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Dear Sir,

The ECIIA (the European Confederation of Institutes of internal Auditing) the ECIIA would like to thank CEBS for offering the opportunity to comment on your Consultation Paper 30 “Disclosure Guidelines: Lessons learnt from the financial crisis” 

We are pleased to participate in the consultation of this important guidance, aimed at enhancing the quality and transparency of public disclosures by financial institutions. 

The ECIIA is a confederation of national associations of internal auditing located in 35 countries, including all of the EU, representing over 35000 internal audit professionals. As such, the ECIIA is the regional representative of the global Institute of Internal Auditing (the IIA), a professional organisation of more than 170000 members in some 165 countries. Throughout the world, the IIA is recognized as the internal audit profession's leader in certification, education, research, and technical guidance. 
The worlwide organisational structure and globally recognised guidance framework for our profession allows us to comment in detail on some of the elements included in “General Principle Nr.6 “ of the paper. 

With regard to the paper  under subject, the  ECIIA:

· believes that the proposed high-level principles, when effectively implemented by the financial institutions, will significantly enhance the quality of public disclosures regarding their - current and future - financial position and risk exposure. More timely public disclosure of comprehensive and comparable information, including on areas of uncertainty, will enable better assessments by market participants and will, therefore, contribute to maintaing market confidence.
· particularly appreciated the statement that, while developed from observations made in the context of areas or activities under stress during the financial crisis, these principles should be useful in relation to any activities that warrant particular attention, 

irrespective of the economic environment.
The ECIIA would like to offer the following specific remark regarding Principle nr.6:

“Financial institutions should specify whether and to what extent information has been verified by external auditors

Financial institutions should specify clearly what information is audited and what is not and, where relevant, whether it has been subject to a different level of assurance. Disclosures which are not audited should be reconciled to audited information whenever possible.

Additionally, financial institutions should ensure that information has been through adequate internal verification processes.”
Regarding this principle, which mainly focusses on external audit, the  ECIIA believes that some further guidance is needed regarding the internal monitoring/assurance process for publicly disclosed information. 

Indeed, most of the elements recommended for public disclosure in your guidance document ( see Principles 7 thru 10) are not within the traditional scope of work for an (external) financial statements audit. For these elements, senior management and the board (see note 1) rely in the first place on the organisation’s internal monitoring/assurance processes - operating along the „Three lines of Defense (3LoD)“ -framework (see note 2) - whereby the internal audit function provides independent (third line) assurance: 

· on the appropriateness and effectiveness of the organisation’s governance and risk management systems, including the identification, gathering and communication of risk related information, and
· on the effectiveness  of the “first and second line of defense”activities..
In this respect, to underpin the credibility of the assurance provided by the internal audit function and, therefore, fostering the transparency of publicly disclosed information, ECIIA strongly suggests that CEBS’s  disclosure guidance recommends financial institutions to publicly disclose information on:
· the organisational independence of its internal auditing function, 
As a safeguard against potential impairment of internal audit’s independence and objectivity, the ECIIA is particularly concerned that the function reports to a sufficiently high level in the organisation to be free from interference in determining  scope , performing work, and communicating results. In addition, the internal audit function should have an active and effective reporting line to the board/audit committee.

· the adequate coverage of the internal audit plan.
The internal audit plan should be risk based; i.e., it should take into account the organization’s risk management framework, including using risk appetite levels, set by senior management and the board, for the different activities or parts of the organization.
· the board/audit committee’s oversight of the internal audit function.
The board/audit committee should be assigned responsibility for:
· approving the internal audit charter; 

· overseeing periodic internal audit plans and allocated resources;

· providing advice to the CEO regarding the hiring or dismissal of the chief audit executive, as well as his/her performance evaluations and compensation changes;
· overseeing the overall quality of the assurance services provided by internal audit, in accordance with the International Standards and Code of Ethics for the professional practice of internal  auditing, set by the global Institute of Internal Auditors.
In addition to this specific remark, ECIIA would like to offer the following suggestions:
· Principles 8 and 10 state that disclosures on the activities under stress should include clear and accurate information regarding the financial institutes’ risk exposures, respectively a description of its risk management processes and related  enhancements.
· We suggests that these principles also include a reference to the “Three Lines of Defense” -model (mentionned in our specific remark above), as a leading practice for assuring, inter alia, the accuracy of the related disclosure.

· Principle 3 states that „ disclosed information should be comprehensive; i.e. omissions can cause information tobe misleading“
· We suggest that this principle includes guidance on the criteria for classifying an item as an omission.
Once again, the ECIIA would like to thank CEBS for offering the opportunity to participate in this consultation process.
Kind regards,
Claude Cargou

President ECIIA
Notes
(1) Read: „governing body“ ,i .e. the (unique) board of directors in a one tier- structure, respectively the supervisory board in a two-tier board structure. Where existing, the chief audit executive’s interacts with the organisation’s (board) audit committee.
(2) Under the „three lines of defense“ framework for internal governance and risk management, 
· First line operational management has ownership, responsibility and accountability for identifying, assessing, controlling risks and communicating pertinent  risk related information to senior management and the governing body

· Second line monitoring functions (e.g. the risk officer function), providing support and independent challenge on applied risk strategies, risk assessment and - responses, and risk reporting.
· Third line internal audit function, providing independent assurance on the
· appropriateness and effectiveness of governance and risk management processes, and 
· on the effectiveness  of the “first and second line of defense”activities..
	

	

	



