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INTRODUCTIONNowadays  it  is  clear  that  promoting  financial  stability  and  sustainable  development  byenhancing  the  links  among  investment  decisions,  corporate  behavior  and  reporting  hasbecome a global need. In recent years, companies and users of corporate information haverecognized that financial outcomes alone do not present a true and fair view of companies'business performance.  Besides traditional financial information, they also have to considermaterial  non-financial  information  (NFI)  in  order  to  understand  companies'  currentperformance and future prospects.There is no standard universally agreed definitions of the term. However, for the purpose ofthis Thesis, NFI reporting  indicates the disclosure of qualitative performance measures thatare not expressed in monetary units, such as ethical, social and environmental issues, and thatare  expressly  requested  to  be  disclosed  by the  European  Directive  2014/95/EU on  non-financial and diversity information by certain large undertakings and groups.In the past years in fact, the EU has taken a soft approach with no general legal obligation oncompanies to adopt policies on sustainability issues or to report on them. Many Europeancompanies  already  published  sustainability  reports  on  a  voluntary  basis,  but  with  theintroduction of the Directive on NFI the European Commission expressly mandated specificrequirements on sustainability issues.Generally,  companies  within  the  scope  of  the  Directive  should  disclose  information  onpolicies,  risks and outcomes in regard to environmental  matters and social and employee-related  aspects  for  human  rights.  Also international  standard  setter  Organizations  such asGlobal Reporting Initiative (GRI) and International  Integrated Reporting (IIR) Frameworkcontribute to the diffusion of practices on sustainability reporting, helping companies in theirNFI disclosure.The Directive makes a focus also on the role of the External Auditor in the process of NFIreporting,  establishing  at  least  a  compulsory  check  “whether  the  required  information  isincluded in either the management report or a separate report”. In addition, Member Statesmay  require  that  also  the  content  of  NFI  report  should  be “verified  by  an  independentassurance service provider”. With the implementation of the Legislative Decree 2016/254,Italy is one of the Member States that chose to tighten the control over NFI with the request ofthe auditors' check on both the presence and the content of the NFI report.Thus,  the  scope  of  this  Thesis  is  to  provide  an  overview  of  the  changing  corporatesustainability reporting and assurance landscape, outlining its components, addressing current5



challenges and performing an empirical analysis on the 2018 NFI reports published by listedcompanies in the first year of implemenation of the Directive in the Italian context.More in  detail,  in  the first  chapter  a  general  introduction  on the history and literature  ofcorporate sustainability reporting and assurance development is reported.The second chapter of the Thesis gives specific information about the regulatory environmentwhich  companies  must  be  in  compliance  with.  Standard  setter,  both  for  reporting  andassurance,  need  to  address  investors'  and  companies'  challenges  avoiding  that  leadingcompanies implement a “tick-box” approach that adds no value for users of corporate reports.The third chapter focuses on the role of the auditor in the assurance of NFI. While currentassurance practice is often focused on historic performance, nowadays auditors have to befamiliar also in the assurance of more qualitative and forward-looking information about thelong-term viability of the company. Auditors will be expected to look beyond the numbersand they will need to collaborate with people in other sectors of the business and outside thebusiness. They will have to think and behave more strategically and become more involved indecision-making than before.Finally, in the last chapter an empirical analysis on the NFI reports published by Italian listedcompanies  in  2018  is  performed.  In  detail,  the  main  trends  resulting  from the  first-yearimplementation  of the European Directive  2014/95/EU are identified  in  order  to  give thereaders a general understanding of the Italian sustainability reporting landscape in light of thenew adoption regulation on NFI. At the end of the analysis it is also reported an example of acorporate NFI reporting process to show how a company can concretely comply with thelegislative requirements in an efficient and useful manner both for the company itself and forexternal users of corporate report such as current shareholders or future investors.
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CHAPTER ISUSTAINABILITY REPORTING AND ASSURANCE - TRENDS ANDTHEORETICAL BACKGROUND1.1 CORPORATE SUSTAINABLE DEVELOPMENTThe concept of corporate Sustainable Development has drawn significant attention globallywithin scientists, experts, politicians and in the business press. There are several definitions ofsustainability and in addition its meaning seems to vary over time. According to the well-known Brundtland Report, the most common definition of Sustainable Development is  “adevelopment which meets the needs of the present without compromising the ability of futuregenerations to meet their own needs"1.The concept of Sustainable Development was the central objective of a series of conferencesstarted in 1992 with the Rio Earth Summit in which the United Nations defined a politicalplan  for  sustainable  development  called  “Agenda  21”.  In  2012,  a  second  Earth  Summit,Rio+20, took place to  renew the previous  agreements  and to make the global  sustainablestrategy more concrete. In September 2015, at the UN Sustainable Development Summit theUnited Nations General Assembly adopted the document “Transforming our world: the 2030Agenda  for  Sustainable  Development”.  The  2030  Agenda  is  the  new  global  sustainabledevelopment  strategy.  At  the  core  of  the  2030  Agenda  there  is  a  list  of  17  SustainableDevelopment Goals (SDGs) and 169 related targets to end poverty,  protect the planet, andensure prosperity and peace2. The SDGs go far beyond the previous Millennium DevelopmentGoals (MDGs) by setting a wide range of economic, social and environmental objectives andcalling all countries to take action despite their income levels.Monitoring the SDGs will take place at various level – global, national, regional, and thematic– first  of  all  by the ONU with the activities  of the High Level  Political  Forum (HLPF).Despite the difficulty in SDGs measurement due to their  multidimensional  and qualitativenature, ad hoc indicators have been created to monitor the level of the achievement of anysingle goal and target.1 World Commission on Environment and Development (WCED), Our Common Future,    Oxford University Press, 1987. Page 52 See figure 1 in the next page 7



Fig. 1: List of Sustainable Development Goals (SDGs)

Source: UNGA, Transforming our world: The 2030 Agenda for Sustainable Development, 2015. Page 14. 8



From a European perspective,  according to Eurostat3,  over the last five years the EU areamade progress towards all goals even if it should be noted that progress towards a given goaldoes not necessarily mean that the status of the goal is satisfactory. For a general overview,the EU made significant progress towards the overall achievement of SDG 7, SDG 12, SDG15, SDG 11 and SDG 3 while it made moderate progress in SDG 4, SDG 17, SDG 9, SDG 5,SDG 8, SDG 1, SDG 2 and SDG 10. In the case of four goals – SDG 6, SDG 13, SDG 14 andSDG 16 - trends cannot be calculated due to insufficient data over the last five years.At a national level, according to Alleanza Italiana per lo Sviluppo Sostenibile (ASviS), theItalian situation is described as follow: “ Malgrado i passi avanti compiuti in alcuni campi,l'Italia resta in una condizione di non sostenibilità economica, sociale e ambientale.  Se ipartiti  non manterranno lo  sviluppo sostenibile  al  centro  della  legislatura,  le  condizionedell'italia saranno destinate a peggiorare anche in confronto ad altri paesi”4.  These are thewords of Enrico Giovannini, representative of AsviS, to underline the fact that, despite someprogress  in  limited  goals,  Italy  remains  in  a  situation  of  no  sustainable  development.Nowadays, our nation has no possibility to reach Agenda 2030 targets unless it would changeradically its sustainable development's policies. According to AsviS analysis, between 2010and 2017 Italy makes progress towards seven areas - SDG 3, SDG 4, SDG 5, SDG 9, SDG12, SDG 13, SDG 17 - while six  SDGs declined: SDG , SDG 8, SDG 10, SDG 6,  SDG 11,SDG 15. For the remaining four SDGs – SDG 2, SDG 7, SDG 14 and SDG 16 – the situationremains stable.Despite the single country situation, it is important to underline that the SDGs explicitly callon all businesses to apply their creativity and innovation to solve sustainable developmentchallenges. Art.67 of 2030 Agenda reports as follow: “Private business activity, investmentand  innovation  are  major  drivers  of  productivity,  inclusive  economic  growth  and  jobcreation. We acknowledge the diversity of the private sector, ranging from micro enterprisesto cooperatives  to  multinationals.  We  call  on all  businesses  to apply  their  creativity  andinnovation to solving sustainable development challenges.”5As the SDGs form the global agenda for the development of our societies, these goals willallow leading  companies  to  demonstrate  how their  business  helps  to  advance  sustainabledevelopment by both maximizing positive impacts and minimizing negative externalities onpeople and on the planet. Furthermore, a concentrated effort to meet the SDGs will be a key3 Eurostat, Sustainable Development in the European Union: Monitoring report on progress towards the SDGs in an EU context. 20174 Alleanza Italiana per lo Sviluppo Sostenibile (ASviS), Press release of 21 February 2018, 2018.5 United Nations General Assembly (UNGA), 2015. Page 30 9



driver of the economic growth, an estimated US $ 12 trillion a year in business savings andrevenue by 2030 according to the Business and Sustainable Development Commission.6Covering a wide spectrum of sustainable development topics relevant to companies the SDGscan help to connect business strategies with global priorities. Companies can use the SDGs asan overarching framework to shape, steer, communicate and report their strategies, goals andactivities, which will allow them to capitalize in a range of benefits. First of all, reporting onSDGs improves companies' transparency and accountability towards their stakeholders. Tothis purpose, in 2015 a task of experts of Global Reporting Initiatives, United Nations GlobalCompact  and  World  Business  Council  for  Sustainable  Development  published  the  SDGCompass Guide, to support companies in developing a strategic approach to the SDGs and inintegrating the SDGs into existing sustainability reporting practices. In addition, during theUN Private Sector Forum held in 2018 in New York the  Business reporting on SDGs waspresented,  prepared  by  UN  Global  Compact,  GRI  and  PwC.  This  guide,  divided  into  aPractical Guide and an Analysis of the Goals and Targets, aims to help companies of all typesand  in  all  countries  to  move  beyond  the  current  trend  of  simply  mapping  activities  andprograms  versus  the  SDGs.  The  contents  of  this  publication  are  aligned with  the  UnitedNation Guiding Principles on Business and Human Rights, the ten Principles of UN GlobalCompact  and  the  GRI  Framework.  The  publication  outlines  a  process  of  “principleprioritization” aimed at helping companies to identify and prioritize their SDG targets and toreport on their progress. Based on a research recently conducted by PwC7 on a sample of 470companies around the world, it seems clear that the majority of companies already know thatthe SDGs will shape the future of business. The results of this research are eye-opening. Asdetailed in the report,  62% of the companies analysed currently discuss the SDGs in theirreporting.  However,  only  37% of  these  companies  that  report  on  SDGs  have  prioritisedindividual SDGs. The other 25% continue to discuss the goals in general terms. That leaves38% of companies who still have not addressed the goals at all. In its conclusion, the researchhighlights the fact that when companies incorporate the goals into their growth strategies, coreoptions,  value  chains  and  policy  positions,  they  will  benefit  from new opportunities  andmarkets,  achieve  big  efficiency  gains  and  also  enhance  their  reputations  in  the  eyes  ofgovernments and society. Moreover, in the most recent KPMG survey8 on corporate socialresponsibility reporting, it  is clear that companies start  to link sustainability reporting andSDGs.  Analysing a sample of the 100 largest companies in each country (N100), the results6 Business and Sustainable Development Commission (BSDC), Better Business, Better world. 2017. Page 127 PwC, SDG Reporting Challenge 2017:Exploring business communication on the global goals. 2017. Page 108 KPMG, The road ahead: Survey of Corporate Responsibility Reporting 2017, KPMG International, 2017. Page 40 10



show that all the top 10 countries where N100 companies reporting on the SDGs are Europeanor Latin American countries. Italy is positioned at the tenth place with 41 companies on N100Italian companies reporting on these issues.1.2  CORPORATE SUSTAINABILITY REPORTINGAround the mid-sixties the interest  in social  accounting  developed.  The concept  of socialaccounting  can  take  different  forms  and  be  presented  under  various  labels:  "socialresponsibility  accounting,  social  audits,  corporate  social  reporting,  employee  andemployment reporting, stakeholder dialogue reporting as well as environmental accountingand  reporting"9.  However,  the  “social  accounting” is  about  accounting  for  non-financialinformation,  such  as  ethical,  social  and  environmental  issues.  In  recent  years,  after  thepublication of EU Directive 2014/95/EU, the term Non-Finacial Information (NFI) Disclosurewas introduced to indicate the disclosure of performance's measures that are not expressed inmonetary units.Despite the attention that the issue of reporting and verification of social and environmentalperformance of companies had initially aroused, during most of the '70s there was a clearreversal of the trend. Between the '70s and '80s, companies were more focused on economicperformance and profit maximization than on social issues. However, in this second phase,companies  started  to  implement  social  and  environmental  goals  but  without  making  anyconnection with the company's activities. This phase was marked by “green washing” reportsand eco-marketing campaigns which were deceptive marketing tools that include little in theway of substance. The rebirth of interest on the topic of social accounting returned towardsthe end of the '80s.  The publication  of  the Brundtland Report  and the affirmation  of theconcept of sustainable development highlight the need to protect the ecological environmentand form the basis for the doctrinal developments in the 1990s. These years are characterizedby an  increase  in  the  number  of  reports  voluntary prepared  by companies,  an increasingrecourse  to  the  verification  of  these  documents  by  independent  third  parties  and  theintensification of legislative measures promoted by European and non-European countries.Moreover, in the first years of 2000, international guidelines and standards were approvedwhich,  even  with  subsequent  modifications,  are  still  today  a  point  of  reference  for  thepreparation of sustainability reports and for their verification.9 Gray R., The social accounting project and Accounting Organization and Society. Privileging engagement, imaginings, new accounting and pragmatism over critique?, Accounting, Organization and Society, vol. 27, 2002. Page 687 11



From a normative point of view, sustainable development is firmly anchored in the EuropeanTreaties and has been at the heart of the European policy for a long time.  In this regard,recently EU issued the Directive 2014/95/EU and the subsequent European Guidelines (EUG)2017/C215/01 to mandate European Public Interest Entities (PIEs) to convey non-financialinformation. The main aim of this EU Directive is to improve organizations' accountabilitytoward stakeholders. Current accounting systems based on retrospective financial data have,in fact, been considered inadequate to satisfy the need for information of investors and otherstakeholders and thus provide an acceptable level of transparency and accountability.Moreover,  the  specific  purpose  of  EUG is  to  “help  companies  to  disclose  high  quality,relevant,  useful, consistent and more comparable non-financial information in a way thatfosters  resilient  and  sustainable  growth  and  employment,  and  provide  transparency  tostakeholders (…). They are intended to help companies draw up relevant, useful and concisenon-financial statements according to the requirements of the Directive”10.According to 2017 KPMG survey,  “the real impact of the Directive will  start to becomeevident during 2019 or even 2020, following some delays in transportation and a transitionalperiod  as  companies  become  familiar  with  the  legislation  and  introduce  new  internalreporting system or adapt their existing ones. Despite the delays and teething troubles, theDirective is a key step to increase the importance of sustainability reporting, particularly inthose EU Member States where no such requirements previously existed”11.European legislation regarding the disclosure of  “non-financial and diversity information” bylarge companies was adopted by the Italian Legislature on December 30, 2016 by means ofthe Legislative  Decree 254, which entered into force on January 25,  2017 (to  be appliedstarting from the fiscal year 2017).  It should be noted that, in break with normal practice inItaly,  this  Decree  was  adopted  by  the  Italian  Legislation  in  a  not  entirely  faithful  wayintroducing modification and additions, as it is explained in Chapter 2 of this Thesis.According  to  the  EU  Directive,  NFI  reports  could  be  prepared  following  internationalframeworks, Union-based frameworks or national frameworks. The idea behind this approachis  to  best  utilise  already existing  tools  and also to  create  bridges  between European andinternational reporting, thereby making NFI comparable.  Therefore,  there  is  no  single  universal  guideline  or  disclosure  format  based  upon  whichcompanies can report their activities. Some standards only address social issues, while othersonly cover environmental issues. Some standards are general in nature,  while others havemore  specific  reporting  requirements.  Moreover,  some  standards  more  closely  resemble10 European Commission, Communication of Guidelines on non-financial reporting, Official Journal of the European Union, 5.7.2017. Page 411 KPMG, 2017. Page 12 12



guidelines or recommendations while others have specific criteria for certification or externalreporting  purposes.  There  are  many  international  guidelines  formulated  by  differentorganizations  such as the United Nations (UN), Global  reporting Initiative  (GRI) and theInternational Standard Organization (ISO). There are also hundreds of domestic sustainabilityreporting guidelines, principles and regulations and several other global initiatives such as theOrganization  for  Economic  Cooperation  and  Development  (OECD)  Guidelines  orInternational Labour Organization (ILO) Conventions. However, currently the most widelyrecognized  sustainability  reporting  standards  are  the  Global  Reporting  Initiative  (GRI)guidelines  and the  International  Integrated  Reporting  Council  (IIRC)  Framework,  both  atinternational and national levels. Given their predominance, only these two main frameworksare chosen to be analysed in the following chapters,  in particular in the last  paragraph ofChapter 2, where it is provided an in depth analysis of GRI and IIRC frameworks in the lightof EU Directive 2014/95/EU.Before  to  analyse  the  corporate  reporting  on  sustainability  issues  from  a  theoreticalperspective, it is necessary to clarify the meaning of sustainability report and of NFI reportused in the following paragraphs. Whit the term sustainability report are generally indicatedall  the  forms  of  social  and  environmental  disclosures  published  by  companies,  both  onmandatory  and  voluntary  basis.  Instead,  the  term  NFI  report  refers  specifically  to  themandatory disclosure requested by the EU Directive, largely explained in the Chapter 2 of thisThesis.Given these clarifications, it can be argued that there are two main reasons that led to thegrowing sustainability reporting scale. The first reason is corporate awareness that the publicinformation on the implemented social and environmental initiatives is good for business andthe second reason is the increasing pressure of various stakeholders' groups.There are,  in fact,  numerous benefits  that  company can get by successfully implementingsustainability  reporting,  such  as  transparency,  branding,  identify  cost  savings,  reputation,legitimacy, competitive advantage and enhanced moral among the employees. Disincentivesregarding establishment of a sustainability report are for example high costs or a perceptionthat it will not increase sales because of customers' disinterest12. Moreover, companies need togain especially the approval of their current and potential investors. According to a survey oninvestors'  usefulness  of  sustainability  information  conducted  by  EY  and  the  Institutional12 Gray R., Current Developments and Trend in Social and Environmental Auditing, Reporting and Attestation: A Review and Comment, International Journal of Auditing, vol. 4, n.3, 2000. and  Kolk, A decade of sustainability reporting: Developments and significance, International Journal of Environment and Sustainable Development, 2004. 13



Investor's (II) Research Lab in 201713, the reasons why companies disclose that informationare summarized as follow:Fig. 2: Reasons why a company reports details on its sustainability information
Source: EY and II Research Lab, Is your non-financial performance revealing the true value of your business toinvestors? , 2017, Pag. 8.According  to  the  surveyed  investors,  the  biggest  motivating  factor  for  most  companiesremains  building  their  corporate  reputation  with  customers,  followed  by  complying  withregulatory requirements.  Investor demands play a role as well, along with the incentive ofimproving stock valuations, but to a much lesser degree.On  the  other  side,  investors  and  the  users  of  sustainability  reports  in  general  want  thecompany to give a true and fair view of the companies' achievements14, making the companyitself more accountable. The concept of accountability can be defined as the duty to providean account through the recognition of those actions of which a subject is held responsible.Accountability  therefore  presupposes  the  recognition  of  a  social  responsibility  by  anorganization, which in general terms is the responsibility of the accountant to provide a reportof company's actions to the accountee15.13 EY and II Reaserach Lab, Is your non-financial performance revealing the true value of your business to investors?, 2017. The sample is composed by 320 responses from senior decision-makers at buy-side institutions around the world, plus 10 investors' interviews to capture contextual details.14 Gray R., 2000.15 Gray R., Owen D., Adams C., Accounting & Accountability. Changes and Challenges in corporate social and environmental reporting, Financial Times-Prentice Hall, 1996. Page 37-38 14



Therefore, a sustainability report made with accountability purposes will be structured withthe aim of responding to stakeholders. If the goal is to satisfy the demands of stakeholders, itis necessary that the company involves it stakeholders in their reporting process. According tosome studies,  the more  the  companies  realize  stakeholder  engagement,  the more  they areresponsible.  Elkington  specifies  that  stakeholder  engagement  means  the  involvement  ofstakeholders in a dialogue with the company in order to  "understand if the priorities of thecompany take into account their expectations and their needs, and to understand the impactthat  processes  and  company  policies  have  on  them”16.  The  accountability  of  the  reportsresulting from the effective participation of the stakeholders could therefore be considered asbetter than the accountability attributable to reports of a unilateral composition, which couldbe considered only self-referential documents.Once the concept of stakeholder engagement is identified, it is opportune to reflect on whichand how many stakeholders to be part of the engagement process. Recalling the 1996 work ofGray et al., companies are responsible and must be accountable to all stakeholders that may beaffected by their activities. This ideal model of engagement, however, clashes with reality,which  is  characterized  by  the  presence  of  numerous  and  often  conflicting  interests  ofstakeholders and the objective difficulty of communicating with some of them such as futuregenerations or the ecological environment. It is therefore necessary to identify criteria that canguide the  "prioritization"  of  the  stakeholders.  For  example,  Elkington notes  that  only thestakeholders  having  a  "critical  role  in  relations  with  the  company"  must  be  part  of  theengagement process, i.e. those considered capable of producing more relevant influences onbusiness  decision-making  models.  On the  other  hand,  Mitchell  et  al.  identified  as  highlyqualified stakeholders those who, in the perception of the managers, are bearers of three mainattributes (power, legitimacy and urgency)17. The involvement of the stakeholders consideredcritical or relevant in the reporting process should therefore guarantee the accountability ofthe  company.  However,  the  sustainability  disclosure  does  not  always  pursue  the  aim  ofaccountability. The management can in fact implement reporting practices whose purpose isnot so much that of accountability as the much more utilitarian scope of managerial capture.In the presence of managerial capture, sustainability reporting is subordinate to the needs ofmanagement that controls the entire process of preparing reports often for purposes of image,public relations, management of stakeholders, reconquering an eroded legitimacy, etc. In thisperspective,  the  stakeholder  engagement  itself  ends  up  as  a  mere  exercise  of  stakeholder16 Interview to John Elkington, in Rusconi G., Dorigatti M., Teoria generale del bilancio sociale e applicazionipratiche, Franco Angeli, Milano, 2005.Page 22717 Mitchell R.K., Agel B.R., Wood D.J., Toward a Theory of Stakeholder Identification and Salience: Defining the principle of who and what really counts, Academy of Management review, 1997. 15



management  control.  In  order  to  not  translate  stakeholder  involvement  into  a  meresophisticated  managerial  tool  only,  it  is  necessary  to  find  a  mechanism  through  whichstakeholders opinion can directly influence the company decision-making processes. To this  end, Owen, Swift  and Hunt stress the need of an administrative reform aimed atdeveloping the accounting models suitable to increase the transparency of the company onone hand and on the other hand, the need of an institutional reform aimed at guaranteeing theempowerment of the stakeholders through models of a more stakeholder-oriented corporategovernance18.In summary, the most obvious problem is that companies can write whatever they want. Forthis reason, the diffusion of sustainability reports is linked to an increase in the number ofcritics.  According  to  some  studies,  sustainability  reports  are  not  important  tools  in  thecompany's accountability system, based on the recognized ethical duty to provide a faithfuland transparent representation of the actions undertaken. These studies, in fact, highlight thatthe adoption of some sustainability reporting practices is merely symbolic because it is poorlylinked to a better quality of sustainability reporting, and consider these documents as merecorporate green washing tools19. These  aspects  are  strictly  connected  to  the  consideration  of  sustainability  reporting  as  amanagement  tool  aimed  at  providing  a  favourable,  but  not  neutral,  representation  of  thecompany performance with the evident effect of altering the perception that stakeholders haveof the business strategy. Moreover, it has been found that, unlike what companies claim, thesustainability  reports  remain  incomplete  (reporting  performance  portrayal  gap)20 and  theircontent  is  of  dubious reliability  (credibility  gap)21.  In fact  seems that  the current  trend inincreasing levels of sustainability disclosure by companies is being undermined by a lack ofconfidence in both the data and the sincerity of the reported information. In the presence ofthe relative gaps, the same accountability towards the stakeholders is in serious discussion. If we consider the important role that accounting and sustainability reporting can play in orderto support both the decision-making process of management and of the stakeholders who areinterested  in  the  company  activity,  the  importance  to  reduce  the  credibility  gap  is  clear.18 Owen D.L., Swift T., Hunt K., Questioning the role of stakeholder engagement in social and ethical accounting, auditing and reporting, Accounting Forum, vol. 25, n.3, 2001. Page 27219 Michelon G., Pilonato S., Ricceri F., CSR reporting practices and the quality of disclosure: An empirical analysis, Critical Perspective on Accounting, vol. 33, 2015.20 Adams C.A., The ethical, social and environmental reporting-performance portrayal gap, Accounting, Auditing & Accountability Journal, vol. 17, n.5, 2004.21 Dando N., Swift T., Transparency and Assurance: Minding the Credibility Gap, Journal of Business Ethics, vol. 44, n. 2, 2003. 16



Moreover, it seems the greater transparency is not enough to engender trust in sustainabilityreport users. A large part of the literature suggests that a greater credibility of the reports could be achievedthrough the use of a report verification performed by an independent and competent thirdparty22.Current Trends on Sustainability ReportingBelow are reported the most recent available data on the spread of sustainability reportingpractices. For a correct data interpretation, is necessary to underline that in the years takeninto reference in the following surveys the publication of a sustainability report was for alarge part on a voluntary basis. In Europe, the obligation to publish specific NFI was introduced by the EU Directive 2014/95with different implementation's years among the EU Member States, as it is explain in thefollowing Chapter of this Thesis. In the US, for example,  the publication of sustainabilityinformation is currently on a voluntary basis. The number of entities that report on sustainability information has significantly increase overthe last years. According to a survey published by KPMG in 201723, 93% of the world's 250largest companies by revenue (G250) are reporting on sustainability issues. Overall, 75% of the 100 largest companies in several countries around the world (N100) arereporting on those issues, comparing to 12% in year 1993.  KPMG 2017 survey projectionsover the next five years are  “to see greater alignment and consistency among the variousreporting standards and frameworks. This should make reporting easier for companies andgive governments and regulators greater clarity when formulating new, or reviewing existing,legislation.  This  should  contribute  to  continued  growth  in  reporting  rates  in  that  sameperiod.” 2422 Dando N.,Swift T., 2003.23 KPMG, 2017. Page 924 KPMG, 2017. Page 10 17



Graph. 1: Growth in global sustainability reporting rates since 1993
Source: KPMG, 2017. Page 9.On EU level,  the  underlying  trend is  one of  growth (up  to  3 percentage  points)  but  thedivergence  between  Western  and  Eastern  Europe  observed  in  2015  remains.  The  rate  ofreporting in Eastern Europe is still relatively low at 65%, despite an increase of 4 percentagepoints since 2015. Eastern European countries may be closing the gap with the rest of theregion but are doing so slowly.25Graph. 2: Growth in EU sustainability reporting rate in 2015 and 2017

Source: Consiglio Nazionale dei Dottori Commercialisti (CNDC), 2017. Page 23.25 KPMG, 2017. Page 11 18



