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ABSTRAKT
V dnešní době považují velké společnosti společenskou odpovědnost za nezbytnost. Ale je
zde třeba ověřit pravou povahu společensky odpovědných podnikatelských praktik a zdroje
jejich financování. Některé společnosti stále zaměřují své CSR strategie na podnikovou
filantropii, která je podpořena zvláštním daňovým režimem, který ve skutečnosti snižuje
jejich přínos pro komunitu.
Tato práce popisuje hlavní charakteristiky CSR, jeho konkrétní aktivity a různorodost
zdrojů jeho financování, včetně zdrojů daňově uznatelných v souvislosti s dary. Práce
shrnuje literaturu věnovanou této problematice a analyzuje současnou CSR strategii
Sparkasse Bank BH, jedné z nejvíce společensky odpovědných firem v Bosně a
Hercegovině. Konečným výsledkem práce je upravená strategie CSR, která redukuje
daňově uznatelné zdroje financování CSR aktivit a přivádí ji blíže „skutečnému CSR“.

Klíčová slova:CSR, společenská filantropie, financování CSR aktivit, daňový režim,
komunita

ABSTRACT
Nowadays, corporate social responsibility is an imperative for big companies. But, there is
a need to verify the true nature of socially responsible practices of companies and the
source of financing these practices. Some companies are still focusing their CSR strategies
on corporate philanthropy, which is encouraged by specific tax treatment, which actually
diminishes their contribution to the community.
This work describes the main characteristics of CSR, its particular activities and the different sources of financing them, including the tax-deductible sources connected with donations. It summarizes the literature dedicated to this issue and analyzes the current CSR
strategy of Sparkasse Bank BH, one of the most socially responsible companies in Bosnia
and Herzegovina. The final outcome of the work is a modified CSR strategy, which reduces the tax-deductible sources of financing CSR activities and brings it closer to ‘real CSR’.
Keywords: CSR, corporate philanthropy, financing CSR activities, tax treatment, community
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INTRODUCTION
It seems that ‘corporate social responsibility’ (CSR) is one of the most favorite words in
business nowadays. The term appears in a growing number of media publications and academic journals, and is used by thousands of business leaders. Why are the biggest, toughest, most profit-seeking companies suddenly talking about the environmental and social
issues? One could easily argue: because they have to. There are two sources of pressure
which influence companies to think this way: limits of the natural world’s resources and
the growing concern of stakeholders. Government regulators worldwide no longer stay
blind and silent about the business practices which are considered socially irresponsible.
Citizens and the public are determined to fight against these practices. The NGO sector is
working closely with companies to prevent it. B2B customers demand full disclosure on
the information about suppliers and customers of the whole network. Employees are demanding more ethical business practices. And finally, even banks and insurance companies
who are part of the stakeholder network of a company are getting involved in the social
responsibility revolution. Stock market analysts study environmental and social performance of companies as a signal of excellent management quality.
Without any doubt, there is a worldwide trend among business organizations to include
CSR activities in their operations. But, there is also a general concern about whether or not
managers really know what CSR means. Corporate failures related to irresponsible business practice show that managers can misuse the term and therefore make us wonder is
there a way to distinguish what the companies are actually doing from what they claim to
be doing. With all the greenwashing statements and the broken promises of corporate talk,
there is a need to recognize ‘real CSR’. Furthermore, the justified skepticism of the public
and stakeholders poses questions related to the cost of being socially responsible.
Studying the literature that explains CSR, the most usual perception of CSR would be that
it is a win-win situation. The companies improve their business and make profits, while the
society gets many benefits and an increase of the social welfare. But, is it really like that in
practice? Even when the society benefits from CSR efforts, are these benefits sometimes
outweighed by losses it suffers from other business activities of the companies? The main
objective of this master’s thesis is to examine the sources from which the companies finance their CSR activities, and to analyze the real value and benefit that societies enjoy
from these activities.
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EXPLANATION OF CSR CONCEPT

As the CSR trend has gone through some rapid changes in the past decade, it is clear that
its definition is also changing and being modified to international standards and to the experience from practice. There is no doubt that the multifaced notion of CSR makes it unclear for business leaders to follow the principle, as well as for scholars to theoretically
cover the field of CSR. Many business leaders or even scholars might be surprised to know
that CSR is not charity. This is a very often seen confusion which disables CSR to meet its
full potential. CSR is, in essence, a process based on the collective activities of communities of people, so there is no ‘one size fits all’. Different cultures and different countries
have different values, therefore, a different understanding of the concept.

1.1 Definition of CSR
The European Commission defines CSR as the responsibility of the enterprises for their
impacts on society. In order to fully meet their social responsibility, enterprises should
have in place a process to integrate social, environmental, ethical human rights and consumer concerns into their business operations and core strategy in close collaboration with
their stakeholders.It is important to emphasize that companies are ‘responsible’ for their
impacts, meaning they have a certain obligation to the society, as well as certain consequences in case they fail to meet these standards. The general agreement is that a socially
responsible entity adopts an approach to business that embodies transparency and ethical
behavior, respect for stakeholder groups and a commitment to add economic, social and
environmental value, defined by The Global Compact and Sustainability (2004).
There is a difference between European and US concept of CSR. In the United States, traditionally, CSR has been connected with philanthropy. As explained by Mallen Baker, an
expert on CSR and a former politician, most of the US companies used to follow the same
pattern of, so called, CSR. They would make profits, unhindered except by fulfilling their
duty to pay taxes. Then they would donate a certain share of the profits to charitable causes, promote it in the media as CSR and continue with their own business activities.
On the other hand, the European model is more focused on operating the core business in a
socially responsible way, complemented by investment in communities for solid business
case reasons. This model is in essence more sustainable, because this way social responsi-
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bility becomes an integral part of business and individual company’s strategy. This basically means that the whole process of making profit is managed properly, which is a win-win
situation for both society and business world. So, if CSR concept is a part of corporate
strategy of the company, it will remain there even in times of crisis, or decline of sales. In
the US concept, CSR is just a philanthropic exercise which is peripheral to the main business. When times get hard, it will, certainly, be among the first things that would be pushed
aside and neglected (Baker, 2004).

1.2 Origin of CSR
In the global sense, CSR is nothing brand new. In the 1950s and 1960s, critical consumer
organizations were established, which set a basis to CSR. The first protests against environmental degradation in the 1970s focused the spotlight on the responsibilities of companies in relation to other societal actors. The more active stance of business towards social
and societal affairs since 1960s ran parallel to the development of various academic disciplines and the creation of specialized/functional departments in companies (Tudler et al.,
2006). The following international journals, for instance, appeared in the course of the
1960s: Ethical Corporation, the Greenmoney Journal, Sustainability Journal, CSR Magazine, Journal of Corporate Citizenship, and the Accounting, Auditing and Accountability
Journal. Nevertheless, Harrison (2004) predicts that the likelihood that any organization
will gain a comprehensive understanding of the field is constantly decreasing. The strategic
management expert Michael Porter refers to the field of CSR as a ‘religion with too many
priests’ (European Business Forum, 2003).
If we consider CSR as a movement, which emerged as a result of growing conscience of
the responsibility that companies have, and more recently, as a result of the 2008 World
Economic Crisis, we could argue that the origin of CSR is related to the idea of encouraging companies to make profits while subjecting the process to responsible behavior. In other words, it is not about making profits at any cost, but about how the profits are made.
There are already some new terms that are emerging as heirs of CSR. One of them is corporate citizenship. This concept sees companies as citizens who have rights, but also duties. The communitarian view is that rights have been overemphasized in some nations,
such as the United States, to the detriment of collective well-being, but the citizens’ duties
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to the community are just as important as rights, if not more (Wood et al., 2006). So, in this
view, a business organization is not a completely separate entity, or just a ‘nexus of contracts’, but is a member of a community with its functions. Business organizations can be
seen as entities that are created to help the community in which they operate, so they need
to act in the community’s interest. The concept of accepting a business organization as a
citizen is in some ways in accordance with the early definitions of CSR; businesses should
be responsible for how the benefits and harms of their actions are distributed.

1.3 CSR as a part of business ethics
There is a story of a never ending conflict between shareholder value and other-stakeholder
value; business and ethics; profit and social responsibility. In this view, these two sides are
opposite and exclusive. It is true that economic and social objectives have long been seen
as distinct and often competing. But this is a false dichotomy; it represents an increasingly
obsolete perspective in a world of open, knowledge-based competition. Companies do not
function in isolation from the society around them (Porter, 2002). Today’s global economic
environment has less room for the externalization of costs onto innocent third parties and
increasingly supports the activism and influence of a multitude of stakeholders. Stakeholder expectations regarding business’s responsibilities for the ‘triple bottom line’ - financial,
social, and environmental - are increasingly focused on every firm’s contributions to sustainable development and long-term value creation (Wood et al., 2006).Business ethics
means honesty, confidence, respect and fair acting in all circumstances. However, such
values as honesty, respect and confidence are rather general concepts without definite
boundaries (Crowther et al., 2008).
Coming back to CSR, effective CSR is characterized not only by proactive business practices, but also by interactive business practices. In moral philosophy, this approach is also
referred to as discourse ethics. In discourse ethics, as developed by Habermas (1990), actors regularly meet in order to negotiate/talk over a number of norms to which everyone
could agree (as cited by Van Tudler et al., 2006). The field of tension between ethics and
efficiency is only resolved when entrepreneurs are willing to focus on the ‘profitability of
values’and think of efficiency as ‘doing the right things right’ (effectiveness). This implies
medium-term profitability and longer-term sustainability, not only for themselves, but for
the whole sector and sometimes even for the whole economy (Van Tudler et al., 2006).
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1.4 Purpose of CSR
In 1973 Davis formulated his ‘iron law of responsibility’ stating that in the long run those
who do not use power in a manner that society considers responsible will tend to lose it (as
cited by Van Tudler et al., 2006). Business and society, as external or internal factors, were
two spheres sharply separated. Being responsible to external issues was a bridge between
the two worlds and that could be the main reason why CSR emerged. Business leaders are
capable of guiding the world toward a better future by doing what they do best - conducting normal business operations. But there's a catch: The aim of business organizations is
not make as much money as possible, but to make as much money as they can within the
limitations of ethical conduct, guaranteed human rights, environmental protection, and
other legitimate expressions of individual and collective interest (Wood et al., 2006).
Those who don’t believe in CSR often quote the Nobel Prize-winning economist Milton
Friedman who said that “the main social responsibility of business is to increase its profits”. Still, they cannot deny, nor ignore the growing number of those who believe that
companies have an obligation to do more. The logic which they is quite simple: if the critical stakeholders believe that environmental and social issues matter, than the right thing to
do for your business is to listen to them. Solving the problems of its customers, partners
and other stakeholders adds real value to the goods and services of the company.
There is an instrumental view of CSR which claims that firms will engage in CSR only if
they have an economic interest to do so. For people who think this way, CSR is a way to
weaken the welfare state, and to put the maximization of the profit at the top of the collective priorities (Crifo et al., 2010). The skeptics argue that business leaders are not doing the
‘right thing’ because of their own moral standards and values. But, the moral argument is
not a separate imperative from the economic argument. It is deeply intertwined with business needs. The company itself simply needs to have recognized values and this gives it a
competitive advantage. Doing the ‘right thing’ attracts the best people, enhances brand
value, and builds trust with customers and other stakeholders (Esty et al., 2009). Business
entities now understand that they are a part of a bigger picture. Björn Stigson, the president
of World Business Council for Sustainable Development, said: “Businesscannot succeed in
societies that fail”. So, the purpose of CSR is also to ensure the long term survival of business organizations.
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SCOPE OF CSR ACTIVITIES

Today, companies are increasingly adopting socially responsible actions, activities, policies and processes. A CSR policy is beneﬁcial not only for a corporation’s bottom line but
also for its employees, stakeholders, consumers, and for communities, the environment and
society at large (Kanji, et al., 2010).

2.1 Triple bottom line
John Elkington, the founder of a British consultancy called SustainAbility, strove to measure sustainability during the mid-1990s by encompassing a new framework to measure
performance in corporate America. This accounting framework, called the triple bottom
line (TBL), went beyond the traditional measures of profits, return on investment, and
shareholder value to include environmental and social dimensions (Slaper et al., 2011).
TBL has three aspects of performance: social, environmental and economic aspect. The
leading organization in the sustainability field, Global Reporting Initiative (GRI) developed guidelines to enable business organizations to comparably report on the social impact
of the business. These are some of the examples of the specific indicators recommendedin
the GRI’s guidelines (as cited by Goldsworthy, 2000):

Figure 1:Specific indicators recommended in GRI guidelines (Goldsworthy,
2000)
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CSR policy results in a triple focus for a corporation: people, planet and proﬁt (Kanji, et
al., 2010). ‘Profit’ refers to the traditional measure of performance; corporate profit.‘People’ refers to measuring how socially responsible an organization in its operations.
And, ‘planet’ refers to measuring how environmentally responsible the organization is.

2.2 Types of CSR activities in companies
As it was mentioned earlier, there is no ‘one size fits all’ solution when it comes to CSR.
Thus, each company must develop its own strategy for CSR and choose the activities
which will be implemented as a part of the strategy. Regardless of the differences, we can
highlight the following CSR activities which are mostly implemented by companies nowadays: corporate philanthropy, cause-related marketing, sponsorships, codes of conduct,
social and environmental reporting, stakeholder engagement, strategic community investment, eco-efficiency and socially responsible investments (SRI).

