Sustainability reporting practices and their social impact to NGO funding
in ltaly

Abstract

This study analyses the growing social trends of sustainability reporting practices in non-
governmental organisations (NGOs). Taking a preliminary step toward NGO funding, we
consider the current lack of information disclosure in existing reporting practices, which are
diverse and unsustainable. We investigate key organisational information in order to discover
any potential links between funding sources and disclosure practices. In Italy, today there is
an on-going effort to encourage public engagement in civil society. A percentage-tax law
allows taxpayers to dedicate ‘cinque per mille’ (one-half percent) of their income to NGOs,
which is then deducted from their tax obligation.! Our primary research objective is to
understand if there is a link between the ‘5 per thousand’ donations that NGOs receive for
providing social impact, and their reporting practices. Therefore, we critically analyse if and
how sustainable reporting practices are achieved within the top 100 most funded NGOs that
receive the ‘5 per thousand’ donation. We examine public data from official government
records published by the Italian Revenue Agency. Specifically, we examine whether or not
these NGOs publish data revealing their social impact and provide any form of sustainability
reporting. The findings suggest that sustainability reporting offers a number of financial and
social advantages, including social impact that builds trust towards the idea of civil society and
its funders.
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Highlights

e Possible links between sustainability reporting and Italian percentage-tax resignation
law of ‘5 per thousand’, which NGOs receive for providing social impact, are identified.

e There is strong evidence that sustainability reporting offers a number of financial and
social advantages for NGOs.

e The higher the actual amounts of funds received, the higher the level of sustainability
reported. The capture of sustainability and social impact is, however, diverse in
practice.

e Improving sustainability and social impact measurement would lead to more
accountability and competition enabling NGOs to gain more credibility in society.

e NGOs fail to demonstrate social impact for lower amounts of funding received.

1. Introduction

In many countries around the world, non-profit organisations are required by law to comply
with a minimum level of transparency (Parsons, 2017). The Italian ‘third sector’ industry
exceeds 60 billion euros per year and includes all non-profit organisations, which are primarily
socially-focused organisations. Non-governmental organisations (NGOs) are the largest
category of non-profit organisations (NPOs) in Italy. The term is not used consistently in Italy,

'Hereafter, ‘5 per thousand’.



as NGOs and non-profit organisations (NPOs) have many more similarities than differences
(lvanenko, 2015; Willetts, 2010). Most of these NGOs adopt diverse practices in their
sustainability reporting although they receive ‘5 per thousand’ tax-free funding from several
investors. Donors can choose among charities, social-promotion associations, formally-
recognised associations, entities dedicated to scientific research and healthcare, universities,
municipal social services, and other non-profit organisations. Therefore, the challenge of
facing growing demand of accountability in the wake of international corporate and non-profit
organisational scandals remains. An increased demand for transparent reporting and
corporate governance has given rise to numerous international efforts to promote non-profit
accountability (Koppell, 2010; Hielscher et al., 2017). Currently, in Italy, not all stakeholders
require publicly disclosed data for organisational monitoring. Therefore, it is difficult for the
public to access this data and asses the social impact of each NGO.

In the 1990s, the role of NGOs in the field of social welfare accelerated. This acceleration
has been attributed to the failure of governments to deliver development and to implement
the principles of social justice and social welfare. In other words, NGOs had to step in and
deliver where the government had failed. NGOs are established with the aim of providing
social value by implementing different projects and activities; the problem, however, is how
to finance these organisations.

In this regard, Italy established the so-called ‘8 per thousand’ in 1985 to fund a number of
NGOs. This idea of a percentage-tax designation was discussed among various stakeholders.
In the early Nineties, the newly-evolving countries in Central and Eastern Europe began to
consider introducing a similar concept to finance church and civil society. The mechanism was
first formally adopted in Hungary in 1996. Next, the Slovak Republicin 1999, Lithuania in 2002,
and Romania and Poland in 2003 introduced other versions of the mechanism to finance the
normalisation of the relationship between church and state (Radinger, 2017).

The mechanism has also been considered, at least to some extent, by eight other post-
communist countries, namely Croatia, the Czech Republic, Estonia, the Former Yugoslav
Republic of Macedonia, Moldova, Serbia, Ukraine, Georgia, and others continue, subject to
national debate. In 2015, Moldova approved a law to install the mechanism following the
Romanian example. Japan, Spain, and Portugal have already introduced similar tax-
designation systems (Argenti & Saghabalyan, 2017). The term ‘non-profit organisations’,
where NGOs remain the largest category in Italy, indicates an organisational type that does
not primarily aim to make a profit, although, in reality, profits are often achieved (Salamon &
Anheier, 1997). In any case, the profit accumulated by non-profit organisations is not
distributed to shareholders; instead, it is reinvested in projects and activities that relate to the
organisation’s goals. Non-profit institutions take many forms, but the common denominator
is a conscious attempt to disengage from the for-profit corporate world (Badelt et al., 1999)
Although the aim of non-profit organisations is not profitability, they certainly aim towards
financial stability in the long run. They also have a clear focus on their mission statements
towards a certain level of ‘social impact’. In this exploratory research, we highlight the
importance of a specific non-profit organisational type of NGO, in an effort to provide the
community with pertinent information on the nature of its managerial activities.