On a national level, according to a CNDC survey26, 64% of the biggest 50 listed companies ofthe sample  (BI 50) have published a sustainability  report  during the financial  year  2014.However,  the high rate of sustainability disclosure among listed companies  has a relativesignificance  considering  the Italian  context.  The majority  of the subjects  operating in  theItalian system are, in fact, SMEs with fewer resources to devote to sustainability reporting andwith  less  immediate  incentives  considering  their  individual  socio-environmental  impact.CNDC survey, analysing the GRI Sustainability Disclosure Database, shows how the trend ofsustainability  disclosure in  Italy is  growing also  for  SMEs with an  increasing  number  ofSMEs  sustainability  reports  published  in  the  database,  comparing  to  all  publishedsustainability reports by Italian companies.Graph. 3: Italian SMEs sustainability reporting rate in comparison to overall SMEs sustainability reporting rateand overall companies' sustainability reporting rate in GRI-SDD since 1999.
Source: Consiglio Nazionale dei Dottori Commercialisti (CNDC), 2017. Page 24.Another research conducted by Venturelli et al.27 analyses the quality of information disclosedin Italian sustainability reports in light of the approaching EU Directive application. In orderto analyse the level  of non-financial  and diversity disclosure,  an assessment model  whichrecords the required information as a percentage was created. The results show an averageoverall NFI score of 49% on a sample of 223 large companies considered entities of publicinterest in accordance with the EU Directive. The conclusion of Venturelli's research is that at26 Consiglio Nazionale dei Dottori Commercialisti (CNDC), Disclosure di NFI, tendenze internazionali e nazionali sulle attività di rendicontazione e di asservazione, 2017 2017.27 Venturelli A., Caputo F., Cosma S., Leopizzi R., Pizzi S., Directive 2014/95/EU: Are Italian Companies Already Compliant?, Sustainability, 2017. 19



the end of 2015 financial year, Italian companies had an important information gap to fill inorder to be in line with the EU Directive requirements.Despite every single countries situation, what is clear on a global scale is the growing use ofGRI and IR as international guidelines for the reporting of sustainability issues. According tothe recent data in the KPMG survey28, both the majority of N100 (74%) and of G250 (89%)companies are using some kind of guidance or framework for their reporting while 63% ofN100 reports and 75% of G250 reports use specifically the GRI framework. Moreover, one inten N100 companies using GRI has reported in line with the new standards introduced at theend of 2016. Also the number of companies that specifically label their reports as “Integrated”is growing even if with a slow trend. In 2017, 14% of companies both in the G250 and N100groups implement this labelling, compared to 11% of N100 and 15% of G250 at the end ofyear 2015. Around two thirds of these companies also refer to the International IntegratedReporting Council (IIRC) framework for integrated reporting.1.3 THIRD PARTY ASSURANCE OF SUSTAINABILITY REPORTINGThe  growth  in  sustainability  reporting  has  brought  an  almost  concomitant  growth  insustainability  assurance.  There  is  also  similar  confusion  over  terminology  and  similarambiguity regarding the aim of the service29. The terminological confusion that continues todistinguish  the  sustainability  reports  also  concerns  the  labels  used  to  identify  both  theverification activity of these reports (audit, verification, assurance, validation, etc.) and thedocuments issued by the third party at the end of its verification process (assurance statement,assurance report, auditor's verification statement, CSR assurance statement, etc.). The termthat is currently most often used to refer to the checks made on the sustainability reports is"external assurance".Particularly  widespread  in  the  context  of  audit  studies  is  the  concept  of  assurance  onsustainability information as an activity carried out by a verifier with the aim of obtaining"sufficient and appropriate evidence to express a conclusion that improves the reliability ofinformation  for  the  subjects  interested  in  it".  This  definition,  proposed  by an  accountingorganization  (IASB),  is  opposed to  that  provided by AccountAbility,  an organization  thatoperates  at  an  international  level  with  the  aim  of  providing  solutions  to  support  socialresponsibility and sustainable development of companies. As outlined by the AA1000 AS, theassurance activity proposes to "go beyond the mere verification of data, and to evaluate the28 KPMG, 2017. Page 24 and 2829 Gray, 2000. 20



way in which  the  reporting  organizations  manage their  sustainability".  The IASB's  moreaccountancy-based approach contrasts  the more  stakeholder-centred approach proposed byAccountAbility.  It  is  important  to  underline  that  even  if  both  the  IASB  and  theAccountAbility gave their contribution in shaping the concept and the principles to follow inthe assurance of sustainability information,  the two organizations approach the issue fromdifferent perspective. The IASB follows the accounting schemes and procedures also for theassurance  of  sustainability  information.  Instead,  the AccountAbility  principles  are used toprovide  suggestions  and  recommendation  on  the  overall  sustainability  reporting  process,focusing  especially  on  the  verification  of  the  stakeholder  engagement  process.  The  maindifferences  between  the  two  organizations'  principles  are  explained  in  detail  in  the  nextchapters of this Thesis.Historically,  there have been discussions and some confusion regarding the reasons why acompany may benefit from an external assurance. The most acceptable reason is the lack ofconfidence in the fairness of what is reported by the companies in the reports. In fact, if theadoption of some sustainability reporting practices is perceived as merely symbolic and thereports are considered mere corporate green washing instruments, it is inevitable that also theaccountability and transparency of these reports get lost. On the other hand, some theorists asMichelon, Pilonato and Ricceri30 conclude that there is no relationship between sustainabilityassurance and quality of the sustainability information. They argue that not only the processof sustainability reporting, but also the assurance process could be seen as a symbolic actionthat companies use to influence stakeholders' perception. According to Ball et al.31, an assuredcompany controls the assurance process to a considerable degree focusing on internal systemsat the expense of comments on the performance. It implies that the assurance service is usedas a managerial tool rather than an instrument for external transparency and accountability. Asimilar  conclusion  was  made  by  Bepari  and  Mollik32.  According  to  them,  sustainabilityassurance do not produce accountability, but it is used only as a managerial tool with focus oninternal systems, data and processes.To avoid this problem, in the literature has been identified as a key factor for a successfulassurance of sustainability reports  the stakeholder  inclusiveness (stakeholder  engagement).30 Michelon G., Pilonat S., Ricceri F., 2015.31 Ball A., Owen D.L., Gray R., External Transparency or Internal Capture? The role of Third Party Statements in Adding Value to Corporate Environmental Reports, in Business Strategy and the Environment, vol. 9, n. 1,2000.32 Bepari M.K., Mollik A.T., Stakeholders' interest in sustainability assurance process: An examination of assurance statements reported by Australian companies, Managerial Auditing Journal, vol. 31, n. 6-7, 2016.21



Edgley et al.33 investigated stakeholder inclusiveness and managerial capture in the assuranceprocess.  They  concluded  that  it  is  increasingly  important  to  include  stakeholders  in  theassurance process, to enhance accountability. Therefore, assume greater importance assurancestakeholder-centred  models,  in  which  the  assurance  issuers  interacts  directly  with  thestakeholders and provides feedback to the company. This dialogue between assurance issuersand stakeholders contributes to the creation of an assurance process that goes far beyond theverification of the facts. It becomes a process in which the stakeholders' requests are part ofthe  assurance  report  itself.  The  stakeholder  engagement  activity  helps  to  increase  thecredibility  and  reliability  at  both  levels  of  sustainability  reporting  process  and  assuranceprocess itself. With reference to the sustainability reports, the involvement of the stakeholdersin the identification of the data and information to be reported can help to ensure that what isreported is truthful and therefore worthy of trust. The same considerations can also apply tothe assurance process.Despite the lack of a common vision on assurance importance in the literature, what is clear isthat assurance issuers are seeking general legitimization of their role and of the assuranceprocess34.  They  are  risking  impoverished  reputation  if  they  do  not  perform  a  sufficientassurance. In addition, there is the risk of expectational gaps. For these reasons assuranceissuers  are  pressured  to  rationalize  and  standardize  the  assurance  process,  and  make  ittransparent.In  the  absence  of  an  agreed-upon  set  of  standards  for  the  reporting  of  sustainabilityinformation,  also  specific  guidance  on  the  assurance  of  this  information  is  currently  notavailable, even if some general standards could be applied. Just to anticipate the contents ofthe following chapters  of  this  Thesis,  the two main  assurance standards for sustainabilityinformation are the International Standards on Assurance Engagements ISAE 3000 (Revised)and the AccountAbility AA1000 Assurance Standard (AA1000AS). ISAE 3000  were  launched  by  the  International  Auditing  and  Assurance  Standard  Board(IAAS)  and  come  into  force  in  January  2005.  According  to  ISAE  3000,  Assuranceengagement is  "an engagement in which a practitioner expresses a conclusion, designed toenhance the degree of confidence of the intended users other than the responsible party aboutthe outcome of the evaluation or measurement of a subject matter against a criteria" . TheAccountAbility  AA1000  Assurance  Standard  (AA1000AS)  is  the  other  of  the  two  main33 Edgley C.R., Jones M.J., Solomon J.F., Stakeholder inclusivity in social and environmental reporting Assurance, Accounting, Auditing and Accountability Journal, vol. 23, 2010.34 Power M.K., Auditing and the Production of Legitimacy, Accounting, Organizations and Society, vol. 28, n.4, 2003 22



assurance standards. It was launched by the organization Account Ability in March 2003 asthe  world's  first  sustainability  assurance  standard  covering  sustainability  reporting  andperformance, and based on principles of materiality, completeness and responsiveness. It  was  last  revised  in  2008 to  “provide  a  platform to  align  the  non-financial  aspects  ofsustainability  with  financial  reporting and assurance”.  It  provides  a  means  for  assuranceissuers to go beyond mere verification of data, to evaluate the way reporting organizationsmanage  sustainability,  and  to  reflect  that  management  and  resulting  performance  in  itsassurance  statements.  However,  according  to  both  standards,  assurance  refers  to  thereassurance of completeness, accuracy, honesty and balance of the information provided inthe reports in which company's stakeholders can rely on. Therefore, assurance statement should answer two questions, namely: "Does this report givean account of the company and its performance that readers can rely on?" and "Is the reportcomplete, accurate, honest and balance in its portrayal of the organization?”35.Current Trends on third party Assurance of sustainability informationBelow are reported the most recent available data on the spread of sustainability information'sassurance by an independent  third party.  For a correct  data interpretation,  is  necessary tounderline that the in the years taken into reference in the following surveys also the request bycompanies of an assurance on sustainability information was for a large part on a voluntarybasis. In Europe, the obligation to assure specific NFI was introduced by the EU Directive 2014/95with different implementation's years and different implementation's requirements among theEU Member States, as it is explain in the following Chapter of this Thesis. In the US, for example,  also the assurance of sustainability information  is  currently on avoluntary basis. The  latest  KPMG  survey36 on  sustainability  reporting  shows  that  a  growing  number  ofcompanies engage an independent third party to assurance their  sustainability information.Globally, in 2017 67% of the 250 largest global companies (G250) have their sustainabilityinformation assured by an independent third party during the year 2017.35 Adams C.A., Evans R., 2004.36 KPMG, 2017. 23



Fig. 3: Growth in Independent assurance of non-financial information.
Source: KPMG, 2017. Page 26.On a national level, assurance rates among N100 companies remain low (currently 45%), butKPMG projections support a growing trend within the next two to five years also in N100companies. The data suggests that assurance rates increase most rapidly in countries wherehigh rates of sustainability reporting have been achieved. Based on the data reported in 2008and 2011 KPMG surveys, the assurance rates on a single country level are as follow:Tab. 1: Assured Sustainability reports for country (in percentage values)

* Only one sustainability reportSource: KPMG, 2008. Page 58 and KPMG, 2011. Page 29. 24



The table shows also the differences between the various countries analysed. In 2011 survey,the countries with the highest rate of assurance reports are Denmark, Spain and Italy.On the Italian level, a CNDC survey37 shows that 19 sustainability reports were assured on 32sustainability reports published in 2014 by BI 50 sample of companies. This value represents47.5% of the total, compared to 42% of N100 in KPMG 2015 survey.1.4 THEORETICAL BACKGROUNDA number of theoretical frameworks have been used to explain the motivations, trends andnature of sustainability reporting and assurance. Despite the current interest in sustainabilityissues,  for  years  corporate  performance  has  been  measured  mainly  in  terms  of  profitmaximization.  This approach has significantly changed over the recent decades due to thegrowing demand of sustainability information by the public and especially by the company'sstakeholders.Sustainability reporting is the way that firms use to meet those demands from stakeholdersand sustainability assurance is the instrument used by companies to improve the reliabilityand credibility of their sustainability report.There are efforts to explain sustainability reporting and assurance in theory,  and the mostprolific theories used in literature to this purpose are Agency Theory, Legitimacy Theory andStakeholder Theory.  The Agency Theory is linked to the use of assurance statements as amanagerial  tool  only  for  a  company's  self-interest.  The  self-interested  behavior  could  beexplained by the Legitimacy Theory. The Legitimacy Theory states that a company needs tohave legitimacy, a “license to operate”38 obtainable towards sustainability reporting disclosure.The Stakeholder Theory explains why and how firms disclose sustainability information. Thistheory suggests  that  the  firms'  stakeholders  interest  has  to  be taken into  account  when astrategy for operating is set. Since stakeholders are part of the society, the stakeholder theoryand the legitimacy theory are said to be “overlapping perspectives of the issue of reportingbehavior”39 and can both be influential in describing sustainability disclosure practices.37 Consiglio Nazionale dei Dottori Commercialisti (CNDC), 2017.38 Deegan C., Introduction: The legitimizing effect of social and environmental disclosure. A theoretical foundation, Accounting, Auditing and Accountability Journal, vol. 15, n. 3, 2002.39 Deegan C., 2002. 25



Agency TheoryThe Agency Theory considers the relationship between a principal and an agent, in which theprincipal  engages  the agent  to perform the work on his behalf.  The theory assumes  self-interested behavior, which implies that the agent, who has decision-making authority, will notalways act in the principals' best interests. When it is hard or expensive for the principal tomonitor the agent and there are conflict of interests, agency problems can occur. The problemis that the principal cannot know whether the agent has behaved appropriately40. The agencyproblem covers  two  aspects:  moral  hazard  (hidden  action)  and adverse  selection  (hiddeninformation), and both involve unobservable behavior by the agent. The agency theory canalso be applied in  the context  of  sustainability  reporting and assurance.  Then the societyincluding  organizational  stakeholders  represents  the  principal,  and the  reporting  companyrepresents the agent. Society receives information through sustainability reports and assurancestatements,  which should reduce information  asymmetry41.  However,  it  is  unclear  whetherthese  sustainability  disclosures  indeed  reduce  information  asymmetry.  Literature  hasascertained  the  existence  of  an  information  gap  between  companies  and  society  onsustainability  topics.  Companies  are  the  first  to  know  the  environmental  and  socialconsequences of their actions and can determine whether to disclose this information. Thiscan result in companies taking actions in their self-interest (managerial capture).42Legitimacy TheoryThe Legitimacy theory is closely related to stakeholder theory. They both find their origin inthe political economy theory defined by Gray et al.43 as “the social, political and economicframework within which human life takes place”. The legitimacy theory broadens stakeholderperception to the whole society. Organizations need to legitimate their activities by getting theapproval of the society.  The society has expectations and organizations need to interact bymeeting the expectations of the society in order to survive44. The legitimacy theory refers to acontract between society and companies whereby the latter adopt socially oriented behaviorsin order to gain social approval. The existence of a social contract between companies andsociety is fundamental to the purpose of legitimation. Such contract is stipulated, though in40 Jensen M.C., Meekling W.H., Theory of firm: Managerial behaviour, agency costs and ownership structure, Journal of Financial Economics, vol. 3, n.4, 1976.41 Power M., Auditing and Environmental Expertise: Between Protest and Professionalisation, Accounting, Auditing & Accountability Journal, vol. 4, n. 3, 1991.42 See par. 1.2 of this Thesis.43 Gray R., Owen D., Adams C., 1996.44 Deegan C., 2002. 26



abstract terms, between the companies and the individuals that form a local community. Thecontract is based on mutually beneficial exchanges. The local community supplies companieswith the natural  and human resources; companies  produce the goods and services  for thecommunity and they generate waste. Companies do not have an inherent right to resources orto exist, but they only have these rights when the society considers the company as legitimate,which is the case when a society regards companies as acting in an acceptable (legitimate)way. The terms of this social contract reflect the social expectations on the management of thecompany.  Such  expectations  could  be  explicit  or  implicit.  The  first  is  about  the  firm'scompliance with the laws and regulations; the latter concerns the interests of the communityin the firm's activities. The legitimacy of a company could be threatened by the breach ofexplicit and implicit terms of the contract. A loss of the legitimacy creates serious hazards thatmight endanger the survival of the firm. The community in fact may react in different ways:consumers may reduce the demand for a specific good produced by a specific brand; on theother hand suppliers can eliminate the supply45. Thus, legitimation is achieved when practices,outcome and methods of operation are congruent with the expectation of those who conferlegitimacy. In the literature, two different kinds of legitimacy theory can be found. The first variable hasas objective the individual firm. From this point of view, the firm's actions are aimed at fillingthe gap of legitimacy in order to reach the desired level46. According to Lindblom, legitimacycould be defined as “a status, which exists when an entities value system is congruent with thevalue system of the large social system of which the entity is a part. When a disparity, actualor potential, exists between the two value systems, there is a threat to the entities legitimacy”.Lindblom's definition emphasises that the entities should undertake actions consistent withsocial  values  and  expectations,  which  should  be  adapted  according  to  social  pressures.Deegan suggests that in accordance with the legitimacy theory, entities disclose sustainabilityinformation in order to create, maintain or restore their legitimacy.The undertaking of  social  oriented  actions,  among  which  is  the implementation  of  socialreporting systems, is instrumental in order to achieve the objective of legitimacy.  Lindblomhas identified four ways in which the company can get or maintain legitimacy. They are asfollows:(1) educate and inform a wide public it considers important of actual changes in the results ofthe activities and operations that are consistent with the social values and expectations;45 Deegan C., 2000.46 Lindblom C.K., The implications of organizational legitimacy for corporate social performance and disclosure, Critical Perspective on Accounting Conference, New York, 1994. 27



(2) change the perception of the results of activities and operations by relevant stakeholderswithout changing the actual behavior (disclosure in annual reports may falsely indicate thatthe results of the activities and operations have changed);(3) manipulate the perception of its activities by others, directing their attention to such areaswhere it meets social expectations while, at the same time, diverting it from the critical issues;(4) change social expectations with respect to its activities, indicating that some of them areridiculous or too unreasonable. Sustainability reports may be a tool for the implementation ofeach of the aforementioned strategies.The second variable concerns the legitimacy of the capitalist system as a whole. In this case,the  development  of  social  reporting  processes  is  functional  to  the  systemic  legitimacy ofentire industries and countries47. Naturally, legitimacy processes change from firm to firm, inspace and time due to different social context in which the companies operate.However, to maintain, enhance or establish organizational legitimacy, the society has to knowwhat actions companies have undertaken. The only way to change society's perceptions aboutthe company's legitimacy is to provide them with information. Even when companies' actionsare in line with society's norms and values, not communicating these actions can lead to athreatened legitimacy. Disclosures, such as sustainability reports, play a crucial role48.  Thelegitimacy  theory  explains  that  sustainability  reporting  is  an  organizational  tool  forinfluencing society's perceptions of a company's legitimacy and for reducing and respondingto  stakeholder  pressures  by  demonstrating  that  the  company  behavior  is  acceptable.Companies have the duty to report credible information to the ones who have a “right-to-know” even when it is not in the best interests of the company49.Stakeholder TheoryIn 1984, Freeman developed the stakeholder theory according to which a company needs tomanage its relationship with its important stakeholders in an appropriate manner in order tosurvive50.  Freeman  defines  stakeholder  as  “any  group or  individual  who can  affect  or  isaffected  by  the  achievement  of  the  organization's  objectives”.  Freeman  suggests  that  if  acompany is  responsive to  the needs  of  its  stakeholders,  the  developed good relationships47 Gray R., Owen D., Adams C., 1996.48 Deegan C., 2000.49 Deegan C., 2000.50 Freeman et al., Stakeholder Theory and "The Corporate Objective Revisited", Journal of Organization Science, vol. 15, 2004. 28



provide a competitive advantage for the company. Later Freeman improved such definition,clarifying  that  stakeholders  represents  a  “group  that  the  firm  needs  in  order  to  exist,specifically customers, suppliers, employees, financiers and communities”.The differences between the legitimacy theory and the stakeholder theory is that legitimacyconcerns the whole society whereas the stakeholder theory only concerns about a specificgroup – stakeholders – within the society. What stakeholder theory adds to legitimacy theoryis  the  recognition  that  there  are  different  stakeholder  groups  with  different  views  andorganizational impacts that companies have to take into account, and whose concerns andpressure they have to respond to. Such groups have been classified in different ways, e.g.primary VS secondary, social VS non-social, external VS internal, voluntary VS involuntary.It  is  believed  that  companies  give  more  importance  to  more  powerful  stakeholders51 andtherefore the information disclosed in the reports is based on the needs of the most importantstakeholders.  By  the  way,  Freeman52 underlined  that  organizations  must  satisfy  allstakeholders, referring then to all the individual involved in the organization activity and notjust the stockholders. He attempted to balance economic and social goals. This attempt is noteasy  to  be  realized  because  different  groups  of  stakeholders  have  different  interests.Moreover, not all the stakeholders hold the same power in respect to the organization. Thecompany will pay more attention to some of the stakeholders who are deemed to a have astrategic role for the survival of the organization itself. This concept could be summarized inthe recent expressions "stakeholder prioritization" and "materiality analysis" performed by thecompany at the beginning of its reporting process, as it is explained in the following chaptersof this Thesis.
51 Gray et al., Corporate Social and Environmental Reporting: A Review of the literature and a longitudinal study of UK disclosure, Account.Audit.Account, 1995.52 Freeman R., Strategic Management: A stakeholder Approach. Boston: Pitman, 1984. 29



CHAPTER IIREGULATION AND REPORTING STANDARDS2.1 VOLUNTARY VS MANDATORY DISCLOSURESince the publication of the first sustainability reports in the early 1980s, the literature hasbeen particularly  interested  in  the  voluntary nature,  which  has  always  characterized  non-financial  disclosure.  Several  studies  have  shown  that  the  development  of  sustainabilityreporting  is  encouraged  by  the  managers'  attribution  of  strategic  value  to  sustainableactivities.  The recognition of this  strategic value has focused managers’  attention  on newissues related  to  the theme of corporate reputation including,  for example,  the process ofstakeholder  engagement.  These  aspects  gain  additional  value  in  regulated  markets,considering that the qualitative level of non-financial information is positively correlated withthe share value of the company. The consolidation of shareholder value is one of the mainobjectives  of companies  listed on regulated  markets,  which need investors’ confidence  toobtain capital and to contain the negative effects deriving from negative financial events.According to some part of the literature, initially the idea was supported that only regulationcould improve the quality and comparability of non-financial reporting53.  Moreover,  in theshort term the imposition by national governments of specific rules and specific reportingmodels can favor the standardization of such practices and the consequent increase in thenumber of reports containing non-financial information as well as the benchmarking and bestpractice creation. However, a quantitative increase is not always associated with a qualitativeincrease in information. In fact, from subsequent empirical studies, it has emerged how theregulation  is  not  always  associated  with  an  improvement  in  the  quality  of  non-financialreporting or, at least, that the regulation alone is not able to guarantee a better level of non-financial disclosure.As for regulation, even for voluntary adoption it seems that the scientific debate has not cometo univocal  considerations.  Some studies  have identified  solutions  that  can counteract  thecriticism  directed  to  voluntary  adoption,  such  as  the  lack  of  completeness,  accuracy,neutrality, objectivity and comparability54, these critics. Among the most relevant aspects, theliterature has identified the adoption of shared guidelines, the stakeholder engagement in thereporting process and the assertion by third parties of the documentation produced. Regardless53   Deegan C.A., Introduction: The legitimizing effect of social and environmental disclosures    – a theoretical foundation, in Accounting, Auditing & Accountability Journal, vol. 15, n.3, 2002.54 Adams C.A., The ethical, social and environmental reporting-performance portrayal gap, in Accounting, Auditing & Accountability Journal, vol. 17, n.5, 2004. 30



of this open debate on voluntary or mandatory non-financial information disclosure in theliterature, on a practical level it seems that the increasing number of regulatory interventionsby  governments  and  the  growing  number  of  reporting  instruments  published  by  variousInstitutional Bodies confirms the regulation as a tool to improve the diffusion of non-financialreporting.  A  relevant  contribution  to  the  implementation  of  regulations  is  given  by  theincreasing importance of the concept of Social Responsible Investment (SRI) for the investorcommunity. This term means a medium-long term investment strategy that integrates, in theevaluation of companies,  the financial  analysis  with the non-financial  analysis  in order tocreate value for the investor and for the company as a whole. The growing interest in SRI hasled various institutions to take an interest in sustainable development issues introducing, forinstance, an ethical stock exchange index or ethical rating agencies. An example is the recentintroduction of sustainability reporting guidelines by the London Stock Exchange Group, aholding company established in 2007 from the merger between the London Stock Exchangeand the Milan Stock Exchange. With the document "Revealing the full picture. Your guide toESG reporting"55  published in February 2017, the regulated market wanted to draw up a guidedocument for companies that, having to face socially responsible investors, can not disregardto acknowledge the priorities to be respected in the context of an ESG reporting process. Anattempt in this direction was also made by the Sustainable Finance Forum which, since 2011,has asked Borsa Italiana to include, among the requirements for the IPO, the obligation ofissuers to provide during the IPO process and subsequently also in the financial statements,information  regarding the  environmental  and social  aspects  most  relevant  to  the  businessactivity in terms of risks and opportunities, the policies and management systems introducedto better manage these issues, and an accounting of KPIs that describes the company situationin a comprehensive manner. These requests are accepted at European level also thanks to theintroduction  of  the Directive  2014/95/EU on the disclosure of  non-financial  and diversityinformation  and  on an  Italian  level  with  the  legislative  decree  2016/254,  compelling  thePublic  Interest  Entities  (PIEs)  to  communicate  environmental  and  social  information  incompany  financial  statements.  With  the  publication  of  this  Directive,  the  position  of  theEuropean Union in the debate between voluntary and mandatory sustainability disclosure istherefore clear. A confirmation of the growing trend of regulatory initiatives is also given bythe "Carrots & Sticks" report published in 2016 by KPMG in collaboration with GRI, theUnited Nations and the Center for Corporate Governance in Africa. The report “Global trendsin sustainability reporting regulation and policy"56 portray the state of sustainability reporting55 London Stock Exchange (2017), Revealing the full picture. Your guide to ESG reporting.56 KPMG (2016), Carrots & Sticks. Global Trend in sustainability reporting regulation and policy. 31



in 71 countries around the world. The research shows that the reporting instruments, bothmandatory and voluntary, have gone from a number equal to 180 in 44 countries in 2013, toabout 400 in 64 countries in 2016. The greatest growth was recorded in Europe, Asia andLatin America.Graph. 1: Rate of sustainability reporting among the 100 largest companies per country
Source: KPMG, Global trend in sustainability reporting regulation and policy, 2016. Pag. 11.About one in ten instruments adopt a “comply or explain” approach. In some countries thisapproach,  even  when  applied  to  voluntary  instruments,  can  result  in  a  high  level  ofsustainability reporting due to peer pressure. Almost 30% of reporting instruments is appliedonly to large listed companies and a further 14% applied to large companies, both listed andunlisted (where “large” is defined by various metrics, including the number of employees,equity and turnover).The research also shows that most of the interventions between 2013 and2016 provided for mandatory reporting forms.Graph. 2: Mandatory vs voluntary instruments, 2016 vs 2013
Source: KPMG, Global trend in sustainability reporting regulation and policy, 2016. Pag.12 32



