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Abstract

Directive 2014/95/EU was released with the aim of improving the transparency, comparability and
harmonization of non-financial reporting among European undertakings. However, the Directive is vague
regarding both non-financial disclosure contents and the transposition of its provisions into national European
laws, making it somewhat ambiguous. This issue has been underlined by scholars, who have found the
comparison of non-financial disclosures challenging and have not seen a considerable improvement in the level
of transparency. This is also mirrored in the assurance process, which remains underexplored. The present
exploratory study analyses non-financial disclosure assurance in the Italian financial services sector. Content
analysis of the level and features of assurance of non-financial disclosures published in 2020 was conducted. The
results show that the ambiguity of the Directive also has consequences for assurance outcomes, which remain
limited and strictly adhere to provisions provided by national practitioner associations.
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1. Introduction

The European Union (EU) (2014) Directive 2014/95/EU was released with the aim of improving the level of
transparency and comparability of non-financial disclosures (NFDs) of large undertakings operating in the EU.
The aim of the Directive was supported by increasing claims of poor accountability in non-financial information
(NFI) inside NFDs by a wide range of stakeholders, including shareholders, customers, environmentalists, and
suppliers. The need for accountability has arisen partially from increasing stakeholder awareness of companies’
economic, social and environmental impacts. Directive 2014/95/EU is the result of these stakeholders’ claims,
even though they were not directly involved in its development (Biondi, Dumay, & Monciardini, 2020; La Torre,
Sabelfeld, Blomkvist, & Dumay, 2020). The implications of Directive 2014/95/EU in terms of trust are multiple
as disclosure of social and environmental aspects can steer the process of company legitimation from its
stakeholders. Companies disclosing NFI can demonstrate their performance to stakeholders, who may compare
NFDs with those from other companies (Masiero, Arkhipova, Massaro, & Bagnoli, 2019).

Although Directive 2014/95/EU requires Member States to conduct audits on NFDs, it does not specify how
and to what extent auditing procedures should be carried out. Member States were obliged to gradually
transpose the Directive’s provisions into their national legal systems but were given a large margin for
implementation. This has meant that the transposition has not supported the harmonization and comparability of
NFDs nor reduced the well-known risk of greenwashing (Glover & Touboulic, 2020; Siano, Vollero, Conte, &
Amabile, 2017). Social accounting scholars have underlined the importance of assurance as a valuable tool to
improve the credibility and legitimacy of NFDs for stakeholders (Belal & Owen, 2015; Chen, Patten, & Roberts,
2008; Deegan, 2002).

Despite the large body of literature on assurance of sustainability reports (Nishitani, Haider, & Kokubu, 2020;
Velte, 2017; Perego & Kolk, 2012; Simnett, Vanstraelen, & Chua, 2009), few studies have explored the NFD
assurance process, calling for further research on this topic (Lajmi & Paché, 2020; Martinez-Ferrero &
Garcia-Sanchez, 2017; Venturelli, Pizzi, Caputo, & Principale, 2020). Segui-Mas, Polo-Garrido and
Bollas-Araya (2018) have also underlined the lack of research on NFD assurance in the financial services sector.
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Given the lack of research on NFD assurance, the present paper aims to increase the understanding of its actual
practices and potential criticisms. To meet this aim, the following research questions were formulated:

How and to what extent are NFD assurances provided?
What are the main tests conducted for providing assurance?

To answer the research questions, the Italian financial services sector was explored. The focus was limited to the
Italian context to enhance comparisons of collected data and explore national institutional influences, including
normative aspects (e.g. from Assirevi’s research reports) and legal provisions (e.g. Legislative Decree No.
254/2016). Although the results are not generalisable, the insights may reflect general issues related to NFD and
its assurance (Parker & Northcott, 2016).

The paper’s contribution is twofold. First, critically analysing the transposition of NFD assurance this study will
provide practical insights for the legitimacy of auditors that face the challenge of assuring NFI. Second, the
paper contributes to the scant literature on NFD assurance and its implementation at the national level.

The paper is structured as follows: Section 2 provides a summary of the main literature on NFD assurance,
including research papers and laws released by the Italian government and practitioner associations. Section 3
presents the data collection and content analysis procedures. Section 4 provides the main results of the NFD
audit analysis. Section 5 discusses the findings and concludes the paper, reflecting on the criticisms of assurance
provisions in terms of legal requirements and the explorative results from the present paper.

