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Abstract

This study is based on the importance of enterprise risk management systems in the organization.
Enterprise risk management is a tool that helps organizations to identify those areas which possess
potential risks and on how to mitigate those risks. The objective of this paper is to investigate the
importance of the ERM system to the firms’ achievement of financial and economic goals. The study
focused on four independent variables which are controlling risk, the role of the board of directors, the
role of the management, and the size of the organization while the dependent variable is the performance
of the firm. Using the quantitative approach, data were collected from 3 organizations namely KPMG
Taseer Hadi, Deloitte Pakistan, and a bank known as Islamic Bank, the Bank Islami Private Limited.
Purposive sampling was employed to take a 100-sample size from different departments. Key outcomes
revealed that the controlling risk, the role of the board of directors, and the size of the organization
significantly influenced the performance of the firms while there is no significant impact on the role of
management on the firm’s performance. Based on these findings, it is highly recommended to implement
the ERM system as it will help in achieving the long-term economic and financial goals of the corporation.
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Resumen

Este estudio se basa en la importancia de los sistemas de gestién de riesgos empresariales en la
organizacion. La gestion de riesgos empresariales es una herramienta que ayuda a las organizaciones a
identificar aquellas areas que presentan riesgos potenciales y como mitigar esos riesgos. El objetivo de
este documento es investigar la importancia del sistema ERM para el logro de las metas financieras y
econémicas de las empresas. El estudio se centré en cuatro variables independientes que controlan el
riesgo, el rol de la junta directiva, el rol de la gerencia y el tamafio de la organizacién, mientras que la
variable dependiente es el desempefio de la empresa. Utilizando el enfoque cuantitativo, se recopilaron
datos de 3 organizaciones, a saber, KPMG Taseer Hadi, Deloitte Pakistan y un banco conocido como
Islamic Bank, Bank Islami Private Limited. Se emple6 un muestreo intencional para tomar un tamafio de
muestra de 100 de diferentes departamentos. Los resultados clave revelaron que el riesgo de control, el
papel de la junta directiva y el tamafio de la organizacién influyeron significativamente en el desempefio
de las empresas, mientras que no hay un impacto significativo en el papel de la administracion en el
desempefio de la empresa. Con base en estos hallazgos, se recomienda encarecidamente implementar el
sistema ERM, ya que ayudara a lograr los objetivos econdmicos y financieros a largo plazo de la
corporacion.

Cddigo JEL: M4, M41, M42
Palabras clave: ERM; consejo de administracion; papel de la direccién; tamafio de la organizacion; rendimiento de la
empresa

Introduction

ERM system is a definition of an underlying structure, which means that it is a rational process of finding
and eliminating corporate risks. Risk should treat as the event or chance of getting a competitive advantage
over other entities (American Society for Healthcare Risk Management, 2006). Enterprise Risk
Management is becoming a new era in the contemporary business world. Risk has considered an important
part of every business and managing it is a crucial part of the business for every entity. Globally the
corporate world is changing at a rapid rate everyday new invention and innovation is taking place the old
methods of doing business are replacing with new tactics and strategies. In this case, where the companies
are facing competition with one another it is difficult to diversify the focus of the organization to all parts
of the business operations that’s why the organization is run by a huge number of individuals each of them
has a certain role and responsibility in the firm.

Apart from running the company and implementing all the strategies and planning successfully,

it has also become very important for the organizations to measure the risks relating to the implementation
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of the strategies of the firm objectives. Sometimes the strategies failed to implement due to several factors
in which one of them is failing to measure the risks involved in the business. Deloitte is a well-known
audit firm; it observed that managing risk is becoming an important part of a business because of the
complexity and nature of today’s corporate environment (Kimbrough & Componation, 2009). As per the
report of AESRM corporate world is changing day by day, the complexity of businesses has given a rise
to the external stakeholders and nowadays it is observed that the value of the business has shifted from
physical ownership to informative-based systems (Hamilton, 2005).

Organizations have initiated to developed different approaches to manage risk. Some of them
have eliminated traditional approaches and have adopted new tactics. A decade ago people used to avoid
share information of their department with the other departments in the same organization which makes
an entity less efficient and effective but after the tragic incidents of bankruptcies and 2008 economic crises
a new approach was integrated with the corporate world and that approach was named as Enterprise Risk
Management ERM (Connair, 2013).

