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Abstract

As a part of the study of the social component of sustainable development reporting, the mechanism
for recording of its indicators were improved. On the basis of this, directions for accounting support
were outlined and a classification of social activity expenses was given, dividing them according to
reporting objects in the context of indicators of sustainable development reporting. This allowed us to
identify the objects of accounting for the social activity of the company. Improvement of reporting as
the basis for information support of the process of formation of indicators of the social aspects of
sustainable development reporting took place as the proposed form of an internal report (Report on
social activities), which is reasonably prepared to summarize the social aspects of business entities.
This allows the assessment of social activities on positive and negative impacts on society, labor
relations, human rights, as well as to obtain reliable and timely information for the formation of
indicators of sustainable development reporting. The proposed procedure for carrying out the
procedure for the reporting of sustainable development verification can be adjusted in accordance
with the main strategic indicators of the company development, current policies, as well as the
guidelines approved by the social reporting indicators.

Keywords: sustainable development reporting, social activity, reporting verification, internal
audit, expenses

Introduction

In recent decades, the world has come across a new socio-economic reality, primarily in post-
industrial economies that are trying to find (and found) innovative transformation technologies that
help preserve and strengthen human civilization. Strengthening of the idea of social responsibility of
business contributed to the large-scale restructuring of companies, coupled with the loss of work
places and the complication of working conditions.

Literature Survey

Most recently, the concept of corporate social responsibility or business social responsibility has
emerged (Grayson, D., & Hodges, A. (2017)). According to this concept, everyone who is affected by
the activities of the corporation (consumers, members of organizations for the protection of human
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rights and the environment, representatives of the local community, etc.) has the right to make
business decisions, as well as to the part of the profits (Drobyazko, S. (2018a)). It is assumed that
business structures undertake responsibility for solving social problems, except for the requirements
defined by law. The socially responsible actions of corporations include: charity, employment,
preservation of the environment, development of social programs to support the territories, delivery
of additional (over and above the statutory) information about the quality of goods produced to the
consumers; abstention from the manufacture of the products dangerous for consumers on their own
initiative (Schwartz, M. S. (2017)).

The relevance of social responsibility of business is due to: the increasing of the role of human capital
as a decisive factor in the competitiveness of a company; the increasing of the importance of
intellectual factors of economic growth associated with human development.

Methods

In order to substantiate the theoretical provisions and prerequisites for the development of sustainable
development reporting, the methods of theoretical generalization, analysis and synthesis are used.
The formed actual base regarding the current state of sustainable development reporting and the use
of international regulatory systems in sustainable development reporting are based on the application
of observation methods, questionnaires and use of methodological techniques for data summarizing
and grouping. The developed organizational and methodological provisions for the formation and
accounting of sustainable development reporting are based on the use of induction and deduction
methods, grouping, and theoretical generalization. Methods of modeling, analogy, abstraction,
analysis, synthesis, induction and deduction were used to develop the organizational and
methodological provisions for the verification of sustainable development reporting.

Results

Social responsibility is the driving force of social and economic progress. From the point of view of
the economic component, the social responsibility of the state, in the opinion of domestic economists,
is not a social "burden" on the national economy, but represents its organic component, the internal
resource and stimulator of economic development, as well as the motivator for production efficiency
increasing.

Thus, in modern economic conditions, we can distinguish a social business model, which requires
appropriate information support for effective development and operation.

The social aspects of business reveal the following issues (MARKET, R. Y. (2018), Hopkins, M.
(2016), Wang, Q., Dou, J., & Jia, S. (2016), Wang, H., Tong, L., Takeuchi, R., & George, G. (2016)):
employment results, employee relations in the company, security, staff training, diversity and equal
opportunities, anti-discrimination, equal pay for work, government procurement and investment,
freedom of association and association, right to bargain collectively, forced labor, child labor, local
community, corruption, participation in public life, compliance with the norms and rules of health
and safety, product labeling, customer privacy, marketing communications and other issues arising
from specific activities.

