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Introduction: an Effective Engagement

“We currently benefit from a long lasting investment in the relation between supervisors and auditors:

We have invested heavily in this communication structure for over 10 years, and we are sure that we 
have to keep ‘investing’.”  -- Netherland

Presenter
Presentation Notes
“We started to engage with auditors on a sector or subsector level, with topics of common interest. ““Then we entered into a phase where we had to define roles and responsibilities”“and had to set up protocols for proper communications. “”After a number of years, the next phase of ‘trust’ and ‘mutual understanding’ started to grow.” 
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A Key Challenge: Finding the Right Balance

TRUST SUPPORTED BY APPROPRIATE LEGAL FRAMEWORK

BENEFITS CHALLENGES

ROLE UNDERSTANDING

SHARING JUDGEMENTS

MARKET DISCIPLINE

EXPECTATION GAP

CONFIDENTIALITY

COST

FINANCIAL STABILITY INDEPENDENCE

Presenter
Presentation Notes
BCBSPIESCARA
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Overview of Key Publications

Basel Committee 
on Banking Supervision

paper on External audit of banks
2014

European 
Insurance and 
Occupational 

Pensions 
Authority

2016

World Bank CFRR 
Survey and Report on 

the relationship 
between auditors and 

supervisors
2015

European Banking 
Authority Guidelines 

communication 
between competent 

authorities and 
auditors

2016

Presenter
Presentation Notes
EIOPA developed in 2016 principle-based guidelines developed in cooperation with the EBAAll supervisors assessed have regular and ad hoc contacts with auditors. But, interaction is mostly not based on a formal set of rules or provisions
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Objectives of the Session

1. Present a guide which will assist the implementation of the policy 
response to challenges on the collaboration between auditors and 
supervisors

2. Provide a brief overview of current practices in Poland in the specific 
context of banking supervision

3. Discuss: i) the insights drawn from the World Bank CFRR report ii) the 
associated possible policy actions and examples of best practices and 
regulation
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Disclaimer

1. Actions are suggestions/reported good practices and are not exhaustive

2. Supervisors and external auditors should also take into account that:
a) The actions do not change the respective roles and responsibilities of the supervisor, the external auditor 

or the bank’s management.
b) The actions do not supersede ISA, IFRS, international best practices on corporate governance or 

internationally recognized principles (IOSCO, Basel, EIOPA, IAASB, etc.) especially in the areas of 
independence and accountability of external auditors and bank’s management.

c) The key objectives of the actions are to: 
i. Build or strengthen communication and interaction between supervisors and auditors;  

ii. Ensure that the interaction between supervisors and external auditors are on- going and conducted in a systematic and structured 
manner; 

iii. Maintain a supervisors - auditors relationship that is both critical and constructive;  

iv. Provide a basis for a better and more detailed mutual understanding of the underlying issues and risks in the supervised sectors; 
and 

v. Reinforce the supervisory as well as the audit processes.

Presenter
Presentation Notes
Thank you all for your participation, we got some very high quality and comprehensive responsesThe session will be interactive.
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Source of Information
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Guide: Insights

External audit:
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Brief Country Diagnostic: KNF Poland

•International Auditing Standards (ISAs) translated by the Oversight Authority (KIBR) applied 
• Supervisors have access to the audit reports
•External auditors required by law to disclose material fraud and other significant findings (error, weakness of internal control) 
•Supervisors can not ask auditors to perform additional tasks outside the scope of the audit in order to contribute to regulatory work

External audit

•No proportionate approach in the communication with auditors
•Conduct both trilateral and bilateral meetings, plus meetings that include the audit committee, always after the issuance of the

audit opinion (meet normally once per year but systemically important issues are discussed on an ad-hoc basis.) There is a mix of 
both formal and informal channels of communication
•No feedback system 

