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Risk Disclosures in Listed Companies:  

Exploring the Swedish Context 
 

Sara Johansson, Sofia Thörnberg 
Department of Health and Society, Kristianstad University 

 

Abstract 

 

Risk disclosure is an important issue, firstly to prevent future unexpected bankruptcies and 

economic scandals, secondly to create trust between a company and its stakeholders. Given 

the importance of the issue, previous literature has mainly focused on quantity of risk 

disclosures. In this dissertation, both quality and quantity of risk disclosures in the annual 

reports of 65 companies listed on the Nasdaq OMX Stockholm exchange are analyzed. The 

objectives are to describe the degree of risk disclosures and to understand whether the quality 

and quantity of this information can be explained by size, industry and/or performance of the 

company. By conducting a content analysis of the annual reports, we explored if the required 

risk information was disclosed (quantity) and how it was disclosed (quality). Afterwards, a 

statistical analysis was conducted in order to obtain a deeper understanding of the results from 

our content analysis.  

The findings of our study are that both quality and quantity of risk disclosures in our 

sample are only half as good as they should be according to requirements in the Swedish 

context. We found that there is a difference in quality and quantity of risk disclosures between 

two of the industry categories; Energy and Materials, where the first mentioned is the best and 

the second the worst. We did not find significant correlations between the quality and quantity 

of risk disclosure and the size or the performance for the whole sample. Still, we found some 

differences in both quality and quantity of risk disclosure information when looking at smaller 

parts of our sample. Size has a significant impact on both quality and quantity of risk 

disclosures within the Industrials and Information Technology companies. Among 

Information Technology companies, also performance has a significant impact on the quantity 

of risk disclosure. 

© 2011 Kristianstad University. All rights reserved. 
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1 Introduction 

 

An annual report should disclose both financial and non-financial information in order to 

provide a true and comprehensive picture of a company’s situation. Proper disclosures are 

necessary to satisfy the information needs of stakeholders, who consist of investors (owners), 

creditors, suppliers, customers, employees, government and competitors (Burchell et al., 

1980; Roberts & Scapens, 1985; Smith, 2006; FAR, 2006). The information in the annual 

report needs to be reliable to avoid market failures. Therefore, there is a need for accounting 

rules that guide the content of the annual report (Flower, 1999). Because of companies’ 

globalization and the integration of capital markets, there is a trend towards 

internationalization of ownership structures and accounting rules. That is, companies 

operating on international markets have to comply with both national and international 

accounting rules (McLeay, 1999; Camfferman & Zeff, 2007).  

The increasing need for international accounting rules is also explained by recent economic 

and corporate scandals that have caused a decrease in trust for the financial information 

disclosed in annual reports (Marton et al., 2008). Bankruptcies may produce devastating 

effects for the stakeholders of a company, as investors and creditors lose their capital and 

employees their jobs and pensions. Sometimes, as in the case of the well known Enron 

bankruptcy, the investors are also employees of the company, who face unemployment, a loss 

of savings and also a risk of losing their homes (McLean & Elkind, 2004). Given such 

negative consequences for employees, investors and creditors, it is very important for the 

users of annual reports to have a comprehensive picture of the company’s situation and 

performance, and be able to predict eventual bankruptcies (Stoškus et al., 2007). Also Öhman 

(2007) argues that accounting rules today have to be more demanding in order to assure more 

transparency in information disclosed in annual reports, and ultimately to avoid scandals. In 

order to enhance the quality of annual reports, companies listed on European Union capital 

markets – besides applying national accounting rules – must prepare their consolidated 

financial statements in accordance with the International Accounting Standards (IAS) and the 

International Financial Reporting Standards (IFRS), issued by the International Accounting 

Standards Board (IASB, 2011). 

Corporate failures that occurred around the world during the last decades have gradually 

led to the establishing of new and more binding accounting rules. Besides the much discussed 

crashes of Enron, Lehman and Brothers, Waste Management, WorldCom, Sunbeam and 

Global crossing (Öhman, 2007), also Sweden had two big scandals involving Kreuger and HQ 
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Bank (Öhman, 2007; DN, 2010). As happened in other European Union countries, also in 

Sweden the demand for transparency has increased and the disclosure requirements have 

become more binding. A more trustful dialogue between the users of an annual report and the 

company itself is considered important in order to attain the users’ information requests 

(Wennberg, 1997).  

Because of the consequences of unexpected bankruptcies, risk disclosure has become a 

particularly important issue. Every company faces risks, so stakeholders – especially investors 

– need to be informed about these risks (McLean & Elkind, 2004). The regulation about risk 

disclosure in annual reports has become more detailed over the years, to protect stakeholders’ 

interests (Öhman, 2007). Risk disclosures are positive, not only for the users of annual 

reports, but also for the company itself since such disclosures lower the capital cost. Investors 

put a lower risk premium on the investment if they get true information about the risks, even 

if the disclosed information is negative. If the flow of information is high, the chance is high 

that investors get a deal in their preferred price and risk range (Elliott & Jacobson, 1994). 

Also Du and Zhou (2009) give empirical evidence that accounting information disclosure has 

a positive effect for the company. High quality risk disclosures can actually increase the 

economic performance of the company. 

Previous literature says that the level of risk disclosure is influenced both by size and 

industry of the company (Beretta & Bozzolan, 2004). Also the influence of performance has 

been studied (e.g. Neri, 2010). Most of the previous studies on risk disclosure focus on the 

quantity of risk disclosures (e.g. Linsley & Shrives, 2006; Neri, 2010), while Beretta and 

Bozzolan (2004) have also given some insights into the quality issue.  

The objectives of our study are to describe the degree of risk disclosure in annual reports of 

Swedish listed companies, and to understand whether the quality and quantity of risk 

disclosures can be explained by size, industry and/or performance of the company (for 

definitions see section 4). In order to verify to what extent the compulsory and voluntary 

requirements are complied with, we checked the quantity of risk disclosures. To fill the 

literature gap on quality of risk disclosures, we also checked the quality by reading annual 

reports and giving scores on how specific the information disclosed is. Both quality and 

quantity of risk disclosures depend on how well the company complies with the compulsory 

(national and supranational) legislation and voluntary frameworks. The quality also depends 

on how detailed the information about the risks is – specific information is better than general 

information (Solomon et al., 2000).  

The main research question addressed in this dissertation is the following: 
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- How can risk disclosures in Swedish listed companies be explained? 

In order to provide reliable answers to this question the following sub-questions are 

addressed as well: 

- How is the quality of risk disclosures in the annual reports of Swedish listed companies 

determined by size, industry and/or performance of the company? 

- How is the quantity of risk disclosures in the annual reports of Swedish listed companies 

determined by size, industry and/or performance of the company? 

The remainder of this dissertation is structured as follows. Section two presents the 

theoretical insights underpinning this study. Section three describes risk disclosure, followed 

by an explanation of compulsory and voluntary risk disclosure in the Swedish context in 

section four. Section five explains the method of the empirical data collection. Section six 

illustrates the empirical results of our content analysis and provides a statistical analysis of 

our findings. The last section answers the research questions and presents our discussion and 

conclusions about the outcomes of this study. 

 

2 Theoretical insights 

 

The objectives of this dissertation are to explore both the quality and quantity of risk 

disclosures in annual reports prepared by Swedish listed companies. This topic can be 

explained, from a theoretical point of view, by the principal agent relationship addressed in 

the agency theory, and further elaborated in the stakeholder theory.  

The principal and the agent are two different parties whose relationship is explained by the 

agency theory (Baiman, 1990), often used to explain corporate governance issues (Thomsen, 

2008). Agency problems arise whenever there is a delegation of power and responsibilities 

from one or more individuals (principals) contracted to others (agents) (Baiman, 1990; 

Ogden, 1993; Zimmerman, 1977; Jensen & Meckling, 1976). All organisations are exposed to 

agency problems to some extent. An example of a principal agent relationship is investors of a 

company (principals) versus the managers of the company (agents) (Zimmerman, 1977; Ross, 

1973; Thomsen, 2008; Eisenhardt, 1989). In such case the managers should act on behalf of 

the investors, but the investors cannot be sure that the managers disclose all essential 

information (Ross, 1973; Thomsen, 2008; Eisenhardt, 1989). This phenomenon is called 

asymmetric information and is one of the main problems in the agency theory (Baiman, 

1990). The principal’s lack of information can be used as an advantage by the agent 
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(Thomsen, 2008; Eisenhardt, 1989). Therefore, several control mechanisms are used to 

minimize the agency problems arising in corporate governance (Thomsen, 2008), for example 

legislation and also auditors commenting in the audit report on the company’s compliance 

with it (SFS 1999:1079). Control mechanisms need trust from organisational networks, 

regulatory and legal institutions and social values and norms. If these control mechanisms are 

effective, they also create trust in the relationship between stakeholders and the company. 

