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An approach of evaluating the investment
risk management in insurance and its impact on
audit quality: A field study
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Thesis Title

An approach of evaluating the investment risk management in insurance and
its impact on audit quality: A field study

Abstract

The objective of this study is to propose an introduction based on the integration of
one of the financial performance measures a measure of economic value added and one
of the multidimensional methods the method of measuring the balanced performance,
which is done using the analytic hierarchy process approach. There are two sub-
objectives that fall under the main goal of this study and can be summarized as follows;
Assessing investment risk management and identifying their impact on the quality of
internal audit by developing a set of performance indicators and measures to determine
the priority for the factors of relative importance.

The study concluded that the investment risk management process is an effective
proactive plan that plays an important role in analyzing the challenges faced by the
insurance companies, as well as taking into consideration the future risks and the
possibilities associated with them which in turn works to prevent recurrence. In addition,
the proposed approach worked on closing the gap presented in the literature review.

This is done by using appropriate performance measures, in order to identify the main
factor among others under study.

The study recommended the application of the proposed approach due to its
dependence on financial and non-financial measures. This approach can be considered
as a sophisticated approach because it measures the performance of the company by
focusing on the factors and Perspectives that add value to the insurance companies.

key words: Investment risk management,Balanced performance method, economic
value added, the analytic hierarchy process.




General Framework of the Study

Introduction

The insurance sector is considered one of the economic units that are
exposed to many risks and affect its performance, considering that the
primary objective of this sector is to provide investors with guarantees of
their investments against the risks to the activities of the sector's projects.
Therefore, insurance companies seek to carry out high risk operations for
Achieving high rates of profitability, which requires identifying and
measuring and then assessing those risks, which is undoubtedly one of the
technical problems faced by these companies.

This increases the size of the challenges faced by insurance companies,
which requires them to find ways and means to meet and monitor these
challenges and risks and to take the necessary measures to reduce their
impact and minimize the losses caused by them. And the effectiveness of
investment risk management in order to present proposals and solutions?
Hence, the need to pay attention to the risk management process in
general, which is one of the basic elements of corporate governance and
investment risk in particular, has posed a new challenge to one of its main
tasks: to assess the effectiveness of its role, which is an important focal
point.

Accordingly, the risk management of the insurance companies is able to
confront and deter the risks and challenges that threaten the stability and
sustainability of the company in order to identify the risk that surrounds
or is likely to occur. The existence of an effective program contributes to
achieving the management objectives regarding the future plans of the
insurance companies , Represents a need to identify areas of
improvement and make recommendations and propose ways to resolve
obstacles that hinder or limit the functioning of its work.

The evaluation of the effectiveness of investment risk management is one
of the vital topics that are subject to the continuous development of what
Is of great importance to the internal auditor, and a key role for these
companies, through which it is possible to determine the dimensions on



which to examine and verify and identify activities and processes that
need special focus By the internal auditor.

The Statement of the Problem

The Egyptian environment witnessed a state of political instability
which reflected heavily on government institutions in general and the
regulatory ones in particular. The successive decline of the foreign
exchange reserves led to weak supervision and high risks surrounding the
Egyptian economy, which resulted in many negative effects and
increasing financial irregularities in companies The public sector,
including the insurance companies, at the level of the Arab Republic of
Egypt.

In recent years, investment rates have declined significantly due to
poor supervision and reflected on the quality of financial reports and
reports, which has lost confidence and credibility. This has caused
investors to fear exposure to unaccounted risk. This has significantly
affected their investment orientations. To minimize or minimize risks in
an effort to restore confidence in their work by investors or stakeholders.
The risks faced by insurance companies as a result of the structural
change in the surrounding environment and the associated economic
changes, the development of mechanisms and the accompanying
technical complications made it necessary for there to be new control and
management measurement methods, through which the internal audit role
can be developed to evaluate the management of investment risks

In the reform of the financial system of insurance companies, which
supports the achievement of effective control and result in financial
reports devoid of distortions.

Therefore, the problem of the study is that there is no future vision
integrated in the managements of Misr Insurance and Misr for life
insurance in the Arab Republic of Egypt on the application of the
proposed approach through the integration of the method of economic
value added measurement and the method of measuring balanced
performance using the method of pyramid analysis to develop the role of
internal audit and reduce the risk of investments And then managed.



This problem has been verified by:

The field study conducted by the researcher on selected sample by
decision makers with experience in insurance companies on the
application of the proposed approach using the method of hormonal
analysis in the integration of the method of the measure of economic
value added and the method of measuring balanced performance in
order to assess the management of investment risk.

