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Abstract 

Risk reporting has gained significant attention over the last decade. Enhanced risk 

reporting helps to reduce information asymmetry among shareholders, provide practical 

forward looking information and improves better risk management practice in the industry. 

The objective of this study is to identity type, volume and quality of risk information disclosed 

by the Pharmaceuticals industry over the year 2017 and 2018. Data has been collected from 

total 24 company year observations from the annual reports of the respective companies. The 

authors have utilized three important factors for measuring the quality of risk information. 

This study finds that risk disclosure by the pharmaceuticals companies are generic, rhetoric 

and vague in nature. Companies like to disclose financial risk factors mostly due to the 

requirements of reporting regulations. The quality of these risk factors is better in comparison 

to the voluntary risk factors though not satisfactory as a whole. The volume as well as quality 

of voluntary risk factors disclosed by each company is very poor. It has been found that some 

companies just copy the risk sentences for describing risk factors from other companies. By 

mimicking information in their disclosures, companies just like to signal that their risk 

reporting is equivalent to the industry standard though substance is different. 
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1. Introduction 

The increasing complexity in business strategies, operations and regulations in 

the corporate context has fostered certain trends that emphasize the need for 

organizations to provide a higher volume of information in order to promote 

transparency, improve the quality of divulgation and reduce information asymmetries 

(Domínguez and Gámez,2014).Now a days, potential investors depend not only on 

financial information but also on relevant non-financial information to make better 

investment decision and for their own risk assessment of the companies‟ financial 

condition. Among different types of useful non-financial information produced by the 

companies, risk reporting has gained extra attention due to different corporate 

scandals and last worldwide economic recession in 2007-08. After these massive 

events, different regulatory authorities promulgated different regulations to increase 

                                                 
1 Assistant Professor, Department of Accounting & Information Systems, University of Dhaka. 
2 Associate Professor, Department of Accounting & Information Systems, Jagannath University. 



72 Sharif and Sarker 

 

risk related information connected with running business organizations that might 

hamper financial performance of the respective companies. Though in most of the 

cases, these risk reporting related regulations mainly focused on the banking industry, 

but some initiatives were also taken to improve risk reporting practices by other non-

financial industries also. Country like Germany, Finland and South Asia has made 

risk reporting mandatory and in country like USA, Canada, EU, Italy, Spain, risk 

reporting is quasi-mandatory (Mazumder and Hossain, 2018). 

There is a belief that a better understanding of risk reporting by investors and 

users can ensure better stewardship and allocate the resources efficiently. Risk 

disclosure assists the board of directors in achieving its responsibility to oversee the 

company‟s material risks by providing up-to-date information that helps users of 

corporate annual reports understand and evaluate the interrelated risks, the effect of 

risks on the company‟s financial position and the risk management strategies 

(Caldwell, 2012 cited in Nahar et al., 2016b).In addition, providing better risk 

information reduces the information asymmetries and makes lower the expected 

return of the company which reduces the cost of capital in return (ICAEW,2011); 

increases investor confidence, not just in terms of the risks being discussed, but also 

in the overall quality of management (ACCA, 2014) and enhances management 

accountability and financial reporting usefulness (ICAEW, 1997).  

However, most of the researchers in different countries found risk reporting as 

very generic, vague, non-informative, qualitative in nature, backward looking and not 

very useful for future decision making. Cabedo & Tirado (2004) highlighted the lack 

of transparency of risk information as one of the main deficiencies of accounting and 

accountability reports that have been documented in risk reporting disclosure 

literature. Previous studies find that there is a large variation in financial and non-

financial disclosure (Lajili and Zéghal, 2005; Ali, 2005; Konishi and Ali, 2007; 

Linsley and Shrives, 2006), in quantitative and qualitative disclosure (Linsley and 

Shrives, 2006; Beretta and Bozzolan, 2004; Lajili and Zéghal, 2005), in future and 

past risk disclosure (Linsley and Shrives, 2006; Konishi and Ali, 2007).  

Most of the previous researches focus on the nature and volume of risk 

information disclosed along with different factors like firm size, profitability, risk 

level, corporate governance specific characteristics and ownership specific 

characteristics etc. associated with risk disclosure practice. Very few researchers 

focused on measuring quality of risk information disclosed. This research likes to 

contribute in this research gap. Again, most of the researches were related to the 

context of developed countries.It can be argued that the differences in institutional 

and socio-economic settings between developed and developing economies might 

influence the level of corporate risk disclosure differently (Nahar et al., 2016b).In 

such cases, findings of risk reporting practice in the context of developing country 

like Bangladesh should add value in risk reporting practice literature.  
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The paper proceeds as follows: Section 2 explains the research objectives and 

Section 3 defines risk and risk reporting; Section 4 presents risk reporting guidelines 

in Bangladesh. Section 5 reviews the literature and section 6 explains the 

methodology used in this research. Section 7 reports empirical findings and section 8 

discusses the overall findings. Section 9 concludes with some policy implications and 

suggestions for future research. 

 

2. Objective of the Study   

Pharmaceutical industry is considered as one of the most important and leading 

sectors of our economy and no prior research regarding risk reporting by 

Pharmaceutical industry in Bangladesh has been done yet. This is the motivation of 

our research. 