Presently, their particular socioeconomic functions cannot be highlighted effectively using
informational tools designed to meet the needs of business (Tremblay-Boire & Prakash, 2014).
Thus, social and philanthropic management cannot be valued according to economic
parameters (Costa & Pesci, 2016). Therefore, it would be appropriate to develop an
information process that involves the social nature of all of their elements (e.g., public
relations, stakeholders’ interactive communications, dialogue and coordination of the various
social areas). In socio-economic activities, transparency is key (Behn et al.,, 2010).
Transparency requires the wide availability of useful information about a non-profit



organisation’s governance, financial position, and general performance (Bushman & Smith,
2003). It relates to the amount of organisational information publicly disclosed and its honest
and prompt dissemination (Michelon et al., 2015). The consequences of open communication
and visibility of action are immediately evident, as NGOs obtain social legitimisation for such
initiatives (Gazzola & Meo Colombo, 2011). A common way of achieving public disclosure and
data dissemination is through the internet. For NGOs, it is fundamental, but not sufficient, to
release their mission and objectives publicly. They have to engage their external stakeholders
in a multilateral communication strategy that covers all of the organisation’s actions and
results (Saxton & Guo, 2011). Donors require explanations of both the quantitative and
qualitative impact of their donations as evidence of the fair allocation of the NGO’s funding
and how the organisation meets its social aims.

For an NGO to assess the social impact of a fund, it needs to secure and maintain its
donors, provide a high level of transparency, and actively support its overall mission. A
comprehensive way of providing transparency is to produce an annual report (Meyer, Ferrari
& Zoebeli, 2012; Zainon et al., 2013). In an annual report, the organisation can graphically and
compellingly reveal the highlights of its achievements, services, and financial records.
Moreover, it can make these readily available to the public by posting them on the website.
Nevertheless, this administrative practice for information disclosure is expensive for a small-
to-medium-size organisation (Friedman & Miles, 2006). The more an NGO ensures that its
organisational practices are accountable and transparent, the more trustworthy and reliant
the public, donors, constituents, and regulators perceive it to be. The acceptance of
stakeholder theory (Freeman, 1984) underlines the fact that organisations have to redefine
their competitive strategies and the way they manage social activities. Multiple-constituency
theory (Kanter & Summers, 1987) supplements Freeman’s approach (1984), revealing the
need for public evaluation and stakeholders’ engagement to legitimise non-profit activities.
As a result, external stakeholders’ communication strategy represents an important
opportunity for these organisations to increase their social acceptance and offer their own
points of view, supported by information that is objective, understandable, and verifiable.

Since 2006, an Italian percentage-tax resignation law allows NGOs to enjoy funding derived
from taxes paid by citizens when making tax returns (Law No. 266/2005). This tax-measure
allows taxpayers to donate a portion of their income tax (equal to 5 per thousand of their total
income) to support the service sector (Gazzetta Ufficiale, 2006). This socio-politically-oriented
government law is a form of direct support to all NGOs in Italy (Lodi, 2012).

The choice to donate 5 per thousand is absolutely voluntary and not mandatory. For the
taxpayer, it does not generate a greater outlay, as the amount of 5 per thousand is separated
from the Income Persone Fisiche model (IRPEF) debt. In the tax declaration, whether it is the
IRPEF model or any other declaration model available, the taxpayer finds an attachment with
six boxes. These boxes are available to taxpayers to indicate the tax code of the institution to
donate 5 per thousand and the space to affix their signatures. In the absence of these two
indications, the payment of 5 per thousand is cancelled and remains in the coffers of the State.
Research shows a diverse and often a voluntarily disclose of NGOs information relating to
social and environmental issues. Therefore, it is evident that NGOs’ commitment to such
disclosure practices is inadequate and potentially compromises their financial viability
(Yesudhas, 2019). Therefore, there is a lack of sustainable approaches to informational
dissemination practices and their impact on NGO funding. As a result, public disclosure of
financial and operational information for an NGO receiving 5 per thousand is essential. This
type of information disclosure is fundamental for on-going and permanent capital funding,
and it leads to well-informed donating decisions. Public availability of NGOs’ financial
information is important because lack of accessibility may result in loss of public confidence
(Gazzola & Ratti, 2014; Gazzola, Ratti & Amelio 2017).



