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CHAPTER 1 

 
Introduction 

 

In 1956 Gino Zappa, one of the most important world-renowned economics scholars, defined 

the firm as “an economic institution meant to last that, for the satisfaction of human needs, orders 

and places in continuous coordination the production or the procurement and consumption of 

wealth”. This definition has been used in several economic contributions and nowadays it is still the 

most proper definition for the notion of firm. The central focus of the definition is posed on the 

satisfaction of human requirements, which makes needful the creation of firms able to fulfil the 

needs of people. Once again, as it happens for other social sciences, also in economics everything 

revolves around people. The attention to people, which appears to be central in the definition 

provided by Zappa (1956), is strictly connected to the famous Stakeholders theory developed by 

Freeman some years later (1984). According to the author, there are several groups and individuals, 

both inside and outside firms, affecting firm’s behaviours and influencing organizational purposes. 

Each group has a stake in the firm (which explains the name “stake-holder”) and each group is 

important for firm’s survival. Firm’s stakeholders include employees, customers, shareholders, 

stockholders, creditors, suppliers, public interest groups, governmental bodies. According to this 

theory the major objective of the firm is to balance their conflicting demands (Roberts, 1992). For 

this reason, each firm has a responsibility towards its stakeholders, which can be explained also 

using ethics.  

The ethical connotation of each economic activity has distant roots in literature (Freeman, 

1984), but it is especially in recent years, after the issuing of an increasing number of laws related 

to the protection of the environment and to the defense of workers’ rights, that it is acquiring 

importance among management scholars. The notion of Corporate Social Responsibility (CSR), 

defined by the Commission of the European Communities in 2011 as “the responsibility of 

enterprises for their impacts on society”, is becoming a strategic tool because both scholars and 

managers are realizing its potential value. Always according to the Commission, to fully meet their 

social responsibility, enterprises “should have in place a process to integrate social, environmental, 

ethical human rights and consumer concerns into their business operations and core strategy in 

close collaboration with their stakeholders”. 

However, even if the management literature is paying increased attention to the influence that 

a CSR’s policy can have on several aspects of a firm’s life like its financial performance 

(McWilliams and Siegel, 2000; McGuire, Sundgren and Schneeweis, 1988) and its relationship with 
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stakeholders (Carrol, 1991; Clarkson, 1995), same gaps are still existing, above all if we refer the 

analysis to a particular kind of firm like family firms.  

Family firms represent the most ancient form of business organization (Miglietta, 2009) and 

empirical evidences show how still nowadays, both in emerging countries and in more developed 

ones, they significantly contribute to the general economic growth. Even though different 

definitions about the concept of family firm are present in literature, all the authors agree in 

affirming that a family business is a complex system of interactions between three fundamental 

elements: the family, the property and the management. Several elements distinguish a family 

controlled company from a firm with a dispersed ownership: first of all, the separation between 

ownership and control, present in each firm with a dispersed ownership and opposed to a situation 

where the ownership is concentrated into the hands of the controlling family (Fama and Jensen, 

1983; James, 1999); the different target that they want to reach, that is the maximization of the 

economic wealth for shareholders typical of a non family firm, against the presence of also non-

economic goals, like the possibility to pass on the business to the next generation, in family firms 

(Chrisman, Chua, Pearson, Barnett, 2010; Mustakallio, Autio, Zahra, 2002); the orientation toward 

a short time period for non family firms versus the long-time orientation of family firms (Le Breton 

Miller, Miller, 2006; Lumpkin, Brigham, 2011). 

The first article of this work, which is analyzed in Chapter 2, focuses on the relationship 

between family firms and CSR and aims to infer that family firms, as compared to non family firms, 

have some differences regarding their CSR investments and can invest in social actions with a 

different objective function. As stated by Rivoli and Waddock (2011) “if CSR activities are a 

profitable activity, then they are best described as “intelligent operation of the business” rather 

than as “responsible” behavior. If CSR activities are not profitable, then they cannot be undertaken 

voluntarily in a competitive market, and so must be imposed on all competitors using laws or 

regulations, in which case such activities are no longer CSR”. This statement, coherent with 

previous contributions, can be referred, in a general way and with few exceptions, to companies that 

assume profit as the first target of their activities, and in that sense, Rivoli and Waddock’s 

assumption seems not so different from the world famous quotation of Friedman (1962), related to 

the unique social responsibility of firms, that is profit maximization in the short run. At the same 

time, as said before, the literature on family firms generally documents that the financial 

performance is not the unique primary goal for a family business and that “family firms often 

display a strong preference toward noneconomic outcomes” (Zellweger and Nason, 2008).   

Thus, the idea at the basis of the first paper is that family and non family firms have a 

different objective function approaching CSR activities, meaning with “objective function” the 
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reason at the basis of a CSR investment. On the one hand, non family firms undertake Corporate 

Social practices for a twofold reason: (a) because they implicitly assume that thanks to them it’s 

possible to create – directly or indirectly - value for the company (intelligent operation of a 

business), or (b) because they are obliged to do so but, in this case, these actions cannot be 

considered CSR. On the other hand, family firms, giving their specific characteristics (Berrone et al. 

2012, Tiscini and Raoli, 2013), may present different determinants of the undertaking process of 

CSR. Family firms, in other words, present unique perspectives of socially responsible behavior due 

to family involvement and ties to the community. For instance, a family owned company may be 

interested in investing in a CSR project that does not present an immediate return, but that may 

positively impact the firm’s community or the relations with its employees. 

In this sense, the paper develops an integrated framework to CSR decisions in family firms, 

distinguishing among (a) determinants, (b) dimensions and (c) motivations. These elements are 

linked to different aspects of the family socioemotional wealth theory (Gomez-Mejia, 2011), which 

shows how family owners tend to be guided by a very different set of motives in running their 

business and in approaching CSR decisions (Berrone et al., 2010). Starting from this consideration, 

the research proposes that family firms are particularly likely to engage in local CSR activities 

rather than non-local ones (focusing on the community) and their attention is focused on primary 

stakeholders (employees) rather than secondary stakeholders (Clarkson, 1995). At the same time, 

the attachment to the local community (and, hence, the investments in social actions related to the 

belonging community) is higher when the founder runs the business, while following generations 

have a weaker tie to the business and to the belonging community and are more inclined to open the 

business to new markets and, for this reason, to promote broad-based social actions (non-local).     

The work contributes to both the extant CSR literature and family firms one, for several 

reasons. First, it argues that firms are not equal in their motives to approach CSR and family firms 

present peculiar features that heavily distinguish them from non family firms. Second, the paper 

proposes an integrated framework able to explain how and why family firms approach to CSR, 

suggesting that they tend to act differently from their non familiar counterparts. Given the role that 

family firms play within global economies and the increasing relevance of CSR investments, this 

first paper has significant practical implications for both family firms’ managers and investors.   

Continuing the analysis about CSR practices, the second paper analysed in Chapter 3 of this 

work has a more empirical approach. The paper wants to fill another gap in the literature about 

CSR, which refers to the relationship between CSR disclosure and firm’s ownership structure. It is 

striking to note that very few previous studies have analysed how different kinds of ownership 

structure can affect the process of CSR disclosure (Secci, 2005; Frost and Seamer, 2004; 
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Campopiano and De Massis, 2015). More research and especially empirical analysis is still needed 

to understand this issue and for this reason the second paper of this work explores the question 

whether ownership structure influences firm’s CSR communication about social principles and 

practices. In particular, three different ownership structures are considered: (i) family ownership, 

where the controlling shareholder is represented by the founding family or by the founder; (ii) State 

ownership, where the controlling shareholder is the State and (iii) dispersed ownership, where the 

ownership is split among a large number of unrelated individual investors. The differences among 

these three ownership structures are relevant and affect differently firm’s CSR reporting process. 

With an empirical study, a content analysis on the CSR documents disclosed by 192 Italian listed 

firms in 2014 is firstly provided. Then, data are analysed using a logit regression model. The focus 

of the analysis is set in the Italian context, which seems to be a suitable background for the purpose 

of the paper because the presence of both family firms and State-owned firms is relevant (Corbetta 

and Montemerlo, 1999; Trento and Giacomelli, 2004; Secci, 2005; Caselli and Di Giuli, 2009; 

Campopiano and De Massis, 2015). The arguments of the paper are grounded on the Agency 

Theory, which offers several explanations for firms’ differences based on their ownership 

structures. Final findings show that firms with concentrated ownership, both family and State-

owned, disclose less CSR information related to the topics analysed when compared to firms with 

dispersed ownership. The paper contributes to the literature in several ways. First of all it 

contributes to the extant literature about CSR disclosure because it argues that firms are not equal in 

their approach to CSR, but that the contents of CSR disclosure change from firm to firm according 

to different ownership structures. Second, interesting results for the stream of literature studying 

family firms are presented, showing once again that all the particular features of this kind of firms 

influence their behaviour also in relation to the CSR disclosure process. Finally, the paper 

contributes to the less analysed stream of literature related to State-owned firms, that are very 

common in European countries where firms can be owned, to varying degrees, also by national 

governments.  

After the examination of some CSR practices from theoretical and practical points of view, 

that can be considered as virtuous firm’s behaviours, this work continues with the other side of the 

story: an empirical analysis of financial statements frauds provided in Chapter 4. Together with the 

CSR reports analysed in the second papers, firms disclose also another mandatory and more 

important report, their financial statements. As for the CSR reports, the main function fulfilled by 

financial statements is represented by all the economic, patrimonial and financial information 

disclosed. As stated in the International Accounting Standard n.1 - Presentation of Financial 

Statements (IAS 1), “The financial statements must "present fairly" the financial position, financial 
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performance and cash flows of an entity. Fair presentation requires the faithful representation of 

the effects of transactions, other events, and conditions in accordance with the definitions and 

recognition criteria for assets, liabilities, income and expenses”. This assumption, that should lead 

managers in preparing financial statements, ensures external investors about the accuracy, 

correctness and truthfulness of all the information included in the financial statements. However, 

often this principle is not observed and managers may incur in some financial statements 

manipulations, like earnings management practices or, even, in financial statements frauds.  

Several reasons can be identified as motivations for financial statements manipulation, like debt 

covenants, bonus plans and income smoothing (Prencipe, Markarian, Rozza 2008). According to 

Kellog and Kellog (1991), the first two reasons for manipulation in financial statements are the 

possibility to encourage investors (both shareholders and creditors) and the possibility to increase 

stock’s value for present shareholders. 

Two different kind of financial statements manipulation can be identified: fraudulent 

accounting and earnings management. Fraudulent accounting is acted by a firm when it makes 

choices that violate GAAP. On the other side, with earnings management practices, managers do 

not act violating laws, because they use exactly that flexibility allowed by the regulation to 

manipulate the accruals or to deviate from normal operational practices, done to make some 

stakeholders believing in the results of the financial reporting (Roychowdhury, 2006).  

Fraudulent accounting implies huge costs for firms, both financial and non financial 

(Kulikova and Satdarova, 2016). Financial costs can be identified in the loss of external investments 

and in the legal costs the firm has to sustain to repay its defrauded shareholders. Non financial costs 

refer to the drop of image and reputation and to the possible interruption of all the relations with 

external stakeholders. The financial statement fraud acted by Enron caused a loss in market 

capitalization of about $ 70 billion (Rezaee, 2005), while according to Cotton (2002), during the 

past several years investors sustained a cost for financial statements frauds higher than $ 500 

billion. 

Since these legal and reputational costs can be avoided using earnings management practices 

(Dechow, Sloan and Sweeney, 1996), the last paper of this work argues that firms involved in 

frauds have previously manipulated their financial statements through legal procedures, trying at 

first to show a better situation acting legally. Only when the earnings management practices are not 

enough to show a positive economic and financial situation, firms start to cheat on accounting 

numbers illegally. Thus, the baseline of this paper is the relation between the earnings management 

practices and the financial statement fraud. First, it aims to test if there is a connection between 

these two practices. Later, it introduces a new path of research, which investigates on the intensity 
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of the fraud. In other words, the paper tests if the existence of earnings management practices 

before the fraud occurrence affects the amount deceived with the fraud. The empirical analysis is 

conducted using a sample of 70 fraud and 70 no-fraud US firms and final results confirm the 

hypothesis that firms committing fraud of higher intensity have managed earnings in the two years 

before the fraud occurrence. 

The relationship between frauds and earnings management can be seen as an interesting field 

of research not only because it helps to define an antecedent to fraudulent accounting, but also 

because fraud represents an event of huge interest for all the stakeholders of the firm, like auditors, 

regulators, employees, shareholders and creditors (Perols and Lougee, 2011). This paper contributes 

to the literature in several ways. Firstly, it contributes to the literature helping filling the existent 

gap about the relation between earnings management and financial statement frauds, a relation that 

received a little attention until today. Moreover, it introduces the study of the intensity of the fraud, 

not deeply investigated yet (Jones, Krishnan and Melendrez 2008). Then, practitioners could use the 

findings of this paper to implement tools and procedures through which they could reduce the fraud 

occurrence and/or their magnitude, reducing their impact on financial markets, keeping the trust of 

investors high.   

After this introduction, the remaining of this work is organized as follow: in Chapter 2, the 

first theoretical paper about the different approach of family firms to Corporate Social 

Responsibility practices, as compared to their non familiar counterparts, is presented. Then, in 

Chapter 3, the second paper analyzing Corporate Social Responsibility disclosure in a sample of 

Italian firms in relation to their ownership structures is presented. The third paper, evaluating 

earnings management practices as antecedents to financial statements frauds, is presented in 

Chapter 4. Finally, this doctoral thesis concludes with an article about the economic sustainability 

of biobanks, which is presented in Chapter 5. For the first three years of my PhD program, I have 

benefited from a scholarship funded by Istituto Superiore di Sanità and during the second year, 

together with dott.ssa Mariarosaria Napolitano and dott.ssa Elena Bravo, we developed a paper 

which aims to be a guide for the implementation of business plans in biobanking and proposes 

models for the facilitation of their preparation, thus contributing to recognition of the importance of 

efficient management of resources of public health services. The paper has been published on 

“Biopreservation and Biobanking” in 2017. Even if the paper has any connection with the other 

three articles and with the main topics of my thesis, I included it in this final work in order to 

provide the results of my collaboration with the Istituto Superiore di Sanità.  

An overview about the main information related to the papers (Journal submission, 

conference presentations, kind of data used, co-authors, kind of study) is presented in Table 1: 
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Table 1 – Thesis structure 

 

 
 

  

 

 

Paper Title Research Question Co-Authors Type Data Conference/Paper

1

Are Family Firms and Non Family 
Firms different in approaching CSR? 
An integrated framework about WHY 
and HOW Family Firms engage in 
CSR.

Do family family firms have a different 
objective function in approaching CSR as 
compared to non-family firms? Do family 
firms have more attention towards 
particular categories of stakeholders?

Maria Federica Izzo 
Riccardo Tiscini Conceptual -

Paper presented at "11th 
workshop on family firm 
management research" EIASM 
in Lyon in 2015

2

CSR reporting and ownership 
structure: evidence from Italian listed 
companies

Does CSR disclosure of Italian listed 
companies differ according to ownership 
structure?

Maria Federica Izzo       
Marco Fasan Empirical

Aida Database      
Hand collected data

Paper submitted to "Journal of 
Business Ethics"

3

Financial Statements Fraud: Does 
Their Intensity Have A Connection 
With Earnings Management?

Earnings management can be considered 
as an antecedent to financial statements 
frauds?

Barbara Sveva Magnanelli 
Elisa Raoli                   
Riccardo Tiscini Empirical

Osiris Database 
Fraudulent 
Financial reporting: 
1998-2007 
Database

Paper submitted to the Special 
Issue "New directions in 
earnings management and
financial statement fraud 
research" of European 
Accounting Review 

4
Business Planning in Biobanking: How 
to Implement a Tool for Sustainability 

Is it possible to use the business plan, 
which is an economic tool, to help the 
sustainability of biobanks?

Mariarosaria Napolitano 
Elena Bravo Conceptual -

Paper published on 
"Biopreservation and 
Biobanking" in 2017
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CHAPTER 2 

 

Are Family Firms and Non Family Firms different in approaching 

CSR? An integrated framework about WHY and HOW Family Firms 

engage in CSR. 
 

ABSTRACT 

 
Extending the debate on Corporate Social Responsibility (CSR) and family firms we develop an 

integrated framework contending that in these firms CSR decisions are particularly driven by the 

attachment to the local community and the privileged relationship with employees. These elements are 

linked to different aspects of the family socioemotional wealth (Gomez-Mejia, 2007). 

The proposed model suggests that, in CSR decisions, family firms take into account determinants and 

motivations that are partially different from the ones considered by their non familiar counterparts. In 

particular, family firms are heavily influenced by the tight connection to the belonging community and by 

the relationship with their employees. 

At the same time, the attachment to the local community will be higher when the founder runs the 

business, while following generations will have a weaker tie to the community and will be more inclined 

to open the business to new markets and to promote global social actions. 

 

 

Keywords: Corporate Social Responsibility, Family firms, community, socioemotional 

wealth 

 

 

Introduction 

Corporate Social Responsibility (CSR) has been explored from many points of 

view in the literature (Owen, 2008; Garriga and Melè, 2004; Gray, 2002) and its 

relations with performance (Margolis and Walsh, 2003), cost of debt (Dhaliwal et al., 

2011; El Ghoul et al., 2011), intangibles (Fombrun, 2001, Jones et al., 2000; Schnietz 

and Epstein, 2005) and strategy (Husted and Allen, 2011; Siegel and Vitaliano, 2007) 

have been largely studied. The reasons for this increasing attention can be traced, on the 

one hand, to the pressure on firms’ behavior arising from the social community and 
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environmental constraints (Davies, 2003; Freeman et al., 2001; Longsdon and Wood, 

2002) and on the other hand, on the need to justify the large firms’ investments, even in 

critical and crisis periods (Izzo, 2014). In this regard, knowledge gaps persist referring 

to the family firms approach to responsible initiatives. Family firms present unique 

perspectives of socially responsible behavior, as they recognize an indubitable priority 

to emotion-related actions and goals such as reputation, identity, image and 

environmental performance (Block, 2010; Deephouse and Jaskiewicz, 2013; Adams et 

al., 1996; Westhead et al., 2001; Botero, et al., 2013; Lee and Rogoff, 1996; Kepner, 

1983; Westhead et al., 2001). 

In this sense, the aim of this work is to clarify the concept of social 

responsibilities applied to a particular kind of companies, the family ones, extremely 

linked to the community and particularly influenced by governance issues (Litz and 

Stewart, 2000; Uhlaner et al., 2004). According to Aguilera et al. (2007) “an important 

new line of inquiry within this field is no longer whether CSR works but rather, what 

catalyzes organizations to engage in increasingly robust CSR initiatives and 

consequently impart social change”. Thus, a good research opportunity exists to build 

up a model that clarify the existence of distinct conceptual motivations that lead family 

and non family firms to CSR investments and the corresponding dimensions and 

determinants. 

According to our model, family firms can play a strategic role in creating social 

value, as they are more interested in it, independently from strictly economic reasons. 

They can be seen as preferential actors in creating shared value, defined by Porter and 

Kramer (2011), as “policies and operating practices that enhance the competitiveness of 

a company while simultaneously advancing the economic and social conditions in the 

communities in which it operates”. The idea of Porter and Kramer is that the 

“traditional” trade-off between business and society no longer exists and that the new 

purpose of companies must be to create shared value and not just profit per se. In other 

words, the idea of the authors is that shared value is a new way to achieve economic 

success that can lead to “a bigger pie of revenue and profits,” a redefinition of markets 

and resetting the boundaries of capitalism. 

In a truly relevant contribution, Pietra Rivoli and Sandra Waddock (2011) 

acknowledge that: “If CSR activities are a profitable activity, then they are best 
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described as “intelligent operation of the business” rather than as “responsible” 

behavior. If CSR activities are not profitable, then they cannot be undertaken 

voluntarily in a competitive market and so must be imposed on all competitors using 

laws or regulations, in which case such activities are no longer CSR”. 

This affirmation can be referred, in a general way and with few exceptions, to 

companies that assume profit as the first target of their activities and in that sense, 

Rivoli and Waddock’s assumption seems not so different from the world famous 

quotation of Friedman (1970) related to the unique social responsibility of firms.  

At the same time, the literature on family firms generally documents that the 

financial performance is not the primary goal for a family business (Tagiuri and Davis, 

1992; McGirven, 1989) and that “family firms often display a strong preference toward 

noneconomic outcomes” (Zellweger and Nason, 2008).  In this way it’s possible to shift 

the focus of business activity from just an economic value creation process, toward 

social value, the fundamental concept of sustainable finance. 

Thus, our idea is that family and non family firms have a different objective 

function approaching CSR activities, meaning with “objective function” the reason at 

the basis of a CSR investment. On the one hand, non family firms undertake Corporate 

Social practices for two reasons: (a) because they implicitly assume that thanks to them 

it’s possible to create – directly or indirectly - value for the company (intelligent 

operation of a business) or (b) because they are obliged to do so but, in this case, these 

actions could not be considered CSR. On the other hand, family firms, giving their 

specific features (Berrone et al. 2012, Tiscini and Raoli, 2013), may present different 

determinants of the undertaking process of CSR. Family firms, in other words, present 

unique perspectives of socially responsible behavior due to family involvement and ties 

to the community and employees. For instance, a family owned company may be 

interested in investing in a CSR project that does not present an immediate financial or 

economic return, but that may positively impact the firm’s community or the relations 

with its employees.  

