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ABSTRACT

Since the banking industry faces the more varied risks compared to other industries,
banks managers should implement well the holistic risk reducing system that enterprise risk
management (ERM) to reduce risks. Unfortunately, anecdotal and empirical evidence show some
some factors influence the ERM implementation levels and ERM adoption was not always
followed by credit risk reducing. This study aims to examine the determinant factors of
enterprise risk management (ERM) implementation and it's consequently on credit risk-reducing
of Indonesia banks. The sample of this study consists of 17 Indonesian banks that listed in
Indonesia Stock Exchange during the seven (7) years observation from 2007-2013. This study
found that audit committee, audit internal and the complexity of the companies are determinants
factors of the implementation of enterprise risk management of Indonesian listed banks.
However, this study also could not provided the consequence of enterprise risk management on
Indonesian banks' credit risk reducing.
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INTRODUCTION

Banking industry faces the more risks compared to other industries. Fraser and Kolari
(2001) highlighted that credit, country, market, interest rate, liquidity, operational, legal and
reputation risks are common risks that faced by banking industries. However, Basel Committee
on Banking Supervision (2000) focus credit risk arising from loan and other various financial
instruments, including acceptances, inter-bank transactions, trade financing foreign exchange
transactions, financial futures, swaps, bonds, equities, options, and in the extension of
commitments and guarantees, and the settlement of the transaction. Moreover, credit risk is the
greatest risk faced by commercial banks and a major cause of failure (Fraser & Kolari, 2001,
Angerer, 2004). Even the bankruptcy of several major financial institutions in the United States
known as the subprime mortgage crisis stems from credit problems, which later became a global
financial crisis (Setyawati et al., 2017).

Since the bank facing a variety of potential risks including credit risk throughout the
bank's operations, management must be able to implement an effective risk management to
control and manage risk. Banks managers should consider the best way to reduce risks. Gordon
et al. (2009) describe management in many industries including banking must manage risk based
on a holistic perspective known as enterprise risk management (ERM). Subramaniam et al.
(2009) state that risk management is an integral part of good business practice that is done
informally and sustained by each organization. Traditionally, risk management has been
developed as a professional and technical discipline in a number of key areas, namely finance,
health, and safety, clinical and environmental.
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The Cadbury Committee (1992), suggested that the board of directors responsible for
ERM policy. Moreover, Australia Standard and New Zealand Standards (AS/NZS, 1995)
published first ERM standard in the world. While, the Committee of Sponsoring Organizations
of the Treadway Commission (COSO, 2004) issued guidelines for integrated ERM, which was
adopted by various organizations until now. However, the implementation of ERM and
functioning of supervisory functions the organization at various companies are still far from
complete. It is evident from the number of companies that are vulnerable when buffeted by
various cases/financial scandals such as Enron, WorldCom, Adelphia, and Tyco in the United
States, Global bank, Century Bank and other cases, including the bankruptcy of numerous
companies when the financial crisis experienced by Indonesia and other countries in Asia in
1997/1998 as well as the global economic crisis of 2008. These cases lead to strengthening and
improving corporate governance and ERM implementation (Kleffner et al., 2003; Cowan, 2004).
ERM has become an important issue for business and has been included in the corporate
philosophy (Kleffner et al., 2003). Several studies have proven that ERM implementation can
increase shareholder value (Gordon et al., 2009; Hoyt and Liebenberg, 2011; Gatzert and Martin,
2015; Husaini and Saiful, 2017).

Cowan (2004) conclude that an integrated supervision function required from both inside
and outside the organization as an important pillar in the implementation of ERM. Moreover,
ERM is a function of the board of directors, independent board, audit committee, risk
management committee and internal audit (Fraser and William, 2007; Beasley et al., 2005;
Desender, 2007; and Meizaroh and Lucynda, 2011). Sarens and Beelde (2006a) concluded that
one of the duties of the audit committee is to review the progress of ERM, while the internal
audit is specifically positioned to support the board of directors and management as an important
component of corporate governance mechanisms, and with expertise, must audit the internal
audit function and ensure the organization's risk management process (Pickett, 2005; Demidenko
and McNutt, 2010). Therefore, expertise in risk management techniques and knowledge about
the internal control system owned by the internal auditor be a source of strength that enables
internal auditor plays an important role in an organization (Spira and Page, 2003; Sarens and
Beelde, 2006b).

