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Risk Management

Sembcorp Marine adopts an integrated enterprise risk management (ERM) 
framework which comprises systems of internal controls and risk management 
policies, guidelines, procedures, processes and limits. The Group’s Directors 
and management staff are actively involved in various risk committees to set 
the direction and oversight for risk management in the Group. 

Risk Management Structure
The Board Risk Committee (BRC) is delegated the authority by the Board 
of Directors to oversee the Group’s risk management strategies and key 
activities. To achieve this, the BRC conducts periodic reviews and discussions 
with management on major decisions in managing risks and in the process, 
adds rigour to the Group’s ERM framework. There were four BRC meetings 
held in the year, attended by key management staff from the Corporate Office 
and the strategic business units.

The ERM Committee is a management committee chaired by the President & 
Chief Executive Officer (CEO) and supported by the Chief Risk Officer who 
serves as the secretary. The ERM Committee comprises the strategic business 
unit heads and their chief risk officers as well as the corporate function heads. 
It updates the BRC regularly on material risk issues such as policy formulation 
as well as reviews risk profiles and treatment plans. The ERM Committee is 
supported by sub-committees, including the Group Health, Safety, Security 
and Environment (HSSE) Committee, Project Risk Management Committee 
and Finance Committee, which explore in-depth critical risk issues in their 
respective areas of specialisation.

A robust risk management framework and concerted efforts by Sembcorp Marine  
helped to ensure that the Group continues to deliver sustainable value to its  
shareholders in the year. 

Safety and security drills as part of HSSE risk  
management.
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Risk Management System
A Group risk management workplan was set at the 
start of the year and key activities that were carried 
out include: 

•	 Reviewed and benchmarked the Group’s internal 
controls, risk and crisis management policies 
(against relevant principles and guidelines from 
the Committee of Sponsoring Organisations of the 
Treadway Commission, ‘COSO’ ERM Framework, 
ISO 31000 standard for risk management and 
SS540 - Singapore Standard for Business 
Continuity Management)

•	 Discussed recent risk-related case studies that 
are relevant to or have impact on the Group

•	 Reviewed Business Continuity Plans of strategic 
business units

•	 Discussed updates on market and industry 
trends and developments  

•	 Shared best practices and topics of interest 
including presentations by external consultants

In addition, the Group reviewed its top risk profile 
as part of its annual risk management workplan. 
As a result of considerable changes in the overall 
global economic situation as well as industry-specific 
conditions, the annual review of the Group’s risk 
profile saw a re-shuffling of previously established key 
risks and identification of new and emerging ones. 
The identified key risks and their mitigation strategies 
are discussed in the following sections.  

Key Risks and Mitigation Strategies
External Environment Risks
External environment risks that are significant to the 
Group include volatility in the commodity markets 
particularly oil, the state of the global economy and 
trade, the stability of the global financial and banking 
systems, foreign exchange fluctuations, government 
policies and actions, regulatory landscape, and 
natural disasters. 

The Group has emerged largely unscathed from 
the global economic crisis. While the crisis had 
cast doubt over some of the Group’s projects due 
to customers running into financial difficulties, these 
projects have since been resolved satisfactorily with 
new buyers coming onboard. Further signs of the 
global economic recovery include the increasing risk 
appetites of industry players and the easing of the 

credit crunch situation. As a result, there was a pick 
up in new orders for the Group in the later part of  
the year. 

To address the trend of stricter transfer pricing 
enforcement in an increasing number of tax 
jurisdictions, the Group embarked on a transfer 
pricing exercise in 2010. The transfer pricing 
exercise, scheduled for completion in 2011, seeks
to defend the Group’s cross-border related party
transactions and pricing by demonstrating 
compliance with the arm’s length principle and 
involves all strategic business units. 

Through the risk management process, the Group 
continuously monitors its risk exposures along with 
changes in the external environment and assesses 
the potential threats and impacts to its business. 
However, it recognises that such risks are inherently 
volatile and unpredictable and cannot be eliminated. 
The Group thus adopts a balanced risk management 
approach to mitigate these risks to reasonable levels, 
taking into account its risk appetite.

Strategic Risks
Strategic risks pertaining to the Group’s performance, 
customers, markets, industry trends, competition and 
new business initiatives are discussed at both the 
BRC and ERM Committee meetings. 

In the annual strategic planning meeting at the Board 
level, these risks are considered in the strategies 
formulated to steer the Group to the next level of 
growth. 

Health, Safety, Security and Environment Risks
The Group continues to place paramount importance 
in promoting a safe and healthy work environment 
for its customers, employees, contractors and the 
community. This is championed by the Group HSSE 
Committee, a sub-committee of the ERM Committee, 
involving key health, safety, security and environment 
personnel from all the yards. The HSSE Committee 
sets the direction and ensures adoption of leading 
industry practices across the Group. Among other 
things, it also closely monitors the Group’s safety 
performance and reports regularly to the BRC and 
ERM Committee. 



34

To foster a strong safety culture, the Group has put 
in place a performance appraisal system which 
includes safety as an integral part of management’s 
key performance indicators. This demonstrates 
the importance of safety across the Group. The 
Workplace Safety and Security section of this annual 
report further illustrates the activities carried out in  
the year to mitigate HSSE risks.