In this sense, we develop an integrated framework to CSR decisions in family 

firms, distinguishing among (a) determinants, (b) dimensions and (c) motivations. 

These elements are linked to different aspects of the family socioemotional wealth 

theory (Gomez-Mejia, 2011), which shows how family owners tend to be guided by a 
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very different set of motives in running their business and in approaching CSR 

decisions (Berrone et al., 2010). Starting from this consideration, our research proposes 

that family firms are particularly likely to engage in local CSR activities rather than 

non-local ones (focusing on the community) and their attention will be focused on 

primary stakeholders (employees) rather than secondary stakeholders (Clarkson, 1995). 

At the same time, the attachment to the local community (and, hence, the investments in 

social actions related to the belonging community) will be higher when the founder runs 

the business, while following generations will have a weaker tie to the business and to 

the belonging community and will be more inclined to open the business to new 

markets and, for this reason, to promote broad-based social actions (non-local).     

Our work contributes to both the extant CSR literature and family firms one, for 

several reasons. First, we argue that firms are not equal in their motives to approach 

CSR and family firms present peculiar features that heavily distinguish them from non 

family firms. Second, we propose an integrated framework able to explain how and why 

family firms approach to CSR, suggesting that they tend to act differently from their 

non familiar counterparts. Given the role that family firms play within global economies 

and the increasing relevance of CSR investments, this work has significant practical 

implications for both family firms’ managers and investors.   

The remainder of the paper is structured as follows: after the introduction, the 

second section starts with the analysis of the reasons at the basis of firm’s investments 

in CSR activities (why firms engage in CSR), with a particular focus on the differences 

between family and non family firms. Then, in the third section, we analyze the 

different features of family firms’ CSR decisions (how they invest in CSR) and we 

introduce our integrated framework by developing specific propositions about the 

relationship between Family Firms’ CSR practices with regard to the local community 

and to employees. A final section concludes the article and summarizes the main 

findings and their implications and limitations. It also provides some suggestions for 

further research. 

 

Theory and propositions 

 

Theoretical Background. Why do Firms Engage in CSR? 
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Researchers and practitioners have developed numerous approaches to defying 

and studying CSR as well as other strictly related topics, as Corporate Social 

Performance, Corporate Reputation, the impact of CSR on financial performance or its 

relationship with stakeholders (Baron, 2001; Wood, 2010; Preston and O’Bannon, 

1997). 

It is impossible to reach a unique definition of CSR for two different kind of 

reasons (Dahlsrud, 2008): first of all because it is a concept in continuous evolution and, 

then, because firm’s attention versus stakeholders changes during time. However, two 

main points of contact can be identified among the different definitions provided in 

literature: (a) the attention toward stakeholders (identified and classified in a number of 

ways), considered as central figures and (b) the voluntary basis of the company 

activities (Perrini and Minoja, 2008).  

In this work we adopt Bowen’s (1953: 6) definition of CSR, which suggests that 

firms’ decisions are not simply driven by profit maximization paradigm and they should 

voluntarily seek to “pursue those policies, to make those decisions, or to follow those 

lines of action which are desirable in terms of the objectives and values of our society”. 

The first purpose of this research is to clarify the determinants of companies’ CSR 

engagement. Traditionally, there are two main ways in which organizations are 

motivated to engage in CSR: moral and profit/instrumental.  

According to the first stream of literature, there is a moral foundation 

underpinning social actions (Rawls, 1971) and, because of that, firms “do good” 

because it is the right thing to do and not because they can benefit from it. Donaldson 

(1982) divides moral obligations into two classes: direct and indirect. Direct obligations 

are those that a firm has toward its stakeholders and are specified by law or corporate 

charter; indirect obligations are not specified by any kind of formal agreement, but are 

related to the possibility of “treating competitors fairly, avoiding destroying small 

communities and preventing injury to members of the general public”.  So, according to 

this vision, a corporation should fulfill all the indirect obligations in order to benefit its 

stakeholders, even if the firm is not forced by law (Determinant n.1: CSR as a moral 

foundation). 

The second stream of literature suggests that acting in a socially responsible way 

is also a profitable thing to do. According to this vision, a link between the Corporate 
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Social Performance and the financial performance can be identified (Waddock and 

Graves, 1997) and, for this reason, corporations will invest in social actions in order to 

take an advantage from them. Several researches show how the market rewards the 

companies able to provide environment-friendly products (Carlson et al., 1993) or that 

simply take care of the environment lowering the pollution emissions (Zaman et al., 

1996). According to others, social actions can be also considered a marketing tool or, 

better, a way that companies use to “increase their visibility and place them in a more 

favorable position in the eyes of society in general and […] to keep old customers and 

gain new ones” (Anderson, 1989). This way of considering CSR shows the deep link 

with Stakeholders Theory: socially responsible actions will be rewarded over years by 

the support from suppliers, employees and customers (Galaskiewicz, 1985).  

Focusing on this second approach and according to the instrumental view 

(Clarkson 1995; Donaldson and Preston 1995; Freeman 1984) companies invest in CSR 

because it’s a profitable activity, as they can extract an additional value from it. Implicit 

in this reasoning is the assumption that, at least hypothetically, a positive link between 

CSR and financial performance exists (Determinant n.2: CSR as a profitable thing to 

do). 

There are however, more recent papers that highlight the existence of a third 

motivation for organizations to engage in CSR. Relational motives can drive the choices 

of an organization when it acts in order to ensure the well-being of any group or 

individual engaged in a relationship with the firm. Examples of relational motives are: 

the need for social legitimation, the achievement of a balance between stakeholders’ 

interests (Aguilera and Jackson, 2003) and the will to develop stable relationship with 

key partners that will lead to a future safety net (Determinant n.3: CSR as a relational 

leverage). 

Each of the motives just mentioned is grounded in a well-known theory.  

Stewardship Theory (Donaldson and Davis, 1991; Davis et al., 1997) supports the 

reasons for the moral foundation of CSR, as it suggests that there is a moral imperative 

for managers to ‘do the right thing’, pushing companies to consider themselves part of 

something bigger.  
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The Shareholder Theory clearly supports the instrumental approach to CSR, as it 

focuses on shareholder interests, puts attention on short term and looks at profit as the 

ultimate and sole objective of the organization. 

The relational motives of CSR can be observed by adopting the lens of the 

Stakeholder Theory (Donaldson and Preston, 1995; Freeman, 1984; Clarkson, 1995) 

that affirms that if a company wants to have success, it has to create value not only for 

its shareholders, but also for “any group or individual that may affect or be affected by 

the achievement of business objectives” (Freeman, 1984).  

 

[INSERT TABLE 2.1 HERE] 

 

The above arguments suggest that, assuming CSR as a profitable thing to do, three 

main motivations can push companies (or their managers) toward such investments: the 

possibility to obtain long-term (financial) results; the will of creating a good corporate 

reputation; the pursuing of personal interests related to the executive job market. These 

motivations can be categorized into two different dimensions: opportunistic behaviors 

and corporate benefits.  

Considering together all the cited elements: determinants, motivations and 

dimensions of CSR choices, we propose a model of social responsibility decisions that 

can be presented by two axes (see Figure 2.1). 

 

[INSERT FIGURE 2.1 HERE] 

 

Instrumental versus moral vision of corporate social responsibility 

 

The vertical axis represents the two extremes of the companies’ perception of 

CSR. The negative side of the axis represents companies that decide to engage in CSR 

considering it as a moral foundation. According to this way of thinking CSR activities 

must be undertaken even if the related costs are higher than the related benefits: 

fulfilling social responsibilities has a value per se, independently from its economic 

impact on companies’ performance. In this sense, the companies’ motivation in 
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approaching CSR is the moral obligation that they perceive, operating as a social actor 

into the market. 

The positive side of the vertical axis represents companies that perceive CSR as a 

profitable activity and engage in it as they value the long-term benefits of social actions 

as higher than the related costs. 

 

… benefits of social commitment  

 

The horizontal axis introduces two different approaches to CSR (opportunistic 

behavior and company benefits) analyzing the determinants of social responsible 

activities. The far left of the axis represents those companies that invest - and in some 

cases overinvest – in CSR activities as a result of an opportunistic behavior of their 

managers that want to be recognized by the market as socially responsible. 

On the other hand, the far right of the axis represents companies that attend to 

meet society expectations (i.e. in terms of pollution reduction; environment protection; 

community development) as they are convinced that in this way they can create long-

term value and leverage, in order to increase this value, on the intangible effects of good 

CSR and on corporate reputation. 

Regardless the specific motivation that leads the company to invest, we are 

assuming that companies engage in CSR activities as they can create value. This value 

could be defined in a number of ways, but indubitably it could be measured through the 

benefits caused by these activities. 

The literature surrounding social issues presents a number of potential benefits 

related to CSR investments distinguishing between internal and external ones. In 

particular, Orlitzky et al. (2003), classifying CSR as an organizational resource, define 

internal benefits as the effects related to the development of new competencies, 

resources and capabilities that are manifested in a firm’s culture, technology, structure 

and human resources, while external benefits are focused on the creation and 

maintenance of firm reputation.  

In this sense, CSR activities that create internal benefits are related to making 

operating processes more efficient, with a lower consumption/waste of resources 

(Menon et al., 1997, Thorpe and Prakash-Mani, 2003) and differentiation effect on the 
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company’s product (Mc Williams and Siegel, 2001; Thompson and Thompson, 2006). 

A company can decide to label its products as responsible ones (i.e. organic food; 

hybrid cars) in order to charge a higher price premium that some classes of customers 

are willing to pay. At the same time, a new packaging strategy that reduces the 

utilization of materials could be interpreted both as a responsible activity and as a direct 

reduction of production costs. 

Moreover, thanks to good relationship with employees (internal benefits) 

companies can leverage on good morale and improve their productivity rates (Greening 

and Turban, 2000; Branco and Rodrigues, 2006). A lot of authors underline that socially 

responsible companies can attract more skilled and motivated employees and present a 

better employees retention rate. These elements have an undeniable impact on the 

human and moral capital (Orlitzky et al., 2003; Godfrey 2005) that can increase the 

perceived value (tangible and intangible) of the entire company. From a financial point 

of view, companies can reduce both the risk profile and the costs of debt and increase 

their financial performance through a proper and appropriate CSR strategy. 

The external benefits are mainly related to the favorable relationships that 

companies can develop and maintain thanks to CSR activities and that can act as a 

driving force in business success. Examples of these benefits are linked to the 

establishment of better relationship with customers - that became more loyal - and to the 

positive impact of CSR on risk. Some categories of costumers, i.e., prefer to buy 

products from companies recognized as “socially responsible” and private investors and 

pension funds are more willing to invest in shares of those companies as they are both 

less risky and credible on the market. 

An overview of the literature about CSR benefits together with their 

categorization between internal and external benefits are presented in table 2.2. In the 

same table each benefit is analyzed in relation to the three determinants previously 

indicated as the main reasons that push companies to invest money in CSR activities: 

long-term returns, job market recognition and corporate reputation.  

 

[INSERT TABLE 2.2 HERE] 

 

Motivations of CSR engagement. Family Firms vs Non Family Firms 
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Family firms represent the most ancient form of business organization 

(Miglietta, 2009) and empirical evidences show how still nowadays, both in emerging 

countries and in developed ones, they significantly contribute to the general economic 

growth. Even though several definitions about the concept of family firm are present in 

literature, all the authors agree in affirming that a family business is a complex system 

of interactions between three fundamental elements: the family, the property and the 

management. In this paper we use the term Family firms for short to refer to firms that 

are fully owned by families or where a family represents the dominant shareholder. 

Generally speaking, Family firms tend to differ from non family firms in terms 

of their backgrounds, ownership structure and time horizon. In particular, several 

elements distinguish a family controlled company from a firm with a dispersed 

ownership (for a complete review, see Gomez-Mejia et al., 2011). Gomez-Mejia et al. 

(2007), analyzing these differences, formulated a socioemotional wealth model that 

became a pillar in the most recent literature about family firms. 

Among the others, the main differences between family and non  family firms 

are the following: (a) the separation between ownership and control, present in firms 

with a dispersed ownership and absent when the ownership is concentrated into the 

hands of the controlling family; (b) the different target that they want to reach, that is 

the maximization of the economic wealth created for shareholders, typical target of a 

non family firm, versus the possibility to pass on the business to the following 

generation, in the case of a family firm and, finally, (c) the short-term orientation of non 

family firms versus the long-term orientation of family businesses.  

Consequently, this assumption would lead us to suggest that family firms will 

engage in responsible activities in order to create and maintain value in the long-term. 

One of the reasons behind this assumption is that for a family firm one of the most 

important targets is represented by the possibility to pass on the business to the 

following generations (Ward, 2004), in order to keep the business in the family and the 

family in the business. As defined by Chua et al. (1999), a peculiar feature of family 

businesses is the intention to pass on the business to future generations, which is an 

aspiration that requires a long-term orientation. In order to do that, all the investment’s 

projects, growth targets, strategic decisions and, particularly relevant here, CSR 

activities, will be taken in a trans-generational perspective (Miglietta, 2009).  
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Non family firms, instead, are less driven by long-run determinants in 

approaching CSR, as they are naturally affected by short-termism. The short run 

orientation is a typical feature of those firms where there is a strong separation between 

ownership and control. Fama and Jensen (1983) assert that in widely held corporations, 

where the ownership is divided among lots of little shareholders, managers running the 

business could act in their own interests, which are not the same interests of the owners. 

This because, while on the one hand owners are more interested on the long-run 

performance of the business, on the other hand managers tend to run the business 

focusing on the short-run performance targets. 

In relation to the second CSR motivations as previously defined (corporate 

reputation), both family and non family firms appear particularly sensitive to this aspect 

as, nowadays, it represents a crucial key factor for companies’ success.  

Family firms can use social actions, particularly towards some categories of 

stakeholders, to increase their family reputation and visibility. The potential benefits of 

these activities could be even more effective if the name of the family is present both in 

the product sold and in the foundation, often created in order to support responsible 

projects (Schillaci et al., 2013) (in the fashion industry, i.e., Fondazione Brunello 

Cucinelli is particularly active in promoting social and human values, aiming at creating 

good relationships among people and respect of diversity) or when the name of the 

firm’s founder present in the foundation is implicitly and immediately associated with 

the name of the product (like in the case of the Bill and Melinda Gates foundation, 

active in medical research, fight against poverty and education). Moreover, as one of the 

most relevant topic in family business is the possibility to pass on the business to the 

following generation, Family firms will try to avoid any negative publicity (regarding, 

for examples, a labor strike or customer complaints about defective products) that could 

compromise their presence on the market (Post, 1993). On the point, Block (2010) 

affirms that “compared to other types of firm owners, family owners should therefore be 

more likely to care about their reputations for social responsibility in the community in 

which their firm is located and should have a higher degree of interest in avoiding being 

connected to CSR concerns by the general public”. 

The role of reputation in CSR engagement (Fombrun, 2001; Schnietz and 

Epstein, 2005) is well known also by non family firms that usually leverage on it, as it 
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acts as a reservoir of goodwill (Jones et al., 2000) or assurance for the firm and can be 

considered as a valuable, rare, non-substitutable and inimitable resource that can 

participate in the competitive advantage creation process (Russo and Fauts, 1997).   

Non family firms are also pushed toward CSR by the personal interests of 

managers that may seek to over-invest in CSR for their private benefit to the extent that 

doing so improves their reputations as good global citizens (Barnea and Rubin, 2010). 

This conduct can decrease shareholder value as it implies a waste of resources and an 

increase in costs not justified by related benefits. Similarly, at what occurred in relation 

to the short term or long-term orientation, the separation between ownership and control 

– typical feature of non family firms – represents the major cause for this misconduct. 

Thus, in family firms, where this separation is absent – as managers are often a 

control family member or strictly tied to the family –, typical determinants linked to the 

executive job market are less relevant (Prencipe et al., 2008) and definitively not 

impacted on CSR decisions. 

The preceding discussion clearly suggests that CSR motivations can vary for 

family and non family firms, according to the motivations previously illustrated, as 

summarized in Figure 2.2.  

 

[INSERT FIGURE 2.2 HERE] 

 

As we have previously specified, we focus on the instrumental view of CSR 

(Clarkson 1995; Donaldson and Preston 1995; Freeman 1984), assuming that firms 

invest in CSR considering it as a profitable activity. For this reason, we consider only 

the upper part of figure 2.2, which is better detailed in figure 2.33, showing how CSR 

dimensions considered from an instrumental point of view can vary for family and non 

family firms.  

 

[INSERT FIGURE 2.3 HERE] 

 

How do Family Firms Engage in CSR? 

As stated previously, family and non family firms differ with reference to their 

CSR approach in terms of determinants that push them toward such investments. In 
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other terms it’s possible to notice that family and non family firms are driven by a differ 

“why” when they engage in CSR. 

Likewise, we argue that CSR behavior of family and non family firms also differ 

in relation to “how” they are defined and undertaken from a strategically point of view 

(i.e. decision to invest on pollution reduction vs. support for employees’ family 

education) and in relation to the value system of each kind of companies.  

Companies have, usually, a limited budget available for social activities and thus 

the choice among the different CSR activities they can invest in is strongly influenced 

by firms’ intrinsic features and by the higher or lower attention toward certain classes of 

stakeholders. 

Family firms identify the importance of their relationships with the local 

community as a pivotal factor for their long-term success (Lorraine et al., 2004). This 

concept can be translated in practice through a number of actions: family firms usually 

prefer to maintain the production processes - or at least a big part of them - in the 

original places; they invest in renovation or restoring of public facilities (in 2010 Tod’s 

donated to the community a new primary school in Casette d’Ete, the small village in 

which the founder established the company) or historical sites significant for the 

belonging community (in 2008 Brunello Cucinelli S.p.A. sponsored the restoring of the 

village of Solomeo, creating a theatre and common spaces for the community), 

contributing to the welfare of the local community. 

This link between the family and the belonging community, then, represents a 

fundamental element in the value system of family firms. The above arguments suggest 

that family firms consider the local community as a privileged stakeholder. This lead to 

the following preposition: 

 

Proposition 1a: Family firms are particularly likely to engage in social initiatives 

related to the belonging community. 

 

When the control of a family firm passes from the founder to the heir (or from a 

generation to the following one) firm values can change with a potential deep impact on 

vision, strategies and operating choices.  
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Especially the first succession represents one of the most difficult challenges for a 

family firm, because the founder usually feels that the business is an extension of 

himself/herself (Levinson, 1971) and he/she is really averse to abandon the firm he has 

created. This attachment to the business becomes less strong in the following 

generations, leading in some cases to different investment’s decisions in CSR. 

Moreover, the tie to the local community (and territory) is high for the founder that feels 

he/she owes community - that permitted his/her company to raise and grow - something. 

In other terms, this linkage depends on the opportunities that the founder has derived 

from the local community and that he wants to give back as a sort of “moral 

foundation”. 

This social/moral obligation becomes less intense when the heirs manage the 

company, as this sense of “giving in return” weakens. 

Generally speaking, the trans generational succession can lead to an increase in 

the company dimension and the development of internalization processes. In some cases 

these tendencies can shift the attention of the entrepreneur from a local focus to a more 

global one. Example of this shift can be found in the relocation of production process, 

uproot of employees and higher attention to social problems that present a global impact 

(pollution reduction, human rights, non-indigenous people relations). A clear example 

of this change in family firm conduct with respect to its belonging community is 

represented by FCA Group, previously Fiat S.p.A., that has recently decided to heavily 

reduce the investments in Italy, relocating a big part of its production abroad (with a 

dramatic impact on employment rates for Italian workers and satellites activities) 

together with its headquarter.  

Fiat S.p.A. was founded in 1899 by Giovanni Agnelli sr. Currently it is controlled 

by the fourth generation and it is run by an external manager.  

In relations to the CSR dimensions previously introduced (CSR as profitable 

activity or moral foundation) and the evolution of family firms caused by trans 

generational succession, it’s possible to outline a matrix that monitors the different life 

stages of a family firm, as presented in Figure 2.4. We distinguish between: stage 1, 

representing the foundation of the company; stage 2, denoting a first evolution of the 

company that is still attached to the local community (in relation both to this productive 

activity and CSR focus) but perceives the potential economic benefits of social actions; 
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stage 3, representing the last step of its transition, in which the differences between 

family and non family firms are substantially reduced and both perceive CSR as a 

profitable activity that has to be implemented with a global focus, even if the family 

firms keep on maintaining some ties to the original local community.  

  

[INSERT FIGURE 2.4 HERE] 

 

In the light of the above, the attachment to the local community (and, hence, the 

investments in social actions related to it) will be higher when the founder or his/her 

relatives (founder-related generations) run the business, while following generations 

(non founder-related generations) will have a weaker tie to the belonging community, 

feeling lower moral debts for the entrepreneurial opportunity and being more inclined to 

open the business to new markets and, for this reason, to promote broad-based social 

actions.   