This study presents an empirical analysis of NGOs that receive this donation in Italy. We
analyse the transparency and the accountability levels of the 100 most-funded NGOs that have
received the contribution of ‘5 per thousand’ and assess whether or not they prepare a
sustainability report. Our purpose is to understand if there is a link between the ‘5 per
thousand’ that organisations receive and the public disclosure of a sustainability report. To
analyse this connection, we tested three assumptions over a five-year time period. In
particular, the study examines whether these 100 most-funded NGOs report that they have
received such a contribution and whether this communication strategy has had a positive
impact on the contributions they received in subsequent years.

Among the most important findings are the following: i) the higher the actual amounts or
instances reported of funds received, the higher the transparency level achieved, and ii) the
higher the instances reported of funds received, the lower the accountability level through
published sustainability reports. Paradoxically, however, the findings suggest that a higher
degree of social accountability for NGOs is related to lower amounts of funds received.
Nevertheless, a higher degree of accountability leads to a higher level of transparency, which
offers a number of financial and social advantages, making accountable and transparent
organisational processes worth more than their associated costs.

2. Literature Review

The growing trend of non-profit organisations to achieve organisational growth and
continuity is of prominent importance (Reimann, 2017). Therefore, NGOs must demonstrate
respect for the environment in which they operate, safeguard their work and human
resources’ needs, and satisfy the expectations of all of the social actors within their sphere of
influence (Vlad, 2012). Such an approach will lead them to behave in a way that is consistent
with the ethical and social values of their communities (Colombo & Gazzola, 2014). It will also
assist in the development of impactful and transparent information disclosure that
underscores the NGO’s commitments and achievements (Newson & Deegan, 2002; O'Dwyer,
Unerman & Bradley, 2005; Momin, 2013; Tremblay-Boire & Prakash, 2015). In recent years,
non-profit organisations have supplemented their annual financial accounts with a statement
that integrates traditional information with other measures and indices as well as
environmental, ethical, and social data, relating to sustainability reporting (Unerman,
Bebbington & O’Dwyer, 2010; Simnett, Vanstraelen & Chua, 2009; Berthelot, Coulmont &
Serret, 2012). The Global Reporting Initiative (GRI) is the most salient and common guiding set
of principles for reporting in the NGO sector (GRI, 2010); it enables organisations to measure
and report their sustainability performance (GRI, 2011). Currently, this initiative to measure
and disclose sustainability performance is the most widely used internationally. While the GRI
has received strong global support in academic literature (Brown, de Jong & Levy, 2009;
Morhardt, Baird & Freeman, 2002), there is also a fair amount of criticism of this initiative
(Boiral, 2013). Presently, many NGOs voluntarily disclose information on their ethical
behaviour and their public relations regarding social and environmental issues (Striebing,
2017). Such disclosures enhance their corporate economic profile and credibility, reflecting
the overall value of the institution. However, it remains an almost exclusively voluntary
practice. As a result, there is not a consistent standard imposed for drafting these disclosures.
Therefore, every company has full freedom to select the model that is most popular among
different national or international formats (Gazzola, 2012).

In considering the implementation of a disclosure communication strategy, it is necessary
to define the social and environmental characteristics being measured. Alongside the
economic and financial communication tools that allow companies to nurture earnings and



competitiveness, social consensus and social legitimacy should be present and integrated into
accountability concerns. The preparation of a social communication document (Adams, 2017)
should focus on uniting the pursuit of the mission with the collective interest. As a result,
business communication could be improved in certain circumstances, depending on the
corporate disclosure strategy. Finally, sustainability reporting combines social legitimacy and
financial growth of the NGOs, as they are considered multi-stakeholder organisations ‘par
excellence’ (Rey, Alvarez & Bello, 2013). They are facing the growing importance of
considering stakeholders’ expectations and potential societal impacts of their activity, in order
to survive in the long-term. Crespy and Miller (2011) analysed the data from Fortune 250
corporations and the Forbes 200 NGOs regarding their commitment to and development of
sustainability practices. Their findings reveal that NGOs’ commitment to such disclosure
practices is inadequate, thus undermining their claims of legitimacy in their quest to
participate in corporate governance. The following are different reasons why NGOs should
implement sustainability disclosure practices:

i) To improve their reputation.

