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Abstract

Valid analysis and assessment of the sustainability of the company are based on
adequate and reliable information spectrum. Therefore, emphasis should be placed
on the selection criteria for assessing the sustainability. In this context, it must
be decided whether the assessment of the sustainability should be based solely
on financial reporting figures that reflect its financial position or it is necessary
to use other parameters. For this reason, in recent years it is highlighted the
necessity of an integrated reporting model for assessing the sustainability. Such
an approach means taking into account not only financial criteria but also criteria
that reflect both internal and external environment. The purpose of the research
is to highlight the role of integrated information spectrum for the purposes of
assessing the sustainability. In this regard, the paper analyzes the different models
for assessing the sustainability in the EU and is considering the possibility of their
use in enterprises in the Republic of Serbia.

Key words: integrated reporting model, sustainability, financial measures and
non-financial measures.
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YIOT'A ®PUHAHCUJCKUX U HE®OUHAHCUJCKHUX

NHANKATOPA IEPOOPMAHCH Y OLHEHHU
OAPKUBOCTHU ITPEAY3ERA

AncTpakTt

Banuona ananuza u oyena oopacusocmu npedyseha ce 3acHU8ajy Ha A0eK8amHoOM
u noysoarom ungopmayuornom cnekmpy. Cmoea, axyenam mpeba cmagumiu Ha
uzbop mepuna 3a oyeny oopoicusocmu npedyseha. Y mom xowmexcmy, mpeba
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OoHemu 00IYKY 0d U OyeHy 00picusocmu npeoyseha 3acHo8amu UCKDLYUUBO
Ha uHAHCUjCKO-U38eWmMAajHUM OpojKama Koje pegiekmyjy we208 uHancujcku
U NPUHOCHU NONONCA] UNU je HeONnXO0OHO Oa ce 3a me nompebe Kopucme u opyau
napamempu. M3 moe pasnoza ce y nociedre gpeme ucmuie HeonxoOHoCn npumeHe
UHMeSPanHo2 MoOena U38ewmasara 3a oyery oopacusocmu npeoyseha. Taxas
npucmyn oyexu oopacugocmu npedyzeha noopaszymesa ysumaree y 003up He camo
Qunancujckux mepuna, éeh u mepuia Koja oopaxrcasajy Kako UHmMepHo, maxko u
excmepHo okpyscerve. Cepxa UCmpa)cusara je uCmuyarse yioze UHMmMespaiHoe
ungopmayuonoe cnekmpa 3a nompebe oyere oopacusocmu npeoyzeha. C mum y
8esul, y pady ce aHAIU3UPA]y pATULUIMU MOOeNU 3d OYeHYy 00paicusocmu npedyseha
v Esponckoj ynuju u pasmampa moeyhnocm rwuxose npumere y npeoysehuma y
Penyonuyu Cpouju.

Kwyune peuu: mooen unmezpucanoe usgeuimasarba, oopicusocm npeoyseha,
@unancujcka mepuna u nepunancujcka mepuad.

Introduction

Conventional accounting model, especially its financial reporting segment, cannot
provide adequate answers to numerous questions coming from various stakeholders.
Traditional accounting framework does not fully meet the requirements of managers,
investors, and creditors for identifying and monitoring the company performance.
Therefore, academic and professional communities point to the need for basing the
evaluation of company performance not only on financial, but also on non-financial
information.

Davis and Albright (2004) argue that the application of performance measurement
system is often recommended in order to improve strategy implementation and to
increase organizational performance. Contemporary performance measurement models
imply the use of both financial and non-financial criteria in line with the business
strategy (Krsti¢ & Sekuli¢, 2013). Balanced scorecards (BSC) and multi-criteria key
performance indicators (KPI) are usually distinguished as examples of contemporary
models (Krsti¢, 2012). The adoption of such systems has been growing steadily over
the last two decades. Companies are increasingly under pressure to deliver value not
only to shareholders, but also to other stakeholders, and are increasingly convinced that
contemporary performance measurement models can be of help in the realization of this
task (Ittner et al., 2003). Researchers in this field are aware why companies adopt these
systems.