Compared to the financial statements of the company, sustainable development reporting in terms of
the social aspects of business meets the interests of various user groups and ensures the growth of the
influence of the positive nature of entrepreneurial activity on society and socio-economic relations.
The social category of sustainability development reporting reveals a wide range of issues related to
relations between company and society, which are expressed through human rights regulation, labor
relations, social assistance and the company responsibility to various categories of subjects (in
particular, the government, employees and customers (suppliers and buyers)).
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Table 1: Classification of expenses of social activities with their division into accounting objects
in the context of indicators of sustainable development reporting

Influence factor on the

Beportlng formation of company Expenses with their division into accounting objects
indicators
expenses
GA-LA1 staff turnover in a company expenses associated with the employment: employee
search expenses
company investment into | expenses associated with payments to employees:
G4-LA2 human capital labor.costs for full-time employees; labor costs for
part-time employees; labor costs for temporary
employees
equal pay for women and | expenses associated with payments to employees:
G4-LA13 | men, and  discrimination | labor costs for male employees; labor costs for female
overcoming employees
comprehensive audit | expenses associated with conducting a comprehensive
procedure of the practice of | audit of the practice of labor relations with suppliers:
G4-LA14 | labor relations with suppliers | labor costs for the personnel performing the
assessment procedures; material costs; other types of
expenses
implementation of investment | expenses associated with ensuring human rights:
contracts, programs containing | expenses for programs implemented to evaluate
provisions on ensuring human | existing treaties containing provisions on ensuring
G4-HR1 | rights human rights; expenses associated with the
preparation and implementation of investment
contracts containing provisions on ensuring human
rights
use of child labor and | expenses for activities aimed at the effective
G4-HRS involvement _ of young | overcoming of child and forced l_aborf materia_l costs;
G 4—HR6, employees in  hazardous | labor cpsts of .personnell working in the f1§1d of
forced labor counseling and interpretation of employment issues;
other expenses
G4-HR7 training for security police | expenses associated with the .trainir.lg pf employees of
personnel the company: costs of training within the company
information and training of | (on its own); costs of training outside the company
G4-SO4 | working personnel in the field | (with the involvement of outside organizations)
of anti-corruption
participation of company | expenses associated with the implementation of state
employees in election | policy: expenses for the election campaign of
G4-S06 campaigns candidates for political structures of employees. of the
company; expenses for the election campaign of
candidates for political structures of citizens who do
not work in the company
fines received and non- | expenses associated with the responsibility of the
financial sanctions related to | company: fines received with damages in monetary
G4-SO8 | falsification of  reporting, | terms; fines received with damages in non-monetary
discrimination in the | terms; received fines in the form of deprivation of
workplace, corruption, etc. individual rights
violation of the law on
information  provided to
G4-PR4 | consumers about the positive
and negative impact of
products on society
fines received and non-
G4-PR9 | financial penalties relating to

the provision and use of
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company’s products

negative impact on society | expenses associated with the responsibility of the
upon products sale company: expenses for the assessment of the
G4-S010 suppliers impact on society; expenses associated with
measures to reduce or prevent the occurrence of a
negative impact on society upon products sale

Information delivery to | expenses associated with the responsibility of the
consumers in the form of | company: expenses for disposal of products; expenses
G4-PR3 labeling about the positive and | for product labeling; expenses for reducing the impact
negative effects of products on | of products on society

society
receipt of claims on violation | expenses associated with the responsibility of the
of consumer rights company: expenses for satisfaction of claims in

G4-PR8 . . .
monetary terms; expenses for satisfaction of claims

in non-monetary terms

At the present stage of development of the accounting system there is no fixed list of the above
mentioned expenses as categories of accounting objects at the legislative level, except for the first
three categories of expenses related to employment, payments and training of employees. Therefore,
accounting support of sustainable development reporting in terms of the social component requires
improving and resolving issues on the formation of a methodological approach that will ensure the
accuracy, completeness and timeliness of information in the non-financial reports of business entities.

In our opinion, it is possible to offer such a list of objects of accounting for social activities of the
company, which are distinguished at the request of sustainable development reporting and based on
the analysis of scientific literature and the analyzed non-financial reports of business entities:

Social assets: labeled finished products; raw materials and materials by sources of origin which affect
society.

Social responsibility: to the state (payment of taxes, fines for violation of the law), to customers
(suppliers, buyers), to employees (payment of salary, employment creation, training and advanced
training).

Social expenses: expenses associated with the employment; expenses associated with conducting a
comprehensive audit of the practice of labor relations with suppliers; expenses associated with
ensuring human rights; expenses for activities aimed at the effective overcoming of child and forced
labor; expenses associated with the implementation of state policy; expenses associated with the
responsibility of the company.

Social income: income in the form of interest of the provision of loans to employees, lending and
other forms of financing; income from the disposal of labeled finished products.

The identified objects of accounting are characterized by the extent to which social relations are
integrated into the economic system of the company. Therefore, as far as accurately the list and
essence of each of the objects will be determined, this will affect the information value of the
indicators of sustainable development reporting.

