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IMPLEMENTATION OF ESG PRINCIPLES
AS AN OPPORTUNITY TO INCREASE THE INVESTMENT
ATTRACTIVENESS OF THE COMPANY

The need to introduce ecological, social and managerial aspects into the corporate and social culture of the enter-
prise is argued. New regulatory requirements, investors’ rethinking of new criteria for choosing potential sources of
financing, push managers to implement ESG principles in business strategy and all business processes. During the
analysis of a potential project for investment, attention is paid not only to the possible amount of profit, but also the
social component of the business is carefully studied. The views of investors on the issues of sustainable development
and the need to disclose information in non-financial reporting are considered. Currently, in Ukraine, in the context
of the implementation of the EU Directive on Corporate Reporting on Sustainable Development (CSRD), primarily
banking institutions, insurance companies, as well as enterprises of public interest with more than 500 employees,
and others are required to publish a non-financial report enterprises subject to the established criteria. The main
obstacles and problematic aspects of ESG implementation are identified. It has been proven that an important part
of the research is the comparative analysis of ESG and CSR. The article analyzes the differences between ESG risks
and Business risks. The article also pays attention to strategic problems depending on industry specifics. Depending
on the type of activity, significant attention is paid to certain topics that have the greatest impact on the company or
potentially constitute an ESG risk. The authors emphasize that for the social aspect of financial institutions, attention
should be paid to data security, because leaks of customer data can harm a significant part of society. In the context
of management, an example of a strategic priority is corporate ethics to prevent conflicts of interest, corruption and
other forms of misconduct. Considering ESG in the context of global economic trends allows us to conclude that the
implementation of such approaches not only increases the reputation of companies, but also becomes a necessity for
maintaining their competitiveness on the international market.

Keywords: ESG, corporate social responsibility, investment attractiveness, greenwashing, sustainable develop-
ment, non-financial reporting, project analysis, investment project, enterprise potential, risk, business process.
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Statement of the problem. Previously, the integration
of sustainable development factors into the corporate cul-
ture was considered a voluntary initiative of responsible
business or as an addition to the main benefits. However,
it is already perceived as a duty to society and future
generations. New regulatory requirements, rethinking by
investors of new criteria for choosing potential sources of
financing, push managers to implement ESG principles
in business strategy and all business processes. The need
to address social challenges through responsible business
practices is also driven by the understanding of long-term
benefits.

Analysis of recent research and publications. In
recent years, more and more scientists have begun to pay
attention to the economic justification of the need to intro-
duce ESG initiatives into the corporate culture.

ESG (Environmental, social, governance — “environ-
ment”, “social sphere”, “corporate governance”) — the
company’s efforts in each of these directions for the sake
of sustainable development.

These criteria are taken into account by investors and
financial institutions when making investment and lending
decisions, as well as counterparties and suppliers in the
course of commercial activities.

The article by I.V. Shostak and H.P. Plysenko examines
the essence and components of the principles of integrated
reporting and its impact on the sustainable development
of the organization. The authors emphasize the importance
of taking into account financial and non-financial risks, as
well as the need to form a strategic vision based on ESG
components (environmental, social, management aspects)
to support sustainable economic growth [1]. O. Makarenko
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emphasizes the importance of integrating ESG principles
into business strategies for long-term success, and also
analyzes the need for similar initiatives during the war [2].
In the issue of “ESG. A game in perspective” from KPMG,
representatives of Ukrainian companies consider the
problems and possibilities of social responsibility. Thus,
V. Kudrytskyi points out the need to implement ecologi-
cal approaches in the energy industry using the example
of NEC “Ukrenergo” [3]. T. Vervega draws attention to the
need for Investments in ecological solutions, which are an
important direction of modern business transformation [3].

Objectives of the article. First of all, the goal is to
outline the relevance and need to change conceptual man-
agement approaches through statistical data from investor
surveys, distinguish the concepts of ESG from CSR, ESG-
risks from business risks, identify difficulties in the imple-
mentation of sustainable development factors in company
policies, identify essential factors - risk depending on the
specifics of the industry, to form a scientific justification
for the need for capital investments in social initiatives.

