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Session objectives
− Articulate updates made to the IIA’s Three
Lines Model.
− Describe key aspects of the model that may
benefit from additional emphasis.
− Leverage the Three Lines Model to
communicate roles and create and protect
your organization’s value.
− Present additional considerations.
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About today’s session
Look at where we came from
Look at where we are now
Comparative analysis
An expanded view
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Who
does
this
apply
to?

− All organizations benefit
from a structured
approach to risk
management.
− Any type of organization
bound by regulatory
requirements needs a risk
framework and therefore
needs delineation of roles.
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Three Lines of Defense: 2013

New Three Lines Model: July 2020
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First line: Management and operations

Where we came
from: 2013
Three Lines of
Defense (3LoD)

Second line: Compliance, risk, specialists

Third line: Internal audit
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Deeper dive – 2013 Three Lines of Defense

Own and manage risks.
Responsible for identifying
and managing risk as part of
their accountability for
achieving objectives.

Oversee/specialize in risk
management. Responsible for
policies, frameworks, tools and
support to enable risk and
compliance to be managed by
first line.

Independent assurance. Sits outside risk
management processes of the first two lines
of defense. Responsible for ensuring the first
two lines are operating effectively and
advising on improvements.
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Why have we
called this "Three
Lines of Implied
Defense?”

− Is the Three Lines Model still implying defense?
− Lines remain
− How could this be perceived?
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Why was there
a need for
change from
3LoD?

− Critics say: over-simplified, outdated and no longer a
good representation of how companies should
assign responsibilities for risk management
activities.
− In 2017, a global professional services firm wrote:
“Responsibilities—and as such, accountability— across
the three lines have been unclear for many companies.
There is a big question about the extent of integration
across some of the lines, resulting in unnecessary
duplication of effort, and therefore cost.”
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− The IIA conducted an extensive review of the 3LoD model and
put in place a Task Force.

Institute of
Internal
Auditors (IIA)
review: 2019

− Jenitha John, chief audit executive of FirstRand Bank Limited in
South Africa, vice chair of the IIA’s board of directors, and head
of the 3LoD task force, stated, “The model must:

https://misti.com/internal-audit-insights/drawing-thelines-what-s-wrong-with-the-3lod-model

•

Be flexible to allow for a diversity of users and

•

Take into account the ever-changing nature of organizations and
organizational environments.

•

Those charged with governance must be able to engage the Three
Lines of Defense model and concept so that they may decide the
most appropriate way to establish structure and resources within
their organizations. Three Lines is fully capable of serving this
need, but it also must address situations that exist where the
three distinct lines are not in place.”
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A picture could paint a
thousand words

Management
first line
first line

− Some governmental
departments did not like
the Three Lines visual.
Management
− Wanted it as a
continuous circle to
show continuous
involvement.

Governing
Governing
Body
body
Internal audit

Internal audit

Management
Management
second
line

second line
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Six principles of the new Three
Lines Model
1. Governance of an organization requires appropriate
structures and processes that enable accountability, action
and assurance.
2. Governing body roles ensure appropriate structures and
processes are in place for effective governance and
organizational objectives, and activities are aligned with the
prioritized interests of stakeholders.
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Six principles of the new Three
Lines Model (cont.)
3. Management's responsibility to achieve organizational objectives
comprises both first- and second-line roles. First-line roles are most
directly aligned with the delivery of products and/or services to clients of
the organization, and include the roles of support functions. Second-line
roles provide assistance with managing risk.
4. In its third-line role, internal audit provides independent and objective
assurance and advice on the adequacy and effectiveness of governance
and risk management. It achieves this through the competent application
of systematic and disciplined processes, expertise, and insight. It may
consider assurance from other internal and external providers.
5. Internal audit's independence from the responsibilities of management is
critical to its objectivity, authority and credibility.
6. All roles working collectively contribute to the creation and protection
of value when they are aligned with each other and with the prioritized
interests of stakeholders.
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The new Three Lines Model – the good
―The new guidance talks about interaction,
communication and collaboration.
―“There must be regular interaction between
internal audit and management to ensure
the work of internal audit is relevant and
aligned with the strategic and operational
needs of the organization.”
―Further, “There is a need for collaboration
and communication across both the first
and second-line roles of management and
internal audit to ensure there is no
unnecessary duplication, overlap or gaps.”
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What and who
are missing?
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COSO
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Regulatory guidance
The Evaluation of Corporate
Compliance Programs, the
Framework for OFAC
Compliance Commitments,
and the Evaluation of
Corporate Compliance
Programs in Criminal AntiTrust Investigations have set
the stage.
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The future
1. Increased cost cutting across organizations
2. Emerging and new risks
3. Greater accountability by the board and regulators
4. New Three Lines Model has taken out focus of
compliance and legal
5. Does the new model really depict where we are
headed?
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Compliance, management or
internal audit?

Who should
challenge the
business?

Does the revised model
impact the ability to independently
challenge the First Line?
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Mindset and not a label

About building a
“culture of
compliance"

Compliance is not just a
department; compliance is
a behavior
Harmonization – compliance,
legal and internal audit working
together
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An
expanded
view

© 2020 Baker Tilly US, LLP
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The Enterprise Risk Resilient Ecosystem

Adapted from the IIA’s
Three Lines Model

© 2020 Baker Tilly US, LLP

Board of Directors and Committees

Accountability to stakeholders for organizational oversight and guidance

ACCOUNTABILITY

Delivery – Some
key roles:

Provision of
products /
services to clients;
identifying,
understanding,
and managing risk

within the
enterprise and
extendedenterprise

Oversight – Some
key roles:
Providing expertise,
support, while
monitoring and
challenging riskrelated matters.

Ensuring controls
are properly
designed, in place,
and operating
effectively

COMPLIANCE
Independent validator
of integrity

GENERAL
COUNSEL
Independent
guardian

Some key roles:
Adherence to internal
and external policies.
Promoting and
enforcing the code of
conduct. Assisting in
the integration of
policies into business
processes.
Communicating
new/revised laws or
regulations. Providing
ethics training

Some key roles:
Ongoing
evaluation of laws,
regulations, and
guidance.
Identifying legal
risks and providing
advice to the
business.
Defending the
organization
zealously

INTERNAL AUDIT
Independent
assurance
Some key roles:
Independent and
objective
assurance on all
matters related to
the achievement of
business and
corporate
objectives and the
overall strategy

COSO
KEY:

Accountability, reporting

Delegation, direction,
resources, oversight

Alignment, communication,
coordination, collaboration

Independent examination
and feedback

REGULATORY BODIES

MANAGEMENT
Actions (including managing risk) to
achieve department and organizational
objectives that create and protect value

EXTERNAL ASSURANCE PROVIDERS

Governing body roles: Integrity, leadership, strategy, transparency, and monitoring

Harmonious
insight
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− Provides clarity of roles

Why is the Three
Lines Model so
important as a
communication
tool?

− Highlights the importance of risk management and
the associated structures that best support an
organization in meeting its objectives
− Clearly depicts the role of internal audit as an
independent function, so it can provide objective
assurance on the adequacy and effectiveness of
governance, management, and oversight and
monitoring functions
− Can assist with root cause analysis and subsequent
remediation efforts
− Visually sends a message to the board of directors!
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What’s next?

Many organizations have
built their risk framework
basepoint on 3LoD.

What will be the outcomes for
organizations?
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