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Can you describe what risk-
based internal auditing
(RBIA) is? Why should Viet-
namese banks adopt RBIA
instead of traditional 
approaches?

RBIA is a methodology
that links internal auditing to
the bank’s overall risk man-
agement framework. RBIA
allows internal auditors to as-
sure board members that the
bank is managing risks effec-
tively, in relation to their risk
appetite. 

Traditionally, internal au-
diting is based on an audit
cycle with strict timelines and
focuses on deficiencies in
controls and non-compliance
cases. This traditional ap-
proach includes time-con-
suming mapping exercises
that might rely on outdated
policies or manuals. Mean-

while, RBIA is based on the
risk assessment result via 
active involvement of related
stakeholders.

There are numerous bene-
fits of RBIA. Firstly, it’s di-
rectly linked to the bank’s risk
management process, thus in-
creasing the relevance and
credibility of the internal
audit. Secondly, RBIA pro-
vides a holistic view of the
bank’s operations as it in-
cludes various stakeholders in
the process.

Finally, and most 
importantly, Circular
No.44/2011/TT-NHNN issued
by the State Bank of Vietnam
(SBV) specifies that banks
must adopt RBIA to focus
their resources on business
areas, departments, or
processes that can be riskier
than others. According to

Basel II standards, RBIA is
the “third line of defence” for
banks, as it independently as-
sesses and provides assurance
to the bank’s operations.

Have Vietnamese banks
adopted RBIA for their inter-
nal audit process yet?

I’ve seen a number of
banks in Vietnam successfully
running RBIA for their busi-
ness. The remaining lenders
still follow traditional ap-
proaches. To be honest, we
cannot draw a definitive list
of RBIA-adopting banks in
Vietnam, as some financial
institutions may not be trans-
parent about their internal
audit process, and we can’t be
sure whether they have really
implemented RBIA or not.

There are some difficul-
ties that prevent Vietnamese

lenders from adopting RBIA.
Firstly, internal auditors face
the challenge of convincing
the bank’s top management to
take up RBIA. Board mem-
bers may think that this ap-
proach is too costly or
time-consuming and internal
auditors must prove other-
wise. Secondly, it also takes
time to fully understand
RBIA and trial-run the
process, which can take more
than two years.  

However, as I said, it is
now compulsory for Viet-
namese banks to have a risk-
based plan for their internal
audit, based on Circular 44
and international standards set
by the Global Institute of In-
ternal Auditors. Ten domestic
banks have also been ear-
marked by SBV to adopt
Basel II in 2018. So banks

have no choice but to imple-
ment RBIA in the next few
years. 

Recent RBIA workshops
held by PwC in Hanoi and Ho
Chi Minh City have been
well-received by internal au-
ditors from Vietnamese
banks. They’re eager to learn
about RBIA and how to per-
suade the top management to
adopt this approach. 

How can RBIA help banks
attract foreign investors, as
well as improve their risk
management process for
Basel II?

RBIA will definitely help
Vietnamese lenders improve
their reputation and attractive-
ness to international investors.
Thanks to RBIA reports, for-
eign investors can clearly see
a list of potential risks and
how the bank plans to manage
them. Banks thus appear as a
transparent and responsible
business to potential investors.  

Moreover, most foreign
investors come from coun-

tries that have adopted RBIA,
so they’d expect the same
standards when investing in
Vietnamese banks. In fact, I
can see that domestic lenders
that already have a strategic
foreign investor tend to be
more open towards RBIA.  

In short, RBIA is crucial
for the banking sector as
banks are a special type of
business, entrusted to deal
with money by individuals
and corporations. Not only
foreign investors, but all other
stakeholders of banks have
the right to know whether the
banks are handling money
properly, and RBIA will give
them that assurance.  

