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Abstract:

The corporate social responsibility covers thremaar the environmental area, the social area
and the economic area. Socially responsible corspamiay have advantages due to bigger
attractiveness of their product for customers ab agdue to bigger attractiveness of their
shares for the investors. CSR can contribute tostieeess of a company in many ways:
improve risk management, reduce reputation-damagje mttract and retain qualified
employees, generate a beneficial business envinonniBut CSR could be a source of
competitive advantage only if it generates unidugracter of company or product brand.

The most known indices that track the performarfcgooially responsible companies are the
Dow Jones Sustainability Index, the FTSE4Good Indes Ethibel Sustainability Index, the
Natur Aktien Index, the group of Calvert Indexesl @ime group of KLD Indexes. All of them
proved to be capable of assessment the companiesmis of CSR. Still there is to be some
effort made in order to make their methodologieseniwansparent and also to make the
inclusion into the indices more open to small anddie size companies.

Keywords: corporate social responsibility (CSR), sociallyspensible investment (SRI)
assessment criteria, Dow Jones Sustainability In@SI), FTSE, Ethibel Sustainability
Index (ESI), Natur Aktien Index (NAI), Calvert Inges, KLD Indexes



Introduction

The corporate social responsibility (CSR) covergdhareas — the environmental area, the
social area and the economic area. All three aaeasrelated crucially to the sustainable

development. And it should be especially the tratisnal companies to perform socially

responsible activities to keep the developmentasueble, because they are the subjects,
which do have the resources necessary to do thétwBy should they do it? Is there any

profit from such a behaviour?

Socially responsible companies may have advantdgesto bigger attractiveness of their
products for customers as well as due to biggeadiveness of their shares for the investors.
That could be the reason, why they behave socediyonsibly.

However, there are two main concepts of corporatgakresponsibility in the world, which
differ in the factors that motivate companies tddee socially responsibly. One can be
identified among the European companies, whichtiseie motivation in this area mainly in
the pressure of their environment — esp. stakehgldeéno want and have the right to know,
how the companies behave while producing the gaodsservices. Thus the TNC in Europe
see the socially responsible behaviour more as s that should become an integral part of
their being and it should be accompanied by a propexmunication as well. The fact, that
such a behaviour might bring profits rather thaste@nly, seems to be neglected in Europe a
little. On the contrary, the socially responsiblehaviour of mostly north American
companies (USA, Canada, countries from the ceatrdlsouth America are following them)
is mainly motivated by the possibility of profitarease, as the company socially responsible
behaviour might increase the attractiveness opritslucts for customers, who would prefer
them to the other companies” products in ordehtwvs‘their social responsible approach” in
the society they live in.

In case we suppose the TNC could have some miotivéd behave socially responsibly,
there might occur another question, which is askalgput the measurability of the
performance of companies” behaviour in terms of CS&ne kind of an answer could be
found in the composition and methodology of thecatbed “sustainability indexes”, which
track the performance of the best companies iratba of CSR. The most known indices are
the Dow Jones Sustainability Index, the FTSE4Gaumtex, the Ethibel Sustainability Index
and the Natur Aktien Index. The methodology ofsthéndexes usually embraces a set of
measures to evaluate the extent of social respbtysitf any company, which is willing to
become a part of the index.

The aim of this paper is to describe and evalulage dctual concept of corporate social
responsibility and find out the right definitionrfat. Further, | will try to understand why
companies are trying to behave socially responsanig what is or what should be the
advantage of such a behaviour. Last but not leadt éxplain, summarize and evaluate some
widely used concepts of measuring corporate soesgonsibility.



1. The concept of the Corporate social responsikiyi

From many definitions that are being used for ti8RCconcept following are the most
important:
* CSRis a voluntary integration of social and enmirental perspectives into the daily
company operations and interactions with compaaijedtolders

* CSR is the business philosophy, which is in compdaor goes well beyond the
ethical, legal, commercial and social expectatfpns

* CSRis a continuous commitment of companies toveetthically and to contribute to
the economic growth and to struggle to increaselifeequality of the employees and
their families as well as the local community ahel éntire society at the same time

The above definitions are rather vague, which gugesmore space for broader use. In fact the
CSR is based on three pillars (determined by ipketbottom-line) — economic pillar, social
pillar and environmental pillar.

