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Summary and Context:
The FSO Committee has noted Deloitte’s conclusion that the directors’ attestation
regime is ‘largely effective’. However, given the individual bank weaknesses identified
by Deloitte and the large number of recommendations that they proposed, further work
will be necessary to enhance the regime and its execution. Deloitte based their
conclusion on their assessment of 11 banks’ attestation processes and systems
against Deloitte’s “Effectiveness Criteria / Maturity Framework”. This paper should be
read in conjunction with the sections of Deloitte’s report found at Appendices 3-4.
This paper does not seek to promote any particular course of action, but rather record
the review findings. PSD are developing action recommendations for FSO’s
consideration.
Individual bank weaknesses were identified by Deloitte. Individual bank findings will be
fed back to banks via individual letters in September.
Deloitte identified three areas that could threaten the effectiveness of the directors’
attestation regime at a system level. These areas are:
1) reliance on high quality of directors;
2) the openness of the bank’s culture and the ability for bad news to travel
upwards; and
3) the role of the RBNZ in ensuring the integrity of the attestations, including the
extent of verification by RBNZ.
Some of the findings of the review align with the IMF’s assessment, particularly
regarding the inconsistent interpretations and depth of internal processes that banks
apply in their attestation framework.
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INTRODUCTION
The Reserve Bank’s approach to regulation and supervision emphasises the role of
directors and senior managers in managing their bank’s risks (self-discipline) and in
ensuring that market participants have the appropriate information, incentives, and
mechanisms to help influence the behaviour of banks in a way that contributes to a
sound and efficient banking sector (market discipline). The RBNZ’s approach to
prudential supervision is underpinned by the philosophy that a significantly more
intensive approach to supervision may undermine the pillars of self and market
discipline.
The bank directors’ attestation regime is designed to be the key mechanism that
supports and promotes self-discipline and market discipline. The requirement for
directors to sign off on their banks’ quarterly disclosure statements enhance the
effectiveness of self-discipline and market discipline, by strengthening the
accountability of bank directors and increasing the market’s ability to assess the
soundness and performance of banks. Currently, directors are required to attest in the
quarterly disclosure statements that after due enquiry, they believe that:
i)

the disclosure statement contains all the required information, and is not
false or misleading;

ii)

all of the bank’s conditions of registration have been complied with over the
accounting period of the disclosure statement;

iii) credit exposures to connected persons were not contrary to the interests of
the bank over that period; and
iv) the bank had systems in place to monitor and control adequately the material
risks of the banking group, including credit risk, interest rate risk, currency
risk, equity risk, liquidity risk, operational risk, and other business risks over
the accounting period, and that those systems are being properly applied.
The first three statements that directors attest to (i –iii) are supported by the Orders in
Council and the banking supervision handbook respectively. When the bank directors’
attestation regime was implemented in 1996, the RBNZ deliberately chose not to
prescribe what constitutes an ‘adequate risk management framework’, since this will
depend on the nature, scale, and risk tolerance of the bank.

