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Julia Graham, President of FERMA 

Our world is spinning faster and we live and work in a new "risk normality" that 

is increasingly complex and connected. Audit and Risk Committees need to 

rely more than ever on competent risk and internal audit professionals.  It is 

important to note that Audit and Risk Committees have seen their workloads 

agendas, even in countries in the EU that have already gone beyond the 

most recent transparency requirements from the European Union.

The latest evolution of the 8th Company Law Directive indicates the continued importance of the Audit 

FERMA and ECIIA have a shared objective to demonstrate with this Guidance that the Audit and 

Risk Committees of organizations are the places where ALL risks are discussed and reported, in line 

reporting. 

Julia Graham

President of FERMA

Thijs Smit, President of ECIIA

controls by Audit and Risk Committees was not good enough to detect 

the major risks that led to the crisis. 

The European authorities have reacted with new regulations to improve 

the situation.

In this changing environment where regulatory and business burdens are 

integrated corporate governance model.

The roles of the Risk Committee and the Audit Committee and interactions between the two 

are crucial.

Audit and Risk Committees together with guidance to improve their performance.

Thijs Smit 

President of ECIIA
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new legislation for all listed companies as well as the Financial Services sector. The objective 

of this FERMA/ECIIA explanatory note is to assist board members, in particular members of the 

audit and risk committees, with the implementation of new EU legislation (Directive 2014/56)

FERMA and ECIIA issued position papers in 2010 (supplemented in 2011) to assist board 

members, and particularly members of the audit committee, with the implementation of article 

41 of the 8th European Company Law Directive. As a response to the recent legislative 

amendments, FERMA and ECIIA have set up a common working group to analyse the impact 

for the audit committees (and where established risk committees) as well as the consequences 

for the risk management and the internal audit professions presented in this document. 

Recent updates of the 8th Directive have focused on the work of external auditors and the 

audit committees is increasing and the knowledge requirements of their members is evolving.

Executive Summary

1  

2

“ I support more transparency but it means more reporting and it is important that we evaluate the purpose, scope and 

content of the existing and future reporting. Information overload is becoming a great risk”

Steffen Kragh, Audit Committee Chair, Nykredit 

“Committee Chairs must be vigilant about new legislations and avoid “mission creep” by extending too much 

the scope of activities and lose the original purposes .”

Rudi Vander Vennet, Chairman of the Risk & Capital Committee of Belfius Bank

“Increased regulations, whether national or from the European Union, are not the only reason why the audit 

committee has a wider and more crowded agenda.These wider responsibilities are also coming from an 

increasingly challenging complex business environment”

John Ormerod, Chairman of Audit Committee, ITV plc

created alongside the audit committee. The role and responsibility of each committee 

is comprehensive. At the same time it is important to take into account that the audit 

committee is dependent on a good understanding of key risks to be able to have an 

independent view on the effectiveness of risk management and internal controls. 

1

The new legislation impacts on the corporate governance model of the organizations 

concerned, and it will be important that the EU guidelines1 take all the actors of corporate 

governance into consideration. New challenges are affecting the risk management and internal 

audit profession as they support the audit (and risk) committees in their new duties. However, 

risk management and control functions. Each of these “lines” plays a distinct role within the 
2 Outside the organization, the external auditors 

good functioning  of the second and third lines of defense together with external audit is crucial 
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Lessons learnt from 
the Global Financial Crisis

and many questions were raised about the absence of the provision of adequate warning signs 

to the board and top management. The more serious shortfalls in corporate governance were 

making processes in general and the understanding and interpretation of risk models.

as a result of the lack of accountability, ineffective organization structure, and weaknesses in 

risk management. Risk management was too focused on individual silos of the business and 

failed to take a holistic view of the enterprise. 

Criticism was also raised in respect of assurance functions that failed to communicate 

appropriate information to the board and executive management and did not help protect the 

and by challenging the executive management to improve the effectiveness of governance, risk 

board and executive management to provide effective risk oversight.

Finally the lack of harmonization between the different assurance functions was perceived to 

language and terminology, in methodologies and in the assessment of similar processes or 

departments.

2
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The Global Financial Crisis in 2008 triggered a series of regulatory responses from EU Member 

the way for the European System of Financial Supervision and its three separate authorities 

. All 

these authorities came into force by the end of 2010 and then it was the turn of the statutory 

audit sector to be put under the EU microscope.

It became clear that both the European Commission and the Member States wished to arrive 

at a new revision of the 8th Company Law Directive4 and, at the same time, the Audit Market 

Reform package appeared in the pipeline.