This study aims to explore the risk disclosures practices within the annual report 

of listed pharmaceuticals companies of Bangladesh over two consecutive years (2018 

and 2017). The researchers seek to find out types (Mandatory vs Voluntary) and 

volume of risk factors disclosed under these two categories along with determining 

the usefulness of risk information disclosed. So, the relevant research objectives are:   

a)  To know the types (Mandatory vs. Voluntary) of risk information disclosed 

mostly by each company. 

b)  To identify risk factors disclosed by the companies and 

c)  To measure the quality of risk information disclosed based on characteristics 

guided by the previous researchers.  

d)  To identify existence of mimicking attitude of companies for disclosing risk 

information. 

 

3. Definition of Risk and Risk Reporting   

Defining the term „Risk‟ is a very complicated issue. Meaning of risk varies 

person to person, company to company, industry to industry and society to society. 

Risk is related to uncertain outcome or unexpected events. Uncertainty about the 

future outcome of present activity is called risk. Different authors give different 

synopsis about risk definition. Most of the assumptions behind the risk is that risk is 

the loss of profit and bears negative outcomes always. German Accounting Standard 

(GAS) 5 defines risk as the possibility of a future negative impact on the economic 

position of a group. ICAEW (1997) defines Business risk as uncertainty to the 

benefits that a business will derive from pursuing its objectives and strategies. The 

broad definition of risk is the communication of factors having the potential to affect 

the expected results upside (potential to gain) and downside (events that to some 

extent may go wrong) (Beretta and Bozzolan, 2004).  
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On the other hand, Linsley and Shrives (2006) have defined any disclosure as 

risk disclosure “if the reader is informed of any opportunity or prospect, or of any 

hazard, danger, harm, threat or exposure, that has already impacted upon the 

company or may impact upon the company in the future or of the management of any 

such opportunity, prospect, hazard, harm, threat or exposure” (pp. 389). This 

definition has been considered as standard of considering any information as risk 

disclosure in this study. 

 

4. Risk Reporting Guidelines in Bangladesh 

In Bangladesh, the Bangladesh Securities and Exchange Commission (BSEC) 

urged listed companies through Code of Corporate Governance 2012 to disclose 

information regarding risk and concerns as part of the Directors‟ report. In directors‟ 

report, companies are supposed to provide information regarding risk factors 

associated with conducting day to day business along with the impacts of those risk 

factors on the financial performance of the companies. As no specific instruction 

regarding risk factors disclosure is given under this guideline, any risk disclosed 

under this Directors‟ report/Corporate Governance report/separate disclosure is 

considered as voluntary risk disclosure. On the other hand, all the listed companies 

following BFRS 7 are supposed to provide some risk factors mandatorily in the notes 

and disclosure section. BFRS 7 requires entities to disclose the nature and extent of 

risks arising from financial instruments to which the entity is exposed during the 

period and at the end of the reporting period, and how the entity manages those risks. 

These risks typically include, but are not limited to, credit risk, liquidity risk and 

market risk. For each type of risk arising from financial instruments, an entity shall 

disclose: a) the exposures to risk and how they arise; b) its objectives, policies and 

processes for managing the risk and the methods used to measure the risk; and c) any 

changes in (a) or (b) from the previous period. For each type of risk arising from 

financial instruments, an entity shall disclose summary quantitative data about its 

exposure to that risk at the end of the reporting period. This disclosure shall be based 

on the information provided internally to key management personnel of the entity. 

 

5. Literature Review  

In order to assist the investors in their investment decision making, management 

can provide practical forward looking non-financial information along with financial 

information in annual reports. Risk reporting has gained extra attention as useful 

forward looking information after the corporate scandals and global financial crisis in 

2007-08.  

There is a consensus that the business reporting model needs to expand to serve 

the changing information needs of the market and provide the information required 
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for enhanced corporate transparency and accountability (Beattie et al., 2004). One 

means of discharging corporate accountability is through risk disclosure, which 

communicates how an organisation is accountable for its risk profile, risk appetite 

and risk management (Nahar et al., 2016a). 

Different strands of theory have been proposed to explain why companies 

disclose risk information (Linsley and Shrives, 2000).Disclosing more risk 

information does not always create bad impression of the company rather it will help 

to get the competitive advantages than other companies which are not disclosing risk 

information (ACCA, 2014).It is generally argued that better risk disclosure will 

reduce cost of capital (ICAEW, 1997; Linsley and Shrives, 2006; ACCA, 2014); help 

financial reports‟ users to identify potential managerial problems (or opportunities) 

and assess management‟s effectiveness in dealing with these issues (ICAEW, 1997; 

Lajili and Zéghal, 2005); reducing the possibility of financial failure (Beretta and 

Bozzolan,2004) and improve accountability for stewardship, investor protection and 

the usefulness of financial reporting (ICAEW, 1997). Risk reporting also helps to 

better understand the risk management practices of a company (Abraham et al., 

2007), identify the sustainability and fluctuation of earnings and cash flows (CICA, 

2006) and eventually maximize the shareholders‟ value in capital market setting 

(ICAEW, 1999). 

However, previous literatures acknowledged deficiencies in risk reporting 

practices in different countries. The lack of transparency of risk information is one of 

the main deficiencies of accounting and accountability reports that have been 

documented in risk reporting disclosure literature (Cabedo and Tirado, 2004). 

Companies do not provide sufficient information about risk and risk management 

(ICAEW, 2002).Most of the previous literatures show that risk reporting is very 

much qualitative in nature, risk management techniques/policies are not properly 

discussed and the impact(s) of risk factors on financial performance are totally 

absent. Most of the disclosures are too generic, vague and qualitative rather being 

quantitative (ACCA, 2014). 

