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Abstract

Corporate Social Responsibility (CSR) reporting has been subject of various
discussions of academicians and accounting practitioners. Although the importance of CRS
reporting is not under question, the quality of disclosed non-financial information is still
under review. In the light of the new Serbian Law on Accounting (Official Gazette of the
Republic of Serbia 73/2019) and EU Directive 2014/95 requirements regarding non-
financial information, this article investigates the state of non-financial reporting
development in Serbian companies in the pre-EU Directive period in order to give
suggestions to policymakers how to establish and structure the implementation of the EU
Directive and expected challenges on this path. The current state of development of non-
financial activities is measured by using content analysis and by creating a non-financial
reporting index, namely the CSR index for the Serbian companies listed at Belgrade Stock
Exchange. CSR index has been corelated with accounting variables (size of the company,
auditor type (non/Big 4), revenue and financial results) in order to get deeper understanding
of its value drivers. Serbian companies, listed as large, audited by Big 4 and with better
financial performance variables, are companies with the higher value of the CSR index and
have a higher quality of non -financial reporting. Big companies can serve as a benchmark
for the rest of the companies in the economy, but also those companies will have fewer
challenges in the EU non-financial Directive implementation in the post-Directive period.
Therefore, Serbian policymakers should focus their attention and implementation
procedures on the rest of the economy struggling with the non-financial reporting.

Key words: corporate social responsibility, non-financial reporting, financial
performance, auditing.
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AHAJIN3A OJHOCA UBMEBY JPYIITBEHO
OAI'OBOPHOI" U3BELHITABAIbA U ®PUHAHCUJCKUX
HEP®OPMAHCHU KOMITAHUJA CA BEOI'PAJICKE BEP3E

Arncrpakr

Kganurer n3Bemrasama 0 KOPIOpaTUBHOj ApyIuTBeHO] oarosopHocTd (KJ10O) 6mna je
HpeaMeT YeCcTHX aKaJeMCKUX M paclipaBa IpakTU4apa y padyHOBOJCTBY. IIpemma ce
BaKHOCT OBOT" KOHIIENTA Y pacipaBaMa HHje JOBOAMIA Y IIUTaba, KBAINTET U3BEIITABAbA
je decto Omo cropad. Y CBETIIy MMIDIEMEHTALje€ HOBOT 3aKOoHa O padyHOBOACTBY (CIL
rinacHuk PC, 6p. 73/2019) u Qupexruse EY 2014/95 o HeduHancHjkuM HHpOpMaImjama,
0Baj WIAHAK MOTEHIMpa UCTPAKUBAKE BE3aHO 3a TPEHYTHH CTEIeH pas3Boja HeduHacHj-
CKOT' M3BEILTaBake CPIICKUX KoMIaHHja ca beorpancke Oepse y mepuony mpe ycBajama
JIMpeKTUBE U KCHE TPAHCIIO3MITHjE Y 3aKOH Kako OU ce ayu oAroBapajyhu npesiosu Jo-
HOCHOLIMMa 3aKOHA, Ka0 M CaMUM KOMITaHHjaMa. TPEHYTHO CTame pa3Boja KOPIOPaTHBHOT
JIPYIITBEHE OATOBOPHOCTH MEPEHO je KOpUIIhemeM aHa3e CaapKaja i KPEHPameM Of-
roBapajyher mHIekca, KOjU je OH/a IOBe3aH ca oaroeapajyhnM Bapujabnama Kao IITO Cy
BENTMYMHA KOMITAHH]E, PEBU30PCKO MUIIUBEHE, PUXOIM U (PHHAHCH]CKH PE3YIITAT U OCTa-
ne ¢unaHcHjcke nepdopMaHce. Benrke cpricke KOMIaHHje Yrjy peBH3Mjy Cy 00aBIbaiM
PEBH30pH BEJIMKE YETBOPKE U KOje NMajy 0osbe (prHaHCHjcKe TiepdopMaHce UMajy U BHILLY
BPEIHOCT MHIEKCa KOPIOpAaTHUBHE APYINTBEHE OATOBOPHOCTH. Bemmke xoMmanuje crora
MOTY J1a TIOCITy»e Kao Mepuiio (eHr. benchmark) 3a octaTak eKOHOMCKUX SHTHTETa KOjH
he mopatu 1a npuMemyjy nocraske upexruse 2014/95 y neprosy HaKOH UMILIEMEHTa-
mje upexrrBe y nomahe 3aKoHE B CXOIHO TOME 00aBe3HOCTH IpuMeHe. Benmke xomria-
Huje nMahe Mame M3a30Ba y MPUMEHH 3axTeBa JlupekTuse, Tako na he cpricku 3aKoHOIa-
BaIl MOpAaTH JIa YCPEICpeny CBOjy MaX\ky Ha OCTAaTaK MPUBPEIHHX JApyINTaBa, Koju he
MMaTd OpojHE M3a30BE Ha OBOM MYTY.

KibyuHe peun: KopropaTHBHA JPYIITBEHA OrOBOPHOCT, HEPUHAHCH]CKO M3BEIIITABALE,
(unaHcHjcke nepdopMance, peBusmja.

