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Abstract

The purpose of this paper is to explore Integrated Reporting (IR) and risk disclosure (RD) and demonstrating the
interconnection between business strategies and risk. Through a content analysis, the paper explores the
management commentary and Integrated reporting of Italian companies at the end of 2015.

The study reveals that many of the companies have embedded financial reporting into IR. We find extensive
information about risks and opportunities, in relation to the management of the six capitals. The paper represents
an investigation into risk disclosure in IR. It adds knowledge to the opportunity offered by IR in meeting
stakeholder’s information needs, compared to traditional tools of corporate reporting.

The results could be of interest both for legislator and standards setters, to bring them up to date with enhanced
disclosure of risk and opportunities which IR offers with respect to the more traditional forms of disclosure.

This is the first country-based study investigating risk disclosure provided through IR looking at three different
dimensions: the metrics of RD (monetary or non-monetary); the outlook orientation (past, present or future) and
the type of risk news (good or bad news). The results are relevant to detect how companies act and what can be
done to improve risk disclosure.

Keywords: integrated reporting, risk disclosure, management commentary, Italian firms
1. Introduction

The uncertainty of the economic environment, coupled with the persisting effects of the global financial crisis,
have intensified the interest towards risk management and risk disclosure (RD hereafter) by companies in
searching of policies to minimise risks. As scholars have noted (J. Solomon, A. Solomon, & Norton, 2000), the
process of management risk cannot be confined into a department devoted to controlling accounting data. It
demands a more comprehensive approach that takes into account the organisation’s specific business model.
Investors demand information about risk management systems as well as future risks and uncertainties.

The risk reporting is an essential part of financial management and investment practice since investors use
information on risk for making decisions on their investment (Abraham & Cox, 2007). RD is seldom compulsory
and may be positioned in the grey area between mandatory and voluntary disclosure (Lajili & Zéghal, 2005).
Regulation on non-financial RD is limited in the international arena as most of the standards and laws are related
to corporate disclosure.

In December 2010, the IASB International Accounting Standards Board issued the IFRS practice statement on
‘Management Commentary’, a narrative report — embedded in the annual report — aimed at providing
information about objectives and the related strategies as well as about risk and uncertainties faced by the firms.
However, this is a non-binding document (Enslin, Bruwer & Viljoen, 2015) and there is no accounting standard
for the MC, but some guidelines on MA are issued. Nonetheless, traditional financial reporting is more likely to
disclose the financial situation of a company in a retrospective manner (Eccles & Serafeim, 2014). Other tools,
such as sustainability reporting, have enlarged the corporate disclosure border, and are perceived by investors,
analysts and other stakeholders as a means not able to capture and disclose the relationship between business
strategy and risk (Eurosif & ACCA, 2013).
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Since the creation of the International Integrated Reporting Council (IIRC) and, moreover, the publication of the
<IR> Framework, both scholars (Busco, Frigo, Quattrone & Riccaboni, 2013; Moolman, Oberholzer & Steyn,
2016; Kim, Mass & Perego, 2017) and consultants have emphasised the challenges of the IR disclosing
strategies related to risks faced by companies. As recently highlighted by scholars, IR strengthens financial
analysts’ earnings forecasts (Kim et al., 2017) offering a clearer overview of future trends and perspectives and,
more in general, redefining the borders of corporate accountability (Busco et al., 2013).

The <IR> Framework clarifies that “Integrated thinking takes into account the connectivity and
interdependencies between the range of factors that affect an organization’s ability to create value over time,
including among others [...] how the organization tailors its business model and strategy to respond to its
external environment and the risks and opportunities it faces”(IIRC, 2013, p.2). Previous research has shown that
in South Affica, the sole country where IR is mandatory for listed companies, “integrated reporting has driven
change towards integrated thinking between strategy, risks and opportunities” (Moolman et al., 2016, p.600).
Some initial analysis on South African companies have also pinpointed the “possibility of reporting on the
governance of risk being a compliance-based exercise rather than an example of effective stakeholder
communication” (Raemaekers, Maroun, & Padia, 2016, p. 41).

Additionally that issue has not yet been investigated in contexts with limited tradition in RD and where IR is
prepared on a voluntary basis.

Grounding on the vast literature on RD (among others Solomon et al., 2000; Lajili & Zéghal, 2005; Linsley &
Shrives, 2006; Linsley & Lawrence, 2007; Abraham & Shrives, 2014), and on the growing strand of literature on
IR and risk disclosure (Quarchioni & Trovarelli 2013; Moolman et al., 2016; Raemackers et al., 2016), the paper
aims to define the role of IR in enhancing risk disclosure and demonstrating the interconnection between
business strategies and risk.

