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Abstract 

Author discusses the dilemma about the purpose of organizations: shareholder value or 

stakeholder value. He finds a solution regarding the value-added law and in implementation of 

value added as the main information on organization's success. A concept of surplus added-

value statement is proposed that concerns the interests of all stakeholders. 
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Problem namena organizacije kot podlage za družbeno odgovorno 

obnašanje 

Povzetek 

Avtor razpravlja o dilemi o namenu organizacij: vrednost delničarjev ali vrednost deležnikov. 

Najde rešitev glede zakona o dodani vrednosti in izvajanja dodane vrednosti kot glavnih 

informacij o uspehu organizacije. Predlagan je koncept izjave o presežni dodani vrednosti, ki 

zadeva interese vseh zainteresiranih strani. 

Ključne besede: poslovni namen, družbena odgovornost, trajnostna družba, dodana vrednost, 

trajnostna piramida, teorija deležnikov, izjava o dodani vrednosti. 

  

mailto:zivko.bergant@vsr.si


The problem of organization's purpose as a basis for its socially responsible behavior 

 

16th IRDO International Scientific Conference  
SOCIAL RESPONSIBILITY AND CURRENT CHALLENGES 2021: Challenges and opportunities of digitalisation 

for sustainable future, 10th June 2021, ONLINE 

 

2 

 

1 Introduction 

Half a century after Milton Friedman (Friedman, 1970) argued that the only responsibility of 

business is to make money for shareholders, the corporate purpose remains still a controversial 

topics (Edmans, Gosling, 2020). Obviously, there are two sides. On one side, there are the 

authors, who argue that profit is not the only purpose and that organizations should make a drift 

from profit maximization to value maximization, because of considering also the stakeholders' 

interests (e.g. Freeman et al., 2010, p. 24). On the other side, there are the authors, who still 

stubbornly defend shareholder value as a main purpose of organizations, especially in a long-

term (e.g. Edmans, Gosling, 2020). Hence, the dilemma still remains vital and unsolved. Such 

a situation diminishes the value of stakeholder theory (Bergant, 2020) and all efforts regarding 

the development of corporate social responsibility remain almost near to philanthropic 

principles (Bergant, 2020a). 

In the following, the main reason concerning the above dilemma will be presented and the 

proposal for its solution will be given as well. 

2 Some recent attempts to overcome the dilemma  

Different proposals to overcome the dilemma can be found in the literature. Some authors stem 

from the contract theory of the firm, which treats relationships between stakeholders as a kind 

of voluntary contractual relationships (e.g. Kállay, 2002). There are some other authors who 

emphasize the importance of stakeholders and their legitimate interests as a basis of stakeholder 

theory that represents a departure from the usual understanding of the business as a vehicle to 

maximize returns to owners of capital (e.g. Freeman et al., 2010, p. xv). Other authors 

emphasize the principles of corporate social responsibility (CSR) that should be regulated and 

institutionalized into normal business practice to overcome the altruistic nature of CSR (e.g. 

Hamidu et al., 2015, p. 87). 

The recent critics of Friedman's statement include Wolf, who argues that the biggest issue is 

how to create good rules for companies' behavior. He believes that large corporations should 

not take part in creating the rules of the game, because of their particular interests and financial 

power. Wolf thinks that setting the rules of a game means “a political problem of the first order” 

(Wolf, 2020a). 

Probably near to such an opinion is Papa Francesco in his Encyclical letter (Papa, 2020), where 

he criticizes a profit-based economics and does not see the property as an absolute or inviolable 

right. Therefore, he requires important changes in politics. 

In September, 2019 the Business Roundtable issued a revised statement on the purpose of a 

corporation. The new statement says that corporations have a duty to serve the interests of all 

stakeholders: customers, employees, suppliers, communities and shareholders (Business, 

2019). This statement was criticized by one part of authors, whilst the other part welcomed the 

statement (Roberts, 2019). Some of them understood the statement as a commitment to the logic 

of stakeholder capitalism (e.g. Elkington, Roberts, 2019), while the others still argue that 

Friedman was right and claims that “stakeholder capitalism“ allows the Davos crowd to 

obfuscate what counts as success for a business (e.g. Salter, 2020). 

