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Abstract. The aim of the paper is to evaluate the degree of social responsibility arising from the statement of
comprehensive income prepared according to IAS/IFRS, to demonstrate whether the values obtained from prospects
and from the calculation of the indicators are sufficient to analyze the Company's performance from the perspective
of social responsibility and sustainable value or not. The European Union launched a process of harmonization — in
order to reduce the variability of accounting rules by issuing important Directives — then subsequently it moved to
the standardization process, consisting in the adoption of a single set of accounting principles to be applied
uniformly to all businesses. To achieve this last objective, the European Union adopted the IAS/IFRS developed by
the International Accounting Standards Board (IASB). The research is divided into two sections and the approach
used is mainly theoretical and qualitative. In the first part, the financial statements to be prepared according to IAS
1 and IAS 7 and, in particular, the so called statement of profit or loss and other comprehensive income for the
period are analyzed by underling the function of the same and by presenting some financial performance indicators.
Then, the research highlights that these values obtained are not useful to communicate the company's strategy in
terms of social responsibility and sustainable value. In the second part the analyses exposes the concept of social
balance as a means to interact with all the stakeholders of a firm and not only with the shareholders who are the
main recipients of the financial statements prepared according to IAS/IFRS. According to the social responsibility
view the IAS/IFRS financial statements should be accompanied by the social balance. Not considering the firm only
as a system for the production of financial/economic value but also as economic social actor which operates in a
social environment to which it belongs and with which it interacts, it becomes crucial to complete the set of financial
statements stated from IAS 1 with a social balance as well as the same IAS I contemplates.
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Introduction

The theory of business management explains how the characteristics and the evolution of the accounting
systems in each country are influenced by environmental, economic, legal, political and cultural factors
that characterize the local context (Rinaldi, 2014). In relation to this point, the UE has opted for the
introduction of a set of accounting principles to be adopted by some kinds of Member countries
companies.

In recent years the EU has launched a process of standardization and harmonization of firms’ economic
and financial communications. In particular, there have been numerous requests for accounting
uniformity in order to reduce the cost of capital, increasing the efficiency and effectiveness of markets
and reducing production’ costs and analysis of information provided by businesses (Ferraris Franceschi &
Cerbioni 2004).

The application of different accounting standards in each member country has given a low degree of
comparability of financial statements of European companies, constituting, in fact, a brake on the
development of these markets (Amelio, Gavana, & Gazzola, 2014).

According to IAS 1 (revised 2007) “financial statements are a structured representation of the financial
position and financial performance of an entity. The objective of financial statements is to provide
information about the financial position, financial performance and cash flows of an entity that is useful
to a wide range of users in making economic decisions. Financial statements also show the results of the
management’s stewardship of the resources entrusted to it” (IAS 1, par. 9).
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Alongside the adoption of IAS/IFRS occurred with the EU regulation, it is important to consider the
content of the “Conceptual Framework for Financial Reporting” issued by the IASB in September 2010
and currently under revision.

This document introduces the corpus of international accounting standards but it does not represent a real
principle and it is not intended to indicate specific accounting treatments for business operations (Moretti,
2004).

As discussed, both in IAS 1/7, both in the Framework, the reference is always to the financial statements,
meaning the representation of the financial position, financial performance and cash flows of an entity
that is useful to “present and potential investors, lenders and other creditors, who use that information to
make decisions about buying, selling or holding equity or debt instruments and providing or settling loans
or other forms of credit” (OB2). These principles, then, are compulsory for the preparation of some kinds
of financial statements, but not for the preparation of social and environmental reports.

In this perspective, firms are considered only as systems for the creation of economic and financial value
for their shareholders (Gazzola & Mella, 2004). In particular, there are various financial performance
indicators that, starting from the financial statements prepared according to the IAS 1, could be calculated
to measure the economic and financial performance of a company (Gazzola & Amelio, 2014; Gazzola &
Mella, 2004).

In the research, the main purpose is to demonstrate whether the values obtained from the financial
statements prospects and, subsequently, the values obtained from the calculation of the indicators are
sufficient to analyze the company’s performance from the perspective of social responsibility and
sustainable value or not. In fact, firms are also an economic social actor which operates in a social
environment to which they belong and with which they interact.

