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Purpose: The purpose of the study is to contribute to the knowledge on the use of risk
management and especially ERM in different context. More specifically the aim is to find
what similarities and differences there are in the use of ERM between public and private
sector, as well as to find what variations there are within each sector.

Methodology: The method used during this multiple case study, is an inductive approach
with a qualitative strategy. Documents from two private organizations and two public
organizations have been reviewed, as well as semi-structured interviews conducted with

employees in each organization.

Theoretical perspectives: For the theoretical perspective framework, the legitimacy theory,
stakeholder theory, levers of control and management control systems package has been used.
The practical framework mainly consists of internal control and its framework as well as

enterprise risk management and its framework.

Empirical foundation: The empirical foundation consists of documents and interviews. The
results have then been presented in accordance to sector and has further been divided into
themes for an accessible overview.

Conclusions: An indication was found that despite different conditions and stakeholders, all
respondents work with risk management. Further indication show that the definition of ERM
is most likely not crucial. Even though the municipalities have several documents clarifying

the responsibility of internal control but the responsibility might not be as clear in reality.
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1. Introduction

This chapter starts with introducing Enterprise Risk Management and presenting previous
research on the topic within the private as well as the public sector. Thereafter a
problematization is formalized which then narrows down to the purpose. Limitations and
finally a short description of the thesis will follow.

1.1 Background

In order to get a deep understanding of an organization and how to control it, managements
and boards try to predict the future and map their surroundings. Both public and private
sector organizations have their internal control regulated in the Swedish law. The
organizations need to adjust their internal control to The Swedish Local Government Act
respectively The Swedish Companies Act (Munck, 2014). Furthermore, World Economic
Forum (2016, p. 8) states that “Risks are becoming more imminent and have wide-ranging
impact”. Meaning that the demand for enterprise risk management (ERM) is not only
increasing in the private sector, but continually growing in the public sector (PWC, 2015).
The public sector have been influenced by private sector management styles the last decades,
which New Public Management (NPM) is an example of (Lapsley, 2009). As a result, the
public sector needs to apply private sector management tools and their accounting norms

(Hood, 1995). This includes tools for internal control.

The leading organization within internal control and ERM is COSO. COSO stands for
Committee of Sponsoring Organizations of the Tradeway Commission (McNally, 2013). It is
a private-voluntary organization with an aim of improving the performance and governance
of organizations’ via internal control, ERM and fraud deterrence. They have been publishing
frameworks regarding these subjects since 1992 (McNally). COSO was originally founded in
1985 as a sponsor to the National Commission on Fraudulent Financial Reporting (COSO,
2004). Their objective was to study the factors that could lead to fraudulent behaviour and to

come with recommendations to public companies and their auditors.



1.2 Previous Research

1.2.1 The Rise of ERM

Bromiley et al. (2015) state that when it regards risk, finance and accounting research has
highlighted “tools that apply only to risk with well-defined statistical properties.” (p. 625).
Further, it is claimed that the discussions in risk management has not been prioritized. They
mention that the academic research seldom is published in management journals, thus they

interpret it as if the ERM is still being developed.

According to Dickinson (2001), risk management has been part of decision-making since
1940’s. Though the corporate concept of ERM did not appear until the mid-1990°s. Dickinson
states that ERM has two purposes, where the first is to widen the scope of corporate
governance, as a reaction to scandals and failures that could have been prevented. The second
reason for existing, is due to increasing importance of shareholder value models concerning
strategic planning. Furthermore, Dickinson mention that the more comprehensive approach
of risk management appeared from a wider management thinking. This is supported by
Bromiley et al. (2015), who suggest that ERM includes all the risks of an organization and
deal with them extensively instead of one by one. They continue by stating that organizations
previously have handled risks separately. Which was due to different divisions in the

organization focusing on different parts of risk.

Dickinson (2001) continues by defining enterprise risk as “the extent to which the outcomes
from the corporate strategy of a company may differ from those specified in its corporate
objectives, or the extent to which they fail to meet these objectives” (2001, p. 361). He states
that internal and external factors can affect a company’s outcomes and differentiate from its

intended goals. Some of these factors can thus be interpreted as risks.

1.2.2 ERM in the Public Sector

Knutsson et al. (2008) state that the public sector is a large sector in Sweden and most of the
activities occur in the municipalities. The municipalities deal a lot with regulated activities

and also activities that add to the public interest. Furthermore, it is stated that the competence



and efficiency of adapting to new management methods is of importance for the public
sector. Lapsley (2009) as well as Courpasson and Reed (2004) mention that public sector
organizations get a lot of influence from the private sector. Risk management is one of the
latest trends to arrive within the public sector in the U.K., according to Lapsley. Although,
risk management is also being mentioned as an abuse. Further, Lapsley considers risk
management to be a strategy only implemented to improve the reputation of the public sector.
Palermo (2014) claims that risk management in the public sector can lead to lowering
insurance premiums and cost of borrowing. This could be considered as a way of improving
reputation, as previously mentioned. Lapsley continues by stating that risk management can
appear neutral and impartial to the public managers in their strive for balance between risk

avoidance and being entrepreneurial.

