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Gennady V. Kosolapov'
METHODOLOGICAL ASPECTS OF ADMINISTRATING
CORPORATE SOCIAL RESPONSIBILITY IN THE SYSTEM
OF CORPORATE GOVERNANCE

Non-financial factors of growth in the value of companies, previously considered of secon-
dary importance, have been treated with more care in the last 20 years. At the same time, there is
a growing awareness of the need for more efficient solutions of social problems. There is a need to
create new mechanisms of business administration of these issues, and corporate social responsi-
bility (CSR) in particular. The article explains the rationale for why CSR is an objective necessity
Jfor business development and corporate governance (CG). The experience of Kazakhstan is given
as a case study.
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Tennaniit B. Kocosanos
METOJOJIOI'TYHI ACITIEKTU YIIPABJIIHHA KOPITIOPATUBHOIO

COUJAJIBHOIO BIAITOBIIJAJIBHICTIO B MEXKAX CUCTEMU
KOPITOPATUBHOI'O YIIPABJIIHHA

Y cmammi noxazano, ax 3a ocmanni 20 pokie éce Giavuoi 6azu Habysaromo no3aQinancosi
YUHHUKU 3DOCIANH5 Bi3Hecy, wo 8i00ysacmscsa napaieabto npouecy NouLyKy Hoeux eghexmuenux
WAAXI8 GUPIWEHHA coulaibHuUX npob.aem. B ynpaeainni 6iznecom ghopmyromocs npunuunoéo Hoei
Mexauizmu, 6 m.4. KopnopamueHoi couiavroi eionosioaavrnocmi (KCB). Jlemaavno onucano ma
apeymeHmosano HusKy o6’cxmuenux npuyun, womy nompiona KCB dan nodaivuiozo po3eumxy
Oi3Hecy 6 uiiomy ma Kopnopamuenoz2o ynpaeainus soxpema. Hadano npuxaadu enposadicenns
KCB y kazaxcmancokii npaxmuui 6iznecy.

Karouosi caosa: xopnopamusna couyiasvbhHa 8i0nogidansvHicms;, KOPHOPAMUEHE YNPABAIHHS,
cmetikxoadepu.
Taba. 1. Jlim. 10.

I'ennammii B. Kocoaanos
METOIJOJIOI'NMYECKHUE ACITIEKTbI YITPABJIEHUWA

KOPITOPATUBHOI COIIMAJIBHO OTBETCTBEHHOCTBIO
B PAMKAX CUCTEMbI KOPITOPATUBHOTI'O YITPABJTEHUS

B cmamoe nokasano, xax 3a nocaeonue 20 aem 6cé Goavuiee 3nauenue npuobpemarom ere-
dunancosvte paxmopuvt pocma 6uzneca, 4mo npoucxooum napaiieabHo npoyeccy nouUcKka HoGovlx
Ahghexmuenvix nymeil pewenus couuaibHovix npobaem. B ynpasaenuu o6usnecom opmupyromes
HPUHUUNUAABLHO HOBble MEXAHU3MbL, 6 M.H. KOPNOPAMUGHOU COUUAALHOU OMEemcmeeHHOCu
(KCO). /lemaavno onucan u apeymenmuposan pso 06seKkmuseHvix npuqun neooxooumocmu KCO
045 daavHeliwe2o pazgumusi OusHeca 6 UeA0M U KOPNOPAMUGHO20 YNPAGAEHUsI 8 HACINHOCHU.
Ilpueedenvt npumeput eneopenuss KCO ¢ kazaxcmanckyro npaxmuky 6usneca.

Karouesvie cao6a: kopnopamueHas couuanbHas 0meemcmeeHHOCb;, KOPHOpamugHoe ynpaegae-
Hue; cmelikxoaoepbl.

