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NON-FINANCIAL REPORTING
AS A GUARANTEE
OF CORPORATE SOCIAL
RESPONSIBILITY

The relevance of non-financial reporting has
been increasing in recent years as companies
are increasingly aware of the importance of their
responsibility to society, nature, and the eco-
nomy in general. A non-financial report is an
essential tool for dialogue between stakeholders.
Companies that are actively engaged in solving
social and environmental issues may attract new
customers, investors and contribute to sustai-
nable development. Non-financial reporting is
one of the main tools that ensure CSR of a busi-
ness. The need to compile various NFR forms
requires time and money. The purpose of the
article is to analyze non-financial reporting as a
basis for CSR ensuring. General scientific and
special methods such as grouping, formaliza-
tion, induction, analysis, synthesis, and generali-
zation are applied in the paper. The author explains
the meaning of corporate social responsibility
(CSR) for business, and defines the essence of
non-financial reporting as a basis for reporting
on CSR on the example of Ukrainian companies.
The paper analyzes requirements, structure, regu-
lations, and standards of the management report.
The main advantages and disadvantages are high-
lighted. The author proposes measures to improve
reliability and role of non-financial reporting as
a basis for ensuring CSR. Non-financial repor-
ting is an essential element of corporate respon-
sibility that allows companies to ensure sustai-
nable development of society and environment,
which may positively affect their reputation and
become the basis for new business opportunities.
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HE®IHAHCOBA 3BITHICTBH
SIK TAPAHTIS
KOPIIOPATMBHOI COIIAJIBHOI
BIONOBIOAJILHOCTI

Axmyanvricms HehiHAHC06020 36IMYBAHHS 6
OCMAHHE POKU HEBNUHHO 3DOCMAE 3 YCBIOOMICHHSIM
8I0N0GIOAILHOCMI KOMNAHIT neped CYCRIbCMBOM,
npupo0oi ma exonomikor. Heginancosuii 36im
€ MAKOIIC BANCTIUBUM THCIPYMEHMOM OIAN02Y MINC
sayixkaenenumu cmoponamu. Komnanii, akmueni
V BUDIUEHHT COYIATbHUX MA eKONOIYHUX npoonem,
MOJCYMb 3aLY4amuy HOBUX KIIEHMIB, ITHBECOPIE
ma cnpusimu cmabineHomy poseumky. Came Hegi-
Harcosa 38imuicms (H3) € 00HUM 3 207106HUX THCIPY-
MeHmig, Wo 3a6e3neuyioms 2apaHmiro Kopnopa-
muenoi coyianvnoi eionogioarvnocmi (KCB).
Heobxionicme cknadarnis pisHoManimuux popm
H3 sumacac 3naunux eumpam uacy i xowmis.
Memorw cmammi € auaniz Heghinancoeoi 36im-
Hocmi K ocHosu 0 3abesnevenns 2aparnmii KCB.
YV mpoueci oocnioocenns zacmocosano 3acanpho-
HAYKOGI Ma CReyiaibHi Memoou HayKOB020 NIZHAHHSL:
epynyeants, hopmanizayii, iHOyKyii, ananisy, cum-
me3y ma y3azanvHenus. Poskpumo snauenns xop-
NopamueHoi coyiaibHoi 8iI0N0GIOANLHOCI, BU3HA-
Yeno cymv He@IiHaAHCOB80I 36IMHOCMI K OCHOBU
seimyeantst npo KCB na npuxnadi 0oceioy ykpain-
cokux komnawii. Ilpoananizosano eumoau, cmpyx-
mypy, peznamenmu ma CmaHoapmu 36imy npo
ynpasninHs. Budineno ocrnoeni nepesazu, Hedoniku
ma 3anponoHO8AHO 3aX00U U000 NOKPAUJAHHS
HaOlUHOCMI ma poai HepiHaAHCOB0I 36imHOCTI
AK ocHosu 0na 3abesneuenns capanmii KCB.
Bemanoesneno, wo neginancosa 36immicmo € 6asic-
JIUBUM eTIeMEHMOM KOPHOPAMUBHOL 8i0N06I0Ab-
HOCMI, KU 0a€ 3M02Y KOMRAHIAM 3a0e3nequmu
Cmanuii po3sUmox CyCcniibcmeda ma O08KLIA, Uo
8 8010 Yep2y Modce NO3UMUBHO GNIUHYMU HA iX
penymayito ma cmamu 0CHOB0I0 0Jis HOBUX Oi3Hec-
MOdHCIUBOCELL.