Furthermore, in its operations as an inter-mediation function, the bank cannot be
separated from the credit risks that still a big problem for the banking sector until now.
Therefore, the credit risk needs special attention and serious because every penny is doubtful to
be jammed. This risk is indicated by the non-performing loan (NPL). Therefore, we need a
corporate governance mechanism so that the credit risk can be reduced, and the implementation
of ERM is part of the implementation of corporate governance that can be used as a monitoring
mechanism in controlling credit risk (Haneef et al., 2012; Lundqvist & Vilhelmsson, 2016).

This research aims to:

1. Examine the factors associated with the implementation of ERM in the banking company in
Indonesia.

More specifically, this study tested whether the corporate governance factors (board size,
the proportion of independent board, audit committee, risk management committee and internal
audit) and corporate characteristics factors significantly influence the implementation of ERM.

2. Examine the impact of the implementation of ERM against Non-Performing Loan.
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LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
Enterprise Risk Management (ERM)

Risk management evolves from a silo-based risk management into a holistic approach
known as Enterprise Risk Management (Gordon et al., 2009; Desender and Lafuente, 2009; Hoyt
and Liebenberg, 2011). The ERM approach seeks to link risk management with business strategy
and goal setting, entering the realm of control, accountability and decision making (Arena et al.,
2010; Liebenberg and Hoyt, 2003). According to the agency theory perspective, ERM can be a
mechanism that allows for a more formal and transparent risk perspective, which in turn can
reduce information asymmetry between management and other corporate stakeholders.

The Committee of Sponsoring Organizations of the Treadway Commission in September
2004, compiled Enterprise Risk Management Integrated Framework, to provide a framework for
the implementation of ERM. The framework defines ERM as a process, effected by an entity's
board of directors, management and other personnel, applied in 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
objectives (COSO, 2004). While, Joint Australian Standard/New Zealand Standard (AS/NZS
4360, 2004) states that ERM is a culture or behavior, processes, activities that promote
achievement of the goals by managing events or potential events that will affect the achievement
of corporate goals. Based on Central Bank of Indonesia Regulation No.: 5/8/PBI/2003 (revised
by the new regulations of the No.: 11/25/PBI/2009 dated July 1, 2009) on the Application of
Risk Management for Commercial Bank, defining the risk is the potential event (events) that can
cause bank losses, associated with (1) event risks, i.e. events that led to potential losses (bad
outcomes), (2) risk of loss, namely the consequences (direct or indirect) of the events/the risk
event.

Furthermore, according to COSO (2004), the purpose of the implementation of ERM is to
achieve the following four objectives;

1.Strategy: high-level goals aligned and support the organization's mission.
2.0perations: effective use of resources and efficient.

3.Reporting: reliability of reporting.

4.Compliance: comply with the laws of draft regulations.

While at the operational level to achieve these objectives, the implementation of ERM is
done by implementing the eight components developed COSO (2004) namely; internal
environment, goal setting, event identification, risk assessment, response to the risks, control
activities, information and communication, and monitoring. The implications of the
implementation of the ERM allows companies to better inform risk profile and which serves as a
signal of their commitment to risk management, along with the increasing openness of risk
management, so that ERM is possible to reduce the cost of supervision and external capital
(Meulbroek, 2002).

