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The Three Lines of Defense

In the Three Lines of Defense model, management control is the first line of
defense in risk management, the various risk control and compliance over-
sight functions established by management are the second line of defense,
and independent assurance is the third. Each of these three “lines” plays a
distinct role within the organization's wider governance framework.

The Three Lines of Defense Model

Govemning Body / Board / Audit Committee

_—

lity

Adapted from ECIA/FERMA Guidance on the 8th EU Company Law Directive, article 41

Although neither governing bodies nor senior management are considered to
be among the three “lines” in this model, no discussion of risk management
systems could be complete without first considering the essential roles of
both governing bodies (i.e., boards of directors or equivalent bodies) and
senior management. Governing bodies and senior management are the
primary stakeholders served by the “lines,” and they are the parties best
positioned to help ensure that the Three Lines of Defense model is reflected
in the organization's risk management and control processes.

The first line of defense is operational
management who owns the risks and
controls to mitigate those risks.

The second line of defense is the risk
management and compliance functions
which establish and monitor controls.

The third line of defense is internal audit
who independently and objectively
provides assurance on the effectiveness
of governance, risk management and
internal control including the manner in
which the first and second lines of
defense achieve their risk management
and control objectives.
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The first line of defense is operational management who owns
the risks and controls to mitigate those risks.
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Third Line of Defense: Internal Audi
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Types of Auditors
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Definition of Internal Auditing

“Internal auditing is an independent, objective assurance and consulting
activity designed to add value and improve an organization's operations.

It helps an organization accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and improve the effectiveness of risk

management, control, and governance processes.”

— The Institute of Internal Auditors (I1A)
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