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Audit Committees Monitor Control Functions, Risk
Committees Provide Oversight of a Strategic
Function

by John Bugalla, Janice Hackett, Mary Lynn McPherson, Kristina Narvaez

There has been much dis cussion in boardrooms oflate aboutthe s ubjectof riskmanagement.No doubtthes e dis cus
sions hawe been prom pted by SEC Rule 33-9089 and the recently pas s ed Dodd-Frank legislation.From a purely risk
m anagementpers pective,the new SEC requirem entfor dis closure aboutthe board’s role in ris k oversight, which is
applicable to all publicly traded com panies,and the Dodd-Frank requirem entm andating a new board level Risk Com
mittee,whichis applicable to arelatively few com panies,mightnots eem to be related.

Howewer, when considered togethertheyhawe the potential to produce a new m odel for riskmanagement
gowernance. We will briefly explore the prim aryfunction of the auditcom mittee,which is to m onitor the control
functions \s . the riskcom mittee which is to provide owers ightof a strategic function.

To testthis hypothesis,corporate webs ites were s earched to determine how manyFortune 100 com panies had
pos ted both Audit and Ris k Com mittee charters.All 100 com panies hawe an Audit Com mittee Charters ,butonly
twelve als o hawe a s eparate Ris k Com mittee Charter posted on-line.Other com panies mayhawe a board-lewel risk
committee charter,butit was not posted on-line.ln com paring the auditcom miittee charters with the ris k com mittee
charters of the twelwe publicly traded com panies,we noted dis tinctdifferences in the charters’ purpos e,duties ,and
res pons ibilities.As an exam ple,we com pared the Audit Com mittee charter and the Finance and Risk Policy
Committee charter ofGeneral Motors (GM) and noted the key differences.

Audit vs. and Fnance and Risk Policy Committee Charters at GV

“The purpos e ofthe Audit Com mittee is to as sistthe GMBoard of Directors in its oversightof the integrity of GMs
financial s tatem ents,GMs com pliance with legal and regulatoryrequirem ents ,the qualifications and independence of
the external auditors and the perform ance ofGMs internal audits taffand exernal auditors.”

The Finance and Ris k PolicyCom mittee’s m andate complements the Audit Com mittee, butis different. “The purpose
of the Finance and Ris k PolicyCom mittee (the “Com mittee”) ofthe Board of Directors (the “Board”) of General

Motors Com pany(“GM’ or the “Com pany’)in its owersightof the Com panys:(1) financial policies, s trategies and
capital structure and m ake s uch reports and recom mendations to the Board as itdeem s advis able; and (2) ris k

m anagements trategies and policies,including owers eeing m anagementofm arket, creditliquidity and funding ris ks
(“risks™).”

Risk Management of each Committee
Among the Audit Com mittee's responsibilities in the area ofrisk managementinclude:

* “Review management's assessmentoflegal and regulatoryris ks identified in GMs com pliance programs.”
* “Discuss policiesregarding risk assessmentand ris k management. Such dis cussions should include GMs m ajor
financial and accounting ris k expos ure and action taken to mitigate thes e risks.”

Among the Finance and Ris k PolicyCom mittee’s responsibilities in the area ofrisk management:

* “Review with managem entthe Com panys ris k appetite and ris k tolerance,the ways in which riskis measured on
an aggregate, com panywide basis,and the s etting ofaggregate and individual risklimits (quantitative and
qualitative, as appropriate) and the actions taken if thos e lim its are exceeded;

* Review with m anagem entthe categories ofris kthe Com panyfaces,including anyris k concentrations and risk
interrelations hips,as well as the likelihood ofoccurrence and the potential im pactof thos e risks andm itigating
measures."

There are a variety of approaches thata Board can take to administerits risk oversightres ponsibilities.Insome
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cases,the auditcom mittee is the m echanism through which thatowers ightres ponsibilityis being handled.As more



com panies form Ris k Committees, the res ponsibilityfor ris k owvers ightwill undoubtedlys hiftfrom the audit com mittee
or other committees.Each board com mittee has distinctres ponsibilities. While there is clearlys om e owverlap in
committee roles,the control and erification function of an Audit Com mittee differs greatlyfrom the role of a properly

form ed Ris k Com mittee which brings a s trategic perspectiwe to the dis cus sion ofris k.



