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H IGH LIGH TS
This Position Paper highlights the requirements of the EU Directive on disclosure of non-financial and diversity
information, which is due to be transposed into Member States’ national laws by 6 December 2016. Those
companies affected will need to comply with the national rules from 2017 onwards; the European
Commission is in the process of developing non-binding guidelines to assist them in complying with these
requirements.
The Directive requires 6,000 large European companies to disclose information at least on environmental,
social, and employee-related matters, as well as on the respect for human rights, anti-corruption, and bribery
issues. These companies also have to disclose the diversity policy for their administrative, management, and
supervisory boards.
This Directive represents the most significant EU legislative initiative in respect of such environmental, social
and governance disclosure in nearly a decade and is likely to have a significant impact on the non-financial
information (NFI) reporting of many of the companies affected. This paper sets out what the NFI Directive
means in practice, discusses the key issues around implementing the requirements, and provides some realworld examples of how the requirements can be met.
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Chapter 1 Introduction
As highlighted in The Future of Corporate Reporting 1, a recent publication in the Cogito thought-leadership
series by the Federation of European Accountants, the audience for corporate reporting is growing - as are
their demands. Users of financial reports are looking for more information about the value creation process of
an undertaking as well as information as to how it interacts with the world around it. This information
provides context for financial disclosures, demonstrating both how far an undertaking is able to meet
stakeholder expectations and the viability of its business model.
Such information has been variously categorised as Environmental, Social and Governance (ESG) 2,
Sustainability or Corporate Social Responsibility (CSR) 3 reporting, among others. The terms are often used
interchangeably despite each category having a different emphasis. However, in the context of this
publication they will be treated as synonymous and will refer only to CSR (unless ESG is specifically quoted),
primarily as this is the term most commonly used in communications from the European Commission.
In corporate reporting, NFI covers more than just CSR issues but, except where otherwise indicated.
References to NFI in this paper refer to the requirement of the NFI Directive (Directive 2014/95/EU disclosure
of non-financial and diversity information by certain large undertakings and group) as the requirements in the
NFI Directive relate to CSR issues.
Reporting on CSR issues had been gaining in importance for some years, as evidenced by the European
Commission’s publication of Green Paper in 2001. It became a major political issue after the 2008 financial
crisis as there was a clear need to rebuild investors’ and consumers’ trust in markets, partly through better
information regarding risk management and sustainability. Subsequently, both the European Commission and
Parliament have been active in promoting CSR reporting, not only for the benefit of society but also as a
means to improve the competitiveness and innovation of European businesses.
This has culminated in the NFI Directive, the objective of which is to
improve the average quality and consistency of NFI reporting across
Europe. A legislative proposal was considered necessary to ensure a
level playing field and to reduce the possibility that different national
requirements across the EU could create additional costs for crossborder businesses.

The Federation supports the
initiative represented by the NFI
Directive and believes that it is a
valuable tool in promoting CSR
reporting within Europe.

This publication aims to highlight the requirements of the Directive, address issues that could lead to
inconsistent application across the EU and make positive suggestions as to how best to achieve consistent,
high quality NFI reporting across the EU. It also aims to contribute to the development of the non-binding
guidelines that the Commission is required to produce.
The Directive provides a high level, principles-based, legislative framework with sufficient flexibility to enable
Member States to implement in the manner that best serves their internal markets. Chapter 2 will first give a
taste of the current state of play of NFI reporting requirements in Europe before looking in detail at the
contents of the NFI Directive.
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The Future of Corporate Reporting http://www.fee.be/library/list/50-corporate-reporting/1529-1510future-corp-rep.html
According to UNEPFI report, Environmental, Social and Governance (ESG) is a generic term that emerged to describe environmental,
social and governmental issues. This term is used by investors to assess corporate behavior and future financial performance of
companies. One of the examples of ESG issues, among others, is an issue of non-financial or not material nature. More information can
be found: http://www.unepfi.org/fileadmin/documents/translatingESG.pdf
3
Corporate Social Responsibility can be defined as the voluntary activities pursued by a company to operate in an economic, social and
environmentally sustainable manner in the society. Sustainable development (or sustainability) can be defined as “the ability to meet
the needs of the present without compromising the ability of future generations to meet their own needs” (Brundtland, 1987)
2
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The increasing use of NFI brings its own challenges. Even defining the term can be difficult. Consequently,
what constitutes NFI is further considered in Chapter 3.
The Federation believes that it is
important that, whilst undertakings
should be free to identify the key
CSR issues that are crucial to their
individual business, there is a need
for good quality NFI that is
comparable across different
undertakings and across Europe.

The NFI Directive permits undertakings to determine, within certain
broad guidelines, the key CSR issues affecting their business. In order
to do so, the undertaking will have to consider the materiality of NFI.
This is a difficult but crucial topic, so Chapter 4 is dedicated to
considering how businesses should approach this complex issue.
Chapter 5 will provide some concrete examples of what the
Federation considers to be best practice in the hope that it will be
valuable in the development of an informed public debate as to what
constitutes good quality NFI.

Chapter 2 The current environment
The current state of play
The section below gives an overview of the current legislative frameworks in several Member States – this is
not an exhaustive analysis but does indicate how current legal requirements vary within the European Union.
In most European countries, the only current legal requirements regarding disclosure of CSR reporting still
relate to the Modernisation Directive of 2003 4 and the amendments to the Fourth and Seventh Accounting
Directives in respect to the publications of a ‘corporate governance statement’ 5.
Under the Modernisation Directive 2003, large undertakings shall – to the extent necessary for a good
understanding of their financial position – include in their annual reports the most important non-financial
performance indicators for the company’s business, such as information on environmental and employee
interests, in the company’s analysis of the development of its business and of its financial position. The
existence of this information, but not its detailed content, is subject to the statutory audit.
Under the Directive 2006/46/EC, listed companies shall prepare a corporate governance statement
containing:
•

A reference to the corporate governance code that the undertaking has voluntarily applied;

•

Reasons for any departure from this code;

•

A description of the undertaking’s internal control and risk management systems as they pertain to
the financial reporting process.

