DOI: https://doi.org/10.59503/29538009-2023.2.12-87

ISSUES OF ACCOUNTING INFORMATION DISCLOSURES FOR
ECOSYSTEM SERVICES (IFRS-S1 INTERPRETATIONS)

lluta Arbidane

Rezekne Academy of Technologies, Latvia
Ph.D. in Economics, Professor
lluta.Arbidane@rta.lv

Nonna Khachatryan®
Yerevan State University, Ph.D. in Economics, Assistant Professor
nonnakhachatryan@ysu.am

Narine Martirosyan

Armenian State University of Economics, Ph.D. in Economics,
Assistant Professor

narinemartirosyan78@gmail.com

Abstract: Measuring and reporting the results of ecosystem
services is currently challenging accounting. On the one hand, the
business activity takes advantage of ecosystem services, creating
entrepreneurial benefits, on the other hand, business tries to
restore the damage to ecosystems and ensure sustainable
development, that need accountability for their results. The article
interprets the core provisions of the IFRS-S1 standard in the
framework of ecosystem services, presenting the priorities of
sustainable development information disclosures. In particular,
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emphasis is positioned on information disclosures of ecosystem
services in the financial reports published by organizations in the
short-term, medium-term and long-term.

Keywords: ecosystem services, sustainable development, IFRS-
S1 standard, accounting reports, non-financial information

JEL code: M40, M41

Research objectives: to identify the possibilities of presenting
the results of ecosystem services with the accounting reports
published by the organizations

Research novelty: the accounting information possibilities of
changes in the financial results of businesses related to ecosystem
services in the short-term, medium-term and long-term have been
identified

Introduction

Information provision of ecosystem services is currently a
challenge for society. By using natural goods in their lives, business
activities, and even recreation and restoration processes, people
must ultimately be aware of what they have taken from nature and
how they are trying to restore natural use. Therefore, recording,
coordinating and evaluating information related to ecosystem
services creates new complications for accounting, as until now it
reported information on the financial results of business activities,
bypassing financial and non-financial information, related to
ecosystem services.

Obviously, the accounting reports published according to the
current IFRS international standards mainly presented the financial
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side of the organization's activities, sidestepping the reflection of
ecosystem service providing information, which interested the
stakeholders of this field. Moreover, in such a case, the value of
capital of organizations was interpreted purely by financial and
commercial criteria, without taking into account the attitude of the
beneficiaries of sustainable development towards the ongoing
business. Therefore, somewhere there was a gap between the
financial and real value assessments of the organization, if the risks
of sustainable development and the possibilities of their prevention
were not presented in the published reports.

Convincingly, is essential to submit sustainable development
reports based on the related international standards alongside the
published financial reports. Therefore, in 2023, the International
Sustainable Development Standards Board (ISSB) published the
"General Requirements for Disclosure of Financial Information
Related to Sustainability" IFRS-S1 and the "Climate-Related"
International Financial Reporting Standards S2, which in
organizations will be applied in parallel with IFRS standards.

By applying these standards, organizations will be able to
present in their published financial statements results from
ecosystem services that will be used by stakeholders in making
decisions.

Research results

Any system consists of separate components that are
interconnected with each other in such a way that even a change in
one of them has an effect on the other components. Ecosystems
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operating in nature are formed by this very principle, because in
them, for reasons of life support and harmonious activity, such
natural components are interconnected, which, interacting with
each other within the framework of one system, ensure the stability
of life support.

The inactivity, or absence of each component of the ecosystems
can disrupt the level of biodiversity, lead to the violation of the
ecological balance, and thus, to the disruption of the planned eco-
functions. In this sense, human intervention in ecosystem structures
should be carried out carefully, so as not to disrupt not only the
environmental balance, but also the set of ecosystem functions,
which is extremely important for the survival and sustainable
development of mankind. And the functions carried out by nature
itself, which, by the way, humanity uses for free, are presented as
ecosystem services.

In the professional literature, ecosystem services are
interpreted from different perspectives, presenting them as means
contributing to the well-being of mankind [1], functions of
reproduction and expansion of natural resources by mankind [2],
services contributing to sustainable development [3]. However, all
of these are based on a general definition, according to which
ecosystem services are the various benefits provided by nature to
people, the consumption of which ensures the socio-economic
sustainable development of the population [4].

In general, ecosystem services are presented in the following
groups: providing natural resources, regulating the environmental
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processes, and related to recreation and restoration activities (see
Figure 1).