THE IMF FINANCIAL SECTOR ASSESSMENT PROGRAMME
In the IMF’s 2017 New Zealand Financial Sector Assessment Programme (FSAP)
report, the assessors called out perceived impediments to the effectiveness of RBNZ’s
approach to prudential supervision, including: (i) the absence of supervisory testing to
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determine compliance and the effectiveness of risk management, and (ii) limited
supervisory guidelines and regulations that could serve as benchmarks.1
In particular, the IMF noted the RBNZ’s significant reliance on directors’ attestations,
to ensure that the bank has adequate risk management systems in place. The IMF
pointed out that the RBNZ has issued limited guidance regarding what constitutes
adequate risk management. This creates a risk of an uneven playing field since banks
may have inconsistent interpretations of what constitutes ‘adequate risk management’
and therefore directors may be attesting to different standards in the disclosure
statements. The IMF also opined that in the absence of guidance, foreign banks would
likely base their attestations on the supervisory standards of their home-country.
Given the possibility that banks may be applying different standards to assess the
adequacy of their risk management system, the IMF recommended that RBNZ
conduct more testing of directors’ attestations and regulatory reports.
OBJECTIVES AND METHODOLOGY OF THE REVIEW
The objective of the thematic review was to assess the effectiveness and scope of the
differing attestation approaches adopted by New Zealand-incorporated registered
banks, and the processes that bank directors use to fulfil their obligations under s81 –
s82 of the Reserve Bank Act 1989. The review also aimed to improve the RBNZ’s
understanding of banks’ general approaches to governance.
The RBNZ sub-contracted Deloitte to assist with the review. The review was
conducted in three parts: 1. a confidential survey of directors of all locally-incorporated
banks; 2. documentation review of the information requested from the 11 selected
banks and 3. interviews of directors, senior managers, and auditors of the 11 selected
banks. The number of interviews per bank is shown in Appendix 1. The survey
responses can be found in Appendix 2. Insights drawn from the survey and
documentation review were used to inform the interview questions. A fourth stage
was ultimately added to the review, where Banking Oversight provided the locally
incorporated banks with the Deloitte report in draft, along with our view of the key
findings, and asked for initial feedback via two workshops run with directors and
executives. Feedback from both workshops has been incorporated in Deloitte’s final
report and in this paper.
To assess the effectiveness of each bank’s approach to directors’ attestations, Deloitte
used its own ‘Effectiveness Criteria’ and assessed the 11 selected banks against their
‘Maturity Framework’ scorecard. Please see Appendix 3 for Deloitte’s assessment
criteria.

1

Please refer to the IMF’s New Zealand Financial System Stability Assessment (2017).
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The Bank intends to provide the 11 selected banks with individualised feedback in
September.
OVERALL ASSESSMENT
Deloitte assessed the system as “largely effective”, based on a weighted average of
the scores of the 11 selected banks. Deloitte’s assessment of the individual banks
focused on the maturity of the banks’ attestation processes and assurance framework

The review found that there was significant divergence among the maturity of the
attestation frameworks in place among the three groups of banks , and that individual
bank weaknesses were identified.
Although Deloitte assessed the overall bank directors’ attestation regime to be “largely
effective”, Deloitte noted three areas that could limit the effectiveness of the bank
directors’ attestation regime:
i)

reliance on high quality directors;

ii)