The statutory auditor is required to check that the report has been produced.
According to a survey conducted by the Federation in 2008, no significant change had occurred of CSR
disclosure in financial reports 6.
4

Directive 2003/51/EC of the European Parliament and of the Council of 18 June 2003 amending Directives 78/660/EEC,
83/349/EEC, 86/635/EEC and 91/674/EEC on the annual and consolidated accounts of certain types of companies, banks
and other financial institutions and insurance undertakings, Full text can be found http://eur-lex.europa.eu/legalcontent/EN/TXT/PDF/?uri=CELEX:32003L0051&from=en
5
Directive 2006/46/EC amending Council Directives 78/660/EEC on the annual accounts of certain types of companies,
83/349/EEC on consolidated accounts, 86/635/EEC on the annual accounts and consolidated accounts of banks and other
financial institutions, and 91/674/EEC on the annual accounts and consolidated accounts of insurance undertakings
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32006L0046&from=EN
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By 2015, the following countries have implemented additional disclosure requirements:
France. From 2001, the NRE (Nouvelles Régulations Economiques) 7 law required listed companies to provide
some social and environmental information in their annual management report and since 2010 the Grenelle
II 8 law has added the following requirements:
1. Non-financial reporting is mandatory for all listed companies, and also for non-listed companies
reaching certain thresholds (500 employees and 100 million € of net turnover or total assets);
2. Non-financial reporting has to address 42 specific issues (29 only for non-listed companies), with
quantitative or qualitative information expected;
3. A ‘comply or explain’ approach is required;
4. Non-financial reporting has to be externally assured (extended from 2016 to include non-listed
companies);
5. External assurance has to be provided by an ‘accredited auditor’ (the accreditation process has been
devoted to the French Accreditation Committee – COFRAC). The assurance report has 2 parts:
i.

an “attestation regarding the completeness of CSR information”, and

ii.

a “conclusion on the fairness of CSR information”.

A template has been validated by the Compagnie Nationale des Commissaires aux Comptes for assurance
provider members of the audit profession.
The undertaking is given the flexibility to choose to comply with a national or international reporting
framework in order to fulfil its reporting obligation. However, it must disclose the nature and terms of the
chosen framework.
Sweden has required state-owned companies to present an independently assured sustainability report in
accordance with the GRI guidelines.
United Kingdom’s Companies Act 2006 was amended in 2013 to require all UK companies, except those
classed as small companies, to produce a Strategic Report. This report must disclose a description of the
principal risks and uncertainties facing the undertaking, and key performance indicators (KPIs) in relation to
environmental and employee matters.
In addition, all quoted companies must disclose the environmental impact of the undertaking’s business,
social issues (including those relating to human rights and community), and employee information, including
the policies implemented regarding these matters and information on the effectiveness of these policies.
Reporting on CO2 emissions is also mandatory for all listed companies since 2013 9.
A statement by the directors that the Annual Report, as a whole (including the Strategic Report) is fair,
balanced, and understandable. The statement is required for all UK companies applying the Corporate
Governance Code.
Denmark has made reporting on environmental, social and governmental topics mandatory since 2009 10. The
requirements apply to large companies, listed companies, state owned companies with limited liability, and
6

FEE Discussion Paper Sustainability Information in Annual Reports – Building on Implementation of the Modernisation
Directive
http://www.fee.be/images/publications/sustainability/DP_Sustainability_Information_in_Annual_Reports_08125122008561444.pdf
7
Full legal text (in French) can be found http://www.legifrance.gouv.fr/affichTexte.do?cidTexte=JORFTEXT000000223114
8
Full legal text (in French) can be found http://www.legifrance.gouv.fr/affichTexte.do?cidTexte=JORFTEXT000022470434
9 http://www.legislation.gov.uk/ukdsi/2013/9780111540169/contents
10
https://www.globalreporting.org/information/news-and-press-center/Pages/DENMARK-TRANSPOSES-EU-NFR-DIRECTIVE.aspx
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financial service sector companies with more than 250 employees. Denmark was, on 21 of May 2015, the first
country to put the new EU NFI Directive into force. From 2016, the new law will apply to approximately 50
state-owned companies and companies listed on the Danish stock exchange.
From 2018, the rules will apply to all Danish companies with more than 250 employees, affecting a potential
1050 additional undertakings. The Danish legislation excludes the option in the NFI Directive to permit nondisclosure of certain information if “such disclosure would be seriously prejudicial to the entity’s commercial
interest”. Large organisations have to supplement their Management Review with a CSR report, the content
of which is described in detail. A supplementary report to the Annual Report is also possible.

The EU NFI Directive
The NFI Directive will apply to large public-interest entities (PIEs) with an average of 500 or more employees.
The European Commission believes that this will affect approximately 6000 large companies and groups
across the EU. Members States have the option to expand the definition of PIE over that used in the 2013
Directive. 11
The undertakings affected will be required to disclose information on several non-financial matters, to the
extent necessary for an understanding of the undertaking’s development, performance and position, and of
the impact of its activities.
Taking note of this, information must be provided, at a minimum, on:
a. environmental matters
b. social and employee-related matters
c. respect for human rights
d. anti-corruption and bribery matters
An undertaking must disclose a brief description of its business model and, for each of the above matters, the
following information:
a. A description of policies, including due diligence processes implemented;
b. Outcomes of these policies;
c. The risks relating to those matters and how the company manages those risks;
d. Non-financial key performance indicators relevant for the particular business.
In the Federation’s opinion, NFI
should be included in the
management report rather than in a
separate report, as far as it is
material for an understanding of the
undertaking’s development,
performance, position and impact of
its activity.

