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Introduction

The valuation of firm performance has always been critical for business success in
addition to its use by potential and actual investors, financial analysts, scholars.

Financial performance indicators have dominated the traditional approach of perfor-
mance valuation. Many non-financial metrics are widely used to enhance the sustainability
perspective of firms. Although, Bulgarian companies have discovered at a late stage about
the benefits of, market-based management, an increasing number of them are making an
effort to comply with non-financial reporting standards and guidelines. The purpose of
this article is to highlight non financial performance indicators as disclosed by Bulgarian
companies. It is an attempt to study the extent of non-financial reporting by Bulgarian com-
panies. The data was collected from financial statements, management reports and publica-
tions in various company websites, the Bulgarian stock exchange, the Trade register and
reports from the United Nations and other international organizations.

Performance measurements: From EVA™ (Economic Value added)
to social responsibility

The limitations and dysfunctional actions associated with using a ratio to evaluate
firm performance have been known and discussed for decades. The economic value added
concept has been developed by the Stern Stewart consulting organization to overcome tra-
ditional financial metrics. It extended the classical residual income measure by deriving the
cost of capital based on the industry and risk characteristics of individual divisions. EVA is
also calculated after adjusting for distortions introduced by generally accepted accounting
principles required for financial reporting. EVA is proposed as an internal measure that
takes into account the factors that build a premium or a discount into the market value of
a company (Stewart, 1991).

The EVA method is suggested to be one of the best forms of firm financial perform-
ance measurements. The current discourse assumes that managing for shareholder value
and managing for stakeholder value is different.
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Kaplan and Norton (1992, 1996) argued that companies should consider four perspec-
tives that drive firm performance in the balanced scorecard:

— Financial — How should we appear to our sharcholders?

— Customer — How should we appear to our customers?

— Internal business process — Which business processes must we develop to satisfy

customers and shareholders?

— Learning and growth — How will we sustain our ability to change and improve in

order to achieve our vision?

The balanced scorecard integrates non- financial indicators in group of factors that
drive firm performance (Kaplan & Norton 2001). In this aspect, the valuation of firm per-
formance should take into account various aspects of business organizations and environ-
ment, which impact the sustainability of the firm. Presently, non-financial performance
indicators are primarily reported by Bulgarian firms in order to comply with professional or
international bodies and guidelines.

Non-Financial measurement and Sustainability Reporting in Bulgarian Companies

A substantial amount of research has been covered in recent years in understanding
the nature and motives for corporate social responsibility (Anderson, 1989; Arlow & Gan-
non, 1982; Carroll, 1979; Clarkson, 1995; Mc Williams & Siegel, 2001; Pava & Krausz,
1996; Waddock & Graves, 1997; Wood, 1991). In the same line, the role placed on corpo-
rate social responsibility by investors, analysts, managers and academics has consequently
grown in many parts of the world. Business and government interest towards corporate
social responsibility issues in Bulgaria has increased considerably during the last decade.
However, very few studies about the current state of sustainability reporting in Bulgaria
have been publicized so far. Still, there are some surveys covering a broad range of corpo-
rate social responsibility practices in Bulgaria.

The Economic Policy Institute has also published relevant research — Reporting on
Corporate Social Responsibility (CSR) by the Forty Largest Listed Companies in Bulgaria!,
which analyzes company disclosures in three specific areas — Corporate Governance; En-
vironmental Policy and Social Policy during the period from March 2007 to June 2007.
The enterprises surveyed are listed as the largest top 40 companies on the Bulgarian Stock
Exchange — Sofia according to their market capitalization as of March 1, 2007 (accounting
for approximately 83% of the total market capitalization on the BSE-Sofia).

The research showed that the majority of the companies publish more information
about corporate governance issues on their websites than in their annual reports. The most
commonly disclosed component by the listed entities (55%) was their corporate governance
structure.

