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NON-FINANCIAL BUSINESS REPORTING FROM NFRD TO CSRD

Reporting on sustainable development, based on the Sustainable Development

Goals, becomes a revolutionary tool in transforming the modern world. It allows
for assessing the impact of human activities on the environment and socio-
economic processes, as well as developing strategies and measures to ensure a
balance between present needs and the opportunities of future generations. At the

core of this approach lies the understanding of the necessity to ensure economic
growth, social justice, and environmental protection simultaneously to ensure
the sustainable development of society. This requires active participation from
governments, businesses, and citizens in implementing sustainable development
policies, as well as responsibility for their outcomes. Sustainable development
reporting is a key instrument that helps track progress towards achieving the
Sustainable Development Goals, identify issues, and develop effective strategies for
their resolution. This process demands openness, transparency, and collaboration

from all stakeholders at various levels, from local to global.

Experts from the Organisation for Economic Co-operation and Development
(OECD) believe that mandatory reporting on sustainable development should
be required for all companies to improve decision-making processes in
financial markets. However, despite the widespread adoption of sustainable
development reporting worldwide, significant disparities exist in the formats,
scope of information, and approaches to forming indicators of corporate social
responsibility. This makes sustainability reporting challenging for comparison and

analysis.

Key issues remain the quality, comparability, and independent verification of
sustainability reporting by third parties. Therefore, standardization of sustainability
reporting and mandatory disclosure of information according to sustainable

development dimensions are critically important.

Unlike Ukraine, there are already established approaches to regulating,
standardizing, and mandating disclosure of sustainable development reporting
worldwide. Increasing concerns about the impact of business on the environment,
society, and the economy, the necessity for clear, comparable, and reliable
sustainable development information for informed decision-making by investors,
clients, and other stakeholders, coupled with the fragmentation and ambiguity
in sustainability reporting that complicates comparison and analysis, all lead to
the necessity of standardizing clear and transparent information on sustainable

development [1].

It is important to have laws that establish environmental and social boundaries for
investment and entrepreneurial activities. This is the only way to make significant
progress towards a sustainable future — an economy built on healthy relationships
with each other and the environment, rather than one that strains or depletes these

relationships [2].
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KuiouoBi cjioBa:

CTaJIMi PO3BUTOK, TUPEKTUBU
E€aporneiicskoro Corosy,
He(inancoBa 3BiTHICTH, NFRD,
CSRD, apanraris, rapMOHi3aIlis.

3BITHICTB 31 CTANOTO0 PO3BUTKY, IPYHTyIOUHCh Ha Lliyi cTaimoro po3BHTKY, CTae
PEBONIOMIHHUM IHCTPYMEHTOM Y MEPETBOPEHHI Cy4acHOro CBiTy. BoHa 103B0JISIE
OIIiHIOBATH BILTUB JTFOJICHKOT TiSTTBHOCTI HA HABKOJTUIITHE CEPETOBUIIE Ta COIIAJIbHO-
€KOHOMIYHI IPOIIECH, & TAKOXK PO3POOIISATH CTpaTerii Ta 3aX0au JuIs 3a0e31eUeHHs
OamaHcy MiX moTpedamMu ChOTOICHHS Ta MOXIHUBOCTSIMH MaiOyTHIX TOKONiHB.
B ocHOBi 1pOTO MigXOAY JIEKHUTH YCBIIOMIICHHS HEOOXiTHOCTI 3a0e3neueHHS
€KOHOMIYHOTO 3pPOCTaHHS, COI[IaJbHOI CIIPABEIJIUBOCTI Ta OXOPOHHW JOBKIJIIS
OZIHOYAaCHO, 100 3a0e3nedynTH CTIHKWiI PO3BUTOK cycmijbcTBa. lle BuMarae
BiZ ypsniB, Oi3Hecy Ta rpoMajisiH aKTHBHOI y4yacTi Y BIPOBAJUKEHHI MONITHKH
CTaJIOTO PO3BHUTKY, a TAaKOXX BIANOBINAJIBHOCTI 3a i pe3yabrard. 3BITHICTH 3i
CTaJIOT0 PO3BUTKY € KJIKOYOBUM IHCTPYMEHTOM, SIKMH JOIOMAara€e BilCTEKYyBaTH
nporpec y mocsarHeHHi L{inel cramoro po3BUTKY, BUABISATH HMPOOIEMHI MHTaHHS
Ta po3poOIATH ePEeKTUBHI CTparerii mis iX BupimenHs. Lleli mporec BUMarae
BIZIKPUTOCTI, MPO30POCTI Ta CIHiBOpalll BCIX 3al[iKaBJIEHUX CTOPIH Ha PI3HUX
PIBHSIX — BiJl MiCIIEBOTO JI0 TJIOOAIILHOTO.

