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ABSTRACT

Organisations are created to achieve specific goals and objectives. Unfortunately, goals are not
always achieved as expected, because they should be reached in a context of risky environments.
Internal auditing is one of the main organizational functions that deal with risk exposure and
management. This study is aimed at presenting the role of the internal auditing function in
enterprise risk management in Co-operative College of Kenya. It also highlights how internal
auditors should effectively play their roles in enterprise risk management. In order to
successfully perform the research, it was necessary to use a research methodology. In this
context, the literature review helped in describing, in details, some key notions, namely risk and
risk management. The purpose was to understand more deeply how to deal with the various risks
that generally threaten any organisation. This theoretical analysis was then applied to the Co-
operative College of Kenya. Reliable data was collected and obtained from this institution,
especially with regard to internal auditing and risk management. Thus, the following aspects
were investigated: The current role of internal auditors in Co-operative College of Kenya; and
The situation of risk management in Co-operative College of Kenya. Interviews and
questionnaires were submitted to Heads of departments, units and sections. This inquiry assisted
in determining the principal internal auditing and enterprise risk management problems in Co-
operative College of Kenya. After that, suitable solutions were measured against the
specifications and requirements. The results of this research gave way to the recommendation
that enterprise risk management in Co-operative College of Kenya should be managed by
College Council and management. Furthermore, internal auditors could help in identifying,
evaluating and reporting on all possible risks surrounding the Co-operative College of Kenya.

Key Words: role of internal auditing, enterprise risk management, Co-operative College of
Kenya
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Introduction

Organisations exist to achieve specific goals and objectives. Unfortunately, goals were not
always achieved as expected, because they have to be achieved in an environment of risk. Part of
dealing with these risks includes the internal auditing function, which exists to examine and
report on risk exposures and the organisation’s risk management efforts. Through the system of
internal control, managers have to identify, manage, and implement the controls to mitigate these
risks. According to Flesher (1996), the internal audit activity should monitor and evaluate the
effectiveness of the organisation’s risk management system.

As today's companies plan their risk management strategies, the recent massive bankruptcies and
colossal shareholder losses are undoubtedly on the minds of corporate stakeholders. Numerous
risk-related issues have surfaced as a result of the scandals at companies such as Enron and
WorldCom, leaving many shareholders, executives, and boards wondering what exposures their
own organizations may face. The current risk environment can best be characterized by the oft-
repeated dictum, "There are knowns, known unknowns, and unknown unknowns." (Walker et al
2003)

Internal audit has changed significantly during its history from its first appearance. At the very
beginning internal audit was defined as a part of internal control system, related with accounting
and finance (Brink & Cashin, 1958). Internal auditors played minimum role within organizations
and had only a “limited responsibility in the total managerial spectrum” (Moeller & Witt, 1999).
With time, the scope of internal audit has enlarged and its role in companies’ management has
increased. Accordingly, the spectrum of internal audit functions has widened and the place of
internal audit has moved to higher levels of management.

One of the issues surrounding Enterprise Risk Management (ERM) was the role of internal
auditing function in ERM processes. Because internal audit professional standards take a risk
based approach, the internal audit function has a significant interest in the enterprise’s risk
management process, as it affects internal audit’s professional responsibilities (IASB, 2004).
Despite internal audit’s natural interest in ERM, there was a debate as to the role of the internal
audit function in ERM.

The objective of this study was to examine the role of internal audit function in Enterprise Risk
Management, show internal audit significance to ERM and investigate how internal audit could
be used in ERM. To achieve this, the researcher would review related literature and methodology
used, analyse and discuss findings and formulate conclusions.

Enterprise risk management has received unprecedented international attention in recent years. In
response to growing expectations for effective risk management across the entire enterprise,
many leading organizations were abandoning their traditional approach to managing risks by
silos, where risks areas were managed in isolation from one another, and were adopting an
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enterprise risk management approach (Lam, 2000; Liebenberg and Hoyt, 2003). Thus, in many
organizations, “risk management” was transforming into ERM.

