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THE EFFECTIVENESS

OF THE INTERNAL CONTROL
SYSTEM IN VIETNAMESE CREDIT
INSTITUTIONS

Abstract

In the context of global economic integration, there are many opportunities for pro-
moting economic development, but there are also challenges of complexity and risk
in business activities. This always raises many questions that need to be resolved for
credit institutions. The internal control system of credit institutions has become in-
creasingly important for the sustainable development of the national financial system.
The purpose of the paper is to evaluate the effectiveness of the internal control system
in the practical application of Vietnamese credit institutions. Descriptive statistics are
applied to analyze data using SPSS software. The structured questionnaire is designed
to collect objective opinions and purposive sampling techniques among 382 experts
who are managers of credit institutions in 2020. The results show that all five compo-
nents improve the effectiveness of the internal control system, and the internal control
system plays a role in the safety of Vietnamese credit institutions. Thus, the Central
Bank of Vietnam should improve the legal framework and related internal control pro-
visions for credit institutions in accordance with international principles to improve
the effectiveness of the internal control system.

Keywords control activities, legal framework, monitoring activities,

principle, regulation, risk assessment

JEL Classification G28, G32, M41, M42

INTRODUCTION

The banking sector is of great importance for a nation’s economy. The
safety of the financial and monetary system creates stability and de-
velopment of a country. All activities in the economy depend on the
stability and safety of the banking sector, so the internal control sys-
tem in the banking sector is necessary. Thus, effective internal control
is crucial in this area (Gamage et al., 2014). Internal control of banks
is designed to prevent frauds causing economic damage to the bank-
ing sector. The effectiveness of internal control is at the heart of all
activities in an organization; if it fails, it will affect the organization
and can lead to financial breakdown (Ayagre et al., 2014). The failure
of the internal control system leads to the inability of company opera-
tors to control operations. This is the cause of the company’s financial
scandals. Organizations must ensure that the internal control system
is efficiently maintained and aligned with operations (Mcnally, 2013).
Internal control ensures effectiveness, reduces the likelihood of errors,
and helps to timely detect fraud (Kumuthinidevi, 2016). Internal con-
trol can be financial control or non-financial control. It has become
one of the essential elements for the effective operation of an organiza-
tion. Effective internal control is the cornerstone of the banking sector
that contributes to safety and well-being. The internal control system
is essential in organizations, especially in banks, since the banking
sector is so important for economic development related to macroeco-
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nomic issues (Kumuthinidevi, 2016). Tunji (2013) believes that the effective internal control system is an
important element for bank managers. That is a condition for a safe and healthy banking sector. Weak
or ineffective internal control can lead to losses in banks. This is the cause of the systemic crisis in the
world.

In recent years, the State Bank of Vietnam is gradually setting up legal corridors to limit risks of credit
institutions. The regulations of the State Bank of Vietnam on the internal control of credit institutions
have been amended and supplemented to contribute to the completion of the legal framework. It sup-
ports stability in the system of credit institutions. However, many significant problems with large losses
of assets of Vietnamese credit institutions are caused by fraudulent collusion of managers and employ-
ees (Vietnamese Ministry of Finance, 2017). In addition, some of financial crises of Vietnamese credit
institutions have arisen due to the weaknesses of internal control (Vietnamese Banking Association,
2019). This has caused a great loss for Vietnamese credit institutions. Due to the essential nature of the
completion of the internal control activities, the evaluation of the effectiveness of internal control activi-
ties in Vietnamese credit institutions is of great importance. This is even more important in the context

of the fact that Vietnam has increasingly integrated the economy with the region and the world.

1. LITERATURE REVIEW

Some studies consider internal control as a broad
concept, so it is widely used in many different
ways. Millichamp (2000) argues that internal
control is the entire control system set up by the
board of directors to orderly conduct an organi-
zation’s business, ensure compliance with and ad-
herence to management policies, protect assets,
and ensure that information is complete and ac-
curate. Internal control includes controlling the
entire management system to effectively conduct
business operations (Kumuthinidevi, 2016). The
internal control system is a rigorous process that
ensures that banks achieve their goals, maintain
reliable information, and comply with the law to
reduce the risk of loss or damage to the reputation
of banks (Gamage et al., 2014). Internal control is
designed to ensure the effectiveness and efficiency
of operations, the reliability of the reporting, and
compliance with regulations (Tunji, 2013).

