

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

 

The objective of this questionnaire is to establish whether the rules for the organisation and internal control of dealing activities in credit institutions are applied according to the LMI circular 93/101 (hereafter "the Circular")



The term “dealing activities” (“opérations de marché”) includes all transactions linked to currency exchange rates and interest rates that are entered into:



on the foreign exchange market

on the Eurocurrency market

on the money market

on the market in forward financial instruments



The circular is addressed to all Luxembourg credit institutions and to Luxembourg branches of banks whose Head Office is outside the EU and the European Economic Area.

�

3.	Analysis of procedures



3.1.	Introduction





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

1�

Has a set of rules governing the conclusion of dealing transactions and the relationship between bank dealers and intermediaries or counterparties been put in place in the form of a code of conduct ?



Check the existence of a code of conduct and the inclusion of the points mentioned above.

�

�

�

�

��

3.2.	Risks associated with dealing activities





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

4�

Are the bank's systems capable of managing and monitoring all the following risks:



- currency risk,

- liquidity risk,

- interest risk,

- maturity transformation risk,

- country risk,

- counterparty risk.



Check the existence of limits in the dealing room manual, check the application of the controls performed by the Risk Management of the Bank and check the correct calculation of the limits by the Bank’s system. Exceptions should be mentioned in the 9.2. section of the long form report.

�

�

�

�

��

�

Responsibilities of the Management of the bank





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

4�

Does the Management committee (“comité de direction”) acting jointly with those members of Management (“les directeurs _grees”) who have received authorization in accordance with the banking law, hereafter referred to as “the Management”, assume responsibility for policies in respect of dealing activities and for the quality of the bank’s organisational standards in this area?



Check the acceptance of the dealing room manual by the Management of the Bank.

�

�

�

�

��

4�

Has the Management set out in writing :



the objectives of the bank’s dealing activities, 

the nature of the transactions that it intends to undertake,

a set of rules in respect of organisation and internal control?



An adequate set of rules presupposes:



quantified internal limits,

segregation of duties,

a code of good conduct,

internal audit and control functions.



Check the existence of a dealing room manual and check that it includes the elements set out above.



For the segregation of duties,  check that the Front/Middle and Back-office operations are performed by different people.

�

�

�

�

��

4�

Has the Management determined the human and technical resources necessary to ensure the proper execution of the transactions undertaken ?



Answer to this question should proceed from the general audit work – exceptions should be included in the long form report.

�

�

�

�

���

3.3	Responsibilities of the Management of the bank (continued)





Page no

93/101.�

Procedures or system�

Yes�

No�

N/A�

Ref.��

5�

Has a member of the Management (4 eyes) been appointed as responsible for the implementation of the established policy?



Does he/she keep his colleagues regularly informed of the exercise of his responsibilities?



Check if a member of the Management is responsible for the dealing room activities.



Review minutes of the Management committee a check the application of the decisions relating to the dealing room activities.

�

�

�

�

��

5�

Has the bank informed the CSSF of the name of the appointed person ?



Any change is to be mentioned in the long form report to be prepared by the external auditor.



Check the CSSF correspondence for any change during the year. See section 3.1.3. of the long form report.

�

�

�

�



��

5�

Have the preparation and implementation of:



a procedures manual,

a code of good conduct,



been addressed by the Management, including rules governing dealers' activities, the organisation and functioning of the dealing room, staff in charge of administration, accounting, permanent control and reporting, together with rules in respect of internal audit.



Check the approval of the dealing room manual and the code of good conduct by the Management of the Bank.

�

�

�

�

��

�

3.3	Responsibilities of the Management of the bank (continued)





Page no

93/101.�

Procedures or system�

Yes�

No�

N/A�

Ref.��

5�

Has the member of Management in charge of dealing activities responsible for the preparation of this manual and of the code of conduct obtained Management approval prior to their coming into force?



Check the approval of the dealing room manual and the code of good conduct by the Management of the Bank.



Does the member of Management in charge of dealing activities monitor their correct application?



Discuss and  check controls performed by the Management according to the dealing room manual.

�

�

�

�

��

3.4.	Principles of organisation and their practical application



3.4.1. Determination of Management policy





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

6�

Have all new activities received explicit prior authorisation from the Management ?



Review minutes of the ALM or Treasury committee and check approval of new activities by the Management of the Bank.

Check the update of the dealing room manual, if any.

�

�

�

�

��

6�

Has the bank drawn up at the start of each financial year a budget for trading activities covering both revenues and overheads in accordance with the bank’s policies in respect of risks?