More precisely, by analysing the IR published by Italian companies paired with the management commentary,
when not embedded in the IR, the present research intends to provide a picture of determinants and features of
the RD as provided in the above cited documents.

Starting from the analysis of the type of risk as defined by previous studies, the present research investigates
further, the metrics adopted for RD (monetary or non-monetary), the outlook orientation (past, present or future),
and the type of risk news (good or bad news), through a content analysis. The final aim is to assess the level of
risk disclosure embedded in IR and make a comparison with the RD provided in the management commentary.
Data collected related to the financial year 2015 on of 18 Italian firms, which draws on their IR following the
IIRC framework.

The results show that the majority of the companies publish a single report (named IR or annual report) which
includes both the content of IR indicated by the IIRC framework and the traditional financial statement
accounting documents. Secondly, the IR is a suitable tool to communicate risk disclosure to stakeholders, since,
on average each sampled firm discuss an appropriate amount of RD information. Thirdly, the risk category
mostly disclosed is Operations risks, followed by Financial risks and Integrity risks, while the lesser discussed is
Empowerment risks; moreover, the majority of RD information discussed are non-monetary, past related and
neutral news.

The paper is organised as follows. The next section provides a background on risk disclosure and integrated
reporting. Section 3 presents the methodology and set the context for the empirical analysis. Results are
presented and discussed in section 4, whilst the last section draws some conclusions emerging from the key
finding and paves the way for further research on risk disclosure through IR.

2. Risk disclosure and Integrated Reporting: Theoretical Background

The high uncertainty which affects organisations nowadays has led to a broad movement of “risk management of
everything” (Power 2004) which, in turn, has nourished the development of international framework aimed at
prescribing how organisations should face risks. Consequently, while risk management has been considered as a
mechanism to enhance accountability (Spira & Page, 2003), it has also been consolidated in the idea that risk and
performance are two sides of the same coin (Van der Stede, 2009).

Thus, a growing attention has been paid to how organizations disclose their risks both by scholars (Solomon et
al., 2000; Lajili & Zéghal, 2005; Linsley & Shrives, 2006; Linsley & Lawrence, 2007; Abraham & Shrives, 2014;
Halbouni & Yasin, 2016), and standard setters (American Institute of Certified Public Accountants [AICPA],
1994; German Accounting Standards [GASB], 2001; Institute of Chartered Accountants in England and Wales
[ICAEW], 2002 and 2011; International Organization for Standardization [ISO], 2009; International Accounting
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Standard boards [IASB], 2010) addressed also to improve enterprise risk management systems (Committee of
Sponsoring Organizations of the Treadway Commission [COSQ], 2004 at the moment under revision).

Previous studies have discussed characteristics of RD and the regulatory power (Woods & Reber’s, 2003, Beretta
& Bozzolan, 2004; Lajili & Zeghal, 2005) possible determinants (Beretta & Bozzolan, 2004; Linsley & Shrives,
2006; Abraham & Cox, 2007; Oliveira, Lima Rodrigues & Craig, 2011; Allini, Manes Rossi & Macchioni, 2014;
Allini, Manes Rossi & Hussainey, 2016; Halbouni & Yasin, 2016) as well as effects of RD (Linsley, Shrives &
Crumpton, 2006; Dobler, 2008).

Being that our research related to the characteristics of RD, previous results collected by scholars deserves to be
presented. Solomon et al. (2000) highlights the importance of firm-specific RD, instead of generic risk. While
the first can change year after year, the latter is more likely to be constant over time, thus is not relevant for
stakeholders.

Woods and Reber (2003) compare RD by German and UK companies, revealing that regulation has a positive
effect on risk reporting. Lajili and Zeghal (2005), analysing the financial reporting of listed Canadian companies
through a content analysis, found that RD disclosure is embedded both in the Management and Discussion
Analysis (MDA), as well as in the notes, financial risk being the most frequently disclosed risk. Moreover, their
research also highlights that RD is almost always qualitative in nature and rather vague. Beretta and Bozzolan
(2004) analysing RD in the MDA of 85 Italian listed companies, reveals a limited impact in quantitative terms,
especially in regard to the potential effect that derives from future risks. The research also pinpoints that Italian
companies are more inclined to disclose past rather than future risk. Linsley and Shrives (2006) reveal that RD is
mainly qualitative in nature, being companies reluctant to quantify the risks they are facing. Along the same vein,
Oliveira et al. (2011) found that Portuguese companies tend to have a vague RD, mostly qualitative in nature and
backward-looking, considering that this kind of RD is inadequate to satisfy stakeholder’ s informational needs.

