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CIRCULAR NG. 410
Series of 2003

Fursuant to Section 58 of Republic Act No. 8791, otherwise known as “The
General Banking Law of 2000”7, the Monetary Board, in its Resolution No. 1429
dated 2 October 2003, approved the following rules and regulations that shall
govern the selection and delisting by the Bangko Sentral ng Pilipinas (RSP) of
external auditors of banks, quasi-banks, trust entities, non-stock savings and loan
associations (NSSLAs), their subsidiaries and affiliates engaged in allied activities
and other financial institutions which under special laws are subject to BSP
supervision:

Sectior. 1. STATEMENT OF PGLICY

It is the policy of the Bangko Sentral ng Pilipinas (BSP) to promote high
ethical and professional standards in public accounting practice and to encourage
coordination and sharing of information between external auditors and regulatory
authorities of banks, auasi-banks, trust entities and/or NSSLAs to ensure effective
audit and supervision of these institutions and to avoid unnecessary duplication of
efforts.  In furtherance of this policy and to ensure that reliance by regulatory
authorities and the public on the opinion of external auditors is well placed, the BSP
hereby prescribes the rules and regulations that shall govern the sejection,
appointment, reporting requirements and delisting for external auditors of banks,
“quasi-banks, trust entities, NSSLAs, their subsidiaries and affiliates engaged in allied
activities and other financial institutions which under special laws are subject to BSP
supervision.

wecuon 2. GENERAL REQUIREMENTS

Onty external auditors included in the list of BSP selected external auditors
snali be engaged by banks, quasi-banks, trust entities or NSSLAs for reguiar audit or
special engagements. The external auditor to be hired shail also be in-charge of the
audit of the entity’s subsidiaries and affiliates engaged in allied activities: Provigded,
that the external auditor shall be changed or the lead and concurring partner shal!
be rotated every five years or eartier: Provided further, that the rotation of the iead
and concurring partner shall have an interval of at teast two (2) years.
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Banks, quasi-banks, trust entities and NSSLAs which have engaged their

respective external auditors for a consecutive period of five (5) years or more as of
(date of effectivity of this Circular) shall have a one-vear period from said date

within which to either change their external auditors or rotate the lead and/or
concurring partner.  The following are the selection requirements for external
auditors:
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No external auditor may be engaged by a bank, quasi-bank, trust entity or
NSSLA if he or any member of his immediate family had or has committed to
acquire any direct or indirect financial interest in the bank, quasi-bank, trust
entity, NSSLA, its subsidiaries and affiliates, or if his independence is
considered impaired under the circumstances specified in the Code of
Professionai tthics for Certified Public Accoumtants. in the case of 2
parinership, this Iimitation shali apply to the partners, associates and the
auditor-incharge of the engagement and members of their immediate family;

The external auditor and the members of the audit team do not haveishal!
not have outstanding icans or any credit accommodations (except credit
card obiigations which are normally availabie to other credit card hoiders
and fuily secured auto loans and housing lcans which are not past dus;
with the bank, quasi-bank, trust entity, NSSLA, its subsidiaries and affiliates
at the time of signing the engagement and during the engagement. In the
case of partnership, this prohibition shall apply to the partners and the
auditor-in-charge of the engagement;

The external auditor must not be currently engaged nor was engagea during
the preceding year in providing the following services 1o the bank, guasi-
Sank, trust entity, NSSLA, its subsidiaries and afiliates:

:nternal audit funciions:

. PIGITAATION SYSLEMS GESIED, iMmplementalion and assessmant: zne

S
o

uch other services which could affect i+'s inaspendence as mev o
terminad by the Monetary Boarc;

ﬂ)
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The extarnal augitor, auditor-in-charge and members of the audit team mus.
achere o the highest standards of professional conduct and shail carry out
services in accordance with relevant ethical and technical standards, such as
the Generally Accepted Auditing Standards (SAAS) and the Code o7
Erofessional fthics for Certified Public Accountants:



The external auditor should have the following track -record in conducting
external audits:
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externai auditor whose partner or auditor-incharge of audit engagemen:

. Dani, guasi-bank, trust entity or NSSLA shall nat engage he services of an

The external auditor for a universal bank or commercial bank must
have at least twenty (20) existing corporate clients with resources of
at feast P50 million each and at least one (1) existing client universal
bank or commercial bank in the regular audit or in lieu thereof, the
external auditor or the auditor-in-charge of the engagement must
have at ieast five (5) years experience in the regular audit of universa!
or commercial banks;

