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Risk Oversight: Risk Committees Can 
Play a Role, But They Are Not the Whole Story 
BY PETER GLEASON 

I n the wake of the financial melt
down of 2008, and before the 

Dodd-Frank Wall Street Reform and 
Consumer Protection Act was intro
duced, there were rumblings in the 
marketplace calling for all compa
nies to have board-level risk com
mittees. Such calls stemmed from 
the assumption that if corporate 
America had specific committees of 
independent directors to oversee all 
of the company’s risks, the prob
lems that led to the banking crisis 
and the subsequent meltdown of Le
hman Brothers and Bear Stearns 
could have been avoided. The con
cept went so far as to be included in 
early drafts of Dodd-Frank, but the 
act was eventually narrowed to re
quire risk committees only on the 
boards of financial institutions. 

Interestingly, most, if not all, of 
the financial institutions that failed 
during the most recent recession al
ready had risk committees on their 
boards before the crisis, so the re
quirement within Dodd-Frank was 
not earth shattering. However, 
when the National Association of 
Corporate Directors (NACD) exam
ined the board structure and com
mittee responsibilities outside of fi
nancial companies, a much different 
approach came to light. Risk at most 
non-financial companies was over
seen by the audit committee of the 

board prior to the failure, and still 
is. 

NACD believes that the full 
board should approve and oversee 
the risk management policies devel
oped and recommended by manage
ment. Risk oversight by a board risk 
committee—especially one that 
works in isolation from manage
ment and other board committees— 
could weaken both risk manage
ment and risk oversight. 

A risk committee cannot, and 

should not, replace the board’s 

active engagement in risk 

oversight. Active, proper, and 

effective risk oversight requires 

the full board’s attention. 

The 2009 Report of the NACD 
Blue Ribbon Commission on Risk 
Governance states: 

The full board should have primary 
responsibility for risk oversight, with 
the board’s standing committees sup
porting the board by addressing the 
risks inherent in their respective ar
eas of oversight. It is rare that any 
one committee—such as the audit 

Peter Gleason is managing director and chief financial officer of the 
National Association of Corporate Directors (NACD), serves as 
treasurer of the NACD board of directors, and is the chief operating 
officer of the NACD’s Center for Board Leadership. He is a graduate 
of Dartmouth College and has an MBA degree, with concentrations in 
finance and marketing, from Virginia Tech. 

committee or a risk committee— 
would have the time, resources, and 
expertise to oversee the full range of 
risks facing a company. Moreover, 
the critical link between strategy and 
risk points to the need for the full 
board—rather than any one 
committee—to have responsibility for 
risk. 
A risk committee cannot, and 

should not, replace the board’s ac
tive engagement in risk oversight. 
Active, proper, and effective risk 
oversight requires the full board’s 
attention. 

High-Profile Risk Issues 
In a blast of legislation, the 2010 

Dodd-Frank Act mandated that fi
nancial institutions have risk com
mittees. Jumping ahead two years 
to this spring, the Federal Reserve 
Board recently proposed rules to 
put this mandate into place, requir
ing certain financial institutions 
(any publicly traded non-bank fi
nancial company supervised by the 
Board of Governors and any pub
licly traded bank-holding company 
with consolidated assets of $10 bil
lion or more) to establish board-
level risk committees. These com
mittees would be explicitly respon
sible for oversight of the enterprise-
risk management practices of the 
company. 

However, recent events have 
proven that risk requires more 
thought than simply forming a com
mittee dedicated to its oversight. 
While corporate crisis is not a new 
story, several high-profile stories 
have led some to question the cur
rent structures in place to oversee 
risk. In many of these cases, compa
nies have not been able to recognize 
the ultimate level of risk presented 
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in strategies. Especially in large cor
porations with multiple business 
units, it can be difficult to identify the 
total level of risk presented, given 
inter- and intra-business correlations. 

The inability to recognize the in
terconnectivity of risk can skew the 
balance of risk and reward compa
nies believe they have in place. Ab
sent the recognition of interrelation 
within the organization—which can 
amplify the risk presented—the 
board may believe it has established 
an appropriate balance of risk and re
ward based on what the company can 
bear. Factoring in interconnectivities, 
the board may find itself in hot water 
if strategies take a turn for the worse. 

In addition to the required risk 
committees already possessed by 
most large financial institutions, the 
Federal Reserve Board included an 
additional provision: that each com
mittee include at least one risk-
management ‘‘expert.’’ However, the 
given definition of ‘‘risk-management 
expertise’’ was vague at best, ulti

mately lacking a comprehensive ex
planation of acceptable experiences 
and background. 

