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LEARNING OBJECTIVES

In this session, a former bank regulator shares insights gained from working with
successful (and unsuccessful) banks over the past 20 years.

Topics include:
1) How to navigate pending legislation
2) Regulation and “supervision by speech”
3) The biggest risks facing banks

4) How strategic risk management is at the root of truly resilient organizations
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LEGISLATION, REGULATION, AND SUPERVISION

What's the difference and why it matters



LEGISLATION, REGULATION, AND SUPERVISION

Also known as acts, statutes are laws passed by legislature. Federal
Statute statutes are laws passed by Congress, usually with Presidential

Enforceable — approval.

N The Administrative Procedure Act sets out the requirements for federal
Regulation agencies to follow when issuing proposed and final regulations. Regulations

create binding obligations.

can be used to “advise the public prospectively
of the manner in which the agency proposes to exercise a discretionary
power” and does not creating binding legal obligations.

“ ” - Interesting. Not particularly relevant.
May signal supervisory focus.

Industry Insights/Editorials/White Papers Potentially accurate. Often missing context and nuance.
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and regulation are
complementary but worth distinguishing.
Regulation is broadly applicable and
implements statutory imperatives;

is the practical art of
applying that regulatory framework to
individual banks through the exercise of
examiner judgment.”

Johnathan Gould, Partner Jones Day,
House Financial Services Committee, May 8, 2023
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LEGISLATION, REGULATION, AND SUPERVISION

’\s

REGULATION

v Bank regulation refers to the
written rules that define
acceptable behavior and
conduct for financial institutions.

v Bank regulation applies equally
to all applicable banks.

v The banking agencies, including
the FRB, FDIC, and OCC, issue
banking regulations.

Bank supervision refers to the
enforcement of these rules.

Supervision is risk based (i.e., Risk-
Based Supervision). The extent of
supervisory oversight should be
commensurate with an institution’s risk
profile.

Examiners supervise institutions by
periodic/ongoing monitoring of financial
information and examinations.




THE BIGGEST RISKS FACING BANKS

"What gets us into trouble is not what we don't know. It's what we know for sure
that just ain't so.” - Mark Twain



THE BIGGEST RISKS FACING BANKS

What gets us into trouble...

Recency Bias

We prepare for the last crisis, not the one approaching. And we expect
current conditions to continue.

O Success Breeds Complacency

Our greatest strengths and successes can also be our
biggest blind spot and our greatest weakness.

Compliance Fallacy
k' ) Compliance is a risk category. Not risk management.

Consensus Culture

The absence of conflict and confrontation are symptoms of an
unhealthy culture. Credible Challenge is necessary to build

resiliency.
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THE BIGGEST RISKS FACING BANKS

Critical Weaknesses in Recent Bank Failures
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Governance and

Risk Management

“The full board of directors did not receive adequate information
from management about risks at Silicon Valley Bank and did
not hold management accountable for effectively managing the
firm’s risks.”

Liquidity Risk
Management

“The bank failed its own internal liquidity stress tests and did
not have workable plans to access liquidity in times of stress.”

Interest Rate Risk
Management

“Silicon Valley Bank managed interest risks with a focus on
short-run profits and protection from potential rate decreases,
and removed interest rate hedges, rather than managing long-
run risks and the risk of rising rates. In both cases, the bank
changed its own risk-management assumptions to reduce how
these risks were measured rather than fully addressing the
underlying risks.”




STRATEGIC RISK MANAGMENT

Focus on managing your risk



STRATEGIC RISK MANAGEMENT

Focus on managing your risks,

"SVB and bank supervisors spent “considerable effort seeking to understand the rules and when they apply, including the

implications of different evaluation criteria, historical and prospective transition periods, cliff effects, and complicated definitions,”

and SVB “regularly engaged consultants”.

In other words, SVB seems to have been more focused on complying with financial regulation than prudently managing its

balance-sheet risks."

WSJ Editorial Board,
Fed Failed but Wants More Power
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https://www.wsj.com/articles/the-fed-absolves-itself-silicon-valley-bank-michael-barr-congress-federal-reserve-failure-2c675ba1?mod=opinion_major_pos1

Crowe

Thank You

Crowe” is the brand name under which the member firms of Crowe Global operate and provide professional services, and those firms together form the Crowe Global network of independent audit, tax, and consulting firms. Crowe may be used to refer to individual firms, to several such firms, or to all firms within the Crowe Global
network. The Crowe Horwath Global Risk Consulting entities, Crowe Healthcare Risk Consulting LLC, and our affiliate in Grand Cayman are subsidiaries of Crowe LLP. Crowe LLP is an Indiana limited liability partnership and the U.S member firm of Crowe Global. Servmes to clients are provided by the individual member firms of
Crowe Global, but Crowe Global itself is a Swiss entity that does not provide services to clients. Each member firm is a separate legal entity responsible only for its own acts and omissions and not those of any other Crowe Global network firm or other party. Visit for more about Crowe LLP,
its subsidianies, and Grows Gloal. The information n this documant 1 not - and is not Intanded 1o be — AL, tx, aceounling, advisory. fisk, paromanGs, consulting, busingss, fnandial, invastment, l6gal, o ihar professional advice. Some fit servics iy not b6 avaiabia to aftest clants. The iformation i general in nature,

based
on existing authorites, and is subject to change. The information is not a subslitute for professional advice or services, and you should consulta qualified professional adviser before taking any action based on the information. Crowe is not responsible for any loss incurred by any person who relies on the information discussed in
this document. Visit www.crows for more i about Crowe LLP, its subsidiaries, and Crowe Global. © 2023 Crowe LLP.



http://www.crowe.com/disclosure
http://www.crowe.com/disclosure

