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Abstract

The aim of this thesis is to analyze motivationcofnpanies to support social,
environmental and development projects. The amaigsiocused on Central European
companies, namely the Czech Republic, Slovakiagidunand Poland. In the empirical
part of the research interviews with selected cangsaand non-profit organizations are
conducted. By interviewing both sides we can see hoth donors and main recipients
view the motivation behind the support. Afterwardfie relationship between
supporting social, environmental and developmewijepts and long term financial
performance is examined. Coefficients are assigoehch company according to their
involvement in the three categories — social, emmental and development. As
measures of financial performance we choose stoakken returns, which are then
regressed on the three coefficients and selectetlotwariables. The regression results
show that supporting development projects tendhdee a positive influence on
companies’ stock market performance. We do noticanthat supporting social and
environmental projects improves stock market pertorce of companies. This outcome
suggests that supporting development projectsvigmavin situation for both companies
and non-profit organizations. Companies can imprthar long-term stock market

performance and non-profit organizations gain ressifor a good cause.
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Abstrakt

Cielom prace je analyzova motivaciu firiem pre podporu socialnych,
environmentalnych a rozvojovych projektov. Analyjgazamerand na firmy z regiénu
strednej Eurépy, menovite Ceskej republiky, Slovenska, Marska a Piska.
V empirickej casti vyskumu su realizované interview s vybranymaziskovymi
organizaciami a firmami. Tym zistime ako obe stramharcovia i obdarovani, vnimaju
motivaciu pre podporu. Nasledne skimameéatzmedzi podporovanim socialnych,
environmentalnych a rozvojovych projektov a fisiaymi vynosmi v dlhom obdobi.
Kazdej firme su pridelené koeficienty gadangazovanosti v danych troch oblastiach —
socialnej, environmentalnej a rozvojovej. Ako mdwafihaninych vynosov su pouzité
akciové vynosy atie su regresované na spominakeédficienty a vybrané kontrolné
premenné. Vysledky regresie ukazuju, Ze podporevaorvojovych projektov ma
pozitivny vplyv na akciové vynosy firiem. Pozitivnyplyv podpory socialnych
a rozvojovych projektov na akciové vynosy sa nemtitvTento vysledok naziaje, ze
pri podporovani rozvojovych projektov ziskaju olteasy — firmy si mézu zlep8i

akciové vynosy a neziskové organizacie ziskavajajeda dobreé projekty.

KPucove slova
Firemna zodpovednésfinaniné a akciové vynosy v dlhom obdobi, neziskové

organizacie
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Introduction

Many companies decide to support social, enviroraieor development
projects. The key question is then — what motivdtesn to do that? It is usually
assumed that companies are only willing to givepapt of their profit on a socially
responsible activity to get something in return.isThould be good publicity and
enhancing company image, increasing tax deductimesttracting quality employees

and customers.

Recent research has showed that there is alsorelatmm between socially
responsible actions and long term financial pertoroe of a company. Particularly in
North America and Western Europe companies involwedsocially responsible
activities tend to perform better in the long tefirhis is an important finding as it might

encourage more companies to consider socially ressipie behavior.

The point of interest in this thesis is whether sbeially responsible behavior —
supporting social, environmental and developmewjepts in particular — improves
long term financial performance also in the regidi€entral Europe, namely the Czech

Republic, Slovakia, Poland and Hungary.

The research for this thesis starts with reviewitgories about social
responsibility and its development around the wottdcontinues with comparing
corporate responsibility in different regions. Tinain focus is on the European Union
and the policies it promotes, especially in thet@dricurope. This is described in detail
in Chapter 1.

In the empirical part of the research interviewthvgelected companies and non-
profit organizations are conducted. By interviewingth sides we can see how both
donors and main recipients view the motivation beéhihe support. This might have
some implications for the recipients and their defimading strategies. It also gives
useful insights for testing the relationship betwescial responsibility and financial

performance. The interview results are elaboratgdhapter 2.

Afterwards, the relationship between supportingiapcenvironmental and
development projects and long term financial penfamce is examined. To model this,
data from Central European stock markets are dellecCoefficients are assigned to

each company according to their involvement in theee categories — social,



environmental and development. As measures of dilahperformance we choose stock
market returns, which are then regressed on ttee tboefficients and selected control
variables. The regression results show that sugodevelopment projects tends to
have a positive influence on companies’ stock ntgpkeformance. We do not confirm
that supporting social and environmental projepstproves stock market performance
of companies. Data, model and the results are skgclin Chapter 3.

Finally, we identify the main areas for further @asch on the issue of social
responsibility and its impact on companies in Cariiurope in Chapter 4. We conclude

by highlighting the main results and implicatiorighe research in Chapter 5.



1. Social responsibility

There are many theories on how and why social respility developed among
companies in different regions around the worldfoBe we get to that, let us define
social responsibility. This term, when related tmmpanies, is usually denoted as
corporate social responsibilitgr CSR We use the definition of the European Union as
it directly applies to the Central European cowstrin our research. The European
Commission defines corporate social responsibdgya concept whereby companies
integrate social and environmental concerns in rtheisiness operations and in their
interaction with their stakeholders on a voluntdogsis” (COM 2006, p.2). This
chapter further examines different theories abouias responsibility of companies and

its development in different regions.

1.1 Theories about social responsibility of companies

1.1.1 Rationality of motivation

Hlavaiek et al. define motivation asa“set of needs and objectives which
constitute intentions of human behavior and whieterine the behavidt, (Hlavasek
1999, p.12). They further argue that predisposstiarf each individual create a
motivational conflict, especially in interaction tviothers. There are four theories of
motivation and the one that applies to companiethés“theory of rational habits”

(Hlav&aek 1999). This theory is used to analyze altruisrmampany behavior.

Altruists, individuals or companies, can be spétvieen patrons and sponsors.
Patrons are believed to give financial supportraga@ of good will, sometimes even
anonymously. Sponsors, on the other hand, onlyigeeathe support to gain something
in return and hence are essentially egoists. Sedchhrd-core altruism is therefore seen
as irrational while so called soft-core altruisnrasional and self-centered€rnousek
1999). Within the interviews with private donorstime next chapter we also analyze

whether there are any patrons in our region or lypepbnsors.

! Quote translated from Czech by the author



1.1.2 Theory of organization

Theory of organization developed in the second biathe 28" century showed
that good relations between employees and theiitipwsfeeling about work
significantly increase productivity of the compand. branch of the theory hence
developed into behavioral theory of organizatidnvads established that apart from self-
fulfillment employees need affiliation to perfornetter. A way to improve both of these
is to involve employees in social, community or ieowmental projects (Hlavék
1999).

Another part of theory of organization is focusedtbe external relations of a
company. Under this part of the theory it is impattfor a company to set its corporate
governance in a way that improves its credibili@redibility then not only affects
productivity of the company itself but also produity of the whole economy (Mejik
1999). The basic purpose of conducting businessofit geeking — might lead to both
ethical conduct and cheating. It has been showadctimpanies tend to cheat in one-
shot games and act ethically and responsibly ieatgd games when credibility is

important to sustain business relationship.

Companies for which repeated interactions are atuor business therefore
might want to appear credible. One way to do thi®iset company structure, processes
and company culture in an ethical and socially sesgple way. When credibility
increases the companies become more attractivebdiginess partners, suppliers,
customers and other stakeholders. This in turnbeaa strategy to increase long term
profits (Mejstik 1999).

1.1.3 Allocation preference

The important question for each donor, especiallyerw dealing with an
economic crisis, is how to allocate donations. &secof a patron, key factors in this
decision are disposable income, relations withgbiential recipients and the peril of
recipient’'s downfall. Distribution of the suppotiein depends on preferences of the
patrons — whether they want help all potentialpietits, as many as possible, at least

one or other. In case of a sponsor, it is cruciflether a recipient can provide



something in return that is in line with the sparsonotivation to act in a socially
responsible way in the first place. We examine thaser in the next chapter.

1.1.4 General systems theory

Frederick et al. (1992) applied the general systeéheory to businesses.
According to this theory all living organisms, orsgeems, need to interact with and are
influenced by their host environments. The abitiyrespond to the environment, to
adapt, is the key to survival. Frederick et al.92Pargue that this is true also for
corporations where managers need to carefully denghe relationship between their

system and the outside world.

The outside world is not just the marketplace anmgnBusiness decisions have
social impact and business survival depends onecei attitude. For example, a
company can be driven bankrupt by excessive taxalaor union’s demands, costly
environmental regulations, or other. Altogethersibass and society ararf interactive
syster (Frederick et al., 1992). A business can impamtiety in both positive and

negative ways and society decides whether to atlcefitusiness or not.

Within the interactive system, businesses have gymand secondary
interactions with the society. Primary interactionsclude relationships with
shareholders and creditors who provide funds, eyegl® who provide knowledge and
skills, supplier and wholesalers who build the maitn flow, customers and also
competitors. Secondary interactions are closebtedland include the government with
its national and international branches, mediallcommunities, social activist groups,

the general public and business support groups.

The main point of the interactive system is thasibesses share power with all
of the primary and secondary groups. Managers fiveraneed to be able to handle
social and political issues related to the secondmoups as well as economic and
financial concerns of the primary group#é. Business firm’s acceptance by society — its
legitimacy as an approved institution — dependsnuggs performance in both the

primary and secondary spheréegFrederick et al, 1992, p.81).

The notion of general systems theory and interactisstems can be applied to

the case of corporate social responsibility. Ifompany wants to do well, it needs to



respond to the environment in which it operates, to the rules and expectations of
primary and secondary groups. These expectatiana arucial motivational factor for

company’s responsible actions.

1.1.5 Shareholder values and perception of CSR

Peggy Chiu analyzed in her bodkoking Beyond Profit: Small Shareholders
and the Values Imperati@009) the relation between values of small shadshs and
their investment decisions. She proved that theeestrong link between shareholders’
values and their perception of CSR by examiningkstoarkets all over the world. The
implication for companies hence is that investmeehavior of small shareholders
should not be assumed merely profit-oriented. Adicgy to Chiu, companies listed on

stock markets need to show solid CSR plan to atsraall shareholders.

There has been a rapid increase in the numbersbfutional investors in most
developed countries and holdings of small investtage decreased in significance.
Nevertheless, small investors arstit an important and necessary segment of the
investment landscape(Chiu 2009, p.1). Chiu found out that a majority small
investors are highly educated people, over 45 yelsearning high incomes. They
usually hold shares of fewer than ten companies raalle their buy/hold decisions
based on news in media and investor information.eiVitonsidering long term
investments small shareholders are not purely tgsetking but tend to subconsciously

look for certain values in the way a company ris$usiness.

Chiu conducted the analysis of small shareholdeafles through qualitative
and quantitative interviews and questionnaires. Tist strand of analysis is
shareholders’ values. Chiu found that for 35.3%smwfall shareholders it is the most
important to lead a comfortable life. Here the cort#ble life means having just enough
of resources to live worry-free. The second mogtdrtant value is honesty with 15.9%
and the third is family security with 11.4%. Prospes life — which here means having
an abundance of resources — was on the last plaleonly 1.3% of small investors.
The analysis also showed that only for 16% of BHrsholders their values have no

impact on their investment decision making.

The second strand of analysis was focused on tladitiga that company

directors should have. For 28% of small sharehsldeiis the most important that



directors are trustworthy. 25.2% value competememost, i.e. working effectively
and being able to reach company goals. For 13.2%mafll shareholders honesty and
openness play the most important role. For 11.88é@mg responsibility for both good
and bad outcomes is crucial. These two strandeai¥/sis imply that small shareholders

are not strictly focused on company profits.

The third strand of analysis deals directly witlagholders’ CSR concerns. For
over a third of all shareholders accurate and Hofieancial reporting are the most
important. Ensuring financial stability is on thecend place. Right behind these values
IS minimizing harm to the environment and otheriemmental concerns. Only after
this is the long term growth in share price closkljowed by community support.
Within the community support category more thanald bf small shareholders prefer
active support of a local community and a fifth desx community-work programs for
staff. Only 14% of small shareholders value spastsprand 7.9% donations and
charities. These two are particularly tricky as t&fsareholders see them as generally
done for image, not altruistic reasons. Some slétels are therefore completely

against donations to charities and some requirigslim

The three strands were combined in a principal @rapt analysis and further
split in a sample analysis to reach the conclugha ‘there is a logical link between
shareholders’ motivational values and their viewscorporate responsibility (Chiu
2009, p.103). A nonparametric correlation analysg®wed that correlation values
between different shareholder values and theirstment decisions are within (0, 0.49)

range.

The question is, of course, what this means forpaomes. One of the results is
that small shareholders have a tendency to avaig term investments in companies
dealing with tobacco, alcohol, guns or gambling agxploiting child labor or
environment. Chiu also believes that this analysit debunk the ordinary investor
stereotype becausestfareholders do not meet the stereotype of bemgjlgtrational
self-interested economic maximiZebait are a combination diomo economicuand

homo sociologicusstead (Chiu 2009, p.134).

The impact for CSR development is thanfall shareholders — as pragmatic
long-term investors — will have a strategic partdlay in their companies’ uptake of
corporate social responsibility(Chiu 2009, p.153).



1.2 Development of social responsiveness in companies

around the world

As was described above, the main point of CorpoBateial Responsibility (or
sustainable business, corporate conscience or gy concept of strategic corporate
behavior) is that the company goes beyond the basjponsibilities of making profit
and complying with the law. The company takes omraicethical and philanthropic

responsibilities, as well.