Moreover; because of the increasing pressures from government rules and community pressures,
firms have acknowledged the importance of financial, non-financial, and environmental performance
(llyas et al. 2020; Memon et al. 2020). With ERM, the emphasis is on looking for emergent method/s in
reducing risk (Hopper, 2019). For example, ERM has become a very important ingredient for company
performance and profitability in the financial institutions in Jordan although it still requires a high
magnitude of researches have to be undertaken which is also true in Taiwan financial industry wherein
the implementation of ERM resulted in 9.22% cost-effectiveness improvement and a rise in firms’
revenues by 16.34% (Chen et al., 2020).

Research problem

Enterprise risk management system improves an organization’s economic performance by measuring the
risk regarding complex business strategies. Still many organizations avoid implementing this tool in their
companies because of which they face difficulties in measuring risks. Nowadays to compete in the
corporate world ERM has become a very important tool.

Research objectives

The main objective of this study is to assess the importance of ERM in company profitability and growth.
It seeks to address the following objectives:

»  To evaluate the importance of ERM in today’s business environment.
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»  Toexamine whether this tool helps in improving the economic performance of the organization.
»  To gain an understanding of the risk management system.

Research questions

From the developed research objectives, the following questions were drawn:
»  What is the importance of ERM in the today’s corporate world?
»  What makes ERM so useful in improving the financial performance of the organization?
»  What are the different strategies and methods, which help in implementing the ERM system
successfully in the organization?

Justification

The research aim is to evaluate the impact of the ERM system on achieving organizational economic goals
and objectives. Every business possesses a risk to some extent it is very important for the firms to measure
those expected risks and to develop some methods for mitigating those expected risks. It is very important
to establish a unit that is responsible to measure or forecast the risks related to the strategies and planning
of the firms.

This study contributes positively to different stakeholders in various ways. Firstly, the outcome
of the paper aids organizations and their management in evaluating how important is considering as
variables of effective ERM the controlling of risk, the role of the board of directors, the management’s
role, and the size of the organization in achieving profitability and growth. Secondly, it helps organizations
devise different ways and mechanisms on how to assess, evaluate, control, and manage the risk at the
earliest point of time upon taking into consideration the predictors of ERM hypothesized in this study.
Finally, the result of this study can serve as input for wider and contextual studies not only in audit firms,
banks, financial institutions, but even in non-financial institutions.

Limitations

A researcher from around the world has suggested that the implementation of effective ERM in the
business can increase the performance of the organization. However, it is a difficult task to implement the
system of ERM in the industry. Risk assessments carry different methods and instruments, which include
historical studies, interviews, and previous assessments. Each of these methods provides its advantages
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and disadvantages that should be subjected to further evaluation. Because of this, a careful study is needed
to be analyzed in order to determine the appropriate judgment regarding the expected risks.

Literature review

The data used in this research was gathered from several sources. The purpose of this research is to
determine the importance of risk management in the corporate world, to reduce chances of strategies
failures and business operation failures the management along with the upper and lower management
should identify risk factors. This will provide them a feasible and undisturbed platform for the growth of
the company.

Controlling risk

Controlling risk is a difficult job. Organizations follow a prescribed way to minimize the chances of risk
but still number of organizations encounters risk on daily basis. This risk can minimize by implementing
an effective ERM system in the industry. An effective ERM significantly affects the firm performance
(Malik et al., 2020, p.3). Similarly, implementing an enhanced ERM can contribute to high revenues and
cost reduction when associated with the business model innovation (Rodriguez et al. 2020). Chen et al.
(2020) also postulated that ERM enables companies to develop a business model that facilitates cost and
risk reduction thus, promotes profitability and sustainability. Managing and controlling ERM favorably
helps organizations prioritize its activities, commit its resources effectively, establish effective controls to
minimize risks and threats and at the same time exploit its opportunities (West Yorkshire Combined
Authority, 2020).

In the past employees used to mitigate risk by using traditional approaches one risk at a time but
the world is changed due to the complexity of the business world it has become difficult to detect risk.
Controlling risk should go through official communication channels, every department in the organization
should communicate with other departments if they found any risk in any business operation, they should
directly communicate it with the concerned department on time for reducing the failure of business
operations (Abbasi & Al-Mharmah, 2000). Enterprise Risk Management would be effective when it is
used with due care while planning the goals and objectives of the firm, leading the operational activities
along with encouraging the subordinates for performing their duties in an efficient way and by controlling
the activities of the firm so that the potential financial risk could be minimized (Cassidy, 2005). According
to some researchers project management tasks can be accomplished by taking into consideration some of

the major steps which include preparation of the plans, arranging the platform for the people that will be
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engaged in the project, critically staffing only the competent staff, observing the work done by the staff
members, controlling their authorities so that they cannot misuse their powers, and by leading all the
members engaged in the project (Neinaber and Bardnard, 2007).