Figure 1. Ecosystem services activities framework®

At first glance, it may seem that the majority of ecosystem
services provided to humanity fall on the supply of natural
resources [5]. Every day it becomes visible to us, what kind of
benefits man receives from nature in the form of natural wood,
water resources, biological components, minerals, which are used
in everyday life and production. In this sense, the ecosystem
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services of natural resource provision are also referred to as direct
services in the professional literature [6].

However, indirect ecosystem services, which may not be
straightforwardly visible to people, but perform regulatory and
environmental support functions (pollination, water purification,
erosion and flood prevention, climate regulation, etc.) are no less
valuable. Thus, the forest cover of the Amazon river basin is called
the "lungs of the planet Earth", because a huge mass of spent
oxygen is reproduced there, or the evaporation of the oceanic layer
ensures the atmospheric circulation of water resources, etc.

On the other hand, often enjoying our native nature and
spending time on the shore of the lake or in the high mountains,
we do not always realize the fact of providing ecosystem services
specifically addressed to us. On the other hand, nature provides us
with services that contribute to recovery, to which there is a need
to show a proper attitude, without polluting the environment,
without violating environmental norms. And it turns out that, having
received various ecosystem services, humanity consumes them as
much as possible for the benefit of socio-economic prosperity and
thus feels the need to manage this process, otherwise, relentless
consumption of services provided by nature leads to environmental
disasters.

The purpose of preparing and presenting both general financial
and sustainability statements is to provide information about the
reporting entity, that is useful to current and potential investors,
lenders, and other creditors in making decisions about providing
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resources to the entity. In order to assess an organization's
prospects for future net cash inflows, current and potential
investors, lenders, and other creditors must have information about
the organization's resources, demands on the organization, and
how well they are using the establishment's resources.

* what tools are used in
managing sustainable
development?

Management
process

* what strategy is chosen
Strategy for sustainable
development continuity

. + what are the
Risks and opportunities for
opportunities mitigating risks to
sustainable development?

Business value
chain model

Figure 2. Key disclosing’s identified in the sustainable
development reporting standards’

For sustainability-related financial reporting must be relevant
and credible. The usefulness of sustainability-related financial
information is enhanced, if the information is comparable,
verifiable, relevant and understandable. These certainly increase
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the qualitative characteristics of useful financial information related
to sustainability. However, unlike general purpose financial
reporting standards, sustainable development standards require
additional disclosures related to sustainable business development
management tools, sustainable development strategy adopted by
the organization, risks and opportunities for its implementation, as
well as about the value chain of business, where the foundations of
sustainable development are formed (see Figure 2).

It is remarkable, that the international standards for the
preparation of sustainable development reports require the
disclosure of management tools. Beneficiaries using information
should understand, how much the organization manages to make
the process of sustainable development under control, in what ways
the process is monitored, what kind of management device and
reporting measures are used [7/].

The international standards of sustainable development
reporting also emphasize the disclosure of the organization's
sustainability strategy. The risks and opportunities, that are formed
during the implementation of the sustainable development strategy
are especially highlighted.

In contrast to general purpose financial reports, which
traditionally present information characterizing the internal
condition of organizations, sustainable development standards
require the disclosure of sustainable development outside the
organization in other parts of the business value chain and
ecosystem services. The consequences of the acquisition, which
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arise as a result of changes in the economic management of the
reporting organization. By doing so, the beneficiaries are informed
about the extent to which the reporting organization affects the
sustainable development of other business organizations included
in the business value chain, or how business activity effected on
ecosystems services.

The purpose of the standard "General requirements for the
disclosure of financial information related to sustainability" (IFRS-
S1) is to present information about risks and opportunities, related
to sustainability in the published reports of organizations, which is
useful to the main users of financial reports, making decisions
(IFRS-S1, item 1).

In fact, the standard is mainly addressed to potential investors,
so that they can make decisions based on the findings in the
published reports when providing financial resources to an orga-
nization on the path of sustainable development. However, by using
the standard, valuable information related to the sustainable
development of the organization is presented to other stakeholders,
who evaluate both partnership risks and business success.

The IFRS-S1 standard requires an entity to disclose information
about sustainability risks and opportunities, that may affect the
entity's cash flows, access to financing, or cost of capital in the
short, medium, or long term. Financial disclosures related to the
stability of the organization should be made in the same period as
the period in which the published financial statements are
presented.
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Case study [7]

In the forested area the “Z” hotel complex was founded in 2021,
which works for profit and provides tourist services (overnight stay,
horse trekking, forest walks). Back in 2022, the company's
shareholders' meeting decided to make a transition to sustainable
development, expanding the business, guided by a number of
sustainable development goals from the United Nations in 2015.

