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1. Summary
This report covers the Reserve Bank of New Zealand’s findings from a review of the quality
of risk governance amongst 17 licensed insurers conducted during the second half of 2014.
The selection of risk governance as a review topic reflects the reliance we place on insurers
having strong risk governance as part of the self-discipline pillar of supervision and that
shortcomings in risk governance are widely regarded as having been a significant
contributing factor to the recent global financial crisis. The purpose of this report is to make
the findings available to all licensed insurers and other interested parties.
Overall we are pleased with the quality of risk governance identified during the review. The
regulatory regime for insurers in New Zealand under the Insurance (Prudential Supervision)
Act (“IPSA”), which includes governance and risk management requirements, is relatively
new. It was apparent during the licensing process that a number of insurers have
implemented new risk management frameworks in response to IPSA whilst some others
appear to have had relatively mature risk frameworks in place at the time of licensing.
This review considers the range in quality of risk governance focusing on characteristics
which stand out amongst insurers with the stronger frameworks. We reviewed
documentation describing risk frameworks and related to their implementation (such as
meeting minutes and reports) and conducted interviews with board risk chairs (or equivalent)
and CEOs with their risk managers. We were particularly interested in behaviours relating to
the implementation of risk frameworks.
Findings have been explained under seven headings and summarised in a chart shown in
Appendix 1. The findings are:
1.1 Board responsibilities and practice: The responsibility and accountability of boards for
risk governance is widely recognised and is generally implemented through a board risk
committee. Even where board risk committees exist, boards sometimes struggle with the
volume and complexity of material to be considered. Some effective approaches to
addressing this issue include appropriate frequency of meetings, utilising technology for
managing committee information and meetings and focusing on high quality, concise
reports. Strong risk chairs are taking the lead in managing meeting agendas and, along
with their risk committee colleagues, in seeking out information about their insurers from
sources other than formal reporting lines.
1.2 Firm-wide risk management function: Characteristics of the stronger risk frameworks
include that risk information is accessed throughout the business from sources
embedded within business units. Some form of independent review of the business
exists, commonly an internal audit function but sometimes external sources, particularly
for smaller insurers. A general area of weakness is the implementation of robust risk
appetite frameworks. Establishing the levels of risk that are acceptable across various
business activities is a pre-requisite for being able to measure and manage risk.
Subsidiaries using group risk management programmes are encouraged to adapt the
programme to suit New Zealand conditions, as some are doing, and this is an example
of where we look to local boards to assert their independence to obtain appropriate local
outcomes.
1.3 Independent assessment of risk governance framework: Whilst we observed some
examples of robust external reviews of board performance, we identified little in the way
of robust reviews of risk frameworks. Since licensing, most changes to risk management
programmes submitted to us for approval have consisted of relatively minor wording
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changes rather than substantive changes to the framework. We encourage all insurers
to regularly review their risk management frameworks.
1.4 Tone from the top: The most significant characteristic of strong risk governance is the
tone set by the board and senior management which is then modelled in their
behaviours through walking the talk and leading by example. These insurers are
developing strong risk cultures based on behavioural outcomes. In contrast, insurers
that treat risk as a compliance requirement appear to achieve much weaker outcomes
with a focus on generating documentation to evidence that a risk framework exists
rather than a focus on outcomes and effectiveness.
1.5 Accountability: The development of a culture in which all staff understand their risk
responsibilities and in which behaviour reflects that understanding is a work in progress.
Insurers at the stronger end of risk governance generally regard the achievement of risk
accountability right through the organisation to front line staff as their main next step.
1.6 Effective communication and challenge: The extent to which communication and
