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Abstract

Non-financial disclosure has become increasingly popular, as it can satisfy the information needs of a
growing range of stakeholders. Because traditional financial reports cannot provide comprehensive
accountability, several frameworks and guidelines for facilitating non-financial information disclosure
have been developed. Recently, the European Union issued Directive 2014/95/EU (EU Directive) and
subsequent guidelines (EU Guidelines 2017/C215/01 [EUG]) to mandate European entities of public
interest to convey non-financial information to improve such organizations’ accountability toward their
stakeholders. This paper studies the European stage of non-financial reporting from a regulatory and
practical point of view. To this end, the first research objective is to analyze the elements that the EUG
have in common with the IIRF and the GRI 4 guidelines. Second, the paper proposes a first analysis
to assess the compliance to the EUG by performing a content analysis on a sample of annual reports
and integrated reports (IR) drafted by the 50 biggest European companies. The results highlight that
the content elements required by the Directive exceed the requirements of the two frameworks and
that there is already a high level of compliance by European big companies with the EUG. More
specifically, particular attention is devoted to Social, Employee and Environmental Matters.
Accordingly, the companies demonstrated a common awareness of the necessity to provide an
exhaustive amount of social and environmental disclosure in order to maintain legitimacy. Also the
disclosure on Principal Risks and Their Management is widespread to meet investors’ and
stakeholders’ requirements in recent years with respect to the general level of risk disclosure provided
by companies.

Keywords: integrated reporting (/search?q=integrated+reporting); sustainability reporting
(/search?q=sustainability+reporting); European Directive 2014/95/EU (/search?
q=European+Directive+2014%2F95%2FEU); European companies (/search?
q=European+companies); content analysis (/search?q=content+analysis)

1. Introduction

The financial crises and growing concerns regarding the social and environmental consequences
of companies’ activities have dramatically increased the external pressure on companies to be more
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accountable toward and more transparent with their investors and stakeholders [1,2,3,4,5,6].
In this context, current accounting systems, which are mainly based on retrospective financial

data, have been considered inadequate for satisfying the information needs of investors and other
stakeholders and thus for providing an acceptable level of transparency and accountability [3,7,8,9].
Indeed, investors and stakeholders increasingly require more non-financial information about
companies’ risk, governance and social and environmental issues in a more connected and
comprehensive manner [10,11,12].

In particular, after the Earth Summit in 1992 and the advent of the Kyoto protocol in 1997, which
shed light on climate changes and other associated environmental risks, the theme of sustainability
and sustainable development have acquired pivotal importance as the “development that meets the
needs of the present without compromising the ability of future generations to meet their own needs”
[13] (p. 234).

The relevance of Corporate Social Responsibility (CSR) emerged consistently, representing its
logical extension to business’ responsibility to contribute in a positive way to society’s well-being,
beyond a narrow focus on profit maximization [2,14,15].

According to Guthrie and Parker [16] (p. 67), CSR disclosure is deemed as essential in reducing
information asymmetries between stakeholders and management and reducing the market risk of
capital investments.

In line with CSR discourse, non-financial disclosure has acquired a fundamental role in
expanding the magnitude of companies beyond the financial account for shareholders, embracing a
broader perspective including the different dimensions linked to the social, environmental, ethical, risk
and governance aspect that are of interest of all stakeholders [16,17,18].

As Solomon and Maroun state [19] (p. 6), “companies are expected to achieve integration of
sustainability and governance information within the annual report. Such integration is deemed
essential if businesses are to embed stakeholder accountability into the heart of their operations in a
meaningful way.”

Nevertheless, sustainability reports, although based on the Global Reporting Initiative (GRI)
guidelines, tend to disclose social, environmental and governance information separately from
financial information, without providing an integrated and comprehensive picture of these issues and
of their interconnections [5,13,19]. For this reason, “non-financial information fails to provide
stakeholders with necessary links and connections to effectively evaluate business performance
strategy and future value creation”, according to Wild and van Staden [7] (p. 6).

To address the missing linkages and lack of connectivity of previous reports, a new trend in
corporate reporting emerged to convey financial and non-financial information in one document
known as an Integrated Report (IR) [19,20,21]. The International Integrated Reporting Council (IIRC)
issued in 2013 a specific framework (International Integrated Reporting Framework [IIRF]) to support
entities in the preparation of the document. An Integrated Report aims to expose “a holistic picture of
the combination, interrelatedness and dependencies between the factors that affect the organization’s
ability to create value over time” [22]. Although Integrated Reporting caught the interest of many
companies, it remains voluntary in all countries besides South-Africa [10].

In recent years, the European Union (EU) has taken a step forward to address investors’ and
stakeholders’ information needs regarding long-term risks as well as environmental and social
sustainability. To this end, the EU issues the Directive 2014/95/EU (EU Directive) [23] to require largeTypesetting math: 100%



(https://www.cookiebot.com/en/what-

is-behind-powered-by-cookiebot/)

Necessary

Preferences

Statistics

Marketing

Show details

https://www.cookiebot.com/en/what-is-behind-powered-by-cookiebot/


entities of public interest to disclose financial information, and EU Guidelines 2017/C215/01 (EUG)
[24] to support organizations in providing this disclosure. The EU Directive aims to ensure that
organizations provide at least a ‘package’ of information that is considered unavoidable and
comprehensive non-financial information. Moreover, the specific purpose of the EUG [24] (p. 4) is to
“help companies disclose high quality, relevant, useful, consistent and more comparable non-financial
(environmental, social and governance-related) information in a way that fosters resilient and
sustainable growth and employment, and provides transparency to stakeholders […]. They are
intended to help companies draw up relevant, useful concise non-financial statements according to
the requirements of the Directive.”