More recently, Abraham and Shrives (2014) confirms once more how RD in the annual report is often a
‘boilerplate’, being difficult for readers to link risk items together.

Previous studies suggest that the quality of risk disclosure should be analysed considering several dimensions, at
the very least the metrics adopted to quantify risks (monetary or non-monetary) the outlook orientation (past,
present or future) and the type of risk news (good or bad news).

While examining RD, many prior studies have adopted content analysis, in some cases using sentences as the
recording unit (Beretta & Bozzolan, 2004; Linsley & Shrives, 2006; Amran, Manaf Rosli Bin & Che Haat Mohd
Hassan, 2009; Oliveira et al. 2011), or words (Abraham & Cox, 2007). The first approach has been adopted in
this research, as better clarified in the next section.

Correspondingly, the theoretical lens borrowed to discuss motivations and determinants of RD varies among
authors.

Stakeholders theory has been widely used to examine corporate social and environmental disclosure, also in
regard to intellectual capital components (Guthrie, Petty & Ricceri, 2006). Recent studies grounded on this
theory for discussing the disclosure of climate changes related risks (Gray, Owen & Adams, 1996; Amran et al.
2009; J. F. Solomon, A. Solomon, Norton, & Joseph, 2011) as well as IR practices (Garcia-Sanchez,
Rodriguez-Ariza, & Frias-Aceituno, 2013; Haller & van Staden, 2014).

The ethical branch of the stakeholders theory sets that all stakeholders have an equal right to be informed,
despite the fact they are entitled to have or not to have a direct role in the survival of the organisation (Degan,
2000). Following this approach, managers should operate to create advantages for all of them. On the contrary,
the positive branch of the stakeholders theory (Watts & Zimmerman, 1986) argues that the management is more
prone to satisfy the informational needs of primary and powerful stakeholders. Various interested parties may be
concerned about risks and related consequences that the organisation must face at present as well as in the future.
The stakeholders theory can be tested to determine the extent to which organisations are responding to
stakeholders’ expectations related to risks and opportunities.

With the aim of enhancing the level of information provided to different stakeholders, the last decades have
witnessed a growing attention at various tools related to corporate reporting, attuned to satisfy an increasing need
for non-financial information, especially those related to the environment, risk and governance. (Solomon et al.,
2011).

Despite the increasing production of disclosure of non-financial information, stakeholders seem to be still
unsatisfied with information related to risk. Results collected by a recent survey considering investors, analysts
and other stakeholders (Eurosif & ACCA, 2013), show that 73 percent of them disagree that sustainability
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reporting links to business strategy and risk. These results show an emergence for the need of further research by
scholars and efforts by standard setters to fill the gap.

Standards setter and consulting companies (IASB, 2010; IIRC, 2013; Pricewaterhousecoopers [PwC], 2013;
Ernst and Young [EY], 2014; Deloitte, 2016) agree on the requirement for a holistic reporting on the main risks
and opportunities. For this reason, IIRC requires companies adopting IR to disclose “any real risks (whether they
be in the short, medium or long term) that are fundamental to the ongoing ability of the organisation to create
value and that could have extreme consequences” (IIRC Framework, par. 4. 26 p.27).

Scholars have started to discuss the usefulness and the role of IR recently, albeit a growing literature on the
matter is developing quickly. The first stage of studies on IR has witness a fundamental attention to factors
explaining the development of IR practices (Elkington, 2009; Eccles & Krzus, 2010; Krzus, 2011), as well as the
structure of the document (Abeysekera 2013) with special regard to IR Frameworks (Perego, Kennedy, &
Whiteman, 2016). A more recent strand of literature is about determinants and effects of IR (Garcia-Sanchez et
al., 2013; Frias-Aceituno, Rodriguez-Ariza, & Garcia-Sanchez, 2015). Some of that studies discuss the effect of
disclosure through IR on investors and financial markets (Barth, Cahan, Chen, & Venter, 2016), also showing
special attention to RD (Quarchioni & Trovarelli 2013; Enslin et al., 2015; Moolman et al., 2016; Raemaekers et
al., 2016).

Our study intends to contribute to this strand of research, by analysing characteristics of RD. As highlighted by
de Villiers, Rinaldi and Unerman (2014), risk and opportunities belong to one of the critical areas of disclosure in
IR practices. Thus, further research on the behaviour of companies would be beneficial for a better understanding
and for providing a base for reflection for standard setters and regulators.