2. Literature Review
2.1 Main Implications of Non-Financial Disclosure

Social accounting scholars agree that sustainability reporting, in its numerous forms, is a potential tool for
obtaining and maintaining legitimacy in the eyes of both internal and external stakeholders (Deegan, Rankin, &
Tobin, 2002). Legitimacy is a resource upon which organisations depend for survival but is also a tool that may
be manipulated by organisations (Deegan, 2002; Woodward, Edwards, & Birkin, 2001). Consequently, the
management of sustainability reports and their publication is crucial in enhancing trust from a wide range of
stakeholders (Masiero et al., 2019; Mio & Venturelli, 2013).

Banks are expected to play a pivotal role in corporate sustainability through, for example, the inclusion of
environmental, social and governance criteria in their investment and lending practices (Buallay, Fadel, Alajmi,
& Saudagaran, 2020). Studies in the financial services sector exploring factors influencing financial performance
have highlighted the positive effects of social responsibility disclosure (Cornett, Erhemjamts, & Tehranian, 2016;
Platonova, Asutay, Dixon, & Mohammad, 2018; Simpson & Kohers, 2002), corporate governance (Aebi, Sabato,
& Schmid, 2012) and environmental friendliness (Jo, Kim, & Park, 2015; Nizam, Ng, Dewandaru, Nagayev, &
Nkoba, 2019). Nevertheless, despite the numerous social accounting studies in financial services, research on
NFD is still lacking.

Directive 2014/95/EU obliged EU Member States to undertake a complex transposition process between 2014
and 2016, which involved rearranging the Directive requirements into their own legislative systems (La Torre,
Sabelfeld, Blomkvist, Tarquinio, & Dumay, 2018). This has resulted in the development of laws and regulations
with various features and provisions (Aureli, Magnaghi, & Salvatori, 2018; Luque-Vilchez & Larrinaga, 2016;
Mio, Fasan, Marcon, & Panfilo, 2020). Preliminary studies on large European companies show that there were
varying levels of disclosure during the transposition process (Alliance for Corporate Transparency, 2019; Global
Reporting Initiative [GRI] & Corporate Social Responsibility Europe, 2017). Studies have primarily focused on
how the Directive provisions and related national laws have influenced the level and quality of NFD. In the
Italian context, Venturelli, Caputo, Cosma, Leopizzi and Pizzi (2017) evaluated the NFDs of 223 large
companies in Italy by scoring them on specific items related to the requirements of the national law on NFD.
Moreover, Venturelli, Caputo, Leopizzi and Pizzi (2018) conducted a cross-country analysis of British and Italian
listed companies using non-financial scores, showing that the UK companies were more compliant with the
Directive than were Italian companies. According to the authors, ‘This better level of quality for the UK is
probably due to the fact that the UK had adopted regulation[s] about NFI before Italy’ (Venturelli et al., 2018, p.
419).

With respect to the EU guidelines on NFI (2017/C215/01) released in 2017, Manes-Rossi, Tiron-Tudor, Nicolo,
and Zanellato (2018) analysed the 50 largest companies in Europe, finding a high level of compliance with the
guidelines. Adopting a legitimacy theory perspective in the European context, the authors found that, following
the imposition of the Directive, environmentally sensitive industries provided a more comprehensive disclosure
of their social and environmental impact to ‘reduce the potential concern by the communities in which they are
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rooted and to gain respect on the market and thus legitimize their actions’ (Manes-Rossi et al., 2018, p. 16).
Previous studies have also found an increasing use of integrated reporting, in which financial information and
NFI are consolidated into one document, providing a more comprehensive picture of the firm and preventing
double reporting (Monciardini, 2016; Nicolo, Zanellato, & Tiron-Tudor, 2020).

Another significant criticism of the Directive is the challenge in defining the material aspects of NFD. This is
also due to the lack in the Directive of a clear reference to a specific standard (Biondi & Bracci, 2018).
According to the GRI’s (2013b) sustainability reporting guidelines, materiality reflects an organisation’s
significant economic, social and environmental impacts that may influence the assessments and decisions of
stakeholders. The Italian professional association Assirevi (2019)—that supports the adoption of auditing
standards considering the evolution of legislation—has underlined that the material aspects described in
Legislative Decree No. 254/2016 (art. 3) include the business model, corporate policy, key performance
indicators of NFI, company risks and use of water and energy resources.

