


Risk  Management, Corporate Scandals and Reforms: Case Study Approach


Abstract:
Problem: In today’s unstable global business environment, the significance of risk management has increased due to corporate failures and crises, raising concerns among investors and regulators. Now, effective risk management is essential for long-term sustainability and success. Despite its critical role, many organizations still show noticeable gaps in their risk management practices. 
Purpose: To examine the role and effectiveness of risk management subcommittees in enhancing corporate governance, specifically focusing on insights gained from corporate scandals and subsequent reforms.
Data and Methodology: This study employs a qualitative research methodology and analyzes secondary data from various sources. The study uses purposive sampling to analyze major scandals. It aims to uncover the systemic causes of corporate failures and the challenges companies face in recovering from crises, despite their management efforts. Additionally, it examines successful recovery cases and focuses on governance and risk management in enhancing corporate resilience.
[bookmark: _Hlk212294838]Results: Research on corporate scandals shows that risk management is often poorly aligned with corporate strategy and inadequately assessed from an enterprise perspective. This issue stems from the absence of independent risk management committees and limited oversight by audit committees. Many boards and management teams were unaware of their company's risks and engaged in unethical profit-boosting practices. Further, Current corporate governance standards fail to mandate separate risk management committees. 
Research implications:  The study examines various scandals across different companies and emphasizes the significance of the Risk Management Subcommittee in corporate governance. It suggests that regulators and standard setters should view this subcommittee as a crucial element in corporate governance and risk management, as it helps mitigate corporate failures, improve governance, and prevent future scandals. Furthermore, the study emphasizes that establishing risk management subcommittees is essential for effectively implementing corporate governance practices and ensuring the long-term resilience of organizations.
[bookmark: _Hlk168069482]Keywords: Risk management, Risk management subcommittee, Corporate governance, Risk management failure, Corporate scandal, Financial crisis
1. Introduction 
In today’s unstable business environment, over 60% of companies experience substantial financial setbacks due to ineffective risk management practices. Emerging businesses have introduced new challenges and obstacles recently. Businesses' current and future performance is significantly affected by complex market conditions, increasing competition, and economic, political, and regulatory uncertainty (Kumar, V., Dixit, A., Javalgi, R. R. G., & Dass, M. 2017). Moreover, enterprises encounter a distinct array of risks that are particular to the industry in which they operate. These risks often lead to negative outcomes such as losses or threats. Dayour, F., Adongo, C. A., & Agyeiwaah, E. (2020) mentioned that Risk is measured as one of the most important driving factors in business operations. The Institute of Internal Auditors Research Foundation (IIARF) defined  business risks in 2003 as “threats that hinder the achievement of the organization’s goals.” 
 The ever-changing and fast-paced global business environment requires proper planning to deal with risks. These types of plans are vital for business survival and success. Failing to address these risks could result in serious repercussions, such as damage to reputation and financial losses, which may impact the long-term viability of the business. Many organizations have been carrying it out informally and continuously. Understanding an organization's risks is essential for the management, shareholders, and stakeholders. This information helps in understanding the stability of the organization's operations and anticipated outcomes (Zhang, N. S. L. M. J., 2009). As a result, to enhance risk management effectiveness and convey results to stakeholders, companies should implement suitable risk management support structures.
Risk management has always been an important aspect and is nothing new for any business. However, recent corporate failures and the global financial crisis have brought it to the forefront of attention and highlighted the necessity for businesses to address various risks(Kerlikowski, 2016). During the financial crisis, one of the major takeaways was the inadequacy of risk management. The crisis revealed deficiencies in risk oversight and management practices, even within highly sophisticated corporations (C. Fox,2018). Additionally, scandals involving financial institutions around the world have raised concerns among both investors and regulators. Many attribute the global financial crisis to excessive risk-taking, while others point to the increasing levels of risk faced by firms as the main culprit (Tarraf, H. 2010). Regardless of the view, it is clear that risk plays a significant role. Effective risk management is essential for long-term sustainability and success, aiding organizations in aligning with business objectives, enhancing financial reporting, and safeguarding their reputation. Despite its critical role, many organizations still exhibit noticeable gaps in their risk management practices. 
From another perspective, numerous companies still struggle to develop effective risk management and oversight practices. One of the challenges is that risks are often not defined or managed on an enterprise-wide basis. Additionally, boards frequently lack awareness of the risks that the company faces. In response to the corporate collapses, various governance initiatives have been suggested to enhance corporate governance, with a strong emphasis on the importance of risk management (Subramaniam, N., McManus, L., & Zhang, J., 2009).