The research subject is company performance evaluation, with special emphasis
on evaluating the performance of companies in the European Union and the Republic of
Serbia. The aim of the research is to gain insight into the prevalence of different models
and criteria for evaluating the company performance in the European Union and the
Republic of Serbia. The starting hypothesis is that companies in the European Union
use contemporary integrated models for evaluating the company performance, unlike
companies in Serbia, which still base company performance evaluation on traditional
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financial measures. In order to test the starting hypothesis, qualitative methodology will
be used, based on the study and a descriptive analysis of the research problem, while,
based on empirical studies by various authors in the field of accounting and business
economics and management, the aggregation of different positions will be carried out,
through the method of synthesis and deduction. For comparative analysis of models for
evaluating the company performance in the European Union and the Republic of Serbia,
comparative research method is applied.

Starting from the defined subject, aim, and the starting hypothesis, the paper will
first point out the possibilities and limitations of financial performance measures; then,
the focus will be on the role of integrated reporting model in the evaluation of company
performance; the following part will deal with the implementation of integrated reporting
model in the process of evaluation of company performance in the European Union,
whereas the final part will analyze the implementation of various performance measures
in companies in the Republic of Serbia.

Financial performance indicators for sustainability evaluation

Accounting plays a key role in evaluating the company performance primarily
through the preparation and presentation of a set of financial statements. As a kind of
reporter and editor of the business life of companies, accounting aims at using these
final products to provide information to the right users, in the right quantity (multum
non multa), in a timely manner, in an appropriate form, and at an acceptable cost. Since
financial statements give both quantitative and qualitative data, authors often emphasize
their completeness (Kothari & Barone, 2006). However, financial statements can serve
“not only as a map, but a maze” to their users (Fraser & Ormiston, 2013). As a map,
financial statements are an adequate basis for understanding the financial position of a
company and for evaluating its past and expected success. Therefore, it is no wonder
that primacy within the first module of Sustainability Evaluation and Reporting System
(SERS) belongs to information in the statement of financial position (balance sheet),
income statement, and cash flow statement. The significance of these navigational
accounting instruments is reflected in the fact that the analytical interpretation of the data
contained therein enables the identification and monitoring of key financial performance
indicators of the company.

The relevant literature in the field of business economics, management, and
accounting provides no single definition of the syntagm “financial performance”. There
being no generally accepted definition, different views of this important aspect of the
general economic position of the company have appeared in theory and practice, which
can be systematized into two groups, namely:

a. Financial performance in the narrow sense and

b. Financial performance in a broader sense.

According to a narrow concept, evaluation of financial performance of the company
is based solely on parameters that directly reflect the company results. Accordingly,
evaluation of performance in the narrow sense relies solely on profitability indicators.
This belief is held by Peterson-Drake and Fabozzi (12), who use return on investment
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(ROI) as the most representative indicator of financial performance. Depending on the
type of investment, these authors alternatively observe this measure of performance. In
this regard, they point out that summary of ROI includes rate of return on assets (ROA)
and return on equity (ROE). Narrow understanding of financial performance is also held
by Fraser and Ormiston (2013), who, as the key criteria of profitability, in addition to
the above, point to the rate of operating income and rate of net income. Pointing out that
financial performance measures are indicators identified on the basis of accounting data,
Doupnik and Perera (2007) suggest the following criteria: growth in operating income,
cost reduction, profit, and return on investment. As the primary advantage of profit, as
the most relevant performance measure, these authors point out that profit numerically
summarizes activities of all business functions. Therefore, it is no wonder that the most
common measures of financial performance in the narrow sense are based on profit. In
this regard, Earnings before Interest and Taxes (EBIT) and Earnings before Interest,
Taxes, Depreciation, and Amortization (EBITDA) have started being used as parameters.

According to a broader understanding of financial performance, evaluation of this
complex category should rely on criteria determined on the basis of information contained
in financial statements, as well as other relevant accounting information. In this context,
when evaluating financial performance, the majority of authors use not only various
profitability indicators, but also indicators of liquidity, solvency, and activity. Some of
the proponents of broader understanding of financial performance are Cotter (2012),
Davies and Pain (2002), White, Sondhi, and Fried (1993). Moreover, some authors see
market share (Chen et al., 2009) as financial performance indicators, which de facto
stand for indicators of growth and competitiveness (Kotane & Kuzmina-Merlino).

