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Policy Statement of the Bank of Thailand

Re: Supervision of Financial Institutions' Compliance

1. Rationale

The Bank of Thailand has set a policy statement on a guideline for financial
institutions' internal audit in order to be a standardized internal audit practices for
financial institutions. The guideline focuses on changes of roles, duties, and
responsibilities of the internal audit function from the traditional accounting and
financial examination to the assessment of the adequacy and efficiency of the internal
control system and the compliance to the defined policy statement, laws, and
regulations. All financial institutions are required to comply with such guideline except
for financial institutions which have other entity directly responsible for assessing or
reviewing such compliance. At the present, financial institutions' businesses are
increasingly comprehensive and complicated in order to satisfy the customer demand.
Also, financial institutions need to comply with the internal and regulatory standard.
These bring about an increase in the compliance risk, which is regarded as one of the

major operational risks for financial institutions.

Nevertheless, presently, the increasing diversity and complexity of financial institutions
due to consumer demands and the need to comply with internal and regulatory

requirements result in higher compliance risk, a component of operational risk.

To facilitate financial institutions to establish the efficiently operational risk
management system, the Bank of Thailand, hereby, issues this policy statement as a
guideline for further implementation. Most of the principles and approaches in this
guideline are in accordance with the Basel Committee on Banking Supervision (BCBS)
guideline Re: Compliance and the Compliance Function in Banks, publicly published in
April 2005.
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Financial institutions are required to comply with this policy statement no later

than 31 December 2008. The objectives of the policy statement are as follows:

(1) To have financial institutions' board of directors and senior management

realize significance and responsibilities of compliance.

(2) To enhance efficiency and effectiveness of compliance risk management as

an integral part of operational risk management.

(3) To be a guideline for financial institutions to set up a compliance unit and

develop an effective compliance risk management system.

The essence used in the issuance of this policy statement has not been

changed from the original.

2. Scope of Application

This Policy Statement shall apply to financial institutions in accordance with the

laws on financial institutions businesses.
3. Repealed Circulars

Circular of the Bank of Thailand No.: BOT.RPD (21) Wor.608/2008 dated 31 March
2008 Re: Dispatch of Policy Statement on Supervision of Financial Institutions'
Compliance.
4. Contents

4.1 Definition of Compliance Risk

“Compliance Risk” means the risk of failure to comply with laws,

regulations, rules, standards, and code of conduct applicable to its financial activities
that causes material financial loss, or loss to reputation or regulatory intervention a

financial institution.

4.2 Significance of Compliance Risk Management
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Compliance risk is an integral part of operational risk. It can materially
affect financial institutions' status, performance, and reputation. For example, lack of
unit responsible for advising compliance might cause financial institutions offering
products or having operating manuals that not complying with regulations; or having no
systems to monitor or prevent ignoring of compliance, all of which might lead to
corruption in the organization, etc.

Currently, financial institutions are required to comply with laws,
regulations, rules, standards, and code of practices as prescribed by regulatory bodies,
as well as to comply with market practices, professional standards, and organization
code of ethics. Thus, compliance risk management has a key role to support financial
institutions to perform completely compliance. Financial institutions' board of directors
and senior management shall conduct as good role models for compliance practices
and all employees are required to learn and understand compliance matters. It is not a
sole duty of compliance unit personnel to do compliance. Hence, having a unit
specifically responsible for compliance can enhance effectiveness of compliance risk

management for financial institutions.

4.3 Major Principles of Risk Compliance Management

4.3.1 Compliance Duties for Financial Institutions' board of directors

Financial institutions' board of directors (for Thai financial
institutions) or senior management who have duties and responsibilities in parent
company, head office, or regional office (for foreign bank branches) (hereby known as
“the Board”) has a major role to promote the value of honesty, correctness, integrity
throughout the organization. Compliance with applicable laws, rules, and standards
should be viewed as every employee's duty. The Board's duties and responsibilities for

overseeing compliance risk management are as follows:

(1) Approve of Compliance Policy

The Board shall approve compliance policy as established
by the Board or by senior management. In addition, the Board shall also approve the
establishment of compliance function and defines the right and duty of compliance

unit in the written Compliance Function Charter which is compatible with complexity of

BOT Policy Statement Re: Supervision of Financial Institutions' Compliance
(20 August 2018)-check



businesses. Financial institutions are delegated to manage forms of compliance

implementation as set out in Clause 4.3.1.