Ten Six Consulting (2021) highlighted the trifold benefits of an effective ERM at the corporate
level. The significance of professionally handling the enterprise risk management leads to the success of
the business with emphasis on having a system or tool that identifies, analyzes, and takes active steps to
risk management. The three benefits derived from ERM are:

e  Financial benefits — efficient implementation of ERM lowers operational costs, controls
spending, effective management of corporate expenses, and maximizes potential
profitability.

e  Corporate governance — effective ERM helps management better plan and evaluate all the
significant risks that will be encountered and reduce the incurrence of uncertain and
unforeseen issues. It also facilitates well-planned decisions particularly in determining
where to invest and what projects to undertake.

e Brand reputation — applying strong risk management adds value to the shareholders and
improves the perception of the brand especially in effectively managing and mitigating risk
which in turn builds a strong brand reputation and customer satisfaction.

Furthermore, West Yorkshire Combined Authority (2020) stipulated that ERM has become an
essential portion of desirable management and a major contributor to good governance of corporations.
Accordingly, management of risk effectively enhanced performance and financial management, annual
corporate plans and processes, operational plans, demonstrate accountability and transparency, and
supporting corporate plan delivery. However, the study of Rubino (2018) as cited in the recent research
of Lopez (2021) titled “How Can Enterprise Risk Management Help in Evaluating the Operational Risks
for a Telecommunications Company?” stressed that ERM frameworks have their limitations such as the
lack of risk evaluation techniques, inadequate application with the processes related to identification of
operational risks, and the deficiency in the evaluation and management of the risks. Hence, the most

significant tasks for the firms are to increase their favorable outcomes on these inadequacies mentioned.

Role of board of directors

After the 2008 economic crisis, the ERM system became an essential tool for the business world. It helps
the organizations to detect expected risks promptly. The adoption of the ERM system was encouraged by
the upper management of the companies, which consist of the board of directors. They are the caretakers
of the organizations on behalf of the shareholders it is their responsibility to take every measure against
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those things that can affect the operations of the businesses (Kleffner et al., 2003). ERM is a process that
upper management uses for one common task, which includes identifying the potential risk factors that
may harm the organizational activities. This system not only identifies those risk factors but also helps in
managing those factors so that they no longer harm the activities of the firm; it guides the management
for mitigating the risk factor activities (Curtis & Carey, 2012).

Furthermore, many companies adopt the ERM system when they are encouraged by the board
of directors so that the operational activities smoothly run (Kleffner et al, 2003). One of the main factors
that entities should know is what goals and objectives the organization wants to accomplish. If the entity
is not well, aware of what they want to achieve then it would be hard for them to accomplish those
objectives. Therefore the firm must know its objectives because if they are well aware of the goals then
they are likely to motivate themselves for achieving those objectives if any uncertainty occurs while
achieving the goals they will do whatever it takes to mitigate those factors (American Society for
Healthcare Risk Management, 2006). Firms which highly depends on their upper management is most
likely to implement ERM system in their organization because reliance of the firm on board of directors
means that their stake in the organization is more than other stakeholders that’s why they are more
concerned about the prosperity and growth of the organization (Beasley et al., 2005).

Role of the management

It has been observed that ERM system is impossible to implement without the support of the management
of the organizations because they are the real agents of the company, they have the responsibility to
operate the business they perform (Walker et al., 2002). Having the consent of the management regarding
the implementation of the ERM system is a crucial part because when the management detects risk, they
also try to find the reason for that particular risk which causes time delays in performing business activities
(DeFrank & lvancevich, 1998). Enterprise risk management should observe based on three perspectives,
which are changing the role of the managers, changing the tactics of regulating their roles and
responsibilities, creating backup plans (Lam, 2000). Every organization has the desired level of risk and
actual level of risk to balance this fact the management should use various means and instruments, which
helps them to adjust both levels of risk in an efficient way (Chance & Brooks, 2010). Enterprise risk
management system helps the management to manage all the operational activities of the organization to
achieve all economical and financial goals of the firm as well as to make strong corporate governance
(Manab, Othman, & Kassim, 2012).
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Size of the organization

As the size of the organization increases, the happening of uncertain events is also likely to happen. In
large organizations, risk differs in size, extent, nature, and complexity. Therefore, the implementation of
an efficient ERM system becomes important. Large organizations are more cautious to adopt the ERM
system as compare with small organizations because large entities operate in a much more complicated
and complex business environment (Colquitt et al., 1999). Those entities which possess a large size of
operational activities are likely to face more financial risks because the higher the firm size is the high
level of uncertainties that are likely to occur (Golshan and Rasid, 2012). Enterprise risk management helps
the companies to overcome the potential risks the firm might face in the present or future (Hoyt &
Liebenberg, 2009). The performance of the firm depends on its capital structure. The uncertainties threaten
the operational activities of the firm. Logically big firms have backup plans for the uncertainties to protect
themselves from the loss attached with the risk factors (Beasley et al., 2006).