INTRODUCTION

The contemporary development of society requires that the
principles of sustainable development should be applied and among them
the increased use of alternative materials and sources of energy, as well as
recycling as a practice of primary importance. In developed countries
(United States and United Kingdom), the obligations of business entities
concerning social responsibility are regulated by the legal regulation and
non-compliance penalties are very high (Matten & Moon, 2008).

The EU Commission promotes socially responsible behavior of
companies in the EU arena by giving adequate principles and guidelines of
responsible behaviour and its reporting. The most important regulation in
2014, aimed at establishing adequate and universal reporting environment
in the EU, was published as the EU 2014/95/EU Directive whose goal is to
harmonize the specific variations of non-financial reporting cases in EU
member states. The Directive focuses on transparency and materiality of
corporate non-financial reporting and extending the best practice of
reporting within the EU, and by integrating those practices in the education,
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practice and research. The materiality concept is strongly focused in the
processes of the Directive 2014/95 implementation, because in the pre-
Directive period many potential users published sustainability reports with
the obvious lack of material information and with selective content,
pointing only to the positive aspects of their sustainability (Baumuller &
Schaffhauser-Linzatti, 2018). The overload of the information presented in
the sustainability reports in pre-Directive period is stressed as a problem as
well. Too much information affects their relevance for the users because
non-financial information has a multidimensional feature. The other problem
in sustainability reporting is that companies which use sustainability reports
as a PR vehicle for their business have an influence on the rise of
greenwashing (Marquis, et. al, 2016). Greenwashing is the over-reporting
of positive aspects of sustainability, creating the impression of transparency,
but masking the true performance of the entity. In order to address these
issues in Serbia, Law on Accounting (Official Gazette of the Republic of
Serbia, 73/2019) was passed in December 2019 and has gone into effect on
January 1, 2020. Serbia is a EU candidate country meaning that the
Directive 2014/95 should be applied or transposed into national law before
the full integration with the EU. That is why Serbian Law on Accounting
focuses on non-financial reporting (Paragraf 7, article 37) in order to
implement the Directive requirements in the national regulation making
them mandatory for companies with more than 500 employees. According
to the Article 37 of the above mentioned Law, the non-financial report
should include all the necessary details to understand the development of
business results and financial structure of the entity which are in the area of
environmental reporting, social and human resources, human rights and
fight against corruption. The non-financial report should address the
following (Law on Accounting, article 37): 1. the business model, 2. business
policies used and measures for the implementation of the policies, 3. the
results of those measures, 4. risks, and 5. the key non-financial performance
measures.

By providing this regulatory framework, we can discuss the
contemporary feature of our research by putting it in specific context. By
giving non-financial reporting legal status in the Serbian Law on Accounting,
which is necessary for the adequate Directive 2014/95 implementation, more
pressure will be placed on companies to comply with the requirements and
placing them under the scrutiny of governmental officials. In the after-
Directive period, companies will surely change their non-financial reporting
strategies. By providing the pre-Directive current state of non-financial
reporting strategies used by Serbian entities, and by providing future
researchers with the basis for comparison in the after-Directive period in
the years to come make this research actual. We chose CSR (corporate
social responsibility) as an approximation definition for the non-financial
reporting. It was chosen because of its all-inclusive nature stating that
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CSR is “the voluntary integration of companies’ social and ecological
concerns into their business activities and their relationships with their
stakeholders. Being socially responsible means not only fully satisfying
the applicable legal obligations but also going beyond and investing ‘more’
in human capital, the environment, and stakeholder relations” (Green Paper,
2001).

The purpose of this article is to emphasize the stage of development
and importance of the implementation of the non-financial reporting
principles by the listed Serbian companies. This manuscript is a necessary
mean of exchange of the experiences and promotion of a comprehensive
approach to environmental protection and CSR activities focusing the
challenges on the path of non-financial reporting for the Serbian entities.
The basic carrier of environmental protection and sustainable development
is knowledge. Knowledge is a significant strategic resource of knowledge
management in the most efficient manner, which is the base of the modern
business and society development (Sekari¢ & Kosti¢, 2012). Now more
than ever, a primary goal and a competitive advantage in business
organizations is the knowledge in this field. The former understanding that
prioritizes technological solutions without investing in the human factor has
led to discrepancies between technological development and environment
protection. The only way for businesses to communicate their environmental
and societal inclusion and awareness is through financial statements,
management reviews and notes. CSR reporting has been included in the
company’s additional reports in order to increase performance (Mijatov, et
al., 2018). It can be presumed that corporate social responsibility information
disclosed in the financial statements of companies, especially those listed on
the stock exchange, would have a great impact on investors, employees,
customers, owners, suppliers, local community; and on the decisions they
make. Serbian entities follow different approaches to reporting non-financial
information using a variety of different options ranging from overloading to
green-washing like many other entities in different countries.

The goal of our research is to establish a link between corporate
social responsibility (CSR) as a synonym for the non-financial reporting
of Serbian entities with financial performance indicators of the sample
companies. This research path is chosen because in the light of new
Directive 2014/95, the stage of current development of Serbian CSR
reporting among the Belgrade Stock Exchange companies will guide us in
giving suggestions to the policymakers for the Directive implementation.

The paper is structured as follows. In the first part the goals and
benefits of socially responsible behaviour of business entities from the
aspect of environmental protection in the form of literature review will be
analysed in more detail with the emphasis on CSR and the financial
performance variables relationship. The second part of the paper is devoted to
research methodology and the presentation of research results. Finally, we



1373

will outline the basic conclusions and considerations related to the further
direction of the research.

