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Abstract. The concept of sustainable accounting has emerged as a result of the development of
accounting over the past forty years. Two different approaches emerged: The first is the debate about
accountability, based on a completely new accounting system and designed to strengthen the sus-
tainability strategy; The second approach is a management perspective, which is related to many sus-
tainability terms. It can therefore be considered an extension of conventional financial management
accounting.

The paper discusses the purpose of sustainability accounting, stages of development, and the pos-
sibility of implementing and using two of the most important standards in Georgian companies. Key
considerations and responses to the use of standards in sustainability reporting regarding disclosures
have been formulated. Based on European experience, Georgia has introduced international standards
for sustainable development. The goal of sustainability reporting is to reduce the negative impacts of
businesses on the environment and society. The main challenge is to standardize the process of pre-
paring sustainability reports, ensuring their robustness and reliability. The introduction of standards
is important and a priority for the sustainable development of local enterprises. The early adoption
of these principles represents an opportunity for the country to improve its management reporting
practices as stipulated in the Law on Accounting, Reporting, and Auditing of Georgia. Contribute to the
creation of a more sustainable and competitive economic environment, which ultimately ensures the
creation of a European business environment. The implementation of these standards will strengthen
investor confidence and create opportunities for making informed decisions.

KEYWORDS: SUSTAINABLE REPORTING, IFRS STANDARDS, DISCLOSURE INFORMATION,
PRODUCTION PRACTICES, ECONOMIC ENVIRONMENT.
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INTRODUCTION

Sustainability accounting issues have ap-
peared in the accounting of various countries
over the past half century. Accordingly, there is a
significant challenge in Georgia today. Accounting
based on sustainability reporting has passed sig-
nificant milestones. Today, the use of sustainabil-
ity accounting information in the management
process of companies is increasing. Such infor-
mation is important for making the right manage-
ment decisions in companies. The goal of sustain-
ability reporting is to reduce the negative impacts
of businesses on the environment and society.
The main challenge is to standardize the pro-
cess of preparing sustainability reports, ensuring
their robustness and reliability. The introduction
of standards is important and a priority for the
sustainable development of local enterprises. The
early adoption of these principles represents an
opportunity for the country to improve its man-
agement reporting practices as stipulated in the
Law on Accounting, Reporting, and Auditing of
Georgia. Contribute to the creation of a more sus-
tainable and competitive economic environment,
which ultimately ensures the creation of a Euro-
pean business environment. The implementation
of these standards will strengthen investor con-
fidence and create opportunities for making in-
formed decisions. The research paper aims to im-
prove governance reporting practices by applying
international sustainability reporting standards.
Investors will have the opportunity to obtain more
complete, reliable, and comparable information;
in turn, enterprises will receive a comprehensive
picture for business model evaluation and devel-
opment. The information disclosed in the sus-
tainability report will be important for internal
decision-making to create new policies that will
impact the economic, environmental, and social
factors of the enterprise. In turn, all of this will
strengthen the development of the green econo-
my in Georgia.

The paper is based on qualitative research.
The research used data from the Accounting, Re-
porting and Audit Supervision Service of Georgia,
the Federation of Accountants and Auditors, IFRS
Foundation, Sustainability Accounting Standards
Board website materials.

RESULTS AND DISCUSSION
Sustainability accounting as a subcategory
of management accounting, and two
different approaches

Sustainability accounting is a subcategory of
management accounting. The purpose of which is
to use non-financial information about the activ-
ities of the enterprise for external stakeholders,
creditors, and equity holders!" It differs from man-
agement accounting and is used to make internal
decisions, create new policies, and influence the
efficiency of the enterprise in economic, environ-
mental, and social areas. According to the Global
Reporting Initiative (GRI), corporate reporting on
economic, social, and environmental performance
is as necessary and time-consuming as financial
reporting.?

The concept of sustainable accounting has
emerged from the development of account-
ing over the past forty years. Two different ap-
proaches emerged.’ The first is the debate about
accountability, based on a completely new ac-
counting system and designed to strengthen the
sustainability strategy. The second approach is
a management perspective, which is related to
multiple sustainability terms. It can therefore be
considered an extension of conventional financial
management accounting.

