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I.

INTRODUCTION

1.

This paper sets out the framework and arrangements agreed between the Bermuda Monetary

Authority (the “Authority”), the institutions licensed under the Banks and Deposit Companies Act 1999
(the “Act”) and the Institute of Chartered Accountants in Bermuda (“ICAB”) for the conduct of the
relationship between the Authority and the auditors of banks and deposit companies and other accountants
who may be commissioned from time to time to report on specific matters under subsection 39(1)(b) of
the Act. The paper reflects extensive discussion with licensed institutions and with the ICAB. It builds
on the earlier arrangements, in particular on the code of conduct agreed in 1992 with financial institutions
and their auditors, as well as on earlier drafts of this paper dating from 1999, with the most recent being
the consultation paper published in December 2006.

II.

LEGAL BACKGROUND: AUDITORS

2.

The Act requires every licensed institution to appoint annually an approved auditor to audit its

financial statements. It also requires licensed institutions to prepare annual financial statements, which
are to be laid before the members in a general meeting; and it requires the auditor to make a report to
members on all annual financial statements which are to be laid in general meetings. It provides that the
auditor is to conduct his audit and prepare his report pursuant to the provisions of the Companies Act
1981.
3.

The Act also sets out particular circumstances in which an approved auditor (and in some cases a

licensed institution) must give written notice to the Authority – in particular, where an approved auditor
resigns or does not seek re-election, where the auditor intends to modify his report or qualify his audit
opinion in some way, or where he becomes aware that any facts and matters of material significance of
the kinds specified in Regulations made under section 60 of the Act may arise.
4.

Section 39 of the Act provides powers for the Authority to require by notice in writing a licensed

institution to provide the Authority with reports on particular matters by its approved auditor or by an
accountant or other person with relevant professional skill. Persons appointed by a licensed institution to
make such a report are also required, pursuant to this section, to give written notice to the Authority if
they become aware that any facts or matters of material significance of the kinds specified in Regulations
under section 60 of the Act may arise.
5.

The specific circumstances triggering the duty by an auditor or accountant to make a report to the

Authority are set out in Annex A to this paper. The duty owed under subsections 46(4) and 39(2) of the
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Act is owed purely to the Authority and not to any other person. At the same time, it is the case that there
is no requirement under the Act for an auditor or reporting accountant actively to seek out any possible
grounds on which he might be required to make a report under these provisions. Auditors and reporting
accountants cannot be expected, in the course of their activities as such, to identify every fact or matter
which, had it been known, would have triggered the reporting obligation to the Authority. Auditors are
not expected to change in any way the scope of their audit work, or the frequency or timing of audit visits;
nor are reporting accountants expected to vary the scope or depth of their examinations to this end. It is
only when they, in the course of their ordinary work, become aware of potentially reportable matters that
they need to consider whether they should make further enquiries with a view to determining whether or
not they should report a fact or matter to the Authority.

III.

DUTY OF CONFIDENTIALITY

6.

Section 49 of the Act provides a “safe harbour” in respect of matters or concerns disclosed to the

Authority by an approved auditor or by a reporting accountant or other expert appointed pursuant to
subsection 39(1)(b) of the Act. The effect is to ensure that, provided such disclosures are made in good
faith, no duty of confidentiality to which the person may be subject shall be contravened by such
communication.

IV.

RELATIONSHIP BETWEEN SUPERVISORS AND AUDITORS AND
REPORTING ACCOUNTANTS

7.

The above legal provisions, together with the framework for communication set out in this paper,

reflect the importance of ensuring proper dialogue between supervisors and auditors and accountants, in
order to reinforce the effectiveness of prudential supervision. It is inherent in the nature of the auditing
task that the auditors must assess and make judgments about the quality of the internal control
environment within licensed institutions, including in most cases conducting detailed testing of systems
and controls. The results of such work can also be highly relevant to the judgments which must be
reached by the prudential supervisor: contact between supervisors and auditors, therefore, strengthens the
supervisory system. At the same time, it can help to avoid undue duplication of effort (and hence to
minimise unnecessary cost).
8.