2.2.1 Corporate philanthropy (charity)
Corporate philanthropy (charity) and CSR are closely related concepts, but they are not the
same thing. Corporate philanthropy is just one part of the much bigger CSR concept. Nevertheless, when integrated in the company’s activities, corporate philanthropy can, besides
benefitting the community, also benefit the company itself and its employees. As explained
by Michael Porter, one of the most influential authors in modern management science,
philanthropic investments of a company can have a powerful effect on its competitiveness
and the performance. Philanthropy can often be the most cost-effective way – and sometimes the only way – to improve competitive context. It enables companies to leverage not
only their own resources but also the existing efforts and infrastructure of nonprofits and
other institutions (Porter et al., 2002). Also, by increased employee engagement, the organizational culture of the company also benefits from a more ethical and responsible business
approach. But, since donations are tax-deductible for companies, these activities often generate a negative reaction from the public, or the stakeholders. There is always a question
which deals with the motive for charity; are the companies doing it because they care, or
they are trying to find new ways to avoid taxes?
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2.2.2 Cause-related marketing
Cause-related marketing (or sometimes just cause marketing) is a partnership between a
company and a charity organization. It is often implemented by linking the company’s
sales to a charity, or some public cause. The charity logo is used in a marketing campaign
or brand promotion, and customers are aware of the percentage of sales which is donated to
the specific cause. Cause related marketing is about using marketing money, techniques
and strategies to support worthwhile causes whilst at the same time building the business.
A company promotes its image, product and services in conjunction with a good cause,
raising money for the cause whilst at the same time enhancing its reputation, demonstrating
its values, enlisting consumer loyalty and purchase of its own products and services (Adkins, 1999). It is different than corporate philanthropy in the way that, as mentioned before,
donations are tax deductible, while cause- related marketing is considered as an expense,
and is therefore not tax deductible.

2.2.3 Sponsorships
This type of CSR activity is different from the sponsorship with purely commercial purpose (like sponsoring a sport club). It is often called cause sponsorship and it involves
sponsoring a social or environmental cause deemed worthy by consumers, independent of
sales (Coote et al., 2005). This activity helps position the company as an expert on a particular issue, by connecting it to a specific social problematic. Also, a company can engage
in sponsoring awards on its own for a particular issue of its concern. Some of the examples
include: The Reebok Human Rights Awards, Nestlé’s Social Commitment Prize and Alcan
Prize for Sustainability. This activity is a tool for communicating a particular message
from the company, building a unique image of the business in the field.

2.2.4 Codes of conduct
We can consider under code of conduct the principles, values, standards, or rules of behavior that guide the decisions, procedures and systems of an organization in a way that contributes to the welfare of its key stakeholders and respects the rights of all constituents affected by its operations (IFC, 2007). So, codes of conduct are explicit statements which
define the main corporate values and standards. Codes of conduct differ in content and
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quality, but most of them are related to some common issues in business, such as: treatment of employees, consumer reliability, supply chain management, community impact,
environmental impact, human rights, health and safety at work, transparency with dealing
with partners, and other.

2.2.5 Social and environmental reporting
This activity is usually in link with the company code of conduct. Social and environmental reporting or ethical reporting encompasses reporting on all those factors which are used
by ethical investment funds to form an opinion on the appropriateness of an organization’s
business practices (Adams, 2002). A good ‘ethical’ report should be transparent and represent a genuine attempt to provide an account which covers negative as well as positive
aspects of all material impacts. To be accountable, reports need to demonstrate corporate
acceptance of its ethical, social and environmental responsibility. Reports should give a
balanced view of key ethical issues facing the company (Adams, 2004). The reason why
transparency and accountability are of such importance to this reporting is the fact that this
reporting is the main proof of the CSR activities which the company is implementing. It is
the communication tool used for informing the stakeholders and the general public about
the impact of the company on the society and the environment.
But, as much as the companies try to prove their true commitment to the social and environmental issues, many questions arise related to these reports. The still undeveloped social and environmental audit practices cannot verify the accuracy, accountability, or transparency of these reports. Also, due to the lack of common benchmarks in this segment, the
reports are not valued. Social and environmental audit practices should come under the
same degree of scrutiny as financial audit practices. Social and environmental audits guidelines must be developed and audit practices standardized to improve the completeness of
reporting and reduce the audit expectations gap (Adams, 2004).

2.2.6 Stakeholder engagement
Companies nowadays work closely with their stakeholders, since the system as a whole
functions only when all voices are heard and taken into consideration. By including all
relevant stakeholders in the process of creating a socially responsible business, the compa-
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ny builds the trust with them, and generates an increased value for all of them. This CSR
activity is in link with the stakeholder theory, which begins with the assumption that values
are necessarily and explicitly a part of doing business. It asks managers to articulate the
shared sense of the value they create, and what brings its core stakeholders together (Freeman et al., 2004). Companies engage their stakeholders in dialogue to find out what social
and environmental issues matter most to them about their performance in order to improve
decision-making and accountability. Following the dialogues, partnerships are built in order to maintain the commitment to these issues.

2.2.7 Community investment
Strategic community investment is defined as voluntary contributions or actions by companies to help communities in their areas of operation address their development priorities,
and take advantage of opportunities created by private investment - in ways that are sustainable and support business objectives (IFC, 2010).The community in which the company operates is a very important factor when it comes to corporate image. That is why so
many companies invest in community projects, since this type of CSR activity can offset
the negative impacts of the company’s business. By giving back to the community and the
local workforce, companies strengthen the relationship with them. Some examples of
community investments include: running health programs, sponsoring playgrounds or
community centers, providing scholarships for the students of local schools, employee volunteering schemes, and other.

2.2.8 Eco-efficiency
Eco-efficiency was the phrase coined by the Business Council for Sustainable Development in advance of the Rio Earth Summit to describe the need for companies to improve
their ecological as well as economic performance. More and more companies around the
world and in a variety of industries are discovering opportunities to achieve environmental
improvement and gain business benefit. Their efforts are driving the new competitive reality, whether through sustained pollution prevention programs that create cost advantage or
new products that create enhanced customer value and reduced environmental impact
(DeSimone et al., 2000). But, CSR as a concept must be integrated in the company as a
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whole, and for a company which has a core business activity with negative impacts on the
environment, like an oil company, it is a paradox to use eco-efficiency as a CSR activity.
So, even if an oil company installs solar panels on the roofs of its petrol stations and reduces the carbon emissions of its operations, it still remainscommitted to an increase in oil and
gas production, which is harmful for the environment and is not socially responsible.

2.2.9 Socially responsible investments (SRI)
SRI, or sometimes called ‘ethical investment’, refers to the practice of integrating social,
environmental, or ethical criteria into financial investment decisions. Whereas conventional investment focuses upon financial risk and return from stocks and bonds (Cowton et al.,
2012). The key distinguishing feature of SRI lies in the construction of equity portfolios
whose investment objectives combine social, environmental and financial goals. When
practiced by institutional investors this means attempting to obtain a return on invested
capital approaching that of the overall stock market. SRI has entered the vocabulary and
consciousness of mainstream finance, while it has moved from on its origins in the UK and
US to become a global movement (Sparkes, 2002).
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INVESTING IN CSR

Considering the pressure from the business environment, companies might be forced to be
socially responsible, or at least pretend to be. If a company sees CSR as a goal which must
be accomplished at any cost, then “the end justifies the means”. A company might be prepared to use unethical practices, in order to be perceived as ethical. This paradox can be
perceived as hypocrisy. If business leaders look at CSR as an investment, it is more likely
that they will realize the true potential of it. The companies which choose to incur the costs
of it, are more likely to have long term benefits, since other companies fail to adapt and do
not survive, or are not prepared to enjoy the benefits of first-mover advantages as societal
expectations change. But, as any investment, it requires certain cost to be suffered.

3.1 Cost of CSR
It is difficult to verify the real commitment of companies in CSR. Following a simple logic, we can understand why companies promote CSR even when they are not implementing
it. Consumers want more CSR and may be willing to pay for that. Companies are aware of
this demand, and they may find it profitable to invest in CSR if the demand is high enough.
However, CSR is costly, so firms may be tempted to communicate over a non-existent or
overestimated effort in CSR (Crifo et al., 2010).
“The image of multinational companies working hard to make the world a better place is
often just that - an image”, said a report of the British NGO ChristianAid (2004) that called
for new laws to make businesses responsible for protecting human rights and the environment wherever they work. This skepticism may be reinforced by the ‘greenwashing’ behavior. The term ‘greenwashing’ was born in the 1980s, and is defined by Greenpeace as
the act of misleading consumers regarding the environmental practices of a company or the
environmental benefits of a product or service. Today, the term is used to describe the
practice of firms pretending to be concerned about any aspect of CSR, when this is not
followed by facts. The skeptical will consider that CSR is nothing more than greenwashing
in most cases (Crifo et al., 2010). The mentioned skepticism does not mean that a company
does not have to communicate about its social and environmental concerns. In most cases,
CSR and communication are strategic complements. But, the fact is that the communication about CSR efforts should be honest, transparent and accurate.
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The issue of including CSR in the company external communication is complex and costly.
Firstly, we can observe the including the CSR orientation in the product. Since this is costly, the company intends to sell the product at a higher price than a product without CSR.
Second step is to include this information in the product promotion. Including such credible information is also costly. Also, if the company decides to send information on every
single detail, the cost of including the information about CSR is increasing. And, of course,
the more precise the information is and the more detailed it is, the harder it is to prove it.
As a consequence, there will always be an asymmetry of information, since sending complete hard information is too expensive. Still, even though it is costly, investing in CSR
may be beneficial because firms have the possibility to send credible information.

3.2 Benefits of CSR
A company which decides to invest in CSR expects certain returns, or benefits. Here, the
focus is not on the benefits for the community and the environment, but on the benefits for
the company itself. Proponents of CSR have used four arguments to make their case: moral
obligation, sustainability, license to operate, and reputation (Porter et al., 2006).
The moral appeal argues that companies have a duty to be good citizens is in accordance
with business ethics standards. As explained before, there has been evidence for a link between ethics and better business performance. By doing good things and engaging in CSR,
companies are sending a positive message to all its stakeholders, including current and
potential employees, and the right people are often one of the most important assets of a
company.
Sustainability is connected with the long-term survival of the business. If a company intends to ensure its existence and good performance in the future, it must embrace sustainable practices. This means paying the costs of CSR today, in order to have future of the
business. Managers without a strategic understanding of CSR are prone to postpone these
costs, which lead to far greater costs when the company is later judged to have violated its
social obligation (Porter et al., 2006).
License as an argument in this sense is related to the fact that each company must have
permission from government, community and other stakeholders to operate. The ‘licenseto-operate’ approach offers a concerete way for a business to identify social issues that
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matter to its stakeholders and make decisions about them (Porter et al., 2006). The benefit
of a company in this sense is the satisfaction of its stakeholders. By satisfying its
stakeholders, the performance of the business can be improved. And, with improved
performance, even financial goals can be met in a better way.
And finally, a strong argument for CSR is corporate reputation. Reputation is the sum of
different images in the minds of stakeholders that forms the overall perception that is held
of a corporation. A strong reputation has financial value as a corporate asset, and can stave
off disaster in the face of a crisis (Van Tudler et al., 2006). This is why in stigmatized industries, such as chemicals and energy, a company may instead pursue social responsibility
initiatives as a form of insurance (Porter et al., 2006).
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FINANCING CSR ACTIVITIES

As explained before, CSR is an investment and comes with a certain cost, but it can be
challenging to find sources for financing CSR activities. Companies can finance CSR activities from tax-deductible resources, or from net profit. The first source of financing refers to donations and charity as a form of CSR activities. The second source of financing is
taken as a broad term, but the explanation will focus on some of the hypocrisy and paradox
of financing ethical causes from unethical practices.

4.1 First source of financing: tax-deductible resources
Even though companies are constantly striving to avoid it, or at least decrease it, paying
taxes is perhaps the most fundamental way in which private and corporate citizens engage
with broader society (Christensen et al., 2004). This is the way a company can contribute
the society and the public sector. Surely, most of the business entities benefit from stable
political and social environment. So, in this sense, the business entity must do its best to
contribute to the stability, and the best way to do it is by supporting the government and
the society with payment of taxes.
Externalities are variously known as external effects, external economies and diseconomies, spillovers and neighborhood effects. They involve an interdependence of utility
and/or production functions. A beneficial externality, known as an external economy, is
where an externality-generating activity raises the production or utility of the externallyaffected party. An external diseconomy is where the externality-generating activity lowers
the production or utility of the externally-affected party, such as environmental pollution
(Macmillan, 1986). Taxation includes compulsory levies on private individuals and organizations made by government to raise revenue to finance expenditure on public goods and
services, to control the volume of private expenditure in the economy and the amount of
negative external diseconomy (Macmillan, 1986). The purpose of laws and regulations
correcting for externalities is to reduce harms to involuntary stakeholders or to society as a
whole. Government legislations give many tax and regulation advantages to charity. This
practice was intended to increase the positive impacts of companies on the societies, but
instead became a source of savings for companies.
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As explained by Mamun Rashid, a business professor and financial sector entrepreneur,
CSR is a lot more than just corporate philanthropy. It is not just about making a contribution towards good causes, but is instead a constant responsibility that acknowledges companies should serve its business, community, environment, workers, customers and other
stakeholders. CSR must integrate with corporate values, culture and the company’s strategy to achieve future sustainability. Sustainability is perhaps the key difference which distinguishes CSR from charity. It is not about doing one good deed occasionally, but instead
about contributing to the sustainable future and positive impact. Donations free of taxes are
not contributing to the welfare of the society in the long term. By decreasing their contribution to the government in the form of taxes, companies are contributing to the decrease in
the capacity of national governments to provide the public services such as education,
healthcare, security, pensions, clean environment, safe society, and other.
In the end, charity can and should be a part of CSR, which signifies a corporation’s contribution to the community where it does business. But, CSR of a company involves a lot of
factors that business leaders usually tend to overlook. CSR is a much bigger picture when a
company voluntarily integrates a complete range of economic, social, and environmental
concerns in its business and communication with its stakeholders.