Tab. 1: Three pillars of CSR

The environmental

The economic pillar :
pillar

The social pillar

the codex of business company ecological production
behavior philanthropy products and services
transparency dialogue with eco_logical company
stakeholders policy
health and diminishing the
corporate governance  security of impact on the
employees environment

natural resources
protection

human capital

corruption development

shareholders working ecological production
dialogue standards products and services
behavior towards work-life balance ecological company

customers of employees policy

behavior towards
suppliers

equality for men
and women

diminishing the
impact on the
environment

behavior towards

diversity on the

natural resources

investors workplace protection
intellectual property retraining of laid
protection off workers

human rights

Source: Trnkova (2004).

! European union, The green book 2001
2 Non governmental organization Business for saeisponsibility
3 World business council for Sustainable develapm®97
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2. The advantages of being a socially responsiblerapany

The acting in compliance with the CSR principlealshring the company many advantages,
which usually cannot be determined financially réiere we call them intangible assets like
for example

* more opportunities for innovations;

e greater transparency for the company surroundings;

* long term sustainability;

* increased loyalty and productivity of the employees

» better company reputation, the possibility of complarand differentiation;

e greater attractiveness for investors.

2.1 CSR and brand differentiation as a source of copetitive advantage?

Brand differentiation is very important in today sieband it is very difficult to find out any
feature that could serve as a differentiating faéto brands and their products, especially
when all the products in each and every produagoay show the very same characteristics.
Thus it is recommendable that companies act sgcraponsibly anccommunicatetheir
social activities to the broad public efficientlijhen their social activities may become the
part of the brands and are able to differentiagé thrand from their competitors” brands.

The source of a competitive advantage is soleliffarence from the competition. A socially
responsible behaviour can be in this sense a soofrcgales, profit and new business
opportunities, if it sets its investments and bessconcepts towards future preferences and
life attitudes of consumers and thus it also buddstrong brand, which meets customers’
expectations. In other words, if a company wantbeuccessful in the long term, its brand
(both company and product brand) must be connegittlgood reputation as well as with
uniqueness.

2.2 Greater attractiveness for investors

In the 70°s of the last century there were estabtisso called SEE funds (Social, ethical and
environmental investment funds). These funds omhpraced companies, which behaved
according to the CSR standards, for example theme wio tobacco or alcohol producing
companies listed within these funds. Such fundexist currently as well and are becoming
more popular than ever, the attractiveness of Ete iBvestment funds is given namely by:

» bigger attractiveness of the products produceddayally responsible companies to
the consumers (thus these companies provide thaasiors with higher profits than
the other companies that do not behave in accoedaith the CSR standards = the
above mentioned differentiating factor);

* the knowledge of SEE funds managers, who usualykitheir funds” very well and
are able to predict the future development of tieees prices of companies listed in the
SEE funds with a high level of probability. The kviedge of the SEE funds managers
are usually acquired by the thorough and continlexaduating the companies listed
in the SEE funds in terms of their capability ofetieg the CSR standards.

4 Zadrazilova, D.: Corporate Social Responsibility as a source of competitive advantage?, University of Economics in Prague,
2008
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The SEE fund managers choose “their companies’rdicap to the CSR standards. The
problem is that there are many SEE funds and tierao common methodology for
evaluating the companies in terms of meeting th& G&ndards. Moreover, even the CSR
standards are not unified. Currently there are regviedependent organizations, which
specialize in setting their own CSR standards db agethe evaluation methodology. Their
services are further used by the SEE funds. Gdypdha above described investing in the
social responsible companies is called SOCIALLY RESISIBLE INVESTMENT (SRI).
More than 69% of managers and analysts estima#,tfie volume of SRI will keep on
growing in the following two years.

3. Measuring the Corporate social responsibility

In connection with investments into the SEE funelgesal organizations have developed their
own indices for the purposes of measuring the pednce of the companies embraced in the
SEE funds, thus companies meeting the SEE standéndse indices are constructed as base
price indices (tracking the development of sharieegr of companies) or turnover indices
(tracking the turnover of companies), namely we m@mtion following indice

* Dow Jones Sustainability Indexésveloped by Dow Jones company, Switzerland,;

* FTSE4Goody FTSE Group, United Kingdom,;

* Natur Aktien Indexy Securvita, Germany;

» Ethibel Sustainability Indely Ethibel, Belgium.