Introduction. The general idea of the principles, values and standards of business
conduct is determined globally and is reflected in the modern CG. The global finan-
cial crisis poses new requirements for investors and other market participants, which
necessitate new ways to assess the importance of correct and efficient management of
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companies. During the crisis, the list of companies affected by ineffective CG has
been filled with the global brands once seemed invincible. The concept of sustainable
development, CSR, fairness, business ethics and anti-corruption are important com-
ponents of CG, largely determining competitive advantages and financial success of
companies at market today. The items listed above refer to organizational innovations
in management. High level of CSR, ethics and business conduct (that was not pecu-
liar to business a generation ago), are declared as essential principles of CG today and
are recommended as best practices. It is no secret that corporate scandals have
become a part of business environment that reinforces the need to systematize CG
procedures in different countries.

An important fact of modern business is its growing power. According to the
World Bank in 1990 the 100 largest economies in the world comprised 10 multina-
tional corporations. In 2009, there were already 50, and in 2010 — 52 corporations.
Evaluating the strength and the power of business, since the middle of the 20th cen-
tury the international community began to realize that business, beingpart of com-
munity, is responsible for what is happening in the society. First of all, corporations
should be responsible for negative impacts they have on the economy, environment
and social issues in a specific region. So there is the concept of CSR, which means the
responsibility of company to all people and organizations under the influence of its
activities, and to the society as a whole.

In the 1950—60s the concept of CSR was seen as a part of CG in the United
States and Canada; and concerned mainly the issues of social security of staff, corpo-
rate philanthropy, assisting local authorities on the professional and sponsorship basis
(Kustin, 2005). Later, the CSR concept developed into a belief that corporations have
a broader responsibility to key stakeholder groups: employees, communities, cus-
tomers and suppliers, society and the state, rather than determined by the law
(Discussing the national conxepr..., 2014). Voluntary contribution of business to
social, economic and environmentally sustainable development by maximizing the
positive impact of business on socicty and minimizing the negative has become con-
sidered as CSR. In 1999, the OECD Guidelines have fixed stated "corporate gover-
nance structure should recognize the statutory rights of the interested parties (stake-
holders) and encourage active cooperation between corporations and stakeholders in
creating wealth, jobs and the sustainability of financially sound enterprises".
Stakeholders are any individuals, groups or organizations that have a significant
impact on decision made by a company or are influenced by these decisions. The
principles of the OECD are: "Corporate governance framework should proceed from
the fact that the recognition of the interests of stakeholders and their contribution to
long-term success of the corporation meets its own interests of the corporation”.

In considering the question of the relationship between CSR and CG, we note
that in the theory of CG there is a prevalent concept stating that CSR and CG con-
verge at two levels: at the level of values and the level of risk (Social Responsibility...,
2008). An effective CG model should be based on universal values, willingness to
change, dialogue of stakeholders, cooperation with society and the state, accounta-
bility and transparency. The above values are fixed in environmental and social com-
mitments that form the basis for CSR. Socially responsible companies take on addi-
tional responsibilities, aimed at improving environmental and social standards of liv-
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ing compared to mandatory provisions of law. Convergence of CSR and CG is also
stimulated by the fact that CSR implementation minimizes non-financial risks and
contributes to the development and improvement of management system as a whole.
Reduction of non-financial risks related business to reputation, environment, market
position etc. are the tasks for risk management of a company as a whole.

Thus, the interests of stakeholders and their involvement in decision-making is
the obligation of corporate management, in order to increase the efficiency of a com-
pany. The company should recognize the value of stakeholders’ contribution in long-
term success. Company strategy should be take into account the vital interests of
company's employees, partners and society at large. It is important to ensure effective
allocation of powers between the government and the accountability of officials for
strategy implementation. As a result, CSR, logically inscribed in CG, will boost com-
pany's business reputation, its market value, financial stability and sustainability in
general.

Distribution of managerial powers of the corporation in the implementation of
CSR in accordance with the Law "On Joint-Stock Companies" can be as follows
(Kazakhstan Center for Social Practices, 2014):

- General meeting of sharcholders adopts the crucial decision on the develop-
ment of CSR. CSR principles are fixed in the CG Code.

- Board of Directors approves company's strategy, goals and CSR policy. It
supervises activities of executive bodies, according to the format and standards of
social responsibility.