As today's companies plan their risk management strategies, the recent massive bankruptcies and
colossal shareholder losses are undoubtedly on the minds of corporate stakeholders. Numerous
risk-related issues have surfaced as a result of the scandals at companies such as Enron and
WorldCom, leaving many shareholders, executives, and boards wondering what exposures their
own organizations may face. The current risk environment can best be characterized by the oft-
repeated dictum, "There are knowns, known unknowns, and unknown unknowns." (Walker et al
2003).

Within this climate of ever-increasing corporate uncertainty, enterprise risk management (ERM)
has emerged as a new paradigm for managing risk. Instead of relying on a traditional, intra-
departmental strategy, where each area of the organization manages its own risks, ERM adopts a
broader perspective that integrates and coordinates risk management across the entire
organization. This enterprise wide approach was ultimately intended to enhance and protect
stakeholder value. ERM, however, does more than just integrate risk management (Walker et al
2003). According to Enterprise Risk Management Framework, a new study being developed by
The Committee of Sponsoring Organizations of the Treadway Commission, ERM was a process
also 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
objectives."

Further, one of the issues surrounding ERM was the role of internal auditing function in ERM
processes. Because internal audit professional standards take a risk based approach, the internal
audit function has a significant interest in the enterprise’s risk management process, as it affects
internal audit’s professional responsibilities (IASB, 2004). Despite internal audit’s natural
interest in ERM, there was debate as to the role of the internal audit function in ERM. In fact, the
internal audit profession recently issued a call for research about the role of the internal audit
function in ERM in its 2003 Research Opportunities in Internal Auditing (IIARF, 2003), and the
Institute of Internal Auditors (2004) has issued guidance on internal audit’s proper role in ERM.
Two recent studies (Beasley et al., 2005; Gramling and Myers, 2006) have examined internal
audit’s role in ERM at a micro level (i.e., what specific ERM related role does internal audit

play?).

Paralleling the rise of ERM, internal auditing has also experienced a paradigm shift in recent
years. Guided largely by the IIA's revised definition of the profession, internal auditing has
moved from a control-based approach to one that focuses on risk management, corporate
governance, and adding value. Under this broadened orientation, internal auditors help
organizations identify and evaluate risks, moving the profession to the front line of risk
management. The two paradigm shifts one in internal auditing and one toward ERM have
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recently crossed paths. As a result, internal auditors were in a position to make significant
contributions to the ERM process and add value to ERM implementations.

Statement of the problem

Organisations exist to achieve specific goals and objectives. Unfortunately, goals were not
always achieved as expected, because they have to be achieved in an environment of risk. Part of
dealing with these risks includes the internal auditing function, which exists to examine and
report on risk exposures and the organisation’s risk management efforts. According to Flesher
(1996), the internal audit activity should monitor and evaluate the effectiveness of the
organisation’s risk management system.

One of the issues surrounding ERM was the role of internal auditing function in ERM processes.
Because internal audit professional standards take a risk based approach, the internal audit
function has a significant interest in the enterprise’s risk management process, as it affects
internal audit’s professional responsibilities (IASB, 2004). Despite internal audit’s natural
interest in ERM, there was debate as to the role of the internal audit function in ERM. In fact, the
internal audit profession recently issued a call for research about the role of the internal audit
function in ERM in its 2003 Research Opportunities in Internal Auditing (IIARF, 2003), and the
Institute of Internal Auditors (2004) has issued guidance on internal audit’s proper role in ERM.

Co-operative College of Kenya (COCK) was concerned about this matter, and the role of internal
audit function in Enterprise Risk Management. The situation of risk management in Co-operative
College of Kenya has raised two questions that were necessary to be highlighted. That is the role
of the internal auditing function in the enterprise risk management processes in Co-operative
College of Kenya and the current status of risk management in the Co-operative College of
Kenya. It was the objective of this research to find answers to these questions.

Purpose of the study

The purpose of this study was to examine the role of internal auditing as an instrument for
championing ERM in the Co-operative College of Kenya and with a view of providing vital
information needed for effective ERM process.

Objectives of the study

1. To demonstrate the role of internal auditing function in an organisation;
2. To investigate the impact of internal auditing function on enterprise risk management in
the Co-operative College of Kenya.