In particular, the research is timely considering that trend toward integrated reporting encompasses both financial
and nonfinancial disclosures, with a growing attention on RD to increase in the future (Adams & Simnett 2011;
Cohen, Krishnamoorthy & Wright 2017).

More precisely, in the present research the concept of risk disclosure adopted is the one proposed and
operationalised by Linsley and Shrives (2006, p. 389). Consistently, we consider “risk disclosures if the reader is
informed of any opportunity or prospect, or of any hazard, danger, harm, threat or exposure, that has already
impacted upon the company or may impact upon the company in the future or of the management of any such
opportunity, prospect, hazard, harm, threat or exposure”. Consequently, our research detects both information
related to both the bad and good news, and, as in Linsley and Shrives (2006), risk disclosure has been classified
under six categories (financial risks, operations risks, empowerment risks, information processing and
technology risks, integrity risks and strategic risks).

3. Research Context and Design

To understand the role of the management commentary, as well as the integrated reporting disclosure, in the Italy,
it is important to shed light on both the legal system and the ownership structure of the firms. The Italian legal
system falls into the code law countries or Napoleonic countries (Jaggi & Low, 2000; Peters, 2000), a
tax-dominated cluster of continental European countries (Nobes, 2011). There is a predominance of small and
medium-sized firms, for the most part family firms, and few medium and large size companies (Beckt 1997,
Melis, Carta & Gaia, 2012).

Looking at the ownership structure, the 86% of the Italian companies are family businesses with a small or
medium size (99%) and with about 250 companies listed on the Italian Stock Exchange (research of the Italian
Chamber of Commerce in 2013). The ownership structure condensed in a few hands, and for the most part of the
same families, determines a limited role of the stock market against the powerful role of banks in credit and
financing (Alexander & Servalli, 2011; Jaggi, Allini, Manes Rossi & Caldarelli, 2016).

Listed companies have an increased demand for disclosure, as they must show policies that meet the information
needs of investors to reduce information asymmetry between managers and investors, and also more generally,
stakeholders. In particular, in regard to the risk disclosure accounting setting, the Italian listed firms draft the
financial statements following the international set of accounting standards (IAS/IFRS). Currently, there is still
no specific international accounting standard requiring companies to prepare the management commentary.
However, in 2010, the IASB drew up a practice statement which encourages companies to draft a management
commentary (Haller & Van Staden, 2014; Enslin et al., 2015).

One of the main elements of the management commentary is represented by the description of “entity’s principal
risk exposures and changes in those risks, together with its plans and strategies for bearing or mitigating those
risks, as well as disclosure of the effectiveness of its risk management strategies” with a focus on operational,
strategic, commercial and financial risk. (IASB 2010, p.13).

14



ijbm.ccsenet.org International Journal of Business and Management Vol. 12, No. 10; 2017

To increase transparency in disclosure and reduce information asymmetry, the European Union imposed the
Directive 2014/95/UE on disclosure of non-financial and diversity. The Directive specifies how companies
might disclose social and environmental information in their annual reports. The provision applies to companies
with over 500 employees within the public interest domain, such as listed companies, banks, insurance
companies, which are of significant public relevance because of the nature of their business, size or corporate
status. The Directive provisions are particularly important as they are required to include policies, main risks and
outcomes related to environmental information. Nevertheless, as stated above, the Italian context is influenced
by the Italian Civil Code and the national set of accounting standards (OIC) especially for unlisted firms. Art.
2428 of the Civil Code requires firms to provide a management commentary with the description of the principal
risks and uncertainties to which the company is exposed, as well as the disclosure of management and coverage
policy linked to financial instruments held with a focus on liquidity, credit and price risks exposure.

Thus, in order to answer the research question about the state of the art of the risk disclosure provided in IR and
where possible in the management commentary, all the Italian companies in the year 2015 disclosed an
integrated reporting, both as a separate document rather than as an integrated document with a financial
statement, have been considered.

The reports were analysed throughout a content analysis focused on the meaning of the sentences disclosed
(Smith & Taffler, 2000). According to previous RD studies (Lajili & Zéghal, 2005; Linsley & Shrives, 2006;
Amran et al., 2009; Oliveira et al., 2011) sentences have been used as a unit of analysis. Milne and Adler (1999,
p-243) stated about the use of sentences: “As a basis for coding sentences are far more reliable than any other
unit of analysis [....] Individual words have no meaning to provide a sound basis for coding social and
environmental disclosures without a sentence or sentences for context”.

