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Abstract: The report is targeted at environmental, social and corporate governance (ESG) indicators of
performance. The performance indicators ESG are becoming more and more important for complex assessment of
a company and of unified Sustainable Reporting. The development of key performance indicators is under
development in many international institutions, e.g. UNEP, EFFAS, DVFA, CFA etc]. ESG stands for
Environmental, Social and Governance. There is growing evidence that suggests that ESG factors, when
integrated into investment analysis and decision making, may offer investors potential long term performance
advantages. The aim of this paper is to introduce and give theoretical possibilities of establishing ESG key
performance indicators at the corporate level to support investors' decisions and to be a part of Sustainable
Reporting. On the basis of theoretical knowledge was made an empirical analysis in small and medium
enterprises in selected sectors with a focus on the ESG performance indicators and Sustainable Reporting.

Keywords: environmental performance, social performance, corporate governance, key performance indicators,
sustainable reporting, small and middle companies.

Introduction: The performance is the company’s ability to achieve certain results based on given comparable
criteria, compared with the results of other companies, which can be expressed in positive values. Performance in
conjunction with sustainability is additionally considered as ability to achieve such comprehensive results for
much longer time. If we look at the comprehensive performance of the company, it is often defined as the
company's ability to show the best results from various possible points of view. But this does not necessarily
mean that only the company that shows good financial results has high performance. To measure sustainability of
the performance the company can use different methods, tools and approaches which are still under development
in the domestic and international institutions; they bear on statutory requirements and on voluntary reports.

Aim of the article and research questions. The aim of this paper is to introduce and give theoretical possibilities of
establishing ESG key performance indicators at the corporate level to support investors' decisions and to be a part
of Sustainable Reporting. The expected result of the empirical research will be an analysis of economic
environmental, social and Corporate Governance aspects Performance Company. Examine, analyze and
categorize contemporary characteristics of the individual pillars: economic, environmental, social and corporate
governance in relation to the measure of progress or dynamics of development of the overall company
performance.
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Empirical analysis is oriented in small and medium enterprises in the manufacturing, construction, wholesale and
retail trade and information and communication technology. The research will focus on the critical partial
processes in the fields: Integration of economic performance; Integration of environmental performance;
Integration of social performance; Integration of corporate governance.

Key performance indicators

Performance Management is a management style, based on evaluation of financial and non-financial indicators,
called Key Performance Indicators, which have a comprehensive system design and are fully understood and
integrated into enterprise-wide management system with an orientation to the future. Sustainability Performance
Management is a term in the framework of responsible business, now directed to a sustainable business. It focuses
on economic, environmental and social aspects of corporate governance in general and in particular with regard to
sustainability. It attempts to link environmental and social management with economic governance and
competitiveness on one hand and on the other hand, seeks to integrate environmental and social information with
information about economic performance. Control of the corporate performance towards sustainable development
is closely linked to the Sustainable Reporting. Companies will adopt the concept of sustainable development in
case it will contribute to economic prosperity during perception of the interrelationship of environmental,
economic and social performance.

If we take a closer look at the current outstanding results of a particular business, we will find out that they are the
result of a correct decision by the management in the past, the main reason of failure when organizations
implement an intelligence process is not creating favorable (Bartes 2013). The individual companies can be
assessed in two ways (W.G.Jilek 2005). These are the following assessments: assessment by a set of indicators
containing the so-called ,,key indicators“-these mainly concern three areas - economic, social and environmental
or assessment by a single indicator (composite indicator). Economic and financial results of company are usually
measured using a set of defined financial indicators.

But how can a company obtain a complex assessment of its performance? Non-financial key performance
indicators (KPI) enable to companies to measure results toward sustainability. By incorporating the key
performance indicators into their processes, the companies may get a comprehensive understanding of how well
are planned their corporate sustainability goals. It is known that assessment and concentration of companies only
on the financial and economic performance does not lead to long-term business success and sustainability. The
investors are willing to invest smaller amounts of money in the companies that do not consider environmental and
social performance, because they considered them more risky (Kruse, Lundgergh 2010). The company's
performance should be considered comprehensively (Kocmanova et al. 2011). Sustainability Key Performance
Indicators measure progress towards sustainability and tell us about their environmental, social and economic
impacts.