ISSN 2307-6305




International Journal of Social Sciences and Entrepreneurship'fi) 8 B C1 (5§ W11

Theoretical framework

There are two types of roles expected from the internal auditors. This section focuses the
discussion on the assurance and consulting roles specifically in the ERM. The internal auditors’
assurance roles are theorized to reflect the agency theory perspective, while the internal auditors’
consulting roles are to reflect on the stewardship theory perspective. In both situations, the
internal auditors serve as the representative to the board and the management was viewed as the
agent in the agency theory perspective and steward in the stewardship theory perspective. The
shareholders, represented by the board, remain to be the principal (Mohd Ariff, K et al, 2011).

Agency theory

According to the agency theory, a company consists of a nexus of contracts between the owners
of economic resources (the principals) and managers (the agents) who are charged with using
and controlling those resources (Jensen and Meckling, 1976). Agency theory posits that agents
have more information than principals and that this information asymmetry adversely affects the
principals’ ability to monitor whether or not their interests are being properly served by agents.
Furthermore, an assumption of agency theory was that principals and agents act rationally and
use contracting to maximise their own wealth. A consequence of this assumption may be the
“moral hazard” problem (Jensen and Meckling, 1976), where to maximize their own wealth;
agents may face the dilemma of acting against the interests of their principals. Since principals
do not have access to all available information at the time a decision was being made by an
agent, they are unable to determine whether the agent’s actions are in the best interest of the firm
(Sarens, G. and Abdulmohammadi, M., 2011).

To reduce the likelihood of this problem (called adverse selection) and the moral hazard
problem, principals and agents engage in contracting to achieve pareto-optimality, including the
establishment of monitoring processes such as internal auditing (Adams, 1994). Specifically,
internal auditing was considered a bonding cost borne by agents to satisfy the principals’
demands for accountability (Sherer and Kent, 1983; Watts, 1988). Like any cost of running the
business, the cost of the internal audit function was paid by principals to protect their economic
interests. In other words, managers invest in the internal audit function to show to the board of
directors (representing the owners of the company), that they have the company under control.
More specifically, managers want to show that they have an adequate and effective risk
management and internal control system (Sarens, G. and Abdulmohammadi, M., 2011).

In the case where the implementation of the ERM was mandated, the management‘s behaviour
concerning such an implementation could be explained using the agency theory. The ERM in
this case serves as the monitoring mechanism to protect the interest of the principal. The
existence of the internal auditors could be viewed as the monitoring element to ensure proper
implementation of the ERM by the management. The implementation of the ERM was one of the
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governing mechanisms involving significant investments both in monetary and non-monetary
resources and the internal auditor may monitor and observe the deployment of these resources to
ensure it was for the best interest of the shareholders. Similarly, the internal auditors are also
expected to perform their assurance roles in the ERM in companies that voluntarily choose to
implement the ERM (Mohd Ariff, K et al, 2011). Thus, the internal audit function plays an
important role in reducing information asymmetries between principals and agents. We argue
that the more the information asymmetry, the greater the need for people taking on a monitoring
role, thus the more the organisation would hire internal auditors. Investing more in the internal
audit function means that there was relatively more staff in the organisation whose major
responsibility was actively monitoring the organisation.

Figure 1: The agency model
Hire & Delecate

Self
Self Agents interest
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Source: Abdullah, H and Valentine, B. (2009)