For this reason in the second part of the research the concept of social balance is explained, as a means to
interact with all the stakeholders of a firm and not only with the shareholders who are the main recipients
of the financial statements prepared according to IAS/IFRS.

In particular, the social-environmental reporting aims to highlight the complex influences that the
company exerts on the environment and the social “fabric”, enabling various categories of stakeholders to
assess performance other than those strictly related to the generation of profit (Cardillo & Molina, 2011).

Despite the non-compulsory nature of social-environmental reporting, there is a two-way link between the
traditional accounting and social responsibility: the logic underlying the social report should be read in
relation to the national business administration principles that support the traditional accounting.

Starting from this assumption and surpassing the national level to achieve the international accounting
standards level, this research aims to understand if there is a connection between social responsibility and
IAS/IFRS. To achieve this goal, a theoretical and qualitative approach was mainly adopted.

The research is divided into two parts: In the first part the financial statements to be prepared according to
IAS 1 and IAS 7 and, in particular, the so called statement of comprehensive income are analyzed; In
particular the study underlines the function of the same and presents some financial performance
indicators. On the other hand, in the second section the concept of social balance as a means to interact
with all the stakeholders of a firm and not only with the shareholders who are the main recipients of the
financial statements prepared according to IAS/IFRS is exposed.

The “statement of profit or loss and other comprehensive income” and the financial performance

To demonstrate whether the values obtained from prospects and also the values obtained from the
calculation of the indicators are sufficient to analyze the Company's performance from the perspective of
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social responsibility and sustainable value or not, it is important to start the study by analyzing, in
particular, the second prospectus regulated by IAS 1: statement of profit or loss and other comprehensive
income for the period.

The IAS 1 provides a single document setting out the "extended" income for the period (total
comprehensive income, TCI): the name of the prospectus is “statement of profit or loss and other
comprehensive income”. There is a single result: the expanded income, which is an indicator of the
overall performance of the company (Bamber & Als, 2010).

The statement of profit or loss and other comprehensive income illustrates the financial performance and
results of operations of a company for a period of time, therefore, it includes both realized and unrealized
values (Bhamornsiri & Wiggins, 2001). The comprehensive income is the change in equity during a
period resulting from transactions and other events, other than those changes resulting from transactions
with owners in their capacity as owners (IAS 1, par. 7).

In the statement, the result is an income that includes the net income (obtained from the balance between
revenues and operating costs) and changes in value of assets that are recognized only to the equity: the
other comprehensive income - OCI (Goncharov & Hodgson, 2008; Fernandez Carro & Arana, 2010). In
this way, the performance is not only potential but it is enlarged to all the elements that meet the
definition of income and expenses.

According to the IAS 1 revised, since January 2009 and until the drafting of the statements with annual
periods closing on 30 June 2012, there were two alternatives of presentation (Van Cauwenberge & De
Beelde, 2007; Solomon & Dragomirescu, 2009):

a) a single statement of comprehensive income, that presents all items of income and expense recognised
in the period or

b) two separate statements:

- a statement displaying components of profit or loss (separate statement of comprehensive income) and

- a statement of comprehensive income that begins with profit or loss (bottom line of the separate
statement of comprehensive income) and displays the items of other comprehensive income for the
reporting period (IAS 1 par. 81).

Editors could then choose whether to present one statement, which contains both types of information, or
two separate statements.

The EU Regulation n. 475/2012 has brought some changes to IAS 1 with the aim to achieve a greater
clarity. These changes took effect from the commencement date of companies first financial year starting
on or after 1 July 2012.

First of all, the title of the section, and consequently the title of the statement, has changed from
“Statement of comprehensive income” to “statement of profit or loss and other comprehensive income”.
In addition, the following paragraphs have been added:

- par. 10A: “An entity may present a single statement of profit or loss and other comprehensive income,
with profit or loss and other comprehensive income presented in two sections. The sections shall be
presented together, with the profit or loss section presented first followed directly by the other
comprehensive income section. An entity may present the profit or loss section in a separate statement of
profit or loss. If so, the separate statement of profit or loss shall immediately precede the statement
presenting comprehensive income, which shall begin with profit or loss”.