1.3 Problematization

Bromiley et al. (2015) summarize definitions of ERM from academic journals as well as from
standard setting organizations, rating agencies etc. as a means to highlight the need for a
single definition of the ERM concept. Lapsley (2009) argues that public sector is a large part
of society and that more tools from the private sector is being implemented. However, the
research on the use of the tools of risk management is still limited, according to Bromiley et
al. (2015). Thus, making it interesting to investigate the variations in how risk management is

used within the different sectors.

1.4 Purpose

The purpose of the study is to contribute to the knowledge on the use of risk management and
especially ERM in different contexts. More specifically the aim is to find:
1. What similarities and differences are there in the use of ERM between public and
private sector?
2. What variations are there in the use of ERM within the public sector respective within

the private sector?



1.5 Limitations

The focus of the study will be on risk management and ERM, while some consideration will
be taken to the use of internal control in the organizations. The narrow selection of only
choosing two private organizations and two public organizations will give the thesis an

indication that can be developed in future research.



2. Methodology

The methodology being used in this thesis is an inductive method with a qualitative direction.
The study has been performed with the help of a multiple case study, which means that the
foundation consists of interviews and documents from the chosen organizations. Finally, the
ethical problems of the study will be mentioned.

2.1 Research Approach

Bryman and Bell (2015) mention that through a development process when collecting data,
inductive theories and concepts are gathered. This mean that the new findings is
complementing the base of theories that already exists. Bryman and Bell furthermore state
that the inductive method is often, but not always, used in combination with a qualitative
research strategy. Additionally, it is mentioned that there exists three different types of
methods within the inductive strategy. Theory-testing research, inductive case research and
interpretive research (Bryman & Bell, 2015). The theory-testing research is based on
developing hypothesis from previous research. The hypothesis is later confirmed or
unconfirmed. Inductive case research is based on developing theory using qualitative data.
The point of this method is to be able to test theories. Finally, the interpretive research bases
its research on qualitative data too, though the theory is not developed in the same way as the
inductive case research strategy. Instead, a dialogical process is performed between theory
and empirical phenomenon. Which means that the result will not be explanatory or come with
theoretical suggestions. The approach chosen for this thesis is the interpretive research
method. Reviewing documents and conducting interviews have laid the foundation for the

dialogical process.

An alternative to the inductive method is the deductive method, which means that the result
of the study is based on hypothesis, according Bryman and Bell (2015). The reason for not
choosing the deductive method is due to the perception that the inductive method, and more

specifically the interpretive research, would fit the purpose of the thesis better.
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2.2 Research Strategy

According to Bryman and Bell (2015), a study can have two directions. Either the
quantitative or the qualitative direction. A qualitative study, is not focusing on statistical
connections but rather on substance (Alvehus, 2013). This kind of study can be conducted by

interviews, observations or focus groups (Bryman & Bell, 2015).

The other direction mentioned, a quantitative study means that the authors conduct surveys,
structured interviews or observations (Bryman & Bell, 2015). Thus, having a large selection
of respondents to help answering the research question. This also means that the answer will
be wider and more generalizable. The aim of this thesis is to go in deep and narrow into the

research question, which is why the qualitative research strategy has been chosen.

Though, Bryman and Bell (2015) present some criticism of qualitative research. They argue
that it can be viewed as too subjective, difficult to replicate, problems of generalization and
lack of transparency. The issue of replication is reduced by publishing the interview guides.
The problem of generalization is excluded, since the results only should be seen as an
indicator and not to be representative for the entire population. Additionally, the lack of
transparency is decreased by presenting an extensive explanation of how the sampling was

made and why.

2.3 Multiple Case Study

A multiple case study method can be used when there is a need for understanding complex
social events (Yin & Nilsson, 2007). This method is commonly applied when questions
regarding “how” or “why” needs to be answered. The purpose of the method is to contribute

with knowledge about organizational, individual and social factors among others.

A normal question regarding case studies is if it is possible to make generalizations based on
one case, according to Yin and Nilsson (2007). Furthermore, Yin and Nilsson claim it is
possible to compare case studies to experiments, due to the same course of action in the two

methods. Thus, making it possible to make generalizations based on a case study. It is

11



moreover mentioned that multiple case studies can be performed during a shorter time period,
though the method has been criticized for not showing exact results. Also, it is stated that the

most common way of collecting information for a case study is by conducting interviews.

