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ENTERPRISE RISK MANAGEMENT IN PORTUGAL

Abstract

The present chapter tries to assess the state of art of Enterprise Risk Management (ERM) among
Portuguese non-financial companies regarding two main aspects: the ERM background in Portugal and
the level of disclosure of ERM practices by non-financial listed companies. Since the analysis of
disclosures is useful to understand the level of evolution and adoption of ERM framework we tried to
assess the ERM practices disclosed by 26 Portuguese non-financial listed companies at the Euronext
Lisbon Stock Exchange regulated market, during the period of 2006-2016. Main findings indicate that
regulation on ERM in Portugal emanates from three main Codes (The Portuguese Companies Code, The
Stock Exchange Code, and The Corporate Governance Code). The ERM professionalization in Portugal is
its infancy and has been promoted mainly by the Institute of Portuguese Internal Auditors. Moreover,
research on topics such as risk reporting and risk management/ERM is very scarce. Overall, findings of
prior literature are consistent with results from our exploratory study. We conclude that Portuguese
non-financial listed companies still disclose very little information on ERM activities. However, over the
period of analysis, the disclosure practices evolved positively. Findings show that ERM disclosure can still

be extensively improved in the future.

Keywords: Enterprise Risk Management, ERM, Corporate Governance, Risk, Risk Management, Internal

Control System.



ENTERPRISE RISK MANAGEMENT IN PORTUGAL

1. INTRODUCTION

In this chapter, we try to explore the status quo of Enterprise Risk Management (ERM) in Portugal. We
focus on non-financial listed companies ate the Euronext Lisbon Stock Exchange regulated market,
basically because listed companies are scrutinized closely by its investors and therefore subject to higher
level of compliance with regulations regarding corporate governance structures, internal control and

risk management systems, and risk reporting.

We start exploring the ERM background in Portugal regarding the institutional conditions that
influence the adoption/alignment of Portuguese non-financial companies with the ERM framework: the
economic environment, the regulatory framework, the level of research and its implications in the
further implementation of ERM, and the level of development of the professionalization of ERM in
Portugal. Afterwards, since the level of disclosure is a crucial element to better understand the stat of
art of ERM in Portugal, we examine the disclosure level on ERM practices of Portuguese non-financial

listed companies, during the period of 2006-2016. We finalize with a discussion on the main conclusions.

2. PORTUGAL’S ECONOMIC HIGHLIGHTS

Portugal is a country on the lberian Peninsula in Southwestern Europe with approximately 10.3 million
people. It is a developed country with a high-income advanced economy and a high living standard. It
is the 5™ most peaceful country in the world, maintaining a unitary semi-presidential republican form of
government (Banco de Portugal, 2019). Portugal is a member state of the European Union since 1986.
This has contributed to a stable economic growth and development, largely through increased trade ties
and an inflow of European funds to improve the country’s infrastructure in such a way that currently,
Portugal is home to a number of notable leading companies with worldwide reputations, such as: the
Navigator Company, a major world player in the international paper market; Sonae Industria, the largest
producer of wood-based panels in the world; Amorim, the world leader in cork production; Conservas
Ramirez, the oldest canned food producer; Cimpor, on the world’s 10" largest producers of cement; EDP
Renovaveis, the 3" largest producer of wind energy in the world; Jeronimo Martins, consumer products
manufacturer and retail market leader in Portugal, Polonia and Colombia; TAP Air Portugal, highly
regarded for its safety record and one of the leading airlines linking Europe with Africa and Latin
America.

From a macroeconomic perspective, However, Portugal has a high dependence on trade. The
great majority of international trade is done within Europe (representing 72.8% of Portuguese exports
and 76.5% of imports). Other regional trade partners equally significant are the NAFTA, the PALOP, the
MAGREB and the MERCOSUL (Banco de Portugal, 2019).



Moreover, the last Global Financial Crisis (2007-2008) impacted negatively on the Portuguese
Sovereign Debt, that as lead Portugal (as well as other European countries such as Spain, Greece, and
Italy) to a sovereign debt crisis between 2010-2013. It was the Portuguese economy’s most severe
recession since the 1970s and it was the culmination of continuous (since 1974-2010) over-expenditure
governmental policies and investments bubbles through unclear public-private partnerships (PPPs),
triggered by four main events: a) the financial collapse of the bank “Banco Portugués de Negdcios
(BPN)”; b) the bankruptcy of the bank “Banco Privado Portugués (BPP)”; c) the budgetary slippage with
PPPs; and d) the Swaps contracted by State-owned companies with potential losses higher than 3,000
million euros (Banco de Portugal, 2019).

In April 2011, Portugal confirmed the receipt of a financial bailout from the International
Monetary Fund and the European Union. The three-year EU aid programme ended in May 2014,
marking the recovery of the Portuguese economy. Since the third quarter of 2014, the Portuguese
economy has been steady and expanding continuously. This economic growth has been accompanied by
a continuous fall in the unemployment rate (6.3% in the first quarter of 2019, compared with 17.7% in
early 2013). The Government budget deficit has also been reduced from 11.2% of GDP in 2010 to 0.5%
in 2018 (Banco de Portugal, 2019).

Another interesting aspect is that the Portuguese companies’ institutional environment in
terms of its legal, corporate governance and financial systems is considered less developed than other
European Union member states. The ownership structure of Portuguese companies is highly
concentrated in a few larger shareholders. They are frequently family controlled (Lopes and Rodrigues,
2007; Oliveira et al.,, 2011a, 2018), and the majority of Portuguese listed companies have political
connections and some politicians are connected to several companies (Bianchi et al., 2019). Portugal is a
bank-oriented country, in which the banking system is strongly concentrated in a few financial groups
and with very small influence of foreign banks (Lopes and Rodrigues, 2007). Portugal is considered a
Code Law country (La Porta et al., 1997) and therefore follows a “stakeholder” governance model
oriented towards “legal compliance”, with low disclosure, alignment between financial and tax
accounting, and weaker investor protection (Meek and Thomas, 2004; Garcia-Castro et al., 2008;

Oliveira et al., 2018).

