32 Economics: Yesterday, Today and Tomorrow. 2019, Vol. 9, Is. 7TA

UDC 33
Content and features of the mechanism of information
and analytical support for sustainable development

Islam I. Kortoev

Postgraduate,

Financial University under the Government of the Russian Federation,

125993, 49, Leningradskii ave., Moscow, Russian Federation;

e-mail: islam_ikortoev@mail.ru
Abstract

As we know, recent events in the global financial markets have led to significant changes in
the business environment, characteristic features of which at the moment are an increase in the
rate of inflation, a slowdown in the global economy, a decrease in consumer demand, increased
volatility and rising unemployment. It is obvious that in these circumstances, the former (pre-
crisis) strategy of the company requires serious refinement in order to ensure a more balanced,
sustainable growth and long-term benefits in the future. Only those companies that are able to
anticipate and manage current and future environmental, economic and social opportunities and
risks while focusing on quality, innovation and productivity will be able to create competitive
advantages in the new environment. Accordingly, these companies are more likely to create long-
term shareholder value and become leaders not only in their industry, but also around the world.
In this regard, the concept of sustainable development becomes more important, because it is
based on the consideration of not only economic, but also environmental and social problems in
the development of the company's development strategy. At the moment, Russia has not yet
developed a single standard for reporting in the field of sustainable development, but within the
framework of regulation of public companies and professional participants of the securities
market, these entities are subject to increased transparency requirements.

For citation

Kortoev 1.I. (2019) Content and features of the mechanism of information and analytical
support for sustainable development. Ekonomika: vchera, segodnya, zavtra [Economics:
Yesterday, Today and Tomorrow], 9 (7A), pp. 32-41.

Keywords

Development, accounting, analytics, support, mechanism.

Islam |. Kortoev

Publishing House "ANALITIKA RODIS" (analitikarodis@yandex.ru) http://publishing-vak.ru/



Economics and management of a national economy 33

Introduction

At the same time, studies of international consulting agencies show that the number of companies
that are aware of the need to implement the principles of sustainable development in their activities
increases every year. Thus, according to the audit and consulting company EY, out of 282 respondents
(heads of the world's largest market leaders), only 62% of respondents disclose information about the
goals and performance indicators in the field of environmental and social development, while the share
of respondents who have integrated the principles of sustainable development into operational activities
was only 50%. At the same time, experts of the audit and consulting company cmpg, who analyzed the
reports of the world's largest companies (G250) for 2010, indicate that the share of companies that have
prepared reports in the field of sustainable development is much higher-95%. The evidence suggests
that, while there is positive momentum in addressing the problem, there is still a lack of an integrated
and integrated approach to sustainable development.

Main part

The identified contradiction necessitated a more detailed analysis of the current practice of applying
the principles of sustainable development in corporate governance. At the international level, studies
are conducted to analyze trends in this direction, the results of which are various models for assessing
the level of sustainable corporate development [Bibri, 2019].

One of the most noteworthy is the model of assessment of the level of development of KPMG's
sustainable development reporting, based on the identification of two key factors — the quality of
communication and the level of development of processes. With the help of this model, four levels of
development of companies were identified:

The leaders are industries and companies that have achieved high efficiency of their internal
information systems and ensured a high degree of responsibility to external recipients, as well as
achieved the highest quality of communication with the parties involved. This segment represents
mainly European countries that realized the importance of reporting more than 10 years ago.

Start — UPS are companies and industries that do not make significant efforts either in the
implementation of information processes and systems, or in informing the main groups of stakeholders
about the results of their activities in the field of sustainable development. This group included mainly
organizations of developing countries.

Process-oriented companies and industries that have chosen the creation of their own information
systems and processes as the main priority. Representatives of this category are mainly companies in
China and South Korea, paying less attention to the quality of communication with stakeholders.

Transparency-oriented organizations that report broadly on their sustainability performance but pay
insufficient attention to the development of reporting processes and systems. This category includes
companies in the Americas.

As you can see, the allocation of two factors — the quality of communication and the level of
development of internal processes-is the strongest side of this model, because, on the one hand,
provides a fairly clear criteria for determining the nature of the company's development, on the other-
sets the coordinates for further development and allows you to find the answer to the question "what to
develop?".