challenge exists within the risk committee and wider risk function generally reflects the
strength of board independence. Whilst there has been a general strengthening of
independence through the licensing process, we would like to see further strengthening,
particularly amongst subsidiaries of overseas insurers.
1.7 Incentives: Approaches for incentivising staff in relation to risk management is generally
under-developed. An at-risk component of remuneration in relation to risk objectives is
becoming the norm for senior management and risk specialists but is in limited use for
other staff. Some insurers are starting to use behavioural objectives in performance
assessments with indications of attention turning more towards influencing business
culture. These are positive developments. Aligning incentive structures to deliver risk
governance outcomes is an important element in an effective risk governance
framework.
Whilst we are encouraged by the overall quality of risk governance and there are some
examples of reasonably strong risk governance in place, we also came across examples of
weak risk governance combined with a lack of awareness of weaknesses. Each insurer
covered by the review has received individual feedback and we encourage all insurers to
consider these findings in relation to their own risk governance framework.
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2. Introduction
This paper explains the findings from the Reserve Bank of New Zealand’s review of risk
governance conducted amongst 17 insurers in the second half of 2014. Our intention to conduct
the review was announced in February 2014 and the following is an extract from the speech 1 in
which the announcement was made.
On risk control, we are likely to embark on an early thematic review of the quality of risk
governance across the sector. Because this is on a single theme across the entire industry, we
call it a “thematic review.” A lesson arising from the global financial crisis is that there were
significant shortcomings in risk governance in many financial institutions. In separate analyses of
the global financial crisis, both the Financial Stability Board and the Group of Thirty (G30)
concluded that the main governance failure leading to the crisis was an inability of many boards
to accurately identify and understand the risks inherent in their businesses, and to ensure there
were robust structures in place for managing and reporting on these risks.
Our upcoming thematic review of risk governance will likely involve a one-off gathering of new
information by interviewing the Chair of the Risk Committee or equivalent, reviewing board and
risk committee papers and minutes, and reviewing board self-assessments of performance. We
expect to review this information alongside existing documentation and knowledge about the risk
management framework, including information obtained from the licensing process.
Such a review will assess whether a board is providing clear leadership on risk governance
through a risk management strategy and risk appetite statement. It would also look at whether
there is effective reporting to the board, showing performance against board policies, and
whether the board’s actions and behaviour promote a prudent approach to risk throughout the
insurer.
The overall aim of such an exercise is as much about establishing whether the right culture,
behaviours and values are in place as it is about processes. Both culture and processes are
critical for risk governance to be successful.
The existence of strong risk governance is important because of the reliance we place on selfdiscipline as one of the three pillars to our supervisory approach, the other two pillars being
market discipline and regulatory discipline. Self-discipline is closely linked with sound
governance and our regulatory framework places the responsibility and accountability for an
insurance business primarily with the insurer’s board and senior management. This review is
about establishing how well-placed our reliance on self-discipline is and identifying areas for
improvement if aspects of risk governance are found to be lacking.
The review was completed by 31 December 2014 with each of the 17 insurers being provided
with a feedback letter explaining our assessment of their quality of risk governance and
commenting on strengths, weaknesses and areas to consider for improvement where relevant.
The purpose of this report is to promote strong quality risk governance across the sector by
sharing the findings with all insurers and other interested parties, recognising that the maturity of
risk governance frameworks varies between insurers and some have more to learn from this
report than others.
This report is a result of the constructive approach taken by participants and we would like to
thank the 17 insurers for their time and commitment during the review process.

