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Abstract: The present paper offers a narrative of the atterapthe privatized Romanian oil-
company Petrom to assert its legitimacy in an @mvirent characterized by global insecurity of
the energy industry, instability of the politicagime in Romania and an intensified all-levels
fight with corruption, imposed by the EU integratiprocess. The main interest was therefore to
see how the changing environment and the needefmitirhacy are affecting the financial
communication of the company through the corpoaateual reports. The case study is based on
the content analysis of three consecutive pos@pgration annual reports, explored in close
connection with the changes in the social andipalitontext.

KEY WORDS: legitimacy; corporate social responsibility; staglelers; corporate

communication; privatization

Résumé : Notre étude est un témoignage des efforts faitsl’patreprise Petrom, entreprise

halshs-00350496, version 1 - 12 Jan 2009

privatisée de lindustrie du pétrole de Roumani@urp affirmer sa légitimité dans un
environnement instable, défini par l'insécuritélgite de I'industrie du pétrole, I'instabilité du
pouvoir politique en Roumanie et la lutte génééaicontre la corruption, imposée par le
processus d’'intégration européenne. L'intérét edmke notre étude est de voir comment et si les
changements profonds de I'environnement et le psae de Iégitimation affectent la
communication financiere de I'entreprise, a tras@s rapports annuels. A cette fin, notre étude
de cas s’appuie sur I'analyse de contenu des tegports annuels successifs de I'entreprise
depuis sa privatisation, examinés en relation ttravec les changements du contexte social et
politique.

MOTS CLES : I|égitimité; responsabilité sociale de [I'entreprisparties prenantes;

communication financiére; privatisation
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Introduction

The present research intends to build a global enafgthe strategies deployed by the
privatized Romanian oil-company Petrom in order doquire legitimacy in a complex
environment characterized by global insecurityhaf €énergy industry, the change of the political
regime in Romania and an intensified fight agaiostruption. In this context, a better
management of corporate legitimacy, through allmseancluding the annual reports appeared as
a necessity. Our study reveals how the annual tepoirrored this sensitive context, and even
more, they were used as an instrument of respomspublic pressure, through different
legitimacy strategies.

The change is therefore implied at two levels in gtudy: the context — as change is the
major characteristic of the environment we areidgakith, and the financial reporting — as CSR
themes are at the core of the literature on reeeolutions in reporting practices. We identified
three main sources of change in the environmentth@ EU integration, which is the main
achievement of the transition process to a marlen@my, with profound institutional
transformations and increased public awarenessrmascest in the activity of large corporations,
(2) the change of the political regime, and (3) thange of ownership and management as a
result of privatization.

Corporate legitimacy is a key concept of the camporsocial responsibility discourse.
Suchman (1995) defines legitimacy as “a generalpgggdeption or assumption that the actions of
an entity are desirable, proper, or appropriat@iwisome socially constructed system of norms,
values, beliefs, and definitions”.

The main purposes of pursuing legitimacy are talifate the attraction of economic
resources and to gain social and political sup{@uthman, 1995; Ogden & Clarke, 2004).

The reason for choosing Petrom as the object ofcage study is given by several
important characteristics:

The size as bigger companies are likely to have more parent approach to disclosure and
hence a increased possibility to find a wide varet CSR elements. “The focus on the largest
companies offers a better prospect of finding dsgtes, since earlier research suggests that

quality of corporate social disclosure is linkeditm size.”(Vuontisjarvi, 2006)
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Petrom’s shares are being traded since SeptembBérdiOthe Bucharest Stock Exchange
and it has a 19.93% weight in BET (Bucharest Exgbafrading) index and a 25.69% weight in
ROTX (Romanian Traded Index) and with a markettedipation at December 31, 2006 of 9.077
mn EUR is one of the biggest and most influentighie Romanian economy.

The industry

The core activities of Petrom are the Exploratio &roduction of crude oil and natural gas,
Refining of crude oil, production and sale of Peflremicals and Marketing of petroleum
products. The energy industry is a sensible domdath major implications on the national
energetic security, so we expected the disclosoir@etrom to be more consistent than those of
companies from other industries. Corporate sodsdlasure might occur as a response to media
and external pressure, and is particularly relébeginvironmentally sensitive industries (Deegan
and Gordon, 1996, cited by Stanton and Stantor2)200

The privatization

Privatization is a major event in the existenceewery company (Ogden & Clarke, 2004) and
hence the increased necessity to demonstrate libahéw organization of the company is
"desirable, proper, or appropriate within some albgiconstructed system of norms, values,
beliefs, and definitions” (Suchman, 1995).

Romania provides a rich background for privatizastudies, as all forms of privatization
were used in the transition process towards a madaomy (management and employees buy-
outs, mass privatization, initial public offeringjrect sales to investors). “Privatization in
Romania was a long and heterogeneous process...Altethese transformations, several
different stakeholder groups emerged, with specifipacities to restructure the companies, and
with different means to control their resources“i¢fa Pop, 2006, p. 8). The existence of
different opposed groups interested in the futdréhe company and the intense change of the
environment encouraged us to place our case studlyeoRomanian market, by using a so called
“researcher (or methodological) opportunism”.

The present case study was chosen not for iteseptativity, but more importantly for
its exemplarity which gives us the opportunity takyse and document a unique situation. This
study is intended to be a contribution to the redean the post-privatization behavior of
multinational corporations in transition economies)d we argue that it transcends local

importance, and reveals certain future researcoroppmties.
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The interest of the present research is given byptissibility to study legitimacy theory
in a challenging environment, which derives fromréque combination of factors — an unstable
environment (post-privatization in a transition Bemy), and consistent reporting practices, as a
result of knowledge transfer from the mother conypdrhnis provides the basis for a reliable and
well documented case study, based on sound priamatgecondary data.

The rest of the paper is organized as followsfitisé part sets the context and introduces
the legitimacy problems confronting Petrom, a sedcpart sets the theoretical framework,
emphasizing the relation existent between corporkggitimacy and corporate social
responsibility. The third part presents the methoglp of research and discusses the results and a
final part allows us to draw the conclusions, tanpout the limitations of the research and to

suggest future directions of development.

1. The legitimacy problems confronting Petrom

Petrom’s necessity to legitimate itself becamengént in the context following the
privatization because of the important rise infine and natural gas prices, in part demanded by
the lining up of the prices with those in the EU.féther factor that demanded gaining
legitimacy was the lack of support from the newitp@l class which questioned the correctness
of the privatization contract signed under the it and the profusion of mass-media articles
criticizing the privatization process.