Excneptu Opranizanii ekoHOMiuHOTO croiBpoOiTHUIITBA Ta po3BUTKY (OECP)
BBQXKAKOTh, W0 VIS MOKPAIICHHS MPOLECY NPUHHATTA pillleHb Ha (iHAHCOBHX
PHHKAX 3BITHICTB 31 CTAJIOTO PO3BUTKY Ma€ OyTH 000B’I3KOBOYO [T BCIX KOMITAHIH.
AJie He 3BayKaro4M Ha 3Ha4HE TOIMIMPEHHS 3BITHOCTI 31 CTaJIOTO PO3BUTKY Y CBITi,
ICHYIOTh 3Ha4Hi po30iKHOCTI y (opmarax, o0cs3i iHdopmalii Ta migxomax 1o
(dopMyBaHHs 1HAMKATOPiB KOPHOPAaTHBHOI COLiaJIbHOI BiAmoBigambHOCTI. Lle
PpOOHTE 3BITHICTH CKJIQ/IHOIO JJIsI IOPIBHSHHS Ta aHAJIi3Yy.

KirouoBUMH THTaHHAMH 3aJIMINAIOTBCS SIKICTh, 3ICTABHICTH Ta HE3aJeXKHE
MATBEPIKCHHS 3BITHOCTI 31 CTaloTO PO3BHUTKY TpeTiMH cTropoHamu. Came
TOMY CTaHJAPTH3AIisl 3BITHOCTI 31 CTAJOTO PO3BHUTKY Ta 0OOB’SI3KOBE PO3KPUTTA
iHpopMmalii 3a BUMipaMH CTaJIOTr0 PO3BUTKY € KPUTUYHO BaXKIIMBHMH.

Ha Bigminy Bixm VYkpaiHu, y CBiTi BKe ICHYIOTh HampalbOBaHi MiAXOMH 10
PETyIIOBaHHS, CTaHIapTH3allil Ta 000B’SI3KOBOTO PO3KPHUTTS 3BITHOCTI 31 CTAIOr0
PO3BUTKY. 3pocTaNbHa CTYpOOBaHICTh BILTHBOM Oi3HECY Ha TOBKLILIA, CyCITIITLCTBO
Ta EKOHOMIiKYy, HEOOXimHICTh diTKOi, MOpIBHAHHOI Ta HamiiHOI iH(opMamii
NP0 CTaJMi PO3BHTOK JUIA MPHUUHATTA OOIPYHTOBAaHMX pIlICHh 1HBECTOPAMH,
KJIIEHTaMU Ta IHIIMMU 3a1[iKaBJIEHUMHU CTOPOHAMHU, TPUCYTHS ()parMeHTapHICTh Ta
HEOJTHO3HAYHICTh y 3BITHOCTI PO CTAJIHMH PO3BHUTOK, IO YCKIIAJHIOE MOPIBHIHHS
Ta aHalli3 — BCE IIe MPU3BOAUTH O HEOOXiTHOCTI CTaHIAApTH3amii YiTKOI Ta
po3opoi iHdopMarii mpo craiwii po3BUTOK [1].