KPI provides quantitative or qualitative forms of feedback, which will be reflected in the results of their business
strategy. The approach is no different when managing environmental, social and corporate governance issues. Use
of key performance indicators in a particular company can be challenging. Before a company decides to establish
key performance indicators, it is necessary to understand how they can best be used and integrated into internal
management and how they can help and support Sustainable reporting. ldentification and selection of key
performance indicators depends on the context within the company and its industry. One of the milestones of
research in 2011 of this project was evaluation of sources for selection and use of performance measures and key
performance indicators, concerning the economic, environmental, social and corporate governance aspects of
business performance.
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Following institutions are engaged in systematic creation of indicators with relation to environmental, social and
economic performance. Organization Global Reporting Initiative (GRI) created a reporting framework and set of
indicators for the economic, environmental and social fields. The third version of Sustainability Reporting
Guidelines (G3) was released in 2023. In March 2013, GRI launched the G3.1 Guidelines, an update and
completion of the Guidelines” most recent generation. - United Nations Conference on Trade and Development
(UNCTAD) has also issued Guidelines for corporate responsibility indicators that can be included in the annual
reports (Guidance on Corporate Responsibility Indicators in Annual Reports). They include review of
measurement methodology for selected indicators. UNCTAD is the host of the Intergovernmental Working Group
of Experts on International Standards of Accounting and Reporting (ISAR). - CFA Institute — The Institute has
created a manual for investors, proposing indicators of environmental, social and governance which should be
considered by investors investing in companies (CFA Institute 2008) - The European Federation of Financial
Analysts Societies (EFFAS) — is a company associating financial analysts. Theirs latest task, entrusted them by
European Commission, is integration of ESG factors into investment decision-making. - International Federation
of Accountants (IFAC) prepared an overview of performance features and key performance indicators within
each of the three pillars of sustainable development. The inspiration for the creation of other indicators of
corporate performance is also the work of international organizations which creates macro indicators for
environmental, social and economic indicators. That concerns for example the UN, OECD, European
Environment Agency, EUROSTAT etc.

Environmental, social and corporate governance indicators performance at present, the world's current term ESG
characterizes the environmental, social and corporate governance performance, which investors consider in
connection with corporate behavior. Integration of ESG includes analysis of environmental, social and corporate
governance performance, as well as business risks and opportunities. It is therefore necessary to focus on the
transfer of information to investors, shareholders, etc., even though most ESG indicators are voluntary. The ESG-
factors so can enter directly into the setting of legislation, government’s interventions, social aspects, creation of
values. ESG factors are becoming important performance indicators for investors in the European Union, but also
in other global regions. Investigating ESG is becoming interesting for both the researchers, investors, analysts, but
also for business managers.

FEE Sustainability Group has closely monitored the trends in ESG disclosure among EU Member States and the
application of KPIs in annual accounts and management commentary looking at the implementation of the EU
Modernisation Directive 2003/51/CE1. FEE considers that the disclosure of environmental and social issues and
management (ESG) is important. Accounting for Sustainability believes that organisations have to communicate
clearly their impacts and response to the imperative of sustainability to investors and other stakeholders and that
this is most effectively achieved through the integration of environmental and social factors into mainstream
reporting (FEE 2011). KPIs for ESG reflect requirements of economic stakeholders in general and investment
professionals in particular. The reporting principles and specific KPIs are designed as a recommendation for
profit-oriented entities (particularly stock listed companies and issuers of bonds), although it is also considered
suitable for other entities regardless of size, scope and legal form. It includes general guidelines for the
preparation and presentation of ESG reports and minimum requirements in respect of topics and information to be
disclosed. DVFA suggests that companies formally orient ESG reporting towards the requirements of the
International Financial Reporting Standards (IFRS) prepared by the International Accounting Standards Board
(IASB) or other applicable GAAPs. The methodology by which the ESG KPIs were developed by the DVFA
emanated from the very same ESG-related problems detailed previously (DVFA 2008). “As more investors
incorporate ESG-factors into their decision-making, the inadequacy and inconsistency of much current reporting
on the issues becomes ever clearer”.
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Integration of environmental, social and corporate governance in the company performance Creating a reliable
method of measuring the performance of ESG, where the effect of more complex factors can be considered a
prerequisite for success not only in decisions, but also with regard to corporate management, possibility for
comparison, competitiveness of companies, etc. One possible approach is to address economic, environmental
and social problems and corporate governance in relation to the measurement of business performance, as well as
its continued success (sustainability success). For ESG performance data it is necessary to determine KPI for the
integration of all performance components and their modeling are suitable the qualitative methods based on fuzzy
logic and mathematical statistical methods. Appropriate statistical methods for analysis and modeling of the ESG
are Person's correlations matrix, Multivariate modeling and Discrimination analysis. An example for modeling
the ESG can be e.g. macroeconomic model integrating three components of sustainable development Socio-
Economic Ecosystem Optimal Sustainable Growth Model.