Some authors propose that for stakeholder ideatifin not only the power potential but
also the legitimacy and urgency of the stakehold#asms should be taken into account (Agle,
Mitchell, and Sonnenfeld 1999; Mitchell, Agle, akdood 1997). However, Frooman (1999)
insists that powedominatesthe other two factors. The consequence is that thdystakes of
groups that are either useful or able to harm apamy economically will be recognized (see also
Phillips 2003). The principal advantages brouglingl by legitimacy are: the attraction of
economic resources and the gain of social andigadlisupport. (Suchman, 1995; Ogden &
Clarke, 2004)

The next sections of the article depict the genevatext of our research focusing on the
factors that explain the increased need of legitymdased on a comprehensive collection of

articles from newspapers, economic, business reviewl electronic press
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1.1. Privatization

The privatization of Petrom, the biggest nationélcompany in Central and Eastern
Europe, began in 1995 and was halted and resummedaséimes during the following years. The
final round of the privatization took place in 2088d the Austrian oil company OMV won the
bid. In 2003 the Romanian Parliament, after onlyagt of deliberation, unanimously approved
Petrom’s privatization contract. The contract wigsed in a delicate moment, when Austria was
preparing to take over the presidency of the Eldrtteg with December 2004, Petrom is part of
OMV Group, the leading oil and gas group in Cerdrad Eastern Europe.

Prior to its sale to Austrian OMV in 2004, nearly ef the country’s oil assets came
under control of the state-run Petrom. Valued af $#llion, OMV/Petrom holds a monopoly on
the country’s reserves, refineries and has theetrgetwork of gas stations. Privatization of
state-run companies has been regarded as a ptedar IMF loans as well as for joining the
European Union, it is said in a Center for Pubtiegrity report.

Following the 2004 elections, which resulted in lsarmge of the political regime in
Romania, the new Government, as a result of susmaexpressed in the media, put forward the
necessity to verify Petrom’s privatization procelssthe context of a fragile political coalition
represented by a liberal Prime Minister and a $a@anocrat President, the privatization contract
became an instrument of political pressure.

In an attempt to legitimate the new organizatminPetrom, the management of the
company asserted in a press release that the gighithe privatization contract was done after
open negotiations between specialists and closalghved by the International Monetary Fund,
World Bank and the institutions of the EuropeandgniThe communicate went on saying that
the privatization of Petrom took place in a timeawtPetrom needed investments badly in order
to diminish its expenses, to offer better qualitydoicts and to protect the environntent

And what follows is an exchange of declarations:

The President of the State repeatedly allegedithais opinion Petrom’s privatization

contract revealed errors of vision concerning thetiol of resources and that the new strategy to

! Source: The Center for Public Integrity, http:/Mnicij.org/Content.aspx?src=search&context=artict£598
2 Source: BBCRomanian.com, November 17, 2006 — “@fifinister against the renegotiation of Petrom’s
privatization contract”
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be devised has to provide solutions to maintaininocase Romania’s energetic independ&nce
In response, the OMV officials state that the pization will be benefic for all stakeholders:
“The company’s economic development after privaittmabrought and will further bring
substantial benefices to all stakeholders, inclgdime Romanian state”, said Mariana
Gheorghe, CEO of Petrom. (see note 2)
OMV mentions in their press release another bebefiight to Romania by the privatization of
Petrom:
“The consolidation and the development of the camgpawill bring about a better
protection of the country’s energetic resources wildmake them easily accessible to
consumers.”(see note 2)
The privatization contract was a highly disputedwtoent. One of the most contested aspects of
the privatization contract was the price which wasught to be very low and in the detriment of
the Romanian state.
“For the acquisition of 33.34% of Petrom’s sharedRE669 mn were paid to the
Romanian privatization agency. Following an inceeasPetrom’s share capital, OMV’s
stake was raised to 51%. The funds from the iner@ashare capital amounting to EUR
830 mn have been injected into Petrom by OMV antilvei used for future investments
in Petrom.” (extract from OMV’s Annual report, 2004
“The state obliged itself to pay on behalf of Patran ecological tax which in 12 years
will amount to 600 million euros. As a matter ottfathe state is giving back OMV the
first rate paid for the Petrom shares. The secateldidn’'t even go to the Budget, being
an increase in the capital.”(Gardianul, Septemb2yr2005)
Another disputed aspect of the privatization ig the level of oil royalties owed to the state by
Petrom for exploiting the oil champs cannot be ¢geahfor 10 years. Also the Government does
not have the right to interfere in the Petrom’s@npolicy. (Gardianul, September 12, 2005)
And another declaration follows, this time of a moationalist color:
President Basescu: “No country privatizes its owin Romania has enough oil for

internal consumption. We are extracting 6.5 bikidons of oil per year. By privatizing

% Source: Declaration of the Department of Publiecn@winication of the Supreme Council of Defense, &olver
21, 2006, http://csat.presidency.rof/index.php?pepg&sp=23
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Petrom together with the oil champs, the ownerBaifom consider the oil shipped from
the Gulf. And here we have a problem.” (HotnewaNoyember 16, 2005)

“One of the notes to the contract breaks blatahiyOil Law in act at the date of signing
the contract: the total length of the 300 contramftsconcession of 30 years can be
extended until the resource is exhausted”.(Eveniahedilei, November 14, 2006-

“Romanians pay for the profit of Petrom”)

1.2. The lack of transparency

The existence of secret clauses in the privatimatontract of Petrom aggravated the
situation giving birth to suppositions concernirge tcontent of those clauses. It was only in
November 2006, following the meeting of the Supre@muncil of Defense that President
Basescu decided to make the contract public.

At the end of the Supreme Council of Defense mggtime President declared:

“It is obvious that there are sufficient contradts which there were made errors

concerning the guarantee of the population’s ertiergecurity, and the most important

conclusion is that such mistakes must not be repeat the future processes.”

(Declaration of the Department of Public Communamatof the Supreme Council of

Defense, November 21, 2006)

As we can see from the above declaration, the m&sBa and the government seek to
de-legitimize Petrom, while Petrom’s managemenksdiee reverse. And this is done mainly by
underlining the benefits brought along by the |lgg@avatization of Petrom for a large mass of
stakeholders and not only for its shareholdersti@omain conclusion to be drown is that the

company is trying to build a legitimacy stratedyiaugh all means, including financial reporting.

1.3. Corruption and political power
"Whoever owns Petrom has an important word to sayeé economy, and whoever has
an important word to say in the economy also hasmgortant word to say in politics,"
Adrian Nastase, Romania's former PM, told the Megimews agency. (Ziarul Finnaciar,
September 16, 2003)
In 2004, the international watchdog group Transpaydnternational called Romania a

country with "rampant corruption" and ranked it the same level as the Dominican Republic
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and Iran, slightly ahead of Russia, Albania andr8iéeone. The report cites oil as one of the
country's main corrupting factors. In fact, invgations into financial fraud and political
corruption have exposed the involvement of sewvaethbers of the post-communist government
in the oil business.

After the 2004 elections which brought along a geanf the political regime, the new
government, in its declared open fight against ugmion, expressed the wish to verify the
correctitude of Petrom’s privatization contract.

“Romania’s economy may be labeled in many of itsaaras being an economy of

privilege, a economy which permitted the accesthefpolitical clientele to the resources

and normal people didn't stand a chance becaugewbeen’t acquainted to politicians”,

accused the president. (Curentul, no. 36(3709)uge¥ 16, 2007)

1.4. The prices

The problem of the rising prices of fuels after mvatization was one of the main
aspects that contributed to the de-legitimatioRetrom. Following the privatization, and OMV’s
becoming the main stockholder, the Romanian Siatenlo word to say in the price policy of the
company.