BaxxnmmBo Marm 3akOHM, SKI BCTAHOBIIOIOTH €KOJIOTIYHI Ta COI[adbHI MEXI
IHBECTHLIIMHOT Ta MiANMPUEMHMIBKOI AisuTbHOCTI. lle emuHuit cmoci® mgocsrtu
CYTTEBOIO MPOTPECY B HAMPSAMKY CTAJOr0 MalOyTHHOTO — TOOTO EKOHOMIKH,
moOyJI0BaHOI HA 3J0POBHX BIJIHOCHMHAX OJHA 3 OJHOI Ta HABKOJMUIIHIM
CepeIOBHUILEM, a HE EKOHOMIKH, SIKa HaIlpy»Kye abo BUCHAXYE 11l BITHOCHHHU [2].

Problem statement

As a country aspiring to join the European Union (EU),

standard — the Corporate Sustainability Reporting
Directive (CSRD) [5].
One of the problems for Ukraine is the necessity of

Ukraine must adapt its legislation and standards in accord-
ance with European norms. One of the key aspects of
this adaptation is the reform of the business non-financial
reporting system.

According to the EU Directive on Non-Financial
Reporting (NFRD), companies with significant impact
must report on their social, environmental, and corpo-
rate responsibility. However, this directive has been
revised, and as a result, the EU has adopted a new
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implementing CSRD and making corresponding changes
to national legislation regarding non-financial reporting.
This requires significant efforts to harmonize reporting
standards and ensure compliance with European norms.

Another issue may be the insufficient preparation of
businesses for the new requirements regarding non-finan-
cial reporting and the lack of necessary resources to imple-
ment these changes.
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Thus, an important task for Ukraine is the effective
implementation of CSRD and ensuring compliance with
European non-financial reporting standards to support its
path towards EU membership.

Analysis of recent research and publications

A significant portion of the researched academic works
consists of studies by foreign scholars directly addressing
issues, development prospects, and the necessity of stand-
ardizing sustainable development reporting [4]: Hahn and
Kiihnen, Eccles and Serafeim, loannou and Serafeim, Gray
and Milne, Hahn and Liilfs, and others. In Ukrainian aca-
demic circles, the issue of standardizing sustainable devel-
opment reporting is insufficiently covered, which is due to
the emergence of this research direction in Ukraine and the
limited dissemination of sustainable development report-
ing among most Ukrainian companies, except for large and
transnational ones. Additionally, it is possible to mention
scholars who have researched sustainable development
issues at the global, national, regional, and local levels:
G. Azzoni, L. Braat, G.H. Brundtland, L. van Wassen-
hove, R. Welford, L. Hryniw, B. Danylyshyna, J. Elking-
ton, L. Kvyatkovska, P. Kleinberger, L. Melnyk, V. Tre-
hobchuk, R. Freeman, K. Fussler, R. Haynes, M. Hvesyk,
T. Holmes. Contemporary research directions relate to
optimizing stakeholder relationships to ensure sustainabil-
ity throughout all stages of the enterprise value chain.

Key aspects that can be the subject of research include:

— comparative analysis of Ukrainian national legisla-
tion with CSRD standards and identification of necessary
changes and adaptations,

— assessment of how changes in non-financial reporting
will impact the business environment in Ukraine, particu-
larly on large companies with significant influence,

— analysis of the readiness of Ukrainian companies to
implement new non-financial reporting standards and iden-
tification of potential obstacles,

— evaluation of how the adaptation of Ukrainian busi-
nesses to CSRD standards can affect consumer trust, inves-
tors, and other stakeholders.

Considering the importance of this issue for the future
economic development of Ukraine, it is crucial to encour-
age such research and the implementation of recommenda-
tions they may provide.