All these reforms were meant to reinforce the independence and the quality of the external 

adding that: 

 EBA : European Banking Authority ; EIOPA : European Insurance & Occupational Pensions Authority ; ESMA : European Securities & Markets Authority
4

Background for new legislation3

“6. [...] the audit committee shall, inter alia: […] (c) monitor the effectiveness of the 

undertaking's internal quality control and 

risk management systems and, where 

applicable, its internal audit, regarding the 

financial reporting of the audited entity, 

without breaching its independence;”

It is important to be aware of that the amendments made in the Directive 2014/56 and Regulation 

audit functions. However, the introduction of requiring a risk committee might have. 
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(that is those public interest entities with more than 500 employees  which represents around 

6000 large companies and groups across the EU). 

legislator, the Council of the EU followed the European Parliament and adopted on the same 

5

2014 - 2020 Horizon 
 

an increased workload for Audit & Risk Committees4

5. The framework uses the concept of “materiality”: major 

on the assessments and decisions of stakeholders.

ability to create, conserve or erode its economic, environmental or social value either for itself, 

its stakeholders, the environment or society at large.

Sustainability is a key subject for the future and for coordination between management, the “support 

functions” and the board and its audit committee as well as the external shareholders of the business.

reporting processes, this does not mean they are ready to demonstrate management of the 

jump to actual sustainability management. 

“More is better than less but the reporting must bring relevant information in an understandable format for all stakeholders.

Smaller entities in the financial services sector are already struggling to complete all the mandatory reporting requirements” 

Rudi Vander Vennet, Chairman of the Risk & Capital Committee of Belfius Bank

“The UK has been on the journey for transparency and increased public reporting for some time. Most obligations are 

already in place in the UK, others are even going already beyond the new EU requirements.

Much more details are requested but at the same time, we received very few questions from investors or other 

stakeholders, so we can reasonably ask how valuable this disclosure is for stakeholders “ 

John Ormerod, Chairman of Audit Committee, ITV plc

will have to be organized by risk managers. In addition an overall assurance report in respect of 

be helpful for the Management. As already in the past, internal audit may also be consulted  in the 

establishment of relevant processes and reports (an independent  "consulting" role).
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The board is responsible for establishing an audit committee and/or a risk committee 
6 in a charter of terms of reference (example in appendix 1).  

a wider diversity of ideas and opinions and avoid group thinking phenomenon.

As several committees may be involved in the evaluation of risks it is important that the board 

explains the delegated duties and responsibilities to each committee. The board should consider 

how the committees shall report to the board7. If there is more than one committee, a clear 

to all involved and to avoid duplication and misunderstandings. Cooperation between the 

audit committee and the risk committee is also crucial to ensure a common risk management 

approach.

The Audit Committee

The audit committee has a particular role, acting independent of executive management 

to ensure that the interests of the shareholders are properly protected in relation to risk 

The role of the Audit Committees 
and Risk Committees5

6  In some countries, though, the audit committee is part of the Supervisory Board and the mission is restricted by law. 

In this context the roles of the Supervisory Board are reduced compared to the ones described in the guidance.
7 

“There are increased expectations from stakeholders related to the audit committee role. 

There is a need to have competent people to assist in performing an independent review 

of what management presents”

Hans Erik F. Andersson, Board member of Gjensidige

“A core objective of the Audit Committee is to help the business operates successfully” 

John Ormerod, Chairman of Audit Committee, ITV plc

control, risk management and reporting. One of the biggest risk the audit committee faces 

today is the risk of not seeing the threats in front of them until they are at the door. 

Management is under an obligation to ensure the audit committee is kept properly informed and 

should take the initiative to furnish accurate and appropriate information to the committee. The 

internal auditor should be regularly invited to the meetings of the audit committee to bring the 

independent assurance to the table

governance by:

transactions as well as the business model and its associated risks.

 •  Maintaining a free and open communication with the external auditors, internal auditors, 

the second line of defense  and the management of the company.

  •  Having the power and authority to investigate any matter based on full access to the 
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“Key risks and strategic thinking are deeply intertwined” 

John Ormerod, Chairman of Audit Committee, ITV plc

“The Risk & Capital Committee has frequent and very open discussions with management and operational 

people (IT, HR). It is a bit different with the Board. It is the place where decisions have to be taken, therefore 

discussions are much more focused and directed to specific issues”

Rudi Vander Vennet, Chairman of the Risk & Capital Committee of Belfius Bank

“The challenges for risk committee Chair and also for audit committee Chair is to be constructively critical and 

use common sense advising the board. The board needs to trust the committees and also to challenge and ask 

the right questions”

Hans Erik F. Andersson, Board member of Gjensidige

The Risk Committee

crisis has resulted in boards considering the need to create risk committees. The main purpose 

of the risk committee is to assist the board in ensuring that the company has an effective risk 

management process, which includes the management of the key risks the company is facing 

and the follow up of risk appetite, risk tolerance, risk framework and risk strategy.

culture, there is a preference not to establish a separate risk committee, but to organize a joint 

there may be good reasons for creating a dedicated risk committee.