Kniouwoei cnoea: HebinaHCOBa 3BITHICTD,
KOPIIOpAaTHUBHA COLalbHA BiIMMOBINAIBHICTE, 3BIT
PO YNpPAaBIiHHS.
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Introduction

Corporate social responsibility (CSR) is becoming important in
modern business. This is due to the fact that business success should be
measured not only by financial indicators, but also by the company’s impact
on the economic, social and environmental spheres. Corporations that care
about CSR, understand that they are responsible for employyees, customers,
partners, the public, and environment. They work for balanced development,
promote social stability, solve environmental problems, and ensure
employees’ rights.

According to a global study by Havas Group (conducted in 2021) [1],
73 % of consumers believe that brands should be responsible for society
development and protection of the planet. 64 % of customers prefer a com-
pany that is known for responsible business. According to Harvard Business
School [2], 77 % of consumers worldwide are ready to buy from companies
that are trying to "make the world a better place." According to Center for
CSR Development (an expert organization CSR Ukraine, which unites more
than 40 largae companies and promotes the principles of sustainable business
and social responsibility in Ukraine), 52 % of companies in Ukraine have
approved CSR strategies, 67 % of a company’s reputation is its CSR, and 83 %
of companies have already implemented CSR as of early 2023 [3].

The war has a significant impact on the environment and the lives and
health of Ukrainian citizens, therefore CSR is becoming increasingly impor-
tant, as companies may play an important role in improving social and
economic situation in the country.

Non-financial reporting is one of the main tools for CSR information
disclosure, which allows a company to be more transparent and open about
its performance. This term is often used in foreign and domestic practice to
refer to various aspects of CSR reporting. The advantage of the term "non-finan-
cial report" for reports on social (corporate) responsibility of business is that
it 1s laconic, it reflects information contacts of such reports with financial
ones, takes into account their place in the enterprise reporting system [4, p. 104].

The interest of scientific community in CSR and non-financial
reporting is growing every year. Thus, according to Google Scholar search
engine, the number of publications over the past three years (2020-2022) for
the key terms "corporate social responsibility" and "non-financial reporting"
amounted to 17.180 and 17.280 publications (in 2017-2019 this figure was
14.540 and 16.780) [5].

The essence and CSR features have been studied by such domestic
and foreign scientists as S. Korol [4], V. Ivanienko, A. Shypova [6],
T. Medynska [7], M. Rychlivskyi [8], etc. L. Zvarych, G. Misko have analysed
the main areas of corporate social responsibility on the basis of sustainable
development [9]. J. Carungu, R. Di Pietra, M. Molinari [10], T. Turzo,
G. Marzi, C. Favino, S. Terzani [11], Z. Mokrynska [12] have investigated
various aspects of non-financial reporting of companies. S. Korol [13],
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V. Khodzytska [14] have analysed the peculiarities of preparing non-finan-
cial reporting in Ukraine and its main advantages and disadvantages.

At the same time, the analysis of national and international scientific
literature has revealed a number of problems with the preparation of high-
quality non-financial reporting. The aspect of implementing non-financial
reporting as a guarantee of business social responsibility has not been suffi-
ciently studied.

Companies that don’t comply with CSR and environmental standards
may face such risks as sanctions, deterioration of reputation, decrease in staff
motivation and competitiveness. On the other hand, companies that actively
address social and environmental issues can attract new customers, investors,
and qualified employees and contribute to sustainable development. The
need to prepare various forms of the NFR requires time and money, diverting
them from other urgent tasks.

