Risk Governance & Control: Financial Markets & Institutions / Volume 15, Issue 4, 2025

RISK MANAGEMENT, INTERNAL AUDIT
FUNCTION, AND CORPORATE

PERFORMANCE

Ahmad Saiful Azlin Puteh Salin *, Zubaidah Ismail ™,
Malcolm Smith ™, Suryani Abdul Raman ***, Norliana Omar ***",

dekeokok

Siti Marlia Shamsudin “***

* Corresponding author, Faculty of Accountancy, Universiti Teknologi MARA, Perak, Malaysia
Contact details: Faculty of Accountancy, Universiti Teknologi MARA, Perak Branch Tapah Campus, 35400 Perak, Malaysia
** School of Business and Law, Edith Cowan University, Joondalup, Australia
*** School of Commerce, University of South Australia, Adelaide, Australia
**** Faculty of Accountancy, Universiti Teknologi MARA, Perak, Malaysia

OPEN (4 ACCESS

How to cite this paper: Salin, A. S. A. P.,

Ismail, Z., Smith, M., Raman, S. A.,
Omar, N.,, & Shamsudin, S. M. (2025).
Risk management, internal audit

function, and corporate performance.

Risk Governance and Control: Financial
Markets & Institutions, 15(4), 33-42.
https://doi.org/10.22495/rgcv18i4p3

Copyright © 2025 The Authors

This work is licensed under a Creative
Commons Attribution 4.0 International
License (CC BY 4.0).
https://creativecommons.org/licenses/
by/4.0/

ISSN Online: 2077-4303
ISSN Print: 2077-429X

Received: 25.02.2025
Revised: 16.06.2025; 07.07.2025; 07.10.2025
Accepted: 21.10.2025

JEL Classification: G3, M12, M14, M40,
M48
DOI: 10.22495/rgcv15i4p3

Abstract

The purpose of this study is to determine the relationship between
risk management practices and the internal audit function with
the performance of companies. It is interesting to examine how
competitive advantage can be achieved when the company is able to
face and adapt to a complex business environment via robust risk
management practices and an internal audit function. This study
uses archival analysis on the annual report of the top 500 publicly
listed companies in Bursa Malaysia, which represent approximately
65 percent of the total market capitalization. Both independent
variables, namely risk management and internal audit function, are
measured based on corporate governance requirements which are
issued by the Malaysian authorities, and best practices taken from
various international corporate governance recommendations.
The results from the multiple regression analysis provides evidence
that risk management was significantly positively related with all
the performance measurements, supported the earlier findings by
Krause and Thse (2016) and Nahar et al. (2016), while there is
a mixed findings between the internal audit function and corporate
performance. This study is original as it not only examines risk
management practices and internal audit function from a local
corporate governance perspective but also takes into consideration
various recommendations from international best practices.
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1. INTRODUCTION

A sound risk management framework and functional
internal audit are two important mechanisms that
are needed by organizations to ensure their
objectives can be achieved, and at the same time
able to prevent any loss to resources and comply
with the regulatory requirements. In a world full of
uncertainties, it is crucial for the company to have
a robust risk management framework and practices
so that all the adverse implications from those
uncertainties can be minimised and controlled
(Committee of Sponsoring Organizations of
the Treadway Commission, 2017). At the same time,
the company also needs to have an exceptional
internal audit function to provide assurance on the
good risk management practices (Abdulhussein
et al., 2023; Bari et al.,, 2024; Khikmah et al., 2023;
Nguyen et al, 2024). Combined together, risk
management and internal audit function are able to
ensure risk of the company is managed effectively
and responsively towards any sudden change in
business environment.

Likewise, good corporate governance, which is
also associated with developing sound risk
management, assists the risk management
framework to take shape and thus leads to high
corporate performance (Al Azizah & Haron, 2025;
Yang & Lee, 2020). Since the board is responsible in
making important decisions, thus, it is necessary to
integrate risk management strategy with the overall
company strategy and monitor the company’s
performance against this strategy (Jia & Bradbury,
2020), especially when a company is involved in
a complex financial environment. For instance, when
a company decides to make an investment decision,
many risks need to be considered. Jiang (2023) and
Abbot et al. (2024) found that comprehensive risk
management enhances business investment
efficiency by mitigating both overinvestment and
insufficient investments.

