LMI Circular 96/125

Supervision of credit institutions on a consolidated basis by the LMI

Audit questionnaire

1.
EXTERNAL AUDITORS’ NOTICE

The present questionnaire shall be read in conjunction with the content of the long form audit report of the entity. Responses to the questionnaire reflect our findings resulting from procedures of an audit nature which may vary according to individual circumstances and our professional judgment. Our procedures were designed to provide a reasonable but not absolute level of assurance that the information subject to our work is free of material misstatement.

2.
OBJECTIVES

This questionnaire is intended to establish whether the various conditions applicable to the supervision of credit institutions on a consolidated basis by the CSSF are applied in accordance with LMI Circular 96/125 (hereafter “the Circular”). The following entities do not fall within the scope of the Circular:

· branches of credit institutions,

· credit institutions which either do not or do not plan to hold a participation - direct or indirect - in another credit institution or other financial institution,

· credit institutions which are not members of groups headed by a financial holding company or a mixed-activity holding company and which do not.

3.
DEFINITIONS

The following definitions shall apply for the purposes of this questionnaire:

Ancillary banking service undertaking:

An undertaking the principal activity of which consists of owning or managing real estate, managing data-processing services, or any other similar activity which is ancillary to the principal activity of one or more credit institutions.

Credit institution:
All undertakings included in the list published in the Official Journal of the European Communities pursuant to Article 3 (7) of Directive 77/780/EEC:

· all private or public undertakings which are not established in the EU but which are registered in their countries of origin on the official list of banks or credit institutions, if such a list exists,

· other undertakings whose business it is to receive deposits or other repayable funds from the public and to grant credits for their own account.

Financial holding company:

A financial institution the subsidiary undertakings of which are either exclusively or mainly credit institutions or financial institutions, at least one of which is a credit institution.

Financial institution:

An undertaking, other than a credit institution, the principal activity of which is to acquire participations or to carry on one or more of the activities referred to in points 2 to 12 of the list forming an appendix to the law of April 5, 1993, as amended, on the financial sector (reproduced below).

Mixed-activity holding company:

a parent undertaking, other than a financial holding company or a credit institution, the subsidiaries of which include at least one credit institution.

Participation:

the ownership, direct or indirect, of 20% or more of the voting rights or of the capital of an undertaking.

Points 2 to 12 of the list forming an appendix to the law of April 5, 1993:

2.
Lending, including inter alia consumer credit, mortgage credit, factoring with or without recourse, financing of commercial transactions (including forfaiting).

3.
Financial leasing.

4.
Money transmission services.

5.
Issue and administration of means of payment (e.g. credit cards, travellers’ cheques and bankers’ drafts).

6.
Guarantees and commitments.

7.
Trading for own account or for account of customers in:

a)
money market instruments (cheques, bills, CDs, etc.);

b)
foreign exchange;

c)
financial futures and options;

d)
exchange and interest rate instruments;

e)
transferable securities.

8.
Participation in share issues and the provision of services related to such issues.

9.
Advice to undertakings on capital structure, industrial strategy and related questions and advice and services relating to mergers and the purchase of undertakings.

10.
Money broking.

11.
Portfolio management and advice.

12.
Safekeeping and administration of securities.

4.
ANALYSIS OF CONDITIONS

4.1
The form of supervision on a consolidated basis (page 6, point I).

This section of the questionnaire is intended to determine whether the CSSF is competent to exercise prudential supervision on a consolidated basis. For the sake of clarity, certain other, less frequently encountered cases dealt with in the Circular are not dealt with here.

	Page no

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	6.
	If the Luxembourg credit institution is the consolidating entity, does it number among its subsidiaries or participations at least one credit institution or financial institution? If so, the credit institution is subject to supervision on a consolidated basis by the CSSF.
Check the status of all subsidiaries or participations.
	
	
	
	


4.1.
The form of supervision on a consolidated basis (continued)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	7.


	Is the Luxembourg credit institution the subsidiary of a Luxembourg financial holding company which is not itself owned by another EU credit institution? If so, the Luxembourg credit institution is subject to consolidated supervision by the CSSF on the basis of the consolidated financial position of the financial holding company, even though the financial holding company may not itself be subject to the CSSF's supervision on a stand-alone basis.
Check the ownership of the holding company.

 
	
	
	
	

	7.-8., 9.


	If the Luxembourg credit institution is the subsidiary of a financial holding company which is itself owned by another EU credit institution, does the Luxembourg institution itself have subsidiaries or hold participations in at least one credit institution or other financial institution? If so, the CSSF shall exercise supervision on a consolidated basis from the Luxembourg credit institution downwards.
Check the ownership of the holding company and the status of all subsidiaries and participations of the credit institution.