4.2 Second source of financing: net profit
Even when companies are not using CSR activities as a way to avoid payment of taxes
through donations, there are other problems related to financing CSR activities. If they are
financed from the net profit, one must look at the way this profit is made. If a company’s
core business practice and business operations are unethical, it seems like a paradox to
finance ethical behavior (CSR activities) from the profit.

4.2.1 Tax avoidance/evasion strategies
The Greek philosopher Aristotle developed three essential duties of the citizen: participating in the political process, paying taxes, and defending against enemies of the state and its
people. If companies are striving to become corporate citizens through CSR activities,
payment of taxes is obligatory. It is therefore curious that tax avoidance/evasion strategies
are regarded as one of the prime duties that directors are required to perform.
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Tax avoidance is sometimes used to refer to a legal reduction in taxes, whereas evasion
refers to tax reductions that are illegal, but the dividing line is not entirely clear (Gravelle,
2010). There have been strategies which were described as tax avoidance by companies,
but later on, when challenged in courts, they were found to be tax evasion. Sometimes
companies have structured transactions which have little or no economic substance, but
enable them to reduce their tax liabilities. This type of business activity is unacceptable on
the grounds of moral and ethical standards, because the loss of tax revenues has a negative
effect on the public welfare.
The paradox is that big companies are actively engaged in tax avoidance, while at the same
time they insist on social responsibility talk and occasional activities which show their
concern for environmental and social issues. For example, Starbucks, which promoted its
CSR approach to its products with using fairly traded coffee, was at the heart of a tax
avoidance scandal in UK in 2012. However, comparatively little scholarly attention is paid
to the payment of democratically agreed taxes (Christensen et al., 2004) even though payment of taxes is central to any notion of responsible citizenship. If a company finances its
CSR activities from a surplus in profit created by tax avoidance, it raises ethical dilemmas.
Companies see taxes as a cost. By reducing this cost, they can give higher returns to shareholders.In the capitalistic market, reducing tax payments can be considered as a costminimization strategy, even though it has a negative impact on the society, by reducing the
accumulation of economic surpluses. A common practice of big international companies is
that they establish residences in tax havens, in order to take advantage of their taxation
system which enables them to earn more, and pay less to the society. A survey which examined this issue estimated that 99% of the European quotes companies have operations in
tax havens, which levy low taxes and offer secrecy to enable corporations to avoid taxes in
other jurisdictions (Tax Justice Network, 2009).A five-year study in the U.S. of 288 profitable Fortune 500 companies found that 26 paid no federal corporate income tax over the
five-year period; 111 paid no federal corporate income tax in at least one of the last five
years, and one-third paid a U.S. tax rate less than 10 percent over the same period (Citizens
for Tax Justice, 2014).The companies on this list include some of the most enthusiastic
‘corporate citizens’ in the country such as General Electric, Boeing, Duke Energy, and
others. It becomes clear that the companies are taking away from the societies more than
they give. Their CSR efforts are simply a poor substitute for the savings they make from
not paying what they are legally and ethically obliged to pay.
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Real CSR focuses on doing good to those parties who are actually affected by the corporation’s business activities, moving beyond the efforts of PR and marketing departments, and
becoming a part of the corporate activity. A socially responsible company contributes to
the society in all ways, and not just in those which have the least cost for it. The CSR
agenda is driven by demand for an ethical approach to business. It is not possible to be
ethical in one area of business conduct and act otherwise in another area,and companies
that function in this way reveal a major disconnect in their core organizational values
(Missbach, 2005).

4.2.2 The role of consulting companies
The increase in usage of tax avoidance and evasion strategies by companies is largely due
to the growth of the whole industry which advises businesses to do so. Accountants, lawyers, financial services experts and consulting firms provide interpretations of law and
technical skills needed to avoid tax payment. They legitimize vocabularies and discourses
that intend to normalize avoidance of taxes. For example, in the traditional accounting literature, dividends are described as rewards, which are something to be maximized, and
taxes are assigned to negative spaces and described as costs, or burdens, which need to be
minimized. One of the biggest consulting companies, Ernst & Young, confirmed this by
saying: “Companies are constantly looking to save costs, and tax is a major cost”(New
York Times, April 2009). This leads to the perception that taking away from the government and from the society is a normal and justified business practice.
The paradox is that these companies which provide professional services, such as accountancy, consulting and auditing, provide advices for avoiding taxes and at the same time perform auditing in the companies, analyzing their social commitment, among other things.
Companies such as KPMG are partly to blame for the inconsistency of the CSR commitment of the companies, since they provide their services, products and know-how for implementing unethical behavior – avoiding taxes, which is not in accordance with real CSR.

4.2.3 Irresponsible business practice
If company’s CSR activities are financed from its net profit, there is a need to examine the
source of this net profit. Extractive industries are often a subject of CSR discussions, be-
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cause of their very specific position in the field of social responsibility. Extractive industries are non-renewable natural sectors, including oil and gas, metals, industrial minerals,
coal and gemstones. There are specific features of the non-renewable sector which make it
a particular challenge for CSR and for environmental management, and which also render
it a particularly interesting arena for the analysis of CSR (Ali et al., 2007). These industries
have companies which are some of the most active players in the CSR arena. But, if a
company’s core business practice is unethical (for example, overexploitation of natural
resources), how does ethical behavior such as CSR activities fit into the picture?
Companies from these industries sometimes engage in the CSR activities related to one of
the other two pillars of CSR, other than environmental aspect. The Extractive Industries
Transparency Initiative includes 19 major oil, gas and mining companies that have agreed
to discourage corruption through full public disclosure and verification of all corporate
payments to governments in the countries in which they operate. Collective action by all
major corporations in these industries prevents corrupt governments from undermining
social benefit by simply choosing not to deal with the firms that disclose their payments
(Porter et al., 2006). Still, it is not possible to be ethical in one area of business conduct and
act otherwise in another. Thus, the core of the CSR challenge for the extractive industries
lies in the inherent non-renewability of minerals, on the one hand, and the expensive definition of sustainability, which includes social and economic variables (Ali et al., 2007).

4.2.4 Gap between corporate talk and action
Lacking the proper measures, it is difficult to prove if a company is really CSR-oriented, or
simply pretending to be. One of the ways to do so is by analyzing the gap between the corporate talk and action. A few big corporate scandalshelped reveal the hypocrisy of certain
companies.One of them was the case of Enron, a former American energy, commodities
and services company, based in Houston, Texas. This case drew attention to the gap between corporate talk, decisions and action. Enron was ranked seventh on the Fortune 500
list of the country’s largest companies for 2001. Its Code of Ethics stated:
“We are dedicated to conducting business according to all applicable local and international laws and regulations, including, but not limited to, the US Foreign Corrupt Practices Act, and with the highest professional and ethical standards. …officers and employees
of the company are responsible for conducting the business affairs of the Company in ac-
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cordance with all applicable laws and in a moral and honest manner. … Employees of
Enron Corp, its subsidiaries and its affiliated companies (collectively the Company) are
charged with conducting their business affairs in accordance with the highest ethical
standards …” (Enron, 2000)
In 2001, Enron collapsed and the gaps between its talk and action came to public attention.
After the investigation by the US Senate Joint Committee on Taxation, the truth was revealed: the data for the period 1996-2000 showed that Enron paid no Federal income
tax for taxable years 1996 through 1999, and reported a new operating loss carryover
of $3.1 billion from 1999 to 2000. Despite its code of ethics, Enron‘s financial statements
made no mention of any of its tax avoidance schemes. 692 of Enron’s offshore
subsidiarieswere incorporated in the Cayman Islands, a tax haven. They were, in fact,
used as a part of an elaborate strategy to avoid taxes (Report of Investigation of Enron
Corporation and Related Entities Regarding Federal Tax and Compensation Issues,
2003).The US Senate report found that with advice from Arthur Andersen, Citigroup,
Deloitte & Touche, Chase Manhattan, Deutsche Bank, JP Morgan Chase, Merrill Lynch,
Bankers Trust and several major law firms, Enron operated through a labyrinth of domestic
and foreign subsidiaries and affiliates to structure transactions and avoid taxes at home and
abroad. There was an independent unit, the ‘structured transactions group’, within the tax
department. Its focus was to synthesize tax, finance, legal, and accounting principles to
enhance Enron profits. (Report of Investigation of Enron Corporation and Related Entities
Regarding Federal Tax and Compensation Issues, 2003).Enron's fail was especially bitter
to the community of Houston, where Enron had substantial reputation for community involvement, philanthropy, innovative practices, and exciting job opportunities. Stakeholders
were betrayed, the company fell apart and the public was given enough material to start
investigating other irresponsible business practices.
As it can be seen, a company can claim to be socially responsible and at the same time act
in an irresponsible way. The sources of financing its CSR activities can be coming from
business practice which is far from socially responsible, or ethical. CSR can be achieved
only by synchronizing the corporate talk with actions. Otherwise, the company is not socially responsible and risks putting in danger its whole corporate reputation when the gap
is revealed.
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CONSEQUENCES OF SOCIALLY IRRESPONSIBLE BEHAVIOR

The socially responsible behavior of a company is in direct link with the concept of socially responsible business in the minds of its managers. There are no universal rules about
social responsibility of companies, and so it is up to the managers to act in accordance with
their own perception. Sometimes, there is a very thin line that distinguishes socially responsible and irresponsible behavior. Whether the company is using corporate philanthropy just as a way to be perceived socially responsible in a cheap way, or engaging in unethical business practices and then financing CSR activities, serious consequences may arise.
The most serious internal consequence is damage to corporate reputation, and external
consequence of greatest importance includes the free-rider problem.

5.1 Damage to corporate reputation
The mentioned Enron scandal proves the importance of corporate reputation. Due to the
irresponsible business practice, the company was destroyed once the stakeholder trust was
lost. The potential of the corporate branding has introduced changes in the business environment and rules. Today more than ever, a well-known and respectable name is a way to
secure a good position in the marketplace. Also, the stakeholders have never been so sophisticated and informed, the regulations and standards are becoming very strict and
watchdogs guarding public interest have never been more active.
The bond between the company and its stakeholders is built on trust; companies ask stakeholders to trust them not to cheat or steal, not to sell products that are not useful, not to
harm the local community with their business activities, etc. In case the stakeholders find
out that the companies broke some of their promises, the trust is lost and the demand for
accountability and more information is increased. Trust, then, is a surrogate for monitoring.
A trusted company does not wait for the overwhelming pressure before it releases information that stakeholders need to make good decisions (Wood et al., 2006). Being socially
irresponsible means not giving respect to the stakeholders which dictate the successfulness
of the business organization.There are many benefits claimed for being perceived as having a good corporate reputation. Even for those who are strictly profit-oriented, the argument for corporate reputation is quite strong; it improves shareholder value. A strong cor-
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porate reputation inspires confidence in investors, which in turn leads to a higher stock
price for a company (Crowther et al., 2008).
Using CSR in the wrong way, financing it from unethical business practices, or simply
creating a gap between corporate talk and action, the company might risk losing the precious trust of stakeholders. CSR activities are in the interest of the stakeholders of the
company. If they are satisfied, the corporate reputation is very likely to become better. Ultimately, the value of a good reputation is stakeholder trust, confidence, and support
(Wood et al., 2006). Corporate scandals such as Enron prove that consequences of socially
irresponsible behavior can even be fatal for the company.

5.2 Free rider problem
Firstly we consider the primary reason why taxes exist at all; it is to diminish the amount
of negative externalities on the external environment and to insure the providing of public
goods by the government. Goods that have no rivalry in consumption and no excludability
create a free-rider problem: People can enjoy the good or service without reducing others'
enjoyment even if they do not pay (Taylor, 2004). Tax avoidance and aggressive tax planning enable companies to become economic free-riders, enjoying the benefits of corporate
citizenship without accepting the costs, whilst also causing harmful market distortions and
transferring a larger share of the tax burden onto individual taxpayers and consumers
(Missbach, 2005). They avoid the cost (the taxes) of using the resources provided by the
government (the state), such as clean environment, education, and political stability and
other.
By contributing to the decrease in taxes, companies contribute to the variety of economic
problems which arise as a consequence. By insisting on tax-free donations as the core CSR
activity and by engaging in a variety of tax avoidance schemes, companies are not contributing to the way that government deals with negative externalities, thus creating a sort of
negative externality themselves. Also, with the decrease of taxes, governments have difficulties with supporting social programs, thus there is an increase in the inequality of welfare distribution; the poor are poorer. A CSR-oriented company should strive to satisfy
ethical standards and not contribute to these negative economic consequences for the society in which it operates.
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LEGISLATION RELATED TO CSR ACTIVITIES

Up to this date, there has been an ongoing debate about whether or not CSR should be regulated by government legislation. With the growing concern by NGOs about the impact
which business organizations have on the world today, there was a pressure to the governments around the world. They were asked to start regulating the behavior of companies
more strictly, by introducing new laws and standards and by imposing strict sanctions on
the guilty ones. Since capitalism dictated less involvement of the government in the business world, most of the national governments left it to the ‘reputation mechanism’ to solve
the problems. ‘Reputation mechanism’ is a response to the bad behavior of companies,
which corrects them without the involvement of legal help. As it was proven many times,
building a reputation takes ages, but it can disappear in an instant. So, irresponsible and
unaccountable behavior by companies would be sanctioned by its customers and NGOs.
As in the examples of Enron and others, the reputation mechanism does work, but not always on time and not always in the adequate way.