Research methodology

Research methodology

Research methodology is a systematic way of collecting data and information for the sole purpose of
evaluating the research topic (Haradhan, 2020). In this research positivism, the approach has been used as
it depends on the already available knowledge and through the deductive approach. The Methodology
comprises Research Design, Research Procedure, Sampling Plan, Theoretical framework, tools used for

data analysis, and Software used for processing data.

Research design and approach

As the study’s research design, the positivism paradigm along with deductive methodology has been used
for the research process. Positivism is a study that cannot be applied to the study of the behavior of humans
because of their nature’s complexity and unreal quality of social experience (Cohen, Manion, and
Morrison, 2010). It also includes quantitative research techniques along with descriptive evaluation
techniques and methods for collecting data will be in the form of a questionnaire to achieve the objectives
of the research topic.
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Further, this research has been conducted with the available knowledge, which makes this
research deductive approach-based research. This approach helped us in expanding our knowledge
regarding the importance of ERM, how it improves the financial performance of the company. The process
of research includes identifying, judging, testing, and establishing the concept of the researchers
(Williams, 2013).

Research strategy

There are mainly two types of research strategies quantitative and qualitative. In our research, a
quantitative strategy is used. Quantitative strategy is also known as the descriptive technique this type of
strategy helps us in gathering information through a large number of respondents and based on the answers
of the respondent’s hypothesis are made which makes our research reliable (Saunders et al., 2009). A
quantitative approach has been used for our research. The data was collected from the respondents and
based on their answers a judgment is concluded. Participants have asked to fill the questionnaire, which

includes some questions regarding enterprise risk management.

Sampling and sample size

Respondents were asked to carefully answer the questions based on their knowledge and thinking.
Individuals who participated in the research are currently working in organizations chosen. The audit
firms are KPMG Taseer Hadi & Company and Deloitte Pakistan and the bank, which has been approached,
was Bank Islami. An equal number of employees have been approached from the above-mentioned
organizations. All of the three organizations have registered in Pakistan. Individuals who participated in
the filling of the questionnaire are currently performing their duties in the above-mentioned organizations
and were assigned from different departments. Moreover, the sample size consists of approximately 385
employees selected through purposive sampling. The sample size has made based on a 95% confidence

interval.

Method of data collection

The data has been collected using a questionnaire-based survey. A structured questionnaire has been
prepared and those questions have been filled by our group members. Employees of three different
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organizations were approached of which two of them are audit firms and the other one is a registered
Islamic bank. All the participants are currently working in these three organizations.

Hypotheses

The hypothesis has been prepared based on the variables presented in the conceptual framework. The
purpose of this research is to demonstrate a relationship between dependent and independent variables.
The data have been tested by using statistical techniques to conclude our research work. The hypotheses
are prepared below:

H1: Controlling the Employees in An Efficient Way Has A Significant Impact on The Firm
Performance.

H2: The Role of the Board of Directors in the Organization Has a Significant Impact on the
Performance of the Organization.

H3: Management Role and Ways of Performing Work in the Organization Has a Significant
Impact on the Performance of the Organization.

H4: The Size of the Organizations Has a Significant Impact on the Performance of the

Organization.

Findings and discussion

Enterprise risk management is a great tool for measuring risk. Every organization possesses some sort of
risk, which stops the entity to accomplish its organizational goals. All most every organization encounter
risk at some point in time, to mitigate those risk factors there is a need of a well-equipped system and
ERM is one of them. This system allows the corporations to identify risk-possessing units it also gives an
eye view to the management that how these identified risk factors could be minimized. ERM has become
very useful tool as it turns out to be a great strength for the organizations. The bigger the organizations
are the great it will find the need for ERM system.