[bookmark: _Hlk172792113]The Sarbanes-Oxley regulation came into effect in the United States in 2002 and established corporate governance rules. Similarly, the New York Stock Exchange (NYSE) introduced risk management governance rules for listed companies in the same year (Mallin, C.A.,2007).OECD (2014), stated that every business should have policies to identify risks and implement the necessary adjustments to reduce them. It helps to improve the financial growth and performance of business companies.
[bookmark: _Hlk173047612]However, despite existing regulations and risk management methods, the financial crisis could not be avoided. The issue was not merely ineffective regulation and governance rules, but the implementation and enforcement of these measures. According to Chapman (2011), Risk management is a comprehensive approach that covers the entire organization. It involves identifying, evaluating, assessing, treating, reviewing, and communicating risks, but the report indicates that breakdowns occurred in all these aspects and in using a comprehensive approach. Dionne, G. (2013) mentioned in her report that Managers in various markets often ignore regulations and rules, and this is a well-known fact. Moreover, in 2018, Fox pointed out the challenges financial firms face in effectively managing risk during the financial crisis, despite having sophisticated systems in place. The Financial Crisis Investigation Commission (FCIC) report identified five areas of risk management failure: failures in the risk management process, inadequate compensation systems, insufficient human and financial resources, top management hubris, and a false choice between risk management and company objectives. These issues led to inadequate risk management to address the challenges presented by the financial crisis.
[bookmark: _Hlk203519383]Altanashat, M., Al Dubai, M., & Alhety, S. (2019) emphasized in their research paper that effective risk management is not just an option but a necessity in today's corporate environment. Ghazieh, L., and Chebana, N. (2021) provided evidence that a company can achieve its objectives, enhance its financial reporting, and protect its corporate reputation through a well-organized risk management system. Shakatreh, M., Rumman, M. A. A., & Mugableh, M. I. (2023) specifically noticed that risk management is one of the most important factors for any business organization as it encourages business development and enables businesses to recognize dangers that are likely to occur within their operations and other activities. To address this issue, organizations should consider risk management to ensure sufficient attention and emphasize the significance of implementing effective corporate governance frameworks. Risk management is essential for effective corporate governance, which makes it a board-level responsibility. It is well known that every company board is held responsible for ensuring efficient risk management practices. This concept appears in corporate governance codes and practices of many countries. Alkelani, S. N. Z., Hussain, W. N. W., & Salim, B. (2020) noted that there is greater interest in the creation of a risk management subcommittee at the board level due to the wide range of complex risks businesses face today. Some studies recommend the creation of a risk management subcommittee as a first step toward effective risk governance. Certain decisions or actions taken by the board require extensive communication and careful monitoring, which a committee best accomplishes. The board can appoint various subcommittees that are expected to report back to the board regularly. Board subcommittees are established to aid the board in fulfilling its obligations, particularly due to the increasing demands and responsibilities confronting the board. Subcommittees help to strengthen the corporate governance of an organization by enhancing the control and decision-making in key operational areas. This committee also contributes to developing stakeholder confidence and supports the overall success of the organization by demonstrating the company's commitment to high governance standards.
The Cadbury Report suggests the creation of audit, remuneration, and nomination committees, but no specific recommendations for risk management subcommittees. However, countries like the UK are establishing board-level risk committees in large companies. In the non-financial sector, only a limited number of countries have established clear regulations for risk committees. In the US, the NYSE requires companies to have audit committees that address policies related to risk assessment and risk management. Financial institutions should have an independent chair for standalone risk committees. The Australian Stock Exchange's corporate governance guideline acknowledges the role of a risk committee in supporting the full board's risk oversight and internal control management, particularly in large, financial firms. Moreover, Firms that have a higher number of independent directors, larger boards, greater company size, and operate in the financial sector are more inclined to create a dedicated risk committee (Subramaniam et al., 2009; Yatim, 2010; Hines & Peters, 2015).
In Bangladesh, the 2018 notification from the Bangladesh Securities and Exchange Commission did not include guidelines for the risk management sub-committee. The 2004 report of Bangladesh Enterprise Institutions contains notifications about risk management for financial firms. The Bangladesh Bank Guidelines of 2014 advise every bank to form an executive committee, an audit committee, and a risk management committee with the directors. The guidelines strictly prohibit the establishment of any additional permanent, temporary, or subcommittee beyond these three committees (Bangladesh Bank, Banking Regulation & Policy Department, 2014, August 13).
In Bangladesh, companies in the banking sector must establish a Risk Management Committee (RMC) due to the sector's complex risks. The majority of research related to RMC concentrates on the banking industry, and the influence of a risk committee on corporate governance is predominantly examined within financial institutions such as banks, insurance companies, and real estate firms Abebi, V., Sabato, G., and Schmid, M. 2012; Hines & Peters 2015). Monitoring risk in financial firms is crucial due to the potential ripple effects observed in the 2008 global financial crisis (Tao & Hutchinson, 2013).