' Economic Policy Institute, “Reporting on Corporate Social Responsibility (CSR) by the Forty Largest
Listed Companies In Bulgaria”, Sofia 2007.
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Concerning the status of reporting on environmental policy, the survey revealed that
only 17.5% of the surveyed companies stated on their websites whether they complied with
industry-specific, national and/or international regulations regarding environmental stand-
ards. Only 10% of the companies disclosed the names of individuals or the department
responsible for environmental management and compliance. These companies did report on
their environmental performance, including efficient use of resources, emissions and waste
on their websites (companies reporting on energy and water use — 2.5%). In comparison, the
annual reports presented less data; between 0 and 5%.

The picture of social reporting is similar to that of the Environmental Policy report-
ing, thus 15% of the top 40 listed companies disclosed information about their community
sponsorship programs on their website, followed by the disclosure of environmental policy
and employee development or employee benefit policies with respectively 12.5% and 10%.
The least information available was about the companies’ health and safety policy (2.5%).
Regarding the disclosure in their annual reports, employee development, employee benefits
and employment policies are the most widely reported Social Policy issues among the sur-
veyed enterprises (7.5-15%).

The conclusion that can be drawn from the Economic Policy Institute study (2007) is
that the companies surveyed disclose more information on corporate governance than on
environmental and social policy. This could be partially explained by the companies’ fa-
miliarity with the corporate governance principles and the many initiatives conducted in the
field. As a result of all of these, Bulgarian business seems to better understand the necessity
of corporate governance disclosures.

A research report on Corporate Social Responsibility (CSR) in Bulgaria?, carried out
by Alpha Research Agency for the period March-May 2007, revealed that, no Bulgarian
companies use generally accepted formal methods of disclosing publicly their activities
related to corporate social responsibility, as in the GRI guidelines. The survey also showed
that as a whole, companies limit themselves to publishing short financial statements which
do not contain details about their corporate social responsibility practices, even where the
latter exists. The local subsidiaries of multinational companies do not have a separate Bul-
garian report on social responsibility, but refer to the global sustainability reports prepared
by their parent companies. Thus, companies have made the strategic decision to maintain an
image of a large global company. Another finding of the study concerning the way Bulgar-
ian companies demonstrate their business transparency and accountability is that the most
“popular form of reporting social initiatives is in the News section of their websites”. The
survey also mentions the Communication in Progress as “one of the main voluntary respon-
sibilities of the member companies of the Global Compact”, but states that “Nevertheless,
interest in reporting, as well as its practice, is still limited.”

2 United Nations Development Programme, Country Office Bulgaria, 2007 “Corporate Social Respon-
sibility in Bulgaria — the New Challenges 2007”.
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Non-financial information disclosure of Bulgarian companies

Four groups of companies in four selected industries have been studied. The choice of
companies is based on their size defined as the total revenue over total assets and industries.
To avoid similarity, both listed and not listed companies on the Bulgarian stock exchange
have been included in the sample of study. The groups are summarized in table 1. For
simplicity the companies are classify in the four industries as: company A, company B,
company C and company D.

The four industries are representative, so as to draw conclusions on the ability of
Bulgarian companies to disclose non-financial information. A large number of companies
would have been included in the research as had been done by C. Albert and T. Giinther
(2010) in their study of STOXX Europe 600 firms.

Table 1
Group of companies included in the research
_ Ranking — Total operating Accountability/
Company — group Industry revenue/ Assets ranking 2008
A —non listed Energy 4 1
B —listed Pharmaceuticals 5 18
C — listed Telecommunications 2 13
D - listed Banking 2 3

In order to compare companies’ non-financial reporting, the Global Reporting Index
(GRI) was used. The comparison was made against the following 11 standard disclosures
according to the GR. Index.

Table 2
Standard disclosures
GRI-G3 - Standards Abbreviations
1 Strategy and Analysis SA
2 Organizational Profile OP
3 Report Parameters RP
4 Governance, Commitments, and Engagement GCE
5 Management Approach MA
6 Economic EC
7 Environmental EN
8 Social: Labor Practices and Decent Work LA
9 Social: Human Rights HR
10 Social: Society SO
11 Social: Product Responsibility PR
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Financial and non-financial reporting within industries

It can be seen, that ROE (Return on equity) of the studied companies has been rela-
tively high for both periods of the research. A longitudinal analysis would give a deeper
insight to any relationship of non-financial reporting and financial performance in Bulgar-
ian companies. The focus seems to be merely on financial performance, rather than sus-
tainability performance, which is evidenced by future development goals disclosed in their
annual reports.