2.2 Non-Financial Disclosure Assurances

While the majority of studies have focused on the main implications of the Directive and national laws on the
disclosure of NFI, little attention has been paid to NFD assurance (Bozzolan & Miihkinen, 2019; Venturelli et al.,
2020). Assurance procedures for reports on sustainability and social responsibility play a pivotal role in
supporting the credibility of NFDs (Farooq & de Villiers, 2017). Thus, assurances can provide a guarantee on the
content of sustainability reports, assure the quality of disclosure and reduce the risk of greenwashing (Glover &
Touboulic, 2020; Segui-Mas et al., 2018; Siano et al., 2017). As noted in previous studies, management decisions
to procure a third party necessary to assure a sustainability report are important to increase a company’s
legitimacy (Bagnoli & Watts, 2017; Fernandez-Feijoo, Romero, & Ruiz, 2015). Directive 2014/95/EU on NFD
assurance explains this as follows:

Statutory auditors and audit firms should only check that the non-financial statement or the separate
report has been provided. In addition, it should be possible for Member States to require that the
information included in the non-financial statement or in the separate report be verified by an
independent assurance services provider. (EU, 2014, p. 3).

Given that assurance is considered a process for improving the credibility of reporting and trust in the company’s
actions (Hassan, Elamer, Fletcher, & Sobhan, 2020), this goal may be difficult to achieve if assurance rules are
general and the content of the NFD audit is not defined. The Directive leaves Member States to decide on the
particulars of NFD assurance. Article 10 of Legislative Decree No. 254/2016 states the following:

The person in charge of carrying out the legal audit of the financial statements verifies that the
non-financial statement has been prepared by the directors. The same person, or another person
authorized to carry out the legal audit, expresses, with a specific separate report [and] a certification
regarding the consistency of the information provided in compliance with the law decree.

To guide the assurance process, the Italian professional association Assirevi has released a research report to
provide support for auditors. Research Report No. 226 (Assirevi, 2019) focuses on NFD auditing and discusses
the objectives of assurance engagements according to the International Standard on Assurance Engagements
(ISAE) 3000 (Revised) (International Auditing and Assurance Standards Board [TAASB], 2013), which provides
for two forms of assurance—either reasonable and limited—or a mix of both. The two approaches differ in their
procedures—limited assurance is lower in extent and depth compared with reasonable assurance. Following
reasonable assurance engagement, the written report should conclude with a statement similar to the following:
‘In our opinion, the information has been provided, in all significant aspects, in compliance with the law’.
Following the limited assurance engagement, the written report should conclude with a statement similar to the
following: ‘On the basis of the work carried out, no elements have come to our attention that lead us to believe
that the information has not been prepared, in all significant aspects, in compliance with the law’ (IAASB, 2013).
Assirevi (2019) also offers assurance report prototypes for supporting auditors in conducting assurance.
According to previous social accounting studies, this research report may be considered the result of normativity
arising from the law and usual audit practices (Bebbington, Kirk, & Larrinaga, 2012).

3. Method
3.1 Sample Preparation and Data Collection

Sample selection was based on identification of banks and insurance firms from all Italian companies providing
NFD and listed on the Commissione Nazionale per le Societa e la Borsa (CONSOB) website in 2020. CONSOB
is the public authority responsible for regulating Italian financial markets and lists on its website all companies
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that have published NFDs in accordance with Legislative Decree No. 254/2016. Forty-six companies were
identified and their NFDs downloaded from their official websites. Updated NFDs were not available for eight
companies, which were excluded from the analysis. The remaining 38 companies had published NFDs for the
2019 fiscal year in 2020. These NFDs represented the final sample for analysis, which included 19 listed
companies, six of which were insurance companies, and 32 banks. It was decided to focus on the financial
services sector to enhance the comparability of data and respond to literature underlining that social accounting
practices in this sector remain under investigated in comparison with others (Korzeb & Samaniego-Medina, 2019;
Krasodomska, 2015; Rebai, Azaiez, & Saidane, 2016; Segui-Mas et al., 2018).