According to Ullah et al. (2021), the failure in
communicating risk to the top management also
contributes to the failure of the risk management
and hence, poor accomplishment of
the organization. Jia and Bradbury (2020) found that
a sound risk management committee structure is
needed to ensure effective risk management.
Supposedly, when therisks are identified and
measured, they need to be informed to the top
management so that the appropriate  risk
management strategies can be made. The top
management needs to plan properly on how to
mitigate the risks and prepare the contingency plan in
the event the risk comes to fruition. Yang and Lee
(2020) mentioned that it is a challenge for most
companies to enhance their risk management related
to internal control system planning and
implementation. Therefore, the support from top-
level management is needed to ensure the integrity of
the internal control system can be implemented
(Nawawi & Salin, 2019; Salin et al., 2019; Karim et al.,
2018). Moreover, the new risks and existing risks
should be monitored, managed, and improved on
a continuous basis by internal staff to ensure robust
management of risks (Nawawi & Salin, 2018).

The Asian financial turmoil happened in
1997-1998, and the United States subprime
mortgage crisis 2007-2009 which later spread to
Europe and other countries has proved the urgency
of strengthening the risk management in confronting
the crisis (Kao et al., 2011). The international financial
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turmoil has given rise to a global economic recession
and financial turmoil, which caused many
institutions to go into liquidation. As a result, many
companies have closed their business, the stock
prices have plunged to half of their values within
just a few days after the crisis, and millions of
employees have lost their jobs. For example, Kao
etal. (2011) have mentioned that the financial
holding companies in Taiwan have suffered a lot
from the financial crisis, which has later placed
greater emphasis on risk management in managing
the risks and improving the efficiency in making the
policy to make sound financial market decisions
during the financial crisis. In more recent
development, Yang and Lee (2020) have concurred
that as the technology development and business
model have become more advanced, the types of
threats face by the companies also increasingly
change and stiffer from usual.

Based on this situation, it is important for
the company to have a systematic risk management
and internal audit function so that the great risks
can be discovered, evaluated, monitored, and
managed on a continuous basis. Moreover,
the decision-making process can be made smoothly
and confidently by knowing the possible risks.
Thus, the purpose of this study is to determine
the relationship between risk management practices
and the internal audit function with the performance
of the company. It is interesting to examine how
competitive advantage can be achieved when
the company is able to face and adapt to complex
business environment via good risk management
and internal audit function.

There are several contributions of the study.
First, it demonstrates the advantages of risk
management and internal audit function as a weapon
for timely detection of threats and a strategy for
afirm to achieve superior performance not only
financially but also non-financially. Second, the
outcome of this research reiterates the regulatory
bodies and policy makers on the importance of these
practices to create value for multiple enterprise
stakeholders not only to shareholders but also to
other stakeholders at large. Third, this research puts
valuable literature into the body of theory on
the effectiveness of risk management to enhance
the performance of the company, which is scarce.
Many prior studies emphasize much on risk strategy,
risk compliance, risk reporting, and risk operation.

The structure of this paper is as follows.
Section 2 reviews the relevant literature and
the development of hypotheses. Section 3 analyses
the methodology that has been used to conduct
empirical research on risk management and
the internal audit function. Section 4 presents
the results. Section 5 discusses the research results.
Section 6 provides the conclusion and suggestions
for future research.

2.LITERATURE REVIEW AND HYPHOTHESES
DEVELOPMENT

2.1. The importance of risk management

Risk management can be described as the procedure
of recognising, evaluating, and mitigating hazards to
an organisation’s capital and earnings. Risk
management is essential as preventive actions can
be taken to reduce the probabilities of threats (Ullah
et al., 2021). Risk managements help the company to
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assess the business risks and manage them
accordingly so that the business objectives can be
achieved (Jia & Bradbury, 2020) and facilitate
the organisation in attaining financially viable
performance (Hristov et al., 2024). Scopel et al.
(2025) find that appropriate risk management can
enhance the societal function of firms.

In business, there are always risks involved,
and some of them are unexpected and can badly
affect the company, while some of the risks are also
worth taking. Thus, the ultimate objective of risk
management is to identify potential risks that could
negatively affect the company financially,
operationally, and legally. The effective risk
management strategy allows the company to be
prepared for the unexpected threats, can quickly
respond to the risks, minimize the company’s losses,
and maximize the good opportunities, which can
increase the corporate performance (Jermias et al.,
2023). The stability in managing the business
operation can be achieved when secure work
environment can be created. A good risk
management plan could also bring a positive image
as the stakeholders perceive that the business is
conducted in a professional and proactive way, and
increase the employees’ morale (Yang & Lee, 2020).