On the whole, regardless of whether financial performance is treated in the narrow
or broad sense, the main sources used for its evaluation are provided by data in the
statement of financial position, income statement, and cash flow statement. In fact, even
the authors who advocate a narrower concept of financial performance take information
from both income statement and statement of financial position for the assessment
of global profitability indicators. In other words, they believe that information about
profitability flow gains in importance only when brought in line with the engaged
resources. Proponents of a broader concept of financial performance in particular point
to the fact that, in the process of evaluation, basic financial statements cannot be treated
as alternative, but as complementary information sources. Pointing to the unbreakable
bonds between statement of financial position and income statement, they rightly state
that financial performance indicators (partial indicators of profitability), determined
solely on the basis of income statement, are per se irrelevant if not accompanied by
indicators identified on the basis of balance sheet and cash flow statement (indicators of
liquidity, solvency, and partly activity). Even the analysis of liquidity, based on data in
the balance sheet, can only provide certain incomplete signs of actual liquidity, which is
why this analytical approach is used only as an initial provisional process of meticulous
analysis. Therefore, static liquidity ratios are often supplemented by the analysis of
cash flows that represent the company bloodstream, and cash flows from operations are
qualified as the key performance measure (Grant, 2002). In this context, operating cash
flow liquidity ratio is a particularly important indicator of financial performance.

Cash flows from operating activities can be a critical measure of business success.
As pointed out by Fraser and Ormiston (2013), “the amount of net income in the income
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statement is ultimately irrelevant if the company is unable to translate its gains into cash”.
Cash flows generated during the accounting period are facts, not dependent on evaluation
or use of alternative accounting conventions and valuation methods. In other words, all
cash flow statement items are based on money and are easy to measure. Emphasizing the
comparative advantages of this financial statement, Davies and Pain (2002) point out that
“unacceptable degree of subjectivity that comes to the fore in the preparation of income
statement, thus in some way discrediting this statement, contributes to the popularity of
the cash flow statement”.

Despite the indisputable possibilities offered by financial criteria, it is necessary to
point out their deficiencies and incompleteness for the purposes of evaluating the company
performance. First of all, the financial statements are a retrospective reflection of the
business and financial life of the company on a particular day or over a particular period,
and, as such, allow for the identification of historically oriented financial performance
measures of the company. As already stated, beside map, financial statements may be
a maze that brings into question how to understand ability of their content. Therefore,
plenty of information contained in the financial statements “may seem confusing and
disorienting” (Davis & Albright, 2004), thus bringing into question the reliability of its
use. The complexities of accounting rules, which are often subject to change, as well as
the managers’ discretion to numerically design financial statements, represent the kind
of problem when evaluating the company performance. Moreover, according to Fraser
and Ormiston (2013), “some of the key information needed for evaluating the company
performance is not available in financial statements, some is hard to find, and many is
impossible to measure”. Therefore, it is no wonder that in recent years focus has been on
the necessity of using non-financial criteria for the purposes of evaluating the company
performance.

The use of integrated reporting in sustainability evaluation

Lately, there have been more and more indications of the mismatch of content
found in financial statements of companies and information required by their key
stakeholders for the purpose of evaluating performance. In fact, the focus has been
on the fact that evaluation of company performance should be based on a holistic, i.e.
integrated approach, which involves the simultaneous use of financial and non-financial
measures. It is this integrated reporting paradigm that fully reflects the context in which
the company operates (Krsti¢ & Boni¢, 2013).

The ultimate goal of the company can be easily qualified as the value creation
(Jensen, 2001; Grant, 2002). In order to reach the stated goal, companies should not ignore
the context within which they realize their activities. The prevailing view in literature is
that this context should be seen as a network of relations between the company and a
large number of its stakeholders. In other words, relations between the company and its
key stakeholders determine its potential for sustained and continuous operations (Perrini
& Tencati, 206). Given that a complete set of relationships with stakeholders has strategic
importance for the long-term success and survival of the company, Perrini and Tencati
(2006) claim that measuring the success of a corporation should not be limited solely to
value creation for one interest group, i.e. shareholders. Taking into account the needs of
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other stakeholders (employees, clients, suppliers, financial partners, government, local
community, and society in general) in evaluating the company performance results in the
adoption of a holistic and integrated framework. It is an extremely flexible framework
that extends and enhances traditional financial and economic approaches to performance
measurement, which is modelled primarily in accordance with the needs and demands
of stakeholders.