3. THE PORTUGUESE CORPORATE GOVERNANCE LEGAL FRAMEWORK

Portugal’s model of corporate governance is composed by a self-regulatory framework and a legal
framework. The self-regulation framework includes the Corporate Governance Code published by the
Portuguese Institute of Corporate Governance (PICG), in force since January 2018 to all listed companies
on the Euronext Lisbon Stock Exchange Regulated Market (Comissdo de Mercado dos Valores
Mobilidrios — CMVM, 2018). This Code tries to promote the good corporate governance practices as an
essential tool for economic efficiency, sustainable growth and financial stability, based on a self-

regulatory sharing model. It is aligned with international trends and best practices, with emphasis on the



increased attention to information flows, the functioning of corporate bodies and, in particular, to
oversight to conflicts of interests and transactions with related parties, the role of independent
directors, diversity (including gender) in the composition of corporate bodies, and risk management
(PICG, 2018).

The compliance with the Corporate Governance Code issued by the PICG is voluntary. However,
Portuguese listed companies are required to align their practices to a specific Corporate Governance
Code and they must indicate in their Corporate Governance Report which Corporate Governance Code
they follow (Stock Exchange Code, article 2452-A). Another interesting aspect is that the Corporate
Governance Code follows the “comply or explain” rule. But, there are some elements that companies
are required to disclose on their Corporate Governance Report. One of these requirements are related
to the main elements of the internal control and risk management systems in place (Stock Exchange
Code, article 2452-A).

On the other hand, non-listed companies are not obliged to follow any Corporate Governance
Code. For them, the adoption is purely voluntary. They only have to comply with the existing legal
framework in force, either in terms of their corporate governance structures or risk management
policies.

The legal framework embraces the Companies Code (Cddigo das Sociedades Comerciais), the
Stock Exchange Code (Codigo de Valores Mobiliarios) and relevant EU regulation. The Companies Code
establishes the basic principles and rules of management and control of all kind of legal forms of
companies (either listed or non-listed). In 2006, the governance model of Portuguese companies was
updated in order to make them more competitive. Currently, all Portuguese companies have to adopt
one of the following three models:

1) The Latin model: this comprises two sub-models. First, there is the simple Latin model (where
companies have a board of directors and a supervisory board or statutory auditor). Second,
there is the Latin enhanced model (where companies have a board of directors, supervisory
board, and an auditor who cannot be a number of the supervisory board). The later structure
separates the supervision function of the supervisory board from the auditing function of the
auditor;

2) Dual model: there is an executive board of directors, a general and supervisory board, and a
statutory auditor;

3) New Anglo-Saxon model: there is a board of directors, an audit committee, and a statutory
auditor — all elected at the annual general meeting. The audit committee, composed exclusively
of non-executive directors, has oversight duties. At least one member of the audit committee is

required to have sound knowledge of accounting and auditing (Companies Code, article 2789).

In Portugal, the existing regulations regarding internal control and risk management are based on
the provisions and recommendations of the SOX Act. The Companies Code requires that all companies

must include in their Management Report a risk management report section, but specifically related to



financial risks. In its article 652 states that “the company's financial risk management objectives and
policies, including the hedging policies of each main categories of expected transactions for which hedge
accounting is used and the company's exposure to price, credit, liquidity and cash flow risks, when
materially relevant for the valuation of assets and liabilities, financial position and results in relation to
the use of financial instruments”. Since 2017, all companies are also required to include a non-financial
statement related to environmental, social, human resources, and corruption issues, including main

risks exposures and how they were mitigated (article 662-B).

On the other hand the Stock Exchange Code requires that listed companies disclose in a specific
section of the annual report information on the main elements of their internal control and risk
management system implemented that helps assuring the financial information disclosure (article 2459).

Regarding company’s internal control and risk management systems, the Corporate
Governance Code states that the board of directors of listed companies has the duty to discuss and
approve the strategic plan and company’s risk policy, which includes a definition of risk levels
considered acceptable. Based on its risk policy, they establish a risk management system capable of
identifying the main risk exposures, the probability of occurrence and its impact, the instruments and
measures taken to mitigate them, the monitoring procedures implemented and the surveillance

mechanisms in place.

The supervisory boards or auditing committees have other kind of duties. They must assess the
effectiveness of the company’s internal control, risk management and internal auditing systems, either
in listed companies (Law n.2 148/2015, article n.2 3) or in non-listed companies (Companies Code,

articles 420.2 - A, 423.2 - F, and 441.9).

Finally, the Corporate Governance Code states that the board of directors of listed companies
shall assess the degree of internal compliance and the risk management performance as well as a
perspective of change of the risk framework previously defined. However, the Portuguese Corporate
Governance Code does not recommend any specific risk management framework companies should
follow. Therefore, it is expected that companies do not disclose which risk management framework they
follow. However, since ERM has become the dominant risk management model in North America and
beyond (Moeller, 2011; Hayne & Free, 2014), this raises the following question: in which way the

Portuguese non-finance listed companies are aligned with the ERM framework?

4. IMPACT OF ACADEMIC RESEARCH ON ERM PRACTICES

In Portugal the implementation of ERM systems is not well developed so far due basically to two main
issues: a) the non-existence of ERM courses promoted by Universities or Executive Education; and b) the
scarce research in the field. Currently, Portuguese Universities do not have contemplated any course on

ERM in their curricula. Frequently, they only include some topics on Corporate Governance in the



syllabus of some courses provided, either at a Business Master or Executive Education programs. On the
other hand, research on ERM is very scarce and it comprises studies on: a) risk reporting among non-
financial (Oliveira et al., 2018, 2011a) and financial companies (Oliveira et al., 2013, 2011b, 2011c); b) on
the role of internal auditing in ERM (Castanheira et al., 2009); and c) on the determinants of ERM
disclosures (Pinto, 2019).

Research on risk reporting indicates that disclosures are generic, qualitative and backward-
looking. Companies’ public visibility and agency costs associated with leveraged companies are relevant
in promoting risk reporting. This is particularly intensified in periods of financial distress among
countries with weaker legal environments, basically to manage strategic legitimacy and reputation by
spending more time in the contextualization of their negative outcomes. Corporate governance
mechanisms (such as the presence os independent directors, board meetings and the unitary board
leadership structures) play a crucial role in improving risk reporting (Oliveira et al., 2018, 2011a).