LITERATURE REVIEW

Firstly, we support the idea of various motivators for CSR reporting
by presenting some researches from this field which is then extended to the
relationship between CSR reporting and financial performance variables,
and papers referring to the Serbian practice of CSR.

According to Lichtenstein, Drumwright & Braig (2004), both
theory and recent research indicate that the socially responsible behaviour
of a business entity can positively affect the attitude of consumers
towards the corporation. Namely, business entities, as well as customers,
benefit from socially responsible business. Although the level of social
responsibility differs among countries, an increasing number of countries
are sanctioning socially irresponsible behaviour. Economic theory also
suggests that CSR activities value can be found based on how it affects
the wealth of shareholders with lower taxes (Inger & Vansant, 2019). So,
it seems that companies are not only motivated with legal sanctions to
emphasize CSR behaviour and implement those measures, but tax avoidance
can also be the motivator. An increasing number of business entities focus
on investing in socially responsible business to protect the environment and
workers’ rights.

The research done by Wagner, Lutz & Weitz (2009) shows that CSR
behaviour of companies is often contrary to their established policies and
implemented standards of social responsibility. This research shows that
inconsistencies are quite frequent in non-financial reporting and certain
external assurance should make it more credible. The quality of non-
financial reporting, namely CSR and its credibility, is affected by external
auditing assurance and this was shown in the research done by Kai and Wu
(2019). Sharma, Sharma & Litt (2018) point out in their research that the
price of auditing services is higher when the external auditing firm is
required to place an opinion about the client’s environmental aspects in
initiatives. The auditing of environmental reports/initiatives seems to be
very expensive and is seen as an additional burden on companies.

Researches in which the value of CSR is interrelated with financial
performance are quite common in the academic journals.

Cochran and Wood (1984), in one of the first articles, investigate
the relationship between corporate social responsibility and financial
performance using, for the period, new methodology and improved technique
of analysis based on industry specific control groups. According to this
research, the average age of corporate asset is highly correlated with social
responsibility ranking. Some of the studies focus on specific industry, such
as sports industry to associate CSR and financial performance variables
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(Kent & Lee, 2011). Nelling and Webb (2009), using the time series fixed
effects approach, find that the correlation between CSR and financial
performance is much weaker than previously thought. They find little
evidence of causality between financial performance and narrower measure
of social performance focusing on stakeholder management. McWilliams
and Siegel (200) confirmed positive, negative and neutral impact of corporate
social responsibility on financial performance. They find that previous
models of correlation between CSR and financial performance do not take
into consideration investment in research and development which are an
important factor of firm performance. In the specific region or country,
CSR and financial performance measure show different influence. In the
ASEAN region there is moderate to strong correlation between CSR and
financial performance for the top listed enterprises (Waworuntu, Wantah, &
Rusmanto, 2014). According to Tsoutsoura (2004), the social commitment
of the organisation is linked to its financial results. Business entities that
adopt the principles of corporate social responsibility are more transparent
in business and reduce the risk of bribery and corruption. Profitable business
entities have an opportunity to invest heavily in socially responsible business,
which provides returns in the long run. Research conducted by Dkhili and
Ansi (2012) is focused on the effects of CSR on financial performance of
observed entities. The profitability is measured by Return on Assets (ROA)
and Return on Equity (ROE). The socially responsible business has positive
effects on the productivity of employees and on the increase of financial
results.

Indeed, social responsibility is correlated with different financial
parameters. It has been documented that financial institutions recognize
investments in socially responsible business as a positive indicator for
easier loan approval. A study by Goos and Roberts (2011) examines the
relationship between corporate social responsibility (CSR) and bank debt.
Voluntary disclosure of the CSR information affects the reduction of
capital expenditures (Dhaliwal, et.al., 2011). Research by Raza, llyas,
Rauf & Qamar (2012) documents that corporate social responsibility and
financial performance are interconnected. CSR helps improve employee
productivity and human relations. They also provide a way to avoid court
suits, consumer boycotts and surrounding scandals (Raza, et al., 2012).
Some studies conclude that corporate social responsibility affects the
market value of the corporation. There is a study showing that CSR
reporting has been influenced by the size of the company, profitability,
leverage and age of the firm and board size (Joshi, & Hyderabad, 2018).
The research done by Rodriguez-Fernandez (2016) was aimed at the two-
way relationship between social responsibility and financial performance
of the Spanish public companies. It was confirmed that investments in
socially responsible business lead to improved financial returns (Rodriguez-
Fernandez, 2016). Therefore, it can be concluded that investments in
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socially responsible business, among else, increase the value of shares
of companies, and hence the value of the company. However, only the
disclosure of social responsibility scores was associated with higher levels of
firm value, as measured by Tobin’s (Taylor et.al, 2018).

Country specific studies of the relationship between CSR and
financial performance variables have also been conducted (Fauzi, & Idris,
2009; Trang, & Yekini, 2014; Uadiale & Fagbemi, 2012).