Although the idea of redesigning the performance evaluation framework appeared
in the United States at the end of the twentieth century, it is still supported by outstanding
international and European institutions. These institutions have also contributed to the
development of an integrated reporting model and the definition of key performance
indicators. Among them, special importance belongs to a non-profit organization,
Global Reporting Initiative (GRI), which has created a reporting framework and a set
of indicators that relate to the issues of environmental protection, society, and economy.
It is believed that Sustainability Reporting Guidelines developed by GRI are the most
common non-financial reporting framework used in practice. Furthermore, GRI has
already four times updated Sustainability Reporting Guidelines. According to the latest
version (G4), the framework provides guidance to all world organizations, regardless
of their size, in relation to the reporting forms, fields that should be disclosed and
key performance indicators. It is, therefore, no wonder that this integrated reporting
framework is widely used around the world. Although GRI’s intention was to make
these guidelines facilitate the standardization of company reporting process, they are
sometimes differently interpreted and applied in practice. United Nations Conference
of Trade and Development (UNCTAD) contributed to the affirmation of non-financial
performance indicators when it adopted the 2008 Corporate Responsibility Guidelines,
stating indicators on the protection of the environment, society, and corporate governance.
A similar set of non-financial criteria was in the same period suggested by the Chartered
Financial Analyst Institute (CFA Institute) and the European Federation of Financial
Analyst Societies (EFFAS). In addition to these institutions, strong contribution to
the affirmation of non-financial performance measures was given by the International
Federation of Accountants (IFAC) in 2011, which insisted that the key performance
measures are those relating to the protection of the environment, society, and governance.
On 29 September 2014, Council of the European Union adopted a new Directive 2014/95/
EU relating to the disclosure of non-financial and variety of information at the level of
large companies and groups. The Directive entered into force on 6 December 2014, and
represents a kind of supplement to the Directive 2013/34/EU, which refers to the annual
individual and consolidated financial statements.

An important role in the development of efficient and effective methodology for
comprehensive evaluation of the company sustainability has been given to the academic
community. An illustrative example of this contribution can be Sustainability Evaluation
and Reporting System (SERS), derived from theoretical analyses and empirical research
conducted by Italian authors Perrini and Tencati (2006). This system includes the following
three modules: (1) integrated reporting system, (2) integrated information system, and
(3) key performance indicators of company sustainability (Perrini & Tencati, 2006). In
contrast to the second and the third model, which are one-dimensionally presented, the
first module, called an integrated reporting system, includes: annual report, social report,
environmental report, and a set of integrated performance indicators. As the annual
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report was already considered in the context of financial performance, the following part
will discuss the social report and the environmental report.

The focus of the social dimension of corporate sustainability is on the impact of the
organization on social systems within which it operates (Krsti¢ & Ivanovi¢, 2014). Social report
contains information on the impact of the company and its activities on various interest groups.
In the selection of social performance indicators, it is necessary to determine the standards
or guidelines dealing with social issues. Social issues are at the core of modern concepts of
Corporate Social Responsibility (CSR), Social Accountability 8000, and Socially Responsible
Investing. Social report allows management decision-making and corporate communications.
It includes ethics policy, a report on the added value, and analysis of relationships between
stakeholders. Social performance is focused on working practices, human rights, and broader
social issues that tackle a wide range of stakeholders (Hiebicek et al., 2012). The second part
of the social report is a report on the added value, which is the traditional instrument of social
reporting and also the link between traditional financial accounting and social reporting. It
measures the financially expressed value added that the company creates and distributes to a
variety of stakeholders. Analysis of the relationship between interest groups on the basis of
qualitative and quantitative information is intended to evaluate the sustainability of the company
interaction with its constituents (Krsti¢ et al., 2012).

