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Introduction 

 

Risk Management involves various processes such as identification, analysis, 

evaluation, control of risks etc.  In the process of operation, an organisation faces 

risks associated with its activities such as production, supply of goods or services or 

human resource, environment, etc. In order to mitigate those risks or to control 
those risks associated with the organisation’s affairs or to cope up with them 

companies should have a proper system or procedure in place for risk identification, 

evaluation and mitigation of the same.  

In absence of a proper system, organisations often face arduousness in its growth. 

Considering the crucial role of a risk management system within the organisation in 

its growth and responsible behaviour, it is the responsibility of the Board of 

Directors to understand the company’s corporate strategy along with the risks 

inherent in that strategy. If the Board is responsible for formulating the strategies 

and monitoring execution of the strategy, then the Board must understand that 

whether the risks are being managed efficiently or not. Mere mitigating the risk will 

not help the organisation unless the risk is managed efficiently. Thus, in today’s 

dynamic environment, a company must have proper system of risk management to 

ensure that the company survives successfully in the long run. 
 

Risk Management- the process! 

 

Risk management involves the identifying, assessing, managing, monitoring and 

reviewing the risk. The entire process has been mentioned below: 

 

 

 

  

 

 

 

 

 

Establish the context 

Prioritise risk 

Identify risk 

Analyse Risk Assess risk 

Manage risk 

Monitor and review 
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Since, the responsibility of having a complete 360▪ control and check on the system 

of risk management is a huge task for both decision making and implementation of 
the same, therefore, the responsibility should be vested on a committee rather than 

on board. Further, the board of directors of a company does already have various 

decision making responsibilities of the company, therefore, it is or may not possible 

for the Board to know the day-to day activities taking place in the company at each 

hierarchy level considering the aspects such as size of the company, activities 
undertaken by it etc. Therefore, what the board of directors may do is, constitute 

one or more committee(s) with its members as well as with other members of the 

management, which will facilitate proper decision making and implementing the 

same. 

The board should thereafter considering the structure, culture, hierarchy and 

overall risk profile should delegate the responsibility of risk management to one or 

more such standing committees, unless any statutory requirement is not breached, 

to ensure smooth functioning, proper check and control on the company. However, 

the board should always have a proper system and control over the overall 

functioning of such committees and review periodically their overall performance 

or work. 

Types of committees for risk management  

 

The Companies Act, 2013 (the ‘Act’), subject to certain criteria prescribed 

thereunder, mandates companies to constitute several board committees such as 

Audit Committee, Corporate Social Responsibility Committee, Nomination and 

Remuneration Committee and Stakeholder’s Relationship Committee. Further, 

Clause 49(vi)(c) of the Listing Agreement requires Listed Companies to constitu te a 

Risk Management Committee through its Board of Directors. Although, the Act is 

silent on having a mandatory Risk Management Committee, however, on reading of 

the provisions under Section 134, Schedule IV etc.  it suggests that a company shall 

have to take step for developing and implementing a proper risk management policy 

for identification of elements of risks that may threaten to the existence of the 

company which is also required to be reported in the directors’ report annually. 

Therefore, the board may ensure risk management by delegating the responsibility 

to several other committees on the basis of departmental distinctions such as 

finance, strategy, human resources etc. and accordingly may constitute three type of 

committees:- 
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1. Committee consisting of members from the board only; 

2. Committee consisting of members from the management only; or 

3. Committee consisting of members from board as well as management 

Committees under applicable laws 

 

In order to promote better Corporate Governance, the statutory reforms have 
emphasized on constituting various committees by the companies. Following is the 
table illustrating the committees which are to be constituted by companies 
including NBFCs and its requirement are mentioned below: 
 
Sl. 
No. 

Committees Guidelines Applicability Whether it 
is a 
committee 
of Board? 

1. Asset Liablity 
Management 
Committee 
(ALCO) 

Para 1 of Asset 
Liability 
Management (ALM) 
System for NBFCs –  

Guidelines1 

NBFCs with asset 
base of Rs. 100 cr 
or more & NBFC- D 

No 

2.  Audit 
Committee(AC) 

Para 3 (1)  of NBFC-
CG Directions, 2015 
and Section 177 (1) 
of Companies Act, 
2013 

NBFCs-ND-SI  & 
NBFCs-D 

Yes 

3. Nomination 
Committee(NC) 

Para 3 (2) of   NBFC-
CG Directions, 2015 
and Section 178 (1) 
of Companies Act, 
2013 

