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Abstract

The issue: Over the last 20 years corporate social responsibility (CSR)
has become one of the standard business practices. Despite the positivity
and optimism that CSR brings to the corporate table, its relationship with
the companies’ insolvency are poorly investigated, leading to concern
about its impact.

Purpose: The author intends to assess the state of the art of disclosing
social responsibility aspects of companies’ insolvency as a case of CSR
and seeks the answer for the question if the definite pension and wage
benefits in case of corporate insolvencies should be included into man-
agement reports.

Methodology: Literature sources and public domain data analysis,
analysis of local and international legislative documents and other reg-
ulatory official papers, investigation of the practice of corporate social
responsibility all around the world, consolidated financial statements of
companies, etc. have been used to formulate conclusions. Comparative
studies of Belarusian legislation and the relevant international wage and
pension protection mechanisms and instruments were analysed for mak-
ing more informed and well-argued conclusions and recommendations
based upon these studies.

Findings: Evidence shows that together with the employment issues,
occupational health and safety aspects, training and education matters,
etc. companies are expected to disclose such information as employees’
and pensioners’ claims in case of company insolvency through disclosing
relevant non-financial information in management reports.
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mentation of disclosure requirements on non-financial and diversity

‘ Value: The research may be the basis for the further practical imple-
information in international guidelines and principles.

| Keywords: corporate social responsibility, companies’ insolvency, wage |
and pension claims.

Introduction

One of the clearest definitions of corporate social responsibility, given
by A. McWilliams and D. Siegel (McWilliams and Siegel, 2001,
p. 117), describes CSR as actions that contribute to social good, going
beyond the interests of the firm and requirements of law. Many of the
environmental, political and development challenges experienced in the
contemporary world as well as many recent developments in the interna-
tional scene clearly demonstrate the importance of socially responsible
behaviour by companies, i.e. corporate social responsibility (CSR). The
need to implement the practices of CSR is driven by the lessons from
experiencing such events as among others: the global financial crisis
of 2007-2009 and the largest in the world’s history corporate bank-
ruptcies of Lehman Brothers Holdings Inc., Washington Mutual, Inc.,
WorldCom, General Motors Company, etc., the BP Deepwater Horizon
oil spill, the Chernobyl and Fukushima nuclear radiation disasters, the
widening gap between CEO rewards and that of others, concerns about
corporate tax avoidance by multinational companies and other business
behaviours faced by the society.

The concept of corporate social responsibility seems to be bene-
ficial for everybody. From the point of view of companies, CSR pro-
vides important benefits to business in risk management, cost savings,
access to capital, combating corruption, customer relationships, HR
management, and their ability to innovate. Acting in a socially respon-
sible way contributes to securing economic success and reputation in
the long term. From the point of view of the world economy, CSR
makes companies more sustainable and innovative, which contributes
to the sustainable economic future. For the society, CSR sets values
on which we can build a more consistent international community
and a foundation for the transition to a sustainable economic system
(EU, nd).
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From the point of view of CSR, one of the aspects of the business
that impacts a wider community is social protection of job losses, wages
and pension benefits in case of corporate insolvencies. The relation-
ships between corporate insolvency and corporate social responsibility
can be expressed in the following way:

Insolvency — Job Loss — Wage and Pension Benefits — Social Pro-
tection — CSR.

In case of company insolvency, employees’ and pensioners’ claims
are social claims in the sense that they contribute to the social support
and social fabric of countries in dealing with a more vulnerable segment
of the population. At the same time, they are also economic claims in the
sense that employees and pensioners become creditors of a liquidated
bankrupt estate or in an insolvency restructuring proceeding. Accord-
ingly, the company insolvency and satisfaction of employee claims,
that range from wages, health and disability benefits to the issue of
pension commitments, are of interest to legal professionals, economists
and specialists in corporate social responsibility.