Due to deficiencies identified in previous literature, Accounting bodies suggest 

the need to include the new informative elements to fulfill the demand of being 

useful to the users and the investors to the decision making purposes.The IASB 

framework identifies four qualitative characteristics of information that enhance the 

usefulness of information to economic decision makers: (1) understandability, (2) 

relevance, (3) reliability, and (4) comparability. Beretta and Bozzolan (2004) 

developed a framework to measure the quality of risk disclosure of the company. 

This framework considers four different but complementary dimensions: the content 

of information disclosed; the economic sign attributed to expected impacts; the type 

of measures used to quantify and qualify the expected impacts; (the outlook 



76 Sharif and Sarker 

 

orientation of risk communication) and the managerial approach to the management 

of risks. Abraham and Shrives (2014) developed a model to assess the quality of risk 

disclosures of the four companies in the food production and processing sector. The 

Authors explained the risk reporting practice by two theories throughout their paper, 

which are institutional theory and proprietary costs theory. Domínguez and Gámez 

(2014) studied Listed Spanish companies on the Madrid Stock Exchange for the 

consecutive three (3) years 2006-07, 2007-08 and 2008-09 for the purpose of analysis 

the risk reporting of the companies. These Authors found that Spanish firms comply 

with the disclosure of risk required by the norms and regulation, but at a lower level 

without providing detail about risks. Besides the voluntary reporting on risks is rather 

limited. The authors suggest that accounting bodies should adopt a pro-active 

attitude, requiring companies to disclose risks in an understandable and detailed way 

that covers the current need for additional information. 

Afroze and Haque (2017) studied 32 firms across seven non-financial sectors of 

Bangladeshi Industries to analyze the level of risk reporting of their annual report and 

found overall risk disclosure quality is unsatisfactory in all seven sectors examined 

and risk disclosures as per laws and standards were mostly on a comply basis. 
 

Table 1: The summary of previous studies on risk reporting 

 

Author Name Sample Country Findings 

Beretta and 

Bozzolan (2004) 

All non-

financial 
companies 

Italy The quantity of Information disclosed is not the 

satisfactory proxy of quality of disclosure. 

Ali (2005) 90 Japan Company does not disclose the risk in the 
perspective of materiality. 

Linsley and 
shrives (2006) 

 

79 Uk The risk disclosures are dispersed throughout the 

annual reports and the disclosures are arguably, 

incomplete. 

Konishi and Ali 

(2007) 

100 Japan The risk reporting of Japanese company are still 

in premature stage and most of the company 

report their risk voluntarily. 

Amran et al. 

(2008) 

100 Malaysia Companies disclosed Information which are 

qualitative. Most of the disclosures depend on 
company nature. 

Abraham and 

Shrives (2014) 

4 

companies 

UK Company managers prefer providing disclosures 

that are symbolic rather than substantive and 

they argued that institutional factors and 
proprietary costs can explain this behavior. 

Most of the previous researchers in the developed country found risk disclosure 

as very much symbolic, rhetoric, non-informative rather than substantive. Disclosure 

practice in developing country like Bangladesh will add additional value in risk 

disclosure literature. 
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6. Research Methodology 

For this research purpose, 16 listed pharmaceutical companies of DSE for the 

years 2017 and 2018 have been selected. The Annual Report 2018 of GSK and Libra 

Infusions Ltd were not available in website of the respective companies. So, these 

two companies were totally excluded from data collection. The risk information 

related data have been collected from the annual reports of rest 14 companies. 

Finally, data was collected from 24 company year observations as Advent Pharma 

Ltd., Ambee Pharma, Silva Pharmaceuticals Ltd. and Indo-Bangla Pharmaceuticals 

Ltd. Were not listed in the year 2016-17.  

ICAEW (2011) proposed seven principles for the preparers to follow for the 

improvement of risk reporting quality. Based on those principles, the authors have set 

three criterion for measuring the quality of risk information. These are: a) description 

of impact of risk information on firm performance; b) describing risk management 

policies & management and c) quantify the risk information. Different weights have 

been given for the above mentioned criterion for each risk factor based on the extent 

of disclosure: 
 

Table 2: Criteria with different weight for measuring quality of risk information 

 

Criteria Weight 

Basic Description of risk items is given only 1 

Basic description about the risk with either risk management techniques or 

quantification of risk information is given 2 

Better description about the risks with risk management techniques and also 

quantification of risk information is given 3 

Detail description about the risks with risk management techniques and 

quantification of risk information is given 4 

No weight has been given for any risk factor disclosed without giving any 

description about its impact. Here, the authors performed content analysis for 

assessing the contents of risk information. The authors first coded the information of 

three annual reports individually and then cross checked the consistency of coding. 

After matching with each other, the authors found above 80% accuracy in coding. To 

improve accuracy in coding, the authors discussed with each other and then coded 

another two annual reports. This time, the authors found more than 95% accuracy in 

coding. Then, the rest of coding was done by the first author. Total risk disclosed by 

the sample companies has been classified in two types: Financial (Mandatory) risk 

and voluntary risk. Mandatory risks are those risks which are required to disclose 

according to BFRS 7 i.e., credit risk, liquidity risk, interest rate risk, foreign currency 

risk and market risk. On other hand, any other risk factor other than the above 

mentioned risk factors are considered as voluntary risk.   
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7. Findings 

As per guidelines of BSEC, listed companies should disclose risk related 

information in the Directors‟ Repot. Director should explain the potential impacts of 

risk factors on the performance in this section. However, it has been found that 

companies give very general description about the risk and concern related 

information in the Directors‟ report. Companies like to mention only the name of the 

risk factors in this part rather than describing the impact of those risk factors clearly. 