11

There exists a ‘comply or explain’ requirement – if an undertaking
does not pursue policies covering these matters, it will provide a
“clear and reasoned explanation” for not doing so.
Rather than specify a particular disclosure framework, the Directive
permits use of national, European or international frameworks, but
details of the framework(s) relied upon should be disclosed. For more
information on existing disclosure guidelines and frameworks, see
Chapter 3.

Broadly defined in Article 2 para 13 of the Directive 2006/43/EC as all entities that are both governed by the law of a Member State
and listed on a regulated market in a Member State, all credit institutions and insurance undertakings in the EU (whether listed or not)
and other entities thus designated by Member States. The text is available at: http://eur-lex.europa.eu/legalcontent/EN/TXT/PDF/?uri=CELEX:32006L0043&from=EN
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Options are available as to where the information is disclosed – either in full in the management report or
reported separately and cross-referenced in the management report. If published in a separate report, the
report must be published at the same time as the management report or not later than 6 months after the
balance sheet date.
Given that disclosure is only required of the key, material matters affecting an undertaking, the Federation
believes that such information should be given its appropriate level of prominence in the management
report. How to identify those issues that are material to an undertaking are examined in Chapter 4.
The statutory auditor shall check whether the required information is
included in the management report (or a separate report as
appropriate). Additionally, Member States may require that the NFI
be verified by an independent assurance services provider. The
Federation discusses the assurance aspects of the NFI Directive in a
separate paper. 12
Also coming into force at the same time is an amendment to the
corporate governance requirements of the 2013 Accounting
Directive. This requires the disclosure of the undertaking’s diversity
policy in respect of its administrative, management, and supervisory
bodies. Matters to be covered include, for instance, those relating to
age, gender, and educational and professional backgrounds. The
objectives of the diversity policy, how it has been implemented and
the results of its implementation in the reporting period must also be
disclosed. If no such diversity policy exists, a statement shall be made
explaining why this is the case. This requirement is not dependent on
any level of significance or materiality. Consequently, all
undertakings affected will have to include some commentary on the
topic in their corporate governance statement. This amendment in
respect of the diversity policy applies to all PIEs.

The Federation also considers that
publication in the management
report would help to ensure that the
information is published in a timelier
manner. Many of the undertakings
affected prepare their annual
reports as soon as possible after the
balance sheet date - inclusion of
such information in the
management report would lead to
its disclosure sooner than if the six
month deadline for the publication
of a separate report is adhered to.

The NFI Directive applies to the European Economic Area and it entered into force on 6 December 2014.
Member States have two years to transpose it into national legislation. This is also the deadline for the
European Commission to publish non-binding guidelines on the methodology for producing NFI, including
KPIs.
Companies have to comply with the reporting requirements in their disclosures for accounting periods
commencing on or after 1 January 2017.

12

FEE issues views on the role of practitioners in providing assurance on disclosure of non-financial information
http://www.fee.be/index.php?option=com_content&view=article&id=1554&Itemid=106&lang=en
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Chapter 3 Non- Financial Information
What is NFI?
The Chapter below discusses what is meant by NFI before moving on to look at some of the existing
frameworks that may be useful as a reference point in the context of the NFI Directive.
NFI has appeared in financial reports to answer the need for more comprehensive information about
corporate performance. But what is NFI? This concept could be understood as everything that is not financial.
However, being more precise is a challenge. There is a lack of a common definition around this concept.
Corporate reports already include a considerable amount of information that is not financial. Details of
‘market share’, for example, are not financial information but they give an indication of the undertaking’s
health and dynamism.
The major issue at stake with this concept is the value of the information disclosed. What is the difference
between financial and non-financial information if both of them can have a financial impact on the company?
NFI is vital to annual reports because it informs the decisions of investors and the providers of corporate
finance. It gives valuable insight on internal and external policies, vision and values, risk management, and
perspectives. These highlight the stability and robustness of the undertaking, and its ability to be profitable in
the future. It helps address such questions as “can the undertaking meet stakeholders’ expectations?”, “can it
cope with developing macro trends?”, and, crucially, “is it fit for purpose?”. After all, as highlighted in the
World Economic Forum’s The Global Risks Report 2016 13, most macro trends and risks that could affect an
undertaking in the future are non-financial.
NFI will usually concern externalities – the consequences of an economic activity that is experienced by
unrelated third parties, positive or negative. This information can be quantified (perhaps even monetised),
but normally additional qualitative information is necessary to connect NFI to financial outcomes and to
provide context for such information. This information can reveal management effectiveness and reputational
or industrial risks. It provides a context for financial information, and demonstrates the undertaking’s success
factors and value creation.
Ultimately, NFI can be defined as all the information disclosed by the company that cannot be explained with
a currency. In spite of the appellation, it can have financial consequence – on the Profit or Loss Account or on
the market value of the company due to reputational damage, for example. NFI is a label to work with, that
gathers a continuum of new information on CSR issues, amongst others. This concept is still being developed
and consensus is yet to be reached. This need for consensus is important since the NFI Directive was designed
to unify European reporting practices under a common banner.
The NFI Directive, as mentioned in Chapter 2, highlights the material non-financial matters on which
undertakings should report. These are environmental matters, social and employee-related aspects, respect
for human rights and anti-corruption and bribery issues. Paragraph 7 of the preamble of the NFI Directive
provides some additional guidance on what information should be disclosed for each of those matters:
a. For environmental matters, an undertaking should report details of the current and foreseeable
impacts of the undertaking’s operations on the environment, (including, where appropriate, on health
and safety), the use of renewable and or non-renewable energy, greenhouse gas emissions, water
use, and air pollution;

13
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http://www3.weforum.org/docs/Media/TheGlobalRisksReport2016.pdf

b. For social and employee-related matters, the information provided should detail the actions taken to
ensure gender equality, the implementation of fundamental conventions of the International Labour
Organization, working conditions, social dialogue, respect for the right of workers to be informed and
consulted, respect for trade union rights, health and safety at work and the dialogue with local
communities, and/or the actions taken to ensure the protection and the development of those
communities; and
c. For human rights, anti-corruption and bribery, the NFI could include information on the prevention of
human rights abuses and on instruments in place to fight corruption and bribery.

