ICOM 2021 Zero Waste Management and Circular Economy

NON-FINANCIAL REPORTING OF LARGE UNDERTAKINGS
IN THE CZECH REPUBLIC

IVA HASIKOVA, RADKA NESVADBOVA, KATERINA BATELKOVA,
MILENA OTAVOVA, JANA GLASEROVA

1 Mendel University in Brno, Faculty of Business and Economics, Brno, Czech Republic

Abstract: Directive 2014/95/EU was implemented in Czech accounting legislation with
effect from 2017. It introduced an obligation for certain undertakings to report non-financial
information. The paper deals with non-financial information and its reporting by large
undertakings in the Czech Republic. It defines the theoretical basis of non-financial
reporting and the degree of implementation of the Directive in Czech accounting legislation.
The analytical part of the paper is based on the content analysis of annual reports or separate
non-financial reports of the large undertakings, for which the reporting of non-financial
information is mandatory, for the years 2016, 2017, and 2018 according to the GRI
methodological procedure. On the basis of the comparison of annual reports in the years
analysed, the impacts of the implementation of the Directive on the reporting of non-
financial information and the approach of the undertakings concerned to its reporting are
identified. Furthermore, the relationship between the size of the undertaking within the
category of large undertakings with more than 500 employees and the reporting of non-
financial information for 2018 is examined. In total, annual reports or specialized non-
financial reports of 568 undertakings were studied.

Purpose: One of the aims of this paper is to answer the question of whether there has been
a qualitative or quantitative change in the non-financial reporting of enterprises for which
disclosure is mandatory. It also deals with the answer to the research question whether the
size of a company in the category of large companies affects the willingness of companies
to report non-financial information.

Methodology: A comparison of reported non-financial information was made for 2016 and
subsequently for 2017 and 2018, i.e., for the years before and after the implementation of
the Directive. On the basis of comparison, it was examined whether the legislative measure
adopted contributed to higher quality non-financial reporting. The total number of
undertakings is 15. The content analysis of a total of 45 reports for the years 2016, 2017
and 2018, which was performed manually, enabled to assess the approach of the
undertakings studied to non-financial reporting. Subsequently, the data were processed
using MS Excel. The research was based on indicators which included economic,
environmental, labour law, human rights and social areas. Specific non-financial indicators
were based on the Global Reporting Initiative (GRI) methodology.

Findings: It was found that more than half of the undertakings surveyed are not interested
in full reporting of non-financial information and at the same time it was statistically proven
that there is a significant relationship between willingness to report non-financial
information and the size of the undertaking with respect to turnover, assets, and number of
employees..
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Introduction

At present, in addition to financial reporting of undertakings, non-financial
reporting is also becoming increasingly important. Non-financial information is the
information about the undertaking’s activities, especially in social, environmental
and ethical fields Pramanik et al. (2008). This interconnects these activities with the
economic activity of the undertaking. Information about culture of the undertaking,
care for employees and customers or the environment says a lot about the
undertaking and its future development as significantly as, for example, information
about the profitability of the undertaking and capital appreciation Nguyen et al.
(2020). Therefore, the main mission of every undertaking should be to harmonize
the economic meaning of business with the responsibility for its impacts on the
whole society. What becomes evident is the need for transparent communication of
this requirement, i.e., reporting to the public. loannou & Serafeim (2017) emphasize
the need for transparency in the disclosure of the impact of corporate activities on
society, which they clearly see as a commitment to society. Boutin-Dufresne &
Savaria (2004) points out the growing importance of non-financial reporting, which
they consider a very important report on sustainability. Jones (2014) describes the
period from 2010 onwards as the “Age of Damage”, calling for responsible
disclosure of non-financial information in connection with financial information. On
the other hand, in recent years, there has been a growing interest of users in
disclosure of non-financial corporate information, as observed by Haller et al.
(2017) and Loncar et al. (2019). Non-financial information contains 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 large differences in its
reporting by individual undertakings. One of the most developed methodologies that
defines non-financial indicators is the Global Reporting Initiative (GRI
STANDARDS). On its basis, the indicators are divided into five main areas:
economic, environmental, labour law, social, and human rights. These areas come
from the triple bottom line for public sector accounting, which was approved by the
UN in 2007 (Plaskova & Rysanek, 2016).