The formal duty placed by the Act on auditors and accountants to report matters to the Authority

forms only part of the framework for regular contact and communication between supervisors, auditors
and accountants. Equally significant is the commitment of all parties to a frank and constructive dialogue.
In particular, the Authority has agreed with licensed institutions that auditors and reporting accountants
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should have an opportunity to communicate with the Authority routinely within the supervisory process,
in relation to the work they have conducted in their capacity as auditors or reporting accountants,
including in relation to relevant views and judgments they may have reached in that work. These
discussions will occur in regular trilateral meetings involving a licensed institution, its auditor or
reporting accountant and the Authority.
9.

The Authority arranges such trilateral meetings at least once a year, normally shortly after

completion of the annual audit process or of any specific work commissioned under section 39 of the Act.
Auditors and reporting accountants are expected by their banking clients and by the Authority to
participate fully in such meetings, and to communicate openly with the Authority.
10.

Trilateral meetings will, as a matter of routine, include discussion of:
a.

the audit process and any material issues raised by the auditors with the institution
arising

b.

out of the audit;

other relevant issues affecting the preparation or presentation of the financial
statements, including material changes in accounting treatment or practice;

c.

the operation and effectiveness of internal controls within the institution generally or
within a significant group entity or business line;

d.

the operation and effectiveness of the internal audit and compliance functions within
the institution, including the role and work of the Audit Committee; and

e.

the operation and effectiveness of the institution’s arrangements for the monitoring,
management and control of all material risks in its business.

Prior to each meeting, the Authority will prepare and circulate an agenda. Following the meeting, the
Authority will also circulate minutes in draft form to the institution and the auditors/accountants for
comment, prior to finalising them.

V.

USE OF REPORTING ACCOUNTANTS AND OTHER EXPERTS

11.

The Authority uses its own staff to conduct the greater part of the on-site supervisory work within

deposit-taking institutions which is necessary. In particular, the Authority carries out regular compliance
visits to licensed firms which provide it with direct insight into a range of aspects of the systems and
controls environment. However, the Authority may, in certain circumstances, also require systems and
controls reports to be commissioned from reporting accountants. It is not intended that this power be
used as a substitute for the routine, on-site inspection reviews carried out by the Authority’s own staff.
Rather, use of reporting accountants or other skilled persons will be used only where specific concerns
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arise (for example because of past evidence of serious control lapses), where there may be a need for a
more specialised or technical examination (e.g. of an institution's computer systems) or where a serious
matter (e.g. a major fraud) needs to be investigated with a degree of urgency that would be possible only
by using external, skilled resources. In addition to the licensed institution itself, these reports may also
cover systems and controls issues within the wider consolidated Group.
12.

Reports from reporting accountants are also used as a routine tool to provide a level of assurance

as to the completeness and accuracy of the prudential returns which institutions provide to the Authority.
This is important in order to offer comfort to the Authority that the information on which it is basing its
prudential judgments is accurate.

Periodically, therefore, the Authority requires institutions to

commission a reporting accountant’s report regarding a particular prudential return (or parts of such a
return) previously submitted to the Authority, either on a solo or consolidated basis. Material concerns
about the accuracy or timeliness of an institution’s prudential reporting may, in turn, lead to the
commissioning of further reporting accountant work – for example, assessing the quality of its
management information systems.
13.

As far as possible, the Authority has regard to the views of a licensed institution in determining

the choice of reporting accountant who is to carry out a specific commission. Most frequently, the
reporting accountant will be an institution’s statutory auditor, although another suitable firm may be
chosen in certain cases. Examples would include cases in which there may have been concerns about the
quality of previous work commissioned from the statutory auditor or where a report calling for particular
highly specialised skills may be required.
14.