Research aim, design, methodology and limitations

The aim of the study is to research the interaction between social
responsibility and companies’ insolvency and reasons for extending
CSR KPIs by indicators related to pension and wage benefits in case of
insolvency. The study is focused on answering to the following research
questions: (1) What are the concepts and assumptions of disclosing
social and employee-related matters in corporate reports in accordance
with different standards, requirements and guidelines? (2) How do com-
panies implement those requirements in real practice? (3) What is the
interaction between social responsibility and companies’ insolvency?
(4) Should social responsibility aspects of companies’ insolvency be
presented among CSR KPIs?

In order to answer these research questions, we have constructed the
following structure of the study. Part 3 of this paper provides an over-
view of EU, ISO and GRI Guidelines approaches to CSR aspects and
sustainability strategy ideas including its implementation by the leading
telecommunication companies. Part 4 analyses existing schemes of pro-
tection of claims during insolvency in different jurisdictions and social
responsibility aspects of companies’ insolvency. Finally, in Part 5 using
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the example of Belarus, as a country with priority creditor status for
employees during insolvency, the reasons for changing CSR KPIs of
non-financial social and employee matters are disclosed.

Literature sources and public domain data analysis, analysis of
existing legislation and instruments for the implementation of the EU
Directive, ILO conventions, OECD Guidelines, ISO standards, Sus-
tainability Reporting Guidelines by Global Reporting Initiative and
comparative studies have been used to formulate conclusions.

For understanding existing differences between jurisdictions and
approaches for the treatment of wage and pension claims, terminol-
ogy specifics and the challenge of comparative research should be
taken into consideration. The biggest problem is that different kinds
of terminology can have the same sense and meaning. For example,
unsecured claims can be called and have the same meaning as non-pre-
ferred claims, ordinary claims or current claims. Some jurisdictions
refer to priority claims; others call them preferred claims, preferences
or preferential claims. Different funding mechanisms for wage and
pension protection very often referred to as a guarantee fund, a gov-
ernment agency, a guarantee association, etc. and usually are called
‘funds’. Such funds together with different insolvency insurance
schemes also are mentioned as a guarantee institution or a guarantee
scheme. Different jurisdictions use the words insolvency and bank-
ruptcy to distinguish different stages in an insolvency proceeding or
to distinguish commercial or consumer treatment of financial distress,
whereas other jurisdictions use the terms interchangeably. Reference
to insolvent debtors can refer to corporations, unincorporated com-
panies, business trusts, partnerships or other business enterprises in
some countries, whereas in other jurisdictions, the insolvency laws
do not cover businesses such as partnerships, trusts or individuals.
Therefore, it is important to bear in mind that certain descriptions or
terminologies must be understood in the context in which they are
being referred to, in terms of the broader social, economic and legal
framework of a jurisdiction.

In addition, it should be taken into account that some sources used
for conducting this research have been published fairly long ago. For
example, for the purposes of calculation of the global statistics, the
study by Janis Sarra (Sarra, 2008, p. 9) refers to the status of law as it
stood in force on May 1, 2008. Such sources do not reflect the latest
tendencies in the treatment of wage and pension claims and therefore
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do not take into consideration legal amendments related to this issue in
different jurisdictions, but they help to understand the global approach
and tendency.

. Disclosure of non-financial social and employee matters
3.1. Conceptual approach

In order to answer to the first question stated above (‘What are the
concepts and assumptions of disclosing social and employee-related
matters in corporate reports in accordance with different standards,
requirements and guidelines?’) we have investigated sustainability
strategy, which in line with CSR ideas are used in terms of increasing
efficiency, optimising business and expanding production.

A framework of 17 goals (Sustainable Development Goals, SDG)
was adopted by the members of the United Nations, aimed at reducing
poverty, protecting the planet, and ensuring prosperity for all. Together
with actively embodied ecological and societal responsibility, they are
regarded as a long-term value driver for economic benefits. However,
there are not present any linkages between SDG and eliminating or
reducing the consequences of company insolvency (Barbier and Bur-
gess, 2017, p. 2).

