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ABSTRACT

The most basic concept to measure the income and performance of an economic entity or even a whole
economy is the value added created by its economic activities. This concept has been discussed and used in
several countries as a useful measure for different purposes in accounting and other economic areas. Literature
refers to Germany and France as being two of the countries in the world where the idea of value added is
somehow integrated in several areas of accounting.

Theaim of thisarticleisto investigate this hypothesisin giving a comparative overview of the different uses of
the value added in various areas of accounting in Germany and France. In particular the role of value added in
financial reporting and analysis is investigated and explained. As an illustration, we present the results of an
empirical survey on the inclusion of value added data or statements in annual reports of the 100 largest
companies of the two countries.

Despite the existence of numerous convergences in Germany and France, the paper shows considerable
differences especially in the definition of the term value added and its use in different context, especialy in
financial reporting.



INTRODUCTION

Value added (\Wertschopfung, valeur ajoutée) is a measure of economic performance of an
economic entity which has afairly long history of gpplication in economics. It has been regarded as
the increase in wedth of an economic entity. Thus, it is a paticular concept of income
measurement. It hasits traditiona roots in macro-economics, epecialy regarding the caculation of
national income which is measured by the productive performance of a nationa economy and
whichis caled Nationa Product or Domestic Product. These notions represent the value added of
a nationa economy during a specific period. Other than this common use of the vaue added
concept, it has aso been discussed and practised as a useful economic and performance indicator
in different areas of economics and busness adminigiration.

The fact that it represents the result of a caculation means that the value added concept is related
very much to accounting. But in contrast to the traditiond income caculation, one of its mgor
characterigtics isthat it can be and has been used not only in one or two accounting areas but in dl
three types of sysems. nationa accounting, financid accounting and manageria accounting.

In contrast to income cdculatiion which is dways defined internationdly as revenues minus
expenses, vaue added can be defined in two ways, which shows the second crucid characterigtic
of the value added concept. This is often referred to as the "dichotomy” of value added (see for
example Lehmann 1954, p. 11; Meyer-Merz 1985, p. 446: Dormagen 1991, p. 25).

The first way to cdculate vaue added is the so-called subtractive method, which is defined as
follows":

VA=0-1.
(O = Output; | = Input)

So value added can - comparable to accounting income - aso be regarded as a net figure. It
expresses the vaue an economic entity (such as a person, a company, an industry, or an entire
national economy) adds to the goods and services it received (purchased) from other entities
through its own economic (productive, cregtive) activities.

Due to the fact that al the created wedth is dso dlocated in some way the vaue added can dso
be computed by the so-cdled additive method which represents the sum of dlocated
(digtributed) parts of the created wedth. Those parts represent primarily the remuneration of the
productive factors which have led to the wedlth crestion. So, for example, in relation to a company
the additive method of vaue added calculation is shown as follows”:

VA = RE + RG + RCP + NAP

RE = Remuneration of employees,
RG = Remuneration of government;
RCP = Remuneration of capita providers,
NAP = not appropriated income (retained earnings).




These two formulas reved the characteristic content of the value added concept which can be split
up into a performance and a socid aspect. The performance aspect is expressed by the subtractive
method and the socid aspect by the additive one.

So, vaue added information provides not only economic but socid information by identifying the
portion of output which goesto each participant of the process of a company, say its stakeholders,
e.g. labor, taxes, etc. Thus, vaue added is a much broader performance measure than net income,
because it is not focused on and biased by the viewpoint of the equity-capitad provider but it
revedls the "income of the entity" which belongs to, and has to be distributed to, all stakeholders®
Therefore the underlying " concept of the firm™ isa codition of various stakeholders.

While vaue added provides a fairly broad and smple concept, numerous vaue added definitions
are found in literature and practice, depending on its specific uses. These different definitions are
caused by specific classfications and contents or scopes of the various items of the vaue added
cdculation.

This article focuses on the comparison of conceptual and practical aspects of vaue added in
financid accounting and not on the generd discussion of the soundness and usefulness of the vaue
added concept (for this, see Haller 1997, pp. 271-421). It concentrates on the literature available
in Germany and France, athough we are aware of the literature published in other countries (see
for ingtance the mgjor UK article on the subject by Burchell, Clubb and Hopwood 1985, or the
book of Riahi-Belkaoui, 1992).

The am of this article is to examine different uses of the value added concept in the two countries
with specid emphasis on financid reporting and andyss. The results of a survey on the inclusion of
vaue added data or even value added statements in annua reports of the 100 largest companies of
each of the two countrieswill be presented to provide empirical evidence.

HISTORY OF VALUE ADDED IN GERMANY AND FRANCE

As dready mentioned the value added concept as a measure of economic wedth cregtion and
performance can be traced back to the calculation of the productive efforts of a nation
(Nerschmann 1916, p. 200; Cox 1979, p. 12). The theoretical roots of this concept is the "theory
of the economic circle" which was first developed in France by Quesnay in creating the Tableau
Economique around 1760 (Brimmerhoff 1994, p. 417). In Germany and France it was
introduced in the nationd economy datigics (Census of Production) a the beginning of this
century. In the nationad accounting context, value added has dways been used as an indicator of
the economic development of a country in comparison with other countries. Therefore the
objective to reach a high degree of internationd comparability of the figures through the
harmonization of the methods of cdculating vaue added emerged quite early (see, for example,
Nerschmann 1916).

