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Organization and Standardization of Sustainability Reporting

The objective of the study is to highlight the content, purposes, standards and applications
of sustainability reporting, to present a comparative analysis of the sustainability reporting
framework from the point of view of internal and external users, to analyze government
regulations and best practices of development and presentation of sustainability reporting.
Main components of sustainability, definitions of sustainability, content of sustainability
reporting, the International Reporting Framework, the reporting content under Global
Reporting Initiative (GRI), numbers of companies preparing report by GRI are illustrated. One
of the most important tasks of this article is to clarify the position of the Ukrainian business
entities with respect to sustainability reporting and outline the ways to improve it by use of
world’s best practices. A review of sustainability reporting practices at Ukrainian companies
is made. It shows that Ukrainian enterprises developing and presenting sustainability
reporting based on GRI framework can be divided into groups: large multinational companies
with divisions in Ukraine (Coca-Cola, Deloitte, EY, KPMG, British American Tobacco,
Nestle, etc.); Ukrainian nature companies (Arcelor, VEON, Energoatom (first state company
in Ukraine adopted GRI) companies of SKM group: DTEK, Ukrtelecom, UMG, etc.).
The numbers of Ukrainian companies who develop, present and disclose information
on sustainability remain to be low due to economic, geo-politic, socio-cultural factors.
Recommendations on _further development of sustainability reporting in Ukraine are given.

Keywords: sustainability, sustainability reporting, non-financial information, integrated
reporting, IR framework, Global Reporting Initiative.
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Introduction. Since the beginning of the 1990s, pressure has increased on companies to
be more transparent about the social and environmental impacts of their business activities.
This pressure has come from a variety of stakeholders: consumers concerned about the ethical
implications of their purchases, shareholders seeking to integrate social and environmental
risks into their investment decisions, communities and civil society organizations demanding
to know the value that companies contribute to society, employees who want assurance that
the company they work for is a good corporate citizen.

Sustainability reporting in the corporate setting is an important factor to improve a
company’s green initiatives and its relationship with investors and clients, in line with
stakeholders” demand for transparency and accountability. Sustainability reporting in addition
helps companies maintain and increase their value.

Literature review. Sustainability reporting becomes more popular object of different
economists, sociologists, publicists since increasing attention to the problem from the side of
society, governance and own corporate social responsibility. Main objects of their studies are
interpretation of sustainability standards, impact of the sustainability way of doing business
to our ecosystem and market.

Systematic nature of the implementation of initiatives on corporate social responsibility,
achieving goals of sustainable development by companies give the sustainability reporting
significance and acknowledgment from stakeholders.

A comparative analysis on the best practice of non-financial reporting presentation and
its development prospects are described in the work of D. G. Szab6 and K. E. Serensen [20;
21]. Sectoral context is the subject of research by A. Doni, F. Gasperini [15].

The features of formation and submission of sustainability reporting is are highlighted
in the works of severalforeign authors: A. Filipova-Slancheva [14], A. Skouloudis, K. Evan-
gelinos, F. Kourmousis, T. Vuontisjarvi, S. Idowu, B. Towler, D. Dhaliwal, O. Li, A. Tsang,
Y. Yang [12].
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Some aspects of convergent processes in financial reporting submission and its
audit are disclosed in the works of N. I. Dorosh [13], S. F. Golov, S. Y. Zubilevich [22],
V. M. Parkhomenko [18], O. A. Petryk [19]. In general, the study of sustainability reporting of
Ukrainian companies requires a systematic approach because of the necessity of implementing
the specific rules and directives.

The article’s objective is in summing up the information related with the content,
purposes, standards and applications of sustainability reporting, and to highlight the
sustainability reporting practices in Ukraine.

Results. Sustainability is complex concept, most often defined as meeting the needs of
the present without compromising the ability of future generations to meet theirs. It has three
main pillars: economic, environmental, and social. These three pillars are informally referred
to as people, planet and profits (see Figure 1).

PEOFPLE
Social variables dealing with
community, education, equity, social
resources, health, well-being and

BEARABLE

EQUITABLE

Economic variables
ealing with the bottom
line and cash flow

Environmental variables
relating to natural
resources, water & air
quality, energy

conservation
and land use

Figure 1. Main components of sustainability

Source: developed by the authors

Environmental Sustainability: ecological integrity is maintained, all of earth’s
environmental systems are kept in balance while natural resources within them are consumed
by humans at a rate where they are able to replenish themselves.