There are also studies focusing on other aspects of CSR influence.
A study by Brink, Eller & Green (2018), shows the relationship between
CSR and corporate fraud. Davidson, et al., (2019) pointed out that
materialistically oriented CEO of a firm will affect the value and quality
of CSR. In those companies, the lower value of CSR and more weaknesses in
the reporting system are evident. Interesting research was done to
correlate corporate governance structure and CSR disclosure. It shows
that higher board independence increases the quality of social disclosures
(Dah & Jizi, 2018).

There are several researches regarding CSR reporting quality
conducted by Serbian authors. A paper done by Stojanovi¢-Blab, Blab &
Spasi¢ (2016) shows that Serbian companies have a low and unsatisfactory
level of sustainability reporting and it shows to what extent firms are
familiar with GRI (Global Reporting Initiative) guidelines.

CSR in Serbia is more focused in the area of non-financial
philanthropy and humanitarian activities, and companies consider it
important for the business (Mijatovi¢, et al., 2015). The CSR index and its
relation with the integrated reporting in Serbia has been in the centre of
research conducted by Knezevi¢ and Pavlovi¢ (2019). These researchers
found that the integration of financial and non-financial information in
financial and sustainability reports of Serbian companies is at a very low
level. Corporate social responsibility reporting has been part of business
strategy in Serbian transition economy. Results show that CSR has been
part of business activities in various companies but it lacks the relationship
with the corporate strategy (Krstic¢, et.al, 2018).

In conclusion, we can contemplate that listed literature predominantly
refers to the developed countries and various types of CSR reporting
researches conducted in those countries. Research results are quite vague.
Some of the studies find positive and strong influence of CSR on financial
performance, but other studies found no influence or weak influence.
Obviously, having vague results of research in this area indicates that quality
of CSR cannot be adequately measured because of the number of CSR
indexes created, and because various country-specific differences influence
financial performance measures.

This paper will focus on the Republic of Serbia thus providing an
overview of the state of CSR development in Serbian listed companies in
the pre-Directive period and we posit the following research question:
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Is the quality of CSR reporting of the incorporated businesses in
Serbia linked to their financial performance and the results of operations,
and would the results give us the opportunity to shape the current state of
CSR development in that sample?

RESEARCH METHODOLOGY

The research sample consists of 113 out of 312 companies listed
on the Belgrade Stock Exchange from different fields of business and
industry sectors. Companies from the sample were selected randomly and
belong to medium and large companies, which totals to 113 companies.
There are 24 large companies in the sample, while 89 belong to medium-
sized companies. The methodology applied is the content analysis of
reports and information disclosed on sample companies’ websites concerning
socially responsible business and the environment. The analysis of the
obtained data has been performed by using the Statistical Package for
Social Sciences program; one of the most frequently used data processing
programs today.

Annual reports of the companies are considered as important and
reliable sources of information concerning the activities of the company.
The analysis of financial statements is one of the most commonly used
research methods and we apply it in this study as well to measure financial
variables. Besides, content analysis was used in order to measure the amount
of CSR information disclosed on the companies’ websites. The measurement
unit consists of the number of words or sentences related to CSR in the text
disclosed on official websites of the companies being monitored. Regarding
the calculation and interpretation of the CSR index, business entities are
considered as profit-making organisations that generate profit.

The following parameters are collected from the web pages of 113
companies in order to build a CSR index: mission, info on CSR on the
homepage, accessibility, social media, code of ethics, social reports,
economic dimension, environmental dimension, CSR projects, partnership,
certificates and future investments (Montecchia, et al., 2016). In comparison
to the methodology explained in the paper by cited authors, the methodology
used in this paper differs slightly. The following Likert scale has been
developed.

Table 1. The scale used in the research

No information

Only one sentence

Only two sentences

Brief introduction (more than 2 sentences) with a very little information
Text with plenty of details on the subject

Text completely devoted to the subject

O~ wWNEFEO
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When the home webpage and additional documents do not contain
the text on CSR, the value 0 is assigned (Knezevi¢ & Mijokovi¢, 2017).
In other cases, if one or two sentences are written and explained to some
extent, the values range from 2-4. The maximum is 5, which means that
the entire text is dedicated to the subject. Then the sum of all values is
calculated. The CSR index for each company is calculated when the total
sum of the observed parameters is divided with the maximum total for all
variables.

Financial performance variables are measured using the CSR index,
EBIT, EBITA, number of employees, net result, total revenue, total assets,
price, M-score, debt ratio and capital intensity. Those variables have already
been explained (KneZevié, et al., 2015).

Table 2. Explanation of financial variables used in the research

Net result The difference between the total revenues and expenses
(including tax) of the company for the reporting period.

Average number of Shows the average number of employees at the end of each

employees month of reporting period.

EBIT EBIT is usually calculated as the difference between the
sales revenue and sales related expenses. EBIT is very
close to this number when a company does not have
significant items of financial (other than mentioned interest
expense) and other results.

EBITDA This financial indicator is calculated when Depreciation
and Amortisation costs are added to EBIT.

Debt to total assets Is calculated when total debt is divided with total assets.

ratio/Debt ratio

Capital intensity Total asset of the company divided by the sales. It is the
opposite of the turnover ratio.

Source: (Knezevié, et al., 2015)

In order to check if there is high probability that sampled entities
might go bankrupt, we have selected one indicator created to measure the
bankruptcy probability for Serbian business entities, the so-called M-
score (Mizdrakovic¢, 2012).