In particular, after the second world war, the United Nations worked in depth on the devel opment
of a standardized concept of national vaue added cdculations. Its "System of Nationa Accounts,”
which had itsfirg publication in 1952 and has been the subject of improvement in severd revisons



(the last was in 1993), has been adopted by the vast mgority of nations, so that an internationdly
sandardized computation of "domestic income" has been achieved. Therefore, there are hardly
any differencesin the vaue added definition and the computation method throughout the world and
this leads to a high degree of comparahility of countries economic performance world-wide. This
comparability is very important for globa economic policies, strategies and negotiations as well as
for the effective work of indtitutions such as United Nations, OECD, International Monetary Fund,
and World Bank. Thus, in respect to Germany and France there are no differences in the vaue
added definition and caculation in the area of nationa accounting.

As will be explained below, the notion of vaue added has greater authoritetive importance in
France than in Germany. The reason for this is its being mentioned in the Plan Comptable
Général (PCG - Generd Accounting Plan). This Plan traces its origins back to the second world
war. At that time the German accounting philosophy was very much oriented to serve many more
national economic objectives than those related solely to investors or creditors. In the years of
German occupation, this orientation was forced upon the French economy through the Plan.

German accounting philosophy at that time was characterised by the objective that accounting
should provide tools to measure and control the efficient use of economic factors and to increase
micro-economic and macro-economic productivity. The idea was that an increase in productivity
at the shop floor level increases the productivity at the firm level and - aggregated over the whole
economy - the productivity of the nationd economy, which was regarded as the ultimate economic
objective.

Thus, accounting should help to improve the nationa economy by providing information which was
conddered as important to control the whole economy. The 1930s and the 1940s congtitute the
period in which the concept of vaue added was discussed the most in German literature
(especidly by authors like Nicklisch and Lehmann; for example Nicklisch, 1932 & 1937,
Lehmann 1937, 1942, & 1954). As a consequence, after the second world war the importance of
deveoping an appropriate vaue added accounting system was regarded by some academics as an
essentia ad to the rebuilding of the severdly damaged economy and the whole socia environment

of Germany.

Since France, in politicd and socid respects, has aways been a very centralized nation, the
"accounting heritage’ of the German occupiers was regarded as very useful for the French
economy and therefore the accounting plan (improved and revised) was implemented in the French
post-war economy. Since those days, the Generd Accounting Plan (PCG) has been the corner of
French accounting regulations. Following from this higtorical background it is very understandable
that the PCG, which was last revised in 1982, has been developed with the intention that
corporate accounting should meet three objectives, which are (see Lagrange and Saint-Ferdinand
1990, p. 38):

- provide important information and data for nationa economic Statistics and policy,

- provide useful information and data for the stakeholder groups of a company, and

- provide useful information and data for the management of the company to take appropriate
decisons.



In this "three-dimengona-perspective’ of accounting the concept of value added is an essentid
notion, because it is the only performance measure which can be used sensbly in dl three
accounting systems. Therefore, politicd and economicd ingtitutions, particularly in France, have
regarded value added as one of the most important figuresin accounting.

In Germany, from the beginning of the 1950s the academic and practica interest in value added
accounting decreased very much. Perhaps this was mainly for political reasons because in those
days dl sections of society tried to get rid of the heritage of the "Dritte Reich." Additiondly the
economic and culturd influence of America was very strong. Vaue added had a renaissance in the
1970s and the beginning of the 1980s when discussion of the socid responghility of a company
and - linked to that - the term "socid accounting” became quite popular in academia and in
practice (the same "fashion” could be recognized dso in other countries, such as France, Gresat
Britain and, to a smdler extent the USA). From the 1980s onwards value added has emerged
from time to time in academic accounting discussons in different areas but has never obtained a
ganding such asit hasin France.

GENERAL OVERVIEW OF THE USESOF THE VALUE ADDED CONCEPT IN
ACCOUNTING

Againg this historica and theoretical background of the primary use of the value added concept in
nationd accounting many other uses and areas of goplication have deveoped in the three
accounting systems -- nationd, financid and managerid. Especidly in financd and managerid
accounting most of the uses have only been discussed in literature and have rardly been introduced
into practice. Discussion of different applications emerged not only in Germany and France but
aso in a number of other countries. For example, the gpplication of the vaue added concept in
financid accounting has been discussed quite extensvely in Great Britain, Audtrdia, South Africa,
and the Netherlands among others, manageriad accounting references gpply particularly to Asan
countries such as Japan and Singapore (Haler 1997, pp. 203-217).

However France and Germany can be considered as having a wide range of discussed and/or
practised goplications of the value added concept. Exhibit 1 illustrates the various purposes vaue
added has been proposed or is used as economic measure in the three areas of accounting in the
two regarded countries.

INSERT EXHIBIT 1 ABOUT HERE:
DISCUSSED AND PRACTISED APPLICATION OF THE VALUE ADDED CONCEPT IN
THE THREE ACCOUNTING SYSTEMS

The actud and potentiad gpplications show clearly the double-sded nature of the value added
concept, that is to say, the performance measurement and the socid aspect. Due to its
characteristic of wedlth creation measurement the value added concept has been discussed as a
mean to edimate the productivity of economic entities through ther efficiency in the use of
productive factors such as work-force and capital (Lehmann 1954, pp. 25-29; Weber 1994, pp.
35-36). Efficiency is a crucid objective of economic behavior because it relates the amount of
output to the respective input. For this purpose vaue added is often used as the relevant output
figure.



As wedth is usudly reated to the sSze of an entity, value added is consdered as an appropriate
indicator of growth, size, and importance of an economic unit (Brunhes 1968, p. 444, Delsol
1968, p. 448; Kiting 1980). The role of a company or an industry in nationa economic
production is expressed by its vaue added. Therefore its use as an indicator of economic
concentration is also reasonably obvious (see, for example, Pohmer and Kroenlein 1970, p. 1919,
Kroenlein 1975, pp. 37-40).