Current non-financial disclosure and sustainability guidelines
Paragraph 9 of the preamble to the NFI Directive makes it clear that preparers may rely on national
frameworks, Union-based frameworks or international frameworks. For international frameworks, it
specifically mentions the:
a. UN’s Global Compact
b. the OECD’s Guidelines for Multinational Enterprises
c. the International Labour Organisation's Tripartite Declaration of principles concerning multinational
enterprises and social policy, and
d. the Global Reporting Initiative
It also permits the use of other recognised international frameworks, which include those developed by the
European Federation of Financial Analysts Societies (EFFAS) and AccountAbility. The idea behind this approach
is to best utilise already existing tools and also to create bridges between European and international
reporting – thereby making NFI comparable. This Chapter will now briefly examine some of the frameworks
available.

Global Reporting Initiative (GRI)
The GRI started publishing NFI reporting guidelines in the 1990s to
help organisations communicate about their impact on society and
environment. These guidelines give companies solutions to disclose
their NFI information using a harmonised and clear methodology.
The GRI provides a list of elements that should be included in
companies’ reporting with specific indications of the way in which
they should be reported. The final objective is to give shareholders a
tool to analyse the CSR performance of companies and to be able to
compare them. Since inception, the GRI has gained major attention
from companies and has become a worldwide reference for
reporting. The latest (G4) version particularly focuses on issues
related to materiality - it encourages companies to focus their
communication on the most relevant topics related to their core
business (https://g4.globalreporting.org).

The International Integrated Reporting Council (IIRC)

The Federation believes that the
implementation of the NFI Directive
should follow the underlying
approach of the <IR> framework as
this framework emphasises the
connectivity of financial and nonfinancial information and highlights
the key role that materiality has to
play. Within the overarching
principles provided by <IR>, GRI then
provides the most commonly used
framework (providing the highest
potential for comparable reporting)
from which to draw, for example,
specific KPI’s, with the SASB
framework providing other
information where required.

The IIRC was launched in 2010 with the objective of developing and
promoting integrated Reporting (<IR>) by businesses. <IR> is a
framework designed to change corporate communication to produce
company reports that detail how an undertaking’s organisational
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strategy, governance, performance, and prospects lead to the creation of value over the short, medium, and
long term. By integrating financial with NFI, the aim is to make clear how value-relevant information fits into
the operations of the undertaking and thereby help embed long-term decision making into the undertaking’s
management. Following the <IR> framework, an undertaking demonstrates how its business model takes the
6 capital inputs (financial, manufactured, intellectual, human, social and relationship, and natural) and
transforms them to outputs. <IR> is not primarily a framework for sustainability or CSR reporting – it aims to
make the key value drivers for a particular business more obvious to investors and in the course of doing so it
requires consideration of many of the issues of CSR reporting. The <IR> Framework was published in 2013
(http://integratedreporting.org/).

Sustainability Accounting Standards Board (SASB)
The SASB is a US not-for-profit organisation established in 2011 to develop and disseminate accounting
standards dealing with social and environmental issues. A significant characteristic of the SASB is that the
standards developed are intended to be consistent with the current US system of financial regulation –
indeed, the aim is to integrate SASB standards into the standard annual report required by the U.S. Securities
and Exchange Commission for all publically traded companies. The SASB has developed its Sustainable
Industry Classification System that categorises ten sectors and 88 industries and has so far issued a
Conceptual Framework and nine industry-specific reporting standards (with a tenth under development).
Apart from NFI accounting standards and KPIs, the SASB is also developing a more consistent approach to the
use of materiality in sustainability reporting (http://www.sasb.org/).
The Federation does not believe that
any single framework provides a
complete solution for dealing with
the requirements of the NFI
Directive. Our view is partly driven
by the differing materiality
considerations as to what should be
included in a management report
compared to that disclosed, for
example, in a full sustainability
report under the GRI framework.
This issue will be discussed in more
detail in the following Chapter.

The Federation believes that the frameworks provided by the GRI,
the IIRC and SASB are the most suitable frameworks for informing
undertakings seeking to comply with the requirements of the NFI
Directive as they specifically focus on the reporting requirements and
criteria

AccountAbility (AA)

The AccountAbilty principles for sustainable development were
initially published in 1999 and have since undergone various
modifications. The current standard in place is the AA1000
Accountability Principles Standard 2008 (AA1000APS), which provides
undertakings with a set of principles to frame and structure the way
in which they understand, govern, administer, implement, evaluate,
and communicate their accountability. The value of the principles of AA1000APS (namely, inclusivity,
materiality, and responsiveness) lies in their comprehensive coverage and the flexibility of their application.
Accompanying AA1000APS is AA1000AS – a high-level principles-based assurance standard that emphasises
the importance of materiality, completeness, and responsiveness.
AA1000APS demands that an undertaking actively engages with its stakeholders, fully identifies and
understands the sustainability issues that will have an impact on its performance, and then uses this
understanding to develop responsible business strategies and performance objectives. As principles rather
than prescriptive rules, they allow undertakings to focus on what is material to their own vision, and provide a
framework for identifying and acting on opportunities as well as managing non-financial risk and compliance
(http://www.accountability.org/standards/aa1000aps.html).
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United Nations Global Compact (UNGC)
Launched in 2000, the United Nations Global Compact is a platform for businesses for the development,
implementation and disclosure of responsible, and sustainable corporate policies and practices. The UNGC
seeks to align business operations and strategies with ten universally accepted, guiding and overarching
principles in the areas human rights (2 principles), labour (4 principles), environment (3 principles), and anticorruption (1 principle). It assists the private sector businesses in the management of increasingly complex
risks and opportunities, and seeks to embrace, support and enact, within their sphere of influence, a set of
core values in these areas. By partnering with companies and leveraging the expertise and capacities of a
range of other stakeholders, the UNGC aims to embed the ten principles in markets and corporate
boardrooms, for the benefit of both businesses and society around the world. Businesses become signatories
to the UNGC and demonstrate tangible actions to support the Ten Principles by submitting formal
Communications on Progress on an annual basis (http://www.unglobalcompact.org).