Table 3
Financial performance indicators of studied companies
Energy Pharmacy Telecommunication
Financial performance metrics 2009 2008 2009 2008 2008 2009
Current ratio 0,39 0,58 1,37 1,68 0,79 0,93
Quick 0,37 0,56 0,9 0,9 0,74 0,80
Net Profit margin, % 1,98 1,44 17,64 11,34 7,72 3,57
Assets turnover 2,44 2,85 0,47 0,45 0,55 0,53
EPS NA NA 0,25 0,15 0,28 0,13
ROE, % 23,79 24,49 13,27 8,94 20,36 5,43
ROA, % 4,84 4,11 8,27 5,10 4,26 1,88
Debt-to equity 3,41 4,30 0,60 0,76 3,84 1,90
Debt-to-total assets 0,69 0,72 0,37 0,43 0,79 0,65

The energy industry — company A

Energy utilities is an industry sector having huge economic, environmental and social
impacts, which implies that big companies such as the ones selected should have compre-
hensive corporate responsibility reporting in order to respond to the interests of the various
stakeholders. The only “strong” reporting area of company A is “Organizational Profile”
(100%), followed by “Strategy and Analysis” (50%). These two groups of non-financial
disclosures should constitute only the preamble of sustainability reporting as they include
primarily general information about the company and its attitude to corporate social respon-
sibility (sustainability).

Despite the enormous effect of the gas distributors on the environment, the “EN”
disclosure section of company A is the least touched reporting area (only 10% of the GRI
Indicators were disclosed). However, the company was proactive in several environmental
issues in 2009, such as greenhouse emissions, environmental initiatives and membership in
green organizations.
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As far as social disclosures are concerned, it should be noted that 6 out of the 10 UN
Principles are related to human rights and this seems to be the reason why the Bulgarian
participant in Global Compact has established a basis for reporting social issues, such as
training and education, health and safety, and human rights policies.

As a whole, company A has covered in its annual reports the minimum number of
sustainability disclosures.

The pharmaceutical Industry — company B

The healthcare sector is characterized by constant scrutiny in respect to the way it
operates by engaging a wide range of stakeholders due to its paramount impact on human
life. Media coverage of the industry’s activities has often been negative, which suggests that
pharmaceutical companies should pay greater attention to their public image and openly
demonstrate their social responsibility. Critical sector-specific (CSR) issues are clinical tri-
als, drug safety and promotion, access to medicines, protection of intellectual property,
workplace health, safety and environment. Also, the adverse environmental impact of phar-
maceutical producers, such as chemical pollutants and waste disposal should not be ne-
glected.

As far as the non-financial disclosures are concerned, it can be maintained that the
level of CSR reporting is far below what should be expected from the pharmaceutical manu-
facturers in Bulgaria. The company has a reasonably introduced profile, overall strategy,
risk assessment and management approach in its annual report, however, it has only touched
basic economic, social and environmental issues in the UN COP. Disclosures about hu-
man rights were limited mainly to non-smoking initiatives, and non-discrimination policies.
Environmental initiatives, expenditures and membership in eco-organizations were also
covered.

The limits in non-financial reporting of this group are the lack of quantitative data
(non-financial performance indicators) illustrating the outcomes of CSR policies, poor
structure of CSR information in annual reports, and little information about stakeholder
engagement practices.