Pinto (2019) examined the determinants of ERM disclosures of Portuguese and UK non-finance
companies during 2006-2016 and found out that UK companies are more aligned with an ERM
framework than Portuguese companies do. The number of independent directors, the number of board
meetings, the management compensation, and the quality of external auditing help improving this level
of alignment with an ERM framework. However, gender diversity, the existence of a risk committee and
the ownership structure do not drive ERM disclosures.

Castanheira et al. (2009) through a questionnaire sent in 2006 to 96 chief internal auditors who
were members of the Institute of Portuguese Internal Auditors found that half of them have
implemented a formal ERM process or were doing so. In about 60 percent of the respondents, internal
auditing performed a dynamic role in the implementation of ERM, and there is a tendency for internal
auditing assuming a proactive role in ERM in smaller organizations.

However, data extracted from the content analysis of Pinto (2019) and Oliveira et al. (2018,
2011a) is not consistent with these findings. Portuguese non-finance listed companies do not disclose
which risk management framework they follow. It is very hard to conclude through the usual disclosure
channels (such as annual reports, corporate governance reports) if they implemented an ERM system.

ERM is distinguished from traditional risk management by simultaneously managing strategic,
operational, reporting and compliance risks (Liebenberg and Hoyt, 2003; COSO, 2004; Beasley et al.,
2005; Razali and Tahir, 2011; Golshan and Rasid, 2012; Paape and Speklé, 2012; Bertinetti et al., 2013;
Bromiley et al., 2015). And ERM has as its fundamental purpose the protection and maximization of
stakeholder value (COSO, 2004; 2017). At an international level, current literature has supported these
arguments and has been highlighting some future research avenues (Fatemi and Glaum, 2000; Dia and
Zéghal, 2008; Schneider et al., 2009; Haron et al., 2010). Schneider et al. (2009) report that more robust
internal control systems are associated with better corporate governance practices and more qualified
management teams. In addition, Haron et al. (2010) point out that internal control systems improve the
quality of financial reporting, reduce governance problems and that shareholders use internal control

systems as a mechanism to protect their interests. Dia and Zéghal (2008) point out that the main



obstacle to decision making is finding a way to convert the information disclosed by organizations, in
order to risk management practices be easily understood. However, risk information is generally
qualitative and with inaccurate nature, making analysis and decision making difficult. On the other hand,
Fatemi and Glaum (2000) highlight the need for studies that analyze and evaluate risk management
practices by organizations in order to broaden the literature on this subject.

Moreover, the literature highlights some other studies that evaluate either the adoption or the
implementation degree of ERM (Daud et al., 2010; Yazid et al., 2011) as well as its determinants
(Liebenberg and Hoyt, 2003; Beasley et al., 2005; Hoyt and Liebenberg, 2011; Razali et al., 2011; Golshan
and Rasid, 2012). In addition, the literature also seeks to assess the impact ERM systems can have on
organizational performance and shareholder value creation (Gordon et al.,, 2009; Pagach and Warr,
2010; Hoyt and Liebenberg, 2011; McShane et al., 2011; Callahan and Soilleau, 2017; Quon et al., 2012)).
On this regard, findings have not been conclusive. Some studies have concluded on the positive impact
ERM has on firm value (Gordon et al., 2009; Hoyt and Liebenberg, 2011; McShane et al., 2011; Callahan
and Soilleau, 2017), but others have found opposite results (Pagach and Warr, 2010; Quon et al., 2012).
Some of these conflicting results are due to different methodologies used to represent what an ERM
firm is. Therefore, further research is needed to achieve thorough and robust conclusion that potentially
can inform companies on the true ERM benefits and, consequently promote its implementation

worldwide.

5. ERM: PORTUGUESE PROFESSIONAL BODIES/ASSOCIATIONS

In Portugal, the professional bodies more closely related to issues of corporate reporting, corporate
governance, assurance of internal control systems are the Order of Certified Accountants, the Order of
the Public Chartered Accountants, and the Institute of Portuguese Internal Auditors.

The Order of Certified Accountants and the Order of the Public Chartered Accountants are not
involved on the professionalization of ERM activities. The Order of Certified Accountants regulates the
Accounting profession. The Order of the Public Chartered Accountants regulates the Public Chartered
Accountants profession, only.

The professional body more closely linked to an ERM professionalization is the Institute of
Portuguese Internal Auditors. However, until the current date, any step has been made towards the
ERM professionalization in Portugal. Instead, the Institute of Portuguese Internal Auditors provides
training to its members and following certifications: Certified Internal Auditor; Certification in Risk
Management Assurance; Qualification in Internal Audit Leadership; Certifications for Environmental,
Health & Safety Auditors. Despite this fact, very few seminars or training sessions exist in this field,
basically promoted by the Portuguese Institute of Corporate Governance. Therefore, we can conclude

that the ERM professionalization in Portugal is its infancy.



6. RESEARCH METHOD

6.1. Sample
We analyzed the ERM disclosures in consolidated annual reports and corporate governance reports of
Portuguese listed companies on the Euronext Lisbon Stock Exchange regulated market between 2006
and 2016. Due to the low level of dissemination of ERM in Portugal we focus on disclosure in order to
understand the level of alignment of the risk management practices of Portuguese with the principles
and guidelines of ERM framework.

We choose this time period because the literature has shown that throughout this period there
has been a closer proximity between internal audit and ERM (Gramling & Myers, 2006; Castanheira et
al., 2009). The definition of this time period will therefore serve to assess whether this alignment has
evolved among the Portuguese companies. In addition, since the last global financial crisis of 2007/2008,
several endeavors have been made to improve the internal control systems and robustness of corporate
governance mechanisms, which helps promoting market transparency (Wilson, 2013).

The financial companies were not selected due to issues associated with different business
models, and therefore different risk management practices. We also excluded those companies that
went through any kind of restructuring, mergers or acquisitions processes during 2006-2016. Finally, we
excluded those companies that between the periods of analysis were no longer their stocks admitted to
trading at the Euronext Lisbon Stock Exchange regulated market.