The official concept of internal control was an-
nounced by The Committee of Sponsoring
Organizations of the Treadway Commis-
sion (COSO) in 1992. According to a recent ver-
sion in 2013, this is a process carried out by the
board of directors, the executive board, and all
employees, designed to provide a relative assur-
ance to achieve three goals — operational, report-
ing and compliance (COSO, 2013). Basel (BIS,
1998) considered internal control as a process car-
ried out by the board of directors, the executive
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board, and all employees. These are procedures
and policies that are implemented during the op-
eration process in the banking system. The board
of directors and the executive board are respon-
sible for establishing a cultural environment, cre-
ating favorable conditions for the effective opera-
tion process, and assessing the effectiveness of the
process (BIS, 1998). The amended Law on Credit
Institutions (2017) stipulates that internal control
is a set of mechanisms, policies, processes, inter-
nal regulations, the organizational structures of
credit institutions and branches of foreign banks.
It is built in accordance with the guidance of the
Central Bank and is organized to ensure the pre-
vention, detection and timely handling of risks, as
well as meeting the requirements set out (National
Assembly of Vietnam, 2017).

Basel (BIS, 1998) issued this framework to evalu-
ate the internal control system. A system of the ef-
fective internal control is a foundation for the safe
and sound operation of credit institutions. Basel
(BIS, 1998) also considers that internal control ac-
tivities are important for the prudent operation of
credit institutions and for ensuring the stability of
the financial system. The internal control process
has the following three specific objectives: efficien-
cy and effectiveness of activities (performance ob-
jectives); reliability, completeness, and timeliness
of financial and management information (infor-
mation objectives); and compliance with applica-
ble laws and regulations (compliance objectives).
These are important regulations on internal con-
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trol. This framework consists of five components
with thirteen principles, namely management
oversight and the control culture according to
principles 1 to 3; risk recognition and assessment
specified in principle 4; control activities and seg-
regation of duties included in principles 5 and
6; information and communication included in
principles 7 to 9; monitoring activities and cor-
recting deficiencies included in principles 10 to 12;
assessment of the internal control system by the
banking supervisory authority expressed in prin-
ciple 13. These principles are intended for gener-
al application, and supervisory authorities should
use them to monitor the internal control system of
credit institutions (BIS, 1998).

The Central Bank of Vietnam has issued an offi-
cial regulation on internal control on organization
and inspection activities in credit institutions op-
erating in Vietnam. Due to the trend of integrat-
ing financial and monetary markets in the region
and the world, the Central Bank of Vietnam has
made amendments and additions to complete the
regulations regarding the internal control sys-
tem, such as the Circular 44/2011/TT-NHNN on
the internal control system of credit institutions.
Thus, unlike Basel, the Central Bank of Vietnam
did not issue an internal control framework, but
the internal control regulations of credit institu-
tions are reflected in Circular 44/2011/TT-NHNN
with four focus contents — specific requirements
and operational principles of the internal control
system; building and maintaining the operation
of the internal control system; self-inspection and
evaluation of the internal control system; and in-
dependent evaluation of the internal control sys-
tem (Central Bank of Vietnam, 2011).

Recently, the Central Bank of Vietnam has is-
sued regulations on the internal control system
of commercial banks and foreign bank branches
by Circular 13/2018/TT-NHNN (Central Bank of
Vietnam, 2018a) and Circular 40/2018/TT-NHNN
to amend and supplement some articles of Circular
13/2018/TT-NHNN (Central Bank of Vietnam,
2018b). These changes are updated in content in
line with international principles, in particular
senior management supervision; internal control
system; risk management system (regulations on
risk management; credit risk management, mar-
ket risk management, operational risk manage-
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ment, liquidity risk management, centralized risk
management, interest rate risk management on
bank books, internal assessment of sufficient capi-
tal); and an internal audit system.

