Financial reporting council risk guidance

Financial reporting council guidance on risk management. What are financial reporting risks.
The UK Corporate Governance Code makes the board responsible for determining the nature and extent of the significant risks it is willing to take in achieving its strategic objectives. Boards are also required to maintain sound risk management and internal control systems and have to review their effectiveness at least annually and report on that
review in their annual report. The Sharman Inquiry’s 2012 Final Report into going concern and liquidity risks identified lessons for companies and auditors in this area. As a result, both the 2016 UK Corporate Governance Code and the 2018 UK Corporate Governance Code state that directors must state whether, taking account of the company’s
current position and principal risks, they have a reasonable expectation that the company will be able to continue in operation and meet its liabilities as they fall due, drawing attention to any qualifications or assumptions as necessary. Directors are also required in their annual and half-yearly financial statements to state whether they considered it
appropriate to adopt the going concern basis of accounting in preparing them, and identify any material uncertainties to the company’s ability to continue to do so over a period of at least twelve months from the date of approval of the financial statements. The FRC’s 2014 Guidance for directors on risk management, internal control and related
financial and business reporting sets out best practice in relation to internal control for UK listed companies and assists them in applying these requirements of the 2016 and 2018 UK Corporate Governance Codes. Separate guidance for bank directors providing background information explaining the context of solvency and liquidity risk assessments
for banks has also been produced by the FRC. Financial Reporting Review Panel/Financial Reporting Council Sharman Inquiry Final report and recommendation of the Sharman Panel of Inquiry “Going concern and liquidity risks - Lessons for companies and auditors” - June 2012 Preliminary report and recommendations of the Sharman Panel of
Inquiry “Going concern and liquidity risks - Lessons for companies and auditors” - November 2011 Other guidance For companies applying the UK Corporate Governance Code, the current guidance in respect of internal control and risk management is the Financial Reporting Council (FRC)'s publication Guidance on Risk Management, Internal
Control and Related Financial and Business Reporting (link to FRC website). This document serves as a reference for boards, prompting them to consider how they effectively manage risk within their business and ensuring a sound monitoring of internal controls, while also highlighting related reporting responsibilities in respect of these areas, such
as principal risk disclosures, internal control statements and the longer term viability statement. This has been echoed by the changes in the 2018 UK Corporate Governance Code, which calls for boards to carry out a robust assessment of the company’s emerging risks as well as principal risks. For companies complying with US requirements to
report on internal controls over financial reporting, the Guidance is a suitable framework as noted by the US Securities and Exchange Commission (SEC). Possible attestation over internal controls over financial reporting In December 2019, Sir Donald Brydon’s report of the independent review into the quality and effectiveness of audit proposed a
signed attestation by the CEO and CFO to the Board that an evaluation of the effectiveness of the company’s internal controls over financial reporting had been completed and whether or not they were effective. This was the subject of consultation as part of the BEIS White Paper, 'Restoring trust in audit and corporate governance', during 2021 and
feedback from the government is expected in early 2022. Guidance for non-Code companies For those companies not applying the UK Corporate Governance Code, the FRC, in April 2016, issued non-mandatory guidance on the going concern basis of accounting and reporting on solvency and liquidity risks. Small and micro companies have been
scoped out of the guidance but may find parts of it to be a useful in making their going concern assessment. The Financial Reporting Council (FRC) has upped the risk management standards expected of companies and their board members, opening up significant opportunities for risk professionals. Those that can apply risk management thinking in
a systematic way to tactics and business strategy will be most successful.According to the FRC, “ultimate responsibility” for risk management should lie with the board of directors. While risk managers will continue to take care of day-to-day risk responsibilities, the FRC has said that it is up to the board to ensure that the appropriate policies are in
place, that board understanding of risk is high, that risks are maintained within tolerable levels, and that risk mitigation is appropriate. We wholeheartedly support that message. Every so often the corporate world is rocked by a high-profile crisis – or even failure. Whether it is the collapse of Northern Rock, Independent Insurance or Enron, or the