The final balanced sample comprises a total of 26 non-financial companies and 286 company-

years observations.

6.2. Data
The consolidated annual reports and corporate governance reports were extracted from companies’
web sites and then content analyzed in order to extract the information on ERM practices disclosed by
Portuguese listed companies.

To perform the content analysis, an ERM disclosure index was constructed based on the
conceptual framework “Enterprise Risk Management — Integrated Framework” of COSO (2004). The
COSO ERM (2004) is not intended to be a tool for defining internal control processes and procedures.
Rather, it aims to meet the needs of internal control itself by directing it towards a more complete risk
management process (COSO, 2004). In this sense, ERM would provide a significant improvement in
corporate governance (COSO, 2004) and be an asset in terms of corporate management (COSO, 2013).
This framework presents ERM as an integrated set of eight interrelated components that are an integral
part of an organization's management process (COSO, 2004):

I Internal Environment, encompassing information regarding the structure and organizational
culture of the company, defining its philosophy and form of action, its integrity and ethical

values, and its human resources;



I Objectives Setting, to occur at an early stage to the identification of potential events that may
affect their achievement. ERM ensures that the organization puts in place a goal setting process
that is aligned with the organization's mission and consistent with its risk profile;

M. Events Identification, which may affect the achievement of objectives by distinguishing
between risks and / or opportunities. In addition, identified opportunities should be channeled
back to redefining the organization's strategy and goals;

V. Risk Assessment, where the risk management structure is assessed, and the risks are analyzed
and identified from a residual perspective, considering the probability of occurrence and
impact in order to define their management mode;

V. Risk Response, in which the organization selects the risk response (avoid, reduce, share or
accept), developing a series of actions in order to frame the risks according to the tolerance
level and the risk profile of the organization;

VI. Control activities, where ERM provides for the implementation of policies and procedures to
ensure that the risk response is effectively conducted;

VII. Information and Communication of relevant information and its communication, which should
be performed in a top-down and bottom-up approach, allowing accountability;
VIIL. Monitoring, the ERM should be subject to continuous evaluation in terms of efficiency and

effectiveness and, if necessary, subject to modification and / or restructuring.

Thus, it is possible to understand ERM not as a sequential business risk management process,
where one component affects only the next component, but rather as a multidirectional and interactive
process, where any component influences and is influenced by the others (COSO, 2004). Throughout the
eight interrelated components of ERM we built a list of disclosure items that comprises 103 items
(Appendix 1): internal environment (19 items); objectives setting (5 items); events identification (5
items); risk assessment (48 items); risk response (4 items); control activities (7 items); information and

communication (10 items); and monitoring (5 items). The unweighted index was constructed as follows:

_ wonji xij
ERMD; = Zi=1F]_t , 0SERMD; <1
where ERMD;; means the percentage of information on ERM disclosed by company j in the year t, n; is
the maximum of items for the company j in the year t (n; = 103), and x; assumes the value 1 if the item

is disclosed, and 0 otherwise.

7. RESULTS

Table 1 presents data on the number of companies that disclose information on ERM practices. Overall,
we can conclude that very few non-financial companies are aligned with ERM practices. However,
throughout the years we can also see positive tendencies.

(insert table 1 here)
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Regarding the first element “Internal Environment” companies are improving disclosures on
organizational structure, integrity and ethical values, and board of directors. More specifically, in terms
of organizational structure, most companies inform on the definition of responsibility and accountability
of key areas (2006=14; 2016=25), and the existence of specific reporting lines (2006=2; 2016=25).
Regarding integrity and ethical values, 10 companies in 2016 disclosed information on how the
organization’s performance shows integrity and respect for ethical values (in 2006=7), and 14 companies
in 2016 informed that they have and apply a code of conduct (in 2006=6). Finally, companies used to
disclose information about the board of directors, mainly on: its composition (2006=22; 2016=26); the
level of independence of the board of directors (2006=9; 2016=24); the tasks of the board of directors
(2006=18; 2016=24); and that the board of directors knows and agrees with the level of risk exposure
(2006=11; 2016=24). However, any company disclosed information about how the organizational
structure enables an effective ERM, and in 2016 only one company informed on the board of directors
tasks of ERM supervision.

In the second element “Objectives” very few companies disclosed information. The items more
often disclosed are the definition of strategic objectives that embody the mission/vision of the company
(2006=3; 2016=10), and the reflection of strategic choices in order to create stakeholder value (2006=2;
2016=9).

In a similar way, companies do not used to disclose on the third ERM element “Event
Identification”. In 2016, only 9 companies (2006=1) affirm that the organization’s strategy incorporates
the risk exposure degree; only 5 companies (2006=3) states that the risk assessment considers both
expected and unexpected events, and only four companies (2006=1) declares that they perform a
cost/benefit analysis.

In terms of the fourth ERM element “Risk Assessment”, companies disclose very often
information about the “structure, organization and procedures”, “identification and risk assessment
techniques”, and “risk management policies”. Basically, companies disclose information about the scope
and objectives of risk management (2006=14; 2016=25), the risk management organizational structure
(2006=17; 2016=24), and the management involvement on risk management (2006=13; 2016=23). They
usually describe the concepts used to measure the risk level (2006=4; 2016=17), the risks accepted and
how they are managed (2006=18; 2016=26), and the identification of the techniques used to identify
and evaluate risks (2006=6; 2016=22).

Regarding “risk management policies”, companies often disclose information on financial,
market, and environmental risks. Throughout the period of analysis, it is not common to find
information on operational, technological, and political risks. Companies frequently disclose financial
risk information about the funding sources of diversification (2006=5; 2016=19) and the negotiation of
financing with banking institutions (2006=5; 2016=21). In terms of market risk companies used to inform
on how they use derivative instruments to hedge risks (2006=12; 2016=18). Finally, regarding
environmental risks, companies frequently inform on their internal procedures for handling

environmental sensitive substances (2006=2; 2016=14), their knowledge of the national and
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international environmental regulation (2006=6; 2016=17), human resources training in sustainability
(2006=3; 2016=12), and circular economy (2006=4; 2016=18).

Data from Table 1 shows that very few companies disclose information on the other four ERM
elements: “risk response”, “control activities”, “information and communication”, and “monitoring”.