Regarding the expenses associated with the social responsibility, according to the results of the study
we describe the following types of them: expenses associated with the falsification of reporting,
discrimination in the workplace, corruption, etc.; expenses associated with the measures to reduce or
prevent the occurrence of a negative impact on society upon the sale of products; expenses for
disposal of products; expenses for product labeling; expenses for reducing the impact of products on
society; expenses for satisfaction of claims in monetary and non-monetary terms.
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Thus, on the basis of the conducted accounting study, it can be concluded that for sustainable
development reporting it is necessary to provide for the preparation of internal (management)
reporting of the company, which will ensure the disclosure of complete information in order to
manage the company and make decisions by interested user groups based on non-financial reporting.
It is not advisable to provide in the financial reporting the disclosure of those indicators that will
overload the informative fullness of reports.

Table 2 presents the form of the internal reporting, which we propose to compile in order to
summarize the social aspects of the activities of business entities.

Table 2: Form of the developed internal reporting on social activities

During the reporting During the previous

Indicator period, US dollars reporting period, US
dollars

Social assets:
cost of manufactured labeled products 10000,00 5000,00
Total: 10000,00 5000,00
Social responsibility:
for employee payments 30000,00 35000,00
for payments to the state 15000,00 20000,00
for payments to customer-consumers 5000,00 5000,00
for payments to suppliers - -
Total: 50000,00 60000,00
Social expenses:
cost of labeled products sold 20000,00 15000,00
expenses associated with the employment 40000,00 50000,00
expenses  associated  with  conducting a - 10000,00

comprehensive audit of the practice of labor
relations with suppliers

expenses associated with ensuring human rights 25000,0 25000,00

expenses for activities aimed at the effective - -
overcoming of child and forced labor

expenses associated with the implementation of - -
state policy

expenses associated with the responsibility of the - -
company

Total: 85000,00 100000,00

Social income:

income from the disposal of labeled finished 5000,00 -
products

income in the form of interest of the provision of 10000,00 10000,00
loans to employees, lending and other forms of
financing

Total: 15000,00 10000,00

The proposed form of internal (management) reporting is necessary to provide information to a group
of responsible persons for drawing up sustainable development reporting in terms of the company
social activities. The proposals offered provide: disclosure of information about positive and negative
aspects of social activity (after all, they take into account both the company investment in human
capital and the types of complaints received from consumers and other customers); assessment of the
social activity of the company by interested user groups; obtaining of operational information and for
a certain period for making relevant decisions by management; comparative assessments of social
activities, since the reporting is compiled for a specific reporting period in comparison with the
previous similar one.
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The introduction of social responsibility principles in the activities of any company is an important
period in which a number of procedures for assessing and correcting sustainable development
reporting are carried out, which determine the further level of efficiency of management processes of
a socially responsible company and specializes in the system of verification for implementing social
responsibility and sustainable development reporting sustainable development. The verification of the
facts of economic life on the reliability of their recording becomes an important factor in improving
the reputation of a business entity (Tetiana, H., Karpenko, L., Fedoruk, O., Shevchenko, L., &
Drobyazko, S. (2018)).

The purpose of verification of sustainable development reporting is to check the reliability of its
quantitative and qualitative data, assess the system for collecting data indicators, which confirms the
seriousness of understanding by the company of its own corporate social responsibility.

The level of verification will increase as information is refined and systems for sustainable
development reporting are improved (Drobyazko, S. (2018b)).

The materiality principle requires that the company should include in the verification report
information on materiality indicators that are necessary for interested parties to implement valid
conclusions, make decisions and take management activities.

The information is material if its absence or distortion may affect decision-making of interested
parties (Singh, B. J. R., & Kaur, M. P. (2016)).

Principle of completeness of information. This principle requires that the indicators of financial
stability be assesed, both of the company itself and of the structural units for which it bears
managemeny and legal responsibility (Rao, K., & Tilt, C. (2016), Moon, J., & Knudsen, J. S. (2018,
July)).

The subject of verification should indicate significant shortcomings in the assessment of financial
sustainability indicators given in the reporting, which is verified.

The subject of verification should also discuss with the company the existing shortcomings in terms
of completeness of information, suggest to solve this problem or record in the reporting the fact of
incomplete information.

