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AHHoOTanmsA. VHTerpamus MEXTyHApOIHBIX CTaHAAPTOB (PHMHAHCOBOW OTYETHOCTH, CBS3aHHON C YCTOHYMBOCTBHIO
(cepust IFRS-S), B neiicTByrOmyr0 cuUcTeMy (UHAHCOBOW OTYETHOCTH TpPEOYeT OT OpraHW3alUil PACKPBITHS
OKOJIOTHYECKHX, COMManbHBIX W ynpaBieHudeckunx (ESG) ¢dakropoB Ha ocHOBE (HMHAHCOBOW CYIIECTBEHHOCTH
(materiality). Tem He MeHee, TEKymash OTYETHOCTh OO0 YCTOWYMBOM pPa3BUTHH TOPHOAOOBIBAIOIIHNX OpPTaHW3AIHH,
nerictByrommx B Pecriyomuke Apmenust (PA), B OCHOBHOM COCpeIOTOUYEHa Ha CYIIECTBEHHOCTH BO3IEHCTBUS (impact
materiality). Takodi momaxoa HETOCTATOYECH MJIs BBIMOJHEHUs TpeOoBanmii ctanmaptoB IFRS-S1 u IFRS-S2, gro
MIPUBOJXT K BOSHUKHOBEHHIO 3HAYUTEIHHOTO Mpoberna B (PMHAHCOBON cymecTBeHHOCTH.OCHOBHAS [IEIb MCCIICIOBAHMUS
— pa3paboTaTh CTPATETUYCCKUE U MPAKTHYCCKIE MEXaHU3MBI, YUUTHIBAIOIINE BISBICHHBIC MPOOEBl. DTH MEXaHU3MBI
IIO3BOJISIT OOECIICUNTH MEPEX0Jl CEKTOPA K MEXKAYHAPOAHON CHCTEME OTYETHOCTH. ABTOPBI, OIIMPAsICh HA KaUeCTBEHHBIE
U aHAJIMTHYECKUE PE3YJIbTAThI, MPEAIaraloT HHTETPUPOBAHHYIO MOJICINb YIIPABICHYECKON OTYETHOCTH, pa3pabOTaHHYIO
co crnenuanbHbiMu KimtoueBsiMu Tlokazarensmu D¢ dexruBHocTr (KIID), cnennduyHbiME Uil TOpHOAOOBIBarOLIEH
otpaciu. [lomy4eHHbIEe pe3yIbTaThl MOKA3BIBAIOT, YTO nprMeHeHHe KIID mo3BoisSeT KOJUYECTBEHHO OLCHUTh PUCKU U
3()(eKTHBHO HWHTETPHPOBATH MX BO BHYTPEHHHE MPOIECCHI YIpaBiIcHHs. [lepexo K HOBBIM CTaHAapTaM Tpelyer
(opmabHOTO 3aKkperuieHnst Ham3opa 3a ESG-puckamMu Ha ypoBHE OpPraHOB YIPABIEHHS, a TAaKXKE HCIIOIHb30BAHH
METOJIOJIOTHH pacdera O00OOIIEHHOTO MOKAa3aTels YCTOHYMBOTO PAa3sBUTHSA I 00ECIEUEHHS ITOJIHOTO COOTBETCTBHUS
TpedoBanusam [FRS-S.

KiioueBble ciaoBa u ciaoBocoyeTaHusi: OTYETHOCTH OO0 YCTOMYMBOM PpA3BUTHH, KIIOYEBBIE ITOKA3aTEIH
s exrmBHOCTH, [FRS-S1, IFRS-S2, durancoBas CymecTBEHHOCTh, CYIIECTBEHHOCTh BO3ICHCTBHS