Though some companies described risk management related information under this 

heading but the sentences are found almost same over the said two years under this 

section. Most of the companies disclosed risk related information in the Notes and 

Disclosure section, mainly the financial risk factors and only Orion Pharmaceuticals 

Ltd. And Orion Infusion Ltd. disclosed risk information under separate heading “Risk 

Management System”. 

7.1 Overall quality of risk information 

Table-3 exhibits the frequencies and their percentage regarding the quality of risk 

items disclosed by the companies over the years 2017 and 2018. This table indicates 

that quality of risk factors disclosed in the year 2018 increased in comparison to year 

2017. This table makes it clear that in most of the cases, companies give basic 

description about the risk factor along with describing the management technique or 

quantification of risk information (56% in year 2018 and 57% in 2017), though Table-4 

shows that most of these risk factors are mainly financial risks rather than voluntary 

risks. 40% of risk factors give only very basic description about the risk in 2018 and 

38% risk factor in 2017. Only 3% and 5% risk factors were described in better way 

along with risk management techniques and quantification of data in the year 2018 and 

2017 respectively. And, only 1 risk factor (credit risk) was described in the best way in 

the year 2018 which is considered as comprehensive disclosure by the authors.      
 

Table-3: Frequency and percentage of the quality of risk factors measured based on 4 

measurement scale. 

 

Score 
No of risks 

(2018) 

No of risks 

(2017) 

(1) Basic Description of risk items. 39 40% 29 38% 

(2) Basic description about the risk with either 

risk management techniques or quantification of 

risk information. 

54 56% 43 57% 

(3)Better description about the risks with risk 

management techniques and also quantification 

of risk information. 

3 3% 4 5% 

(4) Detail description about the risks with risk 

management techniques and quantification of 

risk information. 

1 1% 0 0% 

Source: Calculated by authors. 
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7.2 Types, volume and quality score of individual risk factor disclosed 

Table 4 shows that most of the companies disclosed mainly those risks factors 

which are required to disclose as per BFRS 7. All the sample companies disclosed 

credit risk, liquidity risk and foreign currency related risks in the year 2018.  

 
Table 4: Types, quantity and quality score of risk factors disclosed in the year 2018 and 2017. 
 

 

2018 2017 

Times 

disclosed 
Score 

Times 

disclosed 
Score 

Mandatory risk disclosure:     

Liquidity Risk 12 24 10 19 

Credit Risk 12 21 7 12 

Currency Risk/Foreign Ex. Rate Risk 12 16 10 13 

Interest Rate Risk 10 15 9 14 

Investment Risk/market price risk 1 2 0 0 

Voluntary risk disclosure:     

Market Demand Related Risk 6 9 5 7 

Compliance Risk 4 7 3 6 

Operational Risk 4 6 4 6 

Industry Risk 4 5 4 5 

Competitions Risk 3 6 2 4 

Political Risk 3 5 2 4 

Human Resource Risk 2 4 2 4 

Product Quality Risk 2 4 2 4 

Company Reputation and Corruption Risk 2 4 2 4 

Supply/Supply chain Risk 2 4 2 4 

Environmental Risk 2 4 2 4 

Stakeholders Relationship Risk 2 2 2 2 

Health and Safety Risk 2 4 2 4 

Commodity Price Risk 2 3 1 2 

Information Technology Risk 2 4 2 4 

Technology risk 2 4 1 2 

Changes in policies/regulations risk 2 3 1 2 

History of non-operation 2 2 1 1 

Subsidiary Related Risk 1 1 0 0 

Potential conflict of interest 1 1 0 0 

Source: Calculated by authors           
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Interest rate risk was not disclosed by all the companies and only one company 

(Orion Pharma Ltd.) disclosed investment risk/market price risk related information 

in 2018. However, in 2017, though all the companies disclosed liquidity and foreign 

currency risk information but some companies did not disclose credit risk related 

information. In comparison to voluntary risk disclosure, quality of mandatory risk 

disclosure was found better. Sample companies gave better description about the 

impact of risk factors and also tried to disclose risk management techniques/quantify 

the information. Though table-3 indicates that 56% risk factors scored 2, most of 

these risk factors are mandatory in nature.   

The authors observed enormous diversity in disclosing voluntary risks disclosure 

(Table 4). Different companies focused on different risk factors and number of 

voluntary risk disclosures is very poor. Companies mainly disclosed market demand 

related risk, compliance risk, operational risk, industry risk, competition risk and 

political risk. Table 4 shows that change in market demand related risk factor was 

disclosed by 6 companies; compliance risk, operational risk and industry risk were 

disclosed by only 4 companies; competition risk and political risk were disclosed by 

only 3 companies. Other risk factors got less priority such as Human resource risk, 

product quality risk, company reputation and corruption risk, supply chain related 

risk, environmental risk etc. (Table. 4). Correspondingly, usefulness measured in 

terms of quality of risk information regarding voluntary risk information is also 

found very poor (see column 5 of Table 4). In most of the cases, the basic 

information regarding the risk factor is given rather than mentioning the risk 

management technique and quantifying the information. 

7.3 Descriptive statistics of Mandatory (Financial) risk factors 

Table 5 depicts that minimum value of all mandatory risk factors is 1 which 

means some of the risk factors give very minimum disclosure about their impacts. 