The pandemic of COVID-19 is an example of
an unprecedented crisis that has affected all
countries in the world (Jaziri & Miralam, 2021). This
crisis has proven that we live in a complex and
uncertain situation, as it has severely affected
the economy when most governments in the world
have been forced to close down economic activities,
impose border closures and trade restrictions. From
the business perspective, the pandemic has shown
significant external risks that have led to stimulate
the new thinking. Paul et al. (2021) have documented
that the pandemic has disrupted the fragility of
the global supply chain from raw materials,
production, and transportation. Therefore,
the businesses have been forced to formulate
the appropriate strategies to ensure their survival
(Hohenstein, 2022). Thus, to adapt to the pandemic,

companies have needed to shift their risk
management strategy towards business digital
automation to mitigate any operational and

compliance risks. Many companies have taken
the strategy to optimise the technologies to improve
their productivity, communication, and
collaborations as part of their crisis management
plan during the pandemic. This has been
an essential approach for businesses to continuously
monitor and achieve the company’s objective by
focusing on how to turn the threat into
an opportunity, even in the post-pandemic crisis.
For instance, the pandemic has expedited
the assimilation of technological advancements in
retailing for the consumer, which has now become
the new normal, while digitalisation of the retail
system is a way of a company’s survival.

2.2. The benefits of the internal audit function

The internal audit generally plays an important role
for management, the audit committee, the board of
directors, and other stakeholders in an organization.
According to Chen et al. (2020) internal audit
function is proven to be one of the integral
mechanisms of sound corporate governance, which
supports organizations to perform better, ensure
obedience with laws, rules, regulations, policies, and
procedures. Besides creating added value,
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the internal audit function offers expertise and
assistance to the leadership of an organization,
which facilitates leaders to be effective and efficient
in performing managerial duties (Alias et al., 2019;
Petrascu & Tieanu, 2014) and better reporting quality
(Al-Qadasi et al., 2025)

With the internal auditors that are well trained,
the internal audit function might assume a pivotal
function in assisting companies in addressing
the deficiencies, scandals, and limits earnings
management (Ege et al., 2022). The importance of
the internal audit role has escalated to mitigate
dishonest and inaccurate financial reporting, as well
as to discover and avoid material flaws (Prawitt

etal., 2012), enhancing the internal control
framework, reducing fraud risk, and providing
independent consultation for decision-making

(Dzikrullah et al., 2020). In addition, the internal
audit function is able to assess efficient utilisation
of financial resources within companies and
government agencies (Shariman et al., 2018) that will
result in cost savings and could help them to

improve oversight and financial performance.
Internal audit function too can act as an effective
driver in governance structure to enhance

the standard of financial information and restore
investors’ trust in financial statements (Al-Shetwi
et al., 2011).

2.3. Hypotheses development

Decent risk management is crucial to safeguard
the company when something goes wrong. While
risk is inherently unpredictable, neglecting to
recognise and address risk responses within an
organisation can have adverse consequences
(Callahan & Soileau, 2017). Companies with lower
risk have a lower cost of capital and less financial
distress (Stulz, 1996). With sufficient risk
management, a company can change its capital ratio
from equity-based to debt-based financing because
the company is perceived as less risky by credit
providers and thus, it is able to take advantage of
tax planning (Orlitzky & Benjamin, 2001; Sharfman &
Fernando, 2008). Many investors, both institutional
and retail investors, also consider a company’s risk
factors when deciding major investment decisions
(Heinkel et al.,, 2001; Mackey et al., 2007) and are
prepared to tolerate diminished risk premiums on
equity. All of these (higher debt financing and lower
premium on equity financing) will enhance
a company’s profitability.

Besides that, there is also emerging support for
the claim that the firms are capable to enhance their
operation by employing a comprehensive
assessment of risk in managing organisational risk,
such as practising enterprise risk management
(Gordon et al., 2009; Hoyt & Liebenberg, 2011; Nahar
et al., 2016). Rehman and Anwar (2019), for example,
found that companies with a distinctive business
strategy advocate for formal risk management
techniques, which subsequently enhance market
performance. This is because a robust risk
management framework will protect the company
from various types of risks, strategically and
operationally, and increase the company’s
competitive advantage. Risk detection, for example,
is crucial for both deliberate and unintentional
disruptions in the supply chain locally and
internationally (DuHadway et al., 2019; Sturm et al.,
2022). This will reduce the possible shortage of
supply and hence, ensure its sustainable
@
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performance (Gordon et al., 2009) and economic
value added (Shad et al., 2019). On the other hand,
Durst et al. (2019) found that information risk
management positively influences organisational
success, sustainability, expansion, inventiveness,
and flexibility.