In the EU, the European Commission promotes CSR and encourages
enterprises to adhere to international guidelines and principles. To pro-
mote these ideas, Directive 2014/95/EU of the European Parliament and
of the Council on disclosure of non-financial and diversity information
by certain large undertakings and groups (Directive) entered into force
on 6 December 2014 (European Union, 2014). Companies concerned
are required to disclose in their management reports relevant infor-
mation on policies, outcomes and risks, including due diligence that
they implement, and relevant non-financial key performance indicators
concerning environmental aspects, social and employee-related matters,
respect for human rights, anti-corruption and bribery issues, and diver-
sity on the boards of directors (European Commission MEMO/14/301,
2014). This information should be useful for understanding companies’
development, performance, position and the impact of their activity,
rather than a comprehensive and detailed report is to be prepared. Com-
panies concerned started applying the Directive as of 2018, disclosing
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information relating to the 2017 financial year (European Union,
2014).

As stated by the Directive, from the point of view of social and
employee matters, which are the object of our study, companies are
expected to disclose information concerning the implementation of
fundamental conventions of the International Labour Organization,
diversity issues, employment issues, etc. A company may consider
disclosing KPIs based on social and employee matters aspects such
as (European Union, 2014):

— age, gender or educational and professional backgrounds
and other aspects of diversity;

— employees entitled to parental leave, by gender;

— workers who participate in activities with a high risk of spe-
cific accidents or diseases;

— the number of occupational accidents, types of injury or
occupational diseases;

— employee turnover;

— the ratio of employees working under temporary contracts,
by gender;

— average hours of training per year per employee, by gender;

— employee consultation processes;

— the number of employed persons with disabilities.

Companies may find it useful to rely on broadly recognised,
high-quality frameworks, for instance, the OECD Guidelines for
multinational enterprises (OECD, 2011), the ILO Tripartite Decla-
ration of Principles concerning Multinational Enterprises and Social
Policy (ILO, 2017), or ISO 26,000 (ISO, 2014). For example, ISO
26,000 by the International Organisation for Standardization (ISO),
a specialized international agency for standardisation composed
of the national standards bodies of more than 160 countries, pro-
vides guidance on how businesses and organisations can operate
in a socially responsible way. Holistic in its approach, ISO 26,000
addresses seven core subjects of social responsibility that are rele-
vant to every organisation (ISO, 2014, pp. 5-7):

— organisational governance;
human rights;
labour practices;
the environment;
— fair operating practices;
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— consumer issues;

— community involvement and development.

Each of these core subjects, outlined in Clause 6 of the standard,
includes a number of issues of social responsibility — 37 in total —
with related actions and expectations (ISO, 2014, pp. 5, 15-16).

The Global Reporting Initiative (GRI) is another international
independent standards organisation that sets the norms for ethical
business behaviour. The mission of this not-for-profit, network-based
organisation is to make sustainability reporting a standard practice.
GRI promotes the use of sustainability reporting as a way for organ-
isations to become more sustainable and contribute to sustainable
development. To enable all companies and organisations to report
their economic, environmental, social and governance performance,
GRI produces free Sustainability Reporting Guidelines (ISO and
GRI, 2014, p. 2).

In May 2013, GRI released its fourth generation of Sustainability
Reporting Guidelines — G4. The GRI Guidelines organise Specific
Standard Disclosures into three categories — Economic, Envir-
onmental and Social. The Social category is further divided into
four sub-categories, which are Labour Practices and Decent Work,
Human Rights, Society and Product Responsibility. The GRI aspects
are set out within each sub-category and among them, for example,
it is possible to find such as (ISO and GRI, 2014, pp. 18-19):

— G4-LA1: Total number and rate of new employee hires and
employee turnover by age group, gender, and region;

— G4-LAZ2: Benefits provided to full-time employees that are
not provided to temporary or part-time employees, by sig-
nificant locations of operation;

— G4-LA3: Return to work and retention rates after parental
leave, by gender, etc.

There are no specific economic and social indicators connected
with the protection of employees’ and pensioners’ claims in case of
company insolvency among GRI Sustainability Reporting Guide-
lines G4, which makes it difficult to identify and tackle social con-
sequences of insolvency.