Regarding risk manage-
ment in general, we can say
that Basel II has much more
stringent standards on risks
that a bank can face, ranging
from credit to operational
risks. This requires Viet-
namese lenders to adopt a
comprehensive risk manage-
ment framework, which is
also a foundation for RBIA.n

PwC director highlights importance of RBIA
As the banking industry moves towards Basel II and seeks foreign capital for
growth, it is high time Vietnamese banks adopted the risk-based method for
internal auditing. Xavier Potier, director of Risk Assurance Services at PwC
Vietnam, shared with VIR’s Nam Phuong his thoughts on the issue.
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Vietnam’s budding debt mar-
ket, especially in govern-
ment bonds, continues to
attract both domestic and
foreign life insurance com-
panies, however, a better
sovereign rating and greater
liquidity are crucial to ignite
a “big boom” in government
bonds.

At a recent panel discus-
sion in Ho Chi Minh City,
about insurance investments,
executives from leading life
insurance companies ex-
pressed their thoughts on the
growing debt market in Viet-
nam. According to the repre-
sentatives, compared to
stocks, Vietnamese bonds
are more favoured by life in-
surers due to lower risks and
longer investment horizons. 

“As life insurance com-
panies, we have a long-term
liability to our customers,
who can live to be 100 years
old. This nature of the life in-
surance business influences
our investment decisions,
which means we can only in-
vest in long-term assets that
match our liability. Fixed in-
come assets, including gov-
ernment bonds and corporate
bonds, can satisfy this re-
quirement,” said Steve
Clark, CEO of Prudential
Vietnam. 

Clark added that he has
witnessed great efforts from
the Vietnamese government,
especially the State Bank of
Vietnam, to build a capital

market that can match spe-
cific requirements of life in-
surers. For example, 30-year
government bonds were in-
troduced to foreign insur-
ance firms for the first time
in late 2015, attracting lead-
ing names like Prudential,
Cathay Vietnam, AIA, Man-
ulife, Chubb, and Generali. 

Phan Thi Thu Hien, head
of the Finance and Banking

Department at the Ministry
of Finance (MoF), empha-
sised that overseas life insur-
ers are always welcomed to
invest in Vietnamese bonds.
According to Hien, MoF will
continue to encourage for-
eign insurers’ participation
in government bonds this
year, as part of their contri-
bution to Vietnam. 

In the past two years, life

insurers have become enthu-
siastic buyers of Vietnam’s
government bonds, a market
that used to be dominated by
commercial banks. Bonds
are attractive as they gener-
ate a stable flow of income
for life insurers while pre-
senting lower risks than 
equities.  

According to the Viet-
nam Insurance Association,

government bonds ac-
counted for 72 per cent of
life insurers’ financial in-
vestments in 2015, 80 per
cent of these were bonds of
more than five years. For the
first eight months of 2016
alone, insurance firms in-
vested VND10.7 trillion
($469 million) into 20-year
and 30-year government
bonds. 

However, there is still a
lot of room for improve-
ment. Hien admitted that
Vietnam’s government bond
market only accounts for 37
per cent of GDP, which is
tiny compared to other coun-
tries. With only VND6.2 tril-
lion ($272 million) of bonds
being exchanged per session,
liquidity is also lacking.  

“MoF will soon propose
a plan for building the Viet-
namese debt market between
2017 and 2020. One of the
key issues of the plan is en-
couraging more life insurers
to participate in bonds, and
this is only feasible if the
market grows bigger in size
and liquidity,” Hien said. 

Another critical aspect is
keeping Vietnam’s macro-
economic situation stable.
Wayne Besant, CEO of AIA
Vietnam, agreed that Viet-
nam’s sovereign rating is an
important criterion for life in-
surers. According to Besant,
Vietnam can improve its sov-
ereign rating by restructuring
the banking industry, stabil-
ising the VND, and improv-
ing fiscal policies.

“In 2014, Vietnam re-
ceived an upgrade by inter-
national rating agencies like
Moody’s and Fitch, and we
can see that the bond is-
suance in 2015 was a suc-
cess. If Vietnam’s ratings
continue to improve, govern-
ment bonds will attract many
more opportunities from
overseas life insurers,” 
Besant said.n

Stable market essential
for government bonds

Building a secure debt market is key if Vietnam wishes to attract further investment from foreign life insurance firms
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