Environmental indicators relate to the impact which the organization, through its
products, services, and activities, exerts on the environment (Krsti¢ et al., 2013). The
company uses environmental indicators to control activities and to communicate with
stakeholders that are particularly interested in environmental issues. Although there is no
single model of this report, this reporting segment of SERS should contain two important
flows of information: flow relating to physical data — accounting of energy and materials
and flow relating to financial items —monetary environmental accounting. While accounting
of energy and materials collects information on the impact of company activities on the
environment, monetary accounting determines the costs and benefits arising from the
environmental management of products and processes (Perrini & Tencati, 2006). A relevant
segment of the first SERS module represents a set of integrated performance indicators
associating physical and technical quantities with financial values, thus providing a number
of user groups with complete insight into corporate activities and behaviour. An integrated
information system is the core of the process of evaluation and reporting on the company
performance (Perrini & Tencati, 2006). Based on modern information and communication
technology achievements, this module allows the collection, processing, and distribution
of physical/technical and financial data. It is this element that represents the starting level
for the introduction of the accounting systems pertaining to the environment and society in
order to integrate and improve the existing methodologies of financial accounting and cost
accounting. Finally, the last module, called Key Performance Indicators, is a crucial element
of SERS methodology (Perrini & Tencati, 2006). Due to lack of time and resources, small
and medium-sized enterprises are unable to determine the complicated system of reporting
on sustainability. Since they also need a map for continuous evaluation of performance
and quality of relations with stakeholders, this group of companies uses key performance
indicators as a sort of roadmap for these purposes.

It is evident that the previously discussed SERS methodology enables the company
to manage relationships with stakeholders, to respond to their information requests, and
to deal with economic, social, and environmental issues.
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Comparative analysis of the evaluation of company performance in the
countries of the European Union and the Republic of Serbia

In the European Union countries, the annual report consists of financial statements
and voluntary notes, as well as a document that is referred to as management commentary
or management discussion and analysis, containing specific non-financial information
related to a particular company. Bini and Danielli (2011) discuss the role of the European
Directive 2003/51, which requires managers to present a set of ratios to highlight the
financial performance, namely return on equity (ROE), return on investment (ROI), and
return on sales (ROS). The authors analyze the report in four European Union countries
(Germany, Italy, United Kingdom, and the Netherlands), respecting differences in
cultural, economic, financial, and regulatory environment. They propose an integrated
approach to the analysis and evaluation of the quality of the presentation of financial
and non-financial information. They point out the results of research on the relationship
between voluntary disclosure of financial ratios and corporate characteristics in the
period 1989-1993, based on a sample of 313 large companies in the United Kingdom.
Their focus is on investment ratios, debt ratios, and profitability ratios as the financial
criteria. They point out that financial ratios vary from company to company and that
the nature of the industry, company performance, and size are factors that influence the
policy of disclosure of financial ratios. Black Sun compared the disclosure practice of
100 companies in 2005 and 2006, and concluded that 79% of reports in 2006 contained
financial key performance indicators (FKPI), compared to 2005 when 56% of such
reports were recorded (Bini & Danielli, 2011). Deloitte conducted an annual survey on a
sample of 130 companies whose shares are quoted on the London Stock Exchange. The
study showed an increase in the number of financial key performance indicators from
four to five between 2008 and 2009 (Bini & Danielli, 2011). Similar situation was with
companies in Italy. The Scandinavian countries disclose more financial indicators than
companies in the United Kingdom.

According to German Accounting Standards (GAS) of January 2010, the
managers’ report should contain the following parts (Bini & Danielli, 2011): description
of the business environment, information about the profits, financial position of the
company, assets and liabilities, report on events after the balance sheet date, report on
the risk, as well the report on the expected growth. Out of financial criteria, according
to the above-mentioned standards, net income, return on assets, leverage, profitability,
market ratios, debt ratios, and liquidity ratios are applied. Out of non-financial criteria,
environmental indicators and indicators that apply to employees are applied (water and
energy consumption, carbon emissions, employee training, and employee participation
in the distribution of profits, etc.), as well as indicators relating to customers.

In the United Kingdom, companies must prepare the Strategic Report. Strategic
Report must include, among other things, description of the main risks and uncertainties
which the company is facing, and analysis of relevant environmental issues and issues
relating to employees on the basis of key performance indicators. In addition, Strategic
Report must include information on environmental policy, employee issues, social
issues, community issues, and human rights. The new Directive introduces the obligation
for companies to publish the results of existing anti-corruption policies and results. In
the United Kingdom, Strategic Report should contain information that is beneficial to
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shareholders. The main purpose of the Report is to provide information to shareholders
so that they could evaluate the directors’ performance in the process of realization of
company success, and to evaluate their achievements and anticipate the same in the
future.