Grounded on this theoretical and legislative background, the study has two related research
aims: first, the study aims to investigate what the EUG, IIRF, and GRI 4 guidelines have in common to
determine to what extent these frameworks meet the requirements of the Directive. Second, because
the EU Directive together with the EUG will become mandatory for certain types of companies, this
study aims to evaluate big companies’ readiness for change. To this end, we run a first analysis to
assess the compliance to the EUG by performing a content analysis on a sample of annual reports
and integrated reports (IR) drafted by the 50 biggest European companies selected on the basis of
market capitalization. An un-weighted disclosure index is developed to analyze the selected
companies’ level of compliance with the EUG. All the sampled firms can be considered entities of
public interest according to EU directives, including listed companies, banks and assurance
companies with more than 500 employees, and are selected because they are considered as
recipients of the EU Directive.

The results of the research may be useful for detecting organizations’ state of readiness for
change regarding non-financial information disclosure and for identifying whether the biggest
European companies, which fit the definition of entities of public interest provided by the EU directive,
are already compliant with the EUG. Moreover, this study may contribute to research regarding non-
financial information practices and offer useful recommendations for standard setters and policy-
makers to improve the quality of non-financial information.

The paper proceeds as follows: Section 2 provides a detailed literature review on non-financial
information that focuses on previous compliance research regarding the IIRF, GRI 4 guidelines and
EUG. Section 3 presents the theoretical framework of the study and illustrates the research
methodology, while Section 4 discusses the results of the study. Section 5 discusses the implications
of the study and provides suggestions for future research.

2. Literature Review and Theoretical Background

CSR and sustainability themes have progressively gained momentum as strategic factors for
firm’s survival and success [2,4,6,12,14,25].

Accordingly, a firm’s survival can no longer be traced back only to an economic dimension of
profit maximization, but it has to be included in a broader discourse encompassing the way in which
the firm manages the risks arising from the social and environmental impacts of its activities in the
medium and long term and demonstrates to be socially responsible [14,26].

As a result, researchers, practitioners and standard setters have become increasingly interested
in the inclusion of non-financial information in annual reports. Non-financial information refers to a
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broad range of themes and issues such as environmental and social policies and impacts (e.g.,
resource and energy use, greenhouse gas emissions, pollution, biodiversity, climate change, waste
treatment, health and safety of employees, gender equality, education) and is pivotal to improve
accountability and transparency towards stakeholders [2,14,15,16,17,18,27].This emerging trend of
reporting non-financial information has led to wider adoption of sustainability reports to provide
stakeholders with “financial and non-financial information relating to an organization’s interaction with
its physical and social environment, as stated in corporate annual reports or separate social reports”
[26] (p. 78). According to Nolan [28] (p. 7), this extended reporting model “aims to highlight the view
that a company’s consideration of only financial matters as an indicator of its success is inadequate.”

Sustainability reports allow companies to demonstrate that they are socially responsible and are
a powerful tool for improving communication with stakeholder groups by enhancing the transparency
and accountability of non-financial information [29].

Empirical studies on sustainability originate in the 70s with the seminal survey conducted by
Ernst and Ernst in 1977 on a sample of 500 USA companies and are based on understanding
accounting as a social phenomenon [16] (p. 343). These studies continued in the 80s and 90s in the
UK [17,30], Australia [16,31,32], and New Zealand [26].

These studies, which were primarily conducted on annual reports, have revealed similar results
[30,33,34]. First, the non-financial information provision was mainly an isolated phenomenon and not
a systematic activity, with a higher prevalence in the USA, the UK, New Zealand, and Australia
[26,30]. Most of the non-financial information that was disseminated concerned human resources and
community involvement issues with minor references to environmental issues. Only in certain critical
industry sectors belonging to primary and secondary industries, such as mining, oil and steel
companies, environmental disclosure obtain greater diffusion [26]. Other common patterns include the
prevalence of a qualitative rather than a quantitative disclosure, the tendency to emphasize only the
good news by disclosing the information in a “self-laudatory” way and the positive association
between the extent of non-financial disclosure and the firm’s size [31].

These studies were mainly framed under the theoretical lens of the legitimacy theory. In this
context, the disclosure on sustainability issues represents a response to social and political pressures
deriving from the external environment. Disclosure is considered as a suitable instrument to
disseminate a good public image and demonstrate that the company is operating within the
boundaries and norms established by the society in which it is rooted [16,32,34,35,36,37]. The
legitimacy is “a status, which exists when an entities value system is congruent with the value system
of the larger social system of which the entity is a part. When a disparity, actual or potential, exists
between the two value systems, there is a threat to the entities’ legitimacy” [35] (p. 2).

Using this theoretical framework, most studies regarding sustainability reporting examine the
relationship between particular environmental and social events and incidents or negative media
attention and the extent of sustainability disclosure by obtaining results that confirm the usefulness of
non-financial disclosure to gain legitimacy [16,33,36,38].

In more recent years, the development and establishment of the GRI guidelines have influenced
non-financial disclosure practices to change from a sporadic phenomenon to a systematic activity that
involves further strategic aspects, such as firms’ risk and opportunities, anti-corruption, corporate
governance, and fraud matters management [14,38,39].
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As the GRI states, “by using the GRI guidelines, reporting organizations disclose their most
critical impacts—be they positive or negative—on the environment, society and the economy. They
can generate reliable, relevant and standardized information with which to assess opportunities and
risks, and enable more informed decision-making—both within the business and among its
stakeholders” [40] (GRI website). According to the GRI guidelines, firms have started to prepare
stand-alone reports, and, in recent years, the number of these individual reports has dramatically
grown [3,29,41].