The content analysis, as a technique of investigation, can push researchers beyond the text written within the
analysed documents, and, in turn, to show the reliability of inferences on the messages of interest (Weber, 1990).
The sample under investigation is made up of all the Italian firms, which prepared an Integrated reporting
following the IIRC guidelines for 2015, the most recent available year of disclosure. The Italian context was
selected because of the characteristics of previous sustainability practices that have played a significant role in
Italy over time (e.g., Adams & Kuasirikun, 2000; Kolk, 2005). Companies committed to IR were identified using
the dataset Thomson Reuters ASSET4, which focuses on systematic CSR information. To confirm completeness
of the selection of companies producing an IR, the potential candidates were also searched using the research
tool available in the IR database, and from referrals made by integrated reporters. From this process, it was
possible to identify 19 companies. However, one of them failed to upload its Integrated report on its website so
that 18 firms providing their IR documents are the basis of the present study. Also, to analyse risk disclosure, for
each company the management commentary was searched and, if available, downloaded.

The content analysis of the risk disclosures was manually performed on Integrated reporting and management
commentary, both when included in the IR rather than when included in the traditional financial statements. To
assure reliability to the content analysis with reference to the coding phase, a team of two people were involved
in the activity after having performed a test of inter-rater reliability used to check for consistency in coding
(Milne & Adler, 1999). The coding tool replicates those adopted by Linsley and Shrives (2006), subsequently
reproduced by Amran et al. (2009). The risks are divided into financial and non-financial (operations risks,
empowerment risks, information processing and technology risks, integrity risks and strategic risks). Moreover,
following the approach of several RD scholars (Beretta & Bozzolan, 2004; Linsley & Shrives, 2006; Oliveira et
al., 2011) also the risk disclosure sentence characteristics (or semantic characteristics) were analysed by
exploring three dimensions related to: the metrics of risk (monetary or non-monetary); the outlook orientation
(past, present and future) and the type of news (good, bad or neutral news).

Each risk disclosure sentence was recorded on a coding sheet and classified for the type of risk (financial,
operations, empowerment, information processing and technology, integrity and strategic); the metrics of RD
(monetary or no monetary); the outlook orientation (past, present or future) and the type of news (good or bad).
By coding for meaning rather than looking for simple words, only sentences with clear and precise reference to
risk have been accepted, thus avoiding broad and misleading concepts. The sentences with a generic and vague
reference to risk were excluded.

4. Results and Discussion

As argued by Guthrie et al. (2006), a content analysis conducted on the annual report can be a useful research
technique to test, in the light of stakeholder theory, if the Italian companies are meeting the stakeholders
expectations.

As stated above, stakeholder theory stresses the importance of stakeholders as strategic company resource
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providers. Thus it is necessary to satisfy their information needs related both to the firm's economic
performances and the firm's environmental, social and governance issues (Guthrie et al., 2006; Haller & Van
Staden, 2014). In particular in recent years, the focus of the stakeholders has sharply shifted towards risk and risk
management disclosure (Oliveira et al., 2011; Abraham & Shrives, 2014). One of the aims in preparing the IR is
to improve the accountability towards stakeholders by providing an integrated and connecting description of
strategic, performance, governance, environmental and risk and opportunities issues (Moolman et al., 2016).

As a consequence, the content analysis conducted on IR can offer interesting insights.

The results of content analysis conducted on the IR of the 18 firms are shown in table 1. These results, as already
noted by Moolman et al. (2016) and Raemackers et al. (2016) show that Integrated Reporting is a suitable tool in
disseminating RD information to stakeholders, indeed, a total of 2731 RD sentences has been found. On average,
each selected firm reports 151.72 RD sentences, a greater result than those obtained by several previous scholars
(Lajili & Zéghal, 2005; Linsley & Shrives, 2006; Amran et al., 2009; Oliveira et al., 2011) in their similar studies
on RD in the annual report conducted throughout different countries.