	
	
	
	

	8.
	If the Luxembourg credit institution is a subsidiary of an EU financial holding company, is the Luxembourg credit institution the only EU banking subsidiary? If so, the CSSF shall exercise consolidated supervision on the basis of the consolidated financial position of the financial holding company.
Check the ownership of the holding company as well as the nationality and the status of all its subsidiaries.


	
	
	
	


4.2
Categories of companies concerned; the consolidation threshold (Page 10, point II. 2.1)
	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	9.-10.
	If the Luxembourg credit institution is a subsidiary of a non-EU financial holding company, is the Luxembourg credit institution the only EU banking subsidiary? If so, the CSSF shall exercise supervision on a consolidated basis from the Luxembourg credit institution downwards.
Check the ownership of the holding company as well as the nationality and the status of all its subsidiaries.


	
	
	
	

	12.

10.

11.

11.


	Does the credit institution:

either:

hold participating interests, ( 20% of the capital or voting rights, directly or indirectly, in:

or:

have significant influence over:

(i)
credit institutions?

(ii) financial institutions?

e.g:

a. holding companies

b. other financial sector professionals

c. management companies of ( 1 investment funds

d. SICAV

e. leasing companies (mainly active in “crédit-bail”)

(iii) ancillary banking service undertakings (cf. Definition)? (unless the only companies which the credit institution would be required to consolidate are ancillary banking service undertakings).


	
	
	
	


4.2
Categories of companies concerned; the consolidation threshold (continued)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	12.


	If the credit institution is placed under single control with one or more other Luxembourg credit institutions or financial institutions, do such institutions have administrative, management or supervisory bodies consisting, for their majority, of the same persons? 

Check the ownership (review minutes of the BOD, General meeting, decision-making committees,...)


	
	
	
	

	
	If the answer to any of the above questions is "yes", then the undertakings in question are required to be included in the consolidation for the purposes of prudential supervision, subject to the exclusions set out in Section 3.3 below.


	
	
	
	


4.3.
Exclusion from consolidation (page 13, point II. 2.2.)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	13.
	Would the inclusion in the consolidation of companies in which participations are held be:

either: 

of negligible importance only with respect to the objectives of monitoring credit institutions? 

or:

would even be inappropriate due to the nature of the activities of the undertakings?


	
	
	
	

	
	If the answer to either of the above questions is "yes", then the undertakings in question are not required to be consolidated for the purposes of prudential supervision, subject to the two following questions.


	
	
	
	


4.3.
Exclusion from consolidation (continued)
	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	13.
	Does the credit institution hold several participations which, taken separately, are of negligible importance, but where the total of the sum of the individual balance sheets exceeds the relevant criteria, that is:

either: 

10 million Ecus ?

or: 

1% of the total balance sheet of the parent undertaking or the undertaking which holds the participation?


	
	
	
	

	13.
	If the above limit is exceeded, are the participations, collectively, of non-negligible importance with respect to the objectives of monitoring credit institutions?


	
	
	
	

	
	If the answer to both of the two preceding questions is "yes", then the undertakings in question are required to be consolidated for the purposes of prudential supervision.


	
	
	
	

	14.
	If, in the course of the period under review, the underlying reasons for the exclusion have changed, has the credit institution informed the CSSF in order to determine whether or not the exclusion remains valid?

Review all CSSF correspondence.


	
	
	
	


4.4.
Consolidation methods (page 14, point II. 3.)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	14.
	Does the credit institution apply the full consolidation method:

both:

where the participation is equal to or greater than 50%?

and:

in the case of effective control or dominant influence?
	
	
	
	


4.4.
Consolidation methods (continued)
	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	15.
	Does the credit institution apply the proportional consolidation method:

both:

if a participation is held of between 20% and 50%?

and:

if a participation is held which is ( 50% but only if:

(i) it can be clearly established that the liability of the credit institution is limited to its share in the capital and

(ii)
the CSSF is satisfied as to the quality of the other shareholders or partners)

and:

if, in the opinion of the CSSF, the credit institution has significant influence over the undertaking to be consolidated but the 20% thereshold is not reached?

Ask copy of the CSSF letter.


	
	
	
	


4.5.
The scope of supervision on a consolidated basis (page 16, Point III) 

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	16.
	Are the requirements of CSSF 2000/10 fulfilled on a consolidated basis at all times as regards:

(i)
the supervision of solvency?

(ii)
the supervision of the adequacy of own funds to cover market risks?

(iii) the control of large exposures?

This should be covered by appropriate procedures which should be tested as part of the  audit.


	
	
	
	


4.5.
The scope of supervision on a consolidated basis (continued)
	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	16.


