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BANKING OVERSIGHT:
DEVELOPING A USEFUL SAI FRAMEWORK

by Ghorban Eskandari, Senior Auditor, Supreme Audit Court

of Iran

Corruption and Fraud—The Issue

Corruption and financial fraud are very challenging issues
within the banking system that can inflict irreparable
harm to a nation’s development and growth. The potential
widespread and destructive effects can reduce social
capital and increase poverty, social injustice and class
divisions.

The banking system will continue to face these issues far
into the future until successful counteraction initiatives are
implemented.

Basic banking oversight concepts and principles have been
expressed in the Basel lll framework, an internationally
agreed upon set of measures created in response to the

financial crisis of 2007-2009 that aim to strengthen bank
regulation, supervision and risk management.

A multifaceted issue, oversight in the banking sector
requires the cooperation of various regulatory bodies,
each performing tasks according to individual organization
mechanisms and objectives.

While these regulatory agencies and various monitoring
structures are in place, the world economy remains exposed
to financial abuse, and evidence points to inefficient banking
systems and weak regulatory procedures and guidance.

A Study to Determine a Successful Framework

This article discusses appropriate frameworks through a
study, “Surveillance Authority of Supreme Audit Institutions
(SAls) in the Banking Sector,” that assessed the status quo
and identified potential mechanisms to achieve favorable
situations.
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Research Methodology. The study used a qualitative
approach to identify, analyze and report patterns within
the data. An open-ended interview of 21 local experts
(selected using the snowball sampling method) was the
primary tool to gather data. The research was conducted
using a four-phase process:

1. ldentify goals and identify the status quo;

2. Formulate concepts governing regulatory framework
design;

3. Analyze pathology and problems in the banking field;
and

4. Gather additional data through expert interviews and
reach a consensus on a financial monitoring framework.

Study Findings. Every oversight system requires determining
specific objectives and identifying the responsibilities and
activities necessary to achieve them. Study results showed
that a key challenge for SAls within the banking sector
tends to be unidentified goals, which means associated
tasks and responsibilities are also unclear.

Additionally, oversight activities should be updated as
changes occur in the environment, since these changes can
impact and influence banking oversight on many levels—
economically, organizationally, socially, culturally and
politically.

The study also identified several factors resulting in,
hampering, or completely preventing successful banking
sector oversight, including:

* Auditors lacking a comprehensive understanding of bank
operations;

* The volume of regulatory bodies;

* Organizational expansion cost reduction measures

negatively impacted efficiency and effectiveness; and

* Oversight authorities potentially limited by mandates,
available human resources and facilities, and participating
in investigations and/or audits having no real purpose
(simply justifying existence or creating false needs for
expansion).
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Study findings, combined with extensive research, resulted
in developing an oversight framework (see Figure 1 on
following page) that incorporates conditions, concepts,
activities and potential consequences attributable to, and
affecting, SAl audit work in the banking sector, such as:

* The pivotal phenomenon, or main theme, derived from the
study is targeted surveillance (monitoring).

* Causdlity conditions are events that create situations and
issues related to the phenomenon. These conditions, to an
extent, also explain how and why individuals and groups
engage in this phenomenon.

* To address underlying conditions (internal and external
characteristics considered primary challenges to the audit),
factors affecting targeted monitoring were identified.

* Mediator conditions are macro and general conditions
that influence the effect of causal conditions on the
phenomenon under study.

* Sirategies are the key activities auditors consider and
use.

* Finally, in the context of possible outcomes, expected
results, consequences, stemming from strategies and
actions were identified.

For more information about the study, research and
supervisory framework for SAls in the banking sector, email
the author at ghorbaneskandari@yahoo.com.
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FIGURE 1: SUPERVISORY FRAMEWORK FOR SAIS IN THE BANKING SECTOR

CAUSALITY CONDITIONS

Level: SAI

* No clear goals

* Lack of human
resources

* Software weaknesses

* Hardware weaknesses

* Lack of operational
independence

* Information
confidentiality
information

* Political tendencies

* Lacking culture of
responsiveness

Level: Banking System

* Information asymmetry

* Reputation

* legal barriers

* Regulatory authority
fear

* Supervisory authority
distrust

* Lacking accountability
culture
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UNDERLYING CONDITIONS

Director Independence and
SAl Impartiality

Auditor's Personal
Characteristics

Attitude, emotional
intelligence

Experience, expertise, skills
and knowledge

Inquirer's mind and
curiosity

Honesty and integrity

Bank Characteristics

Organizational culture

* Attitudes of bank managers

Professional training
Transaction complexity
Information confidentiality
Inherent high risk of fraud

MEDIATION TERMS

SAl Social Responsibility

PIVOTAL PHENOMENON

(Targeted Surveillance)

Reducing expectations gap
between society & SAl goals

General societal conditions

Public interest; varied
stakeholders, users;
governmental economy

Societal Culture of
Accountability, Transparency

External Auditing Environment

Budget pressure and level of
importance
Professional audit supervision

Bank Characteristics

Inherent high risk in bank
activities, fraud
Managerial turnover
Ownership nature and type
Bank manager, government
official reciprocity
Managerial ability to
influence auditors

Bank's internal control status
Staff wage dissatisfaction

STRATEGIES & ACTIONS

Level: Audit Work Assessing
Internal Control System

Increased accuracy and
reliability

Bank financial stability
Use professional hesitation
Track contradictory
evidence and discover
contradiction causes
Increase surveillance use
Assign tasks to members;
engage them

Increase professional on-
the-job training

Employ guardians

Level: SAI

Identify inherent risks
Understand industry and
banking impact on budget
Hire and train professional,
ethical staff

Select appropriate audit
team members

Rotate audit staff, groups
in banks

Maintain bank financial
stability

Coordinate monthly audit
group member meetings
Incorporate brainstorming
techniques in

Apply appropriate
procedures (audit, non-
audit)

Emphasize critical thinking
Include work programs,
checklists
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CONSEQUENCES

Level: Audit Work
Assessing Internal

Control System

* Further adherence to
audit standards

* Quality evidence
acquisition

* Detect material
misstatements

* Reduced risk of non-
detection

* Improving judgments
and conclusions

* Appropriate opinion

* Achieve work goals

* Maintaining banking
system financial
stability

Level: SAI

* Preservation and
promotion of fame

* Reducing disciplinary
measures against
auditors

* Economical

* Increasing community
trust in Higher Audit
Institutions

* Hedging economy to
systemic risk