Formally stated: 

 

Proposition 1b: Founder-related generations of family firms are more likely than 

non founder-related generations to engage in social initiatives related to the belonging 

community. 

 

The stronger link between family firms and some particular kind of stakeholders 

has been stressed by several authors (Bingham, Gibb Dyer, Smith and Adams, 2011; 

Gnan and Montemerlo, 2002), in order to highlight how promoting actions that have a 

social return is an intrinsic feature of family controlled companies. According to this 

approach, employees represent a key stakeholder the family firms particularly cares 

about. 

Using this relational approach toward stakeholders, family businesses will have a 

greater respect for employees, because they see them as partners more than simple 

counterparts in their transactions. In doing so, family firms stimulate and strength the 

employees’ identification with the firm and foster the family’s socioemotional wealth.  

According to Gomez-Mejia et al. (2011: 664), in family firms rewarding tenure 

implies supporting employees for their loyalty to the firm and hence the family (Davis 
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and Harveston, 2001; Gersick et al., 1997). In 2012, after the successful listing on the 

Italian Stock Exchange of Brunello Cucinelli S.p.A., the family entrepreneur and 

founder Brunello Cucinelli decided to distribute a big part of the net profit of the year (5 

million of Euro) to its 783 employees, that received for Christmas a bonus of 6.385 

Euro each.  

In addition to that, the time horizon of the relationship with the employees 

influences the family firms’ activities. A family manager is generally stuck in the 

business and he/she wants to tie the employees to the business in the long time. On the 

opposite, an external and professional manager knows he/she will probably change job 

in future (as we discussed above in relation to CSR determinants and the role played by 

the executive job market) and his/her relationship with the employees will be focused 

primarily on short period productivity and results. 

Thus, 

 

Proposition 2: Family firms are particularly likely to engage in social initiatives 

related to their employees. 

 

Conclusions and Implications  

Family firms play a significant role in the global economy and over the last 

decades both academics and practitioners have largely studied this topic and its 

interrelations with the different aspects of firm activity, firm performance and firm 

communication processes. 

Recently, this debate has been extended in order (a) to analyze the relationship 

between Corporate Social Responsibility or Corporate Social Performance (CSP) and 

family firms and (b) to examine the differences in social activities between family e non 

family firms. 

According to Bingham et al. (2011: 566) “whether family firms engage in more 

CSP activity than non family firms and the conditions under which family firms engage 

in socially responsible initiatives vis-à-vis certain stakeholders, however, remain 

fundamental questions for researchers interested in better understanding family firms”. 

Past research on the topic, in fact, has highlighted contrasting and non-unanimous 

empirical results that have prompted calls for additional research aimed to “explore and 
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understand the conditions that would encourage family firms to support CSP initiatives” 

(Dyer and Whetten, 2006: 796). 

In our opinion, formulating the debate in terms of “who invest and who don’t 

invest”; “who invest more and who less” or “who get higher results from its 

investments” is misleading. Our theory posits a differential approach to CSR 

investments of family firms and non family firms and, consequently to the relationships 

between them and performance. Formulating CSR decisions, family firms primarily 

take into account the community and employees welfare, while non family firms present 

different decision drives linked to environment, global welfare, human rights and so on.  

In this sense, family firms implement CSR actions that are driven by their value 

propositions (that are structurally different from the non family firms’ ones) and that 

favor certain types of stakeholders. In particular, family firms’ decisions are heavily 

influenced by the tight connection to the belonging community. Companies that are 

active in community involvement distinguish themselves from their competitors and can 

obtain many benefits, including loyal customers and productive employees. But the 

reasons that push family firms toward their community are different and nobler: in the 

majority of the cases the family members want to give the community, that permitted 

them to operate, something back. On the website of Honda this effort is clearly stated: 

the company intends “to be a company that society wants to exist. This is what drives 

us. One of the ways we express this is by giving back to the communities where we 

work and live. Through a broad range of community initiative, charitable giving, 

foundation grants and volunteerism, we seek to create value for society and bring joy to 

people’s life”. 

Moreover, family firms recognize employees as privileged stakeholders and tend 

to stimulate and strengthen the employees’ identification with the firm and foster the 

family’s socioemotional wealth. In other terms, we argue, according to Bingham et al. 

(2011), that CSR policies (and consequently CSP) can be explained by the company’s 

orientation toward certain types of stakeholders, in particular employees. 

Given the role that family firms play within global economies and the increasing 

relevance of CSR investments, this work has significant practical implications for both 

family firms’ managers and investors. In particular, our claim that the CSR approach of 

family firms depends on the underlying orientation (local or non-local) and on the type 
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of stakeholder chosen as privileged ones (employees or other) can help managers in 

properly defining the CSR strategy that can create more value for shareholders (on the 

strategic adoption of CSR, see Werther and Chandler 2010). At the same time, 

investors, increasingly interested in CSR activities (thanks to their effect on reputation, 

reduction on risk, legitimacy and so on) could use this framework in order to better 

evaluate their potential investment opportunities in family firms.  

In this paper we addressed three main propositions that we consider relevant for 

a future development in academic research. Voluntarily, at this stage of analysis, we do 

not formulate and test hypothesis as our major intention is to highlight theoretical and 

empirical challenges that scholars need to take into account when addressing issues 

related to CSR practices in family firms. In other terms, our intention is to offer some 

possible directions for future work in this area. One key path to improving the 

flourishing debate on family firms and CSR, would be represented by testing aspects of 

the model proposed herein. An additional effort in measuring the effect of family firms’ 

decisions about CSR initiatives could be highly recommended. Therefore, it could be 

useful to undertake quantitative studies to adding evidence that can better support and 

explain our results. On the point we recommend that future research adopt different 

measures of performance since family goals, as pointed out so often in this contribution, 

are frequently non financial in nature (Chrisman et al., 2012; Zellweger et al, 2012). 

According to Guidice et al. (2013), “this approach will allow researchers to explore 

possible differences in goal emphasis between family and non family executives”. 

Another point that cannot be undervalued refers to a limit of this contribution 

that, at this stage of analysis, treats family firms as a homogenous group, not 

considering that elements as the level and extent of family’s involvement, the dynamics 

between the family and the business system, together with size, capitalization or the 

history of the organization can heavily affect their behavior and their approach to CSR.   
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Figure 2.3. Motivations of CSR for Family and non family firms 

 

 
 

Figure 2.4. Evolution of family firms. CSR dimensions and CSR orientations 
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Table 2.1. Instrumental, Moral and Relational view of CSR 
 
 
 
Motives  Drivers Theory Initiatives 

Instrumental Economic Opportunism Stakeholder Theory − Green marketing 
− Process intensification 

Moral Ethical Foundation Stewardship Theory − Unpublicized initiatives 

Relational Stakeholder Pressure Shareholder Theory 
− Networking with interest 

group 
− Impression management 
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Table 2.2. CSR motivations and benefits  
!

      CSR MOTIVATIONS 

POTENTIAL BENEFITS AUTHORS Type of 
benefits 

Long 
term 

returns 

Job Market 
recognition 

Corporate 
reputation 

Reduction of risk Sharfman and Fernando,  2008; Hoje  
and Haejung: 2012 INTERNAL ✓   

Reduction of waste of resources, in terms of water 
consumption, raw materials, packaging and 
distribution  

Zalka et al., 1997, Menon et al., 1999, 
Thorpe and Prakash-Mani, 2003 INTERNAL ✓  ✓ 

Improvement of relations with regulators and 
stakeholders in general  Jones, 1995; Barnett, 2007 EXTERNAL ✓ ✓ ✓ 

Stronger relationships with communities  Clarkson, 1995; Epstein and Roy, 
2001  EXTERNAL ✓ ✓ ✓ 

Improvement of human relations and employee 
productivity, which yields improvements in 
recruitment, motivation, retention, learning and 
innovation, and productivity  

Greening and Turban, 2000; Branco 
and Rodrigues, 2006 INTERNAL ✓ ✓ ✓ 

Improvement of internal resources and skills, with 
a global impact on the intangible assets of the 
firms  

Austin et al., 2004 INTERNAL ✓  ✓ 

Creation of positive ‘moral capital’  Orlitzky et al, 2003; Godfrey 2005; 
Godfrey et al. 2009 INTERNAL ✓ ✓ ✓ 
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Better access to capital and reduction of the cost of 
capital  

Sharfman and Fernando, 2008, Cheng 
et al., 2011 EXTERNAL ✓   

Attainment of competitive advantage through 
more efficient processes, improvements in 
productivity, lower costs of compliance and new 
market opportunities  

Russo and Fouts, 1997; Kanter, 1999 INTERNAL ✓   

Differentiation of products, which allows 
companies to charge price premiums  

Reinhardt, 1999; Mc Williams and 
Siegel, 2001; Thompson and 
Thompson, 2006 

INTERNAL ✓   

Development of customer loyalty Porter and Kramer, 2011; 
Bhattacharya and Sen, 2004 EXTERNAL ✓  ✓ 

Enhancement of perceived legitimacy in terms of 
improved credibility with the public, reduced 
litigation and reduced future liability for 
environmental damage  

Fombrun, 1996; Mackey et al., 2007; 
Roberts and Dowling, 2002 EXTERNAL ✓ ✓ ✓ 

Stronger financial performance and social 
performance  

Margolis and Walsh, 2001; Brammer 
and Millington, 2008; Hull and 
Rothenberg, 2008 

INTERNAL ✓ ✓ ✓ 

!



! 46!

CHAPTER 3 

CSR reporting and ownership structure: evidence from Italian listed companies 

 

ABSTRACT 
This paper empirically explores how firms CSR reporting process varies according to their ownership structure. Three 

different kinds of ownership structure are considered: family firms, State-owned firms and firms with dispersed 

ownership. This study is the first to examine the relationship between CSR disclosure and ownership structure, 

including in the analysis family firms and State-owned firms. The analysis is provided with reference to Italy, which 

seems to be a suitable setting for the purpose of the study due to the considerable presence of both family firms and 

State-owned firms. For the empirical analysis a sample of 192 listed firms is used. Firstly a content analysis on the CSR 

documents disclosed by all the firms in the sample is provided and then data are analysed with a logit regression model. 

Results show that firms with a concentrated ownership, both family and Stet-owned, disclose less CSR information in 

reference to the topics derived from the content analysis. The findings confirm that firms with concentrated ownership 

have to face less Agency problems and for this reason disclose less CSR information. 

 

 

Keywords: ownership structure, family firms, State-owned firms, CSR disclosure, content analysis 

 

 

Introduction 

 
Corporate Social Responsibility (CSR) disclosure can be defined as the process by which 

firms disseminate information about their social, environmental, ethical and human activities that 

are not related to their financial performance (Gray et al., 2001; Campbell, 2006; Hackston and 

Milne, 1996; McMurtrie, 2005; Golob and Barlett, 2007). This kind of disclosure goes beyond the 

boundaries of accounting disclosure provided by financial statements and it is contained in several 

documents like Code of Ethics, Integrated Report, Environmental Report and Sustainability Report.  

The request of CSR practices has increased over the last few years (Tagesson et al., 2009; 

Perrini, 2005) and literature indicates firms as answering this request because by showing their CSR 

practices to consumers they obtain positive financial results (Wigley, 2008; Galaskiewiicz, 1997). 

Previous literature shows that the extent and content of CSR disclosure change from firm to firm and 

for this reason the topic has been analyzed under different points of view: in relation to the 

performance of the firm (Cochran and Wood, 1984; Mc Guire et al., 1988; Belkaoui and Karpik, 

1989; Aras et al., 2004; Ismail and Chandler, 2005) to its dimension (Stanwick and Stanwick, 2006; 
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Jenkins and Yakovleva, 2006; Hossain and Reaz, 2007) and to the kind of firms stakeholders 

(Roberts, 1992; Sweeney, 2008; Dawkins and Ngunjiri, 2008). Another important dimension that 

can affect the process of CSR disclosure is represented by the ownership structure (Secci, 2005; 

Tagesson et al., 2009; De Massis et al., 2012). However, it is striking to note that very few previous 

studies have analyzed how different kinds of ownership structure can affect the process of CSR 

disclosure (Secci, 2005; Frost and Seamer, 2004; Campopiano and De Massis, 2015). More research 

and especially empirical analysis is still needed to understand this issue and for this reason in our 

paper we explore the question whether ownership structure influences firm’s CSR communication 

about social principles and practices. In particular, we consider three different ownership structures: 

family ownership, where the controlling shareholder is represented by the founding family or by the 

founder; State ownership, where the controlling shareholder is the State and dispersed ownership, 

where the ownership is split among a large number of unrelated individual investors. The differences 

among these three ownership structures are relevant and affect differently firm’s CSR reporting 

process. With an empirical study, we firstly provide a content analysis on the CSR documents 

disclosed by 192 Italian listed firms in 2014. Then, data are analysed using a logit regression model. 

We focus our attention on the Italian context, which seems to be a suitable setting for our purpose 

because the presence of both family firms and State-owned firms is relevant (Corbetta and 

Montemerlo, 1999; Trento and Giacomelli, 2004; Secci, 2005; Caselli and Di Giuli, 2009; 

Campopiano and De Massis, 2015). The arguments of our paper are grounded on the Agency theory, 

which offers several explanations for firms’ differences based on their ownership structure.  

Our final findings show that firms with concentrated ownership, both family and State-owned, 

disclose less CSR information related to the topics analysed when compared to firms with dispersed 

ownership. Our work contributes to the literature in several ways. First of all it contributes to the 

extant literature about CSR disclosure because we argue that firms are not equal in their approach to 

CSR, but that the contents of CSR disclosure change from firm to firm according to different 

ownership structures. Second, we present interesting results for the stream of literature studying 

family firms, showing once again that all the particular features of this kind of firms influence their 

behavior also in relation to the CSR disclosure process. Finally, we contribute to the less analyzed 

stream of literature related to State-owned firms, that are very common in European countries where 

firms can be owned, to varying degrees, also by national governments.  

The remainder of the paper is structured as follow: in the second section the literature on CSR 

disclosure in family firms, firms with dispersed ownership and State-owned firms is presented, 

together with the theoretical framework in order to finalize the hypotheses. In the third section we 

develop the research design, defining the sample selection procedure and the variables construction. 
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In section 4 we provide a model for testing the hypotheses. We present the results of our study in 

section 5, while the last section provides the discussion and the conclusions.  

Background research & Hypotheses development 

According to previous literature, several factors can have an influence on the extent and 

content of social disclosure practices. Elements like dimension, profitability and industry have been 

used to analyze corporate social reporting (Hossain and Reaz, 2007; Ljungdahl, 1999; Ismail and 

Chandler, 2005). According to Adams (2002) and Prado-Lorenzo et al. (2009), three categories of 

factors influencing quality and quantity of CSR reporting can be identified: corporate features, like 

size and industry; contextual factors, like country of origin and stakeholders pressure; internal 

factors, like ownership structure. Campopiano and De Massis (2012) find rather surprising that very 

few studies have analyzed the relationship between this last dimension and CSR reporting practices. 

Their analysis, which considers the ownership structure from a family and non family point of view, 

tries to shed light on this unexplored relationship. According to Secci (2005), a third kind of 

ownership structure can be included in the analysis, which refers to State-owned firms. This kind of 

firms is not very often considered in the research of CSR reporting because the analyses are usually 

conducted in Anglo-American context where State-owned firms are not commonly present.  

For this reason, in our study we consider two different kinds of ownership structure: firms 

with a dispersed ownership and firms with a concentrated ownership, that we differentiate more in 

details between family firms and State-owned firms. 

The literature that examines CSR disclosure from a family firm perspective has yielded 

contrasting evidences and results. Two main streams of research can be identified.  

According to the first line of research family firms tend to invest more in social actions than 

their non-familiar counterparts for several reasons, all linked with the own nature of a family 

controlled company, like employees protection, family capital involvement in the business, long-

term orientation and local community entrenchment (Miller and Le Breton-Miller, 2003; Neubauer 

and Lank, 1998; Chrisman et al., 2010; Kotlar and De Massis, 2013). This happens because, as 

stated by Tagiuri and Davis in their famous paper of 1992, family firm’s goals can be different from 

those of a company with a dispersed ownership: with an empiric analysis, the two authors identify 

the six principal targets for a family firm like, for example, the willingness to be a sort of growth 

vehicle for the belonging community and the particular attention versus firm’s employees. 

Moreover, the literature emphasizes the long-term orientation of family firms as one of the most 

peculiar feature of this kind of firms as opposed to their non-familiar counterparts (Dyer, 2003; 

Zellweger, 2007), which results in more ethical behaviors (Long and Mathews, 2011). Therefore, 

according to this first stream of research, family firms are more active in their investments in social 
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actions and in their disclosure practices. For example, family controlled companies are used to 

create foundations and charitable organizations (Danco and Ward, 1990) with philanthropic and 

social goals. According to Beutler et al. (1989), the family represents an institution with a more 

holistic orientation toward the person. For this reason, family firms, as compared to firms with a 

dispersed ownership, invest more in philanthropic projects that are usually publicized using their 

corporate documents.  They also invest in social actions in order to maintain a good relationship 

with their stakeholders and create a sort of bridge with them in function of their long-term 

orientation (Sirmon and Hitt, 2003; Zellweger et al., 2012). Strictly connected to the possibility of 

obtaining benefits from the creation of relationships with stakeholders is the notion of social 

capital. The first definition of social capital was given by Bordieu in 1980. According to the author, 

social capital can be considered as “the aggregate of the actual or potential resources which are 

linked to possession of a durable network of more or less institutionalized relationships of mutual 

acquaintance or recognition”. These relationships are stronger and well established in a family firm 

where factors like stability, interdependence, interaction and closure are present (Arregle et al., 

2007).  In this case, CSR disclosure is seen in a more instrumental way (Siegel, 2009): family firms 

can use social actions to increase their family reputation and visibility, especially when the name of 

the family is present both in the product sold and, for example, in the foundation created (Dunn, 

1996; Godfrey, 2005). Moreover, as because one of the most important targets for a family firm is 

the possibility to pass the business to the next generation, it avoids all the negative publicity 

(regarding, for examples, a labor strike or customer complaints about defective products) that could 

compromise its presence on the market (Post, 1993). On the other side, all the actions that guarantee 

loyalty to customers, employees and other stakeholders are promoted and publicized by the family 

firm using CSR disclosure (Uzzi, 1996). The strong link between family firms and some particular 

kind of stakeholders like employees, consumers and local community has been stressed by several 

authors (Bingham, Gibb Dyer, Smith and Adams, 2011; Gnan and Montemerlo, 2002), in order to 

highlight how promoting actions that have a social return is an intrinsic feature of family controlled 

firms. Using this relational approach toward stakeholders, family firms show their greater respect 

for employees, a bigger involvement in the local community and a higher attention for the features 

of the products they provide to clients, because they consider stakeholders as partners more than 

simple counterparts in their transactions. This happens moreover because family firm’s targets 

differ from the merely profit maximization and this view allows it to establish and maintain 

relationships also for non-financial reasons.   

On the other side, the second line of research affirms that family firms tend to disclose less 

information about their social practices if compared to firms with a dispersed ownership. 
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Information related to family culture, for example, is shared informally and within the firm, in order 

to protect the value system of the family (Dunn, 1996; Miller et al., 2008) and the values that guide 

managers’ behaviour are generally not publicized outside the firm, because considered part of the 

family legacy (Le Breton Miller and Miller, 2006; Campopiano and De Massis, 2015). Moreover, it 

has to be considered that the disclosure of social information is the most used way for firms to 

appear to be socially responsible to shareholders (Archel, 2003). This is particularly true for firms 

with a dispersed ownership, aiming at profits maximization for the benefit of their shareholders.  On 

the other side, as we have mentioned before, family firms pursue also a non-economic goal, which 

is more “parochial” and related to the controlling family’s protection (Chrisman et al., 2012; 

Berrone et al., 2012, Margolis and Walsh, 2003; Mork and Yeung, 2004). This view associates 

family firms with several negative behaviors like favoritism versus familiar members, difficulties in 

planning succession, past generation’s unwillingness in passing the baton, a preference for the good 

of the family over that of the business (Gallo and Melè, 1998; Carney, 2005). Also the relationship 

with non-familiar employees can be affected by nepotism in preferring familiar members to them 

(Poza, Alfred and Maheshwari, 1997) and unfair hiring strategies are considered a typical feature of 

family firms by several authors (Donckels and Frohlich, 1991; Reid and Adams, 2001). In this 

regard, family firms are acknowledged to be considered less progressive in terms of human resource 

involvement or staffing (Aldrich and Langton, 1998; de Kok et al., 2006; Colombo et al., 2014). All 

these elements show that, in contrast to what happens in firms with dispersed ownership where the 

role of shareholders is central, in family firms non-economic goals, related to the control family’s 

protection, are preferred. For this reason, also the level of CSR disclosure, which is a kind of 

information directed to external shareholders, is lower in family firms where the role of external 

shareholders is not as important as it is in firms with dispersed ownership. A further argument in 

support of this thesis is related to the relationship with customers, another stakeholders’ category 

recipient of CSR information disclosed by firms. According to several authors (Gomez-Mejia et al., 

2001; Uhlaner et al., 2004), family firms disclose less information about their CSR practices 

because they prefer to establish personal and more direct relationships with their clients, without 

using formal reports.  