Board Size and ERM

The Board of directors is the highest supervisor in exercising oversight (monitoring and
review) the implementation of enterprise risk management and ensures the company has an
effective risk management program. The board of directors involves itself in the ERM process by
providing direction, authority, and supervision to management (Sobel et al., 2004). Dabari and
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Saidin (2016), state that higher Board of Director's involvement in the ERM process will
significantly affect an efficient ERM system, and this always leads to much higher ERM
practices. Kleffner et al. (2003) indicate that managers adopted ERM as boosted by the board of
directors. Chtourou et al. (2001) argue that larger board promote better management monitoring
mechanism, and the board can perform effective oversight function (Zahra and Pearce, 1989).
Although risk management is the responsibility of management, the board must create a
conducive environment for the disclosure of risk management. This argument is consistent with
the results of research by Subramaniam et al. (2009) who found that a larger board of directors
are more likely to apply ERM. Likewise, the results of research by Husaini et al. (2013) showed
that the board size significant positive effect on the implementation of ERM. Thus, we
hypothesize:

H1: Board size positively affects the implementation of ERM.
Independent Board and ERM

The Independent board is board members who do not have the financial, management,
ownership or family relationship with the other board members, management, controlling
shareholders or other relationship which could affect its ability to act independently. The
Indonesian Stock Exchange through the Decision of the Board Jakarta Stock Exchange Inc. No.:
Kep-305/BEJ/07-2004 on the Stock Registration No. 1-A: General Provisions on Registration of
Shares and Equity Securities exchange, in 1-A mention about the ratio of independent directors,
that the independent directors in number proportionally to the number of shares held by non-
controlling shareholders with the provisions of the number of independent board of at least 30%
(thirty percent) of the total members of the Board of directors.

The proportion of independent board members be regarded as indicators of independence
of the board. The presence of independent board can improve the quality of supervision because
it is not affiliated with the company so freely in decision making. Research Beasley (1996)
showed an inverse relationship between the proportions of independent directors with the level
of fraudulent financial reporting. Companies with a high proportion of independent board tend to
be more concerned with the company's risk compared to the low proportion of independent
board (O'Sullivan, 1997). Desender and Lafuente (2009) show the result that board independence
has a significant influence on ERM level. Likewise, the research Kleffner et al. (2003) and
Beasley et al. (2005) showed that the presence of independent directors enhances the quality of
supervision over the implementation of risk management in order to reduce fraud and
opportunistic behavior of managers. Thus, we hypothesize that:

H2: Independent board positively affects the implementation of ERM.
Audit Committee and ERM

The audit committee is a committee established by and responsible to the board of
directors with the duties and responsibilities of its core to ensure that the principles of good
corporate governance, especially transparency and disclosure are applied consistently and
adequately by the executive (Tjager et al., 2003 p.34). The audit committee acts as a vehicle to
review the ERM process, because this committee does not have operational responsibility, and
its members should consist of independent persons (Cowan, 2004 p.111). This committee always
discusses policies relating to risk assessment and ERM as a whole, as well as discuss the risk
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exposure faced by the company and measures to monitor and control the risk exposures with the
board of directors (The Institute of Internal Auditors / 1A, 2004).

The audit committee is responsible for monitoring the ERM system, although this
responsibility is delegated the responsibility of the directors of the company (Sarens and Beelde,
2006a). In performing its duties related to ERM, the audit committee should discuss policies
related to risk assessment and exposure-prime exposure of financial risks as well as measures to
monitor and control the exposure-risk exposures to senior management (I1A, 2004).
Establishment of Audit Committee based on certain characteristics such as independence,
financial and accounting expertise, size and diligent so that the monitoring functions can be
carried out effectively. Characteristics of the audit committee are most frequently cited in the
literature of corporate governance as a prerequisite for the functioning of an effective monitoring
are independence, where an audit committee composed of non-executive originating from
outside (independent) assumed that it could be monitors better than management (Sarbane-Oxley
Act, 2002; Blue Ribbon Committee, 1999). The results of the study Dionne and Triki (2005) and
Abdullah et al. (2017) prove that the requirements concerning the number and independence of
audit committee encourage companies to pay more attention ERM. Furthermore, Alzharani and
Aljaaidi (2015) concluded that audit committee size had a positive effect on risk management.
Thus, the hypothesis as follows.