- Executive body organizes the execution of decisions of the General Assembly
and the Board of Directors and is responsible for the implementation of CSR strate-
gy and principles of CG. It introduces the methods of CSR implementation and
management of financial risks; prepares social reporting; organizes PR campaigns.

Let us consider the examples of best practice of CG on integrating CSR into CG.
One of the stock exchanges of the world, actively used by Kazakhstani corporations,
the London Stock Exchange, offers its customers enter the CG split listing on 5 basic
components:

- Board of Directors.

- Risk management.

- The system of internal control.

- Internal audit.

- The policy of social responsibility.

Asyou can see, the system includes the policy of social responsibility of the com-
pany, which in conjunction with other elements of the system makes it more adapted
to crisis and more stable in its development in the eyes of the investment community.
On the other hand, the presence of the element responsible for CSR is considered by
rating agencies, thus ultimately increasing its competitiveness in the market, ceteris
paribus.

Interaction and possible scenarios faced by corporations with different quality of
CG and CSR are shown in Table 1.

The situation described in the lower right quadrant Table 1, is ideal. Under any
scenario the company has the opportunity to be in the lower quadrant - that is, to
become a model in all that relates to CSR and CG.
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Table 1. The relationship of corporate governance and corporate
social responsibility, created by the author

CG
WEAK STRONG

4

§ Aim is to apply the principles of CG Aim is to shape high corporate culture
7
&) o Aim is to increase the responsibility

7, | towards respecting the rights of the Aim is to comply with the principles of

g interested parties (stakeholders), provide | CG and CSR, following the best

= |active cooperation with them for the practices

@ purpose of sustainable development

What is the appeal of CG in terms of management of CSR? "Corporate gover-
nance" is a system, by which corporations are managed and controlled. Corporate
governance framework establishes the division of rights and responsibilities of parti-
cipating corporations and prescribes rules and procedures on decision-making.
Through these steps a company is creating a structure that allows defining the objec-
tives and the way to achieve them, and also allows monitoring the implementation of
these objectives (Heath and Norman, 2002).

The level of CG depends on the company’s awareness of the importance of
implementing good practices of CG and strict adherence to the fundamental princi-
ples of quality control. In the early 1990s a systematic approach to QA was in great
need in the global corporate practice. There was a need to form the rules and proce-
dures governing corporate relations, information technology support for CG mecha-
nism. So there was an impetus to the development of a Code of corporate gover-
nance/behavior. Stock exchanges, corporations, institutional investors, association
directors, and corporate managers worked on the code. Legal status of CG codes in
different countries is only a recommendation bur it is also a part of the requirements
at listing on the stock exchanges.

In the current Law of RK "On Joint Stock Companies” the CG code is defined
as "a document approved by the general meeting of shareholders of the company,
which regulates relations arising in the management, including the relationship
between shareholders and the company's governing bodies, between the bodies of the
company, the community and stakeholders”. Under this Law a public company shall
make provision for a CG code, as per company’s Charter (Kazakhstan Center for
Social Practices, 2014).

Many issues on CG are outside the legislative field, they have organizational and
ethical nature, not a legal one. CG code is a set of voluntarily adopted standards and
internal rules establishing and governing corporate relations. Its structure reflects the
role of interest groups (shareholders, managers, staff, society and public authorities
etc.) and the resolution of disputes related to CG. Model code of CG was adopted in
Kazakhstan in 2005. In 2007, it was also mentioned in the comments to the Code of
Corporate Governance.
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Improvement of this code is continuing; so Chapter 10 "The role of stakeholders
in corporate governance" proposes to focus on the following:

- Respecting the rights of stakeholders by the society.

- Defining the role of the Board of Directors in integrating social issues and the
environment in business relationship.

- Provide access for interested parties to accurate information about company
in accordance with internal regulations and procedures.

- The ability to speak freely to the Board, or any other authorized
officer/authority on observations and suggestions about illegal or uncthical actions of
employees or officials.

Thus, we believe that in Kazakhstan legal and administrative framework is estab-
lished for corporations to implement CSR and its administering. The review of the
situation is a necessary but not sufficient condition for practical and large-scale
implementation of CSR in Kazakhstan. Further work is needed to implement this
concept in the country more widely. Particularly acute problem is the understanding
by the business community the objective nature of CSR and the mutual benefits from
its implementation to all stakeholders. This conclusion is confirmed by the analysis
of CSR development in Kazakhstan.

