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Abstract

Abstract

With the rapid development of information technology, the accelerated world
economic integration and the intensified competition in banking industry, the
inherent risks of commercial banks have grown dramatically. Some famous
international banks have gone to bankrupt. After extensive studying, the Basel
Committee on commercial banks concluded that: failure of internal control is the
major reason.

The commercial banks in China are facing unprecedented competition and
challenges after joining the WTO. Many of them have realized that the internal
audit is the key to their healthy growth and risk control. However due to historical
reasons and external environment, there are still a lot of issues to be resolved in
the practice of internal audit. These probiems significantly constrain the
development of the internal audit and make it less effective.

This paper starts with the concepts of internal audit of commercial banks,
followed by in-depth analysis of the deficiencies in the existing internal controls in
Chinese commercial banks as well as the comparison with some commercial banks
in the developed countries. It then gives the suggestions on how to establish and
improve the effective internal audit system. The paper consist of five chapters:

Chapter I Introduction.

This chapter introduces the concepts and background of internal audit first.
Then it discusses the systematic method utilized and sets forth the fundamental of
the entire study.

Chapter II Literature Review.

It compares various definition of internal audit, summarizes briefly the
standards followed by both the domestic and foreign commercial banks. Some of
the recent researches are also touched.

Chapter 1II Major considerations of the internal audit of China's
commercial banks



Internal Audit in Commercial Banks

This chapter puts together the existing issues and the causes behind them.

Firstly, internal audit has not been defined appropriately in the sense that
many management just view it as primitive monitoring tool. Thus its other possible
contributions as to provide direction and consult for banking business have been
neglected. Secondly, the system and methods used are not efficient. Thirdly,
there is no coherent set of standards to match current needs. Fourthly, the lack of
qualified personnel. : : ] .

Chapter IV Establishing a sound intemal audit of domestic commercial
banks.

This chapter analyzes the advanced auditing systems used by major
commercial banks in the world and then addresses the areas where our domestic
banks need to improve

1) The improvement of corporate governance, the establishment of vertical,
independent, authoritative, scientific organizational structure. I believe that the
internal auditing system tied closely with the board of supervisors is the only right
choice for China's commercial banks considering the structure of the Board of
Trustees and the double-decker model.

2) The concept of value-adding

Internal audit should fully understand their position and respons1b111ty It
should be consistent with the objectives of the commercial banks and contribute
more on the financial management, efficiency management in addition to risk
control

3) Improving productability

The internal audit sector should intensify its sense of competition and
self-marketing. It is also very important to utilize the result of internal audit and
contribute as a “profit center”

4) Reform and innovation

New mechanism are to be developed and adapted to improve the quality and
to extend the scope of auditing.

5) Human resources

Professionalism and integrity are the key words to build the success group

6) The establishment of an examination system, and accountability system

It is critical to establish a hamionious and also competitive environment.



Abstract

Results should be obtained by a practical examination system. Accountability
system can help the whole group in taking the responsibility better.

7) Standards on intemal auditing

Risk control is the core of internal auditing. Guidelines and standard should
be established and updated over time.

Chapter V  Internal Audit in Commercial Banks, Case Analysis

This chapter discusses the case of Industrial Bank, involving its current status
on internal audit and the existing issues. Solutions are suggested accordingly.
Briefly, the internal auditing structure should be improved for better effectiveness
and more auﬂiority. The auditing methods and means need also improvement as
these are key to the quality of the auditing job. The team building is vital to the
success. More attention should be paid to the positive communication and
sharing as well as an effective examination system.

The main points:

This paper discuss various issues of internal audit in commercial banks then
the causes and solution. It also presents that the internal auditing sector may
contribute more as value-adding or profit-generating in addition to risk control.

The case study included-is a thorough analysis of internal auditing in
commercial bank. It explores the most effective and productive way of internal
auditing for domestic commercial banks in China. Useful snggestions are
provided.

Key words: internal audit, commercial banks,
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