bank culture; and

Ref #7153289 v1.8

5

iii) the role of RBNZ in ensuring the integrity of directors’ attestations, including
the extent of verification.
The key findings related to the three areas of potential vulnerability are discussed in
more detail in subsequent sections. In addition, Deloitte provided a large number of
thematic findings and related recommendations (see Appendix 4).
Key findings – Reliance on High Quality Directors
As evident in the survey results and in the interviews, bank directors appeared
unanimously aware of their personal responsibilities and accountabilities under the
attestation regime. Directors agreed that their role is to focus on the big picture and on
broader risk management matters, rather than on the minutiae of day-to-day bank
operations and checking the accuracy of financials and compliance with technical
regulatory requirements.
Although directors were acutely aware of their personal obligations, most directors
admitted that they place significant reliance on management, given the
disproportionate time and resources that executives allocate to the day-to-day
management of the bank compared with the time that directors dedicate to reviewing
reports or engaging with staff from lower levels of the organisation. Some interviewees
suggested that the RBNZ could enhance the accountability of senior managers, given
the reliance that directors place on senior management.
The presence of an “open and honest culture” and of sound incentive structures that
promote the long-term sustainability of the bank, as well as the use of independent
reviews (via internal / external audit or other external parties) were cited as tools that
can mitigate the imbalance of “expertise” between directors and senior managers.
These areas will be expounded further in the sections on “Bank Culture” and “Role of
RBNZ in ensuring the integrity of attestations”.
There was broad agreement that it is also critical that there is sufficient banking and
financial sector experience on the board. Interviewees observed that banking is a
relatively complex industry, and that it is very challenging for directors from outside the
financial sector to fully understand the processes that underpin the disclosure
statement preparation and attestation sign-offs. Some directors noted that it can take
more than 3-5 years to fully understand the complexities of disclosure statement and
other regulatory requirements. We received mixed views on what the minimum
number of directors with banking experience in a bank board should be, with
comments ranging from 1-3 banking directors per board.
A common theme that emerged from the interviews was the observation that New
Zealand has a thin pool of directors with the appropriate skills and banking
background. The issue of banking skill shortage on the board is more disadvantageous
to standalone banks (i.e. domestic banks) that do not have access to the support and
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resources provided by larger foreign-owned parent banks. A few interviewees
suggested that inadequate local competency may inhibit the effectiveness of RBNZ’s
corporate governance requirements.
It was acknowledged that the lack of banking experience of directors can be
supplemented with extensive and appropriate induction processes and ongoing board
training and board evaluation. Regular training can help address skill deficiencies in
the board, while regular board assessment can help articulate the strengths and
weaknesses of the board, and create action plans to mitigate them. There was also
support stated during the workshops for the RBNZ to take a greater role coordinating
with the Institute of Directors and offering an optional induction programme for bank
directors.
Many interviewees emphasised the value of having diversity of skill, personality, and
experience in the board. There was also broad recognition of the value that
independent directors bring to the board, particularly in monitoring and challenging
senior management.3 However, many directors noted that the remuneration of
independent directors does not appear to be commensurate to the risk that they are
taking.
Some interviewees noted that the number of directorships of an independent director
can impede the director’s ability to allocate enough time for directors to properly
discharge their duties. Given the sheer volume of reports that directors receive as part
of the attestation process, the effectiveness of directors (particularly independent
directors) in understanding the bank’s risk profile and conducting “due enquiry” to be
able to attest to the Order in Council requirements (see Para 2), is hindered if they
have too many directorships.
Although participants of the review recognised that the risk of capture of independent
directors increases with the length of tenure of the director on the bank board, nearly
all participants were sceptical of the Reserve Bank imposing tenure limits. Most
foreign-owned banks already have internal policies on tenure limits, ranging from 9-12
years. During the workshop we clarified that our concerns were around the continued
independence of individuals who remained on the board for twenty plus years (which
we have seen), given that we do not have the ability to remove a director due to length
of tenure.
A majority of participants argued against the RBNZ prescribing more detailed
requirements in its Corporate Governance policy (BS 14), but supported further
Robinson’s (2016) literature review on “The role and effectiveness of independent directors” found