The amount of added vaue related to the tota output of an economic unit dso gives indication on
the Structure of the business activities of this entity. Vertica integration illustrates how much an
entity has created vaue on its own through its operating activities (Lehmann 1954, p. 24; Matje
1994).

In considering the socia aspect of the value added concept it has been discussed in Germany asa
bads for computing a company's income tax duty or its contributions to the socid security system
(Wissenschaftlicher Beirat beim Bundesministerium der Finanzen 1982; Rirup 1987; Mannd
1988; Weber 1994, p. 44). Additiondly, corporate reporting of added vaue during a period and
its cdculation in the annud report has been regarded as useful information for the employees in
paticular and is therefore an instrument of socid reporting.*

It was in the 1970s, when in Germany and France like for example in the United Kingdom the
discussion on "socia reporting” became very popular, due to the congderation of the socid
relations of acompany and therole it plays in society. In this movement, the vaue added statement
was consdered as one of the centra tools to disclose information relevant to society. Not only
academics but dso specidly founded committees of industry organizations dedt with this topic and
proposed the publication of a vaue added statement (the most important in Germany were the
Arbeitskreis "‘Das Unternehmen in der Gesellschaft' im Betriebswirtschaftlichen Ausschul3
des Verbandes der Chemischen Industrie e.V. - 1975, and the Arbeitskreis “Sozalbilanz-
Praxis, 1978).

According to the proposas of those indtitutions the value added statement should be a minor
restructuring of the income statement and should show the caculation and appropriation of the
value added of acompany.

In the 1970s there was an increasing number of companies who disclosed vaue added statements
in their annual reports (Schneider 1985, p. 180). However the publication practice was very often
criticized by academics and especidly by trade unions, because of the lack of rdevant and
comparable information and the chosen classfications of the statements (Scheibe-Lange 1978;
Kller 1983; Scheider 1985, p. 184).

Due to the conflicting potentid of the value added alocation, the discusson of the calculation of
vaue added and the design of vaue added statements has aways been regarded as a hot
"political" issue. Thus, the arguments have had quite often more politicd than conceptud
judtifications. This might be the reason why academic interest in vaue added accounting has
declined in the 1980s until today.



Because of the performance aspect of the "value added” notion it is quite reasonable - as has been
argued in literature - to use this measure as a basis for employees incentive schemes (profit
sharing). In France this idea has even led to the incorporation of the value added concept in the
legd formula.on minimum employess profit sharing.”

In Germany there is neither a legd requirement on employee paticipation nor - logicdly - a
specific definition of vaue added in this respect. Profit participation varies greatly between German
companies. Although the use of value added as a basis for the participation of employees in the
performance of a company has been discussed since the 1930s,° the incentive schemes which are
currently used in practice are primarily based on financia accounting income and not on vaue
added. However, the German trade unions favor the increase in gross vaue added as a measure
for potential increases in salaries (Ehrenberg, 1992, pp. 200-207; Hujer and Lob 1992, pp. 208-
253).

In the following text, the definitions and uses of the vaue added concept in financid accounting is
regarded and explained in more detail.

DEFINITIONSOF VALUE ADDED IN FINANCIAL ACCOUNTING

In Germany, there is no promulgated accounting standard or requirement which dedls somehow
with or even mentions the notion Wertschopfung (vaue added). In France, by contrast, "vaue
added" is quoted as aterm and as an accounting measure in the Plan Comptable Général.

Probably both the best known definition and the most used currently in France is contained in a
table anadysing the income statement cdled the tableau des soldes intermédiaires de gestion
(table of intermediate results)”. This table is directly related to the income statement presented by
nature, which means that the expenses are classfied by their type, i.e. purchases of raw materids,
externd charges, taxes, saaries and socia charges, financid expenses...) which is imposed for
individua company financia statements (see exhibit 2).2

INSERT EXHIBIT 2 ABOUT HERE:
VERTICAL PRESENTATION OF INCOME STATEMENT BY NATURE OF EXPENSES
(FRANCE)

The Generd Accounting Plan defines value added (see an example in exhibit 3) as the difference
between totad production for the period, to which is added the "commercid” margin (gross margin)
on merchandise sales, and the consumption of goods and services supplied by third parties for that
production (see Consell nationa de la comptabilité 1986, p. 11.98). This method is known as the
subtractive method, as explained before.

INSERT ABOUT HERE EXHIBIT 3:
COMPUTATION OF VALUE ADDED IN FRANCE - SUBTRACTIVE METHOD

The Generd Accounting Plan does not mention the calculation of value added by the additive
method nor its digtribution. Neverthdess French accounting literature dedls aso with the additive



method of value added calculation. The broadly accepted table in France to caculate vaue added
using the additive method is presented in exhibit 4 (X 1986, pp. 44-50).

INSERT ABOUT HERE EXHIBIT 4:
COMPUTATION OF VALUE ADDED IN FRANCE - ADDITIVE METHOD

This method is known as "additive" because it mainly adds back to the net income dl the expenses
which have not been included in the subtractive method because they represent distributions to
stakeholders. The term "additive’ is, however, not totaly correct because one should deduct the
revenues, which result from a company's non-operating activities, not included in the subtractive
computetion.

These expenses (less the corresponding revenues), eg. financial expenses less financid revenues,
gand for the remuneration of the various factors of production. Thus, we find that vaue added
equals "cost added” plus net income. "Cogt added”, a specific French term, means al costs of a
company other than those related to the consumption of goods and services acquired from third
parties (as such included in the subtractive method). As exhibit 4 revedls the mgor items of "cost
added" are wages and sdaries, financial expenses, taxes and depreciation.

