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The paper investigates the impact of the implementation of Directive
2014/95/EU nonfinancial reporting into Czech accounting regulations by
evaluating the level and quality of non-financial reporting by banking insti-
tutions, including their foreign branches based in the Czech Republic. Infor-
mation from the area Environment, Social and Governance are considered
globally topical and relevant. They contribute to increasing competitiveness
and responsible building of the future. The verification of level and quality
of non-financial reporting was based on the comparison of the years 2016
and 2021, i.e., periods before and after the implementation of the directive.
For the purpose of comparison, banking institutions were divided into three
groups: banks with an obligation to report non-financial information, banks
that are large accounting entities, and other banks. Key indicators of five
basic areas of non-financial reporting were identified and the level of their
reporting by banks was subsequently examined. The quality of the reported
information was assessed using a point scale. The level of non-financial re-
porting in the sector of financial institutions in the Czech Republic was com-
pared with the level of reporting in the Visegrad countries, Germany and
France. By means of correlation and regression analysis, factors that influ-
ence the quality and level of non-financial reporting were identified, the
most significant being net assets, gross loans to customers and Tier 1. It
was also found that non-financial reporting is unsystematic due to the ab-
sence of a comprehensive methodology, mainly in the group of banks Il and
Ill. At the same time, the V4 countries report less non-financial information
compared to Germany and France. A positive finding is the fact that there
has been an increasing tendency in non-financial reporting in all monitored
countries.

INTRODUCTION

Nowadays, in addition to financial reporting, non-financial reporting is also becoming more and more
important. Information about the undertaking and its future development may be equally as important as,
for example, information about the profitability and capital appreciation of the undertaking. Therefore, the
basic mission of every undertaking is to create harmony between the economic role of business and the
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responsibility for its impact on the whole society. Non-financial reporting can be defined as the disclosure
of information about the undertaking provided to the general public that does not only relate to financial
performance. Non-financial information includes a wide range of aspects and its impact can therefore be
very broad. The fact that there is no uniform definition of the content of non-financial information leads to
differences in non-financial reporting by undertakings. Information published as part of non-financial re-
porting is abbreviated to ESG (environmental, social, governance).

In recent years, progress has been made in non-financial reporting. Non-financial reporting is neces-
sary for communication between the undertaking and interested groups (employees, business partners,
investors, customers, media and the public). Regular reporting of non-financial information should mainly
help large undertakings identify sustainability risks and bring increased confidence in them among inves-
tors and consumers. This is now an important management tool. Non-financial reporting thus provides
another business dimension.

Non-financial reporting can be viewed as an increase in credibility and transparency of undertakings,
which leads to establishing a strong position in the market. The reporting itself varies from undertaking to
undertaking because there is no binding standard of reporting for undertakings. The willingness to disclose
financial information is significantly affected by the size of the undertaking. Large undertakings are more
willing to disclose non-financial information because they often realize that by doing so, they give users a
more favourable view on corporate behaviour and stability, which leads to the increased undertaking’s
performance.

On 22 October 2014, Directive 2014/95/EU (NFRD) was adopted by the European Parliament and
the Council. Its content is non-financial reporting by large undertakings. NFRD stands for Non-Financial
Reporting Directive and hereinafter it will be referred to as “the NFRD”. The member states of the European
Union had an obligation to implement this directive into their national regulations so that non-financial
information for 2017 was reported in accordance with the directive. For the first time, the NFRD imposes
an obligation on defined large undertakings to report non-financial information. Before the NFRD entered
into force, opinion on non-financial reporting was divided in the European Union. Generally speaking, the
West of Europe was more advanced in non-financial reporting.

By publishing the NFRD the European Commission seeks to increase the transparency, consistency
and comparability of non-financial information of European undertakings. According to lawmakers, non-
financial reporting is a crucial step in managing the change leading to a sustainable global economy that
combines long-term profitability with social justice and environmental protection (Consolandi, 2020).

The NFRD is the first instrument to set rules and requirements for non-financial reporting so that re-
porting within the EU is more uniform and systematic. Therefore, the large undertakings concerned are
required to report on an annual basis non-financial information, in particular on the environment, social
and employment matters, human rights and anti-corruption or bribery matters. It should also be added
that currently, in accordance with the NFRD, non-financial reporting is mandatory for approximately 6,000
undertakings in the European Union.