Economic Sustainability: human communities across the globe are able to maintain
their independence and have access to the resources that they require, financial and other, to
meet their needs. Economic systems are intact and activities are available to everyone, such
as secure sources of livelihood.

Social Sustainability: universal human rights and basic necessities are attainable by all
people, who have access to enough resources in order to keep their families and communities
healthy and secure. Healthy communities have just leaders who ensure personal, labor and
cultural rights are respected and all people are protected from discrimination.

If go deeper into details may be found different meaning of category sustainability
based on main stakeholders who use it. The most common of them are determined by
international unions, specific organization linked with sustainability, scientists and publicists
(see Table 1).
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Table 1
Definitions of sustainability
Source Definition
Global Reporting Ini- | How an organization contributes, or aims to contribute in the future,
tiative (GRI) to the improvement or deterioration of economic, environmental

and social conditions, developments, and trends at the local, re-
gional or global level

International Integrated

4 capitals — intellectual, social and relationship, human, and natural

Reporting Council — that (combined with financial and manufactured capital) that an
(IIRC) organization uses and depends on

Sustainability Account- | Sustainability is ESG dimensions of a company’s operation and
ing Standards Board performance

(SASB)

US Environmental Sustainability is based on a simple principle: Everything that we
Protection Agency need for our survival and well-being depends, either directly or

indirectly, on our natural environment. To pursue sustainability
is to create and maintain the conditions under which humans and
nature can exist in productive harmony to support present and
future generations

American Institute of
CPAs (AICPA)

“Triple bottom-line” considerations of 1) economic viability, 2) so-
cial responsibility, and 3) environmental responsibility

Merriam Webster

Able to be used without being completely used up or destroyed

Harvard Business
Review

An activity is sustainable when all costs are internalized, because
if the costs are too high, the activities stop

United Nations

Development that meets the needs of the present without compro-
mising the ability of future generations to meet their own needs

World Commission on
Environment and De-
velopment (WCED)

Development that meets the needs of the present without compro-
mising the ability of future generations to meet their own needs

Source: developed by the authors on the basis of [5; 7]

From the above determination sustainability is development and institutional operating
practices which cause and link economic, environmental, and social dimensions with the
purpose to meet the needs of present users without compromising the ability of future
generations to meet their own needs, particularly with regard to use and waste of natural
resources.

A sustainability report is a report published by a company or organization about the
economic, environmental and social impacts caused by its everyday activities. A sustainability
report also presents the organization’s values and governance model, and demonstrates the
link between its strategy and its commitment to a sustainable global economy.

Sustainability reporting enables organizations to consider their impacts of wide range of
sustainability issues, enabling them to be more transparent about the risks and opportunities
they face.

Sustainability reporting may be called non-financial reporting, triple bottom line
reporting, corporate social responsibility (CSR) reporting [2].

Sustainability reporting is one of the integral components of integrated reporting.
Integrated reporting aims to incorporate everything from strategy through risk management;
from financial reporting to the inclusion of other capitals (societal and environmental impacts),
and to meet the needs of a broad a group of stakeholders. It intends to interlink these elements
in a way that makes their interdependencies clear. In doing so, it may represent the most
significant change to the reporting rulebook in years.

A variety of concerns, including pollution, climate change, human rights issues and
economic crises, have prompted the development of ongoing public discourse about the role

HAYKOBUWI BICHUK HALIOHANBHOI AKAOEMI
CTATUCTUKW, OBJIKY TA AYOUTY, 2019, Ne 1-2

43



TEOPIS TA IPAKTHKA AYJUTY

of business in society and the need for greater transparency, sustainability and responsibility
in business. Elements described below is shown in different parts of reporting content is
the subject matter about which requirement developers demand or request sustainability
information through reporting requirements. Reporting content of sustainability reporting

falls into the following categories in Figure 2.

Business context

Organization’s business model or profile,
strategy and management approach

Dependencies

Risks

Economic, environment,
geopolitical, technological

social,

Provided by natural and social capital,
incl. consumption and use of resources
(energy, fossil fuels, water, forestry
products, community relationships, etc).