M-score= -0,00039*X1+0,003786*X>+0,997167*X3-1,900213*X4

X1— EBITDA

X2 — Average number of employees

X3— Debt ratio

X4— Sales to total assets.

Auditor's opinion variable was marked as follows 0 — Unmodified
opinion and unmodified opinion with explanatory remarks, 1 — Qualified
opinion, 2 — Disclaimer of opinion, 3 — Adverse opinion.
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Based on the literature review and results we can construct the
following hypothesis:

H1: Companies with financial statements audited by Big 4 will
show better quality of CSR reporting measured by CSR index.

H2: Companies showing lower probability of bankruptcy have
better quality of CSR reporting measured by CSR index.

H3: Companies with better financial performance variables show
better quality of CSR reporting measured by CSR index.

In the next section, we will present research results, provide a short
discussion and finally recommend future direction of research.

RESEARCH RESULTS
Descriptive Statistics and Pearson Correlation

Below are the results of the research conducted for this paper.
Descriptive statistics results related to the variable are given in Table 3.
The table shows the minimum, the maximum for each variable, followed
by the mean and the standard deviation.

Table 3. Results of descriptive statistics”

N Minimum  Maximum Mean Median  Std. Deviation
Total assets 113 303,192.00 372,211,071.00 6,770,204.09 1,498,322.00 35,119,110.16
Total revenues 113 78,343.00 247,474,534.00 4,805,846.28 1,091,838.00 23,426,782.75
EBIT 113 .00 38,783,895.00 586,211.23 67,135.00 3,672,131.45
EBITDA 113 4,356.00 70,103,727.00 948916.53 109,578.00 6,592,805.89
Net result 113 120.00 30,559,237.00 452,571.41  37,019.00 2,894,654.00
Average number 113 14.00 5,043.00 360.98 193.00 596.72
of employees
CSR index 113 .00 .80 19 14 .19
Share price 113 70.00 58,000.00 5,617.90 1,800.00 8,999.75
M score 113 -27,322.24 -3.36 -370.27 -43.00 2,569.47
Debt to total assets 113 01 1.00 42 42 .25
Capital intensity 113 .04 97 42 41 21
Auditor opinion type 113 .00 2.00 .25 .00 45
Big 4 113 .00 1.00 .16 .00 37

Valid N (listwise) 113

Source: Authors’ data
*All values in 000 RSD

According to the results presented in Table 3 for the variable EBIT
average value is app. 586.211 and median 67.135, which shows positively
asymmetric distribution. For the EBITDA and Net results average values
are higher than the median, which supports the conclusion that the
distribution is positively asymmetric. The average value of employees is
app. 360 while median is 193. This leads to the conclusion that, in the
sample, a higher number of companies has less than 360 employees. The
average number of employees is used as a criterion for the differentiation
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between small, medium sized and large business entities. Therefore, it can
be used as a dummy variable for the business entity size, along with the
amount of revenues and total assets. The highest standard deviation shows
the total asset variable from the sample. The lowest standard deviation is
achieved by the CSR index variable of 0.19. The average debt to total assets
is 0.42 with the same median value. This means that the variable distribution
is symmetrical and there are no extreme values. The same conclusion can be
achieved for the capital intensity value (average value and median of 0.417).

According to the results from Table 2, the highest average is 0.25
for the variable auditor’s opinion, and the smallest mean is 0.16 for the
variable auditing firm. Not a single company from our sample received
adverse opinion, which means that the largest number of companies has
an unmodified opinion. Most auditor opinions were issued by non-Big 4
auditors.

The results are derived from IBM SPSS 23 statistical software
package. The Pearson correlation of CSR index and other variables are
presented in Table 4.

Table 4. Pearson coefficient of correlation between CSR and other variables

EBIT EBITDA Number of Net Total Total
employees result revenues assets
CSR index 216" 212" 2217 .209" 232" 247
0.022 0.024 0.019 0.027 0.013 0.008
.995™ 762" 1.000™" .991*" .996™
EBIT 0 0 0 0 0
769" .994™ .994™ .996™
EBITDA 0 0 0 0
Number of 760" .807"" 7787
employees 0 0 0
.989™ .995™
Net result 0 0
Total .994™
revenues 0
113 113 113 113 113 113

Source: Authors’ data

Correlation is the quantitative expression of the relationship between
variables (Zivkovi¢, 2015 and Zizi¢, et al., 2007). In our research, all of the
variables have a statistically significant correlation with the CSR index.
The highest correlation is achieved by CSR index and total assets (0.25).
However, this is not a strong correlation, but it is positive, meaning that
companies with more assets or big companies focus more on reporting CSR
activities. Also, this correlation is statistically significant (Sig. 0.008) , p-
value is lower than 0.05. The number of employees and the CRS index
show statistically significant correlation as well (Sig. 0.02, Corr. 0.22)
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supporting the same hypothesis that big companies are more environmentally
and socially sensitive in preparing their non-financial reports and website
information.

On the other hand, net result and total revenues show positive, but
weak correlation with the CSR index showing that companies with higher
revenues and net results put more emphasis on reporting their environmental
and social activities.

The following table emphasized the relationship between CSR
index and share prices, M score, debt ratio and capital intensity).