Literature review

On 22 October 2014, Directive 2014/95/EU (hereinafter the Directive), which
contains non-financial reporting of large undertakings, was adopted by the European
Parliament and the Council. For the first time it imposes an obligation on certain
large undertakings to report non-financial information. The information must be with
a clearly defined structure either in the annual report or in a separate report. This
Directive amended the former Directive (Directive 2013/34/EU), which
recommended reporting non-financial key performance indicators of the undertaking
together with financial indicators. However, the obligation to report this information
is imposed only on large public-interest entities, as their activities have significant
impacts on society as a whole. The European Union (EU) has long sought to reduce
the administrative burden on small and medium-sized undertakings. For this reason,
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these undertakings are excluded from the recommendations and are therefore not
required, unlike defined large undertakings, to report non-financial information from
2017. The aim of the European Commission is to strive for a sustainable world
economy that combines long-term profitability with social justice and environmental
protection. (eur-lex.europa.eu). The Directive is the first instrument to lay down
general rules and requirements for the reporting of non-financial information in order
to make the reporting of this information uniform and systematic for undertakings
within the EU. Some undertakings perceive non-financial reporting as unnecessary
and inefficient, which follows from a study by (Sedlacek & Popelkova, 2020), who
stated that some undertakings are not interested in publishing financial statements,
even regardless of regulatory requirements and user needs. In contrast, some
undertakings were found to have reported non-financial information even before the
adoption of the Directive. These are undertakings that pride themselves on their
know-how, popularity with customers, attitude to the environment, etc. According
to Zadrazilova (2010), economic responsibility is a possible competitive advantage
for an undertaking. Weihrich (2013) see non-financial reporting as increasing the
undertaking’s credibility and transparency as well as building a reputation which
leads to a strong market position.

In 2016, Act No. 462/2016 Coll. amending the original Act No. 563/1991 Coll.
on Accounting, as amended, was published in the Collection of Laws in VVolume
185. This is the measure by which the Directive was implemented in law. Therefore,
from 2017, large undertakings in the Czech Republic must report non-financial
information in a form defined by the Accounting Act if they are commercial
undertakings and public interest entities at the same time and if at the balance sheet
date, they exceed the average number of employees of 500.

In contrast to developed European countries, especially Western Europe, non-
financial reporting does not have a long tradition in the Czech Republic. Non-
financial reporting has a strong tradition especially in countries with strong capital
influence where investment decisions depend on the information published in annual
reports Nobes et al. (2012). Undertakings in the Czech Republic do not attach much
importance to non-financial reporting, as shown by research Schwarzova (2019).
However, Cevela & Bilkova (2016) point out that in recent years there has been an
increased interest in disclosure of non-financial information by undertakings in the
Czech Republic. A similar topic was also addressed by KPMG (2017), which
confirms that significant progress has been made in non-financial reporting in the
Czech Republic. It can therefore be further assumed that in the coming years a larger
number of undertakings will report non-financial information, and its quality will
increase. At the same time, Sedlacek (2020) draws attention to a growing trend
towards publishing non-financial information by large undertakings in comparison
with small and medium-sized undertakings.

Methodology

One of the aims of this paper is to answer the question of whether there has been
a qualitative or quantitative change in the non-financial reporting of enterprises for
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which disclosure is mandatory. It also deals with the answer to the research question
whether the size of a company in the category of large companies affects the
willingness of companies to report non-financial information.