Impacts and outcomes

Opportunities

Changing consumption patterns, new
expectations of enterprises, development
of new products and services with
reduced environmental impacts

Nature and scale of the issues, what
problems need to be addressed solved,
impacts (social, economic, ecological, and
institutional)

Performance

Management and

governance

Associated with sustainability risks and
opportunities

Impact of realized risks and opportunities
on operational activities

Policy, strategy

Policy, strategy and targets associated

Future outlook

with sustainability

Figure 2. Reporting content of sustainability reporting
Source: developed by the authors

One of the most common reasons to implement sustainability reporting by companies
is creation addition value. Key elements of value creation by sustainability:

Reducing costs: water usage, energy usage.

Optimizing efficiency. Through “zero waste” initiative, big corporations receive
earnings against business and environmental risks, eliminating divisions with
significant waste products (e. g., carpets and nylons) [8].

New products / technologies. Companies focus on sustainability innovation led to
new products and breakthroughs such as solar roof shingles and hybrid batteries,
which helped shift core business to advanced materials and high-tech energy.
New business models and differentiated value proposition.

Competitive advantage. Companies that understand the implications of sustainability
to their business models can use this information to both enhance and develop new
products and services: first mover advantage and reputational position in new and/
or growing markets.

Access to capital and markets. There is growing evidence of investors assessing
organizations’ sustainability performance in the context of good corporate
governance and risk management. The transparency of how (well) an organization
is addressing sustainability builds trust with investors. Sustainability performance
has been shown to improve brand and reputation, and therefore the ability to attract
investment and enter new markets.

Managing risks. Organizations face a variety of sustainability risks along their
operation activity — for example some have regulatory implications leading to
monetary fines, others have reputational impacts leading to loss of customers or

44
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even loss of investors. Integration of sustainability risks into the overall governance
architecture of an organization suggests that such organizations outperform those
that do not.

Reporting requirements are the provisions, including legislation, standards, protocols,
frameworks, codes, principles and guidance that set out what subject matter an organization
should report and how it should determine, prepare and present information in sustainability
reports and through other reporting channels.

Regulation and legislation are “mandatory” or “statutory” provisions for reporting on
sustainability generally or on particular aspects of sustainability. Provisions may apply at
state, federal, regional or national level and may be found in securities, financial, governance,
environmental and other bodies of law.

Sustainability standards systems are market-based tools, designed to address the most
pressing social and environmental challenges of our time. These standards have a proven
track record of delivering impacts at a global scale on the sustainability issues that matter
most (GRI Standards, Sustainability Accounting Standards Board guidelines, ISO Standards,
ASTM Standards, etc.)

Protocols, frameworks, codes, principles and guidance which are developed through due
process and stakeholder engagement, referenced in legislation as representing the approach
that should be taken to comply with legal requirements, have become so widely adopted as
to constitute de-facto standards.

Rating and indices which is applicable to certain corporate information on sustainability
(Bloomberg ESG Data Service, Corporate Knights Global 100, Dow Jones Sustainability
Index (DJSI), Institutional Shareholder Services (ISS), MSCI ESG Research, RepRisk,
Sustainalytics Company ESG Reports, Thomson Reuters ESG Research Data).

General concept and purpose of sustainability reporting is the same in all countries: is
to communicate the reporting organization’s performance (the end result of management’s
processes and actions in relation to corporate goals) over the reporting period, whether for
compliance or stakeholder information purposes.

However requirements, methodology of preparation and presentation of integrated and
sustainability reports are developed by different organizations and regulated by different
standards (like IFRS is mostly common in EU, GAAP in USA for financial reporting).

Major providers of sustainability reporting guidance include:

e Global Reporting Initiative (GRI)

The International Integrated Reporting Council (IIRC)

The Organization for Economic Co-operation and Development (OECD)

The United Nations Global Compact (the Communication on Progress)

The International Organization for Standardization (ISO 26000, International
Standard for social responsibility)

e Sustainability Accounting Standards Board (SASB)

Table 2
Summary of the offerings, purpose and reporting channels relating to
four specialist sustainability reporting requirement developers

Where information is

Organization Offering Purpose to be reported?

1 2 3 4
The The International The primary purpose of | An integrated report
International | Integrated Reporting the <IR> Framework is may be prepared
Integrated <IR> Framework. to enable organizations in response to
Reporting to produce ‘integrated existing compliance
Council reports’ and explain to requirements, and may
(IIRC) providers of financial be either a standalone

capital how an
organization creates value
over time; it may also
benefit other stakeholders.

report or included
as a distinguishable,
prominent and
accessible part of
another report or
communication.
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Table 2
1 2 3 4
Sustainability | Sector-specific To assist companies in The US Securities and
Accounting | Sustainability disclosing financially Exchange Commission
Standards Accounting Standards. | material, decision- (SEC) has mandatory
Board useful sustainability filing requirements,
(SASB) informa-tion to investors. | such as forms 10-K

and 20-F. The SASB
Standards are designed
to support compliance
with these requirements.