The external auditor for a thrift bank, quasi-bank, trust entity and
national cooperative bank must have at least ten (10) existing
corporate clients with resources of at least P25 million each and at
least one (1) existing client thrift bank, Quasi-bank, trust entity or
national cooperative bank in the regular audit or in lieu thereof, the
external auditor or the auditor-in-charge of the engagement must
have at least five (5} years experience in the reguiar audit of thrift
banks, quasi-banks, trust entities or national cooperative banks:
Provided, that an externa! auditor who has been selacted by the BSP
to audit a universal bank or commercial bank is automaticaily
qualified to audit a thrift bank, quasi-bank, trust entity or national
cooperative bank: and

The external auditor for a rural bank, NSSLA or local cooperative
bank must have at least three (3) years track record in conducting
external audit: Provided, that an external auditor who has been
selected by the BSP to audit a universal bank, commercial bank, thrif
pank, quasi-bank, trust entity and national cooperative bank is
automatically qualified to audit a rural bank, ioca! cooperative bank
and WNSSLA;

@il

fol BTN

during the preceding year had been hired or empioyed by the bank, quasi-

Sank,

trust entity, NSSLA, its subsidiaries and affiiiates as Chief Executive

Cfficer, Cnief Financial Officer, Conmrolier, Chief Accounting Officer or any
position of equivalent rank; and

Tne external auditor must undertake to keep for at least five (5) vegre ali
audit or review working papers in sufficient detail to support the conciusions
in the audit report which shall be made available to the BSP upon reguest,
Working papers shall include, but shall not be limited to, pre-audit analysis,
audit scope and detailed work program.



Section 3. DEFINITION OF TERMS

For purposes of this Circular, the following terms shall be defined as
foliows:

SUBSIDIARY - a corporation or firm more than fifty percent (50%) of the

outstanding voting stock of which is directly or indirectly owned, controlied
Or Nelt WIth power 10" VOTe DY a Dank; quasi-Dank, Trust entity or NSSLA.

AFFILIATE - 2 corporation, not more than fifty percent (50%) but not less than ten
percent {10%} of the outstanding voting stock of which is directly or
indirectly owned, controlied or held with power to vote by a bank, quasi-
bank, trust entity or NSSLA and a juridical person that is under commen
control with the bank, quasi-bank, trust entity or NSSLA,

CONTROL ~ exists when the parent owns directly or indirectly more than one half

of the voting power of an enterprise uniass, in exceptional circumstance, it
can be clearly demonstrated that such ownership does not constituie
control. Control may also exist even when ownership is one half or jess o
the voting power of an enterprise when there is:

a. Power over more than one half of the voting rightz by virtue o an
agreement with other stockholders;

b. Power to govern the financial and operating policies of the
enterprise under a statute or an agreement;

z. Power to appoint or remove the majority of the members of the

board of directors or eguivaient governing body;

2. Power to cast the majority votes at meetings of the board of direcio~
or equivaient governing body; or
Ay other grrangement simbial 1o any of the ahove.
~SSQTIATE - any director, officer, manager or any person OCCURYiIng a simias

status or performing similar functions in the audit firm including empioyea:
performing supervisory roie in the auditing process.

FARTNER - &ii parmers inciuding those not performing audit engagements.

LEALL PARTNER - also referred to as the engagement pariner/gartnar-in-
charge/managing partner who is responsibie for signing the audit report on
the consolidated financial statements of the audit client, and where
relevant, the individuai audit report of any entity whose financial statements
form part of the consolidated financial siatements.
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CONCUREING PARTNER - the partner who is responsinie for reviewing the augdit
report.

AUDITOR-IN-CHARGE - refers to the team leader of the audit engagement.

~
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Section 4. APPLICATION AND PRE-QUALIFICATION REQUIREMENTS

The application for BSP seiection shall be signed by the external auditor or
the managing pariner, in case of partnership and shall be submitted to the
appropriate supervising and examining department of the BSP together with the
foliowing documents/information:

An undertaking:

2

That the external auditor. partners, associates, auditor-in-charge of the
€-gagament anc ine members of thelr immediate family shall not
acquire any direct or indirect financial interest with 2 bank, quasi-banl:,
rust entity, NSSLA its subsidiaries and afiliates. Neijther shali the
external auditor, partners, associates and auditor-in-charge accepi an
audit engagement with 2 bank, aquasi-banl, trus: entity, NSSLA, i
subsidiaries and affiliates whers thay or anv member of their immediae
family have any direct or indirect financial interest and that their
independence is not considered impaired under the circumstancec
specified in the Code of Professional Ethics for Certified Public
AcCcountants;

et

That the external auditor, partners, associates, auditor-in-charge and
members of the audit team do not have nor shall apply for loans or
2ny credit accommoaations {except normal credit card obligations anc
fully secured auto loans and housing icans: nor shall accept an augh
engagement with & bank, auasi-bank, trust eniity, NESLA, i

sunsidiaries ang affitiates where they have susstanding ioane or arv

Tredit accommodations excent normai crecit card obligations anc
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terna: auditor snall not atoept an audit engagement with
hank, wust emtity, NSSLA, its subsidiaries and affiliatec
- .

‘as engager quring the preceding vear in providing the

o information systems oesign, imolementation and assessment; ang

Ty Such other services, which could affect his independence as may
be determined by tne iMonetary Board from time to time.
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is requirement shall not, nowever, affect audit engagement existing
as o f e date of effectivity of this circular.

That the external auditor and members of the audis tﬂam shali adner

to the highest standards of professional conduct and shall carry oui
their services in accordance with relevan: ethical and technical
standards of the accounting profession;

That the izad or concurring partner and auditor-in- charge shall not
accept employment with the baniz, quas;-baﬂk, trust entity, NSSLA,
ite subsidiaries and affiliates DC‘ME audited during the engagemen:
period anc within 2 period of one 17 vear after the audis
engagement;

, .
Th

fnat the external auditor shall not accept an audit engagement with 2
where an officer {.e., Cnief Sxecutive Officer. Thiaf Financial
’“*f‘é:e", C’)wtroﬂer, Chie? Accounting Cfficer or other seniar officer o

auivaient rank) had been 2 partner of the external zuditor or nac
workes for the audit firm and hag :Jeen ’“'v- ditor-ir-charge of the
zuGit engagement of said entities ¢ ring tne vEa® immediae

preceding the engageme

b s - ,p'n-':,,-, ST T
bank, guasi-bank, wust entity, NSSLA, ix subsidiaries anc affiliates

"
i
for

That the external auditor shall keep all audit or review working
papers for at least five (5) years in sufficient detai! to support the
conciusions in the audit report; and

i

Trat the audit worl: shall irz-:.f-f»:i‘ assessment o

institstion’s compliance with BSP ruies 2ng regulations, s

not iimited 1o the following:
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_ist of existing corporaie cliens vt resourcas o at jzast B30 E‘a"i;;EC:":
zach for exte..m auditor of a universal bani or 2 com: mercial anls
ot e thrifl bank, cuasi-sank, trus entity and nationa: cooperative
bank, tist of e sung corporate ciients with resources of at least P23
miliion each; and list of existing ciients and/or detaile of three i3)
vears frack recorg =n external audit for externa! auditors of 2 rur
bani, NSSLA and a local cooperative bani:
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Z. i the external auditor for 2 universal bank or commercial bank has
no existing universal bank or commercial bank client, and the
external auditor for a thrift bank, quasi-bank, trust entity and national
cooperative bank, has no existing client thrift bank, guasi-bank, trust
entity or national cooperative bank, a notarized certification that the
externa! auditor or the auditor-in-charge of the engagement has at
jeast five (5) years experience in the reguiar audit of banks of
appropriate category mentioning the banks they have audited;

o PR 1

3. Updated Professional Regulation Commission (PRC) license (for
individual auditors) and business iicense for the partnership;

4. Cony of the proposed engagement contract between the bank, guasi-

bank, trust entity or NSSLA and the external auditor where

appiicable; and

Cerification from PRZ that the exwerne!l auditor, lead partner,
concurring partner, auditor-in-charge ang members of the audit team
Rave no derogatory information, previous conviction or any pending
investigation. However, in the event that the certification cannot be
obiained because of the pendency of g case, the BSP may dispense
with this reguirement upon determination by the Monetary Boarc
that the case invoives purely iegai auestion, or does not, in any way,
negate the auditor's adherence to the highest standaros of
professional conduct nor degrade his integrity and objectivity.