Therefore, the first hypothesis is suggested as
follows:

Hi: There is a positive relationship between
a sound risk management framework and corporate
performance.

Knowledge, skills, and expertise developed by
the internal auditor for specific business areas and
particular industries will contribute to cost savings
and reduction in dollar invested for operational
audits (Adams, 1994) and lower risk profile of
the company (Lindow & Race, 2002). Due to this,
modern beliefs of the internal audit function have
shifted from concentrating on compliance only to
providing consultancy and value-added services to
the company (Mihret & Woldeyohannis, 2008)

Internal audit can first discover and overcome
any shortcomings before it will materially affect
the revenue and profit figures of the company. This
can be accomplished when the internal audit is
efficiently and effectively functioning and practising.
An excellent system of internal audit is important to
ensure that capital is not wasted (Abuazza et al,,
2015). From the financial viewpoint, internal audit
will avert the company from nonessential losses due
to vulnerability to preventable financial risks.
Besides, internal audit is able to strengthen internal
control and hence, prevent and detect fraud and
misappropriation of assets (Abidin et al.,, 2019;
Turnbull Review Group, 2005).

Search in the literature also documented
findings that internal audit is related to a decrease
in the activities of earnings manipulations (Prawitt
et al., 2009; Alzoubi, 2019; Ghaleb et al., 2020), while
Al-Rassas and Kamardin (2016) found that
investment in the internal audit function is
associated with better earnings quality. Verschoor
(1998) also found that there is a positive
relationship between a company that emphasises
strict control and corporate performance, while
Baatwah et al. (2019) suggested a significant
interaction between the external auditor and internal
audit function in association with audit efficiency.
In the banking sector, Sulub et al. (2020) found that
the task of internal auditing is likely to be employed
by lenders that exhibit greater accountability and
transparency.

The subsequent hypothesis is:

H2: There is a positive relationship between
the internal audit function and corporate performance.

2.4. Theoretical framework: Stewardship theory

This research used stewardship theory (Donaldson,
1990) to explain the stewardship behaviour of
managers in the organization, resulting in exemplary
corporate governance practices. In this theory,
managers have a similar interest and consistent
objective with the firm’s objective. As a steward of
the firm, the managers fundamentally aim to
perform effectively and responsibly manage
the resources of the company. Hence, the managers
will seek to maximise the organisational
performance and shareholder returns, which in
return will fulfil their aspiration and inner
motivation (Donaldson & Davis, 1991). As a result,
the managers will execute any guidelines that will
ensure the efficacy and efficiency of the operation of
the company. In the context of this research,
the manager will operate solid risk management
practices and an internal audit function, which
contribute to the superior accomplishment of
the company.

Unlike agency theory, which views managers as
self-interested agents requiring constant monitoring,
stewardship theory suggests that managers are
intrinsically reliable and driven to pursue
the optimal long-term objectives of the organisation
and its various constituents. While agency theory
offers a valuable framework for identifying potential
conflicts of interest and designing basic governance
structures, its core assumptions about human
nature and motivation are often seen as overly
cynical and limited. Stewardship theory offers
amore optimistic and potentially more effective
approach by recognizing the intrinsic motivations of
managers and fostering an environment of trust,
empowerment, and collective responsibility.

3. RESEARCH METHODOLOGY

3.1. Sample

This study’s sample comprises the largest
500 companies by valuation as of 31 December
listed on the Bursa Malaysia Stock Exchange,
representing roughly 65 percent of the overall
population. These companies were chosen due to
their significant valuation by investors, extensive
shareholder base, and elevated number of
shareholders. However, there were certain groups of
companies that were removed from the study based
on certain reasons as shown in Table 1. The final
sample of this study comprised of 437 companies.

Table 1. Sample selection

Sample selection process No. of firms Reasons
Initial samples 500
Less than the following companies:
. Distinct legal frameworks and regulations, accompanied by distinct
Finance 33 - - .
accounting and commercial practices.
NeWIY listed companies > Annual statements are unavailable for data collection.
Delisted 7
Companies with FYE more/less than 17 Financial performances are not equivalent to those of other companies
12 months (12-month period).
Under stringent oversight and organisational reconfiguration of
PN17 1 !
the regulatory authority.
Final sample 437

Note: FYE — fiscal year end, PN17 — Practice Note 17, a classification used by Bursa Malaysia Stock Exchange, to identify listed

companies facing significant financial difficulties.
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3.2. Dependent variable

The dependent variable for this study is corporate
performance, measured by seven items.