Establishing an RMC is voluntary for non-banking companies, but many choose to form RMCs to improve risk management. Brown, I., Steen, A., and Foreman, J. (2009) highlighted the need for corporate governance that emphasizes risk management practices, such as through RMC formation, due to increasingly complex non-financial industry risks.
The Risk Management Committee (RMC) plays a vital role in maintaining strong corporate governance by adopting a proactive and systematic approach to identifying, evaluating, and addressing potential risks. This text outlines how the company defines its risk tolerance and crafts strategies to manage those risks. The committee also plays a crucial role in ensuring compliance with laws, working alongside internal audit teams, fostering a culture of risk awareness, and offering valuable insights to the board. The main goal of the Risk Management Committee (RMC) is to safeguard the company's assets, reputation, and long-term sustainability while upholding the principles of good corporate governance. 
[bookmark: _Hlk203523727]Choi (2013) and Fraser and Henry (2007) have emphasized the importance of having a dedicated risk management committee composed of skilled members who possess in-depth knowledge in risk management. Notably, Abdullah and Shukor (2017) mentioned in their studies that a separate risk management committee would enhance risk management disclosure. Furthermore, it has been suggested that the risk management committee plays a direct role in reducing incidents of financial crime (Abdullah & Said, 2019). Harymawan, I., Prabhawa, A. A., Nasih, M., & Putra, F. K. G. (2021) also pointed out the RMC's function in overseeing companies' activities and broadening the scope for identifying potential risks. Recent research has demonstrated that a board-level risk committee can have a positive impact on a firm's performance, particularly in the UK (Malik, M. F., Zaman, M., & Buckby, S., 2020). Similarly, Kamiya, S., Kang, J.K., Kim, J., Milidonis, A., and Stulz, R.M. (2021) discovered that companies with a risk committee faced significantly lower losses during cyberattacks compared to those without one. Additionally, Magee, S., Schilling, C., and Sheedy, E. (2019) found that during the 2008 Global Financial Crisis, companies with a stronger risk governance index generally had a lower likelihood of default. In light of the agency theory, Alles, M.G., Datar, S.M., and Friedland, J.H. (2005) suggested that a separate RMC strengthens board monitoring and discourages unethical practices among managers. Similarly, according to the resource dependency theory, the RMC is expected to provide additional resources and skills to minimize potential agency problems and enhance earnings reporting as a board subcommittee.
[bookmark: _Hlk203533903]We noticed an additional issue with the Corporate Governance Code. The risk management function within the board is commonly part of the audit committee (KPMG, 2005). This integration has led to criticisms and doubts about the audit committee's ability to effectively oversee non-financial risks (Alles et al., 2005).  Additionally, Alles et al. (2005) argued that despite their excellent qualifications, audit committee members frequently work full-time, high-level positions elsewhere, which limits their ability and motivation to be more involved with the company. Some experts argue that establishing a separate Risk Management Committee (RMC) may be more efficient than combining it with the audit committee (Collier, 1993; Ruigrok, W., Peck, S., Tacheva, S., Greve, P., and Hu, Y. 2006). Authorities in multiple countries have recommended creating a dedicated risk committee to oversee the overall risk profile (Board, F.S., 2013). According to Jia, J., Li, Z., and Munro, L.(2019), a distinct risk management committee is anticipated to improve the quality of risk management disclosure. However, the corporate governance and firm-related factors influencing an organization's choice to establish a separate RMC instead of a combined committee have limited empirical evidence.
Financial institutions can enhance their risk management efforts by establishing risk management committees. Institutions can effectively minimize potential risks by following thorough risk assessment and treatment procedures. 
The emergence of the abovementioned situations has emphasized the importance of the risk management subcommittee in corporate governance. In response to the growing need for risk management, this study proposes the establishment of a dedicated risk management subcommittee within the corporate governance structure, aiming to address these shortcomings and enhance the effectiveness of risk management strategies. The research emphasizes the important function of a risk management subcommittee and its impact on a successful business.
The following sections of this paper will outline the objectives, methodology, and findings of the study. These findings will be illustrated with cases where companies suffered due to the lack of a risk management committee, as well as instances where the risk management committee effectively mitigated risk.
In the final part of the paper, a comprehensive statement of the findings is provided, along with the resulting conclusions and proposed avenues for future research stemming from the study.
2.0 The objective of the Study:
To examine the role and effectiveness of risk management subcommittees in enhancing corporate governance, specifically focusing on insights gained from corporate scandals and subsequent reforms.