1

A speech delivered to Finity Consulting Directors Forum in Auckland on 19 February 2014, Reserve Bank
website, Research and Publications/Speeches/2014
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3. Review methodology
Strong risk governance is a combination of good structures, processes and culture. Whilst
structures and processes are relatively straightforward to identify and assess, culture is more
challenging because it relates to behaviours which are more difficult to measure.
We obtained material from insurers in two stages starting with documentation relating to risk
governance followed by interviews which focused on the implementation of the risk governance
structures and processes and related behaviours. Two interviews were held with each insurer,
one with the CEO and relevant executives and the other with the chair of the board risk
committee (or equivalent committee). The risk chair interviews included other independent
directors at the option of the insurer.
The following points describe the issues we wanted to consider in the review which were
reflected in the documentation collected and the questions asked during the interviews:
•

The thoroughness and relevance of the insurer’s documented description of the risk
governance framework. For example, does the description adequately explain the risk
governance and risk management structures and accountabilities, reporting lines into the
board risk committee (or equivalent committee), risk appetite framework and risk
committee structures and does it relate to the business and characteristics of the insurer or
is it a box-ticking exercise in compliance.

•

Is the insurer doing what its risk management programme says it should? We looked for
information to demonstrate that the risk management programme is genuinely
operationalised and embedded in the organisation. We reviewed material such as meeting
minutes, reports to the risk committee and board, risk registers, CEO reports and reports
from internal and external auditors. Again, we wanted to distinguish between risk
governance that appears to be genuinely embedded and risk governance which focuses
on providing a paper-trail of compliance.

•

The effectiveness of the risk governance framework and related structures in terms of
identifying, reporting and managing risks including discussion of how significant risks have
been identified, escalated and managed. We also considered the extent to which boards
and management are aligned, for example in terms of a shared understanding of the key
risks, how risks are being communicated and managed and views on the maturity of the
risk governance framework. Any self-assessments or third-party assessments of
governance were also considered.

•

The tone set by the board and senior management in relation to risk is a key driver of how
staff throughout the organisation behave. We considered the style of communication within
the insurer in relation to risk issues, the level of understanding of risk responsibilities and
accountabilities throughout the organisation, attitudes towards the disclosure of risks,
including disclosure of mistakes and any links between risk management and
remuneration. We also considered the dynamics between boards and management and
particularly the level of challenge and pro-activity from the board in relation to driving the
risk culture.

Early into our assessment of the information collected, it became apparent that there were
some general themes and that strong risk governance tended to exist within insurers that
have particular characteristics. The findings are explained using a framework that draws on
material published by the Financial Stability Board to group the findings into seven main
theme descriptions. The headings and related descriptions are shown below.
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4. Risk governance – Theme descriptions
The Financial Stability Board (FSB) considered the characteristics of effective risk governance
frameworks in its 2013 report covering the findings from a thematic peer review on risk
governance 2. In its report, the FSB described risk governance as falling into three broad
functions; the board, the firm-wide risk management function and the independent assessment of
risk governance. The 2013 report was followed by the publication of guidance on assessing risk
culture in 2014 3 which included four indicators of sound risk governance; tone from the top,
accountability, effective communications and challenge and incentives. We have used these
three headings relating to function and four headings relating to behaviours as a framework for
considering the findings from this review.
The FSB refer to the role of Chief Risk Officer (CRO) and to Risk Appetite Statements in their
literature, neither of which are explicit requirements of IPSA. Whilst IPSA does not require
licensed insurers to have a CRO, we envisage that each insurer will have a risk management
function, however described, which includes staff with specific risk responsibilities. Similarly, we
envisage that some form of risk appetite statement exists, however, labelled. Without a risk
appetite statement, it is difficult to understand how an insurer can undertake risks which it knows
are compatible with its financial goals and other objectives. We regard a risk appetite framework
as being a framework which scopes potential risks, quantifies them and establishes the insurer’s
tolerance for risk-taking in each area and then manages risk-taking within tolerance limits.
Risk governance frameworks:
Board responsibilities and practices: The board is responsible for ensuring that the firm has an
appropriate risk governance framework given the firm’s business model, complexity and size
which is embedded into the firm’s risk culture. How boards assume such responsibilities varies
across jurisdictions.
Firm-wide risk management function: The CRO and risk management function are responsible
for the firm’s risk management across the entire organisation, ensuring that the firm’s risk profile
remains within the risk appetite statement (RAS) as approved by the board. The risk
management function is responsible for identifying, measuring, monitoring, and recommending
strategies to control or mitigate risks, and reporting on risk exposures on an aggregated and
disaggregated basis.
Independent assessment of the risk governance framework: The independent assessment of the
firm’s risk governance framework plays a crucial role in the ongoing maintenance of a firm’s
internal controls, risk management and risk governance. It helps a firm accomplish its objectives
by bringing a disciplined approach to evaluate and improve the effectiveness of risk
management, control and governance processes. This may involve internal parties, such as
internal audit, or external resources such as third-party reviewers (e.g. audit firms, consultants).
Risk governance behaviours:
Tone from the top: The board and senior management are the starting point for setting the
financial institution’s core values and expectations for the risk culture of the institution, and their
behaviour must reflect the values being espoused. A key value that should be espoused is the
expectation that staff act with integrity (doing the right thing) and promptly escalate observed
non-compliance within or outside the organisation (no surprises approach). The leadership of the
institution promotes, monitors, and assesses the risk culture of the financial institution; considers
the impact of culture on safety and soundness; and makes changes where necessary.