Therefore, both governments and regulators increasingly require or encourage companies todisclose sustainability information.  The first  most active issuers of sustainability reportinginstruments are governments, in fact in over 80% of the countries studied, governments haveintroduced some form of regulatory sustainability instrument.  This does not mean that  allgovernments instruments mandate sustainability reporting as over a quarter of governmentsinstruments identified in 2016 are voluntary.The second most active issuers of sustainability reporting instruments are financial marketregulators where the number of reporting instruments issued by stock exchanges has almostdoubled from 2013 to 2016.Graph. 3: Number of instruments by issuing body, 2016Source: KPMG, Global trend in sustainability reporting regulation and policy, 2016. Pag.14These reflect a commendable effort by governments, regulators, stock exchanges and othersto  implement  sustainability  reporting  policies  through  regulation,  guidance  and  otherinstruments.  While  the  trend  is  in  the  right  direction,  the  bodies  that  issue  reportinginstruments need to make a further important step to focus on coordination and harmonizationof all these reporting instruments.2.2 EU REGULATION: DIR. 2014/95/EU and EUG 2017/C215/01The 2014/95/EU57 directive represents the most important result achieved by the EU in termsof sustainability reporting and in the broader concept of sustainable development. In 2017,three years after the publication of this Directive, the European Commission also publishedexplanatory  guidelines  about  the  content  of  Directive,  confirming  that  there  is  nohomogeneity of views on the non-financial information disclosure. The EU Directive aims to57 European Commission, Directive on the disclosure of non-financial and diversity information by certain large undertakings and groups (2014/95/EU), Official Journal of European Union 15.11.2014. 33



ensure  that  organizations  provide  at  least  a  'package'  of  information  that  is  consideredunavoidable and comprehensive of non-financial information. Moreover, the specific purposeof the EUG is to “help companies disclose high quality, relevant, useful, consistent and morecomparable non-financial information in a way that fosters resilient sustainable growth andemployment,  and  provide  transparency  to  stakeholders  (…).  They  are  intended  to  helpcompanies  to  draw up relevant,  useful  concise  non-financial  statements  according to  therequirements of the Directive”58.At  the  EU  level,  the  first  intervention  aimed  at  encouraging  the  debate  on  sustainabledevelopment issues can be considered the publication of the Green Paper called "Promoting aEuropean  framework  for  corporate  social  responsibility"  in  2001  by  the  EuropeanCommission. In the same year the European Commission also made available the documentcalled “The Act for the Single Market. Twelve levers to stimulate growth and strengthen trust.Together for a new growth”. Both documents aim to raise awareness on the issues related tocorporate social responsibility, and to highlight the need to improve the level of transparencyand comparability of non-financial information disclosed by companies. These concepts werefurther reiterated in the communication called the "Renewed EU Strategy for the period 2011-2014 on corporate social  responsibility".  In this  document,  the European Commission hasexpressed the will to reformulate its own proposal for sustainability reporting in the context ofthe  broader  Europe  for  2020 strategy.  In  order  to  implement  this  impetus,  in  2014  theCommission  intends  to  modify  part  of  the  regulatory  content  present  in  the  Directive2013/34/EU concerning annual  financial  statements,  consolidated  financial  statements  andrelated reports of certain types of undertakings.In this perspective, the 2014/95/EU directive on the disclosure of non-financial and diversityinformation by certain large companies and groups aimed to fill the limits of the previousregulatory intervention, in particular of the voluntary nature of information and the failure toforecast guidelines.In this  regards, given the fact that EU legislator had not established a common format toreport  non-financial  information,  Member  States  started  a  harmonization  process.  Thisharmonization process had to be done before the beginning of the financial year  2017, asreported  by Article  4 of  the Directive: “Member States  shall  provide  that  the provisionsreferred to in the first sub paragraph are apply to all undertakings within the scope of Article1 for the financial year starting on 1 January 2017 or during the calendar year 2017”.58 European Commission, Guidelines on non-financial reporting (methodology for reporting non-financial information) (2017/C215/01), Official Journal of the European Union, 5.7.2017. Page 4.34



With the release of Directive 2014/95/EU, the European Union Member States will have acommon  minimum  standard  for  the  disclosure  of  non-financial  information  to  enablestakeholders to perform a quick and easy analysis between the undertakings.On the other hand, in addition to this information, each undertaking can decide to discloseother non-financial information disclose that does not appear on the list of compulsory topicsspecified  by the  Directive.  In  this  way the  EU legislator  tries  not  to  create  a  disclosurehomologation but instead, to leave some grade of freedom to the companies in their disclosureof non-financial information. This point of the Directive is summarized in Recital 5 of theDirective: “It is also necessary to establish a certain minimum legal requirement as regardsthe extent of the information that should be made available to the public and authorities byundertakings across the Union. The undertakings subject to this Directive should give a fairand comprehensive view of their policies, outcomes and risks.”The European Council's goal was in fact to create common legal disclosure frameworks notonly  among  different  industries,  but  also  throughout  European  undertakings  that  areconsidered “large” and public interest entities (PIEs). The subjects affected by the directiveare therefore the companies and parent companies with the qualification of PIEs, and thatrespect certain dimensional parameters "referring to the average number of employees, totalbalance sheet and net sales. SMEs should be exempted from additional obligations and theobligation  to  publish  the  non-financial  statement  should  be  imposed  only  on  largeenterprises, in each case having on average more than 500 workers, in the case of a group, tobe calculated on consolidated basis. This should not prevent Member States from requestingthe disclosure of non-financial information to companies and groups other than companiesthat are subject to this Directive." 59Therefore, according to the requirements of the Directive, the undertakings affected by theregulation are those considered first of all “large undertakings”. As defined by the Directive2013/34/EU, large undertakings are those exceeding two out of three of the following criteriafor two successive accounting periods:
 a balance sheet total of € 20 million, or
 a net turnover of € 40 million, or
 average number of employees of 250The second condition under which an organization must produce a non-financial statement isto be considered a Public Interest Entity, meaning an entity which is:59 European Commission, Directive 2014/95/EU, Recital 14. 35



 trading transferable securities on the regulated market on the regulated market of anyMember State, or
 a credit institution, or
 an insurance undertaking, or
 designated by a Member State as a PIEThis reported definition of PIE is generally accepted on EU level, but each Member State hasalso  its  own national  definition  of  PIE,  which  could  influence  the  “action  range”  of  theregulation60. Moreover, it is possible for Member States at the discretion of individual nationallaws,  to  extend  the  concept  of  Public  Interest  Entities  to  unlisted  companies  that  issuefinancial instruments not listed on regulated markets but in any case present among the publicin  a  relevant  way.  The Community  legislator  also  recognizes  the  possibility  for  MemberStates to propose, at a national legislative level, voluntary participation in drafting the non-financial report also to SMEs that meet certain dimensional criteria specified by the individualMember State.The  third  criterion  to  identify  which  subjects  are  affected  by  the  Directive  is  that  theundertaking has an average number of employees exceeding 500 during the financial year.Moreover, as stated in Recital 14 of the Directive, the requirements have to be fulfilled byboth single companies and group of companies, which are obliged to prepare, respectively, anindividual non-financial statement and a consolidated non-financial statement.The Directive also clarifies the only two possible cases of exception from these obligations.The first case is when an undertaking which is a subsidiary undertaking shall be exemptedfrom the obligation to publish a non-financial statement as set in Art. 19 of the Directive ifthat undertaking and its subsidiary undertakings are included in the consolidated managementreport or the separate report of another undertaking drawn up in accordance with Art. 29 ofthe Directive on consolidated non-financial statement. The second case of exemption from theobligation set in Art. 19 is when an undertaking prepares a separate report that complies withthe following requirements:
 The alternative report must refer to the same financial year as the management one.
  The two reports must be published through the same communication means or, as analternative, the single non-financial information only report must cite the website ofthe management one.
  The alternative report must follow the minimum disclosure requirements demandedby the Directive 2014/95/EU on Corporate Social Responsibility matters.60 See paragraph 2.2.2 of this Thesis. 36



It must be pointed out that this exception has a subsection, which gives the undertakings thepermission to except some themes in their non-financial information disclosure. To be exact,it was decided that a justification for the exclusion from reporting obligations that can harmthe commercial position of the PIEs is requested. In this regard, Art. 9a(1) states as follows:“Member States  may allow information relating to impeding developments or matters in thecourse of negotiation to be omitted in exceptional cases where, in the duly justified opinion ofthe members of the administrative,  management and supervisory bodies, acting within thecompetences assigned to them by national law and having collective responsibility for thatopinion, the disclosure of such information would be seriously prejudicial to the commercialposition of the undertaking, provided that such omission does not prevent a fair and balancedunderstanding  of  the  undertaking's  development,  performance,  position  and impact  of  itsactivity.”  The  same  is  true  for  a  prejudicial  to  the  commercial  position  of  a  group  ofundertakings, according to Art. 29a (1) of the Directive. The above mentioned article is calledSafe Harbour Principle and is adopted by Member States at the discretion of each nationallegislation, as ii will be pointed out in the following paragraphs61.Similar to the provisions of the regulations for the preparation of the consolidated financialstatements, there is the possibility of excluding information regarding entities acquired duringthe year from the reporting perimeter.Once the subjects to which the European Directive is directed are outlined, the Communitylegislator, before explaining the content of the non-financial statement, underlines the conceptof materiality of the information. Indeed companies are encouraged to report on a wide rangeof  potential  issues  but  they  need  to  asses  which  information  is  material,  disclosing“...information  to  the  extent  necessary  for  an  understanding  of  the  undertaking'sdevelopment, performance, position and impact of its activity...”62.This is supported by Recital 8 of the Directive, which states that:“The undertakings which are subject to this Directive should provide adequate information inrelation to matters that stand out as being most likely to bring about the materialisation ofprincipal  risks  of  severe  impacts,  along  with  those  that  have  already  materialised.  Theseverity of such impacts should be judged by their scale and gravity. The risks of adverseimpact mat stem from the undertaking's own activities or may be linked to its operations, and,where relevant and proportionate, its products, services and business relationships, including61 See paragraph 2.2.2 of this Thesis.62 European Commission, Directive 2014/95/EU, art. 1. 37



its supply and subcontracting chains. This should not lead to undue additional administrativeburdens for small and medium-sized undertakings.”63This concept is further analysed by the EU Guidelines as it will be explained in detail in thefollowing  section  of  this  thesis64.  This  materiality  threshold  is  described  exhaustively  inRecital 6 and 7, in which five topics that every European PIE must disclose are highlighted:
1. Environmental  matters:  “Undertakings  must  disclose  details  of  the  current  andforeseeable impacts of their operations on the environment, health and safety, on theuse of renewable and/or non-renewable energy, greenhouse gas emissions, water useand air pollution.”65
2. Social  and  employee-related  matters:  “The  information  provided  by  the  CSRstatement may concern the actions taken to ensure: gender equality, implementationof  fundamental  conventions  of  the  International  Labour  Organisation,  workingconditions,  social  dialogue,  respect  for  the  right  of  workers  to  be  informed  andconsulted, respect for trade union rights, health and safety at work and the dialoguewith local  communities,  and/or the actions  taken to  ensure the protection and thedevelopment of those communities.”66
3. Respect  for  human  rights:  “Undertakings  must  include  in  the  list  of  informationdisclosed  a section  in  which  the undertaking shows its  policies  to  prevent  humanrights abuses.”67
4. Anti-corruption matters: “The information provided in this regard must be a list of theinstruments used by PIEs to fight corruption.”
5. Anti-bribery matters:  “The information provided in this regard must be a list of theinstruments used by PIEs to fight bribery.”68All  the above mentioned requirements  must  be disclosed throughout  the following list  ofitems:“(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) outcome of those policies;(d)  the  principal  risks  related  to  those  matters  linked  to  the  undertaking's  operationsincluding, where relevant and proportionate, its business relationships, products or services63 European Commission, Directive 2014/95/EU, recital 8.64 See paragraph 2.2.1 of this Thesis.65 European Commission, Directive 2014/95/EU, Recital 7.66 European Commission, Directive 2014/95/EU, Recital 7.67 European Commission, Directive 2014/95/EU, Recital 7.68 European Commission, Directive 2014/95/EU, Recital 7. 38



which are likely to cause adverse impacts in those areas, and how the undertaking managesthose risks;(e) non-financial key performance indicators relevant to the particular business.”69It should be noticed that the aforementioned list regard the single undertaking, although thesame components could also be found in the list for undertakings that are part of a group.To  provide  a  comprehensive  picture  of  the  contents  of  the  Directive,  it  also  provides  amodification  of  Art.  20 of the  Directive 2013/34/EU on the topic  of Diversity ReportingRequirements.  The  Directive  requires  that  an  organisation  considered  PIE  produces  adiversity  report  with  a “description  of  the  diversity  policy  applied  in  relation  to  theundertaking's  administrative,  management  and supervisory  bodies  with  regard to  aspectssuch  as,  for  instance,  age,  gender,  or  educational  and  professional  backgrounds,  theobjectives  of  that  diversity  policy,  how  it  has  been  implemented  and  the  results  in  thereporting period. If no such policy is applied, the statement shall contain an explanation as towhy this is the case”70.It is important to underline that if a PIE does not disclose one of the matters mentioned by theDirective, it must offer a transparent and coherent motivation for this exclusion in its non-financial statement. This principle, called “comply or explain” principle, was adopted by thelegislator based on the fact that it was easier for undertakings to disclose their sustainableactions  rather  than  to  publicly  affirm their  ineptitude.  However,  all  information  must  beprovided by comparing it with that of the previous years on the basis of the standards orguidelines  used  to  draft  the  report.  The  methodology  that  must  be  used  to  divulge  thepreviously mentioned topics is explained first of all in Recital 9, in which the frameworks thata company should refer to in its disclosure process are mentioned:“In providing this information, undertakings which are subject to this Directive may rely onnational frameworks, Union-based frameworks such the Eco-Management and Audit Scheme(EMAS), or international frameworks such as the United Nations (UN) Global Compact, theGuiding Principles on Business and Human Rights implementing the UN 'Protect, Respectand  Remedy'  framework,  the  Organisation  for  Economic  Cooperation  and  Development(OECD)  Guidelines  for  multinational  Enterprises,  the  International  Organization  forStandardisation's ISO 26000, the International Labour Organization's Tripartite Declarationof principles concerning multinational enterprises and social policy, the Global ReportingInitiative, or other recognised international frameworks”.69 European Commission, Directive 2014/95/EU, Art. 1.70 European Commission, Directive 2014/95/EU, Art. 1. 39



It is also possible that company adopts an independent reporting methodology consisting ofone or more reporting standards, principles, criteria and performance indicators consideredfunctional to fulfil regulatory obligations.It  is  also necessary to make some clarifications  in the event that  a company opts for thechange of standards from one year to another. In compliance with the requirements of theCommunity  Legislature,  any  change  in  reporting  methodology  requires  an  adequatejustification from the body responsible for drafting the non-financial statement. Changes inthe reporting methodology need to be explained to guarantee the comparability over time ofthe company performances.  Moreover, the Directive recommends undertakings to disclosetheir  non-financial  information  either  in  their  management  report  or  in  another  separateofficial document, which must be “independent from the management report and comply withone or more than one between national, Union-based or international frameworks. It has alsoto comply with the requirements  previously  mentioned in regards of the publication  of  aseparate report”71.Whit regards to the verification of the reporting process and of the issued report, the Directive2014/95/EU only mentions a compulsory check by auditors. More precisely, Art. 19(5) and19(6) of the Directive declared that:  "Member States shall ensure that statutory auditors oraudit firms monitor the successful submission of the non-financial declaration referred to inparagraph 1 or the separate drafting referred to in paragraph 4. Member States may requestthat the information contained in in the non-financial declaration referred to in paragraph 1or in the separate report referred to in paragraph 4, be verified by an independent providerof verification services." The auditor's involvement is one of those elements of distinction inthe  comparison between the  Directive  implementation  of  each Member  States,  that  couldchoose a different level of auditor's involvement in addition to the simply check required bythe Directive, as it is explained in detail in the following paragraphs72.Focus on EU Guidelines principles on NFI disclosureIn accordance to  the Art.  3 of the Directive,  the purpose of  the Guidelines  is  to providecompanies  with  a  principle-based  model  capable  of  guaranteeing  an  adequate  level  ofinformation content. This approach is also supported by part of the literature, which highlightshow  to  include  greater  flexibility  in  terms  of  regulation  for  institutions,  and  greaterdevelopment of best practices for companies.71 European Commission, Directive 2014/95/EU, Recital 9.72 See paragraph 2.2.2 of this Thesis. 40



The guidelines are divided into two areas of intervention. The first deals with the definition ofgeneral principles on non-financial information disclosure, while the second deals with theidentification of the essential contents to be presented in the non-financial statement. Basedon what  is  reported in the previous paragraph, below only the first  part  of the guidelinesregarding the cardinal principles of non-financial disclosure will be treated. According to theEuropean  Commission,  the  fundamental  reporting  principles  are:  materiality,  correctness,completeness, long-term vision, stakeholder involvement and consistency. In explaining theprinciple  of  materiality,  the  information  is  considered  material  "when  its  omission  orincorrect indication could reasonably influence the decisions made by users on the basis ofthe  corporate  financial  statements”73 as  stated  in  the  Directive  2013/34/EU  on  financialinformation.  Moreover,  Art.  1  of  the  Directive  2014/95/EU  adds  that  the  information  isconsidered  relevant  "to  the  extent  necessary  to  understanding  the  impact  of  the  businessactivity"74.The  guidelines  also  highlight  how the  concept  of  material  information  can  change  fromcompany to company, from sector to sector, and how it must be assessed within a specificcontext. To assess the relevance of the information, the guidelines also state the usefulness offactors such as the business model and its intrinsic elements (risks, strategies, managementsystems, tangible and intangible assets, value chain), sectoral issues, stakeholder expectations,and the political  and regulatory framework concerning the context  in which the companyoperates. Given its multidimensionality, the principle of materiality represents one of the mostcontroversial  issue  linked  to  the  sustainability  reporting.  In  addition  to  regulators,  alsostandard setters as GRI and IR have contributed to shape the concept of materiality fromdifferent point of views, as explained further in this chapter75.The  principle  of  correctness  is  an  expression  of  equilibrium  intended  as  an  objectiverepresentation of data, and of comprehensibility, understood as the use of a simple languageand a coherent terminology. To meet the principle of correctness, the guidelines suggest theformal  assignment  of  management  positions  in  the  field  of  sustainability  to  independentdirectors,  the  adoption  of  internal  control  systems,  and  the  assurance  of  non-financialdisclosure by an external third party.On the principle  of completeness,  the guidelines  underline the need to report  informationabout  the  environment,  society,  personnel,  human  rights  and  the  active  and  passivecorruption.   Reporting on these issues in an effective manner  is possible  only linking the73 European Commission, Directive 2013/34/EU, Art. 2.16.74 Europea Commission, Directive 2014/95/EU, Art. 1.75 See paragraph 2.4.3 of this Thesis. 41



principle of completeness to those of materiality of information. In other words, the disclosureof these issues must be done in compliance with those that are the material aspects avoidingthe reporting of useless information that weighs down the content of non-financial statement.The long-term orientation is another basic principle pointed out by the Guidelines accordingto which the information must be strategic and forward-looking, and allow its use to betterassess the resilience and sustainability of the trend, the position, results and impact of thecompany over time.Finally,  in the context of the principle of consistency,  the Guidelines  refer to the need toreport non-financial information in a consistent way with other financial information presentin the management report.  The guidelines,  in fact,  focus on the importance of ensuring acomparison  of  non-financial  performance  over  time  through  the  use  of  performanceindicators,  which  are  constantly  updated  in  order  to  maintain  high  levels  of  informationquality.MEMBER STATE IMPLEMENTATION OF THE DIR. 2014/95/EUPrior to the introduction of Directive 2014/95/EU, the level of national regulations concerningthe  disclosure  of  non-financial  information  between  Member  States  was  very  different.France,  the  United  Kingdom,  Sweden,  Denmark,  Spain,  the  Netherlands  and  Finland areamong  the  states  that  first  have  introduced  rules  regarding  this  issue  in  their  internalregulations.In 2003 France was the first EU country to introduce the Nouvelles Regulations Economique(NRE), that provided for social and environmental reporting obligations for listed companies.In the United Kingdom, the Companies Act of 2006 required all large companies to preparean activity report in the annual directors'  report.  For these companies,  it was requested toreport  information  on  the  environment,  personnel,  as  well  as  the  contractual  agreementsbetween  the  companies  themselves  and  the  reference  community.  In  addition,  thesecompanies were asked to explicitly state the lack of information on any of these issues.In 2009 Sweden introduced the obligation to prepare reports according to the GRI model forpublicly owned companies. According to the "comply or explain" approach, the companiesfalling within the scope of the application were asked to provide information on ethical andenvironmental  issues,  on  human  rights,  on  gender  and  diversity  policy,  on  sustainabilitystrategies and on non-financial risks.Denmark approved the reform law of the Danish Financial Statements Act, which came intoforce on January 1,  2009, on the subject  of  ESG communication,  which compelled  large42



companies  (listed  or  not),  as  well  as  public  and  financial  institutions  in  the  country,  todescribe in a specific  section of its  annual report,  the social  responsibility policy and therelated implementation methods, as well as the results achieved and future objectives.In Spain, the "Sustainable Economy Act" was established in 2012. It compelled state-ownedcompanies to publish annual reports on corporate governance and sustainability. These reportsmust be prepared in accordance with generally accepted standards and with a specific focuson gender equality and people with disabilities. In the case of companies with more than onethousand employees, the law provides that the report should be notified to the Consejo Estatalde  Responsabilidad  Social  Empresarial  (CERSE),  a  state  committee  instituted  in  2007,composed of trade unions, companies,  civil  society and public administrations,  the whosepurpose is to identify common models and practices for the implementation of sustainabilityreports.Since 2009 in the Netherlands, the Company Law Code has recognized a central role in thecorporate strategies of companies to CSR. In particular, the code provides that the board ofdirectors  is  required  to  formulate  a  policy  to  be  submitted  to  the  supervisory  board  forapproval and that, within the responsibilities of the supervisory board, there is the supervisionand approval of the sustainability policy. The code, to which listed companies are subject, hasprovided that the main elements of the company's CSR policy must be indicated in the annualreport. The Civil Code, moreover, in implementing the Directive 2003/51/EC, provided thatall listed companies and all large unlisted companies submit some information, financial andnon-financial, relating to the environment, personnel and risks, if relevant and to the extentnecessary to understand the development of the organization and its  performance in theirannual reports.On the other hand, in Finland the topic of CSR has invested all the above aspects related todiversity. Since 2008, the Finnish company law code has recommended that a representationof both genders has to be guaranteed in each Board of Directors. In case of non-compliance,the company is obliged to communicate the reasons.Unfortunately, Italy is not among the first EU countries that implemented effective regulationon  sustainability  reporting  issues.  In  fact,  before  the  Legislative  Decree  254  onimplementation of Directive 2014/95/EU, the Italian legislator devoted a residual space tonon-financial issues and how information relating to these aspects must be reported.The first  legislative  intervention  was in  March 2007 when the legislator  implemented thecontent  of  the  Directive  2003/51/EC76 by  issuing  the  legislative  decree  32/2007  which76 European Commission, Directive on the annual and consolidate accounts of certain types of companies, banks and other financial institutions ans insurance undertakings (2003/51/EC), Official Journal of 43



intervened on the content of art. 2428 of the Italian Civil Code, providing the introduction ofthe obligation to indicate in the management report information relating to the relationshipwith the environment and personnel to listed companies. In this case the legislative intent wasto facilitate  the understanding of the complex dynamics  concerning the management  of acompany through the reporting of financial performance indicators and, where appropriate,non-financial performance indicators.In compelling some companies to introduce the accounting standards IAS/IFRS the Decree38/2005, has indirectly encouraged the non-financial reporting in the context of documentsand reports outside the balance. Paragraph 14 of IAS 1 provides that the traditional accountinginformation  (present  in  the financial  statements  for  the  year)  should  be extended to non-accounting information (present in separate reports with respect to the financial statements,such as environmental and social reports).Both regulatory provisions have pushed towards a new form of corporate disclosure,  alsoadding  the  disclosure  of  non-financial  information  regarding  the  environment  and  thecomposition of the personnel to financial information. However, after several years since theintroduction  of  these  rules,  the  results  achieved  in  terms  of  diffusion  of  sustainabilityreporting  tools  were  not  satisfactory,  registering  a  wide  gap  between  SMEs  and  largecompanies.  The partial  overlap  between  the  areas  of  application  of  the  legislative  decree38/2005 and the legislative decree 254/2016 suggests how the latter regulatory intervention, inincorporating  the  content  of  Directive  2014/95/EU,  formally  invested  non-financialinformation of a mandatory role. However, now that the deadline for the 28 Member States totranspose the Directive into their own national legislation has passed (December 6, 2016), it isinteresting to analyse how each Member State has implemented the Directive requirements.As  a  general  overview,  the  document  "Member  State  Implementation  of  Directive2014/95/EU"77 published  in  November  2017  by  the  GRI  and  the  CSR  Europe  andAccountancy Europe networks, has provided a comprehensive classification of the differencesthat exist between the 28 countries of the European Union as well as two additional countriesfrom  the  European  Economic  Area  (Iceland  and  Norway)  involved  in  the  scope  of  theDirective, in terms of its implementation.The different scenarios across the EU Member States and EEA members also mean that insome countries organisations still lack the knowledge on how effective reporting can serve asan important tool to enhance responsible business practices and integrate sustainability intobusiness model. As stated in the Directive 2014/95/EU: “Indeed, disclosure of non-financialEuropean Union 17.07.2003.77 GRI, CSR Europe, Accountancy Europe (2017), Member State Implementation of Directive 2014/95/EU. 44



information  is  vital  for  managing  change  towards  a  sustainable  global  economy  bycombining long-term profitability with social justice and environmental protection.  In thiscontext,  disclosure  of  non-financial  information  helps  the  measuring,  monitoring  andmanaging of undertakings' performance and their impact on society...”78.First of all, it is necessary to underline that the Community legislator, defining the legislativeconstraints related to the transposition of Directive 2014/95/EU within the Member States, hasforeseen the prohibition of golden plating. In this way a state can not elaborate the content ofthe act of transposition with requirements different from those established by the directive, orintroduce additional obligations, burdens and sanctions. The  need  to  add  this  prohibition  derives  from the  will  of  the  European  Commission  tomitigate the negative effects of over regulation arising from the extension of the object by theNational Legislature or the non-repeal of the pre-existing legislation.Although the Directive allows state specific requirements to ensure its implementation acrossthe  vary  national  practices,  each  Member  State  could  differ  in  the  definition  of  certainconcepts or in the method of implementation of certain requirements. As a matter of fact eachMember  State  has  complied  with  the  Directive  in  different  manners.  The  Directiverequirements could be transposed in the national regulation in a textual way, could be adaptedto  national  existing  regulation  or  could  be  omitted.  The  specific  requirements  analysedconcern:
 Definition  of  a  large  undertaking:  in  19  countries  the  legislative  decree  wasimplemented textually,  while in 11 other countries it was adapted to the context ofreference.
 Definition of a Public Interest Entity: in only 6 countries the legislative Decree wasimplemented textually, while in the other 24 countries it was adapted to the referencecontext.
 Report  Topics  and  Content:  in  22  countries  the  legislative  regulation  has  beenimplemented textually, while in only 8 countries it has been adapted to the context ofreference.
 Reporting  Framework:  in  no  fewer  than  24  countries  the  legislative  decree  wasimplemented  textually,  while  in  only  6  countries  it  was  adapted  to  the  referencecontext.
 Disclosure Format: in only 7 countries the legislative decree has been implementedtextually, while in 23 countries it has been adapted to the reference context.78 European Commission, Directive 2014/95/EU, Recital 3. 45



 Auditor's involvement: in 20 countries the legislation was implemented in text, in 9countries it was adapted to the context  of reference,  in one case, Germany,  it wasomitted.
 Non-compliance  Penalties:  in  no  fewer  than  27 countries  the  regulation  has  beenamended, in only 3 countries it has been omitted.
 Safe Harbour Principle - i.e. the possibility of omitting information omissions in theevent  of  damage  to  the  company:  in  25  countries  the  legislative  decree  has  beenimplemented verbatim, while in only 5 countries has been omitted.
 Diversity  Reporting  Requirements:  in  20 countries  the  legislative  decree  has  beenimplemented textually, while in 10 other countries it has been adapted to the referencecontext.      
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Tab.1 Transposition summary table

source: GRI, CSR Europe, Accountancy Europe, Member State Implementation of Directive 2014/95/EU, 2017.Pag. 10From the table above it is possible to have a general overview of the Directive implementationof each EU Member State, but what is the Italian specific situation? In the next paragraph the47