Stewardship theory

Stewardship theory has its roots from psychology and sociology and is defined by Davis,
Schoorman & Donaldson (1997) as “a steward protects and maximises shareholders wealth
through firm performance, because by so doing, the steward’s utility functions are maximised”.
In this perspective, stewards are company executives and managers working for the shareholders,
protects and make profits for the shareholders. Unlike agency theory, stewardship theory stresses
not on the perspective of individualism (Donaldson & Davis, 1991), but rather on the role of top
management being as stewards, integrating their goals as part of the organization. The
stewardship perspective suggests that stewards are satisfied and motivated when organizational
success is attained. Agyris (1973) argues agency theory looks at an employee or people as an
economic being, which suppresses an individual’s own aspirations. However, stewardship theory
recognizes the importance of structures that empower the steward and offers maximum
autonomy built on trust (Donaldson and Davis, 1991). It stresses on the position of employees or
executives to act more autonomously so that the shareholders’ returns are maximized. Indeed,
this can minimize the costs aimed at monitoring and controlling behaviours (Davis, Schoorman
& Donaldson, 1997).
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On the other end, Daly et al. (2003) argued that in order to protect their reputations as decision
makers in organizations, executives and directors were inclined to operate the firm to maximize
financial performance as well as shareholders’ profits. In this sense, it was believed that the
firm’s performance can directly impact perceptions of their individual performance. Indeed,
Fama (1980) contend that executives and directors were also managing their careers in order to
be seen as effective stewards of their organization, whilst, Shleifer and Vny (1997) insists that
managers return finance to investors to establish a good reputation so that that can re-enter the
market for future finance. Stewardship model can have linking or resemblance in countries like
Japan, where the Japanese worker assumes the role of stewards and takes ownership of their jobs
and work at them diligently. Moreover, stewardship theory suggests unifying the role of the CEO
and the chairman so as to reduce agency costs and to have greater role as stewards in the
organization. It was evident that there would be better safeguarding of the interest of the
shareholders. It was empirically found that the returns have improved by having both these
theories combined rather than separated (Donaldson and Davis, 1991).

However, the internal auditors’ consulting roles in the ERM suggest a different perspective. The
internal auditors may now serve as the business partner to the management especially in
providing advice to the management on the implementation of the ERM. Such consulting roles
by the internal auditors in the ERM are vital especially for companies that intent to implement
the ERM and for those that newly embark on the ERM. The roles of the internal auditors in
providing a critical guidance may help the management team to establish the ERM unit. In the
organisation where the implementation of the ERM was on a voluntary basis, the internal
auditors were expected to perform more of their consulting roles compared to the assurance roles
(Mohd Ariff, K et al, 2011).

Figure 2: The stewardship model
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Source: Abdullah, H and Valentine, B. (2009)
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Conceptual framework

A conceptual framework is described as a set of broad ideas and principles taken from relevant
fields of enquiry and used to structure a subsequent presentation (Reichel & Ramey, 1987).
Conceptual frameworks, according to educational researcher Smyth (2004), are structured from a
set of broad ideas and theories that help a researcher to properly identify the problem they are
looking at, frame their questions and find suitable literature. Miles and Huberman (1994) defined
a conceptual framework as a visual or written product, one that “explains, either graphically or in
narrative form, the main things to be studied, the key factors, concepts, or variables and the
presumed relationships among them”. The conceptual framework described below is a research
tool intended to assist the researcher to develop awareness and understanding of the situation
under scrutiny and to communicate this.

Figure 3: The role of internal audit function in ERM
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The internal auditor’s core role in the ERM is congruent with the assurance activities, while the

legitimate role reflects the consulting activities stipulated in the new definition of internal
auditing (ITA, 2006). The prohibitive role in the ERM suggests various roles that may affect the
objectivity and independence status of internal auditing. The involvement of the internal auditor
in this role would violate the independence and objectivity of the internal auditor itself. (Mohd
Ariff K. et al, 2011).These categories are presented in Figure 7.

The management of the enterprise establishes objectives of the enterprise. These objectives are
set considering possible influence of the environment. Internal audit function may provide
substantial aid to the management of the enterprise by identifying possible negative events that
may negatively affect enterprise objectives. Usually negative events of environment come from
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political, legislative, demographical, technological and other environments. Risk in this case was
defined as probability that negative event would occur. (Romas Staciokas, and Rolandas Rupsys,
2005). In his article “Risk Based Internal Audit-Indian Perspective” Kumar, P.S. states that the
internal audit assists in identifying the potential risks, assessing the risk intensity and risk
exposure of the organisation, and provides an objective and independent opinion on the effect of
risk response measures, key controls and whether the risks of the Organisation are managed at
tolerable levels or not. It is a continuous process.