The research hypothesis is that non-financial reporting is one of the
main tools that provide CSR guarantee.

The aim of the paper is to define the function of non-financial
reporting in ensuring CSR.

Methods of theoretical generalization and information grouping (for
the essence of "CSR" concept), induction, analysis and synthesis, logical
generalization of results (formulation of conclusions and proposals), tabular
and graphic methods (for schematic display of information) were applied.

All articles of Ukrainian and foreign scientists on CSR issues and non-
financial reporting, materials of analytical and research structures (State Sta-
tistics Service of Ukraine, "Center for CSR Development" (CSR Ukraine),
global network Havas Group, international business school Harvard Business
School), as well as company reporting are theoretical and methodological
basis of the paper.

1. CSR essence

There are many stydies that define the essence of "corporate social
responsibility" concept, but the scientists have no consensus on the interpret-
tation of this term. M. Rykhlivskyi, considers CSR as a connecting link
between company’s activities, its position on the market and reputation. At
the same time, implementation of the principles of corporate social respon-
sibility can affect the company’s image and relations with stakeholders [8].
V. Ivanienko and A. Shipova consider CSR concept as a synonym for an
effective and transparent enterprise with a sustainable effect, that is, as the
ability of an organization or a business to assess the impact of its actions on
sustainable social development [6]. S. Korol has underlined that "social res-
ponsibility, from the point of view of the enterprise, involves such a way of
carrying out economic activity, which is associated with the voluntary ful-
fillment of additive deterministic obligations to society and individual inte-
rested parties" [13, p. 94]. Therefore, CSR is an active position of a company,
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consisting in interaction with society and solving social problems, focused
on the company’s image.

ISO 26000:2010 Guidance on social responsibility is a tool that
companies can use during the formation of their policy and goals in the field
of social responsibility and development of an action program based on it.
CSR concept in general includes production of products and provision of
services of appropriate quality, satisfying consumers’ interests, observing
individuals’ labor rights, ensuring occupational safety and hygiene, industrial
safety and environmental protection, resource conservation, participation in
public activities and support of local community initiatives, honest business
activity [15].

2. The importance of CSR under martial law

Compliance with CSR in Ukraine became especially important during
the war, because companies play an important role in improving social and
economic situation in the country. Many companies participate in providing
humanitarian aid and material support to the Ukrainian army and war victims,
open new job positions and create other opportunities for social integration.

This activity was investigated by Center for CSR Development (CSR
Ukraine). Five-component model of corporate social responsibility during
the war based on the results of real experience and needs of companies in
Ukraine is presented in Figure 1.

Military
assistance

People's safety Partnership

Business continuity > <; ofloc§1u g (E)r(r)llrtnunity

Corporate
social
responsibility

Figure 1. Five-component model of social responsibility during the war

Source: developed by the author based on [16].

This model demonstrates the main areas in which Ukrainian com-
panies have invested or have the opportunity to invest funds during the war.
The basis of business continuity is the preparation of companies for crisis
situations. Pepole’s safety means the company’s concern for the physical and
psychological safety of its employees and their families. Military assistance
is financial support and provision of other resources to the military through
volunteers or special funds. Partnership includes cooperation with national
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and local authorities, unification of competitors in implementation of
important initiatives. Support of local community means participation in
humanitarian projects, cooperation with foundations and charitable organiza-
tions, support for internally displaced persons [16]. This model summarizes
real experience and needs of companies in Ukraine after a full-scale invasion.

3. CSR reporting practice

We consider approaches to disclosing information about CSR prac-
tices and support in the pre-war period on the example of TOP-5 large
taxpayers [17] (Table 1).