In connection with non-financial reporting in the Czech Republic, it must be noted that it is not as
popular as in other developed European countries, especially in Western Europe. Currently, the obligation
to report non-financial information concerns a relatively small number of entities in the Czech Republic.
When reporting non-financial information, there is an obvious fragmentation and unsystematic approach,
which in most cases only results from general legal requirements imposed on non-financial reporting in
the Czech Republic. Also, external verification only focuses on the existence of a non-financial report, not
on its content.

With the introduction of the NFRD, non-financial reporting has become an integral part of reporting
also by financial institutions that meet the criteria contained in the NFRD. Therefore, this paper focuses
on verifying the level of quality and quantity of non-financial reporting by banking institutions based in the
Czech Republic and also foreign branches operating in the Czech Republic.
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1. LITERATURE SEARCH

In 2014, Directive 2014/95/EU on disclosure of non-financial and diversity information by certain
large undertakings and groups, amending Directive 2013/34/EU on the annual financial statements, con-
solidated financial statements and related reports of certain types of undertakings, was adopted. Directive
2014/95/EU is also called the Non-Financial Reporting Directive (hereinafter referred to as “the NFRD”).
Until 2016, undertakings published non-financial information on a voluntary basis. The obligation to dis-
close non-financial information for the 2017 accounting period arises from the NFRD adopted and man-
datorily implemented by all EU member states. Under the NFRD, only large undertakings are obligated to
publish non-financial information if they are also public-interest entities with more than 500 employees.
Public-interest entities include financial institutions, e.g., banks. The NFRD aims to get undertakings to
integrate sustainability using their own goals. The European Union then only monitors their behaviour (Di
Vaio et al., 2020). De Groen (2020) however, add that these goals are often general and, in their opinion,
the NFRD will not bring the desired results. They also add that the NFRD places an additional administrative
burden on undertakings.

The financial sector plays a key role in the area of non-financial reporting and sustainable develop-
ment. The main reason for such a large involvement of the financial sector is primarily an increase in
competitiveness and also corporate value placed on this area. In comparison with business entities, the
vast majority of financial institutions have a strategy with specific goals. According to financial institutions,
a motivating factor for the expansion of ESG reporting among other companies could be the inclusion of
ESG risks in investment decision making and other financing. (Brazda and Brodani, 2022)

The basic legislative framework of this area also includes the Taxonomy Regulation and non-binding
guidelines for non-financial reporting issued by the European Commission. Non-financial reporting is fur-
ther regulated by the regulation on the disclosure of information related to sustainability “SFRD - sustain-
able finance disclosure regulation” (Gregor, 2021). With effect from 1 January 2022, there is a new clas-
sification system with new requirements for publishing information on green investment products, which
is crucial for the banking institutions themselves (Walker et al., 2018). As we can see, green investing has
become a key factor in the field of energy in recent years. Eyraud et al. (2011) state that the policies of
individual states should support more private investment that would initiate the potential of green invest-
ment. At the same time this is an opportunity for financial institutions to cover these investments. The
European Union, in cooperation with central banks, has developed a standard for green bonds (EU-GBS),
which is intended to help create transparent, standardized and comparable information about green bonds
and above all reduce the risk of greenwashing (De Ruiter, 2020; Jakubik and Uguz, 2021). It is also im-
portant that financial institutions convey the importance of this topic to their clients and assess the impact
of investments with respect to sustainability. (Gangi et al., 2018).

Elliott (2022) adds that thanks to the introduction of EU-GBS and green bonds, the green investment
market is still expanding. The reason is mainly ever-increasing new environmental legislation, the public’s
growing demand and above all the situation where investors and large companies have committed them-
selves to environmental protection and social responsibility. The green bond market has expanded in re-
cent years. Now, there are a large number of other categories such as “social bonds” and “sustainability
bonds” and investors such as banks, insurance companies, governments and private investors (Dropulic,
2021). However, Korca and Costa (2021) observe that in the area of green investing and non-financial
reporting there is a lack of clearly defined key performance indicators (KPI) that would facilitate reporting
and ensure international comparison and greater willingness of undertakings to report this information.
Lin and Hong (2022) see disadvantages mainly in the restriction of retail investments which are not well
integrated into regular funds and also in the estimate of the impact of green investments and the evalua-
tion of their benefits. Another disadvantage mentioned is that investments in green projects do not guar-
antee an increase in rating and that they are not cheaper than classic bonds. Lyeonov et al. (2019) state
that most financial institutions do not place much emphasis on green investing and do not include this
data in their reports. However, this does not apply to Western and Northern European countries such as
Germany, France, Sweden and others.