that independent directors appear to be effective at monitoring management, and that an increase in
the proportion of independent directors is on average associated with weaker CEO power, increased
sensitivity of CEO turnover to firm performance, greater transparency, and lower earnings
management. However, the paper also found that there is an inverted U-shape relationship between
the effectiveness of the board in advising management and the proportion of independent directors in
the board due to the observed trade-off between independence and experience.
3
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guidance. The required mix of skills in a bank board is driven by the bank’s risk profile,
which in turn is determined by the scale, complexity, strategy and maturity of the bank.
Hence, the board composition requirements of a small domestic-owned bank will differ
from that of a large Australian-owned bank. Many participants were also worried that
the pool of qualified directors will shrink further if RBNZ imposes additional
requirements, although there were a handful of interviewees (particularly previous
bank directors) that argued the opposite: that the RBNZ could create demand and
expand the labour market of “appropriately-skilled” directors by ensuring that bank
directors are appropriately qualified and remunerated.
There was broad support for detailed “best practice” guidelines for bank directors,
particularly on what constitutes “due enquiry” and “adequate risk management”. This
relates to the IMF’s assessment that the lack of detailed guidelines and communication
of supervisory expectations by the RBNZ could result in directors attesting to different
standards of “adequate risk management”.
all cited
APRA’s CPS 220 as a useful document that explicitly lays out APRA’s expectations
regarding board composition and mix of skills, risk management framework, and
breach reporting.
There were a few interviewees that recommended that RBNZ take a more active role
in assessing boards and requiring deficiencies in overall governance arrangements to
be addressed. This could, for example, be done by changing the Suitability
Assessment policy (BS 10) from its current “set and forget” approach to a more
frequent assessment. Moving away from a “set and forget” approach was also
discussed at the workshops and there did not appear to be any material objection to
it, in particular as it was acknowledged that observing someone in the role of a bank
was the best way to determine if they were suitable. Participants in the workshops
were keen to stress though that fellow board directors were also assessing the
ongoing suitability of their fellow directors and would speak-up if they had concerns.
In our experience though there have also been occasions where this “self discipline”
did not appear to have been applied.
Some participants also suggested that the RBNZ outsource the review of either the
board or risk management framework to an external party, citing APRA’s requirement
that the risk management framework of an APRA-regulated entity be subjected to an
independent and comprehensive review at least every three years (under CPS 220),
and the NZ Treasury’s requirement that the NZ Superannuation Fund’s governance
arrangements and performance are subjected to an external review at least every five
years.
Many directors noted that they would prefer to have more frequent engagement with
RBNZ. Currently, supervisors of the 10 most systemic banks engage with independent
directors at least once a year. Some directors noted that RBNZ’s communications with
management can be “filtered” when management passes RBNZ’s message up to the
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board. It was also recommended that RBNZ supervisors meet with the full bank
boards, including non-independent directors, at least once a year.
Participants in the workshops were unanimous in calling for similar and more regular
forums in which directors and senior managers can discuss and share views on ‘best
practices’ across different areas, as well as discuss emerging issues / current key
risks. Banks felt that given the pace of change in the industry, more proactive industrywide discussion is preferred to prescriptive rules.
Key findings – Bank Culture
There was consensus among review participants that there is a significant correlation
between an effective attestation process and the presence of an “open and honest”
culture within the bank. Given the complexity of modern banks and the volume of
disclosure statement requirements and conditions of registration that directors have to
attest to, it is impossible for directors to sign off without placing some reliance on the
sign-offs that they receive from senior management. However, this reliance is only
appropriate if the directors are confident that management will report upwards all
matters that could negatively impact on the attestations (i.e. bad news travel upwards
early).
Culture is hard to define and measure, and it is not currently mentioned or captured in
any RBNZ requirement or guidance, nor is it formally assessed. Deloitte noted that
this stands in contrast with the significant focus on the topic not only by other regulators
but by the industry at large and the vast majority of directors interviewed. Given the
fundamental premise and basis of the New Zealand prudential regulatory regime and
its reliance on strong governance in the first instance, its omission is the more
conspicuous.