Thus, we may draw some general conclusions based on the
investigation of existing conceptual approaches to CSR. The con-
cept of CSR has been introduced all around the world. In recent
years multi-stakeholder (ISO, GRI, etc.) and inter-governmental
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(UN, EU, etc.) initiatives have established a structural basis for the
promotion of CSR standards and their application, reporting, mon-
itoring, auditing and certification. It is noticeable that CSR norms
in existing initiatives tie labour and human rights together but there
are no norms or KPIs connected with the protection of employees’
and pensioners’ claims in case of company insolvency among them.

3.2. Case analysis of CSR and sustainability strategy: the
interaction of social responsibility and companies’ insolvency
in a real corporate practice

In the context of the objective and comprehensive analysis of the
implementation of CSR and sustainability strategy ideas and for
answering the second question ‘How do companies implement con-
cepts and requirements of disclosing social and employee-related
matters in real practice?’, we have investigated the practice of the
leading telecommunications companies. They are the first companies
that come to mind as a beacon of good corporate governance: 54
telecom companies on the 2018 Forbes Global 2000 list claim more
than USD 3.4 trillion in assets and totalled nearly USD 1.5 trillion in
revenue last year (Forbes, 2018). Three leading positions are taken
by non-EU members companies, that do not fall within the scope
of the Directive 2014/95/EU of the European Parliament: AT&T,
Inc. (United States, www.att.com), Verizon Communications, Inc.
(United States, www.verizonwireless.com) and China Mobile, Ltd.
(China, Hong Kong, www.chinamobileltd.com).

AT&T, focused on its vision ‘Connect to Good’, has established
a 10-year roadmap of goals and targets to serve as milestones on the
road of sustainable development. Top-line goals are broken into two
timeframes — 2020 and 2025 — to provide a midway check-in, with
supporting targets to show the progress along the way. AT&T reports
show the company’s efforts to achieve Network and Customers
Goals, Supply Chain Goals, and Communities Goals (AT&T Inc.,
2015, p. 3). To assess how AT&T is doing, several key performance
indicators (KPI) to measure the company’s progress year-over-year
have been established and reported. KPIs cover three areas: People,
Planet, and Possibilities as those most important to the company’s
stakeholders and business. AT&T also declares the support of SDGs
such as: SDG 3.6, SDG 4, SDG 5, SDG 8, SDG 9, etc. and discloses
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the information in accordance with GRI Guidelines. 2017 Corporate
Responsibility Update presents the scope of the relevant informa-
tion. No figures and facts or non-financial information on CSR and
sustainability strategy were included into AT&T Inc. annual report
(AT&T Inc., 2017).

In 2017, Verizon presented Corporate Responsibility Report
CRC priorities (humanability, product responsibility, environment,
etc.) and SDGs (SDG 4 and SDG 8) as a part of their strategy and
included corporate responsibility highlights in its annual report.
Verizon also discloses the information in accordance with GRI
Guidelines (Verizon, 2017, p. 7).

China Mobile has declared its sustainability policy based on
principals of Wider Connections, Better Value, and Stronger Cap-
abilities. China Mobile implemented the strategic corporate social
responsibility management which has been embedded in corporate
strategy and operations since 2006 and has gradually established
the strategic CSR management system including four modules
of strategy, implementation, performance and communication. In
2017, the company followed the United Nations Global Compact
Ten Principles, the UN 2030 Agenda for Sustainable Development
and Chinese CSR Report Preparation Guide (CASS-CSR 4.0) issued
by the Chinese Academy of Social Sciences, the GRI Sustainability
Reporting Standards of the Global Sustainability Standards Board
(GSSB), the ISO 26,000 and the HKEx Environmental, Social and
Governance Reporting Guide, and referred to the evaluation criteria
of the Dow Jones Sustainability Indices (DJSI) during the 2017
sustainability reporting process. The 2017 Sustainability Report
of China Mobile Limited was assured by Ernst & Young (China
Mobile Limited, 2018a, p. 58). No figures and facts or non-financial
information on CSR and sustainability strategy were included into
China Mobile Ltd. annual report (China Mobile Limited, 2018b).