As a response, several studies have aimed to determine whether companies’ reports meet the
need for accountability by analyzing the level of voluntary disclosure regarding social and
environmental issues [29,38,41,42,43], as well as risks and opportunities [44,45,46]. More specifically,
Cho and Patten [38] investigate a sample of 100 USA listed companies in order to examine the
relation between environmental performance and disclosure. Their findings reveal that firms operating
in environmentally sensitive industries (e.g., mining, extractive, oil and steel companies) tend to
disclose more environmental information than other firms, to obtain legitimacy in their social
community. Cho et al. [41] analyzed a sample of 120 sustainability reports issued by firms from six
different countries, in order to test the use of graphs to enhance a positive image and to obfuscate
negative trends. Their results confirm the hypothesis on the use of stand-alone sustainability reports
as “legitimacy tools”. In the same vein, Patten and Zhao [29], have conducted an empirical study on a
sample of standalone CSR reports within the U.S. retail industry. Sampled companies disclose more
environmental than social information, and they tend to focus on discussing programs and initiatives,
sometimes neglecting the publication of relevant performance data. Their results provide further
empirical evidences on the use of stand-alone CSR reports as an image/reputation enhancement tool
rather than as a significant accountability tool [29]. Skouloudis et al. [47] investigate a sample of 16
Greek companies drafting the sustainability reports. They find that reports vary significantly in terms
of materiality and completeness of information disclosed and that there is only a partial level of
compliance with the GRI guidelines.

Guthrie et al. [42,43] conduct similar studies by focusing the attention on the Australian Food and
Beverage Industry (AFBI), in order to examine the level of CSR disclosure provided according to GRI
guidelines through different reporting media (annual reports and websites) [43] and the level of CSR
disclosure provided according to two different frameworks (GRI and AFBI Industry-specific
framework) [42]. They find that websites are more suitable than annual reports in disseminating social
and environmental information [43] and that GRI guidelines do not capture all the facets of social and
environmental issues within specific industry sectors, needing to be enriched and refined [42].

Abraham and Cox [44] narrow the attention on the risk dimension and its determinants, by
analyzing the level of risk disclosure provided by a sample of 71 UK listed companies through the
annual reports. They find that risk disclosure is focused on financial risk information and that
corporate risk reporting is negatively related to share ownership by long-term institutions and
positively associated with both the number of executives and the number of independent directors.
Also Moolman et al. [45] investigate the risk dimension by analyzing whether integrated reporting has
brought changes in the disclosure of risks and opportunities. They find that most of the sampled
companies are compliant with all the IIRF requirements for the content element “risks and
opportunities” except for the disclosure of the assessment of risks.
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Other studies [3,6] also highlighted the choice to voluntarily submit reports to independent
assurance to enhance the credibility and perceived quality of the firms’ disclosed non-financial
information, as doing so consolidates the reputation and legitimacy of the firms within the
stakeholders’ communities.

In this regard, Guthrie et al. [48] (p. 256) underline that the legitimacy theory presupposes the
existence of a sort of “social contract” between the firm and the society in which it is rooted. This ideal
social contract regulates the behavior of the company and establishes how it must act in compliance
with the society’s expectations and values. Thus, an adequate amount of disclosure that evidences
how the firm is fully involved in addressing social and environmental issues according to socially
acceptable behaviors established by the society is a useful tool for satisfying the society’s
expectations and information needs [49,50].

However, as already underlined, many scholars [29,37,38] consider that non-financial disclosure
conveyed through sustainability reports is mainly oriented to improve the company’s image and
reputation in a legitimacy perspective rather than to provide a clear and detailed analysis of social and
environmental performance as well as the resulting impacts. Consistently, as argued by Patten and
Zhao [29] (p. 1), the use of a standalone sustainability report can be criticized because it represents
“an exercise designed not for transparent accountability, but instead for nothing more than image
enhancement.” Moreover, these documents are limited in that they are not mandatory and are not
integrated with economic and financial information [5,13].

In this vein, the introduction of the IR framework represents a possible solution, as it requires a
more cohesive and integrated approach to corporate reporting through the disclosure of the six
capitals (Financial, Manufactured, Intellectual, Human, Social & Relational and Natural), which should
cover all resources involved in firms’ value creation and their interconnections [8,19]. However, except
for in South Africa, IR is not mandatory in any country [5] Some criticism have been raised towards IR
since it is focused on the concept of value-to-investors, mainly addressing the information needs of
financial capitals providers [9,10,51,52]. Moreover, Flower blames the IIRF as it considers mainly the
prosperity of the entity, rather than of the society [51] Milne and Gray [53] (p. 20), commenting the
IIRF, state: “Despite its claims for sustainable development and sustainability, it is exclusively investor
focused and it has virtually nothing—and certainly nothing substantive—to say about either
accountability or sustainability”.