Sustainability reporting helps to build trust with stakeholders (Keating & Thrandardottir,
2017) and take a proactive managerial approach toward the NGO’s reputation. Various
surveys corroborate this thesis. In particular, a 2011 study showed that greater transparency
and clarification of positive actions allow organisations to create and consolidate the public’s
trust in them (BSR, 2011). A 2013 study based on interviews conducted by Boston College’s
Center for Corporate Citizenship and the Ernst & Young Corporation revealed that more than
50% of the companies who published sustainability reports have seen an improvement in their
reputations (Ernst & Young, 2012).

ii) NGOs have an economic, social, and environmental impact, and they are ethically obliged
to sustain and improve it.

To understand, manage, and improve their triple-bottom-line impacts as an organisation,
NGOs aim to increase the effectiveness of their social and environmental programs in an effort
to focus on their ‘core mission’. They should also communicate their social impacts to internal
and external stakeholders (e.g., employees, clients, donors, government bodies, and
communities) in order to share best practices and encourage similar improvements from
others (Arenas, Lozano & Albareda, 2009).

iii) NGOs could have corporate demands that they are not willing to cope with.

There is a strong link between NGOs and for-profit corporations in terms of meeting their
market needs. Specifically, as for-profit companies often have no economic interest in
producing particular types of goods and services, NGOs should bridge that production gap and
offer these goods and services. Therefore, they could act as dynamic collaborators in both
business and social community activities, providing sustainable initiatives. Sometimes, NGOs
criticise large corporations for opaque disclosure of their operations (e.g., the Nestlé scandal)
(lonescu-Somers & Enders, 2012). Whether NGOs are allies or critics, their own credibility is
tarnished when they publish similarly unsustainable reports or disseminate information in a
trivial manner.

iv) NGOs need to be financially viable.

As with all non-profit organisations, NGOs are prohibited from distributing their profits, but
they are not prohibited from making a profit. On the contrary, it is desirable that they are
profitable and reinvest their retained earnings in the pursuit of social improvements.
Therefore, while the realisation of profits is not their main goal, they need to be financially
viable. The business case for corporate social responsibility reporting includes metrics for cost
savings, including efforts in energy efficiency, waste reduction, recycling, among others.
Making or saving money is an enormous motivator for sustainability (Zald, 2017). Such savings



would definitely appeal to NGOs, where budgets are fixed and non-negotiable (Valencia,
Queiruga & Gonzdlez-Benito, 2015).

v) Attract talented human resources.

Corporations engage in sustainability reporting, primarily, as an increasingly important tool
for investment attraction (Bolton & Guest-Jelley, 2012) and talent management. Talented
individuals from the nation’s best schools often scrutinise the corporate citizenship of
companies as a criterion for working with them. Large corporate pay checks and hefty vacation
plans are no longer enough to attract talented human resources. University graduates want
to work for companies that are doing well by doing good. Thus, the same holds true for NGOs,
whose need for investors and talented individuals is also vital. In such organisations, the same
argument is also valid for volunteers and community stakeholders. Furthermore, high levels
of transparency increase the economic, social, and environmental drivers of their
sustainability practices (Anheier et al., 2011).

vi) Attract donors.

Donors are overloaded with requests for donations from multiple organisations. Therefore,
they could be influenced and decide to donate to organisations that publish a form of
sustainability report. In fact, for donors, this report represents a guarantee that their donation
will be used in an appropriate and consistent manner (Rauh, 2010). The institution would thus
be able to achieve a competitive advantage over opaque organisations in the ‘fund-raising
war’.

vii) Meeting employees’ expectations.

Employees represent one of the main categories of internal stakeholders addressed by the
social accountability process. Such social interactions between corporations and their
employees increase employee loyalty and decrease absenteeism (Ernst & Young, 2012). As a
result, sustainability reporting drives employee engagement and attracts human capital.
Therefore, NGOs must engage in socially responsible practices, delivering sustainable impact
both internally and externally.

viii) Create a social tool for upgrading the process of stakeholder dialogue and
empowerment.

Sustainability reporting is an opportunity to reflect on corporate social responsibilities and
stakeholders’ commitments. High levels of transparency and information disclosure are
closely linked (Morsing & Schultz, 2006; Manetti, 2011).

ix) Commit to sustainability disclosure.

The number of organisations and individuals asking NGOs about their social and
environmental performance has grown tremendously during the past decade. Investors,
customers, employees, community residents, and advocates are all voicing their concerns and
questioning organisations’ commitment to responsible conduct (Rodriguez et al., 2012).

X) Ensure sustainability through internal governance, ethics, and risk management
practices.