To assess the quality and level of reporting, the so-called ESG rating is used. It is based on environ-
mental, social and transparency factors. Its advantage is that it is always prepared for a certain sector of
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the economy (Abhayawansa and Tyagi, 2021). ESG ratings are crucial primarily for investors but also for
the banks themselves. They can use ratings to assess risks and other partial factors that can help to get
the picture of the company. An international survey carried out by KPMG (2020) “KPMG Survey of Sustain-
ability Reporting” compares the level and quality of non-financial reporting by undertakings in more than
52 countries around the world. Despite possible negatives (e.g., non-uniform methodology) of non-financial
reporting, there has been an increase in non-financial reporting by undertakings in recent years. (Venturelli
et al., 2020). At the same time, research by Schéonborn (2019) indicates that financially successful under-
takings disclose non-financial information more. The above is also confirmed by the study conducted by
Malik (2015). Casey and Grenier (2014) add that the reason is the fact that the market perceives such
companies as less risky.

In Italy, research confirmed the active role of large banks in disclosing their non-financial information.
The eight out of ten companies perceive the contribution of ESG positively (Brazda and Brodani, 2022).

Most financial institutions view non-financial reporting as a competitive advantage they can offer the
customer. Some countries such as France, the UK, Sweden, Denmark, Spain and Finland already had
similar regulations in place at the national level (Caputo et al., 2019). It is worth mentioning that the Polish
government was against the introduction of the NFRD and wanted non-financial reporting to be prepared
on a voluntary basis (Krasodomska and Godawska, 2020). In general, it can be said that Western Euro-
pean countries are more advanced in non-financial reporting than other European countries (Dumitru et
al., 2017). Belal et al., (2013) add that the reasons why the Eastern countries are falling behind may be
due to the low enforceability of reporting and mainly due to the historical economic arrangement. In recent
years, however, awareness of sustainability has increased greatly, within all European states (Schénborn
et al., 2019).

In November 2022, a new Corporate Sustainability Reporting Directive (CSRD), directive was ap-
proved. According to this directive, the obligation to report non-financial information should also apply to
another group of undertakings. These will be all large undertakings meeting at least one of the following
conditions: more than 250 employees, annual turnover higher than 50 million euros, balance sheet total
higher than 43 million euros or being a publicly traded company.

These will be all large undertakings meeting at least one of the following conditions: more than 250
employees, annual turnover higher than 50 million euros, balance sheet total higher than 43 million euros
or being a publicly traded company

2. METHODOLOGY

The impacts and evaluation of the implementation of the NFRD into Czech accounting legislation are
examined on the basis of analysis of annual reports and separate non-financial reports prepared by bank-
ing institutions and branches of foreign banks based in the Czech Republic, which are on the list of regu-
lated and registered entities of the financial market administered by the Czech National Bank. The analysis
of annual reports helps to evaluate the impact of the implementation of the NFRD into Czech legislation
by comparing the years 2016 and 2021. The period before the implementation of the NFRD is the year
2016, which is compared with the most current data, i.e., the year 2021. Five basic areas of non-financial
reporting were identified, i.e., environmental matters, social matters, treatment of employees, respect for
human rights and anti-corruption and bribery policy. In each area sub-criteria were determined and ana-
lysed in the documents. A total of 48 banking institutions were analysed. For more effective comparison
they were divided into three basic groups. These are banks with an obligation to disclose non-financial
information (Group I), banking institutions defined as large entities according to the Accounting Act (Group
II) and other banking institutions (Group IlI).

The quality of published non-financial information was assessed using a point scale, where each cri-
terion can have up to three values, i.e., 0-2 (O points if the criterion is not disclosed, 1 point if the crite-
rion is reported in general, and 2 points for detailed information). Each of the banks could be assigned a
maximum of 34 points for all areas studied. The choice of these criteria was based on the Guidelines for
Non-Financial Reporting proposed by the European Commission and guided interviews with experts from
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audit firms and businesses engaged in this area. The specific criteria within individual areas are shown in
Table 1.