Thus, typicdly, the additive table is structured according to the different stakeholder groups. The
digribution of value added is usudly represented as shown in exhibit 5, which is particularly
characterized by its differentiation between "cost added" and "income".

INSERT ABOUT HERE EXHIBIT 5:
DISTRIBUTION OF VALUE ADDED

THE USE OF VALUE ADDED IN FINANCIAL STATEMENTSANALYS'S
ThePrinciples
France

There is along tradition of the use of vaue added as a toal for andysng financid Satements in
France, because of the strong influence of the Banque de France and its Centrale de Bilans. It
should be noted that the Centrale de Bilans was created by the Banque de France in 1968 with
the objective to supply in an sophigticated form the information which it is possble to draw out
from financid datements of a large sample of French companies. Even when the "intermediate
results’ are not presented by a company, it is nevertheless possible to caculate the value added
because of the standardized presentation of the income statement in the individua company
accounts. This explains why the Banque de France was able to develop its very standardized
andyticd indruments.

Although there exigs a gandard definition given in the Genera Accounting Plan, the Banque de
France and French financiad andysts are used to "restate’ the definition in order to adapt it to their
needs.



Germany

Due to the fact that a comparable andyticad system to the andlyses of the Centrale des Bilans is
missing in Germany, the analysis of vaue added (Wertschopfungsanalyse) is not as popular asin
France but is nevertheless quite often carried out by professond andyds. The correctness of the
computation of the vaue added of a company by an external andyst depends on the format of the
published income statement. German accounting standards alow companies to choose in thar
sngle company (in contrast to France) as well as consolidated accounts ether the "total cost
format" (presentation by nature’) or the "cost of sales format" (presentation by function).

Because of the increesng number of German companies (especidly large multinationds) which
switch from the traditiond German "tota cost format™ to the universally more popular "cost of sdes
format", the vaue added andys's is becoming more and more difficult for financid andysts™
Nevertheless there are aso propositions of how to compute value added based on a "'cost of saes
format" income statement. The soundness of this caculation depends very much on the information
which is disclosed by the company in the notes (see Kiting and Weber 1994, pp. 316-318;
Weber 1994, pp. 30-32).

There is no sandardized verson of the Wertschopfungsdefinition (vadue added definition) in
Germany. Most of the andysts adapt the definition to the andytica purpose they would like to
achieve. Neverthdess, some generd characterigtics of the value added definition which is used for
financia analysis can be recognized as follows (Coenenberg 1994, pp. 620-625; Weber 1994,
pp. 17-32).

- production is the key figure of outpui;

- al revenues (other than income from investments and interests) are regarded as vaue added
from operations,

- depreciation isregarded as input; that means that a net vaue added is calculated;

- vaue added from operating activities, from non-operating activities and from extraordinary
events are separated;

- there are no adjustments for indirect taxes, subsidies, leases and cogts of externd personnd;

- value added appropriation is spread between:

- share to employees (Arbeitsertrage)
- government's share (Gemeinertrége)
- creditors share (Fremdkapital ertrage)
- investors share (Eigenkapitalertrage).

The generd am of the vaue added cdculation by externd anadyds in Germany is to compute
gppropriate ratios and to investigate their development over the years or compare them with other
companies. The most common ratios are related to the performance, productivity and structura
andysis, and to the analysis of the digtribution (appropriation) of value added.

Externd andydts are not done in usng the value added figure for anadytica purposes, companies
a0 do s0 in comparing ther ratios with the ratios of their mgor competitors. Among the key
benchmarking criteria are the different productivity levels of the companies. Since value added



based productivity ratios are regarded as the most useful, companies try to estimate the vaue
added of their competitors.

Comparison Germany - France

Although the basic definition of value added seems to be smilar between Germany and France,
severd condderable differences gppear while studying the detailed definitions of the output and
input components of the vaue added figure which is usudly used in financid statement andysisin
both countries. These differences are highlighted in exhibit 6.

INSERT ABOUT HERE EXHIBIT 6:
DIFFERENCES IN COMPUTATION OF VALUE ADDED IN GERMANY AND FRANCE

Ratios

Not the value added by itself but more particularly ratios which put value added in relation to other
items are regarded as useful indicators and anaytica insruments. Dueto its "officid” definition and
its use as afinancid gatement andyd's insrument by the Banque de France, there is in France a
much larger variety of ratios, based on vaue added, than in Germany. While the key retios for
financid statements andlyds are dmost comparable between Germany and France, the results can
hardly be compared because of the above mentioned differences in the gpplied vaue added
definitions (see exhibit 6).

The exhibit 7 shows a summary of the most common ratios which are used in practice in Germany
and France. Some information relating the ratios is given in the following. ™

INSERT EXHIBIT 7 ABOUT HERE:
SUMMARY OF RATIOS USED IN GERMANY AND FRANCE

Company Structure Analysis
Ratios of vertical integration
Vaue added/Sales (in %) or Vaue added/Production *# (in %)

Theoreticdly, this relation can vary between 0 and 1. As shown in exhibit 10, a ratio close to 1
indicates that the company is highly integrated and in consequence rarely cdls upon third parties. In
our example, company A is much more integrated than company B which does not add a lot of
vaue through its operations because it uses a maximum of outsde services. Conversdly, the ratios
will be close to zero for a company sub-contracting most of its production. In addition to serving
as an indicator of integration thisratio is used for measuring the economic efficiency of a company,
that is, its capacity to valorise the factors of production (labour and capital).