However, this trust is not enough, there also has to be a positive behaviour expectation, which 

together with the control mechanisms create genuine trust building. The principal and the 

agent have to show each other that they are honest to one another (Vosselman & van der 

Meer-Kooistra, 2009). The principal agent relationship can be adopted not only on managers 

and investors, but also on other relationships in the company. Examples on other parties in the 

relationship are creditors, suppliers, customers and government. The agency theory focuses on 

the relationship between two actors, the principal and the agent. A company is a network of 

many principal agent relationships. Considering the whole network, including all stakeholders 

of the company, is issued by the stakeholder theory. The stakeholder theory says that a 

company is responsible to all stakeholders for moral reasons. But also the agency theory 

needs moral behaviour in terms of avoiding lying, following agreements, avoiding harm to 

others and respecting others. Honest people are preferable since they lower the agency costs 

(Shankman, 1999). 

Agency theory and stakeholder theory can be adopted in explaining accounting systems 

and corporate disclosure. The need for accounting rules, and compliance with them, can be 

explained by the stakeholder theory. Since different stakeholders have different views on what 

is a profit or a loss, accounting standards help those to understand the financial information 

presented in the annual report. The existence of accounting rules is a matter of public interest, 

since accounting has the purpose of producing information to investors and other stakeholders 

(Chiapello & Medjad, 2009), but there is an uncertainty whether the annual report contains 

proper information or not (Thomsen, 2008). From the agency theory perspective we can 

expect minimization of the asymmetric information by complying with accounting legislation. 

On the contrary, Tagesson’s (2007) empirical study shows that accounting legislation has no 

effect on harmonization; many annual reports contain accounting practices that are not in line 

with the law. The author believes that a possible explanation to the result may be that the risk 

of meeting sanctions when breaking the accounting legislation is low. This means that there is 

room for the companies to decide what and how risk information is disclosed. Also Lundqvist 

et al. (2008), who studied factors explaining non-compliance with IFRS found that weak 
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external pressure on companies to comply with accounting standards is an explanation. 

However, according to Vosselman and van der Meer-Kooistra (2009) accounting is a way to 

construct and reflect positive expectations. By complying with the accounting legislation a 

company signals to the stakeholders that the company is honest and will have no future 

opportunistic behaviour. If the company also adds voluntary disclosures, the positive signals 

become even stronger. There needs to be a high level of communication to get the relationship 

between all stakeholders to work (Kochan & Rubinstein, 2000). 

The principal agent relationship also includes the problem of risk sharing. The principal 

and the agent could have different adjustments toward risks (Baiman, 1990; Eisenhardt, 1989) 

and different stakeholders have different interests. Because of conflicting interests and 

adjustments towards risks, the managers of the company must make ethical choices that do 

not favor some stakeholders at the expense of others. The consequences of unethical choices 

by the mangers can lead to devastating effects for the company. A certain stakeholder group, 

for example employees, customers or suppliers may leave the company if they feel unfairly 

treated. So, managers have to make decisions that are ethical (Clarkson, 1995). Due to this 

problem, stakeholders need to have risk information from the company, and also incentives 

for the managers to disclose information about risks. The stakeholder theory says that a 

company is responsible to stakeholders for moral reasons (Shankman, 1999). This creates the 

need for risk disclosures in the annual report, discussed in the next section. 

 

3 Risk disclosure 

 

An area that is very difficult for stakeholders to understand – if the company does not 

disclose information about it in the annual report – is the risks faced by the company (McLean 

& Elkind, 2004; Stoškus et al., 2007). Oxford Dictionary of Economics defines a risk as 

follows: 

A form of uncertainty where, while the actual outcome of an action is not known, 

probabilities can be assigned to each of the possible outcomes. This permits application 

of the expected utility function to represent preferences over alternatives. The variance 

of the distribution of possible outcomes is frequently used as a measure of risk, 

particularly in financial theory (Black et al. 2009, p. 394). 

 

Every listed company is exposed to risks, and these must be disclosed by the company in 

its annual report in order to inform the stakeholders about the company’s situation (FAR, 

2006). The omission of risk disclosures in the annual report may have devastating effects on 
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the stakeholders, since they maybe would not have given credit to the company, bought the 

company’s products, invested in the company or worked for the company if they knew about 

the risks (McLean & Elkind, 2004; Stoškus et al., 2007). The purpose of risk disclosures in 

annual reports is to minimize the asymmetric information between the managers of a 

company and its stakeholders (Baiman, 1990; Broberg et al. 2009). Therefore, requirements 

for risk disclosure in accounting legislation have increased over the last decade. Both the 

exposure to risks, and the managing of them, must be explained. There are several types of 

risks: 

- Business risk is the risk of a decrease in sales, due to a decrease in demand for 

products, a decrease in price, an increase in costs or problems in delivering products. 

There is also a risk in the development of the company’s strategy (Neri, 2010; Soler 

Ramos et al., 2000). 

- Operational risk is the risk of errors in the production, due to external or internal 

events. External events, such as fraud and legal risks, are the risk of changes in current 

legal framework and taxes, or a lack of enforcement of the law. Internal events are due 

to people, machines and other internal processes. The risk of not being able to sell 

products is called commercial risk, a traditional risk in a company (Neri, 2010; Soler 

Ramos et al., 2000; IASB, 2010). 

- Financial risks include market risk, credit risk and liquidity risk. Market risk is the 

risk of changes in prices and rates in the financial market, for example currency rate, 

interest rate, exchange rate and commodity price. Credit risks appear when a debtor is 

insolvent and cannot pay the company, for instance because of bankruptcy. Liquidity 

risk arises when the company itself is insolvent and cannot pay for the operations to 

the creditor (Neri, 2010; Soler Ramos et al., 2000; IASB, 2010; IFRS 7, 2009). 

Authors such as Solomon et al. (2000) and Linsley and Shrives (2006) argue that risk 

disclosures, particularly forward-looking information, help investors in their decision-making. 

Solomon et al. (2000) found that investors prefer detailed information about the individual 

risks and not a general statement of business risks. That is, formal compliance with risk 

disclosure rules is not enough to satisfy investors’ need for information. The quantity of 

disclosed information has to be associated with the quality, because a great quantity of 

information looks good on the surface but on closer examination the quality of the risk 

information perhaps is not good enough for the investors. In brief, good quality risk 

disclosures are necessary for all stakeholders in their decision-making process. 
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Many empirical studies indicate that the quantity of risk disclosure is influenced both by 

the size and industry of the company (Beretta & Bozzolan, 2004). Linsley and Shrives (2006) 

made a content analysis in risk disclosures of non-financial UK companies and found that the 

quantity of the disclosed risk information depends on the size of the company. Large 

companies disclose a higher number of both financial and non-financial risks. Also Neri 

(2010), who searched for information about business risks, operational risks and financial 

risks, found that larger companies disclose more risk information than smaller companies, and 

that almost all the companies in the study disclosed information on both financial and non-

financial risks. Another of Neri’s (2010) conclusions was that well performing companies use 

risk disclosures to a lesser extent than bad performing ones. Beretta and Bozzolan (2004) 

conducted a study on both quality and quantity of risk disclosures. On quantity of risk 

disclosures they found a correlation with the size of the company, but on quality of risk 

disclosures they found correlations neither with the size, nor with the industry of the 

company. They also concluded that companies are disclosing more information about past and 

present risks than future risks. So, looking only at quantity of risk information disclosed, the 

information is there, but when looking at quality, the usefulness of the information is maybe 

not very good for the investors. This means that the quantity of disclosed information is 

important, but it also needs to be useful for decision-making purposes. That is, investors need 

to receive information that is of good quality. 