Such a reporting process could help organisations to reflect on realistic and feasible steps
toward building a viable future, which is the challenge (Baumgartner & Rauter, 2017).
According to the line of reasoning above, (e.g., i, ii, vii, viii and ix), high levels of transparency
and public accountability are practical and increasingly credible organisational tools used to
demonstrate an organisation’s commitment to socioeconomic development to a diverse
range of stakeholders. Sustainability reporting is an interactive communication approach that
is important for internal stakeholders (e.g., workers, managers, and other employees) and
external stakeholders (e.g., suppliers, customers, social stakeholders, and community actors)
(Dumay, Guthrie & Farneti, 2010). It allows organisational stakeholders to understand that
there is a strong interdependence between economic and socio-political factors, a bond that
has become increasingly timely, uniform, transparent, and complete and is deeply-linked to



company decisions as well as being a consequence of them (Browne & Nuttall, 2013).
Simultaneously, donors could be strongly influenced by high levels of organisational
transparency, particularly by the presence of a voluntarily published sustainability report.
The following section explains our methodology for examining the NGOs’ social
accountability, financial data dissemination, and the relationship between their levels of
transparency and their accountability with regard to the creation of sustainable social impact.

3. Research Methodology

This study analyses the domain of information-disclosure practices in the third sector.
Specifically, it focuses on sustainability reporting in Italian NGOs that receive the ‘5 per
thousand’ donation as a pertinent endeavour within the overall social framework of
information disclosure. As NGOs have a 33% share in the Italian third-sector industry (almost
20 billion euros), their social impact and its relation to the information disclosure practices of
this specific tax relief law are of major importance (http://censimentoindustriaeservizi. Istat
.it). Therefore, we analyse the disclosure practices of the first 100 NGOs that received the
highest donations from ‘5 per thousand’, using information from their websites or other data
available on the Internet. Thus, we have formulated the following assumptions:

Assumption 1: The higher the actual number or instances of reported funds received, the
higher the transparency level derived from published information on websites, including
organisational funding and donations.

Assumption 2: The higher the actual number or instances of reported funds received, the
higher the accountability level derived through the publication of sustainability reports.

Assumption 3: The NGOs that report funds received by value, as derived from published
information on their websites, including amounts received from the ‘5 per thousand
resignation’ tax, demonstrate higher levels of accountability through the publication of
sustainability reports.

To address the above assumptions, we also examine the ‘5 per thousand’ published report
to see if it positively impacts the contributions received in subsequent years. Furthermore, in
relation to the second assumption, it is also interesting to examine whether our first line of
reasoning statement (i), that NGOs improve their reputation by implementing sustainability
disclosure practices, is verified or not. In particular, we examine how sustainability reporting
helps to build trust with stakeholders. We considered the positive impact on the contribution
received as an indicator of an NGO’s reputation (Will & Pies, 2017). After extracting and
selecting the first 100 NGOs, we categorised their publicly disclosed documentation and built
our database. Finally, we implemented our statistical analysis with the Statistical Package for
Social Sciences (SPSS statistics software).

By adopting an exploratory methodology, this study tests the three aforementioned
assumptions and critically analyses the findings. Through our analysis, we discovered a
significant gap relating to the publicly-disclosed data of NGOs. Specifically, we aim to discover
the relation between sustainability reporting and disclosure practices of an NGO and its
received-funding from the public, donors, constituents, and other stakeholders.
Consequently, we continue to explore whether these NGOs publish any form of sustainability
reporting (Lehman, 2007). Given the ability of the NGOs’ financial statements to provide a
social profile, the research engages in the following specific selection criteria for data analysis.
These criteria include: i) the 100 most-funded NGOs, ii) the years that these NGOs publicly



report data, and iii) the amount of funding they received.

The type of study adopted herein is a panel or longitudinal study, and we analyse
longitudinal data, which are commonly used in econometrics. In our study, the time-period of
the data extends over five years. Since data were reported for each NGO every year, the data
set is described as a balanced panel, and, since data sets include objects with a single
observation point in time, we adopted a long-format data structure.

We decided to analyse Italian NGOs for several reasons. Firstly, we wanted to uncover the
dissemination and relationship to public funding. Secondly, we wanted to examine their
financial data dissemination and their relationship to public funding. Thirdly, we wanted to
examine the relationship between transparency and accountability levels and the creation of
sustainability reporting (Joseph, 2012).

To obtain our data, we extracted the 100 most-funded NGOs from the Italian revenue
agency (Agenzia delle Entrate) website, the government agency that deals with the
management of taxes (Agenzia Entrate, 2018). In particular, the agency regularly publishes a
list containing the recipients of the ‘5 per thousand’ funding. The last published list (updated
on 29 December 2017) concerns the 2015 financial year. The lists for 2016 and 2017 financial
years have not yet been published; this delay occurs because it takes a long time for the
agency to collect the data. In addition, the submission deadline for 2016 tax declarations was
January 2018. The collected data from this list is public and freely accessible. These are the
circumstances of our specific research limitations. Among our research findings, we
discovered that, despite demonstrating a certain level of transparency by publishing the
amounts or instances of received funds, NGOs fail to demonstrate high levels of accountability
because they do not publish any kind of sustainability reports. Second, we could not discover
the reasons behind these levels of transparency, as these funded NGOs fail to report this
funding. In addition, the same NGOs demonstrate uncertain accountability levels, as they also
fail to publish any sustainability reports.