The implementation of this system is a hard task some corporations relies on their management
as they do not find this system useful, they consider it as a costly expensive that’s why they avoid to
implement it in their organizations. The implementation of ERM system lies with the board of director,
as they possess the supreme authority in the organizations. Therefore, it is their duty to implement this
useful system. Management also have a role in the implementation of ERM system because when the
board members decides to implement this system, they direct the management of the organization for

doing this task (i.e. implementing ERM system).
127



P. G. Aquino Jr., et al. / Contaduria y Administracién 67 (2), 2022, 118-141
http://dx.doi.org/10.22201/fca.24488410e.2022.3068

The data for this research work collected through survey questionnaire. The prepared
questionnaire filled from number of respondents. We have approached three organizations two of them
are audit firms and one them is an Islamic bank. The audit firms are KPMG Taseer Hadi & Company and
Deloitte Pakistan and the bank, which have approached was Bank Islami. Number of respondents that
filled the questionnaires is 100, questionnaire contains 25 items Likert scale. The collected responses
processed through SPSS software for getting the results. These results consist of different test, which
includes internal reliability test, which show us the consistency of our results. The other test is correlation,
which shows us the relationship between variables, and regression analysis gives us the impact of
independent variable on dependent variable. The regression analysis shows us the impact of controlling,

role of board of directors, role of the management and firm size on performance of the firm.

Demographics of respondents

The data was used to explore the thinking of the employees regarding the ERM system and the
performance of the entity. The respondents were asked to give their views and knowledge regarding the
importance of ERM in organizations. The below presented demographic characteristics of the respondents

include their age, gender, level of education, and their work experiences.

Table 1
Demographics of Respondents - Age
AGE
Frequency Percent Valid Percent Cumulative Percent

Valid 18-25 40 40.0 40.0 40.0

26-33 49 49.0 49.0 89.0

34-40 11 11.0 11.0 100.0

Total 100 100.0 100.0

The above table explains the ages of our respondents. 40 respondents lie within 18 to 25 years

of age, 49 lie within 26 to 33 years of age, and the remaining 11 respondents lie within the 34 to 40 years

of age.
Table 2
Demographics of respondents — Gender
GENDER
Frequency Percent Valid Percent Cumulative Percent

Valid FEMALE 48 48.0 48.0 48.0

MALE 52 52.0 52.0 100.0

Total 100 100.0 100.0
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The above table shows us the number of males and females respondents. Out of 100, 48 are

females and the remaining 52 are males.

Table 3
Demographics of respondents - Education Level
EDUCATION
Frequency Percent Valid Percent Cumulative Percent

Valid INTERMEDIATE 32 32.0 32.0 320

GRADUATE 59 59.0 59.0 91.0

POST GRADUATE 9 9.0 9.0 100.0

Total 100 100.0 100.0

This above table shows us the education level of our respondents. Out of the 100 respondents,

32 possess intermediate level of education, 59 are graduates and the remaining 9 are postgraduates.

Table 4
Level of Work Experience

WORK EXPERIENCE
Frequency  Percent  Valid Percent Cumulative Percent

Valid LESS THAN ONE YEAR 23 23.0 23.0 23.0
1-3 YEARS 49 49.0 49.0 72.0
MORE THAN 3 YEARS 28 28.0 28.0 100.0
Total 100 100.0 100.0

The above demographic table shows us the level of experience our respondents have. Out of the
100 respondents 23 of them have less than one year of education, 49 of them have 1 to 3 years of work
experience and the remaining 28 have more than 3 years of experience.

Reliability testing of data collected

Table 5

Summary of Reliability Testing
Variables Items Cronbach’s Alpha
Controlling Risk 5 0.728
Role of board of directors 5 0.694
Role of the management 5 0.715
Size of the organization 5 0.754
Performance of the firm 5 0.745
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The above table shows us the IRT test (i.e. internal reliability test) the Cronbach’s alpha results
shows us the consistency of our variables. The first variables is controlling whose Cronbach’s alpha result
is 0.728 or 72.8% this means that our controlling variable is 72.8% consistent based on this consistency
we can further evaluate our variables for further tests which will show us the impact of our variables on
performance of the organization. Role of board of director is 69.4% consistent, Role of the management
is 71.5% consistent, Size of the organization possesses 75.4% consistency and the last variable possesses

74.5% consistency.