3.2 Content Analysis Protocol

Following identification of the sample, content analysis of the 38 downloaded NFDs was conducted to identify
the main issues related to assurance. Content analysis is a research method useful for investigating problems in
which reported information is the base of inference (Holsti, 1969; Unerman & Bennett, 2004). It has been largely
employed in social accounting studies to improve the understanding of sustainability reports (Beck, Campbell, &
Shrives, 2010; Gray, Javad, Power, & Sinclair, 2001) and has recently been applied to exploring NFD (Carini,
Rocca, Veneziani, & Teodori, 2018; Doni, Bianchi Martini, Corvino, & Mazzoni, 2019). Content analysis
technique permits to explore and infer the contents of reports with consideration of the meanings of words and
their lexical context (Holsti, 1969; Moggi, 2019). The analysis was carried out by two independent researchers.
Following Krippendorff’s (2013) protocol for enhancing the reliability of content analysis, Krippendorff’s a was
calculated as a measure of the agreement coefficient between multiple coders. The average value for this
coefficient was 0.97, which is significantly higher than the acceptable level (0.80) of intercoder reliability
(Hackston & Milne, 1996; Milne & Adler, 1999). In cases of disagreement, a third researcher was employed as
an external auditor (Creswell, 2003). All 38 NFDs were analysed using content analysis, which was based on
two core dimensions, encompassing 24 aspects overall (see Table 1). The first dimension focused on the main
features of the NFDs, such as the standards mentioned in the materiality provisions. The second dimension
focused on NFD assurance, including coding of its features and the assurance tests used (e.g. test typologies,
level of assurance). The stability of content analysis results was enhanced using the test-retest procedure
(Krippendorff, 2018). The following section presents the content analysis results with consideration of the
abovementioned dimensions.

Table 1. Framework used for the content analysis

Dimensions Aspects

Where NFD is located in the reporting system
Standard applied
. Number of the report pages
Main features of NFD L .
Materiality analysis
Function/staff in charge of the NFD reporting

Presence of the assurance report

Number of assurance report pages

Auditor of NFD

Auditor of financial statement

Level of the assurance

Test typologies

Boundaries of NFD

Link between NFD and financial statement

NFD Assurance

Presence of qualitative and qualitative information
Indicators

Interviews with personnel

Site visits

Assurance result
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4. Results
4.1 General Aspects of Non-Financial Disclosure

According to the Italian Regulation, NFD may be included in a company’s management report or presented as a
separate document. In our sample, 82% of companies presented their NFI as separate documents, which assumed
different forms (e.g. NFD report, sustainability report, or integrated report). The structure of these reports varied
greatly and did not follow a common reporting framework. NFDs included in management reports were similar
in structure and followed the requirements of Legislative Decree No. 254/2016. Although this decree does not
refer to a specific international standard for NFDs, all documents referred to the GRI. This commonality is
supported by the Research Report No. 232 released by Assirevi (2020). While Assirevi does not explicitly
recommend the adoption of the GRI standard for NFD, it does recommend it for corporate sustainability reports
and when corporate sustainability reports and NFDs overlap. In addition to GRI’s main standard (GRI, 2013b),
other standards mentioned included the GRI’s (2013a) Financial Services Sector Disclosures and the
International Integrated Reporting Council’s (2013) International <IR> Framework for integrated reporting.
Because NFD reports are often unstructured, to comply with the Legislative Decree No. 254/2016, they indicated
where the various required contents, including GRI indices, were located in the document (e.g. section or page).
The length of reports ranged from 10 to 224 pages, with an average of 113 pages. Given that the NFDs were
facsimiles of the auditor report presented in Assirevi’s (2019) Research Report No. 226, it was surprising to find
that in all 38 NFDs, materiality was defined using different boundaries of the report.

4.2 Assurance Features and Extent

Each analysed NFD had an attached auditor report with an average length of 3.18 pages. The main assurance
provider was Deloitte & Touche, followed by EY Assurance, KPMG and PricewaterhouseCoopers (see Table 2).
These data are in accordance with general trends in the audit service market (CONSOB, 2020).

Table 2. Assurance providers for non-financial disclosures

Organisation % of assured non-financial disclosures (N)
Deloitte & Touche 28.95% (11)

EY Assurance 21.05% (8)

KPMG 21.05% (8)

PricewaterhouseCoopers 21.05% (8)

BDO Italia 5.26% (2)

Mazars Italia 2.64% (1)

In the majority of cases, the assurance providers for the NFDs were the same firms that audited the company’s
financial statements. In only two cases, two separate firms (BDO Italia and KPMG) were used for financial
statements and NFD assurances. According to the type of assignment given by the audited company, auditors’
conclusions were expressed as a limited assurance of the NFD as a whole, a reasonable assurance or a mixed
assurance (e.g. limited assurance of the NFD as a whole and reasonable assurance for some information
contained in the report) (IAASB, 2013). In all analysed cases, the provided level of assurance was limited and
referred to the ISAE 3000 (Revised) (IAASB, 2013), which is also supposed by Research Report No. 226
(Assirevi, 2019).