H3: The audit committee positively influences the implementation of ERM
Risk Management Committee and ERM

According to KPMG (2001), RMC is a sub-committee of the board of directors that
provides educational enterprise risk management at the board level, setting risk appetite and risk
strategy, develop a risk management oversight by the board of directors and review the
company's risk report. Subramaniam et al. (2009) stated that the quality of internal monitoring of
risk management will be better when the risk management committee (RMC) exist compared
with the situation when there is no RMC. Where the existence of RMC allows the board to more
effectively deal with various threats and opportunities faced by the entity. Further that the
establishment and disclosure of RMC demonstrate the applicability of corporate governance
quality company. Meizaroh and Lucynda (2011) concluded that the presence of RMC positive
effect on ERM, this suggests that the existence of RMC can improve the implementation of
ERM. Consistent with Meizaroh and Lucynda (2011), Sanusi et al. (2017) and Abdullah et al.
(2017) also found that the establishment of RMC provided awareness in the application of risk
management to certain organizations. Therefore, the hypothesis as follows.

H4: Risk Management Committee (RMC) positively affects the implementation of ERM
Internal Audit and ERM

The Internal Audit is an assurance and consulting activity that is independent and
objective, which is designed to add value and improve an organization's operations. Internal
audits also help organizations to achieve objectives, through a systematic and orderly approach
to evaluate and improve the effectiveness of risk management, control and governance processes
(1A, 2004). Based on these definitions, the internal audit function has an important role in
overseeing the implementation of risk management. This is in line with good corporate
governance guidelines which assume that the risks can be objectively identified, measured and
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strategically managed properly. Consequently, expertise in risk management techniques and
knowledge about the internal control system became a source of strength that enables internal
auditor plays an important role in an organization (Spira and Page, 2003).

Research Allegrini and D'Onza (2003) concluded that the company always develop a
structured methodology for risk assessment, especially to improve corporate governance and
internal control systems. Their results also concluded that the financial companies, the internal
auditor always participates in the risk management team and contribute to a qualitative
assessment of operational risk. Further research Sarens and Beelde (2005), found that internal
auditors play a role in the risk assessment and can be an important input in the audit planning
considerations. In another study, Sarens and Beelde (2006b) concluded that the CEOs and
internal auditors expect to meet one of the supporting roles management activities that focus on
the continuous improvement of risk management, internal controls, organizational processes and
strategic projects. One of the conclusions in the study Fadzil et al. (2005), states that the internal
auditor had identified ERM framework and risk management policies in monitoring the
application of the policies and procedures of the organization. Likewise, the research conducted
by Stewart and Kent (2006), concluded that there is a correlation between the presence of
internal audit functions and their commitment to the power of ERM. Zwaan et al. (2011)
conducted a study with the design of experiments involving internal auditors within the ERM,
concluding that internal auditors are involved in ERM assurance activities. Furthermore, Dabari
and Saidin (2016) effectiveness of internal audit has a significant effect on ERM implementation.
Thus, the hypothesis put forward as follows.

H5: Internal audit positively affects the implementation of ERM
ERM and Credit Risk

According to the Central Bank of Indonesia Regulation No.: 11/25/PBI1/2009, the credit
risk is the risk of the failure of the debtor and other parties to meet obligations to the bank. Credit
risk can be sourced from a variety of business activities of the bank. At most banks, loans are the
largest source of credit risk. Credit risk may increase as the concentration of funding, among
other things on the debtor, geographic region, product, type of financing, or a particular business
field (Attachment of Central Bank of Indonesia Circular Letter No.: 13/23/ DPNP dated October
25, 2011). Therefore we need good corporate governance to guide the management in carrying
out its function properly so that the credit risk can be lowered. ERM implementation is part of
the implementation of corporate governance that can be used as a monitoring mechanism for
controlling credit risk.