Which raises many questions about the nature and work of managing
the risks of investments in insurance companies and their impact on the
quality of internal audit in finding solutions in such crises and problems?
What role can investment risk management play in enhancing the
confidence of third parties and providing investors with guarantees?

Based on the above, it is possible to formulate the problem of study
in the following questions:

1. Is it possible to provide an input to assess investment risk management
and determine its impact on internal audit quality?

2. Does the portal develop from the role of internal auditing by applying
it to insurance companies in the Arab Republic of Egypt?

3. Does the comprehensive model of integration between the value-
added-value method and the balanced performance measurement method
using the hierarchical analysis method to gain the valuation process have
a special ability to reduce risks in general and investment risks in
particular?

4.Are financial and non-financial measures appropriate as comprehensive
assessment tools?

5. Has the use of non-financial indicators, together with financial
indicators, had a positive effect on achieving the objectives of investors
and shareholders?



The Hypotheses of the Study

In view of the nature of the study problem, the following hypotheses
can be formulated:

The first hypothesis:"There is no significant effect of statistical
significance between the development of the role of internal audit and
evaluation of risk management of investments in insurance companies in
the Arab Republic of Egypt."”

The second hypothesis:"The use of the analytical method of analysis in
the integration of the measure of economic value added and the method
of measuring balanced performance does not lead to the development of
the role of internal audit to assess investment risk management.”

Objective of the Study

The objective of this study is to provide a suggested approach through
which the role of internal audit can be developed to assess the
management of investment risk to identify and measure the most
Important types of risks that can be exposed to insurance companies. This
main objective can be achieved through:

* The integration of the value-added-value-metric method and the method
of measuring balanced performance through the use of financial and non-
financial measures.

* Use a hierarchical analysis method to rank strategic performance
measures to prioritize factors of relative importance.

The Importance of the Study

The importance of the study can be divided into two parts as follows:
First:Scientific importance

The importance of research stems from the modernity of the subject
which is dealt with as one of the most important topics that is raised at the
local or international level. Therefore, it represents a scientific addition at
the intellectual level as a relatively recent field in Egypt. The research is



in addition to previous research in the same field. Most of which were
limited to valuation from a financial and economic perspective without an
accounting perspective.

Second: Practical importance

The importance of this study is through presenting recommendations and
proposing suitable performance measures that are capable of identifying
the most important obstacles that limit the functioning of the insurance
companies. It is also an addition required to achieve a clear vision and
vision in order to expand the creation of the control ideas and their
development and to clarify the achievement of the strategic objectives.
The backbone of insurance companies' performance and performance
assessment.

From the above it can be said that:

1 - There should be an assessment of the management of investment risk
in terms of efficiency and effectiveness and then recognize the impact on
the quality of internal audit as a set of indicators derived from the
measures of performance both financial and non-financial.

2. Identify and evaluate the risks that may be exposed to the company by
using the method of pyramid analysis through the performance measure
index to identify weaknesses in the development of internal audit role.

Limitation of the Study

The study did not address the following:

A- Risk assessment in general in insurance companies. However, the
study was limited to providing an introduction to the development of the
strategic role of internal auditing in assessing the risk management of
Investments in insurance companies through the integration of the method
of economic value added measurement and the method of measuring
balanced performance using pyramid analysis.

B- Exposure to how the risk value is calculated in insurance policies and
subject to the actuarial calculation in life insurance.

C-The study was limited to evaluating risk management associated with
investments only.



D-The impact of evaluating the risk management of investments in
insurance companies on the external audit and the focus on internal
auditing as one of the tasks required under the principles and mechanisms
of corporate governance.

E-The study did not address the IFRS 4 standard because it is not subject
to accounting procedures for investment risks and how to measure them.
Insurance contracts are also accounted for in different ways between the
companies or the company itself, so investors find it difficult to measure
and analyze sensitivity.

Methodology of the study:

The researcher used the scientific methods in order to obtain the best
methods and methods in developing the role of internal audit to evaluate
the management of investment risks, namely:

Theoretical:The  combination of the following approaches:
1. Inductive Methodology: The researcher followed the inductive method
in order to review the aspects of the problem. The study is based on the
study of references, articles, published researches and periodicals related
to the subject of the study.

2. Comparative approach: To compare the contributions of other studies
related to the subject of the study to find out the findings and how to
benefit from them and to reach the problem of study and resolution.

3. The deductive approach: in which the researcher relied on logical
reasoning to logically connect between the two variables by developing
the role of internal audit to evaluate the management of investment risk.
Application: Application in Egyptian Insurance Companies.