Four main stages in the development
of sustainability accounting

Sustainability accounting is a rather complex
process that can be divided into four stages. Stage
1: 1971-1980; Stage 2: 1981-1990; Stage 3: 1991-1995;
Stage 4: from 1995 onwards.

In the first stage — papers and empirical stud-
ies were published. Which contributed to the cre-
ation of social accounting models. The informa-
tion was related to products and employees. The

1 Accounting, Reporting and Audit Supervision Ser-

vice. Available at: <https://saras.gov.ge/>.
2 Global Reporting Initiative. GRI. Available at:

<http://www.globalreporting.org>.
3 Slaper, T., Hall, T. (2011). The Triple Bottom Line:

What Is It and How Does It Work? Indiana Business
Review, Vol. 86, No. 1. Available at: <https://www.

ibrc.indiana.edu/ibr/2011/spring/a rticle2.html>.
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methodology was identical to financial account-
ing. Although several models were improved, the
debate was not widespread.

In the second stage - literature and research
show how the field of social accounting has been
refined, although interest in this field has shift-
ed to environmental accounting. Empirical re-
search has become more analytical, with social
information replaced by a focus on environmental
regulations as an alternative means of reducing
environmental damage. At this stage, the devel-
opment of training programs on social and envi-
ronmental accounting issues has begun. Through
the increasing use of conceptual frameworks, ac-
counting standards, and legal provisions.

In the third stage - environmental audit ap-
plications were developed to ensure transparen-
cy of environmental information. Environmental
management systems and a regulatory framework
were developed, which would influence the trans-
parency of social and environmental accounting.
The process of environmental regulation in the US,
Canada, and Australia has progressed more rapid-
ly than in Europe. At this stage, several manuals
were issued and articles were published covering
both social and environmental accounting issues.

The role and purpose of sustainability and
management accounting information has become
an interesting object of study for the sustainable
development of enterprises.

The fourth stage - the initial period - is char-
acterized by the approximately, this has led to the
emergence of global and regional issues of man-
agement quality control. Since this period, special
attention has been paid to accounting for envi-
ronmental costs, which includes choosing suppli-
ers whose views and practices regarding ecology
are consistent with those of customers. It also re-
fers to the costs of destroying waste products in
the production process, after-sales service, and
product withdrawal from the market.

Environmental cost accounting provides sup-
port for a company’s environmental management
initiatives*

4 Atkinson, A., Kaplan, R., Matsumura, E.M., Young, S.
(2009). Government Accounting, Georgian Herald
Publishing House, p.337.
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The role of the International Federation of
Accountants in sustainability accounting

All of the above have led to the development
of the accounting profession with international
issues. Accounting literature has been published,
focusing on sustainability accounting issues. Many
international and national meetings are held on
sustainability accounting issues.® The most devel-
oped form of sustainability accounting is environ-
mental accounting. In 2002, at the World Summit
on Sustainable Development, Robert Hugh Gray’s
Sustainability Accounting Guidelines were pub-
lished.®

In recent years, interest in corporate sustain-
ability accounting and reporting approaches has
increased. Experts from international organiza-
tions argue that the sustainability aspects of ac-
counting and reporting are of crucial importance
in assessing the future development of enterpris-
es. In this regard, the role of the International Fed-
eration of Accountants (IFAC) is important. Its goal
is to promote the development of the accounting
profession and harmonize it with standards. It has
167 member organizations in 127 countries and
approximately two million accountants world-
wide. To encourage professional accountants to
incorporate sustainability into their accounting,
the Prince of Wales created the Accounting for
Sustainability Project in 2004.” The goal of sus-
tainability accounting is to transition to sustain-
able business models and a sustainable economy.
The popularity of sustainability has grown recent-
ly, with many companies already using new meth-
ods and techniques when publishing financial
information. They provide external users with in-
formation about key activities and environmental
impacts. This information helps suppliers, buyers,
and government agencies understand how busi-

5 Kvantrishvili, N. (23.12.2024). Corporate Sus-
tainability Reporting and Transparency in the
Fight Against Corruption: A Business Perspec-
tive. Available at: <https://unglobalcompact.ge
sustainability-spotlight/korporaciuli-mdgrado-
bis-angarishgeba-da-gamchvirvaloba-korufci-
astan-brdzolis-processhi-biznesis-perspeqtiva>.