Some examples of metrics that can be used to assess culture are: the proportion of
issues that are self-disclosed compared to issues identified by internal or external
audit, customer satisfaction (since cultural issues tend to manifest via conduct issues),
and staff turnover, particularly in the Risk and Internal Audit function.
The presence of an effective whistle-blower policy is also another tool that banks can
use to ensure that bad news would flow upwards. The discovery of a bank’s dual
reporting lines via the whistle-blower route is a good example of this.
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A positive assurance framework (i.e. “show me don’t tell me”) can encourage a culture
of openness since it requires management to be able to evidence that compliance has
occurred. This is distinct from the much more common negative assurance
framework, which seems to only require management to be able to state that they are
not aware of any compliance or risk appetite breaches. The former is clearly more
robust because it forces individuals to turn their minds to the individual conditions of
registration and ensure they can evidence compliance.

There was broad acknowledgement from all participants that “tone from the top” can
have a significant impact on the bank’s culture. In particular, the CEO’s openness
towards alternative views, and the Chairman’s relationship with the CEO and the board
were cited as “soft” factors that can influence the bank’s culture. The Chairman can
have a significant influence over the areas of focus of board discussions and the
culture at the Board level.
Another key driver of culture is incentives. Developing incentive schemes that promote
the long term sustainability of the bank is a difficult balancing act, since there are
usually negative consequences associated with escalation of bad news. It is therefore
important to ensure that consequences are commensurate to the scale of the issue,
the speed of identifying the issue, frequency of similar issues, and the willingness of
the individual to identify and correct the issue.
Unsurprisingly, there was significant discussion on this topic at the workshops, given
how abstract the concept of “risk culture” is. Participants of both workshops agreed
that egregious incentive schemes were key drivers behind various bank failures, and
the misconduct scandals that have plagued international banks recently. Despite this
recognition, there was strong scepticism against the RBNZ taking a more active role
in regulating incentive schemes. Weaknesses in potential options were noted,
including how any reliance by RBNZ on tools such as engagement survey results
could only ever provide a limited picture of the overall culture (risk or otherwise of an
organisation).
Key findings – Role of RBNZ in ensuring integrity of attestations
The review found that banks apply different approaches to the attestations, including
the processes they apply to verify attestations, materiality thresholds, and
interpretations of some policies (e.g. what constitutes adequate risk management
system). The effectiveness of the attestation processes also depend on the maturity
of each bank’s 3 lines of defence model, with interviewees frequently citing
independent reviews (e.g. via internal audit) as being critical to the integrity of the
attestation processes.
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Moral suasion: Some interviewees mentioned that the RBNZ can sometimes be
vague and unspecific in communicating supervisory expectations. Furthermore,
interviewees noted that the RBNZ’s does not make it clear when an action is required
or simply recommended. This aligns with the IMF’s recommendation that “supervisory
engagement, particularly with large institutions, needs to move towards
communicating supervisory expectations and requiring action.”
NEXT STEPS
We will be providing individual feedback to the 11 banks that were selected to
participate in the desk-based review and interviews.
Prudential Supervision Department will assess Deloitte’s recommendations and
comments from the recent FSO meeting.
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Assessment (‘Effectiveness)
Criteria

Best Practice Features

well as between audit committees and their external auditors (to highlight issues and bring a
different perspective).
2.

Process, Systems &
Controls




3.

Evidence

Quality of the attestation evidence i.e. its relevance, reliability, accuracy / integrity, completeness,
timeliness, adaptability:










4.

Communication &
Reporting









5.

Leadership & Culture
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A good attestation process (and supporting processes e.g. risk management etc.) is: Complete
(end-to-end), relevant, effective, efficient, valid, usable, used, managed and measured.
Ensure good process, information, systems, and controls - Directors are fully and individually
accountable for the attestations they make. Therefore, they need relevant, accurate, and up-todate information to make good decisions. The board also has a responsibility to form their own
view on the design and effectiveness of the bank’s internal systems and controls, particularly as
they relate to the directors’ attestations. These systems and controls are critical to providing
assurance that the bank is compliant and in line with regulatory expectations. The board has a role
to review them regularly to ensure that they remain fit for purpose.

