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	European Confederation of Institutes of Internal Auditing (ECIIA)



Head Office: c/o IIA Belgium – Koningstraat 109-111, bus 5 - B-1000 Brussels (Belgium)

Phone: +32 2 217 33 20   Fax: +32 2 217 33 20   Email: office@eciia.org

The ECIIA (the European Confederation of Institutes of Internal Auditing) would like to thank you for offering the opportunity to comment on the
Consultation Paper on the

Draft Guidelines for common procedures and methodologies for the supervisory review and evaluation process under Article 107 (3) of Directive 2013/36/EU (referred to as ´the Paper´)

The ECIIA is a confederation of national associations of internal auditing speaking for the internal audit profession in the wider geographic area of Europe and the Mediterranean basin representing a membership base of over 40,000 internal audit professionals. As such, the ECIIA is an associated organisation of the global Institute of Internal Auditors (the IIA), a professional organisation of more than 181,000 members in some 190 countries. Throughout the world, the Global IIA is recognised as the internal audit profession's leader in certification, education and research regarding internal auditing. The Global IIA also maintains the International Professional Practices Framework (IPPF) which includes the International Standards for the Professional Practice of Internal Auditing, the definition of internal auditing, the code of ethics, practice advisories and other guidance. (http://www.theiia.org/guidance/standards-and-guidance/interactive-ippf/.)
The above mentioned Consultation Paper will be the core manual for the supervisory review and evaluation process of banks in Europe. It is a comprehensive paper aiming at promoting common procedures and methodology. As such, it is vital to have a common view and understanding of the internal audit function and its difference from internal control functions.

The Paper describes the internal audit function as part of the internal governance, which is correct. Not correct, however, is considering the internal audit function as part of institution-wide controls or as part of the internal control system. The task of the internal audit function is NOT to control, but to AUDIT (amongst others) the control functions, giving assurance to the Board and Supervisory Bodies. To clarify this we believe it is necessary to insert a new sub-paragraph in Title 5 (Internal governance and institution-wide controls assessment) entitled “Internal audit”.  

We consider this distinction essential, as it reflects the core task of audit as being the only independent function for the Board that can oversee all other functions of a bank. Given that future international teams of inspectors will be working with this extremely helpful Paper, it is important to establish a clear understanding of the difference between control systems and the internal audit function.
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A valuable tool in understanding the different roles is the internationally recognised Three-

Lines of Defence model, which can be illustrated as follows:
· As a first line of defence, the organisation’s operational management has ownership, responsibility and accountability for assessing, controlling and mitigating risks. 

· As a second line of defence, the risk management function (and also other supporting functions like compliance, quality management, controlling) facilitates and monitors the implementation of effective risk management practices by operational management and assists  the risk owners in reporting adequate risk related information up and down the organisation. 

· As a third line of defence, the internal auditing function will, through a risk based approach, provide assurance to the organisation’s board and senior management, on how effective the organisation assesses and manages its risks, including the manner in which the first and second lines of defence operate. This assurance task covers all elements of an organisation’s risk management framework: i.e. from risk identification, risk assessment and response, to communication of risk related information.

Working through the Paper thoroughly, we have identified some areas where we believe clarification is needed. In one or two cases the suggested wording in the draft is inappropriate. In this respect we hope our attached comments are helpful. 

To be consistent with the structure of the Paper, chapter 7. SREP capital assessment, could reflect the role of the internal control (and: internal audit) function as well (after 352). Apart from this we do not see the need to insert other new paragraphs.

Once again, the ECIIA would like to thank you for offering the opportunity to participate in this debate. We are always interested and willing to take part in future consultations
Sincerely,

Henrik Stein





Thijs Smit

Board member





President
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<Amend>Amendment

1<NumAm></NumAm>
<DocAmend>Background and rationale, p. 11

	

	Text proposed by the EBA
	Amendment

	The common SREP framework introduced in these guidelines is built around the following major components …

1. …

10. …

The categorisation of institutions into four categories …

The focus of the assessment of internal governance and institution-wide controls is on (i) ensuring that these are adequate to its risk profile, …
	The common SREP framework introduced in these guidelines is built around the following major components …

1.
 

