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Why is risk management important?

Risk management must have capability to 

KEEP PACE

New emerging risks are created out of 

CHANGE

What is the role of the Audit Committee?
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A clear structure for accountability: 
Defining the risk “boardrooms”

 
–

 
3-lines of defence

AUDIT COMMITTEE



 

Independently review the adequacy and 
effectiveness of the system of internal control and 
risk management

BOARD



 

Set strategy



 

Identify key strategic and emerging risks



 

Review and approve risk management framework



 

Articulate value and relevance of risk management



 

Sign off on external risk disclosure

RISK 
MANAGEMENT 

RESPONSIBILITY 

EXECUTION OF 
RESPONSIBILITY

EXECUTIVE


 

Discuss, debate and agree strategies for approval by 
the Board



 

Identify risks to strategy execution and performance


 

Prioritise resource to manage key and emerging 
risks



 

Monitor status of key risks and their controls


 

Ensure ongoing improvement in risk controls

Finance, HR, Quality and 
Risk Management

Internal Audit, External 
Audit and other 
independent 
assurance providers



 

An established risk 
and control 
environment



 

Strategic management


 

Policy and procedure 
setting



 

Functional oversight



 

Provide independent 
challenge and 
assurance

B
O

A
R

D

PRACTICAL BOARDROOM 
ACTIVITIES

RISK & CONTROL

RISK & CONTROL

RISK & CONTROL

Are there adequate levels of communication and coordination of oversight activities between the 
Board, the Executive and the Audit Committee?

1st line of defence –
Business operations

2nd line of defence – Oversight functions

3rd line of defence –
Independence assurance
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Illustrative risk management structure: The 3 lines of defence

The creation of an independent group-wide risk management function at the Company/ Group

The Framework



 

Which 
recognises that 
change is 
constant



 

Where risk is 
measured and 
proactively 
managed 
across 
business units



 

Where 
emerging and 
current risks 
are profiled and 
optimised by 
all levels of 
management



 

Accountable 
for meeting 
risk, as well as 
strategic 
objectives

Board of Directors

Audit Committee

Risk Management Committee

Internal Audit

RMU 1 RMU 2 RMU 3

Day-to-day risk management

Risk oversight
2nd line of defence

3rd line of defence

1st line of defence

Option 1 – Report directly to the Board Option 2 – Report to Board through Audit Committee

Option 1

Option 2

RMU – Risk Management unit 

RMU 4

Line management and Employees
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Indications that tell us the risk process isn’t working

1
Executive and business teams 
are not engaged in the risk 
process

•

 

Risk management is mainly a “form filling exercise”.
•

 

No formal risk discussions or postponed
•

 

Risk process is disconnected

2 Focus only on the risk 
assessment process

•

 

Complex process 
•

 

Business teams are slow to adopt
•

 

Little enhanced debate or further quantification

3 Oversight and challenge is not 
robust

•

 

Reporting focuses on risk coverage, rather than action
•

 

Risk assessments, reports or processes rarely change.
•

 

Business owners are not challenged

4
The role of the risk function is 
confused, at best 
misunderstood –

 

at worst 
ignored.

•

 

RM lack authority –

 

no challenge to strategy and key 
investments

•

 

Seen as “consolidators”

 

of information

5 Unclear accountability for risk.
•

 

Risks are not actioned in a timely manner 
•

 

Internal audit seems as the owner instead

6
Assurance is patchy –

 

strong 
for traditional risks; confused 
for emerging risks

•

 

No clear assurance map.  
•

 

Internal audit plans rotate around the same topics.
•

 

Executive teams rely heavily on management self-

 
assurance.

WARNING SIGNSSYMPTOM

PR
O

C
ES

S
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Indications that tell us the content is weak

1
Risk information is produced, 

but not used.
•

 

Strategies, plans, budgets and processes 
do not change as new risks emerge

2
Inconsistent risk data is 
delivered from a number of 
competing risk functions.

•

 

There is no single, accepted risk process 

•

 

Management can not give a single view of 
risk.

3 The risks on the register do not 
reflect business reality. •

 

Risk assessments rarely change.

4
Risk information is not escalated 
to the right person at the right 
time

•

 

Lack of strategic or emerging risks

•

 

Risks are materialising, but were not on 
the risk register

5 Quality VS Quantity
•

 

Risk reports run to many pages

•

 

There is little analysis of risks.

C
O

N
TE

N
T

WARNING SIGNSSYMPTOM

Are you sensitive to these warning signs in your organisation?
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Why is this still happening?

These symptoms tend to exist where…

Can your organisation confirm that this is not the case?