Some previous studies have considered many dif-
ferent perspectives to assess the effectiveness of
the internal control system in the banking sector.
Thus, Amudo and Inanga (2009) reviewed the pro-
cess of the internal control system in the Uganda
banks. The study uses descriptive statistics for
evaluation. The research results show that the ef-
fectiveness of internal control has not been clear
in banks. Some control components of the internal
control system are ineffective. Tunji (2013) evalu-
ated the effectiveness of the internal control sys-
tem in the banking industry of Nigeria. The sam-
ple included 65 bank employees and was analyzed
using a simple percentage. The results showed that
Nigerian banks’ internal control systems are effec-
tive in eliminating banking fraud in order to im-
prove the accuracy and reliability of bank records.
However, there is still non-compliance by employ-
ees with the requirements when implementing the
internal control system. Ayagre et al. (2014) as-
sessed the control environment and the superviso-
ry operational components of the internal control
system in banks in Ghana. The authors also used
descriptive statistics for analysis. The study re-
sults indicate that the control and monitoring en-
vironment are two important components of the
internal control system in Ghanaian banks with
a medium mean of 4.72/5 and 4.66/5, respectively.
Gamage et al. (2014) considered the effectiveness
of the internal control system of 128 subjects in
bank branches in Sri Lanka. The authors also used
descriptive statistics. The results showed the effec-
tiveness of the internal control system. However,
the perception of employees and some problems
of risk still exist in the internal control system.
Kumuthinidevi (2016) examined the internal con-
trol system of private banks in Trincomalee. The
sample included 130 permanent employees, and
the descriptive statistics was used. The results
showed that internal control was effectively pro-
moted by elements related to environmental con-
trol, risk assessment, accounting, information and
communication. However, the effectiveness of this
system was influenced by the minimum time the
bank spent correcting errors or frauds, as well as
the ineffective use of resources in the internal con-
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trol system of a bank. Yakubu et al. (2017) assessed
the effectiveness of the internal control system in
five branches of Ghana banks. This article surveys
37 employees of these banks. Data analysis is used
by descriptive statistics. The research results point
that all elements of the internal control system are
effectively implemented by the bank but the lack
of human resources and inadequate training are
the main causes of fraud and limitations in inter-
nal control of banks in Ghana. Shaman and Senan
(2019) studied the effectiveness of the internal con-
trol system in Saudi banks. They explored 90 sub-
jects — bank experts — who were considering the
impact of each component on the internal control
system. The article also used descriptive statistics.
The research results showed that the internal con-
trol system was effective and satisfactory but need-
ed some improvements in the control environment,
risk assessment, and communication system.

In Vietnam, no empirical studies evaluate the ef-
fectiveness of the internal control system compo-
nents in Vietnamese credit institutions, but there
have been some studies related to this issue under
different perspectives. Nguyen (2018) surveyed 114
employees of some commercial banks in the Thai
Binh province of Vietnam to examine the effec-
tiveness of the internal control system. For anal-
ysis, multivariate regression was used. The results
explore that all factors of internal control affect-
ed the effectiveness of the internal control system,
in particular as control environment; risk assess-
ment; information and communication; control
activities; and self-assessment. Tran (2019) stud-
ied the internal control factors affecting business
performance in commercial banks in Vinh Long
province of Vietnam. The main research method is
quantitative verification method. The article used
209 samples of employees working at commercial
banks. The analysis results indicated that all five
factors of internal control had a positive influence
on the efficiency of business operations at com-
mercial banks in this province. In general, there
are currently no previous Vietnamese studies on
the effectiveness of internal control on the basis
of components according to Basel, while there are
specific regulations to support credit institutions
in completing their internal control system.