Organisation for Economic Co-operation and Development (OECD)
The OECD‘s Guidelines for Multinational Enterprises are a set of non-binding norms and principles aimed at
international undertakings. Their objective is to help these businesses positively contribute to a better
natural, social, and economic environment. By transforming the impact of companies on society, those
Guidelines aim to reshape investment choices by adding a whole new perspective – non-financial
performance. Its last version dates from 2011, comprises of eleven chapters of which the third chapter deals
with disclosure, including information of a CSR nature. The text delivers recommendations regarding the
content, the scope of their reporting, the nature of assurance, available norms and reporting tools, etc. It is,
however, hardly ever used as a reporting guideline (http://www.oecd.org/corporate/mne/48004323.pdf).

European Federation of Financial Analysts Societies (EFFAS)
EFFAS has published KPIs for CSR since 2010. The objective of these KPIs is to provide a basis for the
integration of CSR data into corporate performance reporting. The current release (KPIs for ESG version 3.0)
sets out overall requirements for CSR reports, guidelines for presentation and structure, and minimum
requirements for the content to be disclosed. They apply to profit-oriented entities.
While the framework is suitable for all entities regardless of size, scope and legal form, it has been specifically
designed for publically-listed companies and issuers of bonds. The KPIs reflect the requirements of economic
stakeholders in general and investment professionals in particular, as EFFAS is a professional association
representing investment professionals (i.e. professionals who manage or evaluate investments or credit risks).
EFFAS encourages investors, financial analysts, credit rating agencies, and other functions vital in capital
markets to integrate its KPIs into their valuation models (KPIs for ESG – A guideline for the Integration of ESG
into Financial Analysis and Corporate Valuation
http://www.effas-esg.com/wp-content/uploads/2011/07/KPIs_for_ESG_3_0_Final.pdf).

ISO 26000
ISO 26000 is a voluntary CSR standard designed to help undertakings to behave responsibly and to improve
their CSR engagement through time. The standard revolves around Seven Core Subjects: organisational
governance, human rights, labour practices, environment, fair operating practices, consumer issues and
community involvement and development. One of the ISO 26000’s core objectives is to improve the reliability
of undertakings' CSR communication and transparency, and to give a common and universal basis of CSR
concepts and methodologies. This Seven Core Subjects makes the ISO 26000 a suitable tool for non-financial
reporting, and many undertakings use it as a framework to organise their report
(http://www.iso.org/iso/home/standards/iso26000.htm).
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However, the ISO 26000 standard is neither a reporting framework nor a management system standard.
Unlike many other ISOs that include a certification process, ISO 26000 it is a guideline only without a
certification process.
Whichever framework or frameworks an undertaking decides to use as the basis for its reporting under the
NFI Directive, The Federation believes that for the sake of clarity and comparability, the undertaking should
adequately disclose the framework(s) used and the reasons for using it.

Chapter 4 Materiality defines the scope of NFI
As mentioned in Chapter 2, the NFI Directive requires that non-financial matters have to be disclosed to the
“extent necessary for an understanding of the undertaking's development, performance, position, and impact
of its activity”. This is further expanded in paragraph 8 of the preamble to the Directive, which states that
information should be provided in “relation to matters that stand out as being most likely to bring about the
materialisation of principal risks of severe impacts, along with those that have already materialised. The
severity of such impacts should be judged by their scale and gravity”.
The ‘minimum matters’ stipulated by the NFI Directive should be understood as a categorisation to help
undertakings identify material matters, hence the ‘comply or explain’ approach. For example, a software firm
with highly paid staff working under flexible working conditions and that doesn’t have an extended supply
chain may consider that the possibility of human rights abuses is extremely remote. Even though human
rights matters are stipulated as minimum matters to be potentially included by the NFI Directive, the software
firm should not disclose this information in the management report but rather explain the process by which
this category was identified as immaterial.
This chapter aims to assist with the process of defining the scope of the NFI to be included in order to comply
with the requirements of the NFI Directive. In order to define this scope, the concept of materiality is critical.
The International Federation of Accountants (IFAC), in the context of materiality in respect of Integrated
Reporting (<IR>) acknowledges this, stating that reports must focus on material matters to improve internal
and external decision making by excluding extraneous information – thereby helping to reduce the
information asymmetry between management and external stakeholders 14.
The Federation also believes that it is
crucial that the criteria and the internal
processes for deciding on NFI
materiality are properly disclosed.
Undertakings should state how they
have ensured that all material
information has been included in the
management report (i.e. how relevant
issues have been identified and
evaluated on their potential impact on
the undertaking) to give the users
comfort that all material issues have
been included.

The SASB, using a judgement from the U.S. Supreme Court as a basis,
defines information as material if there is “a substantial likelihood
that the disclosure of the omitted fact would have been viewed by
the reasonable investor as having significantly altered the ‘total mix’
of information made available” 15. Materiality is a concept well
understood by the preparers, auditors and users of financial
information, but determining materiality for NFI purposes is far more
difficult because the accepted practice of defining materiality in
terms of a financial threshold is simply not possible with many types
of NFI. This increases the risk of differing judgements of materiality
between the preparers, the auditors and the various users of NFI.