Global Sustainability The report should cover | Any type of document
Reporting Reporting Framework | aspects that reflect the that requires such
Initiative (including Guidelines | organization’s significant | disclosure.

(GR) and sector guidance). | economic, environmental,

and social impacts; or 2.
substantively influence
the assessments and
decisions of stakeholders

CDP Reporting programs on | The guidance helps CDP’s online reporting
climate change, forests | organizations to system.
and water, including measure and manage
general and sector- environmental risk and
specific guidance. provides decision makers

with information about
obtaining evidence and
insight to drive change.

The OECD Guidelines The guidelines include National Contact Point
Organization | for Multinational principles and standards | (NCP)
for Enterprises for responsible business
Economic conduct for multinational
Co-operation corporations operating
and in or from countries
Development adhering to the
Declaration

Source: developed by the authors

Integrated Reporting Framework applies principles and concepts that are focused on
bringing greater cohesion and efficiency to the reporting process, and adopting “integrated
thinking” as a way of breaking down internal silos and reducing duplication. It improves the
quality of information available to providers of financial capital to enable a more efficient
and productive allocation of capital. Its focus on value creation, and the “capitals’ used by
the business to create value over time, contributes towards a more financially stable global
economy.

The Framework was released following extensive consultation and testing by businesses
and investors in all regions of the world, including the 140 businesses and investors from
26 countries that participated in the IIRC Pilot Program. The purpose of the Framework is
to establish Guiding Principles and Content Elements that govern the overall content of an
integrated report, and to explain the fundamental concepts that underpin them.

As firms worldwide have embraced sustainability reporting, another most widely
adopted framework has been the GRI Sustainability Reporting Framework (GRI Framework
or framework).

The GRI framework is a collection of reporting guidance documents — all of which
were developed through global, multi-stakeholder consultative processes — designed to
assist companies in preparing sustainability reports and ESG disclosures. These guidance
documents are periodically revised to ensure that they continue to meet the needs of 21st
century business and society.
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activities
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Figure 3: The International <IR> Framework
Source: developed by the authors on the basis of [3; 10]

The GRI Standards represent global best practice for reporting publicly on a range of
economic, environmental and social impacts. Sustainability reporting based on the Standards
provides information about an organization’s positive or negative contributions to sustainable
development.

The modular, interrelated GRI Standards are designed primarily to be used as a set, to
prepare a sustainability report focused on material topics. The three universal Standards are
used by every organization that prepares a sustainability report. An organization also chooses
from the topic-specific Standards to report on its material topics — economic, environmental
or social.

Universal Standards Topic-specific Standards

Foundation General Management
Disclosure Approach Economic Social
GRI 400 GRI 400 GRI 400 GRI 400 GRI 400
Starting To report To report the Select from these
point for contextual management to report specific
using GRI information  approach for disclosures for
Standards about an each material each material topic

organization  topic

Figure 4. GRI reporting content
Source: developed by the authors
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Preparing a report in accordance with the GRI Standards provides an inclusive picture
of an organization’s material topics, their related impacts, and how they are managed. An
organization can also use all or part of selected GRI Standards to report specific information.

The key benefit of using the GRI framework, in addition to standardization of reports,
is guidance on material issues. The GRI emphasizes that a company consider those
environmental and social aspects that are most significant to its key stakeholders and have
the most significant impacts on its business — or result from it.

451000

314 460
4,}4 4431
3505
2091
2273
1753
841

396 —9'

"
1 14 122 150 166 287

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Figure 5. Number of companies preparing report by GRI
Source: developed by the authors on the basis of Baker Tilly report

In Ukraine sustainability concept has not developed a lot, especially at the corporate
level.

Based adoption the 17 Sustainable Development Goals (SDGs) during the Sustainable
Development Summit in New York on 25 September 2015 by United Nations (UN) the
Government of Ukraine must incorporate the SDGs into Government Strategic Policy Papers
(GSPPs) to the greatest extent possible and ensure their implementation. All sectors, i. e.
public, private and civil, must be involved in the process, since the SDGs are comprehensive,
covering environmental, economic and social areas, and in accordance with the principle of
“leaving no one behind”. The next important phases of the process are to identify gaps in
Ukrainian policy documents with regard to SDGs, highlight risks and detect systemic obstacles
to meeting Ukraine’s goals.