All three leading telecommunications companies, as noticed
before, are not European companies. Therefore, it is reasonable
to analyse the practice of implementation of CSR and sustainab-
ility strategy ideas in the EU Member States. A case in point is Al
Telekom Austria Group, listed on the Vienna Stock Exchange and
currently operating in seven European countries including Belarus.
In pursuing its corporate strategy, the A1 Telekom Austria Group
commits itself to the targets of the triple bottom line of sustainable
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development (‘People, Planet, Profit’). The Telekom Austria Group’s
sustainability strategy is based on the issues of ‘Customer Focus’,
‘Data Privacy’ and ‘Network Quality and System Stability’. Targets,
measures, and outcomes of company’s sustainability strategy, based
on four strategic action areas ‘Network & Customers’, ‘Environ-
ment’, ‘Employees’, and ‘Society’ were disclosed in the company
sustainability report under the banner of ‘Dvolution’.

Consolidated non-financial report of A1 Telekom Austria
Group was prepared in accordance with Section 267a (6) of the
Austrian Company Code (UGB) on environmental, social and
employee matters, as well as combating corruption and bribery
and included in Annual Financial Report 2017, prepared according
to § 124 Para 1 Stock Exchange Act. In accordance with the GRI
Standards under the core option as well as the Telecommunications
Supplement Pilot Version 1.0, the GRI Content Index was pre-
pared as a separate report. This report lists all topics that have been
identified as material for A1 Telekom Austria Group as a whole in
the course of the materiality assessment in 2017. The company is
also expressly committed to the UN Global Compact and makes
contributions to the Sustainable Development Goals (SDG) of the
United Nations. Finally, such sections as Employees, Social and
Ecological Responsibility, Compliance, Consolidated Non-Finan-
cial Report, GRI Content Index, Sustainability KPIs are included
in Combined Annual Report 2017 of A1 Telekom Austria Group.
As it is noticed from the description of the A1 Telekom Austria
Group practice, European companies have more rich reporting
habits. This practice and integrated viewpoint have also led to the
first-time publication by A1 Telekom Austria Group of a combined
annual and sustainability report for the year 2017 (A1 Telekom
Austria Group, 2017).

Nevertheless, based on the managerial and consolidated finan-
cial statements information, the assumption about the absence of
the interaction of social responsibility and companies’ insolvency in
a real corporate practice can be made. There is no evidence of dis-
closing protection claims matters in case of company insolvency in
the corporate practice of neither American or Chinese nor European
companies.
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4. Social responsibility aspects of companies’ insolvency

As it is seen from the list of KPIs by Directive 2014/95/EU of the
European Parliament and ISO 26,000 clauses based on GRI aspects
by Sustainability Reporting G4 Guidelines, there are no indicators
related to protection of job losses or significant pension and wage
benefits in case of corporate insolvencies. No relevant indicators,
figures or managerial information were found in the statements of
the leading telecommunications companies, mentioned above.

In response to the next question of our investigation (‘What
is the interaction of social responsibility and companies’ insolv-
ency?’), attention should be drawn to the fact, that employees have
long been considered worthy of special protection if a company
becomes insolvent. This has been seen to be appropriate because
employees are less able to manage the risk of the loss they suffer if
their employer becomes insolvent. Whilst shareholders can diver-
sify their investment portfolio to eliminate or hedge against risk,
and creditors may diversify their customer base or seek guarantees
or security, employees typically have only one employer and they
are accordingly exposed to that employer for the entirety of unpaid
wages, superannuation, leave or redundancy entitlements with very
little capacity to reduce that risk.

As Sarra (2006, p. 1) underlines employees are some of the most
vulnerable creditors when firms experience financial distress. Unlike
sophisticated creditors who can take steps to register security to
protect their credit position and have easier access to information
to manage their credit exposure, employees often suffer a loss of
wages and benefits owed in addition to losing their jobs on a firm’s
insolvency. Further, it is suggested by Whelan and Zwier (2005,
p- 4) that the personal and social costs of business failure fall dis-
proportionately on employees.

All these problems clearly underline the importance of disclosing
social responsibility aspects of companies’ insolvency in their finan-
cial statements as one of non-financial social and employee matters.
However, so far, this critical aspect has been neglected. Partially,
this situation can be explained by the fact that the number of coun-
tries has a system of priorities or preferences for wage and related
claims. Ranking of priority claims refers to where, in the hierarchy
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of credit claims, wages and other compensation claims are placed.
So, a priority or preference system is one in which employees
(former employees) with wage and other compensation claims are
given a statutory priority over other classes of creditors.