Each of the above organizations uses its own setitefia, which are used for assessment of
companies as regards their eligibility to beconpad of the index.

My goal in the subsequent text is a comparison 8RGvaluation approach of the above
mentioned organizations, namely Dow Jones, FTSHigGr&ecurvita, Ethibel and Calvert
according to following aspects:

* what criteria they use for CSR evaluation;

* what weights are assigned to the respective @jteri

» where do the organizations source relevant andhftriuinformation for company

assessment;
» what are the advantages and disadvantages of ppobaah.

3.1 Dow Jones Sustainability Indexes (DJSI)

The DJSI were established to track the performafc®mpanies that lead the field in terms
of corporate sustainability. The DJSI World corssist a composite index and five narrower,
subset indexes excluding companies that generagémuwe from alcohol, tobacco, gambling,
armaments and firearms or all of these industilibgs set of indexes was firstly published on
September 8, 1999The DJSI World tracks the performance of the % bf the companies
in the Dow Jones Global Index that lead the fielterms of corporate sustainability).

DJSI assessment criteria
These are divided into two main groups. Temeral sustainability criteriare applicable to
all industries and account for approximately fiftggrcent of the assessment, whereas the

5 Survey of European fund managers 2003
5 source Sustainable Business Institute, Stuchli 202-73
" SAM-Group 2007: 5

6



industry specific criteriaare related to a particular industry and have aghieiof
approximately fifty percent of the assessment.

Tab.2 DJSI assessment criteria

Dimension Criteria Weights (%)
Corporate Governance 6,0
Economic Risk and Crisis Management 6,00 175
Corruption and Bribery 5,5
Environme Environmental Performance 7,0 10.0
nt Environmental Reporting 3,0 ’
Human Capital Development 5,5
Talent Attraction and Retention 55
Social Labour PracFi.ce . 50 225
Corporate Citizenship/ 35
Philanthropy '
Social Reporting 3,0

Source: SAM-Group (2007).

All guestions related to each criteria assesse@iwveca score. Each question has a
predetermined weight for the answer, the questima, for the theme and class within the
question. The total score for the question is raltnation of these weighfs.

It is obvious that the above criteria cover all themensions of the CSR. However, they are
not well balanced in terms of their weightings. Baample the Social criteria as well as the
Economic criteria account for 22,5% respectivelyo%7 in the total assessment, whereas the
Environmental criteria only account for 10% in #esessment. As the environmental aspects
are becoming much more important currently, the itenwmental criteria should receive
higher weighting score, thus this fact is to be nogred as an disadvantage of the DJSI
assessment criteria. On the contrary, there is5#o of the weightings left for the use of
industry specific criteria, where the particularigids of each criterion can be adjusted
according to the particular industry — in that cése importance of each criterion can be
either strenghtened or diminished according tcctisracter of a particular industry.

DJSI Information sources

There arespecial questionnairedesigned specially for each industry sector hardgdn the
assessed companies, these are signed by a sempamy representative. Furtheompany
documentations used (sustainability reports, environmental regpdiealth and safety reports,
social reports, internal documentation, brochuves) sites ...). Sustainability analysts also
review media, press releases, articles and stakiehalommentaryvritten about a company
over the past twelve months. When needed, the stsdiyectly contactcompanies.

Advantages of DJSI assessment approach
» wide range of criteria covering all the dimensioh€SR;
» variability and adaptability of industry specifidteria;
* various information sources about company behavior;
* independent assessment;
* DJSI committee assess all companies with traddlaees.

8 SAM-Group 2007: 13
9 SAM-Group 2007: 12



Disadvantages of DJSI assessment approach
» only stock companies are assessed;
* environmental criteria have small weight;
» the calculation of CSR score is not transparent;
» the industry specific criteria weights are not fjgarent;
» lack of verification of information sources?