Table 1. Content analysis results for type of risk and RD sentence characteristics

Categories Total Min Max Mean Media Std.  Percentage
disclosures n  Deviation
Total number of risk disclosures 2731 15 368 151.7 158.50 96.898 100.00%
2
Number of financial risk disclosures 454 0 168 2522 11.50 41.075 16.62%
Number of non-financial risk 2277 13 315 126.5 136.50 84.942 83.38%
disclosures 0
Number  of  operations  risk 1600 10 228 88.89  89.00 64.336 58.59%
disclosures
Number of empowerment risk 22 0 12 1.22 0.00 3.098 0.81%
disclosures
Number of infprocessing and 156 0 27  8.67 5.50 8.984 5.71%
technology risk disclosures
Number of integrity risk disclosures 340 0 74 18.89  12.50 19.381 12.45%
Number of strategic risk disclosures 159 0 39 8.83 4.50 9.823 5.82%
2277
Number of monetary risk disclosures 169 0 64  9.39 2.00 16.839 6.19%
Number of non-monetary risk 2562 15 358 1423 149.50 92.548 93.81%
disclosures 3
2731 100.00%
Number of past risk disclosures 1367 4 188 7594  72.00 50.327 50.05%
Number of future risk disclosures 201 0 41 11.17 8.50 12.065 7.36%
Number of present/ non-time 1163 6 160 64.61 68.50 47.133 42.59%
specific risk disclosures
2731 100.00%
Number of good news disclosures 559 2 94 31.06 29.00 22.877 20.47%
Number of bad news disclosures 223 0 56 1239 7.50 14.987 8.17%
Number of neutral news disclosures 1949 12 234 108.2 118.50 68.777 71.37%
8
2731 100.00%
Number of risk categories disclosed 2 6 477 5 1.060
Number of specific RD section in IR 0 3 1.11 1 0.758

The result is consistent with Stakeholder Theory where voluntary disclosure is seen as a useful tool to satisfy the
call of stakeholders for more transparency and accountability on a firm’s activities and their impact on value
creation (Guthrie et al., 2006). Among these, the large amount of risk disclosures found (table 1), can help
investors in assessing the company's risk profile, reducing uncertainty and enhancing resources allocation,
leading to reduce the cost of the firm’s capital (Deumes & Knechel, 2008; Haller & Van Staden, 2014; Halbouni
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& Yasin, 2016; Moolman et al. 2016).

As shown in table 1, each company, on average, discloses about four types of risk with a minimum of two types
of RD and a maximum of six. The type of risk most disclosed is operations risk with a total of 1600 sentences
(58.59% on the total). This result is justified by the attention paid in IR to environmental, health and safety and
customer satisfaction issues in line with both the GRI guidelines than the IR framework principles. Most of the
companies have adopted an integrated approach by drafting a single document including both the contents
indicated by the IIRC framework and those required by regulation on the annual report. Only five firms prepare
two separated reports. The majority of companies, also follow the Global reporting Index (GRI) in drafting the
IR. In this way, they can pay close attention to the environmental and job security issues and related risks
especially in sections devoted to Human and Natural Capitals. Results are consistent with Linsley and Shrives
(2006); Amran et al. (2009) and Vandemaele et al. (2009) who found an high number of operations risk
disclosures in their studies, conducted respectively, on a sample of UK; Malaysian; UK and Belgian companies.

The other risk categories mostly disclosed are financial risk with a total of 454 sentences (16.62 % of the total)
and integrity risk with a total of 340 sentences (12.45 % of the total). These results are linked, on the one hand,
to the presence of four banking companies which are heavily focused on the monitoring and management of
interest rate, liquidity and credit risks with a specific disclosure section. On the other hand, a large amount of
attention has been devoted to the discussion concerning management and prevention of risks related to
corruption, fraud and illegal acts with specific sections as required by GRI G4 guidelines. Finally, the less
discussed type of risk is empowerment risk with only 22 total sentences (0.81 %). The latter result is the
consequence of a limited attention of considered firms in disclosing risks related to outsourcing, change
readiness and performance incentives.

In regard to the RD sentences characteristics, the majority of firms (93.81%) disclose non-monetary risk
information and only a small percentage of them (6.19%) quantify their risk information. This result is consistent
with previous studies by Beretta and Bozzolan (2004), Linsley and Shrives (2006) and Oliveira et al. (2011) and
highlights the difficulties for managers in measuring the risk and its impacts on firms in monetary terms. Results
also reveal the unwillingness to communicate detailed information on risks to their competitors (Lajili & Zéghal,
2005; Linsley & Shrives, 2006; Abraham & Shrives, 2014).

Moreover, consistent with the results of Beretta and Bozzolan (2004) and Oliveira et al. (2011) and not
consistent with those of Linsley and Shrives (2006), most of the risk related information is focused on the past
and present (92.64%), with only a small percentage of RD information focused on the future (7.36%). In the IR it
is easier to find information on decisions already taken or ongoing risk management programs with related
impacts rather than future decisions or programs with their expected impacts.

This result is in line with stakeholder theory and the backward-looking orientation of traditional financial
statements and highlights an improvement in transparency and accountability towards the stakeholders
community whose demand for non-mandatory information focused on risk grew rapidly after the economic crisis
(Abraham & Shrives, 2014; Enslin et al., 2015).