Review budget drawn up by the Bank for “trading” activities. Check the consistency of the budget versus the actual figures. 

Check the application of the controls relating to the follow-up of the “trading” budget.



Check that “trading” activities included in the budget are authorized activities in the dealing room manual.

�

�

�

�

���

3.4.1. Determination of Management policy (continued)





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

6�

Is a trial period established for any new type of transaction ?

In the course of this period, is only a limited number of transactions for relatively small amounts concluded and are they subject to very close observation?



Check the inclusion of a trial period and a limitation in the number and in the amount of transactions for new products in the dealing room manual.



Check the application, if any new product, of the trial period and of the limits.



Check that conclusions of the trial period are approved by the Management of the Bank.

�

�

�

�

��

3.4.2. Appointment of dealers and their powers





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

7�

Are the dealers appointed by Management ?



Obtain evidence of these appointments by the Management of the Bank.

�

�

�

�

��

7�

When a dealer is recruited, are the level of professional experience they have acquired in dealing activities and their good character verified ? (Management should request the appropriate information)



Obtain this information from the Management of the Bank and check if dealers have such previous experience in dealing activities (Curriculum vitae) or review recruitment procedures and ensure the institution is requiring references from previous employers and existence of any criminal records (extraits de casier judiciaire).

�

�

�

�

��

�

3.4.2. Appointment of dealers and their powers (continued)





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

7�

Have specific powers and limits been set by Management and conferred to the dealers and are these strictly limited to the conclusion of market deals?



Check the existence of such limits and controls performed by the Bank.

�

�

�

�

��

3.4.3. Quantified internal limits





Page no

93/101.�

Procedures or system�

Yes�

No�

N/A�

Ref.��

7�

Is a coherent and clear system of limits determined by Management ?



Are the activities of all foreign subsidiaries and branches integrated into the overall limit structure ?



Check that the limits are quantified and included in the dealing room manual. Check the approval of these limits by the Management.



Check that all foreign subsidiaries and branches are included in the limits quantified and approved by the Management.

�

�

�

�

��

7�

Has Management set limits for volumes of activity and categories of risk?



Review the dealing room manual and check the inclusion of such limits in the manual.

�

�

�

�

��

7�

Have limits been set in respect of :

-	overall volume of transactions,

-	each counterparty (bank and non-bank counterparties),

-	each type of financial instrument,

-	each currency and each country?



and on a internal organisational level, for each dealer?



Review the dealing room manual and check the inclusion of such limits in the manual. 

�

�

�

�

���3.4.3. Quantified internal limits (continued)





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

8�

Do the limits distinguish between:

-	positions of the day (daylight),

-	positions from one day to the next (overnight) 



Review the dealing room manual and to check the inclusion of such limits.

�

�

�

�

��

8�

Are hedging and trading transactions clearly defined and is the criteria that they must fulfil explicitly determined ?



Review the criteria defined to distinguish hedging and trading transactions in the dealing room manual.

�

�

�

�

��

8�

Have the limits been set out in writing according to:

the maximum acceptable loss for the bank (stop loss limit),

the scale of the institution's financial resources, 

the anticipated volatility of the market value of the instruments concerned.



Ensure that the criteria defined for the above limits have been included in the dealing room manual.

�

�

�

�

��

8�

Does the procedures manual define the limits and are these limits understood by people concerned by the dealing activities?



Review the dealing room manual and to check inclusion of the above mentioned limits. Discuss with the staff the correct understanding of the limits.

�

�

�

�

��

9�

Has prior authorisation from Management been requested if a set limit is to be exceeded ?



Review the exception reports and check for evidence for approval from the Management.

�

�

�

�

��

9�

If a limit is exceeded without prior authorisation, does Management immediately take the appropriate measures in view of this failure to observe its instructions ?



Enquire and search for cases of unauthorised breach of limits and review how management has dealt in such cases.

�

�

�

�

���

3.4.4. Segregation of duties





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

9�

Are the following functions segregated:



-	operational function,

-	administrative function,

-	accounting function,

-	control function ?



Answer to this question should proceed from the general audit work – exceptions should be included in the long form report.

�

�

�

�

��

9�

Is the rule of segregation of duties observed ? i.e. the functions should not be carried out by the same people and these people should not be managed by the same hierarchical superior.



Review the organisational chart of the Bank and check the correct segregation of duties. Consider the back-up procedures for holidays of key staff.