Table 1. Non-financial reporting criteria

Area Criteria assessed
Reduction of negative impacts on the environment

Limitation on coal funding

Environmental matters Acceptance of commitments under the Paris Climate
Agreement

Motivation of employees to protect nature

Education courses and awareness raising

Charity activities

Social matters . .
Investment in innovation

Employee motivation to engage in charity and volun-
tary work

Staff training

Employees Employee discounts on insurance products

Employee benefits

Code of ethics

Respect for human Zero tolerance for discrimination
rights

Support for programmes for inclusion of disadvan-
taged individuals

Code of ethics

Anti-corruption and

bribery policy Staff training

Implementation of the EP regulation

To broaden the view on non-financial reporting, the level of reporting in the Czech Republic was com-
pared with the reporting in the countries of the Visegrad Group (hereinafter referred to as “V4”), Germany
and France. The data for the comparative analysis was obtained from the EUKI database, specifically for
the sector of financial institutions. The V4 countries were chosen because of their similar historical and
political development. Germany was chosen as a country that is an important export partner of the V4
countries. France was chosen as one of the first countries to introduce mandatory non-financial reporting
at the national level.

The quality and quantity of disclosed non-financial information was studied using correlation and re-
gression analysis. The objective of this statistical modelling is to determine the factors that influence the
quality and extent of non-financial reporting and also determine the dependence of the variables on the
overall score, when the individual correlation coefficients are tested using the 5% significance level. Re-
gression analysis tries to confirm the results obtained in correlation analysis. The dependent variable is
the score which will be explained using the following explanatory variables: gross loans to customers; cus-
tomer deposits; number of employees; ROAE; ROAA; capital adequacy; Tier 1; regulatory capital; net assets.
The regression model developed on the basis of the data obtained will determine the variables which ex-
plain best the score achieved.
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3. RESULTS

The following chapter presents the results of the research into the quality and quantity of non-financial
reporting. The first part of the results shows the evaluation of the impact of the implementation of the
NFRD into Czech accounting legislation and the comparison with the situation in selected European coun-
tries. The second part shows the scoring and the development of reporting in the period before and after
the implementation of the NFRD. The last part presents the results from statistical modelling using corre-
lation analysis where the dependence of variables on the level of disclosure of non-financial information
is examined.

The impact of the implementation of the NFRD on non-financial reporting by banking institutions

Under the NFRD, banking institutions are obligated to include non-financial information in their finan-
cial statements. The non-financial information must primarily cover the areas of the environment, em-
ployee care, human rights, anti-corruption policy and social issues. The table below shows the percentages
of non-financial reporting within the individual groups of banking institutions. The changes between 2016
and 2021 represent the impact of the implementation of the NFRD on non-financial reporting into Czech
national legislation.

Table 2. Level of non-financial reporting by groups of banks (in %)

Factors Group | Group Il Group Il
2016 2021 2016 2021 2016 2021
Environmental matters 35.71 51.79 11.36 38.64 6.25 10.00
Social matters 44.64 57.14 22.73 31.82 10.00 10.00
Employees 52.38 66.67 24.24 33.33 15.00 20.00
Respect for human rights 40.48 54.76 3.03 9.09 6.67 8.33
Anti-corruption, anti- bribery and | 45 g5 | 6785 | 455 | 1591 5.00 6.25

anti-money laundering policy

Source: Authors’ own calculations

The results of Table 2 show that in all groups of banks under study there was in increase in reported
information in 2021 compared to 2016. A more significant increase of approximately 15 p.p. can be ob-
served in the areas of the environment, respect for human rights, and anti-corruption, anti-bribery and anti-
money laundering policies. In other areas, there was also an increase in reporting (about 10 p.p.). The only
exception is the area of social issues in Group lll, where there was no increase.