Due to the important nature of the banking sec-
tor, the evaluation of the effectiveness of the cred-
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it institutions’ internal control system is of great
importance for stability and safety of the credit
institution system. Studies on evaluating the ef-
fectiveness of the internal control system in the
Vietnamese context are still limited, especially re-
cent research when the Vietnamese government
has made adjustments to internal control regu-
lations of credit institutions. The main objective
of this study is to evaluate the effectiveness of the
internal control system of Vietnamese credit insti-
tutions, following the Basel components in recent
times. Specifically, this study answers the follow-
ing research question:

Is each component of the internal control system
(management oversight and control culture; risk
recognition and assessment; control activities and
segregation of duties; information and communi-
cation; and monitoring and correcting deficien-
cies) effective in Vietnamese credit institutions?

The research hypothesis is as follows:

Hypothesis: Each component of internal control
(management oversight and control culture;
risk recognition and assessment; control ac-
tivities and segregation of duties; informa-
tion and communication; and monitoring
activities and correcting deficiencies) en-
hances the effectiveness of the internal con-
trol system in Vietnamese credit institutions.

2. METHODOLOGY

To collect data for this study, a questionnaire was
used. The questionnaire was made available to re-
spondents to collect data for the study. A struc-
tured questionnaire was used to gather the ob-
jective respondents’ opinions. The questionnaire
consisted of two parts: the first part included ques-
tions about the demographics of respondents and
the second part included questions related to five
main parts corresponding to five Basel compo-
nents (BIS, 1998).

The purposive sampling technique is intended for
use in sampling. The study is intended for experts
who are managers, since managers are well versed
in the internal control system of credit institutions.
The sample for this study includes permanent ex-
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perts of credit institutions. The research sample is
obtained from 382 surveyed subjects (out of 400
issued survey forms). All the surveyed experts
who are working in most Vietnamese credit insti-
tutions have many years of experience in banking
and finance. The survey period is the first quarter
of 2020.

The study uses a Likert scale with 7 assessment
levels, specifically Poor: 1; Weak: 2, Moderate: 3;
Average, fair: 4 Fair: 5; Good: 6, and Very good:
7. Likert scale is used for convenience and ease
of filling for surveyors. The paper uses the Likert
scale to measure the level of knowledge and per-
ceptions of respondents about the effectiveness
of the internal control system of the Vietnamese
credit institutions.

The collected data was analyzed using the
Statistical Package for the Social Sciences comput-
er software program, version 22.0. The paper used
statistical tools such as mean, standard error, and
standard deviation. Cronbach’s alpha was also cal-
culated to test the elements for each internal con-
trol component. Descriptive statistics was used to
analyze data.

3. RESEARCH RESULTS

The survey results show that the internal control
system of Vietnamese credit institutions is reliable,
although there are still limitations. Research find-
ings are summarized for each component, such as
management oversight and control culture; risk
recognition and assessment; control activities
and segregation of duties; information and com-
munication; monitoring activities and correcting
deficiencies.

3.1. Management oversight
and control culture

The condition under which the Cronbach alpha
scale makes sense is that the statistical value must
be greater than 0.6 (Hair et al., 2006). Based on the
survey results of three items related to manage-
ment oversight and control culture, Cronbach’s
alpha is 0.702, which is in line with statistical re-
quirements (Table 1).

Table 1. Cronbach’s alpha (for management
oversight and control culture)

Source: Analytical data from SPSS 22.

Cronbach’s alpha No. of items
702 3

According to the survey respondents, all compo-
nents related to the assessment of management over-
sight and control culture are above average, while
the errors and standard deviations are not signifi-
cant (Table 2). The manager’s attitude to the internal
control system is assessed as almost fair (4.91/7). This
shows that managers of credit institutions are inter-
ested in the internal control system and aware of the
importance of the system in the operation process.
The level of operational inspection of the board of di-
rectors for measuring and assessing risk is not high
(4.12/7). This is worth noting because fraud and risk
are main concerns for control managers. An organ-
izational structure suitable for the scope of activities
was also rated modestly (4.35/7). This can be ex-
plained by the fact that the arrangement of full-time
personnel in each functional area, especially related
to independent control departments, is still an issue
to consider. This comes from the training, recruiting,
rotating arrangement, and personnel coordination
in the system of headquarters and branches of credit
institutions.

Table 2. Descriptive statistics (for management oversight and control culture)

Source: Analytical data from SPSS 22.