Italian legislator decision about the topic of non-financial and diversity information disclosurewill be discussed.2.3  ITALIAN REGULATION: LEGISLATIVE DECREE 2016/254The first step to the adoption of the Italian Legislation towards the EU Directive 2014/95/EUwas completed  on December  30,  2016 with the governmental  approval  of the LegislativeDecree  N.254,  containing  the  new  Italian  principles  and  guidelines  for  non-financialinformation disclosure. The Legislative Decree finally became official on January 10, 2017with its publication on the Official Gazette no. 7.This  provision  marks  the  formal  change  in  the  status  of  non-financial  information  fromvoluntary to mandatory forcing the reporting of non-financial information to be in compliancewith specific regulatory requirements.Given the prohibition of golden plating, the Decree must implement the European directive infull of its requirements, so it will be useful to focus on the elements of differentiation emergedfrom the comparison between the Italian decree and the implementing regulations of the otherMember States rather than on how the Italian Decree reported the mandatory requirements ofthe European Directive.The transposition of the European Directive into the Italian regulation has, in fact, all theprincipal  elements  necessary  to  carefully  constrain  the  disclosure  of  non-financialinformation. There are, however, some elements that differ among the Member States in theimplementation of the EU Directive requirements. Those elements were summarized in theprevious  paragraph in a general  EU overview.  Focusing only on the Italian  situation,  thefollowing table could be reported:Tab.2 Italian transposition table:source: personal elaboration from GRI, CSR Europe, Accountancy Europe, Member State Implementation ofDirective 2014/95/EU, 2017. Pag. 10As can be noticed, the Italian legislator has decided to textually incorporate the legislativeprovisions with regard to: Definition of large undertakings, Report topics and content, andSafe Harbour Principles  and Diversity reporting requirements.  It  has decided to adapt the48



definition  of  PIE,  the  Reporting  Framework,  the  Disclosure  Format,  the  Auditor'sinvolvement and the Non-compliance penalties to the Italian regulatory context to the existingnational  provisions.  None  of  the  Directive  requirements  has  been  omitted  by  the  Italianlegislator.
 PIEs DEFINITIONAccording to the national regulation, those entities, belonging to certain categories expresslyindicated by the law, for which, in view of the particular visibility and economic importance,the activity of legal auditing is subject to stricter obligations are defined as PIEs. Art. 16,paragraph 1 of the Legislative Decree no. 39/2010 states that are considered PIEs:a) Italian companies issuing securities admitted to trading on regulated Italian and EuropeanUnion markets;b) banks;c) insurance companies;d) reinsurance companies;e) companies issuing financial instruments that, even if not listed on regulated markets, arewidespread among the public;f) the management companies of regulated markets;g) companies that manage compensation and guarantee systems;h) centralized management companies of financial instruments;i) brokerage firms to mobilize;j) asset management companies;k) investment companies with variable capital;l) payment institutions;m) electronic money institutions;n) financial intermediaries pursuant to art. 107 TUB.In the Italian context, the legislator gives an extensive interpretation of the concept of PIEs,also including the case of unlisted companies issuing not regulated financial instruments butwidely distributed on the public, provided that they also meet the dimensional requirementsreferred to by the definition of the large undertaking.Moreover, art.  7 of the Decree identifies the prerequisites of a company not consider as a“large undertaking” to adopt the Directive. At the end of the financial year at least two of thefollowing three dimensional limits have to be respected:
 less than 250 employees during the year; 49



 total balance sheet under 20 million euros;
 total net revenues from sales and services under 40 million euros;The  opportunity  recognized  by the  Decree  would  contribute  to  the  promotion  of  a  CSRoriented corporate image recognizing the benefits deriving from a sustainability disclosure,such as an improvement of the corporate image, an improvement of the trust level of thestakeholders or a better access to the credit market as well for SMEs, which form the mostimportant part of the Italian economic system.
 REPORTING FRAMEWORKAs stated in the EU Directive,  to disclose required information,  undertakings could adoptnational,  Union-based  or  international  standards.  The  Italian  legislator  has  adapted  thisrequirement adding the possibility that undertakings to adopt a mixed reporting methodologyconstituted  by one or  more  reporting  standards.  Given that,  the  two most  used  reportingstandards, both at national and international levels, are GRI and IR frameworks, it is useful tounderstand what companies  are required in order to correctly report following GRI or IRguidelines. It is also important to understand how these frameworks are in compliance withthe requirements of the EU Directive. Those matters are explained in detail in the followingparagraph79.
 DISCLOSURE FORMATAccording  to  the  Italian  legislator,  non-financial  information  shall  be  presented  in  themanagement  report,  or  in  a  separate  report,  approved  by the  administrative  body and atdisposal  of  the  supervisory  body  and  the  auditor,  within  the  deadline  of  the  financialstatements, published on the company register, and alongside the management report.
 AUDITOR'S INVOLVEMENTAccording to the Decree, there are two forms of control on the non-financial statement: aninternal control of the Supervisory Board, and an external auditing by an independent thirdparty.  The Supervisory Board ensures the compliance of the company's statement with theprovisions of the Decree within the functions assigned to it by the law, and reports the resultsof its control in the annual general meeting. External control, instead, is divided into a doubleform of control. The first type of control is also provided by the EU Directive and states that79 See paragraph 2.4.3 of this Thesis. 50



the subject responsible of auditing the financial statements has also to verify the presence ofthe non-financial statement.The second type of control is about the content of the statement. The Directive states thatMember States may require that the information in the non-financial statement to be verifiedby the same subject or another person authorized to carry out the legal audit,  specificallydesignated  for  this  task.  This  assurance  statement  is  separated  from  the  audit  report  offinancial statements and has to be attached to the non-financial report. From the comparisonbetween the Directive and the Italian Decree, it is evident that Italy has decided to avail itselfof the right to request a third party verification of the non-financial statement, and has alsoprescribed that this subject does not have simply to be a "subject independent of certifiedprofessionalism" or an "accountant" with characteristics of independence but specifically astatutory auditor. The auditor's role is clarified in detail in the next chapter of this Thesis.
 NON-COMPLIANCE PENALITIESWithin  the Decree the legislator  has  also  dedicated  some space to  the issue  of  sanctionsresulting from the failure to comply with the regulatory provisions, providing in art. 8 theresponsibilities of the directors, whose obligations include the drafting of the non-financialstatement, and of the persons responsible for the control of the statement and of the processfor its drafting. In general terms, the unlawful acts identified by the Italian legislator concernthe  non-deposit  or  delayed  filing  of  the  report,  the  omitted  allegation  of  the  auditor'scertification,  the  non-compliant  declaration,  the  false  declaration,  and  the  unprofessionalbehavior of the auditors. The subject responsible for the control is also subject to additionalpenalties in the cases enunciated by the fifth paragraph of art. 8, such as in cases relating tothe  non-verification  of  the  preparation  of  the  non-financial  statement  and  the  failure  toperform the conformity verification procedure. The pecuniary sanctions associated with thesecases regard both the responsibilities of the directors and the auditors, and are equal to anamount that ranges from a minimum of € 20,000 to a maximum of € 150,000.2.4 REPORTING FRAMEWORKS FOR NFIAfter  examining  the  non-financial  disclosure  contents  and  the  subjects  affected  by  theEuropean Directive, it is appropriate to focus on the reporting standards that companies couldrefer to in their non-financial disclosure. The information required by the European legislationmust be provided in accordance with the methodologies and principles set by the reportingstandard used as  a  reference.  "Reporting standards" means  "the  standards and guidelines51



issued by authoritative supranational, international or national bodies, of a public or privatenature, functional, in whole or in part, to fulfil the non-financial reporting obligations" 80. Asalready  underlined,  Recitals  9  of  the  Directive  2014/95/EU  indicates  standards  to  whichcompanies  can  refer,  providing  a  non-exhaustive  list  that  includes:  the  principles  of  UNGlobal Compact, the Guiding Principles on Business and Human Rights, the lines Guide tothe Global Reporting Initiative, etc.Currently,  Italian  companies  tend  to  refer  to  the  standards  prepared  by the  InternationalIntegrated Reporting Council (IIRC) and to those prepared by the Global Reporting Initiative(GRI). In the practice of reporting non-financial information of Italian companies there arealso examples of companies that adopt two or more reporting standards together, or that haveused an independent reporting methodology.  Both alternatives are permitted by the ItalianLegislative Decree, as already highlighted above. Despite these possible alternatives foreseenby the regulatory context, the technical reference points of non-financial reporting both atnational and international level are the guidelines provided by the GRI and the IIRC. Themain reasons for the importance of the two standards are their diffusion, the relevance of thetwo organizations that developed them and their contributions during the legislative processthat led to the approval of the Directive 2014/95/EU. Both organizations mentioned abovehave had, from the beginning, a collaborative approach rather than a competitive one, makingtheir research activities complementary and preparing non-conflicting documents. Obviously,having  developed  on  different  assumptions,  they  have  some  similarities  but  also  somedifferences.  At the basis of the conceptualizations of GRI and IIRC standards there are thesame  questions.  How  to  rebuild  stakeholders'  trust  in  large  corporations  after  the  2008financial crisis and various corporate scandals? How to attract the attention of more investorsthrough  the  use  of  non-financial  additional  information?  Therefore,  both  standardsframeworks aim to expand the boundaries of corporate accounting, including environmental,social and corporate governance issues. However, the way these issues are framed is quitedifferent  in  terms  of  underlying  assumptions,  intended outcomes  and expected  impact  oncorporate governance, the environment and the society.GLOBAL REPORTING INITIATIVE (GRI) GUIDELINESThe  development  of  sustainability  reporting  is  due  in  large  part  to  the  Global  ReportingInitiative (GRI), a non-profit organization born in Boston in 1997 from an initiative promotedby the US organization Coalition for Environmentally Responsible Economies (CERES) andthe United Nations Environment Program (UNEP). From the beginning the purpose of GRI80 Legislative Decree n. 254, 2016. 52



was to increase the effectiveness  and quality  of sustainability  reporting.  The GRI, whoseheadquarters  are  today  in  Amsterdam,  has  then  developed  over  the  years  as  a  globallyrecognized international organization and has published several guidelines for sustainabilityreporting. Today, several categories of stakeholders from over 80 countries participate in GRIactivities and programs, including governments, companies of all types and sizes, non-profitorganizations, associations, universities, research institutes and private individuals. The firstversion of the guidelines was published in 2000, the second (G2) in 2002, the third (G3) in2006, which was followed by a series of industry supplements that led to the publication ofthe update version G3.1 in 2011. In 2013 the fourth generation G4 of the guidelines waspublished. It was divided into two parts, a first part dedicated to the principles and a secondpart  concerning  an  implementation  manual.  The  current  version,  published  in  2016  andentered into force on July 1, 2018, is the one denominated GRI Standards, composed by a setof thirty-six documents  (one for each standard) which can be grouped into four sections:universal standards, standards for sustainability, economic standards, environmental standardsand  standards  for  society.  This  choice  essentially  derives  from the  presence  of  a  doublebenefit: for the reader, who in this way is better oriented when searching information that arereported by type of standard, and for the standard setter, which in this way can update thesingle standard independently from the whole GRI Standards. In addition to the differences atthe formal level, there are also some substantial differences between the current version of theguidelines  and  the  earlier  version  G4.  Before  explaining  the  differences  in  content  andrequirements between the aforementioned version of the guidelines, it is necessary to pointout that the degree of the modification made in the 2016 version is not comparable to thatverified in the transition from version G3.1 to G4 that has strong elements of discontinuity.For this reason and for the fact that many sustainability reports in reference to the financialyear 2017 still follow the G4 version, it is beneficial to previously explain the developmentpath  of  the  guidelines  between  the  G3.1  and  G4  versions81.  Among  the  new  elementsintroduced by the G4 version of the guidelines, it is possible to highlight first of all the greaterimportance assigned to the concept of materiality, in which respect organizations are asked todetermine and focus only on aspects that reflect the significant economic, environmental andsocial impacts for the organization itself and that could substantially influence the decisions ofits  stakeholders.  Among  the  aspects  being  revisited,  a  specific  focus  is  assigned  to  thereporting perimeter, i.e. the description of the boundaries within which the impacts for eachmaterial aspect occur. The identification of the material aspects includes the consideration of81 Venturelli A., Caputo F., 2017, Informativa non finanziaria e regulation. Tendenze evolutive e relative implicazioni alla luce dell'emanazione del D.Lgs 254/16. Pag. 113. 53



the impacts related to all the activities, products, services and relationships of an organization,regardless if they occur inside or outside it.The GRI G4 also provides  a  more  detailed  discussion of  the  Disclosure  on ManagementApproach (DMA) to explain in  a  more  precise and detailed  way how the  environmental,social  and  economic  impacts  related  to  each  material  aspect  have  to  be  managed.  Thereplacement of the Application Level provided by G3.1 (on the C-B-A scale), through twonew options both based on the introduction of the phrase "in accordance" with the guidelines,had a great impact. The first, called "in Accordance-Core" contains the essential elements of asustainability report, and provides a format through which an organization communicates theimpacts  of its  economic,  social,  environmental  and governance performance.  The second,called "in Accordance-Comprehensive" is based on the Core option but it requires additionaldisclosure standards related to specific aspects such as strategy, analysis of governance, ethicsand integrity of an organization.In terms of sustainability governance, a broader consideration is given to the governance andthe remuneration system in the perspective of guaranteeing a global comparability betweencompanies operating in the same sectors but in different territorial contexts.An expansion in terms of reporting was required by the G4 guidelines also in terms of supplychain through the addition of regulatory provisions such as the description of the supply chainand the related changes from one year to another, and possible conflicts of interest due to thepresence of cross-holdings with suppliers, etc.Although less fundamental than those highlighted in the comparison between G3.1 and G4,these  innovations  mentioned  above  constitute  the  knowledge  base  for  approaching  thecontents of the new GRI Standards, and to understand the differences with the previous G4version. From a formal point of view, it has already been anticipated how a separate documentwas created for each standard rather than a single overall document; the number of requestedinformation has also been reduced, passing from a total number of 149 of the G4 version to136 of the standard version (this reduction is essentially linked to a series of unifications).Among  the  changes  in  form,  GRI  Standards  point  out  with  greater  clarity  what  can  bereported  (use  of  the  word  "shall")  and what  is  required  to  be  reported  (use  of  the  word"should").With regard to the changes in terms of substance, it should first be underlined that the GRIStandards clarify the possibility that a company writes its report respecting only some specificstandards  according  to  the  "GRI-referenced"  option,  without  necessarily  aligning  itsdisclosure with the entire content. This possibility derives from the fact that often in the same54



report companies refer to several reporting standards, for example in Italy the presence of GRIand IIRC is very common. Moreover, the GRI Standards emphasize the required compliancewith the 10 GRI Principles as listed below:1. stakeholder inclusiveness: a company should identify its stakeholders and report how thecompany responds to their expectations and interests;2. sustainability context: a company should present its performance in the wide context ofsustainability describing how it contributes to a sustainable world, taking economic, socialand environmental issues into consideration;3. materiality: the report should include all relevant issues and the company is expected toprioritize between material issues to give them an appropriate scope in the report;4. completeness: all material issues should be included in the report;5. accuracy: a company should perform a sufficient level of accuracy and details;6. balance: a company should include both negative and positive aspects;7. clarity: a company should use a language that stakeholders understand;8. comparability: a company should report consistently, in a way that enables stakeholders tocompare their performance over time and with other companies;9. reliability: a company should report information in a way that makes it possible to trace theoriginal source;10. timeliness: the report should be published regularly and in time, in line with stakeholdersneeds.The first five principles are related to report content, while the last five are related to reportquality.Lastly, there is also no obligation to comply with industry standards. This flexibility derivesfrom the renewed centrality that the GRI has placed in relation to the principle of materiality,whose compliance  determines  the choice  of  reporting  in  different  information  areas,  withdifferent levels of analysis.<IR>  FRAMEWORKThe International  Integrated  Reporting  Council  (IIRC)  is  an  international  association  thatincludes  a  wide  range  of  stakeholders  such  as  regulatory  bodies,  companies,  investors,standard  setters,  universities,  individual  professionals  and  NGOs.  Its  aim  is  to  developintegrated reporting into a reporting model based on interconnection of economic, financial,social, environmental and governance information. 55



In December 2009, the English organization Accounting for Sustainability (A4S) promoted ameeting with various types of stakeholders. After that A4S and the GRI, together with otherorganizations,  made  some  investments  to  establish  an  international  body  to  developintegrated reporting. In 2010 the Integrated International Reporting Committee (IIRC) wasformally  established.  Its  main  purposes  were  to  raise  awareness  among  the  public  onintegrated reporting, to identify the priority areas in which further technical  and scientificwork is needed, and especially to set up a standard of reporting suitable to integrate financialand non-financial information in a transparent, coherent and complete way. In 2011, the IIRCpresented in public consultation the first draft of its framework in the form of DiscussionPaper "Towards Integrated Reporting - Communicating Value in the 21st Century".The IR Pilot Program was launched in October, 2011, when more than 80 large organizationsparticipated (Atlantia, Enel, Eni, Generali, Terna, Snam for Italy), aiming to test and apply theDiscussion Paper and the integrated  reporting starting from 2012, in order to  provide theinformation necessary for the revision of the framework. In November 2011, IIRC changed itsname  from  the  “International  Integrated  Reporting  Committee”  to  the  “InternationalIntegrated Reporting Council”.In 2012, a review of the framework proposed in the 2011 Discussion Paper was carried outbased on the  comments  of  the  public  consultation  and the  results  generated  by the  PilotProgram  experimentation,  as  well  as  a  series  of  consultations  with  various  types  ofstakeholders.  Finally,  in  December  2013  the  <IR> Framework  was  published  after  threemonths  of  consultation.   According  to  the  IIRC,  the  framework  applies  principles  andconcepts  that  are focused on bringing greater  cohesion to  the reporting process,  adoptingintegrated thinking as a way of breaking down internal silos and reducing duplication. The<IR> Principles82 are the following:1. Strategic focus and future orientation: an integrated report should provide insight into theorganization's ability to create value in the short, medium and long term.2.  Connectivity  of information: an integrated  report  should show a holistic  picture  of thecombination,  interrelatedness  and  dependencies  between  the  factors  that  affect  theorganization's ability to create value over time.3.  Stakeholder relationships: an integrated report should provide insight into the nature andquality of the organization's relationships with its key stakeholders including how and to whatextent the organization understands, takes into account and responds to their legitimate needsand interests.82 IIRC, The <IR> Framework, 2013. Pag. 5. 56



4.  Materiality: an  integrated  report  should  disclose  information  about  matters  thatsubstantively affect the organization's ability to create value over the short, medium and longterm.5. Conciseness: an integrated report should be concise.6. Reliability and completeness: an integrated report should include all material matters, bothpositive and negative, in a balanced way and without material error.7. Consistency and comparability: information in an integrated report should be presented ona basis that is consistent over time and in a way that enables comparison among organizationsto the extent it is material to the organization's own ability to create value over time.<IR> framework  aims  is  to  improve  the  quality  of  information  available  to  providers  offinancial capital to enable a more efficient and productive allocation of capital. It focuses on avalue creation process over time, including long-term value, rather than profits and losses.According to the framework, the value created by an organization over time manifests itself inincreases, decreases or transformations of the capitals caused by the organization's businessactivities and outputs. That value has two interrelated aspects, such as value created for: a) theorganization itself,  which enables financial returns to the providers of financial capital;  b)others,  i.e.  stakeholders  and  society  at  large.  It  explicitly  goes  beyond  the  conventionaldefinition of “capital”, identifying six forms of capitals (financial, manufactured, intellectual,human,  social,  natural)  used by the business  to  create  value over  time.  The ability  of anorganization to create value for itself is linked to the value it creates for others. This happensthrough a wide range of activities, interactions and relationships.  When these interactions,activities, and relationships are material to the organization's ability to create value for itself,they are included in the integrated report.Also  the  <IR>  Framework  considers  a  “materiality  determination  process”  that  involvesevaluating  the  magnitude  of  the  matter's  effect  and,  if  it  is  uncertain,  its  likelihood  ofoccurrence. The Key to the materiality determination process is the concept of the reportingboundary. Determining the boundary of an integrated report has two aspects: a) The financialreporting  entity  (i.e.  the  boundary  used  for  financial  reporting  purposes);  b)  Risks,opportunities  and  outcomes  attributable  to  or  associated  with  other  entities/stakeholdersbeyond  the  financial  reporting  entity  that  have  a  significant  effect  on  the  ability  of  thefinancial reporting entity to create value. To explain how an entity creates value, at the core of<IR> framework there is the disclosure of information about the entity's strategy and businessmodel. In addition to that of materiality, another key principle is the principle of connectivityof information, since its application can favor the intelligibility of the financial statements and57



the information effectiveness towards different categories of stakeholders. According to thisprinciple the information of an integrated report does not follow a standard structure, but hasto be presented in such a way to make evident the links between the various elements ofcontent. More in detail, the framework specifies that the main forms of connectivity betweeninformation concern the relationship among:
 contents of the report,
 past, present and future,
 capitals,
 financial and non-financial information,
 quantitative and qualitative information,
 internal management information and information reported outside,
 information included in the integrated report and those contained in other reports.Regarding the contents of the report, the information to be provided concerns the presentationof  the  organization  and the  external  environment,  governance,  business  model,  risks  andopportunities, strategies and allocation of resources and performance. The business model isthe element that, above all, has elevated levels of connectivity with the others elements.  Infact it is aimed in fact to show how the firm draws on various capitals as inputs and convertsthem to outputs (products, services and wastes), through its business activities.The connection between past, present and future is expressed in the report with the presenceof historical series of KPIs, making the reader able to compare performances over the time.The connection among capitals is understood by the IIRC as the ability of an enterprise toperceive, in the context of the general process of representing value, the possible trade-offsamong the six types of capital. Moreover, some types of capital may be of little relevance tothe stakeholders, and therefore not material in the disclosure of information.The connection between financial and non-financial information finds its best explanation inthe framework underlying the numerous links that may exist between a financial variable suchas  the  increase  in  turnover,  and  non-financial  variables  such  as  research  policies  anddevelopment, new technologies, new investments and customer satisfaction.The  connection  between  quantitative  and  qualitative  information  would  seem  to  be  adiscounted binomial,  but in many cases the two types  of information are separated in theannual reports accentuating the distinction between quantitative statements and informationdocuments. 58



On the contrary, to understand the level of interaction that exists between internal informationand information to be communicated to the outside, is decidedly more complicated. It is notpossible to verify if there is consistency between external or internal information.The topic of consistency is also referred to the last type of connections, the ones among theintegrated report and the other types of reports or other communication tools.The main project innovation  developed by the IIRC seems therefore to be the attempt  tostandardize  a process  and not  a  report,  also considering the goal  of  spreading  IntegratedThinking among the largest possible universe of companies.GRI AND <IR> IN THE LIGHT OF THE DIR. 2014/95/EUThis  paragraph  focuses  on  the  comparison  between  the  two  major  reporting  frameworkspreviously  explained.  Since  the  beginning,  the  two  initiatives  have  advanced  in  parallel,dealing with the same major questions but approaching them from different perspectives.In this paragraph, a comparison is made between the contents and the principles expressed byGRI and <IR> frameworks following the compulsory requirements of the European Directive.The aim is  to understand if and how these two reporting standards are in line with whatcompanies are requested to disclose by law. The frameworks' versions taken into analysis arethose more recently issued, in particular the GRI Standards (2016) and the <IR> framework(2013). Before analysing the compliance of contents and principles and the two reportingstandards  with  the  requirements  of  the  Directive,  it  is  useful  to  focus  on  some  generalsimilarities and differences among the three frameworks83.The first difference between GRI Standards, <IR> framework and the EU Directive is thecollocation of the non-financial information disclosure. Essentially, both the EU Directive andthe  GRI  consider  the  disclosure  of  non-financial  information  separately  from  financialinformation (in a separated report or in a specific section of the annual report), while <IR>framework requires  companies  to  issue a  combined  integrated  report  that  comprises  bothfinancial  and  non-financial  information,  following  the  principle  of  connectivity  ofinformation. Although all the frameworks focus on non-financial information, they differ interms of the audience they address. The EU Directive and GRI Standards concept of value is“value  for  society”,  while  the  <IR> framework focuses  on providers  of  financial  capital,emphasizing the “value for shareholders”. The rationale that underpins the EU law and theGRI Standards is based on the right to know about the impact that large corporations have on83 Magrassi L. (2015), GRI Sustainability Reporting Guidelines e IIRC Integrated Reporting Framework. Spunti di riflessione su due principali standard di sustainability reporting. Documento della Fondazione Nazionale dei Commercialisti. 59



the environmental and local communities in which they operate. The key concept is the ideathat large undertakings should report on their capacity to create “shared value” rather than“shareholder  value”.  On the other hand, the underlying rationale  that  underpins the <IR>framework is in line with the Anglo-American approach to accounting, according to whichonly non-financial information relevant to shareholders should be included in the report. Onceexplained the aforementioned similarities and differences, it is useful to make a comparisonbetween the frameworks in terms of key principles and contents. Both the GRI Standards andthe <IR> framework cover in a general manner all the disclosure required by the EuropeanDirective, but in some cases with different levels of details or from different point of view.The  most  relevant  difference  in  terms  of  Principles  refers  to  the  materiality  principle.According  to  GRI  Standards,  the  report  should  cover  all  aspects  that  “reflect  theorganization's significant economic, environmental and social impacts, or that substantivelyinfluence the assessments and decisions of stakeholders”84. In highlighting the importance ofstakeholder  interests,  GRI  refers  to  all  the  organization's  potential  stakeholders.  GRIStandards focus on the organizations' impacts on sustainable development, rather than on thesustainability of the organization. In the document "Defining What Matters. Do companiesand investors  agree on what  is  material?"85 the process  that  leads  to  the definition  of  thematerial aspects and related areas of reporting is illustrated, it consists of the following steps:1.  Identify all  the material  aspects  that  fall  within the reporting  boundary because  of  theimpacts they might have on an organization's activities, products, services and relationships,regardless of whether these impacts occur in or out the organization itself;2. Prioritize the previously identified aspects trying to understand what should be reported.The principle of materiality is satisfied by evaluating the influence on the decisions of thestakeholders and the relevance of the economic, social and environmental impact;3. Validate the aspects considered as priority in material terms. The objective of this phase isto ensure that the company provides a reasonable and balanced representation of performance,and its impacts on sustainability issues;4.  Review  the  material  aspects  reported  in  the  report.  This  phase  takes  place  after  thepublication of the report.It is necessary that all four phases are standardized and that the specific activities carried outcan be documented and evaluated, even by an independent external party.84 GRI, Consolidate Set of GRI Standards 2016, 2016.Pag.18.85 GRI, RobecoSAM (2016), Defining What Matters. Do companies and investors agree on what is material?60



Fig.1:  Example of Materiality Matrix
Source: Consolidated Set of GRI Sustainability Reporting Standards, 2016. Pag.11The approach to  materiality  adopted  in  the  <IR> framework differs  both in  terms  of  thepurpose of the report (to explain how an organization creates value over time) and its primarytarget audience (providers of financial capital). Informed about these perspectives, the <IR>framework  suggests  that  a  matter  is  material  if  “it  could  substantively  affect  theorganization's ability to create value over the short, medium and long term”.  Although the<IR> framework focuses on the entity's  longer-term prospects rather than explicitly on itscontribution to a sustainable development, the framework makes it clear that the ability of anorganization to create value for itself is also linked to the value it creates for others. From atechnical point of view, the process of definition of materiality, is explained in the document"Materiality in <IR>. Guidance for the preparation of integrated reports", is divided into thefollowing steps:1. establishment of process parameters;2. selection of the material topics;3. definition of the reporting scope;4. preparation of the disclosure;5. review of the reporting process.The definition of the reporting perimeter,  in particular,  is  divided into three phases, fromidentifying  the  relevant  subjects,  to  defining  the  level  of  importance  of  the same,  and toconclude with the prioritization of the material aspects. The concept of materiality reported inthe EU Directive includes both GRI and <IR> point of views. The material information isdefined by the Directive 2013/34/EU as  “the status of information where its  omission or61



misstatement  could reasonably be expected to  influence decisions  that  users make on thebasis of the financial statements of the undertaking”86. Moreover, the Directive 2014/95/EUintroduces a new element to be taken into account when assessing the materiality of non-financial  information  by  referring  to  information  as  “the  extent  necessary  for  anunderstanding of the impact of the company's activity”87.In regard to the Contents required by the Directive, some differences emerge in the topic ofBusiness Model information,  of  Policies and Due Diligences and of  Corruption and Anti-Bribery Matters.All the tree frameworks agree on the fact that the business model is crucial when improvingsustainability.  However, GRI Standards do not grant the same importance to a company'sbusiness model as the other two frameworks do. In fact, while the EU Directive and the <IR>framework require disclosing information about how the company is creating value over time,the  GRI  Standards  require  companies  to  provide  a  long  list  of  information  about  the“Organization Profile” and the “Strategy”.In addition  to the consideration  of a company's  business model,  the frameworks differ  interms of Policies  and Due Diligence.  While  the EU Directive  and GRI Standards  requirecompanies  to  provide  this  information  in  a  specific  section,  the  <IR>  framework  askscompanies  to  consolidate  non-financial  policies  and  their  outcomes  in  the  same  contentelement (Performance). This approach follows the principle of Connectivity of information,which requires entities to  “show a holistic picture of the combination, interrelatedness anddependencies between the factors that affect the organization's ability to create value overtime”88.Furthermore,  while  the  EU  Directive  and  GRI  Standards  require  information  regardingCorruption and Anti-Bribery Matters, the <IR> framework does not.Given these similarities and differences, from a concrete point of view it is evident that inmost of the large companies, obliged to meet the requirements of the European Directive,more than one reporting standards are used in the same report generating hybrid reportingmodels. In this regard, in October 2016 GRI and <IR> published the document "Forging apath to  Integrated  Reporting"89 with the aim of  explaining  the similarities  and differencesbetween  the  sustainability  report  and  the  integrated  report.  The  second  objective  of  thedocument is to understand how the GRI standards and <IR> framework can be adopted at thesame time.86 European Commission, Dir. 2013/34/EU, Art. 2.1687 European Commission, Dir. 2014/95/EU, Art. 1.188 IIRC, 2013. Pag. 5.89 GRI, (2016), Forging a path to integrated reporting. 62