Standard and Poor's / S & P (2007) states that ERM provides a new and clearer language
for transferring information about management intent and capabilities, which is essential for
credit evaluation. Even S & P has determined that ERM is an important aspect of evaluating a
company's creditworthiness. S & P (2007) argues that, in the review of credit ratings, insurance
companies with stronger ERM processes can forecast losses in the shortest time, identify the
weaknesses of the ERM process, and immediately ratify, thus minimizing operational
disruptions. In contrast, insurers with weak ERM processes lose twice as much as what they
previously reported as a possible maximum loss, not even able to reliably estimate losses.

Zéghal and ElI Aoun (2016) examines the effects of the financial crisis on risk
management. Using content analysis from the 10-k annual report with a sample of 59 of the
largest US banks. Concludes that there is a change of ERM strategy for credit risk when there is
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a financial crisis. Research Haneef et al. (2012) in the banking sector in Pakistan concluded that
the non-performing loans increased due to a lack of risk management, which affects the
profitability of the bank. Likewise, the results of research Lundqvist and Vilhelmsson (2016) on
the 78 largest banks in the world, concluded that the implementation of ERM at higher levels
negatively effect on the credit default swap spreads (CDS) of banks.Thus, the hypothesis put
forward as follows.

H6: The implementation of ERM negatively effect on credit risk
Control Variables

Firm size and complexity used as control variables in this study. Large business activities
are more complex and more vulnerable to the risk so that large companies tend to pay more
attention to risk management of the company's small size. Beasley et al. (2005) and Hoyt and
Liebenberg (2011) found that company size was positively related to the implementation of
ERM. While complexity is associated with the number of business segments (Doyle et al., 2007).
The more complex the operations of a company, the greater the chances of operational failure or
increasingly vulnerable to risks. Therefore, companies with complex business segments will be
taken into account the implementation of ERM compared with companies that have only one or
two segments alone (Gordon et al., 2009).

RESEARCH METHOD
Population and Sample

This research was conducted on banking companies listed in Indonesia Stock Exchange
(BEI) in 2007-2013. Consideration of the use of banking companies that have been listed for
reasons of data available regarding disclosure of ERM and various variables related supervision
can only be obtained at companies that have a listing on the capital market. In addition to the
listed companies are also obliged to publish annual financial statements and reports on the
implementation of good corporate governance (GCG).

Table 1
SAMPLE SELECTION
Criteria Total Observation
Consistently listed Banks during 2007-2013 20 140
Banks without complete GCG report (3) (21)
Total samples 17 119

Sampling in this study using purposive sampling method. The sampling criteria are as
follows: (a) the company has released its annual report and the audited financial statements as of
December 31, as a form of information from companies that have been verified through an
independent audit and have been officially published, (b) the company has GCG reports
published on its website or on the website of the Stock Exchange, and (c) the financial
statements are presented in rupiah currency and all the data required for this study are
comprehensive. Table 1 presented samples of this study.
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Based on Table 1 as many as 17 banks meet criteria samples or 85% of the total
Consistently listed banks during 2007-2013. Therefore, the final sample to be tested in this study
was a total of 119 observations.

Research Model

This study uses panel data regression method (fixed effect model or random effect
model) to test the hypothesis. The Hausman test is used in selecting whether the fixed effect
model or random effect model is an appropriate model for this study. The analysis was
performed on two models of research, namely: the first model to examine the factors that affect
the implementation of ERM, and the second model to examine the consequences of the
implementation of ERM to credit risk (NPL). As for the model can be formulated as follows.

Model one:
ERM;i=fo+p1BSit+521Bir+S3ACi+S:RMCitfs 1 Airt fsComplxic+S7Sizeite (1)

Model two:
CRji= ﬁo"‘ﬁlERMn +ﬂ2C0mp|Xit+ﬂ38iZEit+8it... (2)

In this equation, subscript i shows cross sectional and t shows time series. Furthermore,
the measurement of research variables is presented in Table 2 below.