3.2 FTSE4Good Index

FTSE is an independent company owned by the FiabAémes and the London Stock
Exchange. The aim is the creation and managemeindmfes and associated data services.
The FTSE4Good Indices consist of FTSE4Good UK 5iéxn FTSE4Good Europe 50 Index,
FTSE4Good US Index and FTSE4Good Global 100 Inteese indices are tradable indices.
Each embraces always the best 50 (respectivelyb&80performing companies in terms of
social responsibility. There is also a set of ,denark indices”, that again consists of
FTSE4Good UK Index, Europe Index, US Index and @loimdex. The company has
collaborative arrangements with many exchanges dwade in Athens, Cyprus,
Johannesburg, London, Madrid, Singapore and Taiweih, the Euronext, NASDAQ and
Nordic exchanges, as well as with companies suchPGBIMS and EIRIS in the UK, Hang
Seng |lrc1) Hong Kong, Institutional Shareholder SasifiSS) in the US and Xinhua Finance of
China.

FTSE4Good Index assessment criterta

First of all, there are companies of following brhes excluded:
» tobacco producers;
e companies providing strategic parts or servicesofomanufacturing whole nuclear
weapon systems;
* manufacturers of whole weapons systems;
* owners or operators of nuclear power stations hasket mining or producing uranium.

After that, the selection criteria are applied:
» working towards environmental sustainability;
» upholding and supporting universal human rights;
» positive relations with stakeholders.

FTSE stresses out mainly the importance of hungrtsj where it uses the principles of the
ILO Core Convention (that consists of four areasquality/discrimination, forced labour,
child labour, worker representation). Further there the health and safety conditions
examined as well as respecting working hours aminmim wages.

FTSE information sources

FTSE cooperates with a special research companigattinvestment Research Service
(EIRIS), which is an independent provider of reskainto the social, environmental and
ethical performance of compani€sThe data for the assessment are collected mainiy f
companies annual reports, research of company wesbairitten questionnairesr in case of

0 FTSE 2004:7
1 FTSE 2004: 6
12 FTSE 2004: 5



necessity fromtelephone questionnaires relevant languages. In additiomactsheets
detailing the informatiorheld by EIRIS are distributed to companies ongulag basis for
updating and review?®

FTSE assessment advantages
* high importance of human rights criteria;
» various and independent sources of information frzethe assessment;
* independent assessment.

FTSE4Good Index assessment disadvantages

» criteria weights are not transparent;

» social responsibility score calculation model i$ tnansparent;

» the importance of environmental criteria is noaclenough;

» alcohol producing companies are not excluded as$ agelcompanies dealing with
gambling;

* on the contrary nuclear energy providers are exducven if according to some
experts opinion nuclear energy is likely to be emwvimentally friendly.

3.3 Ethibel Sustainability Index

The Ethibel Sustainability Indices track the pariance of world leading companies in terms
of sustainability. The Indices are counted by Sémdd& Poor, but the selection of the
companies remains the exclusive responsibilityaifn ETHIBEL, which is a non-for-profit
organization seated in Belgium and offering susial@ investment advice and service since
1992.

The set of Ethibel Indices was firstly publishedJume 27, 2002 and consists of four indices:
ESI Pioneer Global, ESI Pioneer Europe, ESI ExneleGlobal and ESI Excellence Europe
(+ ESI Excellence Europe Institutional). Each indexcalculated as price and total return
index in both USD and EUR, the base value forralldes is 1000 on December 31, 1997.

It is very important that Ethibel has contracted iadependent research company Vigeo,
which deals with measuring companies” performandhbe field of sustainable development
and social responsibility and provides Ethibel wilie results of its analyses. However,
Ethibel is the only organization to decide if a g@ny will become a part of the ESI or not.

Ethibel assessment criteria

The Ethibel’s concept for CSR evaluations consdtstwo subconcepts: ,sustainable
development” and ,stakeholder involvement®, whittesses the importance of the permanent
dialogue with all stakeholders at all stages ofrésearch and evaluation process. There are
always positive criteria applied on all the fields CSR, which are thenvironment the
internal social policytheeconomic policyand theexternal social policy®

In case ofinternal social policyresearchers analyse the quality of the workingrenment,
the employees” expectations and the way they ateoynthe management, including human
resources policies and management, working comditithe terms of employment, etc.