The dilemma is obviously still alive and not solved yet. It must be confessed that the above 

mentioned statement and its recommendations have (and will have also in future) a relatively 

small effect, because they lack decisive arguments for changes in corporate behavior and 

actions. It is confirmed by Adizes, who states that critics of corporate policy that is directed to 

https://www.businessroundtable.org/business-roundtable-redefines-the-purpose-of-a-corporation-to-promote-an-economy-that-serves-all-americans
https://www.businessroundtable.org/business-roundtable-redefines-the-purpose-of-a-corporation-to-promote-an-economy-that-serves-all-americans
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shareholder's value are not able to make changes that are needed. Therefore, “new eco-political 

theories of social responsibility will remain on paper because the power structure — the 

dynamics of the economic system — has not changed” (Adizes, 2020a). He even named 

coronavirus pandemic as a missed opportunity to make strategic changes that humanity needs 

to survive (Adizes, 2020). The basis of power structure that Adizes mentioned is obviously the 

corporate law that gives the right of deciding about the profit use to the owners of capital. 

It is really astonishing that nobody mentions that this part of the law has not any economic or 

some other logic. Nevertheless, it results in the opinion, that “shareholders are the owner of the 

firm” (e.g. Henningfeld et al., p. 17). It is purely arbitrary. In this way, the problem of possible 

predomination of shareholders' interests, remains not solved. This allows a position, where self-

interested managers pursue their own interests at the expense of society and the firm's financial 

claimants (Jensen, 2002, p. 242).  

Under the pressure of corporate social responsibility arguments, almost all authors intend to 

persuade managers to consider long-term strategic objectives. To do so, different proposals are 

in discussion but they are not important for the goal of this article.1  

Numerous authors' starting point is the fact that the corporations are momently legally 

accountable only to shareholders and are strategically accountable also to stakeholders (e.g. 

Brooks, Doon, 2018, p. 17 and 247). It means also that profit formally belongs to shareholders, 

which decide about the use of it. This starting point leads nowhere because shareholders are not 

the only ones that bear the business risk. Therefore, it is not logically that shareholders have 

exclusive right to distribute profits.  

Important issue is obviously the business risk and its distribution between stakeholders. At the 

same time, it means a new starting point for discussion about organizations' purpose.  

3 A new starting point of discussion on business purpose 

For the start, using the system theory, the following statements are offered: 

1. The basic goal or the desire of human being is one’s existence, which arises from the 

instinct aimed at self-preservation, and from it, the human basic needs and interests arise. 

2. This is the reason why a person wants to ensure adequate safeness. For this purpose, 

people create various organizational systems also to get the benefits from synergies; the 

component of the operation of each organizational system is the risk. 

3. Combining people into organizational system, each person who operates within it, 

contributes to a common goal. 

4. Where the value added (in the broadest sense) is not (or no longer) the common goal of 

the participants, the organizational and socio-economic system is in the process of decay. 

5. Participants shall manage the risk in accordance with their respective interests within the 

limits of the possibilities and within the limits set by the environment. 

6. In the case of legal or contractual regulation of the mutual relations between the 

participants in the organizational system, there will inevitably be a re-allocation of risk. 

7. If the interests of the participants are adequately met (and the narrow and short-term 

interests of some individuals do not prevail), the organizational system is in balance. 

 
1 More about it in Bergant (2020). 
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8. The occurrence of a disproportion between the accepted risk and the yield attributable to 

an individual participant results in the creation of entropy forces or increases their power 

in the system. 

9. The strengthening of entropy forces threatens the sustainable development of the 

organizational system. 