- Par. 81A: “The statement of profit or loss and other comprehensive income (statement of comprehensive
income) shall present, in addition to the profit or loss and other comprehensive income sections:

(a) profit or loss;

(b) total other comprehensive income;

(c) comprehensive income for the period, being the total of profit or loss and other comprehensive
income.
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If an entity presents a separate statement of profit or loss it does not present the profit or loss section in
the statement presenting comprehensive income.

How is it possible to note, paragraph 10A replaces paragraph 81, which was deleted. For this reason it is
possible to say that there still exists the possibility to draft the statement by using alternately:

- a single statement of profit or loss and other comprehensive income (the so called statement of
comprehensive income) subdivided into two sections: the profit or loss section and the other
comprehensive income section; in this statement of comprehensive income it is necessary to present, in
addition to the profit or loss and other comprehensive income sections, the profit or loss, the total other
comprehensive income and the comprehensive income for the period, being the total of profit or loss and
other comprehensive income.

- two statements: a separate statement of profit or loss and a statement presenting comprehensive income;
in this case, the profit or loss section mustn’t be presented in the statement presenting comprehensive
income.

In addition, there are two options to present the OCI components (IAS 1, par. 91):

- Net of tax related effects

- Before related tax effects

In both cases it is required to disclosure the effect of tax for each component of the other comprehensive
income in the notes.

An entity shall present an analysis of expenses using a classification based on either (IAS 1, par. 99):

- the nature of expenses or

- the function of expenses within the entity,

whichever provides information that is reliable and more relevant.

Also in this case, IAS 1 gives discretion to the writer of the statement; The choice between the function of
expense method and the nature of expense method depends on historical and industry factors and the
nature of the entity. The result of the statement of comprehensive income is the comprehensive income.
The statement of comprehensive income illustrates the financial performance and results of operations of
a particular company or entity for a period of time.

The statement of comprehensive income aggregates the income statement and the other comprehensive
income (items of income and expense (including reclassification adjustments) that are not recognised in
profit or loss as required or permitted by other IFRSs).

It’s important to understand that the comprehensive income includes traditional net income and also the
effects of changes recorded in other comprehensive income (Bini, 2007). As we know the difference
between net income and comprehensive income is known as other comprehensive income. Other
comprehensive income includes items such as: changes in revaluation surplus; actuarial gains and losses
on defined benefit plans; gains and losses arising from translating the financial statements of a foreign
operation; gains and losses on remeasuring available-for-sale financial assets; the effective portion of
gains and losses on hedging instruments in a cash flow hedge.

According to IAS 1, the statement doesn’t have a rigid content in fact the person who drew it up has
broad discretion in choosing the scheme considered most appropriate for representing the operating
performance and the economic result of the period. Despite this, IAS 1 states that in addition to items
required by other IFRSs, the profit or loss section (in case of single statement) or the statement of profit
or loss (in case of two statements) shall include a set of line items (IAS 1, par. 82). In addition, the editor
can add line items, headings and subtotals if he considers that this representation is relevant to a better
understanding of the corporate balance (IAS 1, par. 85).

The statement of profit or loss and other comprehensive income for the period, together with some of the
values exposed in other statements, allows for the calculation of a suitable system of economic and
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financial ratios that translate the values produced into performance indicators in order to assess whether
or not the economic-financial objectives of the business and profit organization have been achieved
(Gazzola & Mella, 2004) from the point of view of the management and also to investigate the
convenience in making an investment from the point of view of an investor (Gazzola & Amelio, 2014). In
particular these indicators allow some categories of stakeholder (Donaldson & Preston, 1995; Pellicelli,
2002) to assess the corporation’s efficiency.

In particular, the main and most useful ratios that could be used by the stakeholders (in particular by the
shareholders) are:

- ROE (return on equity): it is calculated as the ratio between the net income and the equity.

- ROE CI (return on equity — comprehensive income): it represents the ratio between the total
comprehensive income and the net worth (equity).

In both cases, ROE measures the profitability of a company for the investor, but, while in the first case it
takes into account only the values that are under the control of the manager, in the second one the
numerator of the ratio also includes all those values that take the name of other comprehensive income
and that, as explained above, represent the changes in the value of the assets.

- EPS (earnings per shares): it is calculated as the net profits divided by daily average shares outstanding;
by this way, this indicator tells the shareholder what the profit is for every share that they own.