These findings allow us to conclude that the level of alignment with an ERM framework of the
Portuguese non-financial listed companies is very limited. First of all, the organizational structures and
cultural values do not seem to enable an effective ERM implementation. Moreover, it seems that
management actions do not influence its implementation. In fact, management identifies the
composition of the board of directors, the independent directors and their tasks, assume that they know
their risk exposure degrees, but they do not describe their own tasks regarding ERM supervision.

Specifically, they present the scope and objectives of risk management and its organizational
structure and assume that management is involved in risk management. Since these were the items
with a higher level of consensus among companies, data seems to indicate that they only intend to
simply comply with the self-regulatory (Corporate Governance Code) and legal (Companies Code and
Stock Exchange Code) frameworks, similar to a tick-box exercise. These findings are not consistent with
Castanheira et al. (2009). Portuguese non-financial listed companies do not follow the truly ERM
concept: a holistic view of risk management, defined as an integrated set of risk management and
management techniques (COSO, 2004). It seems that they look at risk management from the lenses of
the traditional silo-based approach (Gordon et al., 2009), and therefore more focused on internal
controls and procedures that effective risk management.

Only two companies declared the existence of a Chief Risk Officer. This corroborates Pinto
(2019) findings, in which they found that the existence of risk committees do not influence ERM
disclosures.

Previous literature indicate that Portuguese non-financial listed companies used risk reporting
to manage stakeholder’s perception on companies’ reputation (Oliveira et al., 2018, 2011a). But,
findings indicate that any company disclosed information on whether they monitor the effectiveness
and efficiency of ERM systems. Somehow, this can be explained by the fact that, according to the
Portuguese Companies Code this task is committed to supervisory boards and auditing committees,
rather than management. Besides, there is no disclosure requirement regarding this information.

Table 2 shows the percentage of information on ERM practices disclosed per year by
Portuguese listed companies.

(insert Table 2 here)
On average, over the period of analysis, companies provide information about 21.85% of all the ERM
elements. This highlights how far away the risk management structures and procedures of Portuguese
listed companies are from the COSO ERM (2004) framework. However, data also shows that the
alignment of their risk management structures and procedures with COSO ERM (2004) framework is

evolving positively (2006=11.5%; 2016=27.33%).
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These results provide a better understanding of ERM practices adopted by Portuguese non-
financial listed companies and allow us to conclude that the disclosure of this kind of information can

still be extensively improved in the future.

8. CONCLUSIONS

The purpose of this exploratory work is to highlight the state of art of ERM in Portugal assessing both
the background of ERM integration in Portugal and the ERM disclosures of Portuguese non-financial
listed companies at Euronext Lisbon Stock Exchange regulated market, during the period 2006-2016.
The analysis was conducted using their consolidated annual reports and corporate governance reports
published during the period 2006-2016.

Main findings indicate that ERM integration exists only through regulation (Corporate
Governance Code, Companies Code, and Stock Exchange Code). The professionalization of ERM is still in
its infancy and Universities do not include in their curricula courses of ERM. This may explain the low
level of alignement of Portuguese non-financial listed companies with an ERM framework. It seems that
management continue to look at risk management through the lenses of traditional silo-based
perspective, giving relevance to the existing structures in place and main tasks affected, rather than
paying attention to the regular monitoring of the entire system and how its aligned with the
organizational goals, strategy and culture. Disclosures on ERM seem to be a ticking-box exercise that
needs to be done to demonstrate that companies comply with all regulatory requirements.

It is noteworthy that over the period analyzed, the level of information disclosure has increased
over the years. This positive growth of disclosures over the period of analysis can be justified both by
periods of economic and financial crisis, in which companies potentially tried to voluntarily disclose
information to ensure its credibility with various stakeholders (Ntim et al., 2013; Abraham & Shrives,
2014), and by the growing trend and concern of European and international regulators to incorporate
into organizations a consistent set of good corporate governance practices, processes and procedures
within organizations so that they are able to demonstrate more effective internal control systems and
more comprehensive and consistent risk management processes, properly aligned with organizational
strategy. However, there are huge endeavors that need to be undertaken to achieve an effective ERM
integration among Portuguese non finance companies. On this regard, Universities have an important
role in transferring knowledge to companies on the benefits of ERM implementation through Master
courses or even Executive Education. In Portugal the Institute of Portuguese Internal Auditors have also

an important role in training internal auditors towards the development and professionalization of ERM.

REFERENCES
Abraham, S. and Shrives, P. (2014). Improving the relevance of risk factor disclosure in corporate annual
reports. The British Accounting Review, 46 (1), 91-107.

Banco de Portugal, (2019). Financial Stability Report, Lisbon.

13



Beasley, M.S., Clune, R., and Hermanson, D.R. (2005). Enterprise risk management: An empirical analysis
of factors associated with the extent of implementation. Journal of Accounting and Public Policy, 24
(6), 521-531.

Bertinetti, G.S., Cavezzali, E., and Gardenal, G. (2013). The Effect of Enterprise Risk Management
Implementation on the Firm Value of European Companies. Working paper. Department of
Management, Universita Ca’Foscari Venezia.

Bianchi, M.T., Monteiro, P., Azevedo, G., Oliveira, J., Viana, R.C., and Branco, M.C. (2019). Political
connections and corporate social responsibility reporting in Portugal, Journal of Financial Crime, 26
(4), 1203-1215.

Bromiley, P., Mcshane, M., Nair, A., and Rustambekov, E. (2015). Enterprise Risk Management: review,
critique and research directions. Long Range Planing, 48, 265-276.

Callahan, C., and Soileau, J. (2017). Does Enterprise Risk Management enhance operating performance?,
Advances in Accounting, 37, 122-139.

Castanheira, N., Rodrigues, L.L., and Craig, R. (2009). Factors associated with the adoption of risk-based
internal auditing. Managerial Auditing Journal, 25 (1), 79-98.

CMVM (2018). Comunicado da CMVM sobre a conclus@o do processo de transi¢Go para um modelo de
autorregulag¢do do regime recomendatdrio do governo das sociedades, Comissdo de Mercado dos
Valores Mobilidrios: March.