Finally, the literature shows some differences in CSR practices between privately owned 

firms (both family firms and non family firms, that we have previously analyzed) and State-owned 

firms. State-owned firms have to deal with the presence of a high percentage of State ownership 

and, for this reason, they modify the way the firms are managed and the kind of other stakeholders’ 

commitment (Zadek et al., 1997; Pucci and Vergani, 2002; Viviani, 1999; Hinna, 2002). According 

to Secci (2005), State-owned communications are addressed to the whole community, while private 
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firms communications are addressed to more focused stakeholders groups. Moreover, in his 

analysis about CSR disclosure, the author finds that Italian State-owned firms disclose less 

information than other corporations. Bolivar et al. (2012) examine the role of State-owned firms 

managers in perceiving CSR and find that although they are aware of the importance of CSR 

principles, there is still an evident need to increase the application of CSR policies among the 

strategies of these firms. Also Roper and Schoenberger-Orgad (2011) analysing a case study from 

New Zealand, find that State-owned firms are less likely to achieve high CSR standards than free 

market companies. Several studies analyze CSR practices in State-owned firms in China, where 

such a kind of organizations is very common. Tang and Li (2009) show that state-owned Chinese 

firms make inadequate contribution to different social causes and implement questionable 

environmental practices as compared to non state-owned firms. On the other side, according to 

Zhao and Roper (2011), State-owned Chinese firms have a particular attention toward their 

employees, being this one of the core principles of Confucianism.  

The previous analysis of the literature about CSR disclosure shows that it is still relatively 

unclear how the ownership structure of a firm influences the contents of CSR reports. On the other 

side, the literature agrees on the main reason driving a firm to disclose data about its CSR 

initiatives, which is an informative reason. In firms with a dispersed ownership, the separation 

between ownership and control leads to Agency problems of Type I, that can result in asymmetry 

information costs. Agency theory affirms that when there is separation between ownership and 

control, the potential conflict of interest between principal and agents, due to information 

asymmetry, can lead to opportunistic managers’ behaviours (Fama and Jensen, 1983). According to 

Jensen and Meckling (1976) one of the mechanisms that managers have to reduce Agency costs is 

providing voluntary information, such as CSR reports. In firms with dispersed ownership, where 

owners are not involved in the business management, any kind of voluntary disclosure represents a 

monitoring tool able to reduce Agency conflicts between managers and shareholders (Prencipe, 

2004; Brammer and Pavelin 2006 ). In this kind of firms, where the shares are held by the public at 

large, the transparency of accounting information disclosed becomes crucial, together with the 

disclosure of all other activities in which the firms is involved (i.e. social, environmental, 

philanthropic) (Gazhali, 2007). The above arguments thus imply that firms with dispersed 

ownership present high levels of CSR disclosure. 

On the other side, firms with concentrated ownership have less information asymmetry 

problems to face (Chau and Gray, 2002; Christman, 2004; Hu et al., 2009 and Young et al., 2008) 

because of the active involvement of the main shareholder in the business, which results in a better 

monitoring of management and to less opportunistic managers behaviours (Bushman et al., 2004). 
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For this reason, control systems like voluntary disclosure (i.e. CSR disclosure) are not necessary 

(Ho & Wong, 2001; Hossain et al., 1994). In summary, compared to firms with dispersed 

ownership, firms with concentrated ownership face less severe asymmetry information problem due 

to the separation of ownership and management, because of their ability to directly monitor the 

managers (Demsetz and Lehn, 1985). Thus it may be expected that ownership concentration is 

negatively associated with the extent of CSR disclosure. 

Hence, the discussion above, leads us to formulate the following hypotheses:  

Hypothesis 1. Family firms disclose less CSR information than firms with dispersed 

ownership 

 

Hypothesis 2. State-owned firms disclose less CSR information than firms with dispersed 

ownership 

 

Research Design 

Sample selection 

In order to test our hypotheses, we focus on medium and large firms, including in our starting 

sample all the 267 listed firms on the Italian stock exchange in 2014 (no banks, insurance companies 

and financial institutions). We choose Italian setting due to the strong presence of both family firms 

and State-owned firms (Ward and Lief, 2005; Perrini et al., 2007; Verganti, 2009; Secci, 2005). We 

do not consider small not listed firms because previous literature has revealed how large companies 

have a greater number of stakeholders demanding information about CSR policies and also a bigger 

influence on society (Steiner, 1972; Davis, 1973; Owen, 2007). From the beginning sample of 267 

listed firms we exclude those firms not reporting any CSR document (75 firms). Thus, 192 listed 

firms compose the final sample.  

In order to classify a firm as a family firm, a State-owned firm or a firm with dispersed 

ownership, we refer to AIDA, the Italian branch of Bureau van Dijk European database, which 

contains financial, commercial and operating information about Italian firms. This database allows 

the categorization of firms on the basis of their ownership structure. In particular it permits the 

identification of companies owned by “states, governmental agencies, governmental departments, or 

local authorities” (ultimate owner owning at least the 25% of the capital), that we have considered as 

State-owned firms in our analysis. The database is also useful in evaluating the familiness of a firm 

on the basis of its “ultimate owner”. We classify a firm as a family firm if the ultimate owner is 



! 53!

represented by a family owning at least the 25% of the capital. Finally, we consider firms with 

dispersed ownership all those firms included in our sample that are neither family firms nor State-

owned firms. The final sample is composed by 131 family firms, 42 firms with dispersed ownership 

and 19 State-owned firms.  

 

Data 

CSR reporting can be analysed considering several documents. In defining a document as a 

CSR report we follow the definition provided by the Global Reporting Initiative guidelines. 

According to these guidelines, a CSR report is a document providing information about the social, 

economic, environmental and governance actions of the firm. Following this definition, we include 

in our analysis four kinds of reports: (i) Social or Sustainability Report, which is a report containing 

economic, social and environmental information (Campopiano and De Massis, 2014); (ii) 

Environmental Report, defined as a tool to increase organizational transparency with regard to 

environmental impact (Buhr, 2002); Integrated Report, which explains firm’s financial and non 

financial performance in a single document (Eccles and Saltzman, 2011) and (iv) Code of Ethics, 

considered as a formal document consisting of moral standards used to guide corporate behaviour 

(Schwartz, 2004). We consider 210 CSR in our study, all collected from the Internet websites of the 

firms included in our selected sample. Detailed information on the distribution of CSR documents is 

reported in Table 3.1. 

[INSERT TABLE 3.1 HERE] 

 

Variables Construction 

To verify our hypotheses, a measure for the disclosure of CSR information, the independent 

variable, has to be adopted. For this reason, we employ a content analysis, which is a common 

method used to identify CSR information inside written texts (Gao, 2011; Krippendorff, 2004). More 

precisely, we use the previous work of Campopiano and De Massis (2015) in defining the coding 

scheme. The two authors identify nine CSR topics that we use as independent variables. We firstly 

replicate the content analysis of Campopiano and De Massis (2015) and then we verify the presence 

of each topic in the CSR documents previously described, using a dichotomous variable, equal to 1 if 

at least one of the company’s CSR documents provides information on the considered topic and 0 

otherwise. A detailed description of the coding scheme, which consists of 9 topics, is offered in 

Table 3.2.  
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[INSERT TABLE 3.2 HERE] 

 

Our independent variable, which is represented by the ownership structure in both the 

hypotheses, can be classified into three different categories: family, dispersed and State-owned.  

We also control for size and performance in order to verify whether these variables affect our 

findings. Descriptive statistics of our variables are detailed in Table 3.3. 

 

[INSERT TABLE 3.3 HERE] 

 

Methods  

In our two hypotheses we want to test the relation between firms ownership and their extent of 

CSR disclosure. In order to properly investigate this relation we employ the following logistic 

model: 

!"#!!"#$% = !!! + !!!"#$%&'() + !!!"!#$#%%&!% + !!!"# + !  

(1) 

where the dependent variable CSR TOPIC represents the nine topics from the coding scheme, 

considered as dichotomous variables equal to 1 if the topic is mentioned in one of the CSR 

documents of the firm and 0 otherwise.  OWNERSHIP is the independent variable that can assume 

three categories: family, State-owned and dispersed. The application of the model leads to nine 

different logistic regressions, summarized and discussed in a single table in the following section. 

We also include in the model two control variables related to the dimension (TOTALASSETS) 

and to the performance (ROA) of the firm. We obtain qualitatively similar results when using other 

measures for size, like natural logarithm of the firm’s market capitalization or natural logarithm of 

firm’s assets. 

 

Results  

 

To test our two hypotheses we estimate several logistic regressions from Model 1. Table 3.4 

presents the results from estimating Model 1 with a total of 192 observations. The model, as a 

whole, is statistically significant (p-value for the chi-square equals to 0.0000).  
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[INSERT TABLE 3.4 HERE] 

 

We obtain negative and significant results for seven over nine CSR topics, confirming that, as 

compared to firms with dispersed ownership, family firms and State-owned firms disclose less 

information related to the nine CSR topics analysed. In particular, considering the first topic VALUE 

AND GENERAL INTEREST, Table 3.4 shows negative and significant results for family firms (p=-

0,000) and State-owned firms (p=-0.000). For this first topic HP1 and HP2 are verified. We also 

have negative and significant results for the second topic SHAREHOLDERS in relation to State-

owned firms (p=-0.02), which verifies HP2. The third topic relates to EMPLOYEES and also in this 

case only the second hypothesis is verified (p=-0.002). The topic CUSTOMERS presents negative 

and significant results for State-owned firms (p=-0.021). Same negative and significant results are 

obtained in relation to the fifth topic ENVIRONMENTAL AND GREEN ISSUE in relation to both 

family firms (p=-0.000) and State-owned firms (p=-0.000). Only the second hypothesis is verified in 

the case of the topic related to PROCESS AND PRODUC SERVICE (p=-0.022), while for the topic 

GENERAL STAKEHOLDERS MANAGEMENT we have negative and significant results for both 

family firms (p=-0.000) and State-owned firms (p=-0.000). Lastly, Table 3.4 shows non-significant 

results for the two remaining variables: PHILANTHROPY and SUPPLIERS. 

To summarize, consistent with the prediction of our first hypothesis, for three out of nine CSR 

topics family firms disclose less information than firms with dispersed ownership. Furthermore, in 

relation to our second hypothesis, we find that for seven out of nine of the CSR topics considered in 

our model, State-owned firms disclose less CSR information than firms with dispersed ownership.  

 

Discussion and Conclusions  

This study attempts to explain how ownership structure influences firms CSR disclosure. We 

consider three kinds of ownership structures: family owned firms, State-owned firms and firms with 

dispersed ownership. We provide our empirical analysis on a sample of 192 firms in the Italian 

setting, where the presence of both family firms and State-owned firms is relevant. We firstly 

provide a content analysis on the CSR documents disclosed by the firms in our sample, using the 

nine topics considered in the paper of Campopiano and De Massis (2015). Then, we analyse the data 

empirically. Drawing on the Agency Theory, our study evinces several differences between firms 

with concentrated ownership (both family and State-owned) and firms with dispersed ownership in 

relation to their CSR disclosure. In particular, we find that in relation to all the nine topics considered 
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in our analysis, firms with concentrated ownership disclose less CSR information than firms with 

dispersed ownership. This is a rather surprising result, as prior content analysis provided by 

Campopiano and De Massis (2015), which represents the basis for our empirical test, shows that for 

some topics family firms disclose more CSR information if compared to their non-familiar 

counterparts and for some others less. The differences with the results obtained in the previous 

analysis are explained by the inclusion of a third kind of ownership structure (State-owned firms) 

and by a sample of bigger dimension.  

For family firms, as compared to firms with dispersed ownership, we find significant results 

for three topics out of nine. If we consider CSR information related to the topics of VALUE AND 

GENERAL INTERESTS, ENVIRONMENTAL AND GREEN ISSUES and GENERAL 

STAKEHOLDERS MANAGEMENT, family firms appear to disclose less information than firms 

with dispersed ownership. These results are explained by considering that family firms are driven 

by both economic and non-economic goals in disclosing their information (Chrisman et al., 2012) 

and for this reason they tend to use less formal communication flows, preferring more informal 

communication systems. Moreover, all the above mentioned topics relate to the relationship of 

family firms with external stakeholders. We can use the Agency Theory to explain this result. 

Agency Theory suggests that in firms where there is not separation between ownership and 

management (like family firms), managers’ opportunistic behaviours are reduced and control 

systems like voluntary disclosure are unnecessary. For this reason, CSR disclosure has a lower level 

in family firms as compared to firms with dispersed ownership, where information asymmetry 

problems require a higher level of control mechanisms, included CSR disclosure. 

For State-owned firms as compared to firms with dispersed ownership, we find significant 

results for seven topics out of nine. If we consider CSR information related to the topics of VALUE 

AND GENERAL INTERESTS, SHAREHOLDERS, EMPLOYEES, CUSTOMERS, 

ENVIRONMENTAL AND GREEN ISSUES, PROCESS AND PRODUCT SERVICE and 

GENERAL STAKEHOLDERS MANAGEMENT, State-owned firms appear to disclose less 

information than firms with dispersed ownership. These results are in line with prior researches 

(Tang and Li, 2009; Roper and Schoenberger-Orgad, 2011; Bolivar et al., 2012), considering a 

lower level of CSR disclosure in State-owned firms as compared to firms with dispersed ownership. 

Also in this case we use Agency Theory to explain these differences. In State-owned firms the 

controlling shareholder is represented by the State itself or by governmental agencies, governmental 

departments, or local authorities. For this reason, the level of controlling mechanism is lowered 

because the controlling shareholder represents a control warranty itself. 

This paper has both theoretical and practical implications. First, our findings are useful for 
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CSR scholars that only in last years have started to investigate CSR disclosure in relation to firms’ 

ownership structures. Our study provides empirical evidence that ownership structure has a strong 

influence on CSR reporting, including in the analysis the category of State-owned firms that is often 

overlooked. Moreover, also family firms literature can benefit from the findings of our study, 

because it confirms that the familiness is a variable influencing several aspect of family firm’s life, 

including CSR processes. Second, we provide also theoretical insights useful for practitioners, like 

managers, consultants and accountants of firms with concentrated ownership who have to adequate 

the level of voluntary disclosure to that of firms with dispersed ownership in order to face the high 

public demand for this kind of reports.  

In closing, we are conscious about the limitations of our paper, which open to future studies. 

First, further research could replicate our analysis in other countries in order to verify if same results 

can be obtained in other geographic settings. It can be expected that the role of CSR disclosure is 

different for firms with different corporate governance systems. Then, other control variables could 

be included in the analysis, in order to verify if other external or internal elements  (like firm age or 

industry) have an influence on CSR disclosure. Finally, we provide results based on only one year of 

analysis (2014), while longitudinal analysis could be useful to evaluate the phenomenon.  

 

 

!
!
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Tables 

 

Table 3.1 – Distribution of CSR documents 

 

 

Table 3.2 – Topics identified by Campopiano and De Massis 

 

FIRM OWNERSHIP

Social or 
Sustainability 

Report
Environmental 

report
Integrated 

report
Code of 
Ethics

Family firms 11 1 7 120
State-owned firms 10 0 8 9
Dispersed ownership firms 4 0 3 37
TOT 25 1 18 166

CSR DOCUMENTS

TOPICS DESCRIPTION EXAMPLE PHRASES
Values and General 

Interests
"This topic refers to what is considered good, 
important, useful and desirable"

Honesty, fairness, integrity, respect, 
values, rules, responsibility

Shareholders
"This topic refers to the creation of value for 
shareholders, to the attention of their interests and to 
the honesty in communication"

Interaction with shareholders, 
shareholders/owners, value creation, 
investors

Employees "This topic refers to good working conditions, to the 
involvment of employees in business strategies, to 
safe and non discriminating working conditions"

Professional growth, leisure time, 
personal skills, carreer development, 
development programs, maternity, 
illness, equal opportunity, diversity

Customers "This topic includes aspects such as satisfying 
customer expectations, customer loyalty and 
involvment, fair prices"

Communication, customer loyalty, 
perceived quality, customer 
satisfaction surveys, consumer 
associations

Environmental and Green 
Issues

"This topic relates to concerns for environmental 
conservation and includes issues such as responsible 
use of energy and material resources, reduction of 
pollution emissions, green research and innovation"

Environmental respect, emission 
reduction, pollution, climate change

Philanthropy
"This topic refers to the respect for local community, 
engaging in projects for the quality of local 
community life and development"

Local community, job creation, 
involving associations

Process and 
Product/Services

"This topic is related to production efficiency, quality 
guarantees and improvements, waste reduction, 
recycling materials, product safety"

Recoverable materials, sustainable 
packaging, recycling, internal audit

General Stakeholder 
Management Issues

"This topic includes all issues related to satisfying 
stakeholder claims, stakeholder dialogue, 
stakeholder involvement in decision making process"

Value creation for stakeholders, 
dialogue, engagement

Suppliers

"This topic deals with the assessment of supplier 
engagement in CSR, Whether suppliers reduce waste 
in provisions, open communications, loyalty, fair 
contracts"

Supplier training, supplier monitoring 
and evaluation
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Table 3.3 – Descriptive statistics 

 

Table 3.4 – Logistic regression results 

 

Variable Obs Mean Std.0Dev. Min Max
44444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444
pages 210 35.23789 44.35522 4 262
totalassets 192 8833679 2.83E+07 1467 1.60E+08
roa 192 1.84127 8.436365 474.78 29.23
Value0and0general0interest 192 0.9763033 0.1524642 0 1
Shareholders 192 0.9505495 0.2174049 0 1
Emplyees 192 0.9374822 0.1987643 0 1
Customers 192 0.9747475 0.1572889 0 1
Environmental0and0green0issues 192 0.9367816 0.2440577 0 1
Philanthropy 192 0.9226191 0.4376998 0 1
Process0and0product0service 192 1.0505052 2.3037141 0 1
General0stakeholders0management 192 0.8372093 0.6096964 0 1
suppliers 192 0.9899497 0.0999975 0 1
44444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444444
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!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
Robust

Coef. Std..Err. z P>|z|
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
VALUE.AND.GENERAL.INTEREST

Family.ownership !14.7774 0.5898081 !25.05 0 ** !15.9334 !13.62139
State.ownership !15.48262 1.1082 !13.97 0 ** !17.65465 !13.31059
Total.assets 1.04E!08 4.49E!09 2.31 0.021 1.56E!09 1.92E!08
Roa 0.0194965 0.0199569 0.98 0.329 !0.0196183 0.0586113
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
SHAREHOLDERS

Family.ownership !0.689994 0.6651284 !1.04 0.3 !1.993622 0.6136337
State.ownership !1.961425 0.8438614 !2.32 0.02 ** !3.615363 !0.3074871
Total.assets 2.70E!08 2.26E!08 1.19 0.233 !1.74E!08 7.13E!08
Roa !0.0066128 0.0182104 !0.36 0.717 !0.0423046 0.0290789
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
EMPLOYEES

Family.ownership !0.7093174 0.6639627 !1.07 0.285 !2.01066 0.5920257
State.ownership !1.897707 0.8166235 !2.32 0.02 ** !3.49826 !0.2971545
Total.assets 3.78E!09 8.36E!09 0.45 0.652 !1.26E!08 2.02E!08
Roa !0.0051975 0.0180895 !0.29 0.774 !0.0406522 0.0302572
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
CUSTOMERS

Family.ownership !0.8213277 0.6593544 !1.25 0.213 !2.113639 0.4709831
State.ownership !1.889709 0.8162056 !2.32 0.021 ** !3.489443 !0.2899758
Total.assets 3.49E!09 8.14E!09 0.43 0.668 !1.25E!08 1.94E!08
Roa !0.0058987 0.0174389 !0.34 0.735 !0.0400783 0.0282808
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
ENVIRONMENTAL.AND.GREEN.ISSUES

Family.ownership !16.23972 0.9165427 !17.72 0.000 *** !18.03611 !14.44333
State.ownership !15.32495 1.415419 !10.83 0.000 *** !18.09912 !12.55078
Total.assets !1.51E!08 1.13E!08 !1.34 0.181 !3.73E!08 7.02E!09
Roa !0.0010192 0.0194415 !0.05 0.958 !0.0391238 0.0370853
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
PHILANTHROPY

Family.ownership !1.335167 1.100546 !1.21 0.225 !3.492197 0.8218633
State.ownership !0.4348906 1.63106 !0.27 0.790 !3.63171 2.761928
Total.assets !1.27E!08 1.01E!08 !1.26 0.207 !3.25E!08 7.04E!09
Roa 0.0048511 0.0149989 0.32 0.746 !0.0245462 0.0342484
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
PROCESS.AND.PRODUCT.SERVICE

Family.ownership !1.380751 1.074156 !1.29 0.199 !3.486059 0.7245566
State.ownership !2.926789 1.279057 !2.29 0.022 ** !5.433694 !0.4198829
Total.assets 1.55E!07 1.20E!07 1.29 0.198 !8.11E!08 3.91E!07
Roa !0.010859 0.0262211 !0.41 0.679 !0.0622514 0.0405334
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
GENERAL.STAKEHOLDERS.MANAGEMENT

Family.ownership !16.58866 0.2962853 !55.99 0.000 *** !17.16937 !16.00796
State.ownership !15.30087 1.105758 !13.84 0.000 *** !17.46811 !13.13362
Total.assets 1.53E!08 1.96E!08 0.78 0.435 !2.31E!08 5.38E!08
Roa !0.0113468 0.0422114 !0.27 0.788 !0.0940796 0.0713861
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
SUPPLIERS

Family.ownership !0.0225641 0.0604452 !0.37 0.709 !0.1420458 0.0969175
State.ownership 0.1298933 0.1201172 1.08 0.281 !0.1075414 0.3673281
Total.assets !1.47E!09 1.31E!09 !1.13 0.262 !4.05E!09 1.11E!09
Roa !0.0028032 0.0024176 !1.16 0.248 !0.0075822 0.0019757
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

* low

** medium

*** high 0.001 x<=0.001

[95%.Conf..Interval]

Statistically significance
0.1 0,05<x<=0.1

0.05 0.001<x<=0.05
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CHAPTER 4 

Financial Statements Fraud: Does Their Intensity Have A Connection 

With Earnings Management? 
 