Analysis of CSR development in the Republic of Kazakhstan. Main priorities in the
promotion of the Republic of Kazakhstan to join the group of the most competitive
and dynamic states are closely related in particular to social responsibility and social
functions of business. Further development of Kazakhstani economy is inextricably
linked to the rise of corporate social responsibility.

Boundaries and scope of CSR are greatly enhancing. Today, CSR is not limited
to charity and includes a wide range of issues of compliance of business rules with law,
respect for business and professional ethics, environmental requirements, obligations
to employees, customers and the community etc.

The most important areas in the formation of socially responsible behavior of
Kazakhstan's business are (Berentaev, 2010):

- formation of civilized social and labor relations, implementation of interna-
tional labor standards;

- transition to international standards of quality management (QMS), includ-
ing environmental safety standards, and on this basis — production of quality pro-
ducts and services;

- creation of safe working environment through the introduction of advanced
technologies, environmental protection, certification under the international stan-
dards in the field of occupational health and safety OHSAS 18001, International
environmental standards ISO 14001-96;

- social investments;

- charity.

At the national forum on corporate social responsibility, held on 24 January 2008
in Zhezkazgan, socio-oriented business organizations signed the agreement to pro-
mote the principles of the Global Compact of the United Nations in the field of social
and labor relations. For the first time the Master Agreement between the
Government, national associations of trade unions and employers for 2007—2008
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included a section aimed at the implementation of the 10 principles of the UN Global
Compact on corporate social responsibility.

In the Republic of Kazakhstan the principle number 3 of the Global Compact is
actively implemented. It states that businesses should uphold the freedom of associa-
tion and recognize the right to collective bargaining. An important aspect of partner-
ship of government, business and workers in the conclusion of sectoral tripartite
agreements is the implementation of the Labour Code. Today, in mining, engineer-
ing, chemical, oil and gas and construction industries the correction factors on wages
are established from 1.1 to 2.2.

Domestic companies engaged in the formation of socially responsible behavior
are determined to create safe working environment through the introduction of
advanced technologies, protection of the environment etc. Large businesses are cer-
tified by the international standard in the fiecld of occupational health and safety
OHSAS 18001 and at the same time under the international standard in the field of
ecology ISO 14001-96. Us examples here we can mention "Kazakhmys", "TCO" LLP,
JSC "UK TMK " and many others.

Investment by entrepreneurs began to have a significant impact on social deve-
lopment of regions. Big business sees its integral objective in investment in the deve-
lopment of territories inhabited by their employees. Small and medium-sized enter-
prises also intensify its participation in social development of regions. Investments
goes into the construction and renovation of kindergartens, schools, medical facili-
ties, sports facilities, other improvements of local territories.

The largest mining and manufacturing company "Kazakhmys", which is in the
global top-10 in terms of extraction of copper, originally formed their socially respon-
sible behavior, corporate responsibility. The Company believes that for competitive-
ness and production efficiency it is extremely important to achieve the highest stan-
dards of health, safety, labor and the environment, as well as activities in the social
sphere. More than 150 social projects are on the account of this corporation.

Memorandums on mutual cooperation are practiced between businesses and
government officials. On the basis of such a memorandum signed between the
"Kazakhmys" Corporation and the administration of the Karaganda region, 4.2 bln
KZT has been allocated by the corporation in 2010 for the solution of social problems
in the region. These funds were used for the repair and construction of social facili-
ties: hospitals, sports and cultural facilities.

Conclusion of the Memorandum with business entities on their participation in
social development of regions and the implementation of social projects entrepre-
neurs takes place in all regions of the republic. In all regions of the country domestic
business is constantly offering charitable assistance to the poor.