In Group |, the most reported area in 2021 was the area of anti-corruption and bribery and anti-money
laundering policy. This finding is positive because this area is very sensitive in the banking sector. In Group
I, the most frequently reported area was the environment and in Group lll, it was the area of employees.
Non-financial reporting by banking institutions is supplemented by Table 3, which compares the situation
in the Czech Republic with the situation in the V4 countries, as their political and economic developments
are similar. Germany and France were also included as they represent the developed countries of Western
Europe. Germany is an important export partner of the Czech Republic and France is the country in which
the obligation to report non-financial information at the national level was introduced first.
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Table 3. Comparison of non-financial reporting in selected European countries (%)

Rce:;i(t:)’;ic Hungary Poland Slovakia '?/‘2/ Germany | France

Environment A 14.3 0 26.7 40 26.7 27.8 37.8

B 28.6 66.7 62.2 46.7 51.1 63.8 88.9

Employees A 13.3 11.1 16.6 1607 14.4 30.6 37.8

B 66.7 55.3 50 50 48.6 77.8 91.1

Human rights A 6.7 3.7 0 0 2.6 11.1 13.3

B 26.7 22.2 16.7 16.7 20.6 61.1 51.1

Anti- A 6.7 11.1 33.3 33.3 12.8 22.2 11.1

corruption | g 60 59.3 50 50 56.6 | 57.6 68.9
policy

Source: EUKI 2020 and 2019

The results in Table 3 are divided according to the quantity of reported non-financial information,
where row “A” represents the percentage of high-quality information reported by banking institutions. On
the contrary, row “B” is represented by banks that fulfil this obligation only formally, they do not provide
much information and usually they only mention the given area. The table brings results that evaluate not
only the non-financial reporting itself but also the quality of the information. As can be seen from Table 3,
the only area in which the Czech Republic completely falls behind the V4 average is the area of the envi-
ronment. In other areas, the financial institutions of the Czech Republic exceed the average of the V4
countries. When we look closely at row A (showing high-quality information) we can notice that the Czech
Republic is around the average of the V4 countries.

Non-financial reporting by financial institutions in Germany and France reaches higher values in com-
parison with the average of the V4 countries and is also of higher quality. The international comparison
shows that France has the best results. The only area in which it slightly falls behind the V4 countries is
the reporting of high-quality information in the area of anti-corruption policy (row A). In all the other areas,
however, it far exceeds the average of the V4 countries. Such a good result can be attributed primarily to
a long-term obligation to report non-financial information in French national legislation. What is worth no-
ticing is that the other V4 countries, except the Czech Republic, do not report any high-quality information
in at least one mandatory area.

Evaluation of non-financial reporting by banking institutions in the Czech Republic

A qualitative view on published non-financial information by individual groups of banking institutions
is added. The score evaluation results are represented by separate graphs for specified groups of banking
institutions according to the procedure specified in the section Methodology. Banking institutions can gain
a maximum of 34 points, whereas the graphs include only those banking institutions that earned a mini-
mum of 3 points for the year 2021.
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Graph 1. Group of banks I, comparison of the years 2016 and 2021
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Group | is represented by a total of 14 entities, of which two entities did not earn the minimum of 3
points for 2021, therefore they are not shown in the graph. The highest score was achieved by HB, Plc.
Graph 1 also shows the increasing level of non-financial reporting after the introduction of the NFRD, when
entities scored, on average, eight more points

Graph 2. Group of banks Il, comparison of the years 2016 and 2021
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Group Il is represented by 11 entities. Three banks, however, do not publish mandatory information.
The best bank in this group was MONETA Building Bank, Plc. Second place was taken by Creditas bank
and third place by Blue Pyramide Building Bank, Plc. In comparison with Group |, there were lower values
of the maximum score and on average there was a lower increase in points between 2021 and 2016.
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Graph 3. Group of banks lll, comparison of the years 2016 and 2021
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Group lll is the largest group of banks in terms of the total number of entities. In total, there are 20
banking institutions. However, only 25% of them publish non-financial information. The other entities either
do not publish at all or did not reach the minimum threshold of 3 points for the year 2021. The highest
score in this group was earned by the foreign branch of the PKO BP S.A Bank. It can be noted that mainly
foreign bank branches report in this group. Among the most important areas reported by the banks sur-
veyed are “Environment” and “Employees”.