The explanations of all the measurements with
the prior empirical research are given in Table 2.

Table 2. Measurements of the dependent variable

Book value assets + Market value of the common stock — Book value of the common stock

Measurement Equation Source
Income before extraordinary items available for common equit
Return on f : 4 f iy Gompers et al. (2003)
equity (ROE) Average total common equity (the average for the current and the previous fiscal year)
Return on Income before extraordinary items is available for common equity Bhagat and Bolton
assets (ROA) Average total assets (2008), Mitton (2004)
Net p}_’oflt Income before extraordinary items available for common equity Gompers et al. (2003)
margin (NP) Net sales
Market value of assets
Tobin’s Q Book value of assets Gompers et al. (2003),

Bhagat and Bolton (2008)

Market-to-book

Market capitalisation

Gompers et al. (2003),

ratio (MTB) Book value of firm assets Donker et al. (2008)
Total dividend
L. _ agannathan et al. (2000
Dividend Total assets Jag ( :

payout ratio

Total dividend
Net income

Farinha (2003)

Source: Authors’ elaboration.

3.3. Independent variables

The independent variable of this study is risk
management and the internal audit function.
The measurement of these variables is based on
corporate governance requirements that issued by
the Malaysian authorities and best practices taken
from various international corporate governance
reports, such as from Australia, Canada, Norway,
South Korea, Singapore, Sweden, Turkey, UK and US.
Overall, 10 items were constructed to evaluate
the risk management practices and eight for internal
audit function. To evaluate theses variables,
an instrument was created based on a 3-point Likert
scale. “2” denotes more disclosure of information
given by the company, “1” shows company only
provide minimal information while “0” score shows
the company does not give information at all. To
eliminate discretion and prejudice, all elements will

be seen as equally significant and, hence, assigned
equal weight (Barros et al., 2013).

The initial assessment was validated and
evaluated by a group of specialists, including
academics with diverse industrial backgrounds in
corporate ethics and governance, to improve its
construct validity. Following the receipt of responses
and input, the definitive version of this tool was
employed for this investigation. A pilot study was
subsequently undertaken to evaluate
the instrument’s viability.

3.4. Control variables

Additional factors that may affect the outcomes of
the study are referred to as control variables.
The control variables in this study are company size,
leverage and age. The equation and the empirical
source of this measurement is shown in Table 3.

Table 3. Description of the control variables

Measurement Equation

Source

Company size log total assets

Bebchuk et al. (2009), Mitton (2004)

Total liabilities

Company leverage Total assets

Long — term debt + Current portion of long — term debt

Bhagat and Bolton (2008), Bebchuk et al.
(2009)

Company age

Years since incorporation

Bebchuk et al. (2009)

Source: Authors’ elaboration.
3.5. Model specification

In evaluating the hypothesis, the regression model is
as follows:

PERF = RM + IAF + Size + Lev + Age + ¢ (1)
where, PERF = performance, RM =risk management,
JIAF =internal audit function, Size =size of
the company, Lev =Ileverage, Age =years since
incorporation, and ¢ = error term.

This study assessed multicollinearity through
correlation matrices, variance inflation factors (VIF),
and tolerance values of collinearity statistics. Our
analysis indicated that multicollinearity was absent
in this sample.
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3.6. Alternative methods

A widely favoured alternative approach for
performing this kind of research is to administer
a survey to the firms. A survey instrument may be
created by assembling many questions that assess
all the relevant variables. One may use appropriate
statistical analysis, such as structural equation
modelling, to examine the link between independent
and dependent variables. Nevertheless, the primary
drawback of this approach is the relatively low
response rate, which may be attributed to factors
such as respondents’ concerns about anonymity,
their busy schedules, and a lack of enthusiasm in
engaging in research.
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4, FINDINGS AND RESULTS
4.1. Descriptive statistics

The study’s descriptive findings are shown in
Table 4.

Table 4 presents the mean outcomes of
the independent variables, indicating that the average
scores attained by the organisations for risk
management were 9.9 in 2013 and 10.4 in 2014,
which constitutes around 50% of the total scores
designated for this practice. The minimum score was

zero in 2013 and one in 2014, while the maximum
score was 19 in 2013 and grew marginally to 20
in 2014. The average score for the internal audit
function was 6.1 in both years. The minimum score
was zero in both years, while the maximum scores
were 16 in 2013 and 13 in 2014, respectively.