13 FTSE 2004: 5
4 Forum ETHIBEL 2007: 4
15 Forum ETHIBEL 2007: 6



In case ofEnvironmental policyesp. the company environmental strategy and mamamge
the environmental impacts of production and proslaceé analysed.

The analysis oExternal social policycovers company activities on society, human rights
communication with stakeholders, social investmants relations with developing countries.

In the field of Economic policyresearchers concentrate on the company econongic an
innovative potential and how it manages internadl @&xternal economic risks including
analyses of the relationships with clients, shdddrs, suppliers and authorities.

The researchers also reflect any possdumatroversial activitiesthat might be subject to
public controversy such as nuclear energy progranesiuction and trade in alcohol, tobacco,
arms, violation of animal welfare, the gambling gmtnography, the genetic modification of
organisms and the development of pesticides.

This analysis is further completed by assessmentonfipany performance on following

themes: community involvement, corporate governaheesiness behaviour, environment,
human resources and human rights. These themasagesed from the stakeholders” point of
view, which offers a more balanced picture of a pany.

Each criterion is evaluated by a special ratinglesaeveloped by the Vigeo research
organizationPioneer(++), Advanced+), Average(=), Below averag€-),
Unconcerned--).*®

Based on the research, the reviewed companies lassifed according to the above
mentioned criteria and the results are submittethéEthibel Register Committeevhich
brings together academics in the field of CSR, rmmentalists, human rights specialists,
etc. (thus an independent body), who evaluate ¢selts of the research, set up the final
profile of a company and advise tfk@rum Ethibel Board of Director®n the company
inclusion in theEthibel Investment Registe(Rioneer or Excellence). The ESI is reviewed
every six months.

Ethibel information sources

Company informatioms gathered both from theaterials issued by a compasych as annual
reports, environmental reports or websites and frandialogue with the company
managemenfcompany visits, telephone interview, emails).tker information is collected
from the company surroundings suchnasdia reports, information on the internetc. Also
the stakeholder dialoguis a crucial source of informatidh.

In this regard it is very difficult to find the g and to the company behaviour madevant
groups of stakeholdersuch as trade unions, environmental groups orurnas groups. This
is to be analysed in each company case separMeklgover, the stakeholders must have
specific knowledge to evaluate company behaviar ¢nitical way.

Ethibel assessment advantages
» Assessment of all issues related to CSR (envirotaehesocial and economic policy);
» covering all the activities of the company inclugliperipherical activities, activities
outside the home country as well as activitiesupipdiers and subcontractors;

18 Forum ETHIBEL 2007: 10
17 Forum ETHIBEL 2007: 9
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» covering both the actual and future situation, ss®@nt reviews every six months;
» cooperation with scientific institutions, trade amg, NGOs, etc.;

* independent evaluation and research — the reséamdrried out by Vigeo research
company and the final evaluation is done by Foruhikel.

Ethibel assessment disadvantages

* The assessment methodology does not mention the specific criteria in each of the
particular field of CSR;

» the assessment methodology also does not mentighteéo match the criteria;

» there are certain limitations to the companiesingltto become the part of ESI — the
company must be a stock company, only the mosidjgector representative stocks
in each region/ country that fulfill the criteri& Bthibel methodology are selected. As
a result, it is possible that not all the sectorghiw each region/ country are
represented, further stocks with limited float magy included if they are actively
traded, suitably liquid and the investable marlegt is sufficiently large®

» the financial and operating shape of a companyayaed by Standard & Poor and
Ethibel has to base its further assessment onutgafmental analysis of Standard &
Poor.

3.4 Natur-Aktien-Index

The Natur-Aktien-Index (NAI) tracks the performandevelopment of 30 international
companies, which have been chosen by the NAI corends ecological pioneers according
to NAI criteria.

There are companies from various countries andchemin the NAI, 75% of them show an
annual turnover of more than 100mil. USD, 25% af tompanies deal with ecologically
innovative products development and their annualawer is lower than 100mil. USD, these
are called pioneers. The idea is that the NAI sthdug comparable to the established
international stock indices.