Introduction. materiality criteria set by IFRS S1 and IFRS S2. The

The international financial reporting system has
undergone fundamental transformations in recent
years, notably marked by a transition towards the
disclosure of environmental, social, and governance
(ESG) factors. This integration is driven by the
IFRS S-series standards (S1 and S2) issued by the
ISSB, which have moved ESG issues beyond the
scope of corporate social responsibility, establishing
them as components of essential financial
materiality [7]. Mining organizations operating in
the Republic of Armenia (RA) face a growing
global demand for transparent ESG disclosures.
This challenge is further complicated in this sector
by the presence of regional geopolitical risks.
Currently, ESG reporting practices in the RA
mining sector are largely confined to impact
materiality and fail to satisfy the financial

213

Objective of the Research is to assess the existing
financial materiality gap in ESG reporting within
RA mining organizations and to develop an
integrated managerial model. This model proposes
sector-specific KPIs that will ensure the industry's
transition toward a reporting system compliant with
IFRS S objectives and capable of providing relevant
financial information.

Literature Review and methodology

The importance of ESG disclosures has been
substantiated in theoretical discussions of corporate
reporting since the 1980s (e.g., Legitimacy [10] and
Stakeholder [3] Theories). In recent years, financial
science has strongly reinforced the thesis that high-
quality ESG reporting is associated with a lower
cost of capital and higher valuation [4; 11].



However, the practical implementation of the
newly published IFRS S-series standards requires
that the KPIs characterizing ESG be selected based
on financial materiality. This particularly
emphasizes the integration of ESG data into the
Strategic Management Accounting (SMA) system
so that ESG risks are reflected in internal
governance and decision-making processes [6].

Various authors and intemrnational bodies have
published reports concerning the Financialization of
Risks specific to the mining sector under study,
from which the following are highlighted:

e Social Risks: The loss of the "Social
License to Operate (GSL)" is considered the biggest
risk in the sector [2]. The financial impact of GSL
loss on the Net Present Value (NPV) of projects can
reach tens of millions of dollars.

e Environmental Risks: Crucial is the accurate
accounting of land reclamation obligations (ARO),
which are often underestimated, thereby creating
future financial risks.

e Geopolitical Risk (GPR): Geopolitical and
ESG risks can lead to asset impairment [8; 2].

These generalized risks must be taken into
account when constructing the ESG reporting
model.

The research was conducted through a
comprehensive assessment of the current ESG
reporting experience of organizations within the RA
mining sector, based on published reports and
sectoral analyses. Primary focus was placed on
identifying the financial materiality gap, in
accordance with the requirements stipulated in the
IFRS S1 and IFRS S2 standards. Specifically:

1. to establish the theoretical basis for the
proposed model, international sustainability
reporting frameworks (IFRS-S, GRI) and risk
management guidelines specific to the sector under
study (ICMM) were examined and synthesized.

2. an integrated managerial reporting model
for ESG risk management was developed, founded
on the following principles:

e Financialization of risks: The conversion of
non-financial ESG factors (e.g., GSL, ARO) into
financially quantifiable indicators to measure their
impact on corporate value.

e Application of a KPI system: To
operationalize the model, a system of KPIs linked to
the most material risks in the mining industry was
defined, enabling the financial materialization of
ESG risks.

Results and Discussion

A significant financial materiality gap can be
observed in the sustainability reports published by
organizations within the RA mining sector,
specifically including:
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e Deficiencies in ESG risk
established by the Board of Directors.

e Lack of linkage between ESG indicators
and executive compensation.

e Non-disclosure of the financial impact of
geopolitical risks.

To render ESG risks financially material, and
taking the above points into consideration, an
integrated model is proposed, which is based on a
two-tiered reporting system [S] and employs the
following KPIs:

oversight

Table 1: Environmental KPIs for the Mining Sector

Indicator Unit of Financial
(KPT) Measurement Significance
Water m?/tonne Impacts production
Intensity costs and operati-
onal continuity.

Hectares of | Hectare Linked to ARO
Land expenses and
Reclaimed regulatory penalties.
Tailings Risk Linked to potential
Dam Safety | Assessment | financial liabilities
Risk Score (IFRS S 2material

risk).

Source: Prepared by the authors.