10. The basic preconditions for the effective participations of stakeholders are the appropriate 

level of knowledge or competence and appropriate information system with an 

appropriate communication process involved. 

11. The inclusion of a greater number of actors in the functioning of the system (in particular 

in terms of decision-making) can be dysfunctional and inefficient; therefore, solutions are 

needed in order to use appropriate methods for their creative cooperation and effective 

monitoring system. 

12. Participants in the organizational system are responsible for ensuring the existence and 

sustainable development of the system, if its sustainable orientation is accepted jointly. 

On the basis of the above starting points, we define the general law of creating and guiding 

value added (hereinafter: value-added law). Its dictum includes two aspects: 

1. Value added is the net outcome of the organizational system in managing the risk 

inherent to the system and belonging to risk holders in proportion to their contribution 

to the functioning of the organizational system (the aspect of creating value added). 

2. The disproportionately high or disproportionately low participation of individual risk 

carriers in the value added (according to their work contribution) increases the entropy 

of the organizational system and threatens the realization of its sustainable development 

(the aspect of value-added guidance and its distribution). 

The value-added law is general because of its validation in all socio-economic systems (past, 

present and future), which are oriented towards sustainable development. The value-added law 

operates regardless of the wishes or activities of the participants and regardless of the 

normative organization of the organizational system or its environment. It is, therefore, totally 

independent of the human will that created the organizational system.  The value-added law has 

various forms of its presence in different economic and political environments and in different 

types of organization (relations between people) of associations. 

On the basis of the value-added law, the entropy of organizational systems is mainly the result 

of the imbalance between participants' contributions and their participation in value added. This 

imbalance is devastating because it works against cooperation and mutual trust, which is 

necessary in the context of interdependence (Judt, 2011, 57 and 80). 

The contribution to the functioning of the organizational system also should be understood in 

its broadest sense, i.e. in all possible forms (e.g. materialized work, such as real and monetary 

inputs, knowledge, and of course current physical and intellectual work, including guarantees 

and opportunity costs or losses of individual participants). Mulej similarly speaks about "the 

effort for the lowest entropy" (Mulej et al., 2000, 269).  

The contribution to the functioning of the organizational system (in different forms of managing 

the risk) is given by stakeholders of the organization. The participation in managing the 

corporate risk is at the same time also a criterion for the definition of stakeholder. 
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The value-added law in its own way shows the shortcomings of various theories of a firm, 

including contract theory. An attempt of improvement presents a contracting theory of 

organization that sought to take into account the interests of all stakeholders (e.g., Scott, 

O’Brien, 2019, p. 312, Kálay, 2002). This attempt has remained halfway through, as it still 

assumes profit as basic information. 

The important word in the dictum of value-added law is “net outcome” because it means the 

difference between the outcome (recognized by users or market-certified) and the estimated 

costs of operating the system, which are: basic labor costs, consumption of natural assets or the 

cost of their replacement, and costs of environmental conservation associated with the outcome.  

The basic labor costs mean only compensation for partly wasting work force (similar to the 

depreciation of fixed assets). They do not represent a newly created value, so they (in principle) 

are not a part of the value added. Basic labor costs also do not represent total wages, which 

belong to workers.  

The same approach applies to the opportunity cost of capital, which neither represent a part of 

value added nor the total participation, which belongs to owners of capital. 

The value-added law includes the equality as a fundamental ethical category, which is not only 

the result of some subjective thinking about ethics or moral norms (e.g. honesty). The ethics is 

an objectively inseparable component of the value-added law due to the interdependence of 

people in a society as a system. Therefore, there is no need any more to stress ethical principles 

as a reason for corporate social responsibility. 

The value-added law includes also the principle that the value added belongs to all those who 

bear the risk or contribute to the risk management in the organization, that is to the stakeholders. 