Table 2
VARIABLES MEASUREMENT
Variables Measurement
Enterprise Risk ERM calculated by summing the ERM objectives;Strategy; ,, Operationl, ,,
Management (ERM) Reporting, ; andcomplience; , (Gordon et al., 2009).
Credit Risk (CR) The percentage of non-performing loans compared to total loans
Independent Board (IB) | The number of independent members compared to a total membership of a board of
directors
Board size (BS) Total members of a board of director
Audit Committee (AC) | total member of the audit committee
Risk management Total overall risk management committee.
Committee (RMC)
Internal Audit Value composite self-assessment implementation of the internal audit function, if
very well dummy 1, O other
Firm size (Size) Natural Logaritma (Ln) of total asset
Complexity (Complx) Total segment owned business

RESULTS
Statistic Descriptive

The descriptive statistical analysis in this study is presented in Table 3, where the average
implementation of ERM at 0.50 showed positive figures, while the average NPL of 2.17 shows
that the average credit risk, banks are in a tolerable limit or still under the limit minimum set by
Bank Indonesia (the central bank). Next to variable 1A shows that the bank has implemented the
internal audit function very well as 44 banks (37%).
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Furthermore, the average number of commissioners (BS) 5.50 (total 6) with the
proportion of independent board (IB) of 55%, showing that the average proportion of
independent commissioners bank went public in compliance with the provisions of the
Regulation of Bapepam and FCGI Code. The average number of the audit committee (AC) is
4.06 (total 4 people), while the average number of risk management committee 5.05 (5 people)
the number of compliance with regulations and recommendations that a minimum number of
committee FCGI commissioners were 3 people. Further to the complexity of the control
variables (Complx) showed an average of 4.08 or an average bank has four business segments,
while the bank size (Size) is quite varied.

Table 3
DESCRIPTIVE STATISTIC

Panel A

Variables Min Max Mean Std. Dev
ERM -2.53 4.49 0.5035 1.69320
CR 0.10 6.33 2.1781 1.51467
BS 2.00 9.00 5.5044 1.73269
IB 0.00 1.00 0.5538 0.11805
AC 2.00 8.00 4.0619 1.32479
RMC 3.00 8.00 5.0531 1.49308
Complx 2.00 8.00 4.0885 1.28562
Size 12.07 34.23 24.0877 9.10577
Panel B

Al Freq %
Implementation of the internal audit function "very good" 44 37
Implementation of the internal audit function "others" 75 63
Total 119 100

Correlation Analysis

Table 4 presents the correlation between independent variables (BS, 1B, AC, RMC, IA,
Complx and Size) and independent variable (ERM) for model 1 and the correlation between
ERM, Complx and Size) and independent variable (CR) for model 2. The Table 4 also provide
the correlation among independent variables both models. Based on Pearson correlation analysis,
all independent variables except IB were correlated to ERM for first models. However, ERM
was not correlated to CR in the second model. Table 4 also showed that the coefficient
correlation among independent variables in both models were lower than 0.80, so according to
Hair et al. (2010), multicollinearity is not occur.

Table 4

CORRELATION COEFFICIENTS
Model One
Variables ERM BS 1B AC RMC 1A Complx Size
ERM 1
BS 0.196 1
IB -0.090 | -0.193" 1
AC 0.298"" | 0.663" | -0.100 1
RMC 0.244™" | 0.663 | -0.130 | 0.770" 1
IA 0.259 | 0.4207 | 0.146 | 0.230" | 0.307 1
Complx 0.209” | -0.040 | 0.095 0.102 -0.063 0.077 1
Size -0.3127" | 0.149 | 0.097 0.182 0.055 -0.013 | 0.188"
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Table 4
CORRELATION COEFFICIENTS
Model Two
CR ERM Complx Size
CR 1
ERM -0.056 1
Complx -0.265 | 0.209" 1
Size 04257 |-0.3127" | 0.188" 1
Notes: *p < 0.10;**p < 0.05; ***p < 0.01

Hypothesis Testing and Discussion

Based on the Hausman test result, the random effect model was more suitable to be used
for both model one and model two of this study. Furthermore, the results of hypothesis testing
based on the appropriate models are shown in Table 5. In the first model shows the value of F-
statistics for 7.045, significant at the level of 0.000, with r-square of 30,8%. Hypothesis testing
results indicate that the hypothesis 3 and 5 are supported, while hypothesis 1, 2 and 4 are not
supported. While the second models show that the value of F-statistic of 7.156, and significant at
the level of 0.000, with r-square of 25.7%. however, the hypothesis 6 is not supported. Table 5

presents the overall results of hypothesis testing.