Table 1

Examples of CSR information disclosure in non-financial reports of companies

Company

Source

Information disclosure

Position of the company

"ATB-
market"
LLC

Management
Report

Information disclosure covers social projects
(providing customers with the most reasonable
prices for food products), sponsorship (supporting
sports), charity (supporting the Armed Forces of
Ukraine, helping veterans, disabled people and low-
income segments of the population)

The main principle of compliance with
CSR is to provide the population of
Ukraine with high-quality food pro-
ducts and basic non-food items at
minimum prices

National
Joint Stock
Company
"Naftogaz of
Ukraine"

Annual
extended
report

Detailed information on the practice of supporting
CSR principles is given. It includes measures
related to environmental protection and climate
change, measures to improve system approaches to
energy use management processes and increase the
energy efficiency of technological processes,
human capital management, safety and health of
employees, development of local communities,
corporate governance, risk management. The data
in the report is supported by facts, figures, charts
and graphs with references to the standards

The company responds to the current
challenges and needs of Ukrainian so-
ciety, acts in the interests of future
generations, and positions itself as a
socially responsible enterprise that takes
into account national interests, ensures
sustainable development of the state

PJSC "lllich
Iron and
Steel Works
of Mariupol"!

Management
Report

The main focus is on economic indicators. Envi-
ronmental aspects are briefly indicated, there is
general information regarding the absence of harm
to people, environment and property during the per-
formance, without illustrative material. Informa-tion
on social and personnel policy, basic principles of
business ethics, energy saving measures is disclosed

Social policy of the company is aimed
at improving work efficiency, social
security of employees and maintaining
stability in teams

LLC
"Kernel"

Annual report

Environmental protection policy, labor protection
policy, HR policy, policy of interaction with com-
munities and product quality and safety manage-
ment are described in detail

The company maintains a stable
business reputation through adherence
to such main principles of activity in
relation to interactions with sharehol-
ders, investors, partners and society as
transparency and honesty, compliance
with laws and regulations, responsible
leadership and sustainable develop-
ment, social responsibility

SC
"Guaranteed
Buyer"

Management
Report

The company considers development of "green"
energy as the basis of ensuring sustainable deve-
lopment of society, and takes care of environmental
issues in everyday activities (the information is
provided briefly, without illustrative and digital
materials). The company discloses various social
aspects and personnel policy (motivation system,
staff training practices) and organization of work on
labor protection issues.

The basis of compliance with CSR is
provision of public interests in the
electric energy market by stimulating
development of the alternative electric
power sector and ensuring provision of
services for electric energy availability
for household consumers, providing
them with social guarantees for a
sufficient standard of living

Source: systematized by the author based on company reports [18-21].

! On December 19, 2022, a bankruptcy case was initiated
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The results of the analysis of non-financial CSR reports of the TOP-5
large taxpayers has showed that social responsibility policy of companies
takes into account their key duties and responsibilities:

« responsible employer (the team is considered as the Company’s key asset
and is the driving force of its development and a source of competitive advantages;
the basis of activity is compliance with the norms of labor legislation, occupational
safety and health support of employees; development of people’s potential);

« social investor and social leader (support of local communities, imple-
mentation of infrastructure improvement projects, social investments);

o reliable partner (ethical doing business; transparency and honesty,
truth and openness of information);

« responsible manufacturer (ensuring quality and safety of products thanks
to constant investments in innovative and advanced technologies; com-
pliance with environmental protection requirements) [18-22].

These companies use different forms of non-financial reporting that
can support CSR. However, depending on their size and in accordance with
the Law of Ukraine "On Accounting and Financial Reporting in Ukraine",
the companies are required to prepare a Management Report. The main
characteristics of the Management Report are presented in Table 2.

Table 2

Management Report Characteristics

Features Management Report Characteristics
Regulation Law of Ukraine "On Accounting and Financial Reporting in Ukraine"
Mandatory It is mandatory for large enterprises and companies of public interest, as well as for
submission medium-sized firms (only in the part of providing financial information)
Organizational structure and description of the company's performance;
performance results;
liquidity and liabilities;
environmental aspects;

Main social aspects and personnel policy;
elements risks;
research and innovation;
financial investments;
development prospects;
corporative management

Source: compiled by the author based on [23; 24].