In order to test our assumptions, we measured the following criteria for these 100 non-
profit organisations: i) highest amount of funding received in 2015, ii) public and transparent
dissemination of information relating to social management, and iii) any form of social
accountability based on sustainable reporting.

In order to support the research findings in terms of defining ‘low’ or ‘high’ classifications
and trends for transparency and social accountability, as discussed in the assumptions, we
have adopted the following method for ranking each classification against the number of years
for which reporting of data were evident (see Table 1).

Table 1. Classification method of NGO data for transparency and/or accountability against
number of years reported.

Years of data reported for: Transparency Accountability Index
Transparency Index (T) & Index (T): (A):
Accountability Index (A):

0&1 Low transparency Low accountability
(T_LOW) (A_LOW)

2&3 Medium transparency | Medium accountability
(T_MED) (A_MED)

485 High transparency High accountability
(T_HIGH) (A_HIGH)

We consider the levels of transparency and accountability ‘low” when the reporting data
practices were evident for only one out of five years. We consider the levels of transparency



and accountability ‘medium’ when the reporting data practices were evident for two or three
years out of five years. Finally, we consider the levels of transparency and accountability ‘high’
when the reporting data practices were evident for four or five of the five years of our research
horizon. As a result, indexes for transparency and accountability were formulated and the data
were grouped into the three categories, as shown in Table 1. Finally, the data were analysed
to identify the percentage values of NGOs displaying levels of both transparency and
accountability.

4. The Italian NGOs’ Case: Findings and Analysis

Our research findings provide strong evidence that the first 100 Italian NGOs failed to
publicly disclose any form of sustainability reporting. The results of the econometric analysis
concerning this study’s assumptions relate to three general categories. All of these categories
are numerically expressed as percentages in this section’s tables and figures. They are as the
follows:

I.  The percentage of non-profit organisations that have a website.
ii.  The percentage of non-profit organisations that prepare and publish a transparent
report on their corporate website.
ilii.  The percentage of non-profit organisations that report receiving ‘5 per thousand’
contributions.
Table 2 summarises the results obtained. They are cohesive and tend to be unanimous.

Table 2. Non-profit organisations: ‘5 per thousand’ contributions.
(Internet 2011-2015)

Year %
2011 97
2012 99
2013 100
2014 99
2015 98

These high percentages indicate the attention that these organisations have received. In
order to present the percentage of non-profit organisations that prepare and publish
transparent reports and make them available on their corporate websites, we analysed the
websites of the sampled non-profit organisations, year by year. The results are presented in
Figure 1.

In 2011, only 30% of non-profit organisations presented any form of sustainability report.
During the following years, this number gradually increased. Specifically, the percentage rose
to 33% in 2012, to 42% in 2013, to 43% in 2014, and, finally, 45 organisations (out of 100)
published some form of sustainability report on their websites in 2015. On the one hand, this
trend demonstrates growing attention to social accountability and transparency. On the other
hand, this trend is significantly lower among non-profit organisations than among for-profit
organisations. In Italy, legislation requires for-profit companies to publish their corporate
balance and, since 2014, their sustainability report as well. In fact, in 2014 the European Union
issued Directive 2014/95/EU, which introduced the obligation of non-financial information for
large undertakings that are public-interest entities. However, this Directive does not include



non-profit organisations. For this reason, the level of transparency for the non-profit
organisational sector is still problematic.

The percentage of non-profit organisations that reported receiving the ‘5 per thousand’
contribution over the period from 2011-2015 is presented in Figure 1. As earlier, these values
can be better represented using a bar graph, which clearly highlights this ongoing trend.

The results are quite surprising. The percentage of top-100 non-profit organisations in Italy
that reported receiving the ‘5 per thousand’ contribution decreased from 2012 to 2015. The
limitation of this value is that it considers the total value of non-profit organisations (i.e., the
total 100) instead of the entire number of non-profit organisations that publish any form of
sustainability report. The relation between the ‘5 per thousand’ report and the presence of
sustainability report is of interest here. The results of this unexpected trend are presented in
percentage form in the bar graph in Figure 1. In this case, the value is quite indicative. After
2011 (maximum value), the percentage has gradually increased over the years, except for
2015 (-1%). In general, it seems to be a growing trend.