Financial institutions which already have the compliance
policy as well as the establishment of compliance function approved by the Board in
place and been in accordance with this policy statement are not required to propose
to the Board’s approval. As for the foreign bank branches, where are required to
comply with the compliance policy established by the parent company, or the head
office or the regional office (corporate compliance policy) and in line with this policy

statement, shall be allowed to maintain the existing compliance.

(2) Review the Policy and Assess the Efficiency of Compliance Risk

Management

The Board shall be regularly informed significant
information so as to ensure that compliance function is appropriately done, as well as
need to review the policy and assess the efficiency of compliance risk management as

deemed necessary and appropriate.

(3) Assess Annual Performance of the Compliance Risk Unit

To prevent any conflict of interest and maintain
independency, the Board is required to perform annual performance assessment to
compliance risk unit (the assessment may be done on the unit or the senior

management of the unit).

(4) Approve of Annual Compliance Report

To keep the Board informed and responsible for compliance risk,

the Board is required to consider for an approval of annual compliance report.

Nonetheless, the Board is allowed to delegate partial or total

compliance risk supervision to the audit committee.

In addition, the Board is allowed to delegate partial or total

compliance risk supervision to the compliance committee for certain cases, as follows:
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- In the case of Thai financial institutions, the Board is allowed to
delegate partial or total compliance risk supervision as stated in Clauses 4.3.3(1) -
4.3.3(4) to the compliance committee provided that the compliance committee's

structure, qualifications, and independency are the same as the audit committee's.

- In the case of foreign bank branches, the Board is allowed to
delegate partial or total compliance risk supervision as stated in Clauses 4.3.3(1) -
4.3.3(4) to the parent company, head office, or regional office's compliance committee.

4.3.2 Compliance Duties of Senior management

(1) Establish and Review Compliance Policy

Senior management are required to establish compliance
policy to be in line with business's complexity and appropriate for actual
implementation. Apart from this, the policy should facilitate tracing for any defects and
have certain measure to properly and timely solve non-compliance issues. In case of
foreign bank branches, senior management shall support all relevant matters
implemented as stated in the policy given by the parent company, head office, or

regional office.

The compliance policy should at least contain the basic
principles to be followed by senior management and employees, and explain general
regulations for all levels of employee, as well as specific regulations for certain levels
of employee. The said principles and regulations are to be communicated and
complied through all levels of the organization. Additionally, the policy should be
regularly reviewed to ensure its compatibility with new risk management as deemed

necessary and appropriate.

(2) Manage Compliance Risk

Senior management are required to support the
development of compliance risk management system to its efficiency and act as the

center for such risk management system charging for the following activities:

- Identify and assess compliance risk issues as deemed
necessary and appropriate, as well as establish the compliance program for the

organization.
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- Report the result and efficiency of compliance risk
management to the Board, or the audit committee, or the compliance committee (as
the case may be) at least once a year (annual compliance report) for the Board, the

audit committee, or the compliance committee's considerations.
- Immediately report to the Board, the audit committee,
or the compliance committee (as the case may be) if any material non-compliance

issue found in order to further report to the Bank of Thailand (details as set out in (4.1)).

(3) Establish Compliance Function

Senior managements are required to establish compliance

function in accordance with Clause 4.3.3

4.3.3 Rules for Compliance Function

(1) Independency

(1.1) Establishment of Compliance Unit

Financial institutions should establish compliance
unit acting as a center for compliance risk management for the organization in order to
serve financial institutions' overall risk management strategies and structure. Hence,
compliance unit might be organized as a separated unit responsible for the whole
compliance function, or might split some parts to be the responsibilities of audit unit or
legal unit, or might be organized in other structure. Financial institutions are to ensure

that compliance function is still independent and effective.