This means that stakeholders need to be divided to governors and non-governors in this regard.2 

Typical stakeholders that are non-governors are creditors, the state, and shareholders that are 

entitled to dividends but are inactive owners of financial capital (e.g. small shareholders). They 

bear the risk depending on organization success, but they have relatively small impact on 

business decisions or control. Similar roles belong to employees that are not co-owners and 

therefore have a small impact on business. 

It is necessary to consider that every objective has three dimensions: its setting after appropriate 

discussion (governmental and/or managerial aspect), criteria of appropriate decisions and 

performance (analytical aspect) and information that allow monitoring the achievements 

(information aspect). 

It can be illustrated for the purpose of sustainable society as shown in Figure 1. 

 
2 There are, of course, several possible classifications of stakeholders (e.g. Groenendijk, 2003, p. 57). 
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Figure 1: Sustainability triangle (source: author's research) 

 

Sustainable society on the top of the triangle is a final consensus in the society about its 

fundamental objective. Its main characteristic is that it is a horizontal goal that suits to big 

majority of society members. It is also a moving goal that follows changes in a society. 

The adopted goal requires the definition of a criterion that notes the situation in relation to the 

goal and thus provides a basis for appropriate planning, decision-making and behavior of 

members of society. The main criterion for achieving sustainability in society and identification 

of its effectiveness is social responsibility that according to its fundamental definition reflects 

in contributions of individuals and organizations of all forms and levels to the well-being of the 

whole society.3 

This second aspect shows that a criterion and a precondition for sustainable society are 

important characteristics of social responsibility. 

The third corner of the triangle means the information system that is relevant to the design and 

implementation of the strategy to achieve the objective and which shows and explains the 

deviations of the planned goals. Every information system is “a source of power” and has 

crucial role in all the decisions, activities, and the development of democratic society. It 

includes also nonfinancial information (e.g. Baumȕller, Schaffhauser, 2018). 

The main important part of such information system is accountancy. It can be seen that 

accountancy is, as a source and reflection of social responsibility, also a prerequisite for 

achieving sustainable society because of deriving and developing relevant information for 

decision-making process. The role of the head of accountancy is therefore similar to that of a 

navigator on board of a ship on the high seas. 

Each of the three aspects presented in Figure 1, represents a specific area of topics that are 

closely related to each other, but each area has its own logic and thus its own way of 

development. Each aspect has its own deeper theoretical and practical dimensions. A harmony 

among these three aspects represents an ideal of a sustainable society. Sustainability triangle 

illustrates a harmony of relationships among its angles; therefore, it is an equilateral triangle. 

This ideal position presents an ultimate objective of human activities in a long-term and should 

be continuously implemented and maintained. Activities that cause or increase a disharmony in 

the sustainability triangle can be assumed as not socially responsible. However, today, a 

harmony inside sustainability triangle is not achieved yet. It cannot be achieved without deep 

 
3 More about well-being metrics in Stiglitz at al. (2018). 
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changes in the accounting system (Gray, Bebbington, 2000, and Gray, Milne, 2002) and without 

understanding the content of sustainability triangle as well.  

The sustainability triangle can be viewed as the bottom or underside (foundation) of the 

sustainability pyramid. The top of pyramid represents the main characteristic of social society: 

social well-being, as an ultimate goal that is supported through implementing and maintaining 

the sustainability triangle.4 For individual person the top of pyramid can be the feeling of 

happiness or satisfaction. For corporations, the top of pyramid means also their purpose: to 

increase the well-being of society. 

The interior of the sustainability pyramid is subject to constant changes and entropy processes. 

All human action should be aimed at striving to use the synergies to establish and maintain 

harmony within the sustainability triangle. In this way, we would also improve the level of well-

being of society. 

Figure 1 shows that information system is important also from the social responsibility point of 

view. It has to be adapted to the main purpose of organizations. From the discussion above, it 

is clear that corporations should monitor the creation and distribution of the surplus value 

added. Such an information system has to be requisitely holistic. Therefore, a new accounting 

statement based on surplus value added (SVA), should be created. It is presented in next section. 