Relevance – The relevance of the evidence refers to the relationship to the (management)
assertions made and the resulting (directors’) attestations and to the objectives of the underlying
controls being tested.
Reliability – Depends on the nature and source of the evidence and the circumstances under
which it is obtained. E.g. Evidence obtained from a knowledgeable source independent of the bank
is more reliable than evidence obtained only from internal bank sources; Reliability of information
generated internally is increased when the bank’s control over that information are effective.
Accuracy and Integrity – Bank’s ability to generate accurate and reliable risk (and financial) data to
meet normal and stress/crisis reporting requirements. Data aggregation should be largely
automated so as to minimise the probability of errors.
Completeness – Bank’s ability to capture and aggregate all material risk (and financial) data across
the banking group. Data should be available by business line, legal entity, asset type, industry,
region and other groupings, as relevant for the risk in question, that permit identifying and
reporting risk exposures, concentrations and emerging risks.
Timeliness – Bank’s ability to generate aggregate and up-to-date risk (and financial) data in a
timely manner while also meeting the principles relating to accuracy and integrity, completeness
and adaptability. The precise timing will depend upon the nature and potential volatility of the risk
being measured as well as its criticality to the overall risk profile of the bank. The precise timing
will also depend on the bank-specific frequency requirements for risk management reporting,
under both normal and stress/crisis situations, set based on the characteristics and overall risk
profile of the bank.
Adaptability – Bank’s ability to generate aggregate risk (and financial) data to meet a broad range
of on-demand, ad hoc risk management reporting requests, including requests during stress/crisis
situations, requests due to changing internal needs and requests to meet supervisory queries.
Involving the Right people – For governance (and) management to be effective, it is critical that
the right people are involved. The level of trust between people – between directors,
management, and stakeholders – affects the effectiveness of the governance arrangements and
resulting attestations.
Having the right mix of people and skills on the board should help it to be more effective. An
effective board will have members who bring multiple perspectives, who debate issues robustly,
constructively challenge and who then speak with unity of voice and message about the decisions
made.
Appropriate induction and training – investment in and development of directors is vital including
new directors receiving a formal induction into the bank and in relation to the attestation regime,
its objectives and processes etc.
Effective relationships built on mutual trust and respect - Strong relationships between directors
and management are essential. These relationships should be based on mutual respect and trust.
However, they should not become ‘cosy’.
All attestation related communications are effective – i.e. they are: complete, concise, considerate
(of end-users and their objectives), concrete (supported by evidence – see above), clear and
correct. Communications lines are clear and direct.
Clear strategic purpose (for governance generally and attestations in particular) and a clear
direction for how to achieve that purpose based on an understanding of regulator expectations
and the wider regulatory context that the bank operates in. Clarity of vision and objectives (as they
relate to directors’ attestations).
Strong united leadership at Board and executive levels in particular (right ‘tone at the top’); strong
employee engagement and positive, open culture.
Lead by setting a constructive tone. The leadership role is to set a suitable tone from the top that
shapes the culture and demonstrates the desired values and ethics of the organisation.
Powerful questioning. The Board’s questioning of management needs to be constructive and
testing. Effective Boards use their combined experience and skills to query information, to probe,
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Assessment (‘Effectiveness)
Criteria

Best Practice Features



6.

Presentation & Disclosure

and to challenge so they can make informed decisions. Boards need to keep asking questions until
they understand what they are being asked to rely on. Sometimes decisions need to be deferred
until further information is supplied.
Directors and executive management are aware of and alert to organisational biases (cognitive,
emotional and deeply embedded belief systems) and their impact on decision-making. They
consciously use a range of de-biasing approaches based upon the type and frequency of the
decisions that are being de-biased e.g. analytical tools (credit scoring models).

Quality of attestation related reporting and disclosure:


Accuracy - Risk management and financial reports accurately and precisely convey aggregated risk
and financial data. Reports are reconciled and validated. Financial reporting – High quality financial
reporting in compliance with generally accepted accounting practice (GAAP).





7.

Outcomes (futurefocused)

Comprehensiveness - Risk and financial reports should cover all significant attestation related
matters. The depth and scope of the reports is consistent with the size and complexity of the
bank’s operations and risk profile, as well as the bank’s specific attestation requirements (incl.
conditions of registration). All components that should be included in the disclosure statement are
so included, and are properly organised, described and disclosed.
Clarity and usefulness – Attestation related risk and financial reports communicate information in
a clear and concise manner directly relevant to the directors’ attestations. Reports are easy to
understand yet comprehensive enough to facilitate informed decision-making by management
and the directors.



Internal verification processes and assurance reviews are in place for attestation related reports,
whether internally generated or from third parties.