Summary of the main research material. The issue
of sustainable development is increasingly receiving sig-
nificant attention from investors, creditors and government
regulators. During the analysis of a potential project for
investment, attention is paid not only to the possible amount
of profit, but also the social component of the business is
carefully studied. In addition to generally accepted finan-
cial reports, there are non-financial reports that disclose
information about the company’s sustainable development.
That is, these are reports that disclose information about
transparency and responsible business behavior. According
to research from PwC, 78 % of investors believe that com-
panies should integrate ESG directly into their strategy,
and 95 % of private equity funds integrate material ESG
issues into the commercial due diligence process before
making investment decisions, demonstrating the signifi-
cant role ESG plays in assessing risks and opportunities
for capital investments [4].

However, it is also worth noting the fact that, compared
to 2021, investors’ positive sentiment regarding the impor-
tance of ESG decreased slightly in 2023 (Figure 1).

Thus, in 2021, 79 % of investors took into account such
a key aspect as the sustainability of business introduction
when making decisions, and in 2023, only 74 % agree

0%

1. Should companies integrate ESG into their
corporate strategy?

2. Should companies invest in ESG, even if it
impacts short-term profitability?

3. Is sustainability management a key factor in
your investment decisions?

B Agree

Neutal

with this opinion, which is 5 % less. Such a trend can be
explained by a change in priorities, since the implementa-
tion of environmental, social and management measures is
more oriented towards long-term perspectives and results,
and the need for obtaining short-term profits is caused after
the coronavirus pandemic. The opacity of reporting, mani-
pulation of data for the sake of positive approval by inves-
tors also leaves its mark. In addition, the requirements of the
EU Corporate Sustainability Reporting Directive (CSRD)
are only beginning to be gradually put into practice for the
first companies and supplemented by new standards.

Ratings regarding the sustainable development of com-
panies differ significantly, as there are still no standardi-
zed approaches and calculation methodologies. This is
confirmed by a correlation analysis by PwC, the results of
which showed a significant discrepancy in the results when
evaluating the ESG profile of 40 companies from different
industries by 4 well-known rating agencies (MSCI, Sus-
tainalytics, S&P Global and Refinitiv). Thus, given the fact
that these principles of sustainability and control are rela-
tively new and are only beginning to be applied in practice,
introduced into the corporate culture of enterprises, sus-
tainability reports, regulatory requirements and approaches
are beginning to appear, this issue requires detailed study
and scientific justification

Currently, in Ukraine, in the context of the imple-
mentation of the EU Directive on Corporate Reporting
on Sustainable Development (CSRD), primarily banking
institutions, insurance companies, as well as enterprises of
public interest with more than 500 employees, and others
are required to publish a non-financial report enterprises
subject to the established criteria. In addition, according to
the European Sustainability Reporting Standards (ESRS),
not only European companies are obliged to report, but
also those that have a significant presence on the European
Union market (net turnover of 150 million euros in the EU
and that have at least 1 subsidiary company or branch in the
EU) and securities registered on stock exchanges in Euro-
pean countries (for example, the Warsaw Stock Exchange
is popular among Ukrainian companies) [6].

ESRS thematic standards include three fundamental
groups of principles: Environmental (environment), Social
(social aspect) and Governance (corporate management).
In its current form, ESG principles were first formulated by

10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
2021; 82%
2023; 74%

B Disagree

Figure 1 — Comparison of the assessment of the impact of ESG on investment and annual strategic decisions
by investors in 2021 and 2023

Source: built by the authors based on [5]
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former UN Secretary General Kofi Annan. He suggested that
managers of large global companies include these principles
in their strategies, primarily to combat climate change [7].