The starting point of the document is the centrality of the integrated report as a future businessreporting tool. In underlining this aspect, the document highlights how, on the one hand GRIbelieves that the experience accumulated by a company in terms of sustainability reporting isa necessary prerequisite for building a good integrated reporting process, on the other, whilerecognizing a diversity of audience and purpose between the two reporting models, the IRframework does not exclude the possibility for companies to draft both the reports in the samefinancial year.Unlike the first three years of IIRC activity, when it seemed to operate in competition withGRI,  nowadays  there  is  not  a  clear  conflict  between the two frameworks.  Moreover,  theEuropean legislator, in formulating the requirements of the Directive, has tried to take intoconsideration  the  previously  existing  guidelines  and  standards  leaving  a  great  level  offlexibility in the adoption of non-financial reporting frameworks.Therefore, despite some differences, a prevailing convergence between the key principles andcontents elements required by the frameworks emerges. Thus, the European Directive allowscompanies to choose the framework they wish to adopt. However, companies must bear inmind that some specific information must be included in their reports to comply with therequirements  of  the  Directive.  More  specifically,  in  case  the  company  adopts  the  GRIStandards, managers need to be aware about the need to include additional information on thebusiness model. Conversely, whenever a company has adopted the IR framework, informationon  Policies  and  Due  Diligences  and  on Anti-corruption  and  bribery  matters need  to  beadded90. In conclusion, it seems reasonable to assume that the collaboration efforts betweenGRI and IIRC should be geared towards the development of a common tool in the near future,generally recognized by all operators and stakeholders.
90 Manes-Rossi F., Tiron-Tudor A., Nicolò G., Zannellato G., (2018), Ensuring More Sustainable Reporting in Europe Using Non-Financial Disclosure – De Facto and De Jure Evidence. 63



CH. 3EXTERNAL ASSURANCE ON NFI3.1 GENERAL OVERVIEWThe term “Audit” derives from the Latin word “audire”, which means “to hear”. Auditors infact have to evaluate processes or activities in which they are not usually involved, and beforestarting their activity, listening and acquiring information is fundamental for the success oftheir  job.  The  audit  evolved  principally  from  the  assurance  need  expressed  by  variousstakeholders incapable of gathering information about an organization.Auditing is an examination and verification of corporate statements, carried out by a qualifiedand registered auditor. The goal of auditing statements is to enable the auditor to express anopinion on whether the statements are prepared, in all material respects, in accordance withthe rules in place for their preparation.In a more formal definition, the International Federation of Accountants (IFAC) defines anexternal  assurance  engagement  as  one  “in  which  a  practitioner  expresses  a  conclusiondesigned to enhance the degree of confidence of the intended users other than the responsibleparty  about  the  outcome  of  the  evaluation  or  measurement  of  a  subject  matter  againstcriteria”91.While the internal audit is a management tool and forms part of the company's internal controlstructure, external audit is undertaken by an auditor who is independent from the entity andhas  been  appointed  to  express  an  opinion  on  the  corporate  financial  and  non-financialstatements. As it is explained in the first chapter of this Thesis, the presence of an externalassurance  statement  increases  the  perceptions  of  the  users  that  the  information  disclosedpresenting an accurate and unbiased picture of a company's performances.The reason why the external assurance report enhances the credibility is that auditors have tofollow rigorous ethical standards and quality control procedures (ISQC 1) during the wholeassurance engagement. Just to summarize, the main reasons for companies to look for externalassurance are92:
 To reduce risk and increase value: disclosures which are viewed as robust and credibleare more likely to be relied on, thus increasing the value of reporting.
 To improve Board and CEO level of engagement: disclosures and data which are morecredible are more likely to be used for internal decision making.91     IAASB, International Framework for Assurance Engagement (Revised), 2013. Pag. 692 Corporate Register, Assure View, The CSR Assurance Statement Report, 2008. Pag. 10. 64



 To strengthen internal  reporting  and management  system:  internal  robust  reportingsystems and controls play an important role in managing sustainability performanceand  impacts.  External  assurance  can  help  confirm  that  the  internal  systems  andcontrols are robust, and can recommend any necessary improvements.
 To improve stakeholders' communication: assurance processes may involve the reviewof  a  reporter's  stakeholders  engagement  processes.  Some  organizations  use  theirreporting processes and sustainability reporting as the basis for an on-going dialoguewith stakeholders.As previously explained, from a normative point of view the statutory auditor shall  “checkwhether the required information is included in either the management report or a separatereport”93.  This  check is  not aimed at  providing any reassurance to stakeholders  about  thequality of data reported, in fact no assurance is provided over the NFI reported. In addition tomandatory check from the statutory auditor, Member States may require that the NFI shouldbe  “verified  by  an  independent  assurance  service  provider”94.  The  use  of  external,independent verification of sustainability reporting processes and final disclosure is intendedto increase the robustness, accuracy and trustworthiness of disclosed information.At a national level, the subjects involved in the audit of the non-financial disclosure requiredby Legislative Decree No. 254/2016 are essentially two: the auditing firm and the SupervisoryBoard  whose  role  in  the  Italian  context  is  attributable  to  the  “Collegio  Sindacale”.  Theauditing firm in charge of the statutory audit must:
 verify that the Board of Directors has made a non-financial statement;
 express,  in  ad  hoc  assurance  report,  a  certificate  about  the  compliance  of  theinformation provided with respect to the requirements of the Decree 254/2016 in theimplementation of the Directive 2014/95/EU.The certification of the auditing firm has to report the conclusions about the compliance of theinformation provided with respect to what is required by the regulations and with respect tothe reporting standards to which the company has referred to for the preparation of the NFIreport. These conclusions must be expressed on the basis of the knowledge and understandingthat the auditor has of the public interest entity, the adequacy of the company’s systems, andthe processes and the procedures used for the preparation of the NFI report. Based on theDirective 2014/95/EU and also on the CONSOB Consultation Document of July 21, 201793 European Commission, Directive on non-financial and diversity information by certain large undertakings and groups (2014/95/EU), Official Journal of the European Union, 15.11.2014. Recital 16.94 European Commission, Directive 2014/95/EU. Art. 19(a). 65



“Implementing provisions of the Legislative Decree of December 30, 2016, no. 254 on thedisclosure  of  non-financial  information”,  is  considered  appropriate  to  adopt  a  flexibleapproach that allows market participants to gradually approach the new obligations and todevelop the necessary experience over time so that the systems set up by the companies andexternal controls can evolve towards more complex forms. On the basis of this approach, theconclusion requested by the auditor is provided in the form of limited assurance, even if alsoa reasonable assurance is permitted. More in detail, currently the engagement perform by theauditor is in the form of limited assurance because of the subjective nature of the information,the less maturity of the reporting processes in comparison with the financial one, and the lackof suitable assurance standards on NFI.The elements that must be included in the assurance report depend on the type of engagementperformed and the assurance standards adopted by the practitioner. An in-depth analysis ofthe assurance statement’s contents is performed further in this chapter. In this regard, it isinteresting to note that both CONSOB regulation and the Legislative Decree 254/2016 do notmention the assurance standard ISAE 3000, one of the main universally recognized standardsused  for  the  assurance  of  NFI.  This  omission  will  allow to  eventually  use  an  assurancestandard specifically defined for NFI reports in the future, instead of a standard for generalassurance engagements such as ISAE 3000.Despite the existence of frameworks and standards that can help the practitioners to performtheir assurance engagement, there are a number of additional challenges that practitioners facewhen providing external assurance on NFI, as it is explained in the last paragraphs of thischapter.In support of the growing importance of external assurance, it is possible to mention also thecontribution given on the topic by international standard setters, in particular by the GRI andthe IIRC. Both organizations published two documents in 2013 and 2014, respectively:
 GRI - The external assurance of sustainability reporting;
 IIRC - Assurance on <IR>.The first document is directed to companies and users of the non-financial report and aims tocontribute to the spread of external assurance. The second document focuses on the analysisof the main aspects and challenges in the assurance process of an integrated report, and on theimportance of a reporting model appropriate to the variety of contents of the <IR> framework.The main  purpose of  this  document  is  to  stimulate  a  debate about  the need to  define  anassurance standard that approaches the issue of reporting in different ways,  verifying in a66



single document the coexistence of financial and non-financial information. A specific focuson the topic is provided in the last paragraph of this chapter.3.2 ASSURANCE ISSUERS AND ASSURANCE STANDARDSFirst of all, it is necessary to underline that there is no internationally recognised standard forexternal assurance on corporate NFI reports. Moreover, there are also more than one type ofassurance statements depending on the engaged assurance expert.The  main  types  of  external  assurance  providers  are:  auditing  firms,  certification  firms,consultancy and assurance firms on sustainability reports, individual professionals, opinionand NGO leaders, stakeholder panels, civil society organizations, and academic institutions.However, the different types of providers do not correspond to a fair distribution in terms ofmarket shares. In the international context, large auditing firms and certification firms play amajor  role  in  this  sector  even  before  professionals  specializing  in  the  field  of  NFI  orstakeholder  panels.  According to  the  various  surveys  carried  out  by KPMG on corporateresponsibility reporting95 between 2005 and 2013 (to which reference was made also in thefirst chapter of this Thesis), the assurance of the NFI reports by the large auditing firms (BigFour) went from 60% to 67% in the N100 sample 96, and from 58% to over 70% in the G250sample97.Graph. 1: External assurance providers on G250 non-financial report in 2005, 2008 and 2013.Source: Elaboration of data published in KPMG, Global Sustainability Service, 2008 and KPMG International,The KPMG Survey of Corporate Responsibility Reporting 2013, 2013.95 KPMG, Global Sustainability Services, 2008 and KPMG International, The KPMG Survey of Corporate Responsibility Reporting 2013, 2013.96 The N100 refers to a worldwide sample of 4.900 companies comprising the top 100 companies by revenue ineach of the counties researched in the KPMG studies.97 The G250 refers to the world's 250 largest companies by revenue based on the Fortune 500 ranking of 2005, 2008 and 2013. 67



Graph. 2: External assurance providers on N100 non-financial report in 2005, 2008 and 2013.
Source: Elaboration of data published in KPMG, Global Sustainability Service, 2008 and KPMG International,The KPMG Survey of Corporate Responsibility Reporting 2013, 2013.The data shows a gradual reduction in market shares held by the types of providers other thanauditing and consulting firms, certification bodies and specialized professionals.In the national context, reference is made to the survey conducted by CNDC 98 already cited inthe first  chapter  of this  Thesis.  In the analysed BI50 sample99,  the situation is  even moreaccentuated than the international one. In 95% of the NFI reports analysed (concerning thefinancial year 2015), the assurance engagement was carried out by one of the Big Four. Themotivations for this preference are numerous, for example the acknowledged link betweenfinancial audit and assurance of NFI reports, the specific  skills  matured on the subject ofcorporate reporting, the greater credibility attributed to the checks carried out by them and theexistence of ethical codes to which the auditors must comply with their activity.Although  there  are  differences  between  the  various  assurance  providers,  it  is  possible  todivide them into two main categories: accounting issuers, which include the auditing firmsand  the  individual  auditors,  and  non-accounting  providers,  which  include  all  the  otherproviders listed above. The judgement expressed by an accounting provider as the auditorconcerns the accuracy of the data and the systems that generate the information. In contrast,non-accounting providers have a more qualitative assurance approach, aimed at evaluatingmore the performance than the accuracy of the data. Moreover, while auditors generally adopta more cautious assurance approach, which translates into a low level of assurance provided,non-accounting  providers  use  a  more  strategic  approach  which  translates  into  theirinvolvement during the reporting process with the aim to provide a general considerations on98 CNDC, Disclosure di NFI, tendenze internazionali e nazionali sulle attività di rendicontazione a asservazione, 2017.99 The BI50 refers to a sample of  the 50 largest companies by revenue in Borsa Italiana. 68



the adequacy of the information reported100. Moreover, more competences on sustainabilityissues  and  more  attention  to  stakeholder  engagement  are  recognised  to  non-accountingassurance providers compared to the accounting ones. According to these differences, twoassurance approaches could be identified101:
 The accounting based approach, adopted by the auditors and based on the accuracy ofthe information reported and on the minimization of the auditor's  obligations.  Theinternational assurance standards taken into account are the auditing standards (ISA)issued by the International  Federation  of Accountants  (IFAC), and specifically theISAE  3000  Assurance  Engagement  Other  Than  Audits  or  Reviews  of  HistoricalFinancial Information;
 The stakeholder-centred  based approach,  adopted  by non-accounting  providers andwhose  central  focus  is  on  stakeholder  engagement.   The  international  assurancestandards  taken  into  account  are  the  principles  of  verification  established  in  theAccountAbility's AA1000 Assurance Standard, issued by the Institute of Social andEthical Accountability.For the purposes of this Thesis, it is important to underline that in the Italian context thelegislation explicitly requires the verification of the NFI report by a third party. Moreover, itrequires that the subject in charge of the verification has to be not a mere independent subjectwith certified professionalism, but a statutory auditor,  subject to the ISAE 3000 Standard.Despite  this  requirement,  it  is  also considered appropriate  to make a brief analysis  of theAA1000 Assurance  Standard,  both  for  its  global  diffusion,  and  because  in  the  assurancestatements it is possible to find a reference to both standards jointly, as it will be highlightedin the following paragraphs. The main features of these two assurance standards are described below.Assurance Standards - ISAE 3000 (Revised)The assurance of NFI contained in the non-financial reports is currently carried out on thebasis  of  the  International  Standard  on  Assurance  Engagements  (ISAE)  3000, AssuranceEngagements other than Audits or Reviews of Historical Financial Information, issued fromthe  IAASB  (International  Auditing  and  Assurance  Standards  Board)  of  the  InternationalFederation of Accountants (IFAC) in 2003 and updated in 2013.100     CorporateRegister.com, 2008, Assurance View. Pag. 5.101     Tarquinio L., Corporate Responsibility Reporting e Assurance esterna: Profili teorici, criticità e prospettive, G. Giappichelli Editore, 2018. Pag. 103. 69



According to ISAE 3000 (Revised) an auditor is required to follow specific standards andprocedures in conducting the engagement with the aim to obtain sufficient and appropriateevidence in order to be able to express a conclusion useful for the interested stakeholders.First  of all  the auditor  is  required to demonstrate  strong ethical  behavior  while  providingassurance  services,  and  following  ethics  standards  such  as  professional  skepticism andprofessional judgement.102The auditor has to plan and perform the audit (and the assurance engagement as well) withprofessional skepticism considering that the corporate statements may be affected by materialmisstatements. Professional skepticism is an attitude that includes a questioning mind, beingalert  to conditions which may indicate possible misstatement due to error or fraud, and acritical assessment of audit evidence. Moreover, the work that the auditor performs in order toissue  the  audit  report  has  many  elements  on  which  he  has  to  exercise  its  professionaljudgement,  which  is  defined  as  “the  application  of  relevant  training,  knowledge  andexperience,  within the context  provided by auditing,  accounting and ethical  standards,  inmaking  informed  decisions  about  the  courses  of  action  that  are  appropriate  in  thecircumstances of the audit engagement”103. ISAE 3000 requires that the engaged auditor hascompetence  in  assurance  skills  and  techniques  developed  through  extensive  training  andpractical  application,  and  sufficient  competence  in  the  underlying  subject  matter  and  itsmeasurement.In addition to these two general principles, the auditor must apply the fundamental ethicalPrinciples  of  the  International  Ethics  Standards  Board  for  Accountants  Code  of  Ethics104,namely:
 Integrity:  to  be  straightforward  and  honest  in  all  professional  and  businessrelationships;
 Objectivity:  to  not  allow bias,  conflict  of  interest  or  undue influence  of  others  tooverride professional or business judgements;
 Professional competence and due care: to maintain professional knowledge and skillsat  the  level  required  to  ensure  a  competent  professional  service  based  on currentdevelopments  in  practice,  legislation  and  techniques  and  act  diligently  and  inaccordance with applicable technical and professional standards;
 Confidentiality:  to respect the confidentiality of information acquired as a result ofprofessional  and  business  relationships  and,  therefore,  not  to  disclose  any  such102    IAASB, International Standard for Assurance Engagement (ISAE 3000 Revised), 2013. Par. 33-34.103    IAASB, ISAE 3000 Revised. Par. 8 (s).104    International Ethics Standards Board for Accountants (IESBA), Code of Ethics for Professional Accountants. 70



information to third parties without proper and specific authority,  unless there is alegal  or  professional  right  or  duty  to  disclose,  nor  to  use  the  information  for  thepersonal advantage of the professional accountant or third parties;
 Professional behavior: to comply with relevant laws and regulations and avoid anyaction that discredits the profession.Given the fact that the primary aim of assurance statement is to increase the level of trust andconfidentiality  of  stakeholders,  the  fundamental  prerequisite  of  auditors  is  that  ofIndependence, in the forms of:
 Independence of mind:  the state  of mind that  permits  the  provision of  an opinionwithout being affected by influences that could compromise professional judgement,allowing an individual to act with integrity, and exercise objectivity and professionalskepticism.
 Independence in appearance: the avoidance of facts and circumstances that could leadan informed third party, having knowledge of all relevant information, to think that theintegrity, objectivity or professional skepticism of the auditor is compromised.In addition to these requirements, ISAE 3000 expressly cites the International Standard onQuality Control (ISQC 1) issued by the IAASB. The acceptance of the assignment should besubordinated  to  the  identification  of  a  subject  responsible  for  the  contents  of  the  objectinvestigated, other than from the final users and the auditor. Furthermore, in the case of anassurance service jointly conducted by more than one person, the auditor should only acceptthe task if he is reasonably certain that the persons who are part of the work team possess thenecessary professional knowledge. In this regard, it may be recalled that independent externalaudits of sustainability reports necessarily require a multidisciplinary preparation that oftengoes beyond the traditional skills used by auditors in financial assurance engagements. Theinvolvement  of  experts,  who  support  the  auditor  in  collecting  sufficient  and  appropriateevidence  to  be  able  to  express  an  opinion  on  the  investigated  NFI  report,  is  an  optionexpressly provided for by the standard. In this case, all the participants of the working groupmust adhere to the ethical principles contained in the IFAC-IAASB code, even though each ofthem will have different responsibilities depending on the assigned tasks. In general, everyteam member  is  required  a  basic  knowledge  of  the  overall  work,  but  the  auditor  has  asupervising role. In fact, he assigns tasks to the various experts, evaluates the reasonablenessof  the  assumptions,  methods  and  information  sources  used,  as  well  as  the  conclusionsexpressed by each member of the working group. The auditor has the ultimate responsibilityfor the opinion expressed in the final assurance statement. His professional opinion will be the71



result of the combination of the various empirical evidence gathered and interpreted by theexperts. In turn, evidence must present the characteristics of sufficiency and appropriateness(respectively, measurement of the quantity and quality of the evidence collected).Regarding the process to follow in order to complete the assurance engagement, ISAE 3000identifies a number of steps, explained in the following sub-paragraphs.STEP 1 – Preconditions and acceptance of the assurance engagement 105The practitioner shall accept or continue an assurance engagement only when:(a)  The practitioner  has no reason to believe  that  relevant  ethical  requirements,  includingindependence, will not be satisfied;(b)  The  practitioner  is  satisfied  that  those  persons  who  will  collectively  perform  theengagement have the appropriate competence and capabilities;(c) The basis upon which the engagement is to be performed has been agreed, through:(i) Establishing that the preconditions for an assurance engagement are present;(ii) Confirming that there is a common understanding between the practitioner andthe engaging party of the terms of the engagement, including the practitioner’sreporting responsibilities.Moreover,  prior  to  accepting  an  assurance  assignment  the  practitioner  must  assess  if  thefollowing preconditions for the assurance engagement are present:(a) The roles and responsibilities of the appropriate parties are suitable in the circumstances;(b) The engagement exhibits all of the following characteristics:
i. The underlying subject matter is appropriate;
ii. The criteria  to  be  applied  in  the  preparation  of  the  subject  matter  information  aresuitable and will be available to the intended users;
iii. The practitioner will have access to the evidence needed to support the practitioner’sconclusion;
iv. The practitioner’s conclusion, in the form of a reasonable assurance engagement or alimited assurance engagement, is to be contained in a written report;
v. A rational purpose including, in the case of a limited assurance engagement, that ameaningful level of assurance can be obtained.Focusing on the assessment of the subject matter, assurance engagements can be performedon the NFI report as a whole or only on a part of it, i.e. specific aspects and KPIs, or only onreporting processes (and not on the report data itself). The challenge is to establish whether105  IAASB, ISAE 3000 Revised. Par. 17 and ss. 72



the subject matter and its characteristics are appropriate for a specific assurance engagement.The subject matter of the engagement should also be clear in the assurance report. It must beappropriate, which means identifiable, and capable of consistent evaluation or measurementagainst  the  identification  criteria.  Equally,  it  means  that  the  information  reported  can  besubject to procedures for gathering sufficient appropriate evidence to support a reasonableassurance or limited assurance conclusion, as appropriate.Focusing on the assessment of the reporting criteria, it is important to understand how themanagement of the company determines the suitability of the criteria for reporting purposes.The main challenge for the assurance practitioner is in assessing the criteria and ensuring thatthe  criteria  are  suitable  for  a  particular  assurance  engagement.  According to  ISAE 3000,suitable criteria should follow certain characteristics:(a) Relevance:  relevant  criteria  result  in  subject  matter  information  that  assists  decision-making by intended users.(b) Completeness:  criteria  are  complete  when  subject  matter  information  prepared  inaccordance  with  them  does  not  omit  relevant  factors  that  could  reasonably  be expected to affect decisions of the intended users will take on the basis  of that subjectmatter   information.   Complete  criteria  include,  where  relevant,  benchmarks  for   presentation and disclosure.(c) Reliability: reliable criteria allow reasonably consistent measurement or evaluation of  the underlying subject matter including, where relevant, presentation and disclosure,  when used in similar circumstances by different practitioners.(d) Neutrality: neutral criteria result in subject matter information that is free from bias.(e) Understandability:   understandable criteria result in subject matter information that  can be understood by the intended users.The variety of reporting frameworks available for reporting purposes can also become anissue  for  an  assurance  practitioner.  A  company  may  choose  between  different  reportingstandards, as explained in chapter two of this Thesis, but it is not always possible to provideassurance against a chosen framework.If these prerequisites are satisfied, the assurance practitioner shall accept the engagement andshall agree the terms of the engagement with the engaging party.  The agreed terms of theengagement shall be specified in sufficient details in an engagement letter or other suitableform of written agreement. It is important to agree on the scope of the engagement in order toensure a common understanding between the assurance practitioner and the engaging party.73



Non-financial information is by nature broader than financial information. This is the reasonwhy it is essential to properly determine the engagement.After defining the letter of assignment, the auditor proceeds with the definition of the plan ofactivities defining the strategy and a plan of the assignment that include: purpose, timing andcomposition of the team (including the involvement of experts), roles and responsibilities.STEP 2 – Planning and performing the assurance engagement106The practitioner shall plan the engagement to perform it in an effective manner, includingsetting the scope, timing and direction of the engagement, and determining the nature, timingand extent of planned procedures required to be carried out in order to achieve the objectiveof the engagement.One of the most challenging procedures for the auditor is the assessment of materiality and itsdefinition. The practitioner shall take materiality into consideration when:(a) Planning  and  performing  the  assurance  engagement,  including  determining  the  nature, timing and extent of procedures; and(b) Evaluating whether the subject matter information is free from misstatement.According to ISAE 3000, misstatements and omissions are material if they could reasonablyaffect the decisions that intended users take on the basis of the subject matter.Moreover, the practitioner shall obtain an understanding of the underlying subject matter andother  engagement  circumstances  sufficient  to  design  and  perform procedures  in  order  toachieve the objectives of the engagement.There are different levels of assurance engagement, which depend on the type of work that theassurance practitioner performs.A reasonable assurance engagement indicates that, according to the verification procedurescarried out and taking into account the object of verification, the assurance issuer has obtainedsufficient probative elements suitable to reduce the risk associated with the audit engagementto an acceptably low level in relation to the circumstances of the assignment107.While the reasonable assurance obtained in an audit is a high level of assurance, it is notabsolute  assurance  (a  certification  that  the  corporate  statements  are  completely  correct).Obtaining absolute assurance is not possible for a number of reasons, for example because itis impossible for the auditor to test and audit every transaction or issue, or because of thepresence of estimates or qualitative information which often cannot be determined exactly ormay be contingent on future events.106   IAASB, ISAE 3000 Revised. Par. 35 and ss.107   IAASB, ISAE 3000 Revised, par. 12. 74



A  limited  assurance engagement,  instead,  indicates  that,  in  relation  to  the  verificationprocedures  and  the  characteristics  of  the  object  of  verification,  the  issuer  has  obtainedsufficient evidence to reduce the risk of engagement to an acceptable low level, but higherthan that of a reasonable assurance.Depending on the assurance level, the nature, timing and extent of the verification procedurescarried out by an assurance issuer are different.In the case of limited assurance, the assurance issuer could place more emphasis on collectingevidence  through  interviews  and  analytical  procedures,  while  in  the  case  of  reasonableassurance, the assurance issuer has to perform more detailed procedures, such as substantivetests.However, it should be noted that, even in the presence of a limited assurance, the proceduresare planned in order  to obtain a level  of assurance that,  in the opinion of the verifier,  isadequate.An  assurance  level  is  adequate  if  it  is  capable  of  reinforcing  the  degree  of  trust  in  theinformation reported up to a level that is "more than irrelevant"108.The form in which the conclusions are communicated is also linked to the level of assurance.In the case of reasonable assurance the conclusions are formulated in a positive form:“In our opinion, the financial statements that the company has prepared in compliance withthe law are, in all its material aspects, correctly prepared.”In case of limited assurance, considering that the extension of the checks is lower than thatrequired by the previous one, the assurance issuer expresses his opinion in a negative form, inwhich there is a double negation:“Based on the work performed, nothing has come to our attention that causes us to believethat the non-financial statement of the Company has not been prepared, in all materialrespects, in compliance with the normative and the reporting standards”.STEP 3 – Risk assessment and definition of appropriate procedures in relation to the subjectmatter and the desired level of assurance109108   IAASB, ISAE 3000 Revised, par. A3-A4-A7.109   IAASB, ISAE 3000 Revised, par. 39 and ss. 75



The practitioner shall apply professional judgement to determine the nature, timing and extentof procedures in accordance with the circumstances of the engagement.In a reasonable assurance engagement the practitioner shall:(a) Based on the practitioner’s understanding, identify and assess the risks of material  misstatement;(b) Respond to assessed risks, by(i) developing and implementing overall responses; and(ii) determining  the  nature,  timing  and  extent  of  procedures  that  are  clearly  responsive to the assessed risks, and performing those procedures. The  procedures  shall  involve  substantive  procedures  (including  obtaining  corroborating information from independent sources, when relevant), and whenrelevant to the engagement circumstances, tests of the operating effectiveness of controls over the measurer or evaluator’s preparation of the subject matter information (in the case of an attestation engagement) or over data used by the practitioner in measuring  or  evaluating  the  underlying  subject  matter  (in  a  direct engagement);(c) Based on the procedures performed and the evidence obtained, evaluate before the  end of the engagement,  whether the practitioner’s assessment of the risks that the  subject matter information may be materially misstated, remains appropriate.In a limited assurance engagement, the practitioner shall:(a) Based on the practitioner’s understanding and consideration of areas where material  misstatements are likely to arise, determine the nature, timing and extent of proceduresto be performed to obtain a level of assurance that is meaningful to the intended users;(b) Perform those procedures; and(c) If  the  practitioner  becomes  aware  of  a  matter(s)  that  causes  the  practitioner  to  believe the subject matter information may be materially misstated, the practitioner  shall design and perform additional procedures sufficient to enable the practitioner to: (i) Conclude that the matter(s) is not likely to cause the subject matter information to be materially misstated; or(ii) Determine  that  the  matter(s)  causes  the  subject  matter  information  to  be  materially misstated.Considering the extent of the engagement and the relative risks, no standard procedures were defined but some general indications were provided based on the desired assurance level:
 Reasonable Assurance: 76



◦ Understanding of the client and the processes;
◦ Analysis of risk indicators such as business continuity, fraud, use of estimates;
◦ Adequate  evidence  from  procedures  (testing  of  controls  but  more  frequentlysubstance procedures).