The highest value varies among the factors as it ranges from 2 to 4. IBN SINA 

Pharmaceuticals Ltd. gave the best description of credit risk disclosure in its Annual 

Report 2018 which only got the quality score 4. No other risk factor disclosed by the 

sample companies got quality score 4. The same company also gave better 

explanation about liquidity risk (quality score-3). The other risk factors were 

described in very minimal way. For example, the maximum value of interest risk 

factor and foreign exchange rate risk is 2. Column 4 of Table 5 also indicates that 

overall disclosure quality is not up to mark. The mean value of mandatory risk factors 

ranges from 1.33 to 2 which means some of the companies give very basic 

description about these risks factors. However, the companies like to make better 

disclosure about the credit risk and liquidity risk in comparison to interest rate risk 

and currency risk as average value of quality disclosure ranges from 2 to 1.75 of 

these two risk factors.       
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Table-5: Descriptive statistics of Financial risk factors 

 

Mandatory risk factors Min value Max Value Average value 

Credit Risk 1 4 1.75 

Liquidity Risk 1 3 2 

Interest Rate Risk 1 2 1.5 

Currency Risk/Foreign Exchange Rate Risk 1 2 1.333333 

Source: Calculated by authors           

7.4 Quantity and quality of risk information disclosed by the companies 

The authors have found that the number of risk factors disclosed and their 

description by the pharmaceutical companies remain almost same over the two years. 

Only Orion Pharma Ltd disclosed additional 4 risk factors in 2018 and Beximco 

Pharmaceuticals Ltd increased 3 risk factors in the year 2018. Others all the 

companies disclosed same risk factors in the year 2018 and 2017.    

 
Table-6: Quantity of the risk factors disclosed along with quality score of the companies 

over the year 2018 and 2017. 

 

 2018 2017 

Companies 

No of 

risk 

factors 

Total 

Score 

Score 

per 

risk 

No of 

risk 

factors 

Total 

Score 

Score 

per 

risk 

The ACME Laboratories Ltd. 11 21 1.91 11 21 1.91 

Advent Pharma Limited  8 11 1.375 NA* NA* NA* 

Ambee Pharmaceuticals Ltd.  4 5 1.25 NA* NA* NA* 

Beacon Pharmaceuticals Ltd.  5 6 1.2 5 6 1.2 

Beximco Pharmaceuticals Ltd. 7 10 1.43 4 6 1.5 

Central Pharmaceuticals Ltd. 3 3 1 3 3 1 

The IBN SINA Pharma. Ltd.  8 18 2.25 7 15 2.14 

Indo-Bangla Pharma. Ltd.  4 5 1.25 NA* NA* NA* 

Orion Infusion Ltd 18 31 1.72 17 29 1.71 

Orion Pharma Ltd. 21 36 1.71 17 29 1.71 

Pharma Aids  0 0 0 0 0 0 

Renata Ltd.  4 4 1 4 4 1 

Silva Pharma. Ltd  0 0 0 NA* NA* NA* 

Square Pharmaceuticals Ltd. 4 10 2.5 4 10 2.5 

*NA means annual reports are not available. 

Source: Calculated by authors based on the decision rules of coding. 
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The highest number of risk factors was disclosed by the Orion Pharma Ltd in 

both the years (Total 21 in 2018 and 17 in 2017) and their total quality score of risk 

information was better in comparison to the other companies (Score is 36 in 2018 and 

29 in 2017 in table 6). Orion Infusion Ltd and The ACME Laboratories also 

disclosed good number of risk information (18 and 11 respectively) in their annual 

reports (Table 6, column 3 & 4). However, other companies disclosed very few 

number of risk factors in their annual reports. Beximco Pharmaceuticals Ltd 

disclosed only 7 risk factors and Square Pharmaceuticals Ltd disclosed only 4 risk 

factors in their annual report 2018. Pharma Aids Ltd. did not disclose any risk factor 

in their annual report in either year and Silva Pharmaceuticals did not disclose any 

risk in year 2018.  

In case of disclosing quality risk information, it has been found that Square 

Pharmaceuticals Ltd and The IBN SINA Pharmaceuticals Ltd disclose better risk 

information in comparison to other companies. The score of each risk disclosure of 

Square Pharmaceuticals Ltd is 2.5 and the same of The IBN SINA Pharmaceuticals 

Ltd is 2.25. So, these companies are found to explain the impact of the risk factor on 

firm performance along with risk management techniques and quantify the risk 

information. Though total number of risk factors disclosed by the Orion Pharm Ltd., 

Orion Infusion Ltd and the ACME Ltd is high, but there quality of risk information in 

not up to mark. The average risk disclosure scores of these three companies are 1.17, 

1.72 and 1.91 in year 2018 respectively. Ambee Pharmaceuticals Ltd, Beacon 

Pharmaceuticals Ltd, Central pharmaceuticals Ltd, Indo-Bangla Pharma Ltd and 

Renata Ltd disclose very minimum information about the impact of their risk factors 

on firm performance.     

Again, it has been found that Orion Pharma Ltd. and Orion Infusion Ltd. 

disclosed the same risk factors along with the same sentences of describing the risk 

factors in most of the cases in the year 2018 and fully in the year 2017. These 

companies just copied risk disclosure part from each other in the year 2017 (Table 6, 

column 5, 6 & 7). Again, it has been found that some companies disclosed same 

sentences when narrating risk and concern related information under Directors‟ 

report (Example 1 and 2). 

