
valuation. Ascribing a monetary amount to 
an asset or a liability. The valuation may 
be an historical one or a current one (see 
CURRENT CASH EQUIVALENT; HISTORICAL COST 

ACCOUNTING; VALUE TO THE BUSINESS). 

valuation adjustment. An adjustment, 
usually to an ASSET account, in order to 
allow for, or provide for, a fall in value as 
a result of, for example, DEPRECIATION or 
the possible non-payment of a debt. The 
more commonly used terms in the UK and 
the USA are, respectively, PROVISION and 
ALLOWANCE. 

value accounting. Accounting systems 
based on 'values' rather than historical 
costs. See also INFLATION ACCOUNTING. 

value added. Sales less bought in goods 
and services. Gross value added can be 
distinguished from net value added (gross 
value added less depreciation). See also 
VALUE ADDED STATEMENT; VALUE ADDED TAX. 

value added statement. A financial state
ment disclosing for aperiod how much 
value has been added (wealth created) by 
the operations of an enterprise and how 
that value has been distributed among 
employees, government, providers of capi
tal and for reinvestment in the business. 
Gross value added is equal to sales less 
bought-in goods and services; net value 
added is equal to gross value added less 
depreciation. Value added statements are 
more usual in the UK (where they were 
popularized and encouraged by the CORPO

RATE REPORT, 1975) and continental Europe 

v 
than in North America. The only entities 
that cannot in principle prepare a value 
added statement are those that do not 
seIl their output of goods and services on 
a market. 

The advantages claimed for the publica
tion of a value added statement include: (i) 
unlike a profit and loss account (of which 
technically it is merely arearrangement) 
it reflects the view that employees and 
government as weIl as shareholders and 
creditors have a stake in companies and 
all form part of a 'team'; (ii) the dissemi
nation of value added information is likely 
to improve the attitudes of employees 
towards their employing company; (iii) 
it makes easier the introduction of pro
ductivity incentive schemes for employees; 
(iv) many useful ratios (e.g. value added 
to payroll) can be derived from it; (v) it 
gives a better measure of the size and 
importance of companies; (vi) value added 
rather than profit accords with the way in 
which the national income is measured by 
economists. 

On the other hand it has been argued 
that: (i) the assumption of a 'team' of 
employees, capital providers and govern
ment ig invalid: their interests often con
flict; also, a major supplier may be more 
committed to a company than a bank 
providing an overdraft; (ii) readers of 
annual reports will be confused if told, for 
example, that value added is rising whereas 
profits are falling (which could happen if 
the value added is 'over-distributed' to the 
employees); (iii) management may incor
rectly adopt maximization of value added 
as a goal which could lead to subsidizing 
employees to make output that can only 
be sold for less than it costs to make; (iv) 
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unlike the profit and loss account, there is 
no equivalent position statement. 

There are a number of disputed areas 
in the construction of value added state
ments: (i) whether value added should be 
reported gross or net of depreciation (in 
favour of the latter it is argued that the 
wealth of a company would be maintained 
if 100 per cent of net value added were 
distributed but not if 100 per cent of gross 
value a~ded were; that, assuming accrual 
accountmg, depreciation is just as much an 
expense as other bought-in goods and ser
vices; that net value added avoids double 
counting when one enterprise seIls a fixed 
asset to another; and gross value added 
absurdly treats depreciation as part of the 
'~~am' to which value added is distributed); 
(11) what taxes should be included under 
the heading of value added distributed to 
government. For example, should both 
direct and indirect taxes be included? 
Should taxes collected (e.g. PAYE deduc
tions) be included? Should social security 
contributions be included? 

There are no laws or accounting stand
ards in the UK or the USA relating to 
value added statements. The popularity 
of value added statements appears to 
follow the economic and political environ
ment. Their publication in annual reports 
has declined in recent years in the UK 
although they are still found in employ
me nt reports - presumably because of 
the emphasis on value added rather than 
profit. 

VAT paid Net 
on inputs price 

Goods leaving 
manufacturer 0.00 10.00 

Goods leaving 
wholesaler 1.50 15.00 

Goods leaving 
retailer 2.25 20.00 

value added tax 

Value added statements should not be 
confused with value added tax. 