�

�

�

�

��

10�

If, because of the limited size of the institution, functions must be grouped, is it done in such a way that the fundamental principal of segregation of duties may not be called into question ? The most acceptable functions to be merged are the administrative and accounting functions.



Answer to this question should proceed from the general audit work – exceptions should be included in the long form report.

�

�

�

�

���

3.4.5. Procedures manual





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

10�

Does the procedure manual include at least the following information :�

�

�

�

��

�

a definition of functions and responsibilities,

the hierarchical and functional links between :

-	dealers,

-	back-office,

other services,

Management,

a list and definition of internal limits,

dealers’ administrative duties,

the administrative processing of transactions,

funds transfer procedures,

accounting for transactions and their valuation,

transmission, receipt and monitoring of confirmations,

control of intermediaries and correspondents and commissions paid to them,

control of currency and interest rate positions,

Management of contracts,

periodic justification of accounts and outstanding balances,

production of statistics and statements of account.



Review the completeness of the procedure manual for the different points below-mentioned and check that the manual is available to all concerned people.



Check the application of the procedure manual which should proceed from the general audit work – exceptions should be included in the long form report.

�

�

�

�

���

3.4.6. Rules governing the conclusion of transactions





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

10�

Has each institution imposed permanent internal rules related to :



dealing activities,

organisation and functioning of the dealing room,

relationship with intermediaries and counterparties ?



Ensure the existence and the update of internal rules and ensure that these rules have been communicated to the dealers.

�

�

�

�

��

10�

Is a strict code of conduct, which may be based on the "code of conduct" issued by the International Dealers Association, applied for the relationship with intermediaries and counterparties ?



Review the code of good conduct and check the inclusion of the relationship with intermediaries and counterparties.



Ensure that section left blank in the IDA code of conduct have been completed



Enquire of the control procedures management has implemented in order to monitor compliance to the approved code of conduct.

�

�

�

�

��

�

3.4.6.1. Rules governing dealers' activities





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

11

12�

Are the transactions of dealers for their own account or for the account of their family or the account of other members of the institution's staff, when authorised, reviewed in detail by the internal audit function and are these transactions reported to Management?



However, if such persons are customers of the institution, are procedures in respect of organisation and internal control of dealing activities generally applicable to transactions concluded with non-professional customers observed?



Are these transactions reviewed in detail by the internal control function and reported to Management ?



Check the existence of such controls and review reports produced by the internal auditor and delivered to the Management.

�

�

�

�

��

12�

Are the transactions concluded subject to conditions (price, rate) that are representative of prevailing market prices? (exceptions may be tolerated for certain customers who have specific and valid economic reasons).



Review the existence of detective controls in the IT system to detect transactions not carried out at market rate and the treatment of existing exception lists or select a sample and test the price conditions to the market conditions.

�

�

�

�

��

12�

Is it forbidden to conclude transactions or offloading positions with counterparties with whom an informal agreement exists that the operations concerned will be reversed at historic rates ?



Review the procedures and the controls implemented to monitor this kind of transactions.

�

�

�

�

���

3.4.6.1. Rules governing dealers' activities (continued)





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

13�

Are there exceptional circumstances and a special authorisation by the member of Management in charge of the dealing room, which allow transactions with retroactive effect?



Is every such transaction included in a periodic report to Management?



Are those transactions only for the purpose of regulation?



If a transaction falls outside the conditions set by Management, is Management notified immediately ?



Obtain the procedures which refers to these transactions.



Review and test the controls implemented by the institution (transaction tests, exception reports,…).



Check if these transactions have been timely transmitted to the Management.

�

�

�

�

��

13�

Are there exceptional circumstances which make "in-and-out" deals possible?



Is there a detailed policy agreed upon and set out in writing by Management?



Is every transaction included in a periodic report to Management?



If a transaction falls outside the conditions set by Management, is Management notified immediately?



Obtain the procedures which refers to these transactions.



Check any report issued by the Management and review any reports relating to these exceptional operations.

�

�

�

�

��

�

3.4.6.2. Rules governing the organisation and functioning of the dealing room





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

13�

Do only persons authorised by Management conclude dealing transactions ?



Review the list of authorised persons and compared it to the list of persons dealing transactions.

�

�

�

�

��

13�

Are the conditions governing the delegation of decision-making powers and powers of signature clearly established ?



Check the existence of delegations of decision-making powers.

�

�

�

�

��

14�

Are the principles governing the remuneration of dealers determined by Management ?



Is only a portion of dealers remuneration variable but only to the limited extent that it may take into account, for example the financial evolution and profitability of the institution ?