 
Exmaple-1: 

a) Pharmaceuticals Industry faces many of the challenges like lack of power, labor unrest, 

political unrest resulting hartal causing disruption of production and cost of fund. Moreover, 

risks and concern of the industry solely depends on the upcoming government policy as well 

(page-8, Annual Report 2018, Silva Pharmaceuticals Ltd.). 

b) Pharmaceuticals Industry faces many of the challenges like lack of power, labor unrest, 

political unrest resulting hartal causing disruption of production and cost of fund. Moreover, 

risks and concern of the industry solely depends on the upcoming government policy as well. 

Details financial risks are also explained in the note no 41 of the financial statements (page-6, 

Annual Report 2017, Central Pharmaceuticals Ltd.). 
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Example-2: 

a) Like any other business, the Pharmaceuticals industry is exposed to political, social, 

technological, environmental and legal risks embeded in any business transaction. The BODs are 

fully concern of the risks and take necessary steps for the appropriate management of the risk. 

Considering the nature of the risk, the management takes strategic decisions to avoid or reduce 

or transfer or accommodating the risks arising in the business management process. The details 

of the various financial risks are discussed in the financial statements (page-11, Annual Report 

2018, Ambee Pharmaceuticals Ltd.). 

b) The pharmaceutical industry, like any other business industry, is exposed to political, 

economic, social, technological, environmental and legal risks in addition to the financial risks 

embedded in business transactions. The management is fully aware of risks and follows standard 

procedures for appropriate management of the risk. Depending on the nature of the risk, strategic 

decisions are taken to avoid, reduce, transfer or accommodate the risks arising in the business 

management process. Further detail on various financial risks has been discussed in Note 48 of 

the financial statements (page-51, Annual Report 2018, Beximco Pharmaceuticals Ltd.). 

Beximco Pharmaceuticals Ltd and Ambee Pharmaceuticals Ltd used the same 

sentences (except one sentence related to currency risk) to describe the different financial 

risks under the same heading in the Notes and Disclosures section (Example 3).  

 
Example-3 

Financial Risk Management: 

The management of company has overall responsibility for the establishment and oversight of 

the company‟s risk management framework. Risk management policies, procedures and systems 

are reviewed regularly to reflect changes in market conditions and the company‟s activities. The 

company has exposure to the following risks for its use of financial instruments. 

Credit risk 

Liquidity risk 

Market risk 

Credit Risk 

Credit risk is the risk of a financial loss to the company if a customer or counterparty to a 

financial instrument fails to meet its contractual obligations and arises principally from the 

company‟s receivables. Management has a credit policy in place and exposure to credit risk is 

monitored on an ongoing basis. As at 30 June 2018 substantial part of the receivables are those 

from its related company and subject to insignificant credit risk. Risk exposures from other 

financial assets. i.e. Cash at bank and other external receivables are nominal. 

Liquidity Risk 

Liquidity risk is the risk that the company will not be able to meet its financial obligations as 

they fall due. The company‟s approach to managing liquidity (cash and cash equivalents) is to 

ensure as far as possible, that it will always have sufficient liquidity to meet its liabilities when 

due under both normal and stressed conditions without incurring unacceptable losses or risking 

damage to the company‟s reputation. Typically, the company ensures that it has sufficient cash 

and cash equivalent to meet expected operational expenses including financial obligations 

through preparation of the cash flow forecast with due consideration of time line of payment of 

the financial obligation and accordingly arrange for sufficient liquidity/fund to make the 

expected payment within due date. In extreme stressed conditions the company may get support 

from the related company in the form of short term financing. 

Market Risk 

Market risk is the risk that any change in market prices such as foreign exchange rates and 

interest will affect the company‟s income or the value of its holdings financial instruments. The 

objective of market risk management is to manage and control market risk exposures within 

acceptable parameters. 
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(a) Currency risk 

The company is exposed to currency risk on certain revenues and purchases such as revenue 

from foreign customers and import of raw material, machineries and equipment. Majority of the 

company‟s foreign currency transactions are denominated in USD and relate to procurement of 

raw materials, machineries and equipment from abroad. The company have received foreign 

currency loan which shall be repaid in foreign currency. 

(b) Interest rate risk 

Interest rate risk is the risk that arises due to changes in interest rates on borrowing. The foreign 

currency loan is subject to floating rates of interest. Local loans are, however, not significantly 

affected by fluctuations in interest rates. The company has not entered into any type of 

derivative instrument in order to hedge interest rate risk as at the reporting date (page 108-109, 

Annual Report 2017-18, Bexmco Pharmaceuticals Ltd and Page 54-55, Annual Report 

2017-18, Ambee Pharmaceuticals Ltd) 

The authors have also found that companies are disclosing the same sentences 

for describing the risks over the years. Heading of risk factors and sentences remain 

same and there is not so much tendency to add new risk factors or eliminate one 

which is not important. So, we can conclude that risk disclosure practice by the 

Pharmaceuticals industry in Bangladesh in very generic and qualitative in nature. 

Companies give minimum effort and resources to make risk disclosure informative. 

Even, they do not bother of copying risk disclosure from each other. 

 

8. Discussion of Findings 

The risk information disclosed by the pharmaceuticals companies found as 

generic, rhetoric, vague, non-specific and mostly qualitative in nature rather than 

being substantive. Companies like to disclose financial risk factors mostly due to the 

requirements of reporting regulations. The qualities of these risk factors are better in 

comparison to the voluntary risk factors though not satisfactory as a whole. The 

volume as well as quality of voluntary risk factors disclosed by each company is very 

poor. May be managers try to maintain minimum disclosure to avoid proprietary 

costs. Again, it has been found that some companies just copy the risk reporting 

sentences and risk factors from other companies. Again, most of the companies 

disclose same risk factors and explain in same way about risk over the years. These 

characteristics of the companies can be explained through Institutional theory. By 

mimicking information in their disclosures, companies can signal that their risk 

management systems are equivalent to the industry standard though disclosure may 

not contain relevant information.  