The case study is performed on two municipalities and two companies and only conducted
under a short period of time. The documents that are being reviewed is the latest version of
their financial statement. Furthermore, documents, also most recent version, containing
internal control or risk management as well as the websites have been inspected. The reason
for only examining the most recent version of the documents, is that focus has not been put
on the change within the organizations from year to year, but rather on similarities and

differences between the organizations.

2.3.1 Sample

There are two types of sampling presented by Bryman and Bell (2015); probability sampling
and purposive sampling. Probability sampling defines a sample selected by a random
selection method, where each unit in a population has a chance of being selected. In contrast,
purposive sampling is a non-probability type of sampling, where the sampling is collected in
a strategic way. Bryman and Bell describe two criteria that can be used when choosing the
method of sampling. Firstly, if it is important to generalize the results to a wider population,
probability sampling is preferred according to Bryman and Bell. In order to generalize the
result, the sample have to be representative of the total population (Bryman & Bell, 2013).
Secondly, if the research questions gives an indication that a certain category should be

sampled, the purposive sampling is most likely used (Bryman & Bell, 2015).

However, the purpose of this thesis is not to make a general contribution of how ERM is used
throughout the public and private sector, but instead to give indicators of how it ought to be.
Furthermore, the research questions gives an indication of that both the actors in the public
and private sector, working with ERM, should be investigated. As a result, purposive
sampling was used. More specifically, generic purposive sampling was used, which implied
that the researcher defined criteria that needed to be fulfilled, in order to answer the research

questions. Following of, identifying appropriate cases and selecting a sample based on those

12



criteria (Bryman & Bell, 2015). The size of the sample was dependent on the required
amount of comparisons between groups within the sample. Because of the chosen strategy,
two municipalities and two companies have been selected, which enabled cross comparison

as well as in depth study of their documents.

Recently a study by Hékansson, Jakobsson and Lundin (2015) was published. These authors
investigated all municipalities in Scania and developed a table. They specified how well
developed the municipalities work with risk management was. The selection of this thesis is
based upon the results from Hakansson, Jakobsson and Lundin (2015). The municipalities
working with risk management and not solely internal control, was further reviewed through
their annual reports, websites and other documents. Municipality 1 and 2 were perceived to
publish the most information about risk management and were therefore chosen and

contacted.

The study was delimited to only consider large organizations, since they are most likely to
have a high focus on ERM. Regarding their location, it was narrowed to Scania, due to
convenience. The selection of private organization started with visiting the website
allabolag.se, to view companies located in Scania and showing them according to their
turnover. Thereafter, the annual reports and websites was searched to see who used COSO
and risk management in the reports. Finally, the Companies 1 and 2 were selected and

contacted.

2.3.2 Interviews

Bryman and Bell (2015) state that the main types of interview in qualitative studies are
unstructured interviews and semi-structured interviews. During an unstructured interview, the
researcher solely relies on some notes, to help cover a certain set of topics. In comparison, the
researcher prepare a fairly specific list of questions and topics to cover, referred to as

interview guide, before a semi-structured interview.

Bryman and Bell (2015) argue that a semi-structured interview should be used when the

researcher has a fairly clear focus on what to investigate in the beginning of the research.
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Moreover, this method is also to prefer during a multiple case study research, since it enables
cross-case comparability and was therefore used. However, the interview guide was
somewhat individualized to each organization, based on their published documents.
According to Yin (2014) it is of importance to be adaptive when conducting interviews. He
furthermore states that interviews seldom end up exactly the way they were planned. The
respondents were given the questions in advance, allowing them to prepare their answers as
well as contact other employees for more information. Moreover, this might have increased

the comfortability of the respondents.

2.3.3 Respondents

The respondents from the organizations were chosen by the organizations themselves. After
initial contact was taken, a recommendation was given on the most appropriate person or
persons to interview. This recommendation was based on a description on the subject of the
thesis. Although, in Municipality 1, there was some confusion regarding who should answer
the interview questions. This lead to several persons recommending someone else as a

respondent for the study.

The respondent from Company 1 is working as the manager of Accounting and Taxes. In
Company 2, the respondent is working as the manager for internal control and is a member of
the company’s ERM board. In Municipality 1, one respondent is working as a security
strategist and the other respondent work as an administrator. The final respondent, from
Municipality 2, is a CFO. The difference of work chores among the respondents can of
course be reflected in the answers given. Though, since all of the respondents are considered

experts in the areas, by their employees, the selection should be considered valid.

