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              ABSTRACT 

This paper reviews previous studies on various factors associated with extent of ERM 

implementation using grounded theory analysis. The study reviews comparative studies in 

Enterprise Risk Management (ERM) implementation among firms from 2005 to 2012. It adopts a 

qualitative approach through the review and comparative studies of factors that affect 

implementation of enterprise risk management taking into cognizance the focus of their research, 

findings and limitations of their research. Based on the observation from various studies, factors 

that may affect the extent of implementation of ERM may include presence of Chief Risk Officer 

(CRO), broad independence, Chief Executive Officer (CEO) and Chief Finance Officer (CFO) 

support for ERM, regulatory influences, the pressure of „„big four‟‟ audit firms, financial leverage, 

institutional ownership, profitability, industry related characteristics and internal influences. Based 

on the empirical studies, it can also be deduced that the presence of CRO and Board independence 

or Corporate Governance are most important factors that influence the extent of ERM 

implementation. 
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INTRODUCTION 

Successful economic performance and value creation are considered the major drivers for the 

establishment of an organization in modern business environment [21,13]. In the same vein, the 

survival, growth and operational effectiveness of an organization in any industry depend to a large 

extent on how organization utilizes its internal strengths to neutralizes its external threats in the 

face of ever changing, complex environment and creating a balanced match between cash inflows 

and cash outflows to attain value maximization for stakeholders.  

However, the attainment of these objectives are greatly influenced by economic factors; 

controllable and uncontrollable arising from economic, social, legal, technology and political 

environment, with most devastating effects being the reduction in organizational value and 

performance effectiveness [13]. Hence, business enterprises face emergent risks such as 

operational, strategic, financial risk and their inability to proactively manage them holistically. 

This calls for the adoption of a robust Enterprise Risk Management (ERM) as a shield to managing 

business organization‟s risk on enterprise-wide basis for the purpose of increasing short-term and 

long-term value to stakeholders.  

Risk management as a formal part of the decision making processes within companies according to 

Dickinson [9] is traceable to the late 1940s and early 1950s. But concept of risk management 

according to [7] was formally developed by group of innovative insurance professors (Robert I. 

Mehr and Bob Hedges) in 1950s. By 1963, the first risk management text and entitled “Risk 

Management and the Business Enterprise” was published. The objective of risk management at 

that time was to maximize the productive efficiency of the enterprise [28]. Risk management was 

specifically focused on pure risks and speculative risks which were the focus of traditional risk 

management. 

By 1970s, financial risk management became an interesting issue highlighted by firms because the 

increase in oil price has affected the instability in exchange rates and inflation rate due to reduction 

of crude-oil by Organization of Petroleum Exporting Countries (OPEC) [7, 32]. Later in 1980s, 

[28] assert that political risks attracted more attention from Multinational Corporations as a result 

of different political regimes in different countries. According to [7], during this era, business 

organizations did properly apply risk management tools and techniques such as options.  

In the 1990s, the pressure from shareholders and stakeholders to take more action rather than 

buying insurance to fight uncertain loss or financial crisis, influenced managers to mitigate risks 
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more proactively. Mitigating risks proactively according to [28] demanded managers to retrieve 

better risk information and risk management techniques. During this time, risk management was 

closely related to financial, operational and strategic risks, not only hazard risks [32]. 

The 2000s heralded another risk known as strategic risk or corporate risk. Corporate governance or 

corporate risks was brought to the fore front due to corporate scandal in Enron, Worldcom, Polly 

Peck and Parmalat [16]. Failure of these firms may not be unconnected to informal 

compartmentalized approach to risk management rather than aggregate perspective to risk 

management. 

Therefore, adoption of ERM in 2000s according to [28] was triggered by complicated risks, 

external pressures, portfolio point of view, the essence that risk need to be quantified even if it is 

impossible to quantify all risks, boundary-less benchmarking factor and the fact that risk can be 

treated as opportunity.  

The objective of this study is to review literatures on various factors that may affect the adoption 

and implementation of enterprise risk management with reference to insurance industry.  

 

LITERATURE REVIEW  

Concept of Enterprise Risk Management 

A common definition of risk is the likelihood of something undesirable in a given time [22]. 