The graphic representation of all groups of banking institutions illustrates the trend and development
of the achieved point evaluation for the period before and after the implementation of the NFRD into Czech
accounting legislation

Graph 4. Comparison of the groups of banks in the period 2016-2021 before and after the implementation of the
NFRD
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A positive increase in point evaluation and in overall reporting of non-financial information can be seen
in all groups of banking institutions. There is a significant difference in the points between Group | and the
other groups. The difference became even greater in 2021. As Graph 4 shows, the implementation of the
NFRD helped improve non-financial reporting. The results are illustrated by Graph 5, which shows the point
distribution of individual groups of banks within the monitored areas
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Graph 5. Comparison of the groups of banks (2021) in the period before and after the implementation of the NFRD
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Statistical modelling of dependency

The following chapter focuses on indicators that may influence the level of reported information in
non-financial statements of banking institutions. The relationship between the point evaluation and the
other variables is studied using Spearman’s correlation coefficient and regression analysis. Both statistical
methods take into account point evaluation in relation to the variables typical for banking institutions, such
as gross loans to customers, customer deposits, converted number of employees, ROAE, ROAA, net assets
and Tier 1.

Spearman’s correlation coefficient

Using this coefficient, we try to find out which of the variables mentioned are related to the point
evaluation. The direction and intensity of this relationship are particularly important. However, before the
interpretation of the correlation coefficients it is necessary to verify their significance using the p-value.

Most of the calculated coefficients show positive values, which means that the larger this quantity is,
the more banking institutions report non-financial information. But this is not true the other way round. The
highest intensity of dependence is shown by the quantity “gross loans to customers”. Together with the
quantities “Tier 1” and “net assets” it ranks among the quantities with a significant impact on the total
score. In addition, P-values of these variables are significant at the 5% level. The only coefficient with a
negative value is the “ROAA”. Banks with a low return on assets are likely to focus more on non-financial
reporting, by which they may try to highlight another advantage of their business. The paper did not deal
more with this causality.
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Spearman’s correlation coefficient using observations 1-33

Score Variable p-value
-0.247 ROAA 0.155
0.105 ROAE 0.583
0.367 Customer deposits 0.053
0.441 Number of employees 0.018
0.501 Net assets 0.005
0.516 Tier 1 0.003
0.607 Gross loans to customers 0.000
1.000 Point evaluation

Regression analysis

The regression model supports the results of the correlation analysis, which shows the strongest cor-
relation between the point evaluation and gross loans to customers. In the regression model, the point
evaluation was used as a variable explained, the remaining variables (ROAA, ROAE, deposits and gross
loans to customers, number of employees, Tier 1 and net assets were used as explanatory variables. How-
ever, after building the regression model, only one variable appears to be significant, i.e., gross loans to
customers. The positive signs of the coefficients mean that the bank’s score increases with the increase
in the volume of loans provided. As in the case of correlation analysis, the inverse relationship is not true
The individual correlation coefficients are tested at the 5% significance level. Table 4 shows individual
coefficients. The regression model complements the information derived from the correlation analysis.

Table 4. Results of the regression model

N=33 b* St of b Std.Err.of b |  pvalue
Gross loans to 1.164211 | 0.541313 5.4410 2.52985 0.041
customers
DISCUSSION AND CONCLUSION

The aim of this paper was to evaluate the impact of the implementation of the Non-Financial Reporting
Directive (NFRD) into Czech accounting legislation. The focus was on the level of reporting non-financial
information before and after the implementation of the NFRD. For comparison purposes, banking institu-
tions were divided into three groups: banks with an obligation to report non-financial information, banks
that are large accounting entities, and other banks.

An analysis of the annual reports prepared by individual banking institutions revealed an increase in
the volume of reported information in all groups of banks. This suggests that non-financial information is
also more reported by entities with no obligation to report this information. At the same time, it can be
stated that their number is still increasing. A graphical analysis of non-financial reporting was used to
reveal information about the quantity of this reporting. The analysis is supplemented with a point scale
evaluating the quality of non-financial information.

In most banking institutions, reporting the traditional areas such as the environment prevails. It is
often supplemented with the area of anti-corruption and bribery policy. This area is by its nature very im-
portant for banking institutions.

Within Groups Il and lll, reporting is highly unsystematic and it is impossible to identify the most fre-
quently reported areas. There has been a noticeable absence of a comprehensive methodology applicable
to the banking institutions included in these groups. The conclusions are supported by statistical research,

especially Spearman’s correlation coefficient. It shows that the indicators “net assets”, “gross loans to
customers” and “Tier 1”7, showing the total size of banking institutions and the significance of their position
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on the financial market, have the greatest impact on the score of non-financial reporting. These variables
are also significant at the 5% level, which confirms the above conclusions. If the above-mentioned varia-
bles grow year on year, it is assumed that the score will go up. This is mainly due to the high values of the
correlation coefficients of these variables. The least influence on the score is related to the “ROAA”, which
results from the correlation coefficients. It is possible to state that the larger the entity is and the higher
its credit activity is, the more willing it is to report high-quality non-financial information.