Items N Min | Max :{ Mean: Std.error : Std.deviation
The extent to wh|ch management reviews risk measurement and 387 3 7 412 031 602
assessment activities
Managers’ attitudes towards the internal control system 382 4 7 491 .028 ; .589
The organizational structure is in accordance with the size, ; ;
business activities and business geographic location of the unit 382 ¢ 4 / ; 4.35 ; 042 614
Valid N (listwise) 382
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3.2. Risk recognition and assessment

With two items of risk recognition and assessment,
Cronbach’s alpha is 0.892, so the scale ensures re-
liability (Table 3).

Table 3. Cronbach’s alpha (for risk recognition
and assessment)

Source: Analytical data from SPSS 22.

Cronbach’s alpha No. of items

892 2

According to the survey results, managers deter-
mine the risks, and the assessment of the likeli-
hood of risk is acceptable with a rating above 4 -
4.62 and 4.81, respectively. The criteria have neg-
ligible errors and standard deviations (Table 4).
This can be explained by the fact that managers in
credit institutions have fairly stable qualifications
and professional competence. However, along
with that development, the diversity and abun-
dance, as well as the complexity of the interna-
tional business environment in the field of credit
institutions are a matter of concern. The problem
is in forecasting and identifying potential risks.

Banks and Bank Systems, Volume 15, Issue 4, 2020

3.3. Control activities
and segregation of duties

Control activities and segregation of duties in-
clude six items. The result of Cronbach’s alpha is
calculated as 0.702 and corresponds to the meas-
urement reliability (Table 5).

According to the survey results (see Table 6),
control activities and segregation of duties have
not been highly appreciated. This is the most
underrated component. Similar to the above,
the errors and standard deviations of the items
are not significant. Credit institutions have fully
complied with these regulations and expressed
in place for policies and procedures for the au-
thorization and approval of highly rated opera-
tions 4.91/7 (near level 5). This is also consistent
with the content of the incompetence of a credit
institution with a rating of 2.21/7 (below level
3), which is also consistent with the problem of
handling cases of non-compliance, which are
rated at 4.82/7. The understanding of the staff’s
duties related to the control issue is assessed not
as high as 3.78/7 (below level 4). This problem
shows that internal control is difficult, com-

Table 4. Descriptive statistics (for risk recognition and assessment)

Source: Analytical data from SPSS 22.

Items N | Min | Max | Mean: Std. error Std. deviation
The e>‘<tent Fo which .managers identify risks associated 382 3 7 162 056 645
with financial reporting ; R
o 382 4 7 611
Valid N (listwise) 382

Table 5. Cronbach’s alpha (for control activities and segregation of duties)

Source: Analytical data from SPSS 22.

Cronbach’s alpha

No. of items

.702

6

Table 6. Descriptive statistics (for control activities and segregation of duties)

Source: Analytical data from SPSS 22.

Items N { Min { Max ;| Mean : Std. error Std. deviation
Credit institutions have policies and procedures for : : : :
the authorization and approval of operations at each ;382 4 7 .041 .603
.appropriate level e S F S S SRS S
_Level of compliance with risk limits 38 2Tl 05 s 087 .
Handling issues for non-compliance cases 382 7 .052 671
The degree of understanding employee duties w2 7. S N A A
tPjgzlfh\erOF;Erform surveillance work have enough time 382 ) 7 056 701
The non-part time in credit institutions 2 1722 08 795
Valid N (listwise) i 382

http://dx.doi.org/10.21511/bbs.15(4).2020.03
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plex, and requires high professional and broad
knowledge of employees. With regard to per-
sonnel issues, as analyzed above, for the content
of supervisors who have enough time to get the
work done, the results show a low level of 2.85/7
(below level 3). This is because the current status
of resource allocation to the control department
is limited, while these employees must handle
all control issues in all activities of their credit
institutions. In particular, compliance with risk
limits is only acceptable (3.28/7). This content is
perceived in accordance with the statement of
risk recognition and assessment.

3.4. Information and communication

Information and communication have two items.
Cronbach’s alpha is 0.786, so the confidence level
of the scale is accepted (Table 7).