~al~e added tax (V AT). A multi-stage 
mdlrect tax. It is the most important 
indirect tax in the UK and most EEC 
countries but has not been adopted in 
the USA. In principle the tax is borne 
by the final consumer, as shown by the 
example below which assumes a gross 
retail price of .f23, VAT rate of 15 per 
cent and a manufacturer who extracts his 
own raw materials and pays no VAT for 
any purposes. 

The effective incidence of VA T will rest 
part1y on suppliers if demand for their 
goods falls. Not all goods in the UK bear 
VAT: some are exempt (i.e. no VAT is 
charged on outputs and no VAT can be 
reclaimed on inputs); some are zero-rated 
(i.e., no VAT is charged on outputs but 
VA T can be reclaimed on inputs). There is 
a lower tu~over limit (B6,000 in 1992-93) 
below WhlCh traders need not register for 
VA T purposes. Such traders can escape 
some compliance costs, and do not charge 
VAT on outputs, but cannot reclaim VA T 
on outputs. The administrative and com
pli?nce costs of VAT in the UK are high. 
It ~s standard accounting practice (SSAP 
5) m the UK to show turnover in financial 
statements net of VA T. 

value. for. money audit (VFM audit). An 
exammatlOn of the way in which resources 

VAT Gross VAT 
charged price paid to 

government 

1.50 11.50 1.50 

2.25 17.25 0.75 

3.00 23.00 0.75 

B.oo 



are allocated and utilized. Such an audit 
is concerned with the interrelated con
cepts of ECONOMY (acquiring resources of 
an appropriate quality for the minimum 
cost); EFFICIENCY (maximizing the amount 
of output per unit of input); and EFFECTIVE

NESS (taking account of the relationship 
between output and the objectives of 
an organization). VFM audits are more 
common in the public than in the private 
sector, since the profit criterion is lacking 
in the former. 

value in use. The valuation of an asset 
in use (e.g. net present value, replace
ment cost) as distinct from its net realiz
able value. 

value, market. See MARKET VALUE. 

value, nominal. See NOMINAL VALUE. 

value, par. See PAR VALUE. 

value to the business. A method of ASSET 

VALVATION based on the concept that the 
measure of the value of an asset depends 
on the loss suffered from being deprived 
of it. It is also known as value to the 
owner, value to the firm and deprival 
value_ It is the preferred method of the 
UK SANDILANDS REPORT and of SSAP 16. 

The value to the business of an asset is 
one of current REPLACEMENT COST (RC), 
NET REALIZABLE VALUE (NRV) and NET PRES

ENT VALVE (NPV) depending on circum
stances. The general role is that value to 
the business is the lower of RC and RECOV

ERABLE AMOUNT, the latter being defined 
as the greater of NRV and NPV. It is 
argued that an asset can never be worth 
more to a business than its RC, because if 
the business were deprived of it, it could 
acquire a duplicate at Re. On the other 
hand, some assets are not worth replacing 
and are worth either their NRV (e.g. an 
ex-fashion good in a sale) or their NPV 
(e.g. a highly specialized fixed asset: a NON

VENDIBLE DURABLE). The interrelationships 
between RC, NRV and NPV can be shown 
as in the following table: 
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Case Interrelationship Value to the 
business 

I PV > RC > NRV RC 
2 PV > NRV > RC RC 
3 NRV > PV > RC RC 
4 NRV > RC > PV RC 
5 RC > NRV > PV NRV 
6 RC > PV > NRV PV 

The value to the business concept is an 
attractive one but it can be criticized on 
a number of grounds: assets in a balance 
sheet may be valued in up to three different 
ways and the financial statements are thus 
perhaps lacking in ADDITIVITY; one of these 
ways can be NPV which is highly subjective 
(although it can be counterargued that an 
NPV is only used when it is bounded 
above by an RC and below by an NRV); 
it assumes that managers have already 
decided whether to use or exchange an 
asset; and, finally, it implicitly assumes 
that the sum of the value to the business 
of individual assets less liabilities is equal 
to the value of the business as a whole (i.e. 
there is an aggregation problem). 