Another push toward harmonized non-financial disclosure is the European Directive 2014/95/EU.
The EU Directive establishes that entities of public interest are required to place non-financial
disclosure in a management report or separate statement that focuses on the “development,
performance, position and impact of its activity, relating to, as a minimum, environmental, social and
employee matters, respect for human rights, anti-corruption and bribery matters.” The report should
include five pieces of information: “(a) a brief description of the undertaking’s business model; (b) a
description of the policies pursued by the undertaking in relation to those matters, including due
diligence processes implemented; (c) the outcome of those policies; (d) the principal risks related to
those matters linked to the undertaking’s operations including, where relevant and proportionate, its
business relationships, products or services which are likely to cause adverse impacts in those areas,
and how the undertaking manages those risks; (e) non-financial key performance indicators relevant
to the particular business” [23] (pp. 4–5).
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The introduction of the EU Directive is pivotal to the improvement of non-financial disclosure.
Besides its ability to enhance legitimacy, non-financial disclosure can be beneficial for stakeholders
who in recent years, due to crises and scandals, have lost confidence in the market and society [54].
Disclosure regarding risk management and sustainability issues improves firms’ evaluation processes
and produces positive effects on the market value and equity cost [44,55,56]. However, the voluntary
nature of this information has mitigated these benefits due to credibility, transparency, and irrelevance
drawbacks [57,58].

In this sense, the introduction of mandatory requirements by the Directive 2014/95/EU and the
related guidelines issued in 2017 that operationalize how to prepare mandatory information can
improve the quality and credibility of non-financial information and increase the comprehensiveness of
non-financial information [6].

Some researchers have started to investigate the level of compliance of annual reports with the
EUG. More specifically, Guse et al. [59] analyzed the annual reports of 20 Romanian-listed
companies for the year 2015 to determine to what extent these companies were prepared to
implement the Directive. Their results indicate medium levels of compliance, as most of the content
elements were disclosed by about 50% of the sampled firms. More specifically, regarding the Social
and Employee Matters, Guse et al. [59] obtained high compliance levels only for some sub-contents,
such as working conditions and respect for the rights of workers, while, they found high values for
Environmental Matters, only for some sub-contents related to the impacts on the environment.

In the case of Polish-listed companies, Dyduch and Krasodomska [54] explored 60 annual
reports to examine the level of non-financial disclosure provided according to the Directive and factors
that may determine the disclosure. They find that more than half of companies do not disclose any
environmental information in their annual reports and that some factors such as capital turnover,
duration of the stock exchange listing, industry environmental sensitivity, and reputation significantly
influence the non-financial disclosure provided in accordance to the EU Directive. Even in the Polish
context, Matuszak and Różańska [57] analyze a sample of 150 listed companies focusing on annual
reports, CSR reports and companies’ websites in order to examine the quality and the extent of CSR
disclosure provided as well as the level of compliance with the new requirements of the Polish
Accounting Act (PAA) on non-financial disclosure, in accordance with Directive 2014/95/EU. Their
study reveals that companies prefer annual reports to communicate voluntary CSR disclosures and
that there is a scarce level of compliance with the new PAA requirements on non-financial disclosure.
In particular, sampled companies placed little emphasis on reporting about human rights and anti-
corruption.

In Italy, Venturelli et al. [58] focused on a sample of 223 large companies considered entities of
public interest by analyzing non-financial information disclosed in the mandatory and voluntary reports
for the year 2015 and identified a medium level of compliance. In particular, the highest levels of
compliance were achieved with regard to two content elements, business model and sustainability
policies, while, there was an insufficient level of compliance regarding diversity policies.

Other studies compare the IIRF and the GRI 4 guidelines [60] as well as the IIRF and the EU
Directive [61]. Idowu et al. [25] conducted a comparison between the IR framework, ISO 26000 and
GRI G4. They found that most of the terms and definitions, elements and principles from ISO 26000
and GRI G4 are found in the IR framework, but in a much broader sense and with the provision of a
more in-depth understanding regarding what companies should report and how the disclosedTypesetting math: 100%
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information should be organized in the annual corporate report. Moreover, Paternostro [62] explores
the relationship between IR and other reports, such as: Financial Statement, the Management
Commentary, Social and Environmental Report, the Corporate Governance Report, and Intellectual
Capital Report, proposing three different approaches to prepare IR, favoring the respect of the
connectivity principle.

Nevertheless, there is a lack of research that compares the non-financial disclosure information
provided by large companies located in different European regions in terms of the compliance of the
companies’ reports with the EUG.

Filling the gap, this research contributes to the literature in a twofold manner. First, by comparing
the EUG with the IIRF and the GRI guidelines, the study highlights the differences and similarities
between the three frameworks. Second, the analysis of the reports published by the 50 largest
European Companies for the year 2016 allows for assessing, using legitimacy theory perspective, the
level of compliance with EUG and, more broadly, for identifying the readiness for change.

3. Research Methodology

The comparison between the EUG, IIRF, and GRI guidelines requires analysis of the three
frameworks by referring to the key principles and contents as required by the EUG. From a
methodological point of view, according to previous studies [25,60,61], the comparison of the
frameworks has been carried out through an in-depth analysis of the frameworks, which were
obtained from the frameworks’ official websites [22,24,40].

The comparison focuses on the EUG, GRI 4, and IIRF because they can be considered as the
most commonly used and influential framework for non-financial information [5,25,58,61,63]. We
focus on the GRI 4 Guidelines because the research analyzes the reports published in 2016, while
the new guidelines issued by the GRI in 2016, the GRI Sustainability Reporting Standards (GRI
Standards), will be applicable only by 2018. Furthermore, we conduct an analysis of the reports
published by the 50 biggest European public companies per market capitalization, selected by the
Forbes 2000 classification.

All the sampled firms can be considered entities of public interest according to article 2 of the EU
Directive [64]. The sampled firms include listed companies, banks and assurance companies that
have more than 500 employees and were selected because they are considered recipients of the EU
Directive. Moreover, the selection of these companies can be explained by the need to analyze to
what extent the key contents of the EUG are already included in the companies’ reports and thus
determine the companies’ readiness for change.