Table 7. Cronbach’s alpha (for information and
communication)

Source: Analytical data from SPSS 22.

Cronbach’s alpha No. of items

786 2

Information and communication are assessed as
relatively fair, and errors and standard deviations
are negligible. The survey results on the content
related to communication and information related
in terms of reliability and effectiveness of the in-
formation are highly appreciated at the proximity
of 5, specifically 4.25/7 and 4.87/7 (Table 8). The
application of information technology to the net-
work of credit institutions is increasingly popular
and developed, so the information update is quick
and timely. The information communicated in
writing is primarily intended for implementation
guidance, so it ensures reliability and enforcement.

However, professional development of employees
is also important for the effective information re-
ceipt and feedback.

3.5. Monitoring activities
and correcting deficiencies

With seven items of monitoring activities and cor-
recting deficiencies, Cronbach’s alpha of 0.745 sat-
isfies the reliability of the scale (Table 9).

Table 9. Cronbach’s alpha (monitoring activities
and correcting deficiencies)

Source: Analytical data from SPSS 22.

Cronbach’s alpha No. of items

745 7

As Table 10 shows, the error and standard devia-
tion are not significant. The regular supervision of
credit institutions” operations is highly appreciat-
ed, nearly at level 5. These results show that credit
managers are always interested in and monitor the
activities continuously. Meanwhile, the periodic
review and evaluation of the effectiveness of the
internal control system have not been given ade-
quate attention (4.18/7). The role of internal audit
is generally effective in testing internal control.
However, professional qualifications and special-
ized issues are also a matter of concern as the score
is only average (4.16/7). This shows once again that
more attention needs to be paid to training and
retraining of full-time officials for supervision.
The issue of periodic review of the internal control
system, as well as the implementation of correc-
tive measures for the shortcomings of the internal
control system, has not been highly appreciated
(4.24/7). This can be seen as the professional com-
petence of a manager and a supervisory officer,
who cannot fully and systematically understand
the whole thing.

Table 8. Descriptive statistics (for information and communication)

Source: Analytical data from SPSS 22.

Max Mean Std. error %Std.deviation

Items N Min
The reliability of information in credit institutions 382 2 7 4.25 .045 .667
lThe‘eﬁlectlveness of information transmission in credit 382 3 7 487 051 701
institutions
Valid N (listwise) 382
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Table 10. Descriptive statistics (monitoring activities and correcting deficiencies)

Source: Analytical data from SPSS 22.

Items N Min Max : Mean : Std. error : Std. deviation

Perform regular monitoring of credit institutions” activities i382 4 7 i 561 .041 H .602

Fjredlt institutions have policies to perlodlcally review the 382 3 7 C a8 052 679
_Internal control system and evaluate its effectiveness ¢ e

Credit institutions maintain an appropriate internal audit 382 ) 7 402 047 614
B LS R SN N N F B

An mtgrnal audit departm_en_t has adequate professional Co3gy 3 7 C 16 056 694
.experience and proper training SRR SO N SRR SO S B

An internal audit department maintains full records on internal 387 3 662
O O] e SR SO N B

An internal audit department has the right to access accounting H

S 382 4 .684

.Dooks, vouchers and scope of activities B e B

Credit institutions have policies and procedures in place

to ensure timely action is taken to correct shortcomings in 382 2 .691
nternal Control e R S S SO S S

Valid N (listwise) 382

4. DISCUSSION AND POLICY
RECOMMENDATIONS

The results show that all components enhance
the effectiveness of the internal control system in
Vietnamese credit institutions and are also quite
similar to previous studies in Vietnam (Nguyen,
2018; Tran, 2019). Based on the results of the sur-
vey, which combines in-depth interviews with
some experts of the Central Bank of Vietnam, it
can be seen that the internal control system in
Vietnamese credit institutions is assessed as ef-
fective. Firstly, managers have been aware of the
importance and interest in the internal control
system, as well as monitoring the activities con-
tinuously. In addition, a management team has
qualifications, professional capacity and skills to
undertake the work in the internal control system.
Secondly, managers of credit institutions have ful-
ly complied with regulations on policies and pro-
cedures for authorization and approval, ensuring
the concurrent imposition and thoroughly han-
dling cases of non-compliance. Credit institutions
have been proactively deploying the application
of increasingly developed information technology,
so the information update is quick and timely, and
the communication ensures reliability and imple-
mentation. Finally, the role of internal audit has
been effective in examining internal control activ-
ities. This role has been retained to ensure control.

