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Pursuant to Paragraph 15.26(b) of the Listing Requirements of Bursa Malaysia Securities Berhad, the Board of Directors (“Board”) is 
pleased to provide the following Risk Management and Internal Control Statement (the “statement”) which outlines the nature and 
scope of risk management and internal controls of the Group during the financial year ended 31 December 2015.

For the purpose of disclosure, this Statement is guided by the Statement on Risk Management & Internal Control: Guidelines for Directors 
of Listed Issuers. The Board is committed and acknowledges its responsibility to oversee the system of risk management and internal 
controls within the Group including reviewing its adequacy, integrity and effectiveness to safeguard shareholders’ investments and the 
Group’s assets.

ResPonsIBILItY

The Board recognises that a sound system of internal control and risk management practices are essential in ensuring good corporate 
governance. Such a system is designed to manage an acceptable risk profile rather than eliminate the risk of failure to achieve the business 
objectives of the BHB Group; and can only provide reasonable and not absolute assurance against material misstatement, fraud or loss.

As a financial holding company (“FHC”) enhancements are made to the system of internal control in line with the Board’s commitment 
to improve the Group’s governance, risk management and internal control framework, control culture and environment for the proper 
control of the Group’s business operations which is also in line with Bank Negara Malaysia’s (“BnM”) regulatory framework.

The Board has established appropriate controls and processes for identifying, evaluating, monitoring and managing significant risks that 
may affect the achievement of BHB Group’s objectives. For the year under review, the primary risk management and internal control 
oversight responsibilities was carried out by the Audit & Examination Committee (“AeC”) at BIMB Securities and BHB level while for Bank 
Islam and Takaful Malaysia, the oversight function is carried out by the respective Board Risk Committee (“BRC”).

The control structure and processes which have been instituted throughout the BHB Group is reviewed from time to time to cater for the 
changes in the business environment. The AEC and the respective BRC at the main operating subsidiaries regularly reviews and monitors 
the Management’s approach and actions in addressing key risks at Company and subsidiaries level. This process has been in place and 
continued to be BHB Group’s practice for the financial year under review and up to the date of approval of this Statement for inclusion 
in the Annual Report of the Company.

The Board of BHB receives quarterly reports relating to regulatory developments and compliance deficiencies identified within the Group. 
The Board focuses on the deficiencies reported, understands the root causes and directs Management to take all steps necessary to correct 
the circumstances and conditions that had caused the compliance deficiencies. This includes specific remediation plans and follow-up 
actions to ensure the deficiencies are addressed.

In addition to the above, two (2) new committees at group level namely: Group Management Committee (“GMC”) and Group Risk 
Management Committee (“GRMC”) had been established to assist the Board in managing the risk and internal control of the group. Through 
these committees, the Management is also responsible to ensure that the relevant key subsidiaries have performed the following:

•	 Identify	the	risks	relevant	to	the	business,	implementation	of	strategies	and	the	achievement	of	its	objectives;

•	 Implement	regular	risk	management	reporting,	monitoring	and	review	as	part	of	its	risk	management	framework;	

•	 Identify	changes	to	risks	or	emerging	risks,	take	actions	as	appropriate,	and	promptly	bring	these	to	the	attention	of	the	Board;

•	 Implement	the	policies	approved	by	the	Board;	and

•	 Report	in	a	timely	manner	to	the	Board	any	changes	to	the	risk	and	any	corrective	action	taken.
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The BHB’s AEC assists the Board to review the adequacy and effectiveness of the systems of internal control and ensures that appropriate 
methods and procedures are in place to obtain the level of assurance required by the Board. The Risk Management and Internal Control 
Statements of the Group’s Islamic Banking and Takaful subsidiaries were approved by their respective Board. Any material internal control 
deficiencies within BHB Group will be presented to the respective Board, BHB would also review the risk related issues through a Risk 
Management Dashboard reporting (“RMD”) on quarterly basis.

KeY InteRnAL ContRoL stRUCtURe

Key processes that the Board has established in reviewing the adequacy and effectiveness of the system of internal controls include the 
following:

•	 Risk	Management	Framework

The Board has established an organisation structure and charter with clearly defined lines of responsibility, authority limits and accountability 
in association with BHB Group’s business and operational requirements in order to maintain a sound control environment. 

BoARD

AeC

Group Risk Management Committee

Group Chief executive 
officer

Group Management Committee

Risk management is considered an integral part of BHB Group’s day-to-day operations to ensure BHB achieves its business objectives 
as well as to protect its shareholders and stakeholders value. In line with Recommendation 6.1 of the Malaysian Code on Corporate 
Governance (“MCCG 2012”), risk management is embedded in the Group’s key processes and monitored through a RMD reporting 
tool. The Group’s major operating subsidiaries, namely Bank Islam Malaysia Berhad (“Bank Islam”), Syarikat Takaful Malaysia Berhad 
(“takaful Malaysia”) and BIMB Securities Sdn Bhd (“BIMB securities”), report their risks via the RMD on a quarterly basis.

Major operating subsidiaries, each have respectively appointed a qualified risk officer who is responsible to monitor, assess and manage 
the risks associated with the business and operations of the subsidiaries. To ensure effective conduct of risk management, based on its 
Risk Management Framework, both Bank Islam and Takaful Malaysia tabled their risk reporting to their BRC whilst for BIMB Securities 
to its AEC.
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Risk management practices are inculcated and embedded in the activities of the Group’s major operating subsidiaries. These include the 
establishment of risk tolerance thresholds and Risk Appetite Statement that identifies, assesses and monitors the risks associated with 
the business of the subsidiaries.