6 Sustainability Accounting Standards Board. Avail-

able at: <http://www.sasb.org>.

7 International Federation of Accountants. Available

at: <https://www.ifac.org>.
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nesses are managing their resources so that they
can achieve sustainable development.

As a result of studying the issue, three ar-
eas of sustainability were identified: social, eco-
nomic and environmental. Each of them depends
on different factors.® That is why it is necessary to
develop enterprises in the direction of environ-
mental, social and governance processes.

The role of the European Union in the
development of sustainable development
reporting and two international
sustainability standards

In 2022, the European Commission developed
the Corporate Sustainability Reporting Directive
(CSRD), which entered into force on January 5,
2023.° This directive replaced the previously ex-
isting Non-Financial Reporting Directive with up-
dated wording and requirements. Preparing cor-
porate sustainability reports for enterprises using
relevant standards; It became mandatory for the
2024 reporting period, which will be submitted to
local authorities starting in 2025. Georgia is ac-
tively working in this direction within the frame-
work of European perspectives, to introduce best
practices in the country.

Two IFRS sustainability disclosure standards
issued by the International Sustainability Stan-
dards Board (ISSB) in 2023 have already been
translated into Georgian and published. These
are:

e IFRS S1 - General requirements for finan-

cial disclosure on corporate sustainable

development;
e [IFRS S2 - Climate-related disclosure infor-
mation.

8 Adams, W. (29-31 January 2006). The Future of Sus-
tainability: Rethinking the Environment and Devel-
opment in the Twenty-First Century; Report of the
IUCN Eminent Thinkers Meeting.

9 A brief description of the draft corporate sustain-
ability reporting standard. (March 2022). IFRS® Sus-
tainability Disclosure Standards.

10 IFRS Foundation. (2022). Available at: <https://www.
ifrs.org/content/dam/ifrs/project eneral-sus-
tainability-relateddisclosures/ georgian/georgian-

s1-and-s2-edssnapshot — april-2022.pdf>.

Companies that must prepare a corporate
sustainability report

The new requirements will apply to up to
50,000 companies across the EU. According to the
CSRD, companies must prepare a corporate sus-
tainability report if they:"

1. Representing “large” enterprises in the
European Union (including banks, insur-
ance companies, accountable enterprises,
whose securities are admitted to trading
on the stock exchange, and enterprises
designated as SDP by local authorities);

2. There are small and medium-sized enter-
prises on the EU-listed market;

3. Enterprises that have a branch or subsidi-
ary within the European Union.

These companies are required to disclose in-
formation about how environmental and social
issues affect the risks and challenges they face.
They must also disclose information about the
impact their business model has on people and
the environment. As we mentioned, the European
Commission has developed a directive on corpo-
rate sustainability reporting, which will replace
the existing Non-Financial Reporting Directive.
According to the new directive, the preparation
of corporate sustainability reports using relevant
standards will become mandatory for EU member
states. Companies have many questions about
this.

Key considerations and feedback on the
use of standards in sustainability reporting
regarding disclosures

1. A company that uses accounting standards
will it be required to present the informa-
tion disclosed in the sustainability report
in accordance with IFRS standards? IFRS
accounting standards apply to financial
statements. It will not be mandatory, but
it will be up to the company to decide
whether companies in the jurisdiction will
use IFRS standards to protect the informa-

1 A brief description of the draft corporate sustain-
ability reporting standard. (March 2022). IFRS® Sus-
tainability Disclosure Standards.
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5.

tion that is being disclosed in sustainable
reporting. In addition, the company must
make a separate statement stating that it
has complied with all requirements for all
information related to sustainable devel-
opment. This information must be present-
ed in accordance with sustainable report-
ing standards and must be consistent with
any accounting principles.”?