At the same time, the conducted SWOT-analysis on social responsibility of
Kazakhstani business shows the prevalent weaknesses at this stage is high level of
economy’s monopolization (Berentaev, 2010). This reduces competition, especially
within small business, does not create conditions for development of medium and
large business, is not helping to the formation of socially responsible behavior. In ge-
neral formation of socially responsible behavior is still in its initial stage: there is no
uniform approach to the definition of social responsibility in most business environ-
ments, there is no awareness of it as an integral part of reproductive processes, it is a
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new management philosophy, according to with the main capital is not the natural
resource, but human potential and confidence in company (brand). Weak domestic
business is focused on international standards and guidelines on CSR management
and sustainable development. Accordingly, considering the circumstances, our com-
panies are not competitive at the international level in this field.

There are significant threats to the formation of socially responsible behavior of
domestic business. A serious problem is certain mistrust of public authorities.

Firstly, there is a perception that government officials shift the solution of social
problems on the shoulders of business.

Secondly, more importantly, there is the dominance of the political elite in the
relationship with business. This creates the conditions for much confrontations
between business elite and the political groups and this does not contribute to the for-
mation of socially responsible behavior of any business organizations or the state
itself. This fact is relevant to the opacity of business income. Entrepreneurs often say
that cashing of income without the "roof" attracts too much of unnecessary attention
from various structures. When there is a request for sponsorship by the authorities, it
is impossible to refuse, at the same time business cannot be sure where the allocated
funds actually go to. Such relations contribute to the development of shadow econo-
my, increase corruption, making it impossible for a legal business to grow from small
to medium, and especially to large. All of this destroys the conditions for formation
of socially responsible behavior of domestic business.

Summarizing the problems and the results of SWOT-analysis carried out on
social responsibility of national business and the development prospects of
Kazakhstan's model of CSR, they seem to present in the following areas
(Orazymbetova, gg-old.otgroup.kz).

1. It is necessary to develop and promote the concept of corporate social respon-
sibility in Kazakhstan and to create conditions for legal consolidation of its status.
Solving legal problems of business socialization will help create the regulation me-
chanism for socially responsible behavior. Along with the rights and obligations under
social responsibility of business it is necessary to develop a mechanism to stimulate
socially responsible behavior, which should include incentive measures on the part of
the state and society, associated with tax incentives, programs to encourage conscien-
tious fulfillment of their obligations, benefits of licensing, public recognition.

2. To adjust social responsibility of business, its qualitative assessment, it is ne-
cessary to appeal to the international experience of socializing business and to the
international standards on sustainable development and corporate social responsibi-
lity.

3. For the purpose of comparability, relevance and competitiveness of socially
responsible behavior of domestic business with the international standards of corpo-
rate social responsibility it is necessary to have trainings on developing corporate
plans on "sustainable development" and corporate social responsibility reports.
Funding is required from business community for this kind of training specialists, as
well as special PR-activities: negotiation and exchange of experience at the global,
European and national levels, company presentations abroad. It is necessary to deve-
lop a standard on this kind of specialty and to introduce it into the system of higher
education.
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4. For the formation of socially responsible business behavior in the Republic it
is necessary to create such economic conditions for business development, which
would give opportunities to grow in a natural way from small to medium, from medi-
um to large.

5. In practice, we have the administrative burden on business, the intervention
of government officials in business activities, enforcement of socially responsible
behavior. Therefore, it is necessary to eliminate the administrative burden, streng-
thening the fight against corruption, which will contribute to the development of cor-
porate social responsibility, openness and transparency of companies.

6. Development of civil society and responsible citizenship will enhance the for-
mation and development of socially responsible business conduct.

7. Establishment of a mechanism to stimulate the state socially-oriented busi-
ness, public recognition of socially responsible behavior of business.

An important problem in the formation and development of socially responsible
behavior of business is to identify the efficiency of social transformations of enter-
prises and companies defining the relationship between social benefits and the impact
of their work.

In 2013 the Eurasian Fund of Central Asia began to develop a common approach
to promoting the CSR concept in Kazakhstan — the National Concept of CSR
(Tarasov, 2013).

The researchers note that, in general the key directions of CSR are defined in the
RK as:

- policy organization in the field of environmental protection, occupational
health and safety;

- sponsorship and charity;

- social partnership;

- support for sports;

- educational programs (Tarasov, 2013).

