies (e.g. Talbot and Boiral
2016; Boiral and Henri 2015; Leong et al. 2014; Mudd
2008).

Furthermore, high-stated levels of compliance with the
GRI guidelines (self-declared or third party checked) and
independent assurance do not necessarily reflect that a
report complies with all or the most substantive disclosure
rules and/or definitions of indicators in the GRI guidelines,
and/or that the report provides a sufficient level of sup-
plementary information to overcome this deficiency. These
considerations have a high current relevance for large
European public interest entities (PIEs) and the users of
their reports, because, due to the EU Directive (2014/95/
EU), they will be legally required to present CSR indica-
tors to a larger extent in their corporate reports. In this
directive the EU regulator does not give any detailed
guidance on which indicators should be presented and how
they should be calculated. Instead, it refers to the guideli-
nes of the GRI and other organizations (EU 2014, para. 9).
According to the findings of our study, it is questionable
whether such an unspecified expansion of reporting
requirements is able to lead to the intended enhancement of
the usefulness of corporate disclosure with regard to sus-
tainability matters for the stakeholders.

Implications for Research

Our findings suggest the following venues of further
research. On the one hand normative considerations on
how the situation could be changed to a more satisfying
one could be developed. Here, apart from enforcement, the
following considerations seem to be fruitful. First of all,

@ Springer



778

A. Haller et al.

academia has to (re)investigate more intensively the con-
cept of value added and develop further conceptual and
normative arguments for it to be a social and economic
indicator. Besides other aspects, the relevance of distribu-
tional fairness for social stability, for the motivation of
employees, for the relationship with trade unions and the
overall reputation of an entity needs to be researched in
order to reveal the importance of the distribution aspect and
related information of value added. In addition, the level of
compliance could be raised by developing conceptually
sound authoritative and binding norms that define the
required measures clearly, so that they can also easily be
enforced and assured (as Owen et al 2000 have already
argued). On the other hand empirical studies (archival or
by questionnaires or surveys) could be carried out in order
to find out what might be the reasons for the unsatisfying
current reporting status quo with regard to the application
of the GRI guidelines in general and/or of the first eco-
nomic indicator EVG&D in particular. Another strand
could be the investigation of whether assurance services
provided on CSR reports increase the quality of informa-
tion provided, which could foster an enforcement
argument.

To improve the usefulness of the information on distri-
butional fairness, a clearly defined model of value added
calculation that meets the information needs of the stake-
holders in an optimized way and therefore raises the use-
fulness of the value added figures presented should be
developed. In this respect one attempt was recently made
with regards to value added information in Integrated
Reports (see Haller and Van Staden 2014). However, this
attempt is still too general and needs further specification.
In particular it seems to be worthwhile to link the mea-
surement and definition of the corporate value added

calculation with one that is uniformly applied on an
international basis in macroeconomics (i.e. the economic
model described in part 4.1). This would on the one hand
more effectively represent the (macro) economic role of a
company and its contribution to society, and on the other
hand provide additional information that is not included in
the financial statements, particularly on the distribution of
the value added between stakeholders.

As already pointed out, our findings confirm the results
of other studies with regard to the lack of compliance with
the GRI guidelines. However, there are also published
sustainability reports that do not use the GRI guidelines. It
would be interesting to investigate these reports with
regard to our qualitative characteristics in general and to
the value added (distribution) disclosures in particular and
compare the findings with those from the GRI reports. This
could for example show whether the GRI guidance results
in at least some measures of higher quality information
than if other norms are used.

Acknowledgments We would like to thank participants and com-
mentators at the Asia Pacific Interdisciplinary Research in Account-
ing (APIRA) conference in Kobe 2013, the Center for Social and
Environmental Accounting Research Australasian (ACSEAR) con-
ference in Hamilton 2013, the Annual European Accounting Asso-
ciation (EAA) conference in Talin 2014, and the International
Association for Accounting Education and Research (IAAER) Con-
ference in Florence in 2014, as well as seminar participants at Deakin
University and the University of South Australia for their useful
comments.

Appendix

See Table 6.

Table 6 Selection of empirical studies on the publication and characteristics of value added statements

Author Country Sample

Object Results

Rutherford UK
(1980)

190 UK ‘The Times 1000

Gray and UK 455 Publicly traded companies (‘The

Maunders Times 1000’)
(1980)

McLeay 18 200 Major publicly traded companies
(1983) Countries

Tonkin World 65 North American 100 European 35 other
(1989) survey countries

Annual reports
1975-1978

Sales-based, gross value added

Three distribution components

Different contents in subtractive/additive side
Majority present a statement, not a chart

Annual reports
1977-1978

Sales-based, gross value added
Three distribution components

Differences in the contents of subtractive/additive

side
Annual reports Country differences (e.g. UK vs Germany)
1979 Company differences
Published Different solutions

accounts 1987 Tpe majority calculate Gross value added and

exclude other income and extraordinary income.
A few companies present a value added chart
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Table 6 continued

Author Country Sample Object Results
Haller 7 All publicly traded companies: 100 Annual Report Disappearance of VAS in UK. Country
(1997) Countries German, 100 French, 100 British, 80 US, 1993 differences (Anglo-Saxon countries vs
20 Australian, 30 Singaporean, 50 Germany). Company differences (additive/
Japanese subtractive method). Relevance of VAS in
Singapore. Not relevant in the US.
ITanniello Italy 176 publicly traded companies Financial VAS is rarely part of financial statements
(2008) (1992-1993) and 193 publicly traded statements
companies (2003-2005) 1992-1993
and
2003-2005
Arangies South Companies that published a VAS between VAS 1976-2005 Value added statements in South Africa are not
et al. Africa 1976 and 2005 in SA (3415 companies in comparable
(2008) total, on average 120 per year)
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