As highlighted above, there are several variables having influence on the quantity of risk 

disclosures. Unfortunately, none of the mentioned authors above found variables that explain 

the quality of risk disclosures, and very few of them even searched for it. Beretta and 

Bozzolan (2004) raised the quality issue, by conducting a study on correlations between the 

size and industry of the company and the quality of its risk disclosures. They did not find any 

significant correlations, but there is a need for further studies on this topic. From previous 

literature, the three most relevant variables that risk disclosures can depend on are size, 

industry and performance. Our aim is to understand if these variables affect the compliance 

with accounting rules also in Sweden. Compulsory and voluntary risk disclosure requirements 

in the Swedish context are brought up in the next section. 
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4 Swedish context 

 

Sweden is a member of the European Union, EU, and must comply not only with the 

Swedish accounting legislation, but also with the international accounting standards 

(IAS/IFRS) adopted in the European context and the European Commission’s Accounting 

Directives. According to Swedish national legislation, the annual report of a listed company 

should contain a management report including risk disclosures and, according to 

supranational legislation and international accounting standards (IAS/IFRS), also the notes to 

financial statements should contain such disclosures. There is also a voluntary framework, 

issued by the IASB, which can be applied if the company wants to do so. Despite this, many 

of the international standards are not fully represented in the national regulations. Swedish 

listed companies should comply with the recommendations for preparing annual reports, 

issued by the Swedish Financial Reporting Board. These recommendations are based on 

IFRS, but they are modified to fit into the Swedish legal and tax environment 

(eStandardsForum, 2010). Lundqvist et al. (2008) identified possible factors affecting the 

compliance with IFRS by Swedish listed companies. They found that non-compliance with 

IFRS can be explained by weak external pressure on companies to comply with it. Other 

factors which affect the compliance with accounting standards are lack of resources and 

knowledge, old accounting traditions and imitation of other companies in the sector. Another 

reason, though not very strong, is the tax environment in Sweden. Companies have incentives 

for lowering taxes by making interpretations of IFRS. 

The compulsory legislation that requires Swedish listed companies to disclose information 

about risks in their annual reports is as follows: 

- The Directive 2003/51/EC requires the consolidated annual report to include 

information about the main risks and uncertainties that the company faces (European 

Commission, 2003). 

- The Swedish Annual Reports Act (Årsredovisningslagen) requires the company to 

disclose information in the management report about future developments, material 

risks and uncertainties facing the company (SFS 1995:1554). 

The compulsory international accounting standards (IAS/IFRS) are as follows: 

- The IAS 1 requires disclosure of uncertainties in the assessments by the top managers 

when applying the accounting principles (IAS 1, 2009:122). The standard also requires 

disclosure, in the notes to financial statements, of the companies’ assumptions about 
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the future that may cause a change in the carrying amounts of assets and liabilities 

during the next year (IAS 1, 2009:125-133). 

- The IFRS 7 requires both qualitative and quantitative disclosures, in the notes to 

financial statements, of the risks of financial instruments (Alfredson et al., 2009). The 

risk areas are: market risk (including currency risk, interest rate risk and other price 

risk), credit risk and liquidity risk. The overall requirements of the qualitative 

disclosures of each risk for a company are: exposures to the risk, how the risk arises, 

managing of the risk, methods of measuring the risk and changes in these points from 

the previous year. The requirements for quantitative disclosures vary between different 

risks. The market risk information should include a sensitivity analysis, the credit risk 

information should include the age of financial assets that are past due and the 

liquidity risk information should include a maturity analysis (IFRS 7, 2009; Alfredson 

et al., 2009). 

The voluntary disclosure requirements that Swedish listed companies can choose to follow 

are represented by the IFRS Practice Statement Management Commentary – A framework for 

presentation issued by the IASB in 2010. The Practice Statement says that companies should 

disclose information about their most significant risks. The risks are classified in strategic, 

commercial, operational and financial risks, because these have the largest impact on the 

value and strategy of the company (IASB, 2010). The classification and definitions of 

voluntary risk disclosures are not completely coherent with those provided by compulsory 

risk disclosure requirements. The compulsory rules do not include strategic, commercial and 

operational risks; they only mention that the company must give information about the future 

developments, material risks and uncertainties facing the company. The Directive 

2003/51/EC, the IAS 1 and the Swedish Annual Reports Act do not ask for specific 

disclosures, they are vague. Only IFRS 7 provides specific financial risk disclosure 

requirements. 

To sum up, the best practice annual report should contain risk disclosures in both the 

management report and in the notes to financial statements, and the information should be 

both financial and non-financial. Both past, present and future risks should be disclosed, but 

future risks are most important for the investors. In the best practice management report there 

should be information about strategic risks, commercial risks, operational risks and financial 

risks faced by the company. The best practice notes to financial statements should contain 

financial risks (market, credit and liquidity risk). In order to disclose good quality 
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information, the nature of risk information, in accordance with Solomon et al. (2000), should 

be more detailed than general. 

The next section explains the method that has been used to conduct this study. 

 

5 Method 

 

To reach the objectives of this dissertation, we decided to make a cross-sectional study of 

the companies listed on the Nasdaq OMX Stockholm exchange in 2011. There is a total of 

about 250 listed companies on the Nasdaq OMX Stockholm exchange. We first excluded 

companies in the financial sector because they are usually exposed to more financial risks 

than other companies and, therefore, they are obliged to follow several laws beyond the risk 

disclosure legislation that is the subject of our study. Thus, that leaves a population of more 

than 200 companies. Because of the time restriction we could not analyse a very large number 

of companies. Therefore, we randomly selected 65 companies listed on the Nasdaq OMX 

Stockholm exchange, about 30 percent of the population. Because of not analysing all the 

companies on the Nasdaq OMX Stockholm exchange, we will not be able to make 

generalizations for the whole population. The random selection of the companies was done by 

writing all the companies’ names on pieces of paper and then putting them in a bag. The 

pieces of paper were picked one by one until getting 65 companies. Once the sample was 

completed, we read and analyzed the annual reports from 2010, which is the latest version 

available, downloaded on the website of each company linked from the website of Nasdaq 

OMX Stockholm exchange. 

In this exploratory study we made a content analysis of the 2010 annual reports of 

companies listed on the Nasdaq OMX Stockholm exchange. According to Weber (1990), a 

content analysis transfers qualitative information into quantitative data, to facilitate the 

analysis of the text. Content analysis is usually done by analysing text quantitatively and 

requires the creation of codes, such as a particular word, character, item or theme in the 

material, that are applied on a set of texts (Bernard, 2000; Hussey & Hussey, 1997). To be 

able to answer our research questions we created an Excel data matrix (see Appendix 1), 

henceforth called “the matrix”, about the risk disclosures that should be included in a best 

practice annual report of a Swedish listed company. The matrix is divided into three parts and 

includes four questions and 43 requirements. Part I of the matrix comprises four background 

questions about the company’s size, industry and performance. Part II and Part III include, 
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respectively, the compulsory and voluntary risk disclosure requirements. Part II of the matrix 

comprises 40 compulsory risk disclosure requirements issued by the IFRS 7, the IAS 1 and 

the Swedish Annual Reports Act. The Directive 2003/51/EC was not included in the matrix 

because its requirements are quite generic and overlapping with Swedish national legislation. 

Part II consists of six requirements on currency risk, six requirements on interest rate risk, six 

requirements on other price risks, seven requirements on credit risk, six requirements on 

liquidity risk, one requirement on uncertainties in the assessments when applying the 

accounting principles, and finally two requirements on assumptions about the future that may 

cause a change in the carrying amounts of assets and liabilities during the next year. All of the 

36 mentioned requirements are supposed to be in the notes to financial statements. Part II also 

includes six requirements on risk information that must be disclosed in the management 

report. Part III of the matrix comprises three voluntary disclosure requirements, to be found in 

the management report, issued by the IFRS Practice Statement Management Commentary. 

The requirement regarding financial risks from IFRS Practice Statement was excluded in 

order to avoid duplication when doing the content analysis. 

To fill out Part I of our matrix we read the annual reports and also searched for information 

on the website of Nasdaq OMX Stockholm exchange (Nasdaq OMX, 2011). In order to 

answer the four background questions, the 65 companies were divided into categories 

depending on their size, industry and performance. The size categories in our study were 

based on the company’s market capitalisation, which was found on the website of Nasdaq 

OMX Stockholm exchange. A large company has a market value over €1 billion and is listed 

on the Large Cap Nasdaq OMX Stockholm exchange. A medium company is listed on the 

Mid Cap Nasdaq OMX Stockholm exchange and has a market value between €150 million 

and €1 billion. The small companies are listed on the Small Cap Nasdaq OMX Stockholm 

exchange and have a market value below €150 million (Nasdaq OMX, 2011). The meaning of 

a high or low market value is that companies with large market capitalization have more 

investors or higher stock prices than small ones. We also divided the companies into nine 

different industry categories based on the categories identified by the Nasdaq OMX 

Stockholm exchange. These industry categories are Energy, Materials, Industrials, Consumer 

Discretionary, Consumer Staples, Health Care, Information Technology, Telecommunication 

Services and Utilities. Because of the random selection we got no companies from the 

industry Utilities, so hereafter our sample includes companies active in eight industry 

categories. Furthermore, the performance of each company was defined in two different ways. 
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Firstly, the companies were categorized by profit or loss. Secondly, they were divided into 

higher net result than previous year or lower net result than previous year. 