Objectives Formulation:

This study examined the NFRD directive, the CSRD
regulation, the potential impact on businesses transitioning
to CSRD, possible challenges for businesses transitioning
from NFRD to CSRD, and potential benefits for Ukraine.

The article aims to analyze and describe the current
situation on Ukraine’s path to the EU. The research goals
for the adaptation of Ukrainian legislation and the busi-
ness environment to CSRD standards and non-financial
reporting are as follows: evaluate the degree of compliance
of Ukrainian national legislation with European CSRD
standards and identify deficiencies or gaps, analyze the
impact, assess the readiness level of Ukrainian companies
to implement new non-financial reporting standards, and
identify constraints or obstacles to their implementation,
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identify potential risks associated with inadequate adap-
tation to CSRD standards and develop strategies for their
prevention, develop tools and practices aimed at increasing
trust among consumers, investors, and other stakeholders
in the non-financial reporting of Ukrainian companies,
ultimately, develop recommendations and strategies to
enhance the competitiveness of Ukrainian companies in
light of new requirements for non-financial reportin.

Researching these aspects will help understand how
Ukraine can effectively adapt its legislation and business
practices to European CSRD standards, thereby contribut-
ing to its path to European integration and increasing trust
levels both domestically and internationally.

Outline of the main material of the research

The Non-Financial Reporting Directive (NFRD) [5]
serves as a crucial instrument for ensuring transparency
and openness in the activities of enterprises within the
European Union. Adopted by the EU in 2014, its primary
goal is to implement standardized requirements for report-
ing on non-financial aspects of business, such as social
responsibility, environmental activities, governance, gen-
der equality, and other socio-economic indicators.

This directive mandates that enterprises meeting certain
criteria include information on these aspects in their annual
reports. The main objectives of the NFRD are to enhance
transparency and openness in the activities of enterprises,
promote sustainable development, and increase the level of
trust among stakeholders. Key criteria for enterprises that
need to be considered include (Fig. 1).

The NFRD directive helps businesses systematically
consider their impact on the environment and society when
making strategic decisions. It also fosters increased aware-
ness of social responsibility within the business community
and encourages companies to make positive changes in their
operations to achieve social and environmental goals.

Ukraine is also actively incorporating the principles
of the NFRD directive into its legislative framework to
harmonize with European standards and enhance transpar-
ency and accountability of enterprises. This creates favora-
ble conditions for the integration of Ukrainian companies
into the international market and attracting investments,
thereby contributing to the development of the economy
and increasing the country’s competitiveness.

In November 2022, the Non-Financial Reporting
Directive (NFRD) was replaced by the Corporate Sustain-
ability Reporting Directive (CSRD) due to its limitations
[6], as the EU recognized the need for stricter reporting
requirements and the expansion of the scope of companies
covered by the leg-islation.

The CSRD regulation [7] is a new legislative act of
the European Union aimed at improving the standards of
non-financial reporting of enterprises.

Key aspects of the CSRD regulation are aimed at
improving the standarts of non — financial reporting of
enterprises and include (Fig. 3).

The CSRD regulation represents a significant step for-
ward in enhancing non-financial reporting standards and
contributes to strengthening sustainable development and
corporate responsibility within the European Union.
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Enterprises falling within the scope of the NFRD are typically large in size

Size

and often represent significant market players

Industry

Companies operating in various sectors of the economy, such as indus-

try, finance, technology, healthcare, and others, may fall under the cri-

teria outlined in the NFRD

Impact on the society

and

Businesses that have a significant impact on the environment, social

aspects, and public health may also fall under the obligations of the

NFRD

Public significance

Enterprises that hold great importance for society, whether due to

their popularity, historical significance, or scale of production, may

also be subject to the provisions of the NFRD

Figure 1
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Figure 2 — Chronology of the CSRD Regulation and Possible Changes

Source: compiled based on [6]

For Ukraine, joining the CSRD Regulation or devel-
oping its own standards aligned with CSRD principles can
have several key advantages and consequences [8] (Fig. 4).