3.0 Methodology 
The research employs the case study method, conducting a thorough qualitative analysis of data gathered from secondary sources. The data was sourced from academic literature, corporate governance codes, regulatory reports, and news articles. The sample of the study was selected based on purposive sampling techniques. This study is focused on conducting a comprehensive analysis of major scandals that have impacted various countries, such as the United States, the United Kingdom,  and Bangladesh. The paper aims to reveal the systemic causes of corporate failures and the inability of companies to recover from downturns, despite their efforts to manage corporate scandals. Additionally, the paper examines cases of companies that have successfully recovered from downturns through proactive initiatives. A qualitative content analysis technique was applied. Data were categorized into key themes, including cases where the company suffered significantly due to the absence of a risk committee, the reasons behind the collapses, and lessons learned from the collapses. Additionally, the companies cases where companies form risk management subcommittees to mitigate risk after their corporate scandals.The analysis compares major corporate scandals and crises, and it explores the role of governance and risk management in corporate resilience.
4.0 Results and Discussion
4.1 Cases Where the Company Suffered a Lot in the Absence of a Risk Committee
It is important to acknowledge that corporate fraud, bankruptcies, and other illegal acts have unfortunately been present in the business environment. These issues often become more prominent during recessions or economic downturns, and they tend to affect high-risk firms the most. Despite seemingly healthy annual reports and accounts, there have been instances of high-profile corporate collapses (Mallin, C.A. 2007). To understand why these failures occur, it is crucial to analyze the major causes of financial corporate failures by focusing on the most important scandals. This study aims to shed light on these issues and summarize their impact.
4.1.1 Baring Bank
[bookmark: _Hlk203536804]Baring was one of England's oldest merchant banks, established in 1762, and at one point, even Queen Elizabeth II had an account with it. The bank expanded its activities in Asia, the Pacific, and Latin America as a result of its growing recognition as a financial concern (Collier, P. A. 1993).
But this venerable bank collapsed in 1995 due to massive losses incurred by a single trader, Nick Leeson, through unauthorized and risky derivative trades. The collapse, triggered by Leeson's fraudulent activities, resulted in losses exceeding its available capital and led to the bank's acquisition by ING Group (Bhalla, A.S. 1995).   
In 1989, Nick Leeson was appointed as head of settlement in Barings Singapore. He was authorized to both trade and look after the growing derivatives market. Leeson was an aggressive trader. He made money through arbitrage by buying and selling futures contracts on the Osaka Securities Exchange and the Singapore Monetary Exchange (Bhalla, A.S., 1995).  
His good fortune ended when a powerful earthquake in Japan negatively impacted the stock market, leading to significant losses for Barings. After requesting additional funds from headquarters in London, he faced even more losses. To protect his reputation, Leeson concealed these losses in an error account, initially numbered 99905 and later 88888, which was used to hide losses from Barings' senior management. and engaged in speculative trading, which resulted in even larger hidden losses. He continued to increase his bets, but ultimately, losses totaled £850 million, leading to the overnight collapse of Barings, a 233-year-old bank (Prentice, R. A. 2022).
	Reason Behind the Collapses and Lessons Learned from Collapses
[bookmark: _Hlk173006717]The collapse highlighted the dangers of unchecked trading activity, a lack of controls and supervision of the Singapore office, inadequate risk management, and the need for robust internal controls. 
Collier, P. A. (1993)stated in her study report that Baring Futures Singapore (BFS) conducted an internal audit in July 1994. The final report mentioned that Leeson was performing the dual roles of trader and back office manager, allowing him to complete transactions and then adjust them according to instructions, even though no anomalies concerning unlawful transactions were found. This dual role creates an opportunity for him to hide losses in a secret "error" account. An internal audit warned management against Leeson's excessive concentration of power, which led to errors and fraud. However, management ignored the auditors' warnings about speculative activities and non-compliance with banking regulations. Besides, in 1995, Bhalla, A.S., contended that there was no control mechanism in place because the bank did not have a separate risk-management department to keep an eye on Leeson's operations.
Thus, the collapse of Barings Bank illustrates the critical importance of identifying, managing, and controlling risks before they materialize. This fraud emphasizes the need for effective risk management and compliance guidelines in financial institutions to regulate and oversee risky ventures in the financial market.
4.1.2 Enron
[bookmark: _Hlk173008724]Enron, one of the leading companies in the global energy trading sector, expanded its large-scale energy trading activities from operating gas pipelines to acting as an agent and market maker.