In response to the increasing demands of investors in assessing the sustainability of enterprises in
1999, the investment company RobecoSam developed a methodology for assessing long-term non-
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financial sustainability factors, which was subsequently used to calculate the Dow Jones Sustainability
Index (DJSI) family of sustainability indices. According to this methodology, sustainability is a
company's ability to thrive in a Hyper — competitive and ever - changing business environment.
Accordingly, the developed model is aimed at assessing long-term sustainability factors, considering
industry specifics, significant for each company and little studied in traditional financial analysis.

The analysis is carried out to determine the degree of awareness of the company about sustainability
issues and signs that strategic steps are being taken to address them. The developed methodology is
also aimed at assessing the company's progress in implementing such steps and the quality of disclosure
of information about the above-mentioned problems. Accordingly, the questions are designed to assess
the awareness of the importance and impact of sustainability factors on financial success of the
company, determining the potential financial contribution (material) exposure to sustainability factors
the implementation of the strategic risk management steps sustainability or the use of appropriate
opportunities in line with business- measurement of results in relation to the established key
performance indicators, independent audit of the announced results, transparent communication system
of corporate sustainability strategy and the degree of achievement of these goals.

In order to ensure the comparability of data on companies in different sectors, with different market
capitalization values adjusted for the number of shares in free circulation, the total sustainability score
of each company is converted into the corresponding points. Companies are then grouped on a sectoral
basis (10 groups according to the methodology RobecoSAM). Within one industry, companies are
ranked in descending order of market capitalization, adjusted for the number of shares in free float, and
are divided into three roughly equal in number groups, 30 companies for developed and emerging
markets, respectively. Within each group, the company with the highest overall sustainability score
receives a relative score of 0 to 1. All other companies in the same group receive a relative score, which
is calculated as the ratio of the overall sustainability score to the overall sustainability score of the group
leader [Regier, 1992].

In order to be included in the final sample, the company must score at least 20 points, if the result
is less, the company is excluded from consideration. In addition, to assess liquidity, the average daily
trading volume for 3 months for emerging markets is also estimated, which should be more than 10%
of the market capitalization adjusted for the number of shares in free circulation. As soon as a company
that does not meet this criterion is excluded from the sample, the samples for developed and developing
countries are revised to include only the first 50% of the companies evaluated based on their relative
Scores.

Each of the three areas contains, on average, 6-10 criteria, each criterion can include from 2 to 10
questions. Accordingly, the questionnaire can contain a total of 80 to 120 questions, depending on the
industry, each criterion within the measurement is assigned a certain weight. The information in the
questionnaire is verified by checking the company's responses with supporting documents, public
information, and checking the company's crisis management history in media and corporate reports.

According to the RobecoSAM methodology, the main evaluation criteria are corporate governance,
human capital development, as well as risk and crisis management. At least half of the questionnaire
consists of questions on the analysis of industry risks and opportunities related to economic,
environmental and social issues relevant to each specific company in the industry.

The maximum value of the overall sustainability score is the sum of points for all questions, the
minimum overall sustainability score is 0, the maximum is 100 points. The total sustainability scores
are then converted into corresponding scores, which are calculated for each industry and adjusted based
on the size of the company.
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As you know, recent events in the global financial markets have led to significant changes in the
business environment, the characteristic features of which at the moment are an increase in the rate of
inflation, a slowdown in the global economy, a decrease in consumer demand, increased volatility and
rising unemployment [Nkoana, 2017].

It is obvious that in these circumstances, the former (pre-crisis) strategy of the company requires
serious refinement in order to ensure a more balanced, sustainable growth and long-term benefits in the
future. Only those companies that are able to anticipate and manage current and future environmental,
economic and social opportunities and risks while focusing on quality, innovation and productivity will
be able to create competitive advantages in the new environment. Accordingly, these companies are
more likely to create long-term shareholder value and become leaders not only in their industry, but
also around the world.

In this regard, the concept of sustainable development becomes more important, because it is based
on the consideration of not only economic, but also environmental and social problems in the
development of the company's development strategy.