It is the responsibility of the management to deal with actions regarding business risks. The
management may decide to accept risk, to avoid risk or to mitigate risk. The contribution of
internal auditors is substantial, because one of internal audit functions is the evaluation of
adequacy of control means. During audit engagements internal auditors assess if control means
are effective and adequate in order to mitigate the risk. Internal auditors not only provide
assurance about these controls, but also consult senior management for better improvement of
these controls. (Romas Staciokas, and Rolandas RupSys, 2005). Enterprise risk management
requires appropriate, timely, reliable and objective information. Internal audit assures that
information provided was timely and reliable. Exchange of such information ensures adequate
communication during risk management process (Romas Staciokas, and Rolandas Rupsys,
2005).

Research Methodology

Research design

According to Hussey and Hussey (1997), research design is the science (and art) of planning
procedures for conducting studies so as to obtain the most valid findings. Determining the
research design gives a detailed plan that can be used to guide and focus the research. Saunders,
M. et al. (2000) indicate that the general ethical issue is that the research design should not
subject the research population to embarrassment or any other material disadvantage. The
research design needs to consider the extent to which data should be collected from a research
population who is unaware of the fact that they were the subject to research and who have thus
not consented to it. There are three distinct approaches to research: quantitative; qualitative; and
what is variously called multi-methods (Brannen, 1992), multi-strategy (Bryman, 2004) or mixed
methods (Creswell, 2003) research. Quantitative research is a formal, objective, systematic
process in which numerical data are used to obtain information about the world. This research
method is used to describe variables; to examine relationships among variables; to determine
cause-and-effect interactions between variables (Burns & Grove 2005).

Examples of quantitative research design are experimental, causal-comparative, correlation and
survey. On the other hand qualitative research is the development of concepts which help us to
understand social phenomena in natural (rather than experimental) settings, giving due emphasis
to the meanings, experiences, and views of all participants Pope & Mays (1995). Qualitative
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research takes place in natural settings employing a combination of observations, interviews, and
document reviews. Six qualitative research strategies are case study, focus group, ethnographic,
phenomenological, grounded theory, and historical research perspectives.

According to Creswell, mixed methods research is a research design (or methodology) in which
the researcher collects, analyzes, and mixes (integrates or connects) both quantitative and
qualitative data in a single study or a multiphase program of inquiry. Its central premise is that
the use of quantitative and qualitative approaches in combination provides a better understanding
of research problems than either approach alone. In this research study the researcher would
adopt the mixed research design. To achieve this, the researcher would employ the case study
research design which is a qualitative research design. Researcher Robert K. Yin defines the case
study research method as an empirical inquiry that investigates a contemporary phenomenon
within its real-life context; when the boundaries between phenomenon and context were not
clearly evident; and in which multiple sources of evidence are used (Yin, 1984).

In a case study, a single person, program, event, process, institution, organization, social group
or phenomenon is investigated within a specified time frame, using a combination of appropriate
data collection devices (Creswell, 1994). The researcher also adopted the descriptive research
design. Descriptive research design is a quantitative research design that describes what exists
and may help to uncover new facts and meaning. The purpose of descriptive research was to
observe, describe and document aspects of a situation as it naturally occurs (Polit & Hungler
1999). This involves the collection of data that would provide an account or description of
individuals, groups or situations. Instruments used to obtain data in descriptive studies include
questionnaires and observation.

This research study was focused on the Co-operative College of Kenya, with the key emphasis
on the internal audit function's role in fraud risk management. The choice of using the Co-
operative College of Kenya was motivated by the fact that, as other public institutions, it was
concerned with Enterprise Risk Management. This research was intended to show the
management of this institution the advantages of Enterprise Risk Management, the internal audit
function's role in risk management and how these were important in reaching the corporate
objectives.