Table 5. Pearson correlation for CSR index and stock prices, M score,
debt ratio and capital intensity

Share price M score Debt ratio Capital intensity
CSR index -0.144 -212% -0.032 -0.117
0.127 0.024 0.738 0.216
Share prices 0.018 -0.156 -0.066
0.848 0.099 0.485
-0.027 -0.031
M score 0.776 0.745
. -0.083
Debt ratio 0.383

Source: Authors’ data

CSR index and M score correlation is weak and negative (Corr. -
0.21, Sig. 0.02). The lower the M score, the higher the CSR index. The
sign of this coefficient is expected because the M score shows that
companies are close to the bankruptcy stage. All other variables are
correlated with the CSR index and these correlations are weak and negative,
but not significant. Companies experiencing higher debt show lower CSR
awareness. Companies with more investments in long-term assets (capital
intensity) are less sensitive to CSR reporting. Unexpectedly, we find that
companies with higher share prices show a lower level of the CSR index. Our
country has no developed financial markets, so this result can be due to the
underdeveloped stock exchange (the market is illiquid and not deep).

The following table shows the correlation of CSR index and
auditing firms.

Table 6. Pearson correlation coefficient for the CSR index and auditing
opinion and auditing firm

Opinion Auditing firm
. -0.104 0.187"
CSRindex 0.273 0.047
. - -0.078
Auditor opinion 0.411

113 113
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The coefficient of correlation between auditing firm (0 for small
firms, 1 is given when auditor is Big 4) is considered to be significant
(Sig. 0.047). Although the coefficient shows weak, it implies positive
correlation. It means that better CSR reporting is experienced by firms
engaging Big 4 auditors. On the other hand, the type of the auditing report
is not considered to be correlated with CSR. Whether the report is
qualified or unqualified depends on the compliance of clients’ financial
reports with IFRS, and it has no correlation with CSR reporting.

Model Analysis of CSR Index and M-score and Auditing firms
In this research we tested several regression models. Tables 6-9
show the correlation between the M score and CSR index.
Model 1- CSR index and M score regression analysis
Table 7. Values entered and excluded

Model Variables Entered Variables Removed Method
1 M score . Enter
a. Dependent Variable: CSR index
b. All requested variables entered.
Source: Authors’ data

Table 8. Model summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 -.212° .045 .036 181
a. Predictors: (Constant), M score
Source: Authors’ data

Table 9. ANOVA?

Model Sum of Squares  df  Mean Square F Sig.
1 Regression 171 1 A71 5.213 .024b
Residual 3.645 111 .033
Total 3.816 112

a. Dependent Variable: CSR index
b. Predictors: (Constant), M score
Source: Authors’ data

Table 10. Coefficients

Unstandardized Standardized t Sig.
Model Coefficients Coefficients
B Std. Error Beta
1 (Constant) .185 .017 10.723 .000
M score -1.521E-5 .000 -.212 -2.283 .024

a. Dependent Variable: CSR index
Source: Authors’ data
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R? for the model analysis between the M score and CSR index
shows value of 0.045 (see table 9). It means that 4.5 % of the CSR index
variable can be explained by the M score. Correlation is significant (see
table 9) with Sig. 0.024 and F of 5.213. This software also shows the
regression line coefficient and Beta and Stand. Error (see Table 10). It
can be said that Sig. is lower than 0.05 so the dependent variable has
significant influence on the independent.

Model Il — Linear regression analysis of CSR index and

auditing firm

The next model tested is the one that shows the relationship
between the auditing firm and CSR index.

Table 11. Variables entered and removed

Model Variables Entered  Variables Removed Method
1 Auditor type® . Enter
a. Dependent Variable: CSR index
b. All requested variables entered.
Source: Authors’ data

Table 12. Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 1872 .035 .026 .182146228
a. Predictors: (Constant), Revizorska firma
Source: Authors’ data

Table 13. ANOVA?

Model Sum of Squares  df Mean Square F Sig.
1 Regression 133 1 133 4.017 .047
Residual 3.683 111 .033
Total 3.816 112

a. Dependent Variable: CSR index
b. Predictors: (Constant), Auditor type
Source: Authors’ data

Table 14. Coefficients

Unstandardized Standardized

Model Coefficients Coefficients t Sig.
B Std. Error Beta

1 (Constant) 175 .019 9.385 .000

Auditing firm .094 .047 .187 2.004 .047

a. Dependent Variable: CSR index
Source: Authors’ data
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R square is 0.035 meaning that only 3.5% of the CSR index is
explained by the auditing firm engaged. It is statistically significant (Sig.
0.047). ANOVA shows that the F test is 4.017, Sig. 0.047 meaning that the
model fits the data. Table 13 shows Beta and Std. Error. The regression line
fits the data observed and Sig. is 0.047 while Beta is 0.187.

Model Analysis of CSR Index and Other Financial Performance Variables
In the next section, we tested several models of correlation between
CSR index and financial performance variables.

Model I — Linear regression of CSR index and compound
exposure to the number of employees, net results, revenues,
assets, EBIT and EBITDA

Table 15, 16, 17 and 18 explains this model and howv it fits the data.

Table 15. Variables entered and removed

Model Variables Entered Variables Removed Method
Number of employees, net
1 result, total revenues, total .Enter

assets, , EBITDA and EBIT®
a. Dependent Variable: CSR index
b. All requested variables entered.
Source: Authors’ data

Table 16. Summary

Model R R Square  Adjusted R Square  Std. Error of the Estimate
1 5012 .251 .209 164168377
a. Predictors: (Constant), Number of employees, Net result, total revenues,
EBITDA, total assets, EBIT
Source: Authors’ data

Table 17. ANOVA?