6.1 Social contract
Instead of regulating CSR by law, the governments and the public relied on the, so called,
social contract between the society and business corporations. The origin of the concept of
‘social contract’ can be found in the work of Jean-Jacques Rousseau from 1762, where he
explains the relationship between an individual and the society and its government. The
idea is that individuals voluntary give up certain rights in order for the government of the
state to be able to manage for the greater good of all citizens. Recently, this theory of a
social contract has been used to explain the relationship between a business organization
and the society. So, a business organization has duties towards other parts of the society in
return for its place in the society.
The social contract theory dictates that the business organization is linked with government, society, other organizations, groups and individuals in a compact unit and the link is
the social contract by which the business organization is promising to do things in the best
interest of the mentioned stakeholders. To actually be socially responsible, a company
must be more than a legal and ethical person. CSR is not always a legal necessity, increas-
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ingly it is an obligation. However, a company has to be socially responsible even though it
is not a legal obligation (Crowther et al., 2008).

6.2 Tax treatment of CSR activities
The tax treatment of CSR activities is mostly related to the tax treatment of corporate giving and it differs from one government to another. For example, in Australia, tax deductions are given purely for public policy reasons to encourage philanthropy through the
making of donations to specific industries. For example, the Australian Income Tax Act
1997 provides deductions for certain gifts of money and property valued at AUD$2 or
more that are made to specified charities, public institutions and other eligible entities. The
Canadian Revenue Agency (CRA) has identified “responsible citizenship” as one element
of a sustainable tax system. A sustainable tax system is one where taxpayers appreciate
that paying tax is a civic responsibility that enables them to enjoy all the rights that accompany being a Canadian resident or business (Government of Canada, Industry Canada).In
New Zealand, making contributions in the form of donations are encouraged by the availability of a tax rebate for individuals and by a tax deduction for companies and Maori authorities.In Singapore, since the formation of “Singapore Impact for CSR” in 2005, a national society committed to promote social responsible activities by corporations, there is a
greater awareness of its activities in this country. Gifts of shares listed on the Singapore
Exchange or of units in unit trusts that are ready to trade in Singapore are tax-deductible.In
France, before the 2003 tax reform, incentives for corporate giving were coming from the
1987 Fiscal Law. Corporations could benefit a tax deduction on their income with a ceiling
deduction equal to 0.2% of taxable income. If donations exceeded the ceiling, the firm had
the opportunity to report its tax deduction over the next 5 years. The 2003 tax reform established a tax credit equal to 60% of the donation with a ceiling deduction equal to 0.5%
of firm's revenue (Lordemus, 2013).In Czech Republic, value of each donation alone is at
least 2 000 Czech crowns, and it can deduct a total of not more than 5% of the nondeductible tax base, under Article 34 of the Icome Tax Act.
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Table 1: International comparisons of tax incentives for charitable giving (own
processing)
Country

Level of incentives

Deduction limit

Germany

Deduction from taxable income

20% of profits or 0.4% of revenue

Belgium

Deduction from taxable income

5% of net income

Spain

Tax credit ranging from 35% to 40%

10% of the tax base

United States

Deduction from taxable income

10% of taxable income

France

Tax credit equal to 60% of total gift

0.5% of revenue

Italy

Deduction from taxable income

Limit fixed at national level

Luxembourg

Deduction from taxable income

10% of net income

United Kingdom

Deduction from taxable income

No ceiling

Switzerland

Deduction from taxable income

10% of taxable income

Czech Republic

Deduction from taxable income

5% of taxable income

Sweden

No deduction

-

6.3 Government legislation
In a perfect scenario, profits of private companies and the public interests of the community are aligned. Therefore, there is no need for CSR, since companies increase social welfare simply by maximizing their profits. But, as we know, in most cases, there is a gap between the two which needs to be tangled in some way. This is where national governments
act, or should act. They influence corporate decision making by imposing costs to the business entities, such as regulatory mandates, taxes, punitive fines, etc. Even with all their
faults, national governments are still the main protectors of public good. It is not likely that
CSR can replace the government role in this sense. But, if exercised in the proper manner,
CSR can be an additional help to the society, rather than a replacement of government
functions. CSR can be implemented not as a way of privatizing a public function, but a
response to where the national governments have failed or have been weak.

TBU in Zlín, Faculty of Management and Economics

33

One part of the business community fighting against the government regulation of CSR
argues that it would threaten the positive work they are doing. CSR consultancy Business
in the Community supports corporate lobbying against regulation, arguing that regulation
can only defend against bad practice – it can never promote best practice. What might be
behind these arguments is the desire of companies to still be selective in deciding which
areas of bad practice they want to eliminate. They still want to use their best practice to
divert attention away from the bad practices. They still want their involvement in CSR to
be seen as a distinction from others, and in that sense, a source of competitive advantage.
In 2008, the Danish parliament adopted a bill making it mandatory for the 1100 largest
Danish companies, investors and state-owned companies to include information on CSR in
their annual financial reports. The required information includes: information on the companies’ policies for CSR orSRI, information on how such policies are implemented in practice, and information on what results have been obtained so far and management’s expectations for the future with regard to CSR/SRI. CSR and SRI are still voluntary in Denmark,
but if a company has no policy on this it must state its positioning on CSR in their annual
financial report.Another example of government CSR regulations CSR is legal requirements for CSR information provision in the UK. This covers the business review, which is
part of the directors’ report, and it requires the standard type of business performance data
(for example, a description of the principal risks and uncertainties facing the company) but,
for quotes companies, there are additional CSR-related requirements. The rules require that
details about environmental matters (including the impact of the company’s business on
the environment), the company’s employees, and social and community issues should be
disclosed.
Even with the existing government regulations regarding reporting on CSR activities, there
are some problems. For the moment, there are no governmental laws that sanction the practice of so called greenwashing. There exist some national initiatives under the form of private regulations or soft laws. However, they are neither constraining nor harmonized. For
example in France, the ARPP (Autorité de Régulation Professionnelle de la Publicité,
probably the most accomplished initiative on greenwashing in Europe) systematically
evaluates and publishes some recommendations on TV advertising but the radio and newspapers advertising are evaluated on a voluntary basis (Crifo et al., 2010).
Another argument for government legislation is related to the possible future of companies
– global business citizenship. If we consider individuals who are already citizens, they are
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obliged by law to act in a responsible manner; they are punished if they murder, or hurt
someone with their actions. They do not regulate themselves, as companies do today. If we
follow the concept of business organizations being citizens of the society in which they
operate, there is a need for their duties to be clarified in some way. In most countries, citizens have a duty to pay taxes, for example. If a business organization is seen as a citizen, is
it its duty to pay taxes? And not just that, but should the business organizations be allowed
to shelter their income in tax-free zones abroad in order to avoid paying taxes at home?
These and similar questions can be resolved only by legal statues, judicial decisions, and
cultural norms. In our globalized economy, though, national laws are insufficient, and international laws are in their infancy (Wood et al., 2006). This only means that there is yet
another fight to come: how to regulate the rights and duties of business organizations in the
best way.

6.4 Performance evaluation and social reporting
What does it mean to be a good corporate citizen nowadays for a company? As the general
public sometimes makes mistakes in examining the CSR efforts of a company, so does the
business world misinterpret the term of ‘good corporate citizenship’. In the Industry
Week's annual ‘100 Best-Managed Companies’, there is a category ‘corporate citizenship’.
This category does not measure the responsibility of the companies and does not examine
are they law-abiding. Instead, the category focuses on charitable work and the ‘good
deeds’ of the companies, by measuring the percent of pretax earnings given to nonprofits.
Philanthropy and community volunteer activities are just a part of a much bigger picture. It
is like the idea of ‘random acts of kindness’. Why should kindness be random instead of
routine? Similarly, why should a company’s community responsibility be voluntary? If we
as individuals have a duty to be kind, is it a stretch to say that business organizations have
a duty to be responsible? (Wood et al., 2006)
The need for standardizing the CSR reporting is growing. The Directory of Social Change,
led by Debra Allcock Tyler, called for a core set of principles for CSR reporting that it says
will take the ‘spin’ out of the practice.
“A core set of principles should apply across all industries to allow open, transparent and
comparable assessment of CSR in the UK and internationally. This would allow customers,
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shareholders, the general public and charities to more easily compare the interests and activities of companies.” (Third Sector, 2013)
One of the main tools for external communication on CSR activities is the corporate website, usually saturated with terms such as sustainability, sustainable development and CSR.
As there is still no legal requirement for a CSR report or website section to be audited,
there is no completely unbiased way to examine the CSR performance of a company.
Many firms think that the costs of independent verification of these reports outweigh the
potential benefits. An investigation of the FTSE100 companies showed these results while
analyzing corporate websites of these companies (as cited by Crowther et al., 2008):

Table 2: FTSE100 companies investigation (Crowther et al., 2008)
Mention on the corporate website

% of companies

Sustainability

100

Sustainable development

35

Expressly link sustainability to CSR policy

70

Performance evaluation of companies in segments such as CSR is particularly difficult.
However, it should be clear that the determination of good performance is dependent upon
the perspective from which that performance is being considered and that what one
stakeholder grouping mights consider to be good performance may very well be considered
by another grouping to be poor performance (Crowther et al., 2008). So, performance
evaluation of a company in the segment of CSR needs not only clear and adequate
measures, but also guidelines for what good performance really is. The ambiguity of the
concept itself reflects on the performance evaluation, also. Depending on the external
perspective, very different evaluations of the same performance may arise, as well very
different measurements. Author Solomons (1974) considered the reasons for measuring
objectively the social performance of a business. He suggests that while one reason is to
aid rational decision making, another reason is of a defensive nature (as cited by Crowther
et al., 2008).
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Analysis of Social Performance
Statement of Social Income:

€

Value generated by the productive process

Xxx

+ unappropriable benefits

Xxx

- external costs imposed on the community

Xxx

Net social profit / loss

Xxx

Figure 2: Analysis of social performance (Crowther et al., 2008)

Accountability is the core principle of organizational reporting that provides key
stakeholders with feedback on what the company learned during stakeholder dialogue and
engagement and that shares the change management activities it has taken as a result
(Wood et al., 2006).Usually, organizational reporting was focused only on the company's
financial performance. This traditional way of reporting is a one-way communication to a
limited set of stakeholders; those who understand and are interested in the financial indicators. But, only in 1970s there was a significant change towards a more non-financial way
of reporting. A new tool of stakeholder engagement came up, called ‘goal reporting and
accounting’. This method involved a company setting its own goals in the social and
environmental arenas, and then reporting, in whatever way it saw fit, on how it was doing
on accomplishing those goals. Over the long term, however, this method offers no
consistency or comparability and can too easily degenerate into a public relations, imagecreating device (Wood et al., 2006).
One tool that has been widely adopted in large companies, which helps accounting systems
to contribute more effectively to the strategic planning process is Balanced Scorecard
(BSC). It was introduced in the mid-1990s and still remains to be a driver model for companies. BSC consists of four perspectives: financial, customer, internal, and learning and
growth perceptive. Each of them is characterized by questions that flow from the corporate
vision and strategy. This tool can be used as a way to report on the company's commitment
to social and environment issues, as long as it remains in the principles of accountability,
transparency and truth.
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THE COMPANY: SPARKASSE BANK BH

CSR is still a challenge for companies in Bosnia and Herzegovina, due to the still struggling economy and complex political situation. The biggest challenge for the development
of socially responsible business practices in Bosnia and Herzegovina is lack of policies,
legislation and standards relevant to the concept of CSR. Companies in Bosnia and Herzegovina mostly consider CSR as philanthropy, donations, well defined strategies of employment and doing business according to the legal terms. Sparkasse Bank is one of the
few companies in Bosnia and Herzegovina which has a strategic CSR approach, and a
company which is perceived as socially responsible by its employees, clients and the public.

7.1 The company profile and structure
Sparkasse Bank has operated in Bosnia and Herzegovina since 1999. It has its head office
in the capital of Bosnia and Herzegovina, Sarajevo. The company is a member of the Austrian Steiermärkische group. It employs around 470 employees, and services 170 000 clients. The company offers all kinds of conventional and modern banking services, including
financial services of S-Leasing. The business network includes 44 branches all over Bosnia
and Herzegovina.
Steiermärkische group, the majority owner, is a leasing bank group in the south of Austria.
It has majority ownership in banks and leasing companies in several countries of the region. Presence and competence within the regional market (Croatia, Slovenia, Serbia,
Montenegro, Bosnia and Herzegovina and Macedonia) together with the dimension and
strength of an international financial institution turn Steiermärkische Sparkasse to the preferred partner for export-oriented medium-size enterprises and industrial enterprises with
focus on Southeast Europe.

7.2 Mission, vision and objectives
The company’s mission is caring about the success of its clients with constant improvements of its offers, competently, with tailor-made solutions and with a long-term perspec-
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tive. The company’s vision is to become one of the strongest banks in the country using
business tools based on the best banking practices.
The company’s long-term goal is to continue developing according to the savings banks
group standards into a modern retail-bank with a country-wide coverage, and be among the
leading banks in Bosnia and Herzegovina.
The company is guided by the model which the parent Austrian company uses; the most
stable savings banks model for the past 190 years. Savings Bank model is in place of investment banking. The focus is on transactions with population, such as small and medium
businesses, where credits are refinanced from savings deposits that the bank collects, with
risk dispersed on a great number of clients therefore kept at a minimum. There is a conservative approach to investments. Investments in securities are conducted with caution
and with focus on safety, even at the cost of profit. Also, there is a joint responsibility of
Austrian saving banks group for 100% of all deposits. Erste Bank and almost 50 Austrian
savings banks are jointly responsible for savings deposits and form a unique risk community.