Annex B to this paper sets out the agreed arrangements governing the format, content and timing

of reporting accountants’ reports. Annex C provides an explanation of the Authority’s requirements in
respect of the accounting records to be maintained by banks and deposit companies. Annex D sets out the
agreed arrangements for reporting accountants' reports regarding prudential returns.

VI.

AUDITORS’ REVIEW OF INTERIM PROFITS

15.

Normally, only audited profits are regarded as eligible to be included in the calculation of a

licensed institution’s capital base for capital adequacy and large exposures calculation purposes.
However, as noted in the Authority’s paper The Assessment and Measurement of Capital Adequacy,
current year’s profits are also eligible for inclusion in tier 1 capital, where they have been reviewed by an
institution’s external auditors. The format that the necessary review and report by the auditors is to take
is set out at Annex E.
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ANNEX A: Statutory Duty to Report to the Authority
Pursuant to subsections 46(4) and 39(2) of the Act, together with the relevant Regulations under the Act,
the circumstances in which the duty of an auditor or reporting accountant to give written notice to the
Authority are as follows:
a.

where an auditor resigns before the expiration of his term of office;

b.

where an auditor does not seek to be reelected;

c.

where an auditor decides to include a modification of his report on the institution’s
financial statements and, in particular, a qualification or denial of his opinion, or the
statement of an adverse opinion;

d.

where an auditor or a reporting accountant becomes aware of any fact or matter which is
likely to be of material significance for the discharge, in relation to the institution, of the
Authority’s functions under the Act.

Regulations
The relevant Regulations provide a duty to report to the Authority when the auditor or reporting
accountant, in the course of carrying out his functions in that capacity:
a.

identifies a material misstatement in the financial statements resulting from fraud, error
or illegal acts or the consequences of them;

b.

concludes that there is substantial doubt as to the ability of the institution to continue as a
going concern for a period of one year from the balance sheet date;

c.

identifies adjustments to the financial statements which individually or in aggregate
indicate to him that the previous year’s audited annual financial statements or the current
year’s unaudited interim financial statements, prepared according to generally accepted
accounting principles issued to the shareholders were materially misstated, or that the
capital adequacy ratio previously calculated for the previous financial year or the current
or prior interim period would fall below that set as a minimum by the Authority;

d.

identifies a material weakness in internal control. A material weakness in internal control
is defined as a deficiency in which the design or operation of one or more of the internal
control components of the institution does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to
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the financial statements being audited may occur and fail to be detected within a timely
period by employees in the normal course of performing their assigned functions;
e.

has unresolved disagreements with management pertaining to the application of generally
accepted accounting principles that could reasonably be expected to lead in the future to
material misstatements of the annual or interim financial statements, prepared according
to generally accepted accounting principles to be issued to the shareholders in the ensuing
financial year;

f.

identifies any evidence of deliberate attempts by a chief executive or other senior
executive to mislead the Authority through the provision of materially false or misleading
information; or

g.

identifies evidence of fraud or attempted fraud by a chief executive or other senior
executive, or has concerns of such a serious nature as to damage materially his
confidence in the integrity of the senior management of the institution.
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ANNEX B: Agreed Arrangements for the Commissioning of Reporting Accountants’

Reports Under Section 39
1.

When the Authority decides to require an institution to commission a report under section 39 of the

Act, it first draws up an instruction letter which sets out the areas to be reviewed and the timetable which
is envisaged for the work. This is discussed with the institution before being circulated to the institution
and the reporting accountants as a draft for comment. Ultimately, however, the decision on scope rests
with the Authority. When finalised, the Authority writes formally to the institution requiring the work to
be commissioned and stipulating the deadlines to be met. The institution must proceed forthwith to
commission the report, and write to the Authority confirming that this has been done.
2.

