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Why is the implementation of
Circular 13 important for
banks and their IA function?

As an emerging economy,
Vietnam has seen its banking
and financial markets develop
quite rapidly. However, we
have also witnessed deep-
rooted issues in the industry, to
which many banks have not
promptly taken appropriate ac-
tions. These challenges point to
shortcomings in monitoring
and controlling risks.

Circular 13, which takes ef-
fect on January 1, 2019, has de-
veloped a comprehensive and
consistent legal framework for
senior management oversight,
internal control, RM, internal
capital adequacy assessment
process (ICAAP), and IA of

commercial banks. The circu-
lar helps banks to comply with
international standards and best
practices. It will also improve
the effectiveness of inspection
and supervision by the State
Bank over commercial banks
in order to reduce losses, insol-
vency risk, and avoid the po-
tential collapse of the banking
system.

In accordance with Circular
13 and international standards,
the role of IA as the last line of
defense in the governance sys-
tem will become more impor-
tant. The IA function is
responsible for conducting in-
dependent audits and assess-
ments of the bank’s compliance
with internal policies and regu-
lations. In addition, it also re-

views and assesses the compli-
ance of internal policies with
state regulations. Circular 13
also stipulates better mecha-
nisms for co-operation between
management, the first and sec-
ond lines of defense, and IA.

What challenges hamper the
IA function in meeting the re-
quirements of Circular 13 and
international standards?

The IA function will
likely face a number of chal-
lenges in terms of proce-
dures, human resources, and
technology application.

First, procedures will need
to be standardised and risk-
based to identify and assess key
risks in banking operations.
Under the definition of the In-
stitute of Internal Auditors
(IIA), risk-based IA is a
methodology that links internal
auditing to an organisation’s
overall RM framework. This
helps the IA function to provide
reasonable assurance to the
board of management that RM
processes are operating effec-
tively and are not excessively
risk-taking. The current IA
plans are primarily based on
credit and operational risk as-
sessment, excluding other risks
in banking operations. How-
ever, in the coming time, the an-
nual IA plan should cover tasks
such as building a risk profile at
the bank level, identifying de-
partments which may be sub-
jected to IA, and planning

audits (frequency and sched-
ules). Besides, the design of
audit programmes for RM sys-
tem, including RM framework,
risk appetite, credit risk, opera-
tional risk, market risk, liquidity
risk, concentration risk, interest
rate risk, and ICAAP, is really
challenging for banks.

Second, internal auditors
will need to improve their ca-
pabilities to meet the require-
ments of the IA function. At
present, there is a shortage of
experts with experience in IT,
RM, and ICAAP following
Basel II. Generally, internal
auditors at Vietnamese banks
lack knowledge of mathemat-
ical model development and
of credit risk and market RM
theory. Many of them do not
have enough training and
practical experience to fulfil
their function.

The third challenge is the
lack of supporting application
tools and IT systems to conduct
IA effectively. According to the
IIA’s standards, for the sake of
prudence, internal auditors
must consider the application
of technology and data analysis
techniques in auditing. Many
IA functions in local organisa-
tions are not equipped with the
right tools for monitoring audit
works and quality, yet such
tools are needed to ensure ef-
fective and efficient audit as
well as provide an early warn-
ing system for abnormal indi-
cators in high-risk areas of 

the banking operations.

So how should banks start
their IA transformation?

Banks should conduct as-
sessments of the current IA
function and analyse gaps in
comparison with Vietnamese
regulations and international
practices. Areas of assessment
include organisational structure
of the IA function; policies,
procedures, and methodologies
of IA; qualifications and skills
of auditors; and information
technology, just to name a few.

Afterwards, banks should
develop their own methodolo-
gies, strategic and annual plans,
IA framework, forms of audit
report, and assessment criteria
for audit findings. Banks
should design audit pro-
grammes for the RM system,
including stress-testing.

Simultaneously, the IA
function needs to be enhanced
in terms of both quantity and
quality through appropriate re-
cruitment and training. Large
banks are recommended to use
their personnel to carry out IA.
However, outsourcing some ac-
tivities can help banks quickly
access professionals with in-
depth knowledge and also deal
with temporary shortages in
human resources. Whether IA
is outsourced or not, the board
of management remains ulti-
mately responsible for IA.

Furthermore, banks should
invest in new technologies to

support IA operations. They
should build up an early warn-
ing system to help the IA func-
tion identify and prevent
potential errors. Internal audi-
tors should be able to apply in-
formation technology to
support the management of
audit activities and data analysis
to optimise the resources and
performance of the IA function.

Based on our observations
in Vietnam, some commercial
banks, including state-owned
ones, have implemented or
completed projects to enhance
the IA function. These often
also cover the audit of informa-
tion technology and the appli-
cation of IT solutions in IA.
This shows that more banks are
acknowledging the increasingly
important role of the IA func-
tion as the last line of defense
to deal with risks in banking
operations.