However, sometimes companies must be taken awaytfie NAI, especially in the event of
not fulfillment of the NAI criteria, if their shaseare not traded anymore or there are new
companies proving more innovative approach to thirenment. This is to be decided by the
NAI committee, whose competence is also decisidanga on the criteria changes, if
necessary.

NAI criteria
In fact the criteria are positive and name all gobes how a company can contribute to the
development of sustainable economy:

* the company offers products or services, whichadnle to contribute to the solution
of ecological problems and sustainable developméot example agricultural
products produced without the use of pesticideseldpment of cars with low fuel
consumption, products that can be used for dimingsipoverty, development of
natural medicaments, etc.;

» the company is a branch leader in product develogmanovation, for example it
manages to extend the product life cycle, to irswahe security of product utilization,
to improve to product recycling, etc.;

18 Forum ETHIBEL 2007: 14-15
19 NAI
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the company is a branch leader in terms of technmgaovation of the production and
sales procesdor example it succeeds in lowering the consuomptif raw materials
during production, it manages to lower energy camsion and emissions during
production, etc.;

the company is a branch leader in terms of socsplegts of the production and sales
process,for example the company is responsible for furtherkers education, it
ensures special working conditions, the workeke faart in company decision taking
process, special rights for women, etc.

Companies featuring following characteristics meattbecome a part of the NAJ:

nuclear energy production or nuclear energy sugplie

armament production and distribution;

women or ethnical discrimination;

limiting trade unions activities;

children’s labour;

activities in countries which are not recommendebéd active in by respected protest
movements;

experiments on animals, usage or production of tgelly modified plants, animals
or bacteries;

productions of environmentally harmful productgposducts harmful to health;
impossibility to present the actual information abemissions, water consumption,
raw material consumption, etc.;

legal regulation breach.

NAI assessment advantages

positive approach is combined with negative apgreathe company may fulfill only
some of the criteria, on the other hand there atwites named that are strictly
prohibited;

covering all the activities of a company;

there are all dimension of CSR covered (environalgsbcial, economic);

flexibility in terms of changes of the index comiias.

NAI assessment disadvantages

not many companies are embraced in the index (B(paaies);

only stock companies are embraced in the index;

the positive criteria specification may result isituation, when a company does not
perform well in other dimensions of CSR;

there are no criteria weights;

the environmental criteria are too dominant andett@nomic criteria too diminished;
the assessment is only done by the NAI committesxetis no independent body to do
the research and assessment of companies.

3.5 Calvert Socially Responsible Funds

Calvert is a company form the USA, which currerdgf§jers to investors a broad array of
socially responsible mutual funds. With sociallgpensible portfolios in the equity, asset
allocation, balanced, and fixed-income categonealvert provides investors with a wide
range of choices to meet their diverse financialgas well as their various risk approaches.

20 NAI

12



In 1982, Calvert launched the Calvert Social Invesit Fund (CSIF), the first mutual fund to
actively oppose apartheid in South Africa. Curng@blvert offers the possibility to invest to
any of its 22 socially responsible mutual fund fmdivs 2*

These funds are divided according to the risk aweard potential into several groups, from
which we can name for example (from the least riskihe most risky):

Money Market Funds, Bond Funds, Balanced and A&letation Funds, Large-Cap Equity
funds, Small to Mid-Cap Equity Funds and Sectordsun

Calvert recently launched the Calvert Internatio@gportunities Fund, an international
small/mid cap growth fund, and the Calvert Glob#kefative Energy Fund, which focuses
on companies worldwide that are involved in altéugaenergy??

Calvert assessment criteria

Calvert points out the importance of Social andieemmental criteria. These criteria are
divided into seven groups:

* Governance and Ethics- that means that Calvert will not invest in compa whose
corporate governance and business practices conmgwdhe interests of shareholders,
preferred are companies, that align the interdstsamagement and boards with those
of shareholders, have diverse, independent boardsjsh sustainability reports in
accordance with the Global Reporting Initiative.

* Environment — preferred are companies that emphasize the fusaengy efficient
operations, develop renewable energy, disclosecesuof environmental risk and
liability and take actions to minimize exposure ftaure risk, implement natural
resource conservation and/or pollution preventiamgmms, have programs to
measure and engage stakeholders for environmempabvement.