Model Sum of Squares df Mean Square F Sig.
1 Regression .959 6 .160 5.931 .000b
Residual 2.857 106 .027
Total 3.816 112

a. Dependent Variable: CSR index
b. Predictors: (Constant), Number of employees , Net result, Total revenues,
EBITDA, Total assets, EBIT
Source: Authors’ data

R square in this model is 0.251. All of the variables have positive
effect on CSR, but it is a weak influence. 25.1% of CSR index value is
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explained by the number of employees, total assets, total revenues, EBIT,
EBITDA and net results. It is a highly significant correlation Sig. = 0.000.
F test is 5.931 meaning that the model fits the data.

Table 18. Coefficients

Unstandardized Standardized

Model Coefficients Coefficients t Sig.
B Std. Error Beta

1 (Constant) 144 021 6.997 .000
Total assets 2.828E-8 .000 5.381 4.095 .000
Revenues -3.361E-9  .000 =427 -.367 714
EBIT 1.391E-7 .000 2.767 .623 535
EBITDA -7.765E-8  .000 -2.774 -2.490 .014
Net result -3.016E-7  .000 -4.729  -1.291 .200
Number of employees  -4.746E-7  .000 -002  -.009 .993

a. Dependent Variable: CSR index
Source: Authors’ data

In Table 18, the very last column shows that only total assets and
EBITDA significantly influence the dependent variable.

Model 1V — Linear regression of CSR index and Net result,
EBITDA and total assets

Table 19, 20 and 21 explain the model relationship.

Table 19. Variables entered and removed

Model Variables Entered Variables Removed Method
1 Net result, EBITDA, Total assets ) Enter
a. Dependent Variable: CSR index
b. All requested variables entered.
Source: Authors’ data

Table 20. Summary

Model R R Square Adjusted R Square  Std. Error of the Estimate
1 4978 247 227 162330523
a. Predictors: (Constant), Net result, EBITDA, Total assets
Source: Authors’ data
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Table 21. ANOVA?

Model Sum of Squares df Mean Square F Sig.
1 Regression .944 3 315 11.937 .000P
Residual 2.872 109 .026
Total 3.816 112

a. Dependent Variable: CSR index
b. Predictors: (Constant), Neto result, EBITDA, Total assets
Source: Authors’ data

R square is 0.247 at the level of significance of 0.000 and F statistics
of 11.937. It means that 24.7% of the dependent variable (CSR index) has
been explained by net results, EBITDA and total assets. The model fits the
data.

In the Table 22, the coefficients of regression line are given. All of the
variables in the model have significant influence on CSR index (Sig. <0.05).

Table 22. Coefficients

Unstandardized Standardized

Model Coefficients Coefficients t Sig.

B Std. Error Beta
1 (Constant) 140 018 7.954 .000
Total assets 2.910E-8  .000 5.536 5.409 .000
EBITDA -8.054E-8  .000 -2.877 -3.015 .003
Net result -1.555E-7  .000 -2.439 -2.860 .005

a. Dependent Variable: CSR index
Source: Authors’ data

According to our deep analysis, the model IV best explains the
CSR index. Total assets or the size of the company quoted at Belgrade
Stock exchange, net results and EBITDA are positively correlated with
the CSR reporting quality.

CONCLUSION

The current stage of development of CSR reporting of Belgrade
Stock Exchange Companies in pre-Directive 2014/95 period can be
regarded as good. It seems that big companies and medium sized companies
put adequate emphasis on CSR reporting measured by the CSR index.
Big companies from the sample which have better financial performance,
especially net income and EBITDA, are more prone to use CSR reporting
as a means of communication with stakeholders. Those findings are in
line with Dkhili and Ansi, 2012; Raza, llyas, Rauf & Qamar, 2012, and
Waworuntu, Wantah, & Rusmanto, 2014. Our results also show that
companies with higher value of assets have better quality of CSR reporting,
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which is in line with the results of Cochran and Wood (1984) whose findings
are that average age of corporate assets are in line with better CSR ranking.

Research results show that all three hypotheses are proven to be
true. Namely, the CSR index of quoted Serbian companies are significantly
correlated with the auditing firm chosen and the M score. Firms with higher
M score are closer to bankruptcy so they do not put emphasis on CSR
activities (H2 proven). Choosing Big 4 firms is positively correlated with the
CSR index meaning that firms whose external auditors are Big 4 firms put
more emphasis on relevance and quality of CSR reporting (H1 proven). The
combined effects of total assets, net results and EBITDA are positively
correlated with CSR (H3 proven). Based on the research results, we can
advise Serbian policymakers to prepare the regulatory environment for
Serbian companies asking them to report non-financial aspects of
business using Directive 2014/95 and Law on Accounting. This regulatory
environment should consist of detailed rules for the non-financial reporting in
order to overcome future problems of overloading or greenwashing. We also
suggest policymakers to pre-emptively set up the prescribed content of
this non-financial report or some guidance in order to force companies to
report only the information relevant for users, and to make possible the
analysis and evaluation of material matters of the CSR aspects of business.
Applying these measures would ensure that both the preparers and readers
will be provided with improved understanding of the report and its relevant
aspects pertaining to the environmental, social and economic impact.