	For the purposes of the calculation of regulatory ratios, has the prior consent of the CSSF been obtained if the credit institution decides not to deduct its participating interests in other credit institutions and financial institutions included in the consolidation for the purposes of the calculation of non-consolidated own funds?

Ask copy of the CSSF authorisation.


	
	
	
	

	17.
	Are participations in credit institutions and financial institutions not covered by the previous question, as well as those in ancillary banking service undertakings, subtracted at their net book value (after deduction of value adjustments) for the purposes of the calculation of non-consolidated own funds?


	
	
	
	


4.6.
Int. control procedures related to supervision on consolidated basis (page 18, point III. 1.4)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	18.
	Has the credit institution taken measures to ensure that its subsidiaries implement sound administrative organisation and accounting procedures and adequate internal controls, particularly with the aim of guaranteeing the preparation and communication of information useful for the purposes of such supervision?

This should be covered by appropriate procedures which should be tested as part of the audit.


	
	
	
	


4.6.
Int. control procedures related to supervision on consolidated basis (continued)
	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	18.
	Has the credit institution implemented permanent monitoring procedures covering such companies, to be performed by one or more responsible parties in Luxembourg, and to include such companies within the scope of the audit programmes of their internal auditors, so that they are subject to a thorough and regular programme of internal audit procedures?

This should be covered by appropriate procedures which should be tested as part of the audit. See LMI Circular 98/143 questionnaire.


	
	
	
	

	18.
	If the credit institution finds itself temporarily unable to satisfy the requirements set out above, for example, immediately following the acquisition of a participation in an existing undertaking, has a temporary dispensation been requested from the CSSF?

Obtain copy of the letter sent to CSSF and its answer.


	
	
	
	

	18.
	In the case of companies in which a participation of between 20% and 50% is held, has the credit institution, which is not the parent company, done its utmost, in agreement with the other shareholders or partners, to ensure the implementation of an administrative organisation and accounting procedures and internal controls which are comparable to those implemented by the Luxembourg institution?

This should be covered by appropriate procedures which should be tested as part of the audit.


	
	
	
	

	19.
	If such measures have not proved sufficient, has the credit institution planned for the disposal of the participations in question, or at least their reduction to such a level as would not require their consolidation for supervisory purposes?

Discuss with top management and obtain documentationt.
	
	
	
	


4.7.
Rules concerning the procedures to be performed by the ext. auditor (page 19, point III. 1.5)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	19.


	Has an analytical audit report on the consolidated accounts in the same form as the analytical report on the non-consolidated accounts ("long form report") been prepared?

File copy of the analytical audit report. Ensure adequacy of such report with CSSF Circular 01/27.


	
	
	
	

	19.
	Does the consolidated analytical report include a specific assessment of the way in which the management of the group functions from the consolidating undertaking down, and also on the organisation of subsidiaries and companies linked by virtue of a participation and which are included in the consolidation?

Ensure existence of such assessment.


	
	
	
	

	19.
	If it is the parent company, has the institution ensured that an analytical report is established for all subsidiaries which are subject to full consolidation?

Obtain copy of all the analytical reports.


	
	
	
	


4.8.
Group management, central administrative organisation and accounting procedures


Page 20, Point III. 1.6.
	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	20.
	At the level of the Head Office of the consolidating Luxembourg credit institution has the central management and organisational infrastructure necessary to the functioning of the consolidating undertaking been implemented?

This should be covered by appropriate procedures which should be tested as part of the audit. See also specific section in CSSF Circular 01/27
	
	
	
	


4.8.
Group management, central administrative organisation and accounting procedures


(continued)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	21.
	Is the consolidating undertaking the group's decision-making centre?

Discuss with management the decision-making process. Review the composition of subsidiaries BoD and the way policies are set up at group level.


	
	
	
	

	21.
	Is the consolidating undertaking responsible for the definition of the commercial strategy of the group, as well as for monitoring its implementation?

Discuss with top management. Obtain copy of the minutes of the decisions-making committees.


	
	
	
	

	21.
	Is there an adequate infrastructure within the consolidating undertaking in terms of human resources, EDP systems, management information and internal audit?

Ensure that instructions have been sent to all local auditors of subsidiaries and that the audit clearance is received timely and complete.


	
	
	
	

	21.
	For each type of operation carried out within the group, is a manager present at the Head Office of the parent company who bears ultimate responsibility and who has co-ordinating powers covering such operations?

Ask a chart of powers. Obtain copy of the procedures and ensure that they are properly applied. Review all minutes.


	
	
	
	

	21.
	Has a common group strategy been defined in respect of each type of operation carried out within the group?

Obtain copy of the minutes of the decision-making committees.