It is worth separating ESG-policy from corporate social
responsibility, the former is inherently considered a method
of evaluating non-financial activities with a focus on mea-
surable results, risks and reducing the negative impact on
society by meeting the expectations of investors, people and
the planet [8]. Whereas CSR is a broader concept, seen as a
business model aimed at the company’s overall social impact
with the achievement of financial goals and brand develop-
ment. ESG risks are identified with respect to interacting
entities, while business risks are identified with respect to
the environment in which the company exists. Significant
differences between approaches to ESG risk assessment and
business risk assessment are presented in Table 1.

Among the widespread problems observed in the
Ukrainian space regarding the sustainable responsibility of
business is the concept of “greenwashing”. PR departments
try to “green” the reputation of brands through a similar
technique, which consists in creating an attractive image,
environmental mimicry, demonstrative demonstration of
care for the environment and other marketing methods to
manipulate consumers and create the impression of com-
pliance with ESG criteria.

Understanding the inevitability of the need for environ-
mental-social-management aspects, it is important to cor-
rectly and gradually implement the latest changes. Depen-
ding on the type of activity, significant attention is paid to
certain topics that have the greatest impact on the company or
potentially constitute an ESG risk. For example, for banks, as

representatives of the financial sector, problematic aspects in
terms of environmental issues are the influence of the finan-
cial portfolio, that is, whether it consists of green investments
or how much the bank supports environmental projects. This
also includes the emission of greenhouse gases, as the bank-
ing institution can help support the development of enter-
prises aimed at minimizing carbon emissions.

ProCredit Bank, which has developed a comprehensive
environmental management system, is a vivid example of
such responsibility. Its essence is that, firstly, the very pro-
cess of the bank’s functioning is carbon neutral, since the
following approaches have been implemented: own solar
power plants; electric and hybrid corporate cars; waste
sorting system in offices; electronic document manage-
ment, use of only recycled and ecologically certified paper;
energy-efficient office buildings equipped with a building
automation system (BMS); education and staff involve-
ment. In addition to the above, the bank has taken on the
responsibility of publishing a report on the loan portfo-
lio on the amount of carbon emissions according to the
Partnership for Carbon Accounting Financials (PCAF)
standard. As of the end of 2023, the volume of the green
credit portfolio of ProCredit Bank in Ukraine amounted
to 70 million euros [10]. For the social aspect of financial
institutions, attention must be paid to data security, because
leaks of customer data can harm a large part of society.
In the context of management, an example of a strategic
priority is corporate ethics to prevent conflicts of interest,
corruption and other forms of misconduct. Table 2 presents
the key ESG topics affecting the risk profile of companies,
depending on the sector of the economy.

Table 1 — Comparison of ESG risk from Business risks

ESG-risks

Business risks

Risk identification
partners, investors)

in relation to the subject with which the business
interacts (environment, employees, community,

regarding business and the environment in which it
exists (political, economic, financial, operational,
marketing, logistical, legal)

Market evaluation
and analysis
influencing factors are not eliminated

aimed at determining how the business creates
these risks (factors) and calculating the potential
losses that the business can cause to subjects if the

aimed at calculating losses and damages that may
be caused to the business by other entities and
exogenous factors

Risk management
development

aimed at minimizing the negative impact of busi-
ness on subjects and ensuring business sustainable

aimed at reducing the likelihood of risks and mini-
mizing losses from risk situations

Monitoring and control | is to follow the business trail

consists in tracking various factors

Source: built by the authors based on [9]

Table 2 — Analysis of industry ESG topics by economic sector

Topics Financial Industry Oil and Gas | Electricity Mining a_nd
sector metallurgical
1 2 3 4 5 6
Ecology
Biodiversity and land use + +
Impact of financial portfolio +
Opportunities in the development of RES n
(renewable energy sources)
Greenhouse gas emissions + + + + +
Air pollution +
Climate Strategy + + + + +
Reliability of power supply +
Water consumption + + +
Risks of water shortage + +
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Continuation to table 2