The use of ROE_CI as an alternative to ROE commonly calculated depends on the role that is attributed
to the other comprehensive income (and consequently the total comprehensive income) compared to net
income. In particular, it is interesting to understand whether the OCI provides additional information for
the evaluation of financial performance with respect to the simple net income or not (Gazzola & Amelio,
2013).

The “statement of profit or loss and other comprehensive income”, the financial ratios and the
social responsibility

The values contained in the statement of profit or loss and other comprehensive income and in the other
statements whose drafting is required by IAS 1, par. 10 to define the set of financial statements complete
derive only from monetary exchanges with third economies and for this reason:

- they don’t derive from non-monetary ties with the social environment (for example: employment,
pollution);

- they don’t contain ethical values;

- they don’t explicit the ability of the firm to operate compatibly with the environment.

To evaluate a company in full, namely to conduct a comprehensive assessment, it is not enough to rely
solely on the indicators above, and consequently only on the compulsory statements required by IAS 1.
To evaluate the overall impact of the firm’s activity on the community (Hill & Jones, 1992), it is
important to expand the audience of these documents to all the stakeholders and not just to the
shareholders. The companies, in fact, are not only systems for the production of value but also economic
social actors which operate in a social environment to which they belong and with which they interact,
not only through a system of monetary and financial exchanges but also through physical, human and
communication flows that produce knowledge, trust and reputation (Gazzola & Mella, 2004).

For this reason, it becomes fundamental for the companies’ success and for a better evaluation from the
stakeholders to support the corporate balance (with the statements required by IAS 1, par. 10) with a new
document, the social balance (Wilson, 1999; Cardillo & Molina, 2011; Cavicchi et al., 2003) in a
perspective of social responsibility reporting.

In recent decades the social reporting had a significant expansion; this led to the birth of numerous study
groups, who made several proposals for the preparation of social reporting documents (Orlandini, 2008;
Bandettini, 1987). In particular, it is possible to identify different paths of development in the
international arena (mainly in countries such as USA, UK, France, Germany and Italy).
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In relation to methods/documents to be used in the social responsibility reporting, the main proposals are
as follows:

- The Copenhagen Charter, a management guide to the stakeholder reporting;

- Accountability 1000 (AA1000);

- GRI (Soustainability Reporting Guidelines on Economics, Environmental and Social Performance);
- SA8000 (Social Accountability);

- CSR (Europe Voluntary Guidelines for Action on CSR Communication and Reporting);

- GBS (Social Balance drawing principles);

- Q-Res Project (Centre for Ethics Law and Economics);

- CSR SC Document (Italian Ministry of labour and social policy);

- BITC (Business in the Community);

- LBG (London Benchmarking Group);

- Business Impact.

The proposals listed above, allow us to define the essential features of the social balance but before
proceeding, it is important to define the term “social balance” starting from the general concept of
balance. The term balance can have different meanings depending on the purpose for which the document
is drawn up and the objects that have been taken into account. In fact we can have corporate balance,
extraordinary balance, consolidated balance, balance of mission, social balance, sustainability reports. the
social balance is the output of a process of social responsibility reporting and it allows to make known the
value created in the face of the social costs incurred (Di Stefano, 1990).

It often happens that the documents resulting from the reporting process are named differently, but with
similar content, or, on the contrary, that documents with the same designation present completely
different content. In relation to the names used in the operational reality, we can find in particular the
following expressions:

- social balance;

- balance of mission;

- balance of mandate;

- sustainability report;

- balance of participation;

- environmental report.

In the following pages, for a question of convenience, the term social balance will be used in a broad
sense, including in this term a wider range of documents similar to it, but not identical. In particular, we
can say that it is still difficult to clearly delineate the perimeter of the individual documents that are part
of the process of social responsibility listed above and, to avoid to go into the difficult task to highlight
the distinctive features of the same, it was decided to use primarily the term “social balance” and
consequently to use the other terms as synonyms.

The company, therefore, becomes responsible not only towards shareholders but also towards
stakeholders. In doctrine the concept of CSR (corporate social responsibility) has been developed as
opposed to the shareholder theory (Friedman, 1970) where the only goal is to generate the profit for
shareholders, i.e., to maximize the economic value of the shares: the indicators above and mainly the EPS
responds precisely to this theory.