2.
…

10.
…

To provide a common understanding and to explain and demonstrate the different roles in internal governance and the interplay between them, the Three Lines of Defence model as issued by the European Confederation of Institutes of Internal Auditing (ECIIA) and the Federation of European Risk Management Associations (FERMA) can be illustrated as follows: 

•As a first line of defence, the organisation’s operational management has ownership, responsibility and accountability for assessing, controlling and mitigating risks. 

•As a second line of defence, the risk management function (and also other supporting functions like compliance, quality) facilitates and monitors the implementation of effective risk management practices by operational management and assist the risk owners in reporting adequate risk related information up and down the organisation. 

•As a third line of defence, the internal audit function will, through a risk based approach, provide assurance to the organisation’s board and senior management, on how effective the organisation assesses and manages its risks, including the manner in which the first and second lines of defence operate. This assurance task covers all elements of an organisation’s risk management framework: i.e. from risk identification, risk assessment and response, to communication of risk related information.

Having understood this model, internal audit should be regarded as part of the internal governance, however as not part of the institution-wide controls. Internal audit independently provides assurance to the Board as outlined in this model.

The categorisation of institutions into four categories …



Amendment 2

Background and rationale, p. 12</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	The focus of the assessment of internal governance and institution-wide controls is on (i) ensuring that these are adequate to its risk profile, …
	The focus of the assessment of internal governance - including the internal audit function - and institution-wide controls is on (i) ensuring that these are adequate to its risk profile, …


Amendment 3
Title 4. Business model analysis, p. 33

Recital 59</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	59. Competent authorities should take into account (in order of relative umportance):

a. …

b. Previous supervisory findings …


	59. Competent authorities should take into account (in order of relative umportance):

a. …

b. Previous supervisory and/or internal audit findings …




Amendment 4
Title 5. Internal governance and institution-wide control assessment

Recital 78</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	78. For the purpose of SREP the assessment of internal governance and institution-wide controls should encompass the assessment of the following areas:

a. overall internal governance framework

…

f. internal control framework;

g. information systems …; and

h. recovery planning arrangements.


	78. For the purpose of SREP the assessment of internal governance and institution-wide controls should encompass the assessment of the following areas:

a. overall internal governance framework

…

f. internal control framework;

g. information systems …; 
h. recovery planning arrangements; and

i. the internal audit function.




Amendment 5
Title 5. Internal governance and institution-wide control assessment

Recital 96 </DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	96. Competent authorities should assess whether there is appropriate commitment on and knowledge of the ICAAP and ILAAP and their outcomes by the management body. In particular, whether the management body approves the ICAAP and ILAAP frameworks and outcomes, considers the outcomes of ICAAP and ILAAP reviews conducted by internal audit, and, where relevant, outcomes of internal validation of ICAAP and ILAAP.
	96. Competent authorities should assess whether there is appropriate commitment on and knowledge of the ICAAP and ILAAP and their outcomes by the management body. In particular, whether the management body approves the ICAAP and ILAAP frameworks and outcomes, and, where relevant, outcomes of internal validation of ICAAP and ILAAP.
Rationale:

Internal audit is no part of risk management nor of the internal control system. Under no circumstances can audit be implemented as reviewer, which would mean taking on the role of the second line of defence.  

If internal audit is to be mentioned, the text could be amended as follows:

… considers the outcome of audit reports, ..
without, however, addressing specific tasks to audit.




Amendment 6
Title 5. Internal governance and institution-wide controls assessment

Between  5.7 Internal control framework and 5.8 Information systems and business continuity (between Recital 101 and Recital 102)  </DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	none
	5.8 The internal audit function
Following the EBA Guidelines on internal governance, competent authorities should assess whether the institution has an internal audit function which

a. is set up in accordance with the internationally accepted standards of the IIA (The Institute of Internal Auditing)
b. has its purpose, authority and responsibility defined in a charter that recognises the professional standards and that is approved by the organisation's governing body and management.

c. has its organisational independence and the internal auditors' objectivity protected by direct reporting to the governing body.

d. undertakes work only when it has the knowledge, skills and other competencies necessary. Professional qualifications and commitment to ongoing learning are essential.

e. covers all necessary areas  in its audit universe and
f. is effective in determining the adherence to internal policies and relevant external regulation and addresses any deviations from either..