The sampled firms were grouped in industry sectors according to Venturelli et al. [58], who
classified 223 Italian companies in nine broad categories: Basic Materials, Consumer Goods,
Consumer Services, Health care, Industrial, Oil and Gas, Telecommunications, Banks and Financial
Services and Insurance. However, because this study is based on a smaller sample, the classification
proposed by Venturelli et al. [58] was partially modified by merging the categories of Banks and
Financial Services and Insurance into a unique category: Financial Services. Moreover, the category
of Basic Materials was removed, as no company belongs to this sector.

Annual reports presented by the companies included in the sample were collected to analyze the
compliance of non-financial disclosure to the EUG. However, 10 out of the 50 companies in 2016
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published IR as annual reports. Thus, the final sample consists of 40 annual reports and 10 IR.
Table 1 presents the sample and groups the number of companies by country and sector.

Table 1. Study sample in terms of countries and sectors.

Table 2 groups the companies in the sample by sector and indicates the average number of
employees and the average market value at the end of 2016.

Table 2. Study sample in terms of sector, number of companies, employees and market value.

Data Analysis

Content analysis was performed to identify whether the 50 biggest European companies are
disclosing the key content required by the EUG.

Content analysis is defined as “a research technique for making replicable and valid inferences
from texts (or other meaningful matter) to the contexts of their use” [65] (p. 18). It is one of the most
utilized research methods in disclosure studies [8,57,58,59]. According to Setia et al. [8], one of the
most commonly employed variants of content analysis is based on the simple analysis of the
presence or absence of particular items and on the subsequent development of a disclosure index
that allows for quantifying the information gathered through the content analysis.

In the present study, the content analysis was performed manually by reading the reports in their
entirety [8,58]. To quantify the necessary information, a dichotomous coding system was applied by
attributing scores of 0/1 for the absence/presence of information [8,58,59,66]. Then, an un-weighted
disclosure index was employed to quantify the level of compliance of the reports with the EUG. The
rationale for the use of an un-weighted index is related to the aim of investigating whether the content
elements required by the Directive are included in the report, not at what level those contents are
disclosed [18].

More specifically, the reports were analyzed to identify whether the principal content elements
required by the EUG regarding non-financial information are provided.

The key contents required by the EUG are the following [24]:

Business Model
Policies and Due Diligence
Outcome
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Principal Risks and Their Management
Key Performance Indicators
Environmental Matters
Social and Employee Matters
Respect for Human Rights
Anti-Corruption and Bribery Matters
Reporting Frameworks
Board Diversity Disclosure.

The compliance index (CI) has been structured as follows:

where  is the sum of the content found in the analyzed reports according to the EUG, and m is

the maximum number of content obtainable (11).
To assure the accuracy and reliability of the content analysis, the reports were analyzed

separately by two researchers, the results were compared and discussed, and the final scores were
assigned.

4. Results and Discussion

The following sections first present the results obtained by comparing the three documents (the
EUG, IFR, and GRI 4 guidelines) and then present the results of the compliance analyses on the
reports published by the companies included in the sample.

4.1. Comparing the Frameworks

This section outlines the similarities as well as the differences related to the key principles and
the content elements required by the EUG, IIRF and GRI 4 guidelines.

As already underlined, the EU Directive requires large undertakings to disclose non-financial
information or in the management commentary, as explained in article 4 of the EUG, or to include the
required information “in a separate report”, as written in the EUG [24] (p. 2). The GRI suggests to
prepare a Sustainability Report, by following principles provided in its standards. Essentially, both the
EUG and the GRI consider the disclosure of non-financial information separately from financial
information. A different viewpoint is given by the IIRF, which requires companies to issue a combined
report about “how an organization’s strategy, governance, performance and prospects, in the context
of its external environment, lead to the creation of value over the short, medium and long-term” [22]
(p. 8). Following the approach suggested by the IIRC, a combination of financial and non-financial
information of a company’s performance should be provided [67] by preparing a report that
“comprises both financial and non-financial information” [68] (p. 299).

Although all the frameworks focus on non-financial information, they differ in terms of the
audience they address. The EUG and GRI are stakeholder-oriented, while the IIRF focuses on
providers of financial capital [53].

CI =

𝑑∑
𝑚

𝑖=1

𝑚

𝑑∑
𝑚

𝑖=1
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More specifically, the aim of the EUG is “to help companies disclose high quality, relevant, useful,
consistent and more comparable non-financial (environmental, social and governance-related)
information in a way that fosters resilient and sustainable growth and employment, and provides
transparency to stakeholders” [24] (p. 4). In the same vein, the purpose of the GRI 4 guidelines is to
“offer Reporting Principles, Standard Disclosures and an Implementation Manual for the preparation
of sustainability reports by organizations, regardless of their size, sector or location. The GRI
guidelines also offer an international reference for all those interested in the disclosure of governance
approach and of the environmental, social and economic performance and impacts of organizations”
[40] (p. 5). Differently, the IIRF focuses on investors and aims to improve the “quality of information
available to providers of financial capital to enable a more efficient and productive allocation of
capital” [22] (p. 3). This orientation of the IIRF on capital providers has been identified as a limitation
by several scholars [51,52,53,69]. In particular, regarding the IR framework, Milne and Gray [53] (p.
20) underline that “[d]espite its claims for sustainable development and sustainability, it is exclusively
investor focused and it has virtually nothing—and certainly nothing substantive—to say about either
accountability or sustainability”. Flower [51] argues that although several stakeholders have been
engaged in the development of the IIRF, social and environmental stakeholders have not been
adequately represented.