The telecommunication industry — company C

Telecommunications is a high-tech industry sector with significant economic and en-
vironmental impacts. However, the biggest effect that telecom operations have is on society.
Key industry-specific sustainability issues which should be addressed by the companies in
the sector include: possible adverse effects of radio waves/electromagnetic field emissions
on human health, access to telecommunication products and services in remote/rural areas,
security and data privacy, carbon footprint, energy and water consumption, product lifecy-
cle management (disposal & recycling). In contrast to many telecommunication companies
in Europe, company C has not yet incorporated sustainability issues in their annual reports.
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The only GRI disclosures made in the 2009 annual report relates to profile, risk assessment,
corporate governance and key financial figures. No separate CSR reports had been issued.
However, the poor level of sustainability reporting does not mean that corporate social re-
sponsibility is not integrated in strategy and operations. Social policies and initiatives car-
ried out have been disclosed through websites.

The banking industry — Company D

It should be noted that the banking industry is the first financial services organization
in Bulgaria to issue a CSR report by applying the GRI guidelines. It indicates its dedication
to sustainability issues and commitment to continuous improvement. Nevertheless, the fact
that it did not publish a CSR report in 2009, casts doubt as to whether it will carry on and
develop non-financial reporting practices in the future.

What distinguishes the bank’s sustainability reports from the other industry CSR
disclosures is their post-financial crisis response. Being key players during the financial
crisis, banks now have the urgent task to provide clear communication on the implemented
measures to prevent another collapse of financial markets. Hence, specific nonfinancial dis-
closures of the banking industry include: restoration of trust, compensations of executives,
professional expertise, responsible lending, risk management, and the future form of the
international regulatory framework.

As far as the Bulgarian banking industry is concerned, it can be affirmed that the post-
crisis response is not that extensively covered in CSR reports. Nevertheless, it has reported
on most of the GRI indicators, including risk management, effects of the crisis on the bank
business and its employees, dedication to transparency and open communication. It has
achieved prominent coverage on economic and labour practice disclosures, which gives it
the potential to become a model for sustainability reporting in Bulgaria.

Table 4
Financial performance and GRI reporting in the banking industry

Performance metrics 2008 2009
Current ratio NA NA
Quick NA NA
Net Profit margin 46,37% 29,28%
Assets turnover 0,07 0,07
ROE 21,82% 12,15%
ROA 3,10% 1,96%
Debt-to equity 6,03 5,21
Debt-to-total assets 0,86 0,84
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Because of the particularities of the banking industries some indicators have not been
calculated.

At this stage of the research, any influence on the non-financial reporting and per-
formance indicators calculated cannot be derived. This in fact was not the objective of the
study. Further research will focus on the impact of non-financial disclosure and Bulgarian
companies.

Conclusion

This study confirms that, the number of Bulgarian companies disclosing non-financial
information has been increasing. For example, if 10 years ago, companies had respected the
generally accepted accounting principles and national accounting standards, it could be said
that most of them are publishing information, which is not necessary financially.

For performance valuation of Bulgarian companies, it would be ideal to integrate at
some extent the combined use of financial and non-financial information in their reported
statements. It is important to notice, that non-financial disclosure depends on the size of the
company, the industry, and if it is listed on the stock change.

No specific relationships were established between non-financial disclosure and fi-
nancial performance.

Further research will focus on the relationships between non-financial reporting and
the overall performance in Bulgarian companies.
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Summary

Firm performance is widely measured through the use of financial indicators, such as ROI,
ROA or EVA™. This article aims at highlighting non financial performance indicators as disclosed
by Bulgarian companies. We studied the financial statements and management reports of a sample
of companies from different industries, in order to find, to which extent, non-financial information
disclosure was available. Social responsibility, human capital and environment are key non-finan-
cial indicators studied and based on the Global Reporting Index (GRI) guidelines. We found, that
the financial services industry tends to publish sufficient non-financial performance indicators, and
has been spearheading the adoption of non-financial information disclosure guidelines. Companies
listed on the Bulgarian stock exchange, tend to report more non-financial information than non-listed
companies. Large-scale firms disclose more non-financial information than SMEs. Finally, no rela-
tionship between non-financial reporting and firm performance was established, though the firms
studied showed positive financial indicators. Non-financial reporting is used for communication pur-
poses rather than for perspectives on performance valuation.