Amendment 7
Title 5. Internal governance and institution-wide controls assessment

5.11 Summary of findings and scorings

Recital 107, Table 3</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	Score 1, Considerations
· …
· The recovery plan is complete and credible.
	…
· The recovery plan is complete and credible.

· The internal audit function is independent, has a written charter and is working effectively in accordance with the international professional standards


</DocAmend>
<Article></Article>
Amendment 8

Title 6. Methodology for the assessment of risks to capital

Recital 185 / 186</DocAmend>
<Article></Article>
	Text proposed by the EBA
	Amendment

	
	


	Internal Control Framework

183 …

184 …

185. Competent authorities should also assess the functionality of the internal control framework in ensuring overall compliance. To this end they should assess whether:

a. the institution conducts internal audits of the credit risk management framework on a periodic basis;

b. the internal audit covers the main elements of credit risk management, measurement and controls across the institution; and,

c. the internal audit function is effective in determining the adherence to internal policies and relevant external regulation and to address any deviation from either.

186. For institutions adopting an internal approaches … as set out in the regulation (EU) 275/2013.

6.3.3. Summary of findings and scoring

187……


	Internal Control Framework

183 …

184 …

185. For institutions adopting an internal approach … as set out in the regulation (EU) 275/2013.

Internal Audit Function

186. Competent authorities should also assess the functionality of the internal audit function.  To this end they should assess whether:

a. the institution conducts internal audits of the credit risk management framework on a periodic basis;

b. the internal audit covers the main elements of credit risk management, measurement and controls across the institution; and,

c. the internal audit function is effective in determining the adherence to internal policies and relevant external regulation and to address any deviation from either.

6.3.3. Summary of findings and scoring

187……

Rationale:

The internal audit function is not part of the internal control system and needs to be  separately addressed.




Amendment 9

6.4. Assessment of market risk

Policies and procedures
Recital 212</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	212. Competent authorities should assess …

… h.    procedures for new market activities and/or products… Competent authorities should ensure that:

· …

· The institution has undertaken an analysis of their possible impact in its overall risk profile.
	212. Competent authorities should assess …

… h.    procedures for new market activities and/or products… Competent authorities should ensure that:

· …
· The institution has undertaken an analysis of their possible impact in its overall risk profile.
· In the course of performing its duties the internal audit function has to be involved.
Rationale:

Adaptation of international requirements (e.g. German MaRisk, AT. 8)



Amendment 10
6.4 Assessment of Market Risk

6.4.3 Assessment of market risk management and controls

Recital 219 / 220
</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	Internal Control Framework

218. Competent authorities should assess …

a.

…

e. …

219. Competent authorities should assess the functionality of the internal control framework in ensuring overall compliance. To this end they should assess whether the:

a. institution conducts internal audits of market risk management framework on a regular basis;

b. internal audit function covers the main elements of market risk management, measurement and control across the institution; and,

c. internal audit function is effective in determining the adherence to internal policies and any relevant external regulation, and to address any deviation from either.

220. For institutions using inrenal models … as st out in Regulation (EU) 575/2013.

6.4.4. Summary of findings and scoring

221. …


	Internal Control Framework

218. Competent authorities should assess …

a.

…

e. …

219. For institutions using internal models … as set out in Regulation (EU) 575/2013.

Internal Audit Function

220. Competent authorities should assess the functionality of the internal audit function. To this end they should assess whether the:

a. institution conducts internal audits of market risk management framework on a regular basis;

b. internal audit function covers the main elements of market risk management, measurement and control across the institution; and,

c. internal audit function is effective in determining the adherence to internal policies and any relevant external regulation, and to address any deviation from either.

6.4.4. Summary of findings and scoring

221. …

Rationale:

The internal audit function is not part of the internal control system and needs to be separately addressed.




Amendment 11
6.5. Assessment of operational risk

6.5.4. Assessment of operational risk management, measurement and controls
Recital 274 / 275 / 276</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	Internal Control Framework 
273. Competent authorities should assess …

274. Competent authorities should also assess the functionality of the internal control framework in ensuring overall compliance. To this end they should determine whether:

a. the institution conducts internal audits of the operational risk management framework on a periodic basis;

b. the internal audit covers the main elements of operational risk management measurement and control across the institution; and,

c. such audits are effective in determining the adherence to internal policies and any relevant external regulation and to address any deviation thereof.