(1.2) Compliance Unit Charter

Compliance unit charter should at least cover the

following activities:

- its roles, duties, and responsibilities especially
duty on formally reporting the result to the Board, or the audit committee, or the

compliance committee, or the senior managements.
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- its independency which refers to the status of
the compliance unit as well as relations to other units. In cases where compliance
responsibilities are carried out by staff in different units, the clear responsibilities are to

be allocated among the units.

- its rights to obtain access to information
necessary to carry out its responsibilities, to conduct investigations of possible breaches
of the compliance policy and to request assistance from internal bank experts such as
the legal unit or the internal audit unit, or to hire outside experts to perform this task if
appropriate. Moreover, it has a right to be freely to directly express and disclose its
findings to the Board, or the audit committee, or the compliance committee, (whatever

the case may be) or the senior management.

Hence, the concept of independence for

compliance unit involves the following key elements:

- The compliance unit should have a clear and
formal status within the financial institutions' organization structure. In case where
compliance responsibilities are carried out by staff who resides in operating business
units, or in the risk management unit, or the operational risk management unit, or in
legal function, the financial institutions are to ensure that staff assigned with
compliance responsibilities report compliance matters to the head of compliance unit,
who has a direct reporting line to the Board, or the audit committee, or the compliance

committee (whatever the case may be).

- Head of compliance should be a senior
management or senior staff functioning as a center for compliance risk management

and for supervising the operating of compliance function.

- Head of compliance and staff who have the
responsibilities for compliance function shall not be placed in a position where there is

a potential conflict in their position.

- Head of compliance and staff who have the
responsibilities for compliance function shall have the right to access to information

that is necessary for their function.
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(2) Resources

Compliance function should be sufficiently provided the

resources and compliance function staff should have proper qualifications as follows:
(2.1) Have a sound understanding of compliance laws,

rules and their practical impact on the financial institutions' operations as well as be

able to communicate risk issues to the senior management and be ready to correct or

revise any defects.

(2.2) Should be maintained through regular compliance

education and training.

(2.3) Perform duties with ethics and independence

(3) Compliance Unit Duties and Responsibilities

The responsibilities of the compliance unit are assisting
senior managements to efficiently managing the compliance risks. All compliance
responsibilities may be carried out by compliance unit or partial compliance
responsibilities may be carried out by staff in  other units where responsibilities are
similar or support to the compliance unit, for example, legal unit where its
responsibilities are to advise on compliance laws, rules, prepare juristic acts and
contracts, and file lawsuits; internal audit unit where its responsibilities are to audit and
evaluate the efficiency of existing internal control systems as well as the compliance.
Hence, the financial institutions are to have the clear allocation of responsibilities for
each unit and have coordinating mechanism for information exchange among the units
in order to ensure efficiency and independence of compliance function. The major

responsibilities of compliance function are as follows:

(3.1) Acting as a Center of Compliance

The compliance unit should advise senior
managements and staff on compliance laws and rules, develop a written compliance
guideline such as code of conduct, etc, and also regularly educate staff on compliance

laws and rules.
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(3.2) Develop Compliance Risk Management System

The compliance function should coordinate with
the units concerned to jointly develop compliance risk management system which

needs to cover the following activities:

(3.2.1) Identify the compliance risks associated
with the financial institutions' business activities, including the development of the new
products and business practices. If the financial institution has a committee who has
the responsibilities for approving new products, compliance function staff should
involve in that committee. In addition, the compliance function should assess the
appropriateness of the financial institutions' compliance procedures and suidelines and

select appropriate measurements such as key performance indicators (KPI), etc.

(3.2.2)  Control and monitor compliance and
follow up any identified deficiencies by performing compliance testing, like random

monitoring on compliance and formulate proposals for amendments.

(3.2.3) Report on a regular basis to the senior
managements, the Board, the audit committee, or the compliance committee
(Whatever the case may be) on any changes in compliance risk assessment, summarize
any identified breaches and the corrective measures recommended to address them,

and report on corrective measures already taken.