Two of the interviews were performed on location, one on the phone and the final one via
Skype without camera. This means that different impressions were given both by the
respondents as well as the researchers. All of the interviews were performed by both
researchers in order to support and ask follow up questions when needed. The duration of the

interviews varied, the shortest took 24 minutes and the longest took an hour.
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Respondents | Title Date Time spent on | How interview

interview was performed

Company 1 Manager of 19 April 2016 | 39 minutes Skype
Accounting and

Taxes

Company 2 Manager of 2 May 2016 24 minutes Phone
internal control
and member of

ERM board

Municipality 1 | Security 22 April 2016 | 60 minutes On location
strategist and

administrator

Municipality 2 | CFO 28 April 2016 | 32 minutes On location

Table 1: Conduction of interviews

2.3.4 Interview Guide

Bryman and Bell (2015) state that an interview guide is less advanced than a structured
interview schedule. They claim that it can be compared to a short list of areas to cover during
the interview. This is presented as an accepted way of conducting semi-structured interviews.
Moreover, the point of an interview guide is to let the respondents know in what direction the

interview is heading.

It is advised by Bryman and Bell (2015) to start the interview with introducing questions.
Therefore each interview began with questions regarding the respondent's background and
their current tasks. Thereafter the questions in the interview guide were asked. However,
following up questions as well as interpreting questions were asked between the prepared

questions. This in order to develop the answers or continue on an interesting subject.

The empirical result as well as the analysis and discussion have been based on themes when

presented. The themes that have been chosen are: Definition of ERM, Framework, Who
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works with ERM, The work of ERM, Impacts. All the themes are based on the questions
asked during the interviews (Appendix). These areas were chosen in order to give an

overview of the work within risk management.

2.3.5 Documents

The document that have been reviewed and analyzed have been found on the companies and
municipalities websites. In some cases, more documents have been received from the
respondents in order to complement the information already found. In all the cases, the
financial statement have been analyzed and this information have been the foundation of the
selection of municipalities and companies. Additional documents containing information
about risk management have been included, since not all respondents publishes the main part

of the risk management in their financial statements.

2.4 Method Criticism

2.4.1 Reliability

Reliability includes how well the members of the research team agree of what they observe
(Bryman & Bell, 2015). The reliability has been increased by recording all interviews and
transcribing each interview. Thus, allowing the researchers to go through the material several
times, in order to receive and present a fair view of what was said. Additionally, the
documents was first investigated alone by each researcher and then discussed. This has

permitted the researchers to receive an opinion of their own, before discussing and analyzing.

2.4.2. Replicability

The replicability of a study is the degree to which the study can be replicated (Bryman &
Bell, 2015). They argue that it is difficult to achieve in a qualitative study, since it is
impossible to freeze a social setting. Nonetheless, by publishing the interview guide
(Appendix) it improves the ability to replicate the study. Although, since semi-structured
interviews have been used it was only the basic questions that have been presented and not

the ones that were asked spontaneous during the interviews. Further, an extensive description
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of the sample made was presented. However, since all the organizations were anonymous, it
makes it impossible to use the same respondents in another study performed by different
researchers. The researchers were allowed to name the municipalities, which was disregarded

in order to remain consistent throughout the study.

2.4.3 Validity

Internal validity describe how good matching there is between researchers’ observations and
the theoretical ideas they develop (Bryman & Bell, 2015). In comparison, external validity
concern whether the study’s results can be generalized or not. Nevertheless, since purposive
sampling has been used, it has been impossible to generalize the results to the entire
population. Instead, the study has given an indication of how ERM is being used in different

contexts.

Another limitation of the study is inconsistency concerning the interviews. The best way
would be if all interviews had been conducted the same way. But since leaving the decision
up to the respondent, whether the interview should be conducted via phone, Skype or in
person, it was not up to the researchers. The reason for letting the respondents decide how the
interview should be conducted was to make the respondents feel comfortable and that the
researchers were showing compliance. Further, letting the organizations themselves decide
whom to interview, could be discussed whether or not it was a wise decision. Having
flexibility when wanting someone else to spend time on you when conducting interviews
could be of advantage. Though, it lead to interviewing respondents within different work

areas, which could have had an effect on the result.
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3. Theoretical Perspectives

This chapter introduces the theories that will be applied to the result later on in the thesis.
Legitimacy theory, stakeholder theory, levers of control and management control systems
package are all being mentioned.