ABSTRACT 
This study investigates the relationship between earnings management and financial statements frauds. 

We examine how earnings management practices done in the two years before the fraud emersion impact 

the likelihood of fraud occurrence. Moreover, we introduce a new measure for the fraud intensity. Using a 

sample of 70 fraud and 70 no-fraud firms we find that firms committing fraud of higher intensity have 

managed earnings in the two years before the fraud occurrence. This paper contributes to the literature 

about fraud antecedents being this the first study measuring the relationship between earnings 

management and the intensity of the fraud, and can be useful for practitioners, because using the analysis 

of earnings management practices, analysts can foresee and prevent financial statements frauds. 

 

 

Keywords: Earnings management, financial statement fraud, fraud intensity, restate  

 

 

Introduction  

 

After the recent economic scandals that have interested the world economy, 

increasing attention has been given to the truthfulness of the information provided by 

managers to stakeholders. In particular, several studies in literature focused on the 

phenomenon of financial statements manipulation that, according to Perols and Lougee 

(2011) occurs when managers manipulate financial statements using accounting 

practices that are within GAAP or outside GAAP. 

Several reasons can be identified as motivations for financial statements 

manipulation, like debt covenants, bonus plan and income smoothing (Prencipe, 

Markarian, Rozza 2008). According to Kellog and Kellog (1991), the first two reasons 

for manipulation in financial statements are the possibility to encourage investors (both 

shareholders and creditors) and the possibility to increase stock’s value for present 

shareholders. 
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Two different kind of financial statements manipulation can be identified: 

fraudulent accounting and earnings management. Fraudulent accounting is acted by a 

firm when it makes choices that violate GAAP. On the other side, with earnings 

management practices, managers do not act violating laws, because they use exactly 

that flexibility allowed by the regulation to manipulate the accruals or to deviate from 

normal operational practices, done to make some stakeholders believing in the results of 

the financial reporting (Roychowdhury, 2006).  

Fraudulent accounting implies huge costs for firms, both financial and non 

financial (Kulikova and Satdarova, 2016). Financial costs can be identified in the loss of 

external investments and in the legal costs the firm has to sustain to repay its defrauded 

shareholders. Non financial costs refer to the drop of image and reputation and to the 

possible interruption of all the relations with external stakeholders. The financial 

statement fraud acted by Enron caused a loss in market capitalization of about $ 70 

billion (Rezaee, 2005), while according to Cotton (2002), during the past several years 

investors sustained a cost for financial statements frauds higher than $ 500 billion. 

Since these legal and reputational costs can be avoided using earnings 

management practices (Dechow, Sloan and Sweeney, 1996), we argue that firms 

involved in frauds have previously manipulated their financial statements through legal 

procedures, trying at first to show a better situation acting legally. Only when the 

earnings management practices are not enough to show a positive economic and 

financial situation, firms start to cheat on accounting numbers illegally. Thus, the 

baseline of this work is the relation between the earnings management practices and the 

financial statement fraud. First, we aim to test if there is a connection between these two 

practices. Later, we introduce a new path of research, which investigates on the 

intensity of the fraud. In other words, we test if the existence of earnings management 

practices before the fraud occurrence affects the amount deceived with the fraud. 

The relationship between frauds and earnings management can be seen as an 

interesting field of research not only because it helps to define an antecedent to 

fraudulent accounting, but also because fraud represents an event of huge interest for all 

the stakeholders of the firm, like auditors, regulators, employees, shareholders and 

creditors (Perols and Lougee, 2011).  
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This paper contributes to the literature in several ways. Firstly, it contributes to 

the literature helping filling the existent gap about the relation between earnings 

management and financial statement frauds, a relation that received a little attention 

until today. Moreover, it introduces the study of the intensity of the fraud, not deeply 

investigated yet (Jones, Krishnan and Melendrez 2008). Then, practitioners could use 

the findings of this paper to implement tools and procedures through which they could 

reduce the fraud occurrence and/or their magnitude, reducing their impact on financial 

markets, keeping the trust of investors high.   

The remainder of the paper is organized as follow: in the second section the 

literature on frauds and earnings management is presented together with the theoretical 

framework in order to finalize the hypotheses. In the third section we develop the 

research design, defining the sample selection procedure and the variables construction. 

In this section we also provide a model for testing the hypotheses. We present the 

results of our study in section 4, while the last section provides the discussion and the 

conclusions.  

 

Background Research And Hypothesis Development 

 

After several accounting scandals (e.g. Enron, WorldCom, Xerox, Parmalat, 

Adelphia and Tyco) that characterized the world’s economy of the last twenty years, a 

great attention has been paid to the quality of firms’ financial reported information, in 

order to provide a better investors’ protection. Financial statement represents the 

primary source of information for external investors and, according to International 

Accounting Standards, it must reflect in a truly way the economic and financial 

situation of the firm. According to IAS 1 - Presentation of Financial Statement - 

“Financial statements shall present fairly the financial position, financial performance 

and cash flows of an entity. Fair presentation requires the faithful representation of the 

effects of transactions, other events and conditions in accordance with the definitions 

and recognition criteria for assets, liabilities, income and expenses”.  

Despite the very clear precept stated in the IAS 1, often managers modify 

financial statements’ numbers, in order to provide to external investors a better 
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overview of the company they run, which, in turn, does not square with the real 

financial situation.  

Managers can manipulate financial statements in two different ways: fraudulent 

accounting and earnings management.  

International literature and authoritative bodies provide several definitions of 

financial statement fraud. We follow the definition provided by Rezaee (2002) who 

describes a financial statement fraud as a deliberate attempt by corporations to deceive 

or mislead users of published financial statements, especially investors and creditors, by 

preparing and disseminating materially misstated financial statements. Following this 

definition, most of the time, financial frauds are acted falsifying or distorting financial 

records, misrepresenting accounting information and data, with voluntary 

misapplication of the accounting standards and principles or manipulating accounting 

practices. 

The negative impact of a financial statement fraud does not involve only financial 

markets, but it will generate negative consequences for all the different stakeholders 

linked to the firm (Zahra, Priem and Rasheed, 2005) in terms of costs sustained. Thus, 

the problem of frauds has to be faced from a broader perspective. 

According to Glass Lewis  (2005), from 1997 to 2004 the world economy 

experienced a loss of more than $900 billion in market capitalization due to financial 

scandals. Moreover, the legislative measures adopted, like the Sarbanes-Oxley Act of 

2002 in the U.S., seem to be ineffective as the wave of discovered financial statement 

frauds increased after its emanation. This increase can be due to a higher number of 

financial fraud committed, but also to a more efficient system of controls (Hogan, 

Rezaee, Rilet and Velury, 2008). For this reason, fraud investigation has become a very 

interesting field of research not only for researchers but also for practitioners, reason 

why organizations like Association of Certified Fraud Examiners (ACFE) were created 

to train professionals to prevent frauds (Albrecht, Holland, and Malagueno, 2015). 

Previous literature on fraud identifies three factors that can make a single 

individual involved in a financial statement fraud (Cressey, 1953): incentive or pressure, 

opportunity, and attitude or rationalization. These three elements form the so-called 

“fraud triangle”. The first element of the fraud triangle refers to all the internal or 

external motivations that can force an individual to manipulate financial statement data 
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in order to avoid possible negative consequences due to the publication of the real data 

(Albrecht, Holland, Malagueno, Dolan and Tzafrir, 2015). Important motivations in 

committing frauds can be due to the pressure to meet or beat analysts’ forecast (Wilks 

and Zimbelman, 2004), to the desire to attract external financing at a lower cost (Hogan, 

Razaee, Riley, and Velury, 2008) or to the amount of stock options held by managers 

(Efendi, Srivastava, and Swanson, 2007).   

The second element of the fraud triangle is the possibility of seizing an 

opportunity. This opportunity is related to the risk factors that make less likely the 

discovery of the fraud. Academic literature reports that frauds are more likely to occur 

in firms with a weak corporate governance structure (Magnanelli, 2012), like fewer 

independent directors (Farber, 2005), lower level of financial expertise for the members 

of the audit committee (Abbot, Parker and Peters, 2004), weak internal controls 

(Loebbecke, Eining, and Willingham, 1989).  

Finally, the third element of the fraud triangle refers to the ethical values of the 

individual committing the fraud.  Most people are honest and for this reason they try to 

find excuses able to justify their fraudulent actions in order to convince themselves they 

are not acting in breach of their moral values (Tsang, 2002).  

According to academic literature, frauds are more likely to occur when all the 

three elements are perceived by the individual committing the fraud. 

A firm realizes fraudulent accounting operations when it makes choices that 

violate GAAP. Due to the huge costs resulting from the fraud, it is reasonable to think 

that, before committing a fraud, managers implement accounting manipulations allowed 

by GAAP, like earnings management practices. 

According to Healy and Whalen (1999), earnings management occurs when 

“managers use judgment in financial reporting and in structuring transactions to alter 

financial reports to either mislead some stakeholders about the underlying economic 

performance of the company or to influence contractual outcomes that depend on 

reported accounting practices”.  

Several reasons force managers to manipulate earnings results (Prencipe, 

Markarian and Rozza, 2008), first and foremost the opportunity to show firm’s results 

in the best light, increasing the attractiveness of the business for external stakeholders 

(Kulikova and Satdarova, 2016). Other relevant reason is related to debt covenants 
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(Jaggi & Lee, 2002; Sweeney, 1994): managers can manipulate earnings value in order 

to avoid the risks related to the possibility of debt cancellation or renegotiation to worse 

conditions. A motivation strictly linked to the previous reason relies on the desire to 

attract external financing at low costs (Dechow, Sloan and Sweeney, 1996). 

Considering that financial statements are the first and the only source of information for 

external investor to understand the internal situation of the company, managers 

manipulate financial results to make the company more attractive for present and future 

investors.  

The second explanation is linked to managers’ compensation (Gaver, Gaver and 

Austin, 1995; Guidry, Leone and Rock, 1999; Healy, 1985): when managers’ 

compensation is linked to firm performance, managers tend to manipulate financial 

results in their favor, showing the achievement of expected short-term performance 

targets.  

Another reason deals with the income-smoothing phenomenon (Buckmaster, 

2001; Trueman & Titman, 1988): managers manipulate earnings in order to avoid 

significantly variations in their reported results among years and present a stable trend 

to the markets. 

Finally, the last explanation deals with a weak governance structure that can 

influence management’s independence. The governance literature emphasizes the role 

of the Board of Directors’ composition, with a particular focus on the presence of 

outside directors. For example, Peasnell, Pope and Young (2005) examine whether 

there is a link between earnings management and the composition of the Board of 

Directors, focusing on two dimensions of Board monitoring: the proportion of outside 

directors and the presence of an audit committee. Also Dechow, Sloan and Sweeney 

(1996) identified governance structure as one important determinant of earnings 

manipulation.  

Moreover, according to several studies, earnings management becomes more 

likely to be acted by managers when earnings fall below certain thresholds such as: 

avoiding reporting a loss, reporting a growth in profits and meeting the analysts’ 

consensus forecast (Peasnell, Pope and Young, 2005). Degeorge, Patel and Zeckhauser 

(1999) report that there is a sort of hierarchy among these thresholds, where the most 

important is considered to be the growth in profits; a lower consideration is given to the 
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growth in earnings and, only at the end, we can find the necessity to meet analysts’ 

forecast.  

As we can notice, literature identifies the same causes listed by the fraud triangle 

for the earnings management practices. Because of this reason, we want to investigate 

the link between earnings management and fraud, considering the former as an 

antecedent to the latter. Thus, first, we analyze how earnings management practices 

done in the two years before fraud occurrence impact on the likelihood that a firm will 

commit a financial statement fraud.  

Previous literature about the relation between earnings management and fraud has 

yielded inconclusive results. The best measure of earnings management is represented 

by discretionary accruals (Jones, Krishnan and Melendrez, 2008), while prior studies 

focus on the level of total accruals. According to Lee, Ingram and Howard (1999), there 

is a positive relation between the fraud and the sum of total accruals over the three years 

before.  Also Beneish (1999) finds a positive relation between the fraud and total 

accruals in the year before the fraud occurrence. Dechow, Sloan and Sweeney (1996) 

report a positive relation between the level of earnings management and the likelihood 

of fraud in the same year.  

Other studies consider discretionary accruals as a measure of earnings 

management (Jones, Krishnan and Melendrez 2008), but focus their attention only on 

the year before the fraud occurrence.  

Financial statement frauds often start with small manipulations of financial 

reports that later can result in misleading financial statements (Kulikova and Satdarova, 

2016; Razaee, 2005). Thus, we think that due to the high costs related to the fraud, 

managers can initially try to manage the financial statement using techniques allowed 

by the legislation and only if their manipulations are not effective enough in achieving 

their aims this manipulation process will lead to a financial statement fraud.  

These considerations lead us to formulate our first hypothesis: 

 

Hypothesis 1. Firms for which the fraud emerges in year t0 have managed 

earnings in the two years before the fraud occurrence. 
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 For better testing the relation between earnings management and financial statement 

fraud we consider the level of earnings management in the two years before the fraud 

occurrence, using discretionary accruals as a measure of earnings management. 

Furthermore, to deeply clarify the relation between fraud and earnings 

management practices, we introduce a measure of fraud intensity able to capture the 

magnitude of the fraud. On our opinion, different magnitudes of frauds have to be 

analyzed considering that larger frauds have greater negative impacts in terms of 

damages for stakeholders, while smaller frauds result in lower amounts deceived and 

lower damages. We believe that higher frauds need more time to be realized and that, 

for this kind of frauds, the process of financial statement manipulation tend to be 

gradual and to start at least two years before the fraud occurrence, with the 

implementation of earnings management practices. On the other side, for frauds of 

lower intensity, it is reasonable to believe that the process of earnings management is 

avoided and managers directly implement the fraud. For this reason, we believe that the 

relation we test in the first hypothesis can be deepened in relation to frauds of high 

intensity.  

All these considerations lead us to formulate our second hypothesis: 

 

Hypothesis 2. Firms for which the fraud of high intensity emerges in year t0 have 

managed earnings in the two years before the fraud occurrence. 

 

Research Design 

 

Sample Selection 

 

In order to test the hypotheses previously described, we conduct a longitudinal 

analysis, covering a 18 years period (from 1990 to 2007), on a sample of 140 firms. Out 

of these, 70 represent the firms included in the “fraud sample” because each of them 

experienced a financial statement fraud during the considered period. We match each 

firm of the “fraud sample” with a comparable firm that did not experience any fraud, 

creating a “no-fraud sample”. The final total sample is obtained joining the two 

samples, each composed by 70 firms.   
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Fraud Sample 

 

Fraud sample is composed by listed firms that experienced a financial statement 

fraud in US or Europe, during the period of investigation.  

For US firms, we refer to the database of fraud firms provided by the Authors of 

the “Fraudulent Financial reporting: 1998-2007 – an analysis of US Public 

Companies”1.  

For European firms, there is not an official database including financial fraud 

cases. Thus, we hand-collected information to create the database, starting from the 

“Loss and Litigation Report”, published by GenRe in 2005. We also refer to some 

National Authorities in charge of the detection and the sanction of frauds (such as 

CONSOB for Italy, Autorité des Marchés Financiers (AMF) for France and BaFin for 

Germany).  

For both US and European firms, financial data are taken from DATASTREAM 

database, or hand-collected from each specific National Authority for the Stock 

Exchange Market. 

The starting fraud sample is composed by 347 US firms involved in alleged 

financial statements frauds, as reported in 1,335 AAERs and 43 European firms. As 

shown in Table 4.1, we exclude from the starting fraud sample those firms for which the 

amount of the fraud was not specified (169 firms), financial institutions, banks and 

insurance firms (27), firms with missing data related to earnings management in the two 

years before the fraud (124). Thus, the final fraud sample is composed by 70 firms 

belonging to nine different countries (US, Ireland, Germany, Sweden, Belgium, Russia, 

Switzerland, UK and Italy), accused of financial statement fraud between 1990 and 

2007. This procedure of sample streamlining is similar to those applied in prior fraud 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
1 !The “Fraudulent Financial reporting: 1998-2007 – an analysis of US Public 
Companies” is a research commissioned by the Committee of Sponsoring Organizations 
of the Treadway Commission (COSO), which analyzes all the Accounting and Auditing 
Enforcement Releases (AAERs) issued by the Security and Exchange Commission 
(SEC) between January 1998 and December 2007. In the US context, AAERs represent 
the primary source of alleged cases of financial statement fraud (Grove and Basilico, 
2008; Beneish, 1999; Grove and Cook, 2004; Beasley, Carello, and Hermanson, 1999), 
considering all the discovered violations of the Rule 10(b) of the 1934 Securities 
exchange Act.!
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researches (Beneish, 1997; Feroz, Taek, Pastena and Park, 2000; Perols and Lougee, 

2011).  

We consider the period between 1990 and 2007 in order to exclude from the 

analysis the crisis period, begun in 2008, avoiding the effects of the crisis that interested 

world’s economy, which could create distortion in the financial statement fraud 

analysis. 

 

[INSERT TABLE 4.1 HERE] 

 

No-Fraud Sample 

To create the no-fraud sample, we follow previous studies (Beasley, 1996; 

Agraval and Chada, 2005; Perols and Lougee, 2011), using a matched sample design. 

We adopt criteria of similarity with the fraud firms based on four elements: industry, 

size, time period and stock exchange.  

Each matched firm is selected within the same four-digit SIC code as the fraud 

firm, which defines the industry. If no four-digit SIC code is available, we refer to the 

three-digit SIC code. If no three-digit SIC code is identified, we then use the same 

procedure with a two-digit SIC code.  

Each firm of the no-fraud sample has a similar size to the related firm in the fraud 

sample. We measure the size using three different indicators: Total assets, Sales and 

Market Capitalization. A firm is included in the no-fraud sample as a matched firm if at 

least two of the three parameters are within +/- 30% of the values of the same 

parameters of the fraud related firm in the year preceding the year of the financial 

statement fraud. 

To be included in the no-fraud sample, each firm has to present available data 

useful for the calculation of Earnings Management measure in the two years before the 

fraud occurrence. The no-fraud sample contains all firms listed on the same markets of 

the related firms in the fraud sample (US and Europe). 

For both US and European firms, financial data are taken from DATASTREAM 

database, or hand collected from each specific National Authority for the Stock 

Exchange Market. 
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Variable Construction 

 

To verify our hypotheses, a measure for earnings management, the independent 

variable, has to be adopted. Literature about financial statements manipulation identifies 

several proxies for earnings management. Several scholars use discretionary accruals as 

a measure of earnings management (Ronen and Sadan, 1981; Healy, 1985; Dechow and 

Sloan, 1991; De Angelo, 1996), but the most used model in literature is the Jones model 

(1991), which exhibits the most power in detecting earnings management using 

discretionary accruals. 

Discretionary accruals (abnormal accruals) is calculated as the difference between 

total accruals and non-discretionary accruals, as shown in the formula below: 

 
!"!"

!""#$"!"!!
= !"!"
!""#$"!"!!

− ! !"#!"
!""#$"!"!!

 

 

where: 

DAit represents Discretionary Accruals for firm i at year t; 

Assetsit-1 represents total assets for firm i at year t-1; 

TAit represents Total Accruals for firm i at year t. 

  They are defined as income before extraordinary items minus cash flow 

from operations; 

NDAit represents Non-Discretionary Accruals for firm i at year t. 

 

Following Jones (1991), we calculate discretionary accruals component using the 

residual estimation of the error term of the following regression: 
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where: 

CAit  represents Current Accruals.  