 Limited Assurance:
◦ Understanding of the client and the processes;
◦ Analytical procedures and interviews;
◦ Although not  normally expected,  risk indicators  such as  those mentioned abovemay be present.Among the various checks that must  be carried out by the auditor,  there are: inspections,observations, confirmations, recalculations, re-performances, analytical procedures, inquiries,tests of the operating effectiveness of controls, etc. This is a mix of control tests and substancetests  that  should  investigate  in-depth  non-financial  report  in  order  to  reach  conclusionssupported by sufficient and appropriate evidence.STEP 4 – Forming the assurance conclusion and preparing the assurance statement110This phase includes the redefinition of materiality (if necessary), the analysis of subsequentevents, the preparation of a summary of the critical aspects detected, the obtainment of thefinal  assurance statement  signed by the auditor  and any further  communications  with thegovernance bodies.The  practitioner  shall  form  a  conclusion  stating  whether  the  reported  outcome  of  themeasurement  or  evaluation  of  the  underlying  subject  matter  is  free  from  materialmisstatement. In forming that conclusion, the practitioner shall consider:(a) The  practitioner’s  conclusion  regarding  the  sufficiency  and  appropriateness  of  evidence obtained; and(b) An evaluation  of  whether  uncorrected  misstatements  are  material,  individually  or  in aggregate.If the practitioner is unable to obtain sufficient appropriate evidence, a scope limitation existsand the practitioner shall express a qualified conclusion, disclaim a conclusion, or withdrawfrom  the  engagement.  Withdrawal  is  possible  under  applicable  laws  or  regulations,  ifappropriate.110   AASB, ISAE 3000 Revised, par. 56 and ss. 77



The assurance statement shall contain a clear expression of the practitioner’s conclusion thatconveys  the  assurance  obtained  about  the  subject  matter  information.  The  practitioner’sconclusion on the subject matter information shall be clearly separated from any emphasis ofmatter,  findings, recommendations or similar information included in the assurance report.ISAE  3000  suggests  using  either  a  “short  form”  or  a  “long  form”  report  for  effectivecommunication  purposes  with  the  intended  users.  The  assurance  practitioner  can  includeadditional information and explanations in a “long form” report.  This type of informationcould add value to the assurance provided. In this sense, the assurance report could also act asa means for encouraging effective communication and dialogue with users.Assurance standards - A1000ASAn assurance  report  in  accordance  with  ISAE  3000  can  only  be  issued  by  professionalaccountants,  since  the  auditor  must  also  comply  with  the  IESBA  Code  of  Ethics  forProfessional Accountants. Other assurance issuers may use assurance methodologies based onISAE  3000  or  on  combined  elements  of  ISAE  3000  and  other  standards,  such  asAccountAbility 1000 Assurance Standard (AA1000AS).The  AA1000AS  was  published  for  the  first  time  in  2003,  qualifying  itself  as  the  firstsustainability assurance standard in the world. This standard,  in its  2008 updated version,aims to evaluate and provide conclusive considerations on the adoption of the principles ofAccountability 1000 and, where applicable, on the quality of the information communicatedby  organizations  regarding  their  non-financial  performance111.  Unlike  ISAE  3000,  theAA1000AS pays specific attention to whether the organization and its NFI reporting respondto  stakeholder  concerns.  The  external  assurance  statement  prepared  under  this  assurancestandard has to be based on three principles: completeness, materiality and responsiveness.Inclusiveness  is  the  founding principle  and  "means  fostering  stakeholder  participation  indevelopment  and achieving  a  responsible  and strategic  response  to  sustainability"112.  Theprinciple  of  materiality  pertains  to  the  relevance  of  a  theme  for  the  company  and  itsstakeholders.  A theme is  considered  material  when it  is  able  to  influence "the  decisions,actions and performances of an organization or its stakeholders"113. The practitioner has toinvestigate  how  a  company  responds  to  the  issues  raised  by  its  stakeholders  and  isaccountable towards them114. According to the AA1000AS, there are two types of tasks relatedto the process of reviewing a NFI report:111   Accountability, AA1000AS. Pag. 8112   Accountability, AA1000 Accountability Principles Standard (APS), 2008. Pag. 12.113   Accountability, AA1000 Accountability Principles Standard (APS), 2008. Pag. 14.114   Accountability, AA1000 Accountability Principles Standard (APS), 2008. Pag. 16. 78



1. The principles of AccountAbility: the assurance provider will assess, in addition to thedegree of adhesion of  the organizations  to  the three Accountability  Principles,  theinformation communicated, and the systems and processes adopted by the company toguarantee the compliance with these principles. The assurance provider is not requiredto verify the reliability of the information communicated115.
2. The  principles  of  AccountAbility  and  information  on  performance:  the  assuranceprovider  will  assess  the nature  and degree  of  adherence  of  an organization  to  theAA1000 principles, as specified in the first type of assurance. Moreover, the assuranceprovider will assess the reliability of specific non-financial performance information,as agreed among the parties with the purpose of assurance and selecting informationbased on materiality116. In this case, the review process can follow two paths dependingon whether the result is provided at a High level of assurance or at a Moderate level ofassurance.  Given  the  diversity  in  nature  of  the  reviewed  topics,  it  is  possible  toprovide a high level of Assurance for certain issues and a moderate one for otherswithin the same assurance statement. In the case of a high level of verification, theverification  procedures  activated  and  the  checks  collected  allow  the  assuranceprovider to judge the risk of error in his conclusions at a very low (but not zero).  Inthe case of a moderate level of verification, the assurance provider obtains sufficientevidence to enable him to reduce the risk that his conclusion is incorrect, even if thisrisk is not as low as that of high level assurance. In any case the risk can not be equalto zero117.This  standard is  used by different  types  of  assurance providers.  Organizations  seeking toemphasize their commitment to the AA1000AS Principles, including their responsiveness tostakeholder  views,  often  choose  assurance  based  on  AA1000AS.  Unlike  ISAE 3000,  thestandard is not supported by an external assurance framework and does not provide guidanceon specific aspects of an assurance engagement such as engagement acceptance, measurementcriteria, types of procedures to be performed, and types of conclusion to be provided.Key elements of an assurance statementOnce  the  assurance  engagement  is  completed,  the  practitioner  will  issue  an  assurancestatement that may be disclosed as part of the sustainability reporting process. This document115   Accountability, AA1000AS. Pag.9.116   Accountability, AA1000AS. Pag.10.117   Accountability, AA1000AS. Pag.11. 79



is drafted and signed by the assurance issuer. The form and content vary depending on theassurance scope, the assurance standard being used and, to some extent,  on the assuranceissuer preferences. Below two examples of assurance statement on NFI report are reported,the  first  according  to  ISAE  3000  (Revised)  and  the  second  according  to  AA1000ASprinciples. Fig. 1: Example of assurance report according to ISAE 3000 (Revised)
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To  summarize,  information  provided  in  an  assurance  statement  according  to  ISAE 3000(Revised) may include118:
 Title:  indicating  that  the  report  is  an  independent  assurance  statement  and  theregulation to which the statement is subject;118   IAASB, ISAE 3000 (Revised). Par. 60. 82



 Addressee: The intended audience for the assurance statement (e.g. stakeholders, theboard of directors, etc.);
 Introduction: a general overview of the information contained in the NFI report suchas the specific regulation to which the report is subject,  which disclosures are coveredby the assurance verification process and what is the subject matter, the reporting yearof  reference,  the  subject  in  charge  of  the  verification,  and the  level  of  assuranceengagement (the assurance of NFI report is always a limited assurance);
 A statement to identify the responsibilities of the management and of the SupervisoryBoard and the selected reporting criteria:  the responsibility for the preparation andpresentation of the non-financial statement in accordance with the general acceptedprinciples is solely of the management, with the supervision of those in charged of thegovernance. Auditor's responsibility is to express an opinion on the NFI report. Thisparagraph  also  identifies  criteria  and  methodologies  used  by  the  reporter  whenpreparing the NFI report (e.g. GRI G4 Guidelines, GRI Standards, <IR> Framework,etc.);
 A statement to underline the compliance with auditor' s principles and standards:a declaration on the respect of the principles of independence and of the other ethical principles established by the International Code of Ethics and used in the assurance process. There is also a reference to the International Standard on Quality Control 1 (ISQC 1);
 A statement to identify the responsibilities of the auditor:  this paragraph identifies thestandard(s) used by the auditor to perform the assurance engagement (e.g. ISAE 3000,AA1000AS,  or  national  and  sector  standards)  and  summarizes  the  actions  andprocedures taken to check the accuracy, plausibility and relevance of the NFI coveredby the assurance.  If  necessary,  there could be also a  comment  on any noteworthylimitations  on  either  the  scope  of  the  information  assured  or  on  the  assuranceactivities, such as the unavailability of some data, or changes in the data gatheringsystems;
 Conclusion: a statement indicating whether the assured information is fairly presented,free of material misstatements and reported in accordance with reporting criteria. Afocus on the possible types of auditor's opinions is provided below.
 Other aspects: a statement indicating some additional material aspects.
 Signature and date: a formal sign-off by the auditor responsible for the assurance. 83



The  second  example  of  assurance  statement  analyzed  is  the  one  issued  according  toAA1000AS principles. This standard is used by the non-accounting providers, for this reasona company which follows the Italian legislation could not be assured with a report as reportedbelow. Fig. 2: Example of assurance report according to AA1000AS
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To summarize, information provided in an assurance statement according to AA1000AS mayinclude:
 Title:  indicating  the  object  of  the  document  and  the  parties  between  which  theengagement was performed;
 Responsibility  and  scope  of  assurance:  the  responsibility  for  the  preparation  andpresentation of the NFI report is solely of the management, with the supervision of85



those in charged of the governance. The assurance issuer’s responsibility is to expressan opinion on the NFI report.  The assurance  scope includes  the evaluation  of  thereport against the choosen reporting principle (GRI Standards), the verification on theaccuracy  of  management  and  control  systems  and  the  performance  of  a  type  2evaluation of the AA1000APS and of the reliability of the information reported.
 Methodology and limitations: summarizing the actions and procedures taken to checkthe  accuracy,  plausibility  and  relevance  of  the  NFI  covered  by  the  assurance.  Ifnecessary, there could be also a comment on any noteworthy limitations on either thescope of the information assured or on the assurance activities.
 Assurance  opinion:  containing  some consideration  about  the Creating  Share Valueapproach,  the  adherence  to  SDGs,  the  materiality  assessment  process  and  othersuggestions.
 Statement of conclusion:  a statement indicating whether the assured information isaccurate and reliable, and provides stakeholders a fair and balanced representation ofthe activities of the company.
 Signature and date: a formal sign-off by the assurance business manager responsiblefor the issued assurance statement.From this comparison is possible to notice that the content of the assurance statement is verysimilar both in the case of the use of ISAE 3000 and the use of AA1000AS. The AA1000AS,unlike the ISAE 3000, also provides  observations and recommendations to be included in theassurance statement and aimed at improving the quality of reports, processes and informationmanagement systems. Instead, the assurance statements usually issued by the auditor do notcontain recommendations  and comments on company processes.  Moreover,  they are oftencharacterized by a limited assurance and therefore expressed in a negative form. Assurancestatements  prepared  by  non-accounting  providers  often  contain  additional  comments,  arecharacterized by a reasonable or high assurance, and therefore are expressed in a positiveform.  The  reason  why  advice  and  recommendations  are  not  present  in  the  assurancestatements  issued  by  an  auditor  seems  to  be  the  fear  of  a  lesion,  in  the  eyes  of  thestakeholders, of the principle of independence of the auditor. For example, an auditor whoprovides  suggestions  for  the  improvement  of  the  report  might  appear  to  be  interested  inproviding also other services as well. On the contrary, it can be argued that the provision ofrecommendations  could  be  useful  in  order  to  inform  third  parties  about  what  can  beintroduced or improved in the audited reports. Other differences found in the non-accounting86



assurance statement are a greater innovation and a greater focus on the stakeholders-users ofthe statement compared to those issued by an auditor119.In practice, when carrying out assurance engagements on NFI reports practitioners sometimesreport  under  both ISAE 3000 and AA1000AS for  practical  reasons.  Since  AA1000AS iswidely  known  and  recognised  by  clients  in  the  area  of  corporate  responsibility,  somepractitioners  might  find  it  helpful  to  refer  to  this  standard.  Practitioners  use  ISAE 3000because it provides a framework by which the engagement can be carried out. Other providersof  external  assurance  reports  might,  however,  only  use  AA1000AS  or  may  follow  noparticular framework or standard when performing an assurance engagement in this area. Thislack of a common assurance standard and process results in a number of different reports andconclusions  being given on non-financial  statements.  This lack of consistency in externalassurance  statements  might  create  some  difficulties  for  stakeholders  when  makingcomparison.Despite the differences between the two assurance standards, in both cases the most relevantpart  of  the  auditor's  report  for  stakeholders  is  the  auditor’s  opinion  on  the  corporatestatements120. An unmodified opinion of the auditor effectively states the auditor believes thestatements present a true and fair view, and are in accordance with accounting standards andrelevant legislation. This is sometimes also called an “unqualified” or a “clean” audit opinion.Unmodified auditor’s reports are the most common in the analysis of non-financial statementissued by listed companies121. This is in part because management usually addresses most ofthe problems or adjustments that auditors discover before the non-financial  statements areissued. An unmodified review report effectively states the reviewer did not become aware ofanything  that  suggested  the  financial  statements  do  not  present  a  true  and  fair  view  inaccordance  with  accounting  standards.  In  some  circumstances,  the  auditor  will  includeadditional wording in the report to give users additional information that is fundamental tounderstanding the non-financial statements, or it is material for their decisions. It is importantto note that an emphasis of matter or other matter paragraph is not considered a qualification,limitation or adverse conclusion.A modified opinion of the auditor is issued when the auditor believes the financial statementscontain a material misstatement, or when the auditor is unable to obtain enough evidence toform  an  opinion.  “Material  misstatements”  are  intended  those  misstatements  that  are119 Tarquinio L., 2018. Pag. 113 and ss.120  IAASB, ISAE 3000 (Revised). Par. 63 and ss.121   See the analysis performed in the last chapter of this Thesis. 87



significant enough to affect the decisions made by the users of the financial statements. Thiscan be both in terms of quantitative or qualitative significance of misstatements.Regarding the detection of material misstatements, it is necessary to underline that the auditoralso considers the possibility that material  misstatements could be the result  of fraudulentactivities, but this does not mean that the audit has the primary aim to investigate and discoverfrauds.When an auditor expresses a modified opinion, he also has to carry out an in-depth analysison the reasons. Depending on his judgement and on the types of misstatement, the auditorshall express a qualified opinion, an adverse opinion or a disclaimer opinion. The criteria toevaluate his opinion are:
 the nature of the matter giving rise to the modification, that is, whether the statement ismaterially misstated or, in the case of inability to obtain sufficient appropriate auditevidence, may be materially misstated; and
 the auditor's judgement about the pervasiveness of the effects or possible effects of thematter on the statement. Pervasive misstatements on the statement are those that, in theauditor's judgement:

◦ are not confined to specific elements of the statement;
◦ if  confined,  they  represent  or  could  represent  a  substantial  proportion  of  thestatement; or
◦ in  relation  to  disclosures,  they  are  fundamental  to  users'  understanding  of  thestatement.Following these criteria, the auditor shall express a qualified opinion when:

1. The  auditor,  having  obtained  sufficient  appropriate  audit  evidence,  concludes  thatmisstatements,  individually or in  aggregate,  are material,  but  not pervasive,  to thestatement; or
2. The auditor is unable to obtain sufficient appropriate audit evidence on which to basehis opinion. However, the auditor concludes that any possible effects of undetectedmisstatements on the statement could be material but not pervasive.An example of qualified opinion is when the auditor has a different view on the valuation ofan asset than that applied by the management in the financial statements, but the rest of thefinancial statements are found to be free of material misstatements.The auditor shall  express an adverse opinion when, having obtained sufficient appropriateaudit  evidence,  he  concludes  that  misstatements,  individually  or  in  aggregate,  are  bothmaterial and pervasive to the statement. An example of adverse opinion is when the auditor88



believes  that  the  management  has  applied  an  inappropriate  reporting  framework  whenpreparing the statements as a whole.The auditor shall disclaim an opinion when he is unable to obtain sufficient appropriate auditevidence on which to base his opinion. For this reason, the auditor concludes that the possibleeffects  on the statements  of undetected misstatements,  if  any,  could be both material  andpervasive.  Moreover,  the  auditor  shall  disclaim  an  opinion  when,  in  extremely  rarecircumstances  involving  multiple  uncertainties,  he  concludes  that,  notwithstanding  havingobtained sufficient appropriate audit evidence regarding each of the individual uncertainties, itis not possible to form an opinion on the statements due to the potential interaction of theuncertainties and their possible cumulative effect on the statements. An example of disclaimerof opinion is when the company’s reporting information system is damaged and key data islost, meaning adequate evidence is not available to support the disclosures in the statements.Once explained the importance and the types of opinion that can be read in the audit reportconclusion,  it  is  necessary  to  make  some  general  considerations  about  the  auditorresponsibility. First of all the auditor’s report is intended to increase the degree of confidenceusers have in the information stated in corporate statements, it is not about the state of thecompany itself  or whether it  is a safe investment.   An unmodified auditor’s report meansinvestors or other stakeholders can make an assessment of the company based on its financialand  non-financial  statements  with  a  higher  degree  of  confidence  that  the  information  ismaterially correct and unbiased. Auditors also perform a role in assessing the appropriatenessof the going concern assumption used by the management in preparing the statements. Themeaning of going concern assumption is that a company will continue to stay in business forthe  foreseeable  future  and it  is  adopted  unless  evidence  indicates  otherwise.  The auditorperforms his job to assess this assumption as part of the audit, but this cannot be taken as aconclusion of the solvency or the financial health of the company. The auditor’s focus in thisassessment is whether the company can continue as a going concern for a 12-month periodfrom the date of signing the auditor’s report.The going concern assumption involves judgements about events taking place in the future,which are inherently uncertain.  Where there is  a significant  uncertainty in the company’sability to continue as a going concern, and this has been disclosed by management in thefinancial  statements,  the  auditor  includes  in  the  auditor’s  report  an  emphasis  of  matterparagraph  to  underline  this  issue.  Ultimately,  if  the  auditor  does  not  agree  with  themanagement’s  assumptions  in  regard  to  going  concern,  the  result  would  be  a  modifiedopinion. 89



3.3 PRACTICE-RELATED CONSIDERATIONS FOR THE AUDITORDespite the existence of guidance, such as ISAE 3000 and AA1000AS, there are a number ofadditional challenges and issues for practitioners to consider when they perform an assuranceengagement on NFI. As a general overview, the following critical issues could be mentioned.Skills – experience, training and additional specialist knowledgePractitioners’ auditing experience can be valuable when carrying out assurance engagementson  non-financial  information.  They  use  professional  judgement  and  are  familiar  withassessing materiality,  understanding the business and obtaining sufficient appropriate auditevidence. ISAE 3000 addresses certain quality aspects of external assurance such as the needfor appropriate specialist knowledge and specific skills to be available in the assurance team.For  example,  practitioners  have  expertise  in  performing  quantitative  assessment  ofinformation but they are less likely to have experience of performing assurance engagementson qualitative information. Furthermore, it is unlikely that practitioners will have an in depthexpert  technical  knowledge,  for this  reason practitioners  will  consider  to use the work ofexperts. These skills can, however, be developed and the use of multi-disciplinary teams andframeworks can help practitioners to meet these needs122.Define the scope of assurance engagementIn some instances, the scope is defined by regulatory requirements or by a specific standard.However, defining the scope for the majority of assurance engagements is quite complex. Thescope of the assurance engagement has shifted from focusing only on the company's KPIs to abroader set of NFI.  The increased scope introduces  a number of challenges  for assurancepractitioners that may have to deal with a scope for the assurance engagement that differsfrom the scope used for reporting purposes by the company.Moreover, there is considerable flexibility in determining the scope. For example, limited orreasonable  assurance  ca  be  provided  on  a  selection  of  KPIs,  a  full  NFI  report,  or  acombination of limited assurance on some KPIs and reasonable assurance on other part of theNFI  report.  Given  this  flexibility,  clients  and  others  stakeholders  have  difficulty  inunderstanding the scope of the assurance engagement. The scope of the assurance engagementis sometimes not clear enough in the assurance statements. Also, clients and users often do nothave a sufficient understanding of the roles and responsibilities of the assurance practitioner.122  ICAEW Audit and Assurance Faculty, Assurance of non-financial information: Existing practice and issues, 2008. Pag.18. 90



Asses the subject matter and suitable criteriaISAE 3000 requires the assurance practitioner to assess whether the underlying subject matteris appropriate for the specific assurance engagement. This means that the subject matter mustbe identifiable and capable of consistent evaluation and measurement.In  comparison  with  financial  information,  standardized  measurement  for  non-financialinformation, in particular for qualitative information, are not usually available.This has potential implications for practitioners, which include:
 the subject  matter  can be evaluated  from different  viewpoints and it  might  not bepossible  to  establish  consistent  measurement  criteria  that  are  acceptable  to  allinterested parties; and
 the subject matter is fundamentally of a subjective nature, for instance the company'svision for the future, and hence it is impossible to identify suitable criteria.Where different viewpoints exist to evaluate the subject matter, interested parties may not beable to agree on the criteria. In such circumstances, practitioners consider whether the chosencriteria are relevant to the needs of the intended users. Practitioners include a reference to thecriteria  used  in  the  external  assurance  report  in  order  to  communicate  the  basis  of  theassurance conclusion and they may also attempt to have the intended users or the engagementparty acknowledge that the specified criteria are suitable for the intended users’ purposes.Where  there  are  concerns  that  the  subject  matter  may  be  fundamentally  subjective,practitioners need to consider whether they can accept the engagement. It should be noted thatpractitioners’  own judgements  or  personal  experiences  do  not  qualify  as  suitable  criteria.However, there may be other services that practitioners can offer that might be helpful for thecompany and the intended users, for example, an advisory service.Moreover, while in financial reporting the management assessment of internal controls and itsexternal  examination  has  become part  of  standard audit  practice,  the  procedures  over  thepreparation of non-financial information are comparatively less formalised. Internal controlsrelated to non-financial business activities and operations are not always well monitored ordocumented and may not be as robust as those related to financial reporting.Assessment of materialityAnother  practical  consideration  for  practitioners  is  that  of  materiality.  Materiality  helpspractitioners determine the nature, timing, and extent of work procedures needed to arrive at aconclusion.  However,  identifying  material  issues  can  be  challenging  when performing  an91



assurance engagement on non-financial information. Materiality needs to be assessed basedon the factors that might influence the decisions of users of the information.When  users  have  been  defined  and  consulted  by  the  responsible  party  (the  preparer  ofinformation),  practitioners  are more likely to understand and assess the factors that  mightinfluence their decisions. If no consultation has taken place or there are too many users, thenpractitioners will need to use their professional judgement to determine what will affect theusers’  decision  making  and whether  they have enough information  to  be able  to  reach aconclusion123.Identifying and understanding the intended usersISAE 3000 emphasises the importance of understanding who the intended users are and theirneeds. However, defining and managing users might be difficult.Given its  nature,  the non-financial  statement has a plurality of stakeholders and that mayresult for example, from different types of performance indicators addressed to the variousstakeholders. However, it is clear that the assurance report will be addressed to the corporatebody that requested it and to which the auditor is professionally responsible.Professional standardsThere is a lack of consistent standards or guidance being used for external assurance on non-financial  information.  In  this  regard,  ISAE 3000 is  a  standard  that  can  be  applied  to  allassurance engagements, but it presumes that the issuer of the external assurance report has tobe  a  practitioner,  a  professional  accountant  in  public  practice  and  not  a  non-accountingprovider.  Moreover,  ISAE  3000  leaves  a  lot  of  scope  for  professional  judgement  indetermining the nature, timing and extent of the procedures to be conducted. This results invariations between assurance engagements. Also, the depth and nature of limited assuranceprocedures is a challenge that requires continuous discussion within the engagement team andbeyond. Equally, clients and report users often have difficulty in understanding the differencebetween limited and reasonable assurance. In addition, there are some subject matter specificassurance standards available. It is sometimes unclear which ISAE 3000 requirements applyon top of a subject matter specific standard requirements.There  are  also  different  legal  and  regulatory  considerations  to  take  into  account,  as  forexample  those of the Legislative  Decree 254/2016.  Moreover,  given the growing need tosupport  the  credibility  and  trust  of  emerging  forms  of  external  reporting  such  as  <IR>Framework, new ad hoc assurance standard or an integration of the existing standards are123 ICAEW Audit and Assurance Faculty, Assurance of non-financial information: Existing practice and issues, 2008. Pag. 19. 92



expected. In this regard, a focus on the need of assurance standards for <IR> framework isprovided below.3.4 ASSURANCE ON AN INTEGRATED REPORTIntegrated  reporting,  as  already  explained  in  the  previous  chapter,  is  a  new  reportingframework based on the integration of financial and non-financial information into a singlereport. The assurance is not currently requested by the IR framework, but it is emphasized thatthe reliability of the information contained in the integrated report could be improved in thepresence  of  effective  systems  of  control  and  internal  reporting,  involvement  of  thestakeholders and in the presence of an independent third-party verification124. It has also beenobserved that, in the absence of a suitable system to strengthen the credibility of these reports,there  is  the  risk  that  they  are  perceived  as  nothing  more  than  marketing  or  greenwashdocuments.Nowadays, a standard or guidance specific to integrated assurance has not yet been approved.The need to support the credibility and trust of emerging forms of external reporting led theIAASB  Integrated  Reporting  Working  Group  to  publish  a  discussion  paper  entitled:Supporting  Credibility  and  Trust  in  Emerging  Forms  of  External  Reporting:  Ten  KeyChallenges for Assurance Engagements, in August 2016.The document states that ISAE 3000 Revised is the basic standard for assurance engagementsof new forms of reporting. It should also be noted that, since the integrated reporting is only atan initial  phase of development,  it  is  considered too early to  develop a standard that  cansupport  the  assurance  of  these  documents125.  Also  the  International  Integrated  ReportingCouncil  (IIRC) became aware of the topic and in July 2015 published a summary of thefeedback received  from the  public  consultation  that  took place  a  year  earlier126.  From thevarious feedback received, the importance of assurance emerges with the aim of improvingthe credibility of the IR and supporting the trust of the stakeholders in relation to the report.Moreover,  additional difficulties are recognized in the assurance of an IR, due to the fact thatit is a principles-based framework, and that there is a wide and different subject matter. Thesubject matter of an <IR> report has in fact an orientation towards the future and it is based oninterconnections between different types of  capitals,  financial and non-financial.  From theconsultation with the stakeholders, different positions emerged regarding the standards to beused and the  object  of  the  assurance.  Some stakeholders  pointed  out  that  to  develop  the124   IIRC, The International  Framework. Pag. 21125   IAASB, Integrated Reporting Working Group, Supporting Credibility and Trust in Emerging Forms of      External Reporting: Ten Key Challenges for Assurance Engagements, 2015. Pag. 8.126   IIRC, Assurance on <IR>. Overview of feedback and call to action, July 2015. 93



assurance of IR it was necessary to introduce innovations, while others did not exclude thatthe already existing frameworks and standards could be used also for IR127. The stakeholdersconsultation highlighted therefore differences in views on the subject of the assurance, whichcould be the whole <IR> process or only some of  its elements, the whole <IR> report or onlysome specific information. While some users of the integrated report might have been moreinterested in obtaining assurance on certain pieces of information rather than the integratedreport as a whole, some assurance practitioners were concerned that an assurance approach ona specified data would have been contrary to the holistic approach inherent in the framework.For the same reason, separate assurances on components such as financial, sustainability andoperational  matters  undermine  the  concepts  of  <IR>  and,  in  particular,  the  aspects  ofconnectivity of information.On  the  other  hand,  greater  uniformity  of  views  is  found  on  the  principles  that  shouldcharacterize  the  assurance  process  (independence,  professional  skepticism,  rigorous  andstructured  verification  procedures,  relations  with  the  other  control  systems  present  in  thecompany,  etc.)  as  well  as  in  relation  to  the  opportunity for  the  assurance  of  IR to formmultidisciplinary teams with a combination of different skills and abilities.In  more  detail,  the  first  critical  aspects  for  the  standardization  of  the  <IR>  assuranceengagement is the nature of some elements present in the IR framework. Reference is made tosome guiding principles of IR, such as the materiality, the connectivity of information and thefuture  orientation  of  the  given  information.  Another  element  of  criticality  in  terms  ofassurance is the presence in the report of numerous qualitative data expressed in narrativeform and, in general, a combination of qualitative and quantitative data. In this regard, theIAASB currently provides frameworks and standards for the audit of financial informationand for  the assurance of  non-financial  information,  while  indications  on the assurance offorward-looking information or those provided in a narrative way are less widespread.Moreover, the actual disclosures within integrated reports will likely vary significantly fromone organization to another, as each organization will report only the information relevant toitself  within the guiding principles  and content elements  of the framework.  Such level  offlexibility requires an increased level of judgement by both the preparer in assessing what isto  be included in the integrated  report,  and by the assurance practitioner  in assessing theintegrated report's completeness.For these reasons, the need for reflections and research to be developed on these issues istherefore widely supported. Although the financial statement audit model can be an importantpart  of  the  integrated  reporting  framework,  it  is  necessary  to  integrate  this  consolidated127   IIRC, Assurance on <IR>. Overview of feedback and call to action. Pag. 14. 94



verification approach with new forms of assurance, which can be described as a combinedassurance framework. This new assurance model has to focus on the validity, accuracy andcompleteness of financial and non-financial disclosed information and on the interpretation offinancial  and  non-financial  indicators  that  explain  how  an  organization  is  generatingsustainable returns in the short and especially in the long term.
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CH. 4 ANALYSIS OF ITALIAN LISTED COMPANIES' NFI REPORTSThis chapter analyses the changing landscape of corporate reporting and assurance regarding2018 NFI disclosure of Italian listed companies.Although  for  some  decades  environmental  and  social  issues  have  influenced  companies'strategic management, as well as production choices and innovation processes, the transitionfrom voluntary reporting to a mandatory one appears to be one of the most significant changesin the field of non-financial disclosure.With the Directive 2014/95/EU, the European Commission aims to promote the transparencyof corporate information and the creation of long-term value. In order to achieve these objectives the role of the Regulatory and Supervisory Authority ofthe  financial  market  (CONSOB)  is  also  important.  In  the  Italian  context,  in  2018  theverification of the fulfilment of the transparency obligations deriving from Legislative Decreen.  254/2016  which  implemented  the  Directive  in  the  Italian  regulatory  context  has  beenrequested.Even  if  regulators  and  standard  setters  are  doing  their  part,  companies  remain  the  realprotagonists in this corporate reporting journey. They need to realise that nowadays providingonly financial information is not enough because stakeholders need to see the full picture oftheir activities. Companies need to consider transparency as a must and no more as an option. These recentdevelopments are the reasons why further analysis on the disclosure of non financial issuesare needed. The purpose of the analysis in the following is to provide a general picture of the trends thatare emerging in the first year  implementation of the mandatory reporting requirements onNFI.  Both  the  trends  followed by companies  to  comply  with  the  requirements  and thosefollowed by auditors in the assurance engagement of NFI report are analysed in more detail. The  results  of  the  analysis  outline  a  complex  and  heterogeneous  scenario,  whoseinterpretation makes it  possible  to identify the main elements  of the development processundertaken by Italian companies. An analysis of a specific case study is also presented in order to identify some general bestreporting  practices  and  to  understand  how  a  company  can  concretely  fulfil  both  therequirement of reporting and the legislative standards. 96



