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ABSTRACT

Risk has been an intriguing phenomenon to both managers and academicians. Much of the
ambiguity in the domain may be ascribed to different connotations of risk in different
contexts. In view of the debacles such as Enron and Satyam (some years back), and global
financial crisis, the concept of corporate risk and risk management has been gaining attention
not only from investors and corporates but also from policy-makers. The process of risk
management can be explained through five steps: identifying and prioritizing risks,

quantifying risks, managing risks, reporting risks and reviewing risks.

Literature is replete with risk measures, but most of them are based on market-based
information. Even the studies that do take into account firm-specific (accounting) information
are primarily ‘outcome-based’ and fail to consider various possible sources of risk. As a
result, no comprehensive risk measure, reflecting major corporate risks could be found.
Similarly, most of the studies dealing with risk disclosures consider quantity of disclosure as
a proxy for quality of disclosure. Accordingly, there appears to be a need for a
comprehensive disclosure index that captures not only the quantity of disclosures but also the
quality of disclosures in terms of semantic properties. Further, as the direction and
supervision of a company and consequently the responsibility of oversight of risk
measurement and risk disclosures vests with the board of directors, it seems imperative to

gauge the quality of governance structures that exist in firms.

Based on the above perspective and limited literature on the subject, an attempt has been
made to develop a risk index (based on nine major risks, namely, market risk, accounting
risk, competition risk, contingency risk, credit risk, foreign exchange risk, liquidity risk,
operating risk, solvency risk). In addition, the relationship between risk levels and accounting

returns has also been examined. Further, a risk disclosure index (based on 69 risk related



items and covering three semantic attributes, namely, nature of disclosure
(qualitative/quantitative), time-orientation (backward-looking/forward-looking/both), tone of
disclosure (neutral/positive/negative/both positive and negative)); and a risk governance
index (based on board size, proportion of women directors, proportion of non-executive
directors, proportion of independent directors, CEO duality, executive/non-executive status of
Chairman, chief risk officer (CRO), whistle blower policy, risk management committee,
compulsory committees, and voluntary committees) have also been developed. Moreover, the
relationships among the three indices have also been examined. For the purpose, difference-
generalised method of moments (GMM) regression has been used. Besides, a managerial
survey and two case studies have been conducted to corroborate the results of secondary data

analysis.

The notable findings of the secondary data are that the sample Indian firms, on an average,
have ‘moderate risk’ levels. These findings are supplemented by the evidence of satisfactory
return on assets and return on equity for the sample companies. Further, as the risk index is a
normative framework, recommendatory in nature, the evidence of negative risk-return
relationship (i.e., higher the risk, lower the returns), provides support for the methodology

used in the construction of the risk index.

On the one hand, the sample companies exhibit extremely low scores on risk disclosure
index, indicating lack of transparency regarding risks and their impacts. On the other hand,
the sample companies have sound risk governance structures. But, these could be further

strengthened with collaborative efforts of corporates and regulatory bodies.

Though no significant relationship could be found between risk levels and quality of
governance structure, risk disclosures appear to be positively influenced by both the risk

levels and the quality of governance structure. It is noteworthy, that risk governance index



acts a moderating variable, influencing the relationship between risk disclosure index and risk

index.

The survey findings indicate that the sample firms consider risk as something with a positive
as well as negative potential. Most firms seem to undertake risk management activities in
order to protect firm value. Further, majority of companies have an internal manual for risk
management policies and carry a continuous review of techniques used in risk management.
It may be noted that companies that seem to be in favour of voluntary risk reporting (in
annual reports) tend to have higher risk levels. In addition, Chief Finance Officer emerges as
the most widely accepted authority on risk. It may further be noted that the results of
secondary data analysis and survey analysis have been corroborated by the results of case
study (two cases) analysis. The findings of the cases studied provide credence to the

methodology used in construction of risk index, disclosure index and governance index.

Based on the findings of the research, following recommendations have been made: (i).
Policy-makers should take initiatives to prescribe a risk index type normative framework for
non-financial companies, to help them maintain theoretically tenable risk levels; to enhance
transparency and improve communication between companies and stakeholders, to make risk
disclosures mandatory; non-compliance with certain mandatory provisions, such as,
appointment of woman director need to be dealt with swiftly and strictly. (ii). Managers
should avoid excessive risk-taking as higher risk does not always translate into higher return;
they should focus on increasing transparency, improving communication with stakeholders
and reducing information asymmetry to garner investor confidence. (iii). Investors should
invest in companies with lower risks (as per the risk index) if they desire higher (accounting)

returns.

Vi
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TAT TRIHF AREHE [/ TREIHE T ARNHF 1) T ARG gl 86 TATaT,
UF &k TEAH index, Board size , WigAT Mau®l & dq9Td, ¥ FESRET a9 F
dqITT, TEaS e F oI, Hedl SAsid (CEO Duality) , Te@el I HIASRNT 4T
ferdwrr Rufa, @ (CRO), whistle blower policy, FF waeaw @fffd, compulsory
committees, 3ﬁTvquntary committees F YT 9T fawfaa frar %I ?Ha? ECIELF
AT index F F= "Ll F AT F= F T F TH WIS F U, oMM (difference
generalised method of moments) ATW® TFrew fafer &1 zeowmer o @ 21 =9+
JATAT, TF TFIhIT T4 T I F9 TS KT ITINT secondary data fFgwor & afomy
#r qfe #Fx F oo By @ 2

Secondary data F Iea@iy Aoy % EQ ij—ﬁ Tt A th‘if, 3ﬁ'€l?-|_rr, '"qeIH TT H
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moderating variable % ®7 ¥ #T Far g, AT Fw T index 3T RFF index &
= F Red &1 gATET FAT B

gaerey Aewat & udr Foar g % sample ®H REw #7 OFcHE ST AREIHE aMT €T H
AT FAT gl ATTRT FAWAT FH dg A TE@AT o o0 Ew yEgw afaEteEt &6
AUATAT T TEE SFATaT, ATTFAT FAMAT F AdH AWEAT Aged 7 ew yaed At
AT REh wagd § YT fY ST arfer aEATRT AT Tad qHIET R T 8l 98 Sodad T
g & s Fufaat wEtgs ew Roofdr & o & gt 8 3w e 3g w@w &1 garn
gl THH FATAT, T fa9 ATGFNT (Chief Finance Officer) &R 9T U&F ATTH
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gRomE geT AT FRET T g0 v W stemmw gr owe Ay, REw index, T
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