Section 39 of the Act controls report may cover all areas of an institution’s business – a so-called

“full scope review.” Generally, however, it targets particular areas or aspects, reflecting the risk profile of
the institution in question or specific issues or concerns which have arisen. Normally, the reporting
accountants are asked to report on aspects of an institution’s systems and controls during a specified
period. A report providing assurance on prudential returns specifies the particular return or returns which
are to be reviewed.
3.

Unless otherwise agreed in an individual case, reports are to be provided by the reporting

accountants to the Board of the commissioning institution within three months of the end of the period
examined or, if later, within three months of the date of the commissioning letter. The institution then has
one month (or such longer period as may have been agreed) to submit the report to the Authority, together
with such comments as management may wish to make. Reports are then discussed with institutions and
their auditors in trilateral meetings.
4.

The report should include an outline by the reporting accountants of the steps which they undertook

in fulfilling the requirements of the scope of the work set out in the instruction letter. This should include
a brief statement as to their procedure, an outline of key tests conducted and of the extent of testing. The
report should detail any exceptions found during the review and set out the risks run by the institution in
not correcting the particular weakness identified.
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ANNEX C: The Authority’s Requirements for Adequate Accounting Records
1.

The Authority's requirements with respect to maintenance of adequate records and systems apply to

all aspects of an institution's business. This includes off-balance sheet business and situations where the
institution acts as agent or arranger.
2.

An institution’s board and senior management need to ensure that the financial record-keeping

systems that are in place are capable of providing them and other stakeholders with reliable and timely
information. Systems must also be suitable for the preparation and production of audited annual financial
statements based on generally accepted accounting principles, together with such interim statements as
may be appropriate. Institutions must use valuation rules that are consistent, realistic and prudent, taking
account of current values, where relevant.

Accounting and Other Records
3.

The scope and nature of the accounting and other records which are required for the business to be

conducted in a prudent manner should be commensurate with an institution's needs and particular
circumstances and should have regard to the manner in which the business is structured, organised and
managed, to its size and the nature, volume and complexity of its transactions and commitments.
4.

The accounting and other records should be located where they will best assist management to

conduct the business of the institution.
Where any such records are kept by another entity (for example, where processing is outsourced) or
where records are kept overseas, there should be arrangements ensuring that management have immediate
and unrestricted access to them. In addition, there must be no impediment to access by auditors and
reporting accountants.
5.

The Authority sees it as inappropriate to prepare a single comprehensive list of the accounting and

other records which an institution should maintain. However, they should meet the following general
requirements:
a. capture and record on a timely basis and in an orderly fashion, every transaction and
commitment which the institution enters into, with sufficient information to explain:
i.

its nature and purpose;

ii.

any asset or liability, actual or contingent, which arises or may arise from it; and

iii.

any income or expenditure, current or deferred, which arises from it;
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b. provide details, as appropriate, for each transaction and commitment, showing:
i.

the parties, including, in the case of a loan, advance or other credit exposure, whether
(and if so to whom) it is sub-participated;

ii.

the amount and currency;

iii.

the contract, rollover, value and settlement or repayment dates;

iv.

the contracted interest rates of an interest rate transaction or commitment;

v.

the contracted exchange rate of a foreign exchange transaction or commitment;

vi.

the contracted commission or fee payable or receivable, together with any other
related payment or receipt;

vii.

the nature and current estimated value of any security for a loan or other exposure;
the physical location and documentary evidence of such security; and

viii.

in the case of any borrowing, whether it is subordinated, and if secured, the nature
and book value of any asset upon which it is secured;

c. be maintained in such a manner that financial and business information can be extracted
promptly to enable management to:
i.

identify, measure, monitor and control the quality of the institution's assets and
safeguard them, including those held as custodian;

ii.

identify, measure, monitor and control its exposures by related counterparties across
all products;

iii.

identify, measure, monitor and control its exposures to liquidity risk, and foreign
exchange and other market risks across all products;

iv.