The following Table 1 reproduces the matrix of the types of
priorities or preferences for wage and related claims existing in 62
countries presented by Sarra (2008).

Table 1. The matrix of the types of priorities or preferences for wage and
related claims

Model Examples
Absolute priority, including over secured Brazil, Chile, Colombia,
creditors, for a capped amount Malaysia

Restricted absolute priority, secured creditors Czech Republic
and employees paid preferentially only for
a percentage of assets

Split priority, distinguishing types of employ-  India
ees in ranking

Priority as a cost of bankruptcy Slovenia
Priority after secured creditors but prior to Australia, Israel, Ghana,
floating security creditors Slovakia

Priority by time frame, with different priorities France
for different time frames

Priority over unsecured creditors Austria, Hungary, Japan,
Norway, Thailand, and
Switzerland

No preferential treatment Finland, Estonia, United Arab
Emirates

Source: based on Sarra (2008).

Sarra’s investigation showed that on May 1, 2008, 25 jurisdic-
tions (i.e. 40% of the countries in the study), granted absolute or
so-called super-priority for wage and related claims. A super-priority
allows employees to receive some portion of their claims on a basis
that ranks ahead of all creditors: both secured and unsecured.

In some jurisdictions wage claims rank as unsecured claims
that means ranking pari passu with other unsecured creditors and
behind secured creditors that have a lien on an item of the com-
pany’s property. In the United States, for example, mortgage lenders
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and car lenders are secured creditors. They have voluntary liens on
the insolvent company property. Super-priority of employees in
such countries as: Brazil, Chile, Colombia, Malaysia, etc. ignores
the privileged position of secured creditors. Thus, a super-priority
is a specific mechanism to ensure that employees’ claims are first
in line to be satisfied with any financial problems of the company.
The policy rationale for this protection is likely to be clearly evident
because of the exceptional vulnerability of employees at the point
of enterprise insolvency.

Together with a super-priority system there is a restricted abso-
lute priority system (secured creditors are paid preferentially out
of definite percentage of assets of the insolvent firm, whereas the
rest of the estate must be available to meet employee claims on
a full priority basis); a split priority system (only particular types
of employees are given a special or super-priority); a priority for
employee compensation claims after secured creditors but prior to
floating security creditors; a priority based on particular timeframe
(super-priority for wages not paid in definite number of days prior
to the insolvency proceedings).

So, further 13 countries in Sarra’s investigation (Sarra, 2008,
pp. 13-14), i.e. 21% of the 62 jurisdictions studied, create equity of
priority with secured claims or grant a partial priority over secured
claims. 17 jurisdictions, i.e. 27% of the total, grant a priority over
unsecured claims only. 11% of the total, i.e. 7 countries, offer no
priority for wage claims. Thus, about 61% of the jurisdictions
accord some priority over secured claims or a priority equal to
secured claims for employee wage and related compensation claims
and almost 39% of the jurisdictions grant a priority over unsecured
claims or no priority at all.

On the other hand, some jurisdictions (almost one half of the 62
studied by Sarra (2008, p. 30)) combine different kinds of priorities
and preferences with either wage or pension insurance systems or
guarantee funds that project employee occupational benefits and
wage-related benefits in case of employer insolvency. The greatest
advantage of such schemes is that they place the risk of non-pay-
ment with the guarantee fund, government agency or insolvency
insurance schemes providing the funding out of general tax revenue,
contributions paid by employers, premiums paid by corporations
and other business enterprises, donations, contributions and amounts
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recovered by administrators, etc. and usually enable employees to
have some immediate realization of their claims.

Most recent surveys by P. Secunda (Secunda, 2015, p. 924),
based on the approach of G. Johnson (Johnson, 2006, pp. 4-6),
classify all existing models of treatment of wage and pension claims
during insolvency in 34 OECD countries as shown in Table 2.