7.3 Company values
The company has a very strong client-orientation, which can be seen from its values. The
values of the company are:
1. Responsibility
Sparkasse Bank takes responsibility for the success of its clients, employees and contribution to the society.
2. Reliability
Reliability creates friendships. Sparkasse Bank respects business ethics and the key for the
loyalty of its clients is a partnership with them.
3. Collaboration
Collaboration is only possible with complete trust. Sparkasse Bank communicates openly
and honestly, and tries to always keep its promises.
4. Security with assurance
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The tenet of the company is to protect its clients and employees. For that, Sparkasse bank
uses all available tools.
5. Tailor-made solutions
There are no universal solutions. Each of the company’s clients has the right to and offer
made just for them. Therefore, Sparkasse Bank gives them its attention, time and commitment.
6. Courage
Sparkasse Bank sees courage as a chance. Its team is governed by the principles of selfinitiative, accepting new ideas and taking on challenges, as well as ambition to achieve its
goals.

7.4 SWOT analysis of the company

Figure 3: SWOT analysis of Sparkasse Bank BH (own processing)
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Strengths of the bank include strong brand value, since it is perceived as a good savings
bank, an innovative and safe bank. There is also the value of tradition, as the parent Austrian group Steiermärkische Sparkasse has a very good reputation. The prices of the products
and services that the company offers are competitive. From the beginning of its business in
Bosnia and Herzegovina, Sparkasse Bank has had a very aggressive marketing approach
on the market and is still investing heavily in its marketing department. The company has a
unique offer of term deposits, which differentiates it from other banks. Regarding the card
transactions, the company insists on safety and reliability, which is realized through the
MBU and 3D secure system for safe online payment. And finally, strength of the company
is the know-how support from other members of the group when developing new products
and services.
As for the weaknesses of the company, one of the most serious ones is the lack of good
sales skills of the sales department staff. Apart from the sales skills, the sales department
also lacks education on the technical aspect of working with deposits. Also, the big depositors of the company are given an insufficient level of attention. Regarding the IT sector,
the main obstacle is its huge dependence on external providers, which slows down the operations and processes.
There are many potential opportunities for the company in the future. One of them is a
proactive approach to deposit collection and further development of this business operation. Then, there is an opportunity with improved customer service for the big depositors of
the company. Sparkasse Bank needs to stay competitive, so there is an opportunity of introducing differentiated products with prices adjusted to the market. It can also introduce
innovative products that can be a generator of deposits. Furthermore, as a response to a big
weakness related to the sales department, there is an opportunity with trainings for developing sales and technical skills of the employees. And last, there can be a more flexible
approach to approving credit cards and limits, which could generate more clients.
The threats from the external environment include a general distrust of people in Bosnia
and Herzegovina towards banks and keeping their assets in banks. Also, there is a strict
legislation related to proving the origin of assets. There is a threat of competitor banks
which already have a more flexible approach to collection of deposits. The high interest
rates in the country remain a threat for the whole banking sector. And finally, the banking

TBU in Zlín, Faculty of Management and Economics

43

industry in Bosnia and Herzegovina is a highly competitive industry with very strong competitors, including banks with foreign capital, such as Sparkasse Bank. There is a threat
from these competitors which can develop innovative products before the company.
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THE IMPLEMENTED CSR STRATEGY OF SPARKASSE BANK
BH

Following the tradition of the parent group, Austrian Steiermärkische group, which was
founded 200 years ago as a socially conscious and economically successful bank,
Sparkasse bank Bosnia and Herzegovina has had a CSR approach since the beginning of its
business in the country. As it is said on the corporate website, the corporate philosophy of
the company is that the bank as an institution can be successful only if the community in
which it operates is successful. So, the company directs its engagement and support in the
social spheres where it is needed.

8.1 Strategic goals for stakeholders
With the respect for the shareholders, clients, employees and partners, Sparkasse bank sets
up strategic priorities for the most important stakeholders and then works on accomplishing the social goals in the community. These strategic goals help to develop a CSR strategy
which serves the accomplishment of these goals, in a way that the whole business of the
company is oriented to satisfying the set goals.
Strategic goals for employees: Maintain a high quality and motivating working environment in which employee’s rights and needs are respected and in which the idea of social
responsibility is incorporated in every member of the team.
Strategic goals for the market: To become an example of ethical, and economically successful business practice and implement all principles of good corporate governance in
practice.
Strategic goals for clients: Improve the quality, diversity and accessibility of the services,
by respecting the rights and needs of clients and by developing a relationship with them
based on honesty, support and trust.
Strategic goals for the community: To become a useful member of the community in which
the company operates, by investing in increase of quality of life in the fields of education,
culture, sport, social care and environmental protection.
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8.2 The principle of ‘human banking’
From the very beginning of its business in Bosnia and Herzegovina, Sparkasse Bank has
had a CSR orientation, guided by the CSR philosophy of its parent bank in Austria. One of
the reasons for this kind of orientation is the motivational guidance of the president of the
supervisory board, Mr. Sava Dalbokov. Born in Bulgaria, Dalbokov enjoyed an international education before starting his career at Erste Bank as a manager responsible for strategic business development of this bank for Middle and East Europe. His inspirational
speeches about the principle of ‘human banking’ have had a major influence on the employees of Sparkasse Bank. According to him, there is a need for an enlightened capitalism, with caring individuals, caring companies and caring communities. The principle of
‘human banking’ is deeply incorporated in the company’s mission, vision and values. It is
a part of its competitive advantage and corporate philosophy.
Thanks to this kind of leadership, Sparkasse Bank has developed its business in Bosnia and
Herzegovina with a strong focus on socially responsible practices and projects. As a result,
in 2011, the company received the award ‘DOBRO’11’ (in translation: ‘GOOD’11’) for
being the best company among financial institutions in the country in the field of corporate
philanthropy. In 2011 and in 2012, the main employment web portal in Bosnia and Herzegovina, ‘Posao.ba’, gave Sparkasse Bank awards for being ‘the best company to work in’,
in the financial sector.

8.3 The structure of the implemented CSR strategy of Sparkasse Bank
Following the strategic goals for each of the mentioned stakeholders, Sparkasse Bank has
developed a CSR strategy that serves these goals. The strategy consists of four main parts:
donations, sponsorships, scholarships and internship program. Apart from these four parts,
Sparkasse Bank implements many other practices which are in accordance with socially
responsible business.
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Table 3: Main parts of current CSR strategy of Sparkasse Bank BH (own processing)
Type of activity

Main target groups

Goals

Source of financing

Donations

Ethnic minorities,
youth associations,
socially handicapped

1. Improvement in
education and quality
of life of young people

Net profit, taxdeductible

2. Increase in voluntarism and youth employment
3. Social inclusion
4. Development of
sport in BH
5. Protection of environment
Sponsorships

sport clubs with limited financing, NGOs
with projects that support the goals of the
activity

1. Improvement in
education and quality
of life of young people

Net profit, taxdeductible

2. Increase in voluntarism and youth employment
3. Social inclusion
4. Development of
sport in BH
5. Protection of environment

Scholarship program
“Friend for Life”

Children from marginalized groups, children
without parents, children with disabilities
or special needs, children from minority
groups

Help the children in
need with financial
support and social
inclusion

Revenues from certain
products

Internship program“Best of South
East”

High potential students

Enable professional
development for talented students

Cooperation with University of Graz (Austria) and Erste group
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Percentage of resources used for each CSR
activity (estimated values)
Other CSR activities
8%
Internship program
9%

Scholarship
program
12%

Sponsorships
41%

Donations
30%

Figure 4:Percentage of resources used for each CSR activity of Sparkasse Bank
BH (own processing)

8.3.1 Donations and sponsorships
Donations and sponsorships include a major part of the CSR strategy. The corporate philanthropy is very strongly encouraged and these efforts of the company are recognized by
the public, as it received mentioned award for being the most socially responsible company
in the financial sector of Bosnia and Herzegovina.
Donations and sponsorships are given to chosen projects each year through a public tender.
Organizations, associations or individuals who are interested can apply to the tender with
their proposed projects. The applicants are reviewed by a special committee which decides
on the projects that are going to be supported and the type of support they will get. The
committee consists of company’s representatives, mainly employees from the Marketing
and Communications department and Human Resources department, and the stakeholders
of the company, such as representatives of NGOs who work closely with the company.This
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way, the company wants to make sure that the right projects are supported and that they are
of true value to the community.
The criteria which the committee takes into account for decision making process are:
1. The aspect of community contribution, sustainability and correlation of the project with
the goals of the company’s CSR Strategy: 60%
2. Public presence and project visibility: 20%
3. Fulfillment of application conditions (general, special and eliminatory criteria): 10%
4. Budget: 10%
In the year 2014 associations and events which were, or will be, supported by sponsorships
are:


20 sport clubs or associations



youth festival ‘Festival of Friendship Gorazde’



music festival ‘Bihacko Ljeto’



trade fair ‘Eko Biz’



vocal/instrumental group‘Behar’



NGO ‘Open network of human rights and democracy Tuzla’

In the year 2014 the projects which were, or will be, supported by donations are:


donations of computer equipment to one youth association



project of more efficient inclusion of youth on the labour market, implemented by
the ‘Center for Youth Education Zenica’



project of employing people with disabilities, implemented by ‘Association of people living with cerebral palsy and disabilities Zupanija Zapadnohercegovacka’



project of increasing awareness on ecology among primary school pupils in local
community, implemented by Primary School ‘IV Mostar’



project of creating workshops for women with disabilities for helping them with
employment, implemented by ‘Association of citizens with damaged hearing and
speaking Kljuc’



project ‘Processing bio-waste into humus’ for participation on World Olympics in
science projects in Kenya
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So far, the projects which were supported by donations or sponsorships have had a positive
impact on the community and the organizations and individuals implementing them have
become true friends of the company. This way, Sparkasse Bank created a very positive
image in the community as a company which helps in any way it can. Each year, the number of applicants for the public tender increases, which is a sign that the donations and
sponsorships are of value to the community, but also poses additional problems for the
company, since it is much more difficult to decide which projects should be supported.
The type of support is mostly financial. Applicants must open an account in Sparkasse
Bank, in case they already do not have one, and the money is transferred to them once the
project starts. Sometimes, the support is not financial, as there are projects for primary
schools in the rural areas which have the need for computer equipment. The company donates its own computer equipment to these schools as a support.
Applicants are obliged to report on the success of the project to the company. This way, the
company is sure that the support it gave to the project is being used in the correct and
planned way. Evaluation of the project is also sent to the company, which enables it to see
the impact that it had on the community. As it is confirmed by the PR of the company,
Mrs. Elmira Lalic, there have not been any negative experiences concerning these projects.
All of the applicants completed their tasks and used the resources given to them in the
promised way. Sparkasse Bank is proud that it was a part of these projects and still continues to improve its contribution to the society.

8.3.2 Scholarship program “Friend for Life”
Scholarship program “Friend for Life” has been implemented since September 2011. At
that time, Sparkasse Bank formed a humanitarian fund which is intended to support pupils
from marginalized groups through the period of one to three years, in order to help them
graduate primary school or high school. Due to the very difficult situation in which some
of the families are in Bosnia and Herzegovina, this scholarship helps talented pupils by
encouraging them to dedicate themselves to education and school.
The source of funding of these scholarships is a percentage of revenues from service fee in
selling certain products. 4% of monthly revenues from service fees from selling newly
made Sparkasse packages and 2% of monthly revenues from service fees from giving new
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nondedicated loans with guarantee are used to fund this CSR activity. The pupils receive
either 500 BAM (approximately 250 euros) at once, or a monthly scholarship of 100 BAM
(approximately 50 euros) through one to three years of his/her education. The criteria
which are examined in the decision making process of choosing pupils for this scholarship
are:


high potential pupils age 12 to 15



pupils coming from rural areas



socially handicapped pupils



pupils with physical or mental disabilities



excellent grades in school



special talent, creative or social engagement

Since the bank funds these scholarships from the revenue of its products, each year the
funds are different and their allocation cannot be planned in detail in advance. This CSR
activity can be classified as cause-related marketing, since it is financed from the net profit,
and the sales of a certain product are in direct link with the financing of the social cause.
The applicants are reviewed by the same committee which reviews the applications for
donations and sponsorships. Sparkasse Bank has a strict policy that the children of its employees cannot participate in this scholarship program, since that might create conflict of
interests. The number of applicants for this program is also increasing each year, and according to the PR of the company, it is getting even more difficult to decide which children
would benefit most from the scholarship, and it is becoming even more difficult to deny
the scholarship for so many applicants. Still, the families of the pupils who received the
scholarships so far have been very satisfied with the bank’s efforts to help the pupils, as it
is often the only financial aid they receive for their children in need.

