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Background

Bank governance has been a key area of
focus given multiple failures in the form of
steep non-performing asset (NPA) provisions
due to underwriting across banks and the
recent bail out of a large private sector bank.
The Reserve Bank of India (RBI) has been
focusing on strengthening governance across
the custodians of the second and third line of
defence through different directions and also
through, what some may refer to as the fourth
line of defence, the statutory auditors through
the long form audit report amendment
addressed in the 5 September 2020
guidelines. The RBI released guidelines on

11 September 2020 on compliance function
in banks and the role of chief compliance
officer (CCQ). While the RBI has released
guidelines around compliance function

in banks in 2007 and 2015, the practices
followed by different banks with respect

to compliance as a governance function

have been divergent. Therefore, the RBI felt
the need to release a guideline to establish
consistencies across banks. The requirements
for a robust compliance system remain the
same in the form of:

Effective compliance
culture

Strong compliance risk
management programme

through an unbiased and

2 Independent CCO, appointed
effective process

However, the RBI has explicitly articulated
certain requirements around the
compliance function.
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Thematic changes suggested by the RBI and

its implications

=

Compliance policy - These policies are too broad and do
not necessarily address all compliance principles. Some of the
themes to be addressed are covered as below:

a. Compliance philosophy

b. Compliance culture covering tone at the top,
training on regulatory and conduct risks
Accountability

Incentive structure

Effective communication and related challenges
Structure and role of compliance function

Role of CCO

Processes for identifying, assessing, monitoring,
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managing and reporting on compliance risk
throughout the bank

i. Specific disincentive structure for compliance
breaches

j- Specific quality assurance programme assessing the
efficacy of all aspects of a compliance function, with a
specific independent review to be conducted at least once
in three years

k. Top executives/non-executive chairman/chairman and
audit committee of the board (ACB] to quality check all
regulatory reports

Tenure of CCO - Shall be for a minimum of three years.
Removal before term shall be only in exceptional
circumstances with prior approval of the board and with
detailed documentation in place.

Qualifications for a CCO - Designation should not be more
than two levels below a CEO

a. Shall not be more than 55 years

b. Atleast 15 years of experience in banking or
financial services

c. Minimum five years in audit/legal/compliance/risk
management/finance functions

d. Good understanding of the banking industry and its
regulations
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CCO shall not hold any other position within a bank except
the role of an anti-money laundering officer, subject to
availability of bandwidth.

CCO shall report directly to the board/ACB/MD/CEQ.
Where the CCO shall report to the MD/CEO, ACB shalll

meet the CCO quarterly on a one-to-one basis, without the
presence of the senior management, including the MD/CEOQ.

3

Duties and responsibilities of the compliance function

a. Apprise stakeholders within the bank on regulatory
expectations and the interpretation of the same

b. Conduct annual compliance risk assessment and submit
it to the ACB and the internal audit team

c. Report any exceptions with respect to the compliance risk
assessment exercise that was conducted

d. Perform periodic compliance testing and report results to
different stakeholders within the bank including board/
ACB/MD/CEQO

e. Address any risk assessment report findings by the
regulator

f. The compliance function shall subject themselves to
Internal audit
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Where a CCO has already been appointed, the bank may
follow a process for re-appointment of the CCO, within a period
of six months and are free to appoint the current incumbent,
should he meet all the expectations of the RBI directive.

Conclusion

This guideline is a deviation from the usual practice of
keeping the regulations principle based and the corollary
thereby is that the regulator wanted to explicitly call out
the expectations. Some of the key focus areas for banks
based on the guidelines are:

1 Need for an annual compliance risk assessment

2 Need for a robust compliance testing framework with
adequate sample representation

3 Independent review of the compliance function by an
external agency at least once in three years

4 Initiatives around verifying the validity of regulatory
reporting
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