Enron, one of America's most admired and innovative firms, saw its revenues grow from $13.5 billion in 1991 to $100 billion in 2001. It provided a nearly 500% return to its shareholders during the last five years of the previous millennium and ranked #7 on the Fortune 500 list in 2001 (Petra, S., & Spieler, A. C., 2020). 
[bookmark: _Hlk203527990][bookmark: _Hlk173009171]But in 2001, the company collapsed because of its involvement in the energy sector and the formation of numerous "special purpose entities" (SPEs). Enron inflated its net income by over $500 million and stockholder equity by more than $1 billion through the use of SPEs to conceal substantial losses from the market. By failing to consolidate the SPEs as required by GAAP, Enron was able to successfully erase billions of dollars' worth of debt off its balance sheet (Mallin, C.A.,2007). Enron's collapse began in October 2001 when it disclosed a $1.2 billion write-off against shareholders' cash and claimed a non-recurring loss of $1 billion. A portion of the SPEs was utilized to send money to a few directors of Enron. Later in October, Enron revealed another accounting issue that caused its market value to drop by more than $0.5 million. In November, Enron announced further indebtedness, which caused the takeover offer to collapse. Enron filed for bankruptcy in December 2001, making it the biggest bankruptcy in US history (Mallin, C.A.,2007). 
	 Reason Behind the Collapses and Lessons Learned from Collapses
The root cause of this quick and disgraceful collapse was Enron's attempt to conceal losses through a series of questionable transactions involving off-balance sheet SPEs, false accounting, insider trading, and significant conflicts of interest involving the company's highest-ranking executives (Petra, S., & Spieler, A. C., 2020). Elliot & Schroth (2002) stated in their paper that the Enron event had prompted increased attention on business ethics, corporate governance, and risk management. In addition, it's important to note that the issues leading to Enron's downfall are not entirely new and have roots in past financial crises that impacted the UK private sector in the 1980s and early 1990s. This resulted in the establishment of corporate governance regulations aimed at improving risk management(Mallin, C.A.,2007).
4.1.3 Hallmark-Sonali Bank Loan Scam
[bookmark: _Hlk165623943][bookmark: _Hlk159759030]It is unfortunate that, between 2010 and 2012, Bangladesh faced a significant loan scam known as the Hallmark-Sonali Bank loan scam. The Ruposhi Bangla Hotel branch of the state-owned Sonali Bank granted loans exceeding 35 billion Bangladeshi taka (about $454 million as of 2011) using falsified documents (Wikipedia contributors, n.d.). The little-known Hallmark Group received the majority of the loans, totaling around Tk 27 billion ($344M). At the same time, the remaining amount was shared among T & Brothers, Paragon Group, Nakshi Knit, DN Sports, and Khan Jahan Ali (Staff Correspondent, 2012, August 14). The central bank of Bangladesh investigated and found that the borrowers had planned to embezzle the funds with the help of senior Sonali Bank executives. The Economist referred to the scam as the "worst banking scandal in Bangladesh since the banks were nationalized forty years prior” (Staff Correspondent, 2012, August 14).
	Reason Behind the Collapses and Lessons Learned from Collapses
[bookmark: _Hlk165644168]The Sonali Bank loan scam in Bangladesh was a result of inadequate risk management measures and the inefficiency of the existing risk management committee. The lack of proper risk assessment and mitigation measures exposed financial institutions to higher risks of fraud and embezzlement. Inefficient internal controls failed to detect falsified documents and the disbursement of large sums of money based on fraudulent claims. Collusion and corruption between senior officials and borrowers played a crucial role in the scam. The inefficiency of the risk management committee and weak regulatory oversight may have allowed fraudulent activities to persist without detection. Addressing these issues requires improved governance, enhanced risk management practices, and strengthened regulatory oversight within financial institutions.
4.1.4 Bangladesh Bank scandal:
[bookmark: _Hlk176858072]In 2016, the Bangladesh central bank was targeted by a sophisticated cyberattack known as the Bangladesh Bank Heist. The attackers employed a mix of malware, social engineering techniques, and insider assistance to steal more than $81 million (DIGITALERT. 2023, March 23). The attack involved accessing the bank's SWIFT credentials and sending a sequence of transfer requests to the Federal Reserve Bank of New York for funds to be transferred to various accounts in Sri Lanka and the Philippines. The hackers disguised the transfers using non-profit organizations and fake charities, making it challenging for authorities to trace the funds (DIGITALERT 2023, March 23). 
According to Business Inspection BD. (2021, August 9) This attack could have been even more disastrous if it hadn't been for a typo by the hackers that raised suspicions among the staff of the Federal Reserve Bank of New York. The casinos in the Philippines were eventually used to conceal the stolen money.