Descriptive analysis of responses over scale statements

Table 6
Descriptive Statistics
Statistics
CONTROLLING. ROLEOFBOD ROLEOF  SIZE OF.ORG FIRM.
RISK MGMT PERFORMANCE
Valid 100 100 100 100 100
Missing 0 0 0 0 0
Mean 1.8120 1.7440 1.5980 1.8080 1.7960
Std. Deviation 4789 4450 4134 A722 4756
Minimum 1.00 1.20 1.00 1.00 1.00
Maximum 3.00 3.00 3.00 3.00 3.00

The above table shows us the descriptive statistics of our research-based questionnaire. It
includes mean, standard deviation, minimum and maximum values. In our research questionnaire,
minimum value is 1, which is strongly agree, and maximum is 5, which means strongly disagree with our
statements. The above chart shows us the consistency of the responses we get from our respondents as all
most the respondents lies within the range of 1 to 3 (i.e. 1 means strongly agree, 2 means agree and 3
means neutral). The mean of controlling risk is 1.81, role of board of directors have 1.74, role of
management have 1.59, size of the organization have 1.8, and firm performance possesses 1.79 mean. The
values of standard deviations of our variables do not differs very much from means of the variable as
shown in the chart controlling risk have 0.47, role of board of directors 0.44, role of management 0.41,

size of the organization 0.47 and firm performance also have standard deviation of 0.47.
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Correlation matrix and hypothesis testing of significance

Table 7
Correlation Matrix Independent Variable

Correlations

ROLE.OF.
CONTROLLING.RISK ROLE.OF.BOD MGMT SIZE.OF.ORG

CONTROLLIN Pearson

G. RISK Correlation ! 103 -084 573
Sig. (2-
tailed) .000 .409 .000
N 100 100 100 100
ROLE.OF.BOD Pearson. 703" 1 075 642"
Correlation
Sig. (2-
tailed) .000 457 .000
N 100 100 100 100
ROLE.OF. Pearson
MGMT Correlation -084 -075 ! -151
Sig. (2- 409 457 134
tailed)
N 100 100 100 100
SIZE.OF.ORG Pearson' 573" 642™ 151 1
Correlation
Sig. (2-
tailed) .000 .000 134
N 100 100 100 100

**_Correlation is significant at the 0.01 level (2-tailed).

The above chart shows us the relationship of independent variables, which includes controlling
risk, role of board of directors, role of management, and size of the organization. It shows us the strength
of independent variables among each other. Controlling risk and size of the organization have 0.573,
which means 57.3% relationship, and similar relationship lies with the dependent variables as well. The
relationship between size of organization and controlling risk is 0.573 which is 57.3% as well as in the

previous case.

131



P. G. Aquino Jr., et al. / Contaduria y Administracién 67 (2), 2022, 118-141
http://dx.doi.org/10.22201/fca.24488410e.2022.3068

Table 8
Correlation Matrix Independent Variable

Correlations

ROLE. SIZE FIRM
CONTROLLING. ROLEOFB OF OF.O PERFORMA
RISK oD MGMT  RG NCE

CONTROLLIN Pearson
G. RISK Correlati 1 703" 084 573% 655"

on

Sig. (- 000 409 000 000

tailed)

N 100 100 100 100 100
ROLE.OF.BOD Pearson

Correlati .703™ 1 -075  .642™ .646™

on

Sig. (- 000 457 000 000

tailed)

N 100 100 100 100 100
ROLE.OF. MGMT  Pearson

Correlati -.084 -075 1 -151 -119

on

Sig. (- 409 457 134 237

tailed)

N 100 100 100 100 100
SIZE.OF.ORG Pearson

Correlati 573" 642 51 1 766"

on

Sig. (2- 000 000 134 000

tailed)

N 100 100 100 100 100
FIRM.PERFORMA Pearson
NCE Correlati 655" 646" 119 766™ 1

on

Sig. (2- 000 000 237 .000

tailed)

N 100 100 100 100 100

**_Correlation is significant at the 0.01 level (2-tailed).

The above chart shows us the relationship of independent variable on dependent variable.
Independent variables include controlling risk, role of the directors, role of the management, size of the
organization and dependent variable is performance of the firm. The results of the matrix have 95%
confidence interval and two tail approach used to see the positive or negative impact of the independent

variables on dependent variables. The above table shows controlling risk having 0.000, role of directors

132



P. G. Aquino Jr., et al. / Contaduria y Administracién 67 (2), 2022, 118-141
http://dx.doi.org/10.22201/fca.24488410e.2022.3068

having 0.000, role of management having 0.237 and size of the organization having 0.000 significances.
All the variables except role of management has a positive relationship with performance of the firm while
role of management possesses negative relationship with the performance of the firm. Controlling risk
shows 65.5% relationship with performance of the firm while role of directors shows 64.6% relationship,
role of management have a negative relationship with the performance of the firm which is -11.9% and
size of the firm have 76.6% relationship with firm performance. Size of the firm have the most concerned

percentage as compare with the other variables.