3.1 Legitimacy Theory

Throughout this thesis the definition of legitimacy will be “a generalised perception or
assumption that the actions of an entity are desirable, proper, or appropriate within some
socially constructed system of norms, values, beliefs, and definitions.” (Suchman, 1995, p.
574). According to Deegan and Unerman (2011) the legitimacy theory claims that
organizations try to secure that they are perceived as operating in accordance with the limits
and norms of their societies on a regular basis. These limits and norms of the society forms a
social contract with the organization, which becomes the foundation of the theory. Moreover,
it is stated that these social contracts consists of several terms and conditions that are more or

less explicit.

Deegan and Unerman (2011) furthermore mention that as a way of gaining and maintaining
legitimacy, different strategies will be performed by the organization. These strategies may
include taking steps like controlling or working in collaboration with other parties, that are
perceived as legitimate (with the intention that the legitimacy of the party will be transferred

to the organization in question) alternatively, by using target disclosures.

When the social contract is not perceived as fulfilled, the term legitimacy gap is being used
by Deegan and Unerman (2011). Sethi (1978) mentions that a legitimacy gap can be created
by the difference between how the organization perform and the expectations that society
have on the organization. Though, it is important to have in mind that these expectations
change over time. If the organization does not adapt after the expectations, legitimacy and the
life of the organization can be lost. Sethi (1977, mentioned in Deegan & Unerman, 2011) also
mentions another way to create a legitimacy gap, that is by releasing information about an

organization that previously was not known to the public.
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3.2 Stakeholder Theory

Freeman and Reed (1983, p. 91) defines a stakeholder as “Any identifiable group or
individual who can affect the achievement of an organisation’s objectives, or is affected by
the achievement of an organisation’s objectives”. This definition will be used through the

thesis.

Deegan and Unerman (2011) claim that the aim of the stakeholder theory is to show how an
organization interacts with their stakeholders. It is divided in two categories, ethical and
positive branch, where the ethical branch refers to the moral and normative perspectives and
the positive branch refers to the managerial perspective. The ethical branch argues for the
right of the stakeholders to be treated reasonably by the organization. The positive branch on
the other hand is about the problems regarding stakeholder power and how that power affects
the ability to force the organization to act in accordance to expectations of the stakeholders

(Deegan & Unerman, 2011).

Clarkson (1995) divide up the stakeholders even more. He mentions primary stakeholders as
the stakeholder whose participation the organization needs for its survival. The secondary
stakeholder is the participator that is involved in the organization but is not crucial for
survival. Thus, according to this perception the primary stakeholder is the one that

management has to take the most consideration to.

Deegan and Unerman (2011) continue with explaining that in the descriptive positive branch
of the stakeholder theory, the organization is part of a more extensive social system. They
furthermore state that this branch takes consideration to many different stakeholder groups
within the society. This could be interpreted as something that municipalities need to do
continually since the society is considered to be the largest stakeholder. Moreover, Deegan
and Unerman mention that these stakeholder groups will try to impact the decisions made in
the organization. They continue by stating that it is impossible for the organization to respond
to all its stakeholders, thus have to limit the responses to those assumed to be the most

influential. Furthermore, it is mentioned that public sector is more likely to act in accordance
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to the environmentalists (Neu, Warsame & Pedwell, 1998). The private sector on the other

hand, is found more likely to act in accordance to the financial stakeholders.
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Figure 1: Stakeholder map (Freeman, 1984)

According to Knutsson et al. (2006), the stakeholders of a municipality can be identified as
the government, citizens, politicians and constituents, producers, customers, employers and
employees, companies, trade associations, media and collective activities among others. They
furthermore state that when the amount of stakeholders increase, the strength and number of
wills to take consideration to increase in turn. It is claimed that this can affect the
municipality and cause insecurity and unclear directions in achieving organization's targets.
Moreover, Knutsson et al. mention that diverse stakeholder groups affect the parts of a
municipality in different ways, thus leading towards a variety of prioritization within the

organization.
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Figure 2: Examples of a municipality’s stakeholders (own model)

3.3 Levers of Control

Simon’s (2000) framework of four levers of control consist of; diagnostic control systems,
interactive control systems, belief systems and boundary systems. Diagnostic control systems
are defined as the formal information systems managers use when measuring and monitoring
the organizational outcomes. After comparing the actual outcome to the budgets and
performance goals, corrective actions is taken based on the deviations. This enable the
managers to improve the inputs and processes and lessen deviations in the future. According
to Simon, diagnostic control systems is used to implement the strategy efficiently and to
preserve scarce management attention. In comparison, the interactive control systems focuses
on the strategic uncertainties of the organization (Simon). This formal information system,
helps managers to be more involved in the subordinates’ decisions as well as making them

focus on the major strategic issues (Romney & Steinbart, 2015).