Frequency – The frequency of management and board reports reflects the needs of management
and directors in meeting their respective attestation related reporting obligations.



Distribution – attestation related reports are distributed to the relevant parties while ensuring
confidentiality is maintained.




The objectives and purpose of the attestation regime are well understood
The results are not seen as discrete outputs from a single attestation but rather as results
collectively, through time and viewed through the lens of the ultimate stakeholders and
beneficiaries.
The results anticipate / discount future needs and respond to these mindful of those needs.
Directors’ proactively adapt their governance approach, structures and processes to support
changing needs generally mindful of the specific requirements in relation to their director
attestations; These are adapted for the specific situations and needs of the bank; one size does
not fit all.
From governance to stewardship – future-focused boards are focused not only on the current
regulatory context but also evolving trends and expectations and able to relate these back to the
present and in so doing ‘set a higher bar’ for regulatory compliance that transcends the
boundaries of their own bank.
Emerging trends and risks are understood, tracked and their implications (effectively) discounted
into current attestations








3.2 Maturity framework
Using information gathered through the online survey, individual bank interviews and bank-supplied documentation we have
assessed each of the (11) banks against a maturity model developed for the attestation regime6 and covering the 7 domains
outlined above which are also the criteria by which we have assessed the ‘effectiveness’ of the regime both at the level of
individual banks and also in aggregate at a ‘system’ level.
Five (5) levels of capability apply to each of the (7) domains:
L1 – Initial
L2 – Repeatable
L3 – Defined & Integrated
6

Drawing on good practices in Maturity Models from a variety of sources – see Bibliography
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Appendix 4: Deloitte’s thematic findings
Area / Topic

Key Finding

Recommendation/s

Director
responsibility



Board directors appeared unanimously aware and mindful of
their personal responsibilities and accountability under the
attestation regime. This extended beyond a purely legal view
to embrace the substance of their attestations.



Culture



The importance of a strong positive culture was widely
acknowledged simultaneously as: critical to attestation
integrity and the ongoing sustainability of the attestation
regime; a source of competitive advantage, and the absence
of which raised the chances of negative events and even bank
failure.
Culture is not currently captured in any Reserve Bank
requirement or guidance, nor is it formally assessed.







Attestation -Type



There are, prima facie, varying degrees of clarity, and
potential misalignment, between each bank’s stated director
attestation goals including type of assurance (whether
‘reasonable’ or ‘limited’) and the approaches followed
(including supporting executive and management
attestations) to provide that assurance.



Attestation – Design
and execution



While ‘end-to-end’ views of the directors’ attestation process
are evident among the larger banks, this is not so with the
smaller banks. Moreover, even with the larger banks a
‘comprehensive’ and holistic approach to attestation is still in
its early stages of development.



Board performance



Not all boards are regularly or systematically assessing their
performance.
Board performance in relation to specific ‘board only’
responsibilities is not consistently carried out by all banks.
There was little or no evidence of any bank board evaluating
specifically how well the board or individual directors fulfilled
their specific responsibilities relating to quarterly
attestations.







Regulatory
interpretation
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Interpretations of some regulations appear to vary quite
widely between the banks. This coupled with the absence of
materiality thresholds in relation to the Conditions of
Registration can result in disproportionate effort being
expended by a bank in meeting the ‘not false or misleading’
requirement under the directors’ attestations; and / or
reducing the incidence of relatively minor (unimportant)
differences.



Reserve Bank continue to
exercise professional
regulatory leadership
including benchmarking its
own role in helping catalyse
improvements.
Reserve Bank require the
banks to form a view on risk
culture and monitor this.
Reserve Bank to form its own
view on individual bank’s
culture and across the sector
and use to inform more
explicitly its own ongoing
supervision of individual
banks.
Reserve Bank clarify its
expectation that ‘reasonable
assurance’ applies as well as
generally accepted assurance
standards.