How can PwC help?
PwC has advised commer-

cial banks in Vietnam on en-
hancing the capabilities of the
IA function and provided the
methodology for banks to im-
prove the capacity of IT system
auditing. In addition, PwC has
also implemented projects re-
lated to Basel II for leading
commercial banks in Vietnam,
such as Basel II gap analysis,
roadmap development, en-
hancement of credit, market
RM, and setting of risk appetite
for Pillar 1 and 2.n

Embracing new internal audit standards in banks

Circular No.13/2018/TT-NHNN, along with
international practices in internal audit (IA) and risk
management (RM), creates many challenges for IA
functions at banks. However, it is also an opportunity
for bank leaders to better understand the
importance of this function. VIR interviewed Xavier
Potier, risk assurance director, and Mai Tran Bao
Anh, financial services assurance senior manager at
PwC Vietnam, to find out more.

By Nam Phuong

Investors have looked back at
a year when the Vietnamese
stock market faced a
 tumultuous time and weath-
ered a worldwide storm of
trading tensions.

As the market enters into
the very last trading week of
2018, investment funds are
wrapping up their activities
and offering an annual review
of Vietnam’s capital market. 

In the past twelve months,
the VN-Index went through a
roller coaster ride which sent it
from a ten-year peak in April
to historic lows during July
and August. Affected by a neg-
ative outlook, merger and ac-
quisition (M&A) activities
were also muted throughout
the second half of the year.
This is in contrast to the back-

to-back major sales that oc-
curred during the first few
months - such as the $370 mil-
lion investment of Warburg
Pincus into Techcombank and
the Singaporean government’s
$1.4 billion into Vinhomes
JSC. State divestments and
withdrawals in the third and
fourth quarter of 2018 were
also unsuccessful, a stark con-
trast to sold-out transactions of
Binh Son Refining and Petro-
chemical JSC, PV Oil and PV
Power in January when the
market was on a high.     

Most fund managers cited
the escalating trade war be-
tween the US and China as the
biggest concern to global stock
markets in 2018. Both the US
and China are major trade part-
ners of Vietnam, enjoying
close relationships with the na-
tion’s companies across vari-

ous industries, from manufac-
turing to export and services. 

“A long-term trade war
benefits no one, and the stock
markets will continue to reflect
this as many investors would
like this issue to be settled so
uncertainty can be removed,”
said Andy Ho, chief invest-
ment officer at VinaCapital,
adding that the fund believed
the country would benefit from
the trade war in the short and
medium term, with sectors
such as logistics and industrial
parks capitalising on firms
looking to move production
from China to Vietnam. How-
ever, the nation’s long-term ap-
peal lies on its “solid
fundamentals and the stocks’
growth prospects”, said the in-
vestment officer.

To many investors, 2018
will be a year to forget due to

extreme levels of volatility.
However, fund managers at the
Malta-based FMG Fund
stressed that recent slowdowns
are essential to correct a fast-
growing stock market that
could potentially become a
bubble. In fact, the Vietnamese
stock market had already risen
over 50 per cent in 2017, and
many investors were drawn in
by the bull run which drove
valuations of large-cap firms
sky high during the first quar-
ter of 2018. 

“[These investors] are now
getting caught by adjustments
in stock prices due to unsus-
tainable valuations. In Viet-
nam, a long-term investment
horizon is important as we are
investing there for an eco-
nomic and stock market out-
performance not only in the

next one or two years, but
rather for the next one or two
generations,” said FMG Fund. 

The managers considered
2018’s volatilities as “short-
term swings” and believed that
stock prices, which have been
affected by geo-political ten-
sions, have “very little to do”
with the actual business per-
formance of a company.

Most investors agreed that
Vietnam’s macroeconomics
have been a success story
thanks to a focus on stability.
Stable macroeconomics, a
trade surplus and a young,
growing population con-
tributed to the nation’s invest-
ment appeal. Whilst on a micro
level, double-digit earnings on
growth is expected, and most
stocks in the market remain
relatively cheap. Another

strong point is the continuing
efforts to improve accessibility
to foreign investors, such as re-
vising the Securities Law to re-
ceive an MSCI upgrade to
emerging market status. 

It is estimated that Vietnam
can attract $1.6 billion in for-
eign capital if it takes up 0.1
per cent of the MSCI Emerg-
ing Markets stock basket. To
put this figure into perspective,
it is twice the inflow of 2017
and more than ten days of the
current turnover. 

In a recent presentation,
Kevin Snowball, CEO of PXP
Vietnam Asset Management,
was optimistic about the possi-
ble upgrade, especially consid-
ering an increasing amount of
free-floating stocks and a re-
laxation regarding the foreign
ownership cap.n

Volatile 2018 sets
up big year ahead

Foreign investors’ activities on Vietnam’s listed market 
(From January 1 to December 20, 2018)

Ho Chi Minh Stock Exchange Hanoi Stock Exchange
Value of purchased stocks VND256.3 trillion ($11.1 billion) -

19.53 per cent of the market 
VND7.1 trillion ($309 million) -
4.26 per cent of the market 

Value of sold stocks VND215.5 trillion ($9.4 billion) -
19.42 per cent of the market 

VND8 trillion ($348 million) -
4.83 per cent of the market

Net purchase value VND40.8 trillion ($1.8 billion) - VND951 billion (-$41.3 million) 

Sources: HSX and MBS