The questions for this sub-chapter are when, halwdry companies decided to
take on these new responsibilities. Barnett (2@t@yides a historical overview starting
with Adam Smith and ending with the current sitaataround the world. Adam Smith
suggested that if all individuals act in their omterest they would not only deliver
goods and services and make profit but they woldd meet the needs of others. This
has become the basis of the classical economicssastdl used in debates about free
markets versus state intervention. Smith also stgdethat for this concept to work,

people would have to be just and honest with edoéro

Adam Smith’s ideas influenced the ongoing Induktflavolution. Standard of
living improved and large corporations developetn@rs of the corporations gained
wealth and power quite quickly. At the same time titreory of Social Darwinism came
to life. This theory implies that in basic natusalection only the best and most talented
people survive and do well which justifies strormgmpetition and reduces concerns
about employees, community or society.

At the beginning of the twentieth century a wave aiticism started.
Corporations were criticized for exploiting emplegeand not caring about the society.
As a result, new laws and regulations were pass@dotect employees, consumers and

the society. More attention was brought to the wayklasses.

Major change started in the 1960s with environmerstad civil rights
movements. Expectations of businesses startedaiogeh The new idea was that great
power should also mean great responsibility. Anrdasing pressure was put on
businesses to be more proactive — to solve probtEntise society instead of causing
them. Issues such as equal employment opportumdgk place safety, product safety
and environmental protection were included intgoooate law. Expectations placed on

corporations have changed gradually and by nowheshmost parts of the world.
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A crucial moment in changing corporate attitude eamwith the term
“stakeholder” which was first described in R. Eddvalfreeman’s Strategic
management: a stakeholder approachl1984. A stakeholder was described aay"
group or individual that can affect or is affectbg the achievement of a corporation’s
purposé (Freeman 2004, p.229).

This influential book, which became the basis ftaksholder theory, has the

following logical schema (Freeman 2004, p.231):

No matter what the ultimate purpose is and no mattat the basic values are a
company must consider the impact of its actionsotirers, as well as the potential
impact on itself.

To do that, it is crucial to understand stakehadertheir behavior, values,
background and societal context. It is also impurta set own values, especially in the

long term.

A company needs to understand three levels at whatationships with
stakeholders work. The first level is the ratiormle and is important for the
organization as a whole. The second level is tbegss one and is used in all operating

procedures. The third level is about transactiomsday to day bargaining.

These ideas can be applied in different ways, eitheough new business
functions, processes or the whole structures. ®daily the strategic planning needs to

be redesigned to include stakeholders in all dexssi

Different stakeholders have different interestcofnpany needs to make sure to

keep a balance between these in the long term.

Lawrence et al (2002) explain the stakeholder cpnceom a similar
perspective. Stakeholder has an interest or shatempany’s operations. This might
be connected to legal rights, which is the case dmployees or owners. Other
stakeholders might not have any legal rights, faneple an environmental group, but
still might believe they have a moral right to qums company'’s policies and lobby for

a positive change.
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One way to split stakeholders is to organize theta primary and secondary
ones. Primary stakeholders have a direct intenegtd organization. These are owners,
employees, business partners, creditors, custcanersther. Secondary stakeholders do
not have a direct interest in the company but #heasfected by its business. These
include competitors, media, industry groups, civistitutions and groups, regulatory
bodies, the government and other. The questiontss which of these two groups to

place communities, environment and future genarati¥iews on this question differ.

The new focus on stakeholders caused a changeaffanrmduction point of view
of a company, illustrated in Figure 1-1, to a maay point of view of a company,
illustrated in Figure 1-2. The production point wiew simply focuses on what a
company needs to produce and what it does witlptbeuction. The managerial view,
on the other hand, acknowledges that the cruciatioeships work both ways. A
company therefore needs to pay attention to keey gelationship with all parties
involved in running its business. According to Fnam, if a manager does not pay
sufficient attention to either party involved thesiness might just fail. For example, if
the relationship with employees is not set weltauld easily cause strikes or work

stoppages.

Figure 1-1: Production point of view

ENVIRONMENT

o —_—

— -_\-\-_q_"""\--..

Suppliers Firm Products

‘_\-‘-“-—____‘_ _,_,—o-'-"ff
ENVIRONMENT

Source: Freeman, 2010
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Figure 1-2: Managerial point of view:
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In the new perspective of the managerial pointiefwy managers need to spend
time analyzing the stakeholders. Knowing the stalddrs and their possible influence
might be of a great advantage to the company. Btddter analysis follows these major
steps (Frederick et al., 1992, p.85):

* Mapping stakeholder relationships

* Mapping stakeholder coalitions

» Assessing the nature of each stakeholder’s interest
* Assessing the nature of each stakeholder’s power
» Constructing a matrix of stakeholder priorities

* Monitoring shifting coalitions

While mapping stakeholder relationships it is caltd go into detail with each
stakeholder group. In the case of creditors, fangxe, a manager can put down not

just their names but also the percentage of detitttiey represent. For suppliers, it is
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important to include what exactly they providewhat quantities and how they can be
substituted. This is a stepping stone for mapptageholder coalitions. In more and
more companies, this is done separately for eatleithat the company decides on to

better assess the decision’s impact.

Managers are also becoming more aware of the difters in between
stakeholders’ interest. As each stakeholder islu@gbin the business in a unique way,
this needs to be taken into consideration and coetbin an optimal way. Assessing
stakeholders’ power has become a commonly usediggam avoid issues such as
negative publicity, lawsuits and ultimately losscostomers. Types of power are voting
power, economic power and political power (Fredeet al., 1992). Voting power is
usually related to shareholders while economic poen the hands of customers,
suppliers or wholesalers. Political power is exadi by the government through laws

and regulations that might greatly impact the lik@bd of lawsuits.

After the necessary information is collected ihapful to design a matrix that
would capture interest and power of all the diffeérstakeholders. Finally, a practice
that has become commonly used is monitoring chamggsn stakeholder coalitions.

Here the dependencies on the company and otherhstiglers are of concern.

The stakeholder analysis has become a common gedoti businesses around
the world. One of the results is the increasechtitte to corporate social responsibility
in a way that would optimally match interest of tkey stakeholders and ensure the

company stays in business in the long term.

1.2.1 Pros and cons of social responsibility

Throughout the development of social responsibilitypusiness attitude many
debates about the pros and cons took place. Seppodf socially responsible
businesses argue that since the modern corpordiasn created numerous social
problems, it should also help to solve these praobleCorporations should at least

improve their practices and conduct business iopgm and honest way.

Another theory states that companies should kdeglaance between their power
and responsibility: The Iron Law of Responsibility says that in thegloan, those who

do not use power in ways that society considerpamsible will tend to lose "it
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(Frederick et al., 1992, p.36). This basically nsetrat society and especially customers
can take down a company that does not act respggngitis is true for companies that
carelessly dispose toxic waste or market hazardoagucts. They might be pushed out

of business by competitors who comply with the exaons of the society.

If a company acts responsibly, it has better prospéor the future. Doing
business responsibly might mean doing businesa fonger time. This idea suggests
that companies should act responsibly purely aghandorm of self-interest. It applies
especially in situations where a company recalls uasafe product or supports

educational programs. Sacrificing short-term proitreases goodwill and public favor.

A further important issue is that if companies segponsibly on their own, it
lowers the chances that the government starts galate the business. Regulation
reduces freedom of business and society. As freedardesirable good and increases
the scope of decision-making, it is in companiegiiest to try not to lose it. Preventing
government regulations keeps power decentralizeidhmMis beneficial for the overall

balance of power in the society (Frederick etl#192).

Another argument is that large corporations haveymasources and reserves,
especially financial, and should therefore useeasti a small part of them to help solve
social problems. Supporters of this argument cléiat as large corporations have
annual revenues higher than is the whole budgetoofe countries, the corporations
should take their extra resources and devote thtermproving the social issues.
Opponents of this argument state, however, thasrat return and margins are usually
more important than profits in absolute figures.

An obvious argument in favor of social responsiwsnis improving company’s
public image. When a company acts irresponsibdyatiually adds to a low opinion and
it is then difficult to start over and gain socistgcceptance. Companies that choose not
get involved in responsible activities also tenddok bad compared with companies
that build a positive image in this area.

The arguments against social responsibility in hess are based on Milton
Friedman’s opinion thatthere is one and only one social responsibilitpaginess — to
use its resources and engage in activities desigméacrease profits so long as it stays
within the rules of the game, which is to say, gegain open and free competition
without deception and fraddFriedman 1970). Friedman was the main suppafdne
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idea that self-interest on a free market, in a mgilegal framework, leads to positive
outcome for society. If social problems arise ih@t the companies’ responsibility to

solve them. The government should be the one asldgesocial problems.

Some companies state that corporate social regplilydiowers their efficiency
and profits. If a company uses its resources foras@urposes it has higher costs than
necessary and lower profit. In turn, shareholdetsaglower return on their investment
and this could make it difficult for the companyrise additional funds in the future.
This would, however, depend on shareholders’ amdlittrs’ view of CSR of the

company.

Other arguments against social responsibility sttbat it is not economically
feasible and might cause a great competitive deatdge compared to companies that
do not take any social actions. The extent, howedepends on how customers value
corporate responsibility. The issue arises esggadialthe global competition. If one
country demands more social responsibility from pames than another country,

corporations operating there are disadvantagetieglobal market.

Some argue that even if a company appears to pagdcal benefits and
responsible activities, it is the society that atifupays the costs. As businesses try to
recover their costs, society pays in form of lowlardends, lower salaries or higher
prices. The argument therefore is that if the dgdieew it has to pay the costs anyway,

it would not require socially responsible actiorani businesses (Frederick et al. 1992).

Another argument against social responsibilityhiat tcorporations are usually
not well equipped to deal with social issues. Mamagand executives are experts in
finance, operations or marketing and do not neciégsdave the skills to solve social
problems. This argument goes as far as sayingtinporation might make the situation
worse by acting without appropriate skills and kiemige. Corporations should
therefore stick to what they do best — provide igpalroducts at affordable prices. The
social problems should be left to others. Who thetbers might be is not specified
(Barnett 2012).

Some critics say that by giving companies respditgifor solving social
problems, we increase their power which is alreddgh enough. To avoid
concentrating important decisions into businessettshould be public institutions to

take care of social problems. Placing more playershe decision-making process
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allows keeping a pluralistic society and preventogoorations from gaining too much
power (Frederick et al. 1992).

Finally, it is argued that increasing corporategoesibility is misguided as the
focus should be on individual responsibility. Orgations do not make decisions. It is
people who decide on company’s policies. So if canypmanagers want to support
social projects they should do it out of their owocket and not with company

resources.

There are many other arguments for and againsbcatg social responsibility.
It is difficult to make a clear judgment and so @amies need to listen to the prevailing
opinion in their business locations to evaluateatisequences carefully.

1.2.2 Main social issues impacting business

Let us now have a look at the main contemporarjab@sues that corporations

need to deal with — environmental, global and tetbgy.

Environmental issues are the most pronounced @aqorate responsibilities
in this area are vigilantly observed. Companiesdten criticized for damaging the
environment by conducting their business carele$ggus of the criticism is mostly on
wasting natural resources and contributing to poliu and global warming. The
pressure to eliminate harm to natural environmemeas from both government and
society. Government designs laws and regulationdewgdociety poses demands on

voluntary changes in production processes.

Global issues are put under the spotlight by custemn more developed
countries. The issues are mostly related to theanpf globalization on development.
Opponents of globalization claim that it leads tepleiting developing nations,
especially their natural resources and workersy Bi®o state that globalization widens
the gap between the rich and the poor. Propondrgibalization, on the other hand,
argue that it leads to an increased standard iofjliall over the world as wages increase

and economic development advances.

Large corporations operating in numerous countded regions thus have
important legal and ethical decisions to make. €hae often a part of their CSR

policy. An example of that could be choosing labtandards for workers in different
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location. Each multinational corporation needs ¢cide whether to comply with local

standards or use the same high standard for afl Itfeations. The first option could

mean that the rules of work place safety or emplpychildren are lower in some
countries than in other. This is often criticizeg customers and civic organizations
from more developed countries. Another decisiobéomade is whether to continue
selling products that were already banned on soar&ets.

Technology issues are related to the effect newintdogy has on society.
Certain technological improvements also bring thssbility of abuse. Current issue is
privacy and security of confidential informatiorarpcularly in the context of selling
the information and using it for marketing purposether technology issues that need
to be addressed from the point of view of ethicd aarporate responsibility include

genetic engineering, use of embryonic stem celtdaning.

There are many other social issues that comparded to face. Research has
showed that socially responsible companies areeped better by their stakeholders
and in turn have a better financial performancehim long term. This relationship is

analyzed closely in chapter 3.

1.3 Regional differences in corporate social responsibility

Previous research on corporate social respongiltlitincentrated mostly on
North America and Western Europe. As this thestsises on Central Europe, we first
outline the main regional differences and theirrses. Aguilera and Williams discuss
different approaches to CSR in their stu@prporate Social Responsibility in a
comparative perspectivérom 2006. They found that differences in CSR agion

countries are caused by numerous aspects.

The first important aspect is legal environmentudgra and Williams state that
national laws on CSR are “uniquely powerful” indlrareas. Firstly, they form social
expectations towards businesses. Secondly, thealsegpectations in turn create
incentives for firms to comply with the legal remgments. Thirdly, the laws give a
signal about the importance of the subject in aifipecountry. This is amplified by

business culture in the country, actions of investoonsumer preferences, corporate
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governance regime, effectiveness of NGOs and iddalistic versus collectivist nature
in country’s social philosophy (Aguilera, William2006).

Apart from the legal aspect, CSR is also influenbgdinstitutional specifics.
Aguilera and Williams (2006) claim that nationaklpaependencies play an important

role in institutional set-up and hence in CSR depelent, as well.