Review the compensation of dealers and ensure these principles are effectively applied.

�

�

�

�

��

14�

Is the function of dealer kept separate from the institutions other positions?



If, because of the limited size of the institution, dealers are nonetheless required to assume other functions, are the multiple tasks to be fulfilled organised without prejudice to the principle of segregation of duties?



A dealer may not, therefore, assume administrative, accounting or control functions in respect of dealing activities.



Check the application of the procedure manual which should proceed from the general audit work – exceptions should be included in the long form report.

�

�

�

�

��

�

3.4.6.2. Rules governing the organisation and functioning of the dealing room (continued)





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

14�

Are the transactions concluded within a defined timeframe and only on the bank's premises?



Are departures from these principles subject to the formal approval of Management and to the existence of procedures in respect of organisation and internal control in this matter ?



Check the application of the procedure manual which should proceed from the general audit work – exceptions should be included in the long form report.

�

�

�

�

��

14�

Have appropriate measures been taken to control physical access to the dealing room ?



Ensure that the physical access is controlled.

�

�

�

�

��

15�

Is each transaction recorded on a prenumbered and time - stamped document or recorded under a computer file reference?



Are these documents kept accessible for a sufficient length of time for control purposes and in physically separate location?



Review procedures for transactions recording as described above and for archiving.

�

�

�

�

��

15�

Are telephone conversations recorded on magnetic tapes ?



Check that telephone conversations are recorded on a tape.

�

�

�

�

��

15�

Does the dealing room keep an up-to-date record of risk positions taken ?



During the test on transactions, check the update of the different risk positions.

�

�

�

�

��

�

3.4.6.2. Rules governing the organisation and functioning of the dealing room (continued)





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

15�

The analysis of the risk of counterparty default is not the responsibility of the dealing room. Does the dealing room transmit all details obtained on the market concerning the financial situation of the institution's intermediaries and correspondents to the analysts concerned ?



Review controls performed by the Bank on the counterparty limits. Check who reviews-authorizes these limits review if there is any input from dealers in this process.

�

�

�

�

��

15�

Is each transaction that is entered into encoded according to the rules applicable for their recording in the accounting records and their valuation ?



Answer to this question should proceed from the general audit work – exceptions should be included in the long form report.

�

�

�

�

��

15�

Does the dealer specify the purpose of each transaction, particularly in the case of forward transactions in financial instruments (opening or closing out a position, trading or hedging) ?



During the test on transactions, check that the purpose is clearly documented.

�

�

�

�

��

15�

Are prevention and control procedures put in place in order to detect erroneous classification of transactions by dealers ?



Review procedures and discuss controls concerning proper allocation of trades.

�

�

�

�

��

15�

Are there special procedures to deal with modified or cancelled transactions ?



Review the procedures and review any exception reports.

�

�

�

�

��

�

3.4.6.3. Rules governing transactions concluded with non-professional customers





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

16�

Are the transactions made for the account of customers concluded separately from those realised by the institution for its own account ?



Review the procedures of the Bank that customers transactions are concluded by a separate desk of the dealing room.



Ensure that the accounting allows a distinction of the counterparty (proprietary or client).

�

�

�

�

��

16�

Can a customer of the bank not enter into transactions for his own account from within the bank's dealing room ?



Discuss with the Management if any client can deal directly in the dealing room of the Bank. Review the procedures.

�

�

�

�

��

3.4.6.4. Rules governing relationships with intermediaries and counterparties





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

16�

Are these relationships governed by the code of conduct prepared by the institution ?



Review the code of good conduct.

�

�

�

�

��

16�

Does the Management chose the intermediaries and counterparties?



Review the approval process of the intermediaries and counterparties list.

�

�

�

�

��

16�

Has the Management ensured that the activities of brokers and intermediaries with whom the bank deals are subject to annual audit by an external auditor who applies internationally accepted auditing standards ?



Review the financial statements or information received by the Management on the brokers and intermediaries and check the above point.

�

�

�

�

��

�

3.4.6.4. Rules governing relationships with intermediaries and counterparties (continued)





Page no

93/101�

Procedures or system�

Yes�

No�

N/A�

Ref.��

16�

Does the code of conduct ensure the necessary degree of independence between the dealers and intermediaries and counterparties ?



Review the code of conduct.

�

�

�

�

��

16�

Are the institution’s dealers forbidden to give and and/or receive commission to/from counterparties ?



Review the code of conduct.