8.3.3 Internship program “Best of South East”
Internship program “Best of South East” is implemented in cooperation with University of
Graz in Austria and the parent group Erste. This is a project which is implemented by other
members of the group, as well, so the applicants for the program are students who are citizens of South East European countries, including: Bosnia and Herzegovina, Slovenia, Croatia, Serbia, Montenegro and Macedonia.
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“Best of South East” is a program intended for students studying law, economics or technical faculties from South East Europe. The program's aim is to provide the mentioned
target groups with international work experience as well as training and further education
opportunities. Furthermore, a trainee program or internship makes it easier for students to
enter professional life.
The criteria for participating in this program are:


excellent scores



knowledge of English and German



good recommendations from professors or employers



dedication, strong communication skills, flexibility, analytical and practical thinking

The total amount of financial aidper year and participant is a maximum of 10 000 euros.
The chosen students get the chance to study a one-year master program at University of
Graz with paid internship or training in parent bank of Sparkasse Bank. Students who show
great qualities, but do not get this opportunity can get a paid internship in Sparkasse Bank
in Bosnia and Herzegovina in a department which they choose.
This program has already helped many students from Bosnia and Herzegovina to have a
chance to study abroad and get a valuable working experience. In the country which struggles with very high unemployment, this program is tackling the issue from the source. By
investing in young people’s education and skills, the program intends to create capable
young leaders who can contribute to the society with their knowledge and work. Sparkasse
Bank has had a very good cooperation with universities in Bosnia and Herzegovina, which
promote this program among their students and encourage them to apply for an opportunity
which is not given to them often in the country.
Another advantage of this program, according to the PR of the company, is that it gives the
company a chance to recruit the students with highest potential and ensure that the company employs the brightest young minds of the country. Investing in the professional development of the talented students, Sparkasse Bank ensures that the quality of its human resources remains at a high level.
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8.3.4 Other CSR activities
Apart from the four main parts of the CSR strategy, Sparkasse Bank promotes CSR approach through many other business practices. One of them is employee engagement. This
is done through ad hoc campaigns for helping certain social causes, such as collecting
money for medical help for socially handicapped people, or any other campaign for individuals in need for financial aid. The company encourages its employees to donate money
which is then transferred to the financial account of those individuals. In these cases, the
company does not promote these contributions of its employees as a CSR activity of the
company, and it does not communicate these activities in the media. Its goal is to incorporate an altruistic spirit in the working environment of the company, which helps in the
creation of an integrated CSR approach in the company.
In addition, apart from the mentioned public tender for sponsorships and donations, the
company supports certain projects which it finds to be important for the community. For
example, in April 2013, Sparkasse Bank donated 20 000 BAM (approximately 10 000 euros) to women victims of violence for starting their own business. Besides the financial aid,
these women received a free education from the company’s employees in the field of entrepreneurship, in order to ease their struggle for starting their own business. The engagement of the company in these and other social causes is a proof of real CSR approach
which contributes not only to the community, but to the company itself, through enhanced
corporate reputation and image, which attracts the right people and partners.
CSR approach of a company is also reflected through its treatment of the employees. As
mentioned before, Sparkasse Bank received an award for being ‘the best company to work
in’, in the financial sector, which is a proof that it also cares about the fair treatment of its
employees. By investing in their training and development, but also by creating a sense of
loyalty to the company, Sparkasse Bank sets an example of a people-oriented approach,
which is very much valued by its employees.
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PROPOSED CSR STRATEGY FOR 2014/2015

There is no fast CSR solution. A company which is truly dedicated to CSR strategy must
build up its business in accordance to it. It is not enough to simply make a donation to a
certain community and be considered socially responsible. In fact, every part of the company’s business must be oriented to the social responsible practice. It needs to start from
the employees and HRM practices of the firm, all the way to the end-consumers. CSR
should be incorporated in the final products, in the business processes, in the internal environment of the firm and the approach to the employees, in the supply chain and all other
parts of the business. So, an integrated CSR approach is the only way for a company to
have the privilege of being perceived as socially responsible. This integrated approach requires not only the financial cost, but also the necessary human resources, time and knowhow.
In the analysis of the CSR strategy of Sparkasse Bank, I have come to a conclusion that it
is a well-implemented strategy and an unusually positive example of social responsibility
of a company in the country. But, in the light of previous analysis of sources of financing
CSR activities, the strategy could be modified. The purpose of these modifications is to
adjust the strategy to world trends, to make it more socially responsible, and to have the
first-mover advantage in the market in which the company operates. The purpose of the
modifications is also to ensure that the sources of financing the CSR activities are not in
contradiction with the obligation of the company as a legal entity to pay taxes to the government. If the company improves its CSR approach and communicates it in a good way to
the stakeholders, the competitive advantage of being socially responsible can become a
source of even better corporate reputation and, as a result, higher profits.

9.1 The external environment of the company
In order for the CSR strategy to have a true positive impact on the community, it needs to
deal with the most serious problems and issues of the community. Only in this way, the
CSR efforts of the company can truly contribute to the community in which it operates. So,
if Sparkasse Bank wants to direct its CSR efforts to the issues of the community which are
of most importance, there is a need for analyzing the environment in which the company
operates, the burning issues and problems which need to be addressed by both public and
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private sector companies. For this purpose, we can use a PESTEL analysis to describe the
main factors influencing the company and its CSR strategy. As a result of the analysis, the
company can direct its CSR efforts to those issues which are of most importance to the
community.

Figure 5:PESTEL analysis of Sparkasse Bank BH (own processing)

9.1.1 Political environment
The political environment is characterized by high corruption rate. In 2013, the Corruption
Perception Index (CPI) was measured 42, putting the country in a middle position compared to other countries of the world (Transparency International, 2013). The country’s
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political division to two entities and one district creates serious problems for the companies. Sparkasse Bank operates mostly in the entity Federation of Bosnia and Herzegovina.
According to the Global Competitiveness Index in 2012, one of the most problematic factors for doing business is political instability. The big number of political parties, as well as
the complex political structure slow down the government regulations, and create an undesirable environment for companies.

9.1.2 Economic environment
Bosnia and Herzegovina is classified as an upper middle income developing country by the
estimates of World Bank. But, the country still struggles with poverty and undeveloped
economy, due to the consequences of the war in 1990s. Just like most of the countries in
Europe, the country was affected by the economic crises of 2008/2009 which posed additional obstacles to the economic development. Despite some improvements in 2012 and the
first half of 2013, external imbalances of the country still remain elevated. The financing of
the government budget deficit increasingly relies on foreign loans. Rising fiscal deficit,
substantial external imbalances as well as very high unemployment continue challenging
the overall macroeconomic stability (European Commission, 2013). Also, the economy
struggles with low demand from Europe for products and services from the country.
Unemployment remains very high and reached 28.6% in 2012 from 28% a year earlier.
The very high unemployment rate and the sizeable difference between the registered and
survey based labor figures suggest the existence of a fairly large informal labor market and
significant structural rigidities, such as poorly treated right based benefits. Adjusted for
inflation, the average gross wage fell by 0.5% in 2012 and dropped further by 1.7% in the
first half of 2013 (European Commission, 2013).
As for the financial system of Bosnia and Herzegovina, it remains dominated by the banking sector holding about 84% of total assets in 2012 (European Commission, 2013). Twenty eight banks are operating in the country, one majority state-owned bank, while the rest
are privately owned. Nineteen banks are under foreign ownership, accounting for slightly
below 90% of the total banking system assets in 2012. Banking sector assets rose by 2.8%
compared with 2012, accounting for approximately 88% of GDP (European Commission,
2013). With the strength of the overall banking sector of Bosnia and Herzegovina, banks
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have the duty to help the society and the country. Their capacity allows them to implement
CSR activities and develop strategies which can help the country develop.

9.1.3 Social environment
The social issues in the country are very serious. Even though the country is classified as
upper middle income developing country, thepoverty headcount ratio at national poverty
line (% of population) in 2007 was 14% (World Bank, 2007). One of the biggest problems
of Bosnia and Herzegovina is unemployment, and especially youth unemployment. Unemployment among the young population reaches 63.1% for people aged between 15 and 24
(European Commission, 2013).
Still suffering from the consequences of the war in 1990s, the society still shows tensions
between different nationalities. Physical conflicts among ethnic groups are not so common,
but there is still a low level of tolerance towards one another. Sparkasse Bank operates
mostly in the entity Federation of Bosnia and Herzegovina, with its headquarters there, and
there are four branches in the other entity, Republic of Srpska. The issues related to national identity still affect the business operations on many levels.

9.1.4 Technological environment
Technological readiness of the country was ranked in Global Competitiveness Index as 73,
out of 142 countries. The limited resources of the country disable the technological development. GCI reports a ranking of 105, out of 142 countries, for availability of latest technologies. As for the banking sector, it operates with relatively contemporary technology,
using almost all technological tools for payment transactions, internet banking and online
payments. 50.4% of the population was listed in 2012 as Internet users (Internet World
Stats, 2012), which is a low level compared to other European countries.

9.1.5 Environmental environment
Due to the fact that it is a developing country, the priorities of the government do not include environment preservation. The fact is that Bosnia and Herzegovina has only about
0.6% of protected natural environment, which puts it at the bottom of the European coun-
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tries. The level of awareness about ecology is still very low, and there are not many examples of eco-friendly practices of companies operating in the country. On the contrary, there
are many examples of irresponsible behavior towards the environment, especially by companies which contribute to the air pollution. The responsibility of the private sector is to
help in preservation of the environment, by increasing the number of eco-efficient practices in their business operations.

9.1.6 Legal environment
Due to the political division of the country, much of legislation is made on the entity level,
which makes it more difficult for companies. There are often differences in the legislation
concerning the private sector, which creates obstacles for companies to operate on the national level. The Law on income tax is mostly the same for companies operating in the two
entities. According to the legislation in Federation of Bosnia and Herzegovina, donations
which are considered as expenditures subtracted from basis of tax assessment are donations
for humanitarian, cultural, educational, scientific and sport purposes (except for professional sport) up to 3% of total revenue in that fiscal year (Law on income tax of Federation
of Bosnia and Herzegovina, Article 11). This law also states that expenditures on the
grounds of sponsorships are acknowledged up to 2% of total revenue in that fiscal year.
The legislation of Republic of Srpska states the same.

9.1.7 CSR in Bosnia and Herzegovina
There is no legislation which deals with social and environmental reporting, or any other
legislation which concerns CSR, apart from the mentioned Law on income tax. In fact,
Bosnia and Herzegovina was ranked 134 from 142 countries by GCI in the ethical behavior
of firms. The extremely low ranking is a proof of very limited CSR behavior and policies
of companies.
Representatives of the companies in Bosnia and Herzegovina were involved in a research
on CSR approach in the country done by agency called PRIME Communications in 2009.
58% of them said that they think the companies in Bosnia and Herzegovina are mostly
socially irresponsible, while 29% of them think that the companies are mostly socially responsible. 13% of the representatives involved in this research think that companies in
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Bosnia and Herzegovina are not at all socially responsible (Center of help and promotion
of European integrations in Bosnia and Herzegovina, 2009). 92% of the representatives
also said that CSR is included in the annual plans of their companies and that they already
have budgets for implementing certain CSR activities. But, still, 87.5% of the representatives believe that companies in Bosnia and Herzegovina are occupied with other priorities
and that CSR needs more time to have a significant place in the country.
Overall, the community in which the company operates has complex issues, which cannot
be easily solved. The most serious problems which can be addressed by private sector
companies include: poverty, youth unemployment, as well as low level of ecological
awareness.

9.2 Modification of donations and sponsorships
Sparkasse Bank has its headquarters and most of its branches in the entity called Federation of Bosnia and Herzegovina. As it was mentioned in the PESTEL analysis, the legislation in Federation of Bosnia and Herzegovina is that donations, which are considered as
expenditures subtracted from basis of tax assessment, are donations for humanitarian, cultural, educational, scientific and sport purposes (except for professional sport) up to 3% of
total revenue in that fiscal year (Law on income tax of Federation of Bosnia and Herzegovina, Article 11). Expenditures on the grounds of sponsorships are acknowledged up to
2% of total revenue in that fiscal year. The same law states that the company which employs more than 50% of people with disabilities longer than a year does not have the obligation to pay income taxes in the year in which there were more than 50% employees with
disabilities (Law on income tax of Federation of Bosnia and Herzegovina, Article 31).
This means that a major part of CSR activities of Sparkasse Bank is financed from taxdeductible sources. As it was explained before, corporate charity and CSR activities which
are financed from tax-deductible income can be a part of the CSR strategy, but should not
dominate the strategy. Due to the lack of understanding the depth of CSR and its potential,
most of the companies in Bosnia and Herzegovina use corporate charity as their only way
of contributing to the society, but in fact, it cannot be called real CSR. Corporate philanthropy should constitute just one part of the overall CSR strategy, since it has its own benefits for the company in the tax deduction sense.
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Sparkasse Bank should modify the amount of donations and sponsorships it gives each
year, regardless of the help it provides to the receivers of this aid. The proposed modification of the strategy has an aim to still be a socially responsible company, but pay taxes, in
order to help the country as a whole. As it was mentioned before, the country struggles
with fiscal deficit and by decreasing the tax payment of companies, the deficit will remain
a serious problem. Sparkasse Bank can be a contributor not only to the community with its
donations, but also to the state, by paying more taxes. Even though the government of
Bosnia and Herzegovina has not been successful in solving the problems of the country, it
still remains the primary provider of public services and other social dimensions for the
citizens, such as education, clean environment and other. By modifying the amount of donations and sponsorships and directing its CSR efforts to other activities, Sparkasse Bank
can be a positive example of a corporate citizen who not only helps solve community problems, but also pays taxes and gives back to the community in this way.
Sparkasse Bank should keep the public tender as a tool for deciding on the receivers of
donations and sponsorships, since it has proven to be a fair and efficient way for the decision making process on donations and sponsorships. It is also a good indicator of the
stakeholder engagement, since NGO representatives are included in the decision making
process. It shows that the company has a respect for its stakeholders, by including them in
the activities. But, the amount of projects which are supported by donations and sponsorships should be decreased. Sparkasse Bank should keep the sponsorships and donations up
to a certain amount, because they are helping the society and community, but they should
not dominate the CSR strategy as they do now.
Sparkasse Bank should increase the employee engagement which it has already been implementing. Instead of donations made in the name of the company, and thus deducted
from the tax base, Sparkasse Bank can increase the involvement of its employees in campaigns and raising money activities for certain causes in a much less formal way. Even
though the amount of donations made this way, by each employee contributing to the donations up to the amount which he/she wants, could not be as high as the amount which is
given by the company, it is still a very powerful tool for contributing to the CSR strategy.
It will increase the altruistic spirit of the working environment in the company, as well as
still contribute to the society, since these contributions are made for the socially handicapped and people in need. Since it is done in an informal way, there is no trace of it in the
accounting, because the employees donate money from their own pockets. By introducing
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more charity activities of this kind, the company can promote it in the public, by raising
awareness of the value of ‘real CSR’, which includes fair practices concerning tax payments. The company will still donate, but from each employee personally.
Regarding the sponsorships, as it has already been said, Sparkasse Bank should keep sponsoring the projects to a certain amount. But, since sponsorships are tax-deductible up to 2%
of the total profit, it is still creating a significant decrease in the tax payment of the company. Sparkasse Bank should move its focus from promoting its brand through sponsorships
to promoting its brand through communication on ‘real CSR’ activities which are not financed from tax-deductible sources.
In the analysis of the company, it can be noticed that Sparkasse Bank already has an aggressive marketing approach, strong brand value and brand awareness, and good corporate
reputation, so there is no need for aggressive promotion through sponsorships. Instead, the
company can contribute to the projects which apply for the public tender in other nonfinancial ways, such as offering its know-how from the employees. As in the mentioned
example of helping women victims of violence for starting their own business, the company can offer free education, advises and services from its employees for the projects. This
will also encourage the employees to be more altruistic and willing to volunteer, and, in
that way, help the society. For example, if the projects which apply on the public tender
have the need for promoting their project, the company can offer free services from its
Marketing and Communications department and also promote its own brand in this way.
Also, the company can offer help in finding other sponsors, because it has many business
clients and partners and can more easily communicate with them, rather than leaving it to
the project applicants. The IT sector of the company can offer free services of web-design,
or any technical IT aspect of the project, and so on. In conclusion, there are many ways in
which the company can contribute to the projects, without providing them direct financial
aid and thus decrease the level of sponsorships from the overall CSR strategy.