The BRC or the AEC (as the case may be) at the major operating subsidiaries will escalate and update the Board on any new regulatory 
or statutory requirement that could impact the Risk Management principles, policies, procedures and practices of the Company and 
subsidiaries.

The GRMC would present and discuss the issues relating to amongst others, the operational and market risk, emerging risk, to discuss on 
the tolerance level for each of the operational business and ensuring that they are within accepted parameter by the relevant regulatory 
bodies. The minutes of GRMC meeting is subsequently tabled at the GMC for their notification.

•	 Audit	and	Examination	Committee	(“AEC”)

The AEC of BHB reviews the adequacy of internal controls within the companies based on the assessment performed by the internal 
auditors. In addition, relevant matters pertaining to internal accounting controls are also reported to the respective AEC on a quarterly 
basis. The AEC also review and assess the adequacy of the scope and effectiveness of the internal as well as external audit functions. For 
the external auditors, the AEC also assess their independence and the quality of their resources. The risk responses and internal controls 
that the Management has initiated are documented and recorded in the minutes.

Pursuant to Paragraph 15.17(f) of the Listing Requirements of Bursa Malaysia Securities Berhad, BHB’s AEC had two (2) separate 
meetings with the external auditors, without the presence of any executive members of the Company, to discuss on any issues relating 
to BHB Group during the financial year ended 31 December 2015.

•	 Group	Management	Committee	(“GMC”)

The GMC was established to facilitate BHB in fulfilling its obligation as a financial holding company pursuant to the Islamic Financial 
Services Act 2013. The GMC serves as a platform to discuss strategic issues, strengthen coordination and create Group synergies in order 
to meet the Group’s objectives and create shareholder’s value.

The GMC is chaired by the Group Chief Executive Officer (“Group Ceo”) of BHB and the members comprise the Managing Director or 
Chief Executive Officer of the respective major subsidiaries.

•	 Group	Risk	Management	Committee	(“GRMC”)

The GRMC has been established to effectively manage the key risk areas of BHB Group and to ensure that an appropriate risk management 
system and internal controls are in place and functioning effectively. The GRMC is also responsible for assessing the adequacy of 
infrastructure, resources and systems for effective risk management, and where necessary to embark on the Group’s initiative to share 
facilities, mobilise resources, etc. In addition, the GRMC reviews the Management’s periodic reports on risk exposure, risk portfolio 
composition and risk management activities.

The GRMC comprises the Group Chief Strategy Officer and Group Chief Financial Officer of BHB together with the Risk Officer of each 
major operating subsidiary.
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•	 Internal	Audit

The internal audit function of BHB and its subsidiaries (save for Takaful subsidiaries) is carried out by the Internal Audit Division of 
Bank Islam (“Internal Audit”). The internal audit function, assesses compliance with policies and procedures and the effectiveness 
of the Group’s internal control systems. Internal Audit undertakes regular reviews of BHB and its subsidiaries’ operations and business 
processes, examining and evaluating the adequacy and efficiency of financial and operating controls, and highlighting significant risks 
and non-compliance. Where applicable, Internal Audit will provide recommendations to improve the management of risks, control and 
governance processes. The AEC regularly reviews the status of rectification actions on the findings or recommendations by the internal 
auditors. Further details on the activities of the internal audit function are provided in BHB’s AEC report.

Internal audit is performed on all key divisions in BHB Group, providing the respective AECs an independent assurance on the operational, 
financial, compliance and risk related activities within the Group. The risk-based internal audit plan is reviewed and approved by the 
respective AECs of the key subsidiaries. The respective AECs review the internal audit observations highlighted in the internal audit 
reports. 

For Islamic Banking and Takaful subsidiaries, the internal audit function is carried out by its own independent internal audit department. 
The internal auditors reports directly to the respective AECs.

•	 Shariah	Advisory

A fundamental requirement of an Islamic financial institution is that its entire business practices and operations are based on Shariah 
rules and principles. Islamic finance derives its value proposition from the application of Shariah contracts in financial transactions that 
provide for different risks and return profiles. Adherence to Shariah principles under such distinct contracts preserves the validity and 
sanctity of any Islamic financial transactions. As such, BHB is committed to upholding these principles via strict observance of the Shariah 
Governance Framework outlined by BNM.

The Shariah advisory function of BHB and its subsidiaries (save for Takaful and stockbroking subsidiaries) is carried out by the Shariah 
Supervisory Council of Bank Islam (“ssC”).

A key responsibility of the SSC is to advise the Board on Shariah matters in relation to business operations, compliance with Shariah 
principles at all times as well as auditing the operational aspect of BHB and endorsing the zakat computation and distribution.

For Takaful and stockbroking subsidiaries, the Shariah advisory function is carried out by its own independent Shariah committee. The 
Shariah committees reports directly to the respective Board.

otHeR KeY eLeMents oF InteRnAL ContRoL

In addition to the policies and standard operating procedures and processes, BHB and its subsidiaries have also adopted a Code of Ethics 
and a Whistle Blowing Policy. The latter serves as an avenue for employees to report actual or suspected malpractice, misconduct or 
violation of policies or regulations.

The other key elements of the internal control systems are described below:

•	 Standard	Operating	Procedures

Documented Standard Operating Procedures (“soPs”) for all departments of BHB were approved by the respective Head of Department. 
The SOPs serves as a day-to-day operational guide to ensure compliance with financial and operational controls as well as the applicable 
laws and regulations. All SOPs are reviewed and updated regularly to reflect current risks, new regulatory requirements and current 
operations.
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