2

Thematic Review on Risk Governance, Peer Review Report, Financial Stability Board, 12 February 2013
Guidance on Supervisory Interaction with Financial Institutions on Risk Culture, A Framework for Assessing
Risk Culture, FSB, 7 April 2014

3
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Accountability: Relevant employees at all levels understand the core values of the institution and
its approach to risk, are capable of performing their prescribed roles, and are aware that they are
held accountable for their actions in relation to the institution’s risk-taking behaviour. Staff
acceptance of risk-related goals and related values is essential.
Effective communication and challenge: A sound risk culture promotes an environment of open
communication and effective challenge in which decision-making processes encourage a range
of views; allow for testing of current practices; stimulate a positive, critical attitude among
employees; and promote an environment of open and constructive engagement.
Incentives: Performance and talent management encourage and reinforce maintenance of the
financial institution’s desired risk management behaviour. Financial and non-financial incentives
support the core values and risk culture at all levels of the institution.

5. The findings
Overall, we are pleased with the quality of risk governance that is apparent amongst the sampled
insurers. It was apparent from the licensing process that the maturity of risk governance
frameworks varies between insurers with some examples of frameworks that have been in place
for several years whilst others have only been implemented recently in response to the
requirements of the IPSA. The review identified that our reliance on self-discipline as one of the
three pillars of our regulatory approach is generally well-placed. This does not mean that we
think the sector has generally reached a level of maturity in regard to risk governance that we
would be satisfied to retain. Rather, the quality of risk governance appears to be on the right
footing, a work in progress and generally more enlightened than we had anticipated so soon after
licensing.
Findings have been summarised in the chart in Appendix 1 showing the range of strong to weak
assessments across the seven areas of assessment. The chart also includes a comparison of
our assessment of progress being made towards full implementation of an effective risk
governance framework, along with the self-assessment of board risk chairs and CEOs. It was
evident during the review that most insurers regard themselves as on a journey towards stronger
risk governance and that the process of review and improvement is ongoing.