	Reason Behind the Collapses and Lessons Learned from Collapses
The Bangladesh Bank scam highlighted the disregard and irresponsibility in securing the security of the Society for Worldwide Interbank Financial Telecommunication (SWIFT) System and the vulnerability of financial institutions to cyberattacks, and the importance of placing robust cybersecurity measures in place (Islam, N. 2024, February 4). The incident highlighted the banking systems of Bangladesh and brought to consideration the protective measures taken to safeguard people’s money deposited in different banking organizations.  In addition, it raised concerns about the vulnerability of the international banking system to cyberattacks,  which underscores the importance of international regulators joining forces to deal with crimes of a cyber nature targeting the financial multinational body.
To prevent similar scandals in the future, the Risk Management Committee is essential for identifying and reducing risks in financial institutions, including cybersecurity. The Bangladesh Bank scam demonstrates the importance of thorough risk assessments as well as robust cybersecurity strategies, including multi-tiered SWIFT protocols. To avert such scandals, a financial institution can strengthen its policies by conducting regular security assessments, staff training, and policy renewals.
4.1.5 Janata Bank:
[bookmark: _Hlk165495034]The Janata Bank in Bangladesh accepted and acknowledged several acts of misconduct from the years 2015 to 2020, leading to a massive loss of Tk 13,110.8 crore. The bank uncritically issued LC facilities to six subsidiaries of AnonTex Group and S. Alam Refined S., and BR Spinning Mills. At the Kemal Atatürk branch, it was found that back-to-back LC facilities had been provided against fictitious export bills. due to the bank extending consecutive LCs against unfulfilled shipments, Doreen Garments owes Tk 168.2 crore.  Rafique, R. B., & Duraisingam, T. J., (2023)
 Reported that an audit found irregularities worth Tk. 5304 crore.
 In response, to prevent such occurrences in the future, Janata Bank has taken steps to resolve these issues. Compliance Audit Report (2015-2020) states that they have used their cash to settle AnonTex's LCs and have committed to pursuing defaulting employees for unpaid bills (The Daily Star, 2021).
	Reason Behind the Collapses and Lessons Learned from Collapses
The investigation into the Janata Bank fraud incident revealed shortcomings in the Bangladesh banking industry’s overall practices in risk assessment and risk mitigation. To prevent recurrence of such incidents in the future, the risk management committee should actively manage and mitigate risks of fraud, loan defaults, and inadequate verification before granting LC facilities. This could be achieved through the establishment of internal control frameworks, enhanced due diligence, supervision of subsidiary dealings, and fraud prevention controls. These measures will assist the committee in safeguarding the entire banking ecosystem.
4.1.6 Destiny Group
[bookmark: _Hlk172998096][bookmark: _Hlk172998865]Destiny was a well-known multi-level marketing (MLM) business in Bangladesh, operating across 22 regions and having a significant impact on the nation's administration. It claimed to have sold 50 million trees to around 1.7 million investors, generating over Tk.. 42 billion in revenue despite only 5.3% of those investors having any trees.  However, the company's greed for early profit and lack of transparency led to its engagement in illicit banking practices, which came to light in 2012 when the central bank discovered them. As a result, the Anti-Corruption Commission filed lawsuits against 53 officials who stole BDT 4200 crore and transferred it to their accounts and the accounts of the 20 companies (Dhaka Tribune, 2014, January 7).
Unfortunately, many investors lost a significant amount of money, and the company's reputation was tarnished. It is important to be vigilant and conduct thorough research before making any investments to avoid such catastrophic outcomes.
	Reason Behind the Collapses and Lessons Learned from Collapses
The unfortunate Destiny Group scandal in Bangladesh has taught us some valuable lessons. It highlighted the need for robust risk management committees and effective corporate governance practices. The scandal was caused by a combination of factors, including weak oversight and monitoring, inadequate internal controls, non-compliance with regulations, lack of due diligence in investments, uncontrolled expansion, poor financial management, and insufficient internal auditing. All of these factors could have been mitigated if a strong risk management committee had been in place. The absence of such a committee also allowed funds to be misappropriated and transferred to personal accounts. The scandal reminds us of the significance of strong risk management practices and proper corporate governance in preventing financial fraud and mismanagement. By implementing these practices, we can safeguard investors, maintain organizational integrity, and assist in preserving the financial system's stability.
4.1.7 Delta Life Insurance
Delta Life Insurance Company Limited(DLICL), which has been operating in Bangladesh since 1986, is a well-known insurance provider that offers various insurance services, including group and health insurance, savings accounts, and traditional coverage to individuals from different socioeconomic backgrounds.