Hypothesis testing

Table 9
Alternative Hypothesis

Significant level
(0.05 at two tailed)
H1: Controlling the Employees in An Efficient Way Accepted 0.00
Has A Significant Impact on The Firm Performance

Alternative Hypothesis Accepted / Rejected

H2: The Role of Board of Directors in the Accepted 0.00
Organization Has a Significant Impact on the
Performance of the Organization

H3: Management Role and Ways of Performing Rejected 0.237
Work in the Organization Has a Significant Impact
on the Performance of the Organization

H4: The Size of the Organizations Has a Significant Accepted 0.00
Impact on the Performance of the Organization

H1: Controlling the employees in an efficient way has a positive relationship with the
performance of the firm. The hypothesis is accepted at 0.00 level of significance and 95% confidence
interval as the value is less than the 0.05 at two tail tests.

H2: The role of board of directors in the organization has a positive relationship with the
performance of the firm. The hypothesis is accepted at 0.00 level of significance and 95% confidence
interval as the value is less than the 0.05 at two tail tests.

H3: Management role and ways of performing work in the organization has a negative
relationship with the performance of the firm. The hypothesis is rejected at 0.237 level of significance and

95% confidence interval as the value is greater than the 0.05 at two tail tests.
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H4: The size of the organizations has a positive relationship with the performance of the firm.
The hypothesis is accepted at 0.00 level of significance and 95% confidence interval as the value is less
than the 0.05 at two tail tests.

Exploratory factor analysis (EFA)

The EFA analysis also called as exploratory factor analysis is used to determine the reductions in both
data and dimension perspective. This analysis is usually based on the factor loading which shows
multicollinearity between independent variables. In our case questionnaire was used as the method of data
collection. We have conducted our research based on the four dimensions namely as controlling risk, role
of directors, role of management, and size of the organization these variables were used to see the impact
of these variables on the performance of the firm.

Table 10
Correlation Matrix

Correlation Matrix
Motivation for ~ Access to Benefits from  Support for

Training Training Training Training
Controlling risk 1.000 .703 -.084 573
Correlation Role of directors .703 1.000 -.075 .642
Role of management -.084 -.075 1.000 -.151
Size of organization 573 .642 -.151 1.000

Multiple regression analysis and hypothesis testing

The linear regression model is used to determine the relationships of independent variables on the
dependent variable. Whether there is a positive or negative relationship between the variables. The chart
of model summary has a figure named as R which shows us the coefficient of determination to further
explain the dependent variable. Two statistics namely as T and F are also presented below T shows us the

individual significance of the variables while F shows us the significance of the model.
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Table 11
Summary of Step-wise Regression

Coefficients?

Unstandardized Standardized

Model Coefficients Coefficients
B Std. Error Beta t Sig.
1 (Constant) 137 .180 .759 .450
CONTROLLING.RISK .264 .085 .266 3.090 .003
ROLE.OF.BOD 118 .098 110 1.198 234
ROLE.OF. MGMT -.008 .069 -.007 -.113 910
SIZE.OF.ORG .546 .081 542 6.732 .000

a. Dependent Variable: FIRM.PERFORMANCE

The above presented table shows us the regression analysis applied in the organized manner.
We can see in the above chart that the T values of controlling risk and size of the organization are highest
(i.e. greater than 1.96) which explains us that these two variables are highly predictable on the dependent
variable.

Table 12
Regression Model Summary

Model Summary

Model R R Square Adjusted R Square  Std. Error of the
Estimate
1 8132 .662 .648 .28240

a. Predictors: (Constant), SIZE.OF.ORG, ROLE.OF. MGMT, CONTROLLING.RISK,
ROLE.OF.BOD

Table 13
Anova Table
ANOVA?
Model Sum of Squares df Mean Square F Sig.
1 Regression 14.822 4 3.706 46.464 .000P
Residual 7.576 95 .080
Total 22.398 99

a. Dependent Variable: FIRM.PERFORMANCE
b. Predictors: (Constant), SIZE.OF.ORG, ROLE.OF. MGMT, CONTROLLING.RISK,
ROLE.OF.BOD
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Table 14
Selected Model Summary

Model Summary
Model R R Square F P-value
1 81382 .662 46.464 .000

The above table shows us the model summary of our research work. In the above model we can
see different values in which one of them is R square value which 0.662 or 66.2% this value is greater
than 0.6 or 60% which explains us the reliability of our dependent variable. Along with R square value
there is another value of F statistic which is 46.464 which is greater than 2 it shows us the fitness of our
variables which is also considered as the reliable value.