COSO (2004). Enterprise Risk Management - Integrated Framework. Jersey, USA: Committee of
Sponsoring Organizations of the Treadway Commission.

COSO (2013). Demystifying Sustainability Risk: Integrating the Triple Bottom Line Into an Enterprise Risk
Management Program. Jersey, USA: Committee of Sponsoring Organizations of the Treadway
Commission.

COSO (2017). Enterprise Risk Management - Integrated Framework. lersey, USA: Committee of
Sponsoring Organizations of the Treadway Commission.

Daud, W.N.W., Yazid, A. S., and Hussin, R. (2010). The Effect Of Chief Risk Officer (CRO) On Enterprise
Risk Management (ERM) Practices: Evidence From Malaysia. International Business & Economics
Research Journal, 9(11), 55-64.

Dia, M., and Zéghal, D. (2008). Fuzzy evaluation of risk management profiles disclosed in corporate
annual reports. Canadian Journal of Administrative Sciences / Revue Canadienne des Sciences de
I’Administration, 25(3), 237-254.

Fatemi, A., and Glaum, M. (2000). Risk management practices of German firms. Managerial Finance,
26(3), 1-17.

Garcia-Castro, R., Arifio, M., Rodriguez, M. and Ayuso, S. (2008). A cross-national study of corporate
governance and employment contracts. Business Ethics: an European Review, 17 (3), 259-284.
Golshan, N.M., and Rasid, S.Z.A. (2012). Determinants of Enterprise Risk Management Adoption: An

Empirical Analysis of Malaysian Public listed Firms. International Journal of Social and Human

Sciences, 6, 119-126.

14



Gordon, L.A., Loeb, M.P., & Tseng, C.Y. (2009). Enterprise risk management and firm performance: a
contingency perspective. Journal of Accounting and Public Policy, 28 (4), 301-327.

Gramling, A.A., & Myers, P.M. (2006). Internal auditing’s role in ERM. Internal Auditor, 52-58.

Greco (2019). Anti-corruption trends, challenges and good practices in Europe & the United States of
America, 19" General Activity Report (2018) of the Group of States against Corruption (GRECO),
Council of Europe: June.

Hayne, C. and Free, C. (2014). Hybridized professional groups and institutional work: COSO and the rise
of enterprise risk management. Accounting Organizations and Society, 39 (5), 309-330.

Haron, H., lbrahim, D. D. N., Jeyaraman, K., and Chye, O. H. (2010). Determinants of internal control
characteristics influencing voluntary and mandatory disclosures: A Malaysian perspective.
Managerial Auditing Journal, 25(2), 140-159.

Hoyt, R.E. and Liebenberg, A.P., (2011). The value of Enterprise Risk Management. Journal of Risk and
Insurance, 78 (4), 795-822.

LaPorta, R., Lopez-de-Silanes, F., Shleifer, A. and Vishny, R.W. (1997). Legal determinants of external
finance. Journal of Finance, 52 (3), 1131-1150.

Liebenberg, A.P., and Hoyt, R.E. (2003). The determinants of Enterprise Risk Management: evidence
from the appointment of Chief Risk Officers. Risk Management and Insurance Review, 6 (1), 37-52.

Lopes, P. and Rodrigues, L.L. (2007). Accounting for financial instruments: an analysis of the
determinants of disclosure in the Portuguese stock exchange. International Journal of Accounting,
42 (1), 25-56.

Mcshane, M.K., Nair, A., and Rustambekov, E. (2010). Does Enterprise Risk management Inscrease Firm
Value?. Journal of Accounting, Auditing & Finance, 26(4), 641-658.

Meek, G. and Thomas, W. (2004). A review of markets-based international accounting research. Journal
of International Accounting Research, 3 (1), 21-41.

Moeller, R.R. (2011). COSO Enterprise Risk Management. Establishing effective governance, risk, and
compliance processes. John Wiley & Sons, Inc., New Jersey.

Ntim, C., Lindop, S. and Thomas, D. (2013). Corporate governance and risk reporting in South Africa: a
study of corporate risk disclosures in the pre- and post-2007/2008 global financial crisis,
International Review of Financial Analysis, 30, 363-383.

Oliveira, J., Rodrigues, L.L., and Craig, R. (2011a). Risk-related disclosures by non-finance companies:
Portuguese practices and disclosure characteristics. Managerial Auditing Journal, 26 (9), 817-839.

Oliveira, J., Rodrigues, L.L., and Craig, R. (2011b). Voluntary risk reporting to enhance institutional and
organizational legitimacy. Journal of Financial Compliance and Regulation, 19 (3), 271-288.

Oliveira, J., Rodrigues, L.L., and Craig, R. (2011c). Risk-related disclosure practices in the annual reports
of Portuguese credit institutions: an exploratory study. Journal of Banking Regulation, 12 (2), 100-
118.

Oliveira, J., Rodrigues, L.L., and Craig, R. (2013). Public visibility and risk-related disclosures in

Portuguese credit institutions. Journal of Risk, 15 (4), 57-90.

15



Oliveira, J., Serrasqueiro, R., and Mota,S.N. (2018). Determinants of risk reporting by Portuguese and
Spanish non-finance companies. European Business Review, 30 (3), 311-339.

PIGC (2018). Corporate Governance Code, Portuguese Institute of Corporate Governance: March.

Paape, L., and Speklé, R.F. (2012). The adoption and design of enterprise risk management practices: an
empiral study. European Accounting Review, 21 (3), 533-564.

Pagach, D., and Warr, R. (2010). The effects of Enterprise Risk Management on Firm Performance.
Working Paper, North Carolina State University, Raleigh.

Pinto, R.A.A.P. (2019). Essays on Enterprise Risk Management, PhD Thesis, University of Aveiro, Portugal.

Quon, T.K., Zeghal, D., and Maingot, M. (2012). Enterprise Risk Management and Firm Performance.
Procedia - Social and Behavioral Sciences, 62, 263—-267.

Razali, A.R., and Tahir, I.M. (2011). Review of the literature on Enterprise Risk Management. Business
Management Dynamics, 1 (5), 8-16.