Research population

Population as defined by Sekaran (2006) refers to “the entire group of people, events, or things
of interest that the researcher wishes to investigate”. The entire staff of the Co-operative College
of Kenya constitute the population of the study. The staff strength of the Co-operative College of
Kenya was one hundred (100).
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Sampling Procedure and Sample Size

A sample is a finite part of a statistical population whose properties are studied to gain
information about the whole (Webster, 1985). When dealing with people, it can be defined as a
set of respondents (people) selected from a larger population for the purpose of a survey. The
researcher selected a sample of thirty (30) staff from the target population who were engaged in
the study. A simple randomization was used where heads of departments, units and sections
would be the key respondents. Sampling is defined by Merriam (1998) as the selection of a
research site, time, people and events in a field research. According to Le Compte and Preissle
(1993) sampling has to do with representation of individuals and subsets making up the
population group from which results can be generalized. There are two different types of
sampling procedures: probability and no probability. Probability sampling methods ensure that
there is a possibility for each person in a sample population to be selected, whereas no
probability methods target specific individuals. Clearly, there can be an inherent bias in no
probability methods. Therefore, according to Weisberg, Krosnick, and Bowen (1989), it was not
surprising that most survey researchers prefer probability sampling methods. In this study the
researcher would use convenience sampling that is a sample would be drawn randomly from a
list of individuals in a population.

Data Collection Procedures

The researcher administered questionnaire to thirty staff of various ranks to allow for possible
coverage of views, opinions and experience relating to role of internal auditing in ERM in the
government institutions in general and the Co-operative College of Kenya in particular. Direct
face-to face interviews with heads of departments, units and sections and a few selected other
members of staff who were likely to be in possession of useful information would be used. The
researcher would observe some of the activities of internal audit function of the Co-operative
College of Kenya with a view to perceiving directly the actual situation. This approach was
particularly advantageous in view of the unbiased nature of the data collected through it. The
researcher used the following documents: Research papers; Textbooks on Auditing and
Accountancy; Auditing and Financial Management Journals; Magazines; and Periodicals. The
researcher also used the internet for further information gathering.

Data Analysis

Data collection and data analysis are concomitant activities (Marshall and Rossman, 1999; Yin,
2003). Data analysis pertains to ‘examining, categorizing, tabulating, testing or otherwise
recombining both quantitative and qualitative evidence’ (Yin, 2003) to address the research
question(s). According to Creswell (2003) data analysis is a process that involves arranging the
data into different types of categories depending on the sources of information, reading through
all the data so as to obtain a general sense of the information and to reflect on its overall
meaning, having a detailed analysis with a coding process and making an interpretation or
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meaning of the data such as noting the lessons that were learnt. Data can be qualitative or
quantitative. According to Witte & Witte (2009) “When, among a set of observations, any single
observation is a word, or a sentence, or a description, or a code that represents a category then
the data are qualitative.”Further Witte & Witte (2009) states that “When, among a set of
observations, any single observation is a number that represents an amount or a count, then the
data are quantitative.” So 'yes-no' responses are examples of qualitative data while Likert scale
category responses are quantitative data.

In this research study the researcher will adopt the mixed research design. To achieve this, the
researcher will employ the case study research design which is a qualitative research design.
Researcher Robert K. Yin defines the case study research method as an empirical inquiry that
investigates a contemporary phenomenon within its real-life context; when the boundaries
between phenomenon and context are not clearly evident; and in which multiple sources of
evidence are used (Yin, 1984). In a case study, a single person, program, event, process,
institution, organization, social group or phenomenon is investigated within a specified time
frame, using a combination of appropriate data collection devices (Creswell, 1994). The
researcher also adopted the descriptive research design. Descriptive research design is a
quantitative research design that describes what exists and may help to uncover new facts and
meaning. The purpose of descriptive research is to observe, describe and document aspects of a
situation as it naturally occurs (Polit & Hungler 1999). This involves the collection of data that
will provide an account or description of individuals, groups or situations. Instruments used to
obtain data in descriptive studies include questionnaires and observation.