Therefore, risk is present whenever there is uncertainty [7]. Along this same basis, report from 

Economist Intelligence sponsored by ACE, IBM and [19] posits that many corporate executives 

believe that a comprehensive programme for managing business risks provides an essential 

foundation for sustaining competitive advantage. Competitive advantage can be gained when ERM 

is viewed from three perspectives; enterprise risk management as a process, enterprise risk 

management as a strategy and enterprise risk management as a culture. 

From a process point of view, [6] defines ERM as a process affected by an entity‟s board of 

directors, management and other personnel, applied in a strategy setting and across the enterprise, 

designed to identify potential events that may affect the entity and manage risk to be within its risk 

appetite, to provide reasonable assurance regarding the achievement of entity goals. In a related 

development, Chartered Enterprise Risk Analyst (CERA) (2010) also defined ERM as the process 

of risk management that places a greater emphasis on cooperation among departments to manage 
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an enterprise full range of risks as a whole. It further posits that ERM offers a framework for 

effectively managing uncertainty, responding to risk and harnessing opportunities as they arise. 

From a strategy point of view, ERM is the extent to which the outcomes from the corporate 

strategy of a company may differ from the specified in its corporate objectives, or the extent to 

which they fail to meet these objectives using a downside risk measure [9]. In agreement with this 

statement, [1] argue that ERM is actually concerned with holistic, company-wide approach in 

managing risks and importantly, have centralized all information obtained in accordance to their 

potential risk exposures. 

ERM is also a cultural approach that guides the business enterprise to opportunity taking and 

uncertainty reduction. Risk and Insurance Management Society (2006) defined ERM as the 

culture, process and tools to identify strategic opportunities and reduce uncertainties. 

[37] highlights two key points from the aforementioned definitions. First, it is the main role of 

ERM itself which essentially integrates and coordinates all types of risk across the entire company. 

It therefore simply means that risks cannot be managed in a “silo” or “store pipe” approach [3]. 

Secondly, with that adoption and application of ERM, companies could possibly identify all 

potential incidents that may directly or indirectly affect the company and ultimately know very 

well their risk-appetite. Therefore, ERM is designed to increase the boards and senior 

management‟s ability to oversee the portfolio of risks facing an enterprise [2]. 

For the aim of ERM to be properly attained, some components must be integrated, these 

component according to [20] are: corporate governance, line management, portfolio management, 

risk transfer, risk analytics, data and technology resources and stakeholder‟s management 

(shareholders, customers, employees, Government and management).   

Enterprise Risk Management Framework 

A risk management framework according to [14] is described as business organization‟s specific 

set of functional activities and the associated definitions that define the risk management system in 

an organization and also the relationship to the risk management organizational system.  

A number of ERM frameworks currently being used according to [37] include: The Combined 

Code and Turnbull Guidance (2003), King II Report (2002), A Risk Management Standard by the 

Federation of European Risk Management (FERMA) (2004), Australia/New Zealand Standard - 

Risk Management (2004) and COSO‟s Enterprise Risk Management-Integrated Framework 

(2004). 
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It is important to note that these frameworks lead to different approaches, some lean towards 

financial reporting and internal control and others lean towards management, corporate governance 

and accountability. Nevertheless, they all share a common theme which include; the identification, 

prioritization and quantification of risks in order to help corporation effectively manage their 

exposure.  

However, for the purpose of this research, Committee of Sponsoring Organizations of the 

Tradeway Commisssion (COSO) framework shall be adopted. The reason for the adoption is due 

to its popularity and its uniform approach to managing internal control system [12, 37].  

 

COSO’S Enterprise Risk Management-Integrated Framework 

COSO‟s ERM framework was established in 2004 and according to [37], it provides risk 

management architecture in terms of eight (8) components, namely, internal environment, 

objective setting, event identification, risk response, control activities, information and 

communication and monitoring to be considered under each of the four (4) categories of objectives 

i.e. strategic, operation, reporting and compliance.  

 

 

Figure 1: The COSO Enterprise Risk Management Framework 
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An important element in COSO‟s report is the role of Chief Risk Officer (CRO). The clamor for 

CRO is due to the fact that there is need for someone who can work closely with other managers in 

establishing effective risk management for the entire company or business organization. Major 

qualities of CRO [29] include risk consciousness, knowledge of main business processes, current 

education in risk management curriculum, communication skills, facilitations skills and skills in 

finance, accounting and insurance. 