At the same time, studies of international consulting agencies show that the number of companies
that are aware of the need to implement the principles of sustainable development in their activities
increases every year. Thus, according to the audit and consulting company EY, out of 282 respondents
(heads of the world's largest market leaders), only 62% of respondents disclose information about the
goals and performance indicators in the field of environmental and social development, while the share
of respondents who have integrated the principles of sustainable development into operational activities
was only 50%. At the same time, experts of the audit and consulting company cmpg, who analyzed the
reports of the world's largest companies (G250) for 2010, indicate that the share of companies that have
prepared reports in the field of sustainable development is much higher-95%. The evidence suggests
that, while there is positive momentum in addressing the problem, there is still a lack of an integrated
and integrated approach to sustainable development.

The identified contradiction necessitated a more detailed analysis of the current practice of applying
the principles of sustainable development in corporate governance. At the international level, studies
are conducted to analyze trends in this direction, the results of which are different models for assessing
the level of sustainable corporate development.

One of the most noteworthy is the model of assessment of the level of development of KPMG's
sustainable development reporting, based on the identification of two key factors — the quality of
communication and the level of development of processes. With the help of this model, four levels of
development of companies were identified:

The leaders are industries and companies that have achieved high efficiency of their internal
information systems and ensured a high degree of responsibility to external recipients, as well as
achieved the highest quality of communication with the parties involved. This segment represents
mainly European countries that realized the importance of reporting more than 10 years ago.

Start-UPS are companies and industries that do not make significant efforts either in the
implementation of information processes and systems, or in informing the main groups of stakeholders
about the results of their activities in the field of sustainable development. This group included mainly
organizations of developing countries.

Process-oriented companies and industries that have chosen the creation of their own information
systems and processes as the main priority. Representatives of this category are mainly companies in
China and South Korea, paying less attention to the quality of communication with stakeholders [Bibri,
2018].
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Transparency-oriented organizations that report broadly on their sustainability performance but pay
insufficient attention to the development of reporting processes and systems. This category includes
companies in the Americas.

As you can see, the allocation of two factors — the quality of communication and the level of
development of internal processes-is the strongest side of this model, because, on the one hand,
provides a fairly clear criteria for determining the nature of the company's development, on the other-
sets the coordinates for further development and allows you to find the answer to the question "what to
develop?".

In response to the increasing demands of investors in assessing the sustainability of enterprises in
1999, the investment company RobecoSam developed a methodology for assessing long-term non-
financial sustainability factors, which was subsequently used to calculate the Dow Jones Sustainability
Index (DJSI) family of sustainability indices. According to this methodology, sustainability is a
company's ability to thrive in a Hyper — competitive and ever - changing business environment.
Accordingly, the developed model is aimed at assessing long-term sustainability factors, considering
industry specifics, significant for each company and little studied in traditional financial analysis
[Aminu, 2017].

The analysis is carried out to determine the degree of awareness of the company about sustainability
issues and signs that strategic steps are being taken to address them. The developed methodology is
also aimed at assessing the company's progress in implementing such steps and the quality of disclosure
of information about the above-mentioned problems. Accordingly, the questions are designed to assess
the awareness of the importance and impact of sustainability factors on financial success of the
company, determining the potential financial contribution (material) exposure to sustainability factors
the implementation of the strategic risk management steps sustainability or the use of appropriate
opportunities in line with business- measurement of results in relation to the established key
performance indicators, independent audit of the announced results, transparent communication system
of corporate sustainability strategy and the degree of achievement of these goals [Bibri, 2017].

The essence of the presented methodology is as follows. The specialists of the analytical Agency
conduct a survey of representatives of 2,500 companies included in the calculation of the S&P broad
market index by sending a questionnaire on sustainable development, including both General and
industry — specific criteria that reflect the economic, environmental and social aspects of the company's
activities [Malsch, 2015].