Figure 1. Non-profit organisations: Social Transparency, ‘5 per thousand’ contributions and
‘5 per thousand’ transparency among non-profit organisations: 2011-2015.
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An increasing number of non-profit organisations tend to comply with data dissemination
and transparency by publishing some form of a sustainability report. It is important to
highlight that government regulations do not require such an initiative. Therefore, this trend
is a clear indication that non-profit organisations are aiming to lure taxpayers by disseminating
information about how they allocate and use their funds. At this point, we investigate the
existence of any correlation between transparency and accountability trends, in particular, to
test assumptions 1, 2, and 3. The findings of the analysis are summarised in Table 3 below.



Table 3. Transparency index (T) vs. accountability index (A).

TRANSPARENCY ACCOUNTABILITY TRANSPARENCY INDEX (T) VS.
INDEX (T): INDEX (A): ACCOUNTABILITY INDEX (A):
T_HIGH 85% A_HIGH 31 | T_HIGH&A_HIGH | 30%
T_MED 9% A_MED 12 | T_HIGH&A_MED | 11%
T_LOW 6% A_LOW 57 | T_HIGH&A _LOW | 44%

T MED&A_HIGH | 1%
T MED&A_MED | 1%
T MED&A_LOW | 7%

T LOW &A_HIGH | 0%
T LOW &A_MED | 0%
T LOW &A_LOW | 6%

The findings indicate a correlation between a higher transparency index (T) and social
accountability (A), as shown in the first two columns of Table 4. Specifically, in 85% of the
cases, the transparency index is found to be high, with NGOs effectively reporting receipt of
funding over at least four years of the five-year period. A further 9% of NGOs reported receipt
of funding over at least two years of the five-year period, and only 6% reported receipt of
funding in a single year or failed to report any funding at all. Therefore, the first assumption is
proved true, since the higher the actual number or instances of reported funds received, the
greater the transparency derived from published information on websites, including amounts
received from donor organisations.

However, the findings also indicate that the majority of NGOs (57%) failed to demonstrate
credible levels of social accountability. Paradoxically, a large proportion of NGOs with a high
transparency index (T) also returned the lowest social accountability (A) figures. Specifically,
this describes 44% of NGOs, which shows that high transparency fails to demonstrate
correspondingly high levels of social accountability (see Figure 2).



Figure 2. Top-100 NGO’s: Number of years reporting on funding received vs. social
accountability reporting.
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The declining trend between the number of NGOs that reported funding while also
evidencing social accountability is highlighted in Figure 2. While 30% of the top recipients of
funding demonstrate transparency and social accountability, 44% of NGOs acknowledge
receiving funding but fail to demonstrate social accountability.

Therefore, assumption 2 is proven untrue, since the higher the instances reported of funds
received, the less accountability through published sustainability reports or other kind of
reporting.

However, assumption 2 also refers the ‘actual amount’ of funds received. In this regard,
the study shows that assumption 2 is true, since the higher the actual amount of reported
funds received, the greater accountability evidenced through sustainability reporting. This is
clearly the case for the top 20% of NGOs, which achieved the highest score for transparency
(T) vs. accountability (A) over five years, while also receiving 71.22% of the total funding by
value. This fact suggests that NGOs that receive lower amounts of funding fail to demonstrate
social accountability. Therefore, the study proves that assumption 3 is true, since the NGOs
reporting higher transparency of funds received by value do indeed demonstrate more
accountability through published sustainability reports.

The analysis unexpectedly also shows that a significant number of NGOs in the medium-to-
lower funding receipt group do demonstrate, on average, high-to-medium levels of social
accountability together with high levels of transparency (see Table 4). Approximately 20% of
total funding groups are in the medium-to-lower funding group categories, which, as
mentioned, show higher than normal levels of social accountability, despite a slight gradient
drop in transparency levels (see Figure 3).



Figure 3. Top-100 NGOs: Transparency vs. social accountability.
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NGOs that receive larger funding amounts do largely demonstrate transparency; the
number of instances in which they do not achieve social accountability in proportion to the
funding amount they do receive, however, is significant. Considering that 20% of the NGOs at
the bottom of the list of 100 highest recipients of funding receive less than 0.20% of the total
funding pool (the highest receive 28.83%), it seems that non-compliance with social
accountability initiatives at the top end has significantly more impact than at the lower end.