Aguilera and Williams (2006) distinguish two maittitades towards CSR —
Anglo-American and Continental European, which gisevails in Japan. The main
differences in CSR are similar to differences oncorporate governance. Anglo-
American part of the world has an “outsider” systainile Continental Europe and
Japan have an “insider” system. This is based anebblder and stakeholder view of
the company and different cognitive styles in vasiaultures. The UK is believed to be
in between the two systems and approaching thei@méal European one. This is

inevitable as the UK needs to follows requiremertihe European Union.

CSR in Asian countries is quite specific as it ist melated to economic

development but to the level of international trééguilera, Williams, 2006).

The next two sub-chapters focus on specifics opG@te Social Responsibility

in the European Union and in the Central Europgaiticular.

1.3.1 Corporate Social Responsibility in the Europe  an Union

European countries, together with America, werefitlsé to promote Corporate
Social Responsibility among their businesses byt public policies on the issue.
United Kingdom, France and Scandinavian countriésoduced some of the most
renowned and innovative policies. CSR first appeane the common European Union
agenda ten years ago and it has since become -&stafilished concept. This concept
aims to stimulate inclusive, smart and sustaingbbevth, in line with the Europe 2020
Strategy.

CSR policy framework is now established on the Wrievel by the European
Commission and also on the Member State level. Birepean Commission issued two
CSR Communications, in 2002 and in 2006. Their psepwas to establish a common
understanding of CSR across the EU and hence supmamhing the Lisbon Strategy

objectives. The 2006 Communication set eight pyaareas in CSR: awareness-rising
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and good-practice exchange, support for multi-stalder initiatives, cooperation with
Member States, consumer information and transpgyamsearch, education, SMEs,
and the international dimension of CSR (Knopf et 2011). The EU tries to actively

support these priorities by numerous initiatives.

The European Commission CSR initiatives are supdolty various member
states. To review progress and identify new areasirhprovement, the European
Commission organized European Multi-stakeholdeufoon CSR in 2009. Since then
six multi-stakeholder workshops on company disalesef social, environmental and
governance information took place. The European i@ssion wants to base the next

communication on input from these workshops anépetdent studies.

In order to support CSR in new Member States amdlidate countries, the
European Commission launched two initiatives. Tire initiative named “Accelerating
CSR practices in the new EU member states and adatredcountries as a vehicle for
harmonisation, competitiveness and social cohesigdghe EU” was run by the United
Nations Development Program in 2006-2008. Aims to§$ tinitiative were situation
analysis, promotion of multi-stakeholder initiasvand good-practice exchange, and
national and local capacity building. The Unitedtibias Development Program
continued to carry out the support with a spe@alis on creating a system to measure
CSR on government and company levels. Within theorse initiative, the European
Commission co-financed “Support to National CSRifBtens” in 2009-2011. The aim
was to improve CSR performance in European ensagri

CSR engagement is also increasing on the Membde $ael. The CSR
framework on national level can be established dypting the EU level CSR action
plans and strategies. This approach is recommemastly to countries that do not have
a long tradition of CSR. So far the EU level CSRacplan was adopted by Belgium,
Denmark, Germany, the Netherlands, Bulgaria andgdun Some Member States base
their CSR public policy on national surveys anceagsh studies. This way the policies
are tailored to specific needs of the country,diisic groups and businesses. This
approach was successfully used by France, FinladdCgprus. There are also Member
States that do not have a strategic document oni@$Rice even though they have a
strong CSR profile, for example the United Kingdand Sweden (Knopf et al., 2011).
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The European Commission advises that national C8Rypcan be developed
through six steps: identifying country specifics@$R, defining CSR, defining CSR
public policy rationale, integrating CSR in govermn institutions, choosing CSR
policies and monitoring outcome. The European Casion findings show that

Member States tend to have significantly diffenéetvs on the last four steps.

CSR public policy rationale provides the reason whgngage in CSR activities
in the first place. The rationale differs acrose Members States, depending on the
national economy and its integration in the wortdreomy. Small economies with a
high ratio of SMEs, such as Belgium or Portugalaficially support companies that are
active in the social economy and try to increasadparency. Member States that are
traditionally more export-oriented, such as Denmdtkland or Sweden, are more
active in the international CSR initiatives. Ancththere are Member States that both

support SMEs and are active internationally, faaraple Germany.

There are several possibilities how to integrateRC8to the government
infrastructure. Member States seem to have quitereint preferences in this matter. As
several government departments are usually invoinegdSR — for example labor and
social affairs, economy and foreign affairs — FegnBelgium and Cyprus set-up an
inter-ministerial work group. By contrast, some Mwmm States established new
organizations to handle CSR issues. There is a psfou Corporate Responsibility
Issues, an auxiliary body of the Prime MinisterfBoe, in Poland; Government Center
for CSR in Denmark or National CSR Forum in Germaltye UK and Portugal set up
specialized councils. France and Sweden created ce8fers strongly related to their

foreign policy.

In terms of establishing CSR policy, there is aichaf implicit or explicit
framework, or a combination of both. Implicit frameark refers to institutions that are
not primarily designed for and labeled with CSRa#fples of this are the constitution,
labor or environmental regulations. Explicit fram@w consists of all institutions that

were established with the purpose of promoting CSR.

Outcome of CSR policies needs to be monitored terdene their success and
plan further development. CSR policies can be nredsagainst targets set in the EU

action plans and strategies. A few Member States ingernational instrument to
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measure the policy outcomes to be able to compmalts with countries outside the
EU.

As the European Union has only issued Communicsition the topic of
Corporate Social Responsibility, it is up to eacknivber State to determine the best
way how to implement the topic into national lans A result, we can observe several
ways of rationalizing CSR, integrating it into gomment institutions, selecting specific
policies and monitoring their outcomes. This helMsmber States and Candidate
Countries to find inspiration for improvement buttlae same time it leaves the option

to stay behind.

1.3.2 Corporate Social Responsibility in Central Eu  rope

This part discusses CSR in Central Europe as therieal research in chapters
2 and 3 focuses on this region.

As a part of the “Accelerating CSR practices in tleev EU member states and
candidate countries as a vehicle for harmonisatompetitiveness and social cohesion
in the EU” project financed by the European Comiaissand conducted by the United
Nations Development Programme in 2006-2008, a tepoCSR in Central Europe was
written (Braun, Line, 2007). According to the refpdhe main difference from Western
Europe is that it is the business itself that dsitiee change in Central Europe. The
business gets support from local membership-basesinéss organizations and
international institutions. Involvement of the gaw@ents differs by country. Generally,
government incentives and initiatives to improvepansibility of business are missing.
Nevertheless, surveys showed that both companies the public believe that

government should take care of social responsibggues.

Nongovernmental organizations (NGOs) seem to halxelmnited power to put
pressure on the government and companies. Foraghtds NGOs companies represent
a source of funding. For this reason and also dwtongoing market transition, there

is not a tradition of criticism or raising issueghwcompanies.

Media in the region are reported to fail in expgsinresponsible business
activities. Research on consumer expectations fommpanies in terms of social

responsibility is limited and companies therefooeribt feel the consumer pressure to
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change the way of conducting business. The twcermitiatives promoting CSR in
Central Europe are UNDP and the Global Compadatiie which is also run by the
United Nations. These efforts are nevertheless webgrated with the work of

membership-based business organizations, suchsase®s Leaders Forum Network.

The part of research conducted on a company |levelated that key corporate
drivers of socially responsible behavior are nmaltional companies committed to local
and global economic success. In most cases, tt@spanies simply apply general

standards of responsible business and importedr@@kIs from their headquarters.

Overall, companies in Central Europe seem to ben ojge dialogue with
stakeholders. On the other hand, little progressbeen made in the areas of public

disclosure and governance practices (Braun, Lid@72
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2.Social responsibility in Central Europe

In this chapter interviews with selected non-profiganizations and companies
in Central Europe are assessed. The interview assave compared with the theories of
corporate social responsibility described in thevmus chapter. We also analyze how
the views of donors and recipients differ in terh$CSR motivation and what the non-

profits might do to attract more donors.

2.1 Interviews with non-profit organizations and companies

The interviews were first conducted with selectet-profit organizations and
companies one by one. Based on the answers, quagities were assembled and
distributed by e-mail to reach more respondentifferent locations at once.

2.1.1 Interviews with non-profit organizations — th e recipients

During the first interviews with non-profit orgaaizons the following questions

were asked:

» Who are usually the donors? What type of donorsgise (multinational
corporations, large national companies, small anddiom sized

enterprises, individuals (families, pensionersdtber)?

» What types of projects do the donors prefer (emwirental,
development, focused on unprivileged children orciao groups,
supporting the non-profit organization as such,other)? Is there a
relation between type of a donor and type of aqumtofhey choose to

support?

» What is the usual donation pattern (percentageaiftpconstant amount

or other)?

» What do you think motivates donors to support yarganization?
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The first non-profit organization interviewed wa®RA. ADRA stands for
Adventist Development and Relief Agency and it iseoof the largest non-profit
organizations in the world, operating in 125 coi@str It was granted a Consultative
Status in the United Nations Economic and Socialr€d in 1997. As the interviews
were conducted separately with several memberdDi@ A Czech Republic working on
different positions, these are be used as a cadg. st

ADRA Czech Republic

ADRA started its activities in the Czech Republwenhty years ago by
establishing ADRA Foundation for collecting andistabution of funds. ADRA civil
association was established later to organize giognd it has become one of the three
largest humanitarian agencies in the country. Cz&BRA runs short-term relief
projects, e.g. in case of a natural disaster, dsasdong-term development projects in
23 countries around the world. They also estabdistie educational project “Prvak”
[first-grader] in the Czech Republic with the aimihcrease general knowledge about
developing countries and development cooperatioongnchildren and youth. They run
centers for volunteers in eleven Czech cities fedusn helping the disabled and
seniors. The humanitarian office coordinates a lpgyaocial intervention team helping

people to overcome extreme events.

ADRA civic association and ADRA Foundation haveagpe annual reports. In
2010 ADRA civic association received 55 million CZ#m private and public entities
(individuals, companies, municipalities, etc.) whiwas the largest source of income
(57.6%). Over 32 million CZK were gained from 61bpa subsidies (33.7% of
income). Sale of services and membership contohuticcounted for less than 9% of
resources. ADRA Foundation accepted around 900stmaliCZK in contributions and
over 20 million CZK in grants. Out of the 20 miltipone third was a contribution from
RWE Company. Almost a half was gained from anonysndonations through public

collections and from Donors Message Service. (ADRAual Report 2010)

ADRA’s largest donors among companies are RWE, drms®st Group,
Lagermax, OKD Foundation, Genius Media, Digital ®eses, Air France;SOB and
Skoda Auto.
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Interview with Radomir Spinka, Chairman of the Bbaf Directors in ADRA
Foundation and Coordinator of “BangBaby” Profect

1. Who are usually the donors?

“Majority of the donors are individuals from diffamt parts of society. Most of
them are from the Czech Republic, some are from&&ia and a few are from other
European countries. When it comes to types of dottwere is a large group from the
Seventh-day Adventist Church. That is because ADRA established by the church
and so the members are well informed about ADRAidctivities. Project BangBaby
is also supported by hundreds of individuals andganies.”

2. What types of projects do the donors prefer?

“Most of the donors support projects after natuliglasters that appear in the
media. Of course there are also donors that supgorégularly. |1 cannot tell whether

there is a relation between type of a donor and tffa project supported.”

3. What is the usual donation pattern?

“l cannot estimate this.”

4. What do you think motivates donors to suppotryarganization?

“Donors are particularly generous in case of humaaian aid after natural
disasters (floods, earthquakes, tsunami, etciy. mhuch more difficult to find support
for development projects. Donors are certainlyuiafices by media where they hear
about urgent needs after natural disasters. | tthiel are also influenced by personal

experience with particular non-profit organizatigns

2 BangBaby is an educational program that Czech AD&RY in Bangladesh. ADRA civic association
allocated one fifth of all donations to this prdjec2010.
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Interview with Lenka Hajkova, Methodologist and jert worker from ADRA

Center for Volunteers in Frydek-Mistek

1. Who are usually the donors?

“Our branch is supported from government resou(béinistry of the Interior,
Ministry of Health and this year also Ministry ofl&cation, Youth and Sports). In 2010
we were also supported by regional authority whietuded grants for voluntary work
into its budget. We are further supported by mymakiies where we run projects
although support from some is very limited. Oun\atiés are supported by different
foundations, mostly from our region, as well. Lamount of support comes from
individuals and legal entities. Main donors are tiyokegal entities, usually limited
liability companies or joint-stock companies. Thesenpanies are Czech and conduct
their business in places where we run our projécst2010 we had seven main donors
that provided financial or in-kind support of mdhan 20 000 CZK. The next division
is between donors who gave more than 10 000 CZkss:. In 2010 we had 90 donors

in this category from our region. Eleven compaipies/ided in-kind support.”

2. What types of projects do the donors prefer?

“With state, regional, municipal or corporate foatidns it depends on the type
of grants they award each year. Multinational coapons and also large Czech
companies, e.gCeska spiitelna, KB, etc., have their own policy for CSR wfhi
includes policy for donations. These companies llysghoose their area of interest in
advance. It is mostly environmental and culturalgets or projects focused on children
and the disabled. It is an exception if a compahgoses to support a project for
seniors. Nevertheless, there are some large cosgpaand small and medium
enterprises that do not have a fixed CSR policythén depends on the ability of a
fundraiser from a specific non-profit organizatiori'sell” their projects.

Voluntary work and volunteer projects are usuaby @ligible for grants and not
in line with company CSR policies. It is only pddsi to gain support through

emphasizing the target group of the voluntary work.
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3. What is the usual donation pattern?