These indicators allow for the quantification of
financial risks associated with environmental
obligations and regulatory penalties, thereby
providing insight into the environmental factor's
impact on future cash flows.

Table 2: Social KPIs for the Mining Sector

Indicator Unit of Financial
(KPI) measurement significance
Number of | Quantity/ Prevents operational

Community | Count shutdowns and
Contflicts ensures the stability
of the GSL (Social
License to Operate).
Production | Tonnes/ Directly linked to
Lost Due to | Monetary the GSL risk.
Conflict Loss
Community | Monetary Ensures GSL
Health Amount stability and reduces
Investments social discontent.

Source: Prepared by the authors.

The main objective of the social indicators is to
financialize the risk of GSL loss and the resulting
lost revenues from associated operational
shutdowns, which is material from an investor's
perspective.




Table 3: Governance KPIs for the Mining Sector

Indicator (KPI) Unit of Financial
Measurement Significance
Linkage of Correlation Ensures the
ESG to between the internal
Executive remuneration integration of
Compensation | system and strategic
recorded ESG | objectives
outcomes (IFRS S
requirement).
Frequency of Number of Directly
Risk meetings ensures
Management compliance
with the [FRS
S Risk
Governance
requirement.

Source: Prepared by the authors.

These indicators substantiate how governing
bodies oversee environmental and social risks, thus
ensuring compliance with the IFRS S requirement
regarding the disclosure of risk management
processes and management accountability.

Table 4: Financial and Economic KPIs for the Mining

Sector
Indicator Unit of Linkage to ESG
(KPT) Measurement
Asset Monetary Formation of
Impairment | Amount provisions related
Provision to geopolitical risks
or environmental
obligations.
Non- Monetary Directly linked to E
Compliance | Amount (Environmental)
Costs and G
(Governance)
deficiencies.

Source: Prepared by the authors.

The financial and economic indicators serve as
the wultimate financial expression of overall
environmental, social, and governance risks, which
are necessary for inclusion in predictive models and
internal reporting.

The financial and economic indicators serve as
the ultimate financial expression of overall
environmental, social, and governance risks, which
are necessary for inclusion in predictive models and
internal reporting.

Thus, the integrated model and the proposed
KPI system substantiate the necessity of applying a
methodology for calculating a  generalized
sustainability indicator, creating an opportunity to
link overall ESG performance to corporate value.
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The model differs from traditional reporting systems
in its comprehensive objectives, which include:

1. Quantification: ESG risks, such as ARO or
GSL loss, no longer remain in qualitative categories
but are transformed into financial impact measures
(F indicators).

2. Compliance with IFRS S-series standards:
The model provides concrete tools to satisfy the
IFRS S requirement, specifically for disclosing the
financial impact of risks and their integration into
internal governance.

3. Value enhancement: transparent and
quantitative reporting reduces investor uncertainty,
contributing to the attraction of capital at a lower
cost and enhancing the competitiveness of the RA
mining sector in the long term.

Conclusions.

The research confirms the existence of a
significant financial materiality gap in sustainability
reporting within the RA mining sector compared to
IFRS S requirements. Improvement necessitates a
systemic transition to an integrated strategic
management accounting system. The proposed
model allows for the quantification of
environmental, social, and governance risks, links
them to corporate value, and fully ensures the
transparency required by the IFRS S1 and IFRS S2
standards.

The following recommendations are deemed
appropriate for enhancing the discussed issue:

1. Strategic Integration: This entails formally
institutionalizing the oversight of ESG risks and
integrating ESG indicators into management
accounting.

2. Quantification: This implies a shift from
impact materiality to financial materiality through
the application of a generalized sustainability
indicator methodology to quantify ESG impact.

3. Material Risks: This means quantifying
Asset Retirement Obligations (ARO) and
transparently disclosing the financial impact of
geopolitical risks, as well as other material financial
effects, in accordance with IFRS S2.

Future work could conduct a quantitative
analysis to assess the direct correlation between the
quality of ESG disclosure and the cost of capital for
RA mining organizations.
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