The political power made pressures on the compardetrease prices either by making
use of the privatization contract as an instruneéngolitical pressure, either by inviting the main
oil companies to build a group strategy to dimirtisé prices of the fuel and gas delivered to the
population. The political power also argued tlmnat prices should be reduced because of the fact
that Petrom is extracting its oil in Romania and #xtraction costs are lower than in other
countries.

Due to the exclusive access of Petrom-OMV to then&wan oil, the others operators in
the market (Lukoil, MOL, Agip and Rompetrol) followihe decisions of the leader. Analysts
consider that the position of unnatural dominatdriPetrom could only be ameliorated through
encouraging the steps taken by the Romanian Contie®dixchange to establish and develop a
regional oil market. (Evenimentul Zilei, Septemidr, 2005 —* Petrom modifies chaotically the
prices of petrol”)

The year 2005 could see a scenario as follows:

-September B - Petrom raises the price with 700 lei per litepetrol
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-September 7 — another raise in the petrol price — 900 lei/l

-September ®— President Basescu intervenes to the Councibofiftition. Petrom cancels
the last raise of price

-September 18— President Basescu announces that Petrom’s igdtiah contract (signed
by the former Government) will be “studied”. Petrdecreases the price with another 800 lei/l

We could see from the above that following the gtization and the prices liberalization
Petrom had to face intense pressures coming framptiitical power and the mass-media,
pressures that moved in the direction of the danfegcy of the company, thus increasing its

need to legitimate itself.

1.5. Petrom and the strategy of national energetisecurity

The Romanian President demanded the managemehé ailtcompanies to search for
solutions in order that the structure of salesibpmducts on internal and external markets and
their prices take into account the fact that Romasia country which has internal oil resources
with a low extraction cost. Additionally, the Prsnt stressed that oil groups could make a
significant contribution in accomplishing objecttveof the development program, such as
reducing the inflation rate and decreasing theetr@eficit, given the scale of the damage caused
by floods and the unpredictable price hikes of ail international markets. (Bucharest Daily
News, February 5, 2006)

Due to the sensitivity of the energetic industry dhe monopolistic position of Petrom
concerning the oil extraction and the fact thaupplies 30% of the necessary of the Romanian
market in gas, the political quarrels were oftemteeed around the necessity to assure the
energetic independence of the country and the terabPetrom frequently overlapped with the
speech regarding the energetic security of thetcpun

As a result the management of the company hadctmgreze the strategic importance of
Petrom for the Romanian national economy and t@ gissurances that the best interest of
Romania is considered.

“Before the privatization, the lack of cash flowcessary for investments triggered a

decline in the rate of replacement of reservestscesmd quality not competitive,

utilization of old technologies which caused enmimental problems and not even a

concrete option of international expansiohhe company’s performances are important
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for Romania and for the Romanian economy. And ventainty, OMV as principal
shareholder has the same strong interest. Bunibi® than that. It's an obligation to the
financial markets, our shareholders and Romaniays sWolfgang Ruttenstorfer, the
former president of the Petrom Board. Due to thet that Petrom is a Romanian
company, the company’s strategy of developmentsaigégs ensuring in the long term the
security of the energetic resources. In order geément this strategy, 3 billion euros will
be invested till 2010, meaning the double of th@ sigreed in the privatization contract”.

(source: www.SMARTfinancial.ro - “Petrom’s offical underline the benefits of

Petrom’s privatization”)

Concerning the corporate social responsibility,isit notable the fact that Petrom’s
management showed its disposition to contributihéoestablishment of a special governmental
fund which would subsidize the increase in the gases paid by the population. (Cotidianul,
December 6, 2006 — “Romania is a winner after tieapzation”)

The public releases of Petrom are focused towadegnlining the company’s importance
for the Romanian economy and of its significanttdbation it will bring as a result of the
privatization:

“At this moment | want to insist on the fact th@etrom is the largest Romanian

company, has the greatest contribution to the Budgel the company’s economic

development after privatization brought and wilitther bring substantial benefices to all
stakeholders, including the Romanian state”, sagdidtha Gheorghe, CEO of Petrom.

And in the same public release: “The company’sqraerbnces are important for Romania

and for the Romanian economy. And with certainti\Das principal shareholder has

the same strong interest. But it is more than th&.an obligation to the financial
markets, our shareholders and Romania”, says WudfdgRuttenstorfer, president of the

Petrom’s Board. Due to the fact that Petrom iscanBnian company, the company’s

strategy of development envisages the securitynefgetic resources in the long term in

Romania. In order to implement this strategy 3idnlleuros will be invested till 2010,

meaning the double of the sum agreed in the prain contract™

* Source: www.SMARTfinancial.re“Petrom’s officials underline the benefits of Ren’s privatization”

10
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The discourse of the management is ideologicaliyed as the message could be read do
not attack or harm Petrom because it is the milk af the Romanian economy. The
management’s discourse implies the disputes sulingnPetrom will ultimately harm the
general welfare of the Romanian people:

“ | am confident that all the disputes will takeédraccount the welfare of the Romanian

people, the same as my care is directed towarceitin@oyees and the stockholders of

Petrom”, said Mariana Gheorghe, CEO of Petromrié@ul National, November 24,

2006, “Privatization with premeditation”)

The years 2005 and 2006 abound in declarations uhderline the hiatus existent
between the gloomy situation before privatization ahe bright future Petrom will have as a
result of the privatization:

“Before the privatization, the lack of cash flowcessary for investments triggered a

decline in the rate of replacement of reservestscemd quality not competitive,

utilization of old technologies which caused enmirental problems and not even a

concrete option of international expansion...(www.SRHinancial.ro - “Petrom’s

officials underline the benefices of Petrom’s ptixation”)
Multiple declarations underline the advantages dhoalong by the privatization:

“All measures implemented aimed at improving thativities and the company’s

competitivity level through the implementation aftérnational business standards,

compliance with the norms of quality, environment gperformance of the EU”, said

Mariana Gheorghe, Executive CEO of Petrom. (www.SMAnancial.ro - “Petrom’s

officials underline the benefices of Petrom’s ptixation”)

In each of the next two years, OMV will invest iatPom one billion euros and “not even
a penny will leave the country, everything will bevested in the Romanian economy.”, said
Ruttenstorfer.

“The consolidation and development of the compaillylwing along a better protection

of the county’s energetic resources and will makent easier accessible to consumers

(BBCRomanian.com, November 17, 2006 — “Prime Marigtgainst the renegotiation of

Petrom’s privatization contract”)

11
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2. Corporate social responsibility and corporate Igitimacy

By examining the specialty literature, we can gasbbserve how much ink has flown to
write about subjects such as legitimacy and cotpaacial responsibility. There is also a rich
scientific literature on corporate annual repovibjch provide different research perspectives,
and give various meanings and purposes to thiadinhdocument.

Corporate annual reports have been analyzed ower fiom several angles of view.
Recent studies focused on (1) risk reporting (lepsP006; Lajili, 2005); (2) intellectual capital
reporting (Kaplan and Norton, 2004; Shiu, 2006); éBvironment reporting (Cormier, 2005;
Thompson, 2004; Toms, 2002); (4) social responsibieporting (Rahaman, 2004). These
studies are important for their results, but atsosktting methodologies to analyze narratives and
annual reports (such as index analysis, conterlysiaand readability studies). From this point
of view, the study of Beattie, McInnes and Fearr{@304) represents a key reference.