Table 2. Classification of OECD countries by models of treatment of wage
and pension claims during insolvency

Model OECD Countries

1 Bankruptcy priority, little or no Chile, Mexico, New Zealand, Turkey
guarantee (4)

2.1 Hybrid, bankruptcy priority Belgium, Canada, Denmark, Iceland,
and guarantee for both pension and Ireland, Israel, Italy, Norway, Sweden,
wages (robust) Switzerland, United Kingdom (11)

2.2 Hybrid, bankruptcy priority and  Australia, Czech Republic, France,

guarantee for either pension or wages Greece, Hungary, Japan, Republic of

(limited) Korea, Luxembourg, Netherlands,
Poland, Portugal, Slovakia, Slovenia,
Spain, United States (15)

3 No or limited bankruptcy priority,  Austria, Estonia, Finland, Germany (4)
but some form of guarantee

Source: own study based on Secunda (2015).

Thus, nowadays many of the OECD countries have guarantee
schemes that will help pay for some employee wage-based benefits
upon insolvency, at least for a designated period before the insolvency
and up to a predetermined capped amount. Canada, for example has
such a wage-guarantee scheme under its Wage Earner Protection Pro-
gram (WEPP) (Employment and Social Development Canada, 2019).

In addition, as for wage and related claims benefits, many coun-
tries have different pension guarantee schemes. The Pension Benefit
Guaranty Corporation (PBGC), that is limited to pension plans, and
then only to private sector defined benefit pension plans in the United
States, is a prime example of a pension guarantee scheme. Similar
organisations exist in the United Kingdom. The Commonwealth
government has implemented taxpayer-funded safety-net schemes
for employee entitlements. The current scheme of general applic-
ation is the Pension Protection Fund (PPF). PPF was established
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for purposes of providing payment to employees in occupational
defined benefit plans for both unpaid contributions and unfunded
liabilities where the sponsoring employer became insolvent (Pension
Protection Fund, 2018).

The public policy goal behind such schemes is to provide a more
timely method of payment of wages and benefits to employees when
their employers become insolvent. They also may play an import-
ant role in the insolvency process itself by taking on the pension
or wage-related credit claims of employees. This is beneficial
because such a guarantee institution becomes a large creditor with
correspondingly greater ability to have its concerns met during the
insolvency process (Secunda, 2015, p. 885).

Nowadays the largest number of countries has chosen a hybrid
model of both ranking of priority and using different guarantee insti-
tutions or guarantee schemes because such a choice gives greater
protection for employees. Nevertheless, despite the pros and cons of
the particular schemes of protection of workers’ wage and pension
claims (Goldowitz, 2016; Anderson, 2014, etc.), problem is that this
issue usually comes up to the legislature, or to the public’s attention,
when a big bankruptcy occurs, like that of LTV Steel, Enron, or the
city of Detroit (Kimhi, 2015, p. 148).

5. Reasons for changing KPIs of non-financial social
and employee matters

Although there are significant differences between the insolvency
systems in different countries and the treatment of wage and pension
claims during company insolvency, some important conclusions and
summaries do exist (responding to the fourth question of our study:
‘Should social responsibility aspects of companies’ insolvency be
presented among CSR KPIs?’). As an initial matter, some countries
have little or no priorities and preferences guarantee for employees
during insolvency (see Table 1). Other countries do not have wage
or pension guarantee funds (see Table 2). Belarus is among the last
countries not included in the OECD group.

In Belarus, similarly to the majority of international jurisdictions,
priority creditor status is the primary form of protection conferred
upon employees in the case of corporate insolvency. According to
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Article 141 of the Law ‘On Economic Insolvency (Bankruptcy)’ of
July 13, 2012 (Bankruptcy Law), the claims of employees have the
second rank after unpaid health and disability compensations and
expenses of the bankruptcy proceedings (Karaleu, 2016, pp. 46-47).

In contrast to many other jurisdictions, priority amounts pay-
able to employees under the Belarusian insolvency regime are not
capped. Employees are entitled to priority payment in corporate
insolvency of all unpaid wages, superannuation contributions, leave
entitlements and retrenchment payments. However, pursuant to
Article 147 of the Bankruptcy Law, the claims of employees are
considered satisfied if there are no sufficient funds of the insolvency
estate. Thus, there is every chance that the employee will not receive
any payments for their claims in the process of corporate insolvency.