5.1 Board responsibilities and practices
It is generally recognised and accepted that boards are responsible and accountable for ensuring
that an appropriate risk governance framework exists. In most cases, boards are implementing
their responsibilities through a board risk committee, often combined to include audit. There are
exceptions where no separate board risk committee (or equivalent) exists and where risk
governance is retained within the main board, or the board relies on an executive risk committee
or the board risk committee of a parent. Whilst the lack of a separate board risk committee was
sometimes explained as being due to the small size of the insurance business relative to the size
of the parent, we observed that other smaller insurers do have separate board risk committees.
In our consideration of the existence, or not, of separate board risk committees we were more
interested in the effectiveness and outcomes achieved than the structure. The use of board risk
committees appears to be helping boards to retain an appropriate level of ownership of risk
governance whilst providing for appropriate time and focus to be given to risk issues. Striking the
right balance between retaining board responsibility and accountability and delegating
responsibilities is a matter of judgement, particularly in drawing a line between the role of
governance and the role of management and some insurers are struggling with this balance.
The frequency of board risk committee meetings varies with some committees only meeting
twice a year and most meeting quarterly. Directors often referred to the high quantity and
complexity of information being presented to board risk committee meetings and the challenges
of dealing with this high volume and complexity. Infrequent meetings clearly exacerbate this
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issue as well as necessitating additional meetings or phone conferences to be arranged when
urgent matters arise that cannot wait.
Regardless of meeting frequency, dealing with the volume and complexity of material going to
board risk committee meetings (and main board meetings) was frequently raised as being a
challenge. Whilst directors accept that the level of workload goes with the territory, some insurers
are more pro-active than others in managing this issue. Examples include that some insurers
provide directors with computer technology as a platform for managing documentation and
meetings, a requirement for board papers to include a one-page summary and the forward
planning of meeting agendas to spread the consideration of particular topics over an annual
agenda. This issue relates to the tone set by directors and senior management. We came across
some instances where directors are setting very clear expectations in relation to the efficiency of
meetings and the sequencing of topics across meetings whilst some other directors are more
passive in terms of the quality of information made available to them and the general
organisation of their governance role.
Directors vary in the extent to which they seek out information independently to formal reporting
channels. For example, some risk chairs and directors are in regular and direct contact with
people in and around the business, including risk managers, whilst others appear to rely more
heavily on formal channels for information. Whilst the way in which directors access information
may be a question of personal style, it seemed to us that those directors that made a point of
having regular contact with different aspects of the business seemed particularly well informed
and engaged.
In one instance, we observed a very strong risk governance framework at the parent level but it
was relatively weak within the subsidiary. The reason for the weakness appears to be due to the
subsidiary utilising the human resources of its parent rather than having separate resources and
then not making a sufficient distinction between the governance of the parent and the
governance of the licensed insurer. Whilst it may be appropriate to resource the operational
activity of a licensed insurer from staff based within the parent, governance needs to be clearly
separate from the parent, even if some directors are on the board of the parent and the board of
the licensed insurer. The board of the licensed insurer needs to take ownership of the risk
governance framework specifically in relation to the licensed insurer and be able to articulate the
insurance-related risks of the licensed insurer and relate them to its the risk governance
framework.

5.2 Firm-wide risk management function
A variety of risk management frameworks are in place and we did not identify any one particular
framework that stands out as the best. Stronger risk frameworks have structures which embed
risk responsibilities throughout the organisation rather than those which primarily rely on a
centralised risk function to cover the whole business. An example is the use of risk champions
based in each department of the insurer.
Some form of independent review function to the business line, such as internal audit also
appears to be an effective way to channel information to the risk committee and board. The
existence of and quality of internal audit functions varies across the sample. Some insurers
recognise the value of internal audit and the potential for making more use of the information it
can provide whereas some other insurers are not using internal audit functions at all. Small size
was mentioned as a constraint by some insurers who do not have an internal audit function and
who, in some cases, also appear to be light on accessing relevant information generally. In other
cases, smaller insurers are using resources such as external auditors and appointed actuaries as
well as very targeted commissioning of internal reports to access information relevant to risk
management and overcome a lack of internal resources. The existence of more independent
channels of risk information to the risk committee appears to be an area that could be
strengthened across the sector.
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The management of risk appetite in line with a defined risk tolerance varies and is generally an
area of weakness. In many cases, the documented risk appetite framework is not reflected in
implementation, particularly in relation to key risks. Some insurers are also vague about what
their risk appetite is with contradictions arising between documented risk tolerance and the
explanation provided by directors, particularly in relation to tolerances for solvency breaches.
Ongoing review of actual risks against risk tolerance is also a general weakness. In a very few
cases, the insurer did not have a clearly defined business plan which undermines their ability to
establish robust risk governance.
Most insurers maintain up-to-date risk registers on which risk monitoring and reporting is based.
The quality of risk registers was variable and some were of poor quality because they are not
being kept up-to-date.
For some subsidiary insurers, the relative maturity of risk governance framework reflects a
requirement they have been under for a while to follow group risk management programmes.
Insurers vary in the extent to which they adapt group programmes to suit New Zealand
conditions and, in general, insurers that have adapted group programmes to suit local conditions
appear more satisfied with the outcomes being delivered than those adopting group programmes
largely un-changed.