Member countries of the European Union, such as Austria, Belgium, Denmark,
Finland, Germany, the Netherlands, and Sweden, formally refer to the Global Reporting
Initiative in their documents or policies. In Sweden, for example, state-owned
enterprises must prepare a sustainability report in accordance with the guidelines of
the Global Reporting Initiative. The EU member states have two years to incorporate
the Directive 2014/95/EU into their national legislation. In this regard, the European
Commission organizes informal workshops on this topic in order to help governments of
individual countries. The first workshop of that kind was held in Brussels on 24 March
2015. It turned out to be a useful forum for the exchange of experience among the EU
member states and discussion of practical implementation issues. A large number of EU
member states have already begun the process of incorporation of the Directive into their
legislation, and have specific implementation plans, while some countries are already at
an advanced stage.

Perrini and Tencati (2006) point out that the balanced scorecard model, GRI
Sustainability Reporting Guidelines, and Sustainability Integrated Guidelines for
Management are not entirely suitable for small and medium-sized enterprises due to their
complexity, limited flexibility, and formal procedures. The authors introduce an efficient
and effective methodology for an integrated evaluation of company sustainability in
order to support new reporting models (with a special focus on small and medium-sized
enterprises), with the purpose of integration of financial and non-financial performance
measures, improving the quality of decision-making processes and management, and
strengthening corporate accountability and responsiveness to various stakeholders.

Kotane and Kuzmina-Merlino (2012) point out that companies in Latvia apply
current liquidity ratio, debt-to-equity ratio, gross profit, return on assets (ROA), and
return on equity (ROE) in the process of financial analysis.

Significant dimension of company performance evaluation is the evaluation of
corporate social responsibility (CSR). The corporate social responsibility index measures
the corporate social responsibility practices in the broadest sense, includes reporting on
sustainability, and measures various activities and processes in the field of corporate
social responsibility. Gjelberg (2008) points out those Nordic companies are generally
subject to strict social and environmental regulations, and that they are very dedicated
to the international agenda on corporate social responsibility. British and Dutch civil
societies are actively involved in corporate social responsibility, with organizations such
as SustainAbility, AccountAbillity, and the GRI secretariat, which contribute to increased
corporate social responsibility efforts in their communities. Positive results from Spain
and France in this domain are surprising. Companies from these countries are not
considered very active in the global community of corporate social responsibility. This
conclusion is derived on the basis of Initial corporate social responsibility index, which
includes the participation of organizations in the CSR community (Global Compact) and
the practice of reporting on corporate social responsibility (Global Reporting Initiative —
GRI). Based on all other indicators, France and Spain have low or negative points. This
could indicate that the Spanish and French business communities have taken an active
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role in corporate social responsibility, but so far have failed to achieve sufficient results
to qualify for more demanding initiatives. It will be remarkable to see whether efforts of
French and Spanish companies will bring performance improvement in the future.

On the other hand, a negative result of Germany is puzzling, given the fact that
Germany is known for its high environmental standards. Possible explanation lies in the
fact that Germany is a big economy of great regional importance, which is why German
companies are more nationally or regionally oriented. In this case, their corporate social
responsibility efforts can be oriented more towards national or regional initiatives which
are not covered by the corporate social responsibility index. In addition, there are language
barriers as it is known that in German-speaking countries English speaking skills are not
at high level. Furthermore, national, social, political, and economic institutions play a
significant role in shaping practice and performance.

The term “reporting” in terms of corporate sustainability reporting in the Czech
Republic appeared after 1990, when the relevant statistical reports on the operations of
organizations and mandatory financial statements of companies contained information
related to environmental protection, accounting, statistics, social care legislation, etc.
(Hrebicek et al., 2012). Reports on corporate sustainability include information on the
impact of companies on the environment, financial information, and partly impact on
society and this information is legally binding in the Czech Republic. Evaluation of the
economic performance of companies in the Czech Republic relies on liquidity indicators,
profitability indicators, debt indicators, indicators of financial structure and asset
structure, activity indicators, and other indicators (benchmarking, economic value added
— EVA, balanced scorecard, etc.). In the Czech Republic, the disclosure of voluntary
reports is often adapted to the demands of target groups, in accordance with international
standards, such as the Global Reporting Initiative (GRI).