Section 5. INCLUSEON tN BSF LIST
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Section 6. SPECIFIC REVIEW

When warranted by supervisory concern, the | Mionetary Board may, at the
expense of the bank, quasi-bank, trust entity, NSSLA, its subsidiaries and affiiiates
reguire the external auditor to unon"take a specific review of a particular aspect of
the operations of these institutions. The report shall be submitted to the BSP ang
the audited institution simultaneously, within thirty (30} calendar days after the
conciusion of said review.

Section 7. REQUIRED REPORTS

. To enabie the BSP 1o take timely and appropriaie remedial action, the
xternai auditor must report (o the Ese within thirty (30) calendgar davs afer
discovery, the 10.10w:.'15 Cases:

. (0

Any ma erial unu.wc involvin ; ionesty {including cases
thal were rasolved auring the peri od of gudiy): ang

il :mamsaf iosses the aggregaie of which amounts o a0 jeas one
parcent 7 %) of the capital.
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= (IS eXIeel aulisr shait report directly 1o the BSP within fifear NGy
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cziendar cays the occurrence of the foliowing:
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erminaiion or resignation as external auditor and stating the reason
tharefor;

- oo .
Discovery of & material breach of lawe o0 TI2 rifes and regiiaiion:
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The management of the bank, quasi-bank, trust entity, NSSLA, its subsidiaries
and affiliates shall be given the opportunity to be present in the discussions between
the BSP and the external auditor regarding the audit findings, except in
circumstances where the external auditor believes that the entity’s management is
involved in frauduient conduct.

Section 8. AUDIT ENGAGEMENT CONTRACT

Banks, quasi-banks, trust entities and NSSLAs shall submit the audit
engagement contract between them, their subsidiaries and affiliates and the
external auditor 10 the appropriate supervising and examining depantment of the
ESP within fifteen (15) calendar davs from signing thereof. Said contract shall
include the foliowing provisions:

a. That the bank, quasi-bank, trust entity or NSSLA shall be responsible o7

keening the auditor fully informed of existing and subseguent changes to

- prudentiai, regulatory and statutory requirements of the BSP and that both
parties shali comply with said requirements;

rr

That disclosure of information by the external auditor to the BSP as reguirac
under Sections & and 7 hereof, shall be allowed; and

(8]

That both parties shall compily with all of the requirements under this
Circular.

Section 9. DELISTING OF EXTERNAL AUDITORS

GROUNDS FOR DELISTING

B

External auditors may be delisted from the list of BSP selecteg EexXterna:
auditor for the bank, quasi-bank, trust entity or NSSLA for violation of, or now-
compiiance with any provision of this Circular or in case of dissolution of the BUGH
firm except when said dissolution was solely for the nurpose of admitting new
sarther/s and the new partner/s have comphied with the reguirements of this
Circular.

(S

PROCEDURE FOR DELISTING

A1 external auditor shall only be delisted upon prior notice 1o him and after
giving nim the opportunity to be heard and defend himseif by presenting
witnesses/evidence in his favor.  Delisted external auditor may re-apply for BSP
selection after the period prescribed by the Monetary Board.
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Section 1¢. AUDIT BY THE BOARD OF DR} CTORS,

Pursuant to Section 58 of R.A. NO. 8791, otherwise known as “The
General Banking Law of 2000” the Monetary Board may also direct the board o
directors of a bank, quasi-bank, trust entity, NSSLA or the individual members
thereof, to conduct, either personaliy or by a committes created by the boarc, an
annuai balance sheet audit of the bank, quasi-bank, trust entity or NSSLA to review
the internal audit and the internal control system of the concerned entity and to
submit a report of such audit to the Monetary Board within thirty (30) calendar
days after the conclusion thereof,

Section 11, SANCTIONS

Tne appiicable sanctionsfpenalties prescribed under Sections 34 and 37 of
Repubiic Act No. 7633 to the extent applicable shali be imposed on the bani,
quasi-bank, trust entity, NSSLA, its audit committee and the directors approving
tne hiring of external auditors who are not in the BSF iist of selected auditors for
sanl. guesi-banle, trust entity and NSSLA or for hiring, and/or retaining the service:
of the exrernal auditor in violation of any of the provisions of this Circular ang for
non-compliance with the Monetary Board directive under Section 16 above,
triing external auditors may also be reported by the BSP in the PRC or
appropriate aisciplinary action.

Section 12, REPEALING CLAUSE

This Circular repeais BSP Circular No. 245 dated 25 iy 2000 as amenged

R
) faks]

v Circuiar N, 218 dated 30 Januany 2002,

Section TL. EFFECTIVITY
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