A comparison of reported non-financial information was made for 2016 and
subsequently for 2017 and 2018, i.e., for the years before and after the
implementation of the Directive. Based on comparison it was examined whether the
legislative measure adopted contributed to higher quality non-financial reporting.
The total number of undertakings is 15. The content analysis of a total of 45 reports
for the years 2016, 2017 and 2018, which was performed manually, enabled to assess
the approach of the undertakings studied to non-financial reporting. Subsequently,
the data were processed using MS Excel. The research was based on indicators which
included economic, environmental, labour law, human rights and social areas.
Specific non-financial indicators were based on the Global Reporting Initiative
(GRI) methodology.

Results

Impacts of the implementation of the Directive on the quality and quantity of
reported non-financial information

In the Czech Republic starting from 2017, large accounting entities that are
commercial undertakings and public interest entities at the same time are required to
report non-financial information if at the balance sheet date, they exceed the criterion
of an average number of 500 employees during the accounting period. After the
exclusion of financial institutions, this obligation applies to a total of
15 undertakings, which must provide non-financial information. This section will
examine whether there has been a qualitative or quantitative change in the reporting
of non-financial information by these undertakings since 2017 when the Directive
came into effect.

The table 1shows the results of the analysis of non-financial information
disclosed by all fifteen undertakings in the Czech Republic that have this obligation
for 2016, 2017 and 2018. The results for 2017 and 2018 are identical, therefore they
are given in one column. Each section of the table focuses on one area of non-
financial reporting in accordance with the GRI methodology.

The first area is the economic area, which most often includes information about
investments and risks. The second most reported indicator is the representation of
the state as the owner in the ownership structure. Another reported subject is the
environmental area, with the most frequently reported information being total
consumption (and possibly sales) of electrical energy or e.g. use of renewable
materials in production/operation. The companies do not report at all on potential
negative impacts that their business might have on the environment and on the rate
of reduction of these impacts. The third area of non-financial reporting is the area of
labour law. Most companies report a percentage of persons in governing bodies by
sex. This is followed by information on the type and scope of training provided to
employees to improve their skills.
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A part of non-financial reporting about the undertaking is also the social area.
The undertakings studied here mostly dealt with legal acts of unfair competition.

It should be noted that the implementation of the Directive did not in principle
bring about a quantitative or qualitative improvement in reported non-financial
indicators, as it follows from the analysis. Only minimal differences were found in
the individual areas of non-financial reporting. This situation can be attributed to the
fact that even the statutory audit of these undertakings in the field of non-financial
information does not order a closer examination of its content, it only requires an
auditor’s opinion on whether the non-financial information was presented and
disclosed. For detailed results and numbers see attached Table 1 below, where there
are only criteria that were reported by at least 5 surveyed enterprises in the monitored
years. The social area is missing in the table, because in no year at least 5 monitored
companies did not show the criteria.

Table 1: Non-financial reporting in the economic, environmental, social area and
in the area of labour law

Number of
reporting
Indicator undertakings
2017,
2016 2018
Economic area
Total value received by the undertaking from the state or state 6 6

organizations (including e. g. tax reliefs and benefits,

incentives, contributions, grants, etc.)

Information on whether and to what extent the state is 7 7

represented as the owner in the ownership structure of the

undertaking

Rate and development of significant investments in 9 10

infrastructure projects and related services
Environmental area

Use of non-renewable materials in production / operation 4 5
Use of renewable materials in production / operation 5 5
Total consumption of fuel from non-renewable resources by 4 5
type of fuel
Total consumption of electrical energy 5 6
Reduction of energy consumption as a direct impact of 5 6
energy-saving investigations and initiatives

Labour law
Information about the type and scope of training provided to
employees 0 7
Percentage of persons in governing bodies by sex 9 9
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Percentage of persons in governing bodies by age groups 5 5

Source: The author’s own work based on annual or separate reports of the undertaking.