monitor the performance of all aspects of its business on an up-to-date basis; and

v.

make timely and informed decisions;

d. contain details of exposure limits authorised by management which are appropriate to the
type, nature and volume of business undertaken. These should, as appropriate, include
counterparty, industry sector, country, settlement, liquidity, interest rate, interest rate
mismatch and securities position limits as well as limits on the level of intra-day, overnight
trading and open, spot and forward positions in foreign exchange, futures,

options, future

(or forward) rate agreements and swaps;
e. provide information which can be summarised in such a way as to enable actual exposures to
be readily, accurately and regularly measured against these limits;
f.

contain details of the factors considered, the analysis undertaken and the authorisation or
rejection by management of a loan, advance or other credit exposure; and
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g. provide, on a memorandum basis, details of every transaction entered into in the name of or
on behalf of another party on an agency or fiduciary (trustee) basis where it is agreed that the
institution itself is not legally or contractually bound by the transaction.
6.

Individual companies within the consolidated group should also maintain accounting and other

records of a comparable standard.
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ANNEX D: Section 39 Reports on Prudential Returns
1.

When reporting on an institution’s returns, reporting accountants are asked to carry out certain

procedures to provide a level of assurance as to whether the information contained in the relevant return is
completely and accurately extracted from the accounting and other records, and has been prepared in
accordance with the Authority’s current reporting instructions. They are not required to check and
confirm that the underlying accounting and other records are themselves correct. Further, they are not
normally asked to report on the systems and controls maintained to provide and control the quality of the
information for the return in question.

Nature of the Report
2.

The nature of the report will be an “Agreed-upon Procedures” Report. The procedures will be

designed by the reporting accountants and will be agreed upon by the institution and the Authority, as
users of the Report, prior to any substantive work being performed. The users of the Report will be
responsible for deciding the sufficiency of the procedures for their purposes. The procedures performed
will not constitute an audit and no audit assurance will be provided by it. Rather, the object is to provide
a level of assurance to the Authority that the return in question:
a)

is complete in so far as all the relevant information contained in the accounting and other
records at the reporting date has been extracted and recorded in the return;

b)

is accurate in so far as it reflects correctly information contained in, and extracted from,
the accounting and other records at the reporting date;

c)

is prepared in accordance with the current reporting instructions (including notes and
definitions) and any written rulings from the Authority to the institution; and

d)

is prepared using the same accounting policies as those applied by the institution in its
most recent statutory accounts. In the event that the reporting accountants perceive any
conflict between the institution’s accounting policies and the Authority’s specific
reporting instructions that should be identified in their report.

3.

In order to perform such an examination of an institution’s returns, reporting accountants should

have a proper understanding of:
a)

the returns submitted by an institution;

b)

the Authority’s current reporting instructions pertaining to the return in question;

c)

any further rulings that have been agreed in writing by the Authority;

d)

any policy statements by the Authority in relation to such returns.
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Where the reporting accountants are in doubt about the existence of a specific ruling by the Authority or
the interpretation of such a ruling, they may contact the Authority for guidance. If the point remains in
doubt, this should be noted in their report.
4.

In the case of returns which contain information prepared on a consolidated basis, reporting

accountants may be asked to extend their procedures to the extraction of the information from the
underlying records of entities within the consolidation.

Structure of the Report
5.

The Report should provide brief details of the work conducted by the reporting accountants and set

out any exceptions found during the examination, together with any qualifications relating to areas of
doubt or uncertainty regarding specific rulings or interpretation of reporting instructions.
6.

The report should take the following form:

The Directors
[

] Limited

Reference: [

]

Dear Sir(s)
[Unconsolidated/Consolidated] return(s) – dated [ ] (“the Return(s)”)
In accordance with your letter of instruction dated [
the procedures noted below in connection with [

], a copy of which is attached, we have performed
] Limited’s (the “Institution”) Return(s) dated [

].