According to the requirement were developed draft of Sustainable Development Strategy
for Ukraine by 2030 and the National Action Plan on the Strategy Implementation by 2020
are the results of the analytical work carried out by Ukrainian experts with support from the
United Nations Development Program in Ukraine and the Global Environment Facility within
the implementation of “Integrating RIO Conventions Provisions into Ukraine’s National
Policy Framework” project.

The proposed draft Strategy is regarded as a framework document that will determine
the strategic direction of Ukraine’s long-term development. The principal aspect of the
document development was the consideration of the Sustainable Development Goals,
adapted for Ukraine by 2030, along with the key provisions of the updated EU Sustainable
Development Strategy. The Strategy of Sustainable Development of Ukraine by 2030 and
the National Action Plan by 2020, on condition that they are approved at state level, could
become an effective tool for future implementation of the principles of balanced regional
development.

Ukraine enterprises develop and present sustainability reporting based on GRI framework.
They can be provisionally divided into groups:

—  Large multinational companies with divisions in Ukraine (Coca-Cola, Deloitte, EY,

KPMG, British American Tobacco, Nestle, etc.)
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—  Ukrainian nature companies (Arcelor, VEON, Energoatom (first state company in
Ukraine adopted GRI) companies of SKM group: DTEK, Ukrtelecom, UMG, etc.)

14

9
8 8
6 6
3 3
I .

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Figure 6. Number of Ukrainian companies preparing report by GRI
Source: developed by the authors on the basis of Baker Tilly report

Number of companies who develop, present and disclose information on sustainability is
low due to economical, geopolitical, socio-cultural factors and impact of past of the country:

— lack of understanding the importance of sustainable development on top level of
Ukrainian companies;

—  hard to define monetary value for company of keeping sustainability principles;

— impact of socio-cultural environment and mentality of Ukrainians, who have no
clear understanding of business responsibility to society and the need to implement
sustainable development initiatives.

— low level of government control and adopted model of sustainability reporting at
the national level;

— lack of accounting and methodological provision of reporting indicators, accessible
and understandable sustainability reporting guidance;

— commercial focus of different stakeholders, lack of interest to sustainability position
of market subjects.

Main recommendations for further development of sustainability reporting in Ukraine:

— develop sustainability programs, policies at the national level,

— adopt sustainability reports framework at national level to provide presentation of
information with quality and quantitative features;

— educate top management and every employees in value, main principles, guidelines,
reporting tools and techniques;

— 1involve corporations to collaboration on corporate social responsibility.

Sustainability report usually includes several blocks of information about company:
financial performance for the last years, mission, values, description of social initiatives,
employees, clients’ relations, relations with governance and society. The most important part
for different stakeholders (current/potential investors, customers, employees, governmental
and international organizations, financial institutions, etc.) is about GRI indicators. Report
by GRI indicators includes such parts: economic efficiency, corruption, materials, water,
pollutions, energy, employment, etc.

Conclusions. Sustainability reporting builds on existing business management tools
and concepts and applies them in a broader context in response to a complex and highly
interactive social, environmental, and economic environment. It builds on conventional
business management techniques and applies them with a focus on triple bottom line and life
cycle management. It requires a sophisticated approach of integrating nonfinancial, sustainable
performance measures into the traditional reporting of an organization.

The challenge of sustainability for business organizations is to understand and extract
value from sustainability reporting which provides benefits and transform business operations.
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Sustainability reporting without strategic purpose provide a little of benefits for the companies,
society, usually may result in information that is nice to know, but which costly to obtain.

Sustainability is the basic principle of operations in EU, USA companies. There are
different frameworks and concepts to sustainability reporting, which are similar and have
the same goals.

However, in Ukraine social responsibility reporting doesn’t adopted by most companies.
Only 13 companies in 2018 provide reports based on GRI framework. Great experience from
other countries allows Ukrainian companies to implement sustainability concept and reports
in further faster and in the most effective way.

Developing an understanding of sustainability reporting and implementing it by
companies are competitive advantage in a long-term prospective. Companies who build
operations in sustainable way increase their value, reduce costs, prevent and mitigate risks,
increase reputation and build stable brand. Ukrainian companies have a great opportunity
to build sustainability reporting based on world’s best practices which are already bringing
positive results.
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