The system of financial reporting in the Republic of Serbia is not perfect. Due to
the inconsistent financial reporting in the Republic of Serbia (given frequent changes of
regulations), accompanied by incomparable valuation methods of accounting categories,
one could say that financial statements, in the best sense, represent only approximation
of economic reality. When applying financial criteria in evaluating the efficiency of
company operations, it should be borne in mind that the uniform accounting techniques
are not used in the successive periods, that balance sheet represents only a snapshot in
time (ad diem dictum), that changes in the value of money can have a significant impact
on the financial statement values, and that the past cannot constitute a reliable basis for
predicting the financial position and result of the company. It is, therefore, essential that
the evaluation of performance, in addition to financial indicators, relies on non-financial
indicators.

On the territory of the Republic of Serbia, there has been no extensive empirical
research on measurement and evaluation of company performance (Domanovi¢, 2010,
2013; Todorovi¢ et al., 2015). Research results indicate that companies in the Republic
of Serbia predominantly use the metrics of discounted cash flow in investment decision-
making, while the index of profitability and return period are used to the largest extent,
and internal rate of return is applied to a greater extent than the net present value
(Todorovi¢ et al., 2015). A large number of companies in the Republic of Serbia use
solely accounting, although different criteria for evaluating the company performance
identified on the basis of information in the financial statements. In this context, the
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emphasis is on profit, contribution margin, return on investment, and earnings before
interest and taxes (EBIT), earnings before interest, taxes, depreciation, and amortization
(EBITDA), realization and average salary per employee in Euros. Accounting profit
and accounting rates of return are still dominant in relation to the modern measures
(Todorovi¢ et al., 2015). Managers of companies in the Republic of Serbia, in general,
do not apply modern integrated models for evaluating the performance of companies
for a variety of reasons: lack of information, knowledge, lack of understanding, lack of
financial resources for the introduction and implementation of the model, unwillingness
regarding change and management innovation, etc. (Domanovi¢, 2010, 2013).

Republic of Serbia has made big step forward by adopting and continuous
upgrading of the National Sustainable Development Strategy, which defines sustainable
development as target-oriented, long-term, overall, and synergetic process with effects
on all aspects of life (economic, social, environmental, and institutional) at all levels. The
objective of this Strategy is to establish the balance among the three pillars of sustainable
development: sustainable economic growth and economic and technological progress,
sustainable social development. Thus, the Strategy makes a significant contribution
to overcoming possible conflicting objectives of different aspects of social-economic
development, eliminating the gap between the processes of establishing sectoral policies,
and establishing a system of mutual advantages. This has been achieved in the joint work
on the development of the Strategy through a broad participation of all key stakeholders
in the Republic of Serbia.

Conclusion

The given considerations have confirmed the significance of the simultaneous
use of financial and non-financial performance indicators for the purposes of evaluating
sustainability. Unlike companies in the European Union, a large number of companies
in the Republic of Serbia use solely financial, although different criteria for evaluating
efficiency. Only a few companies, dominated by foreign capital, use an integrated system
for evaluating performance, designed for the needs of foreign companies, and, as such,
transposed into the Republic of Serbia.

Evaluating the performance of companies in the Republic of Serbia predominantly
relies on accounting profit and accounting rates of return. Of primary importance are
profit, contribution margin, return on investment, EBIT, EBITDA, realization and
average salary per employee expressed in Euros.

Previous research has confirmed the hypothesis determined in the introduction.
Specifically, companies in the European Union use a wide range of different models
for the evaluation of performance, which incorporate financial and non-financial
information. In contrast, modest empirical research in the Republic of Serbia has shown
that companies in the Republic of Serbia base performance evaluation primarily on
traditional financial metrics.

Republic of Serbia has adopted and continually improves the National Sustainable
Development Strategy, which accentuates the importance of simultaneous use of financial
and non-financial performance indicators. In that way, the Strategy makes a significant
contribution to sustainable development in the Republic of Serbia. A large number of
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Serbian companies and banks have started to publish the sustainability reports based on
experience of foreign entities that operate in Serbia.
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