Study plan

The study included the following:

The general framework of the study.

The First Chapter: Analysis of the most important previous studies
The Second Chapter: Risk Analysis of Investments and their Methods
of Management in Insurance Companies.

e The first topic: The first topic: the risks and classification of
investments.



e The second topic: Management of the risks of investments in
insurance companies.

The Third Chapter: Quality of Internal Audit in the Context of
Corporate Governance in Relation to the Proposed Approach to
Assessing Investment Risk Management.
e The first topic: The nature of internal auditing within the
framework of corporate governance mechanisms.
e The second topic: the proposed approach to develop the role of
internal audit to assess the management of investment risk in
Insurance companies.

The Four Chapter: Field Study.
Second: Results
a. The results of the theoretical study

The study reached a number of results, the most important of which are:

1. It is clear from the first chapter related to the analysis of previous
studies:

First: Studies on the management of investment risk: The lack of
companies in general to establish a rational basis in the application of risk
management, and therefore faced many risks, the most important risks
related to investments, so they must have a strategic perspective through
the development of a proactive plan effective from It is necessary to
determine the risks and take into account the necessary measures and to
follow strict control and management methods to manage these risks and
protect them. Therefore, they must manage the risks efficiently in order to
maintain them by developing indicators and data that help to identify and
measure them.

Second: The internal audit studies: Internal audit plays an important role
in ensuring the survival and continuity of companies by establishing an
internal audit plan based on evaluating and improving risk management
processes, ensuring their efficiency and effectiveness and testing
compliance with laws, regulations and policies. The risks to these
companies.

2. The second chapter on the analysis of the risks of investments and the



methods of managing them in the insurance companies is as follows:
First. The nature and analysis of investment risk policies and the
challenges faced by insurance companies in practice, due to lack of
investment policies, and the lack of commitment of officials to the plans
established, and there are no procedures or laws to help to measure or
control these risks within these companies so requires investment policy
structure Risk management.

Second, the risk management of investments is a new subject that has
been taken care of by many bodies, scientific committees and academic
studies to research and study these risks effectively in line with the
economic developments. It is also one of the most important issues that
should be of interest to the decision makers because they have an impact
on stability. Financial and economic, as it is especially an effective
proactive plan plays an important role in analyzing the challenges faced
by insurance companies before and taking into account the future risks
and prospects associated with them and work to prevent their recurrence,
and thus represent the management of investment risks approach
Management and scientific approach that helps in dealing with the risks
faced by companies in general and insurance companies in particular.
Despite the multiplicity of views on the definition of investment risk
management, no uniform definition has been agreed because of
differences of views.

3.The third chapter on the quality of internal audit within the framework
of corporate governance shows that:

First, the aim of the risk management process is to have a clear vision
and strategy for the employees of the insurance companies to assess risk
and hedge against them and minimize them through periodic examination
of risk identification and hence emerged the role of internal audit, the
internal audit is one of the most important departments of insurance
companies, The internal audit plays a key role in strengthening the
responsibilities of the parties to governance (Audit Committee, Board of
Directors, Auditor, etc.). The internal audit also plays an important role in
ensuring the survival and sustainability of companies. It represents the
first pillar of risk management, which is the entrance to internal audit
based on risk, through the advisory role of examining, evaluating and
reporting on the efficiency and effectiveness of risk management
processes.



Second: Addressing the proposed approach to evaluate investment risk
management. Mathematical and statistical models:

The indicators, measures and methods of measuring and evaluating the
performance of insurance companies and the identification of risks
associated with investment policies should be included in the indicators
and measures. The indicators should include the financial and non-
financial aspects. To identify priority factors by integrating both financial
and non-financial performance measures through the integration of the
value-added metric method and the balanced performance measurement
method using hierarchical analysis, The hierarchical method of analysis is
one of the quantitative methods that helps experienced decision makers to
provide a composite performance indicator (relative weight) in order to
prioritize the factors according to their relative importance. Therefore, it
Is considered one of the most appropriate methods For making and
making decisions.

B. Results of field study
The study reached a number of results, the most important of which are:

1. There is a significant statistical effect between the development of the
role of internal audit and evaluation of risk management of investments in
insurance companies in the Arab Republic of Egypt.

2. The use of the pyramid analysis method in the integration of the EEI
and the balanced performance measurement method will lead to the
development of the role of internal audit to assess investment risk
management.