When it comes to filling out Part II and Part III of our matrix we scored the risk disclosures 

in the annual reports in order to verify the compliance with the compulsory and voluntary 

requirements. For each requirement we gave a score of zero, one or two points to the annual 

report. Zero points means that the required risk information was not disclosed, one point was 

given if the information was disclosed in a general way, and two points were given if specific 

information was disclosed. So, the difference between zero and one point is the existence or 

non-existence of risk information, and the difference between one and two points is the 

existence of general information that could be valid for every company or of specific 

information for the company. Hence, the risk information was measured on a scale of: 

- 0 = no risk disclosure at all, 

- 1 = only general information on risks, or 

- 2 = specific risk information for the company. 

We are aware of the fact that the scores given to the requirements of our matrix depend on 

our personal judgement, and the results might be different if someone else did the analysis. To 

avoid this uncertainty in reliability we set up clear definitions of how the text should be 

analyzed and clear distinctions between the numbers that we determine. Because Solomon et 

al. (2000) say that the disclosure of specific information is better than the disclosure of 

general information, we decided to give a company two points if its 2010 annual report 

discloses risk information related to the company itself and one point if the company just 

disclose general risk information that could be valid for every company. Below you can see a 

simplified version of our Excel data matrix where we scored the risk disclosures (Table 1). 

The results for the whole sample are found in Appendix 2 and Appendix 3. 
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 Table 1. Simplified version of our Excel data matrix    

 Company 1 Company 2   Company 65 

Quality score 

per 

requirement  

Quantity score 

per 

requirement  

 

Requirement 1 2 1 … … 2 116 5 
 

Requirement 2 2 0 … … 1 97 12 

 … … … … … … … 

 … … … … … … … 
 

Requirement 43 2 2 … … 0 64 30 
 

Quality score per 

company 
44 21 … … 39 

   

Quantity score per 

company 
18 32 … … 19 

   

  

By adding all the points given to the risk disclosures, we identified four different scores. 

The first score, the quality score per company, was calculated by summing all the points given 

to a single company on the basis of its compliance with the 43 requirements. It indicates how 

well every company discloses risks. The higher quality score per company, the better quality 

of risk disclosures by the company. The second score, the quality score per requirement, was 

calculated by summing all the points given to a single requirement on the basis of the 

compliance to it by the 65 companies. It indicates how well every requirement is disclosed by 

the whole sample of companies. The higher quality score per requirement, the better quality 

of risk disclosures per each requirement. The third score, the quantity score per company, was 

calculated by summing the amount of zeros given to each company on the basis of its 

compliance with the 43 requirements. It indicates how many requirements are not complied 

with by every company. The quantity score per company is a measure of bad behaviour by the 

company. A high quantity score per company means that a company has not disclosed many 

requirements. The fourth score, the quantity score per requirement was calculated by 

summing the amount of zeros given to each requirement on the basis of the compliance with it 

by the 65 companies. It indicates how many companies have not disclosed each requirement. 

A high quantity score per requirement means that a specific requirement is not disclosed by 

many companies. The two quality scores are measures of good behaviour and the two quantity 

scores are measures of bad behaviour. The higher quality scores and the lower quantity 

scores, the better risk disclosure. So, good risk disclosure is characterized by high quality 
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scores and low quantity scores. All the quality and quantity scores are found in Appendix 2 

and Appendix 3. Afterwards we calculated the mean scores to have an overall impression on 

the quality and quantity of the risk disclosures. 

To obtain a deeper understanding of the findings from our content analysis, we also 

conducted a statistical analysis. The statistical analysis was conducted by analysing the mean 

scores in a statistical analysis software, SPSS, in order to explain if the quality and quantity of 

risk disclosures depend on size, industry and/or performance of the company. Using the 

statistical analysis we are able to see if there are significant differences between mean scores 

for different categories of our sample. To obtain an even deeper understanding of the results, 

we also conducted a sub-analysis, combining the independent variables with each other. One 

method of analyzing the data is the One-way Analysis of Variance (ANOVA-test), testing the 

significance of all the mean values. If the ANOVA-test gives a significant result we can be 

sure, at a specific significance level, that at least one of the mean scores differs from the 

others in a way that is not by pure chance. Moreover, when the ANOVA-test gives a 

significant result, we can make a Post Hoc Multiple Comparison (Post Hoc-test) to see 

between which categories the differences occur. We used the significance level of five percent 

(sig. = 0.05), which means that if the significance value is below five percent we can be 95 

percent sure about the trueness of the result. If the significance value is higher than five 

percent, then eventual differences in mean scores between different categories of our sample 

are due to pure chance and can all be considered as equal. The different categories in our 

sample are not equal in the number of companies. This can affect the results of the ANOVA-

tests in a negative way. Due to the risk of errors with ANOVA, we also decided to make 

Kruskal-Wallis tests, which are an alternative to ANOVA when sample sizes in different 

categories are very unequal. These tests did not show any more significant results than with 

the ANOVA-test. We also tested the log values on the scores, which can provide a more 

accurate result if the population is not perfectly normal distributed, but the results of the log 

value tests gave the same response as with the real values, regarding the case of significance 

or not. Because of all this, we will not present the results of the log values and the Kruskal-

Wallis tests in the empirical analysis.  

Size, industry and performance are the independent variables in our statistical analysis and 

the risk disclosure scores are dependent variables. Previous literature by Beretta and Bozzolan 

(2004) used the natural logarithm of turnover when dividing the companies into size 

categories. Linsley and Shrives (2006) used both turnover and market capitalisation when 

dividing their companies into different sizes. Both of these methods of measurement turned 
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out to have a significant correlation with the quantity of risk disclosures. Because of the 

existence of two size categorization methods proved to be relevant, and because of the time 

restriction, the size categories in our study were based only on the company’s market 

capitalisation, which was found on the website of Nasdaq OMX Stockholm exchange. The 

industry categories in our study were based on the categorization by the Nasdaq OMX 

Stockholm exchange. Furthermore, the performance categories in our study were based on 

profit or loss, and on higher or lower net result than last year. In a previous study by Neri 

(2010), the performance was measured in terms of return on assets, but because of time 

restriction we used financial items found directly in the annual reports. 

To sum up, the independent variables in our statistical analysis are size, industry, 

performance based on profit/loss and performance based on higher/lower net result than last 

year. The dependent variables are the quality score per company and the quantity score per 

company. 

The next section presents the results of our content analysis and of the statistical analysis.  

 

6 Empirical analysis 

 

This section explains the empirical findings of our study. Firstly, we will present the results 

of the content analysis, and then we present the results of the statistical analysis.  

 

Content analysis 

The results of the content analysis consist of four different measures; the quality score per 

company, the quality score per requirement, the quantity score per company and the quantity 

score per requirement. We will start with presenting the results of the quality and quantity 

scores per requirement. Regarding the quality score per requirement, there are great 

variations in the results of how well the sample companies fulfil the goal of quality in each 

risk disclosure requirement. In our matrix (see Appendix 1) there are 43 requirements. On the 

assumption that all the 65 companies receive two points on one requirement of our matrix, the 

quality score for this requirement would be 130 points. In our content analysis we found that 

the mean quality score per requirement is 57.9 points out of 130. This indicates that the risk 

disclosures per requirement in annual reports have less than half of the quality than it should 

have. There is a big variance in quality between different requirements, with a range of 1 

point (out of 130), which means very bad quality, to 118 points (out of 130), which means 
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good quality (see Appendix 2). Regarding the quantity score per requirement, the highest 

possible score is 65, since the highest possible number of companies not disclosing a specific 

risk requirement is 65 companies. We found that the mean quantity score per requirement in 

our sample is 33.6 points out of 65. This indicates that also the quantity of risk disclosures per 

requirement is about half of what is required, and that many of the requirements are not 

fulfilled. The quantity score per requirement varies between 4 points (out of 65), which is 

good, and 64 points (out of 65), which is very bad. Furthermore, when comparing the 

compliance with the requirements, the following can be highlighted. The five requirements 

with the best quality scores are number 1, 19, 32, 33 and 36. Two of them are about exposure 

to risks, one is about uncertainties when applying accounting principles, one is about 

assumptions about the future, and the last one is about risk information in the management 

report. All these five requirements received quality scores of 107 points (out of 130) or above. 