	
	
	
	


4.8.
Group management, central administrative organisation and accounting procedures


(continued)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	21.
	Have measures been adopted for ensuring the implementation of group strategy in respect of such operations, following adoption of the policy by the appropriate authorities within the parent company?

Ask copy of all the minutes of the decision-making committees.


	
	
	
	

	21.
	Have decision-making committees been appointed at group level in respect of such operations?

Ask copy of all the minutes of the decision-making committees.


	
	
	
	

	21.
	Is a member of senior management responsible for the co-ordination of information flows with each of the undertakings in which a participation is held?

This should be covered by appropriate procedures which should be tested as part of the audit.


	
	
	
	

	21.
	Does the parent company fulfil its responsibility to centralise all information relating to the group and communicate such information to the supervisory authorities?

Ensure that adequate procedures exist and pass through all CSSF correspondence and other supervisory authorities


	
	
	
	

	21.
	Has the parent company taken measures to ensure the accuracy of the consolidated financial statements to be submitted to the CSSF and the adequacy of the reporting system?

This should be covered by appropriate procedures which should be tested as part of the audit. Review consolidation procedures


	
	
	
	


4.8.
Group management, central administrative organisation and accounting procedures


(continued)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	21.
	In respect of companies in which a participation is held of between 20% and 50%, has the consolidating undertaking, which is not the parent company, attempted, in agreement with the other shareholders or partners concerned, to integrate the activities of such companies within the commercial strategy of the group?

Ask copy of such decision.


	
	
	
	

	22.
	If such measures have not proved possible or sufficient, has the consolidating undertaking planned for the disposal of the participations in question, or at least their reduction to such a level as would not require their consolidation for supervisory purposes?

Discuss with top management. Obtain minutes of the decision-making committees.


	
	
	
	


4.9.
The prevention of money laundering activities (page 22, Point III. 1.7)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	22.
	Have measures been adopted to ensure that all undertakings falling within the scope of supervision on a consolidated basis by the CSSF observe the Luxembourg regulations concerning the prevention of laundering (without prejudice to the implementation of the specific requirements of the actual country of establishment)?

Ensure that instructions have been sent to all local auditors of branches and that the audit clearance is received timely and complete. See LMI Circular 94/112 questionnaire.


	
	
	
	


4.9.
The prevention of money laundering activities (continued)
	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	22.
	Has the consolidating undertaking done its utmost to ensure that such measures are effectively implemented within the companies concerned?

Ensure that instructions have been sent to all local auditors of branches and that the audit clearance is received timely and complete. See LMI Circular 94/112 questionnaire.


	
	
	
	

	22.
	In the course of the period under review, has the internal audit department fulfilled its responsibility to check, as part of its regular programme, that all the relevant legal requirements applicable in Luxembourg are observed?

Obtain copy of all the internal audit reports and copy of the internal audit programme for the current and the next year. See LMI Circular 98/143 questionnaire.


	
	
	
	


4.10.
The acquisition of participations by subsidiaries (page 23, Point III. 1.8)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	23.
	In the course of the period under review, has the prior consent of the CSSF been obtained for all acquisitions of participations by the subsidiary or sub-subsidiary of the parent?

Obtain copy of the CSSF consent.


	
	
	
	


4.11.
Consolidated information to be supplied by a group controlled by a credit institution


(page 32, Point V. 1)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	32.
	Have all necessary reports been prepared on a consolidated basis and submitted to the CSSF within the applicable time limits?

Obtain copy of all the reports to ensure completeness and accuracy.

Pass through CSSF correspondence for any delay complaints.


	
	
	
	

	32.
	For each undertaking which the CSSF has excluded from the consolidation, has the parent company supplied the CSSF annually with a copy of the annual report or accounts?

Ask the management, obtain copy of such reports or accounts and review the CSSF correspondence to ensure complete and timely mailing.


	
	
	
	


4.12.
Summary of companies included within the scope of supervision on a consolidated basis


(page 34, Point V. 3)

	Page number

LMI

96/125
	Applicable conditions
	Yes
	No
	N/A
	Ref.

	34.
	In the course of the period under review,

both:

prior to any new acquisition of participations

and:

in case of any changes in its existing participations,

has the credit institution communicated the following information to the CSSF in respect of each participation concerned:

· the exact type of company and its address?

· the amount and percentage of the participation and any other information relating to control of the company (effective influence, the existence of any agreements between other partners, etc.)?

· the company's balance sheet total (if it is intended to take advantage of the collective exclusion option described above)?

· a precise description of the activity of the company?

· The method of consolidation applied or to be applied (full consolidation, proportional consolidation, other method, exclusion from consolidation) and its justification on the basis of the legal requirements?

If applicable, review all CSSF correspondence to check existence and completeness of such communication.


	
	
	
	



2