This study utilises five dependent variables:
ROE, ROA, NP, MTB, and Tobin’s Q. ROE, ROA, and
NP were utilised to assess the company’s success
through its accounting profit, whilst MTB and
Tobin’s Q are predicated on the company’s market
valuation.

Table 4. Descriptive statistics

Var. No. n 2013 - - 2014 -
Min. Max. Mean Median | Std. dev. Min. Max. Mean Median | Std. dev.
RM 437 0 19 9.88 10.00 2.683 1 20 10.38 10.00 3.524
IAF 437 0 16 6.06 6.00 2.336 0 13 6.12 6.00 1.859
ROE 437 | -0.6950 1.6580 0.1056 0.0920 0.1715 -1.2930 12.8330 0.1393 0.0880 0.7221
ROA 437 | -0.3890 0.5910 0.0610 0.0540 0.07903 -0.3260 6.3380 0.0702 0.0500 0.3101
NP 437 | -3.4030 7.9480 0.1501 0.0900 0.6362 -1.8200 90.303 0.3294 0.0850 4.3450
Tobin’s Q| 437 | -0.4400 14.3540 1.6949 1.3550 1.3014 -12.5035 11.1836 1.0491 1.1510 1.9197
MTB 437 | 0.0260 13.4590 0.9920 0.6290 1.2773 0.0190 14.7720 0.9064 0.5388 1.3116
Size 437 | 4.6392 7.9957 5.9290 5.8461 0.5838 4.7367 8.0440 5.9731 5.8815 0.5814
Lev 437 | 0.0000 0.6429 0.1255 0.0879 0.1363 0.0000 0.6070 0.1280 0.0836 0.1387
Age 437 | 1.0000 41.0000 | 17.3157 18.000 8.5236 2.0000 43.0000 | 18.8352 19.00 8.6668

Note: RM = risk management, IAF = internal audit function, ROE = return on equity, ROA = return on assets, NP = net profit margin,
MTB = market to book value, Size = size of the company, Lev = leverage, Age = years since incorporation.

The average ROE rose marginally from 10.56%
in 2013 to 13.93% in 2014. The maximum value
diminished from 165.8% in 2013 to 128.33% in 2014,
whereas the minimum value declined from -69.5%
in 2013 to -129.3% in 2014. The average ROA rose
from 6.1% in 2013 to 7.0% in 2014. The maximum
value rose from 59.1% in 2013 to 63.38% in 2014.
The lowest value rose from -38.9% in 2013 to -32.6%
in 2014. The final measurement in the accounting
profit category, NP, likewise rose. The average value
of 15.01% in 2013 increased to 32.94% in 2014,
effectively doubling it. The maximum value
significantly rose from 794.8% in 2013 to 9,030.3%
in 2014, while the minimum value increased
from -340.3% in 2013 to -182.0% in 2014.

For the MTB and Tobin’s Q metrics, most
companies had values approaching 1 for MTB and
beyond 1 for Tobin’s Q, signifying that their market
value and share price were equivalent to or
surpassed their replacement cost or book value of
assets. In 2013, the Tobin’s Q ratio was 1.6949.
Despite declining to 1.0491 in 2014, the ratio
remained over 1. The peak values were 14.354
in 2013 and 11.1836 in 2014, whereas the lowest
values were -0.44 in 2013 and -12.5035 in 2014. For

MTB, the maximum values were 13.459 in 2013
and 14.772 in 2014, while the smallest values
were 0.026 in 2013 and 0.019 in 2014.

The control variables exhibited relative stability
from 2013 to 2014. The mean total assets for both
years were roughly 6.0, with a range of from 4.5
to 8.0. The company’s average duration in operation
was 18 years, with a low of approximately 1 year and
a maximum of 40 years. The leverage ratio was very
low, averaging around 13%. The peak leverage levels
documented were 65% in 2013 and 60% in 2014,
respectively.

4.2. Regression and hypotheses analysis

Table 5 shows the multiple regression results of
the study. This study hypothesized a positive

relationship between risk management and
corporate results, because a company, that
developed a risk management framework to

properly manage its risk, will be able to prevent or at
least minimise company losses and any adverse
impacts from the financial and non-financial factors
on the company.