The requirements with the best quantity scores are number 1, 7, 19, 21, 32 and 36. Three of 

them are about exposure to risks, one is about management of risks, one is about uncertainties 

when applying accounting principles, and the last one is about risk information in the 

management report. All these requirements received quantity scores of 8 points (out of 65) or 

below, which means that only eight or fewer companies have omitted to disclose these 

requirements. Only four companies have no information about material risks and uncertainties 

(requirement number 36), and only five companies have no information about exposures to 

currency risk (requirement number 1). The five requirements with both the worst quality and 

quantity scores are number 4, 10, 16, 22 and 29, which are exclusively about methods of 

measuring the risks. In total, these five requirements received quality scores of 9 points or 

below and quantity scores of 60 points or above. The low quality scores and high quantity 

scores means that there is a general bad disclosure of these requirements among the sample 

companies. All in all, there are great variations in both quality and quantity scores between 

the different requirements of our matrix. Our content analysis also shows differences in 

quality and quantity scores between different parts of the annual reports. Risk disclosures in 

the annual report should be presented in both the management report and in the notes to 

financial statements, so the mean scores for them should be equal. Our study shows that the 

mean quality score for the nine requirements about risk disclosures in the management report 

(see Appendix 2) is 63.8 out of 130 points. The mean quality score for the 31 requirements 

about risk disclosures in the notes to financial statements is 51.9 points out of 130. Also the 

quantity of risk disclosures is better in the management report than in the notes to financial 

statements. The mean quantity score for the nine requirements about the risk disclosures in the 
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management report is 30 points out of 65. The mean quantity score for the 31 requirements 

about the risk disclosures in the notes to financial statements is 36.7 points out of 65. 

Remarkable in this result is that one third of the nine requirements for the management report 

is voluntary. Yet, the requirements for the notes are larger in number and also more detailed 

than for the management report.  

Regarding the quality and quantity scores per company, the following can be highlighted. 

Pertaining to the quality score per company, a company with perfect risk disclosures in the 

annual report would receive 86 points; the highest possible quality score if the company 

receives a score of two points for each of the 43 requirements (see Appendix 1). However, the 

mean quality score for our whole sample of companies is 38.3 points out of 86. The variation 

in the quality score is high, with a minimum of 12 points (out of 86), which means very bad 

quality, and a maximum of 65 points (out of 86), which means good quality. Regarding the 

quantity score per company, the highest possible score is 43, representing a situation in which 

a single company does not disclose any information connected to the 43 risk disclosure 

requirements. We found that the mean quantity score per company is 22.3 points out of 43. 

The quantity score per company varies between nine (out of 43), which is relatively good, and 

36 (out of 43), which is very bad. None of the 65 companies fully complies with the 

compulsory disclosure requirements and only four companies fully comply with the voluntary 

disclosure requirements. The quality and quantity scores per company are further studied 

through the statistical analysis whose results are explained below. 

 

Statistical analysis 

The quality and quantity scores per company were imported into SPSS and combined with 

the independent variables size, industry and performance. Since our statistical analysis 

resulted in a very large number of tables, we decided to exclude the non-significant tables, 

and only present those significance values in brackets.  

Risk disclosures in the annual reports should be presented in both the management report 

and the notes to financial statements. Our study shows that there are differences in both 

quality and quantity between these two, but these differences are not significant (quality sig. = 

0.409; quantity sig. = 0.390).  

When dividing the companies by size, the mean quality score for the large companies is a 

little bit higher than for the medium and the small companies, and the small companies have a 

slightly lower mean quality score than the medium companies (see Table 2). Yet, the 

differences are not significant (sig. = 0.322) because the standard deviations (std. deviation) 
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show big variances within each size category. So, there is no correlation between the size of 

the company and the quality of its risk disclosures. When it comes to the mean quantity score, 

there are no significant differences between the size categories (sig. = 0.279), meaning that 

there is no correlation between the size of the company and the quantity of its risk disclosures. 

 

Table 2. The mean scores for quality and quantity per size category  

Size Number of 

companies 

Quality 

mean score 

Quality std. 

deviation 

Quantity 

mean score 

Quantity std. 

deviation 

Large 17 41.4 11.922 20.4 6.689 

Medium 19 38.5 10.956 22.5 5.985 

Small 29 36.3 10.338 23.2 5.363 

Total 65 38.3 10.971 22.3 5.939 

 

To obtain an even deeper understanding of the results, we also conducted a sub-analysis, 

combining the size of the company with the other independent variables; industry and 

performance. Such a sub-analysis allows for understanding if the size of the company has a 

significant impact on quality and quantity of its risk disclosures within smaller groups of our 

sample. When doing this sub-analysis, we found some significant differences between size 

categories. By combining size with industry categories, we found that there are significant 

differences between size categories within Industrials, both when it comes to quality scores 

(sig. = 0.044) and quantity scores (sig. = 0.026). The large Industrial companies have the best 

quality scores and also the best quantity scores. The medium Industrial companies have the 

lowest – the worst – quality scores. Also within Information Technology companies there are 

significant differences between size categories, but here the small companies have the worst 

quality and quantity scores (quality sig. = 0.003; quantity sig. = 0.033). We found no more 

significant results from the sub-analysis combining size with industry and no significant 

results when combining size with performance. In brief, size has a significant impact on both 

quality and quantity of risk disclosures within Industrial companies and Information 

Technology companies, but in different ways. Within the other six industry categories 

(Consumer Discretionary, Consumer Staples, Energy, Health Care, Materials and 

Telecommunication Services), there are no significant correlations between the size of the 

companies and the quality or quantity of their risk disclosures. 

Further on, we divided the companies per industry to understand if there are any significant 

correlations between the quality and quantity of risk disclosures and the industry of the 

company. Table 3 shows the mean quality score and mean quantity score for each industry 
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category in the sample. Energy companies have the best mean quality score of the eight 

different industry categories. However, the sample of companies in the Energy category is 

smaller than in the others, so this category can be affected by extreme values to a higher 

extent than categories including more companies, which make this result less certain. Material 

companies are the category with the lowest mean quality score, but also in this industry 

category the number of companies is very low, so this result can also be more uncertain than 

the results from categories including more companies. 

 

Table 3. The mean scores for quality and quantity per industry category   

Industry Number of 

companies 

Quality 

mean score 

Quality std. 

deviation 

Quantity 

mean score 

Quantity std. 

deviation 

Consumer Discretionary 14 37.8 11.123 22.8 6.216 

Consumer Staples 4 43.5 15.155 19.3 9.287 

Energy 2 59.0 8.485 12.5 4.950 

Health Care 8 37.3 6.840 21.8 3.845 

Industrials 17 39.8 10.432 21.5 5.669 

Information Technology 12 36.4 8.084 23.7 4.030 

Materials 5 26.6 12.361 28.8 5.541 

Telecommunication Services 3 41.7 8.963 20.0 5.292 

Total 65 38.3 10.971 22.3 5.939 

 

Table 4 shows a significant difference in mean quality score between the industry 

categories (sig. = 0.029), and thus a correlation between quality of risk disclosure and 

industry. But this ANOVA-test does not tell us between which categories the significant 

differences occur. Therefore, a Post Hoc-test named Tukey has been conducted. It gives the 

answer that the differences are significant only between Energy and Material companies. The 

differences between the other industry categories are too small to be significant. Also another 

Post Hoc-test, Bonferroni, that allows wider results than Tukey gives the same result. So, 

there is a correlation between the industry of a company and the quality of its risk disclosures. 

Energy companies are the best, Material companies are the worst, and the other industries are 

somewhere in between and are quite equal.  

 

Table 4.  ANOVA-test for differences in quality scores between industry categories 

   Sum of Squares         df     Mean Square F Sig. 

Between Groups 1775.147 7 253.6 2.438 0.029 

Within Groups 5928.699 57 104.0   

Total 7703.846 64    
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Since we found that there are significant differences in risk disclosure quality between 

industries, we also wanted to see if the difference occurs in the management report, the notes 

to financial statements or in both of them. Table 5 shows that it is within the notes to financial 

statements where the difference in quality occurs (sig. = 0.043).  