However, in 2021, the Insurance Development and Regulatory Authority (IDRA) investigated and revealed that Delta Life Insurance had allegedly committed several fraudulent activities, manipulations, and covert dealings, which resulted in almost Tk 3,000 crore theft from public deposits. The IDRA's provisional interim report exposed that the Board of Directors and administration of DLIC had stolen Tk 3,687 crore through tax avoidance and the use of fictitious costs to withdraw funds without proper record-keeping. The report further disclosed that Delta Life Insurance failed to pay Tk 138 crore to policyholders despite the maturity of policies or deaths and paid extravagant dividends on inflated accounts (United News of Bangladesh, 2021).
Additionally, the audit firm discovered that DLICL did not pay Tk 35.17 crore in VAT and formed a board of more than two family members, which is against the regulations. Furthermore, a single family held 22.78 percent of the shares, which is higher than the permitted 10 percent (Star Digital Report, 2021, February 11). These findings have raised concerns about the company's operations and its commitment to ethical practices.
Reason Behind the Collapses and Lessons Learned from Collapses:
DLICL engaged in fraudulent activities such as tax evasion, fictitious costs, and embezzlement of funds. These actions were carried out by individuals within the management and board of directors, indicating a failure in internal controls and oversight. These failures indicate the ineffectiveness of the audit committee or its unethical behavior. Moreover, these noncompliance activities imposed risk on the policyholders’ life fund, which indicates a breakdown of the proper risk management process and the absence of a risk management subcommittee.
The formation of a board with more than two family members and the concentration of share ownership by a single family above permissible limits suggest weak corporate governance practices. 
 DLICL's failure to pay VAT and withholding payments due to policyholders despite policy maturity or policyholders’ deaths points to regulatory non-compliance. The insurance industry is subject to strict regulations regarding financial transparency, customer protection, and tax obligations. DLICL's disregard for these regulations contributed to its downfall and led to negative consequences for the company and its stakeholders.
4.2 Cases where the risk committee mitigates risk.
[bookmark: _Hlk153714721]4.2.1 Volkswagen (VW) Emission Scandal: 
[bookmark: _Hlk163532727]In 2015, Volkswagen was exposed for cheating on diesel emissions tests in the U.S., leading to a decline in stock prices and investigations by the EPA and Congress. The scandal involved software that manipulated emissions tests, allowing vehicles to emit up to 40 times more pollutants than regulations allowed. Installed on at least 11 million vehicles globally, this deception was discovered by a team from West Virginia University, marking a significant failure in business ethics and causing widespread reputational damage (Environmental Protection Agency, 2016).
[bookmark: _Hlk163531929]The scandal has highlighted the need for a shake-up in Corporate Governance and Risk Management, and accountants and non-executive directors must reassess their roles in light of this crisis. The Volkswagen crisis was a result of a three-pronged governance and culture failure: marketing, risk management, and internal controls. Volkswagen (VW) established a risk committee after the scandal to identify and prevent similar risks in the future. The committee implemented stricter compliance controls, revised internal processes, and strengthened governance to ensure regulatory compliance and prevent unethical behavior. In the digital world, risk management is vital, particularly for large multinational conglomerates with global footprints. VW formed a risk management committee to add major reputational threats to the Risk Register and assess all possible risks that may impact the company's balance sheet. The scandal is a reminder to other companies to establish a well-functioning governance structure to avoid similar incidents.
[bookmark: _Hlk163531984][bookmark: _Hlk172877413]4.2.2 Equifax Data Breach
Equifax, a major credit reporting agency in the United States, experienced a major data breach in September 2017  that affected approximately 148 million Americans. This breach exposed sensitive personal information, including names, addresses, phone numbers, and credit card details (Chin, K. 2024, February 20).
In response to the breach, Equifax has improved its processes for management and application security to help mitigate the software vulnerabilities that were exploited. They have removed application-level defenses in order to aid in network intrusion detection/monitoring capabilities. Because of this, their internal servers have had tighter traffic controls. 
In addition, Equifax was capable of identifying ‘bad configurations’ through the new endpoint security tool that was recently added. The corporation was also able to take charge of the improved risk perception amongst the board and senior management for better reporting and communication after taking charge of the new governance structure.
To help mitigate the damages caused by the breach, Equifax has created a risk committee that focuses on IT cybersecurity to help protect the customer's data. To accomplish this, the committee focused on creating policies revolving around better data governance, along with creating a better incident response plan.
[bookmark: _Hlk173068197]4.2.3 Silicon Valley Bank Scandal:
[bookmark: _Hlk173068228]The appeal for government support came after shareholders of Silicon Valley Bank suffered losses due to a decline in value and a burden requiring heavy government assistance. At the same time, the “three lines of defense” model of governance and risk management seemed dysfunctional. This model integrates four lines into one cohesive framework for managing risks, over-simplifying the Silicon Valley Bank case with its all four lines failure.