INSERT EXHIBIT 8 ABOUT HERE:
VERTICAL INTEGRATION




Ratios of economic structure

These ratios are used to evauate parts of the different factors in production. They represent the
relative intendty of different productive factors of a company. It becomes obvious on which of the
factors a company depends the most.

Wages and salaries/VValue added (in %) Factor: L abour
Depreciation/Vaue added (in %) Factor: Investments
Profits/VValue added (in %) Factor: Capital and Management

Ratios of productivity

The following ratios are used to measure the efficiency with which the internd production factors
are used. They represent the productivity effort of the company.

V alue added/Number of employees Productivity of Labour

V alue added/Production investments (in %) Productivity of Capital

In Germany the ratios "Vaue added/total of labour hours' or "Vaue added/Personnd cost" are
aso used as figures to measure labour productivity. Furthermore, "Vaue added/Tota of machine
hours' as wel as "Vaue added/Depreciation” are used to measure productivity of capita
employed.

To take into account the mutua influence and substitution of the two productive factors, labour and
capita, the gpplication of a "total productivity retio” (Totaler Wertschépfungs. Quotient) has
become more popular during the last years. It is defined as follows':

((Vaue added/Capital employed) x (Vaue added/Number of employees))¥/2
Thisisaratio to evauate the joint productivity of capita employed and the workforce.
Development of the Company
Ratio of development of value added calculated over several years

Variaion of vaue added/Vaue added (in %)
Looked at over a spread of severa years, to smooth out the effect of changes in the economic
environment, this ratio becomes a good indicator of the company's development. It shows the
growth in value added. In France, this growth may be cdculated on deflated vaues in order to
obtain a growth rate in congtant money terms rather than in current currency. This ratio is not
common in German financid statement andysis.

Value added distribution

The vaue added digtribution retios (see exhibit 7) describing the digtribution portion of vaue
added to each of the mgor stakeholders are very common in Germany. They show how much of
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the value added has been digtributed to employees, creditors, investors and the government as
income and how much has been kept undistributed in the company. Those ratios tend to provoke
discussions about the fairness of the gpportionment of the wealth created through the operations of
a company. They were one mgjor reason for the emergence of the vaue added statement as an
ingrument of socid accounting in the 1970s.

REPORTING OF VALUE ADDED: AN EMPIRICAL SURVEY

Agang this background of the different traditiond developments and the differences in the role of
value added in financid accounting, it is of interest whether dl this has any influence on the financiad
reporting behavior of companies concerning vaue added information. Some of the mgor questions
of interest are: How many companies do disclose any vaue added informetion at al? Where in the
report and in which form are those information provided? What is the extent of disclosed
information? Do companies publish entire value added statements, where they disclose the
caculation and digtribution of the created value added? If a vaue added figure is disclosed, how is
it defined concerning the output and input components included? If the digtribution of the vaue
added is presented, how are the incomes of the different stakeholders defined? Those are the
questions we tried to answer by an empirical survey.

For this purpose we looked through the 1993 annua reports of 100 of the largest groups
(industrial, commercid and service companies) in each country.** The findings are shown in the
exhibits 9, 10 and 11.

Value added data in annual reports

INSERT HERE EXHIBIT 9:
DISCLOSURE OF VALUE ADDED DATA IN ANNUAL REPORTS

At fird glance it is most surprising that a reaively low proportion of companies in France give
vaue added information in their group reports. As a matter of fact, only 19 % compared to 26 %
in Germany provide vaue added related data It is necessary to date that the value added
information was only looked for in groups, that is to say, in their consolidated accounts, because
the consolidated financid statements are more used in financid analyss than individua company
financid statements, which are often congdered as having no financid and economic interest. Thus,
if any company gives this information in the individual company accounts, it does not figure in our
datisticd anadyss. However, it should be noted that scarcely any vaue added information was
found in individua company accounts.

Our datistics do not surprise us since as early as 1977, Barthes (1977, p.1) noted that vaue
added was largdly ignored by companies. The volume of published vaue added information in the
two countries is not overwhelming but nevertheless it is above the average disclosure rate which
can be found in other countries (see Haler 1997, pp. 253-256).

In France, mogt of the annud reports surveyed show a vaue added figure as part of a multiple-

step income statement or as a subtotal of the table of intermediate results (58%). In Germany, the
information on value added is disclosed modtly in the Genera Report (65 %), which meansin the

11




generd presentation of the year's activity made by the management, outsde the financid
datements. The context of disclosure has direct impact on whether the particular information is
audited or not. Because of its incorporation in the income statement or in the notes the rate of
audited value added data in France is much higher (90 %) than in Germany (35 %) (Note that in
both countries, as a result of the 4th EU-Directive, the data disclosed in the management report -
management discussion and andysis - has to be verified by the auditor asto its conformity with the
financid gatements).

The interpretation of vaue added as a subtota of the income statement is aso the reason for the

French lack of a vaue added statement, which is the most common way to disclose vaue added

information in Germany. There is no French group in the sample which published a complete
(consgting of two parts, the vaue added cdculation and the vaue added didribution, which
reflects the two methods of value added computation, say subtractive and additive) or even a
partia vaue added statement (conssting only of one part). In Germany al value added related

information is given through ether complete (50 %), or incomplete (50 %) vaue added statements.

Concerning the information on previous years and the disclosure of vaue added based ratios
French groups are dightly more informative than their German counterparts. The ratios disclosed

of the three French companies are Vaue Added per employee and Vaue Added per sdes.

Value added measurement and distribution

INSERT EXHIBIT 10 ABOUT HERE:
ANALY SES OF VALUE ADDED MEASUREMENT AND DISTRIBUTION

It becomes very obvious that the standardized definition of value added of the Generd Accounting
Pan has a crucid influence on the disclosure of value added information of French companies. The
pure production orientation of the French vaue added concept shows in the excluson of non-
trading revenues from vaue added, and the non-disclosure of the vaue added distribution to the
different stakeholders.