Deepwater Horizon disaster at BP, the reasons may at first seem diverse and unique to the individual circumstances of the company.But research carried out by Cass Business School for Airmic has shown that there are common underlying causes to corporate failure – and all too often the problems emanate from an inadequate grasp of risk at the very
top of the company. Indeed, in all the crises just listed (to name but a few), there was a failure by boards to engage with important risks to the same degree that they engaged with reward and opportunity.Such ‘board risk blindness’ is exactly what the FRC aims to tackle. While many boards do this already, some still fall short and few companies
approach risk in quite the structured manner that is now required. In September 2014 the FRC published revised guidance on risk management, internal control and financial and business reporting (the Risk Guidance). This was supplemented in April 2016 with Guidance on the Going Concern Basis of Accounting and Reporting on Solvency and
Liquidity Risks, aimed at firms which do not apply the UK Corporate Governance Code. Guidance published by the FRC on 17 September 2014, as announced in the press release FRC updates UK Corporate Governance Code. The guidance 'aims to bring together elements of best practice for risk management; prompt boards to consider how to
discharge their responsibilities in relation to the existing and emerging principal risks faced by the company; reflect sound business practice, whereby risk management and internal control are embedded in the business process by which a company pursues its objectives; and highlight related reporting responsibilities.' It is primarily directed at
companies subject to the UK Corporate Governance Code and applies to such companies for accounting periods beginning on or after 1 October 2014. Guidance published by the FRC on 18 April 2016, as announced in their press release. This guidance is aimed at directors of companies not applying the UK Corporate Governance Code. It replaces
the FRC ’s ‘Going Concern and Liquidity Risk: Guidance for Directors of UK Companies 2009’ and ‘An Update for Directors of Companies that Adopt the Financial Reporting Standard for Smaller Entities (FRSSE): Going Concern and Financial Reporting’. Background The 2014 guidance integrated and revised two previous FRC guidance documents: It
aimed to 'link the traditional ‘Turnbull’ guidance on internal control with emerging good practice for risk management, as reflected in the conclusions of both the FRC’s ‘Boards and Risk’ report and the final recommendations of the Sharman Panel of Inquiry into Going Concern and Liquidity Risk.' Useful links Boards and Risk: A summary of
discussions with companies, investors and advisers In 2011 the FRC published the ‘Boards and Risk’ report, which reflected the views of chairmen, executive and non-executive directors and heads of risk and internal audit at major listed companies. The discussions highlighted that a review of the Turnbull Guidance was needed, in order to reflect the
role of the Board outlined in the 2010 UK Corporate Governance Code. The Sharman Inquiry The 2012 Sharman Inquiry aimed to identify how companies and auditors could address going concern and liquidity risks. The Panel proposed some harmonisation and clarification of definitions in the accounting, auditing and governance requirements.
Every Director knows they need to ensure that their company is managing risk. But what does that mean in practice, and what does the law require of a company Director with respect to risk management and controls? The main areas of statutory law applicable to risk management are the Financial Services and Markets Act 2000 and the Financial
Reporting Council UK Corporate Governance code. The code states the following with regards to Risk Management and Internal Control: 'The Board is responsible for determining the nature and extent of the principal risks it is willing to take in achieving its strategic objectives. The Board should maintain sound risk management and internal control
systems'.1 Under the Financial Services and Markets Act 2000 the Board of all publicly listed companies must disclose how they have complied with the code or explain any areas where they have not. Effectively, this makes risk management a legal obligation for Directors of a listed company. So what are these obligations? In order to determine this,
it is necessary to refer to both the code itself and the FRC guidance on risk management and internal controls.2 Here is a high level summary of the key responsibilities that a Director has under the code: Design and implement appropriate risk and control systems Perform a robust assessment of the principal risks to the business Agree on the
approach for managing these principle risks Determine the risk appetite of the organisation Embed an appropriate culture and reward system for the management of risk Appraise and monitor risk management in the organisation, carrying out a review of the effectiveness of these systems at least annually Ensure the publication of risk management
information in the annual report It is evident that there is a lot left to the interpretation of individual Directors and their Boards with regards to the risk management systems they implement. However, it’s also clear that there is an expectation that Directors will take the management of their business risks seriously and that legal consequences could
follow if they don’t. 1. Section C.2: Risk Management and Internal Control 2. -Internal-Control-and.pdf
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