4.1 METHODOLOGYSample selection The research is focused on the analysis of the NFI reports published by the listed companiesin the Italian Stock Exchange Borsa Italiana.Starting points of this research are the provisions of the Italian legislative Decree n. 254/2016that implemented the EU Directive 2014/95/EU. The Decree entered into force on January 1,2017, and it is mandatory for public interest entities (PIEs) that fall within the dimensionalparameters set by art. 2 of the Decree. The companies obliged by the Decree are those withmore than 500 employees on average during the financial year 2017 who have also passed oneof the two following parameters in their consolidated financial statements: €20 million of totalassets  from the  balance  sheet,  or  €40 million  from revenues  net  sales.  According  to  theIntegrated  Governance  Conference  of  the  CONSOB,  listed  companies  issuing  shares  inregulated Italian markets,  the companies issuing securities other than shares and that haveItaly  as  a  member  state  of  origin  and  other  widespread  issuers  qualifying  as  PIEs  areconsidered obliged subjects. For the purpose of this analysis, the sample consists only of theItalian listed company in Borsa Italiana categorized under the FTSE MIB, FITSE MID CAPand FTSE SMALL CAP index at the date of November 15, 2018.For a general overview, in its conference the CONSOB states that as of June, 2018 there wereonly a few NFI reports issued by PIEs that quote securities other than shares and which haveItaly as a member state of origin (6 NFI reports). The same document identifies 48 otherdiffused issuers qualifying as PIEs. According to the last list of NFI reports published byCONSOB on August 31, 2018128 all 48 diffused issuers have published a NFI report pursuantto  the  Decree.  Given  the  total  of  226  Italian  listed  companies  in  Borsa  Italiana  as  ofNovember 15, 2018129, it is considered appropriate to exclude from the sample of this analysisthe following companies:
 Olidata  S.p.A.  and  Gruppo  Waste  Italia  since  they  both  are  in  composition  withcreditors in order to avoid bankruptcy (concordato preventivo);
 Trevi S.p.A. because in debt restructuring;
 Cnh Industrial N.V., Exor N.V., Ferrari N.V., FCAGroup, STMicroelectronics N.V.,Tenaris  S.A.,  IVS Group, and D'Amico International  Shipping S.A. since they are128   CONSOB, Elenco dei soggetti che hanno pubblicato al DNF alla data del 31 Agosto 2018, 31/08/2018.129   Source of the sample: www.borsaitaliana.it 97



foreign companies not subject to Italian legislation on the disclosure of non-financialinformation130.Subtracting these companies, the total number of companies that composed the sample of thisanalysis  is  equal  to  215  listed  companies  in  Italian  regulated  market.  Out  of  these  215companies, 144 published a NFI report in 2018 pursuant to the Decree131 (67%). Data collectionAll the documents consulted for this analysis were downloaded from authorized documentstorage platforms, in particular  emarket storage and  1INFO,  or downloaded from companywebsites132. The specific NFI report's sections taken into consideration for the analysis are theparagraph  Methodological Note  and the assurance report of each NFI report.  When no NFIreport was available, the Financial Statements were analysed.Graph. 1: Companies that published a DNF pursuant the Decree during the year 2018.Sources: personal elaboration with the data collected.Before analysing the trends followed by the companies that have drawn up the NFI report, itis  appropriate  to  focus  on  the  71  companies  (33%)  that  did  not  published  a  NFI  reportpursuant to the Decree. Out of these 71 companies:
 8 companies availed of the exemption provided for by art. 6 of the Decree (a companyis not subject to the obligation to draw up the NFI report, in a separate or consolidatedform,  if  it  is  included  in  the  consolidated  NFI  report  of  another  parent  companysubject to the same obligations);
 58 companies have not published a NFI report, not even on a voluntary basis, becausethey don't exceed the dimensional requirements imposed by the Decree. Out of these130   See Appendix 1.131   See Appendix 2.132  Last consultation date of all the websites: November 15, 2018. 98
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companies,  16 companies expressly indicated in a specific  section of the FinancialStatements the exemption from the legal obligation and 42 companies did not specifyanything about in the Financial Statements. For these last companies specific checkswere  carried  out  on  the  dimensional  data  obtained  from the  Financial  Statements(average number of employees of the group, revenues or total assets of the balancesheet). All the 42 companies were not exceeding the dimensional limits of the Decree.
 2 companies have explicitly indicated in the Financial Statements that, although theywere obliged subjects, they were not able to provide non-financial data for the year2017 and that they will align with the requests of the Decree starting from the year2018  (Aeroporto  Marconi  di  Bologna  S.p.A.,  Carel  Industries  S.p.A.).  No  furtherexplanations were provided by these companies;
 1  company  expressly  stated  in  the  Financial  Statements  that,  although  it  was  anobliged  subject,  it  will  prepare  the  NFI  report  starting  from 2018  as  the  present2016/2017 financial year started before the application date indicated in the legislationof  January 1, 2017 (Mittel SpA - it changes the closing date of the financial year fromSeptember, 30 to December, 31 of each year, so the financial year at 31/12/17 lasted15 months, from October 1, 2016 to December 31, 2017);
 2 companies,  although they were obliged subjects,  have published a SustainabilityReport  without  any  reference  to  the  Decree  and  without  any  explanation  in  theFinancial Statements (Juventus F. C. S.p.A., Coima Res S.p.A.);In regards to the 144 companies that have published a NFI report in 2018, they are divided bysector as follows:  Table 1: Companies published a NFI report in 2018 divided by sector.Sectors Percentage % Number of CompaniesOil & Gas 3% 5Basic Materials 2% 3Industrials 29% 42Consumer Goods 22% 32Health Care 2% 3Consumer Services 11% 16Telecommunications 1% 1Utilities 7% 10Financials 17% 24Technology 6% 8Total 100% 144Source: company list by sector in Borsa Italiana. 99



As shown in  the  table  above,  the  major  part  of  the  sample  is  constituted  by  companiesbelonging to the non-financial sectors while only 17% are companies operating in financialsectors. More in detail, the predominant non-financial sectors are Industrials and ConsumerGoods.  Moreover,  compared to  the total  sample  of  companies  that  have published a NFIreport, 31 companies are from the FTSE MIB index (22%).Regarding the reporting experience of the companies analysed, a research conducted in July2018 by Università Cattolica del Sacro Cuore in Milan showed that for 62% of the companiesanalysed133 the 2017 NFI Report was the first experience in reporting on sustainability issues.Focusing on the  FTSE MIB segment,  in  its  2018 Integrated  Governance  Conference  theCONSOB reports that out of the 31 companies currently in the index that published a NFIreport, in 2016 24 companies had published a NFI disclosure in the form of sustainabilityreports (16 cases) or in the form of integrated reports (8 cases, of which 4 accompanied by anad hoc sustainability report) and the remain 7 companies had not submitted NFI report for theyear 2016 not even on a voluntary basis. With the entrance into force of the Decree, for the financial year 2017 all the companies in theFTSE MIB index fall into the obligation to draw up a NFI report, with the exception of twocompanies (Finecobank and Unipolsai Assicurazioni) for which the obligations are met by thelisted parent company.4.2 IDENTIFIED TRENDSType of document adoptedPursuant to Article 5 of the Decree, the NFI report may be included in a specific section of themanagement report or may constitute a separate report.  In both the cases, the informationrelated  section  has  to  be  clearly  identifiable  and  titled  with  the  words  “Non-financialinformation report pursuant the legislative Decree 254/2016”. Whatever the choice of whereplacing the non-financial information, the main objective of the company must remain theusability of the information reported.The 144 NFI reports  analysed are divided according to  the type  of  document  adopted  asfollows: 105 companies have published a stand-alone document, 33 companies have enteredthe NFI in a specific section of the management report and 6 companies have prepared anIntegrated Report.133  ALTIS – Università Cattolica del Sacro Cuore di Milano, DNF: le prime risposte all'obbligo di   rendicontazione, July, 2018. The sample of NFI reports analysed is composed by 138 NFI report published by Italian listed companies as of July, 2018. 100



In particular, the companies that have drawn up an integrated financial statements accordingto  the  IR framework  are:  A2A,  Assicurazioni  Generali,  Atlantia,  Pirelli  & C.,  Unicredit,Unipol Gruppo Finanziario.Graph. 2: NFI report divided by type of document adopted.
Source: personal elaboration of the data.Focusing  on the  FTSE MIB segment,  we can  see  that  the  percentage  distribution  of  thecollocation of the DNF reflects that of the whole sample analysed, specifically the 61% ofFTSE  Mib  companies  published  a  stand-alone  report,  20%  entered  the  NFI  within  themanagement report, and 19% drew an integrated report.Moreover, the average number of pages of a NFI report issued by the companies belonging tothe FITSE MIB is 93 pages, with a variance between the average length of the DNF includedin  the  management  report  (average  of  35  pages)  and  that  of  the  stand-alone  documents(average of 127 pages). Therefore, the collocation of the document has influenced the lengthof the report. It is important to underline that the length of the document does not necessarilyindicate the completeness or the good quality of the information reported.Reporting Standards adopted by companiesAccording to the provisions of art. 3.3 of the Decree, the information that constitutes the DNFmust be provided "according to the methodologies and principles provided by the reportingstandard used as a reference or by the autonomous reporting methodology used for draftingthe report".Almost  all  the  companies  analysed  referred  to  the  reporting  guidelines  of  the  GlobalReporting Initiative (GRI), choosing mainly the 2016 GRI Standards (they will definitivelyreplace  G4  guidelines  for  2018  reporting  year),  while  2  companies  decided  to  adopt  an101
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independent  reporting  methodology.  The CONSOB has  specified  that,  although  expresslyexpected  by  the  Decree,  with  "adoption  of  autonomous  methodologies" it  should  beunderstood exclusively the possibility to combine one or more of "standards emanating fromauthoritative supranational, international or national organizations". In these two specificcases,  both  companies  have  explicitly  indicated  in  the  methodological  note  to  adopt  anautonomous reporting methodology taking reference to the GRI guidelines. In  combination  with  the  GRI  Guidelines,  also  the  European  Guidelines  on  non-financialreporting 2017/C215/01 was explicitly mentioned in the methodological note of 15 companiesas a model for reporting non-financial information.Graph. 3: Reporting Standards adopted by companies in NFI report.
Source: personal elaboration of the data.The adoption by all companies of the GRI Framework as reporting standard can represent afirst  step  towards  the  comparability  of  the  information  and  performances  reported,  andtowards  the definition  of  a  common language to  integrate  the  sustainability  issues  in  thecompany strategies.According to Università Cattolica survey, the most reported GRI indicators for the economicsector  concerned  the  established  acts  of  corruption  and  the  actions  taken,  for  theenvironmental  sphere  energy  consumption  within  the  organization  and  the  emissions  ofgreenhouse gases. In the social sphere the indicators were the total number of hirings andturnover rates for age groups, gender and employee categories and the composition of thegoverning bodies and the division of employees by category with respect to gender, groupsand membership to minority groups. Instead the indicators that most frequently have not beenfully  reported  by  the  companies  that  therefore  reported  some  omissions,  concern  the102
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environmental waste, the selection of new suppliers according to environmental and socialcriteria, the rates of accident/illness/absenteeism and training hours for employees.Materiality AnalysisAs expressly required by the GRI guidelines, most companies have described their materialityanalysis  process  within  the  NFI report.  The principle  of  materiality  is  a  key principle  indefining the content of non-financial information, and provides that the relevant topics to beincluded in NFI report are those that can reasonably be considered important to reflect theeconomic, environmental and social impacts of business activity,  or influence stakeholders'decisions.In relation to the modalities of representation of the material  themes,  the GRI proposes arepresentation through a materiality matrix. The use of a materiality matrix is not mandatory,but  is  an effective  graphic  solution  to  represent  the prioritization  of  the issues  both withrespect to the impact of the company and to the expectations of the stakeholders.According to the July 2018 survey conducted by Università Cattolica del Sacro Cuore, 70% ofthe companies analysed carried out a materiality analysis reporting a materiality matrix, 24%described  their  materiality  process  without  any  materiality  matrix  and  only  6%  did  notmention any materiality analysis. Graph. 4: materiality analysis process 
Source: ALTIS – Università Cattolica del Sacro Cuore di Milano, July, 2018. From this data, it seems that the analysis of materiality is a process not yet fully structured orformalized within specific company procedures that clearly define methods of analysis andsubjects involved, both internally and externally to the organization. 103
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Adherence to the Sustainable Development Goals (SDGs)On September  25,  2015,  the  United  Nations  approved  the  2030  Agenda  for  SustainableDevelopment which contains 17 Sustainable Development Goals (SDGs). The 2030 Agendarepresents an action plan aimed at guaranteeing an inclusive and sustainable development,capable  of  favouring  the  coordination  and  collaboration  among  public,  private  and  civilsociety entities. In this context, the private sector certainly plays a fundamental role. As statedin the 2030 Agenda, companies are called  "to use their creativity and their innovation, inorder to find a solution to the challenges of sustainable development", also considering that"the private entrepreneurial activity, the investments and innovation are the main drivers ofproductivity, inclusive economic growth and job creation"134. The 17 SDGs can concretely support companies to integrate sustainability practices into theirmedium  and  long-term  strategies,  effectively  contributing  to  the  achievement  of  globalobjectives. It is therefore suggested that companies refer to the SDGs in order to define andcommunicate their sustainability objectives and the results achieved through the reduction ofthe negative impacts and the maximization of positive ones for the benefit of people and forthe protection of the planet. In the analysed sample, 44 companies (31%) refer to or at leastmention,  the SDGs within their  NFI report,  in  the methodological  note section  or  with adedicated section. Graph. 5: Companies' disclosures of SDGs in their NFI report.
Source: personal elaboration of the data.More in detail, in the FITSE MIB segment 20 companies (65%) at least mention the SDGs intheir NFI report and 11 companies (35%) do not take SDGs into consideration within the NFIreport.134   United Nations, Transforming our world: The 2030 Agenda for Sustainable Development, 2015. Pag. 34104
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Assurance statement on NFIAs expressly required by the Decree, all assurance report are issued by certified auditing firm.In particular, 130 companies (90%) of the sample engaged a Big 4 auditing firm.Graph. 6: Providers engaged for the NFI assurance process.
Source: personal elaboration of the data.The assurance standards of reference to for the assurance process are ISAE 3000 (Revised)and the International Standard on Quality Control 1 (ISQC 1).Within the assurance reports theAA1000APS has been mentioned in only two cases (Enel Group and Be Group) as principleto support the company reporting process.Moreover, in 17 assurance reports specific GRI Sectors Disclosures were also mentioned. Itcan be deduced that in the Italian context only ISAE 3000 is used as standard assurance, whileboth GRI guidelines and AA1000APS are used by companies as reference frameworks forcorporate  reporting.  The detailed  list  of  GRI  Sectors  Disclosures  is  reported  in  the  tablebelow. Tab. 2: List of additional Sector Disclosures mentioned in NFI assurance reports.Sector Disclosures Number of CompaniesFinancial Services 7Construction & Real Estate 1Electric Utilities 4Media 1Airport Operators 1Food Processing 2Accident reporting UNI 7249/2007 1Total 17Source: personal elaboration of the data. 105
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Moreover, it is possible to distinguish between the companies that engage the same auditingfirm both for the audit of Financial Statements and for the assurance of NFI reports and thosecompanies that decide to engage two different auditing firms. According to this analysis, only18 companies (13%) decide to engage two different auditing firms for the Financial Statementand the NFI reports respectively.Graph. 7: Providers engaged for both the assurance of FS and NFI report or not.
Source: personal elaboration of the data.Moreover, with the implementation of the Directive 2014/95/EU, Italy has provided for themandatory verification  of conformity of the NFI report,  as explained in chapter  3 of thisThesis. In particular, pursuant to art. 3, paragraph 10 of the Decree states:

 the person in charge of carrying out the statutory auditing of the financial statementsverifies the preparation and publication of the NFI report by the Board of Directors;
 the  same  person  charged  with  carrying  out  the  statutory  audit  of  the  financialstatements,  or other subject  authorized to carry out the audit,  issue a certificate  ofcompliance  of  the  information  provided  in  the  NFI  report  with  respect  to  therequirements of the Decree and to the principles and methodologies required by thesame.  Moreover,  the conclusion requested by the auditor could be provided in theform of limited assurance or in the form of reasonable assurance. The conclusion isexpressed in a positive form as a consequence of reasonable assurance engagement,and in a negative form as a consequence of a limited assurance engagement. The typeof assurance performed by the auditor depends by the scope and the extent of the auditprocedures performed. 106
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Within  the  two  different  types  of  conclusions  indicated  by  ISAE  3000  Revised  for  thepreparation  of  assurance  reports,  in  the  assurance  of  NFI  reports  a  limited  assurance  isfavoured.In fact, in all 144 NFI reports analysed the auditor carried out a limited assurance engagement"on the NFI report drawn up pursuant to art.  3, paragraph 10, of Legislative Decree 30December 2016 no. 254 of the art. 5 of Consob Regulation no. 20267". In one case the company drew up a NFI report expressly pursuant to the Decree but with anassurance  report  on  the  Sustainability  Report  and  not  pursuant  to  the  Decree  (B.Mediolanum). The  totality  of  limited  assurance  engagement  is  due  to  the  fact  that  the  NFI  report,  inaccordance with the requirements of the Decree, is characterized by the presence of a highnumber of qualitative information deriving from companies' information systems and internalcontrol often not fully integrated or incomplete, which do not allow the auditor to conduct theengagement  with  the necessary and adequate  level  of  extension  required  by a reasonableassurance. Given the limited assurance level of all the analysed NFI reports, for all the 144 NFI reportsanalysed the auditor  expresses an opinion without any relevant  aspect  on the informationdisclosed.  In  one  case  (Astaldi  S.p.A)  the  auditor  reports  an  Emphasis  of  matter thathighlights significant doubts about the Directors' assumption of business continuity.Fig. 1: Emphasis of matter paragraph of Astaldi S.p.A. NFI assurance report.
Source: Astaldi S.p.A. NFI report.With  regard  to  the  paragraph  Other  aspects,  in  most  assurance  reports  it  is  highlightedwhether  the information  from previous  years  compared to  the current  year  data has  been107



verified  according  to  ISAE  3000  or  not;  in  only  9  cases  no  information  regarding  thecomparative data is reported in the assurance report.Moreover, in 3 cases it is specified that the data carried as comparison for the year 2016 havebeen verified while those related to the year 2015 had not (CIR S.p.A, Cofide S.p.A, GediGruppo Editore). In  one case it  is  expressly indicated  that  the  data of previous  years  are shown only in  aqualitative  and  non-satisfactory  way  (Mediobanca  Group)  and  in  one  case  no  data  areavailable for previous years because the group was established in 2017 (Banco Group BPM).Graph. 8: Assurance of previous years data reported as comparison in NFI reports.
Source: personal elaboration of the data.4.3 RESULTSIn its first year of the implementation, the solutions used by companies to comply with theDecree results in a heterogeneous picture without an univocal solution under various aspects.The main results of this research can be summarized as follows:

 Many listed companies were excluded from the scope of application of the Decreeaccording  to  the  dimensional  requirements,  in  particular  the  average  number  ofemployees  was below the  threshold  dictated  by the  Decree.  The threshold  of  500employees in fact proved to be high for many listed companies in Borsa Italiana (58issuers, about 1/4 of the list are sub-threshold). Moreover, the checks on listed issuersthat did not draw up the NFI report were laborious especially because few issuersprovided an explicit motivation for the lack of a NFI report (for example due to thefailure to exceed the dimensional thresholds, the option of exemption from obligation108
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as  subsidiaries  of  issuers  who have drawn up the  consolidated  NFI  report,  or  theclosing dates of the financial year subsequent to 31/12).
 Most of the NFI reports have been drafted in an ad hoc document; the 6 companiesthat published an integrated report were the same ones that prepared an integratedreport last year. According to the latest list of the entities that have published a NFIreport  provided  by  CONSOB135,  only  one  company  (Acque  Venete  SpA)  haspublished a NFI report pursuant to the Decree on a voluntary basis. Although they arenot required to fulfil the obligations, there are also many companies that publish non-financial  information  on a  voluntary  basis  in  other  formats,  such  as  sustainabilityreports or dedicated paragraphs in the management report.
 All the NFI reports have been drawn up on the basis of the GRI (Global ReportingInitiative)  guidelines,  mainly in  accordance with the 2016 GRI Standards.  Only 2companies have adopted an independent reporting methodology for the disclosure ofnon-financial  information.  With  reference  to  the  GRI  guidelines,  only  a  limitedpercentage of companies (6%) did not report any materiality analysis to identify theissues to be reported136;
 A little more than 1/6 of all companies listed on the Italian Stock Exchange refers to orat  least  mentions  the  United  Nations  Sustainable  Development  Goals;  20  of  thecompanies that refer to the SDGs are part of the FITSE Mib index.
 All the assurance engagements were performed by auditing firms, mostly from the Big4 auditing firms. In 18 cases, the auditor who verified the NFI report is not the sameperson in charge of auditing the company's Financial Statements.
 All the assurance reports issued by the auditors are in the form of limited assuranceand end up with an unmodified opinion by the auditor. Only in 1 case the assurancereport includes an Emphasis of matter paragraph;
 Most of  the  comparative  data  referring  to  previous  years  and reported  in  the NFIreport 2017 has not been verified by an auditor. In 9 cases, no information is availablein the assurance report issued by the auditing firm with regard to the comparative data.135   CONSOB, as of 31/08/18.136   According to Università Cattolica of Milano survey in July, 2018. 109



4.4 CASE STUDY: ANALYSIS OF ENI NFI REPORT In addition to the previous general analysis, it is useful for the purpose of this Thesis to brieflyexplain  a  specific  non-financial  report  as  a  case  study.   This  reported  example  is  not  aqualitative analysis on the correctness or trustworthiness of the information published in thereport, but it is a road map helpful to explain how a company can concretely implement thenon-financial reporting frameworks complying also with the legislative requirements.The  choice  of  the  company to  take  into  analysis  is  based  on the  competition  conductedannually by FRPI (Federazione Relazioni Pubbliche Italiana) with the collaboration of BorsaItaliana and Università Bocconi, that rewards the most virtuous companies in the reportingactivity since 1954. According to the 2018 list137, the winner of the “Oscar di Bilancio 2018”for the category Big listed companies is Eni Group. In the light of this result, in the followingparagraph Eni NFI report is analysed.Following the trends identified in the general analysis, the first issue to take into considerationis the type of document used by the company to disclose its non-financial information.ENI has chosen to include the NFI report in the management report within a specific sectioneasily identifiable. More specifically, the NFI report provides an integrated overview on theissues required by the Decree thanks to the information published in this specific section, butalso  through  numerous  references  to  other  sections  of  the  management  report,  or  othercorporate  documents  (for  example  the  report  on  corporate  governance  and  ownershipstructures), if the information is already contained by in the documents mentioned above orfor  further  information.  In  continuity  with  the  previous  years,  Eni  has  also  published  asustainability  report  on  a  voluntary  basis,  with  the  aim  of  deepening  some  issues  andillustrating the main sustainability initiatives undertaken during the year. In its NFI report, Eniarticulates  the  disclosure  on  three  integrated  business  levers:  Path  to  decarbonisation,Operating model and Cooperation model. In the first section, the information on the climate isreported on the basis of the thematic areas subject to the recommendation of the Task Forceon Climate-related Financial Disclosures (TCFD). Eni is in fact the only company in the Oil& Gas sector to be part of the Task Force of the Financial Stability Board, which at the end ofJune 2017,  published some recommendations  of  voluntary nature to  promote  an effectivedisclosure  of  the  financial  implications  linked  to  climate  change.  The  reporting  of  thisinformation meets the requirements of art. 3.2 paragraph a and b of the Decree.  The secondintegrated business lever of Eni is called Operating Model. In this section the report shows all137  The analysis was carried out on a sample of 120 of companies and entities, divided into 7 categories including those of Large Listed Companies. The results were based on the analysis of the documents that make up the company's financial statements, therefore both the financial statements and the non-financial reporting documents prepared in compliance with the law. 110



the NFI required by art. 3.2 paragraph c, d, e  of the Decree relating to the following areas:environment,  personnel,  respect  for human rights and the fight  against  active and passivecorruption. The third and last section of Eni NFI report included in the Cooperation Model, inwhich  it is possible to find the information required by  art. 3.2 paragraph  d related to thelocal communities. These three sections include all the information expressly requested by theDecree, concerning both the social/environmental areas considered relevant by the legislator,and the relative impact of the company's activities in relation to the aforementioned areas.Furthermore, according to the legislator, the information relating to the aforementioned areasmust also be organized on the basis of company strategies (thus referring to the companymodel,  the policies applied and the results achieved),  and to the main risks deriving fromcompany activities. These requirements, expressly mentioned in the art. 3.1 paragraph a, b, c,are transversally reported in Eni's report with an indication of these requirements for each ofits three integrated business levers. Given the triple division of the report according to thebusiness  levers,  in  its  introduction  Eni  reports  a  table  that  links  the  information  contentrequired  by  the  Decree  and  its  positioning  within  the  various  corporate  documents.  TheDecree provides for the possibility that the NFI report,  when included in the managementreport, limits itself to indicating the other sections of the report or other documents and whereto find the requested information, thus assuming the role of an orientation map used to findinformation among multiple documents. This explains the reduced number of pages that makeup Eni's NFI report: only 24 pages compared to the average of 93 pages as reported in thegeneral analysis. The legislator's choice to permit the references to other documents for theinformation required by the Decree is due not only to simplify the reporting for companies,but it is also useful to avoid unnecessary duplication of documentation or unnecessary full-bodied reports. Tab. 3: Table of content references
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Source: Eni 2017 annual financial report, pag. 106 and 107.Therefore, in terms of content Eni reports on all the areas expressly requested by the Decree.The level of details of information is based on the materiality process previously conductedby Eni. This aims to extrapolate the information that must be provided in the NFI report in112



order to ensure the understanding of the business activity, its performance, its results and itsimpact,  according  to  a  criterion  of  importance  in  consideration  of  the  activities  andcharacteristics  of  the  company.  The  materiality  process  of  Eni  is  explained  later  in  thisparagraph.The  second  trend  analysed  concerns  the  reporting  standards  taken  into  reference  by  thecompany in reporting its NFI. In the case of Eni, the report has been drawn up according tothe  GRI  Standards,  recognized  by  the  Decree  as  guidelines  issued  by  an  authoritativeinternational body able to fulfil the non-financial reporting obligations138. The first aspect toconsider  in  the  light  of  the  chosen reference  standards,  is  the  principle  of  materiality  ofinformation. In the context of the GRI principles, it is stated that "the relevant themes and indicators arethose that can reasonably be considered important in reflecting the economic, environmentaland social impacts of the organization, or that influence the decisions of the stakeholders andtherefore  deserve  to  be  included  in  the  report.  Materiality  corresponds  to  the  thresholdbeyond  which  a  topic  or  indicator  becomes  sufficiently  important  to  be  included  in  thereport."139In the specific case of Eni, the materiality process is explained in a specific initial section ofthe annual financial report, and, therefore, it is not included into the non-financial report. For Eni the determination of the materiality sustainability issues takes place on annual basisthrough a process of identification and prioritization, which is divided into 3 main phases:1- Analysis  of the sustainability  scenario:  Analysis  of  the context  in  which Eni  operates,highlighting the emerging sustainability issues, the relevant issues and progress with respectto the objectives set. This scenario analysis is presented and detailed to the Sustainability andScenarios Committee and approved by Eni Board of Directors.2- Results of the Risk Assessment: Identifying the main risks for Eni, including those withpotential environmental impacts, on health and safety, social and reputational, fields.3- Stakeholder perspective: process that identifies the priority themes for the various companystakeholders, defined according to the GRI Standards and Accountability AA1000 principles. In this regard, the materiality analysis in perspective of the company's stakeholders is provided in the following table:138   Art. 1. lett. f) del dlg. n. 254/2016139   Sustainability Reporting Guidelines G4. 113