The lack of disclosed value added figuresin France can be related to the fact that traditiondly, and
aso obligatorily in the individud accounts, the income statement has the totd cost format which
means that it includes the whole production as revenues and that the expenses are structured by
nature. Despite the fact that companies in consolidated financiad statements can choose the cost of
sdles format, most of them till rely aso in these statements on the traditional total cost format™.
This explains our finding that in 76 annud reports of the 81 surveyed which do not disclose any
vaue added information, the value added figure can nevertheless be computed by externd analysts
because the necessary data can be eadly derived from the published income statements together
with the gppropriate information given in the notes.

Regarding German annud reports the survey points to a consderable variety of different definitions
and disclosure practices. The mogt griking finding is the rdatively high quantity of vaue added
gatements where the components of output and input included are not obvious to an externa
andydt, which reduces the rdiability of the disclosed information. In the survey it becomes clear
that the choice of a German company whether to define value added as production - or as sales-
oriented - is directly corrdated to the chosen format of the income statement of the particular
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company. The companies which disclose a "cost of sdes'-based income dtatement formeat
compute a sales-oriented value added and vice versa

Digribution statementsin Germany

Because of the lack of disclosure of value added distribution in France the exhibit 11 shows the
main characteristics of the digtribution section of the vaue added statements of the surveyed
German companies.

INSERT EXHIBIT 11 ABOUT HERE:
ANALYSES OF DISTRIBUTION STATEMENTS

Also, in respect of the presentation of the value added digtribution the survey shows awide variety
of practices, concerning both the definition of the remunerated groups and the items which are
included. A fairly high comparability exigsin the amount of the "income of the employees’ which is
treated by the mgority of companies as being identical to the personnd expenses disclosed in the
income statements or in the notes. Additionally the separate disclosure of the value added share of
owners of minority interests does not seem to be popular.

In totd the survey reveds a very low comparability of the published vaue added statements in
Germany which weskens the information content of those statements. The value added statements
are nothing more than restructured income statements and therefore provide very little additiona
information. Due to the vast variety of methods gpplied to value added calculation and distribution
it is not advisable to use the published vaue added statements (if there are any) for ratio analysis.

CONCLUSION

Although the academic accounting interest in vaue added as an economic performance measure is
relatively limited this paper shows that in France and Germany there has been a varied discussion
and practicad gpplication of the vaue added concept in dl areas of accounting and particularly in
financid accounting. But even in France, where it is explicitly incorporated in the Generd
Accounting Plan as a performance measure and used as an important andyticad tool by the
Bangue de France it has so far not achieved much popularity in accounting practice, like it has not
ather in Germany.

Thisfinding is quite astonishing because Germany and France are internationdly generaly regarded
as being countries in which the concept of vaue added does play a consgderable role in financia
accounting. This perception is only true in relation to the USA where vaue added is hardly known
in financid accounting practice, but can be criticized as a genera and absolute satement. The
article shows that vaue added and vaue added related ratios are one of the key figures of the
andytica sysem of the Banque de France which influences very much the financid statement
andyds practice in France. Also in Germany the caculation of vaue added ratios are quite
common as a tool to andyse published financid satements. However, the companies are quite
reluctant in disclosng value added information or even entire vaue added statements. While in
French financid reports the vaue added can usudly be cdculated due to the format of the

13




disclosed income statement, it is much harder to do so in German reports, if the company discloses
its income statement classified by function.

The andysis of the presented vaue added statements which were found in 26 % of the surveyed
German reports reveds a low level of comparability of the disclosed figures due to the differences
in the gpplied definitions and to the high ambiguity of their caculation. With this finding this article
adds an additional argument to the criticism which is sometimes expressed in Germany that the
disclosed value added statements are used by companies more for public relation purposes than
with the am to increase the amount of useful information. If the format and the content of those
datements was standardized their level of comparability would be higher and they would redly add
a good ded to the usefulness of financia reports. Because of the ambiguity of the vaue added
gatements presented by German companies which is detected in our survey it is advisable for
comparative value added ratio andlyses not to use the published vaue added statements (if there
are any) but to take the figures necessary for the specific value added calculation according to the
objective of the andysds from the primary financid satement. However, thisis only possble if the
gppropriate items to calculate the vaue added are disclosed in the income statement or as
supplementary information in the notes.

As there is evidence that value added based ratios, particularly value added based productivity
measures have considerable relevance to assess the future prospects of a company (see Hdler
1997, pp. 289-390) it is quite surprising that companies of the two surveyed countries but also
those of other countries are very reluctant to disclose value added information in an manner that it
could be compared between the companies.

As a future research, it would be interesting to discover the reasons for the neglect of the vaue
added concept in corporate accounting. One of the possible reasons could be - even in continental
Europe - the increasing predominance of the "shareholder” view (and bias) of accounting and
corporate reporting with which the stakeholder concept oriented value added basically does not
conform.

NOTES

Y ehmann, M. (1954), p. 12; Force, J. (1977), p. 12; Renshal, M. et al. (1979), p. 12; Stobbe, A. (1980), p. 108;
Meyer-Merz, A. (1985), p. 463; Jobard, J.-P./Navatte, P./Raimbourg, P. (1994), p. 392

2 Lehmann, M. (1954), p. 13; Renshall, M. et a. (1979), p. 12, Meyer-Merz, A. (1985), p. 463; X (1986), p. 45.

% That is the reason why the value added concept is a central element of the "enterprise theory" which was
developed by Suojanen 1954.