275. …

276. …

Management of reputational risk

277. …
	Internal Control Framework 

273. Competent authorities should assess …

274. …

275. …

Internal Audit Function

276. Competent authorities should also assess the functionality of the internal audit function. To this end they should determine whether:

a. the institution conducts internal audits of the operational risk management framework on a appropriate  and timely basis;

b. the internal audit covers the main elements of operational risk management measurement and control across the institution; and,

c. such audits are effective in determining the adherence to internal policies and any relevant external regulation and to address any deviation thereof.

Management of reputational risk

277. …
Rationale:

The internal audit function is not part of the internal control system as iyis stated here and needs to be separately addressed.

Change of ´periodic´ to make wording consistent within the Paper. In addition the timing should be left at the discretion of the audit function. 




Amendment 12

6.6 Assessment of interest-rate risk from non-trading activities

6.6.6.3 Assessment of IRRBB management and controls
Recital 309</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	Internal control framework

307. …
308. …

309. Competent authorities should assess the functionality of the internal control framework in ensuring overall compliance. To this end they should assess whether:

a. the institution conducts internal audits of IRRBB management framework on a regular basis;

b. the internal audit covers the main elements of IRRB management, measurement and control across the institution; and,

c the internal audit function is effective in determining the adherence to internal policies and the relevant external regulation and to address any deviation.

6.6.4 Summary of findings and scoring

310.
	Internal control framework

307. …

308. …

Internal Audit Function

309. Competent authorities should assess the functionality of the internal audit function. To this end they should assess whether:

a. the institution conducts internal audits of IRRBB management framework on a timely and suitable basis;

b. the internal audit covers the main elements of IRRB management, measurement and control across the institution; and,

c the internal audit function is effective in determining the adherence to internal policies and the relevant external regulation and to address any deviation.

6.6.4 Summary of findings and scoring

310.
Rationale:

The internal audit function is not part of the internal control system as being stated here and needs to be separately addressed.

Change of ´regular´ to make wording consistent within the Paper. In addition the In addition the timing should be left at the discretion of the audit function. 




Amendment 13
7.1 Determining additional own funds requirements
Recital 328</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	328. Competent authorities should use other relevant inputs .. Other relevant inputs may include the outcome of risk assessments (…), peer group comparisons, risk.specific stress-testing, inputs from macro-prudential (designated) authorities, etc.
	328. Competent authorities should use other relevant inputs .. Other relevant inputs may include the outcome of risk assessments (…), reports by the internal audit function, peer group comparisons, risk specific stress-testing, inputs from macro-prudential (designated) authorities, etc.


Amendment 14
Title 8. Assessment of risks to liquidity and funding
Recital 360</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	360. In conducting the assessment of risks to liquidity and funding as part of the SREP process, competent authorities may use a combination of information sources, including inter alia:

a. … f.

361.
	360. In conducting the assessment of risks to liquidity and funding as part of the SREP process, competent authorities may use a combination of information sources, including inter alia:

a. … f.

g. reports by the internal audit function.

361.


Amendment 15
8.5 Assessment of liquidity and funding risk management
Recital 391</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	391. Competent authorities should … whether the institution´ the stress-testing framework is appropriate to …


	391. Competent authorities should … whether the institution´ stress-testing framework is appropriate to …




Amendment 16
Title 10.3 Application of capital measures
Recital 456</DocAmend>
<Article></Article>
	

	Text proposed by the EBA
	Amendment

	456. In accordance with Article 104 (1)(b) of Directive 2013/36/EU, competent authorities may:

…

d. require the institution to strengthen internal control arrangements and functions, including by means of requiring:

· the independence and adequate staffing of risk control and internal audit funcions; and/or,

· improvments to the internal reporting process, ensuring that there is appropriate reporting to the management body;

e. …

457. …


	456. In accordance with Article 104 (1)(b) of Directive 2013/36/EU, competent authorities may:

…

d. require the institution to strengthen internal control arrangements and functions, including by means of requiring:

· the adequate staffing of risk control funcion;
· the independence and adequate staffing of the internal audit function; and/or,

· improvements to the internal reporting process, ensuring that there is appropriate reporting to the management body;

e. …

457. …

Rationale:

Audit is the only independent function.
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