 

 COMPARATIVE STUDIES OF ERM IMPLEMENTATION AMONG FIRMS. 

 

S/N Title Year Place Authors Objectives Findings/Focus Shortcomings/ 

Limitations 

1. Enterprise Risk 

Management: 

An Empirical 

analysis of 

factors 

associated with 

the extent of 

implementation 

2005 U.S.A Beasley, 

M.S., 

Chine, R. & 

Hermanson, 

D.R. 

To contribute 

to the emerging  

stream of an 

ERM adoption 

by exploring 

organizational 

factors 

associated with 

an entity‟s 

stage of ERM 

adoption 

ERM is 

positively 

related to 

organization 

characteristics 

such as 

presence of the 

Chief risk 

officer, board 

independent 

CEO support 

for ERM 

It relied heavily 

on survey 

obtained from 

Chief Audit. 

2. Determination 

of ERM: A 

proposed 

Framework for 

2012 

Malaysian 

Public Listed 

Companies 

2012 Malaysia Yazid, A. 

S., Razil, A. 

R. & 

Hussin, M. 

R. 

To propose a 

conceptual 

framework for 

determinants of 

companies in 

Malaysia that 

implement 

ERM 

Positive 

relationship 

between 

variables such 

as CRC, 

leverage, 

profitability 

and 

The study did 

not examine 

whether all 

these factors 

contribute 

significantly to 

ERM 

implementation 
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international 

diversification 

within an 

organization 

3. The Effect of 

ERM 

Implementation 

on the value of 

companies 

listed in the 

Nairobi stock 

exchange 

2012 Kenya Waweru, N. 

& Kisaka, 

E. 

To test the 

significant of 

factors 

affecting the 

level of ERM 

implementation 

and to 

investigate 

whether the 

level of ERM 

implementation 

has positive 

effect to the 

value of 

companies as 

measurably 

Tobin‟s Q 

There is a 

significant 

relationship 

between 

appointment of 

a CRO other 

variables like 

industry 

operations, 

bond 

independence 

size of firm etc 

The researcher 

fund it difficult 

to measure the 

level of ERM 

implementation 

4. Determinant of 

ERM adoption: 

an empirical 

analysis of 

Malaysian 

2012 Malaysia Golshan, N. 

M., Abdul 

Rashid, S. 

Z. 

Top gain an 

insight to the 

influential 

factor of ERM 

adoption by 

Public listed 

firms in 

Malaysia 

Two major 

factors that 

influence ERM 

adoption 

include 

financial 

leverage and 

auditor type 

Concentrated 

only in 

secondary data 

5. The effects of 

quality board 

2011 Malaysia Wan Daud, 

Yazid, W. 

To examine the 

relationship 

there is positive 

correlation 

Low response 

rate  
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directors in 

ERM practices; 

evidence from 

binary Logistic 

regression 

N. & 

Hussain, M. 

R. 

between the 

quality of BOD 

with regard to 

the level of 

ERM adoption  

between the 

quality of BOD 

on the level of 

ERM adoption 

6. Adoption and 

design of ERM 

practices: An 

empirical 

study. 

2012 Netherlands Paape, L. & 

Speekle, R. 

F 

To find out the 

extent of 

ERTM 

implementation 

and the factors 

that are 

associated with 

cross-sectional 

differences in 

the level of 

ERM adoption 

Findings show 

that the extent 

of ERM 

implementation 

is influenced 

by the 

regulatory 

environment, 

internal factors, 

ownership 

structure and 

firm and 

industry related 

characteristics. 

The study does 

not show any 

evidence of an 

effect on 

institutional 

ownership 

Source: Developed by the Authors 

 

Discussion on Factors Associated With the Adoption and Implementation of Enterprise Risk 

Management. 

 

[24] posits that the idea that ERM as a key component of effective governance has gained 

widespread acceptance. However, there are variations in the extent to which business organizations 

have adopted it. Pioneering study on the adoption of ERM may be traceable to [18,21,3]. These 

studies were consistent in their findings. These studies found out that ERM is positively correlated 

to business organizational characteristics such as presence of chief risk officer, board 

independence, CEO apparent support for ERM, the pressure of a „„big four‟‟ audit firms and entity 
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size. This research is limited because it relied heavily on survey obtained from chief audit. This 

study did not consider interactions among the independent variables in its model.  