The enterprise discloses non-financial information that characterizes
its state and development prospects and describes the main risks and perfor-
mance uncertainties in the Management Report [23]. The total number
of large enterprises that submitted the Management Report in Ukraine was
610 in 2021, and 512 in 2020 [25].

The comprehensive regulatory framework for the preparation of non-
financial reporting is the AA 1000 series of international standards, the set of
norms and recommendations on issues of sustainable development and social
responsibility of business. It consists of three main standards: AA 1000APS (2008)
AccountAbility Principles, AA 1000AS (2008) Assurance Standard, AA
1000SES (2011) Stakeholder Engagement Standard [26]. These standards
help companies develop and implement CSR and sustainable development
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strategies, and ensure high standards of ethical behavior and transparent rela-
tionships with all stakeholders. The AA 1000 series of international standards
1s designed to help organizations be more responsible and efficient, reducing
environmental risks and impacts and contributing to social progress [26].

4. Positive and negative aspects of non-financial reporting in Ukraine

Non-financial reporting is not only a key requirement and CSR
guarantee, but has other positive impacts (Figure 2), although there are also
some challenges (Figure 3).

[Ensuring transparency of a company's performance ]

*Non-financial reporting gives information about a company's social, environmental and social
activities, its interaction with stakeholders

[Ensuring trust from interested parties ]

* Non-financial reporting allows a company to show its responsibility to consumers, investors, the public
and other stakeholders

[ Improved risk management ]

*Non-financial reporting contributes to formation of an effective management system for identifying
existing and forecasting potential internal and external threats/risks, as well as implementing measures
to reduce impact and avoid these threats/risks on business performance

[ Compliance with legal requirements ]

* In many countries, e.g. in the EU countries, there are requirements for the preparation of non-financial
statements for companies of a certain size or relevant industries. For example, it can be based on international
standards such as Global Reporting Initiative (GRI), Integrated Reporting (IR) or Sustainability Accounting
Standards Board (SASB). Compliance with these standards ensures uniformity, comparability and quality of
reporting. This enables stakeholders to evaluate the company's CSR based on objective criteria

[Leadership and competitive advantage ]

* Demonstration of a company's CSR helps it stand out from the rest and makes the company more
competitive

Figure 2. Positive aspects of non-financial reporting

Source: compiled by the author based on [9; 13; 14].

[Lack of standards and regulations ]

[Ukraine has not had clear standards and regulations for non-financial reporting, which may lead to
companies reporting different indicators and criteria for responsible business

[Insufﬁcient attention to non-financial reporting ]
[’Many companies in Ukraine still do not recognize the need for non-financial reporting and investments
in CSR programs

[No requirements for non-financial reporting ]

OUnlike financial reporting, which is regulated by law, non-financial reporting in Ukraine is not
mandatory for all companies

[Low level of trust in non-financial reporting/lack of mandatory auditing and validation ]

[ Non-financial reporting may include subjective estimates and selective information. Ukrainian
consumers and investors often doubt the reliability of non-financial reporting, which makes it difficult
for responsible companies to invest

[Insufﬁcient staff training ]

[Many companies do not have qualified specialists to collect, process and analyze non-financial
information

Figure 3. Negative aspects of non-financial reporting in Ukraine

Source: compiled by the author based on [9; 13; 14].
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From the above shortcomings, which affect NFR reliability and role as a
guarantor of CSR, we can see that the lack of generally accepted standards and
criteria for NFR can lead to heterogeneity and insufficient comparability of data
between companies. The lack of mandatory audit of NFR can create an
opportunity for inaccurate information or lack of validation of data. This can
disrupt reliability of non-financial reporting and its credibility as a CSR
guarantor. Companies can demonstrate only positive aspects of their activities,
avoid important issues or hide negative impact. This can reduce the objectivity
and completeness of the NFR. The lack of mandatory requirements and incentives
may lead some organizations to not pay enough attention to non-financial
reporting or even avoid reporting on their social responsibility.