Schneider, A., Gramling, A., Hermanson, D., and Ye, Z. (2009). A review of academic literature on
internal control reporting under SOX. Journal of Accounting Literature, 28, 1-46.

Wilson, T.C. (2013). Risk management lessons learned from the financial crisis: one CRO’s view. Journal
of Risk Management in Financial Institutions, 6 (2), 167-178.

Yazid, A.S., Hussin, M.R., and Daud, W.N.W. (2011). An examination of enterprise risk management
(ERM) practices among the government-linked companies (GLC's) in Malaysia. International

Business Research, 4(4).

16



Table 1 — Number of companies that disclose information on ERM practices

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

1. Internal Environment
1.1. Organizational Structure
Definition of responsibility and accountability of key areas 14

Existence of specific reporting lines 2
Existence of authorization protocols 0
Corresponds to the size and nature of its activities 2
The organizational structure enables an effective ERM 0
1.2. Management perspective and way of acting
Management is a reflection of the values of the organization, influencing its culture 5
and way of operating
Influence on ERM implementation 0
Knowledge of the management perspective by the HR 0
1.3. Integrity and Ethical Values
The organization's performance shows integrity and respect for ethical values 7
Existence and application of a code of conduct with regard to integrity and ethical 6
values
1.4. Human Resources — policies and procedures
Adequacy of HR capabilities to the tasks to be dewveloped 2
Existence of standard procedures for contracting, evaluation, promotion, 9
compensation, etc., based on integrity and competence
Existence of disciplinary actions for incorrect behavior 0
Knowledge by HR of how its actions internvene and contribute to the achievement of 0
the objectives
1.5. Board of Directors
Board of Directors Composition 22
Identification of the independence level of the board of directors 9
Board of directors tasks (not including ERM) 18
Task of ERM supenision 2
Knowledge and agreement with the risk exposure degree of the organization 11
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Table 1 — Number of companies that disclose information on ERM practices (cont.)

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

2. Objectives
Definition of strategic objectives that embody the mission and/or the vision of the

organization 3
Existence of an objectives scale 0
Communication and understanding of the objectives from the bottom up to the top of 0

the organization
Measurement and evaluation of the objectives 0
Reflection of strategic management choices in order to create stakeholder value 2

3. Event Identification
The risk assessment considers both expected and unexpected events 3
The organization's strategy incorporates the risk exposure degree 1
The risk exposure degree determines resources allocation 0

Adequacy of risk exposure degree to the organization, to its processes, 1
infrastructure and HR
Cost-benefit analysis as well as new opportunities 1

4. Risk Assessment

4.1. Structure, Organization and Procedures
Scope and objectives of Risk Management 14
Risk Management organizational structure 17
Existence of Chief Risk Officer 0
Management involvement on Risk Management 13
Separation between Risk Management and Internal Audit 3

Alignment of the Risk Management with the values and the culture of the 2
organization and its way of operating

4.2. Identification and Risk Assessment Techniques
Concepts used to measure the risk level 4
Description of the risks accepted and their form of management 18
Identification of the techniques used to identify and evaluate risks 6
Combination of quantitative and qualitative techniques to assess risk 2

N O O -, W

= R =Y N

16
19

18

23
11

U R B R D

N N ODNW

18
19

20

23
11

AR W =L, W0

N N O U1

19
19

21

24
13

O r W =

N N R 0O

20
20

22

25
17

O Rr W =

w W = U1 o

24
22

22

10
25
18

O Fr W P

w w = o

24
22

22

10
25
18

O r W P

w w = oo

25
23

22

11
26
19

= W N N

1

o

w W =, o0

25
23

23

11
26
19

10

O L W W

A W N OO

25
24

23

17
26
22

10

O Fr W W

H W N O WU,

25
24

23

17
26
22

18



Table 1 — Number of companies that disclose information on ERM practices (cont.)

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

4.3. Risk Management Policies
4.3.1. Financial Risk (credit risk, liquidity risk)
Use of derivatives to hedge risk
Funding sources diversification
Negotiation of financing with banking institutions
Negotiation of tax liabilities with the State
Adjustment of sale prices and contracting of credit insurance
Earnings-at-risk analysis
4.3.2. Market Risk (includes interest rate risk and exchange rate risk)

Use of derivative instruments to hedge risks, in particular at the level of interest rate
and exchange rate risk
Activity diversification and repositioning of the organization in the market

Geographical diversification

Entry into new markets

Development of new products

Anticipation and prompt response to adverse events

Cost reduction due to high competitiveness

Promote relationships with strategic suppliers to ensure supply
Research of high quality natural resources

Provide value added senices to customers

Development and promotion of customer loyalty

Energetic, competent and highly motivated human resources

Sales reporting and planning of merchandising according to a reliable information
system
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Table 1 — Number of companies that disclose information on ERM practices (cont.)

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

4.3.3. Operational Risk
Activity restructuring in order to manage more effectively the quality, the processes

and the costs 0 0] 0 1 2 2 3 3 3 2 2
Implementation of an integrated information system 1 2 2 6 6 5 5 5 5 3 4
Dewvelopment of an operational response plan to adverse events 0 0 0 0 0 1 1 1 1 1 1
Current revenue diversification 0 0 0 0 0 1 1 1 1 2 2
Recruitment and maintenance of qualified HR 3 2 4 5 5 5 5 6 6 5 5
Involvement of HR in risk identification and development of control systems 1 1 1 3 3 3 3 3 3 2 3

4.3.4. Political Risk
Holding partnerships with local organizations 0 0 0 1 1 1 1 1 1 1 1
Use of international banking syndicates to finance external operations 0 1 1 1 1 1 1 1 1 1 1

Corﬁfiltci)s;l;)n of strategies that are sensitive to changes in political and economic 0 0 0 0 0 0 0 0 0 0 0
Hiring of a political risk insurance 0] 0] 0 0 0 0 0 0] 0 0] 0

Careful analysis of political and social conditions before making an investment 0 0 0 1 1 1 1 1 1 1 1

4.3.5. Technological Risk

Adoption and benefit of new technologies 1 1 1 2 4 4 4 4 4 2 2
Hiring highly qualified professionals 1 1 3 3 3 3 3 3 3
Support and development of a diversified range of products 1 1 1 2 2 2 2 2 2 2 3

4.3.6. Environmental risk

Implementation of internal procedures for handling sensitive substances to the
environment

Knowledge of the national and the international standards in terms of environmental
protection

Human resources awareness and "training" for environmental sustainability

Encourage the participation of customers and suppliers

Dewvelopment of recycling activities and sustainable use of natural resources
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Table 1 — Number of companies that disclose information on ERM practices (cont.)