They are equal to NIit + DEPit – (CFOit); where NIit is the Net Income for 

firm i at year t and represents income before extraordinary items; DEPit is 
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the Depreciation and amortization for firm i at year t and CFOij is the 

Cash Flow from Operating activities for firm i at year t; 

Assetsit represents total assets for firm i at year t; 

ΔSalesit represents the change in sales for firm i from year t-1 to year t. Sales are 

computed considering gross sales and other operating revenues less 

discounts, returns and allowances.  

The residual estimation from the previous equation is used as a proxy for 

discretionary accruals. 

We define earnings management as the absolute value of discretionary accruals 

(Klein, 2002; Cohen, Dey and Lys, 2008; Hazarika, Karpoff and Nahata, 2012). 

Managers can manipulate earnings up to increase their bonuses and stock compensation 

(Efendi, Srivastava and Swanson, 2007) or they can manipulate earnings down before 

the reissue of stock options (Teoh, Welch and Wong 1998) or before share repurchases 

(Gong, Louis and Sun 1998). Using the absolute value of discretionary accruals we are 

considering managers’ capability to either increase or decrease reported earnings.  

Following Perols and Lougee (2011), we use a measure of aggregate absolute 

value of prior discretionary accruals as a measure of earnings management (TAVDA: 

Total Absolute Value of Discretionary Accruals). In particular, we consider the sum of 

the absolute values of discretionary accruals in the two years before the occurrence of 

the fraud deflated by assets at the beginning of each year, as shown in the formula 

below: 

 

!"#$%!!"#$%&'(!!"#$%!!"#$%&'"()*%+!!""#$%&'!" =
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To verify the occurrence and the intensity of the fraud, which represents our 

dependent variable, we use two different measures.  

When we test our first hypothesis, we consider the dependent variable 

DUMMYFRAUD as a dichotomous variable, equal to 1 if the firm experienced a 

financial statement fraud and 0 otherwise. 

For testing the second hypothesis, we construct the variable FRAUD able to 

measure the intensity of the fraud. In order to do that, we firstly create the variable 
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LEVEL, determined as the ratio between the amount deceived through the fraud and the 

level of total assets of the firm. This process enables us to standardize the values of the 

frauds making them statistically significant and comparable. After this standardization 

process, we divide the values included in the variable LEVEL into four ranges (No, 

Low, Medium and High), representing four levels of fraud occurrence. Following 

previous studies (Magnanelli, 2012), we then create the variable FRAUD with four 

quantitative ordinal levels (0, 1, 2, 3) including firms in the four ranges according to the 

following criteria: 

- FRAUD level equal to 0: we include all the firms of the No fraud sample (No 

Fraud); 

- FRAUD level equal to 1: we include all the firms with a LEVEL between 0 

(non included) and 5% included (Low Fraud); 

- FRAUD level equal to 2: we include all the firms with a LEVEL between 5% 

(non included) and 30% included (Medium Fraud);  

- FRAUD level equal to 3: we include all the firms with a LEVEL higher than 

30% (High Fraud).  

  

Control Variables 

 

Following previous literature (Summers and Sweeney, 1998; Beneish, 1999) we 

include some control variables in our model. We consider three different categories of 

control variables: corporate governance measures, financial measures and dimensional 

measures.  

 

Corporate Governance Measures 

 

We included the most relevant corporate governance measures according the 

related literature (Beasley, 1996; Jensen and Meckling, 1976; Uzun, Szewczyk and 

Varma 2004). 

Starting from the ownership structure, the first control variable that we consider in 

our model is BLOCK, a dummy variable equal to 1 if a blockholder exists and 0 

otherwise. Aligned with previous literature (Larcker, Richardson and Tuna, 2007; Ali, 
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Chen and Radhakrishnan, 2007), we define a blockholder as a single shareholder, or a 

group of shareholders, who owns a percentage of outstanding shares higher than 5%. 

We expect a positive relation between the presence of a blockholder and fraud 

occurrence.  

We include two control variables related to the Board of Directors (BoD): 

BODSIZE and BODIND. The first variable is a measure of the BoD dimension because 

it indicates how many members are present in the Board. We expect a positive relation 

between BoD dimension and fraud, because the largest part of the literature confirms 

that smaller BoD are more efficient in controlling management’s work (Jensen, 1993; 

Lipton and Lorsch, 1992). The second variable is a dummy variable measuring the 

independence of the BoD, equal to 1 if the majority of BoD members are outside 

directors, 0 otherwise. Based on previous literature (Beasley, 1996; Uzun, Szewczyk 

and Varma 2004; Larcker, Richardson and Tuna, 2007, Marra, Mazzola and Prencipe, 

2011), who sustain that the higher the percentage of outside directors, the higher the 

effectiveness of the Board’s monitoring functions, we expect a negative relation 

between the number of independent directors and fraud. 

We create two variables concerning the CEO figure: CEOTENURE and CEOSO. 

The first variable (CEOTENURE) considers CEO seniority and is measured as the total 

number of years that the CEO covered his/her role. This variable considers the 

capability of an established CEO to have more power in influencing the Board than a 

new CEO (Beasley, 1996; Hermalin and Weisbach, 1998). For this reason, we expect a 

positive relationship between this variable and fraud occurrence. We include in our 

model also CEO compensation, considering the ratio between the value of the stock 

option granted to CEO and his/her total annual compensation (CEOSO). According to 

the literature, CEOs are more likely to manage financial statements if their 

compensation depends on financial results (Baker, Collins and Reitenga, 2003; 

Bergstresser and Philippon, 2006; McAnally, Srivastava and Weaver, 2008). Based on 

this consideration, we expect a positive relation between this variable and fraud 

occurrence.  

Regarding the Audit Committee, we include the control variable AUDFINEXP in 

our model. This variable is built considering the presence or not of a financial expert 

among the Board members. According to Agrawal and Chada (2005), members with 
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accounting or financial expertise are more likely to recognize falsifications in financial 

statements. We expect a negative relation between this variable and fraud occurrence. 

In relation with external auditors, we consider two control variables: BIG5 and 

NONAUDITFEES. For the first variable, following Agrawal and Chada (2005), we 

create a dummy variable equal to 1 if the auditor of the firm belongs to the group of the 

so-called “Big 5” (PriceWaterHouseCoopers, KPMG, Ernst&Young, Deloitte&Touche 

and Artur Andersen2), 0 otherwise. These five audit companies represent the biggest 

and most reliable companies in the audit industry (Dechow, Sloan and Sweeney, 1996). 

For this reason, we expect a negative relation between this variable and fraud 

occurrence. We construct the second variable considering the fees paid to the auditors 

by the firms included in our sample, taking into account the percentage of the non-audit 

fees on total fees paid to the auditors. We include this variable in our model because 

several recent legislations restricted the kind of non-audit services that auditors can 

offer to their clients, in order to strengthen the independence of the auditors. We expect 

a positive relation between this variable and fraud occurrence. 

The last corporate governance control variable included in our sample is TIME. 

After the wave of financial statement scandals, many countries adopted corporate 

governance reforms (the Sarbanes-Oxley act of 2002 in US; the Combine Code of 2003 

in UK; the Preda report of 2002 in Italy; the 2nd Vienot Report of 1999 in France; Swiss 

Code of Best Practice of 2002; Sweden Code of Best Practice of 2002; Dutch Corporate 

Governance Code of 2003; the Code of Corporate Governance of 2004 in Belgium and  

the Baums Report of 2001 in Germany). We construct a variable equal to 1 if the firm 

committed the fraud after the adoption of the reform in the belonging country, 0 

otherwise. For this reason we expect a negative relation between this variable and fraud 

occurrence. 

 

Financial Measures 

 

We include in our model the most relevant financial indicators which could have a 

role in the relationship between frauds and earning management. 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
2!In 2002, the firm voluntarily surrendered its licenses to practice as Certified Public Accountants after 
the Enron scandal!
!
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Return on Equity (ROE) and Return on Investments (ROI) are financial ratios 

able to measure the profitability for shareholders and for stakeholders. According to 

Ravisankar, Ravi, Rao and Bose (2011), firms are more likely to make fraudulent use of 

financial statements in presence of poor performance ratios. For this reason, we expect a 

negative relation between these variables and fraud occurrence. 

Financial leverage (FINLEV) represents a measure of the level of indebtedness of 

the firm, which is positively correlated with the fraud occurrence because financially 

distressed firms can be more tempted to commit frauds. (Persons, 1995; Erickson, 

Hanlon and Maidev, 2006). Thus, we expect a positive relation between this variable 

and the fraud occurrence. 

The last financial control variable we included in our model is RESTAT. This is a 

dummy variable, equal to 1 if the firm restated its financial statement in the year before 

the fraud occurrence and 0 otherwise. Restatement can be considered as a signal of the 

likelihood of fraud occurrence in the following years and for this reason we expect a 

positive relation between this variable and fraud occurrence. 

 

Dimensional Measures 

 

We use the level of sales (SALES) to control for the dimension of the firms 

included in our sample, following previous studies (Larcker, Richardson and Tuna, 

2007). We obtain qualitatively similar results when using other measures for size, like 

natural logarithm of the firm’s market capitalization or natural logarithm of firm’s 

assets. We expect positive relation between this variable and fraud occurrence.  

We present here a table that summarizes all the variables described above: 

 

[INSERT TABLE 4.2 HERE] 

 

Descriptive Statistics 

 

Table 4.3 presents the differences between fraud firms and no-fraud firms, using 

the descriptive statistics analyzed before.  
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[INSERT TABLE 4.3 HERE] 

 

Table 4.3 shows that the fraud and no-fraud firms do not differ significantly based 

on the dimensional variable SALES, suggesting that the matching procedure is 

successful. They are also quite similar considering the dimension of the Board 

(BODSIZE), the number of years the CEO covered his/her role (CEOTENURE), and 

the value of the stock options granted to the CEO (CEOSO). Moving to the financial 

measure ROE, it appears interesting that the average value is lower in the fraud sample, 

which can be considered a reason to manipulate financial numbers. 

 

Model For Testing The Hypotheses 

 
In HP1 we hypothesize that there is a positive relation between financial statement 

frauds and earnings management practices done by firms in the two years before the 

fraud occurrence. 

To test HP1 we use the following probit cross-sectional model: 

 

!"##$%&'"! = !!! + !!!"#$" + !!!"#$% + !!!"#$%# + !!!"#$%&' +
!!!"#$"%&$" + !!!!"#$# + !!!!"#$%&'() + !!!!"#$%# + !!!"#5+
!!"!"!#$%&'())* + !!!!"#$ + !!"!!"# + !!"!"# + !!"!"#$%&!+
!!"!"#$%$ + !!"!"#$! + !  

(1) 

where, DUMMYFRAUD is the dependent dummy variable equal to 1 when the firm is 

alleged to have experienced a financial statement fraud and 0 otherwise and TAVDA is 

the sum of the absolute values of discretionary accruals in the two years before the 

occurrence of the fraud deflated by assets at the beginning of each year. We also include 

in the model fifteen control variables previously described. 

 

In the second hypothesis we deepen the relation between financial statement 

frauds and earnings management practices done in the two previous years before the 

fraud occurrence measuring for the intensity of the fraud.  

To test HP2 we use the following multinomial logistic regression model: 
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(2) 

where, the dependent variable FRAUD assumes four quantitative ordinal levels as 

previously described in section 3.2 and TAVDA is the sum of the absolute values of 

discretionary accruals in the two years before the occurrence of the fraud deflated by 

assets at the beginning of each year. We also include the same control variables that we 

used for HP1. 

For both our models, all the independent variables are measured in the year before 

the one of the fraud occurrence in order to avoid possible misleading data. 

 

Results 

To test our first hypothesis we estimate Model 1 with logistic regression, where 

the dependent variable is equal to 1 when the firm is alleged to have experienced a 

financial statement fraud and 0 otherwise. Table 4.4 presents the results from estimating 

Model 1 with a total of 140 observations. The model, as a whole, is statistically 

significant (p-value for the chi-square equals to 0.0000). 

We obtain positive and significant results for the interaction between our measure 

of earnings management (TAVDA) and fraud occurrence (p=0.02). This result confirms 

that firms committing a fraud have managed earnings in the two years before the fraud 

occurrence (HP 1).  

 We also find interesting results for many control variables. Table 5 reveals 

positive and significant coefficient for the control variable BLOCK (p=0.006), 

confirming that the presence of a blockholder inside the firm can increase the likelihood 

of fraud occurrence. We find positive and significant results for the variable BODSIZE 

(p=0.007), confirming that frauds are positively correlated with larger boards. The 

coefficient related to the presence of an audit expert in the Audit Committee is negative 

and significant (p=-0.000). This result confirms that members with financial expertise 

are more likely to recognize financial statements manipulations. Also the variable 
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RESTAT is positive and marginally significant (p=0.056), confirming that restatement 

is a signal of the likelihood of fraud occurrence in the following years.  

  

[INSERT TABLE 4.4 HERE] 

 

To test our second hypothesis we estimate Model 2 with a multinomial logistic 

regression, where the dependent variable FRAUD assumes four quantitative ordinal 

levels (0=No Fraud; 1=Low Fraud; 2=Medium Fraud; 3=High Fraud). Table 6 presents 

the results from estimating Model 2 with a total of 140 observations. The model, as a 

whole, is statistically significant (p-value for the chi-square equals to 0.0000). 

Table 4.5 presents the results for the three levels of fraud intensity (low, medium 

and high) in relation with the base outcome of the model (FRAUD=0). In order to test 

our second hypothesis we are interested only in high level fraud, reason why we focus 

on the results for the fraud level equal to 3. 

 

[INSERT TABLE 4.5 HERE] 

 

We find that, consistent with the predictions related to our second hypothesis, the 

measure of earnings management shows a significant and positive relation with fraud of 

high intensity (p=0.028), meaning that firms committing frauds of higher intensity have 

managed earnings in the two years before the fraud occurrence.  

Interesting results are found also for control variables. As for Hp1, also in this 

case Table 6 reveals a positive and significant coefficient for the control variable 

BLOCK (p=0.015), meaning that when there is a blockholder inside the firm the 

likelihood of a high intensity fraud is increased. We find a similar result also for level of 

fraud equal to 2 (p=0.022), meaning that the presence of a blockholder has impact on 

the likelihood of frauds of medium intensity. The coefficient related to the variable 

BODSIZE (p= 0.015) is positive and significant, confirming that larger boards increase 

the likelihood of high intensity frauds. We find similar results also for level of fraud 

equal to 1 (p=0.012) and for level of fraud equal to 2 (p=0.015), which means that 

larger boards have impact on the likelihood of lower intensity frauds. The coefficient of 

the variable related to the presence of an audit expert in the Audit Committee is 
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negative and significant (p=-0.000). This result confirms that members with financial 

expertise are more likely to recognize financial statements manipulations. Similar 

results can be found also for level of fraud equal to 2 (p=-0.000). The variable RESTAT 

has a positive and marginally significant coefficient (p=0.052), confirming that 

restatement is a signal of the likelihood of high intensity fraud occurrence in the 

following years. We find positive and significant results also for the variable CEOSO 

(p= 0.008), meaning that the payment method of stock options is a factor positively 

correlated with high intensity frauds. Finally, the variable FINLEV has a positive and 

significant coefficient (p=0.006), confirming that firms with a high level of 

indebtedness are positively correlated with high intensity fraud occurrence.  

 

Discussion and Conclusions 

 

The results obtained from this empirical study show a correlation between fraud 

and earnings management, both in absolute and in relative terms.  

This study, confirming our first hypothesis, shows that firms for which the 

financial statement fraud emerges in a point in time experience earnings management 

practices of higher intensity in the two years before the fraud occurrence. This result 

confirms that earnings management practices are used to adjust financial results 

gradually, initially with manipulations not openly violating the accounting standards, 

that finally result in a manifest financial statement fraud. This hypothesis is also 

confirmed by the positive correlation between a financial statement fraud and previous 

restatements: while using discretionary accruals as a measure of earnings management 

involves a certain amount of discretion in the estimation process of the phenomenon, 

the presence of a “restatement”, which is, by definition, the management admission of 

accounting mistakes or earnings manipulations, gives robustness to the studied 

relationship.  

However, the most innovative contribution of the study refers to the link 

between the intensity of the fraud and the earnings management phenomenon. We 

introduce a completely new measure of fraud intensity, able to capture the magnitude of 

the damages caused by the fraud. Confirming what we express in the hypotheses 

development process, the results show a positive and significant relation between 
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earnings management and high intensity frauds, which is not confirmed for lower 

intensity frauds. Also in this case the significant correlation between restatements and 

high intensity frauds, which represents the more direct observable measure of financial 

statement manipulation, makes our results more robust. 

In conclusion, our results show that using earnings management practices, that 

are allowed by regulation, and committing financial statements frauds are not different 

and independent behaviors. At the opposite, earnings management practices, if extended 

over years, can result in financial statements frauds of high intensity. This confirms the 

argument that financial statements frauds generally starts with lower intensity earnings 

manipulations by managers that are not fully beware of the fraudulent result of their 

behaviors and only gradually become big, emerging when the manipulation is out of 

control and cannot be hidden anymore. 

Our findings are relevant not only for the contribution to accounting literature, 

being this the first study measuring the relationship between earnings management and 

the intensity of the fraud, but also for practitioners, because the analysis of earnings 

management practices allows a more effective prediction and prevention of financial 

statements frauds, together with a more precise addressing and enforcement of the 

sanctions against them. 

Our study emphasizes the relation between the magnitude of a financial 

statements fraud and previous earnings management behaviors, but does not investigate 

specific determinant of the fraud occurrence. Under this perspective, the study opens to 

further research directions on the relations between the single characteristics of a fraud 

and its earnings management antecedents, which are particularly useful for early 

detection and prevention of accounting frauds.  
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Tables 

 

Table 4.1 – Fraud sample composition 

 
 

!
Table 4.2 – Variables description 

Selection)criteria Number)of)Firms
TOTAL)FIRMS)ACCUSED)OF)FINANCIAL)FRAUD)1990A2007 390
Less:
)))A)Firms)with)not)specified)fraud)amount 169
)))A)Financial)institutions,)banks)and)insurance)firms 27
)))A)Firms)with)missing)data)about)earnings)management 124
Final&fraud&sample 70
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DEPENDENT&VARIABLE

DUMMYFRAUD

(3:+for+all+the+firms+with+a+High+Level+of+Fraud+(more+than+30%)
INDEPENDENT&VARIABLE
Corporate&Governance

BLOCK

BODSIZE

BODIND

CEOTENURE

CEOSO

AUDFINEXP

BIG+5

NONAUDITFEES

TIME

Financial
ROE
ROI
FINLEV The+ratio+between+Financial+debts+and+Equity

RESTAT

Dimensional
SALES The+sum+of+Total+revenues+of+the+firm

Dummy+variable+equal+to+1+if+a+restatement+occurred+the+year+
before+the+fraud,+0+otherwise

(2:+for+all+the+firms+with+a+Medium+Level+of+Fraud+(between+5%+
and+30%+included)

FRAUD

This+variable+can+assume+4+values:

Dummy+variable+equal+to+1+if+a+blockholder+exists+and+0+
otherwise.+We+define+a+blockholder+according+to+the+previous+
literature+(Larcker+et+al.,+2007;+Chen+et+al.+2007)+as+a+single+
shareholder,+or+a+group+of+shareholders,+who+owns+a+percentage+
The+number+of+Board+members

Dummy+variable+equal+to+1+if+the+firm+experienced+a+financial+
statement+fraud+and+0+otherwise

Definition

The+intensity+of+the+fraud+is+expressed+through+the+ratio+between+
the+amount+deceived+with+the+fraud+and+the+total+asset+of+the+
firm

(+0:+for+all+the+firms+included+in+the+matched+sample+which+did+
not+commit+a+fraud
(+1:+for+all+the+firms+with+a+Low+Level+of+Fraud+(between+0+and+5%+
included)

Number of years that the CEO covered his/her role

The+ratio+between+Ebit+and+Net+Operating+Invested+Capital

Dummy variable equal to 1 if the majority of BoD members are 
outside directors, 0 otherwise

Definition

The ratio between the value of the stock option granted to CEO 
and his/her total annual compensation 
Dummy+variable+equal+to+1+if+there+is+a+financial+expert+in+the+
Audit+Commitee,+0+otherwise
Dummy variable equal to 1 if the auditor of the firm belongs to 
the group of the so-called “Big 5” (PriceWaterHouseCoopers, 
KPMG, Ernst&Young, Deloitte&Touche and Artur Andersen) and 
0 otherwise
The+ratio+between+non(auditfees+paid+and+total+fees+paid+to+the+
external+auditor
Dummy variable equal to 1 if the firm committed the fraud after 
the adoption of the reform in the belonging country and 0 
otherwise

The+ratio+between+Net+Income+and+Equity
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Table 4.3 – Descriptive statistics 

 

 
 

Table 4.4 – Logistic regression results 

 
 

Table 4.5 – Multinomial logistic regression results  

 