“In 2010 we gained 648 101 CZK from companies, biotancial and in kind
support. We further obtained 78 439 from publidexilons, 283 900 from foundations
and 995 300 from public grants.”

4. What do you think motivates donors to suppotryarganization?

“ADRA in general and also our regional branch havgood reputation. Our
organization works a lot with media and is therefarell-known country-wide. People
recognize ADRA from TV and leaflets. People know lmgo. What helps our branch is
a good relationship with media and we try to imgrowin the long term. Our great
advantage is also a long-term cooperation with faisérs. We now have a very capable
fundraiser who is a longtime supporter of ADRA. Wiek it's important that she is a
business person. She knows how to approach congpameé apart from her own
contacts she knows how to gain new ones and howutld good relations with
companies. Voluntary work is generally a neutraliés and media respond well to it;

they are willing to publish articles promoting “gbdeeds”.

Interview with Petra Kurflrstovd, Director of ADR8enter for Volunteers in

Prostjov

1. Who are usually the donors?

“In our branch it's mostly small and medium entéeses from the region.”

2. What types of projects do the donors prefer?

“Our donors support the whole branch and usually'tdcare how we use the

money. Target groups of our projects are seniodstla® disabled.”

3. What is the usual donation pattern?

“Donors mostly give constant amounts.”
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4. What do you think motivates donors to suppotryarganization?

“On regional level it's the good reputation of dunianch, on national level it's

the media coverage that influences donors the fnost.

Interview with Sarka Hejnakova, Coordinator of BBaby, ADRA'’s largest

project

1. Who are usually the donors?

“ADRA is supported by different types of compangswell as individuals. It's
difficult to determine which group is the most sfgrant. We don’t have sufficient data
to find out. Specific feature of ADRA is a largepport of Adventists as it is essentially

an Adventist organization. We also get financigdmart from public subsidies.

| suppose that project BangBaby in particular ippsuted by mostly by
“ordinary people”, individuals, families, groups folends. Interesting donor groups are
schools and family centers. The spectrum is reailye. Of course we also receive
support from small, large and multinational corpiores. There are no public subsidies

for this particular project.”

2. What types of projects do the donors prefer?

“Donors support mostly humanitarian aid projectsduse they see who and
where currently needs the help. If news of a natdisaster is widely reported in our
media donors respond quickly and donate generoitdymuch more difficult with
development projects. Long-term support is needelthe choice of a project usually
depends on individual preference. | suppose thaplpeusually prefer projects helping
children or providing medical assistance but thatst my personal opinion. | think
there’s for sure a relationship between type ofoaod and type of a project they
support: pharmaceutical companies support medicalje@s, schools support

educational projects. But | don’t have sufficieatalfor an objective answer.”
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3. What is the usual donation pattern?

‘I cannot answer this question objectively. | sugppathat in case of the
BangBaby Project the donations vary. | know frormoaunication with the donors that
some of them have limited income but they still vemand do help the kids in our
project. In BangBaby project we receive constanbams of 450, 550 or 650 CZK a
month, depending on which category a child is iayrRents can be made monthly,
quarterly, semi-annually or annually. Some donaggpsrt two, three or even more kids
at the same time. On the other hand, we have edse&x® two or three donors support
one kid. In some cases there are mothers from dyfasmter who collect the minimum
amount. It's really variable. It's also variable ather projects. We have donors who
support specific projects on regular basis or symgipport ADRA in general with
regular similar amounts. Other donors always redptmnhumanitarian crisis. Some

support us only once or irregularly.”

4. What do you think motivates donors to suppotryarganization?

“ADRA is a huge organizational network. It has aodaeputation and many
people trust it because of longtime positive reladiand everything it's accomplished.
It's an Adventist organization which of course mates members of the church to
support it. At the same time, ADRA is supportednoyn-members, too, because people
know that ADRA makes no differences between dohased on religion, race, origin

or political views.”
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An important outcome of the first interviews wasttit helped to evaluate how
clear the questions were and how they needed tohbaged in order to get more
specific and relevant answer. In the next roundjuéstionnaires, questions focused
more on support that non-profit organizations regefrom companies. Also, the
questions were shortened and simplified. Based b @2009), when sending out
questionnaires to organization were the questisanauthor has no personal
relationship, it is best to keep the questionstsisimple and clear. Complex questions

might result in a lower response rate.

The questionnaire was simplified in the followingyv

» What companies support your organization? (small
enterprises/international  corporations/firms ~ from  aspecific

industry/other)

» What projects do companies usually want to supp(with focus on

environment/education/organization’s work in getievther)

» What support do you receive from companies mostn@ft(material

support/one-time payment/regular financing/other)

» What do you think motivates companies to suppour ysganization?

This basic questionnaire was sent out to non-pafianizations in the Czech
Republic, Slovakia, Hungary and Poland. In the @ZRepublic, the questionnaire was
sent to all non-profit organizations that are regesd on the portal nezikovsky.cz and
have at least one company listed as their suppaitein the last three years. Number
of non-profit organizations receiving support fréime private sector is 191 out of 440 of
registered organizations. The number of responsiégscted is 58 which gives a 30.36%
response rate. This response rate is in line wittrfgs in Chiu (2009) who stated that
response rate to e-mail questionnaires from an amkperson tends to be around one
third.

The 58 Czech non-profit organizations that respdntie the questionnaire
include the largest organizations (e.g. PeopleaeedY and several small organizations,
as well. Different national (e.g. Maltezska pomaeyional (e.g. Charita Ostrava) and
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even local (e.g. Qtanské sdruzeni Siriustdbi) organizations took part. As for the
scope of the organization’s work, response wasveddrom organizations specializing
in a particular field (e.g. Alzheimercentrum) aslivees from organizations with a wide
scope of activities (e.g. Red Cross). A completedi organizations that responded is

included in Appendix 3.

Number of Slovak non-profit organizations receiviting questionnaire is 26.
Those are the organizations listed on the Slovaks®BPlatform that also receive some
funding from the private sector. They are also lHrgest non-profit organizations in
Slovakia. Other non-profit organization databasewide insufficient data to look up
organizations one by one. Number of organizatidned have responded is 8, which

gives a response rate of 30.77%.

The Slovak organizations that responded to thetqueesire include the largest
non-profit organizations in Slovakia (e.g. UNICEF Bontis Foundation). Three
organizations have some connection to the Chrisghgion (e.g ADRA, eRko, Slovak
Catholic Charity). Two organizations are involvedimternational relations and one in

health issues. A complete list of organization$ taaponded is in Appendix 3.

In case of Hungarian and Polish non-profit orgamzres there is a language
barrier and so both searching for organizationgaertipd by private sector and getting
in touch with them was more challenging than inecad¥ Slovak and Czech
organizations. 12 Hungarian non-profit organizagiselected through the nonprofit.hu
portal received the questionnaire in English armésponded. In Poland, the 8 largest
non-profit organizations received the questionnair&nglish and one of them replied.
However, Polish platform for non-profit organizat®ongo.pl responded that they are
conducting a research very similar to this one agr&®0 Polish organizations and their
results should have been available at the begirofingay. Unfortunately, publishing of
the results was postponed until the end of Maysanthey cannot be included here.
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Let us now have a look at how the non-profit organons answered the
questionnaires. As for the first question - Whatpanies support your organization?
(small enterprises/international corporations/firineen a specific industry/other) — 41%
of non-profit organizations claimed they were mpstlipported by small and medium
enterprises. 18% of non-profit organizations reeeimost support from large
international corporations. Large national compsniere reported by 10% of the non-
profit organizations. 4.5% of organizations statteat they are supported by companies

from the region without specifying the size of twmpanies.

Industries that were specifically mentioned in theestionnaire answers were
banking, telecommunications, energy and IT. 12%af-profit organizations reported
that they are only supported by companies wheng khew someone personally. Some
organizations stated they are only supported bypeornes that have leftover resources
that they cannot put in a better use. Two orgaiozatare supported by companies that
are somehow connected to a specific church. Theeassare displayed graphically in

the Figure 2-1 below.

Figure 2-1: Answers of non-profit organizations}oestion 1

What companies support your organization?
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The second question - What projects do companiaallyswant to support?
(with focus on environment/education/organization@k in general/ other) — brought
a large number of different responses. 27% of orgdions stated that firms are most
likely going to support projects focused on childr&ven though some organizations
mentioned that the tendency to choose childrerept®jover others is not as strong as it
was 10 years ago, it still seems to be prevailP@jects for the disabled receive the
second highest support according to the non-pafianizations. Among the better

supported are also educational projects (9%) aogqts for seniors (7.5%).

Other types of projects receive a lower supponnfiampanies. These include
projects focused on health, more specifically figipicancer or addiction; or projects of
humanitarian aid and relief, such as after-floogstogations or ShelterBox. A few non-
profit organizations receive support to cover tlogierational costs and running project
support. Two organizations stated that companies wasupport unique projects, no
matter what area they are in. Included in the arsweere also projects focused on
sports, culture, ecology, blood donations, homelpssple or people in financial
troubles. Projects focused on women, regional dgweéent, animals and landmark
restoration were also mentioned. A graphic dispéyall answers can be found in

Figure 2-2 below.

Figure 2-2: Answers of non-profit organizationsoestion 2

What projects do companies usually want to
support?
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Answers to question number 3 - What support do ngmeive from companies
most often? (material support/one-time paymentleggiinancing/other) — were more
straightforward. Most non-profit organizations reee one-time payment from
companies. These payments usually come at the roagirof a new project. Most
organizations wrote that if a project goes wellnpanies are willing to support them
again with a single payment for another projecte Sbhcond popular type of support is
in-kind or material support. Organizations recere® materials that they need for their
projects, or free services, such as consultationsetr page design. These two types

account for 80% of all support.

The type of support that non-profit organizationstes would be the best for
them is regular payments. 12% of support from cangsahas this form. The support
can also have the form of voluntary work for thegamization or a discount on
companies’ products or services. A specific catggothe 2% of taxes donations which
is a significant source of funding for Slovak nawfft organizations. According to
Slovak law, each legal entity or individual canoalite 2% of their income taxes to a
non-profit organization officially registered fdnis purpose. All answers are displayed

on Figure 2-3 below.

Figure 2-3: Answers of non-profit organizationgoestion 3

What support do you receive from companies
most often?
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The fourth question - What do you think motivatesnpanies to support your
organization? — was the most important one in thestionnaire. The point of this
research is to find out what might motivate compario support social, environmental
and development projects. This support is usuallyerg through non-profit
organizations. It is therefore crucial to find dww non-profit organizations perceive
the motivation and whether this matches the congsanesponses.

22% of the non-profit organizations believe thag¢ thost important factor is
quality of the project. This includes quality ofetlproject plan, project running and
organization. At the same time only 6% of the orgatons think that good project
results are the most important motivational factayng-term good cooperation and
transparency of the project financing were eachtimeed by 8.5% of non-profit
organizations. 7% of organizations believe it isic@l to know someone in the
company to gain its support. 20% of organizatiogigelbe that companies support them
to improve their image, fulfill their CSR policyrgets or gain more visibility of their
customers. 6% of organizations wrote they have beesiving more support since they

improved their PR.

Possible motivation that was mentioned by less th&#m of the non-profit
organizations includes reliability and trust, psecreporting of how the project is going,
tax discounts or state control over the non-profgganization. A few organizations
think companies support them because the employbesdecide where the support
goes have personal experience with the problemotiganization focuses on. One
fundraiser wrote that companies support the orgdioiz because of her personality.
One Slovak organization believes companies supih@mn to improve information
exchange and one organization stated it is impbttanompanies that the organization
received official awards for their projects. Onengarian organization wrote that
companies support them to get free festival tickktswers are displayed in Figure 2-4
below.
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Figure 2-4: Answers of non-profit organizationgjoestion 4

What do you think motivates companies to
support your organization?
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Let us now continue with non-profit organizatiom&mments on development
of company support. Representative of OliMali €zech civic association that runs
charity projects for children in Ukraine — statéatteven though projects for children
are still getting the most support, this trend bafortunately declined in the past ten
years. He wrote that companies prefer to suppart ared unconventional projects that
attract more publicity. It is therefore importantgresent a unique project. Also, more
support is coming from IT firms that design web @agThe representative of OliMali
wrote that these firms offer free web page desigman-profit organizations as a part of
their promotional activities. OliMali itself now baa brand new web page and name of
the IT firm that designed it is written right orettop.

Founder and director of non-profit organization dperity also shared
interesting views on how the project support froompanies evolves. Prosperity is a
Czech organization that supports entrepreneurgaéonrning more independent and self-

sufficient. It offers educational courses, makesririews with successful entrepreneurs
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to pick their minds on how to run a business betdtet provides legal services to help
start-ups. According to the director it is easeraise funds for the disabled than for
talented people. Similarly to the representativemfrOliMali, Prosperity’s director

stated that it is crucial to come up with a unigueject with good media coverage to

gain more support from companies.

A project leader from the non-profit organizatiorw School wrote that the
current trend, especially among companies with ldgesl CSR policies, is to invest
into the future and so firms are most likely to ab® to support educational projects for
children. He stated that it is also the generaldrm the society to try to help children
get a better education and through that improvedpacts for a successful professional
career in the future. The organization New Schamgdpsrts education of minorities,

particularly Roma people and children of foreigners

Fundraiser from the senior home Sue Ryder statddcttmpanies tend to choose
a particular type of projects to support and thisn almost impossible to get support for
a different type, especially without a personalremtion in the company. In general, it
is easier to get support for projects focused aldi@n or animals. Once the non-profit
organization gets the first support the continuatiepends on the relationship between
the company and the non-profit organization.