European banks are required to organize separately an audit committee and a risk committee 

may be organized at executive level, sometimes reporting to the audit committee and sometimes 

managed and reported comprehensively to the board.

 • The requirements of the relevant regulator(s)

 • The alignment between risk management and strategy

 •  The need for more detailed oversight of the risk management infrastructure (people, 

process, infrastructure)

 • The complexity of the major/critical risks to be assessed

Risk committee members must be knowledgeable about risk governance and business activities 

Director or Head of risk management should participate in the meetings of the risk committee. 

The members of the risk committee should be independent and include independent board 

committee.
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“three lines of defense model” as an important tool for integrating, coordinating and aligning all 

support and assurance functions within an entity.

The CEO and the executive team are ultimately responsible for the management of risks and 

internal controls and they are held accountable for this by the board. The board approves the 

overall risk appetite and the philosophy of risk taking.

impact on their organization.

It is vital that the assurance functions are well coordinated.  Regular meetings between CRO,CCO and CAE 

are valuable-basically the same goal of activity for these assurance functions.  At the end of the day, any 

organization is dependent on a well managed 1st line “*

Hans Erik F. Andersson, Board member of Gjensidige

“Businesses have to balance the cost of control versus the expected benefits”

John Ormerod, Chairman of Audit Committee, ITV plc

“I recommend that the second line of defense units and the internal audit constantly focus on cooperation in 

planning and execution. I also recommend that they use common frameworks”

Steffen Kragh, Audit Committee Chair Nykredit

The three lines of defense6
1

S
T
 L

IN
E

Has ownership, responsibility and accountability for assessing, controlling 

and mitigating risks

2
 L

IN
E Internal governance 

functions (Group support 

and control functions)

Monitors and facilitates the implementation of effective risk management practices 

throughout the organization

3
 L

IN
E

Internal Audit

Provides assurance to the Group Governing body and senior management on the 

control systems, including the manner in which the 1st and 2nd lines operate.

A holistic approach creates synergies among the teams that can decrease the likelihood of 

The mission of the third line is to enhance and protect organizational value by taking into account 

risk and provide stakeholders with objective and independent assurance, advice and insight. As 

both the second line and the third line may report to the board/governing body; it is important 
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The table shows the possible responsibilities for each committee. Indeed,  some  organizations 

do not have a risk committee and the responsibilities assigned to each committee depend on 

the context of each company. 

1

RESPONSIBILITIES Risk Committee Audit Committee

1 Review risk management systems

a To recommend to the Board the framework and system to manage risks x

b

To discuss the enterprise's risk tolerance, risk appetite and strategy with 

management and CRO and give an opinion on acceptability of the proposed 

levels of risk to the Board

x

c

 To be informed by  management, including the CRO of any changes in conditions 

or circumstances or new opportunities that could impact the allocation of risk 

appetite to the different risk categories and provide advice to the Board 

x

d
To oversee the conduct of, and review the results of, enterprise wide risk 

assessment, like proposed strategic acquisitions or disposals 
x

Relevant to be 

able to challenge 

e
appetite, risk development and risk aggregation and provide advice to the Board 

x

f To help coordinate activities of the various standing committees for risk oversight x x

g
To initiate and monitor special investigations into areas of corporate risk 

x x

h To review the nature and level of insurance coverage x

i To engage management, including the CRO, in promoting a positive risk culture x

j

 To monitor the effectiveness of risk management functions throughout the 

undertaking and ensure that infrastructure, resources and systems are in place 

for risk management and are adequate to maintain a satisfactory level of risk 

management discipline

x x

k
 To monitor the independence of risk management functions throughout 

the organization
x x

2

a

To advice the Board about  the appointment and, when and if appropriate, 

replacement of the CRO and ensures that  the function gets  the necessary 

means to operate

x

b To assess the performance of the framework and procedures in place x

Relevant for 

monitoring of internal 

reporting

c
To organize regular communication with the CRO, who is also permanently 

invited at the risk committee meetings
x

3 External audit

a x

b
reporting process (including sustainability reports)  and their impact

x
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4 Relationship and coordination

a  

with risk governance (and risk management) information needs

x x

b
auditors, their impact and recommendations

x x

c

To identify areas where assurance is required, and to ensure that appropriate 

 x x

5
 

in the organization
x x

6

 

in order to determine whether it is functioning effectively by reference x x

7
 

a

After review with the management and the external auditors, the Committee 

 

that are intended for publication.