In particular, it was decided to implement resort services along
with hotel and tourist services, for which huge investments would
be required. In order to make the published financial statements of
the company in terms of sustainable development understandable
to potential investors and creditors, it was decided to include
disclosures according to the IFRS-S1 standard "General
requirements for financial information related to sustainability" in
the set of financial statements published in 2023.

Thus, the chief accountant of "Z" hotel complex had already
prepared financial statements according to the requirements of
IFRS standards (see tables 1-2), and now he was going to present
additional disclosures in that package. guided by the requirements
of the IFRS-SI standard and addressed to the beneficiaries of
sustainable business development.

Table 1. Financial position report at the January 1, 2024 (mln AMD)

Assets Sum Capital, liabilities Sum
Fixed assets 300 | Share capital (2000 shares) 200
Debtors 10 | Profit 50
Stocs 70 | Loan liabilities 140
Cash 20 | Dividend liabilities 10
Balance 400 | Balance 400
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Table 2. Report on financial results for 2023 (million AMD)

Sales revenue 550
Cost of sales (350)
Operating profit 200
Financial expenses (70)
Investment costs (80)
Profit before tax 50
Profit tax (18%) 9)
Net profit 41
Earnings per share 0.02

Disclosures with the requirements of IFRS-S1 standard
General description:

"Z" hotel complex aimed to expand business, and in addition to
tourist services, to provide resort services, for which it has drawn
up an investment plan for 6 years. The plan envisages the
construction of two additional buildings, one of which will be used
as a hotel, and the other for medical and health restorative needs.
Moreover, in this case, a number of environmental problems arise.
In particular, if before the expansion of the business, the sewage of
the hotel was discharged into the river flowing through the forest,
for which an environmental penalty was paid, then in the case of
the resort complex, with the increase of guest’s number, the
removal of waste water should have already been carried out
through the common sewer line, which was far from the hotel. 15

97



km, so the construction of an additional sewer line through the
forest area was required.

The forest cover would also be damaged by the construction of
two residential buildings, which would require cutting down trees,
changes in the natural landscape, and loss of biodiversity.

On the other hand, the operation of the resort complex
required a qualified service staff, which he planned to form from
the population of the neighboring villages, conducting special
training courses for them. It is noteworthy that the workforce of the
community is dominated by men and mostly women will be invited
to work in the resort complex. In this way, it is planned to solve not
only the problems of gender inequality, but also the problems of
"decent work" and "stable communities", because the employment
in the resort complex will help to find a job and emigration of the
national population from the communities intended to stop.

"Z" hotel complex also plans to implement innovations in the
provision of health services, applying new rehabilitation
technologies, which will increase the income and supplement the
community budget with additional payments from the sanatorium's
profits, contributing to the socio-economic condition of the
community. improvement.

Management procedure

"Z" hotel complex applies a special strategic management
procedure, which is implemented within the framework of the
"Environment  Protection and Development" management
department. There are 3 people working in the department, whose

98



scope of responsibility in the field of management of risks and
opportunities related to sustainability is specified. The department
uses a toolkit for identifying risks related to sustainability and
monitoring the implementation of opportunities, which provides
feedback between the stakeholders of sustainable development, and
improves the procedures for managing risks and opportunities
related to sustainability every 2 years.

The strategic management framework

Aiming to expand its activities and provide healthcare services,
"Z" hotel complex will pursue a number of directions of sustainable
development, which will generate both risks and opportunities in
the short term (2024-2025), medium-term (2024-2026) and long-
term (2024-2029). Moreover, all these risks are manageable, and
the opportunities for sustainable development are achievable by the
organization.

Goal 1: Health and well-being - To ensure healthy lives and
promote well-being for all, regardless of age.

When achieving this goal, sustainable development risks are
formed, which are related to the long-term construction of the
resort buildings. During the 6 years of construction, financing is
planned at the expense of long-term loans, which increases interest
costs by 4 million drams per year and thereby decreases the net
profit. Moreover, at the start of the health care complex, the
company will completely repay the loan obligations and will not have
any interest expenses. In addition, it is planned to use innovative
technologies in healthcare services, which increase operational
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costs by 5% annually. After the start of the health care complex,
there is an opportunity to increase the revenues of the hotel by 70%
per year, after which the profit per share will increase intensely.
The design cost of the construction of the resort complex is 180
million AMD, which is expected to be compensated approximately
during the 6 years of construction at the expense of credit funds.