Channels of 
communication

No discussion with auditors about their audit strategy & plan. The audit strategy is not transmitted to the supervisor
Loan valuation and provisioning, bank’s asset valuation, risk management, annual financial statements, effectiveness of internal
controls and bank-assurance are typically discussed. (Not typical to discuss the audit committee and management letter)
Auditors audit some prudential returns (i.e. solvency ratio) but not the reconciliation of audit FS with prudential capital elements

Topics of mutual 
interest

•There is no legal restriction regarding information that supervisors can share with the external auditors
•No role of supervisory authority in the initial appointment of external auditors (there is also no specific criteria for the appointment 

of external auditors of banks)
•No mandatory rotation or retendering of audit firm (i.e. rotation after 5 years is required for the key audit partner only)

Supervisors 
input to audit

There is a system of Audit Oversight Body (KIBR and KKN) and a member of UKNF is in the structure of one KIBR. There is also a 
system of Quality Assurance. Typically they meet more than once per year the supervisor
Audit committee required for commercial banks only. Meet once per year minimum, otherwise ad-hoc basis

Other 
Communication

Presenter
Presentation Notes
Finally supervisors agree that external auditors in Poland have the appropriate skill sets but not always happy of use their professional judgment when performing their audit (knowledge of the banking industry & risk management practices in banks, etc.)
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External Audit

Auditors’ work 
does 

contribute
to effective 
supervision

►Supervisors and external auditors: complementary skills and 
knowledge 

►Financial statements: an important input to supervision (i.e. 
greater confidence in prudential returns through the reconciliation 
with audited FS)

►External auditors may participate in the supervisory process by 
providing reasonable or limited assurance on a range of areas at the 
request of supervisors:

− Internal controls 
− IT systems 
− Risk management 
− Prudential returns

External auditor’s reporting help strengthen supervisory process
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External Audit

Auditors’ work 
does 

contribute
to effective 
supervision

Capacity of Supervisors
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Auditors’ work 
does 

contribute
to effective 
supervision

Extent of use of external auditors

External Audit

Presenter
Presentation Notes
This would help supervisors and external auditors to establish jointly which additional work the external auditors would be required to perform outside the scope of the statutory audit.
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External Audit

Auditors’ work 
does 

contribute
to effective 
supervision

Long-Form Audit Report



14

External Audit

14

Auditors’ work 
does 

contribute
to effective 
supervision

Duty and right to report



15

Channels of Communication

Supervisors 
could engage 

more
effectively with 

external 
auditors

► Regular exchanges of information enable both parties to perform 
their duties more efficiently
► A strong and fruitful relationship depends on the “quality” of 
interaction

“the right discussions 
at the right level and 

at the right time” 
using the most 

appropriate channels 
of communication

Presenter
Presentation Notes
The objective is to have: “the right discussions at the right level and at the right time” using the most appropriate channels of communication in order for supervisors to optimize their use of external auditors
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Channels of Communication

Supervisors 
could engage 

more
effectively with 

external 
auditors

Proportionate risk-based approach
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Channels of Communication

Supervisors 
could engage 

more
effectively with 

external 
auditors

Timing and frequency of communication
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Channels of Communication

Supervisors 
could engage 

more
effectively with 

external 
auditors

Channels of communication

Presenter
Presentation Notes
Forma : (meetings with external auditors with or without the bank under supervision, meetings with external auditors and the chair of the audit committee)Informal: (telephone calls, emails etc.)Primary relationship holder: namely the audit firm partner and the supervisor team leader.
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Channels of Communication