The results of this research do not come without limitations and we
will focus on country-specific and time limitations. In terms of country-
specific relations, results can be used and compared with countries from
the Balkan region since they share the same economic and transition
background, but the same results cannot be used in developed economies.

For future research we recommend academicians to analyse the
probability of bankruptcy of companies and its relationship with the CSR
reporting several years before the bankruptcy, and to compare these results
with the countries from the Balkan region (Croatia, Bosnia and Herzegovina,
Slovenia, Macedonia).
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AHAJIN3A OJHOCA UBMEBY JAPYIITBEHO
OATI'OBOPHOI" U3BELIITABAIBA U ®PUHAHCUJCKHUX
HEP®OPMAHCHU KOMITAHUJA CA BEOI'PAJICKE BEP3E

Mupjana Mujoxosuh, I'opanka Kuexepuh, Byie Musapaxkosuh
Yuusepsurer Cunrunysym, beorpan, Pemybnuka Cp6uja

Pe3ume

VY paseujenum 3emsbama (CAJl u YjenumeHo KpasbeBCTBO) 00aBe3e MOCIOBHUX
cy0jekara y morJiey ApyIITBEHE OATOBOPHOCTH PETYJIHCAHE Cy 3aKOHCKOM PEryJIaTHBOM,
a kazHe 3a HeyckiaheHocT cy Beoma Bhcoke. CaBpeMeHH pa3Boj JPYIITBA 3aXTeBa Ja ce
NPHHIMIN OJPXKHMBOT Pa3Boja MPUMEHYjy U y W3BELITaBamy NPHUBPEIHHUX eHTHTeTa. Ha
OCHOBY (DMHAHCHjCKUX H3BEIITaja, U3PAUyHATH CYy OCHOBHH (DMHAHCHjCKU ITIOKAa3aTeJbH
MOCTIOBaKba, & KPO3 aHAJIM3Y Cajipaja TEKCTa 00jaB/beHOT HA HHTEPHET CTPAHUIIAMA KOM-
MaHWja BE3aHOT 3a JPYIITBEHO OATOBOPHO IMOCIIOBamke m3MepeH je kBamuter KJO-a un-
(hopmarmja 00jaB/beHHX Ha BeO-CTpaHMIIAMa KOMIIaHHMje. AHaIM3a JOOHMjeHUX TMoJaTaka
M3BpIIICHA je TOMONY CTATHCTHYKOT MakeTa 3a ApymTBeHe Hayke SPSS. Pesynraru cy mo-
Ka3aJli Jia T0CToju To3uTiBHA kopenarmja n3mehy KJIO wHnekca n ykynHe MIMOBHHE U
BpPCTE peBU30pCKe (hHpMe, OTHOCHO 1A JIK peBrU30pcKa ¢pupMma npunaja Bigd, nok mocroju
HeratuBHa kopenanuja mMehy KJ1O unnekca u M ckopa. O6a pesynrara €y MOCpeIHO
HOBE3aHa ca ycremHomhy nocnoBama IPUBPEIHOT APYIITBA, OAHOCHO Ca HBEroBOM Ipo-
¢urabmwmHOmhy. Hanme, kaza je mpuBpeaHo IpyIITBO O3y cTedaja, HAje y MOryhHOCTH
J1a BOJIM padyHa O IPYLITBEHO OATOBOPHOM IIOCIIOBambY, I1a APYIITBEHA OITOBOPHOCT OIIa-
Jla ca opacToM BepoBaTHoOle ofytacka y creyaj. J{pyITBeHO OJrOBOPHO MOCIOBABE LITH-
TH 1 yBehaBa IMOBHHY M UMHI] IPUBPEIHOT APYIITBA, pa3BHja U MpYysKa MOTIOPY JbyIUMa
3aCHOBaHy Ha 3Hamy, roBehaBa MoryhHOCT npuBnayermha NOTpeOHUX KaapoBa, jep ce MpH-
BPEHO APYIITBO MEPLMINPA Ka0 Mame PH3NYHO, T€ ONTHMHU3MpA ONepaTHBHY edika-
cHoct. KoMmanmje koje ce nmcTupajy Ha CPIICKOM TP)KHIUTY KalkTana MOTY OYEeKHMBATH
THOPACT IIeHa aKIMja Kao Harpajy 3a CBOje JPYIUTBEHO OArOBOPHO M3BEIITAaBambE. Y CBET-
ny npumene [upextuse EY 2014/95 o HedmHAHCHjCKOM H3BEIITABay M H-EHE UMILIE-
MEHTaIlje KOjy 3aXTeBa HOBH 3aKOH O PadyHOBOJICTBY, OBO HCTPKUBAE U TIPENIOPYKE
JlaTe JOHOCHOIY 3aKOHa U MOJ3aKOHCKHUX aKkaTra MoKe MoMohH y 00JbeM CTPYKTYpHCAEY
TMOJI3aKOHCKUX aKaTa pajiyl a/IeKBaTHEe M OMepaTHBHUje MPHMEHe 3aKOHCKHMX 00aBe3a Mpo-
UCTEKJIMX U3 TIOMEHYTE TUPEKTHBE.