Numerous jurisdictions, as it was mentioned above, have chosen
to create guarantee funds or insolvency insurance schemes that are
aimed at redressing the problems faced by employees in realising
their wage and pension claims. There are no such funds in Belarus
and some other countries. However, even such funds are not abso-
lutely effective: they are normally fully able to fulfil their duties,
but in the case of big, state-owned or state-controlled, entities being
declared insolvent, they usually do not have the funds to pay all
the employees’ claims. Such a situation occurred in the early 2000s,
when a major Polish shipyard declared bankruptcy and Poland’s
Wage Guarantee Fund was unable to pay the claims of several
thousand employees. Auxiliary budget grants were then given to the
Fund to alleviate the problem. According to Sarra’s opinion (Sarra,
2008, p. 242), should a major employer declare bankruptcy in the
future, the situation would most probably be repeated.

The same dramatic situation we have in our Belarussian practice
with pensioners’ claims in case of company insolvency. According
to the Law of the Republic of Belarus ‘On Basics of State Social
Insurance’ of January 31, 1995 (Social Insurance Law), the types of
state social insurance payments included, among other payments,
pensions for age, disability, loss of a breadwinner, and length of ser-
vice. However, pursuant to Article 2 of the Social Insurance Law,
it was fixed that a person becomes entitled to the pension benefits
from the state social insurance system only if contributions from
their salary have been made. The length of service and the individual
salary coefficient for the appointment of a pension and its amount
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calculation is determined only in case of making established by the
low payments to the off-budget State Social Security Fund of the
Ministry of Labour and Social Protection of the Republic of Belarus
(Fund). Most of the insolvent companies lack the resources to make
such contributions to the Fund and their employees automatically
forfeit their right to a pension for non-payment period.

So, as it is clear from the description of the national practice
of Belarus, the issue of wage and pension claims requires public
policy debate and choices. While the debates have been rigorous in
some jurisdictions, there is relatively little understanding that it is
extremely important to implement social responsibility aspects of
companies’ insolvency globally. Some jurisdictions have not created
an effective national system of wage and pension claims protection
and companies should provide this protection as one of the basic
elements of CSR.

Conclusions

Much existing literature in management stresses the potential pos-
itive relationship between ethical business and financial returns. This
idea has become conventional wisdom within public debates around
CSR and is strongly institutionalised in the field of socially responsi-
ble business and increase the transparency of financial reports.

Ideas and principles of sustainable development and the prac-
tice of CSR as a paradigm for firms and businesses to follow do
not cover the whole spectrum of social aspects required to ensure
the holistic approach to tackling this issue, such as the interaction
with companies’ insolvency. On the other hand, the study of social
and employee-related matters companies are expected to disclose
in non-financial reports shows no social responsibility aspects of
companies’ insolvency. From this point of view, it is vital to extend
KPIs by indicators related to pension and wage benefits in case of
insolvencies.

In the interim, companies’ insolvencies around the world have
not only resulted in job losses for employees, but also in losses of
significant pension and wage benefits. Employees are considered
the most vulnerable of company creditors in the insolvency process
because of their lack of ability to diversify their risk, lack of voice
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or information, resources or bargaining power to realise their claims
individually.

The treatment of employee wage and other compensation claims
after employer insolvency using super-priority regime is not enough.
Even in spite the fact that the EU Directive sets a minimum standard
for protection of employee claims in insolvency in all EU countries
(through a transposition by a national law or a decree) and requires
the Member States to set up an institution to guarantee some or all
of these employee claims, the efficiency and outcome of insolven-
cy is different. Therefore, it is not only necessary to improve the
economic mechanism for higher protection of employee claims but
also to stimulate every company to have the system of measures
for employee wage and pension claims protection in case of insolv-
ency. Experience of Belarus and some other countries demonstrate
convincingly that these measures are reasonable and vital: there is
every chance that the employee will not receive any payments for
their claims.
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