* Workplace — chosen are companies that demonstrate diverdityigs, fair treatment
of all employees, provide strong labour codes atingrto the ILO standards, provide
comprehensive benefits for employees, trainingppstt employee health and safety
policies, etc.

» Product safety and impact —preferred are companies that market goods andcesrvi
that enhance the health or quality of life for aomers, respond promptly to correct
problems with product safety, and demonstrate rittegn their advertising and
labeling. (Currently there are not gambling or aalinvelfare exclusions, there is also
set a 10% revenue threshold for tobacco and aleotablisions.)

* International operations and human rights —companies included in Calvert funds
must adopt specific human rights standards forr tbeerations, actively address
human rights abuses, promote social and economsticgufor all people, etc.

* Indigenous people rights —-avoided are companies that have a pattern antiqead
violating the rights of indigenous people, also pamies providing negative images of
indigenous people are not acceptable, on the otlaeid companies supporting
economic development that respect indigenousaegs, cultures, etc. are preferred.

e« Community relations — preferred are companies that demonstrate a solid
commitment to the communities in which they operdt&velop programs that target
neglected communities and build strong working ti@hships with local and
community development organizatiofis.

www.calvert.com/pdf/6132.pdpage 4
www.calvert.com/pdf/6132.pgpage 5
www.calvert.com/pdf/6132.pgpage 9
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Calvert information sources

Calvert uses the so called Double Diligence® regearocess, which consists of two layers
of analysis. Companies are initially qualified thgh in-depth financial analysis by Calvert
portfolio managers, further Calvert social investtheesearch analysts help identify
companies with strong management and solid long fospects by examining their social
and environmental records. If a company satishesfiind criteria but demonstrates room for
improvement, Calvert may invest in it and raisedtscerns in a dialogue with company
management. The portfolio managers invest onljasé companies that meet both financial
and social criteria?

The Calvert social investment research team is oseg of 14 analysts, who have long
experience and more than 15 postgraduate degre2$, individuals (that make up the total

staff) 15 are women and seven are people of édlor.

Calvert assessment advantages

* must strong emphasis is put on the social and @mviental area,
» companies meet all the criteria.

Calvert assessment disadvantages

* the economic criteria are not as important as th@ak and environmental criteria,
even if these are partly embraced in the socitdraa

» only stock companies are assessed,

» Calvert does not publish the criteria weights,

» there is no independent body to do the researclassessment.

3.6 KLD family of indexes®

This index is set by an external rating agencysthiirindexes from KLD researched
and assessed activities of companies in 8 areazn®g these areas have been revised and
now the KLD indexes embrace only 7 areas: commuanity sponsorship, cultural diversity,
human resources, environment, activities outsideeden, products and services and
“others”. In the area of “others” there are mengidrithe particularities of various industries,
which were not taken into account in the formenfasf the index. These particularities may
have a big influence on the final CSR assessmdst, Ahe use of the same weights for every
criterion has been abandoned, this way does nimirtithe data anymore.

KLD information sources

Information necessary for completing the indexes gained from various sources.
KLD uses for example a questionnaire, which it @eand sends annually to the departments
for investor relations of various companies. KLDshheen trying to keep long term
relationships with these departments in order suenthe credibility of the data. Except of
that method the researchers also seek for and senalyher materials like annual reports,
quarterly reports and published reports or dedtamatat the internet or in various periodical
magazines. Results from researches conducted by aglencies are also taken into account.

24
25
26

www.calvert.com/pdf/6132.pgpage 5
www.calvert.com/pdf/6132.pgpage 6
www.kld.com
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In comparison with the other above mentioned indek&.D is still not complete as
for the distinguishing of various industries anistill not much extended worldwide.