Transitioning to Corporate Sustainability Reporting
Directive (CSRD) may result in various changes in com-
panies’ business practices.

Potential impacts on business due to transitioning to
CSRD include (Fig. 5).

The transition from the Non-Financial Report-
ing Directive (NFRD) to the Corporate Sustainability
Reporting Directive (CSRD) [9] may pose several prob-
lems and challenges for businesses. Enterprises may face
a multitude of requirements and obligations during the
transition, as CSRD entails stricter reporting require-
ments, including an expanded scope of responsibility
and more detailed reporting on non-financial indica-
tors, which may lead to increased administrative costs
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and the need for additional resources to comply with the
new requirements. With the expansion of non-financial
reporting scope and the implementation of new stand-
ards, there may be inconsistency in the interpretation of
CSRD requirements, leading to inconsistency in report-
ing among different enterprises and complicating result
comparisons. Compliance with the new CSRD require-
ments may require more qualified staff or skills in non-fi-
nancial reporting, necessitating investments in training
and staff development. Some companies may become
less competitive due to increased compliance costs with
the new standards, particularly smaller enterprises or
those already facing financial difficulties. Finally, tran-
sitioning to CSRD may require the review and modern-
ization of current business processes and data collection
systems. This can be a complex process, especially for
companies with large data volumes or outdated systems.
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Expanded scope

of reporting
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According to the CSRD, companies are required to report on a wide range
of non-financial information, including indicators related to social aspects,
environmental impacts, and public interests. This allows for a better assess-

ment of companies' impact on the environment and society as a whole

Standartization

of reporting

The implementation of a unified reporting system simplifies compar-
isons between different companies and facilitates access to infor-

mation for stakeholders such as investors, consumers, and govern-

ment bodieso

Increased
transparency

and

Increasing the volume and quality of non-financial reporting contrib-
utes to greater transparency and accountability of companies to stake-

holders. This helps to avoid the risks of false reporting and improves

the business's reputation

Attraction
of invest-
ment and

reputation

Companies that adhere to CSRD standards become more attractive to

investors and consumers who actively pay attention to the social and

environmental responsibility of businesses

Integration

into the
European

market

The implementation of a unified reporting system promotes the inte-
gration of companies into the single market of the European Union,

thereby contributing to sustainable development and fostering overall

business growth

Figure 3

However, if companies fail to meet the new non-financial
reporting requirements, it may result in loss of investor
and other stakeholders’ trust, negatively impacting the
company’s reputation and financial position.

Conclusions from the conducted research

The implementation of standards has significant poten-
tial to stimulate sustainable development and enhance cor-
porate responsibility [10, 11, 12]. This trend is particularly
important in the modern world, where companies are chal-
lenged to balance their commercial interests with societal
needs and environmental preservation.

Firstly, standardized non-financial reporting incen-
tivizes companies to develop and adopt strategies aimed
at sustainable development. Special attention is given to
the impact of activities on social, environmental, and eco-
nomic aspects, as well as the development of specific meas-
ures to reduce negative impacts and support sustainable

development. For example, companies may implement
programs to reduce emissions, optimize resource utiliza-
tion, and support social programs for local communities.

Secondly, the implementation of CSRD encourages
companies to take greater responsibility for their actions.
Companies recognize their role in society and the natu-
ral environment and take more proactive steps to reduce
negative impacts and promote sustainable development.
This may include implementing environmental initiatives,
social programs, and measures to support transparency and
ethical conduct.