�

�

�

�

��

16�

Has Management set out in writing precise limits in respect of direct or indirect benefits that dealers shall have the right to accept from counterparties ?



Review the code of  conduct: note that IDA model code does not specify such limits.

�

�

�

�

��

17�

Does the institution take the necessary measures when it realises that one of its dealers is acting contrary to the rules about relationships with intermediaries and contrary to the code of conduct ?



Discuss this point with the Management/HR and check measures taken if necessary.

�

�

�

�

��

17�

Has the CSSF been informed immediately if a fraud has taken place in the dealing room ?



Do dealers inform Management without delay if an intermediary or counterparty attempts to act contrary to such rules of conduct.



Review the CSSF correspondence and the above point with the Management. Check if this point is included in the procedures.

�

�

�

�

���

3.4.7. Administrative processing of transactions





Page no

93/101�

Procedure or system�

Yes�

No�

N/A�

Ref.��

17�

Does administrative processing allow the production without delay of the following information :�



�

�

�

��

�

written confirmations, which are to be forwarded to counterparties,

payment order to correspondents,

risk position statements, prepared to facilitate Management control,

accounting documents?�

�

�

�

��

�

Review the procedures and check that the  below mentioned information has been included in the procedures.

�

�

�

�

��

18�

Does each transaction generate a reciprocal confirmation (reconciled by back-office) ?



Review the back/middle office procedures.

�

�

�

�

��

18�

Is Management informed about problems with counterparty confirmations that are not satisfactorily resolved ?



Review the reconciliation procedures and reporting for open items to the Management.

�

�

�

�

��

18�

Does the "back-office" reconcile the risk positions as they appear in the administrative and/or accounting statements with the risk positions established and maintained by the dealing room ?



Are differences that may not be immediately explained communicated to Management ?



Review the risk management procedures for the above point.

�







�

�

�

��

18�

Have appropriate measures been taken to ensure that the transactions are only confirmed, accounted for and executed after they have been formally validated by the back-office ?



Review the accounting process of the Financial Institution.

�

�

�

�

���

3.4.7. Administrative processing of transactions (continued)





Page no

93/101�

Procedure or system�

Yes�

No�

N/A�

Ref.��

19�

Have rules been established for the authorisation of transfers, the use of telegraphic keys and access to the telex or SWIFT network?



Is there a post hoc control in place to ensure the correct execution of payment orders by correspondents?



Do the limits that the bank fixes in order to manage counterparty risk also take into account settlement risk and time zone risk?



Is the back-office in charge of funds transfers and is it exercising controls over maturity ladders?



Review the procedures and check the different above mentioned points.

�

�

�

�

��

19�

Is the "back-office" responsible for checking initial and margin deposits made by the institution with clearing houses or by customers with the credit institution ?



Review the monitoring procedures of the margin and initial deposits.



Ensure back-office is responsible for this activity.

�

�

�

�

��

19�

Is the back-office responsible for checking brokers' invoices? In this respect, does it :

systematically reconcile brokers' statements with the transactions concluded in the course of the period under review,

compare the brokers' rates with agreed tariffs ?



Review procedures relating to the above mentioned point.

�

�

�

�

��

19�

Is the payment of commission due to brokers made by the back-office after the responsible member of Management has signed and approved the invoices ?



Review the authorization procedures of the Financial Institution and check the respect of the above point by selecting invoices.

�

�

�

�

���

3.4.7. Administrative processing of transactions (continued)





Page no

93/101�

Procedure or system�

Yes�

No�

N/A�

Ref.��

20�

Are all the transactions initiated in the course of a single working day processed by the back-office on the same  day?



Are there specific procedures to cover the eventuality of a transaction concluded under exceptional circumstances when the back-office is no longer at work?



Review the procedures of the Financial Institution. Check the existence of a report including all open items. Exceptional circumstances should be included in the procedures of the Financial Institution.

�

�

�

�

��

20�

Do procedures ensure that the information supplied to Management at the end of the day includes all the transactions concluded that day ?



Review the existence of such report and check if it’s signed by the Management of the Financial Institution.

�

�

�

�

��

3.4.8. Accounting treatment of transactions





Page no

93/101�

Procedure or system�

Yes�

No�

N/A�

Ref.��

20�

Is each transaction recorded individually, without delay and on a daily basis ?



Review the procedures of the Financial Institution. Refer to test on transactions and check the recording in the accounts.

�

�

�

�

��

20�

Has a set of accounting procedures been established in writing?