The researcher used the questionnaire technique for collecting the primary data, as it was an
efficient means of collecting answers from a large sample size. The questionnaire was adapted
from the one used by Alleyne and Howard (2005). The questionnaire was designed in order to
enable extraction of accurate information from the respondents’ answers, and to make sure that
collected information was adequate for achieving the objectives of this study. The questionnaire
was divided in three sections, Section I related to respondents’ background information. Section
IT consists of six questions where respondents were asked about their opinion on internal audit,
while Section III had ten questions on enterprise risk management. The questionnaire contained
Likert-like questions, on a five-point scale, and respondents had to choose from a scale ranging
from “strongly agree” to “strongly disagree”. Most of the questions were closed, in order to ease
the respondent’s task of answering. The questions were designed based on a detailed review of
the features of prior studies by Alleyne & Howard (2005) and Gay et al. (1997). Most of the
structured questions were close-ended type and respondents were asked to mark appropriate box
matching the correct answer. Other questions required the respondents to give opinions. The
responses to the structured close-ended questions were rated in percentages and analysed. Excel
was used in the computation of responses from the respondents. SPSS Analysis was also used to
analyse and interpret the relationships between the variables. The Likert-type scale ranged from
1 to 5 and the scale was presented as follows: 1, strongly disagree; 2, disagree; 3, neutral; 4,
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agree; and 5, strongly agree. The score for each response was computed by adding each
frequency count to the scale 1 to 5. The highest percentage score and the lowest score were
computed and presented as the following: The percentage score was computed as X = Y/28 x100
(where 28 = total number of respondents, Y is the number of respondents for each response 1 to
5)

Research Findings

It was found that the internal audit function was important to the College as it adds value to its
processes by regularly identifying events that may negatively affect the College objectives. In
addition the internal audit function should be involved in the risk assessment process and
periodically assess the adequacy of the College internal controls system. The College internal
audit function was independent as it reports directly to the audit committee and has assisted the
College to reduce and minimise risks. For example, the organogram of the College shows that,
the internal audit unit reports to the board functionally and for that matter independent of the
operations of the College. It was also found that the College aims and objectives were
documented, communicated and understood by management and staff thus ERM was important
to the achievement of these aims and objectives and improvement of the College performance.

However it was found that the responsibility for an effective ERM within the College was not
documented or communicated and understood and neither was appropriate resources allocated in
support of ERM policy and practice. The College did not have a documented risk management
policy and had not carried out a comprehensive and systematic identification of its risks relating
to each of its declared aims and objectives. In addition the responsibility for ERM and
identification of risks facing the College was not clear and staff surveyed had different persons
whom they thought were responsible for ERM and identification of risks in the College. In
summary it could be said that ERM in the College was at basic stage if not non existent.

Conclusions

Enterprise risk management is a fundamental element of corporate governance and thus the
College management should be responsible for establishing and operating the enterprise risk
management framework on behalf of the Council. Enterprise-wide risk management brings many
benefits as a result of its structured, consistent and coordinated approach. The College internal
audit core role in relation to ERM should be to provide assurance to management and to the
Council on the effectiveness of risk management. When internal auditing extends its activities
beyond this core role, it should apply certain safeguards, including treating the engagements as
consulting services and, therefore, applying all relevant Standards. In this way, internal auditing
would protect its independence and the objectivity of its assurance services. Within these
constraints, ERM can help raise the profile and increase the effectiveness of internal auditing.
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Recommendations

The responsibilities for ERM and identification of risks in the College should be contained in a
documented statement and communicated to management and staff. The College management
should ensure all staff understand how these responsibilities link to their work in order to know
how to manage risks that occur in their work. Moreover, an enterprise risk management policy
should be established in the College to help management operate more effectively. The risk
management policy would enhance management’s chance to align the College risk appetite,
strategy and objectives (deciding on the level of risk that was acceptable, evaluating different
strategies, and lastly aligning the objectives with the strategy selected); link growth, risk and
return; decide on the risk response to choose, namely avoidance, reduction, sharing or
acceptance; minimise operational surprises and losses by identifying potential events, risks and
responses in advance; identify and manage risks that potentially threaten other parts of the
organisation (cross-enterprise risks); provide integrated responses to multiple risks; evaluate
opportunities by considering potential events as risks or opportunities; and allocate capital and
resources to their fullest potential. The policy would also guide on appropriate resources
allocation in support of ERM policy and practice and in carrying out a comprehensive and
systematic identification of risks relating to each of declared aims and objectives.
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