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B a c k g r o u n d 

U n d e r s e c t i o n 2 2 ( j ) ( 5 ) o f t h e F e d e r a l R e s e r v e B o a r d ' s a d v a n c e d a p p r o a c h e s r i s k - b a s e d 

c a p i t a l r u l e ( r u l e ) , (Footnote 1 

- 12 C F R part 208, appendix F (state m e m b e r banks) , and 12 C F R part 225, appendix G (bank hold ing companies) . End of Footnote 1.) 

a b a n k o r a b a n k h o l d i n g c o m p a n y ( r e f e r r e d t o h e r e a f t e r a s a " b a n k i n g 

o r g a n i z a t i o n " ) " m u s t h a v e a n i n t e r n a l a u d i t f u n c t i o n i n d e p e n d e n t o f b u s i n e s s - l i n e m a n a g e m e n t 

t h a t a t l e a s t a n n u a l l y a s s e s s e s t h e e f f e c t i v e n e s s o f t h e c o n t r o l s s u p p o r t i n g t h e [ b a n k ] ' s a d v a n c e d 

s y s t e m s a n d r e p o r t s i t s f i n d i n g s t o t h e [ b a n k ] ' s b o a r d o f d i r e c t o r s ( o r a c o m m i t t e e t h e r e o f ) . " 

T h e " S u p p l e m e n t a l P o l i c y S t a t e m e n t o n t h e I n t e r n a l A u d i t F u n c t i o n a n d I t s 

O u t s o u r c i n g , " i s s u e d i n J a n u a r y 2 0 1 3 , a d d r e s s e s t h e c h a r a c t e r i s t i c s , g o v e r n a n c e , a n d o p e r a t i o n a l 

e f f e c t i v e n e s s o f a b a n k i n g o r g a n i z a t i o n ' s i n t e r n a l a u d i t f u n c t i o n . (Footnote 2 

- See SR letter 13-1/CA letter 13-1, "Supplementa l Pol icy Statement on the Internal Audi t Funct ion and Its 
Outsourc ing ." (ht tp : / /www.federal reserve.gov/bankinforeg/sr le t ters /sr1301.htm). End of Footnote 2.) 

B u i l d i n g o n t h e p o l i c y 

s t a t e m e n t , t h e g u i d a n c e b e l o w d i s c u s s e s t h e r o l e o f t h e i n d e p e n d e n t a u d i t f u n c t i o n i n a s s e s s i n g 

t h e e f f e c t i v e n e s s o f i n t e r n a l c o n t r o l s s u p p o r t i n g a b a n k i n g o r g a n i z a t i o n ' s a d v a n c e d s y s t e m s . 

G e n e r a l I m p l e m e n t a t i o n G u i d a n c e 

I n o r d e r t o a s s e s s t h e e f f e c t i v e n e s s o f c o n t r o l s s u p p o r t i n g a b a n k i n g o r g a n i z a t i o n ' s 

a d v a n c e d s y s t e m s , t h e b a n k i n g o r g a n i z a t i o n ' s i n t e r n a l a u d i t f u n c t i o n s h o u l d h a v e a w o r k i n g 

k n o w l e d g e o f a l l r u l e r e q u i r e m e n t s a n d a n i n - d e p t h k n o w l e d g e o f t h e b a n k i n g o r g a n i z a t i o n ' s 

a d v a n c e d s y s t e m s u s e d t o a c h i e v e c o m p l i a n c e . S p e c i f i c a l l y , i n t e r n a l a u d i t s h o u l d h a v e a 

c o m p r e h e n s i v e u n d e r s t a n d i n g o f t h e c o n t r o l e n v i r o n m e n t s u p p o r t i n g t h e a d v a n c e d a p p r o a c h e s 

f r a m e w o r k , i n c l u d i n g a s s o c i a t e d p o l i c i e s a n d p r o c e d u r e s t h a t d o c u m e n t h o w t h e b a n k i n g 

o r g a n i z a t i o n a c h i e v e s i n i t i a l a n d o n g o i n g c o m p l i a n c e w i t h t h e q u a l i f i c a t i o n r e q u i r e m e n t s o f t h e 

r u l e . 

http://www.federalreserve.gov/bankinforeg/srletters/sr1301.htm
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Internal audit should have a documented plan describing its strategy to develop and 
deliver an assessment of the controls supporting the banking organization's advanced systems. 
Such a strategy should include a process to determine whether sufficient work was completed to 
make the assessment, consolidate audit results, identify the test work of other parties (if any), and 
arrive at a conclusion on the effectiveness of the controls. Internal audit should have effective 
processes in place to track, monitor, and follow-up on any open or resolved audit issues. 

To achieve a comprehensive understanding of the controls supporting the banking 
organization's advanced systems, internal audit may choose to adopt a risk-focused audit 
approach. A risk-focused approach does not require all controls in every advanced system to be 
tested annually; however, each advanced system should be audited annually. Regardless of 
approach, the audit plan should ensure that the internal audit function's annual assessment of 
controls is based on appropriate data and the review conclusions are well founded. Internal audit 
should ensure that the depth and comprehensiveness of its evaluation fully supports the 
assessment of the controls supporting the banking organization's advanced systems. 

Consistent with section 22(j)(5) of the rule, internal audit must document and report 
findings to the board of directors or designated committee thereof. Internal audit should deliver 
an assessment with respect to the effectiveness of controls supporting each of the banking 
organization's advanced systems and all advanced systems collectively. Such a statement should 
include an explicit conclusion regarding the effectiveness of controls supporting each of the 
advanced systems and the entirety of the advanced approaches framework. This assessment 
should be adequately supported by evidence from the relevant audit(s). The report should 
incorporate a discussion around the scope of internal audit's reviews such that the board of 
directors has a clear understanding of the controls that have been assessed and those that require 
additional evaluation. Internal audit's report to the board of directors should be sufficiently 
specific and informative so that the board may take appropriate actions to help ensure the 
effectiveness of controls and compliance of the banking organization's advanced systems with 
the rule. 

Internal audit must comply with section 22(j)(5) of the rule during a banking 
organization's parallel run and as part of the process to ensure ongoing compliance with the 
rule's qualification requirements. Internal audit should have proper incentives, stature within the 
organization, skills, and adequate training in the rule's requirements to assess the controls of the 
advanced systems. Internal audit also should have a process to promptly report identified issues 
and escalate critical issues for senior management and board attention, as appropriate. 