x

b
 

to the Board
x

8

a They review the adequacy and effectiveness of:

x x

• Internal control systems x x

• Legal and ethical compliance programs x

b

They will regularly meet with the management, the external auditors and the 

internal auditors and other assurance functions to discuss issues and concerns 

warranting committee attention, including but not limited to their assessment of 

the effectiveness of the internal controls and risks management systems and the 

process for improvement.

x x

c They receive the reports from the support functions x x

9

a
The Committee makes recommendations to the Board for the appointment 

and replacement of the external auditors.
x

b

services

x

10

a
The committee recommends to the Board the appointment or dismissal 

of the chief audit executive
x

b
They review the scope of the internal audit plan, including the work program 

and the quality control procedures and should also approve the internal charter.
x

c
They assess the performance, independence and objectivity of the internal 

audit function.
x
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2
A. Context

conditions for the approval of persons responsible for carrying out the statutory audit of 

accounting documents1. It was establishing requirements for adequate knowledge of matters 

state to another.

The proposal to revise entirely the 8th Company Law Directive was published in March 2004. 

“Reinforcing statutory audit in the EU"2.

The proposed Directive was also linked with other corporate governance initiatives covered in 

a wider Action Plan on modernising company law and enhancing corporate governance in the 

EU

All these initiatives are better understood within the context of two fraud scandals which shook 

debts were hidden through a massive fraudulent accounting scheme.

These European scandals happened only two years after the ENRON case where the US 

certain ethical principles to ensure the objectivity and independence of the auditing system, for 

1

2 
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of several innovations from a corporate governance perspective. Among them was the new 

requirement for listed companies to set up an audit committee with independent members to 

communicate directly with the external auditor.

The 8th Company Law Directive requires certain types of organizations to be equipped with 

an audit committee or a body with similar functions. The description of the audit committee 

and its tasks is broad in scope and details are left to member states and the relevant national 

auditors and operational managers, thus strengthening ethical issues and avoiding pressures 

EEC but is still known as the 8th Company Law Directive. It was adopted in May 2006 after 2 

national legislation; the whole process was completed by the end of 2010. 

of the Directive by the Member States. 10 scoreboards were published in order to follow the 

missed, 15 of 27 EU Member States still had not implemented the revised 8th Company Law 

Directive were Bulgaria, Denmark, Greece, Finland, Hungary, Lithuania, the Netherlands, 

More interesting is the fact that when transposition was only partial, the article 41 of the Directive, 

not implement this particular article.

Audit Committee article was now generally transposed. Finally by September 2010, the whole 

process was completed with the late transposition of Spain and Ireland.

Only one infringement procedure was started by the European Commission and this was 

against Cyprus in April 2011 for partially implementing the 8th Company Law Directive and 

especially failing to set up a public body responsible for the public oversight of statutory audits 

Republic of Cyprus was convincing and no further litigation was brought before the European 
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FERMA

The Federation of European Risk Management Associations (FERMA) brings together 22 

members representing a wide range of business sectors from major industrial and commercial 

These members play a crucial role for their organizations with respect to the management and 

treatment of complex risks and insurance issues.

its 40th Anniversary this year.

Member associations are from the following countries: Belgium (BELRIM), Czech Republic 

(ASPAR CZ), Denmark (DARIM), Finland (FinnRima), France (AMRAE), Germany (DVS/BfV), 

Italy (ANRA), Luxembourg (ALRiM), Malta (MARM), Netherlands (NARIM), Norway (NORIMA), 

(AGERS and IGREA), Sweden (SWERMA), Switzerland (SIRM), Turkey (ERMA) and United 

www.FERMA.eu

ECIIA

The European Confederation of Institutes of Internal Auditing (ECIIA) is the professional 

Europe and the Mediterranean basin.

The mission of ECIIA is to be the consolidated voice for the profession of internal auditing in 

Europe by dealing with the European Union, its Parliament and Commission and any other 

and good Corporate Governance in Europe.

The primary objective is to further the development of corporate governance and internal audit 

through knowledge sharing, key relationships and regulatory environment oversight.

www.eciia.eu

Thijs Smit

member and CAE at Gjensidige Forsikring ASA • 

Ireland • Polona Pergar Guzaj Christian 

Van Nedervelde Kim 

Stormly Hansen Rachel Bowden
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Risk Management and Insurance at DLA Piper • 
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