In order for organizations to ensure that the employees engage in the expected activities,
managers must develop a strong set of core values (Simon, 2000). He claims that the
communication of core values can be handled informally within small organizations,
compared to larger organizations where this is accomplished by formal belief systems. Belief

systems define how the organization creates value, encourage the employees to understand
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the management’s vision, communicates the core value of the company and influence the
employees to follow (Romney & Steinbart, 2015). In addition, boundary systems needs to be
established in order to communicate what risks to avoid, based on the business strategy
(Simon, 2000). Furthermore, boundary systems encourage employees to act ethically,
creatively solving problems and meeting customer needs. However, they should still meet
minimum levels of performance, avoid off-limit activities and be careful to not damage the

company’s reputation (Romney & Steinbart, 2015).

3.4 Management Control Systems Package

Malmi and Brown (2008, p. 290-291) define management control as “management controls
include all the devices and systems managers use to ensure that the behaviours and decisions
of their employees are consistent with the organisation’s objectives and strategies, but
exclude pure decision-support systems. Any system, such as budgeting or a strategy
scorecard can be categorised as a MCS”, which is consistent with the view of Management

Control Systems (MCS) in this thesis.

The framework of MSC consists of five types of controls; planning, cybernetic, reward &
compensation, administrative and cultural controls (Malmi & Brown, 2008). The planning
controls can be both short-term and long-term. The action planning is where actions and
goals are established for the nearest future, usually within one year and it has tactical focus.
Whereas, the more strategic focus lies within the long-range planning, where actions and
goals are established for a longer period. Cybernetic controls, is where performance is
quantified, measured and compared to standards. The information is then analyzed and the
system modified. The components of cybernetic controls is budgets, financial measures, non-
financial measures and hybrids, which contains both financial and non-financial measures.
The third element, reward & compensation controls, focuses on motivating and increasing the
performance of the organizational members (Bonner & Sprinkle, 2002). Bonner and Sprinkle
present how the effort of the employees increase by attaching incentives and rewards to

controls.
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Administrative control systems is where the employee’s behaviour is directed by organizing
individuals and groups, monitoring, specifying codes of conduct and lastly to whom the
employee should be held accountable for its behaviour (Malmi & Brown, 2008). They
include three groups of administrative controls; organization design & structure, governance
structure within the firm and the procedures & policies. Organizational design can help to
establish certain kind of contact and relationship. Additionally, organizational structure helps
controlling by reducing the inconsistency of behaviour and thereby make it easier to predict
(Flamholtz, 1983). Governance is the formal guidelines of authority and accountability. The
governance includes the structure and composition of the board and other management teams
(Abernethy & Chua, 1996). The final element, cultural controls, consist of; symbol-based
controls, value-based controls and clan controls (Malmi & Brown, 2008). Value-based
controls is similar to Simon’s (2000) belief systems. Symbol-based controls relates to the
visual expressions an organization creates, for instance dress codes and buildings, in order to
develop a certain culture (Shein, 1997). It was Ouchi (1979) who developed the concept of
clan control, which means that organization controls is reached by developing values and

beliefs through rituals and ceremonies.

3.5 Chapter Summary

Within the legitimacy theory it is claimed that organizations’ strive after achieving status and
confirmation from society (Deegan & Unerman, 2011). A mean of achieving this status is by
operating according to social contracts, which states limits and norms the organization must
follow. Deegan and Unerman continue by claiming that organizations also seek approval
from its stakeholders. Though, the private and public sector stakeholders differ from each
other, some stakeholders are shared. An example of a shared stakeholder can be the
government, but also the society, employees or anyone who has an interest in the organization

and its success.

Simon (2000) on the other hand presents four controlling systems. The first to control
measures and monitor outcomes. The next control system involves managers in employees’
decision-making. The third is emphasizing communication within the organization and the

last control is about acting in accordance with company’s guidelines. Malmi and Brown’s
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(2008) control package follow up on the topic with five controls; planning, cybernetic,
reward & compensation, administrative and cultural control. These controls can be seen as
directions for employees, on how to live up to employers’ demands of what and how an

employee should be acting like, and how the organization should be seen by others.
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4. Practical framework

The practical framework introduces the internal control, its framework as well as enterprise
risk management and its framework. These frameworks are both created by COSO and they
are the foundation of the thesis. Some differences between them and some critique towards
ERM will also be presented. The chapter will end with ERM in public organizations.

4.1 Internal Control

COSO (2013, p. 3) define internal control as “a process, effected by an entity’s board of
directors, management, and other personnel, designed to provide reasonable assurance
regarding the achievement of objectives relating to operations, reporting, and compliance”.
Internal control can be of three different types; preventive controls, detective controls and
corrective controls (Romney & Steinbart, 2015). Preventive controls discovers problems
before they occur. Contradictory, detective controls identifies problems that have not yet been
prevented. Finally, corrective controls both discover and correct problems and recover from

the subsequent errors (Romney & Steinbart).