5.3 Independent assessment of the risk governance frameworks
Most of the assessments provided to us were assessments of board performance and most of
those were self-assessments covering a limited range of topics. Some externally-provided
reviews offered comprehensive feedback to boards on a broad range of performance criteria
which appeared to us to be a much more worthwhile exercise, providing the feedback is then
utilised. Some of the more detailed assessments considered matters such as the strength of the
board as a whole, individual director assessments, board organisation and functionality, board
leadership and the relationship between the board and senior management.
All insurers are required to regularly review their risk management programmes under section
73(2)(d) of IPSA. However, so far, changes submitted to us for approval have tended to be
relatively minor wording amendments to risk management documentation rather than significant
changes to the risk framework scope or approach. We encourage insurers to conduct a periodic
and thorough review of their risk management programme which considers changes in terms of
improving the effectiveness of the framework, particularly those that have recently implemented
new programmes in response to IPSA requirements.

5.4 Tone from the top:
Without exception, the insurers we rated most strongly set the tone from the top through their
communication and actions in relation to risk.
Strong tone appeared in several ways during the review such as a pro-active risk chair driving
the risk agenda and in the language and behaviour of some directors and senior managers who
lead by example and communicate expectations in the course of routine interactions. An
example of this leadership is a catch-phrase used in one insurer that ‘good news is bad news
early’ which has given a clear signal regarding expectations in relation to communication of risk
issues. Directors are taking ownership of information and strategic decisions in strong risk
cultures whilst in weaker risk cultures directors tend to receive information and monitor it but are
not in the driving seat.
In addition to the tone set internally, we observed a variety of external influences on risk culture
including regulation, customers, a previous crisis and shareholders. For example, insurers whose
customers come from one particular profession or group may have a heightened risk focus on
reputational risks to their relationship with the profession or group.
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The influence of a crisis was apparent on the risk culture of some insurers which, in some cases,
has left a legacy of ‘we don’t want to go there again’.
In general, risk governance driven by a compliance culture (i.e. to meet IPSA requirements)
came across as weaker than risk governance driven by internal factors. Compliance-based risk
cultures appear to be more about achieving outcomes which tick the compliance boxes rather
than deal to the substance of risk governance.
The tone set by some external advisers in their dealings with insurers can also be a significant
influence on the quality of risk governance, particularly amongst smaller insurers.

5.5 Accountability
The ownership of and accountability for risk issues at all staff levels is a work in progress and
has been identified by most of the 17 insurers as an area for development. There is a distinction
between formal and informal notification of risk issues and the informal approach tends to be
prevalent in smaller insurers where all staff know each other. The challenge articulated by some
of the larger insurers, who are more reliant on formal structures to identify risk issues, is to push
risk responsibilities right through to frontline staff.
Most insurers in the sample appear to have a culture in which mistakes will be owned up to and
escalated appropriately. This is where tone from the top is important so that mistakes are, within
reason, regarded as part of doing business and are treated as an opportunity to improve how
things are done rather than as a reason to punish staff. Several insurers mentioned the learning
opportunities that mistakes provide and that there has been a cultural shift away from a blame
mentality to a learning response.
It was evident that insurers are managing something of a trade-off between holding staff
accountable and encouraging prompt and candid disclosures when risk issues are identified,
including mistakes. Insurers seem to err on the side of counselling staff and addressing training
needs rather than taking a punitive approach to mistakes.