The Round Table "CSR in Kazakhstan: situation, problems and prospects” was
held in Astana in July 2013 with financial support from the Netherlands Embassy in
Kazakhstan, and during it (Discussions on the national..., 2014):

- Project Director, Foundation "Center for Research Sanji" N. Baytugelova
noted that 63% of the respondents know the concept of CSR; 83% of companies
include into it, first of all, social packages/programs and improvement of working
conditions at enterprises; 59% associate CSR with charitable help to community;
52% mentioned their participation in regional development programs. Among the
major obstacles in the implementation of programs/activities on social responsibility
companies referred to the lack of incentives from the state (34%), lack of financial
resources from the company (32%), lack of transparency and accountability of local
authorities on the use of social investments (30%). The results of the surveys in 2008
and 2013 showed that the business continues to believe that the strong role of the state
is the future of CSR in Kazakhstan. Big businesses mostly want to be active promo-
ters and implementers of CSR initiatives. The role of civil society is seen as a link
between government and business.

- Ambassador of the Kingdom of the Netherlands to the Republic of
Kazakhstan, P. van Leeuwen noted that CSR in Kazakhstan as compared to 2008,
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now gives more attention to its necessity. Since Kazakhstan is developing as an indus-
trial country, the question of CSR is very acute. However, as compared to again 2008
the ethical standards of conduct with competing companies and with customers
decreased.

Corporate Social Responsibility Week was held in Almaty on 14—19 October
2013 under the UN supervision, along with the party "Nur Otan" and the National
Economic Chamber "Atameken" (Discussions on the national..., 2014), which shows
significant development of social responsibility in the country.

The extent of the problem is so great that it requires further investigation at dif-
ferent levels. It seems that a reliable basis for CSR development in Kazakhstan may
only be a profound methodological study, taking into account the local conditions
and the level of business development, clear division of responsibilities for social
development of the society between government and business. This is especially
important for Kazakhstan, as more than 80% of assets are in the private sector, and
25% of them are owned by foreign investors. Therefore, all the sectors of
Kazakhstan’s economy shall bear the corresponding burden of social responsibility.

Conclusions.

1. The search for new forms of social market economy is the need to develop
social responsibility of business. As corporations are the "creatures" of government,
they are also subject goal to serve the public interest.

CSR systems should be an important part of companies be involved in all inter-
nal processes, become an integral part of CG and corporate culture. CSR system
should be based on the principles of synergy and sustainable development in order to
increase the market value of a company, supplemented by "the concept of a partici-
pant”, as well as the maintenance of financial stability, sustainable economic deve-
lopment and society in general. Legal provision in Kazakhstan is created for these
matters.

2. The need for corporate social responsibility linked to public interest is an
objective reality. Business cannot grow outside society and out of public interest. All
businesses need to realize that today their social responsibility is not wishful thinking,
but an objective reality, providing their survival in a competitive environment. CSR is
not a charity, but a responsibility in front of the state, for giving it the right to enrich
business. It is necessary to develop and promote the concept of corporate social
responsibility in the RK and legal consolidation of its status.

3. Socialization of market economy is impossible without improving the public
sector. It should be aimed at the harmonization of interests of all its members and
financial viability of the state economy to the crisis at all levels. A mechanism should
be formed to stimulate the state socially-oriented business, public recognition of
socially responsible business conduct.

4. It should be recognized that innovative development of the economy in
Kazakhstan requires not only financial and material support, but also the develop-
ment of moral and ethical values, creating a spiritual need in the community for
everything new that is able to meet the material and spiritual needs of the person,
without any prejudice.

5. What should be done is to increase government funding to develop new eco-
nomic theories including into the curricula of universities the course of "social econo-
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my". For educating socially responsible owners and managers in the Republic of
Kazakhstan it is useful to study this course after high school education and in more
detail — at the master's level.

6. Ethical standards of doing business in Kazakhstan are behind the require-
ments of fair competition. In terms of industrial growth, CSR is designed to regulate
the ethical behavior of business.
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