Responsibility for greater organizational risk exposure, along with effective internal control for the company, rested with the Chief Risk Officer (CRO) and the Internal Audit team. The sudden collapse of SVB caused the first digital era bank run and marked the second-highest bank failure in US history. This has shown that the modern theories of risk still have a long way to go.
To prevent such collapses in the future, SVB has established a board risk committee with experienced members to ensure proper supervision, such as setting risk appetite, reviewing reports, and ensuring compliance. Analytical models are also recommended for assessing strategic, financial, and operational risks.
The recent bank failures and financial crises have highlighted the importance of effective risk management in banking. Banks play a crucial role in the economy, and unnecessary risk-taking can lead to significant financial losses with far-reaching impacts. Establishing a Chief Risk Officer and a board-level risk committee with experienced members is a good starting point for improving risk management in banks (Lam, J. C. 2023, April 28).
[bookmark: _Hlk163532107][bookmark: _Hlk173069235]4.2.4 China Aviation Oil (Singapore) Corporation Ltd. (CAO) 
CAO, short for China Aviation Oil, is a state-owned enterprise in China. It is a subsidiary based in Singapore. CAO oversees jet fuel import operations for the Chinese civil aviation sector. CAO went public and was listed on the Singapore Stock Exchange. However, the company came under scrutiny in November 2004 when it was revealed that it was unable to meet some of the margin calls that resulted from speculative derivatives trading (Choi, I. 2013). Due to unauthorized speculative options trading in fuels, the company suffered losses close to $550 million and faced near collapse. In March 2006, the company's CEO, Chen Jiulin, was arrested on charges of insider trading(Choi, I. 2013).  

Without a risk management policy in place to govern options trading, the company was already set to fail. Business began to falter and losses began piling up as fuel prices began to shift in inverse to the company's trading strategy. With the company’s finances in disarray, the CEO began to cover up the losses and never revealed the numbers through official documentation. There was a widespread breakdown of corporate governance within CAO.
[bookmark: _Hlk173069526][bookmark: _Hlk203531005]After the collapse, CAO applied a three-level risk-management system, consisting of a board-level RMC, a tactical-level company risk meeting, and an operational-level risk management department. The RMC approves new businesses, sets risk limits, and determines acceptable levels of risk. The company risk meeting makes decisions based on RMC's delegations and implements RMC's policies (Choi, I. 2013).
4.3 Summary and Conclusion:
[bookmark: _Hlk176951866]The paper aims to examine the role and effectiveness of risk management subcommittees in enhancing corporate governance, specifically focusing on insights gained from corporate scandals and subsequent reforms.
After analyzing various scandals that had occurred in different companies, the study found that in numerous cases, the management of risks was not assessed appropriately from an enterprise perspective. Moreover, it was not aligned with the corporate strategy. This was due to the absence of an independent risk management committee or inefficiency and lack of oversight by the audit committee. One of the most important things about this specific issue is that the boards and management, in some cases, lacked knowledge about the company's risks, and some unethical practices were employed to increase profits. Additionally, existing corporate governance standards or codes do not sufficiently cover the separate risk management committee. In most cases, risk management tasks are performed by the audit committee, and the establishment of a separate risk management committee is still voluntary, with the increasing demand for risk management.
To avert such scandals from occurring in the future, some companies, such as Volkswagen, Equifax Data Breach, Silicon Valley Bank, and Aboitiz Power (AP), have established a board risk committee with significant risk management experience. This committee can identify and address similar risks moving forward. It implemented stricter compliance controls, revised internal processes, and strengthened governance to prevent unethical behavior and ensure regulatory compliance. The study's findings show that regulators and standard setters should understand that successful risk management does not mean eliminating risk-taking, as it is a core motivator in business and entrepreneurship. To promote proper corporate governance, risk management is essential.
However, the study had a limited sample size consisting of only collapsed companies. Future investigations could include more research with a larger sample size. Additionally, the data were collected through a desk study using secondary sources of information.
Hence, alternative research approaches like conducting a survey using questionnaires or interviewing board representatives could provide a deeper insight into an organization's risk management frameworks. The effectiveness of the risk management subcommittee in the successful implementation of internal and external sensing tools for measuring and addressing current and emerging risks has not been extensively studied, making it an interesting area for future research.
In conclusion, as the demands on risk management continue to grow, it is essential to conduct more studies on governance support mechanisms. The findings suggest that companies should not view the creation of a Risk Management Committee just as a compliance measure but as a strategic tool to enhance governance and ensure sustainable business practices.
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