5. Function strengthening of non-financial reporting as a CSR
guarantor

Based on the analysis of the advantages, disadvantages and their
impact on the reliability and role of non-financial reporting as a CSR
guarantor, the main measures for their improvement are presented in Figure 4.

Independent Setting
assessment mandatory
and rating standards

Audit and
validation

Stakeholders
engagement

Expanding
reporting

‘ scope ’

Figure 4. Measures to improve the reliability and role of non-financial reporting
as a guarantor of CSR

Source: compiled by the author.

To improve the reliability and role of non-financial reporting as a CSR
guarantor, a number of measures should be taken.

Audit and validation: companies can use independent auditors to
verify and validate their NFR. This will help to increase the credibility and
reliability of reports by providing external confirmation of their accuracy.

Expanding reporting scope: companies can include more details and
specifics in their non-financial reports, e.g. provide specific data on their
goals, achievements, and impact on social and environmental issues. This will
help provide a more complete picture of CSR.
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Stakeholders engagement: companies may actively engage with their
stakeholders, including customers, investors, employees and public organiza-
tions. This will allow them to take into account their expectations, feedback
and suggestions when developing and reporting on CSR.

Independent assessment and rating: independent organizations can
conduct CSR assessment and rating based on their NFR. This will encourage
companies to improve their social responsibility and provide more reliable
and complete non-financial reporting.

Therefore, the preparation of non-financial reporting as a CSR gua-
rantor should be considered as the most important tool for an effective busi-
ness process formation of management system for identifying existing and
forecasting potential internal and external threats to the company's perfor-
mance. Non-financial reporting contributes to the creation of a reliable basis
for avoiding such threats and implementing measures to minimize their
impact on business. Thus, it is advisable for Ukrainian companies to prepare
non-financial reporting on a regular basis, guided by national regulations and
taking into account the recommendations of international standards on non-
financial reporting. It will contribute to the integration of domestic business
into the global economy.

Conclusions

CSR is based on a company management approach that takes into
account the economic, social and environmental impact of its performance
and ensures support for sustainable development. During the war, CSR is
especially important in the development of ensuring business continuity,
people’s safety, military assistance, partnership and support of local
community.

Non-financial reporting is an important element of CSR, which allows
companies to testify about their own contribution to ensuring sustainable
society development and protecting the environment through the introduction
of a business social responsibility policy, which includes compliance with
the duties of a responsible employer, social investor and social leader,
reliable partner and responsible manufacturer.

The main comprehensive regulatory framework for the preparation of
financial statements is the AA 1000 series of international standards, which
focus on improving quality of non-financial reporting and promoting CSR
implementation. The implementation of NFR is a CSR guarantee as it allows
companies to ensure transparency of their performances and trust from stake-
holders, improve risk management, comply with legal requirements, demon-
strate leadership and competitive advantage. However, there are also nega-
tive aspects of non-financial reporting due to the lack of unified standards
and regulations, insufficient attention to non-financial reporting, low level of
trust and lack of mandatory audit of this reporting and insufficient staff
training that are responsible for its preparation. This affects the reliability and
role of non-financial reporting as a CSR guarantor, as it can lead to
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heterogeneity and insufficient comparability of data between companies,
disrupt reliability and trust of NFR, reduce its objectivity, completeness, and
sufficient attention to such reporting.

It is advisable to implement measures to ensure the reliability and role
of non-financial reporting as a CSR guarantor, which should include the
involvement of audit and validation, expansion of reporting scope, stakehol-
ders engagement, and independent assessment and rating of such reporting.
These measures will contribute to improving the reliability and role of non-
financial reporting as a CSR guarantor, ensuring transparency, compliance
with standards, external verification and users trust.

Further research should be aimed at the development of a CSR
indicators system, which isnecessary to determine the effectiveness of app-
lied CSR practices, objectivity and comparability of information disclosure
about them in non-financial reports.
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