Principle of response. The principle requires that the subject of verification assesses the level of
company response to inquiries and comments of stakeholders and its recording degree in sustainable
development reporting (Suliman, A. M., Al-Khatib, H. T., & Thomas, S. E. (2016), Lins, K. V.,
Servaes, H., & Tamayo, A. (2017)).

The principle of response requires that the reporting company demonstrates in the reporting what it is
going to do in response to comments or requests from interested parties, and also provides relevant
examples. This principle does not require the company to clearly and consistently respond to requests
and comments from interested parties.

The certificate of conformity should reflect the accuracy of the reporting and indicators that provide
the necessary information.

Requirements to the subject of verification. The external or internal subjects of verification of
corporate social responsibility must meet the following requirements:

1. Reliability and independence of the subject of verification (the subject of verification must be

independent and impartial in relation to the interested parties and the company which reporting is
being verified).
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The subject of verification must openly declare the presence of interests of any kind that adversely
affect the degree of such independence and impartiality. In order to ensure its independence, the
subject of verification can rely on a number of existing ethical codes and mechanisms, depending on
their professional field of activity, institutional affiliation or geographic location. Given this, the
subject of verification should, for each verification work task, make a public declaration of
independence, which contains: a confirmation of independence from the company; a description of
the policy pursued in the event of a conflict of interest; a description of any past, current or potential
financial or commercial relationship between the subject of verification and the business entity which
reporting is verified, such as the provision of services on a fee-based basis (eg, consultations,
research), participation in management, or a share in equity. This rule applies to both legal and
individual persons performing the verification task.

2. Impartiality of the subject of verification. Impartiality is defined as the ability and willingness of
the subject of verification to perform a coordinated work task for verification so that the information
obtained in the verification process, his professional judgment or statements are not affected by
relationships with interested parties (including shareholders).

3. Individual competence. The subject of verification and a business entity, which reporting is
verified, must ensure the appropriate competence of persons involved in each specific verification
process. The business entity should require the subject of verification to be willing to provide
information to interested parties about the competence of those involved in the verification process.
The competence of persons involved in the verification of reporting should include the following
elements:

1. professional qualifications, for example, the ability to work with quantitative data, training on
certain aspects of verification, knowledge of specific aspects of activities and their consequences (for
example, environmental, human rights);

2. experience of the verification process, in particular, the experience of verification in the socio-
ethical, environmental, economic and financial spheres;

3. scope of professional knowledge and experience of the main parameters of the information
provided to interested parties.

4. Organizational competence. The subjects of verification, which include leading verification
specialists, must confirm the corresponding institutional competence to which belong: an adequate
verification control to ensure that verification is carried out at the highest level without compromising
on quality due to commercial interests or lack of competence; an adequate understanding of the legal
aspects of the process of verification and insurance against professional harm; an existing
infrastructure to ensure the verification process, as well as the conditions for safe long-term storage
of materials provided for verification.

Individual entrepreneurs who provide verification services should likewise comply with the
requirements described above.

Given the above, let’s consider the features of the organization of the system of verification of
corporate social reporting, conducted by the internal audit service.

The internal audit service provides an assessment of the reliability and efficiency of the internal
control system in the risk management process that arises during the corporate management process.
The internal audit is constantly focused on the future process, which is to assist the management and
owners of the company in achieving the strategic goals of the company in the most efficient way
(Hilorme, T., Nazarenko Inna, Okulicz-Kozaryn, W., Getman, O. & Drobyazko, S. (2018)).

The internal auditors protect the company from abuse, define “risk zones” and opportunities to
eliminate future threats, help identify and strengthen “weak points” in management systems.

Thus, the main function of the modern internal audit is to prepare recommendations for improving
the entire company management system. That is why today the internal audit is called system-
oriented audit.

At this stage, auditors should obtain reliable evidence on the level of study of issues related to
interaction with stakeholders.
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An interested parties prefer interactions and may require changes in the following ways: work on
establishment of the formal legal and contractual rights and obligations; participation in legally
permitted protests and information events; cooperation with representative organizations, legitimacy
of representative functions, which are based on their reputation; participation in representative
organizations with authorized powers; development, implementation of benchmarks and indicators;
support and participation in election campaigns; use of complex lobbying tools.

The recommendations of the auditors are the need to understand the identified shortcomings in the
management of the company and the development of leveling procedures, which should be reflected
in the policy of the company, the instructions of the personnel department, recruitment department
and sales department. Auditors point out that ignoring such problems significantly affects
relationships with stakeholders, creates a negative perception of the company's image and may affect
the sustainability of its development.