The following criteria were reported by less than 5 companies, therefore they are
not included in the table above and are mentioned in the text instead. The average
count of companies that reported on the following criteria ranged from 1 to 3. The
criteria from the economic area are Description of risks and opportunities associated
with climate change and their classification, Possible impacts of risks and
opportunities that would occur if no remedial action was taken, Costs of measures
taken in response to these risks/opportunities, Proportion of employees on the
minimum wage to all employees, Actual or expected positive or negative impact of
these investments on local communities and the economy, Economic development
in economically backward areas, Increasing skills and education in a professional
group or geographical region, Supporting, enabling or limiting foreign direct
investment and Information on whether these investments and services are of a
commercial nature or whether they are voluntary or pro bono activities. The change
in reporting between 2016 and 2017 occurred only for the criteria: Costs of
measures taken in response to these risks/opportunities, Actual or expected positive
or negative impact of these investments on local communities and the economy,
Increasing skills and education in a professional group or geographical region,
Information on whether these investments and services are of a commercial nature
or whether they are voluntary or pro bono activities and in all cases, the change was
by one company.

From the environmental area the criteria are Recycled input materials used for
the production of primary products and services, Total consumption of fuel from
renewable resources by type of fuel, Total consumption of energy for cooling and
air conditioning, Type of energy whose consumption was reduced, Reduction of
energy intensity of products and services for the period studied, Total volume of
water consumed from various sources, Total volume of water recycled and reused
by the undertaking, Significant direct and indirect impacts of the undertaking on
biodiversity, Size and location of all protected or restored environments, Information
on whether there is a partnership with third parties concerning the protection or
restoration of the environment, Direct and indirect greenhouse gas emissions,
Information about which greenhouse gases (CO2, CH4, etc.) were emitted, Total
number of significant non-monetary sanctions and the monetary value of penalties,
Negative environmental impacts of the transport of products and other goods and
material and the transport of employees, Total expenditure on waste disposal,
emissions management and remediation measures. The change in reporting between
2016 and 2017 occurred only for the following criteria: Recycled input materials
used for the production of primary products and services, Total consumption of
energy for cooling and air conditioning, Type of energy whose consumption was
reduced, Reduction of energy intensity of products and services for the period
studied, Significant direct and indirect impacts of the undertaking on biodiversity,
Size and location of all protected or restored environments, Negative environmental
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impacts of the transport of products and other goods and material and the transport
of employees and always just by one company.

Regarding labour law area, the criteria are Total number and proportion of
newly hired employees by age and sex, Benefits provided as standard to full-time
employees that are not provided to part-time employees or employees on other types
of contracts, Type of workplace accidents, percentage of accidents, proportion of
occupational diseases, missed days and fatal work-related accidents, Average
number of training hours that employees participated in, Percentage of persons as
employees by sex. A change by one company occurred in reporting of criterion
Average number of training hours that employees participated in.

From the social area the criteria are Undertakings with significant actual or
potential negative impact on local communities, Training of and communication of
valid anti-corruption policies to employees, Total number and nature of confirmed
cases of corrupt practices, Lawsuits against the undertaking or its employees on
suspicion of corrupt practices, Number of legal acts in the field of unfair competition,
cartel agreements and monopolistic practices, Main results of completed legal acts
in this area, Information on infringements that led to the imposition of fines and
sanctions, Number of complaints concerning the influence on the undertaking filed
through formal channels during the accounting period. A change by two companies
occurred in reporting of the following criteria: Training of and communication of
valid anti-corruption policies to managing authorities, Total number and nature of
confirmed cases of corrupt practices, Lawsuits against the undertaking or its
employees on suspicion of corrupt practices, Significant fines and non-monetary
sanctions. A change by one company occurred in reporting of the following criteria:
Undertakings with significant actual or potential negative impact on local
communities, Lawsuits against the undertaking or its employees on suspicion of
corrupt practices, Number of legal acts in the field of unfair competition, cartel
agreements and monopolistic practices, Main results of completed legal acts in this
area, Information on infringements that led to the imposition of fines and sanctions.