1
Risk and assurance systems have not reacted to changing business models

 and the current economic climate

2
Governance is still ‘fuzzy’

 

–

 

often there is no clear structure for organising roles 
and responsibilities around risk

3 Risk is still stand alone

 

-

 

not incorporated into key management processes

4 The risk function has a low profile

 

and little authority

5 Management are not incentivised to manage risk

6
The business case has not been made

 

-

 

many risk functions still exist to meet 
regulatory compliance alone, rather than developing a risk aware culture.

7
Senior management have received little formal guidance or training

 

on their 
role in risk and assurance

8
There is no single picture of the control environment, and how its 
components interact
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Risk management in the context of the credit crisis / recession

Category Distressed Stressed At Risk Robust

Key indicators 

 

Liquidity is currently tight



 

Credit Insurance cover 
withdrawn



 

Refinancing is overdue 
/stalled



 

No other obvious sources 
of financing



 

Breach banking facilities 
and covenants 



 

Unexpected requests for 
additional funding 



 

Industry is significantly 
impacted



 

Growing concern of cash 
flow and operating 
performance



 

Concerns over meeting 
banking covenants 



 

Refinancing is due in the 
next 6 months 



 

Unlikely be able to shore up 
balance sheet with equity 
injection 



 

Concerns over solvency of 
customers and suppliers 



 

Currently profitable but 
deterioration of 
performance has started or 
is expected



 

Competitive position weak 
but previously masked by 
robust economic 
environment



 

Long term financing in 
place but have some 
concerns over ability to 
meet covenants if 
performance deteriorates



 

Refinancing due in next 6-

 
18 months



 

Leveraged deals done in 
last three years



 

Profitable currently and in 
foreseeable future



 

Strong and stable 
competitive position



 

Cycle defensive industry



 

No cash flow or working 
capital concerns



 

Substantial cash resources 
therefore able act as 
predator in rapid 
acquisitions 



 

Long term financing in 
place 



 

No concerns over 
breaching of covenants in 
the future 

Organisations are likely to find themselves in one of following four categories: 

Current position Stabilisation and 
survival

Maintaining or 
retaining control of 

destiny

Preparing to respond 
to a recessionary 

environment

Seeking to maximise 
competitive 

advantage to exploit 
opportunity

Where will your organisation be, and what does this mean for your risk management priorities? 
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What corporate responses are taking place? 

Every client is unique, but regardless of whether your organisation is distressed, stressed, at risk or 
robust, five themes stand out…which should inform the focus of your different risk discussions

 

in the 
Boardroom

Strategic re-evaluation 


 

Forming a view on the emerging risk scenarios affecting 
strategy and re-evaluating your strategic direction as a result

Balance sheet and 
financing arrangements 



 

Demonstrating a thorough understanding of your risks and 
their robust responses to investors and credit ratings 
agencies 



 

Engaging early to gain access to capital

Robust financial 
forecasting

 and cash management 



 

Stress testing key risk assumptions by proactive, regular 
monitoring of risks to performance and taking corrective 
action and adjusting forecasting early

Cost optimisation 

 

Analysing risk and control information to identify cost 
reduction and productivity improvement opportunities

Governance and 
compliance 



 

Focusing assurance and compliance efforts on the key 
financial and operational processes, their risks and controls 
to maintain resilience

Are your Executive team taking this action?
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The primary role of the Audit Committee: Practical risk 
management activities

Fundamentally the Audit Committee is responsible for reviewing the effectiveness of a company’s 

internal control and risk management systems

In a downturn, the Audit Committee is under increasing amounts of pressure to ensure that they provide sufficient oversight 

and challenge to the organisation's system of internal control and risk management and its ability to react quickly to changing 

circumstances. 

As an Audit Committee member you need:

• A clear view of what constitutes the overall system of internal

 

control, and how assurance should be provided

• An assurance over the core financial and operational processes

• An assurance over the effectiveness of controls in place to manage key business risks

•

 

To be satisfied that the risk management framework in place is fit for purpose, robust and defensible in order to 

be able to respond to new emerging risks 

•

 

Comfort that the assurance framework captures broad indicators of overall performance including Financial and 

Operational Performance, Compliance, Risk and Employee Behaviours in order to be able to arrive at an overall 

opinion of the organisation’s control environment

Does your Audit Committee receive the right training, support and information to deliver on its responsibilities? 
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Audit committee

Discussion points

(With audience response device)
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Risk Ignorant
(“Cowboy”)

Risk Nervous
(“Bureaucrat”)

Risk

Risk Aware
(“Self control on 
entrepreneur”)

Control

1. What is your organisation’s
 

Risk Management Style

1 Risk ignorant

2 Risk Averse

3 Risk nervous

4 Risk aware Risk Averse
(“Mouse”)
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2. At what level of the 3-line of defence that you consider  
most critical in your organisation? 