In order to ensure the comparability of data on companies in different sectors, with different market
capitalization values adjusted for the number of shares in free circulation, the total sustainability score
of each company is converted into the corresponding points. Companies are then grouped on a sectoral
basis (10 groups according to the methodology RobecoSAM). Within one industry, companies are
ranked in descending order of market capitalization, adjusted for the number of shares in free float, and
are divided into three roughly equal in number groups, 30 companies for developed and emerging
markets, respectively. Within each group, the company with the highest overall sustainability score
receives a relative score of 0 to 1. All other companies in the same group receive a relative score, which
is calculated as the ratio of the overall sustainability score to the overall sustainability score of the group
leader.

In order to be included in the final sample, the company must score at least 20 points, if the result
is less, the company is excluded from consideration. In addition, to assess liquidity, the average daily
trading volume for 3 months for emerging markets is also estimated, which should be more than 10%
of the market capitalization adjusted for the number of shares in free circulation. As soon as a company
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that does not meet this criterion is excluded from the sample, the samples for developed and developing
countries are revised to include only the first 50% of the estimated companies based on their relative
scores [Glushchenko, 2017].

Each of the three areas contains, on average, 6-10 criteria, each criterion can include from 2 to 10
questions. Accordingly, the questionnaire can contain a total of 80 to 120 questions, depending on the
industry, each criterion within the measurement is assigned a certain weight. The information in the
questionnaire is verified by checking the company's responses with supporting documents, public
information, and checking the company's crisis management history in media and corporate reports.

According to the RobecoSAM methodology, the main evaluation criteria are corporate governance,
human capital development, as well as risk and crisis management. At least half of the questionnaire
consists of questions on the analysis of industry risks and opportunities related to economic,
environmental and social issues relevant to each specific company in the industry.

The maximum value of the overall sustainability score is the sum of points for all questions, the
minimum overall sustainability score is 0, the maximum is 100 points. The total sustainability scores
are then converted into corresponding scores, which are calculated for each industry and adjusted based
on the size of the company.

Recent developments in the global financial market have sparked a heated debate, both in academia
and among the business community and regulators, about the role of financial reporting in the current
situation. According to most experts, the crisis has exposed the problems associated with the opacity
and limitations of the modern financial reporting model.

The most radical critics argue that it is, in fact, misleading and of no real value, because it contains
only quantitative information of a retrospective nature [Sciberras, 2018].

There is no doubt that the financial statements are statements of past events. However, according
to supporters of the reform, investors, including potential ones, are interested in the future, not the past.
As a result, reporting should contain more forward — looking information necessary for financial
decision-making and less retrospective information. Accordingly, a new approach to the valuation of
assets, liabilities, income and expenses of the company, based entirely on current estimates, should be
developed.

On the other hand, a number of politicians and regulators were equally adamant in their claims that
it was fair value accounting principles that caused the crisis. Of course, fair value is more informative
because it is based on market data and represents the sum of the opinions of all its participants.
However, it is too susceptible to manipulation, the purpose of which is to show the desired result for
management.

We saw the consequences of this attitude to doing business in 2008.

In addition, proponents of this position assume that the fair value is the value that the company
could have received from the sale of the asset at the balance sheet date, but did not receive. Since
valuation does not require a transaction, this method allows for recognition of profits and losses earlier
than the method of valuation at cost. Thus, fair value accounting overstates assets and profits during a
market upturn and at the same time increases the decline in their value during a downturn. The result
is a situation where fair value encourages more lending in good times and exacerbates their problems
when the business cycle is on the decline [Hugé, 2013].

Another argument used by critics is the lack of key intangible assets and the difficulty of assessing
goodwill in the organization's statement of financial position. As you know, intangible assets created
within the company are not recognized and are not reflected in the balance sheet, because they do not
meet the criteria for recognition of assets as a whole. Business reputation, from a quantitative point of
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view, is goodwill, that is, the difference between the value of the sale of the company and the net book
value of assets. However, this approach seems to us rather limited, because business reputation, based
mainly on relationships, is how the main stakeholders perceive the company. In the first case, the asset
appears on the balance sheet only in the case of the transaction of purchase and sale of the enterprise
as a property complex, in the second - is not reflected in principle, as it is not quantifiable. Thus, the
absence of intangible assets increases the gap between the company's balance sheet value (net book
value) and its market valuation value (market capitalization). Meanwhile, at present, only a small
percentage of the market value of the company is expressed in its material and financial assets only
19% in 2009 compared to 83% in 1975, the Remaining value of the company represent intangible
assets. Before the financial crisis and the stock price crash that followed, the gap had only widened
over the past decade, and for many critics its existence served as evidence of financial reporting failure.