Supervisors 
could engage 

more
effectively with 

external 
auditors

Feedback Process

Presenter
Presentation Notes
To obtain the auditors’ perspectives, each auditor was also asked to provide the PRA with its overall assessment of the quality of the external auditor- supervisor relationship. To help ensure that the auditors’ findings were comparable with the results of the supervisors’ survey, the PRA shared the list of firms covered in the survey as well as the full suite of survey questions to the supervisors with the auditors. Following the survey and report on the quality of auditor-supervisor dialogue in summer 2014, the following actions were undertaken: ►  Discussions took place with each external auditor to emphasize the overall messages from the report;►  Presentations were provided to partners and managers of the large external audit firms on the results of the survey and feedback from supervisors and involved discussions about what the PRA expects from external auditors under the PRA Code. This will apply to all future survey results.►  More regular training is being provided for supervisors on auditor- supervisor engagement, with a focus on how they might better understand the work of auditors as well as encouraging a more open and in-depth dialogue. The PRA uses biannual bilaterals with the senior financial services partners of the largest external audit firms to give and receive feedback on the external auditor-supervisor engagement compared to the PRA Code. Hence the level of co-operation is kept under constant review.
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Topics of Mutual Interest

20

There are numerous topics of mutual interest to supervisors and 
auditors, mainly due to their complexity, materiality or subjectivity

Supervisors have little information on audit committees’ activities

External 
auditors could 

contribute 
more

on specific 
areas of 

interest to 
supervisors
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• Topics 
covered under 
IAS 39 or IFRS 
9 standards, 
such as loan 
valuation and 
provisioning 
as well as the 
asset 
valuation are 
important to 
supervisors
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• The 
effectiveness 
of an entity’ 
internal 
control, risk 
management 
and IT 
systems are 
key inputs 
when 
assessing its 
risk profile 
and the going 
concern 
assumption

Pr
ud

en
tia

l I
nf

or
m

at
io

n • Compliance 
with 
prudential 
regulations 
and 
consistency of 
financial 
statement’s 
disclosures 
with 
published 
prudential 
information
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Topics of Mutual Interest

External 
auditors could 

contribute 
more

on specific 
areas of 

interest to 
supervisors

Audit Planning and Progress
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Topics of Mutual Interest

External 
auditors could 

contribute 
more

on specific 
areas of 

interest to 
supervisors

Accounting Policies
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Topics of Mutual Interest
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External 
auditors could 

contribute 
more

on specific 
areas of 

interest to 
supervisors

Prudential Returns
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Supervisors’ Input to Audits

Supervisors do 
contribute

to enhanced 
audit quality

Supervisors can help improve the quality of financial information in 
different ways: 

− They can provide an environment which supports the 
independence, objectivity and integrity of audit work 

− They can regulate certain conditions regarding the 
appointment and rotation of external auditors, and the 
audit retendering as well as monitoring and sanctioning 
auditors and their work

− They can enhance audit quality by sharing relevant 
information with external auditors
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Supervisors’ Input to Audits

Supervisors do 
contribute

to enhanced 
audit quality

Information sharing: supervisors to auditors
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Supervisors’ Input to Audits

Supervisors do 
contribute

to enhanced 
audit quality

Appointments of external auditors
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Supervisors’ Input to Audits

Supervisors do 
contribute

to enhanced 
audit quality

Audit firm rotation and retendering
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Other Communication

ACs and AOBs contribute to enhanced audit quality through the 
effective oversight of external auditors’ work and their ability to 
form an opinion on an entity’s financial statements: 

− ACs advise on the appointment of external auditor and 
evaluate the effectiveness of their work 

− AOBs aim to identify failures and weaknesses in an entity’ 
external audits, and to examine the work of external 
auditors, imposing sanctions and/or remedial actions as 
necessary 

Both play a critical role in building an appropriate framework for 
corporate governance and for high-quality external audits

Effective 
communication 
between audit 

/ entity 
supervisors / 

Audit 
Committees 

does improve 
audit quality
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Other Communication

Effective 
communication 
between audit 

/ entity 
supervisors / 

Audit 
Committees 

does improve 
audit quality

Relationship between supervisors and AOBs
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Other Communication

Audit Oversight Bodies & Quality Assurance

Effective 
communication 
between audit 

/ entity 
supervisors / 

Audit 
Committees 

does improve 
audit quality
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Other Communication

Effective 
communication 
between audit 

/ entity 
supervisors / 

Audit 
Committees 

does improve 
audit quality

Audit Committees



THANK YOU FOR YOUR 
ATTENTION
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