From the perspective of CSR, it is necessary to move from shareholder theory to stakeholder theory
(Freeman, 1984) but to do this it becomes important to consider companies as social systems. In this
sense, the companies not only have to meet the interests of shareholders, but they must try to meet the
demands of the various stakeholders with whom they systematically interact; only in this way the
company will have a durable life and will create value over time (Gazzola, 2012).

Adopting social responsibility practices and therefore sustainable growth actions, leads to a reduction of
short term profit but it points the way to a long term profit that is based on solid foundations.
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Such practices, being costly for the company, could therefore lead to a reduction of net income and thus
to a worsening of ROE, ROE_CI and EPS indicators in the short term.

As regards to the long term, it is not possible to state that the financial return will grow: there are various
research on the relationship between CSR and financial performance but the results are conflicting: some
studies have reported a positive relationship (Waddock & Graves, 1997, Ziegler & al., 2007), others a
negative one (Wright & Ferris, 1997), others no relationship (McWilliams & Siegel, 2000, Schroder,
2007). When the CSR is fully integrated in companies and in organizations' operational management
practices (Horobet & Belascu, 2012), it becomes complicated to try to measure its effects separately. To
do so, it should be possible to keep all other factors constant and then measure the performance before
and after the adoption of socially responsible practices. Nevertheless, be socially responsible can
strengthen a company's reputation (Schaltegger & Figge, 2000) and, consequently, can create a long term
competitive advantage, with positive consequences for sales (Molteni, 2004) and, consequently, for the
results of the statement. The creation of social value of the company becomes a necessary condition to
maintain a healthy process of creating economic and financial value.

If the statement of profit or loss and other comprehensive income is the tool to highlight the economic
and financial values, the document to report and communicate the responsible management for
sustainable development is the social balance (Vermiglio, 2000; Rusconi, 2007).

Conclusions and implications

As previously stated, the social balance shifts the attention from the creation of economic and financial
values by the productive organization to the creation of social and environmental values by the
organization as a social agent (Gazzola & Mella, 2004).

The indicators described above are not sufficient to measure social (Kaplan & Norton, 1992) performance
(Clarkson, 1995); in order to do this, it is necessary to build some indicators calculated by using the
elements explained in the social balance; only in this way it becomes possible to assess the company’s
capacity to create social sustainable value. The problem is that these indicators are difficult to identify
(Tencati, 2002). Despite this, several authors (Schmid-Schenbein et al., 2001; Zeithaml et al., 1990;
Welford, 1996; Bailey, 1982) have identified the following indicators that may be useful for our purposes:
- The frequency of voluntary resignations;

- The absentee rate;

- The movements from one work category to another;

- The hours of internal professional training;

- The frequency of worksite incidents and professional illnesses;

- The proportion of female to total personnel;

- The indicators of safety;

- The crime rate;

- The presence of certifications approved ate the national or supranational levels.

Contextualizing these findings at the level of international accounting standards, the IAS 1, par. 14 states
that “Many entities also present, outside the financial statements, reports and statements such as
environmental reports and value added statements, particularly in industries in which environmental
factors are significant and when employees are regarded as an important user group. Reports and
statements presented outside financial statements are outside the scope of IFRSs”.

This demonstrates the increasing attention that this issue is internationally cladding. Adhering to the
thesis that includes the presentation of the social balance as a social need and not just as a choice, the
international current situation is not so good. The preparation of this document, as well as nationally, even
at international level, is not mandatory; furthermore, if the company chooses to draw up the social
balance, it is outside the scope of IFRSs and consequently it does not meet a standardized regulation that
would allow to reach a socially international comparability of social statements.
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Companies, in preparing the social balance, have, over time, improved the quality disclosures. despite
this, as already mentioned, companies continue to adopt various models of reporting, negatively affecting
the comparability and understandability of the documents that, on the contrary, exist at corporate balance
level thanks to TAS/IFRS.

The sustainability report is a free document in terms of content, however, it would be appropriate to
provide an international standard scheme (Cardillo & Molina, 2011). Only by following this path, we
could get the full understanding of the company, as well as we would achieve that goal of standardization
pursued by the EU.

On these basis, the research can be further extended by introducing quantitative methods in order to
understand the level of adoption of the social balance by companies subjected to IAS/IFRS, namely the
level of respect of par. 14 mentioned above.
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