Table 5
THE RESULTS OF HYPOTHESIS TESTING
Model one Model two
Dependen Variable ERM CR
Independent variable Coef. t-stat p-value Coef. t-stat p-value
(Constant) 0.632 0.673 0.502 4.998 7.723  0.000***
BS -0.123 -1.103 0.273
IB -0.879 -0.832 0.407
AC 0.614 3.633 0.000***
RMC -0.131 -0.903 0.368
1A 0.628 1.929 0.056*
Complx 0.242 2.229 0.028** -0.172 -1.257 0.212
Size -0.084 -5.641 0.000*** -0.079 -4.814| 0.000***
ERM 0.067 0.674 0.502
F-Stat 7.045 7.156
SigF 0.000*** 0.000***
R-square 0.308 0.257
Notes: *p < 0.10;**p < 0.05; ***p < 0.01

Table 5 shows that, the audit committee significant positive effect on ERM ($=0.614,
t=3,633, p<0.01). These results indicate that the greater number of the audit committee, the
implementation of ERM will increase. It implies that the presence of the audit committee in the
discharge process of the implementation of ERM is mainly to monitor and control the risk
exposures banking is well run (11A, 2004). The results of research in line with Dionne and Triki
(2005) and Abdullah et al. (2017) that the requirements regarding the number of audit committee
encourages companies for more attention to the ERM. The research results are also consistent
with research Alzharani and Aljaaidi (2015), that the audit committee significantly influences the
implementation of risk management.
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Furthermore, the internal audit also a significant positive effect on the implementation of
ERM (B=0628, t=1.929, p<0.10). These results indicate that the better the internal audit function,
the implementation of ERM has increased. Therefore assurance and consulting activity that is
independent and objective in evaluating and improving the effectiveness of risk management has
been run by the bank's internal audit function. This is consistent with the statement of Spira and
Page (2003) that internal audit has an important role in the ERM in line with the guidelines for
good corporate governance the latest, which assumes that the risks can be objectively identified,
measured and strategically managed, then as a consequence, expertise in risk management
techniques and knowledge about the internal control system became a source of strength that
enables internal auditor plays an important role in an organization. The results are consistent
with research (Allegrini and D'Onza, 2003; Fadzil et al., 2005; Sarens and Beelde, 2005; Stewart
and Kent, 2006; Zwaan et al., 2011 and Dabari and Saidin, 2016) concluded that the internal
auditor and the contribution members play an active role in improving ERM implementation
organizations.

Instead of the board of directors, independent board, and risk management committee
does not affect the application of the ERM which indicate each with a value (f=-0.123, t=-1.103,
p>0.10; p=-0.879, t=-0.832, p>0.10; and p=-0.131, t=-0.903, p>0.10). These results show the
board size, the proportion of independent board and the existence of a risk management
committee did not determine an increase in the implementation of ERM. The results of this study
are not consistent with Desender (2007) which states that a large number of board members to
add opportunities to exchange information and expertise to improve the quality of ERM. The
results of this study are also inconsistent with the results of the study (Subramaniam et al., 2009
and Husaini et al., 2013) that companies that have a larger board of directors are more likely to
apply ERM and the positive effect on the implementation of ERM. Likewise, the proportion of
independent board that these results are not consistent with research Beasley (1996) that
companies with a high proportion of independent board tend to be more subject to the risk, the
results also inconsistent with research (Desender and Lafuente, 2009; Kleffner et al, 2003 and
Beasley et al., 2005) showed that the presence of independent board can improve the quality of
supervision over the implementation of risk management. Next the results of this study indicate
that the presence of the RMC does not affect the application of risk management, the result is
also not consistent with the argument Subramaniam et al., (2009) stated that the quality of
internal monitoring of risk management will be better when the risk management committee
(RMC) exist. The results also inconsistent Meizaroh research and Lucynda (2011) and Sanusi et
al. (2017) that the presence of RMC positive effect on ERM.