1 2 3 4 5 6
Product Lifecycle Management +
Energy Resource Management + + +
Waste disposal + + + + +
Raw material efficiency +

Society
Data Security +
Relationship between management and employees + +
Diversity and inclusion of the work environment +
Relations with the local population + +
Occupational health and safety + + + +
Human Rights +
Human Capital Development + + + +
Freedom of association + +
Financial Inclusion +
Management

Fighting corruption and bribery + + + + +
Corporate Ethics + + +
Practice of senior management + + + + +
Compliance with legal requirements +
Innovation Management and R&D (R&D) +
Risk Management + +
Supply Chain Management +
Emergency Management + +

Source: built by the authors based on [11]

Table 3 — Example of pre-implementation assessment of ESG initiatives by benefits, complexity,

duration and priority

Ne Initiatives Benefits Complexity Duration Priority
1 | Developing a climate strategy High Medium Up to 1 year 1
2 | Installation of RES High High Up to 2 years 1
3 | Recycling of plastic/waste paper Low Low Up to 1 year 3
4 | Planting trees Low Low Up to 1 year 3
5 | Diversity and inclusion High Medium Up to 2 years 1
6 | Human Capital Development Medium Medium Up to 1 year 2
7 | Charity Medium Low Up to 1 year 3
8 | Diversity on the board Medium Medium Up to 2 years 2
9 | ESG Reporting High Medium Up to 1 year 1
10 | Code of Ethics Medium Low Up to 1 year 2

Source: [11]

After assessing priority problems and choosing initia- ¢ Environmental W
tives according to the capabilities of the enterprise, an eval- < _ Social ///
uation of these initiatives is developed. They are ranked 2z 3£ " Govemance L 7/
depending on the duration and complexity of implementa- g = //

. = s
tion (Table 3). £

It can be seen from Figure 2 that the implementation of © 7, S
the second initiative will bring the greatest benefits — the o 3/?
installation of renewable energy sources, which ensures - é; /?' ’

a neutral level of greenhouse gas emissions. However, 5% “
in tems Qf (.:omplexity,.this opportunity is complex and Low Medium High
requires significant funding. Benefit

Conclusions. Significant interest from investors and
regulators has led to the growth of the ecosystem of non-
financial reporting on sustainable development and ESG
policies. Understanding the long-term benefits of imple-

Figure 2 — Initiative implementation matrix by benefits
and complexity

Source: constructed by the authors on the basis of Table 3
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menting environmental and social initiatives has forced
managers to develop and implement their own innovative
approaches to sustainable responsibility.

The implementation of ESG by companies should
take place in every business process, a full-fledged stra-
tegy should be created for the fulfillment of the set goals, it
should be done in good faith and sincerely, and not only for

the sake of obtaining credit benefits and attracting investor
support. Before implementing this strategy, it is advisable
to prioritize initiatives and take into account the specifics
of the industry. In addition, it is equally important to avoid
greenwashing, because until now large companies are
trying to pretend to be a responsible business, but informed
consumers and investors know how to distinguish it.
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Horpedonsk A.1O., Jlaktionosa B.B., Koctionik O.B.
Hayionanvuuii mexuiunuii ynieepcumem Yxpainu
«Kuiscoxutl nonimexuiynuil incmumym imeni Ieopa Cikopcbkozo»

