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Good corporate governance requires that

companies adopt a methodical approach to

risk management which:

* protects the interests of their stakeholders

« ensures that the Board of Directors
discharges its duties to direct strategy, build
value and monitor performance of the
organisation

* ensures that management controls are in
place and are performing adequately

The arrangements for the formal reporting
of risk management should be clearly stated
and be available to the stakeholders.

The formal reporting should address:

* the control methods - particularly
management responsibilities for risk
management

e the processes used to identify risks and
how they are addressed by the risk
management systems

* the primary control systems in place to
manage significant risks

* the monitoring and review system in place

Any significant deficiencies uncovered by

the system, or in the system itself, should

be reported together with the steps taken
to deal with them.

C7. Risk Treatment

)

Risk treatment is the process of selecting
and implementing measures to modify the
risk. Risk treatment includes as its major
element, risk control/mitigation, but
extends further to, for example, risk
avoidance, risk transfer, risk financing, etc.

NOTE: In this standard, risk financing

refers to the mechanisms (eg insurance

programmes) for funding the financial

consequences of risk. Risk financing is not

generally considered to be the provision of

funds to meet the cost of implementing risk

treatment (as defined by ISO/IEC Guide

73; see page 17).

Any system of risk treatment should

provide as a minimum:

» effective and efficient operation of the
organisation

e effective internal controls

* compliance with laws and regulations.
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The risk analysis process assists the effective
and efficient operation of the organisation
by identifying those risks which require
attention by management. They will need
to prioritise risk control actions in terms of
their potential to benefit the organisation.

Effectiveness of internal control is the
degree to which the risk will either be
eliminated or reduced by the proposed
control measures.

Cost effectiveness of internal control relates
to the cost of implementing the control
compared to the risk reduction benefits
expected.

The proposed controls need to be
measured in terms of potential economic
effect if no action is taken versus the cost
of the proposed action(s) and invariably
require more detailed information and
assumptions than are immediately
available.
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