Reserve Bank set out its
expectations of banks in
relation to risk management
(e.g. via a standard equivalent
in substance to APRA’s CPS
220) and in relation to
directors’ attestations as
comprehensive and
integrated risk and control
system beyond process.
Reserve Bank require as part
of BS10 that bank boards
assess their own performance
on a regular basis, ideally with
external facilitation and that
these assessments include
selected topic ‘deep-dives’
e.g. directors’ attestations.
Reserve Bank encourage
disclosure by banks of their
(board) evaluation process
and plans for continuous
improvement.
Reserve Bank issue guidance
on matters identified (in
conjunction with the banks)
on which there is a consensus
that there is unnecessary lack
of definitional clarity; and
Materiality in relation to the
Conditions of Registration.

24

Area / Topic

Key Finding

Recommendation/s

Board composition
and experience



Reserve Bank consider:

There was wide recognition and acceptance that the
effectiveness of the attestation regime depended heavily on
having appropriately skilled, competent and experienced
individuals in key roles – both board and management.
Opinions were divided on how to achieve and maintain this
through time, mindful of the challenges faced at an industry
level in attracting and retaining high calibre personnel.
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Attestation
architecture



There were views variously expressed (although pervasive)
that the disclosure regime and particularly the conditions of
registration have become somewhat difficult to navigate and
understand potentially rendering its implementation
increasingly ineffective (by design) through time.



Data and Analytics



Banks are increasingly realising the value of their data assets
and planning to leverage these. The larger banks have plans
within 5 years to make increasing use of data and analytics
beyond credit (scoring / rating) to support unbiased decision
making, and automate aspects of auditing e.g. controls
testing.



Residual Regime
vulnerabilities



Interviewees when asked ventured a range of risks that the
directors’ attestation regime was not well suited to identifying
/ dealing with including: (i) ‘event risks’ - because of their
potential ‘surprise’ / ‘speed of onset’ e.g. cyber risk, conduct
risk and (ii) Risks characterised by their secular nature (‘secular
risks’) that might not be identified sufficiently early by either
management or the regulators e.g. poor culture (see above),
progressive risk appetite ‘creep’, complacency.



Being more active in assessing
weaknesses on boards7 (and
senior management) and
requiring them to be
addressed (rather than just
attempting to use moral
suasion);
Setting policy requirements
around how many boards an
individual could sit on in
addition to their bank board.
Consider periodic
reassessment by banks of
directors and senior
management rather than the
current ‘set and forget’
approach.
The Reserve Bank consider, in
conjunction with the above
recommendations (in
particular: 2.3, 2.4 and 2.6),
providing explanatory
guidance as to how the
component parts of the
attestation regime fit
together as a framework
(from the regulator’s
perspective) and in particular
how prospective regulatory
developments will be catered
for and factored into the
framework
The Reserve Bank similarly
leverage this trend, and
increasing availability of cost
effective tools to validate and
corroborate bank attestations
beyond the manual processes
currently deployed.
In addition to and
complementary to this
Review the Reserve Bank
continue to explicitly
challenge on an ongoing
basis, the directors’
attestation regime as a
prudential tool. This includes
identifying and forming its
own view on where residual
vulnerabilities lie and whether
any further mitigating
measures need to be taken
having regard to it full suite of
regulatory tools.

Through a combination of bank self-assessments and the Reserve Bank’s own assessments.
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Area / Topic

Key Finding

Recommendation/s

Supervisory





engagement
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A significant number of interviewees ventured that they
would like more frequent and constructive engagement /
interaction with the Reserve Bank beyond what is currently in
place, to achieve greater consistency and clarity on matters
open to widely varying interpretation. This in turn would
assist them in benchmarking and improving their practices.

The Reserve Bank consider
the suggestions raised by the
banks, as a way of further
improving the attestation
regime. This necessarily
involves a potentially
fundamental review of its
own supervisory resourcing
model to achieve the right
(sustainable) outcomes

