CENTRAL BANK OF SOLOMON ISLANDS
Financial System Regulations Department

Prudential Standard No. 2
Risk Management
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1. Introduction

General stipulations

1.  This Prudential Standard (PS) forms part of the Central Bank of Solomon Islands’
(CBSI) standards governing the conduct of banks in Solomon Islands.

2. The requirements in this PS are specified pursuant to section 8 of the Financial
Institution Act1998 (the Act) as amended, to ensure that banks effectively establish and
operate a sound risk management framework and proactive practices relating to the
prudent operation of the banks.

3. Part III of the Financial Institutions Act 1998 states that in determining whether or not a
bank carries on its business in a prudent manner, the CBSI shall have regard to internal
controls and risk management and such other matters as the CBSI considers relevant.

Objectives and key requirements

4,  This PS requires a bank to have systems for identifying, measuring, evaluating,
monitoring, reporting and controlling or mitigating material risks that may affect its
ability to meet its obligations to depositors.

5.  Key requirements of this PS are that the Board of a bank is ultimately responsible for
having a risk management framework (RMF) that is appropriate to the size, business
mix and complexity of the bank, and more specific that the bank:

a) maintains a risk management framework that is appropriate to the size, business
mix and complexity of the institution or group, as relevant;

b) maintains a Board-approved risk appetite statement;

¢) maintains a Board-approved risk management strategy that describes the key
elements of the risk management framework that give effect to the approach to
managing risk; and

d) maintains a Board-approved business plan that sets out the approach for the
implementation of the strategic objectives of the institution or group.

Applicability

6.  This PS is applicable to all banks operating in Solomon Islands. Notwithstanding that a
bank may meet these Standards, the CBSI may by order direct the bank to take specific
actions with regards to its risk management framework. A bank should furthermore
inform CBSI when it becomes aware of a significant breach of, or material deviation
from, the risk management framework, or that the framework does not adequately
address a material risk.



Unless specifically mentioned otherwise, in the case of a Foreign Incorporated Bank all
the requirements set out in this Standard shall be applied in relation to the bank’s
operations in Solomon Islands. Wherever relevant, a separate documentation of the
policies, procedures and frameworks regarding these elements shall be maintained in
Solomon Islands for easy verification by the CBSI. This Standard sets out certain
responsibilities for the Boards of Directors of banks. In the case of Foreign Incorporated
Banks, the responsibility for ensuring compliance with these requirements shall rest with
the parent bank’s Board or any other authority within the bank to which the parent
bank’s board may delegate this function.

In the case of a Foreign Incorporated Bank that is not large CBSI may consider requests
for partial/full exemption from any of the requirements set out in this PS. While
evaluating such requests, CBSI will take into account the criticality of those
requirements for ensuring safety and soundness of the bank, the degree of overall
regulatory compliance, quality of its risk management, loss experience and latest
supervisory rating.

Enforcement and corrective measures

10.

A bank which fails to comply with the requirements contained in this PS or submits
reports to the CBSI which are materially inaccurate will be considered as following
unsound and unsafe practices as provided in Section 16 (1) (a) of the Act.

The CBSI may pursue any or all corrective measures as provided in Section 16 of the
Act toenforce the provisions of this PS including:

a) issuance of an order to cease and desist from the unsound and unsafe practices;and
b) action to replace or strengthen the management of the bank.

Supervisory Reporting

11§

As part of this PS banks must provide to CBSI:

a) a copy of a document containing the risk appetite statement and risk management
strategy on an annual basis (or more frequently in case of material changes), no
later than ten days after Board approval;

b) a copy of risk management declaration on an annual basis (or more frequently in
case of material changes) within three months of finalization of its financial
statements.

¢) a business plan on an annual base (or more frequently in case of material changes),
no later than ten days after Board approval.



References

12.  This PS should be specifically applied in conjunction with the other PS’s issued by the
CBSI.

Effective Date

The effective date of this PS is 30" September 2024.
Issued this 6th day of June, 2024

— =

l/ .
Luke Forau, PhD, Governor

Central Bank of Solomon Islands



Abbreviation

CBSI — Central Bank of Solomon Islands

CEQ — Chief Executive Officer

CRO — Chief Risk Officer

MIS — Management Information System

RAS — Risk Appetite Statement

RMF — Risk Management Framework

RMS - Risk Management Strategy

ST — Solomon Islands



2. Definition of terms

13

14.

15.

The following terms will have the same meaning as defined in the Prudential Standard
No 1 on Governance.

“Bank”
“Banking Group”
“Board”/“Board of Directors”
"Chief Executive Officer"
Chief Risk Officer”
"Director"
“Banking Group” Ro
“Foreign Incorporated Bank”
Risk appetite”
“Risk appetite framework (RAF)”
“Risk appetite statement (RAS)”
“Risk capacity”
“Risk culture”
“Risk limits”
“Risk management”
“Risk profile”
"Senior Management"
"Subsidiary"

“Senior Overseas Officer” means senior officer who directly oversee and is responsible
for operations in Solomon Islands.

“Three lines of defense”: The business line — the first line of defense — has “ownership”
of risk, whereby it acknowledges and manages the risk that it incurs in conducting its
activities. The risk management function - the second line of defense- is responsible for
further identifying, measuring, monitoring and reporting risk on an enterprise-wide basis
as part of the second line of defense, independently from the first line of defense. The
compliance function is also deemed part of the second line of defense. The internal audit
function is charged with the “third line of defense”, conducting risk-based and general
audits and reviews to provide assurance to the board that the overall governance
framework, including the risk governance framework, is effective and that policies and
processes are in place and consistently applied.






