A. 1st

 

line of defence –

 
Business operations

The first line of defence

 

involves the actual business operations

 

where 
the transactions are entered, executed, valued, and recorded.  Most 
preventive controls are implemented at this level and detective controls 
help to manage control breaks at the transaction level. The first line of 
defence

 

is responsible for the execution of the controls.

3-line of defence needed to function effectively to mitigate emerging risks. 

At what level of the 3-line of defence that you consider critical and need 
improvement? 

C. 3rd

 

–

 

line of defence –

 
Independent assurance 

The third line of defence

 

provides for an independent perspective

 

on the 
overall control framework and tests the adequacy of the controls

 

design 
and effectiveness.

D. All of the above

E.   None of the above

B. 2nd

 

line of defence –

 
Oversight function

The main objective of the second line of defence is to provide oversight of 
the execution of the front-line controls. The second line of defence is 
responsible for monitoring the internal controls that have been designed.
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3. How does your 3rd

 
line of defence

 
measure up?

The internal audit function plays an important roles in assisting the AC as the 3rd

 

line 
of defence. 

Are you satisfied with the performance of the internal audit?

1. Satisfactory

2. Need improvement

3. Not satisfactory

4. Not really sure
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4. Over the next year, which of the following areas will be 
your main priority for investment in internal audit function

1. People (skills and training)

2. Technology

3. Data (risks and controls portfolio)

4. People (head count)

The internal audit function may need to be enhanced to meet the skill sets and 
competency required to effectively fulfilling their responsibilities.

Which are the areas below the internal audit function need to be

 

invested?



16
© 2009 KPMG Phoomchai Business Advisory Ltd., a Thai limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International, a Swiss cooperative.  

All rights reserved.  Printed in Thailand. 

5. The shifting focus of risk and assurance 

Risk area Assurance sought

1. Cost reduction issues Has the audit plan been refocused to review areas most affected by cost 
reduction?

2. Strategic change management Is the strategic planning process robust and agile?  Does it incorporate 
sufficient scenario analysis?

3. International operations To what extent are standardised processes now in place?
Have growth assumptions been revised?

4. Supply chain & 3rd

 

party 
relationships

Have we reviewed the supply chain for flexibility and capacity?

Is the vendor selection process under review?  Are vendors reviewed more 
frequently?  Is quality being maintained?

5. HR risks Have we reviewed processes for retaining most talented staff? Have critical 
individuals been identified?

6. Liquidity, financing and credit Is the organisation well prepared for difficult refinancing conversations?  Are 
these taking place early enough?

7. Fraud management Is our fraud risk assessment up to date?  What about 3rd

 

parties?

8. Compliance with standards and 
regulations Are we ready for greater local regulation? What does FCPA mean for us?

9. Corporate Social Responsibility Is the CSR process still in place given other priorities?

The areas over which Boards and Audit Committees seek assurance are also changing…
What are the areas your organisation most concern and require to

 

be refocused:

Source: ADR Audit Plan Hotspots 2009; KPMG
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6. What steps do you believe are most necessary to instil
 

a 
more robust “risk culture”

 
in your organisation?

1. Stronger “tone from the top”

2. Greater authority of the risk function

3. Clearer line of communication between risk function and business

 units

4. A common language and understanding of risk

5. Stronger incentive that reward management of risk

6. Clearer reporting lines and procedures to escalate concerns



18
© 2009 KPMG Phoomchai Business Advisory Ltd., a Thai limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International, a Swiss cooperative.  

All rights reserved.  Printed in Thailand. 

7. Does risk
 

management creates value and provides 
practical approach to better manage your organisation?

1. Yes

2. Some what

3. No

4. Not sure

Risk management framework provide the important link in the integration of 
Governance, Risk and Compliance of an organisation. 

In your experience and knowledge, does the risk management of your 
organisation creates the values that you expected?
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8. How concerned are you on the quality of information 
received for AC to perform it’s function

1. Very concerned 

2. Concerned

3. Somewhat concerned

4. Not concerned

How concerned are you that the AC’s

 

ability to function effectively is

hampered by the quality, timeliness, and credibility of the information it receives?
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Questions & Answers



21
© 2009 KPMG Phoomchai Business Advisory Ltd., a Thai limited liability company and a member firm of the KPMG network of independent member firms affiliated with KPMG International, a Swiss cooperative.  

All rights reserved.  Printed in Thailand. 

Yaovaluk Likitwattananurak
Executive Director, Advisory

KPMG Phoomchai Business Advisory Ltd.

Tel  : +66 2677 2676
Fax : +66 2677 2222
Email: yaovaluk@kpmg.co.th

The information contained herein presentation is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide 
accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act 
on such information without appropriate professional advice after a thorough examination of the particular situation.

Thank you
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