Will IFRS standards for disclosure of infor-
mation related to sustainable development
be mandatory? The International Sustain-
able Development Standards Council does
not have the authority to grant mandatory
status to standards. However, companies
can voluntarily choose to use them.

Will the application of the standards pro-
posed by the International Sustainable De-
velopment Standards Council begin gradu-
ally? A company is not required to present
comparative information when first adopt-
ing a standard, but has the option to do
so. This proposal will make it easier for the
company to comply with the requirements
and provide investors with sustainability-re-
lated information as quickly as possible.
Will it be mandatory to report information
related to sustainable development in a
specific location, in a specific format, or
a separate report? Financial information
related to sustainable development must
be part of a company’s general purpose fi-
nancial statements. However, the company
can provide information in different ways.
The draft standards do not establish any
specific structure. For example, in the form
of a physical report, in a prescribed docu-
ment format, as a tagged data file, or via
a website. Some jurisdictions have specific
formats or reporting requirements. For ex-
ample, XBRL-based files or a report in PDF
format.™®

If there is no such standard for disclosure

12

13
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European Sustainability Reporting Standards -
ESRS. (13.01.2025).

Sustainability Reporting Update International Sus-
tainability Reporting Bulletin 2025/01. (December
2024). Available at: <https://www.bdo.global/get-
media/5a181e3f-0a64-4dc2-be8b  98dcabsbb5eb/
ISRB_2025_01_(final).pdf?ext=.pdf>.

of information related to sustainable de-
velopment, which deals with the risks and
opportunities associated with the sustain-
able development of a particular company,
if so, what guidelines or requirements must
this company comply with? The draft Com-
mon Requirements for Discussion provides
companies with sources, which will help
them identify appropriate risks and op-
portunities related to sustainable develop-
ment and prepare information for disclo-
sure, which will allow investors to assess
the value of the enterprise. The company
is advised to consider the requirements of
the SASB standards, non-binding require-
ments of the International Sustainable De-
velopment Standards Council (for example,
applying the CDSB principles to biodiversity
disclosures), and standards developed by
some other bodies. Most importantly, the
standards that a company adopts should
be designed to meet the information needs
of investors. In addition, companies can
also consider established practices in the
industry. The climate-related requirements
of the SASB standards are the basis for
the climate-related project under consid-
eration. Possible changes in requirements
are expected. As a result of the proposed
changes, some indicators will be updated
to improve their international applicabil-
ity; For the financial sector, requirements
will be added regarding indicators related
to funded and facilitated emissions. Also,
if a company uses the proposals of the cli-
mate-related project under consideration,
it will meet the TCFD recommendations.”

CONCLUSION

For Georgia to comply with the requirements
of the European Union, the Accounting and Re-
porting Service plans to reflect the changes made
to the regulatory directives and regulations in
the legislation.” They will also develop sustain-

IFRS S2 Climate-related disclosures. Available at:

<https://www.saras.gov.ge/ka/home/esrs>.

Ministry of Finance Accounting, Reporting and Au-
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ability reporting guidelines based on standards,
research, share and implement international best
practices, they will conduct training, disseminate
information to raise awareness, and implement
other socially beneficial activities.

Currently, the International Standards Board
(ISSB) plans to use two international standards for
corporate sustainability reporting in enterprises.
Through these standards, investors will have the
opportunity to obtain more complete, reliable,

dit Supervision Service. Strategy for the years 2023-

2026. Available at: <https://www.saras.gov.ge/Con-
tent/files/SARAS Strategy 2023-20262.pdf>.

and comparable information necessary to assess
the value of an enterprise and manufacturers will
get a more comprehensive picture for business
model evaluation and development.

In the future, | will continue to develop ideas
on other risks, opportunities, and priorities relat-
ed to sustainable development, which will be suit-
able for valuing the enterprise, as well as opin-
ions on further improving industry requirements,
based on the SASB standards. All of this will be an
opportunity to strengthen the green economy.
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