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objective assurance regarding the effect- 
iveness of an organisation’s governance-, 
risk management- and accompanying 
control processes, including professio-
nal advice on potential process improve-
ments.

Specifically, ECIIA proposes that futu-
re EC guidance companies listed on EU 
exchanges should recognise that best  
practice is to establish and maintain 
adequately and competently staffed  
Internal Audit, which act in accordance 
with the International Standards and 
Code of Ethics for the professional prac-
tice of internal auditing, set by the glo-
bal Institute of Internal Auditors(2). 

If such Internal Audit is not present, ECIIA 
proposes that the companies’ corporate 
governance statements should disclose 
why it is not in place and explain how 
objective assurance on governance, risk 
management and control processes was 
obtained in its absence.

As a safeguard against potential impair-
ment of Internal Audit’s independence 
and objectivity, ECIIA is particularly con-
cerned that International Standards rela-
ting to Internal Audit reporting lines be 
implemented. These require that Inter-
nal Audit reports to a sufficiently high  
level in the organisation to be able to 
perform its duties and that it should have 
an active and effective reporting line to 
the board – or relevant board sub-com-
mittee – and that the board 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 au-
dit executive, as well as his/her perfor- 
mance evaluations and compensation 
changes;

•	overseeing the overall quality of the  
assurance and consulting services pro-
vided by internal audit.

As a conclusion, ECIIA strongly believes 
that effective corporate governance and 
risk management processes are depen-
dent on the synergy generated among 
the four principal components of such 
processes –i.e. board(1), senior manage- 
ment, external and internal auditors. 
While the related role and respons- 
ibilities of the first three contributors 
are adequately recognised in the 2006 
amendments to the Fourth, Seventh 
and Eighth Council Directives, ECIIA be- 
lieves that effective corporate gover- 
nance in the European Union would fur- 
ther benefit from an increased recog- 
nition in related future EC guidance re- 
garding the governance and risk assu- 
rance services provided by Internal  
Audit.

(1) i.e. the Board of Directors in a 1-tier, respectively the    
      Supervisory Board in a 2-tier board structure
(2) www.theiia.org/guidance
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Within an organisation, Internal Audit 
• provides senior management and the 
	 board(1) with objective assurance on  
	 the organisation’s governance, risk 
	 management and control processes, 
• 	advises on effective ways for impro- 
	 ving such processes, and 
•	 helps management to implement the-	
	 se improvements. 

In this way, Internal Audit contributes  
to the achievement of the organisa- 
tion’s strategic, operational, financial 
reporting and compliance objectives.  

Recent amendments to the Fourth,  
Seventh and Eighth Council Directives, to 
enhance corporate governance in the 
European Union:

• �Require companies listed on EU ex-
changes to publish an annual corporate 
governance statement containing in-
formation about corporate governance 
codes, about shareholder meetings 
and about administrative, manage-
ment and supervisory bodies, as well 
as a description of the main features 
of the company's internal controls and 
risk management systems in relation to 
the financial reporting process;

• ��Require public-interest  entities to es-
tablish an audit committee. Amongst 
other duties, the audit committee is 
responsible for monitoring the effec-
tiveness of the company's risk manage-
ment and internal control systems, as 
well as the financial reporting process; 

• �Confirmed that all members of the  
administrative, management and su-
pervisory bodies of the company have 
collectively the duty to ensure that 
publicly disclosed financial and key 
non-financial information (including 
the newly introduced corporate go-
vernance statement) comply with the 
requirements of the 8th Directive and, 
where applicable, accord with interna-
tional accounting standards.

To effectively assume these enlarged  
duties, the board – or relevant board sub-
committee – will seek assurance from 
senior management regarding the 
proper design and effective operation 
of the company’s governance and 
risk management processes. While this 
“first line” assurance is fundamental, 
ECIIA believes that – within organisa- 
tions – Internal Audit is uniquely posi-
tioned as a preferred supplier of objec- 
tive “second line” assurance regar-
ding the effectiveness of organisation- 
al governance and risk management 
processes to achieve the organisations’ 
strategic, operational and compliance 
objetives. Also, in coordination with the 
external auditors, Internal Audit can in- 
form the board about material con- 
trol weaknesses in the applied financ- 
ial reporting process and to help ma-
nagement improve this process to ensure 
the reliability of publicly disclosed finan-
cial information.

For the reasons mentioned above, ECIIA 
proposes that Internal Audit is being 
recognised in related future EC guidance 
and regulations as a primary source for 

Internal audit: a key contributor to 
effective corporate governance in 
the European Union