Tab. 4: Eni Materiality analysis in a stakeholders' perspective.
Source: Eni 2017 Annual financial report, pag. 16,17. 114



The issues emerging from the three phases of the materiality process are the basis for definingEni's strategic guidelines for sustainability. These guidelines are issued by the CEO for all thebusiness  lines,  and  are  the  basis  to  define  the  four-year  strategic  plan  and  managerialobjectives are defined. They identify the relevant sustainability issues, which determine thecompany's  ability  to  create  value  in  the  short,  medium and long term.  These themes  arepresented below according to the three levers of Eni's business model:Fig. 2: Scheme of Eni's materiality assessment process.
Source: Eni 2017 annual financial report, pag. 15.The  next  step  to  complete  the  reporting  process  of  NFI  is  to  link  the  material  themesidentified by Eni with the related performance indicators developed by the chosen reportingframework, i.e. the GRI Standards. These Key Performance Indicators, selected according toitems identified as the most relevant, are collected on annual basis and relate to the 2015-2017period.  They  concern  Eni  SpA  and  its  consolidated  subsidiaries.  The  detection  of  theinformation and data is structured to ensure comparability of data across several years. Thisdata refers only to consolidated companies based on the line-by-line method. The indicatorsshown are those foreseen by the Core Standard approach of the GRI Standards. There are infact two possible “in accordance” criteria options both focused on material aspects:

 Core: for each identified material aspect the organization should disclose the GeneralStandard Disclosures and at least one topic-specific indicator. 115



 Comprehensive: for each identified material aspect, the organization should disclosethe General Standard Disclosures and all indicators related to the material aspect.The minimum information required to disclose are those needed to understand the nature ofthe organization, its material topic and related impacts, and how these are managed. For thisreason,  the  company has  to  meet  the  minimum criteria  both  for  Core  or  Comprehensiveapproaches in order to claim that the report has been prepared in accordance with the GRIStandards. Tab. 5: GRI Required Criteria for Core and Comprehensive Approach.

Source: GRI Standards 101 Foundation, pag. 23 116



As required by the GRI Standards, at the end of its NFI report Eni reports a  GRI ContentIndex which lists all the GRI indicators related to the information reported. In detail, the firstsection of the indicators concerns the General Standards (GRI 101-102-103), while the secondpart  concerns  specific  standard  disclosures,  i.e.  the  indicators  of  information  on  topicsconsidered relevant  for the company.  For  the latter,  it  is  necessary to  make a correlationbetween the themes identified as relevant by the company and the corresponding indicators.At the end of the report in fact, Eni clarifies this correlation with a specific summary table:Tab. 6: Correlation table between the key sustainability issues and GRI Standards
Source: Eni 2017 annual financial report, pag. 123All relevant topics have been linked to at least one performance indicator as required by theCore approach. It is possible to find an omission for the topic  Technological Innovation, towhich only an explanation of the management approach corresponds (general indicators 103-1, 103-2, 103-3), but not a specific performance indicator. Moreover, for 3 of the indicatorsidentified as relevant, Eni expressly underlines an omission. In particular it is reported thateven if their materiality is recognized, the information required by those indicators are not117



currently available, and Eni undertakes to cover the indicator in the coming years. The list ofEni GRI indicators is reported in the Appendix III of this chapter.The third trend identified concerns the reference to the SDGs listed by the United Nationswithin the 2030 Agenda. In the specific case of Eni, within the non-financial report and ingeneral within the annual financial report, there is no reference to the SDGs. However, theanalysis  of  the  SDGs  and  the  related  connection  with  the  material  themes  are  widelyexplained  in  the  sustainability  report,  which  is  divided  into  the  three  main  sectionscorresponding to the integrated business lines of Eni.Fig. 3: Eni SDGs according to the integrated business lines.
Source: Eni For 2017, Sustainability report, pag. 13.The fourth and last trend to be analysed concerns the assurance of the NFI report. Althoughaccording to the GRI Standards the assurance of NFI report is only recommended and notcompulsorily, the Italian legislator specifically requires that a statutory auditor must perform aconsistency check of whether the document has been prepared. Also he needs to perform anassurance engagement at least at a limited level according to the international standard ISAE3000  (Revised).  The  sustainability  report,  being  a  voluntary  document  and  not  includedamong those required by law, it is not subject to external assurance obligations. In the specificcase of Eni, the non-financial report and the sustainability report were both subjected to alimited assurance by an auditing firm. The company responsible for revising the non-financial118



documents was the same one that carried out the audit of the financial statements. Regardingthe assurance of the NFI report of Eni, the auditor issued a conclusion without remarks andunderlined in the specific paragraph Other Aspects the data related to previous years and usedas  a  comparison  to  the  reporting  year.  This  data  was  voluntarily  submitted  to  a  limitedexamination in accordance with ISAE 3000 with conclusions without remarks.Summarizing, it is possible to state that Eni has correctly reported the information requiredaccording to the chosen reporting standard, giving an explanation for any omission diligentlyunderlined  in  the  report  (comply or  explain  principle).  Eni  has  correctly  complied  to  theobligations of the non-financial report in regard of the form, the contents and the externalassurance.   The only aspect  to  be improved  concerns  the  materiality  assessment  process.Although Eni performed a detail assessment, it did not report the sustainability issues using amateriality matrix from which the reader could understand the prioritization from the point ofview of both the company and the stakeholders together.A further personal consideration can be made in the light of the analysis carried out. Eventhough Eni's non-financial reporting format complies with the requirements and standards, thechoice  of  high  use  of  references  to  other  sections  or  other  corporate  documents  was notpractical but dispersive as far as the usability of information.  In order to have a completepicture on a specific topic was in fact it necessary to look for the information in differentsections of different corporate documents.Moreover,  part  of  the  information,  although  of  integrative  nature,  were  published  in  thesustainability  report,  which  represents  a  voluntary  document  separated  from the  financialstatements.4.5 FURTHER DEVELOPMENTS: WHAT IS NEXT?The last paragraph of this chapter is dedicated to a list of general considerations concerningthe issues previously analysed. Given the current situation of the NFI disclosure, it is possibleto suppose some developments in regard to the regulation, the reporting standards used bycompanies, and the role of auditor in the sustainability reporting process.
 Regulation: generally in this field it is possible to underline the companies need offlexibility and with no additional requirements and legal burdens. Moreover, given theaim of the legislator to achieve the highest level of homogeneity and comparabilityamong companies, an expansion of the requirements to a large category of companiescan be expected in the next years. In fact, as explained in the general analysis, only a119



limited  number  of  companies  fulfil  the  criteria  to  be  considered  Entity  of  PublicInterest (EIPs).
 Reporting standards: given that the regulation leaves companies the freedom of choiceon the standards to be used in reporting NFI, the current trend among the variousreporting frameworks is that of convergence towards shared principles and practices.Moreover,  from  the  European  consultations  on  the  Directive  on  non-financialinformation disclosure and diversity information it  seems that both companies andinvestors consider more useful and suitable to report on an integrated basis, preparingan homogenous report with both financial and non-financial information together. Forthese reasons, it is possible that in the near future a share integrated reporting standardwill  develop  to  simplify  the  companies  reporting  as  well  as  to  implement  thecomparability between companies. Regarding the reporting standards, it is useful tofocus on the principle of materiality of information. The  analysis  of  materiality  should  be  reviewed  on  a  regular  basis  to  ensure  that  theinformation published in the report continue to be relevant.  Such reviews should be morefrequent in companies belonging to dynamic and innovative sectors, and may be less frequentin more stable circumstances.  Therefore, in the following years of publication of the non-financial disclosure, it will be interesting to check how many companies will update theirmateriality analysis. In addition, working on the definition and application of the principle ofmateriality the length of reports could also be reduced, avoiding duplication of information. A further principle of GRI to follow in defining the content of non-financial disclosure isrepresented by the stakeholder inclusiveness, i.e. the involvement of identified stakeholdersaimed at responding to their expectations and interests. Also the EC guidelines emphasize theimportance that companies maintain relationships with their relevant stakeholders, since theexpectations of the stakeholders represent the fundamental element to be taken into account inthe identification of the relevant aspects to be included in the NFI report. The involvement ofthe stakeholders also stems the possible self-referentiality that could result from an analysis ofmateriality with the only involvement of the company's management. Therefore, in updatingthe materiality matrix, it will be also interesting to note how many companies will declare tohave carried out stakeholder engagement activities and in what modalities.
 Auditor  engagement:  currently  the  required  level  of  assurance  of  non-financialinformation  is  that  of limited  assurance.  In the next years  it  will  be interesting  toobserve if the companies want to move to the form of reasonable assurance, at least on120



some  types  of  particularly  relevant  information,  in  order  to  further  increase  thereliability of this information. 
 Application  for  companies  other  than  big  listed  companies:  the  previousconsiderations  are  true  for  the  non-financial  reporting  conducted  by the  big  listedcompanies, but what about small and medium enterprises? While larger companies areseen as the key users of sustainability measures, it should not be assumed that thesemeasures  are not being embraced by smaller  businesses.  SMEs in fact  are closelyinvolved  into  local  communities  and  for  this  reason  are  highly  interested  inmaintaining  a  positive  community  image  or,  in  a  legitimacy  theory  view,  inmaintaining  their  license  to  operate.  Therefore,  for  SMEs the  main  advantages  inreporting NFI are to improve their reputation and to achieve a competitive advantagein  respect  to  other  local  competitors.  However,  small  businesses  differ  from  bigcorporations in a variety of ways including the  amount  of  resources  available,strategies,  drivers,  importance  of  managerial  values,  level  of  involvement  andstakeholder prioritization. All those factors impact the different ways in which NFIreporting is perceived and practised by SMEs in contrast with large companies. Alsothe personal values of the owner-manager affect the sustainability strategy of the firm,since  small  business  are  characterized  by  the  absence  of  the  separation  betweenownership and management. Moreover, issues more relevant to the firm and primarilystakeholders  have  priority  in  the  sustainability  activities  of  SMEs.  Therefore,employee-direct  programs and local  community involvement are the most frequentpractised  sustainability  activities.  These  considerations  result  usually  in  a  non-systematic, non-formalized and internally oriented non-financial disclosure in SMEs.In regard to the reporting activity, the high number of available reporting frameworksis a problem especially for the accountants of SMEs since they lack the expertise andresources to evaluate the frameworks' suitability. In addition, another challenge is ofensuring proportionality of both reporting and assurance standards on non-financialinformation.  The existing set of standards and guidance for non-financial reportingand assurance are in fact not sufficiently scalable to be capable of cost effective use bySMEs. Hence, guidance on how such standards can be best applied in a proportionalmanner  is  welcome.  In  regard  to  the  demand  for  assurance  on  non-financialinformation, while in the case of larger companies will be primarily driven by externalusers,  for  SMEs any demand  is  more  likely  to  come from internal  users  such  asbusiness  owners,  customers  and  the  providers  of  finance.  Presently  there  is  little121



demand  amongst  SMEs  for  assurance.  This  is  due  to  the  lack  of  awareness  andunderstanding  of  benefits  firms  could  gain  in  assure  their  disclosures,  making  thetrade-off between benefits and costs for assurance less attractive for SMEs140.

140  GRI, Ready to report? Introducing sustainability reporting for SMEs, 2014. p. 5 and following. 122



APPENDIXAppendix I: Foreign companies8  companies  listed  in  Borsa  Italiana  are  foreign  companies,  not  subjected  to  the  Italianlegislation on the disclosure of non-financial information. A brief analysis has been conductedalso on those companies, with the following results:
 5 companies have the Netherlands as state of origin: according to Dutch law, auditorshave to check the presence of the statement and has to perform a consistency check ofdisclosures. The identification of material misstatements and the auditor conclusionsare part of the review of the management report. The NFI in fact has to be presented inthe  annual  management  report,  an  additional  ad  hoc Sustainability  Report  can  beprepared on a voluntary basis. 4 of these Dutch companies have also prepared an adhoc Sustainability Report, in 3 cases assured by an accounting-provider (engagementbased  on  ISAE  3000)  and  in  one  case  assured  by  a  non-accounting  provider(engagement  based on AA1000APS, type  II  evaluation).  One company decided todisclose NFI only in its Financial Statements.
 3 companies have Luxembourg as state of origin: according to Luxembourg law, theauditor has to check only the presence of the statement. The NFI shall be presented inthe management report or in a separate report published alongside the managementreport.  In 1 case the company requested an auditor verification according to ISAE3000 of its Sustainability Report on a voluntary basis, in another case the NFI wasdisclosured in an ad hoc Sustainability Report with no assurance report, and in oneanother case the company decided to disclose its NFI only in the Financial Statements.Tab 1: List of Foreign listed companies in Borsa ItalianaFOREIGN LISTEDCOMPANIES in B.I. STATE OF ORIGIN NFI DISCLOSURE ASSURANCECNH INDUSTRIAL N.V. The Netherlands Ad hoc SR Assurance of a non-accountingproviderD'AMICO INTERN.SHIPPING S.A. Luxembourg Only in FS Assurance of management reportEXOR N.V. The Netherlands Only in FS Assurance of management reportFCA GROUP The Netherlands Ad hoc SR Assurance of an accountingproviderAssurance of an accounting123



FERRARI N.V. The Netherlands Ad hoc SR providerIVS GROUP Luxembourg Ad hoc SR Assurance of an accountingproviderSTMICROELECTRONICS N.V. The Netherlands Ad hoc SR Assurance of an accountingproviderTENARIS S.A. Luxembourg Ad hoc SR No assurance on SRSource: personal elaboration of the data.Appendix II: List of companies that published a NFI report in 2018 taken into analysis in this Thesis1 A2A SPA 49 DATALOGIC SPA 97 MONRIF SPA2 ACEA SPA 50 DAVIDE CAMPARI SPA 98 NICE SPA3 AEFFE SPA 51 DE LONGHI SPA 99 OPENJOBMETIS SPA4 AMPLIFON SPA 52 DIASORIN SPA 100 OVS SPA5 ANSALDO STS SPA 53 DOBANK SPA 101 PANARIAGROUP I.C. SPA6 AQUAFIL SPA 54 EDISON SPA 102 PARMALAT SPA7 A. MONDADORI ED. SPA 55 EL.EN. SPA 103 PIAGGIO & C. SPA8 ASCOPIAVE SPA 56 ELICA SPA 104 PININFARINA SPA9 ASS. GENERALI SPA 57 EMAK SPA 105 PIQUADRO SPA10 ASTALDI SPA 58 ENAV SPA 106 PIRELLI & C. SPA11 ASTM SPA 59 ENEL SPA 107 POSTE ITALIANE SPA12 ATLANTIA SPA 60 ENI SPA 108 PRIMA INDUSTRIE SPA13 AUTOGRILL SPA 61 ERG SPA 109 PRYSMIAN SPA14 AVIO SPA 62 ESPRINET SPA 110 RAI WAY SPA15 AZIMUT HOLDING SPA 63 EXPRIVIA SPA 111 RATTI SPA16 B. CARIGE SPA 64 F.I.L.A. SPA 112 RCS MEDIAGROUP SPA17 B. GENERALI SPA 65 FIERA MIALNO SPA 113 RECORDATI SPA18 B. IFIS SPA 66 FINCANTIERI SPA 114 RENO DE MEDICI SPA19 B. INTERMOBILIARE SPA 67 FNM SPA 115 REPLY SPA20 B. MEDIOLANUM SPA 68 GAMENET GROUP SPA 116 SABAF SPA21 B. MPS SPA 69 GEDI GRUPPO ED. SPA 117 SAES GETTERS SPA22 B. POP. DI SONDRIO S.C.P.A. 70 GEFRAN SPA 118 SAFILO GROUP SPA23 BANCO BPM SPA 71 GEOX SPA 119 SAIPEM SPA24 B. DI DESIO E BRIANZA SPA 72 GRUPPO C. RICCHETTI SPA 120 SALINI IMPREGILO SPA25 BASIC NET SPA 73 GRUPPO MUTUIONLINE SPA 121 S. FERRAGAMO SPA26 BE SPA 74 HERA SPA 122 SARAS SPA27 BEGHELLI SPA 75 I.M.A. SPA 123 SERVIZI ITALIA SPA28 BIALETTI INDUSTRIE SPA 76 IL SOLE 24 ORE SPA 124 SESA SPA29 BIANCAMANO SPA 77 IMMSI SPA 125 SIAS SPA30 BIESSE SPA 78 INTERPUMP GROUP SPA 126 SNAM SPA 124



31 BPER BANCA SPA 79 INTESA SAN PAOLO SPA 127 S. CATTOLICA DI ASS. S.C.32 BREMBO SPA 80 IRCE SPA 128 SOGEFI SPA33 BRUNELLO CUCINELLI SPA 81 IREN SPA 129 SOL SPA34 BUZZI UNICEM SPA 82 ISAGRO SPA 130 STEFANEL SPA35 CAD IT SPA 83 ITALGAS SPA 131 TECHNOGYM SPA36 CAIRO COMM. SPA 84 ITALIAONLINE SPA 132 TELECOM ITALIA SPA37 CALTAGIRONE SPA 85 ITALMOBILIARE SPA 133 TERNA SPA38 CARRARO SPA 86 LA DORIA SPA 134 TESMEC SPA39 CEMBRE SPA 87 LANDI RENZO SPA 135 TINEXTA SPA40 CEMENTIR HOLDING SPA 88 LEONARDO SPA 136 TISCALI SPA41 CERVED GROUP SPA 89 LU-VE SPA 137 TOD'S SPA42 CIR SPA 90 LUXOTTICA GROUP SPA 138 TXT E-SOLUTIONS SPA43 COFIDE SPA 91 MAIRE TECNIMONT SPA 139 UNIEURO SPA44 CREDEM SPA 92 MARR SPA 140 UNICREDIT SPA45 CR. VALTELLINESE SPA 93 M.  ZANETTI B. GR. SPA 141 UNIONE B. ITALIANE SPA46 CSP INTERNATIONAL SPA 94 MEDIASET SPA 142 UNIPOL GRUPPO SPA47 DAMIANI SPA 95 MEDIOBANCA SPA 143 V. ZUCCHI SPA48 DANIELI & C. SPA 96 MONCLER SPA 144 ZIGNAGO VETRO SPA
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Appendix III: Eni GRI Content Index
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CONCLUSIONSAfter the presentation of the main characteristics of the sustainability reporting and assurance processes, in this Thesis  an empirical analysis of the non-financial information (NFI) reports published in 2018 by listed companies in the Italian Stock Exchange Borsa Italiana was conducted.The purpose of the analysis was to provide a general picture of the trends that were emergingin the first-year  implementation  of the European Directive  on non-financial  and diversityinformation by certain large undertakings and groups (2014/95/EU) in the Italian context,focusing especially on the role of the auditor within the NFI reporting process. Despite the existence of conflicting opinions on the issue, in the last years the  demand ofsustainability information by the general public and especially by the company's shareholdersis growing. Even if their decision making process is based mainly on the corporate financialinformation, shareholders are developing the awareness that this information alone is no moresufficient to get a comprehensive understanding of a company reality, especially in the longterm. Thus, NFI play an important role in changing the corporate reporting landscape, pushingtowards  an  increasingly  integrated  form  of  corporate  reporting. Based  on  these  initialconsiderations,  the  results  of  the  analysis  performed  show  that  the  solutions  used  bycompanies  to  comply  with  the  reporting  and  legislative  requirements  are  heterogeneouswithout a univocal solution under various aspects. More in detail, the main results obtainedcan be summarized as follows.Many  listed  companies  were  excluded  from  the  scope  of  application  of  the  Directiveaccording to the dimensional requirements, especially the requested average number of 500employees  during  the  financial  year.  The  majority  of  the  companies  affected  by  therequirements decided to disclose NFI in a stand-alone document (73%) while a minority ofcompanies reported this information within the management report or followed an integratedreporting. Above all  the reports analysed have been drawn up on the basis  of the GlobalReporting Initiative (GRI) guidelines.  In addition,  a  little  more than 1/6 of all  companiesanalysed refers to or at least mentions the globally accepted SDGs (31%).  Despite the highfreedom of choice left by the legislator, the companies affected by the Directive could notavoid the publication of the mandatory requested information.  Thus, how companies haveapproached to this new regulation? The general impression was that companies have intendedthe new legislation as a further legal burden, rather than as an opportunity to communicatewith shareholders and to gain competitive advantage over competitors. Companies have in128



fact  fulfilled  the  minimum  requirements  following  a  compilative  rather  than  substantiveapproach, basing the disclosed information on the previous years’ sustainability reports ratherthan developing a new reporting process and methodology.The  reason  why  companies  perceive  the  disclosure  of  the  NFI  report  as  a  regulatoryobligations rather than as an additional instrument at their disposal, is due to the marginalimportance  of NFI within the decision making process of the companies’  shareholders incomparison with that given to corporate financial information. Despite the growing interest onthe topic in fact, nowadays shareholders take into consideration NFI for their decision in a notentirely effective way. The only partial standardization of NFI reporting practices and the intrinsic subjective natureof this type of information broadly contributes to their limited use and usefulness, especiallyin the general understanding and comparability of the information published by companies.Conscious of the aforementioned difficulties, companies have to approach the NFI reportingwith a different  perspective rather  than that  of a mere  regulatory compliance.  Companiesshould think to their NFI disclosure in a strategic perspective, disclosing material and reliableinformation and taking advantage of the benefits that could result from a substantial reportingas that of financial information.The opportunities deriving from this change in perspective are various, as for example thepossibility to communicate with shareholders on material issues other than the financial ones,or the positive publicity deriving from a conscious management of the sustainability issuesthrough which a company could earn a competitive advantage, especially in sectors highlysensitive to sustainability issues. Given the not-numerical nature of this information, one ofthe biggest obstacles in NFI's development path is the lack of credibility of the shareholderson this type of information. For this reason the role of the External Auditor in the NFI reporting process was analyzed,believing  that  his  verification  could  help  to  minimize  the  uncertainty  about  any possibleinformation and credibility gaps presented in the NFI reports.From a normative point of view, the statutory auditor has to check at least the presence of therequired information, either in the management report or in a separate document. In addition,the Italian legislator decides to straighten the control requesting a verification of the auditoralso on the content of the NFI report. Given the nature of NFI and the poorly standardizedpractice of the reporting, all the assurance engagements performed by auditors in the first yearimplementation of the Directive were in the form of limited assurance. This is due to the fact129



that  the  NFI  report  is  characterized  by  the  presence  of  a  high  number  of  qualitativeinformation deriving from companies' information systems and internal control often not fullyintegrated or incomplete, which do not allow the auditor to conduct the engagement with thenecessary and adequate level of extension required by a reasonable assurance. However, thescope of the auditor is to provide a professional opinion which shows that based on the workperformed, nothing has come to its attention that causes to believe that the NFI report of thecompany has not been prepared, in all material respects, in compliance with the normativeand the reporting standards. Despite the lowest level of assurance in respect to a reasonableone, the presence of an assurance statement remain an important tool to enhance the degree ofconfidence of the shareholders about the trustworthiness and correctness of the informationdisclosed in the report. Through the presence of the statement in fact, the readers of corporatedocuments could be reassure against “green washing” reports and eco-marketing campaigns,which include little in the way of substance. In the next years it will be interesting to observeif companies want to move to the form of reasonable assurance of their NFI at least on sometypes of particularly relevant information in order to further increase the reliability of thisinformation.Despite the mandatory presence of the assurance statement on NFI report, some limits couldbe identify especially in respect to the standards used as reference in the assurance of thisinformation. In this regard, the main standards used for the assurance of NFI were explained,in particular the ISAE 3000 (Revised) and the AA1000 Assurance Standards.  The first isbased  on  an  accounting  perspective  and  it  is  used  exclusively  by  the  statutory  certifiedauditors or auditing firms. The second is based on a non-accounting perspective and it is usedby experts on the topic. For the purposes of this Thesis, it is important to underline that in theItalian context the legislation explicitly requests that the subject in charge of the verificationhas  to  be  not  a  mere  independent  subject  with  certified  professionalism,  but  a  statutoryauditor, subject to the ISAE 3000 Standard. Despite this requirement, it has been consideredappropriate to make a brief analysis  also of the AA1000 Assurance Standard, both for itsglobal diffusion, and for the possibility to find a reference to both standards jointly within theassurance  statement.  The  results  of  the  analysis  performed  show  that  all  the  assurancestatements  analyzed  were issued by auditing  firms,  mostly from the  Big 4 auditing  firms(90%). The problem concerning the assurance standards refer to the absence of an ad hocstandard specific for NFI to be followed by the auditor in its assurance engagement. BothISAE 3000 (Revised) and AA1000AS are in fact assurance standards for  information other130



than the financial one, to be intended as a residual comprehensive category of informationinstead of a specific and detailed information to be assured.In order to better understand how a company can concretely fulfill both the reporting and theassurance requirements, at the end of the analysis a specific case study was briefly explained.According to the FRPI (Federazione Relazioni  Pubbliche Italiana) annual competition, thewinner of the “Oscar di Bilancio 2018” for the category  Big listed companies was Eni Group.For  the  purposes  of  the  analysis,  Eni's  NFI  reporting  process  and format  was  explained,pointing  out  both  the  identified  good  practices  and  the  limitations  of  its  reportingmethodology. Despite its award, Eni's NFI report presents some gaps both in terms of formand content,  in  particular  concerning the continuous references  to  other  parts  of financialstatements or other corporate documents within the NFI report, and the not in-depth processof materiality and stakeholder engagement performed by the company.Concluding,  although some steps have been taken, the path towards the standardization ofNFI reporting and assurance processes seems to remain long and upward, with a significativedifference in comparison with that of financial information. Even if regulators and standardsetters are doing their part, companies remain the real protagonists in this corporate reportingjourney.  They  need  to  realise  that  nowadays  providing  only  financial  information  is  notenough to give shareholders the full picture of their activities. NFI report is the way in whichcompanies meet the demand of transparency from shareholders, and NFI assurance statementis the instrument used by companies to improve the reliability and credibility of their NFIreports.  Nowadays,  companies  have to  consider  transparency on sustainability  issues as amust and no more as an option.
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