On the contrary, the limited disclosure of forward-looking information on risks represents a loss in terms of
relevance of information to investors interested in assessing the future impact of the risks on the firm's economic
performance, thus improving their decision making process (Beretta & Bozzolan, 2004; Abraham & Cox, 2007;
Dobler, 2008; Enslin et al., 2015). A reduced forward-looking risk disclosure also represents an incomplete
compliance of IR with IIRC framework requirements where companies are also required to report information on
future risk prospects, even under uncertainty (IR framework, 2013, p.27).

Furthermore, consistent with the results obtained by Linsley and Shrives (2006), the majority of the RD
disclosures are neutral (71.37%), followed by good news (20.47%) and bad news (8.17%). This result could be
explained by the desire for firms managers to conceal negative information in order to avoid legal costs or loss of
reputation (Linsley & Shrives, 2006) by providing only good or bad information which does not adversely affect
the future cash flows and does not encourage competitors (Abraham & Shrives, 2014).

Finally, observing the last row of table 1, it can be noted that each sampled firm presents, on average, one
specific section devoted to Risk Disclosure with a minimum of zero and a maximum of three.

In summary, by comparing this last result with the previous just discussed, it can be noted that, in the Italian
setting, risk disclosure can be found across integrated reporting rather than in a single section. More specifically,
the possible impact of risks is presented in sections devoted to different capitals. So, it seems that the majority of
firms, besides drafting a single section dealing with the risk and opportunities, have followed the principle of the
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connectivity of information (IR framework, 2013; Moolman et al., 2016). In fact, different RD information is
presented within sections devoted to capitals, revealing the development of an “integrated thinking” (IR
framework, 2013, p.2).

Table 2 shows the results of the comparative analysis conducted on the five companies which have drafted the
integrated reporting as a separate document with respect to the financial statements in order to compare the Risk
disclosure provided in the IR with the Risk disclosure provided in the MC embedded in the financial statement.
The analysis was conducted, where possible, in order to strengthen the previous analysis performed only on the
IR by demonstrating the potential of this document in communicating risk disclosure even with respect to other
documents.

Despite the small size of companies analysed, results show the prevalence of RD information provided in
Integrated reporting (684 sentences with a mean of 136.8 RD sentences disclosed by each firm) compared to
those provided in Management Commentary (310 sentences with a mean of 62 RD sentences disclosed by each
firm) by confirming the potential of the Integrated Reporting as a vehicle for communication of risk disclosure
(Moolman et al., 2016; Raemackers et al. 2016).

Generally, four categories of risks are more disclosed in IR than in MC: operations risk, empowerment risk,
information processing and technology risk and integrity risk. On the contrary, financial risk and strategic risk
are more disclosed in MC than in IR.

This result could be explained by two different prevailing document orientations. The Management Commentary
as requested by IAS/IFRS (Practice Statement Management Commentary published by the IASB In 2010, p.13)
is more geared to providing information about the risks associated with the implementation of strategies and the
competitive environment, with a particular focus on strategic, financial, commercial and operational risks.
Moreover, the Italian Civil Code (Art. 2428) places special emphasis on the management and coverage of
financial, credit and liquidity risk. On the other hand, the IR Framework (2013, p. 27) requires the providing of
information about the organization's main specific risks, including those related to continuous availability,
quality and capital accessibility and the effects of the organization on the latter in the short, medium and long
term, without a particular focus on a specific type of risk.

Table 2. Comparison between Risk disclosure in IR and Risk disclosure in MC

Integrated reporting Management commentary
Categories Total disclosures Mean  Percentage  Total disclosures =~ Mean  Percentage
Total number of risk disclosures 684 136.8  100.00% 310 62 100.00%
Number of financial risk disclosures 20 4 2.92% 70 14 22.58%
Number of non-financial risk disclosures 664 132.8  97.08% 240 48 77.42%
Number of operations risk disclosures 499 99.8 72.95% 153 30.6 49.35%
Number of empowerment risk disclosures 1 0.2 0.15% 0 0 0.0%
Number of inf. processing and technology risk disclosures 44 8.8 6.43% 6 1.2 1.94%
Number of integrity risk disclosures 86 17.2 12.57% 18 3.6 5.81%
Number of strategic risk disclosures 34 6.8 4.97% 63 12.6 20.32%
Number of monetary risk disclosures 12 2.4 1.75% 11 2.2 3.55%
Number of non-monetary risk disclosures 672 134.4  98.25% 299 59.8 96.45%