Another significant study, which allows us to assesr place in the vast collection of
research on corporate annual reports is the literateview provided by Stanton and Stanton
(2002). Their literature review of empiric investtppns on corporate annual reports, without
being exhaustive, presents and classifies diffeveaws of researchers, and argues that few are
the cases in which an overall approach on corp@mateial report is revealed. More then talking
about themes, the authors chose to talk about ppetives”, as different ways to see the
relationship between corporate annual reportsr fhegits and their context. The authors identify
several major perspectives in research on annyadrtee image management, marketing,
legitimacy, political economy, and accountabilifihey also argue that in most cases corporate
social responsibility disclosure is commonly trelatess an element of the legitimacy process
(Stanton and Stanton, 2002).

In our study we used the legitimacy framework, whielates the corporation to
community interests. As community is a dynamic skeder in terms of mentalities and values

evolution, we can argue that this perspective iiqdarly sensitive to changes.

2.1. Corporate Social Responsibility (CSR)
Having done a thorough review of the main artitteating of CSR, we could not help to
notice that there is no definitive agreement camogy the limits or scope of corporate social

responsibility.

12
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The positions of the theorists of CSR range frb@nying that corporations have any
social responsibility whatsoever (Friedman, 19&pffirming that be corporation is actually
made by society and for the common good of sociatyl that it "exists by public
license."(DeGeorge, 1990)

Friedman’s position is starkly affirmed from théeiof his famous article: “The social
responsibility of business is to increase its psdfi He totally denies that businesses have
responsibilities affirming that only people can baesponsibilities and that the role of businesses
being the maximization of its profits should notrhestook by the role of Governments which is
to serve the social interest.

Further away he calls CSR “a fundamentally subverdioctrine” and states in his book
“Capitalism and Freedom” that in a free soci#here is one and only one social responsibility of
business—to use its resources and engage in edidiésigned to increase its profits so long as it
stays within the rules of the game, which is to, gmgages in open and free competition without
deception or fraud." Friedman’s position on CSR wasalogued as a fundamentalist one
(Klonosky, 1991). We argue that his position shdaddunderstood in its past context defined, as
Friedman himself puts it, of “wide spread aversion ‘capitalism’, ‘profits’, ‘the soulless
corporation’ and so on“.

Taking an opposite position, DeGeorge (1990) asdswat: "society can legitimately
demand that it [the corporation] do certain kindsactivities, even if the corporation itself, or
those running it, do not wish to do those things.”

In the specialty literature, there are two typesauments pro CSR: moral arguments
and economic arguments.

The moral arguments contend tlegirporations rely on the society within which they
operate and could not exist or prosper in isolatibmus the society is for the corporation a
provider of infrastructure, consumers and a sowfcemployees. CSR is recognition of this
interdependence and a means of settlement witbtékeholders.

The economic arguments assume that there are cEalomic advantages for a
corporation pursuing CSR. In the today’'s world veheocial constructions like brands and
goodwill are becoming more and more important,dng a positive image of the company has a

decisive impact of selling the company’s goodsesvises.

13



halshs-00350496, version 1 - 12 Jan 2009

Sparks R (2003) proposes a pragmatic approach R. €8 takes the view thdCSR
describes the practical reality that companies iaceeasingly being judged not just by the
products and profits they make, but alschbythese profits are made”. He also stresses that this
definition is limited to thesocietal and environmental constrairpsit upon a company's core
function of profit maximization.

In proposing this pragmatic approach he delibeyagéipes off the concept of CSR of
any ethical veneer, acknowledging that: “socialygponsible’ simply meanssponsiveto the
concerns ofsociety” As a matter of fact companies’ response to sgcie modeled by the
expectations of “the two classes of 'stakeholdshs) really do matter to them: customers and
shareholders.” The pursuit of CSR brings abouth@ opinion of the author, the realization of
the long-term profits.

Concerning corporate social responsibility, we takeiddle position assuming that it is a
concept that describes the fact that organizatiesgecially (but not only) corporations, have a
moral obligation to consider the interests of iekeholders within the strategic and day-to-day
decision-making process. In this sense, we cormidemy action of the corporation that
surpassed what was required by laws and regulateanbeing an indicative of the corporation’s
recognition of its moral responsibility towards stekeholders.

Put it another way that means enterprises shoulke ntecisions based not only on
financial factors such as profits or dividends, bigo based on the social and environmental
consequences of their activities. We agree withrl& (2003) pragmatic approach to CSR, but
we cannot agree to the avoidance of the ethicati@ations of the CSR. We perceive the CSR as
being synonym with “business ethics”.

Carroll's (1979% widely cited CSR model conceptualizes four typesesponsibilities for
the corporation: (1) theconomicresponsibility to be profitable; (2) tHegal responsibility to
abide by the laws of society; (3) tkéhical responsibility to do what is right, just, and faand
(4) the philanthropic responsibility to contribute to various kinds ofced, educational,
recreational, or cultural purposes.

We take the view that these responsibilities shdaddudged bearing in mind that the
main scope of a company’s activity is maximizirgptofits.

“CSR attributes are like any other attribute a foffers. The firm chooses the level of the

attribute that maximizes firm performance, givea ttemand for the attribute and the cost

14
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of providing the attribute, subject to the cavdattthis holds true to the extent that

managers are attempting to maximize shareholdettwe@McWilliams and Siegel 2001,

p. 125§

In the specialty literature it is acknowledged tbatporations are increasingly taking on,
beside their role as economic actors, roles otipaliactors (Palazzo& Scherer, 2006; Scherer et
al., 2006).

By political we refer to “activities in which people organizdlectively to regulate or
transform some aspects of their shared social tondj along with the communicative activities
in which they try to persuade one another to joichscollective actions or decide what direction
they wish to take.” (Young, 2004, p. 377)

However, the acts of self-regulation of the corgiores (political activism, as Scherer et
al., 2006) calls it) are facing growing suspicidteathe thundering fall of Enron or Worldcom.
Enron for example, had an extensive Code of Ethiat a system of management and control
much praised by the connoisseurs and even soldtetbthe Code in almost every respect. So
there is no wonder that the self-regulation of cogations is regarded with mistrust by the public.
As Scherer et al. (2006) puts it:

“The self-imposed standards are often not the refid broader and inclusive discourse

with civil society. They are often implemented waithh any form of neutral third-party

control. It is sometimes "business as usual" thées place behind the veil of well

formulated ethical rules (Rondinelli 2002).”

2.2. Corporate legitimacy

Initially the concept of legitimacy was used to i&dwterize the political power, whether
this is the king and his power was legitimated ligy flact that he was God'’s representative, or the
state whose legitimacy is conferred by the demaxcpaibcess of election.

“Globalization is changing the object of legitimagyestions (from state actors to private
actors), the output of legitimacy (from "hard" maial to "soft" transnational law), and the input
(from national polity to transnational civil sogigt In the global context, with eroding state
power and the emerging political authority of cogimns and civil society associations, the
legitimacy question addresses these new politicidra instead of the traditional state actors.”
Scherer et al. (2006)
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Corporate legitimacy is a key concept of the campmrsocial responsibility discourse.
Suchman (1995) defines legitimacy asdeneralized perception or assumption that théast
of an entity are desirable, proper, or appropriatgthin some socially constructed system of
norms, values, beliefs, and definitions”.