value to the firm. Synonym for VALVE TO 

TIIE BUSINESS. 

value to the owner. Synonym for VALVE TO 

THE BUSINESS. 

variable. A term in an expression or 
equation that can take different numeri
cal values. Variables can be classified as 
discrete or continuous and as dependent 
or independent. 

variable cost. A cost which, unlike a FlXED 

COST, varies, or is assumed to vary, with 
some measure of capacity (e.g. direct 
labour hours). Accountants usually assume 
that variable costs are constant (and thus 
equal to MARGINAL COST) over a RELEVANT 

RANGE of production. 

variable costing. A method of costing 
(usually referred to in the UK as mar
ginal costing and in the USA by the 
equally misleading name of direct costing) 
in which fixed FACTORY OVERHEAD is treated 
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as aPERIOD COST and not as a PRODUCT 
COST, i.e. it is written off in the period 
incurred and not carried forward as part 
of the cost of stocks (inventories) to the 
extent that goods manufactured during the 
period remain unsold. Variable costing is 
not acceptable in the UK and the USA for 
external reporting where ABSORPTION COST· 
ING is prescribed. It is possible, however, 
to use variable costing internally and to 
make year-end adjustments for external 
reporting purposes. It may be combined 
with actual costs or standard costs. 

All material, labour and variable over
head variances are identical under both 
variable costing and absorption costing, 
but there is no fixed factory overhead 
volume variance under variable costing. 
If stocks increase during aperiod, vari
able costing will report more income than 
absorption costing. This arises because 
absorption costing treats that part of fixed 
factory overhead relating to unsold stocks 
as income whereas variable costing does 
not. Under variable costing, income is 
a function of sales only, whereas under 
absorption costing it is a function of both 
sales and production. 

variable cost ratio. The total VARIABLE 
COSTS divided by the total sales. 

variables sampling. In an audit context, 
sampling plans based on quantitative char
acteristics (monetary amounts) rather than 
qualitative characteristics. Contrast ATTRIB· 
UTES SAMPLING. 

variability. A quantification of the extent 
to which share prices fiuctuate. 

variable rate stock. Government stock on 
which the interest varies with short term 
interest rates. 

variance (accounting). A deviation of 
actual results from expected, budgeted 
or standard results. Variances are usu
ally labelIed favourable or unfavourable 
but should be regarded as attention 
directors rather than as answers. See 
also EFFICIENCY VARIANCE; JOINT VARIANCE; 

LABOUR VARIANCES; MATERIALS VARIANCES; 
OVERHEAD VARIANCES; PRICE VARIANCE. 

variance (statistics). The square of the 
STANDARD DEVIATION. 

V AT group. In the UK, a group of com
panies which has agreed with the Customs 
and Excise to be treated as one entity for 
purposes of VALUE ADDED TAX. 

vector. A MATRIX comprising only one row 
or one column. 

vendor placing/vendor rights. In the 
UK, the offering of shares to vendors 
in exchange for their shares in a company 
being acquired, with the understanding 
that if a vendor prefers cash the shares will 
be placed (see PLACING) with the acquirors' 
own shareholders ('vendor rights') or with 
third parties ('vendor placing') and the pro
ceeds transferred to the vendors. Vendor 
placings and vendor rights can be used as a 
means of avoiding ACQUISITION ACCOUNTING 
as prescribed under certain circumstances 
by SSAP 23. 

venn diagram. In mathematics, a diagram 
in which sets are represented by areas. 

venture capital. Capital provided for new 
and undeveloped companies especially 
those with above average expected risk 
and returns. 

verifiability. The QUALITATIVE CHARACTER· 
ISTIC of being susceptible to VERIFICATION. 

verification. An audit procedure (one of 
the SUBSTANTIVE TESTS) the aim of which 
is to ascertain by the use of appropriate 
AUDIT EVIDENCE that assets and liabilities 
are properly recorded in a balance sheet so 
far as existence, ownership and valuation 
are concerned. 

vertical equity. A tax principle supporting 
the different tax treatment of people in 
different circumstances. 