5.6 Effective communication and challenge
The effectiveness of communication and challenge in relation to risk issues reflects board
composition, the level of independence and, to some extent, corporate structure. Whilst we did
not meet full boards, several interviews with the board risk chair included other independent
directors. The overall quality of the directors we met was very encouraging. The sense of
independence was notably stronger amongst some newer appointments and notably weaker
amongst some directors with a long tenure as a director or a long association with the insurer in
some other way.
In general, we think that boards lack diversity, particularly in terms of the mix of skills. Boards
generally appear to be strongly represented in the areas of law, general finance and insurance
(although some smaller insurers lack insurance expertise on the board) and generally weaker in
the area of risk management.
Insurers often comment on the relatively small pool of directors in New Zealand, particularly once
independence criteria and the need for insurance knowledge on boards is taken into account. We
came across several insurers who have recently appointed high calibre, independent directors
whose qualities were evident in the knowledge they had of their insurer (some having gained a
lot of knowledge in a short space of time) and their high level of engagement towards the role.
Through the licensing process, there was a general strengthening in the independence and
robustness of boards and particularly boards of subsidiaries of overseas insurers. Whilst our
general experience has been that local subsidiaries are receiving strong support from overseas
owners, as evidenced by capital support provided through the Canterbury earthquakes, we would
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like to see the trend of building stronger local boards continue. Some subsidiary insurers clearly
have a strong inclination towards achieving a suitable degree of autonomy from the parent and
we encourage boards to follow this through when considering outcomes appropriate for local
conditions.
A general theme we identified from the review, which could apply to any subsidiary, is the
potential for influence from the parent to weaken the independence of the New Zealand board.
Whilst we recognise that subsidiary boards are, by definition, subordinate to the parent board
and must consider the interests of owners, we also expect New Zealand boards to strongly
pursue what is in the best interests of the New Zealand operation. From a Reserve Bank
perspective, the ability of subsidiary boards to obtain satisfactory outcomes for the New Zealand
business in situations where the parent is under stress is yet to be fully tested.

5.7 Incentives
Insurers vary in their approaches to incentivising the risk behaviours they want staff to adopt. The
larger insurers incorporate risk metrics into staff objectives with only senior management tending
to have an at-risk component of remuneration.
Some insurers do not have specific risk objectives, but performance assessments take a
balanced scorecard approach where risk is not considered as a single item but as being inherent
in all aspects of the employee’s role. In other cases, behavioural objectives are being used to
influence behaviours such as ‘living the culture’.
Generally, the incentives were much more explicit for senior management and incentives
become significantly less formal in lower staff grades. Insurers seem to be in the early stages of
recognising the importance of culture and values in terms of their inclusion in performance
assessments to better align incentives and this is a work in progress.

6. Conclusions
We are encouraged by the quality of risk governance apparent amongst licensed insurers for two
reasons. First, overall quality is reasonably good and second, most insurers regard their
implementation of risk governance as a work in progress. Consequently, the sector is well-placed
for the ongoing improvement that we want to see and which most insurers recognise as
necessary.
A small minority of insurers have risk governance weaknesses and an inadequate programme of
improvement underway and we would like those insurers to review their risk governance
frameworks in light of the feedback in this report.
The chart in Appendix 1 summarises the findings and shows the relative areas of strength and
weakness across the seven topics. The chart shows that a focus on the behavioural aspects of
risk governance would appear to benefit most insurers, particularly in the areas of
communication and challenge and incentives. Insurers that were involved in the review have
been provided with individual feedback and we encourage all insurers to consider the findings
from this review in relation to their risk governance frameworks.
Thank you again to the insurers involved in this review. We welcome questions prompted by the
review or this paper and ask that you direct questions through your supervisor.
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Appendix 1 – Summary of assessments across the sample

Functional aspects of risk governance
Board
responsibilities
and practices

Risk
management
function

Independent
assessment of
risk framework

Behavioural aspects of risk governance
Tone from the
top

Score 1-10
CEO

Risk
chair

RBNZ

1
2
3
4
5
6
7
8
9
10
11
12
13
14

6
8
7
7
5
8
7
7
7
5
5
7
10
7

7
8
8
7
5
8
7
9
7
7
8
8
8
8

8
7
6
7
5
6
8
4
6
4
8
5
7
9

15
16
17

8
7
7

7
9
8

6
7
7

6.9

7.6

6.5

Strong
Good
Satisfactory
Weak
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Accountability

Communication
and challenge

Incentives

Average