The Return(s) (is/are) the responsibility of the Institution’s management.
This engagement to perform specified auditing procedures was performed in accordance with standards
established by the [Auditing and Assurance Standards Board of the Canadian Institute of Chartered
Accountants]. This report is for the sole use of management, the Board of Directors and the Bermuda
Monetary Authority (BMA), who are the specified users of the report. The sufficiency of these procedures
has

been

agreed

to

by

the

BMA

as

sufficient

to

[unconsolidated/consolidated] Return(s) for the period ending [

assist

them

in

evaluating

the

] that has been filed with the BMA.

Consequently, we make no representation regarding the sufficiency of the procedures described below
either for the purpose for which this report has been requested or for any other purpose.
The specified auditing procedures are as follows:
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a)

Obtain an understanding of the process employed by the Institution in completion of the
return(s);

b)

Read the return(s) and, in the context of the knowledge gained as a consequence of the
work described in this report and our role as auditors of the Institution, note any
inconsistencies or omissions that came to our attention as a result of reading the return(s);

c)

Recalculate all casts, cross-casts and cross references, where applicable;

d)

Agree the information on the return(s) (on a random sample basis) to the underlying
accounting records and other records;

e)

Determine (on a random sample basis) whether information is correctly classified on the
return(s) by comparing the information to underlying accounting and other records and
referring to BMA guidelines and reporting instructions;

f)

Inspect the adjustments made to the return(s) (on a random sample basis) for accuracy,
and trace each to the underlying financial records.

We attach a copy of the return(s), which we have initialed for the purpose of identification. Appendix 1
to this letter gives an outline of the systems and procedures used by the Bank in the preparation of the
Return(s).

Appendix 2 summarises, for each significant balance sheet asset category, the specific

procedures performed and sample sizes used.
As a result of applying the above procedures, we found [no exceptions/the exceptions set out in Appendix
3].
These specified auditing procedures do not constitute an audit of the underlying financial records or
specified elements, accounts, or items included in the Return, the objective of which would be the
expression of an opinion thereon. Accordingly, we do not express any such opinion. Had we performed
additional procedures, other matters might have come to our attention that would have been reported to
you.
This report is intended solely for the use of the specified users listed above and should not be used by
those who have not agreed to the procedures and taken responsibility for the sufficiency of the procedures
for their purposes.
Chartered Accountants
Hamilton, Bermuda
Date
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ANNEX E: Auditors’ Review of Interim Profits
The Report should take the following form:
To the directors of [Institution ABC Ltd]
We have reviewed the balance sheet of [ABC Ltd] as at [date] and the statements of income, retained
earnings and cash flows for the [three/six month] period then ended. These financial statements are the
responsibility of the management of the company.
We conducted our review in accordance with standards established by [The Canadian Institute of
Chartered Accountants] for a review of interim financial statements by an entity’s auditors. Such a
review consists principally of applying analytical procedures to the financial data, and making enquiries
of, and conducting discussion with, persons responsible for financial and accounting matters. A review is
substantially less in scope than an audit, the objective of which is the expression of an opinion regarding
the financial statements; accordingly, we do not express such an opinion. A review does not provide
reassurance that we would become aware of any or all significant matters that might be identified in an
audit.
[ABC Ltd] results for the period ended [date] have been issued to the shareholders in the form of a report.
This report does not include certain items that are required to be separately presented and certain
disclosures that are required to be made in the accompanying footnotes under [Canadian] generally
accepted accounting principles.
Based on our review, and except as noted in the preceding paragraph, we are not aware of any material
modification that needs to be made for these financial statements to be presented fairly in accordance with
[Canadian] generally accepted accounting principles.
This report is solely for the information and use of the Board of Directors of [ABC Ltd] and the Bermuda
Monetary Authority and is not intended for, and should not be used by, anyone other than these specified
parties.
Chartered Accountants
Hamilton, Bermuda
Date
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