3. The order of measurements of the main factors, sub-variables and
alternatives according to the relative importance of the priority factors,
which is achieved by the method of hierarchical analysis to reach the
general goal of the study. The study after the field study to arrange the
most priority to the lowest priority is as follows:

First: Ranking the parameters of the main factors
*Measurement of investment risk

» Practical and scientific qualification of the internal auditor

K



* The role of internal audit management in investment risk management

* A database of investment risks is available and updated regularly
Second: the order of measurements of the sub-factors for the main factors
«Safety of the company's credit rating

* Ensure that the rules of governance are applied

* Promote and understand the culture of understanding the application of
Investment risk management to customers

* Diversity in investment portfolios
* Responding to customer demands

* Develop a measurement and control methodology for each type of
investment risk

* The availability of different methods for documenting audit evidence
that assists the auditor in presenting reports, whether statistical or non-
statistical

* Evaluate and analyze investment risk management systems on a regular
basis

* Availability of trained personnel to deal with customers
* Forecasts of fluctuations in return on investment
* Timely response to investment risks

» The existence of scientific studies to determine the effects of economic
changes on the returns of investments.

Third: the arrangement of alternatives

* Develop the current role of internal audit in assessing investment risk
management.



e Maintain the current role of internal audit in the assessment of
investment risk management.

* Not relying on the current role of internal audit in assessing investment
risk management.

* Develop an alternative role for internal audit in assessing investment
risk management.

4. Stability and reliability of the questionnaire list by means of the
consistency index as it ranged from (008.0 - 08.0), the index of these
values is acceptable.

5. Analysis of the sensitivity of application of the proposed input results:
Using both the sensitivity analysis and the performance sensitivity
analysis to apply the sensitivity test of the model by applying the sub-
factors of each key factor to order the relative importance of each of the
proposed alternatives.

Second: Recommendations

1.Enhancing and understanding the culture of understanding the
application of investment risk management to all levels of management of
insurance companies in order to identify the methods of measurement of
investment risks and how to use them, which helps to adjust the course of
the investment process in the face of risks, under uncertain regulatory,
competitive and market conditions.

2.Establishing a database of investment risks that helps predict future
risks that may affect the safety of these companies' performance.

3.Adopting and implementing mechanisms and measures through
appropriate tools to determine the extent to which insurance companies
are affected by volatile market conditions through periodic examination,
early detection of risks and the development of corrective measures.

4.Use global models after volunteering to the local environment to
identify and document risks as information for risk management and
assessment.

5.Develop the mechanisms of the economic units in general and
especially the insurance companies to overcome the technical



complications associated with the risks and to ensure continuity in the
face of intense competition.

6.Develop a mechanism to develop the role of internal audit
commensurate with its leadership role in governance.

7.The internal auditors recognize the importance of their role in the risk
management process and require interaction between them and the parties
to governance.

8.Applying the proposed approach to the adoption of financial and non-
financial standards, showing a sophisticated approach to measuring the
performance of the company, focusing on the factors and dimensions that
add value to the insurance companies.

9.Develop a method to measure the quality of the economic situation and
organizational factors that include aspects (financial and non-financial)
that affect the risk management of companies.

10. Evaluate the results of the actual application of the proposed entry
and rectify the negative effects.

11. The insurance companies must have an integrated vision on the
implementation of the proposed portal periodically and be updated from
time to time with the aim of developing it to keep pace with the changes
at the level of the company and the level of awareness and culture of its
employees.

12. Conduct more applications on the integration of the two methods
using the process of hierarchical analysis and show its implications on the
value of insurance companies.

13. Adopting policies and procedures through which to improve the
performance of insurance companies and activate their role to push
forward economic development in the light of an integrated program with
a clear vision.

14. The application of insurance companies to integrate between the two
methods using the method of hierarchical analysis and guidance in the
selection, differentiation and evaluation.



Third:Future Studies

1. Establishing a database of investment risks that helps predict future
risks that may affect the safety of these companies' performance.

2. Enhance and understand the culture of understanding the application of
investment risk management to all levels of management of insurance
companies in order to identify the methods of measurement of investment
risks and how to use them, which helps to adjust the course of the
investment process in the face of risks, under conditions of regulatory and
competitive and market uncertain.

3. Conducting future research on the risk management process and how to
control it and make investment and financial decisions in the light of
strict control and management systems that ensure that insurance
companies can identify risks accurately and thus achieve their objectives
better.

4. Further studies on the integration of the methods of measuring the
balanced performance and measurement of economic value added using
the process of analysis of the pyramid and show its implications on the
value of insurance companies.