Variables Mean Std./Dev. Min Max Mean Std./Dev. Min Max

tavda 0.00000147 0.00000424 0 0.0000294 0.00000115 0.00000239 0 0.0000134
dummyfraud 0.9859155 0.1186782 0 1 0.8874635 0.1227365 0 0
fraud 2.225352 0.7782248 0 3 3.837264 0.8873625 0 0
block 0.2535211 0.4381229 0 1 0.1285714 0.3371418 0 1
bodsize 9.915493 4.534775 4 30 8.057143 2.718086 4 17
bodind 0.5915493 0.4950459 0 1 0.8285714 0.3796042 0 1
ceotenure 7.084507 4.88071 1 32 9.057143 7.214891 1 34
ceoso 0.3705553 0.3412577 0 1.098032 0.3141981 0.3336384 0 0.9886906
audfinexp 0.4647887 0.5023086 0 1 0.9654387 0.3021661 0 1
big5 0.7464789 0.4381229 0 1 0.8714286 0.3371418 0 1
nonauditfees 0.4551677 0.2523642 0 0.9247863 0.461138 0.2505304 0 0.9847193
time 0.1126761 0.3184469 0 1 0.1345870 0.3021661 0 1
roe 8.056197 22.27518 B85.92 51.38 15.27043 23.20929 B46.72 108.26
roi 6.478 17.44795 B79.29 42.86 2.924429 72.91445 B585.97 55.76
finlev 1.019584 1.218989 B2.732357 5.795759 B1.739763 22.09433 B183.6953 7.412227
restat 0.1830986 0.3895 0 1 0.1785466 0.3021661 0 1
sales 4,438,904DD 8466565 3861 4.14E+07 3,674,200DDD 314000000 13038 2.63E+09

FRAUD/SAMPLE
Observations=D70

NO/FRAUD/SAMPLE
Observations=D70

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
Robust

DUMMYFRAUD Prediction Coef. Std.9Err. z P>|z|
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
tavda (+) 148897.3 64109.98 2.32 0.02 ** 23244.02 274550.5
block (+) 1.607467 0.5845771 2.75 0.006 ** 0.4617173 2.753218
bodsize (+) 0.2071529 0.0763833 2.71 0.007 ** 0.0574443 0.3568614
bodind (!) !0.4842212 0.4724694 !1.02 0.305 !1.410244 0.4418018
ceotenure (+) !0.0172657 0.0526203 !0.33 0.743 !0.1203995 0.0858681
ceoso (+) 1.387273 0.6848798 2.03 0.043 * 0.0449333 2.729613
audfinexp (!) !3.039579 0.6448892 !4.71 0.000 *** !4.303539 !1.77562
big5 (!) !0.5353597 0.7016538 !0.76 0.445 !1.910576 0.8398565
nonauditfees (+) 0.299394 0.8162765 0.37 0.714 !1.300479 1.899267
time (!) !1.26359 0.8489113 !1.49 0.137 !2.927426 0.4002451
roe (!) 0.0032381 0.0124017 0.26 0.794 !0.0210689 0.0275451
roi (!) !0.0029394 0.0177226 !0.17 0.868 !0.0376751 0.0317963
finlev (+) 0.1741459 0.1410339 1.23 0.217 !0.1022755 0.4505674
restat (+) 1.317052 0.6896408 1.91 0.056 * !0.0346192 2.668723
sales (+) !2.83E!09 1.90E!09 !1.49 0.136 !6.55E!09 8.89E!10
_cons !0.2168721 1.294389 !0.17 0.867 !2.753828 2.320084
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

[95%9Conf.9Interval]
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!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
Robust

fraud Prediction Coef. Std.4Err. z P>|z|
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

0 (base outcome)
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

1
tavda (+) !1047.45 154258.9 !0.01 0.995 !303389.4 301294.5
block (+) 1.29688 1.614961 0.8 0.422 !1.868386 4.462145
bodind (!) !1.73048 1.070934 !1.62 0.106 !3.829472 0.3685122
bodsize (+) 0.2484441 0.0985896 2.52 0.012 ** 0.055212 0.4416763
audfinexp (!) !3.579011 1.907332 !1.88 0.061 !7.317312 0.1592904
ceotenure (+) !0.6464083 0.2924272 !2.21 0.027 ** !1.219555 !0.0732614
big5 (!) !2.586506 1.486611 !1.74 0.082 !5.50021 0.3271972
nonauditfees (+) !1.236053 3.189633 !0.39 0.698 !7.487619 5.015513
restat (+) 1.250454 1.598262 0.78 0.434 !1.882081 4.38299
ceoso (+) 0.9971523 1.596377 0.62 0.532 !2.131689 4.125993
finlev (+) 0.7866732 0.4464839 1.76 0.078 !0.0884192 1.661766
sales (+) !9.55E!10 9.57E!10 !1 0.318 !2.83E!09 9.21E!10
time (!) 1.205934 1.860976 0.65 0.517 !2.441512 4.853381
roe (!) !0.0119622 0.038775 !0.31 0.758 !0.0879597 0.0640354
roi (!) 0.0074063 0.0386642 0.19 0.848 !0.0683742 0.0831868
_cons 17.05993 2.865829 5.95 0 11.44301 22.67685

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
2
tavda (+) 115536.4 84187.22 1.37 0.17 !49467.49 280540.4
block (+) 1.882168 0.82084 2.29 0.022 ** 0.2733509 3.490985
bodind (!) 0.0739967 0.6772272 0.11 0.913 !1.253344 1.401338
bodsize (+) 0.2268137 0.092977 2.44 0.015 ** 0.0445821 0.4090453
audfinexp (!) !3.45179 0.779502 !4.43 0.000 *** !4.979586 !1.923995
ceotenure (+) !0.0045439 0.0719347 !0.06 0.95 !0.1455333 0.1364455
big5 (!) !0.2032854 0.9952985 !0.2 0.838 !2.154035 1.747464
nonauditfees (+) 0.4644496 1.232317 0.38 0.706 !1.950846 2.879746
restat (+) 0.8889974 0.9571374 0.93 0.353 !0.9869575 2.764952
ceoso (+) 0.3971031 0.876666 0.45 0.651 !1.321131 2.115337
finlev (+) !0.0167607 0.0764151 !0.22 0.826 !0.1665316 0.1330101
sales (+) !1.29E!09 7.89E!10 !1.64 0.101 !2.84E!09 2.54E!10
time (!) !1.272067 0.9296768 !1.37 0.171 !3.0942 0.5500658
roe (!) !0.0339288 0.0188187 !1.8 0.071 !0.0708127 0.0029551
roi (!) 0.0204113 0.0243159 0.84 0.401 !0.027247 0.0680697
_cons 14.87484 1.699898 8.75 0 11.54311 18.20658

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
3
tavda (+) 221219.3 100404.8 2.2 0.028 ** 24429.53 418009.1
block (+) 1.821232 0.7459466 2.44 0.015 ** 0.3592038 3.283261
bodind (!) 0.0756868 0.6389703 0.12 0.906 !1.176672 1.328045
bodsize (+) 0.2456535 0.1004903 2.44 0.015 ** 0.0486961 0.4426108
audfinexp (!) !3.41913 0.8107752 !4.22 0.000 *** !5.00822 !1.83004
ceotenure (+) 0.037095 0.0488335 0.76 0.447 !0.0586169 0.1328068
big5 (!) !0.6857332 0.78163 !0.88 0.38 !2.2177 0.8462334
nonauditfees (+) 0.3851644 1.012263 0.38 0.704 !1.598834 2.369163
restat (+) 1.874109 0.9650313 1.94 0.052 * !0.0173173 3.765536
ceoso (+) 2.413096 0.916032 2.63 0.008 ** 0.6177059 4.208485
finlev (+) 0.5291821 0.1930109 2.74 0.006 ** 0.1508878 0.9074765
sales (+) !1.40E!07 7.45E!08 !1.88 0.06 !2.86E!07 6.04E!09
time (!) !1.375031 1.087203 !1.26 0.206 !3.50591 0.7558472
roe (!) 0.0087065 0.012107 0.72 0.472 !0.0150227 0.0324357
roi (!) 0.0343564 0.0258165 1.33 0.183 !0.016243 0.0849559
_cons 13.93469 1.553534 8.97 0 10.88982 16.97956

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

[95%4Conf.4Interval]



Business Planning in Biobanking:
How to Implement a Tool for Sustainability

Mirella Ciaburri,1,2 Mariarosaria Napolitano,2 and Elena Bravo2

Worldwide, the sustainability of public health systems is challenged by the increasing number and cost of
personalized therapies. Quality biological samples stored in biobanks are essential for the provision of appropriate
health services and also act as a reservoir for the development of precision medicine and biotechnological
innovation. Economic sustainability is a crucial factor in the maintenance of biobanking activities. Traditionally,
management of biobanking is performed by health researchers and/or clinicians whose knowledge of economic
issues is inadequate. On the other hand, familiarity with financial instruments used by economists is not often
accompanied by a consolidated understanding of biobanking features. This article aims to be a guide for the
implementation of business plans in biobanking and proposes models for the facilitation of their preparation, thus
contributing to recognition of the importance of efficient management of resources of public health services.

Keywords: biobanks, bioresource, business plan, cost analysis, sustainability

Introduction

The economic and social importance of biobanking is
growing due to the rapid acceleration of biotechnology1

and to the parallel augmented impact of human samples in
translational medicine.2–4 Notwithstanding the increasing in-
terest of public and private sectors, a major unresolved
question is still the economic sustainability of both individual
collections and of biobanking complex infrastructures,5,6 of
which the main products are the human samples that are not
commercial goods.7 Thus, the development of economically
sustainable models for biobanking is a matter of debate, and
different models of economic revenues based on different
cost recovery processes have been proposed.4,5,8

In the private sector, activities are primarily approached
from an economic point of view, using economic tools to as-
sess the feasibility of the operation and its sustainability in the
future. Thus, there is a long-lasting cultural tradition in plan-
ning the business prospectively and in using economic tools
such as the Business Plan (BP) and quality implementation
systems to both increase quality of the products/services and
decrease operating costs. These instruments are fundamental to
allow economic sustainability and success of the initiatives.
The most important instrument that is used in evaluating the
project is the BP.9–11 The BP must be organized according to a
strict scheme,9,12 which defines all the contents of the project

that will be achieved in the long term, and its major goal is to
show that the company will not only be able to survive in the
future but will also generate positive results.

Traditionally, on the other hand, biobanks, especially when
embedded in public health policies, have not been recognized
as individual economic units, and biobanking activities have
been managed with little attention to the breakdown of ex-
penses and possible revenues. For instance, clinical biobanks
originating in their home structure (i.e., hospital and healthcare
institutes) and the economic value of their activities were not
analyzed separately. Thus, their costs were included in the total
financial statements of the home institute, and the sustain-
ability of these structures was a hidden cost of the public
healthcare system. In the public sector, most of the services
were provided with a major focus on the political and social
needs of health services, with less attention paid to the long-
term sustainability of services offered and insufficient devel-
opment and application of key performance indicators.13

In parallel, population and clinical biobanks14,15 accu-
mulated a huge number of valuable biospecimens and data,
which were collected to respond to the specific scientific
aims of clinical and/or epidemiological studies. However,
such projects and collections did not make any prospective
(economic) plans for the maintenance of their bioresources.

Basically, scientists have the know-how necessary to
manage a biobank, but their familiarity with economic tools
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is limited. Traditionally, management of public health ser-
vices was not multidisciplinary, scientific work was not
generally supported by economists, and, in several cases in
the public sector, there is a general lack of the cultural
background required for economic planning and for the use
of appropriate tools designed for managing sustainability.
Thus, this article aims to increase awareness of the impor-
tance of the use of proper tools for the management of
economic sustainability of biobanks and to implement the
use of economic tools, which are essential for correct
management of such infrastructures.16

We aim to depict features of the BP and to provide a
practical basic guide to its development for biobankers,
scientists, managers, and stakeholders. Although this article
is mainly focused on human samples and related biobanks,
the principles and ideas reported may be applied to any
other structure dedicated to an organized storage of bio-
materials and their associated data for research purposes.

Methodology for Implementation

In this article, we present the principles, the structure, and
the model of a BP for biobanking, according to principles
drafted by Stutely9 in 2005. The sections of a typical BP are
as follows:

(1) Cover
(2) Entrepreneur and organization data
(3) Project description and mission
(4) Market analysis
(5) Marketing strategies
(6) Organizational structure
(7) Economic and financial provisions

(7.1) Costs
(7.2) Funds
(7.3) Revenues

The BP is generally structured on a medium to long time
horizon, usually no longer than 5 years17 and possibly with a
greater level of detail for the initial years.

In the following sections, the different parts of a typical
BP are analyzed. Each outlines a simplified guide for the
document, supplying information either in general terms
and/or for specific issues related to biobanking, with a final
summary of the main points, which need to be included.

Cover

The cover10 represents the opening page of each BP. It
contains the name of the project or of the firm and an indication
of the time horizon to be considered in the following pages.

The cover of a biobank BP must include this same in-
formation. In addition, if available, it should indicate the
unique identifier of the biobank, which can be used reliably
to readily recognize and trace on the Web any activity of the
biobank.18

Entrepreneur and organization data

The purpose of this section is to provide general data on
the activities to be performed and includes a presentation of
the entrepreneur and a description of the most important
organizational data.

Entrepreneur presentation. In a general BP, this section has
a descriptive function and outlines the personality of the

entrepreneur and of the founder.12 Personal data, profes-
sional profile, past experiences, and competencies that may
be relevant for the covered role should be reported. In some
cases, that is, when the business has been recently created,
the entrepreneur may also be the founder of the business.
The founder is the person who started the business using his
own capital or that raised from other financers.

For a biobank, the identification of the founder and the
entrepreneur requires an analysis of the biobank structure and
origin. If the biobank originated from collections from a
specific project, the founder is identified as the principal in-
vestigator of that project. Other biobanks originate from
private or public/private foundation initiatives as a response
to demands from investigators and funded by disease-focused
foundations, advocacy organizations, and/or commercial en-
tities who want to develop new therapies and diagnostic tools
for the disease.19 In this case, the founder(s) and source of
capital are generally well defined and the identification of
funder and entrepreneur is facilitated.20

In most cases, however, identification of the founder of a
biobanking project is more difficult. Sometimes, with a large-
scale infrastructure, the biobank or the biological resource
center21 manages several types of biospecimen collections
derived from diverse studies, which may or may not still have
a direct link with the original principal investigator. Another
common case is a disease biobank that originated from
healthcare activities set in a hospital/healthcare institution. In
the vast majority of these, with very few exceptions, it is dif-
ficult to identify the typical entrepreneur depicted by the BP.
This role is then assigned to the Senior Manager, who is
designated as responsible for the biobank. According to the
Organization for Economic Co-operation and Development
(OECD) Best Practice Guidelines for Biological Resource
Centres,22 the Senior Manager of the biobank must be qualified
to make decisions on ethical, scientific, and managerial issues
and may also delegate responsibilities to qualified staff.

The Senior Manager has, in fact, the primary responsibility
for the implementation of biobank policies and for decisions
on ethical, scientific, and managerial issues. He/she may also
delegate individual responsibility and the corresponding au-
thority to suitably qualified members of the staff. The senior
management is also in charge of ensuring appropriate admin-
istration, monitoring, updating of quality systems, and internal
compliance with biosecurity by appointing, respectively, the
Quality Manager and the Biosecurity Officer.22

In such a case, this section of the BP reports a brief profile
of the Senior Manager to highlight how their experience and
competencies fulfill the requirements needed to manage a
biobank.

Organization data. For a generic firm, this subsection of a
BP includes general information, such as the type of products
the firm provides to its customers, the industry in which it
operates, the date of founding, the size in terms of number of
employees, and other elements useful to define the business.

All the elements listed above are considered in the con-
text of a biobank.

A simplified panel of information to be included is indi-
cated below:

! The type of biobank (population, clinical, genetic, multi-
specialty, biodiversity, institutional, cell, microbiologic, etc.).

! The origin of the samples stored (i.e., research, diagnosis,
therapeutics, outpatient, germs, environment).
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! The number of samples (as derived from each individual
organism) stored.

! The kind of biospecimens stored (i.e., blood, urine, solid
tissues, biological fluids, microorganism, infectious agent)
and/or their derivatives (i.e., buffy coat, plasma, serum,
DNA, RNA).

! Biobank products available according to the adopted
sharing policy (biospecimen and/or derivatives).

! Provision of annual sample management (see also the
Economic and financial provisions section).

In summary, the section—Entrepreneur and organization
data—should report a short professional portrait of the
person identified as the entrepreneur and the organization
data related to the type and/or services offered by the bio-
bank and general policies adopted for their use.

Project description and mission

The aim of the third part of a BP is to provide a detailed
rationale for the project. For a biobank, this will lay out the
objectives to be reached through the implementation/main-
tenance of biobanking activities.

Project description. For a generic firm, this section must
identify the product/service in all its features, together with the
technology used, the existing independent certification, the
patents owned, and the know-how applied. These elements are
fundamental to demonstrate that the knowledge needed for
proper management of activities of the project is available.

For a biobank, the description of the project defines in detail
the features of the samples stored, including the reason for
their collection and the way it was done. Products of the
biobank can primarily consist of data, samples and associated
data, and services offered for any type of activity by the
biobank. It is useful to define the biological nature of available
samples, such as organism, infectious agent, tissue, or bio-
material derivative (serum, cells, DNA, RNA; proteins, etc.),
as well as the state of the sample (i.e., dry, frozen) and storage
conditions (temperature, container, quantity for aliquot, etc).
The inclusion of a brief history of the biobank is appropriate.

For long-lasting biobanks, the history of the biobank may be
complex because of the variable origin and development of the
infrastructure. If different collections are stored in the infra-
structure, the description in this section of the BP will include a
list of completed and ongoing collections of the sample stored.
The administrative and functional relationships between the
Senior Manager and the scientists responsible for each col-
lection must be reported. Ongoing prospective collection will
be clearly indicated. In this section, inclusion of a table
showing a list of biospecimen collections managed by the
biobank may also be useful. This table should give the title,
mission, starting date of collection, actual state of the project
(completed/ongoing), ethical, scientific, and legal staff re-
sponsible for each collection, and their relationship with the
Senior Manager of the infrastructure.

SWOT analysis. An integral part of any project description
is the SWOT analysis23 designed to assess its strengths,
weaknesses, opportunities, and threats. The first two elements
(strengths and weaknesses) are internal factors, while the last
two elements (opportunities and threats) are external factors.

The strengths of a biobank may derive from its quality,
the number of samples and specific features of the material,
and simplified procedures for access to samples. Quality

(i.e., adherence to standard quality principles and proce-
dures, certification, accreditation) and richness of the data
associated with the sample represent a strength for the
biobank. In particular, biobanks that implement an interna-
tional, recognized quality management system (QMS) are
regarded as preferential partners for development of market
applications. The Organization for Standardization (ISO) is
now setting requirements for bioresources for research and
market use using the working group, biobanking, established
in the Technical Committee (TC) 276 Biotechnology.24

The clinical origin, detailed information on the pre-
analytical procedures, the scope of the study, its geograph-
ical origin, inclusion criteria of high-efficiency organization,
reliability of the institution, certification, the extent of
available knowledge associated with the samples, rare de-
rivatives, laboratory equipment, and storage technology are
important elements, which determine uniqueness or rarity of
material. Further strengths may come from the policy
adopted and capability of offering efficient services (i.e., an
easy and clear access policy, affordable service costs, effi-
cient delivery systems, speed, and security of data transfer).

So far, one of the most common recognized weaknesses
of biobanking is the difficulty of covering the total cost of
the infrastructure independently of the economic model
adopted4,8,20,25 and the scarce use of bioresources.18,26 In addi-
tion, weakness may occur when the destiny of samples collected
within a funded project is undetermined when the project ends.

Opportunities may refer to the possibility to develop and
become a center of territorial (institution; region; national,
global) reference for the management of samples in the
specific area of activity, to join networks or merge with
other centers, and to implement further biobanking services
to offer to public and private sectors.

Threats. Disaster and the lack of contingency plans are
some of the main threats that biobank may face.27,28

Natural, human, or technological accidents may threaten
the biobank.29 It is advisable to add to this section a part
dedicated to alternative strategies, in which additional costs
for risk assessment, mitigation, and contingency planning
are considered and specifically adapted for the location and
environment of the biobank.

Financial failure deriving from decrease/loss of public
funding or charity support, bankruptcy, closure of the host
institution, or a change in institutional policy involving
disposal are other possible dangers.

Additional threats may derive from ethical–legal issues
such as massive withdrawal of consent, for example, due to
the social impact of a news story causing public distrust.

The mission. The definition30 of the mission, that is, the
statement of purpose of the organization is essential in any
BP. The mission, generally stated in a few lines (mission
statement), justifies the existence of the firm and guides the
actions of the organization. Although the mission is a fac-
ultative field of the BP, careful drafting is highly re-
commended both for firms and biobanks.30,31

The mission targets and identifies the major scope of the
biobank and it indicates why the biobank, even if embedded in
a more complex institution, exists and needs to be maintained.

To summarize, the Project description and mission sec-
tion should report the mission together with a description of
the rationale and of the history of the biobank accompanied
by a detailed description of products and services, policies,
and personnel relationships.
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SWOT analysis and alternative strategies are an integral
part of this section.