[37] further assert that there is positive relationship between international diversification, majority 

shareholder, size and turnover with ERM engagement. Notable fault about this study is that it did 

not examine whether all of these factors contribute significantly to ERM implementation within a 

business enterprise. 

In terms of contribution to ERM, [30] believe that not all these variables are important element of 

ERM implementation. In fact, they singled out appointment of CRO as an important factor which 

may influence companies in deciding whether to adopt an ERM. The importance of CRO was also 

emphasized by [21,25,13,3]. However, a major drawback of these studies was that they were 

carried out in developed countries like Canada and US and there is deficit of studies on the less 

developing countries or countries with small economy [30]. 

A foremost study that looked at the ERM implementation in the developing countries was carried 

out by [36].  It provides an indication that regardless of the differences between developed and 

emerging markets, the implementation if ERM has a positive effect on the values of companies. 

Interestingly, it does not find any significant relationship between the level of ERM and variables 

such as industry of operation, level of board independence, size of the firm and growth rate of the 

firm.  

However, [12] hypothesized that there still exist many banners and challenges for designing and 

implementing a comprehensive approach to managing risk across the firm. They identified the 

challenges citing [13] to include resistance of board of directors or senior executives, improper 

understanding of top-down approach and confusion about the purpose of ERM adoption as merely 

to comply with regulations. The findings revealed that two factors of financial leverage and auditor 

type were found to be significant or most influential factors for ERM adoption. [35] critically 

believed that board of directors has major impact in the adoption of ERM. The study reveals that 

there is positive correlation between the qualities of BOD on the level of ERM adoption. 

[24] is consistent with previous work. The study finds out the extent of ERM implementation is 

influenced by the appointment of Chief Risk Officer (CRO) and audit committee regulatory 

environment, internal factors, ownership structure and firm and industry related characteristics and 

the influence of “Big four” audit firms. The study however does not show any evidence of an 

effect of institutional ownership which is also consistent with previous findings. The finding by 
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[35] seems relevant to Nigerian insurance industry.  Whilst some Nigerian insurance companies‟ 

annual reports mention that ERM program is being adopted by establishing risk management 

committees at the board and management levels, others are still ominously silent on it.  

 

CONCLUSION 

Reviewing from the Comparative studies of factors associated with ERM implementation as 

shown in the above review is the agreement among scholars that risk can only be managed in an 

aggregate way. There is also a general agreement that ERM implementation or adoption is not 

limited to the level of development of an economy as identified with various case studies in 

countries like USA, Netherlands, Canada, Malaysia and Kenya. The studies also show that factors 

identified can be implemented across various industries including financial, non-financial, 

government owned institutions, publicly listed companies, multinational companies and small and 

medium enterprises.  Factors that may affect implementation of ERM may include the presence of 

the support for Chief Risk Officer, CEO and CFO support for ERM, regulatory influences, the 

presence of „Big Four auditor‟, financial leverage, institutional ownership, profitability, industry 

related characteristics and board independence [12]. Based on the empirical studies reviewed it can 

be deduced that the presence of Chief Risk Officer (CRO), Chief Executive Officer (CEO) or 

Chief Finance Officer (CFO) support for enterprise risk management and the impact or influence 

of regulatory authority are the most important factors that influence the extent ERM 

implementation.  

However, there is no general agreement in the ranking of these factors according to the level of 

adoption. But, there is a general consensus that there is a strong positive relationship between CRO 

and ERM adoption, [2,3,18,21,28,30,36,28]. Board independence and presence of „Big Four 

Auditor‟, regulatory influences and financial leverage were also regarded to have a strong positive 

correlation to ERM implementation, [3,12,24]. Other finding suggests that institutional ownership, 

internal influences, industry related characteristics are seen to have weak positive correlation to 

ERM adoption [28,36]. 

Insurance companies face a growing number of new and interrelated risks that are increasingly 

difficult to quantify. To be competitive, insurance companies cannot ignore the interconnectedness 

of these risks due to the rapidly changing socio-economic and political environment and the 

correlation with reputation and strategic risks. Managing risks in silos is dead. A holistic approach 
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known as ERM enables the building of organizational-wide risk culture, process and strategy 

which conceptually winds itself into the bottom line in the long run. 
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