The main purposes of pursuing legitimacy are tolifate the attraction of economic
resources and to gain social and political sup{@rthman, 1995; Ogden & Clarke, 2004).
Different strategies of legitimacy can be identfiedepending on the type of organization,
environment characteristics, audience, and the r@atf the conflicts. Suchman (1995)
distinguishes three broad types of legitimacy, etpragmatic legitimacy, moral legitimacy, and
cognitive legitimacy.

The table below presents an adapted simplified fofrf8uchman’s framework, based on
several criteria significant for our research.

Table no 1- Types of legitimacy (adapted from Suchman, 1995)

Legitimacy i -
o Pragmatic Moral Cognitive

Criteria
Audiences Mostly immediate audiences  All types off audiences | All types off audiences
Validation criteria Usefulness Normative evaluation Coherence

o o o More sophisticated
Sophistication of the | Less sophisticated More sophisticated ) o

] ) i ) environment, existing

social environment environment environment

models to comply with

Means of achieving

N Exchange Explicit public discussion Adaptation
recognition
. ) Static

Static Dynamic ) ]

Role of the o ) o Conformity with
o Satisfies mostly direct Responsibility .

organization . i . abstract social

expectations Factor of social evolution

predefined models

The audiences are represented by the stakeholdatsst the categories likely to be
influenced or affected by the decisions of the ngan@ent of the company. They may be:
shareholders, customers, suppliers, employeesrgoeats, and the public at large.

Pragmatic legitimacy
Pragmatic legitimacy as a strategy is principalheced toward the closest audiences and

tries to influence their level of welfare. Thisashieved through exchange, each part benefiting
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from the exchange. The validation criterion of steategy of legitimacy is the usefulness of the
activity for the respective audience.

This type of legitimacy is addressed to a less sbighted audience, and the role of the
organization is to satisfy principally the most iedimte expectations of the audience,
expectations that are generally of a pragmaticrorde
Cognitive legitimacy

This strategy is oriented toward gaining legitimabyough realizing conformity with
existed predefined social models as: laws, stasdaams. In this case the validation criterion is
the adequacy and the conformity with the social egdegitimacy supposing adaptation to these
standards that are exterior to the organization.

Moral legitimacy

This type of legitimacy is in our opinion the madévated because it supposes that the
organization surpasses the level of pragmaticifegity and that of cognitive legitimacy. The
next level is that of morality, that is the actiarfsan organization go beyond the level imposed
through law or other exterior regulations, theyresent “the right thing to do”. The general
perception of the audience will be, in this caséegitimacy, that the activity of the organization
“effectively promotes societal welfare, as defingdthe audience’s socially constructed value
system”. Suchman (1995)

This type of legitimacy is constructed as an ongalialogue between the organization
and its environment, a dialogue in which the conyparsensible to the needs of the society and
responds to them. This does not mean that the aoyrgleould not pursue the maximization of its
profit, but that this should go hand in hand witicial responsibility.

In Suchman’s opinion, the legitimacy is built thghuobjective means, but is assessed
subjectively by each audience, as “...legitimacy &@fenot only how people act toward
organizations, but also how they understand thehusT audiences perceive the legitimate
organization not only as more worthy, but also @asemmeaningful, more predictable and more
trustworthy.” Suchman (1995).

3. Methodology

Having set the context and the theoretical fram&wae will go on to explain the

methodology and results of our study, focusing lo@ data sources, the method of analysis,
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results and discussions. We will also highlight sooh the difficulties we encountered in trying

to operationalize Suchman’s framework.

3.1. Data sources

The main data source is constituted by Petrom’s-pagatization annual reports. We
used the managements’ reports for the years 2008 and 2006 in order to highlight the
strategies deployed to create and strengthen theamoy’s legitimacy.

The present paper draws also on parts of the wdisiction of Petrom’s official reports,
web sites, newspaper and magazine reports, joartieles, evidences from other privatizations
and other data sources that are available regatiengecent post-privatization of Petrom. These
sources were mainly used to set the context anidiexime unique combination of factors which
prompted us to choose Petrom for our study. Weechoslraw extensively on newspapers’ and
magazines’ articles because even if these soureesod always reliable and not always free of
bias, they nonetheless influence highly the putimion and represent stimuli and feed-back for
Petrom’s strategies of legitimacy.

This case study intends to open the way for thetetinanalysis of the Romanian
companies’ annual reports which represent a richuarexplored source of data for management

research.

3.2. Data analysis. The results of the quantitativanalysis.

We used the content analysis of the three posapzation annual reports of Petrom SA
in order to identify the use of pragmatic, cogratiand moral legitimacy strategies. The unit of
analysis was the clause. These were grouped iel@8ant topics. The clauses could be related to
more than one topic and thus counted more than.olloeut 1,700 units of analysis were
identified, following a cross-numbering protocahdaallocated to the corresponding topic.

According to Thietart et al. (2003), content anayglies on the postulate that repetition
of units of analysis (words, expressions, sentengasagraphs) reveals the interests and the
concerns of the authors. The text is split and mimga according to the choice of research
objectives, and following an accurate coding methtue following table illustrates the main

steps of content analysis, adapted to our research.
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Table no 2— Main steps of the content analysis in our casgyson Petrom SA (adapted from
Thietart, 2003, p. 459)

General steps Particularization Difficulties/Limits

Read the text according to theDur perspective: legitimacy strategies Concept boundary

research perspective

Establish the objectives of theOur objective: identify the use of legitimacy strategies|iCompany choice

content analysis the corporate annual report, in relation with thentext Topics
(privatization, EU accession, political and sogmkessure)
Split the text in units The unit of analysis is the clause Material of
analysis

Establish numbering and codincA clause can be numbered more then once Coding reliability

rules 18 relevant topics, chosera priori using Suchmanmn

Classify into categories legitimacy framework

Counting units and frequencies More then 1700 units of analysis, classified intdfics | Numbering and

through a cross-numbering protocol classification

Quantitative analysis Taking into account the main factors of changgubjectivity
Qualitative analysis (privatization and change in ownership and managgtre

EU accession, change of the political regime, etc.)

As we can see from the upper table, some choices made in order to minimize the
inconveniences of a content analysis. These aralynabncept boundary problems, coding
reliability, use of searching techniques, the matef analysis, the numbering rules, the unit of
analysis (Beattie & Thomson, 2007).