Do these accounting procedures distinguish between :



transactions entered into over-the-counter

and those concluded on an organised market,

speculative transactions and hedging transactions,

transactions entered into for the bank's own account and those concluded for the account of customers ?

�

�

�

�

��

�

3.4.8. Accounting treatment of transactions (continued)





Page

No.�

Procedure or system�

Yes�

No�

N/A�

Ref.��

20�

Do the accounting procedures at all times allow the reconciliation of nostro accounts with position accounts and memorandum accounts?



Are all disagreements communicated immediately to Management?



Review the procedures of the Financial Institution relating to the accounting of transactions. Ensure consistency between accounting reconciliation and reporting procedures.



Check if this information has been transmitted to the Management of the Financial Institution.

�

�

�

�

��

20�

Are foreign branches integrated, on a daily basis, in an overall accounting position ?



Review consolidation of positions for the group and check if branches are included in the overall position of the Financial Institution.

�

�

�

�

��

3.4.9. Internal control
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21�

Is internal control of activities carried out at three different levels :



the permanent critical controls exercised by the members of staff responsible for administrative processing of transactions,

control by the member of Management, responsible for the dealing room,

control by the internal audit department ?



Review the procedures of the Financial Institution. 

Answer to this question should proceed from the general audit.
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3.4.9.1. Permanent critical controls 
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Are these controls exercised outside the operational function by the staff in charge of the administrative processing of transactions? Do these controls verify in particular :



the accuracy and completeness of the information transmitted by the dealers to the back office,

the conventional characteristics of the transactions concluded, in particular, their price, size, profits generated and losses incurred, the amount of brokerage fees and commission paid to brokers and intermediaries,

the observance of prescribed internal limits,

the volume of trading transactions compared to hedging transactions ?



Answer to this question should proceed from the audit work.
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3.4.9.2. Controls performed by a member of Management
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Does a member of Management personally control the activities of the dealing room on a regular basis and on the basis of information supplied by the operational and administrative functions ?



Identify the member of the Management responsible for controls and identify controls performed by him.

�

�

�

�

��

22�

The following matters require particular attention:

risks associated with dealing room activities,

the observance of limits and instructions,

the characteristics of transactions, in particular :

price,

individual profitability,

relative volume of activities by counterparties/brokers,

amount of commission paid.



Review if the procedures include the above mentioned points and that the reporting to the Management/ALM committee includes these information.
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3.4.9.2. Controls performed by a member of Management (continued)





Page no

93/101�

Procedure or system�

Yes�

No�

N/A�

File��

22�

Does a member of Management check whether the invoices paid to brokers and intermediaries are subject to circularisation procedures performed by the external auditor?



Does the member of Management in question ensure that, as a matter of course, the bank transmits to the auditor a summary of all the invoices paid in the course of the financial year under review in respect of each broker and intermediary with which it has dealings?



This control should be included in auditor tests.



Review controls performed by the Financial Institution.
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Does a member of Management make a regular report to his colleagues including:



-	details of dealing volumes,

-	observance of prescribed limits,

-	evolution of the profitability of operations,

-	performance of the various dealers ?



Check the existence of such report and if transmitted to the Management of the Financial Institution.
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3.4.9.3. Controls performed by the internal audit department
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23

�

Does the internal audit department control and evaluate the proper functioning of operations and the observance of prescribed rules and procedures ?



In particular, are the following checks carried out during regular audit inspections :

verification of the proper functioning of hierarchical controls and permanent critical controls incorporated in the system of internal control, (refer to 9.1)

verification of proper processing of transactions and that they are accounted for correctly,

confirmation that instructions and procedures and the code of conduct are adequate for the purposes of prudent Management,

control of procedure for the confirmation of transactions,

confirmation request to the internal audit department of the bank's correspondents ?



Review internal audit report/plan performed on the dealing room. Check that the below mentioned points are included in tests performed by internal audit.



Review the annual internal audit plan and ensure that dealing activities and particularly these issues are covered at least on an annual basis
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Is a written report prepared following every inspection and is a copy of this report transmitted to the Management ?



Review the completeness of reporting done by internal audit.
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3.5.	Tests to be carried out by the external auditor
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23-24�

Does the long form report, to be prepared by the auditor in accordance with CSSF Circular 93/101, contain a review of the extent to which rules governing the organisation and internal control of dealing activities have been observed?



Does the auditor circularise brokers and intermediaries? (refer to 3.4.9.2 above).



Ensure that this circularisation is performed.
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LMI Circular 93/101

Organisation and internal control of dealing activities

Audit questionnaire
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