A guestionnaire response that illustrates howadliftiit might be to gain support
for a well-designed project came from chairman loé tAssociation of landmark
restoration. The association’s project plan is dstare a cultural landmark Zbenice
castle, build a museum, lecture halls and a hesdbtibrary and organize both fun and
educational activities for children and adults. Thairman of the association wrote that

he contacted over two hundred organizations witlsaatess.

So after evaluating all questionnaire responseseams that original and quality
projects focused on children in the areas of edocatr disabilities are the most likely
to gain some support from companies. Neverthelegsoject that fits these criteria
might still fail to gain sufficient support. Whdtis that makes the difference remains a

question for a more thorough research, which isidatof the scope of this thesis.
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2.1.2 Interviews with companies — the donors
The following questionnaire was sent out to comesini

» What types of projects does your company suppoftzug on
children/culture/sports/other)

» What criteria do you use to choose between spqmifiects?

» What motivates your company to support social, remnental or

development projects?

» If you donate money/resources to non-profit orgatnens, what do you
expect in return? (company logo visibility, contiug reports on how the

resources are used, other)

» Recent studies show that companies with good C3iRigmhave better
financial performance in the long term. Do you kithis theory is
applicable to Central Europe? Is this something gousider when
designing a CSR policy?

This questionnaire was sent to all companies tleineluded in the study of the
relationship between supporting social, environmaleor development projects and
long-term financial performance in Chapter 3 ofsthhesis. In total, it was 48

companies from the Czech Republic, Slovakia, Hungad Poland.

The response rate was rather low. Some comparniesatireply at all. A few
companies post an outdated e-mail address for tmwvesations inquiries on their web
page and so it is not even possible to get in tautih them. Incidentally, these are the
companies that also have the lowest CSR rating.eSoompanies replied that they

cannot answer the questions because it would eidthetir internal policy.

Only few companies provided what seems to be atlghr and honest response
— Polish Bank Millennium, Magyar Telekom, CME andl8fonica. As each of these
companies is a representative of one of the camirncluded in the research, these

answers are used as case studies.
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Bank Millennium is a Polish commercial bank established in 19&9strategic
shareholder is Banco Comercial Portugues. The Imdisted on the Warsaw Stock
Exchange where it is included in the RESPECT Indéhe Index comprises socially

responsible companies listed on the WSE Main List.

The answers from Bank Millennium’s CSR ConsultantnA Pulnar are as

follows:

What types of projects does your company supporf@cu¢ on
children/culture/sports/other)

“Bank Millennium supports projects related to CtenEmployees, Business

Partners, Society and Environment.”

What criteria do you use to choose between spqumifiects?

“Our projects are designed in order to meet thalsed the main Stakeholder
groups of the Bank. When defining those needs, age lon a survey of Customer and
Employee satisfaction, questions addressed to Hr&k By the external auditors and

research centres, discussions with Customers,torgedusiness and social partners.”

What motivates your company to support social, remvhental or development

projects?

“The main motivation for conducting a responsibleisiness in Bank

Millennium:

- The main CSR values are identical with corporatalues (e.g.:
Trustworthiness, Openness to the customer, Ethicd Responsibility in action,
Excellence — high quality of services rendered, olrativeness, Respect for
stakeholders.)

- Compliance of CSR standards have positive impact Stakeholders

satisfaction and build better cooperation betwéemtand the Bank
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- Implementation of CSR standards ensures long feeence on the market,
build credibility and competitive advantage”

If you donate money/resources to non-profit orgatiens, what do you expect
in return? (company logo visibility, continuous ogfs on how the resources are used,
other)

“It depends on the project. Regarding sponsonwg,mostly expect company

logo visibility and donations — that the reportdl Wwe produced.”

Recent studies show that companies with good CSKig® have better
financial performance in the long term. Do you khihis theory is applicable to Central

Europe? Is this something you consider when desigaiCSR policy?

“When designing the CSR policy we take into theocaet that the companies
with good CSR policies are more credible for Ingestand may have better financial
performance in the long term. That is why Bank &fithium is listed on the “Respect
Index”. This index comprises companies listed an\Warsaw Stock Exchange, which
comply with highest standards for corporate gowecea information governance and

investor relations as well as environmental, comitgtand employee relations.”

Magyar Telekom Group has operated on Hungarian market since aaréfies.
It conducts business in two main areas: fixed &nd mobile communication services
for residents and SMEs; and corporate serviceseferprises. It has operations in
South-East Europe, as well. Its majority sharehoiseDeutsche Telekom AG. It has

been listed on Budapest Stock exchange since 1997.

Magyar Telekom introduced a three year Sustairtglstrategy for 2008-2010.
Its strategic objective was tonake the leading sustainability role achieved bygiéa
Telekom so far visible for the employees and thstooters, tob (Magyar Telekom
2011). The overall approach is illustrated on tlgaife 2-4 below.
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Figure 2-5: Structural approach of sustainability Magyar Telekom
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This figure illustrates all the different areasttim@ed to be considered when
talking about sustainable business. Based on itstalability Reports, Magyar
Telekom seems to have the ideas about sustaiyabiid responsibility well outlined
and also implemented.

The answers to the questionnaire from Magyar Taele&o Corporate
Sustainability Manager Rita Abraham follow:

“In advance a short summary of our approach:

- main guidelines come from Deutsche Telekom wh&hhe main owner of
Magyar Telekom; we keep those topics that are aglein the Hungarian market and
try to leave those that are not

- at Magyar Telekom we talk about sustainability G& or CSR

- in 2010 we created a sub brand ("hello holnapictvimeans hello tomorrow)
in order to label those products, services andities that are related to sustainability”
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What types of projects does your company supporf@cu¢ on

children/culture/sports/other)

“Regarding sponsorship we focus on youth (musitiiels), sports (water polo,
kayak/canoe, swimming - these are very populartsporHungary), and culture (we are
one of the main sponsors of Budapest's biggestarst prestigious music hall called
MUPA)

Regarding sustainability and corporate social resjility we call three times a
year a so called thematic tender for civil orgatitres. We determine topics that are

related to sustainability.”

What criteria do you use to choose between spemifiects?

“We prefer those projects that are match with eyeéar sustainability strategy.”

What motivates your company to support social, remvnental or development

projects?

“Sustainability for MT is a long term strategic meipal. Being an info-
communication company development is part of ouwfilg; innovation is one of
Telekom's three brand character. Any project thahiconnection with innovation is
welcome. Since telecommunication and info-commuidoa are affected by
environmental issues (networks, wires, data traffita centers, used mobile devices)

we put a strong emphasis on environment protection.

If you donate money/resources to non-profit orgatiens, what do you expect
in return? (company logo visibility, continuous ogfs on how the resources are used,
other)

~We expect the listed things: company logo, hatfdiand final report including

financial report.”
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Recent studies show that companies with good CSKig® have better
financial performance in the long term. Do you khthis theory is applicable to Central

Europe? Is this something you consider when desigaiCSR policy?

“CR or sustainability is about money in the longrieand about image in the
short term. According to a research conducted hl28eople in Hungary tend to pay
more for those products and services that come &@mstainable company. Nowadays
it is a little bit harder because of the econoniisig, clients are more price conscious

than before.”

CME is a media and entertainment company operatingpBtimercial television
stations in six markets of Central and Eastern peirdt was founded in 1994 and the
first television station was Nova in the Czech Rsjou It is listed on Prague Stock
Exchange and NASDAQ in New York.

The answers from CME'’s Investor Relations Execudi@ra Knazko follow:

What types of projects does your company supporf@cug¢ on
children/culture/sports/other)

“Across our markets we engage in hundreds of CRieqis every year, in fact
too many list here. They cover a broad spectrumudieg children’s charities,
championing causes for the terminally ill, spoduth events, supporting the mentally
or physically challenged, environmental issuestucea) health. Our team in Slovenia,

for example, estimated that they execute two ne® €&npaigns a month.
A few examples of very recent campaigns:

Bulgaria is currently running the Magnificent Stampaign in collaboration
with UNICEF to help find families for orphans. IroRania, Pro TV campaigned and
succeeded in getting the government to changeld¢igis to make it easier to adopt the
40,000 children that are currently in orphanage® &lko positively impacted the
adoption process in Croatia where five nationalsbiwere changed. We support
humanitarian programs for orphans in Slovakia. th@ Czech Republic last year we
held a sports and dancing event for children frowidoen’s homes across the country.
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Generally we support a number of local causes aggfouth football teams and
other sporting events and clubs.

We regularly raise awareness of health issues dodage people on how to
prevent them. We raise money for hospitals, runpaagms to promote blood, marrow
and organ donation, cancer treatment, in some megsopport institutes for Cerebral
Palsy and many others. Pro TV continues to camp&agra better public medical

system in Romania.

We raise money for the physically and mentally kgmged, for example in
Slovenia, Pro Plus staff and famous sportsmen aachem ran 340km across the
country to raise money to build a Down syndrometerern the Czech Republic every
year TV Nova stars perform to a stadium full ofldren with learning difficulties from

across the cou ntry.

We run environmental campaigns and associate weh_ét's Do It! movement
in three markets. We also run environmental prognarg for example in Slovenia,
educating viewers on how they can help protect éhgironment using efficient
strategies endorsed by experts. We have also agnpanting initiatives in several

countries.

We support film schools, and organize a wide ranfeultural events and

festivals. We also raise money for internationabdters.”

What criteria do you use to choose between spqumifiects?

“The criteria differ from region to region and peof to project based on local

need, legislation, current events and resources.”

What motivates your company to support social, remvhental or development

projects?

“Our employees and our viewers motivate us. Ourleyaes love to work on
CSR projects, it's good for morale and gives eveeya great sense of achievement. We

are often asked by employees how they can do more.
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Our viewers also enjoy being given the opportumdityget involved, and our
campaigns make it easier for them to do so. Peageeciate our educational programs

as is evidenced the popularity of our programseaith and the environment.”

If you donate money/resources to non-profit orgaindns, what do you expect
in return? (company logo visibility, continuous ogfs on how the resources are used,
other)

“We would absolutely expect reports on the use ugdpsrt and we research
organizations very thoroughly before engaging inivdes with them. It's very
important to be sure that any money raised is gointhe right places and that our
brand name is in no way misused. Usually we doatehto ask organizations for
visibility, they are very happy to be associatethvaur television channels, and in fact
ask us if they can use our name in their promotiomgterials. It makes sense that the
more big names you can associate with your chdeitadganization, the more credence

and coverage it adds to your cause.”

Recent studies show that companies with good CSKig® have better
financial performance in the long term. Do you khthis theory is applicable to Central

Europe? Is this something you consider when desigaiCSR policy?

“Organizational ethics are essential no matter @lyeu are in the world. If you
are socially and corporately responsible and yorte lsastrong ethical code which runs
throughout your organization it affects all facefsyour business. Gone are the days
when businesses could live in a bubble motivateglpuoy economic factors. The
actions of a business can potentially affect huayaraunities of people at the same time

for good or for bad.

It is why we are incredibly proud to be voted thesmtrusted brand in three
markets by independent consumer surveys for maagsyenning and to have millions
of Facebook fans. People can see that we are esgaghe community through our
campaigns, they trust that we are about more thanbbttom line. This trust in us
means that our news programs, for example, arents watched in every market by a
significant amount. This drives audience share ctvhirives advertising revenues. Our

ethics affect the way partners and suppliers detd us, and the way we deal with
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them. It affects the happiness of our employeestawd they perform. It affects our

reputation and ultimately our share price.”

A short summary of the responses and comparisdm tiwgories from chapter 1

and questionnaire answers of non-profit organinatiollow in the next sub-chapter.

2.2 Comparison of interview answers with theories

What the company responses have in common is hilegtdll expect financial
reports and their company logo visibility in returfor supporting non-profit
organizations. When comparing this with the theafryationality of motivation, we see
that the companies are not purely patrons but #reysponsors. Expecting to gain
something in return for their support (here we meampany logo visibility) suggests

the companies are rational and self-centered.

When applying the theory of allocation preferericeeems, however, that there
are some patron-specific features in the compamysidas. It is not only what
companies are going to get in return that is releva is also the amount of their

disposable income and positive relationship withrécipient that matter.

Theory of organization suggests that good relatwitis employees and business
partners make the company more attractive whicteases company profit. It pays out
to act ethically and responsibly, especially in eaied games. All interviewed
companies are important players on their respectiaekets in the long term. They
confirmed that part of their motivation to run respible business is building a
sustainable strategy, which is attractive for em@és, customers and other
stakeholders. Corporate responsibility also impsas@mpany’s credibility and provides

a competitive advantage.

Another part of companies’ motivation to supportiah environmental and
development projects is the positive influence barsholders. This is in line with the
theory that there is a link between shareholdemesabnd their perception of corporate
social responsibility and hence the quality of camgs CSR influences investment

decisions of small shareholders. Chiu (2009) st#tat especially companies listed on
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the stock exchange need to show a solid CSR plais. dlso came up in the company
guestionnaire responses. Magyar Telecom’s reprasenimentioned that according to
a 2011 research Hungarians are willing to pay nimustainable businesses. She also

mentioned, however, that this tendency decreadistiaé impact of financial crisis.

In a response to the fifth question all compangeed that there is relationship
between a good CSR policy and financial performamcehe long term. Magyar
Telecom’s representative even stated ti@R “or sustainability is about money in the
long term and about image in the short térihis relationship is tested on stock

market data in chapter 3.

When we bring our focus back to the non-profit oigations we see that what
they perceive as the main motivational factorsahpany support is generally in line
with the company responses. Logo visibility of thenor, good PR of the non-profit
organization and good project reporting seem taheekey factors. However, even
though companies admitted image and long-term talmfity are main drivers of their

support, they still choose projects that fit trempany’s sustainability strategy.