Therefore, we established from the beginning oyr@gch on legitimacy, as well as a
coherent classification, based on the literatuvéere on legitimacy and CSR. We used a manual
treatment for the classification of disclosureghia annual report, and a semi-manual treatment
for the numbering (the filters, the subtotals dmel grand total are automatically generated). The
cross-numbering increases the reliability of owarsleing and classification. The material used is
presented in table 3. The titles, tables, imaged, gtaphics are not taken into account, nor the
localization of the information. Clearly establisheiles are vital for a reliable research, but the

choices made limit the extent of our results.
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The starting point of our analysis was the struetirthe corporate annual reports, which

allowed us to observe the main evolutions (tabl&no

Table no 3— Evolution of the structure of the corporate aimaports (CARS) of Petrom

2004 2005 2006

Chapters in the CARs % % %
Content 19% 19% 1%
Statement of the President of the Board of Dirextor 1% 1% 1%
Statement of the Chief Executive Officer of Petrom 1% 1% 1%
Petrom — Past and Present 19%
Petrom Vision for 2008 1%
Board of Directorg*) 2% 2% 1%
Managing Committe€*) 2% 3% 2%
Our Strategy in Action / Petrom in 2005 and the Wayward 5% 3% 5%
Organizational Structure 1% 1% 1%
Domestic and Foreign Participations 1% 2% 2%
Directors’ Report 1% 3% 2%
Investor relations 2% 6% 5%
Human Resources 19% 3% 4%
Environment, Health and Safety 2% 2% 694
Petrom and the Community 2% 3%
Risk Management 1% 2%
Research & Development 1%
IT Activity 1% 1% 2%
Macroeconomic Environment 3% 3%
Exploration and Production 7% 7% 8%
Refining and Marketing 7% 8% 8%
Gas 194 2%
Chemicals 3%
Doljchim 1%
Financial Analysig*) 5% 3% 4%
Subsequent Even(s) 1% 1% 1%
Outlook 2006/2007 2% 2%
Glossary 1% 2% 2%
Independent Auditors’ Report and Financial Stateméar the years ended
December 31st, 2004 and December 31st, 2§)03 509 43% 34%
TOTAL 1009 100% 100%

We highlighted in gray the chapters appearing limfalhe three annual reports. The stars
stand for the chapters that were considered iraglefor the content analysis and thus omitted.

An immediate observation was that the relative sgaiotted to the narrative parts of the
CAR increased, with special emphasis being givefiElovironment, Health and Safety” and

“Human Resources”.

20



Results
Table no. 4 — The results of the content analysig the annual reports of Petrom

halshs-00350496, version 1 - 12 Jan 2009

Legitimacy Cognitive Moral Pragmatic

Topics Cognitive Total Moral Total Pragmatic Total

yeal 2004 2005 2006 2004 2005 2006 2004 2005 P006
-environmental issues 6 1 7 1 3 4 11 10 27
-compliance with group standards 25 5 30
-compliance with national/international
standards 8 3§ 27 73
-development of the business 1 1 2 2 20 10 64
-disjunction with the past 1 11
-employees' health &safety 1 1 2 4 1 1 2 4 15 26 49
-improved corporate transparency 2 17 16 5
-innovation 8 22 P6
-prices 10 12 4 26 12
-quality improvement 4 1 5 1 1 6 17
-response to attacks 6
-self-confidence 6 2 8 B1 18 48
-community involvement 1 1 1 39 65 105 3 5
-statement of mission 2 1 3 1 3 2 6 14 23 43
-training & career 5 16 49 70
-weak points 21 21 N A 14 17 35
-restructuring, reorganization
&modernization 2 4 2B 142 145 315
-economic & financial performance 99 143 22 4683
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3.3. Discussion. Arguments for the choice of topics

We will explain at this point the choice of topias our analysis and discuss the
advantages and limitations. We will provide exaragltem the text, for each category, and make
steps towards a more qualitative approach, byinglathe statements to a general type of
legitimacy strategy for the company. The 18 topvese partly derived from the literature review,
partly derived from the particular context (accaglto section 1).

The inclusion of an assertion in one particulaetgb legitimacy strategy was made using
the Suchman framework presented in section 2.2arfiqular attention was given to defining the
topics, so as to increase the reliability of thateat analysis. The process implied developing
additional classification rules, when specific diues were raised, with a constant care for
coherence in classification. A final general cosssnbetween the two coders was achieved, but

subjectivity remains the main limitation of thigp/of methods.

3.3.1. Environmental issues
The care for the environment and the preventionewfironmental accidents is an
important component of the corporate social resipditg, and as such, a powerful instrument of
legitimacy towards the stakeholders.
“...the company tried to meet its own environmentechyes, by implementing several
measures in line with the EU requirements. Thesasores related to the production
technologies as well as product distribution.” (2804), strategy of a cognitive type.
“The economic growth of the company implies alsograat responsibility for the
employees’ health and safety and for the environth¢AR 2005), strategy of a moral
type.
“Petrom fully expects that in the coming years @éneount of environmental expenditure
will steadily increase in line with implementatiah the overall investment program of
EUR 3 bn by 2010...1t is expected that this wilhpesignificant environmental benefits,
especially from 2007 onwards.” (AR 2005), stratefjg pragmatic type.
“Being a responsible industrial company, Petrormoisimitted to supporting efficient and
well-managed utilization of energy sources and petgl taking into account the needs of
today’'s consumers and the interest of future gelosisa with respect to environmental

protection.” (AR 2006), strategy of a moral type.
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3.3.2. Compliance with group standards and compliace with national/international
standards

Compliance with predefined, accepted standardshehehis be with OMV’s standards
or with the national or international regulatiorsa powerful tool of legitimacy of a cognitive
type. Compliance with group standards can be dyreelated to privatization and its benefits, as
pressures coming from different categories of dtakkers increased the need to legitimize the
new status (see the context analysis in section 1).

“During 2005, it was agreed that Petrom would Hbyfaligned with OMV Group targets

and strategy for 2010.” (AR 2005), strategy of grative type.

“...implementing security standards at OMV level isgoeat importance.” (AR 2006),

strategy of a cognitive type.

3.3.3. Development of the business
In this topic we included the assertions regardhmg expansion of the business, on the
internal market as on the external market. Thisasgnts a way to obtain legitimacy based on the
role of great corporations in the economic develepinof the region, and it can be related to
general welfare.
"The privatization itself, through a significant pital increase and new forms of
management, created the grounds of the most imgogtawth of the company.” (AR
2004), strategy of a pragmatic type.
"The sustainable and profitable growth of our comps of benefit to our shareholders,
clients, employees and the Romanian economy inrgkard is therefore at the focus of

all our activities.” (AR 2005), strategy of a motgpe.

3.3.4. Disjunction with the past

One of the strategies used by the management obri*ah order to legitimate the
company is through underlining the qualitative elifnce between ante and post privatization, the
moment of the privatization being seen as the momwikea new beginning.

" The year 2005 marks a turning point in Petromistdry. It is the first full year of

Petrom since the company has been privatized and/ nmitiatives have been started

which are aimed to improve the company.” (AR 20@&gtegy of a pragmatic type.
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“Starting with December 2004, Petrom is part of OMBVoup, the leading oil and gas
group in Central and Eastern Europe.” (AR 200%atsegy of a pragmatic type.