Hypothesis testing

Table 15
Alternative Hypothesis

Accepted / T-value (95% Significant level

Alternative Hypothesis Rejected cl) (0.05_ at two

tailed)

H1: Controlling the employees in an

efflment way has a positive relatlonshlp Accepted 3.09 0.003

with the performance of the firm

H2: The role of board of directors in the

ization h iti lationshi .
organization has a positive relationship Rejected 1198 234

with the performance of the firm.

H3: Management role and ways of

performing work in the organization has

a negative relationship with the Rejected -113 910
performance of the firm.

H4: The size of the organizations has a
positive relationship  with the Accepted 6.732 .000
performance of the firm.

H1: Controlling the employees in an efficient way has a positive relationship with the
performance of the firm The Hypothesis is accepted as our T-value is 3.09 which is greater than 1.96 at

95% confidence Interval with 0.003 significance level.
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H2: The role of board of directors in the organization has a positive relationship with the
performance of the firm. The Hypothesis is rejected as our T-value is 1.198 which is less than 1.96 at 95%
confidence Interval with 0.234 significance level.

H3: Management role and ways of performing work in the organization has a negative
relationship with the performance of the firm. The Hypothesis is rejected as our T-value is -.113 which is
less than 1.96 at 95% confidence Interval at 0.910 significance level.

H4: The size of the organizations has a positive relationship with the performance of the firm.
The Hypothesis is accepted as our T-value is 6.732 which is greater than 1.96 at 95% confidence Interval
at 0.000 significance level.

The research was based on the importance of the ERM system in organizations for feasible
growth and profitability for corporations. We have tested our variables one by one on the basis on which
we have calculated the relationships and impact of our independent variables on the dependent variables.
We have four independent variables and one dependent variable.

The first independent variable is the controlling risk of the organization, the correlation analysis
result is 0.000 which is less than 0.05 therefore we have accepted the hypothesis of controlling risk
variable. The second variable is the role of the board of directors in the organization. As we have seen
while studying the paperwork and by getting the responses of our respondents we can say that board
members of the organizations play a vital role in the organization. They have a great impact on the
decision-making system if they do not prefer the ERM system then it cannot be implemented in the
organization (Coso, 2004).

Finally, the last variable is the size of the organization. The bigger the firm size is the more it is
concerned about the potential risk factors. It is a hypothetical statement that organizations do not possess
risk because every return is related to the risk attached to it. Without risk, there will be no return at all.
The hypothesis testing of this variable is accepted as it has the level of significance of 0.000 which is less
than 0.05 based on which is accepted.

Conclusion and recommendations

The study was conducted to have an idea related to the importance of the ERM system in the organization.
ERM system helps the organization to substantially achieve its financial objectives without any
interference from any part of the organization. Every risk to some extent is the responsibility of the
management along with the board members to develop backup plans and protocols for every person
working on the premises of the organization for the prosperity of the corporation. For this study we have

taken 5 variables out of the 4 are independent and one is the dependent variable.
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These variables are tested mutually and individually. We have conducted our research using a
quantitative approach with the help of a questionnaire we have collected data. 100 questionnaires were

filled from 3 organizations two of them were audit firms and one was an Islamic bank.

Implications of research

This research was conducted to get an overview of whether the ERM system is useful or not. Our study
has shown us that the ERM system is very useful as it will enhance the productivity of the company, in
the long run; it also provides opportunities to the stakeholders to overcome any sort of issue on time. It
reduces the chances of uncertainties in the entity. This system is applied in almost every entity whether it
is big or small for feasible growth and profitability it is highly recommended to implement the ERM
system as it will help in achieving the long-term economic and financial goals of the corporation.

Recommendations

After studying and conducting this research work following points are recommended

e ERM system helps in achieving long-run organizational goals more easily as it detects risk
before it happens.

e ERM system identifies those areas which possess potential risk so that the management can take
necessary steps to mitigate those risk factors.

e Implementation of ERM does not rely on the size of the entity, it is useful regardless of the size
of the entity because sometimes our policies are failed and become unsuccessful not because of
the idea but because of not identifying the risk associated with the implementation of those

policies.

Areas of further research

Although this research was based on the importance of the ERM system within the organization. Our
research only focuses on the above-mentioned variables we can further extend our areas of research to
other variables as well, we can also further study the risk involved with those employees who implement

this system, or those individuals who are responsible for handling this system.
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