 

9. Conclusion 

The objective of this study is to explore the risk disclosures practices within the 

annual report of listed pharmaceuticals companies of Bangladesh over two 

consecutive years (2018 and 2017). The researchers seek to find out types 

(Mandatory vs. Voluntary) and volume of risk factors disclosed under these two 

categories along with determining the usefulness of risk information disclosed.  
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Performing content analysis of the annual reports of respective pharmaceuticals 

companies of Bangladesh, the authors found that overall risk reporting scenario is not 

effective to users for making investment decision. Comparing with the benchmark 

suggested by ICAEW and modified by the authors, the authors concluded that risk 

information disclosed in the annual report is too definitive. Most of the companies 

are not willing to disclose voluntary risk information. Companies mostly prefer 

financial risk disclosure whereas quality of these disclosure is not satisfactory. That 

means as per the regulation, companies are presenting risk information in their annual 

report but for the investment decision making purposes, it is not so adequate. Though 

almost all the companies disclosed credit risk, liquidity risk, interest rate risk and 

foreign exchange rate risk but large variation was observed in voluntary risk 

disclosure. Studying the annual reports, the authors also found that companies are 

disclosing same information over the years. 

Comparing the information with one another of the companies, the authors also 

acknowledge that companies are copying same information from the other companies 

without even changing words. So the overall risk reporting scenario of the 

pharmaceuticals companies of Bangladesh is not pleasing; it is still in infancy or 

premature stage. A considerable attention is required to improve the risk disclosure 

practice in the annual report. Because better risk reporting just not only reduces the 

cost of capital but also helps to get the competitive advantages from the market.  

Through this research, the authors contribute to the risk literature by evaluating 

current risk disclosure practice and by developing a model which can be used to 

evaluate the quality of risk disclosure over time.  Managers can consider three factors 

utilized in this research to improve their risk disclosure practice.   

This study is not beyond limitations. The first major limitation is the sample size. 

Another major limitation is subjective judgment in coding. The authors took the 

necessary initiatives to reduce subjectivity through coding five annual reports separately. 

In future research, a longer time period can be considered. Again, decision 

usefulness of risk information for the different investors can be identified. The impact 

of better risk disclosure on firm‟s cost of capital can also be examined. 
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Appendix-A 

Decision Rules for Risk Disclosures 

 

 

The decision rules were adopted from Linsley and Shrives (2006), Konishi and Ali 

(2007) and Abraham and Cox (2007) with some modifications. These are:    

(1)  Risk Disclosure: A disclosure is considered as risk if the reader is informed 

of any opportunity or prospect, or of any hazard, danger, harm, threat, or 

exposure, that has already impacted upon the company or may impact upon 

the company in the future or of the management of any such opportunity 

prospect, hazard, harm, threat or exposure”(Linsley and Shrives 2006).  

(2)  All risk disclosures must be specifically stated, they cannot be implied.  

(3)  Risk disclosure sentences shall be classified according to the coding stages.   

(4)  If the sentence has more than one possible classification, the information 

will be classified into the category that is most emphasized within the 

sentence.  

(5)  If a disclosure is too vague in its reference to risk then it shall not be 

recorded as a risk disclosure.  

(6)  Quantification of risk information means those risk information that either 

disclose directly the financial impact of a risk or disclose sufficient 

information to enable the reader to calculate the financial impact of a risk. 
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Appendix-B 

Number of risk factors along with quality score of each risk factor 

disclosed by the sample companies for the year 2018 
 

Name of risk factors and Company 
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Liquidity Risk 2 2 2 2 2 1 3 2 2 

Credit Risk 2 2 1 1 1 1 4 1 2 

Currency Risk/Foreign Ex. Rate Risk 2 1 1 1 1 1 2 1 1 

Interest Rate Risk 2  1 1 1  2 1 2 

Investment Risk/Mkt price risk          

Market Demand Related Risk 2 2  1   2  1 

Compliance Risk 2    1    2 

Operational Risk 2      2  1 

Industry Risk 2      1  1 

Competitions Risk     2    2 

Political Risk  1       2 

Human Resource Risk         2 

Product Quality Risk         2 

Company Reputation and Corruption 
Risk         2 

Supply/Supply chain Risk         2 

Environmental Risk         2 

Stakeholders Relationship Risk         1 

Health and Safety Risk         2 

Commodity Price Risk  1   2     

Information Technology Risk         2 

Technology risk 2      2   

Changes in policies/regulations risk 2 1        

History of non-operation 1 1        

Subsidiary Related Risk          

Potential conflict of interest          

Total risk factors 11 8 4 5 7 3 8 4 18 

Quality score 21 11 5 6 10 3 18 5 31 
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Liquidity Risk 2  1  3 12 24 

Credit Risk 2  1  3 12 21 
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Currency Risk/Foreign Ex. Rate Risk 2  1  2 12 16 