According to the Guidance for the preparation of integrated reports
published by the IIRC 16, three critical frames of reference need to be
considered when determining materiality in relation to NFI in management reports:
14

https://www.ifac.org/publications-resources/materiality-integrated-reporting
http://www.sasb.org/materiality/important/
16
http://integratedreporting.org/wp-content/uploads/2015/11/1315_MaterialityinIR_Doc_4a_Interactive.pdf
15
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1. The report’s purpose: the purpose of a management report is to complement an undertaking’s
financial statements. Complementary information is necessary with regards to goodwill and other
intangible assets (particularly where self-generated) as far as it cannot be drawn from financial
statements, especially regarding their fair value. Furthermore, as financial statements are primarily
based on historical financial information, forward-looking information is needed to inform as to the
undertaking’s probable future development;
2. The report’s users or audience: the primary user of a management report is anybody who has a
legitimate interest in an undertaking’s performance. Those are primarily investors, but also include
employees, suppliers, customers etc.;
3. The report’s scope: the management report shall include a fair review of the development and
performance of the undertaking's business and of its position, together with a description of the
principal risks and uncertainties that it faces. It should clearly indicate how internal aspects such as
strategy and governance interact with external factors to influence the undertaking’s ability to create
value.
The above definition of materiality is more or less applicable when
preparing any (corporate) report. However, the information to be
included in a management report could be different from the
information included in, for example, a sustainability report prepared
in accordance with GRI Guidelines or other frameworks. This is
because:
a. Sustainability reports are directed towards a broader
audience than management reports. Disclosure of topics that
are deemed material for preparing a sustainability report can
also be material for a management report, but not in the
same detail or length;
b. For management report purposes, it is not sufficient that a
matter be material for stakeholders. For inclusion in the
management report, the matter also has to materially impact
the undertaking’s performance – in the period of the report
or in the future. It is, therefore, important not to just ‘cut and
paste’ CSR-related information from a non-financial
statement into the management report – this information
should also be connected to disclosures related to the
undertaking’s performance, and should be of crucial
importance to the undertaking.

The Federation believes that the
disclosure requirements arising from
the NFI Directive do not represent a
fundamental change in direction in
corporate reporting or an obligation
to report on matters that are
irrelevant for the undertaking’s
position. In fact, they are an
acknowledgement that ‘nonfinancials’ do count financially and
are often essential for a proper
understanding of the undertaking’s
performance, position and future
development. Applied correctly, and
focused on material matters, this
reporting obligation can assist in
ensuring that management reports
better meet their underlying
purpose.

In the Federations’ view, the following steps can help management identify material matters:
a. Identify the non-financial matters that had material impact
on the undertaking’s financial position in the past year.
b. Consider which non-financial matters could have material
impact on the undertaking’s financial position in the future.
Identify the extent to which these matters represent risks or
opportunities for the undertaking’s future development.

The Federation believes that, most
of the time, it will not be possible to
define a quantitative threshold for
materiality with regards to NFI - the
threshold is, rather, qualitative.

c. Identify those areas where the undertaking has significant dialogue with stakeholders. When
identified, consider the importance of this dialogue to the undertakings corporate governance
statement.
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d. Consider whether non-financial matters are reflected in the entity’s Research and Development
programme. If they are reflected, then consider how.
e. Identify whether non-financial matters are reflected in the entity’s senior management remuneration
policy. If this is the case, then consider how.
f.

Consider whether there are any codes of conduct with regards to environmental, social and employee
matters, respect for human rights, anti-corruption and bribery matters. If any are identified in respect
of the undertaking, determine whether those should be part of the undertaking’s corporate
governance statement.

Chapter 5 Current good practice
Many undertakings have already voluntarily adopted disclosure of CSR non-financial information, usually
within an existing international framework and, therefore, there are still many examples of informative and
clear disclosure. With a view to informing the development of European non-financial reporting, one example
has been included below for each of the different matters specified in the NFI Directive to demonstrate how
undertakings are currently dealing with these matters in their corporate reporting.
Inclusion of a section of the reports
in our publication should not be seen
as an endorsement by the
Federation of the undertaking
involved, its CSR policies or its NFI
reporting.
The Federation also believes that the
key characteristics of good practice
in NFI reporting should be the
connectivity of information, a focus
on material information, and on a
common framework of information
between undertakings. This will help
ensure that the information
necessary for informed decision
making will be easy to digest – a
process further assisted by
presenting such information using
graphical and tabular formatting
rather than by using only text
descriptions.

Whilst these examples highlight that it is eminently possible to
provide comprehensive information on CSR matters, they also
highlight the considerable divergence in reporting on these matters
between different undertakings and the fact that there is no single
example that achieved reference standard in all of the matters
required.
The matters addressed in the NFI Directive are, to differing degrees,
also addressed in the <IR> Framework produced by the IIRC and the
GRI Guidelines. Consequently, examples have been drawn from their
respective databases 1718 and some examples were also taken from
CorporateRegister.com Directory 19. Priority has been given to
winners of reporting awards or those recommended as high quality
reports by the organisations managing the databases in question.
The disclosure of the business model is one of the key elements
required by the <IR> Framework. For environmental, social and
employee matters, respect for human rights, anti-corruption and
bribery matters, as well as diversity matters, which are considered to
be material, the <IR> Framework would also require disclosures on
related risks and performance indicators. GRI’s Guidelines address all
these matters, albeit the focus is on disclosure of related policies,
outcomes, and non-financial performance indicators. Similarly to the
<IR> Framework, the GRI framework only calls for disclosure of
matters if the undertaking considers them to be material.

Further examples of good practice can be found in the appendix on our website 20.

17

From the Integrated Reporting Examples Database (IRED) developed by the IIRC http://examples.integratedreporting.org/
Sustainability Disclosure Database (SDD), developed by the GRI http://database.globalreporting.org/
19
The CorporateRegister.com Directory (Co.Re.Di.) is managed by CorporateRegister.com http://www.corporateregister.com/
20
http://www.fee.be/index.php?option=com_content&view=article&id=1575&Itemid=106&lang=en
18
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Business model
Aggreko Plc, a global leader in temporary power and temperature control solutions, published its Annual
Report 2014 21 with a similar structure as outlined in the <IR> Framework without formally stating the
application of a specific reporting framework. This Report involves all principal business and CSR matters and
includes clear disclosure of its business model, covering six pages.
The effectiveness of this disclosure derives from the connection between the business model and the
economic transformation process from inputs to outputs. Also described are the sourcing relationships with
suppliers, the value creation strategy across the projects’ life-cycles, and the use of specific resources.
The section also provides quantitative KPIs for many aspects mentioned in respect to value creation, thereby
providing a benchmark for assessing changes and developments of the business model in the future.