vertical form. A method of presentation 



of a financial statement in which debit and 
credit items are displayed vertically rather 
than horizontally. 

vertical integration. The control and own
ership by one organization of more than 
one stage (e.g. extraction, production, 
sales) of a product. 

very large scale integration (VLSI). The 
technology used in the manufacture of 
electronic chips each containing millions 
of components. 

virement. The use of savings on one 
subhead of public expenditure to meet 
overspending on another. The French 
word, in an accounting context, literally 
means 'transfer'. 

virus. See COMPUTER VIRUS. 

visibles. Goods (as distinct from INVIS

IBLES - services) traded intemationally as 
imports and exports. 

visual display unit (VDU). A screen on 
which the output of a computer is dis
played and which can also be used in 
conjunction with a keyboard or a light 
pen to input data. 

volatility. On a stock exchange, a measure 
of the extent to which the price of a security 
moves over aperiod of time. The greater 
the movement the greater the volatility. 

volume variances. Variances that arise 
from deviations from expected, budgeted 
or standard sales or production volume. A 
production volume variance arises under 
ABSORPTION COSTING if the normal level 
of activity assumed in the ca1culation of 
the predetermined fixed factory overhead 
rate differs from the actuallevel of activity 
(measured in, for example, direct labour 
hours). Production volume variances do 
not arise under VARIABLE COSTING or in 
relation to variable overhead. A sales 
volume variance represents the difference 
between an amount ,in a FLEXIBLE BUDGET 
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and the corresponding amount in a static 
budget, unit prices being held constant. 
In a multi-product company, the variance 
can be further analysed for each product 
into sales quantity and sales mix variances. 
The former is a measure of the actua! 
volume less the static budget volume in 
units multiplied by the budgeted average 
contribution margin per unit. The latter 
measures the impact of the deviation from 
the budgeted average contribution margin 
associated with a change in the quantity of 
a particular produCL 

voluntary arrangement. In insolvency, 
a procedure whereby ascherne, usually 
involving delayed or reduced payments 
of debts, is put forward by creditors and 
shareholders. The scheme is under the 
control of a SUPERVISOR. 

voluntary disclosure. DISCLOSURE by a busi
ness of information in financial statements 
or elsewhere without being required to do 
so by REGULATION. 

voluntary income. In relation to a chaiity, 
income received by way of donations (in 
cash or kind), legacies, collections and 
fund-raising activities. 

voluntary liquidation. See CREDITORS' VOL

UNTARY LIQUIDATION; MEMBERS' YOLUNTARY 

LIQUIDATION. 

vostro account. An account held by a 
bank on behalf of another. See also LORO 

ACCOUNT; NOSTRO ACCOUNT. 

votes on account. In the UK, monies 
granted by Parliament to carry on public 
services from 1 April of the next financial 
year until the passing of the Appropriation 
Act, which authorizes the issue of the 
amount required for the full year. 

voting right. The rights conferred on 
shareholders (or other members of a com
pany) to vote at meetings in person or by 
proxy. Usually only ordinary shares carry 
such a right although 'A' ordinary shares 
are normally non-voting. 
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voucher. A document providing evidence 
of a transaction. 

vouching. An audit procedure (one of the 
SUBSTANTIVE TESTS) the aim of which is to 
ensure that the underlying records accu
rately reftect the nature of the trans~cti~ns 
entered into. It involves the exammatlOn 
of documentary evidence to establish the 
monetary amounts at which transactions 
are recorded and that the transactions are 
properlyauthorized. 

voyage account. A profit and loss ac~ount 
not for aperiod of time but for a partIcular 

voyage of a ship. In the shipping industry, 
an account is opened for each voyage, 
debited with all expenditure, other than 
depreciation, ascribed to the voyage, and 
credited with freight and passage moneys 
earned. An accruals basis is not used for 
voyages still 'open' (in progress) at the end 
of an accounting period. 

Vredeling directive. A draft directive of 
the Ee aimed at disclosing more infor
mation to employees of larger companies 
and involving them in decision making. 
The draft directive has met with strong 
opposition. 