* Arbeitskreis " Das Unternehmen in der Gesellschaft" im betriebswirtschaftlichen AusschuR des Verbandes der
Chemischen Industriee.V. (1975); Reichmann and Lange 1981.

® For detailed information on this formula, see: "Dictionnaire de la comptabilité". Word "Participation des
salariés". LaVilleguerin Editions, 5th edition 1996/97.

® H. Nicklisch had the opinion that the employees should participate in the so-called "Betriebsertrag" (which
was akind of performance figure which Nicklisch defined and which is quite comparable to value added, except
that interest is not regarded as remuneration but as input) to the same extent as the equity-capital-providers,
Nicklisch 1932, p. 700.

" This table is used in connection with the "developed system" of annual accounts presentation, which is an
optional system of presentation of financial statements. To a developed balance sheet, income statement and
notes, it adds a table of intermediate results and a statement of changes in financial position (or a statement of
cash flows). As being optional, even for big companies, the table of intermediate is rarely included in annual
reports.
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8 When a company presents consolidated financial statements, it should be pointed out that, in France, this
company may opt to present the income statement by function, i.e. outlining the cost of goods sold, selling
expenses, general and administrative expenses... This presentation is similar to that used in Anglo-Saxon
accounting. On the basis of an income statement by function, the calculation of intermediate results is
extremely difficult and that of value added virtually impossible. It could be different if companies would
disclose the necessary information to restate an income statement by function to an income statement by
nature, which is aimost never the case. For instance, one should know the amount of personnel expenses
included in the cost of goods sold to restate this amount and to compute the purchases and inventory
variation (see exhibit 4).

? See above the explanations relating to the presentation by nature of expensesin France.

19 This point has been dealt with above.

" Thereis an abundant literature dealing with ratios based on value added. (For France, see, Banque de France
1988, p. 21; Cohen 1994, pp. 328-333. For Germany, see, Coenenberg 1994, p. 624, Arbeitskreis"Das
Unternehmen in der Gesellschaft" (1975), p. 164).

12 The concept of production is shown in exhibit 3. It comprises the sales plus the produced products and
services which are not sold during the period. In exhibit 4, it isrepresented by A + D.

3 Miiller-Merbach, H. (1993), p. 31.

¥ The French sample isthe same as that used in the book "L'information financiére en 1994", CCASet al., CPC,
1994. For Germany the classification of the business journal "Wirtschaftswoche", no. 52, December 24, 1993,
pp. 118-138 is used.

%5 |n our sample, 70 choose the presentation by nature of the income statement, 22 preferred the presentation
by function and 8 presented the income statement in avery synthetic way (2 items for expenses).
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EXHIBIT 1
DISCUSSED AND PRACTISED APPLICATION OF THE VALUE ADDED CONCEPT IN
THE THREE ACCOUNTING SYSTEMS

Areas National Financial Managerial
Accounting Accounting Accounting
Fields of application G F G F G F
M easurement of performanceand P P D/RP D/RP D/IRP D/IRP
productivity
M easurement of growth and size, P P D/RP D/RP D/IRP D/IRP
importance
M easurement of vertical integration p P D/RP D/RP D/RP D/RP
M easur ement of economic concentration P P - - - -
Salestax computation p P P P - -
Incometax computation D - D - -
M easur ement of social contributions D - D - -
Sacial corporatereporting - - D/RP D/RP D -
Employeesincentive schemes - - D D/P D -

Note: G = Germany; F = France; D = Discussed; P = Practiced; RP = Rarely Practiced



EXHIBIT 2
VERTICAL PRESENTATION OF INCOME STATEMENT BY NATURE OF EXPENSES (FRANCE)

Revenues

Sales of goods purchased for resale 100
Sale of own production (products and services) 110
Production held asinventory (increase or decrease) 20
Production capitalised 10
Reversal of provisions 5
Operating subsidies 30
Other operating revenues 3
Total operating revenues (A) 278
Share of profits from joint ventures 1
Financial income 85
Total financial revenues (B) 86
Exceptional income 25
Total exceptional revenues (C) 25
Total revenues (D)= (A+B + C) 339
Expenses

Purchase of goods for resale 60
Inventory movements of goods purchased for resale 12
Purchase of raw materials and other supplies 70
Inventory movements of raw materials and other supplies -8
Other purchases and external expenses 20
Taxes and similar expenses (excluding income taxes) 10
Wages and salaries 60
Depreciation and provision expenses 15
Other operating expenses 7
Total operating expenses (E) 246
Share of profits (losses) from joint ventures 2
Financial expense 40
Total financial expenses (F) 12
Exceptional expenses 22
Total exceptional expenses (G) 22
Employee profit sharing (H) 10
Incometax (I) 45
Total expenses(J)=(E+F+G+H +1) 365
Income after incometax (K) = (D) - (J) 24




EXHIBIT 3
COMPUTATION OF VALUE ADDED IN FRANCE - SUBTRACTIVE METHOD

Sales of goods purchased for resale (A) 100
Purchase of goods for resale 60
Inventory movements of goods purchased for resale 12
Acquisition cost of merchandise sold (B) 72
Commercial margin (Gross margin) (C)=(A-B) 28
Sale of own production (products and services) 110
Production held asinventory (increase or decrease) 20
Production capitalised 10
Total production for the period (D) 140
Purchase of raw materials and other supplies 70
Inventory movements of raw materials and other supplies -8
Other purchases and external expenses 20
Consumption of goods and services from third parties ® 82
Value added (F) = (C+D- 86
B

Thefigures are taken from the income statement presented in exhibit 2.