NBFCs-ND-SI  & 
NBFCs-D 

Yes 

4. Risk 
Management 
Committee 
(RMC) 
 

Para 3 (3) of   NBFC-
CG Directions, 2015 

NBFCs-ND-SI  & 
NBFCs-D 

Yes 

5. Stakeholders 
Relationship 
Committee 

Section 178(5) of 
Companies Act, 2013 

NBFCs having 
more than 1000 
shareholders, 
debentureholders, 
deposit-holders 

Chairperso
n has to be 
an NED. 
Other 
members 

                                                 
1
 https://rbi.org.in/Scripts/Notificat ionUser.aspx?Id=9775&Mode=0  

https://rbi.org.in/Scripts/NotificationUser.aspx?Id=9775&Mode=0
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and any other 
security holders at 
any time during 
the FY 

can be from 
the 
manageme
nt 

6. Corporate Social 
Responsibility 
(CSR) 
Committee 

Section 135 read 
with Rule 6 of  
Companies 
(Corporate Social 
Responsibility 
Policy) Rules, 2014 

NBFCs with net 
worth of rupees 
five hundred crore 
or more, or 
turnover of rupees 
one thousand 
crore or more or a 
net profit of rupees 
five crore or more 
during any 
financial year 

As per Rule 
5 of 
Companies 
(Corporate 
Social 
Responsibil
ity Policy) 
Rules, 2014 

 

Role of Audit Committee and Risk Management committee: 

 
Though the Audit Committee and Risk Management Committee are two separate 
committees, but they do have some similar functions and responsibility to perform. 
Forming a risk management committee basically ensures that the company has a 
particular set of people who are entrusted with the job of Risk Management and 
control. This facilitates in drawing specific attention of the committee members 
towards the company’s most critical risks and risk management capabilities, which 
otherwise would not have been possible because the boards has several duties to 
perform which would not facilitate such specific attention to risk management. 
 
Therefore, companies should form Risk Management Committee with members 
having requisite knowledge and expertise to provide effective oversight over the 
risks falling within the committee’s scope and relevance. A risk committee fosters an 
integrated, enterprise-wide approach to identifying and managing risk and provides 
an impetus toward improving the quality of risk reporting and monitoring, both for 
management and the board. Thus, by focusing towards the risk faced by the 
company in both intra and inter environment, the company improves the adequacy 
and capability of the company in its operation as well as management.  
 
Further, the function of Audit Committee is to monitor the effectiveness of the 
internal control of the Company, to facilitate the internal audit, and to formulate the 
systems for management of risks, including tax risks, financial risk, etc. and 
discussing significant weaknesses in the internal control system detected in the 
course of the audit with the statutory auditors. Thus, Audit committee also has 
several functions relating to risk management and control. Thus, companies may 
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think of clubbing the committees for the sake of relieving themselves from differe nt 
committee meetings and other related hassles.  
 

Clubbing of Audit Committee and Risk Management 

Committee 

 
Audit Committee is a committee of board and hence, it should have the members 
from the board of directors only. However, Risk Management Committee is not a 
committee of board and therefore, it may have members from board as well as 
management. It is always beneficial to have members from both board as well as 
management because it facilitates proper decision making and implementing such 
decisions. Members from different departments if inducted into the Risk 
Management Committee will help the company in focusing on the overall structure 
of the company. However, few companies may not like to restrict the members to 
the board members only. Therefore, while clubbing the two committees, a company 
must note  

a) the specific need and scope for every committee and degree of dilution of 
focus that may lead from such combination. ; 

b) the need to have two separate committees, one to do the activities and 
another to oversee/ evaluate those. 

c) the requirement of law where it specifically requires the committee to be a 
board committee. 

 

Clubbing of Asset Liability Management Committee (ALCO) 

and Risk Management Committee: 

 
As per Corporate Governance (Reserve Bank) Directions, 2015, NBFC 
companies are required to constitute committees such as Audit Committee, 
Nomination Committee, Risk Management Committee and ALCO Committee. Earlier 
to these directions, ALCO committee was not mandatorily required to be a board 
committee. Ideally ALCO should have members of the Board, CEO as the Chairman of 
the Committee and the Head of Treasury because the concept of constituting this 
committee is to monitor the asset liability gap and strategize action to mitigate the 
risk associated. Thus, it is not practically possible for the Board to look after and 
monitor such functions, involving the members from management will facilitate 
proper monitoring and effective implementation. Though there is the requirement 
of member from management but the 2015 Directions have provided no clarity, 
rather an ambiguity lies with respect to the constitution of the ALCO Committee 
whether the same should be a committee of the board only.  
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Therefore, looking at the similarity in the role of these committees, companies may 
take a view and think of merging ALCO with Risk management committees. 
However, as explained earlier, the same may not be beneficial for the company in 
the long run because it would lead to dilution of focus and will reduce the check and 
control on various matters. 
 

Conclusion 

 
Though clubbing of committees will not lead to breach of law, but the same is not 
advisable because each committee has its own role and importance. Clubbing of 

committees will lead to dilution of focus which will limit the attention of the members on 
specific area rather than their view on “big picture”.  

 
 

Read articles on: 
 

1. http://www.india-
financing.com/images/FAQs_on_exemption_to_private_companies.pdf  

2. http://www.india-

financing.com/images/Articles/Note_on_Independent_director.pdf   
 

Other articles on Act, 2013 at: http://www.india-

financing.com/component/content/article/281.html  
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