Non-financial reporting with respect to the size of the undertaking

This part of the paper gives us an answer to the basic research question whether
the size of the undertaking within the category of large undertakings affects the
willingness of undertakings to report non-financial information. The size of the
undertaking is determined by the size of turnover. A study was made of undertakings
which are classified as large accounting entities and at the same time have more than
500 employees. The undertakings meeting these criteria were obtained from the
Orbis database for 2018. A total of 568 undertakings were examined. Finally, a
hypothesis was formulated to find an answer to the basic research question.

A prerequisite for the use of the Pearson chi-square test is that at least 80 % of
the expected frequencies acquire values higher than 5. For this reason, pivot table
was first compiled. Furthermore, the dependencies between selected quantities on
the basis of the statistical test of chi-square independence will be tested. In the
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following pivot table, the size of the undertaking is determined by the size of
turnover both in absolute and relative terms.

H1o: There is no relationship between the non-financial reporting of the
undertaking and the size of its turnover.

The table below examines the relationship between these quantities.

Table 2: Relationship between non-financial reporting (NFR) and the size of the
undertaking with regard to its turnover in millions of EUR.

Turnover NO YES Total
millions Absolute % Absolute % Absolute %
of EUR

<100 170 73 62 27 232 100
100 - 200 93 60 61 40 154 100
200 - 300 34 50 34 50 68 100
300 - 400 14 44 18 56 32 100
400 - 600 10 36 18 64 28 100
600 < 5 9 49 91 54 100
TOTAL 326 57 242 43 568 100

Source: The author’s own work.

The table 3 shows the result based on statistical testing using the Pearson chi-
square test to determine the relationship between NFR and the size of the undertaking
with respect to its turnover.

Table 3: Results of statistical testing

Undertaking Degrees of p-critical p-statistic p-value
size by freedom

Size of 5 11.1 328.99 5.22155E-
turnover 14

Source: The author’s own work.

With regard to the answer to the basic research question, the hypothesis was
evaluated, namely there is no relationship between the willingness to report non-
financial information and the size of the undertaking with regard to the size of
turnover. The testing resulted in the rejection of the null hypothesis that there is no
relationship between non-financial reporting and the size of the undertaking. It can
therefore be confirmed that there is a significant relationship between the willingness
to report non-financial information with regard to its size. Empirical data confirmed
the reluctance of the remaining undertakings studied to report this information.
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Conclusion

The paper examined the issue of disclosure of non-financial information in
relation to its quantity and quality. The first part of the paper dealt with undertakings
that are public interest entities and non-financial reporting is mandatory for them.
The study was based on content analysis of annual reports of Czech public interest
entities or separate reports on non-financial information in 2016, 2017 and 2018 and
their subsequent comparison. The original assumption that there was a qualitative
and quantitative increase in reported indicators, especially in 2017, i.e., after the
implementation of the Directive, was not confirmed. With regard to the quality and
quantity of reported information, there was only a minimal difference between
individual years. This can be attributed to the fact that the Directive defines the
requirements for non-financial reporting rather generally without further
specifications. Despite the obligation to report non-financial information, the method
and form of reporting are not specified. The consequence is that even undertakings,
for which non-financial reporting is mandatory, report in different quantities and
qualities. However, the analysis showed that in most cases non-financial reporting
serves primarily as a tool for presenting successes and positive activities of the
undertaking.

The second part of the paper examined undertakings that are classified as large
accounting entities and also have more than 500 employees. A total of
568 undertakings were examined, and it was found that only 43% of them report
non-financial information. In this part of the paper, the aim was to answer the
research question whether the size of turnover of the undertaking within the category
of large undertakings affects the willingness to report non-financial information.

The results show that it would be appropriate to create rules for reporting non-
financial information, in particular with regard to its structure and content. It is
suggested to prepare reports according to the GRI instructions and framework. This
would lead to higher quality reporting of non-financial information and increased
transparency and competitiveness of Czech undertakings and convergence with
other developed countries.
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