When analyzing where most of the support comes,fram-profit organizations
stated that 41% is from small and medium enterpriaad 18% is from large
international corporations. The report of Unitediblas Development Programme from
2007 showed, however, that multinational corporetiare the key drivers of change in
the CSR field in Central Europe (Braun, Line, 200Eyen if the multinational
corporations bring the positive change to the megib seems that local small and
medium enterprises are catching up fast.

Companies that responded to the questionnairedacthe largest players on
Czech, Slovak, Hungarian and Polish market. Evengh this is a good outcome given
how difficult it is to get companies to answer &otquestionnaires, it would still be
beneficial to collect more responses in furtheeaesh so that the answers are more

representative.
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3. CSR and long-term financial performance

The relationship between corporate social respditgiand long-term financial
performance is best observable on publicly tradedpanies. As was mentioned in the
theories in the first chapter, company culture Whiovolves CSR influences investors,
among other stakeholders. Small and individual stmes are influenced the most. This
in turn has an impact on how a company wants tegpretself in the public and how its
shares are traded on the market. Before modeliagdtationship between CSR and
long-term financial performance on Central Europstmtk markets, previous research

on the topic is summarized.

3.1 Previous research

Bird et al. published their research on Americampomate system inWhat
Corporate Social Responsibility Activities are \&duby the Market?n 2007. They
compared two attitudes towards CSR — neoclassiodl stakeholder theory. In
neoclassical economics profit-making is considdredbe the only responsibility of a
corporation. In stakeholder theory, no group hgwiarity over the others. The key

question in this dispute is: In whose interest &thaompanies operate?

The basic premise is that “indeed the capacity bifna to generate sustainable
wealth over time, and hence its long-term valuajetermined by its relationship with
critical stakeholders” (Bird et al. 2007, p.3). Tietationship with critical stakeholders
can be largely improved by a good CSR policy. Bemeff developing a CSR policy
include an increase in company’s goodwill, dissogdiuture government control or
cost-saving, for example when a company decideséaesources more efficiently as a

part of their environmental policy.

To find out what CSR activities are actually valusdthe market, Bird et al.
used CSR rating of KLD, a provider of investmentid®n support worldwide. Five
CSR areas were analyzed separately: communityrsiiyeenvironment, employee and
product. For each area, both strength and weaknegsee rated by company. Data

were collected from 340-420 companies each yeangld©91-2003.
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Bird et al. regressed excess market returns on €&sgification for each area
measured over time. Then they pooled and also @livide data into sub-samples to see
how the results change over time. The outcome hatsall the five areas of CSR are
significant and therefore valued by the market tiedain degree. They also found that
some CSR activities were valued by the market @ plast but not anymore. An
important finding is that market does not rewarchpanies that are overly generous.

Graves and Waddock (1997) focused their researchthenlink between
corporate social performance and financial perfarceaThe link was examined on data
from S&P 500 companies. Similarly to Bird et al.l.IXs rating was used to capture
corporate social performance. Graves and Waddook tccounting measures of

financial performance and used a correlation matrixssess the link.

They also considered that the causality could workoth directions, i.e. good
social performance causes an improvement in fighparformance, or good financial
performance results in extra resources investedsotial performance. They examined
the direction of causality and found out that deed works both ways. Companies that
have slack resources invest into their social perémce and that further improves their

financial performance in the long term.

McWilliams and Siegel (2000) claimed that all reshaon the correlation
between corporate social responsibility and finalngerformance is inaccurate if it does
not include R&D in the explanatory variables. Thesgd data for companies included in
both KLD and Compustat, which is an internatioratiatbase of financial, statistical and
market information. They concluded that after R&Dimcluded in the model, CSR
seems to have neither positive nor negative impacfinancial performance but it

remains neutral.

Brammer and Millington (2008) narrowed down the itopo the relation
between corporate charitable giving and financefggmance. They used data from
London Stock Exchange. The analysis showed thapaaras with both unusually low
and usually high levels of charitable giving haettér financial performance than other
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firms. Unusually poor social performers do bestafiaally in the short term, while
good social performers do best financially in thied term.

3.2 Stock markets in Central Europe

Before we model the relationship between social famahcial performance we
compare the four stock markets and share ownesshiptures in Central Europe.

Warsaw Stock Exchange is by far the largest inrdggon in terms of trading
figures for shares. Its market capitalization wagrol42 billion EUR at the end of
2010. Turnover in that year was almost 60 billiddREthrough more than 13 million
trades. Number of companies listed was 585.

Prague Stock Exchange was the second largest yetraapitalization in 2010
with almost 32 billion EUR. Turnover of over 15llmh EUR was made through more

than million trades. PSE has the lowest numbepofganies listed — 27.

Budapest Stock Exchange had lower market capiteizahan PSE in 2010
(around 20 billion EUR) but it had a higher turnoeé almost 20 billion EUR through

2.6 million trades. There were 52 companies listed.

Bratislava Stock Exchange is clearly the leastifiamt. Even though there are
165 officially listed companies, activity on the rket is low. Market capitalization was
slightly over 3 billion EUR in 2010. Turnover ina&tes was 231 million EUR through
fewer than 7000 trades.

Detailed information about the markets can be fann@lppendix 1.

To compare the share ownership structure the Faoleraf European Stock
ExchangesShare Ownership Structure in Eurofsfem 2008 are used. When we look at
the European Stock Exchanges on average, individuastors and households account
for 14% which is slightly less than in previous ggeal’he most significant shareholders
are foreign investors with 27%. This increase iglaitted to the Euro introduction. The

Figure 3-1 below shows relative significance ofestbwners.
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Figure 3-1: Share ownership structure of Europeted companies, end 2007
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When we compare the ownership of individual investand households on
stock markets across Europe we see that it is loweéentral Europe, especially in
Hungary and Slovakia. Nevertheless, the individimdestors and households still

cannot be disregarded and their expectations opaores matter.

Figure 3-2: Individual investors and HouseholdsplEtron 1999-2007
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As we can see in Figure 3-3 below, foreign invesseme particularly important
for Central European stock markets. We can theseéxpect that a large number of
foreign-owned companies are influenced by foreiggmaards in terms of CSR. The
implication for newly listed companies is that tibract foreign investors, they might

need to consider appearing as a sustainable aponsble business.

Figure 3-3: Domestic and Foreign Investors, eng0ff7
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Source: FESE Share Ownership Structure in Eurdp@s 2

Ownership statistics for individual Central Europestock markets are included
in Appendix 2.
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3.3 Index of CSR and the Model

The basic idea for the model is taken from Birclet(2007) and it is adjusted
according to suggestions in Dam (2008), Gravesvdaddock (1997), McWilliams and
Siegel (2000) and Brammer and Millington (2008).

General outline of the model is as follows:

d :a"'zm:cvij +23:RA|p+‘9i

=1 p=1

r, is a dependent variable measuring financial perémce. There are several

possibilities how to measure financial performanBed et al. (2007) used market
return, market-to-book ratio and price-to-earnimgdo. Their analysis showed that
“valuation multiples are picking up different phereod (Bird et al. 2007, p.202) and
so they recommended using market return as thendepe variable. Dam (2008)
suggested using either market-to-book ratio, ca@ounting profit ratio, such as return
on assets, or stock market return composed ofatagain and dividend gain. The last
option was evaluated as the best option. For #atan, we are going to use market
return, as well. The market return is calculateGBaE& +&, where R is the current
0 0

share price, Fis share price from exactly a year ago andszurrent dividend.

m

ZC\/ij is a set of control variables that should helpla&rpstock market
j=1

return. CSR could influence financial performanceégrms of profitability, ROE, ROA,

etc., which are likely to affect stock market retr The control variables might
therefore be used to capture this effect and sé®ere remains a direct link between
CSR and stock returns, i.e. if CSR has an effedtock market returns in itself. Bird et
al. (2007) used logarithm of market capitalizatiomarket-to-book ratio, return over
previous months to capture the share price momeiatutindebt-to-asset ratio. Graves
and Waddock (1997) recommended capturing the sizéhe company, risk, and

industry in which the company operates. McWilliaared Siegel (2000) added R&D
and advertising intensity. Brammer and Millingt&008) used R&D/sales ratio, labor

intensity, cash/sales ratio and dividends.
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After a careful consideration of all the optionglatata availability on Central
European stock markets our model includes thegesraharket-to-book, debt-to-assets,

R&D-to-sales and cash-to-sales; and industry agwanty variable.

3
z RA" is a set of variables that measure corporate ls@sponsibility. In this
p=1

thesis, the focus is not on all CSR aspects buy onl a part — supporting social,
environmental and development projects. Since tisen® index which would measure
any part of CSR consistently in the region of Calnfurope, approach of Graafland et
al. (2004) is used: All companies included wereiaeed and given three separate
scores: for social, environmental and developmesti.aThe score could be 0, if
company does not do anything more than is legalipired; 0.5 if company makes an
extra effort to diminish its negative impact in thespective areas; 1 if a company
actively supports or creates projects in the tlreas. All of these are assessed based on
companies’ annual reports, CSR reports and infoomdtom stock markets.

3.4 Data Description

Data was collected from Central European stock etarlerom each market, the
most frequently traded companies were selectedhoranalysis. This was determined
from stock market reports. The number of compasigected in each market was
determined such that the ratio of the numbers afpamies from each market matches
the ratio of stock market capitalizations. Therensy one company on Bratislava Stock
Exchange with liquid and frequently traded shailes keep the ratio of stock market
capitalizations, 5 companies were selected fromapadt Stock Exchange, 8 from
Prague Stock Exchange and 34 from Warsaw Stockdexyeh Altogether data from 48

companies were used (see Appendix 4 for details).

For each company, market return was calculated-gearear, comparing
market data from April 2012 with market data fromprih2011.

To avoid issues with direction of causality — gdéncial performance results
in better social performance or good social perforoe improves financial performance
— there is a time gap between dependent and exptgnaariables. All explanatory
variables — control variables and responsibilityialsles — were taken for 2010. Using
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the time gap has both advantages and disadvanfBigesadvantage is that the issue of
causality is improved, although it would be betteruse a larger gap. In practice,
however, increasing the time gap would be diffi@gtmost companies do not publish
changes in their CSR policies every year. The d@athge is that market return is more
likely to depend on current and expected valuesoafrol variables, not the past values.
Nevertheless, most of the companies included havgublished their annual reports
for 2011, yet.

Data for calculation of control variables were takieom companies’ annual
reports and stock market statistics. To captureistigt, three dummy variables were
created: industry, services, finance. All 48 comeanwere split into these groups.
There are 12 companies in the Services group, &fhanies in the Industry group and

15 companies in the Finance group.

To measure how companies support environmentaialsaad development
projects, three separate variables are used. meadegory, a company gets a score — 0,
0.5 or 1. Details are explained in the previous-chdipter. Information to assign the
scores was collected from companies’ web pagesjameports and stock markets.
Average scores are 0.51 for environmental, 0.73sémial and 0.22 for development
projects.
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3.5 Regression analysis

Data collected from the four stock markets weretpgether and analyzed using
the Gretl software, an open-source package forauetric analysis. The method used
for analyzing the data was Ordinary Least Squapéss]. This method was also used in

the previous research. Table 3-1 below presentsdtses the analysis.

Table 3-1: Analysis results

coefficient std. error t-ratio p-value
Const 0,266190 0,251512 1,058  0,2966
Market_to_Book 0,143031 0,0425811 3,359 0,0018 *Ak
Debt_to_Assets - 0,629930 0,213907 - 2,945 0,0055 *Ek
Services - 0,393877 0,196476 - 2,005 0,0522 *
Industry - 0,489301 0,201253 - 2,431 0,0199 **
RnD_to_Sales 0,0212607  0,101106 0,2103 10,8346
Cash_to_Sales - 0,330568 0,160858 - 2,055 0,0468 **
Environmental - 0,0218170 0,101977 - 0,2139 10,8317
Social 0,120324 0,0987996 1,218  0,2308
Development 0,116176 0,062917 1,8465 0,0726 *

R-squared 0,414282 Adjusted R-squared 0,275559

To check whether OLS is an appropriate method fbe tanalysis,

homoskedasticity and normality of errors were tkstest results are below.

Breusch-Pagan test for heteroskedasticity -
Hull hypothesis: heteroskedasticity not present
Test =statistic: LM = 16,0821
with p-wvalue = P(Chi-S5guare(9) > 16,0821) = 0,06851873

Test for normality of residual -
Hull hypothesis: error is normally distributed
Test =statistic: Chi-sguare(2) = 2,31318
with p-wvalue = 0,314557
On a 5% level of significance we cannot reject tmal hypothesis of
homoskedasticity and normality of errors. Thereforte seems that OLS is an

appropriate method to analyze the data which @ fupported by previous research.
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3.6 Discussion of the results

As we see on Table 3-1 above, 6 out of 10 variahbtessignificant. Market-to-
book and debt-to-asset ratios are significant onl&9el of significance. Market-to-
book coefficient is positive which suggests thajhler ratio has positive impact on
market return. Debt-to-asset coefficient is negatithich suggests that an increase in
company’s debt compared to assets leads to lowetigturn of that company.

Cash-to-sales ratio and dummy variable Industry sagaificant on 5% level.
Cash-to-sales coefficient is negative which suggdsat if a company increases its

holding of cash compared to sales, it has a negjatipact on its market return.

Dummy variable Services and variable Developmeatsanificant on 7% level.
The negative coefficients of dummy variables Sewiand Industry suggest that

companies from the Finance group tend to haveratieket return.

R&D-to-sales is insignificant in our data which doeot support findings in
McWilliam and Siegel (2000).