684 100.00% 310 100.00%
Number of past risk disclosures 402 80.4 58.77% 173 34.6 55.81%
Number of future risk disclosures 42 8.4 6.14% 18 3.6 5.81%
Number of non-time specific risk disclosures 240 48 35.09% 119 23.8 38.39%

684 100.00% 310 100,00%
Number of good news disclosures 137 274 20.03% 67 13.4 21.61%
Number of bad news disclosures 39 7.8 5.70% 59 11.8 19.03%
Number of neutral news disclosures 508 101.6  74.27% 184 36.8 59.35%
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684 100.00% 310 100.00%
Number of risk categories disclosed 4.8 32
Number of specific RD section in IR 1.1 0.8

Table 2 also confirms the backward-looking orientation of both the documents in providing RD disclosure,
showing a prevalence of past related risk disclosures (58.77% and 55.81%) rather than the predominance of
neutral news disclosures (74.27% and 59.35%). As stated above, these results reveal the inability of some
managers in formulating forward-risk models. Furthermore, it highlights the desire to protect some unverified
information that could encourage competitors and lead to greater costs for the company linked to competitive
disadvantages (Lajili & Zeghal, 2005; Linsley & Shrives, 2006; Dobler, 2008; Abraham & Shrives, 2014).

5. Conclusions

Nowadays there is a high demand for risk related information by stakeholders in assessing future performance of
organisations as well as for decision making. Under the umbrella of the stakeholders theory, the present paper
investigates the extent of information on risks and opportunities provided by Italian companies in their IR.
Moreover, whether possible, information disclosed in the IR has been compared with risk information provided
in the management commentary to assess the extent to which Italian companies are improving their attitude to
provide more detailed and comprehensive information whilst adopting IR.

Collected results demonstrate, at least for Italian companies, a more extended risk disclosure provided in the IR
in comparison with the MC. In particular, companies seem to be more inclined to disclose operations risk,
financial risk and integrity risk, while the type of risk less discussed is related to empowerment. Organisations
demonstrate a high attention to environmental, health and safety as well as customer satisfaction issues,
confirming a trend already underlined in studies devoted to sustainability disclosure in the same context.

A tendency to adopt a neutral tone has been identified, with a reduced disclosure of both good and bad news,
possibly to avoid legal costs or loss of reputation, as previously highlighted by scholars.

Interestingly, while adopting IR, the organisation tends to distribute risk-related information throughout the
whole document, rather than in a particular section of the document. This results in being considered as
consistent with an approach more devoted to demonstrating an integrated thinking adopted while managing the
company.

A further results emerging from the analysis is the more detailed risk disclosure provided in the IR in comparison
with Management Commentary. This evidence seems to corroborate the opportunity for an integrated approach
to corporate disclosure, better suited for offering paramount information to any type of stakeholder.

However, a tendency to provide merely qualitative information persists. Similarly, a backwards approach is
widely preferred to a forward-looking approach, limiting the opportunity for stakeholders to evaluate possible
future impacts of risks faced by the organisation. Furthermore, this approach hides the possibility to assess the
ability of managers in adopting a suitable and appropriate policy to tackle risks.

Considering IR as a tool located in the area of voluntary disclosure, this research contributes to different strands
of research. Firstly, results collected through content analysis contribute to the literature on voluntary disclosure
and more precisely to the branch interested in risk disclosure. Moreover, the paper offers fresh knowledge on a
new tool for corporate reporting, the IR.

The research could be beneficial from a threefold perspective. For standard setters, to bring them up to date with
enhanced disclosure of risk and opportunities which IR offers in comparison to the more traditional forms of
disclosure, setting the context to discuss to what extent standards supporting the preparation of this new tool are
necessary. For legislators, in order to consider whether and to whom — in the light of Directive 2013/34/EU —
explicit encouragement towards the adoption of IR should be given. For scholars, to increase their capacity to
analyse trends and their knowledge of the role of integrated thinking in setting up business strategies that
combine sustainability, good governance and risk management.

However, some limitations have also to be considered. The empirical analysis is related to one year, while a
longitudinal study would offer further room for a better understanding of the evolution of risk disclosure through
IR. The research considers one country, Italy, whilst comparative studies in the field would be beneficial for
regulators - particularly in Europe, where non-financial information is required by prominent organisations - to
discuss the opportunity to provide guidelines or detailed regulations on integrated reporting. Thus, future
development of the research may replicate the analysis in a comparative approach, as well as investigate possible
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determinants of risk disclosure in the IR.
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