Thirdly, companies actively implementing CSRD
standards have a better reputation among consumers,
investors, and the public. This can lead to increased trust
in the brand and enhanced competitiveness in the market.
Companies may gain an advantage in the competitive envi-
ronment due to their commitments to sustainable develop-
ment and social responsibility.
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Table 1 — The main differences between the NFRD and the CSRD [5, 6]

The main differences

Non-Financial Reporting Directive
(NFRD)

Corporate Sustainability Reporting Directive (CSRD)

Scope of application

Extends the scope of reporting
requirements from approx 12,000
subjects

Extends the scope of reporting requirements from approx 50,000
subjects

Chronology Currently valid but will be replaced by | It will be applied from January 1, 2023
CSRD
Goals Increasing the transparency and Improving the quality and consistency of companies' reporting on

comparability of companies' reporting
on sustainable development

sustainable development

Reporting requirements

Mandatory reporting on environmental
protection, social responsibility,
employee relations, board diversity and
human rights

Introduces more comprehensive reporting obligations, including
the concept of dual materiality, long-term ESG goals, due
diligence of operations and supply chains, disclosure of
intangible information, alignment with sustainable finance rules
and mandatory external validation.

Harmonized reporting
standards

Allowed companies to choose from
different reporting systems, resulting in
a lack of unified standards.

Aligns with the European Sustainability Reporting Standards
(ESRS), providing a common set of guidelines and reporting
requirements under this framework.

External support

External support was optional

External confirmation is mandatory.

Digital reporting

There are no special requirements for
standardized digital reporting.

Requires companies to format and publish their sustainability
reports in a standardized digital format, promoting accessibility
and comparability.

Sanction for non-
compliance

Companies that do not comply
can face fines or legal action from
stakeholders

Companies that do not comply can face fines or legal action from
stakeholders

Source: compiled based on [5, 6]

Harmonization with European standards:
accession to the CSRD Regulation or de-
velopment of proprietary standards that
comply with these principles

Increasing transparency and trust:
creation of CSRD standards will contrib-
ute to increasing transparency and trust in
Ukrainian enterprises among investors
and other interested parties

Investment attraction

Increasing competitiveness
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It will help Ukraine to harmonize its reporting
system with European standards, which will sim-
plify trade and

Contributes improvement of sustainable devel-
opment in Ukraine and reducing the negative im-
pact on the environment.

Conformity standards CSRD can make Ukrain-
ian enterprises more attractive to investors who
actively considere business social responsibility
at making a decision about investment

Implementation standards CSRD can help
Ukrainian enterprises to increase their competi-
tiveness internationally through the market im-
proving their reputation and reducing risks for

investors

Figure 4
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Changing ap-
proach to reporting

Growing docu-
mentation re-
quirements

The need to im-
prove manage-
ment systems

Changes in corpo-
rate responsibility
strategy

Impact on the in-
vestment climate

A change in ways
of communi-
cating with stake-
holders

Impact on brand
and reputation

Companies can change their approach to reporting, paying
more attention to social and environmental indicators. This
may include more thorough collection and analysis of data
on the company's impact on society and the environment

CSRD may increase the amount of documentation required
for reporting. Companies may be forced to more
thoroughly document their social and environmental
initiatives, including impacts on workers, consumers, the
environment, etc.

Implementation of CSRD can stimulate companies to
improve their management systems. This may include
improving monitoring and reporting processes, as well as
creating new mechanisms for monitoring the impact on
social and environmental aspects of activities

CSRD can force companies to reconsider their corporate
responsibility strategy. This may include greater
participation in social programs and initiatives, creation of
new projects to conserve natural resources, and customer
and employee support

Implementation of CSRD can have influence on
investment climate, changing the approach of investors to
the assessment of risks and opportunities. Companies that
successfully implement CSRD standards can become more
attractive to investors who are actively looking for socially
responsible

Implementing CSRD can change the way companies com-
municate with stakeholders such as customers, consumers,
investors and the public. Companies can do more

to address attention to communicate about its social and
environmental initiatives, including holding press confer-
ences and public events

The implementation of CSRD can have a major impact on
brand and reputation of the company. Companies that are
goodcomply with CSRD standards and are actively in-
volved in social and environmental initiatives, can receive
a positive resonance in the public and increase their repu-
tation as responsible market participants

Figure 5
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