The main points of interest are the variables Emrrental, Social and
Development. It seems that only one of them — Dmekent — is significant on 7%
level. As Environmental and Social are insignifican any reasonable level, we can
conclude that whether and how much a company stgpmovironmental or social
projects does not have an impact on its marketme&upporting development projects,

on the other hand, seems to have a positive inggacobmpany’s market return.

These results are surprising to some degree as coogbanies support either
social or environmental projects and expect an awgd financial performance in the
long term. There are only few companies that supgevelopment projects. Even non-
profit organizations stated in the questionnaitest ggaining support for development
projects is difficult as companies are usually nary motivated to do that.
Nevertheless, the few companies that do supporldement projects tend to have a
better stock market performance in the next periods

® Dummy variable Finance was omitted because it dotherwise cause direct correlation with the other
two dummy variables.
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4. Suggestions for further research

The issue of corporate social responsibility — sufipg social, environmental

and development projects in particular — couldléhker examined in several areas.

Firstly, it might be interesting to elaborate ore tboncern raised in the UN
regional study that non-profit organizations in @ah Europe do not criticize
corporations for irresponsible and unethical agiorhe criticism from media and non-
profit organizations is usually what raises awassria the general public and increases
pressure on corporations. It would therefore bedulse find out whether Central
European non-profit organizations still stay behimdhis area and what could be done
to change that. As the attitude of non-profit oigations towards companies also
influences whether and how much funding the comgmamirovide, this issue might
impact the results of this thesis. The currentustauo could be examined by including
the issue in the questionnaires addressed to thgomdit organizations. Ways how to

improve the situation could be based on examptes fieighboring EU countries.

Secondly, the research could be extended by semdinthe questionnaires to a
higher number of non-profit organizations and comg@s Based on the experience with
this research it seems that contacting organizatemmd companies in Hungary and
Poland in their official languages might bring grsficantly higher response ratio. It
would also be helpful to contact corporations m&tetl on stock markets and reach out
to small and medium enterprises as they were liz¢etthe main source of support. This
would provide a broader picture on company motorati

Thirdly, as the main reason for development of oaafe social responsibility is
improving relations with all stakeholders, it woulé beneficial to do a study of how
different stakeholders in Central Europe perceiogarate social responsibility. This
could be done through a survey with shareholdeustomers and employees of
different corporations. Especially a study on emgpés might have an impact on our
results as it is in the end an individual employdeo decides where the company
support goes. The main challenge of the study wbaltb gain contact information for

all these stakeholders and to get in touch witimthe

Fourthly, the influence of decision-making time-dzon would be worth

exploring. Each stakeholder might consider compamgsponsible actions in a different
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time frame. This in turn has an impact on whetlier tcompany should improve its
policies in the current period or present a CSR fda the next decade. It could be done
as a part of the survey mentioned in previous papdg Afterwards, the time frame in
the empirical part of the research could be adjuste better match stakeholders’

expectations.

Last but not least, further research is definitelguired in the area of EU-level
policies on corporate social responsibility. Therdpean Commission issued a
communication in October 2011 where it outlinedlanpfor CSR development until
2014. The Communication focuses mostly on monitpi@SR, making comparisons
among Member States and encouraging new CSR mlmme national level. The
European Commission also calls on businesses tdaKapresponsible business
conduct” and set clear targets for 2015-2020.edéinss that the European Commission
mostly wants the Member States to be in line witldglines and principles of the UN,
OECD, ILO and ISO 26000. The question is whether idthe right course of action.
Further research could examine whether more spetifes on the EU level would be
beneficial in certain areas and to what extenteesfly in fulfilling the Europe 2020 —

Europe’s growth strategy.
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Conclusion

The aim of this thesis is to analyze motivationcompanies to support social,
environmental and development projects. The amaigsiocused on Central European
companies. As supporting social, environmental @edelopment projects is a part of
corporate social responsibility, this term was usien throughout the thesis.

Theories and previous regional studies were comdpavith real life data.
Interviews with non-profit organizations revealdthtt in contradiction to the UNDP
study, it is more often small and medium entergrisgther than large international
corporations who provide the most support. Intevgievith companies confirmed that
sponsors are more common than patrons, relatiotis stékeholders are considered
important and company image is the strongest mtivafor running responsible
business in the short term. In the long term, h@regompanies take into account the
relationship between their responsible actionsthaunt financial performance.

The relationship between corporate social respditgiand long-term financial
performance was established in previous reseatus. thesis examined how the long-
term financial performance depends on supportingiao environmental and
development projects. The companies included inahalysis belong to the largest
companies in the region. Most of them already sdppocial and environmental
projects, at least to a certain extent. The regresmalysis did not confirm though that
this would have a positive impact on financial parfance which was unexpected. On
the contrary, development projects are supportedrly a few companies and non-
profit organizations confirmed that gaining suppést these kinds of projects is
difficult. Nevertheless, the regression analysisvegtd that supporting development

projects tends to have a positive impact on stetikns.

This outcome is important since it suggests thppstting development projects
is a win-win situation for both companies and noofip organizations. Companies can
improve their long-term stock market performance aon-profit organizations gain

resources for a good cause.



61

References

ADRA (2010):Annual Report 20LOADRA Czech Republic. Available at:
http://www.adra.cz/adra/press-centrum/vyrocni-zgraccessed on July 20, 2011.

AGUILERA, R.V., WILLIAMS, C.A. (2006):Corporate Social Responsibility in a
Comparative Perspectivelniversity of lllinois. Available at:
http://www.business.illinois.edu/aguilera/pdf/\Walins%20Aguilera%200UPfinal%20d
ec%202006.pdfaccessed on April 24, 2012.

BENNET, T. (2012)Corporate Social Responsibilitgncyclopedia of Business]%2
Edition. Available athttp://www.referenceforbusiness.com/management/Comp
De/Corporate-Social-Responsibility.htralccessed on April 28, 2012.

BIRD, R et al. (2007)What Corporate Social Responsibility Activities &aued by
the Market?Journal of Business Ethics Vol. 76, pp. 189-206.

BRAMMER, S., MILLINGTON, A. (2008):Does it pay to be different? An analysis of
the relationship between corporate social and feiahperformance Strategic
Management Journal, Vol. 29, pp. 1325-1343.

BRAMMER, S., MILLINGTON, A. (2005):Corporate Reputation and Philanthropy:
An Empirical AnalysisJournal of Business Ethics, Vol. 61, No. 1, fp42.

BRAUN, R., LINE, M. (2007)Baseline Study on CSR Practices in the New EU
Member States and Candidate Countrigsited Nations Development Programme.

CERNOUSEK, M. (1999)Psychologicka vychodiska k vygeni altruizmu
a soudrzného chovanh: Hlavaek, J. et al.Mikroekonomie sounalezitosti se
spole’enstvim Karolinum, Praha, 1999.

COM (2011):Communication from the Commission to the Europeatidment, the
Council, the European Economic and Social Commétekthe Committee of the
Regions: A Renewed EU Strategy 2011-14 for CorpdBaicial Responsibility.
Brussels, COM (2011) 681.

COM (2006):Communication from the Commission to the Europeatidment, the
Council and the European Economic and Social Cotemitmplementing the
Partnership for Growth and Jobs: Making Europe ddPaf Excellence on Corporate
Social ResponsibilityBrussels, COM (2006) 136.

DAM, L. (2008): Corporate Social Responsibility and Financial MaskérintPartners
Ipskamp, Nederland.

DAVIS, K., FREDERICK, W.C., POST, J.E. (199Business and Society — Corporate
Strategy, Public Policy, EthicSeventh Edition. McGraw-Hill, New York.



62

FESE (2011): Federation of European Securities &xgbsEuropean Exchange
Report 2010Available athttp://www.fese.eu/_lib/filessEUROPEAN_EXCHANGE
REPORT_ 2010 final_final.pdaccessed on December 19, 2011.

FESE (2008): Federation of European Securities &xgbsShare Ownership
Structure in EuropeAvailable athttp://www.fese.eu/_lib/files/Share_Ownership_
Survey 2007_Final.pdhccessed on December 19, 2011.

FREEMAN, D.E. (2004)The Stakeholder Approach Revisitediblished in: Argument
(2004), Volume 5, Issue 3, Publisher: Rainer Havippgag, Germany, p.228-254.

FREEMAN, D.E. (2010)A Stakeholder ApproaciCambridge University Press.

FRIEDMAN, M. (1970):The Social Responsibility of Business Is to InceatsProfits
New York Times Magazine, September 13, p. 122-126.

GELB, D.S., STRAWSER, J.A. (2001¢orporate Social Responsibility and Financial
Disclosure: An Alternative Explanation for Incredsisclosure Journal of Business
Ethics, Vol. 33, No. 1, pp.1-13.

GRAAFLAND, J.J. et al. (2004Benchmarking of Corporate Social Responsibility
Journal of Business Ethics, Vol. 53, p.137-152.

GRAVES, S.B., WADDOCK, S.A. (1997The Corporate Social Performance —
Financial Performance LinkStrategic Management Journal, Vol. 18:4, p.303-31

HLAVA CEK, J., HLAVACEK, M. (2010):Zobecr@na MikroekonomieKarolinum,
Praha.

HLAVA CEK, J., HLAVACEK, M. (2007):Spoleenska zodpadnost korporaci
(Corporate Social Responsibility — CSR): jest dopodest jako druhy majetek
Working paper, IES FSV UK.

HLAVA CEK, J. et al. (1999Mikroekonomie sounalezitosti se sp@lestvim
Karolinum, Praha.

JEURISSEN, R. (2004)nstitutional Conditions of Corporate Citizenshimurnal of
Business Ethics, Vol. 53, No. 1/2, pp. 87-96.

KNOPF, J. et al. (2011 orporate Social Responsibility — National Publialieies in
the European UnianPublications Office of the European Union, Luxemiy.

MAHONEY, L.S., THORNE, L. (2005)Corporate Social Responsibility and Long-
Term Compensation: Evidence from Canattaurnal of Business Ethics. Vol. 57, No.
3, pp. 241-253.

MEJSTRIK, M (1999): SounéleZitost versus protivenstvi spefestvi: problém spravy
velkych akciovych spaleosti (“Corporate Governance?)in: Hlavaek, J. et al.:
Mikroekonomie sounalezitosti se sp@estvimKarolinum, Praha, 1999.



63

MILL, G.A. (2006): The Financial Performance of a Socially Responditestment
over Time and a Possible Link with Corporate SoBiesponsibilityJournal of
Business Ethics, Vol. 63, No. 2, pp. 131-148.

MCWILLIAMS, A., SIEGEL D. (2000):Corporate Social Responsibility and Financial
Performance: Correlation or Misspecificatior&rategic Management Journal, Vol. 21,
No. 5, pp. 603-609.

O’BRIEN, D., QUAZI, A.M. (2000):An Emprirical Test of a Cross-National Model of
Corporate Social Responsibilityournal of Business Ethics, Vol. 25, No. 1, @53.

SCHOLTENS, B. (2009)Corporate Social Responsibility in the InternatibBanking
Industry. Journal of Business Ethics, 86: 159-175.

SCHOLTENS, B. (2006)Finance as a Driver of Corporate Social Respon#ipil
Journal of Business Ethics, Vol. 68, No. 1, pp.3B9-

WADDOCK, S.A., GRAVES, S.B. (1997Y.he Corporate Social Performance-
Financial Performance LinkStrategic Management Journal, Vol. 18, No. 4,303-
319.

WALDMAN, D.A. et al. (2006):Cultural and Leadership Predictors of Corporate
Social Responsibility Values of Top ManagementLOBE Study of 15 Countries
Journal of International Business Studies, Vol.I8@, 6, pp. 823-837.

WHITEHOUSE, L. (2006)Corporate Social Responsibility: Views from the riitime.
Journal of Business Ethics, Vol. 63, p.279-296.

Stock markets:

Warsaw Stock Exchangeaww.wse.com.pl

Prague Stock Exchangeww.pse.cz
Budapest Stock Exchangeww.bse.hu
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Appendix 1: Central European Exchange Reports 2010

BRATISLAVA STOCK EXCHANGE

Hame Eratislava Stock Exchange Type of Company Joint-stock company
For profit
Address P.0.Box 151 Vysoka 17 814 99 Bratislava 1 Listed Mo
Phone +4212 49236 111 Sectors Cash EU reguated markets
Fax +4212 49 236 128 Winlesilke bomd mirkels
Email info@bsse sk Clearing houszs
Website waw bsse sk Cenfral Securities Denositorizs / Setlement
companies
Yearestablished 1981
Year of current legal status 13591
Country of Incorporation Slovakia Number of employees 26 (end of year)
Active in Slovakia
Trading figures 2010
Foquity
Shares Sec. Dervafives L_ ETFs l_ UCITs
Electronic Order Off Reporing | Electronic Order Cff Flectronic Orde  Off  [Elecironic Order Off
Buuk Trades EOB Trades Buuk Trades ECB Buouk Trades ECE Buuk Traves EOCB
Tumover (EUR m) 22 209 0 - . - - 0 0
Tradas 6.276 459 0 - . - - 0 0
Market Cap. (EUR m) 3,380 - - 0
Listed companies 165 - - i}
Bonde Derivativee
Electronic Order Off Stock/index Bond
Book Trades EJB Options and Futures  |Opfions & Futur) Commod ties
Tumnover (EUR m) 55 6,509 MNotional Turmover (EUR m| - - -
Trades 328 1,234 Contracts Traded - - -
Listings 132

Financial figures 2010

Revenues, Costs and EBITDA

2006- 2010
Main financial results 2010
EUR "00D
PRy E 15 s He e 15
Reverues é 14 - L _
Cusls Tz ]
EBITDA 5 14 4
EBIT w 0.8
0.6 -
Net Inzome 0.4 4
0.2 4
0.0
2008 2007 2008 2009 2010
i Cusls =EBTDA
Revenue Breakdown 2010 CostBreakdown 2010
1%
T%
B Personnel
¥ Listing (admission +
ongoing) micT
B Cash Trading
343 24% 1 Otheroperating
Custody & Banking
" Otner (advert, educat, " amorisation
properties)
= Ol cusls
4%
Footmots
Finandal figures are undsr the following financial accounting protocols:
2006 545
2007-2010: FRS
Finanaal figuree refer to tre cwshange and net fo the parent sompany owning the cwhangs
Motes

Flguras mentioned not include subsldiaries.