(3.3) Compliance program

The compliance unit should coordinate with units
concerned to develop annual compliance program and carry out the responsibilities
under the annual compliance program that sets out its detailed planned activities,
timeframe, and responsible units for compliance matters such as compliance risk
assessment, implementation and review of policies and procedures,  compliance
random testing, and educating staff on compliance matters. Activities are based on

compliance risk identification and assessment results.
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(3.4) Annual Compliance Report

The compliance unit should develop annual
compliance report of the financial institution and the companies in the financial
business group where the financial institution holds the direct shares of over 50% and
conduct credit service business. The annual compliance report should at least cover
the result of review of compliance policies and implementation under the compliance
program in the previous year, any identified deficiencies, breaches, rules and laws, as
well as the corrective measures, the implementation as recommended via the Bank of
Thailand's orders, or other regulatory bodies, and also the compliance program for the

following year.

(3.5) The compliance function may have specific
responsibilities, for example, fulfilling the role of anti-money laundering official,
coordinating with regulatory bodies or other public units outside the financial

institutions, etc.

(4) Relationship and Communication with other Units

(4.1) Internal Audit Unit

The internal audit unit is responsible for reviewing
the scope of work and auditing the performance of the compliance unit. The internal
audit unit and the compliance unit may be separate or be in the same unit but should

ensure their independency.

(4.2) Risk Management Unit

In case the risk management unit and the
compliance unit are separate, they should closely coordinate in order to enhance the

compliance efficiency.
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(4.3) Business Unit

The compliance function should coordinate and
inform the result of compliance to the business unit's senior management for

acknowledgement and further appropriate actions if there are any amendments.

(4.4) Other External Units

The compliance unit may coordinate with the
external units such as the Bank of Thailand, the Stock Exchange of Thailand, the Office
of the Securities and Exchange Commission, the auditor, etc to submit reports as

required by relating regulations.

4.3.4 Other Rules

(1) Reporting to the Bank of Thailand

(1.1) Reporting within 90 days from the year end date or
within 30 days from the date of the Board's first meeting held in that year.

The financial institution shall submit the original
and the changed versions of compliance policy and the annual compliance report of
the financial institution and the companies in the financial business group where the
financial institution directly holds the shares over 50% and conduct credit services
business, all of which are approved by the Board, the audit committee, or the
compliance committee to the Bank of Thailand within 90 days from the year end date
or within 30 days from the date of the Board's first meeting held in that year. Hence,
the financial institution shall submit every audit committee's and every compliance
committee's meeting minute (if any) to the Bank of Thailand within the appropriate

timeframe.

(1.2) Case Reporting

The financial institution shall promptly report to

the Bank of Thailand as soon as there is any case found and proved to be non-
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compliance. The report of corrective result shall be submitted within 15 days after the

completion of the corrective actions for the following cases:

(1.2.1) In any case that the Board or the senior
managements from the level of assistant manager or equivalent position in other
names and higher perform non-compliance, as for the foreign bank branch, the report

shall cover the non-compliance performing of the top three management level.

(1.2.2) For non-compliance issues other than
indicated in (1.2.1), which the financial institution considers to be materially affected

and are beyond minimum damasge threshold prescribed by the financial institution.

If the case found and reported by the internal

audit unit, the compliance function is not required to do and submit the report.

(2) Cross-border issues

The  financial  institutions  conducting  business
internationally shall comply with local laws and regulations in all jurisdictions in which

they conduct business.

(3) Qutsourcing

In principle, specific tasks of the compliance function may
be outsourced, but the outsourcing service providers must not have any involvement
to the senior managements or the Board or the financial institutions' benefits in order
to avoid conflict of interest. Hence, the financial institutions' senior management shall
properly supervise the outsourced function and the Board together with the senior
managements are required to comply according to this policy statement and are not
able to transfer the responsibilities to the outsourcing service providers. The financial
institutions shall comply in accordance with the notification of the Bank of Thailand Re:

Regulations on Outsourcing of Financial Institutions.

5. Enforcement date

This Policy Statement shall come into force with effect from 4 August 2008.
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