Discussion

The process of assessment and verification rating assignment consists of six interrelated stages:
conclusion of an agreement on the provision of rating services; information providing for conducting
a rating study; analysis of the provided information, rating study conducting; formation of the
preliminary conclusion on the rating; customer informing about the results of assessment and rating;
execution of the rating report, distribution of information about the rating in the media or signing of a
non-disclosure agreement and the results of the assessment are transferred to the customer.

At the first stage, an agreement is concluded for carrying out verification services, which determines
the rights and obligations of the subject of verification and the subject being verified, the timing of
the verification process, special conditions that may occur during verification and do not contradict
the requirements of corporate social responsibility verification standards. If verification is carried out
by the internal control service, then at this level it is enough to execute internal regulatory verification
documents. At the third stage, the analysis of information provided by the company which reporting
is verified, rating studies, and implementation of current findings are carried out.

Based on the rating study, conclusions are made regarding the sufficiency and completeness of the
information provided for the verification of corporate social reporting. If this information is not
enough, the subject of verification requests for additional information for verification.

If the received information is sufficient for assigning a certain rating, the fourth stage of verification
takes place - the formation of a preliminary general conclusion and the assignment of a rating to a
business entity, which reporting has been checked for verification.

At the next stage, the customer is informed of the results of assessment and rating assignment in
accordance with the volume and quality of the information obtained for verification.

The final stage is the execution of the rating report, in case the customer agrees the results of
verification, disseminating the results of verification to the media, which is one of the responsibilities
of the subject of verification.

If the company does not agree with the conclusions of the subject of verification or it does not like
the obtained level of verification, then an agreement on non-disclosure of information is signed
between them and the results of the assessment are transferred to the customer. Repeated verification
in this case is not performed.

If we talk about the levels of verification of corporate social responsibility, then they are separately
established by the subjects of verification in accordance with the chosen methodology and
organization of the verification process. Based on the analysis of the use in practice by the subjects of
verification of various levels of verification, we summarized the main existing approaches and the
proposed author's scale of verification (Table 3).

The proposed list of levels of verification is not exhaustive and can be either expanded or integrated
according to the decision of the subject of verification.
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Table 3: Levels of verification of corporate social responsibility

Verification Level characteristics
level
AAA the highest level of corporate social responsibility
AA very high level of corporate social responsibility
A high level of corporate social responsibility
BBB acceptable level of corporate social responsibility
BB adequate level of corporate social responsibility
B satisfactory level of corporate social responsibility
C low / unsatisfactory level of corporate social responsibility
NR rating is not assigned or withdrawn

Thus, we have analyzed the features of the verification process of corporate social reporting and
requirements for this process. The features of the organization of the internal audit system as the main
internal subject of verification are established, the main audit methodologies used in practice and in
the verification system are defined.

Describing the features of the audit verification of corporate social reporting, it is important to note
that there must be special requirements for the selection of a group of auditors, which are determined
by a wide range of diagnostics of social responsibility.

Conclusion

Thus, in the course of a study on accounting support for the social component of sustainable
development reporting, a social category was analyzed in the following subcategories: “Labor
Relations Practice and Decent Work”, “Human Rights”, “Society”, “Product Responsibility”. An
algorithm for sustainable development reporting according to accounting data has been developed.
The scientific results of studies of domestic and foreign researchers are considered and the current
state of the accounting recording of operations of the social activity of the company is described.

On the basis of the proposed mechanism for sustainable development reporting, the problem issues of
accounting support were identified, according to which the study task was set and proposals were
made for their solution. In particular, the types of expenses of social activity were determined, which
allowed identifying objects of social accounting (social assets, social responsibility, social income
and social expenses). According to the above accounting objects, the issues of their documentation,
recording on synthetic and analytical accounts and in financial statements are disclosed. As a result, it
was proposed to use the social activity report of the company as a form of the company internal
reporting. The proposals presented in the study allow to form high-quality, reliable and complete
information in the sustainable development reporting by the social component.

Taking into account the requirements of current legislation, the requirements of international
verification standards, a methodical approach has been proposed for the procedure for carrying out
the procedure for verification of sustainable development reporting, which consists of the following
stages: assessment of the level of competence of the subject of verification; assessment of the
importance of stakeholder requests and assessment of the effectiveness of socially responsible
activities.

Prospects for further study is to assess the quality of the audit of sustainable development reporting
by assessing the level of competence of potential candidates for the internal audit service, and
determining the level of priority of the expressed interests of stakeholders.
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