However, in addition to these achievements, the

problems should be noted such as inadequate hu-
man resources to undertake internal control activ-

http://dx.doi.org/10.21511/bbs.15(4).2020.03

ities in each constituent component. In addition,
resource allocation to the control department is
not timely and complete. Further, the level of risk
identification and risk assessment of managers is
unsatisfactory. Finally, the initiative and timeli-
ness are not high in adjusting and supplementing
the shortcomings of the internal control system.
This will make it difficult to control.

Accordingto asurvey of some leaders of Vietnamese
credit institutions, the cause of the above shortcom-
ings can come from many problems. Firstly, the
Central Bank of Vietnam has not fully regulated
the internal control according to the internation-
al principles and has not paid much attention to
the inspection and supervision of internal control
in the banking system. In addition, managers of
Vietnamese credit institutions are not fully aware
of the importance of the internal control systems.
Finally, specialists involved in the internal control
process do not understand the importance and role,
so the application was not consistent across divi-
sions and departments within the unit.

In the current period, the Central Bank of
Vietnam should amend and supplement the reg-
ulations regarding the internal control system of
credit institutions in accordance with the Basel
principles, and needs regular updates to timely
guidance. After that, the Central Bank needs to
develop an internal control framework for cred-
it institutions formed with five components and
thirteen principles on the basis of Basel’s regula-
tions to establish the legal framework standard
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in accordance with the international practice.
The Central bank should develop a common set
of templates on internal control procedures for
credit institutions to facilitate and ease the ap-
plication. Next, the Central Bank should conduct
periodic inspection and supervision of some in-
ternal control activities of credit institutions to
ensure compliance. Moreover, the Central Bank
should have sanctions for credit institutions that
have not yet fully implemented the regulations re-
lated to the internal control system. The Central
Bank should standardize the professional quali-
fications of internal controllers and begin to es-
tablish the conditions for internal controllers to
be certified practitioners. At the same time, the
Central Bank should clearly stipulate the specif-
ics and independence of internal controllers in
the internal control system.

Moreover, Vietnamese credit institutions should
raise awareness of compliance with internal control
regulations. Managers of credit institutions need
appropriate orientations and strategies to strong-
ly develop an internal control system. At the same
time, credit institutions create a healthy control en-
vironment to ensure independence, objectivity and
effectiveness in the timely process of risk assessment
and response. Credit institutions should invest more
funds and pay more attention to recruiting, train-
ing and fostering a contingent of internal control-
lers. They also should pay attention to enhancing the
application of information technology to promptly
control information. In addition, credit institutions
should be proactive in assigning resources, organ-
izing personnel according to the characteristics and
scale of operations, to ensure that internal control
personnel are professional and time sensitive.

CONCLUSION

The internal control system in credit institutions plays an important role in controlling economic re-
sources. This is even more significant for credit institutions that have a great impact on the national
financial system and influence the economic growth of Vietnam. The results also demonstrate that
the internal control system of Vietnamese credit institutions has a certain effectiveness, but there are
still certain shortcomings in each internal control component. There are two components that better
improve the effectiveness of internal control, including “information and communication” and “mon-
itoring activities and correcting deficiencies”, while “control activities and segregation of duties” are of
lower effectiveness, and the other two components are only relatively effective, such as “management
oversight and control culture” and “risk recognition and assessment”. Maintaining the internal con-
trol system has recently helped to ensure the stability of Vietnamese credit institutions. Therefore, the
Central Bank of Vietnam needs to pay more attention to building a complete legal corridor for the inter-
nal control system in accordance with the Basel principles. This contributes to the stability and sustain-
able development of Vietnamese credit institutions in line with the trend of international integration.
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