Interest Rate Risk 2  1  2 10 15 

Investment Risk/Mkt price risk 2     1 2 

Market Demand Related Risk 1     6 9 

Compliance Risk 2     4 7 

Operational Risk 1     4 6 

Industry Risk 1     4 5 

Competitions Risk 2     3 6 

Political Risk 2     3 5 

Human Resource Risk 2     2 4 

Product Quality Risk 2     2 4 

Company Reputation and Corruption 
Risk 2     2 4 

Supply/Supply chain Risk 2     2 4 

Environmental Risk 2     2 4 

Stakeholders Relationship Risk 1     2 2 

Health and Safety Risk 2     2 4 

Commodity Price Risk      2 3 

Information Technology Risk 2     2 4 

Technology risk      2 4 

Changes in policies/regulations risk      2 3 

History of non-operation      2 2 

Subsidiary Related Risk 1     1 1 

Potential conflict of interest 1     1 1 

Total risk factors 21 0 4 0 4   

Quality score 36 0 4 0 10   

Legend: Here, ACME LAB stands for The ACME Laboratories Ltd.; ADVENT PHA stands for 

Advent Pharma Limited; AMBEE PHA stands for Ambee Pharmaceuticals Ltd.; BEACON PHA 

stands for Beacon Pharmaceuticals Ltd.; BEXIMCO PHA stands for Beximco Pharmaceuticals 

Ltd.; CENTRAL PHA stands for Central Pharmaceuticals Ltd.; IBNSINA stands for The IBN 

SINA Pharmaceuticals Ltd.; Indo-Bangla stands for Indo-Bangla Pharmaceuticals Ltd.; Orion 

Infusion stands for Orion Infusion Ltd; ORION PHARM stands for Orion Pharmaceuticals Ltd.; 

PHARM AID stands for Pharma Aids; RENATA stands for Renata Ltd.; SILVA PHA stands for 

Silva Pharmaceuticals Ltd and SQUARE PHA stands for Square Pharmaceuticals Ltd. Total risk 

factorfor each company has been calculated by counting total number of risk factors disclosed by 

the company and Quality score for each company has been disclosed by summing the quality score 

of each risk factor based on the 4 measurement scales used in this study.    
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Appendix-C 

Number of risk factors along with quality score of each risk factor 

disclosed by the sample companies for the year 2017 
 

Name of risk factors and Company 

Name 
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Liquidity Risk 2   2 2 1 3 1 2 

Credit Risk 2   1  1 3 1  

Currency Risk/Foreign Ex. Rate Risk 2   1 1 1 2 1 1 

Interest Rate Risk 2   1 1  2 1 2 

Investment Risk/Mkt price risk          

Market Demand Related Risk 2   1   2  1 

Compliance Risk 2        2 

Operational Risk 2      2  1 

Industry Risk 2      1  1 

Competitions Risk         2 

Political Risk         2 

Human Resource Risk         2 

Product Quality Risk         2 

Company Reputation and Corruption 
Risk         2 

Supply/Supply chain Risk         2 

Environmental Risk         2 

Stakeholders Relationship Risk         1 

Health and Safety Risk         2 

Commodity Price Risk     2     

Information Technology Risk         2 

Technology risk 2         

Changes in policies/regulations risk 2         

History of non-operation 1         

Subsidiary Related Risk          

Potential conflict of interest          

Total risk factors 11 0 0 5 4 3 7 4 17 

Quality score 21 0 0 6 6 3 15 4 29 
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Liquidity Risk 2  1  3 10 19 

Credit Risk   1  3 7 12 

Currency Risk/Foreign Ex. Rate Risk 1  1  2 10 13 
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Interest Rate Risk 2  1  2 9 14 

Investment Risk/Mkt price risk      0 0 

Market Demand Related Risk 1     5 7 

Compliance Risk 2     3 6 

Operational Risk 1     4 6 

Industry Risk 1     4 5 

Competitions Risk 2     2 4 

Political Risk 2     2 4 

Human Resource Risk 2     2 4 

Product Quality Risk 2     2 4 

Company Reputation and Corruption Risk 2     2 4 

Supply/Supply chain Risk 2     2 4 

Environmental Risk 2     2 4 

Stakeholders Relationship Risk 1     2 2 

Health and Safety Risk 2     2 4 

Commodity Price Risk      1 2 

Information Technology Risk 2     2 4 

Technology risk      1 2 

Changes in policies/regulations risk      1 2 

History of non-operation      1 1 

Subsidiary Related Risk      0 0 

Potential conflict of interest      0 0 

Total risk factors 17 0 4 0 4   

Quality score 29 0 4 0 10   

Legend: Here, ACME LAB stands for The ACME Laboratories Ltd.; ADVENT PHA stands for 

Advent Pharma Limited; AMBEE PHA stands for Ambee Pharmaceuticals Ltd.; BEACON PHA 

stands for Beacon Pharmaceuticals Ltd.; BEXIMCO PHA stands for Beximco Pharmaceuticals 

Ltd.; CENTRAL PHA stands for Central Pharmaceuticals Ltd.; IBNSINA stands for The IBN 

SINA Pharmaceuticals Ltd.; Indo-Bangla stands for Indo-Bangla Pharmaceuticals Ltd.; Orion 

Infusion stands for Orion Infusion Ltd; ORION PHARM stands for Orion Pharmaceuticals Ltd.; 

PHARM AID stands for Pharma Aids; RENATA stands for Renata Ltd.; SILVA PHA stands for 

Silva Pharmaceuticals Ltd and SQUARE PHA stands for Square Pharmaceuticals Ltd. Total risk 

factorfor each company has been calculated by counting total number of risk factors disclosed by 

the company and Quality score for each company has been disclosed by summing the quality score 

of each risk factor based on the 4 measurement scales used in this study.    
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