3.3.5. Economic & financial performance
An important means of obtaining legitimacy, prepenashtly used in the annual reports is
to make use of numbers in order to show the ewiuif the company’s financial and economic
indicators. This is a pragmatic legitimacy strateghich focuses on usefulness of the activities
for immediate audiences, such as shareholdersistdnoers.
"Petrom’s refineries will further increase effic@nand production to meet the rising
market demand for petroleum products and the meésewill be in a position to fully
process Petrom’s domestic oil production.” (AR 20@&4rategy of a pragmatic type
“Two thirds of the amount invested in 2005 wereedied towards Arpechim (RON 300
mn), while the rest was used for investment prgj@ctPetrobrazi (RON 150 mn).” (AR

2005), strategy of a pragmatic type

3.3.6. Employees' health & safety
We included under this label the declarations efrtfanagement concerning the measures
taken to increase the security and the healthsoémployees. The vast majority of assertions
regarding health and safety is of a pragmatic tggehoth parts (the company and its employees)
benefit from increasing their level of health argwity of the working environment, especially
in hazardous industries, such as the oil industry.
“A series of actions were taken in order to imprpeesonnel working conditions in order
to maintain production without incidents. These ared all elements of the work place
system: operator / equipment / work task / workimment.” (AR 2004), strategy of a
pragmatic type.
“Petrom attaches utmost importance to providinghfggality medical care to its
employees. Thus, we aim at promoting the healthowf staff, maintaining their

capabilities and improving their general well beind\R 2006), strategy of a pragmatic
type.
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3.3.7. Improved corporate transparency
An improved corporate communication with all theke&holders is an important means of
building legitimacy. The statements were mainlatedl to corporate governance issues and the
targets were the shareholders and the analystsrdnah few cases the trade unions.
“Starting with 2005 the Investor Relations functivas established, enlarging the
scope of work of the existing office dealing wittetlarge individual investors
base.”, (AR 2006), strategy of a pragmatic type.
“Reorganization process — an open dialogue withTitsele Unions as well as with the
employees, in view of finding the best solutiondime with the Labor Law both for the
employees (case by case approach) and for theefutall being of the company. All
objectives set for 2006 were met.” (AR 2006), giggtof a pragmatic type.

3.3.8. Innovation
All that was new in terms of products, processes arganization was included here.
Important for value creation, assertions on inniovator Petrom overpass a limited shareholders
view and take the steps to a larger, stakeholdemagh, in a CSR perspective.
“We successfully launched two new petroleum progludiop Premium 99+ and Top
Nordic Diesel while our customers can enjoy therdteV standards.” (AR 2005),
strategy of a pragmatic type.
“A new IT communication system implementation wasnpleted, connecting now all

major E&P locations in Romania.” (AR 2006), strated a pragmatic type.

3.3.9. Prices

In this topic we included the declarations of thenagement, justifying the increase in the
price and the assessment of its effects on the aoypresults. In section 1.4. we presented that
this is a highly sensitive issue, as prices libeeal following the privatization. Important
pressure was placed upon the management of theacynip also consider Romania’s economic
and social situation in establishing the prices.

The strategies used are partly of cognitive legity) partly pragmatic. That is the
company tries to justify the increase in the prioaswo basis — aligning prices to international

quotations and increasing the profitability.
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"In 2006, the international Platts quotations haegistered big fluctuations. Acting
according to its 2005 pricing policy, Petrom hagisigd its prices for terminal deliveries
and retail pump sales to the price fluctuationsiraérnational level. The highest
quotations in 2006 were registered in July, dugdo-political reasons (Iran and Middle
East) and speculations on international commoditykets (there were fluctuations of
USD 200 per ton in gasoline and USD 100 per todi@sel).” (AR 2006), strategy of a
pragmatic type.

3.3.10. Quality improvement

We included here the assertions which focus omptbducts’ quality and conformity with
the standards. Statements on quality improvememdsvs an increased preoccupation with
customer satisfaction, and are often related tovaton and modernization, as part of the new
strategy. This throws a favorable light on the atization process.

“As part of its newly defined strategy, the compainys to provide its customers with the

best products and services available on the mariéR 2005), strategy of a pragmatic

type.

“The quality of the remaining chemical products wagroved to international standards

allowing access to more international custome®R R006), strategy of a cognitive type.

3.3.11. Response to attacks
This topic appears for the first time in the ARtloé year 2006, a year when the intensity
of the attacks increased exponentially. The managérmf Petrom uses the annual reports to
respond to these attacks. The use of this less conumannel gives us a picture of the intensity
of the pressure coming from the media and theipalipower.
“During the year 2006 Petrom and OMV were exposgddasons beyond our control to
a highly critical press and political environment Romania. Let me assure you once
more on this occasion as | have done already detnei@s during the course of the last
few months that Petrom’s privatization was not oalgompetitive process but also one
handled in a very professional and transparent eratreing closely followed by various
international institutions such as the Europeanobmand the International Monetary

Fund.” (AR 2006), strategy of a pragmatic type.
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Petrom’s Privatization Contract has been in thentieee published on the website of the
Ministry of Economy and Commerce and the substhrg@onomic terms of the
transaction have been published already in 2008 kaiv nr. 555.” (AR 2006), strategy

of a pragmatic type.

3.3.12. Restructuring, reorganization & modernizaton

This topic includes past accomplishments and futhenges concerning the processes of
restructuring, reorganization and modernization himit the company. Restructuring,
reorganization and modernization is a key proceggdred by privatization and marks a
fundamental change for the company. However, theagement only presents the favorable
aspects of the process, in a pragmatic legitimagic! For instance, since December 31st 2004
when Petrom had around 50.000 employees, the nuofbemployees decreased to almost
33.000 employees due to the restructuring, ancoimse@quence we would have expected more
disclosure on this topic.

“2006 was a remarkable year for Petrom. The preje&t implemented focused mostly on

modernization, efficiency and profitability incr&aand on international expansion. ... The

Service Center Petrom Solutions and the introdoctibthe most important enterprise

resource planning system, SAP, are just two ofpitugects that will lead to efficiency

increase and cost reduction. The year 2006 wanamark with regards to company

reorganization, which is on track.” (AR 2006), sdgy of a pragmatic type.

“In 2007, the management will further continue ticds on efficiency improvement

throughout the company by further implementing rii@ernization program that Petrom

has embarked on during 2005.” (AR 2006), stratdgy gragmatic type.

3.3.13. Self-confidence
This topic includes the assertions expressing tyreébe strengths of the company, its
potential and the confidence of the managemeritarpbtential of the company.
"Me and my colleagues in OMV have the strong cotimicthat we possess the necessary
strategic resources to secure our position asocagtiorce in the oil and gas industry:

modern structure of an integrated company, intevnat know-how combined with the
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experience of a company with a history that stawtgether with the history of oil in
Romania.” (AR 2004), strategy of a pragmatic type.

"I am personally convinced that the track we aéfing will lead Petrom not only in
the short term but also in the long term to becamaore professional, efficient and better
company which will remain a significant contributty the Romanian economy and

society.” (AR 2006), strategy of a pragmatic type.

3.3.14. Community involvement

This topic is concerned with the responsibilitytlteé corporation towards society at large.
In Carroll's (1979) theorization of CSR, this topg to be found in type four, that is the
philanthropic responsibility of the company to adnite to various kinds of social, educational,
recreational, or cultural purposes. Social respmiityi is a major part of the legitimacy strategy
of Petrom, as the amount of disclosure increaséstantively over the three years, and is
completed by a dedicated section in the company siteb and of a department of CSR. This
corresponds to the policy and structures of the Qividup.