9.3 Youth employment program
The scholarship program “Friend for Life” is a good example of well-developed causerelated marketing activity. The source of financing this activity is not tax-deductible, since
it is financed directly from the revenues of one product. This makes the CSR activity so-
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cially responsible much more than CSR activities of corporate philanthropy, donations and
sponsorships, which give to the community, but at the same time, take from it, by not paying taxes. In accordance to the analysis of ‘real CSR’, this activityof scholarship program
would most definitely be the best example of the company’s true CSR effort.
Apart from the source of its financing, this activity is an example of true CSR effort because of its link with the most serious problems of the country. The poverty of the country
is reflected on the children and young people. The scholarship program not only helps the
families in the financial way, but also encourages the children to have better grades at
school, develop special skills and commit themselves to education. The criteria which are
used for decision making process on the pupils which receive the scholarships are well
developed. The children are chosen not only based on their excellent grades, but also on
the basis of their social status and other factors. The children living in rural environments
do not have the same opportunities as the children from urban areas and this scholarship
program has an aim to help them.
The internship program “Best of South East” is also a very positive example of CSR orientation, since it directly deals with the problem of youth unemployment. Youth unemployment is a major issue in the country, and it influences the slow development of the economy. As a consequence of this problem, a huge amount of young people leave the country,
creating a so called ‘brain drain’. The labor supply in the market loses good quality human
resources and this affects the overall progress of the country. Giving an opportunity to
young people to have an international experience through the internship and studies in
Austria and then come back to Bosnia and Herzegovina, this internship program is an investment in the labor force which will lead the country to progress. It enables professional
development to students which they do not have a chance to get in many other companies
in the country.
This CSR activityhas good potential for cooperation between the company and institutions
of education. In order to fight the unemployment among young people, the institutions for
higher education must create a link with the private sector and enable students to start their
careers upon graduation. Since it is perceived as risky for companies to hire students without professional working experience, internship programs are a good entry ticket into the
business world for graduate students.
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Sparkasse Bank should increase the efforts in fighting the unemployment in the country.
The two mentioned activities are in accordance with sustainable practices, since they help
the people not just in short-run, but also in the long-run. They are the ones that
shoulddominate the CSR strategy instead of donations and sponsorships, and create a more
positive impact on the community that way.
The internship program should be more developed, by cooperating with the University of
Sarajevo and the School of Economics and Business Sarajevo. This cooperation should
enable students who do not want to leave the country and do their internship in Austria to
start their career in Sparkasse Bank in Bosnia and Herzegovina. There should be a
partnerrelationship between the company and the University, developed through a continuous internship program. Each year, the University of Sarajevo can suggest its best students
to the company which can offer them an internship in one of its departments. This internship does not have to be limited to students of Management and Economics from School of
Economics and Business Sarajevo. It should also include students for technical faculties
who can do their internship in IT department of the company, as well as students studying
PR and business communication from Faculty of political Sciences Sarajevo, who can do
their internship in Marketing and Communications department of the company. Students
from Faculty of Law Sarajevo can do their internships in the Legal department of the company.
There is a lack of companies in the country willing to take the risk and employ young people. Interns in the companies usually do not get a real working experience and they stay in
the companies only for one month. Sparkasse Bank already accepts interns in some of their
departments, but, as in other companies, the interns are there only for one month and do
not get a chance to learn much. Sparkasse Bank can be the pioneer who gives graduates the
opportunity to have their real professional experience as an internship which would most
definitely help them in the future search for full-time employment. The internship should
last at least 6 months, and it should be organized through a mentor program, in which the
employee of the company is in charge of the intern’s progress and learning.
Developing a continuous program of internships in different departments, Sparkasse Bank
can become a positive example of a company which deals with youth unemployment, and
create a strong reputation based on this. It can become a synonym for good policy towards
graduates and interns, and have a first-mover advantage in the market, over other banks
and other companies from different industries. Given that the banking sector in Bosnia and
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Herzegovina has many strong competitors, mainly foreign owner banks, this program
would contribute to the competitive advantage of the company and create a unique strength
for the company as a whole.
Another part of the youth employment program is creating internship opportunities in other
companies. Sparkasse Bank operates with many companies as its clients. Socially responsible behavior directed to the decrease of youth employment can be implemented through
an activity which links the labor market with the jobs. In order to encourage companies to
employ young people, the business clients of Sparkasse Bank can get a decreased monthly
intereston their loan in the amount of 3% for the whole year, if they hire at least three
graduates in that year. This activity is directly in link with the major problem of the community and it is financed by directly decreasing the profit of the company, making it truly
socially responsible.

9.4 Addition of eco-efficiency activities
Sparkasse Bank’s CSR strategy has mostly been focused on the ‘people’ and ‘profit’ pillar
of the TBL approach. In accordance with global trends, the company should also focus of
the third pillar of TBL, ‘planet’.Sparkasse Bank has been supporting eco-friendly projects
through its donations and sponsorships each year. The projects of local schools and organizations related to preserving the environment were funded each year. But, this can be seen
as an indirect way of contributing to the environment protection, and also, it is financed
from tax-deductible sources. There is a need for a more direct and more concrete activity
which deals with eco-efficiency.
The first step of implementing eco-efficient practices can be using recycled paper for some
of the promotional materials. Nowadays, a vast number of brochures and leaflets are used
by every company to advertise the new offers, products, services, or upcoming events.
There is a need to start thinking green and implement some sustainable practices in the
business world in the country. In cooperation with NGOs in Bosnia and Herzegovina
which deal with eco-friendly practices, Sparkasse Bank can be the first bank in the country
to use recycled paper in the production of promotional materials.
The practice of using recycled paper in Bosnia and Herzegovina is not developed yet. Very
few companies deal with eco-efficient and sustainable practices. This is a consequence of,
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among other things, a low level of ecological culture and awareness. Sparkasse Bank can
again have a first mover advantage of using recycled paper for the promotional brochures,
if it emphasizes that on the materials and through other communication channels. This activity will not only raise awareness on the importance of eco-efficient products, but also
contribute to the society, since there are numerous benefits from using recycled paper, such
as conservation of natural resources, energy savings, reduction of greenhouse gas emissions, and other. And, in the light of previous analysis of the sources of financing CSR
activities, this activity is not financed from tax-deductible sources, which makes it even
more socially responsible.

In conclusion, the modification of the current CSR strategy has the purpose of reducing
tax-deductible sources of financing CSR activities, improve current practices aimed at
fighting against unemployment and introduce new practices which focus on the ‘planet’
pillar of TBL. This modified strategy will be more socially responsible and closer to the
meaning of ‘real CSR’.
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10 RISK, COST AND TIME ANALYSIS OF THE PROJECT
The described modifications for the CSR strategy of Sparkasse Bank represent a form of
project. So, this project must be analyzed more in depth, in order to evaluate the risks associated to it, its costs and the time needed for completion.

10.1 Risk analysis of the project: risk assessment
For the purpose of this project, we can take into account several types of risks, including:
financial risk, organizational and operational risk, strategic risk, employee risk, technical
risk, and finally political and economic risk. Each of these risks can have a significant influence on the implementation and success of the project, so each one will be analyzed
separately. Then, the risks will be assigned with probability and severity, in order to determine the most significant risks which need to be taken into account. After that, these
risks will be addressed with risk prevention and risk management strategies.

10.1.1 Financial risk
The financial sector of the country is dominated by foreign-bank owned subsidiaries. This
means that there is a high dependence on foreign capital and foreign banks. The financial
risk is associated in this case not only with financial market of the country, but also of the
markets of foreign countries which have their capital in Bosnia and Herzegovina. Also, the
already high interest rates are a burden for the individuals and the private sector, and there
is a risk that they could increase even more. Since the project is financed from the revenues
of the company, weather directly, or indirectly, there is a risk of decreased revenues, due to
the high interest rates, which would directly influence the project itself.

10.1.2 Organizational and operational risk
This type of risk of the proposed project includes risks associated with the suppliers of
recycled paper for promotional materials. If the suppliers are unable to implement the ecoefficient practice, the success of the project is compromised. Also, this risk includes the
willingness of companies who are business clients of the company to get involved in the
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project of youth employment, since they must be interested in admitting interns in order to
get the decrease of their payment for loans.

10.1.3 Strategic risk
This type of risk mainly includes the negative reaction on the changed strategy from the
stakeholders. The decreased amount of donations and sponsorships might create dissatisfaction among the potential applicants for the public tender, since their projects will have
less chance to get the financial support.

10.1.4 Employee risk
Employee risk is quite high in this project, since the employees are almost crucial for the
success of the modifications to the strategy. The mentioned employee engagement which
would substitute for the decreased amount of supported projects for sponsorships and donations depends directly on the willingness of the employees to contribute to the causes
and donate their own money. So far, the employees were motivated to donate money to
social causes, but the frequency of these social causes which needed contributions was not
so high. In the modifications of the strategy, there would have to be many more of these
causes which would require donations and there is a risk of decreased motivation of employees for contributing to the causes.
Another risk associated to the project is the risk of employees not being motivated to be
mentors for future interns in the company. The proposed modified internship program requires a strong commitment of employees from all departments in which the interns would
work. If the employees do not feel motivated to teach the interns and guide them through
daily operations, the internship program would not be any more successful than other internship programs from other companies in which the students do not get a real working
experience, but instead just spend a month in the particular department of the company.

10.1.5 Technical risk
The technical aspect of risk for this project is mainly associated with the eco-efficiency
practices in the strategy. Due to the fact that the usage of recycled paper is not very well
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developed in the country, there might be a risk of not being able to find suppliers which are
technically equipped for implementing this activity. This might lead to the decision to outsource the suppliers, which requires additional effort and costs.

10.1.6 Political and economic risk
As mentioned before in PESTEL analysis, political instability is one of the most problematic factors for doing business in Bosnia and Herzegovina. This makes the whole market
unattractive for investors, and influences the overall potential of the economy. Regarding
the project, this risk issimilar to the risk related to any other business activity in the country. The country houses two largely autonomous entities: Federation of Bosnia and Herzegovina and Republic of Srpska. Bosnian Serbs living in the second mentioned entity occasionally seek secession from Bosnia and Herzegovina, and this decentralized structure results in social tensions, as well as redundancies of many domestic policy functions. According to the AMB Country Risk Report, Bosnia and Herzegovina has a ranking of high
political and high economic risk. We can define two main risks from this category which
would influence the project: political division of the country and economic set-back.

