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Good Governance in Banking:
What Does It Look Like?

As the FDIC looks to finalize its guidance on corporate governance and risk
management, there are several steps boards can take to enhance their strategies

Against a regulatory backdrop of rule updates
and a focus on enforcement priorities, many
financial institutions continue to seek ways to
enhance their governance strategies and frame-
works.

"Regulatory postmortems and proposed new
guidance from the Federal Deposit Insurance
Corporation (FDIC) reinforce certain governance
practices as foundational,” says Michele Crish, a
managing director with Deloitte & Touche LLP.

In a conversation, Crish speaks to Caroline Swett,
a partner with law firm Debevoise & Plimpton,
and David Wright, a retired director from Deloitte
& Touche LLP and independent advisor to the
firm. The conversation has been edited for length
and clarity.

Crish: Given your work with bank boards, es-
pecially following the turmoil in 2023, what
changes are directors making in how they
operate?

Swett: Boards are dealing with a very challenging
market and regulatory environment that is likely
to increase their oversight and monitoring duties,

while requiring greater agility and responsiveness.

First and foremost, to adapt we've seen boards
adding meetings to their cycles. The cadence

has increased, which can be challenging because
they already have a significant workload. Second,
to become more nimble, some boards are ex-
panding their informal and off-cycle engagement
with management. They are also thinking more
critically about their composition, experience, and
expertise, as well as considering how committees
can be used to boost efficiency. For instance,
we're seeing committees, or just groupings of
directors being assigned as first responders to
deal with rapidly changing liquidity or market
conditions.

Crish: How do you see the board'’s level of
oversight changing with respect to enter-
prise transformation programs or remedia-
tion?

Wright: In terms of information overload and the
overwhelming number of responsibilities direc-
tors have today, boards are increasingly creating
ad-hoc or specialized subcommittees for techni-
cal topics such as cybersecurity, digitally-enabled
transformation, or merger due diligence. With
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respect to formal enforcement actions, regulators
often require boards to form ad-hoc compliance
committees to oversee sustainable remediation
efforts. That's also an opportunity to use subcom-
mittees and specialized groups to give directors
some relief. But in the end, there is only so much
time in the day, and not everyone can be the
ultimate expert.

Crish: What should boards be doing to bal-
ance business strategy, risk appetite, and
financial planning?

Wright: The board has a responsibility to ask
tough questions around coherence and whether
incentives are aligned to bring strategy, risk man-
agement, and capital and liquidity together in a
manner that is safe and sound. For instance, does
a new strategy have some guideposts, such as
risk-appetite measures, around it? What type of
risk-management infrastructure is needed to sup-
port the strategy? Does it affect the financial com-
position of the firm in such a way that it creates
new and unexpected vulnerabilities? Are there
sufficient earnings and capital to support the
strategy? Boards increasingly need to focus on
whether a strategy is supported both by compre-
hensive risk management practices and a strong
balance sheet and capital. It may be common

sense, but it is not easy to do. Historically we've
seen institutions focus more on the revenue side
in detailing their strategies and much less on the
risk and financial performance side.

Crish: What role does the board play in fos-
tering accountability and a strong risk and
compliance culture?

Swett: Accountability can be fostered in many
ways by the board. But, at its core, it's about
enabling robust inquiry and effective challenge of
management’s thinking, recommendations, and
assumptions, including on issues of remediation
or ongoing deficiencies. To build a strong risk and
compliance culture, the board needs to engage
management on relevant issues and encourage
candid discussions. Simultaneously, management
needs to make sure that information gets up to
the board to facilitate accountability and ques-
tioning. There is also the matter of incentives. Risk
needs to be embedded into performance man-
agement and compensation processes so that
the rewards for financial performance are aligned
with responsible risk management practices.

— by Darlene Fiscus, freelance writer,
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