The Italian mechanism does not financially benefit the whole sector; it only benefits the
NGOs that taxpayers choose from a large number of NGOs. In this respect, the taxpayers who
participate in ‘cinque per mille’ mechanism exhibit a form of civic participation. These Italian
taxpayers push NGOs to place more emphasis on their communicating practices, especially
with their major stakeholders. As NGOs have begun reaching out to the broader public, the
necessity of visibility has increased for the organisations receiving ‘5 per thousand’ benefits.
Informing stakeholders about their projects that benefit society is a key element of
transparency, because companies receiving the ‘cinque per mille’ benefit must ensure they
meet public trust criteria (Cabedo et al., 2018). One of the most important elements of the
mechanism has been its flexibility and predictability, which contributes to NGOs’ stability and
channels public funds toward those recipients who would otherwise have limited access to
other financial resources.



5. Conclusions

Overall, the current work extends the literature on socially accountable and transparent
information-dissemination practices and their impact on NGO funding in Italy. We consider
this endeavour appropriate and topical, because NGO practices reveal several weaknesses and
inadequacies in the existing reporting model, especially concerning a sustainable-reporting
approach. The study critically analyses assumptions regarding: i) the transparency levels of
funds received, ii) the dissemination of information to stakeholders, and iii) the correlation
between funding received from donor organisations and social-accountability levels as
evidenced through the publication of sustainability reports. However, there are some research
limitations. First, several NGOs that received funding failed to demonstrate any form of
sustainability reporting. We could not discover the reason why after receiving funding, these
NGOs failed to publicly disclose any form of reporting. Therefore, failure to publish a
sustainability report is a noteworthy obstacle for this analysis. Nevertheless, by using publicly
accessible data and analysing the corresponding trends, we have undertaken a preliminary
step toward addressing the low levels of social accountability and opaque reporting practices
in the Italian third-sector economy, specifically in the top-100 NGOs. Findings reveal that the
higher the actual amounts or reported instances of funds received, the higher the
transparency levels achieved. However, this study also shows that the higher the reported
instances of funds received, the lower the level of accountability as evidenced through
published sustainability reports. This fact suggests that lower amounts of received funding
correlates with NGOs’ failure to clearly demonstrate social accountability. Findings also
indicate a declining trend between the numbers of NGOs’ maintaining a sustainability report
and their received funding. In spite of 30% of the top recipients of funding indicating high
levels of transparency and social accountability, the majority of NGOs (44%) acknowledge
receiving funding but fail to demonstrate high levels of social accountability. This is an
important finding that future studies need to address further, particularly since the same
NGOs continue to demonstrate the same trend year after year.

As an intrinsic element of integrated reporting, sustainability reporting enables
organisations to provide high levels of transparency and information disclosure to build the
organisation’s public profile. Increased levels of transparent reporting and the public
disclosure of information made available in digital formats boost confidence in this sector;
transparency levels act as a trust-building tool. The stronger the sustainability reporting and
disclosure practices of an NGO, the more trustworthy the organisation will be viewed by the
public, donors, constituents, and regulators. An emphasis on transparency and accountability
helps diverse stakeholders to evaluate organisational performance objectively. Sustainability
reporting requires organisations to gather information about processes and impacts that may
not have been measured previously. This new set of data can provide knowledge that could
contribute to reducing the use of natural resources, increasing efficiency, and improving
operational performance. In addition, sustainability reporting can prepare organisations to
avoid or mitigate environmental and social risks. These risks may have material and financial
impacts on their activities. As a result, NGOs can deliver better social, environmental, and
financial value, thereby creating a virtuous circle.

Sustainability reports are not exclusive to large organisations. Any NGO, regardless of
size, strategic aim, or financial structure, should engage in public disclosure of its sustainable
programs and efforts. Overall, non-profit sustainability reporting will attract the right talent
and donors, save money, reduce the global collective footprint, and provide NGOs with a
greater degree of leverage in large projects. Although issuing sustainability reports requires a
great deal of work, there is strong evidence that sustainability reporting offers a number of



financial and social advantages that far outweigh its costs. Respondents from organisations
that publish sustainability reports identified data-related issues as among their most common
challenges in the reporting process (Boston College Centre for Corporate Citizenship and Ernst
& Young, 2013).

Finally, this research also shows that it is important for NGOs to deliver their
sustainability reports digitally, because stakeholders use the internet as a search tool to
account for their donations. With the ‘5 per thousand’ mechanism, NGOs have a responsibility
to make donors confident by demonstrating that the donated amounts are being invested
wisely. Donors have a right to know where and how their donations are being used. They also
have a right to assess the organisational governance and functional reliability of the NGO to
which they have donated. Sustainability reporting, which is not currently implemented by
many of the 100 most-funded NGOs in Italy, is a future imperative for providing socially value-
added impact. Findings reveal that, although there is a significant need for financing social
projects, the ratio between investment in the form of donations and expected results remains
rather vague. Sustainability reporting could bridge this gap, thus advancing NGOs’ currently
unsustainable profile.
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