The number of people using regional health services is
projected to increase by 15%.

Goal 2: Quality Education - Ensure inclusive and relevant
quality education for all and promote lifelong learning
opportunities.

"Z" hotel complex plans to recruit a workforce providing health
care services from the population of the community and for this
purpose will organize trainings and provide special educational
services. As a result, around 35 employees will undergo additional
training, which will be financed by company, and thus the annual
operating costs will increase by 2%.

Goal 3: Gender Equality - Achieve gender equality and
empower all women and girls.

"Z" hotel complex plans to recruit a workforce providing health
resort services from the population of the community, 90% of which
should be women.

Goal 4: Affordable and clean energy - Ensure access to
affordable, reliable, sustainable and modern energy for all.

The power supply of the resort complex will be carried out with
solar panels, which will reduce the annual operating costs by 3%,
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but the installation of batteries will require 60 million drams, which
will be carried out over the next 6 years with equal amounts. At the
same time, the company will not make any more investment costs
at the start of the healthcare complex.

Goal 5: Decent work and economic growth - Promote robust,
inclusive and sustainable economic growth, full and productive
employment and decent work for all.

Recruiting labor from the local community and implementing
proper wages, a 40% increase in the socio-economic well-being of
community families is predicted.

Goal 5: Sustainable cities and communities - Make cities and
human settlements inclusive, resilient, safe and sustainable.

After the operation of the resort complex, the emigration of the
population of the community due to work motives will be reduced
to zero.

Goal 6: Life on land - Conserve, restore and promote
sustainable use of terrestrial ecosystems, ensure sustainable forest
management, halt biodiversity loss.

With the construction of the health complex, around 2 km? area
of forest area will be cut and natural biodiversity will be disturbed.
In order to mitigate these risks, the "Z" hotel complex plans to carry
out forestation every year, continuously spending 8 million drams
annually. In addition, with the construction of the sewer line and
connecting to the community network, the company will no longer
pay environmental damages in the amount of 1 million drams for
polluting the nature with waste water.
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Measurements

The company primarily uses financial indicators to measure and
monitor sustainability risks and opportunities. In addition, some
indicators of sustainable development are also represented by non-
financial indicators (area of forest restoration, involvement of
additional labor force, number of trainees, increase in the number
of recipients of preventive services, etc.).

Financial risks consequences

The reflection of the risks and opportunities of sustainable
growth in the financial statements are presented in the short-term,
medium-term and long-term terms (see table 4). In fact, in the short
and medium term, the company will have risks of forming a
shareholder bond, as it will operate at a loss in 2024-2029 and will
not be able to pay dividends.

However, starting from 2030, the company's profit will increase
intensely, due to the completion of construction and authorizing of
the power plant complex, which will give an opportunity to increase
earnings per share by 11.3 times (0.226/0.02). In other words, in
the short and medium term (2024-2029), the lost profit of 0.12
million AMD per share (6 years x 0.02) can be recovered in 1.88
years (0.226/0.12), which is quite a reduction share related risks.
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Table 4. Tendency of financial results during the years of establishment and operation

of the resort complex (million AMD)

Indiators 2023 | 2024 2025 2026 2027 2028 2029 2030
Sales frome revanew 550 550 550 550 550 550 550 935
Cost of sales (350) | (371) (371) (371) (371) (371) (371) (371)
Operational profit 200 179 179 179 179 179 179 564
Percentage expenses (70) (74)y (74) (74) (74) (74) (74) 0
Investment costs (80)" | (120) (120) (120) (120) (120) (120) 0
Profit before tax 50 (15) (15) (15) (15) (15) (15) 564
Profit tax (18%) 9) 0 0 0 0 0 0 (101,52
)
Net profit 4 (15) (15) (15) (15) (15) (15) 462,48
Profit per share 0,02 0 0 0 0 0 0 0.2317

*70+4 **550x1,7
***x%462,48/2000

#4350+ 350x(5%+2%-3%) +8-1
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Table 5. Risks and opportunities of sustainable development of "Z"
hotel complex in the long term

# Risks Manageable | Opportunities
1 | A decline in earnings Yes Is improving from
per share 2030
2 | OJSC capital increase Yes Gradually
happening in
2024-2029.
3 | Recruiting qualified Yes Gradually
workforce happening in
2024-2029.
4 | Environmental Yes Continuous
improvements
5 | Improving the socio- Yes Continuous
economic condition of
the community
6. | Promotes gender Yes Constantly
equality

Thus, the disclosures required by the IFRS-S1 standard are
summarized in table 5.