“We want to become not only a role model for thesibess community but also a

responsible “citizen” of the community we are ligim.” (AR 2006), strategy of a moral

type.

“As one of the largest companies in Romania weaarare of the impact of our activities

on the Romanian society and we assume this imgarbés by bringing our contribution

to increasing the people’s confidence in the Elégrtion process, by applying high

business standards, health and safety measurds,rtetnally and externally, and by

developing related projects.” (AR 2006), stratefg onoral type.

“Petrom is strongly committed to contributing toethhealth and safety of local

communities, by means of its long term partnerstith the Romanian Red Cross. “(AR

2006), strategy of a moral type.
3.3.15. Statement of mission

Stating the mission of the corporation is an imgattelement of the strategy of

legitimacy because it epitomizes the view of thenageement upon the future.
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“Our strategy aims towards turning Petrom into arenprofitable company through
modernization and implementation of informationhtealogy.” (AR 2004), strategy of a
pragmatic type.

“We committed ourselves to becoming the leadingaod gas company in South Eastern
Europe, to investing in abating the effects of treural decline and in stabilizing

production in Romania.” (AR 2006), strategy of agmatic type.

3.3.16. Training & career
In this topic were included the affirmations abadbe training and career of the
employees. Petrom addresses directly to the empioyas a special stakeholder category,
recognizing their contribution to the prosperitytioé company.
“One fundamental indicator of any company'’s perfante is the quality of its work force
and the working conditions it provides its own eoyales. Petrom is a responsible
employer committed to treating every employee webpect and dignity, providing a
safe, hospitable and quality working environmemtg @40 developing its management
team through evaluation and definition of staff @lepment measures, talent management
programs, comprehensive training programs at Eammtandards for all existing and
future managers, as well as leadership and managemmagramsWe recognize that a
motivated, well-trained and diversified workforcepresents a strong competitive
advantage and a must have in the achievement ofanget” (AR 2006), strategy of a

pragmatic type.

3.3.17. Weak points

The information classified under “weak points® gdés: environmental and work
accidents, controllable or uncontrollable risksckleof total compliance with international
accounting standards. As a general trend, the aajutisclosure on weaknesses and mistakes
decreases, and further analysis should be perionder to discern what relation exists between
declarations and actual facts.

“Among the main causes of the accidents were trappropriate performance of

operations, of actions, control and handling and taking compulsory occupational

safety actions in due time. “ (AR 2004), stratefiy pragmatic type.
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“In 2005 there were a number of reported envirortadeincidents. These were mainly
related to pipe leakages from old and corrodedlipige that affected primarily the soil
and surface water. “(AR 2005), strategy of a pragnigpe.

“In addition, Petrom, like any other company instline of business, is affected by the
changes in demand and, more recently, by climaaegds. Petrom’s risks in some cases
differ from those of other integrated oil companike to specific currency risks and to
the fact that the gas market in Romania is notfylét liberalized.” (AR 2006), strategy

of a pragmatic type.

3.4. From topics to strategies — a qualitative apmach

Suchman, 1995 categorizes the strategies of dealitly legitimacy in: gaining,
maintaining and repairing.

The strategies deployed by Petrom in ordergtin legitimacy are: conforming to
preexistent audience and environment, selectionngnemvironments and manipulation of the
environmentsThe mainstrategy adopted byetrom to gain legitimacy is showing that it abides
by thelaws, regulations, national and international mugr standards. The main actions taken to
gain legitimacy are: “compliance with group stam¥dr and “compliance with
national/international standards”. Manipulationtiké environment could also be identified, for
example if we compared the declarations concereimgronmental issues with the facts. For
nine times in 2006 the maximum fine was imposeBdtrom for violation of the laws regarding
the protection of the environment. (Curentul, OetoP0, 2006) and in May 2007 one of the two
refineries of Petrom was temporarily closed downthyy Romanian Authority of Environment
Protection because of its lack of conformity wittveonmental standards.

In what maintaining legitimacyis concerned, Petrom tries tonderline the past
accomplishments and to announce the future changes.

The strategy to emphasize past accomplishmentsrggeshe following topics: “environmental

" ” oo

issues”, “development of the business”, “economifinfancial performance

employees' health
& safety”, “improved corporate transparency”, “@&, “innovation”, “quality improvement”,
“restructuring, reorganization & modernization”ofomunity involvement”, “training & career”.
In the category of future changes, we integratedftiiowing topics: “environmental issues”,

“development of the business”, “economic & finahgeerformance”, “employees’ health &
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safety”, “improved corporate transparency”, “price&nnovation”, “quality improvement”,
“restructuring, reorganization & modernization”, ofamunity involvement”, “statement of
mission”, “training & career”.

In the case ofepairing legitimacy there are three kinds of strategies: taking nbzng
actions, restructuring and don'’t panic.
Taking normalizing actionss an important strategy to be adopted and it medanfy to
normalize the situation and to repair the lost iirétle included here the following topics: “self-
confidence”, “disjunction with the past”, “weak pts”, “responses to attacks”.
The strategy of restructurirghould be regarded as a re-conception of the basimieof parts of
it in order to repair legitimacy, so to say to memlat was broken. The following topics were
included: “environmental issues”, “development ¢fe tbusiness”, “economic & financial
performance "employees' health & safety”, “improved corporat@nsparency”, “prices”,
“innovation”, “quality improvement”, ‘restructuring reorganization & modernization”,
“community involvement”, “training & career”.
Another tactic in order to repair legitimacy isSmchman’s opiniofidon’t pani¢ or to put it in
another way, “don’t lose your head”. The followitapics were included: “disjunction with the
past”, “improved corporate transparency”, “respense attacks”, “self-confidence”, “weak

points”.

Conclusion

The present case study was chosen not for itsseptativity, but more importantly for its
exemplarity which gives us the opportunity to asaland document post-privatization disclosure
behavior of multinational corporations in Romania

Based on the analysis of three consecutive pogagmation annual reports (2004, 2005,
and 2006) we obtained the following main results:

As the social conflict regarding the privatizatioh Petrom intensified, we noticed a
greater focus on moral legitimacy strategies, dogetopics such as: community involvement,
environmental issues, employees' health and satetyigh pragmatic and cognitive strategies
remained dominant. Based on quantitative findings aould draw the conclusion that the
company increased its involvement in the communitye obvious scope is to try to build a

different, more “human” image of the company inrlstaontract with the image built by the
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media, that of a foreign company, taking advantafgés customers and that of a privatization in
the detriment of the Romanian state. The contexa isontext of change, of transition, of
European integration and privatization, with impaittpressure coming from the political power,
mass media and public.

Compliance with national/international standardsd a@MV standards in different
domains represents an important source of legitymaica cognitive type.

The interest of the present research resides ipdhsibility to study the legitimacy theory
in a challenging environment, which derives fromréque combination of factors — an unstable
environment (post-privatization in a transition eomy), and consistent reporting practices, as a
result of knowledge transfer from the mother conypan

Based on our findings we argue that the preser stagly transcends local importance,
and reveals certain future research opportuniiiés.envisage completing this research in the
future by adding another privatized company frome thil business, Rompetrol, at least as

controversial and contested as Petrom.
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