Methodology and empirical research on environmental, social and corporate governance performance
indicators in SMEs

The empirical research was focused on environ-mental, social, corporate governance performance indicators in
SMEs, depending on the selected CZ-NACE manufacturing industry, construction, information technology and
wholesale and retail. For empirical research were asked in total a 200 small and medium-sized business in the
Czech Republic. Completed questionnaire sent back 70 companies. Criteria for the distribution of business
companies according to their business field have been chosen on the basis of classification of economic activities
CZ-NACE. In the investigated sample of companies was most often represented the activity in the manufacturing
industry with 64.3 %, wholesale and retail trade with 18.6 % , construction with 11.4 % and information and
communication technology with 5.7 %.

According to the criteria, valid in the EU, was the size structure of respondents by number of employees as
follows: 21.4 % of companies with less than 10 employees, 35.7 % less than 50 employees and 42.9 % less than
250 employees.

Empirical research of environmental performance

In the Czech Republic, the environment-oriented management system is based on the CSN EN ISO 14 000
standard represented mainly by the CSN EN ISO 14001 standard. Setting of environmental indicators is discussed
in previous research by the authors Hiebi¢ek, Soukopova, Kutova (2010) according to the G3.0 Guideline and
EMAS indicators I1l. The proposed KPIs shall apply to all organizations in all economic activity sectors. We will
not further discuss above integrated environ-mental performance indicators because they were introduced and
discussed in (Hiebitek, Soukop-ova, Stencl, Trenz 2011). Attention should mainly be paid to environmental
operations that contribute to the steady growth of values for the owners; therefore, it is necessary to concentrate
on the performance and long-term effects supporting sustainable development of the enterprise.

The empirical analysis of voluntary environmental instruments shows that in the manufacturing industry 35.7%
companies has implemented ISO 9000, 25.7% ISO 14000 and 8.6% of companies consider implementing EMAS
in the future. In construction, 8.6% of companies has implemented ISO 9000, 10.0% of companies have 1SO
14000, EMAS has one company. In wholesale and retail sector, 7.1% of companies have ISO 9000, 2.9% ISO
14000. In the sector of information and communication technologies has 2.9% introduced ISO 9000, EMAS is not
implemented and does not even in the future.

In manufacturing industry, it is waste 38.6 %, noise, radiation, vibration 21.4%, hazardous waste 20.0 %,
emissions to air 17.1 %, accidents 14.5 %, consumption of power and heat 42.9%, consumption of materials and
raw materials 37.1 % and water consumption 31.4 %. In constructions, important indicators are: waste 10.0% and
impact on soil and effect on landscape 5.6 %, for wholesale and retail trade. Important indicators are:
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consumption of power and heat 10.0% and waste 8.6 %. In information and communication technologies, an
indicator of consumption of power and heat is important.

Empirical research of social performance
Currently, the best known international standards for activities and dealing with social indicators are: OECD

Guidelines for Multinational Enterprises; Dow Jones Sustainability Indexes (DJSI); Corporate Social
Responsibility (CSR); Socially Responsible Investment (SRI); Social Accountability 8000 (SA8000); 1ISO 26000-
Social responsibility.

The trend, which emphasizes the social aspects of sustainable development, is the concept of CSR (Corporate
Social Responsibility). The areas where corporate social responsibility (Trnkova 2004) may play a role are many
and they differ according to the field of the company's operation, both geographically and culturally. Social
Accountability 8000 (SA8000) is aimed at improving working conditions. The standard is introduced by those
companies that want to declare that not only give due attention to control quality, but also to health and safety of
workers and appropriate conditions for their further development in working and personal life. ISO 26000-Social
responsibility serves as a guide for social responsibility.

The empirical analysis in manufacturing industry prevails occupational safety and health protection and fire

protection 63.5 %, CSR use 12.9 % companies, Safe Company 14.3 %. In construction, wholesale and retail trade
and information and communication technologies, companies do not consider these instruments important and do
not plan to implement them in the future.

Conclusion

The environmental, social and Corporate Governance create the core of the company and commercial strategy,
they could be included in the every-day operations, challenge for success, indicator of danger and risks and
incentive for a chance. And they should of course become part of the voluntary company reports about evaluation
of the relations among the environmental and economic assessment of the performance, social evaluation of the
performance and relation to the corporate governance. Although the environmental performance and corporate
governance performance have no direct relationship, we can say that the environmental performance and
corporate governance individually contribute to overall performance.

It is important to create measurable and relevant objectives for sustainability and appropriate metrics. Companies
that provide insufficient and incomplete information, inadequate also from the time point of view, are considered
by investors as riskier and therefore the investors are less willing to invest in these enterprises. Hence, the
solution is offered by reporting integrated financial and non-financial indicators. The same principles should be
applied to both financial and non-financial indicators as well. In both cases they should be relevant, measurable,
comparable, motivating and easily detectable. As more investors incorporate ESG factors into their decision-
making, the inadequacy and inconsistency of much current reporting on the issues becomes ever clearer.
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