Conclusion
Thus, in the framework of ecosystem services, it is important to

interpret the core provisions of the IFRS-S1 standard, presenting
the priorities of disclosure of sustainable development information.
In particular, it becomes necessary to emphasize the information
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disclosures of ecosystem services in the financial statements
published by organizations in the short, medium and long term.

In addition, it is necessary to analyze the types of ecosystem
services provided and the possibilities of measuring their results. At
the same time, present the evaluations of the results of restoration
of damages caused by business to the ecosystems in the financial
reports published by the organizations. As a result, it is important
to develop financial reporting formats in which the beneficiaries of
ecosystem services can make informed management decisions
based on the information contained in them.
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Pwuwih pwnbtp - Eynhwdwwpquihu dwnwjnieniutbn,
Yuwjnit  qupqugnud, IFRS-S1 unwunwpw, hw2ywwwhwlwu
hwaytGunynieniuutin, n&-phuwtivwlwt inbintwwnynieiniu
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Eynhwdwlywpgwihtu dwnwjnyejniuubiph  wpryntupubiph sw-
thnudp U hwoybtinynipyniuubpny ubipyuwjwgnidp ubipyuynidu dwp-
wnwhwnybpubph wngle £ Ywuqubignt] hwowwwhwlwu hw)-
qwndwup: Uh Unndhg, gnpdwpwp wofuwpht ogwnynd L
ninnwyh Ywd wuninuyh EYynuwdwywpgqwiht dwnwjniejniu-
ubiphg, &Luwynpbiny abnuwpywwnppwlwu ognunubp, djnw
Ynndhg gnpdwpwpnipjwu Ynndhg thnpd £ wpdnud Jepwlutg-
ubnt Eynhwdwywpgbipht hwugywd Juwuubipp b wwwhnybijnt
Ywyniu qupgugnud: <bug wju tlwwnwnnwubph hpwgnpdnid-
ubpp hptiug wpryniupubipny  hwaybnynnuwunipjwu Ywphp
ntubu, npu hp Ywpqwynpnudubipu £ unwunud IFRS-S1 dhowgqqu-
JhUu Phuwtuwwu unwunwpunny:

<nnywonid Eynhwdwlwnpgquwiht dwnwynieniuutiph opowtw-
ynw deluwpwuynd Gu IFRS-S1 uwwunwpunh wnwugpw)u
npnyRutpp, ubtipywjwgutiiny Yuwntt qupgugdwt nbintywwnynt-
WU pwgwhwjinndubiph wnwotuwhbppnyentuutnp: Uwutwyn-
pwwbu, otonwnpnudutip Gu Ywwwnpynd Yuqdwybpwnie)niu-
ubiph Ynndhg hpwwnwpwyynn $htwtuwlywu hwybnynipiniu-
ubpnud  Eynhwdwlwpqwjht  dwnwjnyenituutiph  nbinGlwunyw-
Ywu pwgwhwjnndubpht' Yupbwdwdybin, dhouwdwdybn L
Epywpwdwdybn upJwdpny:

Pwgh wyn, Yybpndyt| Gu dwwnnigynn EYynhwdwywpguiphu
Swnuwjniejniuutiph mbuwlubpp W npwug wpryntupubiph swih-
dwu huwpwynpnipyniuutipp: Rnigwhbnwpwn, ubplwjwgyb Gu
ghpdwpwpnijwu  Ynndhg  EYynhwdwlwpgbipht hwpnigwo
quwutbph  YGpwywuqudwu  wpryniupubiph ubpyujwgdwu
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ninhutipp - Yuqdwybpwnygyniuutiph - Ynndhg  hpwwwpwiynn
Phuwtuwlywu  hwoybnyniejniuttipnd: LepYwjwgyby Gu $p-
Uwtuwywu hwoybinynipyniuutiph duwswihtin, npnugnid pun-
gnpyywsd nbintywwnynigjwu hhdwu ypw EYnhwdwlwpguht dw-
nwjniRntlutip unwgnn swhwnniubipp Ywpnn Gu Yuwjwgub| hhd-
uwynp Yunwywpswywu npnonidubp:
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