With respect to the tests carried out by auditors on NFDs, Figure 1 shows that general evaluations were
conducted by all 38 analysed companies. In particular, document review, generation and assessment of
qualitative data and compliance with art. 3 of Legislative Decree No. 254/2016 were presented in all auditor
reports. Scope of consolidation was required only for listed companies, with a coverage of 89.47%. A more
complex process was comparing NFD data with financial statements (84.21%) because NFD data are often
reclassified or altered. As sustainability reports, NFDs are rich in qualitive information, and interviews are a
diffused practice in assurance. According to our analysis, all analysed companies conducted interviews with
personnel to assess information such as employees’ work quality, health plans, security and training activities.
For listed companies, interviews were often also conducted with personnel in other branches (50%) and were
typically coupled with onsite inspections or visits.
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Indicators calculation ] 76.32
Comparison with financial statements data ] 84.21
Scope of consolidation ] 89.47
Documents review | 100.00
Generation and assessment of qualitative data ] 100.00
Compliance with art.3 of Law Decree 2016/254 ] 100.00
0.00 20.00 40.00 60.00 80.00 100.00 120.00

Figure 1. Tests conducted for non-financial disclosure assurance

5. Discussion and Conclusions

Directive 2014/95/EU has entered into force in all EU Member States and was released with the aim of
enhancing the comparability and coherence of the NFDs of undertakings in the European context. Despite this,
early studies on NFD have revealed only a slight improvement in transparency and little comparability between
reports. This lack of improvement is mainly attributable to the ambiguity of the Directive, which once transposed
to national laws, left EU countries with an ample margin for adapting the NFD requirements to the local context.
The ambiguous boundaries regarding materiality are a consequence of the Directive’s vagueness. The lack of
clear direction for NFD has also steered the NFD assurance process. While numerous studies have supported the
abovementioned concerns about NFDs, few have critically analysed the assurance aspects (Bozzolan &
Miihkinen, 2019; Venturelli et al., 2020).

Being relatively new, NFD assurance presents a challenge for auditors. The legal provisions arising from the
Directive and its transpositions mandate only the presence of assurance along with limited criteria described in
national laws. As noted by previous studies, audits on NFD are important for gaining trust and legitimacy from
stakeholders; however, when they are limited or vague, they may paradoxically be viewed as greenwashing
(Glover & Touboulic, 2020; Siano, Vollero, Conte, & Amabile, 2017).

In analysing how and to what extent NFD assurance is provided, the present study considered NFD assurance
practices in the Italian financial services sector. The results show that the main features and assurance of NFDs
in the financial services sector overall are consistent. The GRI is the main standard applied in identifying indices
for NFDs. NFD assurance is generally carried out by one of the Big 4 accounting firms in similar formats based
on recommendations by Assirevi. Thus, the lack of legislative provisions clearly defining the content of NFD
both at the EU and national levels is driving assurance procedures that cannot be framed into a specific process
or in accordance with established controls and procedures. In accordance with legislation, auditors can simply
certify the presence (or absence) of NFD and conduct procedures to ensure limited assurance (see Figure 2).

General law provisions Audit provisions

* Check that the Non Financial Disclosure has

) ) been provided
Directive 2014/95/EU

on Non Financial Disclosure Member states can require that NFD

information are verified by an independent
assurance services provider

Trar ition Trar ition
AV
National law on Non Financial
Disclosure  Liieeceeeerereea——
(e.g., Italian law Decree 2016/254)

« An external auditor check the presence of
(D 2 NFD information and provide a separate
representation letter

.| *  Onthe NFI the auditor considers its material
consistency

+

National law on Audit | .. i
(e.g., Italian law Decree 2010/39) . i

LIMITED

Figure 2. Legislation and Normative Pressures for Non-Financial Disclosure Assurance (Italian Context)
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The need for specific provisions is satisfied by professional associations. Assirevi has supported the task of
auditors by releasing Research Reports 226 and 232, which have strongly influenced Italian NFD content (e.g.
GRI indices) and assurance. As a trustworthy professional organisation at the national level, Assirevi influences
the practices of both disclosing companies and auditors. In this situation, an approach from below should steer
future legislative provisions because it remains doubtful that assurance statements will improve stakeholder trust
in companies if they are simply the result of normative pressures (Bebbington et al., 2012).

The main limitation of the present study, being explorative in nature, is the narrow boundaries of the sample,
which focused only on the Italian financial services sector. In light of this issue, future studies should
consider a larger sample encompassing various sectors and national contexts, bearing in mind that different
institutional pressures could also steer NFDs and their assurance procedures.
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