As there is no uniform methodology for non-financial reporting, a marked difference in the quantity
and quality of published non-financial information was found in the research.

Therefore, an amendment to the NFRD seems logical. The amendment may bring unification of re-
quirements for non-financial reporting. It can be assumed that this will simplify comparison in the area of
non-financial reporting. For the purpose of transparency and clarity of information, it would be appropriate
to ensure that the new amendment to the NFRD will integrate non-financial information into annual reports
of companies, which would put non-financial information on the same level as financial information. Em-
phasis should also be placed on diversity and a bigger representation of green investments. This is closely
related to social responsibility and reporting non-financial information.

As EU legislation is very vague and does not closely specify how detailed and extensive non-financial
information should be reported, the biggest problem can be seen in the imaginary rating scale. Despite the
obligation to report non-financial information, the form of reporting is not specified anywhere. It was found
that every entity reports non-financial information in a different way, i.e., with different quantity and quality.
The result is that non-financial reporting is done “in a pleasing way”. Annual reports and especially separate
reports on non-financial information are used by companies as a tool for presenting their achievements. It
is likely that if no unified structure is introduced and reports are not subsequently checked, the compara-
bility and transparency of non-financial information will be difficult even in the years to come. The goal of
the new regulation should be to achieve a higher level of transparency of non-financial information reported
by companies in all sectors.

From the year 2023 a uniform reporting methodology will be in force together with individual indicators
that should support the NFR standards. A more comprehensive and detailed view on the area of non-
financial reporting should also be provided by the Corporate Sustainability Reporting Directive (CSRD). It
introduces an obligation that the information be reported in a comprehensive form. According to this di-
rective, the obligation to report non-financial information should be extended to another group of compa-
nies. These will be all large undertakings meeting at least one of the following conditions: more than 250
employees, an annual turnover of more than 50 million euros, a balance sheet total of more than 43 million
euros, or being a publicly traded company. The directive also envisages that if any of these conditions is
also met by medium-sized or small enterprises, they will also have an obligation to report non-financial
information, with a three-year deferral of the effective date. Thus, the reporting of non-financial information
would be mandatory for approximately 38,000 undertakings in the European Union. It is also mentioned
that the verification of annual and consolidated sustainability reports will be subject to a mandatory audit.
In order to be able to carry out the audit entities will have to pass an examination of professional compe-
tence. The published sustainability reports will have five areas which will include information about the
business model and the strategy of the enterprise, business policies and their results, risks and their man-
agement and key performance indicators that relate to the relevant business activity. These regulations
should be used for the accounting period starting on 1 January 2023. This seems unlikely, taking into
account the current situation. It can be assumed that they will become effective later. In this context, it is
necessary to mention that in November 2021 the International Sustainability Standards Board (ISSB) was
established. It is a new standard-setting board within the IFRS Foundation. The mandate of the ISSB Board
is to issue standards that provide a comprehensive global basis for disclosing information about sustain-
ability for capital markets. The In March 2022 the ISSB Board issued the first two exposure drafts of IFRS
standards for disclosure of sustainability data: IFRS S1 General Requirements for Disclosure of Sustaina-
bility-related Financial Data and IFRS S2 Climate-related Disclosures.

It can therefore be assumed that in the following years the level of quality and quantity of non-financial
reporting will continue to increase. This is also due to the fact that many undertakings and clients are
increasingly making decisions on the basis of non-financial reporting and there is no doubt that their
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numbers will continues to grow in the future. This fact is due not only to legislation but also to greater levels
of social responsibility. The European Commission’s Taxonomy Regulation, the main theme of which is
meeting environmental targets, is another aspect that may affect the level of reporting. For these reasons,
we expect in the coming years that there will be a significant increase in non-financial reporting not only
by financial institutions, especially in the area of environmental data (e.g., carbon footprints), which to-
gether with other areas will be classified as mandatory in accordance with the CSRD. We can therefore
expect an increased interest in non-financial reporting not only from banking institutions.
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