Table 5. Multiple regression results (Part 1)

38

ROE ROA
2013 2014 2013 2014
R=0.174 R =0.145 R =0.282 R=0.199
Var. _ R2=0.030 ‘ R2=0.021 _ R2=0.080 ‘RZ =0.040
) Adjusted R2 = 0.019 Adjusted R2 =0.010 Adjusted R? = 0.069 Adjusted R? = 028
F-value = 2.697 F-value = 1.843 F-value = 7.470 F-value = 3.557
Sig. F = 0.021 Sig. F=0.103 Sig. F = 0.000 Sig. F = 0.004
B SE B B B SEB B SEB p B SE B B
Constant | -0.0.11 | 0.091 -0.520 | 0.300 0.039 | 0.041 -0.121 -0.307 | 0.325
RM 0.006 | 0.003 0.094* 0.012 | 0.009 0.075 0.003 | 0.002 0.086* 0.013 | 0.009 0.076
IAF -0.008 | 0.004 | -0.111** | 0.028 | 0.016 0.095* -0.003 | 0.002 -0.092* 0.025 | 0.017 0.076
Size 0.027 | 0.016 0.90 -0.135 | 0.058 | -0.142** | 0.009 | 0.007 0.068 -0.197 | 0.063 | -0.190***
Lev -0.146 | 0.067 | -0.116** | 0.290 | 0.216 0.073 -0.145 | 0.030 | -0.251*** | -0.280 | 0.234 -0.064
Age -0.002 | 0.001 | -0.094* 0.002 | 0.003 0.027 -0.001 | 0.000 | -0.126*** | 0.003 | 0.003 0.043
[ ®
NTERPRESS
VIRTUS




Risk Governance & Control: Financial Markets & Institutions / Volume 15, Issue 4, 2025

Table 5. Multiple regression results (Part 2)

Tobin’ Q MTB
2013 2014 2013 2014
R=0.236 R=0.205 R=0.251 R=0.373
Var ~ R*=0.056 ~R*=0.042 ~ R*=0.063 ~R*=0.139
) Adjusted R? = 0.045 Adjusted Rz = 0.031 Adjusted R? = 0.052 Adjusted R? = 0.129
F-value = 5.087 F-value = 3.783 F-value = 5.796 F-value = 13.953
Sig. F = 0.000 Sig. F = 0.002 Sig. F = 0.000 Sig. F = 0.000
B SE B 5 B SE B 5 B SE B B B SEB I
Constant -0.091 0.110 -2.095 1.031 1.043 0.229 0.234 | 0.189
RM 0.001 0.004 0.051 0.029 | 0.094* 0.004 0.009 0.026 0.018 | 0.005 | 0.172%**
IAF 0.006 0.005 0.006 0.055 0.006 0.009 0.010 0.047 0.033 | 0.010 | 0.164**
Size 0.054 0.020 0.513 0.201 | 0.155** | -0.009 | 0.041 -0.012 -0.122 | 0.037 | -0.191**
Lev -0.289 0.080 -0.780 | 0.743 -0.056 -0.702 | 0.167 | -0.218** -0.633 | 0.136 [ -0.237***
Age -0.004 0.001 |-0.156%**| -0.021 0.011 | -0.093* | -0.006 | 0.002 | -0.0114** | -0.002 | 0.002 -0.047

Note: Statistically significant at: * 0.10, ** 0.05, and *** 0.01. VIF is less than 10, and tolerance for collinearity is more than 0.1 for all
variables. ROE = return on equity, ROA = return on assets, MTB = market-to-book value, RM = risk management, IAF = internal audit
function, Size = size of the company, Lev = leverage, Age = years since incorporation.

Table 5 provides evidence that the risk
management variable was significantly positively
related to all the performance measurements,
although not in all years. Hence, the study accepted
its earlier hypothesis, HI (ROE: 2013 — B =0.094,
p<0.1; 2014 — £=0.075, p>0.1; ROA: 2013 —
p£=0.086, p<0.1; 2014 £=0.076, p>0.1;
Tobin’s Q: 2013 £=0.007, p>0.1; 2014
£=0.094, p<0.1; MTB: 2013 — p=0.026, p>0.1;
2014 — p=0.172, p < 0.05).

