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Companies have become much more risk conscious and their management and oversight
more risk-driven. Not surprisingly, the audit committee’s time commitment in this respect has
increased substantially over the last few years. A thorough review of the effectiveness of the
audit committee’s review process deserves a dedicated place on its agenda.
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Audit committee oversight essentials …
Reviewing the effectiveness of internal control and risk
management systems is an essential part of the board’s
responsibility but the review work is often delegated to
the audit committee. The audit committee’s precise role
in the review process will depend upon factors such as
the size and composition of the board; the scale and
complexity of the company’s operations, and the nature
of the significant risks the company faces.
A company’s risk management and internal control
system should be designed to effectively manage the
risks that threaten the achievement of the company’s
objectives. To this end, a company needs to (1) identify
its objectives and assess the risks that threaten the
achievement of those objectives, (2) design internal
controls and strategies to manage/mitigate those risks
and (3) monitor the controls and strategies to help
ensure that they are operating effectively.
The audit committee should review the process by
which the company’s significant risks are identified and
ensure that the board is fully apprised of the significant
risks facing the business. It is important to ensure that
the risk identification process:
x

has a sufficiently broad perspective – external risks
such as macroeconomic risks as well as internal
risks such as weak controls.

x

Is dynamic – the importance of giving due
consideration to both those risks “flying under the
radar” and early warning indicators.

x

extends sufficiently far into the future – including
consideration of various risk scenarios and “whatif’s”.

When assessing the company’s risk processes, the
audit committee should help ensure that proper
consideration is given to the underlying gross risks (i.e.
before any form of control or mitigation) and not merely
to the net risks (i.e. after controls have been exercised).
For each identified risk, a value judgment must be made
as to the impact it would have and the likelihood of the
risk occurring. It is particularly important to consider the
reputational impact as well as the direct financial or
operational impact (The effect on a company’s
reputation may have a far greater cost than the
perceived initial impact).
Internal controls should be used to maintain the risks
facing the company within the defined risk tolerance
levels set by the board, bearing cost-benefit
considerations in mind. The audit committee should be
satisfied that proper control policies, procedures and
activities have been established and are operating as
intended.
Successful risk management requires the right tone set
at the top of the company – the board and audit
committee should send out a clear message that risk
and control responsibilities must be taken seriously.
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decision making? Who prepares this information?

-

Is the company’s risk management policy clearly
articulated and communicated throughout the
Contact
Us
company?
Roger Tay
Irving Low
Partner, Head of Audit
Partner, Head of Advisory
www.kpmg.com/globalaci
T:
+65 6213 3388
T: +65 6213 2071
E: rtay@kpmg.com.sg
E: irvinglow@kpmg.com.sg

Emilie Williams
Director, Risk Consulting
T: +65 6411 8007
E: emiliewilliams@kpmg.com.sg

KPMG Services Pte Ltd
16 Rafﬂes Quay
#22-00 Hong Leong Building
Singapore 048581
T: +65 6213 3388 F: +65 6225 0940

The information contained herein 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.

www.kpmg.com/globalaci

© 2018
KPMG LLP,
a UK limited
partnership
andand
a member
firm of the
KPMG network
of independent
member
firms
affiliated
The
information
contained
hereinliability
is of a general
nature
is not intended
to address
the circumstances
of any
particular
individual
or with
entity.
KPMG International
Cooperative
a Swiss entity.
Printed
in the
United Kingdom.
Theas
KPMG
Although
we endeavor
to provide(“KPMG
accurateInternational”),
and timely information,
there All
canrights
be noreserved.
guarantee
that such
information
is accurate
of thename
date
and
logo are registered
trademarks
or be
trademarks
International.
Designed
bysuch
CREATE
| December
2017
| CRT89155
it
is received
or that it will
continue to
accurate of
in KPMG
the future.
No one should
act on
information
without
appropriate
professional
advice after a thorough examination of the particular situation.
© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. Printed in the United Kingdom. The KPMG name
and logo are registered trademarks or trademarks of KPMG International. Designed by CREATE | December 2017 | CRT89155