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

5. Risk Response

Global risk perspective 2 2 2 4 3 3 3 4 4 4 4
Answer considers avoiding, reducing, sharing or accepting risk 1 1 1 3 5 7 7 7 7 6 6
Assessment of the risk response according to the degree of risk tolerance 1 1 1 2 2 3 3 4 4 4 4

Risk response assessment considers effects on probability of occurrence
and impact across the organization
6. Control Activities
Evaluation of control activities according to the management policies
considering the degree of risk exposure and the established objectives
Identification of control activities that ensure that the risk response is
adequate and timely put into practice

Selection of control activities considers possible interactions between them 0 0 0 0 0 0 0 0 0 0 0

Types of preventive, detective, manual or computerized control activities 0 1 0 0 1 2 2 2 2 2 2

Careful and consistent implementation of control activities policies and 0 0 0 0 0 0 0 0 0 1 1
procedures

Faults detected are subject to corrective measures 0 1 0 0 3 4 4 4 4 3 3

Separation of control activities by business area 0 0 0 0 1 2 2 2 2 2 2

21



Table 1 — Number of companies that disclose information on ERM practices (cont.)

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

7. Information and Communication

Identification of internal and external sources of information 1 2 1 5 5 6 6 6 6 6 6
Adequacy of the information system to the objectives of the organization 4 4 4 6 7 6 6 6 7 6 6
Use of historical data and current data for an effective ERM 0 0 0 0 1 1 1 1 1 1 1
Timely information enables effective decision-making 0 0 0 0 2 2 2 2 2 2 2
ERM communication from top to bottom 0 0 0 0 0 0 0 0 0 0 0
Existence of communication channels in which customers and suppliers participate 0 0 1 2 2 2 2 2 2 3 3
Regular reporting system between top management and the board of directors 2 2 2 2 3 5 5 5 5 4 4
Regular information disclosure to regulators, financial analysts and other entities 26 26 26 26 26 26 26 26 26 26 26
Frequency of reporting on risk management 1 2

Mention of the report of the risk manager to the board of directors 2 3 3 8 8 8 8 9 8

8. Monitoring

Continuous assessment of the effectiveness and efficiency of ERM 0 0 0 1 0 0 0 0 0 0 0
Evaluation of ERM design and results according to pre-established objectives 0 0 0 0 0 0 0 0 0 0 0
Reassessment of defective procedures and application of corrective measures 0 0 0 0 2 2 2 2 2 2 2
Report of identified failures that may condition the organization's strategy 1 1 1 1 2 3 3 3 3 2 2
Definition of reporting protocols for effective decision making 0 0 0 0 3 3 3 3 3 3 3
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Table 2 — ERM disclosure index of Portuguese listed companies

ERM Component \ Year 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 | Total Disclosure
1. Internal Environment 4,07% 4,56% 5,00% 5,79% 6,50% 6,61% 6,72% 6,95% 7,21% 7,77% 7,80% 6,27%
Organizational Structure 0,67% 0,75% 0,86% 1,12% 1,34% 1,31% 1,38% 1,38% 1,46% 1,87% 1,90% 1,28%
Management Perspective and Pracfice 0,19% 0,19% 0,26% 0,34% 0,45% 0,49% 0,45% 0,49% 0,49% 0,41% 0,41% 0,38%
Integrity and Ethical Values 0,49% 0,60% 0,60% 0,60% 0,63% 0,82% 0,82% 0,90% 0,93% 0,90% 0,90% 0,74%
Human Resources Policies and Procedures 0,41% 0,37% 0,49% 0,78% 0,82% 0,78% 0,82% 0,86% 0,93% 0,82% 0,82% 0,72%
Board of Directors 2,32% 2,65% 2,80% 2,95% 3,25% 3,21% 3,25% 3,32% 3,40% 3,77% 3,77% 3,15%
2. Objectives Setting 0,19% 0,22% 0,45% 0,60% 0,78% 0,78% 0,78% 0,78% 0,86% 0,97% 0,97% 0,67%
3. Event Identification 0,22% 0,26% 0,34% 0,52% 0,60% 0,67% 0,67% 0,71% 0,71% 0,86% 0,86% 0,58%
4, Risk Assessment 5,34% 7,28% 8,18% 10,23% 11,84% 12,85% 13,07% 13,26% 13,29% 13,48% 13,67% 11,13%
Structure, Organization and Procedures 1,83% 2,20% 2,39% 2,54% 2,76% 3,02% 3,02% 3,14% 317% 317% 317% 2,77%
Risk Identification and Assessment Techniques 1,12% 1,53% 1,53% 1,83% 2,09% 2,20% 2,20% 2,32% 2,32% 2,58% 2,58% 2,03%
Risk Management Policies 2,39% 3,55% 4,26% 5,86% 6,98% 7,62% 7,84% 7,80% 7,80% 7,73% 7,92% 6,34%
5. Risk Response 0,30% 0,30% 0,30% 0,49% 0,60% 0,78% 0,78% 0,90% 0,93% 0,93% 0,93% 0,66%
6. Control Activities 0,00% 0,15% 0,04% 0,04% 0,26% 0,49% 0,49% 0,49% 0,49% 0,45% 0,45% 0,30%
7. Information and Communication 1,34% 1,42% 1,49% 1,72% 2,24% 2,32% 2,32% 2,32% 2,39% 2,39% 2,39% 2,03%
8. Monitoring 0,04% 0,04% 0,04% 0,07% 0,26% 0,30% 0,30% 0,30% 0,30% 0,26% 0,26% 0,20%
Total Year Disclosure 11,50% 14,23% 15,83% 19,45% | 23,08% | 24,79% | 2513% | 25,69% | 26,18% | 2711% | 27,33% 21,85%
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