Source: Aggreko Plc, Annual Report 2014, p. 16- 17

21

Aggreko Plc Annual Report 2014 http://ir.aggreko.com/~/media/Files/A/Aggreko-IR-v2/respres/2015/annual-report-2014.pdf
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Policies pursued and outcome of policies (incl. performance and KPIs)
Unilever, a multinational consumer goods company, is recognised as a world leader for corporate action on
climate change and scored in 3rd position in research carried out on a content and quality on corporate social
responsibility reports of Dutch companies. 22 The company summarised in a single page the policy pursued
with regard to several social and environmental policies, detailing its strategy and the resource allocation
involved in the business model adopted in its Annual Report 2014 23.
The graphical design clearly outlines the environmental and social impact of the production chain and the
sustainability value of the company.
The remainder of this section of the financial report is also easily understandable – the document uses lots of
hyperlinks and small paragraphs to make it more intelligible and easier to determine the key environmental
factors relating to the undertaking’s operations.

Source: Unilever Annual Report 2014, p. 11

22
23

More information can be found on https://www.unilever.com/news/awards-and-recognition/
Unilever Annual Report and Accounts 2014 https://www.unilever.com/Images/ir_unilever_ar14_tcm244-421557_en.pdf
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Outcome of policies
ARM Holdings Plc, the world’s leading semiconductor intellectual property supplier, won an award for
Strategic Reporting in 2015. 24
The company published its 2014 Annual Report in the form of two documents: the Strategic Report, giving a
comprehensive and concise overview of the key information about ARM, and the Governance and Financial
Report 25, containing more details about performance in the year. Additional information has been separately
disclosed in the Corporate Responsibility Report 26.
The Strategic Report includes a section that provides information on the entire value creation chain, from the
undertaking’s policy and related strategy to its performance and outcome (in terms of market context,
business model and its inputs and outputs diagram, and long-term growth strategy).

Source: ARM Holdings plc Strategic Report, p. 22

Seventeen pages (from 14 to 30) are devoted to the specific analysis and KPIs of each principal economic and
social channel of the ARM value creation process:
a. “Building the base of licences that will drive future royalties”;
b. “Growing the number of ARM-based chips”;
c. “Increasing share in target end markets”;
d. “Increasing the value that ARM receives for each smart device sold”;
e. “Developing and licensing new technology to generate additional revenue streams generate
additional revenue streams”;
f.

“Investing in ARM’s people and systems”;

g. “Growing normalised profits, EPS, cash generation and dividends”.
24

The awards announced by PwC http://www.pwc.co.uk/building-public-trust-awards/winners.html
ARM Holdings plc Strategic Report 2014 http://ir.arm.com/phoenix.zhtml?c=197211&p=irol-reportsannual
26
ARM Holdings plc Corporate Responsibility Report 2014 http://www.arm.com/files/pdf/ARM_2014_CR_Report.pdf
25
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With this presentational framework those activities most subject to risk are clearly identified.
The areas of activity, and where the production and sales activities take place, are comprehensively
represented and the report clearly describes the countries in which the undertaking has created employment.

Source: ARM Holdings plc Strategic Report, p. 23

Source: ARM Holdings plc Strategic Report, p. 28
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Risks related to CSR matters
Gold Fields, one of the world’s largest gold mining firms, is an awards winning company. The company scored
well in sustainability performance over the past years 27. Its Integrated Annual Review 2013 28 (prepared
according to GRI G3) has five pages providing information regarding CSR related risks. Its risks and
opportunities section is structured around strategic categories, details the undertaking’s appetite for risk and
its tolerance level, clearly identifying the thought process behind each risk/opportunity and its impact on the
business.
Moreover, the report contains annual targets and performance measurements for every kind of risk,
indicating the actions undertaken to address these risks or opportunities.

Source: Gold Fields Integrated Annual Review 2013, p. 60

27
28

More information can be found on https://www.goldfields.com/sus_awards.php
Gold Fields Integrated Annual Review 2013 https://www.goldfields.com/reports/annual_report_2013/pdf/annual-review-2013.pdf

17

Non-financial KPIs
Energie Baden-Württemberg AG (EnBW), a publicly traded electric utilities company, in its Annual Report
2014 29 (prepared according to the <IR> framework, GRI G4 and other reporting standards) provides a clear
example in how to represent the possible connection between financial KPIs and non-financial KPIs. The
report presents a thorough analysis of the relationship of the EBITDA (Earnings before interest, taxes,
depreciation, and amortisation) with other KPIs, like the ECI (Employment Commitment Index).

Source: EnBW Annual Report 2014, p. 27

Diversity policy
The Crown Estate, a collection of lands and holdings in the United Kingdom, won PwC’s Building Public Trust
award for Sustainability Reporting in 2014. The company in its Annual Report and Accounts 2015 30 (prepared
according to IR Framework) has devoted considerable effort to informing stakeholders about its governance
structure and diversity policy.
The governance policy is summarised in the first page of the specific section and detailed information is
provided in the following pages, supported by ‘in a glance’ tables.