 

Table 5. ANOVA-test for differences in quality scores between industry categories divided into management 

report and notes to financial statements 

  Sum of  Squares df Mean Square F Sig. 

Quality score in the 

notes to financial 

statements 

Between Groups 1404.880 7 200.7 2.245 0.043 

Within Groups 5095.674 57 89.4   

Total 6500.554 64    

Quality score in the 

management report  

Between Groups 146.842 7 21.0 1.811 0.103 

Within Groups 660.297 57 11.6   

Total 807.138 64    

 

When it comes to the mean quantity score for different industry categories (see Table 3), 

Material companies have the highest mean quantity score and the largest omission of risk 

disclosures in the annual reports. Energy companies have the lowest mean quantity score, 

meaning that they disclose the highest number of requirements. There is a significant 

difference (sig. = 0.039) in the mean quantity score between the industry categories (Table 6). 

A Post Hoc-test shows significant differences only between Energy and Material companies. 

Between the other industry categories there are no significant differences. So, there is a 

correlation between the industry of a company and the quantity of its risk disclosures. Energy 

companies are the best, Material companies are the worst, and the other industries are 

somewhere in between and are quite equal. 

To obtain an even deeper understanding of the results, we also conducted a sub-analysis, 

combining industry with the other independent variables; size and performance. This makes it 

possible to understand if the industry of the company has a significant impact on quality and 

quantity of its risk disclosure within smaller groups of our sample. From this sub-analysis we 

found the following. Within companies with losses, there are significant differences in quality 

between different industry categories (sig. = 0.041), but some of the industry categories are 

too small to make a Post Hoc-test. Therefore, we do not know between which industries the 

significant differences occur. Also when combining industry and size we found a significant 

result. Within small companies, there are correlations between the quality of risk disclosures 

and the industry of the company (sig. = 0.036), but also here some industry categories are too 
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small to make a Post hoc-test. From the sub-analysis of industry, we found no more 

significant results than these two. 

 

Table 6. ANOVA-test for differences in quantity scores between industry categories 

 Sum of Squares df Mean Square F Sig. 

Between Groups 496.206 7 70.9 2.295 0.039 

Within Groups 1760.809 57 30.9   

Total 2257.015 64    

 

Proceeding with performance analysis, Table 7 shows the mean quality scores and the 

mean quantity scores divided by performance. An ANOVA-test shows that the companies’ 

performance based on higher or lower result than previous year has no significant correlation 

with the quality of the risk disclosures (sig. = 0.207). Also in the mean quantity score the 

differences are not significant (sig. = 0.200). Even performance based on profit or loss results 

in a non-significant difference in both quality (sig. = 0.935) and quantity (sig. = 0.899). In 

short, performance has no significant impact on the quality or quantity of risk disclosures 

when analysing the whole sample of companies together.  

 

Table 7. The mean scores for quality and quantity per performance category 

Performance Number of 

companies 

Quality 

mean score 

Quality std. 

deviation 

Quantity 

mean score  

Quantity std. 

deviation 

 

Down 21 40.8 12.412 20.9 7.042 

Up 

Profit 

Loss 

44 

17 

48 

37.1 

38.1 

38.4 

10.148 

13.355 

10.158 

22.9 

22.1 

22.3 

5.298 

7.313 

5.459 

Total 65 38.3 10.971 22.3 5.939 

 

To obtain a deeper understanding of the results, we also conducted a sub-analysis, 

combining performance with the other independent variables; industry and performance. This 

makes it possible to understand if the performance of the company has a significant impact on 

quality and quantity of its risk disclosure within smaller groups of our sample. We found one 

significant result. Within Information technology companies, the mean quantity score is 

higher for companies with losses than for companies with profit (sig. = 0.040). This means 

that Information Technology companies with losses generally disclose less risk information 

than the ones with profit. There are no more significant results from the sub-analysis of 

performance. 
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After having presented all the empirical findings of our study, in the next section we will 

provide a discussion about the findings and present our conclusions. 

 

7 Discussion & conclusion  

 

In this section we will firstly discuss the main results of our study. Thereafter, the answers 

to our research questions and the conclusions will be presented.  

In this dissertation the risk sharing problem acknowledged by agency theory has been 

explored within the Swedish context. There are several control mechanisms used to minimize 

the agency problem, and one of them is to establish accounting laws (Thomsen, 2008). 

Swedish listed companies are exposed to several risk disclosure rules supposed to minimize 

the asymmetric information between the company and its stakeholders. The results of our 

study show that both quality and quantity of risk disclosures in the selected annual reports are 

only half as good as they should be according to compulsory and voluntary risk disclosure 

rules in the Swedish context. These results are in line with the previous study by Tagesson 

(2007) and Lundqvist et al. (2008), who also found that many annual reports were not 

prepared in accordance with the law. The low compliance with the disclosure requirements 

gives a signal that asymmetric information, where the investors cannot be sure that all the 

essential information is disclosed (Ross, 1973; Thomsen, 2008; Eisenhardt, 1989; Baiman, 

1990), is a problem at stake. It seems like many of the companies in our study are not 

interested in constructing and reflecting positive expectations through disclosing risk 

information in their annual reports, as Vosselman and van der Meer-Kooistra (2009) state, 

since both quality and quantity of risk disclosures are low in our sample of companies. 

Our sample of companies has the best quality and quantity in requirement number 36 about 

material risks and uncertainties in the management report (see Appendix 2). This result can be 

due to the fact that every company has to disclose something about risks since the disclosures 

are controlled by auditors. In the audit report the auditors must comment on whether the 

annual report is prepared in accordance with the accounting rules or not. In essence, if the 

annual report does not include information about risks, the auditor should comment on it in 

the audit report (SFS 1999:1079). Another reason for the good compliance with this 

requirement can be the fact that it is found in the Swedish Annual Reports Act, which is more 

basic and probably more well-known than international standards among Swedish companies. 

If our study was done in a country without this requirement in its national legislation, the 
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quality of this requirement may have been lower. Also requirement number one in our matrix 

(see Appendix 2), exposure to currency risk in the notes to financial statement, has good 

quality and quantity of disclosing risk information. It may depend on that most listed 

companies the trade with foreign countries that most listed companies, leading to a wide-

spread currency risk and also currency risk disclosure among the companies. 

According to IFRS 7, a company should explain which method is used when measuring 

financial risks. Our results indicate the very opposite of IFRS 7 requirements, since the 

requirements about measuring the risks in our matrix have the worst quality and quantity 

scores. This can be due to the lack of knowledge about the requirements for listed companies 

in Europe, or maybe unwillingness to reveal the method of measuring risks. The quality of a 

company’s risk disclosure might also be due to its business policy. If the board of the 

company has not decided to have a clear policy that says how risks should be disclosed, the 

managers of the company will only disclose very general risk information. So, the quality of 

risk disclosures is maybe not determined by size, industry or performance, but on the policies 

within the company. This could be a reason why we did not find strong correlations between 

quality and quantity of risk disclosures and the size, industry or performance of the company. 

Both the management report and the notes to financial statements should contain risk 

disclosure information. There is a difference, still not significant, between these two sections 

of the annual report. The management report has better quality and quantity scores than the 

notes to financial statements. A reason for this can be that the requirements for the notes to 

financial statements are more specific and more difficult to live up to than those for the 

management report. However, even though the requirements for the management report are to 

one third voluntary, the quality in this part seems to be higher than in the notes to financial 

statements, which only include compulsory requirements. This is consistent with Tagesson 

(2007) and Lundqvist et al. (2008), who state that compulsory rules do not necessarily lead to 

better annual reports and to compliance. This raises questions whether voluntary frameworks 

can be as effective as compulsory rules on risk disclosure. According to Vosselman and van 

der Meer-Kooistra (2009), voluntary information can be disclosed to create trust from the 

present and future investors as well as other stakeholders. Certain stakeholders, for example 

employees, customers or suppliers may leave the company if they feel unfairly treated. 