4. Surplus value-added statement 

In creating a surplus value-added statement (SVAS), particularly the following starting points 

should be considered: 

1. The statement should be useful for a wider circle of interested people or organizations. 

2. The statement should be useful for creating indicators and improving the organizational 

climate. 

3. The costs of products and services sold include minimum wages as an expression of the 

consumption of labor in the business. 

4. The costs of products and services sold include the opportunity cost of invested financial 

capital. 

5. The category gross SVA (with depreciation included) is not meaningful in comparing 

gross value added as a general known category, therefore it is not shown in the 

statement. 

6. The statement should show the way of creating (sources of) the surplus added value 

(SVA) and its distribution. 

7. The most important starting point for SVAS is the equality of stakeholders in 

participating in surplus value added, consistently with their contribution to risk 

management. It means that both stakeholders as non-governors and stakeholders in the 

role of governors should be included. 

For the illustration of the surplus value-added statement (SVAS) and its comparison with profit 

& loss statement (P&L) in Table 1, the following assumptions are made: 

1. There are 100 employees. 

 
4 In Christian religion, the sustainability pyramid can be compared by the doctrine of the Holy Trinity (Father, 

Son and Holy Spirit) as three persons in one Godhead. 
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2. Minimum wage per capita is 800.00 €. 

3. Total capital is 5,000,000.00 €. 

4. Opportunity cost of capital is 2.5 %. 

5. Profit tax is 15 %. 

Table 1: Income statement (P&L) comparing surplus added-value statement (in € 1,000) 
 

ITEMS P&L SAVS 

  A. GENERATING PROFIT AND SVA 
  

1 Revenues 9,100 9,100 

2 Material costs 4,900 4,900 

3 Amortization and depreciation 1,280 1,280 

4 Labor costs 1,900 
 

5 Financing costs 400 
 

6 Costs of minimal wages 
 

80 

7 Opportunity cost of equity 
 

125 

8 Profit 1,008  

9 Added value (4 + 5 + 8)  
 

3,308 

10 Surplus added value  SVA (9 — 6 — 7) 
 

3,103 
 

B. DISTRIBUTION OF PROFIT AND SVA 
  

11 Tax  151 
 

12 Net profit (8 – 11) 857 
 

13 Net profit for dividends 525 
 

14 Net profit for management awards 32 
 

15 Retained net profit 300 
 

16 SVA for financiers (interest) I   400 

17 SVA for non-active shareholders dividends   400 

18 SVA for the state (taxes) T   151 

19 SVA  for non-active stakeholders (16 + 17 + 18)   951 

20 SVA for employees    1,820 

21 SVA for management awards   32 

22 Retained SVA for employees    200 

23 Retained SVA for active shareholders    100 

24 SVA for active stakeholders (20 + 21 + 22 + 23)   2.152 

25 Surplus value added (19 + 24) = 10   3,103 
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6. Retained profit is allocated to employees and active owners in the ratio between the 

amount of rewards to active owners and the amount of salaries of other employees (the 

assumption of the agreement is one to two). 

7. For the sake of simplification, we assume that all employees are active co-governors. 

8. For the sake of simplification, we did not differentiate between gross and net amounts 

of remuneration (the difference is, in principle, the state’s participation in surplus added 

value). 

In Table 1, the surplus added value was allocated to: 

1. Non-active (non-governing) stakeholders. They carry a small part of the risk and their 

common feature is that they cannot directly influence the business decisions, but have a 

possibility to control the operations. 

2. Governing (active) stakeholders who, in addition to bearing the risk, also contribute to 

risk management. 

Table 1 shows in particular: 

1. Added value (3,308 €) is significantly higher than profit (1,008 €), as it also includes 

labor costs (1,900 €) and financing costs (400 €). 

2. Surplus added value (3,103 €) is equal to added value, reduced by minimum wages (80 

€) and capital costs (400 €). 