Tab. 3: The advantages and disadvantages of the debed CSR indices

CSR Index Advantages Disadvantages
* Wide range of criteria * Only stock companie$
covering all the are assessed
dimensions of CSR * environmental criterig

« variability and adaptability have small weight
of industry specific criterig « the calculation of

DJSI * various information CSR score is not
sources about company transparent
behavior » the industry specific

* independent assessment criteria weights are

+« DJSI committee assess a
companies with tradable

not transparent

shares

* High importance of humane Criteria weights are
rights criteria not transparent

» various and independent | « social responsibility
sources of information score calculation
used for the assessment, model is not

* independent assessment transparent

* the importance of
FTSE4Good environmental criteria

is not clear enough
» alcohol producing
companies are not
excluded as well as
companies dealing

with gambling

* Assessment of all issues | « The assessment
related to CSR methodology does

» covering all the activities not mention weights
of the company including to match the criteria
peripherical activities, etc| « there are certain

» covering both the actual limitations to the
and future situation companies willing to

ESI  cooperation with scientifig become the part of

institutions, trade unions, ESI - the company
NGOs, etc. must be a stock

« independent evaluation company, only the
and research most liquid, sector

representative stocks
in each region/
country are assessed
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* Positive approach is ¢ Not many companies

combined with negative are embraced in the
approach index (30 companies
» covering all the activities | « only stock companies
of a company are embraced in the
 there are all dimension of index
CSR covered * positive criteria
(environmental, social, specification
NAI economic) « there are no criteria
o flexibility in terms of weights
changes of the index « the environmental
composition criteria are too
dominant

* the assessment is only
done by the NAI
committee

* must strong emphasis fiss the economic criteri
put on the social and are not as importar

—

environmental area, as the social ang
« companies meet all the environmental
criteria. criteria, even if thesg

are partly embraced
in the social criteria,

» only stock companie

CALVERT are assessed,

 Calvert does not
publish the criteria
weights,

* there is nQ
independent body t
do the research and
assessment.

72

|=)

Conclusion

Corporate social responsibility (CSR) is a crua@kment of companies” activities in today
world. The companies need to behave socially resplyn because the society requires such
behavior. Therefore | tried to explain the notidncorporate social responsibility in the first
part of the paper, where | mention several detingj which can all be summarized in the
following way: Companies should behave in compleamgth their surroundings, that means
in compliance with the society and the environmtiety live in, also they should perform
well in the economic area.

Companies performing well in the social respongjbibrea are able to achieve several
advantages, such as their products are more atgdor socially responsible customers (in
case companies manage to communicate their apptoa€lSR properly) as well as they
(their shares) are much more attractive for sociadisponsible investors. Thus socially
responsible companies can perform better in teririarnover, profitability and share value
than companies that are not publicly known as fgemsponsible.
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The source of a competitive advantage is soleliffarence from the competition. A socially
responsible behaviour can be in this sense a soofrcgales, profit and new business
opportunities, if it sets its investments and bessiconcepts towards future preferences and
life attitudes of consumers and thus it also buddstrong brand, which meets customers’
expectations. In other words, if a company wantbdasuccessful in the long term, its brand
(both company and product brand) must be connesittlgood reputation as well as with
uniquenes$’

There are several organizations which deal witkessaent of companies in terms of CSR.
These organizations further construct indices tifaak the performance (share value, turnover
development) of socially responsible companies. s€h@rganizations use their own
methodology for company assessment. In my papendaentrate on assessment methodology
comparison of the most important indices such asw Dones Sustainability Index from
Switzerland, FTSE4Good Index from the UK, Ethibeddx from Belgium and Natur-Aktien-
Index from Germany.

All of them proved to be capable of assessmentadhgpanies as for CSR.

However, | have identified several disadvantage=aah and every index, namely all of them
assess only stock companies, which does not lgaaeesenough for other, especially small
and middle companies, that can be very successftila area of CSR. Some indices prefer
one set of criteria to the other (for example emwinental criteria are more important than
social criteria). Except of DJSI the weights to ahathe criteria are not transparent and in
some cases such as in case of the NAI, there iisdependent body which is able to provide
a research for relevant company information inatea of CSR.

Anyway, the used assessment methodology of theeaindlices is widely accepted by both
general and expert public. Still there is somereffo be made to make the methodologies
more transparent and also to make the inclusiom tiné indices more open to small and
middle size companies.

27 Zadrazilova, D.: Corporate Social Responsibility as a source od competitive advantage?, University of Economics in Prague,
2008
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