Meanwhile second model is explored in order to examine the consequences of the
application of the ERM to credit risk (CR), the results explain that ERM implementation has no
effect on NPL (B=0.067, t=0.674, p>0.10), or in other words the implementation of ERM cannot
reduce credit risk in banking companies. These results are not consistent with the research
(Haneef et al., 2012; Lundqgvist and Vilhelmsson, 2016) that the implementation of ERM at a
higher level negatively affects bank credit risk.

The study also examined two variables control the complexity of enterprise (Complx) and
firm size (Size) for a one and two models. In the model the complexity of the positive effect on
the implementation of ERM (B= 0.242, t=2.229, p<0.05). These results indicate that the more
complex a company then increasing attention to implementing ERM. Instead of firm size
negative effect on the implementation of ERM (p=-0.084, t=-5.641, p<0.01). These results
indicate that the bigger the company, the lower the implementation of ERM. this is possible
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because the larger the company the more comprehensive system of supervision and controls that
must be implemented. Along with that, the bank should also pay more attention to the ERM for
the banking business is very vulnerable to the risk.

Furthermore, for the two models of the variable complexity of the company (Complx)
does not affect the credit risk (CR) (B=-0.172, t=-1.257, p>0.10), whereas the size of the
company (Size) a negative effect on credit risk (f=-0.079, t=-4.814, p<0.01). These results
indicate that large companies tend to credit risk (CR) is high. Therefore, banks with large size
should be more focus on credit risk in particular and ERM implementation at the corporate level,
so avoid the problem of bad loans.

CONCLUSION

This study aimed to examine the whether the corporate governance factors (board size,
the proportion of independent board, audit committee, risk management committee and internal
audit) and corporate characteristics factors are the determinant factors of the ERM
implementation. This study also examines the impact of the implementation of ERM on credit
risk interm of Non-Performing Loan. The study found that, audit committees have a positive
effect on the implementation of ERM, which indicates that the existence of an audit committee
can improve ERM implementation in banking companies. The results of the study are consistent
with Alzharani and Aljaaidi (2015) and Abdullah et al. (2017) who concluded that the relatively
large number of audit committees would encourage companies to pay more attention to
supervision in improving ERM implementation. this study also found that the internal audit
function has a positive effect on ERM implementation, which indicates that the better the
internal audit function in the banking industry, the implementation of ERM will increase. These
results are consistent with some previous studies (for example Allegrini and D'Onza, 2003;
Fadzil et al., 2005; Sarens and Beelde, 2005; Stewart and Kent, 2006; Zwaan et al., 2011 and
Dabari and Saidin, 2016) who concluded that an effective internal audit function would
contribute to improving ERM implementation. However, this study found no evidence that board
size, the proportion of independent boards, and risk management committees influence the
implementation of ERM. These results are not consistent with some previous studies (for
example Desender, 2007; Subramaniam et al., 2009 and Husaini et al., 2013) who find that
companies that have a large board of directors tend to be more effective in implementing ERM.
The results of this study are also inconsistent with Desender and Lafuente studies, (2009);
Kleffner et al (2003) and Beasley et al. (2005) found that the presence of an independent board
could improve the quality of supervision in the implementation of ERM. Likewise with the
presence of RMC, the results are also inconsistent with Subramaniam et al. (2009), Lucynda,
(2011), and Sanusi et al. (2017) who concluded that the implementation of ERM would be of
higher quality when the monitoring function by the risk management committee (RMC)
increased. Furthermore, this study failed to prove that the implementation of ERM has an effect
on credit risk (NPL), this result indicates that the implementation of ERM in banking companies
cannot reduce loan problems or credit risk, these results are not consistent with the research of
Haneef et al., (2012); Lundqvist and Vilhelmsson, (2016).
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