29

EnBW Annual Report 2014 http://report2014.enbw.com/fileadmin/ONGB14/Downloadcenter/EnBW-Report-2014-Complete.pdf
Crown Estate Annual Report and Accounts 2015
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/437451/Crown_Estate_AR_2015_web_pdf__accessi
bility_version_.pdf
30

18

Source: Crown Estate, Annual Report and Accounts 2015, p.65

Additional information is provided on leadership, accountability, effectiveness, remuneration, and relations
with shareholders. With regard to the Boards and appointment thereto, key strengths, experience, and
external appointments are listed for each board member.
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Source: Crown Estate, Annual Report and Accounts 2015, p.67

Source: Crown Estate, Annual Report and Accounts 2015, p.68

The Federation believes that there is a delicate balance between providing too much and too little
information in the annual financial reports of companies. For matters of governance, it may be possible to
achieve greater consistency of reporting as the information of interest to users of the accounts will not vary
greatly between different undertakings For other NFI, materiality is the key consideration as to which
information should be included in the management report and which is included in other reports which makes
consistency more difficult to achieve.
Perhaps one solution to this potential lack of consistency would be for the non-binding guidelines under
development by the European Commission to take a similar approach to the German Sustainability
Code 31 – specify a number of key matters and performance indicators that would be relevant to the vast
majority of the undertakings in question whilst still allowing for additional disclosure of specific matters
affecting their individual business.

31

http://www.deutscher-nachhaltigkeitskodex.de/en/home.html
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Chapter 6 Conclusions
NFI reporting should not just be seen as an administrative burden on
business to placate the demands of other stakeholders. The
Federation believes that implementing the internal processes
required to fulfil the requirements of the NFI Directive can have long
term benefits for the undertaking in question, particularly by
focusing its attention on the key risks and opportunities that could
impact on the undertaking. It also provides a means to communicate
those aspects where the undertaking has taken an innovative
approach in CSR matters, which could provide them with a
competitive advantage over less innovative competitors.
Given that the matters under discussion are of importance to the
undertaking, the Federation believes such information should be
displayed with prominence in the management report, not relegated
to a separate report.

As highlighted in the Cogito
discussion paper The Future of
Corporate Reporting, the audience
for corporate reporting is growing.
In recent years the way that the
larger stakeholder audience
perceives and judges a company has
changed. For instance, investors
now require more information about
the undertaking’s future prospects
and NFI can assist investors in
assessing a company’s value as it
complements financial information
and provides information about the
future direction of the undertaking.

As disclosure is only required for matters critical to the undertaking, the Federation believes, whilst
undertakings require some flexibility to determine what disclosures are material to their business, we should
search for as much consistency as possible in disclosure – and, indeed, transposition – across Europe.
However, reconciling flexibility and consistency is not always easy. Perhaps developing a common base level
of KPIs to be used by all affected undertakings could assist with improving consistency and comparability of
disclosures across Europe.
In any event, The Federation believes that increased consistency
could be best achieved by utilising internationally accepted reporting
frameworks, which would increase the comparability of information
provided by companies operating in the same sector and on a
European basis. The existing reporting frameworks (GRI, <IR>, and
SASB) can be a good starting point for undertakings seeking to
comply with the requirements of the NFI Directive and in developing
standards.
However, the Federation does not believe that existing frameworks
provide the complete answer to the requirements of the NFI
Directive, not least because of differences in defining the materiality
for information to be included in a management report and that to
be included in another type of report.

The real potential for NFI reporting
comes from providing context for
financial disclosures by integrating
financial and non-financial
information, thereby producing a
holistic view of the undertaking’s
business. Given its experience in
corporate and sustainability
reporting, and having the necessary
tools and standards at hand, the
accountancy profession is well
placed to establish that bridge
between non-financial and financial
information. It is also best place to
interpret the information produced.
The profession has an important
role to play in the debate on the NFI
reporting and assurance matters
and the Federation aims to
contribute with the discussion and
key messages outlined in this paper.

Materiality is a key concept in corporate reporting in general, but the
Federation believes that it becomes especially important and
challenging when dealing with NFI. NFI is mainly qualitative and it is
not normally possible to set a quantitative threshold that can be
applied. There are very few frameworks that deal comprehensively
with this matter. The NFI Directive requires disclosure of information
“to the extent necessary for an understanding of the undertaking’s
development” – this simultaneously highlights the importance that NFI reporting of CSR issues has to the
undertaking and the importance of materiality in determining which matters should be included.
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FEE would also welcome more guidance from standard setters to aid undertakings in applying materiality
consistently. In any event, the Federation believes that the criteria and internal processes that an undertaking
uses to assess NFI materiality should be sufficiently well disclosed to reassure users of the information that
nothing material has been omitted.
There is a tension between the increasing needs of stakeholders for more information and the issues of
legibility brought about by the increasing volume of disclosures. The Federation believes that innovative
reporting is required to prevent information overload and to ensure that key information is as easy to access
as possible for all users of financial statements.
The real potential for NFI reporting comes from providing context for financial disclosures by integrating
financial and non-financial information, thereby producing a holistic view of the undertaking’s business. Given
its experience in corporate and sustainability reporting, and having the necessary tools and standards at hand,
the accountancy profession is well placed to establish that bridge between non-financial and financial
information. It is also best place to interpret the information produced. The profession has an important role
to play in the debate on the NFI reporting and assurance matters and the Federation aims to contribute with
the discussion and key messages outlined in this paper.
The Federation has already contributed to the discussion with the idea of the CORE & MORE, a key concept in
The Future of Corporate Reporting. CORE & MORE aims to provide “the company’s corporate story and
include information of interest to a wide and general audience” in one single comprehensive report. It also
highlights the role of technology in the future development of reporting. It is seen as an essential element to
diverse delivery and communication channels. To make the change happen, experimentation could aid
developing a non-traditional, more innovative manner of reporting that could best accommodate the needs of
a company and a growing audience of stakeholders.

DISCLAIMER: FEE disclaims any responsibility resulting from the use of, or reliance on, the information contained in this document.
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The Federation of European Accountants represents 50 professional institutes of accountants and auditors
from 37 European countries, with a combined membership of over 875,000 professional accountants working
in different capacities. As the voice of the European profession, the Federation recognises the public interest.
The Federation is in the EU Transparency Register (No 4713568401-18).