10.1.7 Probability and severity of risks
The analysis of the mentioned risks will be done first by ranking the listed risks on their
probability, from 1 to 5. Ranking 1 is associated with lowest probability and ranking 5 with
highest probability.
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Table 4: Assessment of risk probability (own processing)
type of risk and risk factor
financial risk:
foreign markets failure
financial risk:
increased interest rates

probability of risk, ranking 1-5

1

2

organizational and operational risk:
lack of suppliers of recycled paper

3

organizational and operational risk:
companies not willing to employ young
people

3

strategic risk:
negative reaction from stakeholders

5

employee risk:
decreased motivation for donating

4

employee risk:
lack of interest for mentoring interns

4

technical risk:
lack of technology for using recycled paper

3

political and economic risk:
political division of the country

3

political and economic risk:
economic set-back

4

As it can be seen from the table, the financial risks have the lowest probability, 1 and 2.
The organizational and operational risks have a medium probability, 3, as well as the political risk of the political division of the country. Employee risk and economic risk of economic set-back have a high probability, 4. Finally, the highest probability is associated
with strategic risk, 5.
Second step in the risk analysis of the project is assigning the ranking of severity of the
risks. 1 is associated with lowest severity for the project, and 5 is associated with highest
severity for the project.
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Table 5: Assessment of risk severity (own processing)
type of risk and risk factor

severity of risk, ranking 1-5

financial risk:
foreign markets failure

3

financial risk:
increased interest rates

3

organizational and operational risk:
lack of suppliers of recycled paper

3

organizational and operational risk:
companies not willing to employ young
people
strategic risk:
negative reaction from stakeholders

4

1

employee risk:
decreased motivation for donating

5

employee risk:
lack of interest for mentoring interns

5

technical risk:
lack of technology for using recycled paper
political and economic risk:
political division of the country
political and economic risk:
economic set-back

3

1

2

Strategic risk, which had the highest probability, has, in fact, the lowest severity for the
project, ranking 1, as well as the risk of political division of the country. A slightly higher
severity, 2, is associated with the risk of economic set-back. Medium ranking of risk severity for this project is associated with both types of financial risks, risk of lack of suppliers
of recycled paper and the risk of lack of technology for using recycled paper. And, the
highest severity is associated with risk of lack of willingness of companies to employ
young people, ranking 4, and both types of employee risk, which have the ranking of 5.
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Finally, the probability and severity ranking of each risk are multiplied, in order to get the
score of the risk. Risks with the highest score are addressed through prevention of those
risks, if possible, and management of those risks.

Table 6: Scoring of risks (own processing)
type of risk and risk factor
financial risk:
foreign markets failure

score of the risk (probability X severity)

3

financial risk:
increased interest rates

6

organizational and operational risk:
lack of suppliers of recycled paper

9

organizational and operational risk:
companies not willing to employ young
people

12

strategic risk:
negative reaction from stakeholders

5

employee risk:
decreased motivation for donating

20

employee risk:
lack of interest for mentoring interns

20

technical risk:
lack of technology for using recycled paper
political and economic risk:
political division of the country
political and economic risk:
economic set-back

9

3

8

Based on the calculation of the score, the risks which we should pay most attention to are
employee risks, with the highest score of 20. The risk of companies not willing to employ
young people also had a high score, 12, even though it was significantly lower than the
highest one. The medium score was associated with risk of lack of suppliers of recycled
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paper, technical risk and economic risk of economic set-back. There is a low score of financial risks, strategic risk and political risk of political division of the country.The employee risks and the risk of companies not willing to employ young people will be analyzed further, since they had the highest score compared to other risks.

10.1.8 Prevention and management of risks
Prevention of employee risk can be done through intensive work from the HR department.
Before introducing the new strategy, a new policy on employee engagement should be introduced. This new policy should encourage the employees to engage in the donations, as
well as in the mentor program for interns and motivate them to contribute to the CSR strategy. The employees must have some motivation for doing so, but it should not be a financial motivation for them. The new policy should explain to the employees the importance
of their cooperation in the CSR strategy, as well as the importance of the strategy itself.
They should be rewarded in a non-financial way for their efforts and engagement. HR department can organize different types of internal meetings with employees, especially with
directors of the departments, in order to motivate them to participate in the project. Even
though so far the employees have shown commitment to social issues, this project requires
a much stronger commitment, and they should be aware of the positive impact they would
make with their engagement. By this method of prevention of the employee risks associated with the project, the CSR approach will be even more integrated in the company and
include each employee in it. It will also help in the change process once the new strategy is
introduced.
In case the employee risk cannot be prevented, risk management of this risk includes again
intensive work of the HR department. By organizing regular internal meetings to evaluate
the benefits and the success of the project, the HR department can communicate the positive impact to those employees which are not motivated to participate. Also, in the case of
those employees who participate, they should be rewarded with non-financial means, such
as mention in the newsletters and corporate website, more empowerment in the job, flexible working hours if needed and other. The enhancement in the reward for those employees would motivate the others to participate in the project, as well. If the employees still
remain unwilling to participate, Sparkasse Bank can include other partners in the project,
such as its stakeholders. It can still work with the human capital it has and boost it with
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outside partners willing to participate in the project and contribute to the success. The HR
department can organize short trainings and seminars for motivating everyone to participate and enabling them to explain their unwillingness to participate, in order to solve the
problem and manage the risk.
The risk of companies not willing to employ young people can be prevented through meetings with company representatives prior to implementation of the new strategy. This way,
Sparkasse Bank can explain all the benefits and positive aspects of this project for the
companies and the community. Also, by communicating the idea of youth employment
program prior to its implementation to the public, Sparkasse Bank can attract new business
clients who would be willing to take a loan from the bank and participate in the project.
That way, the risk can be diversified, by having more companies which are potential partners in the project.
Risk management of this type of risk can be done through enhanced communication of this
program and its benefits for both sides, in order to motivate companies to participate. Also,
Sparkasse Bank can modify the program, by cooperating with other companies which are
not clients, but have a good practice of employing young people. In cooperation with University of Sarajevo, it can act as a mediator for linking the graduates with work places in
the companies.

10.2 Cost analysis of the project
As explained before, the main purpose of the modifications to the current CSR strategy of
the company is to decrease the amount of CSR activities which are financed from taxdeductible sources. The proposed new structure of the CSR strategy is shown in the figure
below.
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Percentage of resources used for each CSR
activity (estimated values) in the adjusted
CSR strategy
Eco-efficiency
activities
12%
Cause-related
marketing activities
10%

Sponsorships
20%

Donations
10%

Other CSR activities
8%
Internship
program
22%

Scholarship
program
18%

Figure 6: Percentage of resources used for each CSR activity in the adjusted CSR
strategy for Sparkasse Bank BH (own processing)

It can be seen that the new strategy is more diversified and has activities related to the environmental pillar of CSR. What is important to emphasize is that Sparkasse Bank cannot
change the legislation of the country regarding the tax treatment of donations and sponsorships, but it can modify its strategy in a way that it is not dominated by these activities. In
the new strategy, only 30% of the CSR activities are financed from tax-deductible sources,
compared to 71% in the current strategy. These include 20% of resources used for sponsorships and 10% of resources used for donations to the projects chosen by the public tender.
The scholarship program is financed from the revenues of the certain products, as it was
done in the current strategy. The approximate percentage of resources used for financing
this activity is 18%, which is an increase by 6% from the current strategy. The increase is
estimated due to the increased marketing efforts in promoting this activity which would
lead to more revenues from the products which generate the funds needed for giving the
scholarships to pupils. Since the revenues cannot be planned in advance in detail, this estimation is a subject to significant changes, but the estimation is that they will increase,
which will also lead to an increase in the funding of the scholarships.
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As the source of funding the scholarship program “Friend for Life” is a percentage of revenues from certain products, more projects can be funded this way. There should definitely
be an increase in cause-related marketing activities. New products and services need aggressive marketing promotion, since they are in the first phase of their product/service life
cycle. By linking the revenues of these new products with a certain social cause which is
important to the community, the company can get a positive feedback from the clients and
the public, as well as an enhanced brand image. Instead of supporting the projects with
donations and sponsorships as it did up to now, the company can switch to this way of financing the projects, which is more socially responsible. So, this is why the new strategy
has 10% of resources used for cause-related marketing activities. These activities can be
chosen ad hoc, once a certain social cause occurs, or as a continuous program, like the current scholarship program.
As for the internship program, Sparkasse Bank should increase the resources used for this
activity to 22%. It should keep using the resources for the “Best of South East” internship
program in cooperation with its partners, but it should also invest its own resources for
financing the mentioned internship programs in its own departments. The interns can be
paid partially by the company and partially by the University of Sarajevo, getting the minimum monthly net wage of around 193 euros.
Also, the financing of youth employment program is included in the internship program
and other CSR activities, since it is financed from the decreased interest on the company
loans from the bank. This way of financing is very much socially responsible, since the
company is decreasing its own profit from its core business activity in order to make a positive impact on the society. Other CSR activities also include organizing occasional donations by employees to specific social causes. This requires lower financial cost, but higher
cost of time and effort by the HR department for motivating the employees and communicating the benefits of their engagement.
Finally, 12% of the resources should be spent on the new strategy for eco-efficient products, primarily the usage of recycled paper in promotional materials. The change in the
suppliers and the difference of material used will require significant financial cost, especially due to the fact that this is not a common practice of companies in Bosnia and Herzegovina. In case the suppliers are unable to make the promotional materials of recycled paper, the company would have to outsource the suppliers, which requires again significant
cost, included in the mentioned 12%.
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Overall, the new strategy will require significant increase in the company’s financing of
CSR activities. It will require higher financial cost, but also time cost and human capital
cost. But, the financing of the new strategy is much more socially responsible and has a
significantly decreased amount of tax-deductible sources of financing. If the company
manages to communicate these changes to the public and its stakeholders, and explain the
reason for introducing these changes, it will be a value-adding change, which will lead to
many benefits, like better corporate reputation, stronger brand value, higher stakeholder
satisfaction, first-mover advantage on the market compared to competitors and many other
financial and non-financial benefits.

10.3 Time analysis of the project: CPM analysis
The project is made up of three big parts, and each of these parts requires certain steps in
order to get it completed. For the purpose of the time analysis of the project, the method
called Critical Path Method (CPM) was used.
The steps for implementing the project:
A: Evaluation of results of the current CSR strategy
B: Restructuring the public tender, deciding on the decreased amount of donations and
sponsorships in cooperation with NGOs stakeholders
C: Introduction of new policy on employee engagement
D: Communication of the new policy to employees of the company
E: Consultation with Sales Department on new products from which part of the revenue is
to be source of funding scholarship program
F: Consultation with Marketing Department on promotion of the new products and their
link to the scholarship program
G: Consultation with Department of Loans for Legal Entities on linking the decrease of
certain loans with youth employment project
H: Meetings with representatives of University of Sarajevo for discussing future cooperation on youth employment project
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I: Meetings with biggest business clients for discussing their involvement in youth employment project
J: Development of the youth employment project and implementation
K: Consultation with Marketing Department on eco-efficient promotional materials
L: Meetings with current suppliers for discussing eco-efficient promotional materials
M: Meetings with potential new suppliers for discussing eco-efficient promotional materials
N: Decision making process on suppliers of eco-efficient promotional materials
O: Development of first eco-efficient promotional materials
P: Evaluation of the modifications made to the CSR strategy and communication of the
modifications to the employees, stakeholders and general public

Each step was assigned with the amount of working days needed for its completion, as well
as the dependence of the step from any other one from the project. Then, by using
WinQSB software, the time analysis of the project was made and the CPM was calculated.
It can be seen from the analysis that the time needed to complete the project is 54 working
days.
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Figure 7: PERT and CPM analysis of the project in WinQSB, diagram (own processing)
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Figure 8: PERT and CPM analysis of the project in WinQSB (own processing)

What is important to emphasize is that the time analysis implies a full commitment of the
main participants of the project from the company, such as employees from HR department
and Marketing and Communications department. Only with their willingness to participate
and work on modifying the strategy it is realistic to expect the project completion and
strategy modification in 54 working days.
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CONCLUSION
Scholars argue that, like mass trends, the interest in CSR will decrease if it results to just
fashionable and ad hoc concepts. The challenge CSR faces is whether it can actually be
operationalized in the organizational context and integrated in a more holistic view of CSR
management. CSR needs to be integrated through the company as a whole: through business development, marketing, human resources finance, etc. There is definitely a need for
evolution of the ‘raison d'être’ of firms: the main purpose of the firm is not just meeting
financial goals and maximizing profit. Companies should continue saying ‘YES’ to profits,
but not at any cost. This is the only way in which CSR can reach its full potential, bringing
benefits and true value-increase to the society and the company, and become ‘real CSR’.
Companies, especially multinational ones with operations in more than one country, should
adopt clear CSR standards in the area of taxation, including requirements to publish all
necessary accounting information. If corporations are serious about their stated commitment to improving the social welfare of the country a genuine CSR strategy would be to
pay their legally mandated taxes instead of donating the charity which their own policies
are helping create the need for.Also, one of the dangers of building a corporate reputation
today is the rising transparency and increased access to low-cost information, incorporated
in the Internet. A company must be extremely careful when promoting its CSR activities,
because one wrong move, or one piece of incorrect information, can create huge damage to
the corporate reputation.
The financing of CSR activities is a major factor in assessing the true commitment to social issues. If a company’s CSR strategy is dominated by donations and sponsorships
which are tax-deductible, it is fair to say that the strategy is not entirely socially responsible. The companies should not use corporate philanthropy in order to avoid taxation, since
the government as an institution still remains the main provider of the public goods and
social help. Being ethical is not connected just with donating to charity; being ethical also
includes fair payment of taxes.
In the case of Sparkasse Bank, it can be seen that its current CSR strategy is mostly oriented to donations and sponsorships which are financed from tax-deductible sources. Regardless of the still underdeveloped CSR practices of companies in Bosnia and Herzegovina,
Sparkasse Bank can modify its CSR strategy, making it more socially responsible and
serve as an example for all other companies in the country. By using more cause-related
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marketing activities, enhancing employee engagement, improving the cooperation with
educational institutions and business partners for fighting youth unemployment and by
becoming a pioneer in using eco-efficient practices in the business operations, Sparkasse
Bank can have a sophisticated, highly valuable CSR strategy, like no other company in the
country. The new CSR strategy could become the source of its competitive advantage in
the very competitive banking industry in the country, and at the same time, help the society
and environment in the best possible way, by fighting against the most serious issues and
problems they face.
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