Source: FESE European Exchange Report 2010
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BUDAPEST STOCK EXCHANGE

Hame Budapest Stock Exchange Type of Company Joint-slock comoany
For prefit
Address H - 1063 Budapest, Andrassy, Ut 93. Listed Traded OTC regularty
Phone +36 1 42¢€ 6857 Sectors Cash EU regulated market
Fax +36 11206890 Derivafives markate
Email info@bsehu Wholesale bond markets
Website www.bse nu Imi and soff p
Year established 1980
Year of current legal status 2002
Country of Incorporation Hungary Mumbcr of cmploycea 80 (cnd of ycar)
Active in Hungary
Trading figures 2010
Equity
Shares Sec. Derivatives ETFs l_ UCITs
Electronic Order Off Reporting |Ekectronic Order Off Flectonic Orde Off  |Electronic Order Off
Book Trades ECB Trades Sook Trades ECB Book Trades  EOB Bock Trades ECHB
Tumover (EUR m) 18,925 77 3 205 - 2 - 35 C.3
Trades 2,612,330 135 T 188,301 - 5&0 - 8,847 2
Market Cap. (EUR m) 20,624 - - 1,089
Listed companizs 52 48 1 35
Bonds Derivatives
Elecloniv Crder om Sluckiidex Bured
Eook Trades ECB Options and Futures  [Opfions & Futurd Commodities

Tumovzr (EUR m) 805 30 HNotional Turnover (EUR m) 7,524 - 126
Trades 1,630 12 Contracts Traded 4 668587 - 6,554
Listings 107

Financial figures 2010

Revenues, Cusls and EBITDA

2006 - 2010
Main financial results 2010
EUR"000
18
Revenues 12,383 :2_
Costs EE78 E 12
EBITDA €590 = 10 4
EBIT 352 B
Net Income 4,795 5 4
—_— 24
0+
2006 2007 2008 2009 Mo
ERavanues Costs  MEBTDA
Revenne Areakdown 2010 CostBreakdown 2010
24 0.2% H Listing (admission + ongoing)
= Personnel
®Lash | rading
B Material
" Derivatives Trading 3%
" index Licence ”ﬁk et

Footnots

Flnly products & services W Cezpm ecialion and
amortisation
BICT services = Other cos's
m{mn.,m,
properiies) 7%
Financial fgures are under GAAPfinancial accounting protocol

Financial Sgures referio he exchange and nat fo the parent company owning the exchange
Motss
Flgures mentioned Indude subsiiares.

Source: FESE European Exchange Report 2010
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PRAGUE STOCK EXCHANGE

Mefss
Figures mentionsd Inciude subsidianss.

= 0Other (advert., educat.,
propertes)

Name Prague Stock Exchange Type of Company Joint-stock comparny
For profit
Address Fubna 14 110 05 Prague 1 Listed Mo
Phone +202218371111 Sectors Cash EU regulated markats
Fax - Cash EU not llated arkets
Frmail i 2 67 Narivatives markets
Website WM. DSE.CT Ceearing houses  CCP senices providers
Czniral Secuiies Depositories
‘Year established 1993 C i i
Yaar of current legal etatus 1003
Country of Incorporation Czech Republic Humber of employees 90 (end of year)
Active in Czech Repubiic
Trading figures 2010
Equity
Shares Sec. Dervatives ETFs UCITs
Ekctronic Order Off Reperting | Electonic Order Off Flectrcnic Onde Off Electronic Order Off
ook Trades EOB Trades Book Trades EOB Book Trades EOB Book Trades EOB
Tumover (EJR m) 15,258 133 - T - - - - -
Trades 1,162,508 138 - 414 - - - -
Market Cap. (EUR m) 31,922 . -
Listed it 27 44 -
Bonds Derivatives
Ekectronic Order Off Stock/index Bond
Sook Trades ECB Options and Futures | Opfions & Futures | Commedities
Tumover (EJR m) 0 20,95 Hotional Tumover (EUR mj) 8 - -
Trades 28 6,185 Contracts Tradcd| 1,736 - -
Listings 106
Financial figures 2010
Revenues, Costs and EEITDA
2006 - 2010
Main financial resnlts 2010
EUR "000
Revenues 5
Custs. H
EEBITDA !
EBIT w
Net Income
20086 2007 2008 2009 200
EReVenues Costs WEBMDA
Revenue Breakdown 2010 CostBreakdown 2010
1% 3%
MListing |admission +
engoing) =Parsonnel
HCash Trading e
" Settlemant " Other operating
"into products & services IDEpu-_ciulion and
amortisation
= 0ther costs

Source: FESE European Exchange Report 2010
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WARSAW STOCK EXCHANGE

Name Warsaw Stock Exchange Type of Company Joint-stock zompany
Listed Tes
Address Ksiazeca 4 00-498 Warsaw Sectors Cash EU regulated market
Phone +4822 628 12 32 Cash altemative (exchange regulaled ) market
Fax +4522 628 17 54 Derivatives markets
Email gowEgpw.p Wholesale bond markets
Website waww.gpw pl Retail bond markets
Year established REED
Year of currznt legal status 1391
Country of Incorporation Poland Number of employses 209 (end of year)
Active in Poland
Trading figures 2010
Equity
Shares Sec. Derivafives ETFs JCIs
Electronic Oder oF Reporting |Electronic Order Off Flectronic Orde Off  Flectronic Order oF
Eook Trades ECB Trades Book Trades EOQ3 Book Trades  EOB | Book Trades ECB
Turnover (EUR m) 52,260 7467 - 7 1] 18 4 27
Trades 13,120,775 5,076 - 23480 4 2,629 5 16,150 3
M kel Cap, (EUR mi) 142,272 - - 1,015
Listed i 585 1 58
Bonds Derivatives
Elecfronic Oder of Stock/index Bond
Book Trades ECB Cptions and Futures  |Options & Futur| Commedities
Turnover (EUR i) 320 T4 Hutivnal Twnover (EUR i) 68,605 - -
Trades 21,793 51 Contracts Traded 14,601 479 - -
Listings 137
Financial figures 2010
Revenues, Costs and EBITDA
2006 - 2010
Main financial results 2010
EUR "000
70 Ll
&0 BT
Ravenues 36,768 a9 I = a7
Costs 33,800 § 50 -
EBITDA 30,692 g4 32 = My
EBIT 22068 201 18
Nt Income 23,139 5 20 4
10
0
2008 2007 2008 2009 Mo
mRevenues ~Costs NEBTDA
Revenue Breakdown 2010 CostBreakdown 2010
% 9%
14%
‘ = Listing {admission + ongeing)
H Cash Trading " Personnel
18% Derivatives Trading = ng
W info products & services
Depreciation and
5T% = Other {advert, educat. amortisation
properties)
Frotnotes
Operaing revenues and costs |sxciuding Tnarclal reavenues and costs)
Flgures are under Intemational Financial Reparing Stantaris (IFRS) protes|
Hotsa
Fljures mentionad Include sutsidiaries.

Source: FESE European Exchange Report 2010
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Appendix 2: Share ownership structure in Central Euopean Stock Markets

Figure A-1: Share ownership structure, Hungary 2007

Individual Investors/ Public Sector
Households 38;,
4%

Frivate Mon-Financial
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Private Financial
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Source: FESE Share Ownership Structure in Eurdp@s 2
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Figure A-2: Share ownership structure, Poland 2007

Public Sector
14%
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Source: FESE Share Ownership Structure in Eurdp@s 2
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Figure A-3: Share ownership structure, Slovakia7200
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Public Sector 8%
Individual Investors/ 1%
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Source: FESE Share Ownership Structure in Eurdj@g 2

Appendix 3: List of non-profit organizations participating in the survey

Czech Republic ADRA; Adam; Alhelp; ALEN - sdruzeni Zen postizey
rakovinou; Alzheimercentrum; Asistence o0.s.; ASNEP Asociace organizaci

neslysicich, nedoslychavych a jejicliatel; Brandysky matysek o.s.; Centrum pro
viechny;Cesky helsinsky vybor; Charita Javornik; Charitar@st; Cloveék v tisni;
Dobrovolnické centrum Kladno, o.s.; Domov Sue rydep.s.; Helppes - Centrum
vycviku pdi pro postizené; HESTIA, o.s.; Inforgvd stedisko pro rozvoj Moravskych
Kopanic, 0.p.s.; LORM - spadaost pro hluchoslepé; Maltézskd pomoc, o.p.s.; bada
Mezinarodni pdeby; Nadace Vodafon&eska republika; Nadai fond Betlém
nenarozenym; Neziskovky.cz; Nova Skola, o.p.s.tdbbké sdruzeni "Pomocna ruka";
Obcanské sdruzeni Benediktus; &@bské sdruzeni KOLUMBUS; @banské sdruzeni
Nova Ves; Obanské sdruzeni Rozum a Cit; &@hské sdruzeni Siriugdbi; Obtanské
sdruzeni Svitani Jablonec nad Nisou; Oblastni kpgotek Prachatice; Oblastni spolek
Ceskéhocerveného #ize Hradec Kralové; OliMali o.s.; Pardubicky spoleistorie
Zeleznéni dopravy; Pestra spdleost, 0.p.s.; POHODA — speleost pro normalni zivot

lidi s postizenim; Pomocné tlapky o.p.s.; Poradnéirmneni tisni, 0.p.s.; Pro taborniky
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0. S.; Prosperita, 0.p.s.; Rotaract club Ostraug; &druzeni pro obnovu historickych
pamatek, 0.s.; Spalrost rodtt a gatel dti s Downovym syndromem, o.s.;i&disko
prevence a by drogovych zavislosti DROP IN; i8tlisko pro ranou @€ Praha;
Tosara; TyfloCentrun€R, 0.p.s.; Vaizard; VAVAKY, o.s.; Zeny50.

Slovakia ADRA; eRko - Hnutie kregnskych spoléenstiev deti; Nadacia
Pontis; Slovenska katolicka charita; Slovensko-@iilicka spolénog’; Slovensky
vybor pre UNICEF; Vyskumné centrum Slovenskej spotsti pre zahratinu politiku;
Zdruzenie Albert pre podporu Fakulty zdravotnictaasocialnej prace Trnavskej

univerzity v Trnave.
Hungary Magyar Kozlekedési Klub Egyestilet; Spirit Alagiby.

Poland Fundacja Przestrzen Kobiet.

Appendix 4: List of companies included in the regrssion analysis

ASSECO POLAND SPOtKA AKCYJNA

BANK HANDLOWY W WARSZAWIE SPOtKA AKCYJNA

BRE BANK SPOLKA AKCYJNA

BORYSZEW SPOtKA AKCYINA

GLOBE TRADE CENTRE SPOtKA AKCYJNA

JASTRZEBSKA SPOLKA WEGLOWA SPOLKA AKCYJNA

KERNEL HOLDING S.A.

KGHM POLSKA MIEDZ SPOtKA AKCYINA

GRUPA LOTOS SPOtKA AKCYJNA

LUBELSKI WEGIEL BOGDANKA SPOLKA AKCYJNA

BANK POLSKA KASA OPIEKI SPOtKA AKCYJNA

PGE POLSKA GRUPA ENERGETYCZNA SPOLKA AKCYJNA

POLSKIE GORNICTWO NAFTOWE | GAZOWNICTWO SPOtKA AKCYJNA
POLSKI KONCERN NAFTOWY ORLEN SPOtKA AKCYJNA
POWSZECHNA KASA 0SZCZEDNOSCI BANK POLSKI SPOtKA AKCYJNA
POWSZECHNY ZAKLAD UBEZPIECZEN SPOLKA AKCYJNA

SYNTHOS SPOLKA AKCYJNA

TAURON POLSKA ENERGIA SPOLKA AKCYINA

TELEKOMUNIKACJA POLSKA SPOLKA AKCYJNA

TVN SPOLKA AKCYJNA
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APATOR SPOtKA AKCYJNA

ZAKtADY AZOTOWE W TARNOWIE - MOSCICACH SPOtKA AKCYINA
BANK BPH SPOtKA AKCYJNA

BUDIMEX SPOtKA AKCYJNA

CIECH SPOLKA AKCYJNA
ELEKTROBUDOWA SPOtKA AKCYINA
DOM MAKLERSKI IDM SPOLKA AKCYJNA
ING BANK SLASKI SPOLKA AKCYINA
ZESPOL ELEKTROCIEPLOWNI WROCEAWSKICH KOGENERACJA SPOLKA AKCYJNA
KREDYT BANK SPOtKA AKCYJNA

BANK MILLENNIUM SPOtKA AKCYJNA
NETIA SPOtKA AKCYJNA

PBG SPOLKA AKCYJNA

MONDI SWIECIE SPOtKA AKCYINA

CEZ, a.s.

Komercni banka, a.s.

Erste Group Bank AG

Telefénica Czech Republic, a.s.

New World Resources Plc.

Central European Media Enterprises
UNIPETROL, a.s.

Philip Morris CR, a.s.

OTP Bank Plc.

MOL Plc.

Magyar Telekom Plc.

Richter Gedeon Nyrt.

Egis Pharmaceuticals Plc.

Tatry Mountain Resorts a.s.