Therefore, managers have to make decisions that are ethical, for example by complying with 

rules. Stakeholders need to receive risk information from the company, and also incentives for 

the managers to disclose information about risks (Clarkson, 1995; Shankman, 1999). When 

accounting is used for relational signalling, unforced information disclosures are voluntarily 
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supplied. From this point of view, there seems to be incentives for the companies to disclose 

good quality risk information without accounting rules forcing them to do so. Without 

compulsory risk disclosure requirements, each company could decide whether to disclose 

only essential or also additional risk information, and thereby obtain more trust from 

stakeholders. Theoretically, if all risk disclosures were voluntary, companies could gain 

competitive advantage by disclosing trust building information. But on closer examination we 

believe that risk disclosure on a totally voluntary basis would not work in the long run. This 

opinion is in line with Chiapello and Medjad (2009), who say that accounting standards must 

exist because of the different interests of stakeholders. The purpose of having accounting 

rules is to help the different stakeholders to understand the principles behind the information 

presented in the annual report. Also Flower (1999) sees a need for accounting rules. Such 

rules should guide the content of the annual report in order to avoid market failures. Even 

though we have compulsory rules today, unexpected bankruptcies of companies (e.g. Enron 

and HQ Bank), that have not properly disclosed the risks faced by the company, happen time 

after time (Öhman, 2007). Furthermore, Öhman (2007) also observed that the risk disclosure 

regulation with the purpose to protect stakeholders is more detailed today, but in our study we 

found that the companies do not care about following all of them. Maybe there is a lack of 

sanctions and tight pressure for those who do not follow the law, as Tagesson (2007) and 

Lundqvist et al. (2008) assume.  

A “perfect” risk disclosing company would receive a total of 86 points, but the mean 

quality score for our sample was only 38.3 points. Worth mentioning is the high variation of 

the quality score, with a minimum of 12 points and a maximum of 65 points. A reason for this 

can be that some of the companies with low scores did not have their risk disclosures in the 

management report or in the notes to financial statements, but in other sections of the annual 

reports, without cross references. This makes the mean quality score a bit lower than it would 

have been if we also considered the risk disclosures in other parts than in the management 

report and the notes to financial statements. 

Within the industries of Industrials and Information Technology, the large companies 

disclosed the best quality and quantity of risks information. In other words, within these 

industry categories both quality and quantity of risk disclosures depend on the size of the 

companies, the biggest are the best. This result about the quantity of risk information confirms 

earlier findings by Linsley and Shrives (2006), Neri (2010) and Beretta and Bozzolan (2004). 

However, the small companies in our study are not always the worst; within Industrials the 
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medium companies are the worst and within Information Technology the small companies are 

the worst. 

When it comes to the best industry category in disclosing risks, we found that Energy 

companies have a significantly better quality and quantity than Material companies, at least in 

the notes to financial statements. The difference between the industry categories can be due to 

the fact that the energy sector is a part of the public service, which may be exposed to more 

rules about risk disclosure. Worth mentioning is also that the amount of companies in these 

two categories is very low and thereby more sensitive to extreme values.  

Within Information Technology, the companies with bad performance during the year have 

less risk disclosure information in their annual reports than the good performing companies. A 

possible explanation to this can be that stakeholders are insecure about the company’s risk 

situation, and do not want to get involved in it. This means that the bad performance can be 

due to the omission of risk disclosures, because stakeholders avoid the company if it does not 

disclose appropriate risk information. Another possible explanation can be that bad 

performing companies are afraid of disclosing risk information because of the danger of 

losing present and future shareholders due to negative disclosures. Du and Zhou (2009) 

present a third explanation, that companies will perform better when disclosing high quality 

risk information in the annual report. All of this is not coherent with Neri (2010), who found 

the opposite correlation between performance and quantity of risk disclosures. No more 

significant results were found in our study, so we cannot totally agree with Neri (2010), 

Beretta and Bozzolan (2004) and Linsley and Shrives (2006) stating that size, industry and 

performance have significant influence on the quantity of risk disclosures, except for some 

small parts of our sample. Our findings are in line with Beretta and Bozzolan’s (2004) 

conclusion that there is no correlation between the quality of risk disclosures and the size or 

industry of the company, at least for our full sample. In small parts of our sample we did find 

some correlations between the size and industry of the company and the quality of its risk 

disclosures. Even though we have these statistically significant results, we have a lot of non-

significant results. The reason for the large extent of non-significant results can be the big 

variance within the size, industry and performance categories (see standard deviations in 

Table 2, Table 3 and Table 7).  

In conclusion, we would like to answer our research questions: 

- How is the quality of risk disclosures in the annual reports of Swedish listed companies 

determined by size, industry and/or performance of the company? 
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The results from our content analysis show that the bigger the company, the higher the 

quality of risk disclosures, but the statistical analysis shows that the differences between sizes 

are not significant. So, size has a low impact on the quality of risk disclosure for the main part 

of our sample. But within Industrial and Information Technology companies the quality is 

significantly best in large companies. When it comes to the analysis of industry of the 

company, the industry category seems not having a high impact on the quality of risk 

disclosures other than in Material and Energy companies. Energy is the industry category with 

the highest mean quality score, Material companies the lowest, and the other six are quite 

equal. Regarding performance, it seems like the companies with lower results than previous 

year have a slightly better quality of its risk disclosures than the companies with higher net 

results than previous year, but the statistical analysis shows that the impact of performance is 

not significant. Also when it comes to profit or loss, the differences between the two groups 

are very small and not significant. So, the quality of risk disclosures is not determined by the 

performance of the company.  

- How is the quantity of risk disclosures in the annual reports of Swedish listed companies 

determined by size, industry and/or performance of the company? 

We found one significant result when examining industry categories with the quantity 

scores of the whole sample. Energy and Material companies have significant differences in 

quantity of risk disclosures. Energy companies have the highest amount of disclosed risk 

information in their annual reports, and Material companies have the lowest amount. We did 

not find any other significant results when analyzing the whole sample, but there were some 

in smaller groups. Within Industrials and Information Technology companies the quantity is 

significantly determined by the size of the company. When comparing performance, 

Information Technology companies have a significant difference in quantity of risk 

disclosures between profit companies and loss companies. The companies with losses disclose 

less information about risks. 

- How can risk disclosures in Swedish listed companies be explained? 

From the literature review, we thought that the quality and quantity of disclosed risk 

information were determined by size, industry and/or performance of the company, but our 

results show that this is not the case in our sample representing a part of the Swedish 

companies listed on the Nasdaq OMX Stockholm exchange. Size, industry and performance 

can explain some of the quality and quantity of risk disclosures, but there must be other 

variables that have larger impacts on quality and quantity, since the variation within many 

categories is so wide. Our results are not consistent with previous literature stating that size, 
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industry and performance all influence the quantity of risk disclosure (e.g. Beretta & 

Bozzolan, 2004; Linsley & Shrives, 2006; Neri, 2010). A reason for the disagreements of our 

results with previous literature can be that our results apply only to listed companies in 

Sweden, which face conditions that are different from other countries. There may be a lack of 

political or legal pressure on the companies to disclose risk information. This makes it 

interesting to investigate what kind of sanctions exist for those companies that do not disclose 

good risk information. Another reason can be that we did not analyze the quality and quantity 

of risk information in the annual reports of the whole population of companies listed on the 

Nasdaq OMX Stockholm exchange.  

A limitation in this study is that we only analyzed 30 percent of the population of listed 

companies on Nasdaq OMX Stockholm exchange. It would be interesting to see if the results 

of our study could be different if the sample included more companies. Another limitation is 

our examined independent variables and how they were measured. Our study includes only 

four different independent variables, so there are many more variables and ways to measure 

them to be examined. There is still a need for further studies on this topic, including other 

variables that might have an impact on the quality and quantity of risk disclosures, at least in 

Sweden. One of the possible independent variables can be the ownership structure; large or 

small owners, national or foreign owners, public or private owners. Another possible variable 

can be the management structure of the company; age, gender and experience of the top 

managers, especially the Chief Financial Officer (CFO). A third possible variable can be the 

existence or non-existence of a risk disclosure section in the company’s business policy. A 

fourth possible variable can be the real exposure to risks; a company highly exposed to risks 

is more likely to have wider information about risks in its annual report. A fifth possible 

variable could be the stock price on the exchange; maybe a company discloses a different 

quality and quantity of risk information depending on the stock price trend for the company. 

Also size and performance variables other than those used in our study, could have a larger 

impact on the risk disclosure. A third limitation of our study is that it only focuses on quality 

and quantity of risk disclosures, and not on why the risks are disclosed. By studying why risks 

are disclosed maybe we could have an answer to the big differences in quality and quantity of 

risk disclosures between companies.  

