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OQutcome of FRB self-assessment

As a result of the recent failure of Silicon Valley Bank (SVB), the Federal Reserve Board (FRB) completed a self-
assessment to determine the key drivers of the SVB bank failure and weaknesses in the FRB's own supervision. The FRB
highlighted its observations in the Review of the Federal Reserve’s Supervision and Regulation of Silicon Valley Bank.*
As part of the review, the FRB summarizes its takeaways into four categories.
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Outcome of FRB self-assessment (cont.)

Below highlights the outcomes of the FRB's self-assessment on its own and on SVB's shortfalls.

>

FRB self-assessment

Failed to effectively oversee the risks inherent in the SVB's
business model and balance sheet strategies

Stronger focus on MRA/MRIA remediation progress (quantity) rather
than on issues that remained open

Delay in providing downgrades as it related to risk management
due to pressure to reduce regulatory burdens and requirement to
have significant evidence for conclusions

Timely resolution of material issues not enforced by regulators

Lower supervisory and regulator requirements for banks of SVB's
size and nature

Too long transition period in rules (e.g., SVB was not yet subject to
capital, liquidity and risk management requirements even though it
was a Category IV firm)

Repeated observations of weaknesses in risk management not
resulting in formal supervisory findings (e.g., MRA, MRIAs)

>

SVB'’s shortfalls

Weaknesses in internal liquidity stress test and contingency funding
plans

Utilization of less conservative stress test assumptions
Vulnerabilities included:

» Foundational and widespread managerial weaknesses
» Highly concentrated business model

» Reliance on uninsured deposits

Interest rate risk not adequately assessed in growing securities
business

Lack of effective transitional plan from being a regional bank to a
large foundational institution (e.qg., lack of sufficient resources in
place)

Did not effectively self-identify issues

Management “had a financial incentive to focus on short-term
profit over sound risk management’*
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Banks should prepare for potential upcoming changes from the FRB

The FRB has recognized the need to strengthen its supervisory and requlatory frameworks through its postmortem
assessment. Although material changes would need to go through the FRB's standard notice and comment process,
below highlights potential improvements to the frameworks that the FRB identified in its report.

» Supervisory teams need to improve their speed and agility to ensure that the amount of supervision scales in line with firm

: growth.
St i » The pace and timelines at which banks are remediating their issues need to be monitored.
- :r)\r:lqsf):' i » Asbanks grow, they should comply with heightened regulatory and supervisory standards more quickly.
ermeworky E » Novel risks and the impacts of rapid growth, concentrated business models or other special factors need to be identified.
E » Firms with capital planning, liquidity risk management, or governance and controls deficiencies may be subject to additional
! capital or liguidity requirements.
N Stronger supervisory guidance on incentive compensation for firms (i.e., longer-term financial performance vs. maximizing short-
term financial metrics) should be provided.
. Re-evaluate and enhance existing regulations to define stronger requirements for a broader set of firms, including, but not limited
Stronger | ter
regulatory | » Interest rate risk
framework . *» Liquidity risk/models to capture uninsured deposits and apply requirements to a large population of banks
' » Capital requirements
-
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What does this mean for you?

Changes to requirements mean that requlatory reporting teams will need to act

Given the anticipated regulatory regime changes over the short, medium and long terms, firms will need to consider the impact of these changes. Based on

feedback from the FRB, a greater number of firms may be subject to increased capital and liquidity requirements and firms approaching $100bn could face

increased scrutiny. Below highlights key focus areas for regulatory reporting leads in light of anticipated regulatory changes.

— Governance and processes: New requests and requirements may trigger changes to BAU.

» Assess governance capabilities including oversight of new reports subject to requlatory governance and policies
» Understand effectiveness of existing KPIs and escalation protocols (e.g., early warning indicators and associated rapid response/escalation)
» Focus on long-standing issues with the expectation of greater reqgulatory scrutiny
» Confirm that existing remediation plans evidence demonstrable progress with tangible reductions in risk of reporting errors and improvements in controls
» Confirm remediation plans have the right balance between urgency (fixes to correct errors) and sustainability (preventing ongoing errors / effectively addressing as they arise)
» Demonstrate and evidence control effectiveness, reliability and sustainability as regulators will be more inclined to view exceptions as indicative of broader problems
» Continue to invest in issues management processes with clear demonstration that issues are remediated timely with accountability for data owners
» Review data governance model to ensure its aligned with first line accountability for data quality

» Review change management processes to ensure monitoring of external changes to reporting requirements and internal changes driven by business changes or mergers /
acquisitions

» Understand the organization's risks (e.g., concentrated business model, amount of uninsured deposits, etc.) and incorporate into models to escalate key issues to management
» Focus on early adoption of heightened regulatory standards as the organization grows in complexity and size

— Operating model: Teams at capacity may be stretched thin as the regulatory burden increases.

» Evaluate resourcing and talent needs to address increased requlatory scrutiny, including location, skill set, roles and responsibilities:
» Determine how to scale model to meet more intense requlatory demands
» Ensure that adequate training is implemented and operational so that teams understand the importance of data quality, as well as regulatory findings

— Technology and data: Regulators may expect acceleration of automation initiatives as data volumes increase.

» Review current state of reporting tools and determine whether automated processes are equipped to handle ad hoc requests from regulators
» Evaluate whether there is sufficient funding to address necessary technology enhancements

» Be able to accurately produce new regulatory reports/ad hoc requests through data quality/strategic data sourcing
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create long-term value for clients, people and
society and build trust in the capital markets.

Enabled by data and technology, diverse EY
teams in over 150 countries provide trust
through assurance and help clients grow,
transform and operate.

Working across assurance, consulting, law,
strategy, tax and transactions, EY teams ask
better questions to find new answers for the
complex issues facing our world today.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is a
separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients. Information
about how EY collects and uses personal data and a description of the
rights individuals have under data protection legislation are available
via ey.com/privacy. EY member firms do not practice law where
prohibited by local laws. For more information about our organization,
please visit ey.com.

Ernst & Young LLP is a client-serving member firm of Ernst & Young
Global Limited operating in the US.

hat makes EY distinctive in financial services

84,000 EY professionals are dedicated to financial services,

the banking and capital markets, insurance, and wealth and
nagement sectors. We share a single focus - to build a better
financialiservices industry, one that is stronger, fairer and more
sustainable.

© 2023 Ernst & Young LLP.
All Rights Reserved.

SCORE no.
20231-231US
ED None

This material has been prepared for general informational purposes only and is
not intended to be relied upon as accounting, tax, legal or other professional
advice. Please refer to your advisors for specific advice.

ey.com



	Federal Reserve Board’s postmortem assessment
	Disclaimer
	Outcome of FRB self-assessment
	Outcome of FRB self-assessment (cont.)
	Banks should prepare for potential upcoming changes from the FRB
	What does this mean for you?�Changes to requirements mean that regulatory reporting teams will need to act
	Slide Number 7