The other variable of interest in this study is
internal audit. The internal audit function is
important, not only to ensure that the company
follows the regulations, but also to advise
the management of the company to strengthen
the effectiveness and efficiency of its operation,
which will result in cost savings, safeguarded assets,
and prevent fraud and mismanagement. It was
predicted that the internal audit function would
improve corporate performance. Table 5 shows that
there are mixed findings between the internal audit
function and corporate performance. There is
a significant positive relationship in 2014 for ROE
(8=0.095, p<0.1) and MTB (8 =0.164, p<0.005),
but a significant negative relationship in 2013 for
ROE ($=-0.111, p<0.05) and ROA (B=-0.092,
p < 0.1). For the rest of the years and Tobin’s Q, no
relationship was recorded (ROA: 2014 — B =0.076,
p>0.1; MTB: 2013 — p=0.047, p> 0.1; Tobin’s Q:
2013 B=0.007, p>0.1; 2014 B =0.006,
p> 0.1). Based on this outcome, this hypothesis is
rejected.

5. DISCUSSION

This study identified a favourable relationship
between risk management and company
performance. The reasons that can justify this
positive relationship are possibly although the risk
management requirements are quite new for
the Malaysian listed companies, the acceptance of
the company to adopt good risk management
practices documented clear benefits that can lead to
a better performance by the company. This finding
supported the earlier findings by Gordon et al.
(2009), Hoyt and Liebenberg (2011), Hutchinson
et al. (2015), Krause and Thse (2016), Nahar et al.
(2016), but contradicts with Amran et al. (2008) and
Ismail and Rahman (2011), which documented many
weaknesses in the risk management activities of
Malaysian large corporations. Possibly, these studies
were conducted at the time when the risk
management practices in Malaysia were still at
the infancy stage and very much less than
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the companies in the UK. Our study, however
conducted at the time when the companies are more
matured and able to see the advantage of managing
risk and uncertainty early in advance.

However, this study documented evidence of
no or weak association between the internal audit
function and corporate achievement. It was
an unexpected result that indicated that the higher
the role played by the internal audit function, no
contribution to the better performance of the firm.
Unusually, in some years, the internal oversight role
is directed to lower corporate performance. This
finding does not support prior empirical results by
Prawitt et al. (2009), Alzoubi (2019), Ghaleb et al.
(2020), Al-Rassas and Kamardin (2016), and
Verschoor (1998).

The possible reason for this result is the fact
that the internal audit function is seen as
complementary instead of compulsory or highly
weighted as important by the majority of companies
in Malaysia. Bigger companies had more resources
and therefore, may invest in a dedicated internal
audit unit or department. Small firms that were
generally associated with low performance are
generally lack of fund and hence, maybe just
outsource the internal audit function to small
accounting firms or consultants just for formality to
fulfill the requirements of corporate governance
guidelines instead of considering internal audit
function as an important governance process that
provide independent assurance of organization’s
internal control and improve organization’s
operation.

In addition, a highly visible and seemingly
pervasive internal audit function focused on
compliance and control could be seen as a lack of
trust from the board or shareholders. Consequently,
it could stifle innovation, creativity, and calculated
risks that can lead to company growth. Instead of
focusing on innovative strategies and long-term
value creation, they might become overly focused on
meeting audit requirements, leading to a “check-the-
box” mentality rather than genuine improvement.

6. CONCLUSION

The aim of this research is to investigate the role of
risk management activities and the internal audit
function towards a company’s  corporate
performance. This study finds that risk management
was significantly positively related to performance.
Nonetheless, there exists no substantial positive
correlation between the internal audit function and
business performance. Previous literature has
revealed numerous advantages that can be obtained
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by the company by having these two practices and
functions. This study supported the prior literature
on the gain of having risk management practices but
not the internal audit function.

The research in question presents multiple
significances. First, the company needs to view risk
management and the internal audit function as
a significant aspect of the integrity process in their
organization. Robust risk management is important
because it will prevent the company from any
unexpected loss that will erase the profit of
the company. It is expected that by having a proper
risk management and internal audit function,
the company will be capable to assess better
alternative at the earliest possible period and
improve its efficiency and effectiveness.

Second, the policy makers need to increase
their effort in promoting a good governance culture,
especially the internal audit function, to the public
listed companies generally and the directors,
particularly. More training and explanation are
needed to outline the advantageous effects of
maintaining an effective internal audit function,
such as improving business operational quality,
increasing efficiency, cost reduction, enhancement
of policy and procedure, and better regulatory
compliance. In contrast, an absent or minimal
internal audit function may expose the company to
hidden transaction errors, process redundancies,
fraud, unnecessary risks, wastage, and violation of
rules and regulations.

Finally, this study supported the classic
stewardship theory, which anticipates that
sustainable performance can be achieved if
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