The most “demanding” [47] framework seems to be the one proposed by the GRI because it
contains a long list of requirements that must be fulfilled by the preparers. The other two frameworks
are not setting detailed requirements about the information given, such as strict lists about the content
to be inserted in the report. “The Commission encourages companies to avail themselves of the
flexibility under the Directive when disclosing nonfinancial information …” [24] (p. 3). Discussing the
approach followed by IIRF, scholars already recognize that it “sets out definitions for key concepts
and principles that are intended to underpin the content and presentation of integrated reports, and
guidelines for the structure and presentation of the reports” [7], and “it is designed to provide
guidance for organizations that prepare integrated reports and enable consistency in reporting
approaches and content” [70].

Taking stock of the aforementioned similarities and differences, this section compares the key
principles and contents of the EUG with those of the IIRF and GRI.

In general, a prevailing convergence between the key principles and content elements required
by the three frameworks emerges. However, there are some differences which deserve attention.

Table 3 summarizes the comparison of the frameworks in terms of key principles.

Table 3. Key principles of non-financial disclosure.

The similarities between the frameworks are related to the following key principles: Fair,
Balanced and Understandable; Strategic and Forward-Looking; Stakeholder Orientated; and
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Consistent and Coherent. Conversely, there are differences that occur in relation to Disclose Material
Information and Comprehensive but Concise.

Moreover, a principle that deserves specific attention is materiality. According to the GRI 4
guidelines [40] (p. 17), materiality includes those aspects that reflect the organization’s significant
economic, environmental and social impacts or substantively influence the assessments and
decisions of stakeholders. These requirements presuppose the concept of materiality as a threshold
for the disclosure of information based on a “wide range of impacts and stakeholders” [63] (p. 4). The
IIRF has instead led to a change in the process of determining the materiality of information by
focusing on “fewer and more strategic issues” [71] (p. 1083) with respect to the GRI 4 guidelines and
proposing a four-step process of identification of those relevant matters that have, or may have, an
effect on the organization’s ability to create value by considering their effects on the organization’s
strategy, governance, performance or prospects [22] (p. 18). Consequently, the process of
implementation of the materiality principle in the IIRF perspective is strictly connected with the
specificity of the firm as well as of the industry in which it operates by overcoming the “one size fits
all” approach of GRI [71] (p. 1083). The concept of materiality reported in the EUG seems to be much
more similar to that expressed in the IIRF, as it refers to the relevance of the impact (positive or
adverse) on the company’s activity and it requires consideration of the specific company’s context and
circumstances.

Also, there were relevant differences between the frameworks in terms of the Comprehensive but
Concise principle. The GRI 4 guidelines have a different point of view than the EUG, as the GRI 4
guidelines give preparers the possibility to choose “two options for an organization to prepare its
sustainability report in accordance with their requirements. The two options are Core and
Comprehensive” [40] (p. 7), while the EUG and IIRF require companies to issue a concise,
understandable report [22,24].

Table 4 shows the comparison of the EUG with the IIRF and GRI 4 guidelines in terms of content
elements.

Table 4. Content elements of non-financial disclosure.

The business model has been defined as the “DNA of business” [72] (p. 15) because of its crucial
importance when improving sustainability [73]. However, the GRI 4 guidelines do not accord the same
importance to a company’s business model as the other two frameworks do. In fact, while the EUG
and the IIRF require disclosing information about how the company is creating value over time, the
GRI 4 guidelines require preparers to provide a long list of information about the “Organization Profile”
[40].

In addition to the consideration of a company’s business model, the frameworks differed in terms
of Policies and Due Diligence. While EUG and GRI 4 guidelines require companies to provide this
information in a specific section, the IIRF asks companies to consolidate non-financial policies andTypesetting math: 100%



(https://www.cookiebot.com/en/what-

is-behind-powered-by-cookiebot/)

Necessary

Preferences

Statistics

Marketing

Show details

https://www.cookiebot.com/en/what-is-behind-powered-by-cookiebot/


their outcomes in the same content element (Performance). This approach can be traced back to the
principle of Connectivity of Information, which strongly informs the IIRF while requiring entities to
“show a holistic picture of the combination, interrelatedness and dependencies between the factors
that affect the organization’s ability to create value over time” [22] (p. 6).

The connectivity principle has already been discussed by Paternostro [62] who identifies three
approaches useful for the combination of the information from partial reports. He recognizes that the
concept of connectivity of information is well-developed when explaining the value creation process
while is not enough considered when exposing the notion of performance, to this extent the author
outlines an important role in the use of the Web for increasing the level of connectivity through the
creation of customized IR. Paternostro [62] concludes that the best process for connecting
information is “integration in a narrow sense”, rather than simply adding all information generally
disclosed in separate reports in one document. In doing so, only relevant information should be
selected and included in the integrated report to comply with the conciseness principle.

Moreover, differences between the EUG and the GRI 4 guidelines can be identified in the content
elements of Key Performance Indicators and Respect for Human Rights. The two divergences toward
those two concepts are similar because the GRI 4 Guidelines offer a long list of KPIs (Key
Performance Indicators) that can be adopted and detailed information regarding human rights
policies. Such an approach reduces flexibility by preparers in comparison with what has been
suggested by the EUG and IIRF, enforcing the concept of a “demanding framework”, as stated by
Skouloudis [47]. Consistently, insights from the practice recognizing that the GRI 4 has too many
indicators [74].