4.1.1 The Internal Control - Integrated Framework

COSO released a framework for internal control (IC) in 1992, which was updated in 2013
due to changing environment. Globalization, the pace and complexity in rules as well as
changing business models all contributed to the update in the framework, according to
McNally (2013). It is also stated that nowadays there are higher expectations on risk

management as well as detecting and preventing fraud from the perspective of stakeholders.

The IC Framework consists of five components that are of great importance for the
framework: control environment, risk assessment, control activities, information &
communication and finally monitoring activities (McNally, 2013). The purpose of these

components are to relieve the identification, monitoring and balance of the risks.

Additionally, the Framework have 17 principles according to Romney and Steinbart (2015).

They also mention that the IC Framework contributes with more specific and exact directions
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on how to apply the Framework and the documentation of it. In the control environment of
the IC Framework, there are five underlying principles, the risk assessment contains of four
principles, control activities and information & communication each have three principles

and the monitoring activities have the final two principles (McNally, 2013).
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Figure 3: Internal Control - Integrated Framework (COSO, 2013)

4.2 Enterprise Risk Management

Frigo and Anderson (2011, p. 5) define ERM, just like COSO, 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 the risk appetite, to provide reasonable assurance regarding the

achievement of entity objectives.”

Romney and Steinbart (2015) mention some principles that is the foundation of ERM. These
principles states that (p. 221):
- “Companies are formed to create value for their owners.
- Management must decide how much uncertainty it will accept as it creates value.
- Uncertainty results in risk, which is the possibility that something negatively affects the
company s ability to create or preserve value.
- Uncertainty results in opportunity, which is the possibility that something positively
affects the company s ability to create or preserve value.

- The ERM Framework can manage uncertainty as well as create and preserve value.”
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4.2.1 Enterprise Risk Management - Integrated Framework

Some years after the release of the IC Framework in 1992, COSO found that there did not
exist a common foundation for managements and boards to evaluate risk management
(COSO, 2004). This lead to developing the ERM Framework, with an aim to create a
benchmarking method for the organizations. This Framework focuses on how to identify
risks, threats and opportunities to improve stakeholder value. Faris et al. (2013) state that the
ERM Framework can contribute with operational and strategic advantages in the complex

world that organizations operate in today.

The ERM Framework model consists of three dimensions according to Romney and Steinbart
(2015). The first dimension is the risk and control elements, the second represents the four
objectives and lastly the company and its subunits. The dimension of risk and control
elements contain the dimension of internal environment, objective setting, event
identification, risk assessment, risk response, control activities, information &

communication and finally, monitoring.

The internal environment is about the company’s culture, how is assesses and responds to
risk, according to Romney and Steinbart (2015). The second component, the objective
setting, is about visions, what is hoped to be achieved. Thirdly, the event identification
includes both events with positive and negative impacts and it represents uncertainty. Risk
assessment & risk response is the fourth component, which is based on the objective setting.
It is stated that risks can be acknowledged in four ways; reducing, accepting, sharing or
avoiding. The fifth component, control activities, is about procedures and policies.
Information & communication have the purpose of collecting, interpreting and
communicating information that concerns the organization. Finally, the monitoring, which

should be evaluated and adapted regularly, whenever needed.
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Figure 4: Enterprise Risk Management - Integrated Framework (Frigo & Anderson, 2011)

4.3 Differences Between the Frameworks

Even though the IC Framework and the ERM Framework can be perceived as similar,
Romney and Steinbart (2015) mention that the ERM Framework and the IC Framework have
some differences between them. The primary difference is that the ERM Framework have a
risk-based approach and the IC Framework is control-based. Besides from the obvious
change from five dimensions (IC Framework) to eight dimensions (ERM Framework), the
ERM Framework is claimed, by Romney and Steinbart, to be more flexible. This flexibility is

claimed to lead towards more relevance in the organization’s current objectives.

Romney and Steinbart (2015) furthermore claim that one of the advantages with the ERM
Framework is its risk acknowledgement. Acceptance, avoidance, diversification of, sharing
and transferring as well as controlling the risk is acknowledged by the ERM Framework.

Which means that the model is more extensive in including perspectives.

4.4 ERM Critique

ERM has gotten some critique from Bromiley et al. (2015), who amongst other things have
mentioned that the empirical literature on ERM has been slow to address concepts of the core
practitioners. This means that some of the terms used within ERM has not yet been properly

defined. Furthermore, they mention that research has not yet made it possible to draw
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conclusions about how efficient ERM actually is nor has it properly investigated differences
that occur inter-firm. Bromiley et al. also critique the extensive focus that research previously

had on a micro approach regarding risk management.