EXHIBIT 4
COMPUTATION OF VALUE ADDED IN FRANCE - ADDITIVE METHOD

Income after income tax 24

+ Taxes and similar expenses (excluding income tax) 10
+ Wages and salaries 60
+ Depreciation and provision expenses 15
- Reversal of provisions -5
+ Other operating expenses 7
+ Operating subsidies -30
+ Other operating revenues -3

+ Share of losses from joint ventures 2
- Share of gains from joint ventures -1
+ Financial expense 40
- Financial income -85
+ Exceptional expenses 22
- Exceptional income -25
+ Employee profit sharing 10

+ |[ncome taxes

= Value added 86

The figures are taken from the income statement presented in exhibit 2.




EXHIBIT 5
DISTRIBUTION OF VALUE ADDED

APPROPRIATION VALUE ADDED =
COSTSADDED +INCOME
Share of the employees | Wages and salaries + Employee profit sharing
Capital providers share | Financial expenses + Dividends
Government's share Taxes and similar expenses (excluding incometaxes) | + Income taxes
Enterprise's share | Calculated charges (Depreciation, amortization and | + Retained earnings
(investors' share) write back)
EXHIBIT 6

DIFFERENCES IN COMPUTATION OF VALUE ADDED IN GERMANY AND FRANCE

Germany France
output (revenues) almost all revenues only revenues from sales and production
input (expenses) includes depreciation excludes depreciation
input (expenses) includes indirect taxes excludesindirect taxes
input (expenses) includes | easing charges excludes |leasing charges
input (expenses) includes "bought-in-labour" excludes "bought-in-1abour"




EXHIBIT 7

SUMMARY OF RATIOS USED IN GERMANY AND FRANCE

GERMANY FRANCE
VERTICAL INTEGRATION
(Vaue added/Sales) Yes Yes
(Value added/Production) Yes Yes
ECONOMIC STRUCTURE
Wages and salaries/V al ue added No Yes
Depreciation expense/V alue added No Yes
Profits/Value added No Yes
PRODUCTIVITY
Value added/Number of employees Yes Yes
Value added/Production investments Yes No
Total productivity Yes No
DEVELOPMENT OF THE COMPANY
Variation of value added/Vaue added (in %) No Yes
DISTRIBUTION
Wages and salaries/V alue added Yes Yes
Financial charges/Vaue added Yes Yes
Taxes/Vaue added Yes Yes
Dividends/Value added Yes No
Not distributed value added/V alue added Yes Yes
Yes: usedin practice
No: not used in practice

EXHIBIT 8
VERTICAL INTEGRATION
Company A Company B

Sdles 100 100
- Consumption of goods and services from third parties -20 -90
= Vaue added 80 10
Value added/Sales 80 % 10%




EXHIBIT 9
DISCLOSURE OF VALUE ADDED DATA IN ANNUAL REPORTS

Germany France

Disclosure of value added data
- Yes 26 26 % 19 19%
- No 74 74 % 81 81 %
Context of disclosure
- Generd report 17 65 % 2 10%
- Financial statements 1 4%

- income statement 11 59 %

- notes 4 21%
- Management report 8 31 % 2 10%
Audit
- Yes: value added information as part of financial 1 4% 15 80%
statements
- Yes (agreement with the financial statements): value 8 3% 2 10%
added as information in the management report
- No: value added asinformation in general report 17 65 % 2 10%
Form
- Only verbal 1 4% 2 10%
- Graphical 10 39% 0 0%
- Calculation 15 57% 15 80 %
- As part of the financial highlights 0 0% 2 10%
Figuresof previousyears
- No previous year 10 38%
- 1 previousyear 13 50 % 14 74%
- 2 previousyears 3 16 %
- 4 previousyears 3 12% 2 10%
Disclosur e of supplementary analytical ratios
- Yes 1 4% 3 16 %
- No 25 96 % 16 84 %
Presentation of thedatain a value added statement
Yes:
- Complete value added statement 13 50 % 0 0%
- Incomplete value added statement 13 50 % 0 0%
No 0 0% 19 100 %




EXHIBIT 10
ANALY SES OF VALUE ADDED MEASUREMENT AND DISTRIBUTION

Germany France
Basis of output measurement
- Production 1 42% 19 100 %
- Sales 7 27% 0 0%
- Not clear 8 31% 0 0%
Inclusion of trading non income (e.g.) financial
revenuesand " other revenues')
- Yes 13 50 % 0 0%
- No 4 16 % 19 100 %
- Not clear 9 34 % 0 0%
Treatment of depreciation as part of input
- Yes 17 65 % 0 0%
- No 1 4% 19 100 %
- Not clear 5 20% 0 0%
- Gross and net value added disclosed 3 11%
Presentation of the distribution
- Yes 16 62 % 0 0%
- No (or incompl ete) 10 38 % 19 100 %
EXHIBIT 11
ANALY SES OF DISTRIBUTION STATEMENTS IN GERMANY
Structure of the format
6 groups: employees, government, shareholders, minority interests, company, lenders 4 15%
5 groups: employees, government, shareholders, company, lenders 9 35 %
4 groups:. personnel expenses, interests, taxes, net income 8 31%
3 groups: taxes and interests, net income, personnel expenses 4 15%
* Not clear 1 4%
Substructurein groups
- Yes 6 23%
- No 20 7%
Scope of incometo employees
- Identical to personnel expenses 20 7%
- Not clear 6 23%
Scope of gover nment'sincome
- Only corporation taxes 8 31%
- Corporation taxes plus other taxes 10 38%
- Not clear 8 31%
Explicit disclosure of minority interests
- Yes 5 20%
- No 21 80 %
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