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The culture

Risk management staff were bullied by the "rain makers" from front office, who were under pressure to make the profits that would boost bonuses, according to the APRA report.

Risk management controls in corporate and institutional banking were "seen as a trip-wire to be negotiated rather than presenting any genuine constraint on risk-taking behaviour", the report concludes.

Management turned a blind eye to known risk management concerns, the regulator says. " 'Profit is king' was an expression frequently heard in our interviews."

It recommends reforms in recruiting and the code of conduct to encourage whistleblowers, and a system where bad news is not sanitised before it reaches the key decision makers.

According to APRA, senior management were unwilling to accept and acknowledge issues, were resentful of outsiders and resisted the board or regulators being alerted.

In recent years, the risk management role had been regarded as a business partner with frontline areas "rather than a separate risk controller" as efforts were made to embed a more commercial culture in the division. The currency losses were symptomatic "of an organisation culture that did not have sufficient regard to the risks attendant with these products". [image: image1.png]
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The board
The board, which is responsible for overall governance and high-level risk monitoring, is blasted for failing to pay sufficient attention to risk issues, despite asserting risk was an issue that warranted its attention.

APRA finds that in contrast to regular reports on strategy, day-to-day operations and overall business, the level of risk reporting going to the board was inadequate.

"The board received little reliable management information on risk metrics; risk reports were infrequent, superficial and, at times, inaccurate," the report concludes.

It was not aware of the level of proprietary trading conducted by the currency options desk or the large exposures the desk had, in the final quarter of 2003, to a drop in the US dollar.

Methods for executive management to convey issues to the board and board committees were generally ineffective, a situation worsened by the risk committees failing to achieve the standards set in their charters.

APRA has told the board to provide greater clarity to management about the ownership and reporting of high-level market risk and to strengthen the oversight of risk management.
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The Audit Committee

The audit committee chaired by Catherine Walter, whose presence on the board continues to cause controversy, failed to fully understand the dimensions of the currency crisis or alert top management, according to the report.

APRA says anecdotal evidence "suggests" that the committee became overwhelmed with issues and might not have had the opportunity to "discuss, deliberate or escalate further" risk issues.

But it notes problems arising from volume of material are an issue faced by all boards and committees of large organisations.

"Our concern is that the principal board audit committee became too focused on ensuring process was in place, without understanding or inquiring into the substantive issues underlying what was being put before it by management or adequately probing inconsistencies or warnings," the report states.

It also failed to effectively alert the board or "acknowledge the existence of known issues concerning market risk".

The principal board audit committee was the main conduit to the board for external auditors, internal audits, consulting actuaries and company management on auditing issues. 

APRA recommends the criteria for reporting audit issues to the board be "risk based and unambiguous" and requires all regulatory reports on bank operations be tabled, reviewed and acted on.
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The Risk Committee

The bank's currency crisis was reaching its peak when the risk committee, chaired by now group chairman Graham Kraehe, had its first meeting on November 21, 2003.

Mr Kraehe's committee was intended to report to the board on all aspects of risk, including the bank's risk strategy, appetite, controls and overall market risk. This was when large and unusual activity was not investigated and the numerous control measures in place were ineffective.

One of the risk measures the committee needed to review was "value at risk" (VaR), which sets a limit for currency option trading. At the November meeting it was noted that the average usage for 2002-03 was about $22.4 million, well within the maximum VaR for the group of $80 million.

There was no record of any discussion of recent VaR limit breaches that "were well known" to the bank's market risk and prudential control section.

APRA concludes: "The evidence suggests that the committee did consider market risk issues at its first meeting but it is apparent that these issues were not elevated as a serious concern by executive management at the meeting."
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