Furthermore, while the EUG and GRI 4 guidelines require information regarding Corruption and
Anti-Bribery Matters, the IIRF does not. However, the IIRC will take such information into
consideration to adjust the IIRF. Information regarding corruption is required not just by the EUG and
GRI 4, but also by other frameworks such as the United Nations Global Compact and The Economics
of Ecosystems & Biodiversity [75]. This content element is considered pivotal in Europe because
corruption, according to the President of the World Bank, Robert B. Zoellick, is a “cancer that steals
from the poor, eats away at governance and moral fiber, and destroys trust” [76]. An environment free
of corruption can reduce barriers of foreign investments, promote economic growth and encourage
the development in evolving countries [77].

Although some scholars consider the EU Directive and the IIRF as “competing frameworks” [61],
others view the IIRF as an evolution of the GRI 4 [60]. The present study identifies several close
similarities and few differences between the requirements of the three frameworks.

Previous studies, in line with our findings, consider the IIRF “to be the best way to communicate
the overall performance of the company to stakeholder” [78] (p. 287).

As already mentioned, European entities are free to adopt the IIRF or GRI 4 guidelines to provide
non-financial information. However, to meet the requirements of the EU Directive, entities which will
decide to adopt the IIRF should provide information about adopted policies and related outcomes in a
separate manner and add data on anti-corruption policies, while entities that will choose to adopt the
GRI 4 guidelines should provide additional information on the Business Model.

4.2. Compliance Analysis
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The second research objective is to analyze 50 of the biggest European companies’ readiness
for change in terms of non-financial information disclosure. The sample of companies was selected
based on market capitalization.

To achieve the research objective, a compliance analysis of annual reports (40) and IR (10) with
the EUG was conducted, considering the 11 contents requested by the Directive.

Table 5 introduces the compliance analysis by offering a brief overview of the analyzed reports,
specifically in terms of the documents’ length.

Table 5. Length of report, on average, per sector.

The reporting length ranges from a minimum of 39 pages to a maximum of 457 pages. The
average number of reporting pages is 243.5. The industrial sector with the highest average number of
reporting pages is Financial Services with a mean of 270.6 pages per reports, followed by Oil and
Gas (252.2) and Telecommunication (247.6). On the other hand, the Health Care sector shows the
lowest average number of pages in a report with a mean of 217.5. As already noted, 204 pages
should be enough to contain all the necessary information that an investor needs [79].

Moreover, the analysis shows that 16% of the analyzed companies disclose their materiality
matrix inside their report by adding value to the non-financial disclosure.

Table 6 shows the level of compliance with the EUG of the reports drafted by the 50 companies
included in the sample. On average, each firm discloses 7.86 out of 11 content elements. Moreover,
the analysis demonstrates a fair level of compliance with the EUG, as the average value of the
Compliance Index is 0.71. Only one company had the minimum score of 0.18 (2 content disclosed),
while four companies had the maximum score of 1 (all the content elements were disclosed according
to the Directive).

Table 6. The general compliance levels.

These values are higher than those obtained by Venturelli et al. [58] in their similar compliance
research, which was conducted on a sample of 223 Italian large companies as well as by Dyduch and
Krasodomska [54] in their research, which was carried out in the Polish context.

Table 7 shows the results of the compliance analysis for each content element required by the
EUG. The most disclosed is Social and Employee Matters, with a score of 0.98 (49 companies out of
50 report this item on their reports), followed by Environmental Matters, with a score of 0.94.
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Table 7. The compliance level for content.

These values are higher than those obtained in previous similar studies [54,59]. Unlike the
studies conducted by Dyduch and Krasodomska [54] and Guse et al. [59], which focus on a single
country, the present research examines a sample composed of the biggest European companies from
10 different countries. Most of the sampled companies are based in countries where mandatory
regulations for non-financial disclosure have been required well before the EU Directive was issued
(e.g., France, Denmark, Spain, Sweden, UK) [58].

Moreover, all of the sampled companies can be considered entities of public interest. Therefore,
it was reasonable to expect a high level of compliance with the EUG, especially in relation to Social
and Employee Matters. Indeed, being all large firms, the companies included in the sample are
subject to great external social and political pressures concerning the environmental effects of their
activities and the implications for social communities [31]. According to the legitimacy theory, a good
level of social and environmental disclosure can lead to gains and consolidate the legitimacy within
society by demonstrating great compliance with social values, norms, and expectations [16,31].
Disclosure represents a concrete attempt to improve the reputation and the image of the firms within
the environment in which they are rooted by mitigating the external pressures exerted by several
groups of stakeholders [29].

Furthermore, one the most disclosed content elements is Principal Risks and Their Management,
with a score of 0.90 (45 companies out of 50 report this item). Also, this value is higher than the
values obtained in previous research [58,59] and can be read in light of the dissatisfaction shown by
investors and stakeholders in recent years regarding several corporate scandals and failures, such as
those of Enron, Worldcom, and Adelphia, with respect to the general level of risk and risk
management disclosure provided by the companies [44,79,80]. Indeed, for investors and
stakeholders, a higher level of risk disclosure allows for conducting a better assessment of the risk
profile of a company by reducing the equity cost and improving the market efficiency [44,46,81].

Further, there was a good level of compliance in terms of Board Diversity Disclosure (score of
0.82; 41 companies report this content), Key Performance Indicators (score of 0.78; 39 companies
include this item in their reports) and Anti-Corruption and Bribery Matters (score of 0.74; 37
companies report this item), while there was a minimum level of compliance in terms of content
related to Outcome, with a score of 0.30 (only 15 companies out of a total of 50 discuss this item in
their reports).