In the opinion of D. Norton and R. Kaplan, “the financial reporting process is still attached to the
accounting model developed centuries ago... This outdated financial accounting model — it is still used
by modern companies engaged in the creation of their own intangible assets ... Financial meters were
designed to assess the performance of companies of the industrial era, for which long-term investment
and customer relationships were not key success factors... Therefore, the use of these indicators may
not be sufficient to assess and manage companies of the information age, but, nevertheless, they are
forced to make them”.

Finally, critics of financial reporting cite the findings of economist John Maynard Keynes, who
compared investing in the stock market to a beauty contest, where each voting participant received a
prize if his vote matched the most popular choice. Assuming that everyone understands how the contest
actually goes, the voting participant chose not the one who actually had the cutest face, but the most
popular contestant.

Market participants, according to Keynes, act on the same principle, that is, they do not set
themselves the goal to determine the real value of companies, they are more interested in the assessment
of other investors and their reaction based on the analysis of financial statements. Thus, financial
statements will be used not because they help to understand the company's activities, its position and
prospects, but because representatives of the business community know that everyone uses them.

Summarizing the above, we can conclude that the traditional reporting model developed for the
industrial world, although it continues to play a significant role in the management of financial capital,
nevertheless, affects only a very narrow range of historical financial performance and value creation of
the company.

The accumulated problems in the preparation of financial statements, compounded by
developments in global financial markets, necessitated the adoption of a new concept of corporate
reporting, which would adequately reflect all the key aspects of the company's activities, as well as the
factors contributing to the creation of its value.

Nonfinancial reporting has evolved quite sporadically, if not spontaneously, as a response to
similarly disparate disclosure requirements for more information. In turn, such information requests
were dictated by the current state of the economy, changes in the expectations of users of reporting,
their priorities.

One of the prerequisites for the development of non-financial reporting was the spread of the
concept of social responsibility, according to which organizations are obliged to take responsibility for
the impact of their decisions on society and the environment through transparent and ethical behavior.
In economically developed countries, its development began in 1960-70. this was due to the increased
attention of civil society to the activities of large corporations, which were evaluated from the point of
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view of ethics and morality, the refusal of consumers to purchase products and services of companies
whose activities could have negative consequences for people and the environment, as well as the
activation of trade unions.

In 1971, the PAX WORLD Foundation was established, which refused to invest in companies that
benefited from the Vietnam war, and developed Sullivan Principles calling for the rejection of
investments in companies that operated in South Africa and thus supported the apartheid regime there.

In some countries, e.g. Denmark (Act on the preparation of environmental reports, The Green
Accounts Act), France (New economic standards, Nouvelle Regulations Economiques), Spain (Law on
sustainable economy, Ley Economia Sostenible), the Netherlands (Act on environmental management,
Wet Milieu Beheer and the Decree on environmental reporting, Milieuverslagalegging Besluit), the
requirements on the compilation of non-financial reporting was fixed at the legislative level:

The need for non-financial reporting is also due to the introduction of the relevant requirements of
the listing rules on stock exchanges. To date, most of the world's major trading platforms (Johannesburg
stock exchange (JSE), the Malay exchange (Bursa Malaysia), the Shanghai stock exchange (SSE), the
Australian stock exchange (ASX), the U.S. securities and exchange Commission (SEC)), among other
things, oblige issuers to disclose compliance with the principles of corporate governance, corporate
social responsibility, environmental impact, environmental performance and other non-financial
information that allows a comprehensive assessment of the Issuer's activities.

In order to simplify the process of preparation and unification of non-financial reporting by
international organizations dealing with sustainability issues, international standards and guidelines
have been developed to create a document that meets the interests of all groups of stakeholders of the
company, comparable to the reports of other companies at different times.

The best-known international guide to sustainability reporting is The global reporting Initiative
(GRI), which includes recommendations for developing a scorecard for reporting on the social,
environmental and economic aspects of companies. The GRI reporting system also provides detailed
guidance on defining the boundaries, quality and content of reporting.