Taking into account the quantity and importance of the
information to be reported, the use of tables is highly re-
commended.

Market analysis

The purpose of this section is to identify and outline re-
lationships with the stakeholders. Thus, this section of a BP
shifts the focus to the external environment.

For a generic firm, this analysis aims to define the trends
related to supply and demand inside the industry, to identify
the competitors, and above all to indicate the stakeholders of
the firm.

For a biobank, it is important to analyze the social, cul-
tural, and political environment in which the infrastructure
is integrated to identify and examine the stakeholders in-
volved. A sort of identity kit of the different stakeholders is
required to evaluate which of their interests the biobank has
to protect and which of them are able to influence the bio-
bank. According to the stakeholders’ theory,32 all the pro-
cesses developed by an organization have to satisfy different
stakeholders’ expectations.33,34

In keeping with the different aims, structure, and orga-
nization, each biobank should identify the interested parties
and address market activity that satisfies their expectations.
The analysis of the type of biospecimens and of the services
offered by the most competitive biobanks favors identifi-
cation of additional/alternative activities to improve the re-
sponse to stakeholders’ requests.

The most common stakeholder categories include the
following:

! Donors and/or patients
Persons who give samples to biobanks are important
stakeholders19,33,35; however, their role and involve-
ment may vary markedly among bioresource centers.
Donors are the engine of the population biobanks and
are represented by all the people who accept the invi-
tation to participate in a research/epidemiological
program. The involvement of citizens is generally de-
pendent on institution/biobank reliability and trust in
the use of their specimens for research.35,36

Disease-oriented biobanks collect data and samples
from patients and their involvement is becoming more
and more valuable. The activities of patient organiza-
tions17,22 reflect the capability of patients and donors to
advocate their interests and to favor biobanking poli-
cies that better safeguard their rights. Nowadays, in
fact, several disease-focused foundations and patient
advocacy organizations cover niche fields and are
sustaining biobanks. This model represents a financial
model for the operational sustainability of biobank-
ing.17

! Researchers
Public and private researchers interested in using
samples and/or associated data for research purposes
are fundamental stakeholders for biobanking. They can
be considered the engine of the infrastructure because
they are also the major providers of samples and play
an important role in establishing and maintaining
bioresources. Their capability to act as both providers

and users of samples is crucially dependent on the
recognition of the impact of biobanking activities.18

! Private and public sectors
Several biotechnologies need bioresources to develop
applications in the performance and capabilities of many
different sectors, such as healthcare and medicine, agri-
cultural production, and industrial production.1 Thus,
biobanks are a precious source of samples and data for the
development of commercial products in both public and
private sectors. However, several issues related to Public–
Private Partnerships are still under debate.17,20 This sec-
tion of the BP must define the relationship of the biobank
to industrial sectors and its policy toward either private or
public partners.

! Public institution/bodies
Public sectors can be variously represented by the State
or the region/district or hosting public institution. They
are important stakeholders as they define current leg-
islation. In particular, they are in charge of the ac-
creditation of the institution and also provide partial or
total funding of the biobank.

! The staff
This category of stakeholders refers to both personnel
reported in the organizational chart (see the Organiza-
tional structure section) and the external personnel. Very
often, the building and maintenance of bioresources
require additional competencies (i.e., medical staff, pa-
thologists, surgeons, epidemiologists, nurses) that are
devoted to the external collection of samples and data.
Taking account of the expectations of these stakeholders
is a factor in the success of the project as most of this
highly specialized work is performed on a voluntary
basis and sometimes performed as an in-kind contribu-
tion.

! Financial supporters
Funders have to be included in the category of relevant
stakeholders because they provide the biobank with the
financial funds necessary for it to function (a detailed
analysis of the financial supporters will be developed in
the following section).

! Network/partnership/consortium
The partners in a network/consortium are also impor-
tant stakeholders and analysis of the importance of
hierarchical and complementary relationships is out-
lined in this section.
In summary, this section should include a simple and
exhaustive stakeholder analysis. Each category of po-
tential stakeholders has to be taken into consideration,
and major attention has to be paid to categories that
benefit from these activities as well as those that may
contribute to the sustainability of the biobank.

Marketing strategies

For a generic firm, the marketing process is defined as a
set of actions, which create a relationship with the customer,
to keep the existing clients and acquire new ones.37,38 In this
section of the BP, all the marketing strategies are defined to
render the firm and its products recognizable to customers.

The marketing strategies (from advertising to packaging
to market positioning) have the ultimate target of creating
value for the firm offering the product to the customers.
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According to the defined budget and timescale, each firm
operates different types of marketing and communication
strategies, such as television or radio spots, the creation of a
website dedicated to the single product or to the firm,
roadside posters, newspaper advertising, flyers, and so on.

The market analysis (see the Market analysis section
above) will indicate the best communication channel to
meet the stakeholders’ needs and the market strategies to be
implemented to increase the trust of stakeholders and to
attract more philanthropic donations.4 Thus, in this section,
the biobank needs to underline the importance of access
to samples through the participation of relevant research
projects, collaboration with private sectors, and also to
make available data on the use of biobank samples/data/
services.4,18 Future public funding and private partnerships
will be more and more based on evaluation of the capability
of the biobank to contribute to red biotech development.

The marketing strategies define the communication chan-
nels chosen to best inform the stakeholders and include flyers,
leaflets, brochures, newspaper advertising, in loco informa-
tion, television, or radio spots. The website, however, is the
most useful channel to provide information related to the
biobank, its mission, and the activities it performs. Mar-
keting strategies may differ over the years as they may be
dependent on the stage of development (i.e., setting, initial,
upgrading) and/or changes in the adopted policies. Social
networks, smart applications, cartoons, specific patient as-
sociation communication, and dedicated forums are also
becoming more commonly used.

In summary, the Marketing strategies section includes the
approaches that will be put in place to inform the stake-
holders and to advertise the biobank’s activities.

Organizational structure and governance model

In any BP, this section comprises two main sections that are
strictly related: the organizational structure and governance.
The organizational structure includes a definition of the legal
form. The governance model adopted is largely dependent on
the activities performed and may be very heterogeneous. In this
section, whatever model is adopted, bodies/committees and
related activities should be clearly defined.

Organizational structure. A generic firm would usually
adopt one of the following organizational structures39:

! The functional structure, is a common type of organizational
structure where all the activities are grouped together ac-
cording to a common function (a function is a group of op-
erations that are similar from a technical point of view).
Classically, the employees are grouped hierarchically, man-
aged through clear lines of management, and report ulti-
mately to one senior person, and the firm divides departments
by the functions performed. For example, the organization
may be divided into smaller groups based on specialized
functional areas, such as IT, finance, or marketing.40

! The divisional structure, where the units composing the
firm are organized according to the output of the organi-
zation (products or services offered to customers). In
other words, the divisional structure (or product structure)
consists of self-contained divisions. A division is a col-
lection of functions, which deliver a product. Employees
who are responsible for certain market services or types of
products are placed in divisional structure to increase their

flexibility. Each division may also have their own de-
partments such as marketing, sales, and engineering.

! The matrix structure, where we can find two lines of au-
thority: as per functions and per outputs. This structure can
combine the best of both separate structures. The matrix
organization structure is usually defined as one where there
are multiple reporting lines—that is, people/functions have
more than one formal reference to report their activity.

Many types of matrix combined schema may be built and,
generally, they are complex structures that are generally not
adopted by small businesses.

Any of these organizational structures may be adopted and
developed by a biobank. However, for biobanks where storage
activity is associated with a heterogeneous set of analytical
procedures, the divisional structure seems to be the one that
best fits the scope because biobank products (high-quality
samples and associated data) may be best delivered by strong
inter-relationships between the different activities. Figure 1
shows a simplified example of the major differences between a
functional and divisional structure that are applied to a biobank.

In the past, the legal form adopted by a biobank was
rarely specified because in most cases, the biobank was part
of a larger institution such as a hospital or a private/public
research or care institute.

When the biobank is an independent organization, it often
assumes the form of an association (i.e., http://biobanknetwork
.telethon.it) or of a foundation (i.e., www.davincieuropean
biobank.org/it/home/about-us/the-repository). In this case,
the BP will refer to what is reported in the statute of the
organization.

This subsection must be completed with the personnel
organizational chart, which shows the human resources
employed. The organizational chart reports the different
executive and operative positions covered by the personnel,
together with a brief description of their profiles.

Governance model. The governance model adopted by a
generic firm must be included in this section of the BP.
Depending on the host country, each firm can freely choose
which model to use.

The most common models41 are as follows:

! The one-tier system, with one governing body responsible
for management and control.

! The two-tier system, with two governing bodies, one re-
sponsible for management and the other for the control.

A large variety of governance models can be developed
according to the complexity of the biobank. The governance
should be determined by each biobank according to its orga-
nization, and other functions necessary to the biobank (i.e.,
bioinformatics, biosafety, engineers) may be covered by com-
mittees, personnel, or consultants. Defined functions and hi-
erarchic positions must be reported in the governance schema
and on the organizational chart (see the Organizational struc-
ture section) of the BP. The organizational chart must also
show the composition of the committee(s), with a brief note on
related function(s) and, possibly, requirements to cover the
position. The decision-making level is generally covered by a
Senior Manager and control functions by the Quality manager.

Other (i.e., Scientific, Ethics, Finance) committees are
often implemented by highly complex biobanks or networks.
The organizational chart is required to be publicly displayed
in a position where all employees have direct access to it.
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In summary, these sections report the organization and
related authority that is responsible for all the different ac-
tivities as well as the hierarchic interrelationships between
them. For each biobank, the organization structure and
steering/governance committee should be constructed so
that the aims and activities ensure efficiency in the processes
and services performed.

Economic and financial provisions

For a generic firm, as well as for a biobank, the economic
and financial analysis aims to present the economic and
financial structure of the project. In this article, this section
is focused on the biobank.

The economic and financial provisions can be divided in
three parts, the first related to costs and the second and the
third to funds and to revenues, respectively.

For research biobanks, this part is often the most difficult
to complete, as there is a general and recognized absence of
data, due to the tradition of working in this sector without a
BP.42 According to the organization data (Organization data
section), drafting this part of the BP requires a preliminary
plan of the provisional operational activities associated with

an estimate of the number of samples that will be the subject
of the different tasks. Before drafting a BP, it is also nec-
essary to set an access policy and to adopt a cost recovery
model. So far, many different economic models have been
proposed and depending on the specific features of the
biobank, caution is needed in making the choice.4,8,24,43–46

The first part of the financial provisions comprises the list
of costs and a detailed analysis of each expense that a bio-
bank will need to sustain its operational activities, broken
down into individual cost categories. The yearly financial
needs of the biobank are calculated from the sum of the total
costs of each subcategory.

The second part of financial provision relates to funds.
Funds represent the sustaining channels for all biobanks.
They include all the money collected from private and
public channels, which is provided to the institution to aid
the operational activity of the biobank.

Revenues are the subject of the third part of financial
provisions. Revenues raised by a biobank by providing
different kind of services using the samples stored are re-
ported in the Project description and mission section. The
revenues will depend on the financial model adopted by the
biobank. For each model, it implies a cost recovery (full,

FIG. 1. Organizational structure. The figure shows simplified schemas of functional (A) and divisional (B) organizational
structure applied to a biobank.
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partial, marginal)4,8,24,45,46; a systematic table reporting in-
dividual biospecimen/service costs to the user must be ad-
ded to this BP section.

BP projections are calculated on a yearly basis. However,
from a temporal point of view, the BP is structured in the
medium to long term, usually no longer than 5 years17 and
possibly with a greater level of detail for the initial years.
The time horizon should not be longer than 5 years because
after that period, every forecast could be unreliable. The
same considerations apply to the timeline of a biobank BP,
unless the specific situation suggests otherwise.

It is likely that for each year of the time horizon con-
sidered, the economic and financial projections will be dif-
ferent and will vary in the different stages (i.e., setting,
initial, consolidated, scaling-up phase) of the biobank life
and/or changes in marketing strategies and policies.

Costs. Costs represent the core of the BP. The section con-
tains the estimates of each expenditure category that the bio-
bank expects to incur over the next few years for its operating
activities. The costs may be different for well-established
biobanks and newly established ones, which will need to
provide the investment to enable the infrastructure to operate.

The main cost categories that can be considered in the
case of a biobank are the following:

(1) Human resources
(2) Laboratory instruments
(3) Research programs
(4) Network costs
(5) Marketing costs
(6) Quality
(7) Safety

As a facilitating tool for drafting the biobank’s BP,
Table 1 represents an example of most of the cost categories
that need to be considered over 1 year.

As there is great heterogeneity in scope, methodologies,
typology, structure, size, and governance in biobanking, the
tables proposed in these articles of necessity are basic
simplified schemas to enable the reader to become familiar
with BP drafting. What is reported in each of these tables
will depend on specific features of the biobank and com-
plexity of activities/services of the infrastructure. With in-
creasing complexity, the main tables regarding cost, funds,
and revenues may be complemented with several other an-
cillary tables that break each category down into more in-
dividual subcategories.

Financial requirements of the biobank are represented by
the sum of the total cost for each subcategory of expenses
(Table 1).

Human resource costs. The payment of biobank personnel
represents the costliest category in any system. A number of
professional figures with different educational backgrounds
may be required: biologists, physicians, laboratory technicians,
bioinformatic scientists, administrators, bioethicists, as well as
engineers, lawyers, and economists, who will be variously
designated to cover the roles, for example, of biobank manager,
quality manager, data manager, researcher, technician, infor-
mation and technology experts, biosafety and biosecurity of-
ficer, secretarial staff, and legal and economic consultants.

In many cases, for small- and medium-sized biobanks,
several functions may be covered by the same person, and
the personnel working in the biobank will cover most of the

ordinary daily operational activities, while consultants will
be used to cover time-limited specific competencies.

Training and updating of personnel are an essential part of
human resource management and integral to the activities
expected to be implemented. Any cost for personnel updates
and specific education, either from intramural or extramural
sources, has to be taken into account in this section.

Laboratory instruments and services. Laboratory apparatus
necessary to process and store biospecimens is another es-
sential cost. This category should also take into account the
average estimated life of an instrument to plan the gradual
replacement of machinery. Equipment may be purchased,
rented, or leased.

The category of laboratory instruments can be broken
down into several subcategories as follows:

(a) Storage sample equipment. These include any instrument
that allows the storage of samples at well-controlled
temperatures.

(b) Laboratory. Equipment for sample handling may be
limited simply to aliquoting or it may include a number
of more complex activities (i.e., tissue handling; cell
culture establishment; extractions and purification ro-
botic/automatic sample management machines).

(c) Raw materials. This subcategory includes the costs for
the acquisition of raw materials, for instance, gases,
chemicals, disposables, and analytical commercial kits
necessary for operation of the biobank.4,5,43

(d) Office equipment (i.e., chairs, desks, stationery, lamps,
and telephones).

(e) IT equipment. Data management systems and the cost
for their updating is an essential activity of the biobank.

(f) Service costs. This subcategory includes the expenses re-
lated to the services used by the biobank to perform its
activities (i.e., electricity and water consumption; sample
transport, special waste disposal). Building rents and/or
loan costs for the facility are included in this subcategory if
the biobank does not own the buildings where it operates.
The section should also take into account the institutional/
administrative overhead costs charged to the biobank.

(g) Maintenance. Costs for contracts, which guarantee ordi-
nary and extraordinary maintenance of any equipment,
and for biosafety and biosecurity legal requirements are
included here.

Research programs. An important source of sustainability
for biobanks is partnership in research projects founded by
either private or public bodies, which, however, may require
additional costs.

Network and memberships. Each biobank may take advan-
tage of networking and/or partnership with other biobanks
or other complementary institutions or in membership of
scientific societies. The expenses for such collaborations
should be listed in this subsection.

Marketing costs. The costs for implementation of market-
ing strategies (see the Marketing strategies section above),
including website setting and updating, as well as travel
costs either for advertising/stakeholder meetings or fund
raising, must also be taken into account in this category.

Quality certification. To increase reliability and confidence
in the samples and services implemented, the biobank may
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Table 1. Biobank’s Business Plan: Model Example for Cost Categories/Year

According to the activities, each category listed in the first column has to be broken down into individual subcategories that are reported
in the second column. The following columns contain the indicators necessary to calculate the estimated total cost listed in the last column.
For each cost category, a few indicative examples are indicated.

*To complete for the following years covered by the BP.17

**Financial need: the sum of each cost reported in the last column is the provision of yearly total expenditure.
BP, business plan; QMS, quality management system.
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join specific biospecimen proficiency testing,47 quality
control programs, and/or comply with the requirements for
Accreditation and Certification Programs.48 The cost for
implementation of the appropriate QMS should also be
taken into consideration here.24

Revenues. Biobanks, especially public biomedical enti-
ties, are institutions created to improve health and are de-
voted to providing services for the public good, thus they
are not expected to generate revenues.4 However, the funds
collected are often not sufficient to guarantee financial

sustainability of the biobank. For this reason, biobanks
need to implement a cost recovery process, and this implies
the payment of a fee for the services they offer. It has been
estimated in a study by the International Society for Bio-
logical and Environmental Repositories on 15 different
types of biobanks that revenue flows generated with the
application of a cost recovery policy4 raise only 25% of
the costs sustained and that it is unlikely that biobank
financial sustainability can be totally achieved only with
this policy.49

Table 2. Biobank’s Business Plan: Model Example for Revenue Category/Year

The Table shows a simplified schema to report the biobank revenues derived from cost recovery of the services/samples delivered.
Individual cost for each source has to be preliminarily defined by the biobank.

The first column lists the types of services that are provided by the biobank.
The second column differentiates services delivered in response to internal or external demand.
The third column describes the type of service or the kind of samples/object of the request.
The fourth column indicates the cost for unit of services or for single sample used to provide the service. The following column contains

indication on quantitation of services or the number of samples used to provide the service. The last column reports the total revenue gained
by the biobank for the related service.

*The schema must be filled for each of the following years covered by the BP.17

Table 3. Biobank’s Business Plan: Model Example for Fund Categories/Year

The financial sources available to a biobank are listed in the first column. The second column contains an indication of the total amount needed by
the biobank to cover its costs during the year. In the third column, the amounts collected by the biobank using the different sources indicated in the
first column. The last column reports the proportion of the total amount financed by each fund, in percentage terms.

*The schema must be filled for each of the following years covered by the BP.17

**Financial need derived from Table 1.
***Total revenues derived from Table 1.
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Costs for services vary and are based on either partial or
total cost recovery.4,8,45,49 Often the price reflects the users’
willingness to pay, which means that the price is set by the
market.50

Specific competencies (i.e., ethical, cryotechnology, le-
gal) may become a source of revenue in terms of consul-
tancy. However, more often, biobank delivers services
related to biological material such as access, storage, col-
lection, transportation, processing, testing of samples, and
data management.4,19,43 Biospecimens and their derivatives
are released by biobanks for public or private use38,51

without charge or with a cost established for each individual
bioresource made available.4,5 Table 2 represents a simpli-
fied facilitating tool for the biobank to report its revenue
channels. As specified above, the table does not intend to be
exhaustive as each biobank defines this table in agreement
with the cost recovery model adopted.

Funds. Possible financing channels for biobanks in addi-
tion to revenues are philanthropic donations, grants, re-
search project funding, budgets from the host institution,
and, more often, a variable mixture of all of these.4,20,38,51

Public funding is highly dependent on the host institution
and country.

Research grants may also represent a primary support for
biobanks.5 Grants refer to the funds received by the biobank
from institutions as nonrepayable money. The biobank may
be an active participant in research projects financed by lo-
cal, regional, national, or international institutions. Some-
times, when the biobank is incorporated into a hospital/
institution, part of the funds (corporate budget) of the host
organization are dedicated to the biobank also in the form of
research grants.

Philanthropic donations are the funds collected from
private citizens who want to finance the structure directly or
using not-for-profit organizations created on an ad hoc basis
to support the biobank.19,20

Each type of funding, alone or in combinations of varying
proportions, will contribute to the sustainability of a biobank.
Table 3 represents a facilitating tool the biobank can use to
define its per annum financial needs, and it should be repeated
for each year of the time horizon considered in the BP.

Conclusion

Economic and financial sustainability represents a major
challenge for the survival of a biobank. Too often, the
management of public health institutions is undertaken
without an economic approach, and this may affect their
long-term sustainability. Although this concept is becoming
recognized as important in biobanking, there is still scarce
familiarity and knowledge of basic principles for drafting and
implementing a useful and strategic BP.12,16,45

The primary purpose of this article is to facilitate com-
munication between biobanker scientists and economists and
to assist with familiarization of BPs, which are instruments
created in the economic world that favor long-term sustain-
ability of companies. In fact, the BP lays out the future evo-
lution of the biobank mission, it shows costs and revenues,
and represents the best managerial tool to achieve the long-
term targets and to preserve the interests of all the stake-
holders33 involved in the biobanking process. Its ultimate
purpose is to call for rethinking the organization of biobanks
to successfully ensure their sustainability in the long term.
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