Another critique that ERM has gotten is presented by Power (2009), who suggests that risk
management provides a false sense of security. Power furthermore claims that risk
management have limitations as a platform for institutional re-building and that managers
need to understand this issue. Moreover, COSO’s ERM has also gotten critique about not
including stakeholders’ objectives and influence into account when calculating risks (Marks,
2011). Marks also mentions that the risks identified are mostly internal risks, even though

external factors are voiced.

4.5 ERM in Public Sector

Baldry (1998) describes that organizations within the public sector have a wide mix of
stakeholders, and are thereby target for multiple influences and expectations from several
internal and external parties. Further, he argues that the competence and motivations of these
stakeholders can improve the risk perception, by widening the perception of risk
identification, and thereby improving the risk management. Additionally, the interests of the

various stakeholders might differ remarkably, resulting in conflict.

Hofmann (2010) reports that differences in ERM are not dependent on whether it is within
public or private sector, but instead rooted in the nature of the entity or industry. Instead the
ERM-process are the same within both public and private organizations. However, Hofmann
presents that the risk context, as well as the risk content, differs between public and private
sector, which might affect how ERM is implemented. For instance, in the private sector ERM
is about survival, protecting value and giving competitive advantage. In comparison, ERM in

public sector organizations includes protection of citizens and the infrastructure.
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4.6 Chapter Summary

COSO released an IC Framework in 1992, which was updated in 2013, due to the
globalization, complexity of rules and changing business models. The framework consists of
five components namely: control environment, risk assessment, control activities,
information & communication and finally monitoring activities. Further, COSO developed
the ERM Framework in 2004 in order to create a benchmarking method for organizations. It
consists of three dimensions; firstly risk and control elements, secondly it includes four
objectives and lastly the dimension of internal environment, objective setting, event
identification, risk assessment, risk response, control activities, information &
communication and monitoring. The main difference between these two frameworks is that
the ERM Framework have a risk-based approach and the IC Framework have a control-based

approach.

The critique against ERM includes lack of properly defined terms, it provides a false sense of
security, it does not include the stakeholder and its efficiency has not yet been identified. It is
reported that differences in ERM is not dependent on the sector, but instead the industry or
entity. Further, organizations in the public sector have a wide mix of stakeholders and thereby
receives influences and expectations from several parties. Baldry (1998) describes that this

can have a positive effect on the identification of risks. However, it can also create conflicts.
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5. Empirical Foundation

The empirical foundation presents the results from the interviews as well as from the
documents that have been studied. The chapter starts with the results from the private sector,
dividing the answers in themes. The public sector’s answers follow the same layout.

5.1 Private Sector

5.1.1 About the Companies

Company 1 was founded in late 19th century and is based in Sweden but work globally with
production. They have offices in 18 countries and their vision is to improve the safety and
traffic environment. Also, they employ more than 2 000 individuals and have a turnover

around SEK 4.8 bn. The company has been listed on Nasdaq Stockholm since late 1980’s.

The second respondent, Company 2, was founded in early 20th century in Sweden and is a
production company. It employs about 16 000 individuals around the world and operate in 40
countries. Their vision is to be the first choice of their customers in their market segments by
creating value with their high-performance solutions. The turnover for the group is around

SEK 25 bn and it got listed on Nasdaq Stockholm late in 1980’s.

5.1.2 Definition of ERM

In the annual report Company 1 defines internal control as “a process that is regulated by the
Board of Directors and the Audit Committee and performed by the President and Group
Management” (2015, p. 76). In addition, the interviewee stated that ERM is a natural part of
the organization and is mainly about identifying, monitoring and balancing the existing risks

and then making choices based on the risk assessment.
Company 2 explains that ERM is a process of managing risks within the Group. Moreover,

they say that “this is not something new and it has existed for a long period, even though it

might not always have been referred to as ERM . In their annual report they declared that the
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ability of identifying, evaluating, managing and monitoring risks are of importance to the

management.

5.1.3 Framework

The COSO Framework has been used by both companies for a long period. Initially, the IC
Framework from 1992 was used. However, when the version of 2013 was published,
Company 1 thought that there was a reason behind this, since the conditions and environment
have changed extensively. As a consequence, both companies implemented the version of
2013. All the groundwork and preparation of the transition to IC Framework 2013 were done
by Company 1 itself. Nonetheless, external consultants have held workshops in order to
stimulate a dialog and give input. In terms of Company 2, they view that the practical work of
risk management have not drastically changed, since the integration of the updated
Framework. However, they mention in their annual report that they have a well-developed

ERM