IMINIEMEHTAIIA IPUHIOUIIIB ESG
AK MOXJIUBICTDb HNIJIBUILIIEHHA
IHBECTUIIMHOI MPUBABJUBOCTI NIJIIPUEMCTBA

Apeymenmosano HeobXiOHICMb 8NPOBAONCEHHS eKONO2IUHUX, COYIANbHUX MA YNPAGIIHCLKUX ACNeKmie y Kopnopa-
mueHy ma coyianvHy Kyabmypy nionpuemcmsa. Hogi pecynamophi aumoeu, nepeocmucieHus ingecmopamu Ho8ux Kpu-
mepiig 6UOOPY NOMEHYIUHUX Odicepel PIHAHCYBAHHS NIOWMOBXYIOMb MeHeddcepie 00 enposadicernts npunyunie ESG y
oisnec-cmpamezito ma 6ci Oiznec-npoyecu. 11i0 yac ananizy nomeHyillHo2o nPoekmy O/ iH8eCHY8AHHS 36EPMAEMbC S
yeaea He MiNbKU HA MONCIUSUL POIMID NPUOYMKY, ane U pemenbHO 8UBYAEMbCA COYIanbHA CKAaoosa biznecy. Pozens-
HYmMO no2nsou IH8eCmopi6 Ha NUMAHHS CIAL020 PO3GUMKY Md HeoOXIOHICmb po3Kpumms iHgpopmayii y He@iHAHCO8Il
36imnocmi. Hapaszi 6 Ykpaini 6 konmexcmi imnﬂmeymauii'ﬂupekmusu €C npo kopnopamusHy 36imHIiCMb 3i CMALO20
PO36UMKY (CSRD) Hacamneped 6aAHKIBCHKI YCManosu, cmpaxosi KOMNAHii, a maxoic nldnpuemcmea wo cmanoeiams
cycninbrutl inmepec, 3 wucervnicmio npayisnuxie nonad 500 ocio, ma inwi 30606 ’a3ani nyonikysamu neginancosui
36imM NIONPUEMCMBA 30 YMOBU OOMPUMAHHA 6CIAHOBNIEHUX Kpumepiis. Busnaueno ocHOBHI nepewkoou ma npooiemmi
acnexmu enpogaodicennsn ESG. Jlosedeno, wo saxcaugoro wacmunoio 0ocuiodicents € nopisnsanvrui ananiz ESG ma KCB.
Ipoananizosano siominnocmi mioic pusuxamu ESG ma Oisnec-puzuxamu. Taxooc npudineno ysazy cmpameziyHum npo-
Oremam 3anexcHo 8i0 eanyzesoi cneyuixu. 3anedxncHo 8i0 8udy OiANbHOCHI, 3HAYHA Y8a2a NPUOLIAEMbCSL NeGHUM MeMaM,
AKI Maroms HAUOLILWULL BNIUE HA KOMNAHII0 abo nomenyiuno cmanosiams ESG-pusux. Aemopu niokpecioroms, wo 0
CoyianbHo20 acnekmy OIIbHOCMI QIHAHCOBUX YCMAHOS CLO 36EPHYMU Y8azy HA De3neKy OaHux, adxice 8UMoOKU OAHUX
KIIEHMIB MOJNCYMb 3a680aAMU WKOOU 3HAYUHIL YACMUHI CYCRiTbCcmed. Y KOHmMeKcmi YNpaeiiHHsa NPUKIao0om cmpameii-
HO20 mpiopumemy € KOPROpamueHa emuxd, CNpAMOBaHa HA 3aNn00icanHs KOHuikmam inmepecie, Kopynyii ma inuum
Gdopmam nenpasomiproi nogedinku. Posensio ESG 6 konmekcmi enobanbHux eKOHOMIYHUX MeHOeHYill 00360/51€ 3p0dumu
BUCHOBOK, U0 8NPOBAONCEHHS MAKUX NIOX00I8 He MINbKU NIOSUULYE PENYMAayito KOMRAHKIL, aie 1l Cmae HeoOXiOHIicmio 05
NIOMPUMKU IX KOHKYDEHMOCHPOMONCHOCIT HA MIHCHAPOOHOMY DUHKY.

Knrouosi cnosa: ESG, xopnopamusHno-coyianrbHa 8I0N0GIOANbHICIb, [HGeCMUYIIHA NPUSAOIUBICIG, SPIHBOUIUHS,
cmanuii po3eumox, HeiHAHCO8A 36IMHICTNb, NPOEKMHUL AHALI3, IHEeCMUYIUHUL NPOeKm, NOmenyial nionpuemMcmasa,
PpusuK, OizHec npoyec.