Finally, Table 8 shows the results of the compliance analysis for each of the content elements
required by the EUG in terms of the sectors in which the sampled companies were grouped.

Table 8. The compliance level for industry sectors.
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Unlike in the previous study of Matuszak and Rózanska [57] and consistent with the study of
Guse et al. [59], this study presents low variation among the sectors in terms of level of compliance.

This result indicates that there is a common awareness among firms that they must provide an
exhaustive amount of social and environmental disclosure through their non-financial reports in order
to maintain legitimacy within the different environments in which the firms are rooted. The compliance
with the EUG and specifically with the Social and Employee Matters and Environmental Matters
among the different industries is a clear signal of a widespread behavior to obtain legitimacy based on
respect for the social contract signed with the stakeholders.

However, unlike in previous studies [59], in this study the Industrial sector displayed the
maximum Compliance Index score of 0.78, and the Health Care sector demonstrated a score of 0.77.
Furthermore, the minimum Compliance Index score was obtained by the Consumer Services sector,
with a score of 0.64. An explanation for this result derives from the nature of the Industrial sector,
which can be considered environmentally sensitive and socially exposed, as the sector is composed
of firms carrying out activities that have deep impacts on the external environment. Consistent with
legitimacy theory, firms belonging to environmentally sensitive industries tend to provide massive
social and environmental disclosure regarding the effects of their activities in order to reduce external
pressures and protect themselves from possible threats to their legitimacy [29,31,37,38,42,43]. In
doing so, these firms increase their transparency and accountability toward the social community in
which they are rooted by reducing concerns about the potential negative effects of their business [31].

Table 9 concludes the analysis. It shows that 15 firms out of the 50 sampled firms receive
external assurance for the non-financial information they disclose. Among these, 11 of the firms
selected a Big 4 accounting firm as an external assurance provider. This result offers interesting
insights in terms of legitimacy theory. Specifically, external assurance represents an effective
instrument for improving the credibility and perceived quality of non-financial information provided in
the reports. Consequently, the choice to select an external provider to assure the non-financial
information disclosed in annual reports signals to stakeholders the firm’s commitment to sustainability
by ensuring more legitimacy [3,6].

Table 9. External Assurance.

5. Conclusions
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The growing attention on environmental and social sustainability, as well as to CSR, led the
European Union to issue a specific Directive in 2014 [23] and related guidelines [24] to mandate
European entities of public interest to provide adequate information that meets stakeholders’
information needs. The final aim of the Directive is to the expand the process of harmonization from
the disclosure of financial data—already provided in accordance with the IFRS by listed companies in
all European Countries—to the disclosure of non-financial information. However, non-financial
disclosure has been traditionally voluntary in nature. Thus, the European Union has allowed
companies to choose the framework they wish to adopt to provide the information required by the
Directive. Considering the European context and adopting a legitimacy theory perspective, the
present study demonstrates de jure and de facto evidence to understand the readiness for change of
European companies of public interest. First, an analysis of the coherence between the EUG and the
two main frameworks related to non-financial disclosure, the GRI 4 guidelines and the IIRF, was
conducted. Moreover, to assess the readiness for change of the 50 biggest European companies
selected on the basis of market capitalization, a compliance analysis, which compared annual reports
published by the sampled companies with the EUG, was conducted.

The results of the study offer interesting insights. First, the comparison of the EUG with IIRF and
GRI 4 guidelines highlights that some content elements required by the Directive are not included in
the requirements of the other two frameworks. Thus, companies wishing to adopt the IIRF or the GRI
4 must bear in mind that some specific information must be included in their reports to comply with
the requirements of the Directive. More specifically, in case the company adopts the GRI 4, managers
need to be aware about the need to include information on the business model and on the Respect of
Human Rights. Conversely, whenever the company has adopted the IIRF, information on Policies and
Due Diligence and on anti-corruption and bribery matters need to be added.

The content analysis of the reports collected by the 50 sampled companies reveals that there is
already a high level of compliance by big European companies with the EUG. This behavior testifies
how big undertakings look for legitimacy in a market—as Europe is—aware of environmental and
sustainability issue. Some of the slight differences that were found among companies that belong to
different sectors can be explained by the greater attention to disclosure paid by those entities
operating in environmentally sensitive industries. Consistent with a legitimacy approach, firms
belonging to environmentally sensitive industries tend to provide more comprehensive social and
environmental disclosure regarding the impact produced by their business to reduce the potential
concern by the communities in which they are rooted and to gain respect on the market and thus
legitimize their actions. Moreover, the analysis found that companies are increasingly using integrated
reports to consolidate financial and non-financial information and disclose them in a more concise
manner.

Managers in the future may consider the possibility to prepare integrated reports, adding those
information required by the EUG. Meanwhile standard setters—in particular the IIRC—may consider
to include in their framework the non-financial information required by the EUG.

Furthermore, the high level of compliance emerged by analyzing the first 50 companies in
Europe may suggest to the European legislator to mandate the adoption of the EUG to all listed
companies in the European market.

To expand on the results of the current analysis, future studies can include other companies and
other countries in their samples to further investigate the determinants of non-financial disclosure. InTypesetting math: 100%



(https://www.cookiebot.com/en/what-

is-behind-powered-by-cookiebot/)

Necessary

Preferences

Statistics

Marketing

Show details

https://www.cookiebot.com/en/what-is-behind-powered-by-cookiebot/


fact, one of the limitations of the current study is the limited number of companies included in the
sample. Moreover, an analysis that covers more years may shed light on the evolution of non-
financial disclosure in Europe.
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