In conclusion, we have reached the objective to add information on risk disclosures, but 

there is still more to explore. Given the existence of sector specific rules, which may affect 

the companies disclosure of risk information, it would be interesting to study all the 

companies operating in a specific industry. It would also be interesting to examine the annual 
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reports from more than one financial year in order to study risk disclosure behavior over time. 

Even a cross-country study would increase the understanding of the risk disclosure issue. 
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Appendix 1 

 

 

MATRIX: RISK DISCLOSURES IN SWEDISH LISTED COMPANIES 

 

 

PART I – BACKGROUND OF THE COMPANY 

 

- Industry 

- Size 

- Performance: profit or loss 

- Performance: better or worse than last year 

   

 

PART II - COMPULSORY RISK DISCLOSURE 

 

Market risks in the notes to financial statements (IFRS 7:31-42) 

Currency risk: 

1 Qualitative information on exposures to currency risk 

2 Qualitative information on how currency risks arise 

3 Qualitative information on management of the currency risk 

4 Qualitative information on measure of the currency risk 

5 Qualitative information on changes in currency risk from previous year 

6 Quantitative information on sensitivity analysis 

Interest rate risk: 

7 Qualitative information on exposures to interest rate risk 

8 Qualitative information on how interest rate risks arise 

9 Qualitative information on management of the interest rate risk 

10 Qualitative information on measure of the interest rate risk 

11 Qualitative information on changes in interest rate risk from previous year 

12 Quantitative information on sensitivity analysis 

Other price risk (e.g. exchange rate and commodity): 

13 Qualitative information on exposures to other price risk 

14 Qualitative information on how other price risks arise 

15 Qualitative information on management of the other price risk 

16 Qualitative information on measure of the other price risk 

17 Qualitative information on changes in other price risk from previous year 

18 Quantitative information on sensitivity analysis 

 

Credit risk in the notes to financial statements (IFRS 7:31-42) 

19 Qualitative information on exposures to credit risk 

20 Qualitative information on how credit risks arise 

21 Qualitative information on management of the credit risk 

22 Qualitative information on measure of the credit risk 

23 Qualitative information on changes in credit risk from previous year 

24 Quantitative information on age of financial assets that are past due 

25 Quantitative information on maximum exposure to credit risk 
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Liquidity risk in the notes to financial statements (IFRS 7:31-42) 

26 Qualitative information on exposures to liquidity risk 

27 Qualitative information on how liquidity risks arise 

28 Qualitative information on management of the liquidity risk 

29 Qualitative information on measure of the liquidity risk 

30 Qualitative information on changes in liquidity risk from previous year 

31 Quantitative information on maturity analysis 

 

Uncertainties in the assessments when applying the accounting principles (IAS 1:122) 

32 Qualitative information on uncertainties in the assessments when applying the accounting 

principles 

 

Assumptions about the future that may cause a change in the carrying amounts of assets 

and liabilities during the next year (IAS 1:125-133) 

33 The characteristics of the assets and liabilities 

34 The carrying amounts of the assets and liabilities 

 

Risks in the management report (ÅRL 6:1) 

35 Information on future developments  

36 Information on material risks and uncertainties facing the company 

37 Information on price risks  

38 Information on credit risks  

39 Information on liquidity risks  

40 Information on cash flow risks  

 

 

PART III - VOLUNTARY RISK DISCLOSURE 

 

Risks in the management report (IFRS Practice Statement) 

41 Information on strategic risk 

42 Information on commercial risk 

43 Information on operational risk 
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Appendix 2  

 

EMPIRICAL FINDINGS: QUALITY AND QUANTITY OF RISK DISCLOSURES 

PER REQUIREMENT 

 

   

COMPULSORY RISK DISCLOSURE Quality score 

per 

requirement  

out of 130 

Quantity score 

per 

requirement  

out of 65 

 

Market risks in the notes to financial statements 

(IFRS 7:31-42) 

 

Currency risk:    

1 Exposures to currency risk 116 5 

2 How currency risks arise 97 12 

3 Management of the currency risk 96 13 

4 Measure of the currency risk 6 62 

5 Changes in currency risk from previous year 38 46 

6 Sensitivity analysis 74 27 

Interest rate risk:    

7 Exposures to interest rate risk 105 8 

8 How interest rate risks arise 72 21 

9 Management of the interest rate risk 55 35 

10 Measure of the interest rate risk 3 63 

11 Changes in interest rate risk from previous year 18 56 

12 Sensitivity analysis 56 37 

Other price risk (e.g. exchange rate and commodity):    

13 Exposures to other price risk 34 45 

14 How other price risks arise 18 54 

15 Management of the other price risk 15 56 

16 Measure of the other price risk 1 64 

17 Changes in other price risk from previous year 14 58 

18 Sensitivity analysis 22 54 

Credit risk in the notes to financial statements 

(IFRS 7:31-42) 

   

19 Exposures to credit risk                                                         113 6 

20 How credit risks arise 78 17 

21 Management of the credit risk 105 8 

22 Measure of the credit risk 2 63 

23 Changes in credit risk from previous year 20 55 

24 Age of financial assets that are past due 70 30 

25 Maximum exposure to credit risk 56 37 

Liquidity risk in the notes to financial statements 

(IFRS 7:31-42) 

   

26 Exposures to liquidity risk 93 13 

27 How liquidity risks arise 55 29 

28 Management of the liquidity risk 77 20 

29 Measure of the liquidity risk 9 60 

30 Changes in liquidity risk from previous year 20 55 

31 Maturity analysis 70 28 
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 Quality score 

per 

requirement 

out of 130 

Quantity score 

per 

requirement 

out of 65 

 

Uncertainties in the assessments when applying the 

accounting principles (IAS 1:122) 

   

32 Uncertainties in the assessments when  114 7 

       applying the accounting principles    

Assumptions about the future that may cause a 

change in the carrying amounts of assets and 

liabilities during the next year (IAS 1:125-133) 

   

33 The characteristics of the assets and liabilities 107 11 

34 The carrying amounts of the assets and liabilities 87 21 

Risks in the management report (ÅRL 6:1)    

35 Future developments 74 24 

36 Material risks and uncertainties facing the company 118 4 

37 Price risks 76 22 

38 Credit risks 98 13 

39 Liquidity risks  94 13 

40 Cash flow risks  15 55 

VOLUNTARY RISK DISCLOSURE    

Risks in the management report (IFRS Practice 

Statement) 

   

41 Strategic risk 19 56 

42 Commercial risk 16 53 

43 Operational risk 64 30 

    

Mean score 57.9 33.6 
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Appendix 3 

 

 

EMPIRICAL FINDINGS: QUALITY AND QUANTITY OF RISK DISCLOSURES 

PER COMPANY 

 

 

 

 

 

 

 Quality 

score per 

company 

out of 86 

Quantity 

score per 

company 

out of 43 

 

Company 1 44 18 

Company 2 21 32 

Company 3 41 22 

Company 4 18 34 

Company 5 52 16 

Company 6  49 18 

Company 7 56 15 

Company 8 30 25 

Company 9 36 22 

Company 10  53 10 

Company 11 56 13 

Company 12 52 14 

Company 13 47 19 

Company 14 38 18 

Company 15 47 17 

Company 16 37 24 

Company 17 27 29 

Company 18 30 28 

Company 19 38 22 

Company 20 40 22 

Company 21 32 23 

Company 22 59 11 

Company 23 41 21 

Company 24 31 26 

Company 25 39 20 

Company 26 38 19 

Company 27 20 33 

Company 28 26 30 

Company 29 39 22 

Company 30 30 28 

Company 31 46 20 

Company 32 38 25 

Company 33 44 21 

Company 34 48 19 

Company 35 28 29 

Company 36 34 23 

Company 37 39 20 

Company 38 31 25 

  

 Quality 

score per 

company 

out of 86 

Quantity 

score per 

company 

out of 43 

Company 39 36 24 

Company 40 33 24 

Company 41 56 12 

Company 42 40 19 

Company 43 45 18 

Company 44 47 17 

Company 45 12 36 

Company 46 38 24 

Company 47 24 30 

Company 48 53 16 

Company 49 48 19 

Company 50 41 22 

Company 51 30 28 

Company 52 37 24 

Company 53 38 24 

Company 54 36 25 

Company 55 31 26 

Company 56 33 26 

Company 57 65 9 

Company 58 28 28 

Company 59 14 33 

Company 60 26 29 

Company 61 52 16 

Company 62 28 26 

Company 63 40 23 

Company 64 45 18 

Company 65 39 19 

   

Mean score 38.3 22.3 

  

 