In addition, the Carbon Disclosure Project (CDP) has developed principles that encourage
companies to disclose information about greenhouse gases in order to motivate investors, companies
and government agencies to act to prevent climate change on the planet. The main objective is to
encourage companies to develop a system to account for, assess, manage and reduce the impact of
emissions on climate change.

Conclusion

At the moment, Russia has not yet developed a single standard for reporting in the field of
sustainable development, but within the framework of regulation of public companies and professional
participants of the securities market, these entities are subject to increased transparency requirements.
Thus, in accordance with the Regulation on disclosure of information by issuers of issue securities,
joint-stock companies are obliged to disclose information on the volume of used types of energy
resources in kind and in monetary terms.
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AHHOTANUA

Kak wu3BectHO, mocineqHue COOBITUS HAa MUPOBBIX (DUHAHCOBBIX pBIHKAX TMPUBEIH K
3HAYUTENIbHBIM HM3MEHEHHSIM B OHW3HEC-cpe/ie, XapaKTepPHBIMU YepTaMH KOTOPHIX Ha JIaHHBINA
MOMEHT SIBJISIOTCSI TOBBIIICHUE YPOBHS HHQIIALMHU, 3aMEUICHHE POCTa MUPOBOW SKOHOMHKH,
CHIDKEHHE TMOTPEeOUTENbCKOrO CIIpOca, MOBBIINICHHAs BOJATHIBHOCTh U POCT 0e3pabOTHIIbI.
O4eBHIHO, YTO B 3TUX OOCTOSTENHCTBAX MPEXKHS (IOKPU3UCHAS) CTpaTerusi KOMIAHUM Tpedyer
Cepbe3HOM NOpabOTKU, 4YTOOBI OOecreuuTh Oojee cOaTaHCUPOBAHHBINA, YCTOWYHMBBIA POCT U
JOJATOCPOYHbIE BHITOABI B OyaymieM. TolbKO Te€ KOMIIAHUHU, KOTOPbIE MOTYT NpPEIBUICTh U
yOPaBIATh TEKYUIUMH U OyAyHIMMH DKOJIOTUYECKHUMH, SKOHOMHUYECKUMHU U COLMAIHHBIMU
BO3MOXXHOCTSIMU M pUCKaMHM, VYAENss TMpU OSTOM BHUMAHUE KayeCTBY, WHHOBAIUSAM U
MIPOU3BOJIUTENBHOCTH, CMOTYT CO37aBaTh KOHKYPEHTHBIE MPEUMYIIECTBA B HOBBIX YCIOBHSX.
CoOTBETCTBEHHO, 3TH KOMITAHUH C OOJIBIIEH BEPOSATHOCTHIO CO3/IAI0T IOJITOCPOUHYIO aKIIMOHEPHYIO
CTOMMOCTh M CTAQHOBSITCS JIUJEpaMU HE TOJBKO B CBOEH OTpaciu, HO M BO BceM Mupe. B cBs3u ¢
STHM KOHIICTIIUS YCTOMYMBOTO Pa3BUTHsI CTAHOBUTCS BCe 0OJIee Ba)KHOM, MOCKOIBKY B €€ OCHOBE
JMEKHUT y4eT HE TOJIBKO AKOHOMUYECKHX, HO M JKOJOTHYECKMX W COIHAIBHBIX MPOOJIeM IMpH
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pa3paboTke crpareruu pa3Butus kommanud. Ha nannbplii MoMeHT B Poccuu emie He pa3paboran
€IMHBIN CTaHIAPT OTYETHOCTH B OOJACTH yCTOHYMBOTO Pa3BUTHS, HO B PaMKaX pPEryJUpOBaHUS
JESITeTLHOCTH TyOIMYHBIX KOMITAHUH U MTPO(eCcCHOHATBHBIX YYACTHUKOB PhIHKA [IEHHBIX OyMar K
3TUM CyOBEKTaM MPEAbABIISIIOTCS MOBBIIICHHBIE TPEOOBAHMS TIPO3PAYHOCTH.
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