Project Management Risks
As the Group’s main business activities relate to 
its projects, a significant proportion of the risks 
reside in the day-to-day operational activities of 
project management and construction execution. 
The Group’s ability to deliver its projects on time or 
ahead of schedule, within budget and meeting quality 
standards, demonstrates the effectiveness of risk 
management actions embedded in the systems and 
processes. This way, contractual obligations can be 
met and yard defaults avoided.    

Another aspect lies with third-party stakeholders 
such as suppliers, vendors and contractors which 
the Group relies on for their services and goods. 
Should they fail to fulfil their obligations, the Group’s 
ability to honour its own contractual obligations to 

customers on a timely basis will be compromised. 
This is especially so if there are limited substitutes, in 
particular for specialised equipment. Such shortfalls 
will in turn, subject the Group to claims and liabilities. 
While the Group continues to work with third parties, 
the stringent selection criteria and processes, 
coupled with constant monitoring and assessment, 
allow for warning signs to be flagged out timely.

The Project Risk Management Committee is another 
sub-committee of the ERM Committee. Chaired by 
the President & CEO, it provides a platform for the 
strategic business units across the Group to report 
and discuss project-related issues such as progress, 
costs, work variations, financial and contractual 
matters. Where circumstances allow, the strategic 
business units will collaborate to realise synergies 
such as the rationalisation of resources for better 
performance of contracts.

Financial Risks
The Group’s wide range and scale of core businesses 
and supporting activities expose it to various financial 
counterparties and risks which are intrinsically linked 
to the global financial market landscape. Policies 
and procedures covering key areas – treasury, 

Successful upgrading and refurbishment of cruise ship Pacific Pearl for Carnival Australia.
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foreign exchange hedging, credit, accounting, 
inter-company transactions and approval limits for 
various transactions – have been established and 
implemented throughout the Group. 

These policies set out guidelines to minimise the 
Group’s cost of capital, adverse effects of fluctuations 
in foreign currencies and interest rates on income as 
well as to ensure that sufficient funds are available to 
meet financial obligations and operational needs.  

The Finance Committee (a sub-committee of the ERM 
Committee) is tasked to look into areas of financial 
system integrity, regulatory reporting, accounting, 
risk management and compliance systems, including 
internal and external audit issues. It is chaired by the 
Chief Financial Officer and comprises key finance 
personnel from the strategic business units and 
corporate functions of treasury, tax, internal audit and 
risk management. 

The Group’s financial risk management is discussed 
in detail in Note 40 to the financial statements. 

Human Resource Risks
It is important to have the right people with the 
requisite qualifications, skills and expertise to realise 
the Group’s strategic business plans. Recognising 
this, the Group actively recruits and retains talent to 
maintain and enhance its competitive edge. In this 
respect, there are comprehensive human resource 
policies and procedures in place for recruitment, 
compensation and staff development. Key risk areas 
include management succession, staff turnover, work-
life balance as well as compensation and benefits. 
The Group’s human resource activities are discussed 
in detail in the People-Centredness section of this 
report.

Investment Risks
The Group seeks to grow its business through 
acquisition of business entities or operating assets, 
development of new capabilities and expanding 
its existing capabilities and activities. Investment 
activities, ranging from the identification of targets 
to the undertaking of due diligence exercises, are 
supported by a team of experienced managers and 
augmented by external professionals for specialised 
services. Business proposals are risk assessed and 
evaluated by senior management before seeking 
Board of Directors’ approval. 

New investments, such as the Integrated New Yard 
Facility at Tuas View Extension, the new shipyard in 
Espirito Santo, Brazil and the joint-venture partnership 
with Kakinada Seaports, India, are continuously 
monitored and followed up against plans and 
budgets, for smooth execution and implementation. 

Other Group-wide Risk-based Activities
Arising from the annual risk review and regular 
risk assessments to manage key risks, other risk 
mitigation activities are Control Self Assessment 
(CSA) and Insurance Programmes: 

Control Self Assessment 
The Group started its CSA programme in 2008. It 
is principled on risk-based governance with the 
following goals:
•	 raise awareness amongst staff for the risks and 

controls they are responsible for
•	 promote ownership and accountability through 

identifying the process and control owners in the 
selected CSA processes

•	 establish a verifiable framework for management 
to gauge the effectiveness of internal controls 
and subsequently enable improvements on 
control weaknesses identified   

Currently, all the strategic business units have 
embarked on this programme, each with their CSA 
managers working closely with the Group in terms of 
implementation for new CSA areas and processes, 
training, reporting and auditing. The Group will 
continue to report to the BRC and ERM Committee on 
its implementation and progress.

Insurance
The Group uses insurance as a risk transfer tool 
against possible losses in the normal course of its 
business. Where possible, to benefit from economies 
of scale and bargaining power, insurance is procured 
on a Group basis.

The Group works closely with its insurance brokers to 
achieve optimal coverage at the best prices available 
based on its risk profile, risk management capabilities 
and self-insuring capacity. 