3. After deduction of dividends, taxes, and rewards to management, the net profit of 300 

€ remains retained. 

4. Surplus added value is allocated to non-active (€ 951) and to active stakeholders (2,152 

€). 

5. The largest portion of surplus added value is distributed to employees (1,820 €), which 

is the result of the assumption of their active participation. Otherwise, this part would 

of course be lower for the amount that would be shown among non-active stakeholders. 

6. Retained earnings belong both to employees and to active owners in the assumed 

(agreed) proportion. 

7. The surplus value-added statement is useful for creating indicators and analyzing to 

improve organizational climate. 

In accordance with the idea of the extended value added, a broader aspect of the surplus value 

added could be defined, which is important for presenting of achievements from the social 

responsibility aspect. Therefore, this part should be included in the notes to the statement of the 

surplus value added. These explanations would play a similar role as the explanations to the 

income statement. 

From the comparison between the income statement and surplus value-added statement in Table 

1 we can summarize in particular the following: 

1. SAVS (together with explanations) takes into account the equality of stakeholders in 

accordance with the added-value law and contributes to the disclosure of the corporate 

social responsibility, orientated to sustainable development. 

2. SAVS does not mean only a different view of the organization’s income statement, but 

it also shows that profit is not the basic piece of information about the operations from 



The problem of organization's purpose as a basis for its socially responsible behavior 

 

16th IRDO International Scientific Conference  
SOCIAL RESPONSIBILITY AND CURRENT CHALLENGES 2021: Challenges and opportunities of digitalisation 

for sustainable future, 10th June 2021, ONLINE 

 

10 

the social responsibility point of view, and in terms of sustainable development. Profit 

as a category in SAVS simply does not exist anymore.5 

3. SAVS takes over a leading role before the income statement. Therefore, it can no longer 

be regarded as only a complementary information to the income statement. 

4. SAVS is a useful basis for analyzing the efficiency and effectiveness of the operations, 

since the surplus added value replaces the profit as the underlying organization’s goal. 

5. SAVS is an important piece of information, especially for stakeholders of the 

organization who carry the risk of operations. 

6. SAVS can be an important piece of information for investors and business partners, 

especially in terms of long-term and stable operations. 

7. SAVS is also an important piece of information for wider public, especially in terms of 

social responsibility. In particular, information of the distribution of surplus added value 

is important. 

8. Table 1 shows the connectivity of the surplus added value with the income statement, 

which is otherwise completely unnecessary for the preparation of SAVS. 

9. This does not mean that P&L should not be prepared. It still contains (in terms of a 

different view of business) useful supplementary information. This is particularly true 

for a transitional period until value added is widely implemented. 

10. SAVS should become an integral part of an integral reporting. 

SAVS has some disadvantages, in particular the following ones: 

1) In a comparative assessment (benchmarking) or within an activity, comparability is 

difficult, if there are differences in starting points for determining the minimum wage 

or assessing the opportunity costs of the financial capital. 

2) For the same reasons, SAVS may be less suitable for statistical processing at the state 

level and for comparisons between different countries. 

Problems with comparability can be solved satisfactorily with an appropriate standardized 

statement, which will undoubtedly be the subject of development over a longer period of time 

in the future. 

5. Conclusion 

From the previous sections it is possible to conclude that there are possibilities to overcome the 

dilemmas about the purpose of organizations. It is very important especially from social 

responsibility point of view. The highest responsibility lies on academics and scholars that 

should find enough courage to overcome the indoctrinated opinion about the profit paradigm in 

capitalism.6 Otherwise, we all will be the witnesses of growing entropy and the decay of the 

society. Digitalization may support the modernization instead of entropy. 

 
5 This is consistent with the findings of many authors who demand a shift of organization's goal from 

shareholder's value to stakeholder value (e.g., Brennan, 2008). 
6 Namely some of them are still sure that there is no great need to change the law requirements (e.g. Freeman et 

al., 2010, p. 229). 
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