Each of the board’s key 

committees should play a 

significant role in risk oversight. 

Misperception of Risk Oversight 
This is not the first instance of 

oversight agencies failing to grasp 
the holistic approach that effective 
risk oversight requires. The NYSE 
Corporate Governance Rules, for ex
ample, may cause confusion regard
ing where risk oversight responsibili
ties lie. Although it is explicit that the 
audit committee is not required to be 
the sole body responsible for risk as
sessment, the rules state that ‘‘. . . the 
audit committee must discuss guide

lines and policies to govern the pro
cess by which this is handled. The au
dit committee should discuss the 
company’s major financial risk expo
sures and the steps management has 
taken to monitor and control such 
exposures.’’ 

Given this language, it is not sur
prising that many companies have 
delegated the oversight of risk to the 
audit committee. It is worth noting, 
however, that the rules do not ac
count for risk assessment compre
hensively. In discussing the compa
ny’s financial risk exposures, the au
dit committee may not see the entire 
spectrum of risk presented by all the 
business lines. 

Risks of the Risk Committee 
Despite the prolonged misinter

pretation of the NYSE rule, and the 
NACD recommendation that risk 
oversight be handled at the full board 
level, boards have been increasingly 
adopting risk committees over the 
past four years. See the table below: 

YEAR Risk Committee 
Prevalence (percent) 

Audit Committee 
Assignment of Risk

(percent) 

Full Board 
Assignment of Risk

(percent) 
2008 4.5 67 25 
2009 5.2 58.5 29.8 
2010 9.8 43.1 44.6 
2011 12.5 43.5 38.8 
2012* 13.3 45.6 40.7 
* 2012 data is preliminary. 
Source: NACD Public Company Governance Surveys, 2008–2012 

As illustrated in the chart, risk 
committees have become more 
prevalent over the five-year period, 
the number of full boards assigned 
risk oversight has increased signifi
cantly, and the number of audit com
mittees assigned risk decreased over 
the same period. However, audit 
committees are still leading the cat
egory of where risk oversight is 
housed on most boards. 

The adoption of formal risk com
mittees presents an interesting op
portunity. NACD sees an important 
role for risk committees on boards, 
and given the growth in prevalence in 
a relatively short period of time, their 
responsibilities are still evolving. 
There is no doubt that the right mix 
of independent directors with signifi
cant experience can add to the effec
tive oversight of risk at any company. 
However, each of the board’s key 
committees should play a significant 
role in risk oversight—particularly in 
their respective areas of expertise. 

NACD sees the primary role of a risk 
committee as that of an aggregator 
for the full board, but not the sole 
committee responsible for risk at the 
board level. 

The critical issue is not
 

necessarily the structure that the
 

board employs to oversee risk, but
 

that the board is focused on the
 

entire range of risks and that it is
 

monitoring management’s system
 

of risk identification and controls.
 

Key to its responsibilities are: 
s monitoring all enterprise risks, 

recognizing the responsibilities del

egated to other committees by the 
board; 

s discussing the company’s major 
risk exposures and the steps manage
ment has taken to monitor and con
trol such exposures; 

s periodically reviewing the ac
tivities of the company’s risk man
agement committee and all business 
units, and considering risks that may 
affect the entire company’s viability 
and the steps taken by management 
to manage those risks within accept
able tolerances; and 

s regularly reporting to the board 
about committee activities, issues, 
and related recommendations.1 

Conclusion 
Forming a risk committee is not 

the panacea for all board risk-related 
concerns. The critical issue is not 

1 Report of the NACD Blue Ribbon 
Commission Risk Governance: Balancing 
Risk and Reward, Appendix E, at 34–35. 
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necessarily the structure that the management program, combined	 oversee effectively and that risk 
board employs to oversee risk, but with board level responsibility and an	 needs to be addressed and overseen 

by the full board—it’s a ‘‘team sport.’’ the fact that the board is focused on effective committee system, can help 
However, as boards continue tothe entire range of risks facing the companies identify and monitor the evolve, risk committees can play an 

company and that it is monitoring key risks facing the organization. integral role with the other key com
management’s system of risk identifi- NACD continues to believe that risk mittees in aggregating risk informa
cation and controls. An effective risk is too large for any one committee to	 tion at the board level. 
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