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Introduction
These guidelines are the Danish FSA's interpretation of section 71(1), nos. 1-3 and 5 of the Financial Business Act as well as the other provisions mentioned in these guidelines and may thus be regarded as a summary of the Danish FSA's practices for the areas covered by these guidelines. These guidelines only pertain to the circumstances of banks. 

The wording of these guidelines is in compliance with the Basel Committee’s "Core Principles for Effective Banking Supervision". 

If, for example, an investigation ascertains that the recommendations of these guidelines are not being followed by a bank, it is to be expected that the Danish FSA will express criticism on the matter in pursuant to the provision of the Act. In the event of a violation of provisions subject to penalty, such matters will, in gross or repeated circumstances, be reported to the police. 

Some of the points in these guidelines contain examples of how the relevant problem may be solved. If a bank can document that the problem has been solved in another manner, section 71 of the Financial Business Act will not have been violated. 

These guidelines contain the minimum requirements in accordance with the Danish FSA's practice regarding banks under sections 70 and 71(1), nos. 1-3 and 5 of the Financial Business Act. However, the requirements of sections 2 and 3 of these guidelines do not - in principle - apply to banks with less than DKK 250 million capital employed and less than 10 employees. Banks meeting both requirements may refer to the requirements mentioned in sections 1 and 4 of these guidelines. Of course, a condition is that the requirements of sections 70 and 71(1), nos. 1-3 and 5 of the Financial Business Act can be deemed to have been met in the individual case.
The board of directors must ensure compliance with section 71(1), nos. 1-3 and 5 as expressed in these guidelines. 

The financial legislation applies to each individual undertaking licensed by the Danish FSA.
Guidelines for a group as a whole cannot replace the guidelines for the group's individual undertakings subject to supervision, to be prepared in accordance with sections 70 and 71(1), nos. 1-3 and 5 of the Financial Business Act. The board of directors of the individual group undertaking subject to supervision must lay down relevant guidelines. 

GENERAL INFORMATION REGARDING ORGANISATION, PROCEDURES AND INTERNAL CONTROL
Section 70 of the Financial Business Act stipulates that the board of directors of a financial undertaking is to prepare written guidelines on the most significant areas of activity of said financial undertaking, specifying the division of responsibilities between the board of directors and the board of management. 

Furthermore, section 71(1), nos. 1-3 and 5 of the Financial Business Act stipulates that the bank must have
1) good administrative and accounting practises,
2) written procedures for all significant areas of activity, and
3) full internal control procedures. 

The board of directors must ensure proper organisation of the business of the undertaking, cf. section 54(1), 2nd clause of the Public Companies Act. 

The procedures may help:
· ensure that the guidelines adopted by the management are communicated to the employees
· contribute to providing a good foundation for decision-making for employees
· contribute to uniform case processing in matters of a uniform nature
· contribute to rational and coordinated performance of the work through minimisation of the risks of misunderstandings
· support the introduction of new regulations
· provide new employees with an appropriate and swift introduction to the work.
The following overall requirements apply to the procedures:
· they must be kept up to date
· they must be easy to read
· they must describe actual circumstances
· they may not leave any doubt as to who is responsible for each individual task
· it must be clear who has completed each individual task
· they must contain control elements.
The need to prepare written procedures will vary from bank to bank. However, most banks will, as a minimum, have to prepare written procedures for the following areas:
· Granting of credit
· Securities transactions, including securities trading with customers 
· Measures to prevent money laundering and financing of terrorism
The procedures and the internal controls must ensure sufficient segregation of personnel (segregation of duties) and that the bank does not become too dependent on individual key persons. 

If complete segregation of duties is not possible, this must be taken into account in the preparation of guidelines and procedures and in the planning of internal controls. 

Employees who perform controls must have sufficient knowledge of the area to perform relevant controls. 

Section 1: THE WORK OF THE BOARD OF DIRECTORS, ETC.
1.1. The rules of procedure of the board of directors
1.1.1 The board of directors must lay down more detailed directions with regard to the performance of its duties by means of rules of procedure, cf. section 65 of the Financial Business Act
1.1.2 There is no general legislative requirement for the contents of such rules of procedure. Section 56(7) of the Public Companies Act, cf. Consolidated Act no. 1001 of 8 October 2004, does, however, lay down minimum requirements for the rules of procedures of listed companies. These regulations may be applied as guidelines for other undertakings. The content of section 56(7) of the Public Companies Act appears in the annex to these guidelines. 

1.1.3 Any member of the board of directors, a member of the board of management, an external auditor and the chief internal auditor may demand that the board of directors convene, cf. section 74(1) of the Financial Business Act. Thus, the rules of procedure may not contain provisions stipulating that several of the persons are required to convene the board of directors. 

1.1.4 The rules of procedure must be signed by all the members of the board of directors. This means that new members of the board of directors are required to sign for the receipt of the current rules of procedure. In this way, it is ensured that all members of the board of directors have knowledge about the rules of procedure. 

1.2. Participants in the meetings of the board of directors
1.2.1 No unauthorised persons may be present at meetings of the board of directors if matters are being addressed which include customer information that cannot legally be divulged in accordance with the regulations in section 117(1) of the Financial Business Act (confidentiality provisions). 

Employees may participate in meetings of the board of directors to the extent that the board of directors decides in favour of this. 

The chairperson of any shareholder committee or other persons employed in other companies within the group, eg. in the parent company of the group, will not be allowed to participate on a regular basis in the meetings of the board of directors. 

1.2.2 The external auditors and the chief internal auditor must participate in meetings of the board of directors if requested by a member of the board of directors. The external auditor and the chief internal auditor are always entitled to attend meetings of the board of directors when matters relevant to auditing or the presentation of accounts are addressed, cf. section 74(1) of the Financial Business Act. 

1.3. Negotiations and minute book of the board of directors
1.3.1 The board of directors may make no decisions unless all members have, as far as possible, had access to participating in the treatment of the matter, cf. section 57(1), 2nd clause of the Public Companies Act (banks), cf. section 84 of the Financial Business Act (savings banks) and section 88 of the Financial Business Act (cooperative savings banks). 

The chairman of the board of directors must ensure that the board of directors convenes when necessary, cf. section 74(1) of the Financial Business Act.

1.3.2 Therefore, the board of directors cannot legally delegate its decision-making competence to eg. an executive committee. This does not include processing standardised matters which, in accordance with the articles of association or similar must be processed by the board of directors. Matters of this type may be delegated for processing and decision by a sub-committee under the board of directors, provided the full board of directors has stipulated guidelines in advance for processing the matter. These guidelines, as well as the work of the sub-committee on the relevant matters, should be regularly reassessed by the full board of directors. It should be noted that the responsibility for the processing of the matters cannot be delegated. 

1.3.3 In some banks, the regulations mentioned above may be supplemented by further requirements under the articles of association as to the validity of decisions of the board of directors. Such further requirements must be respected and, to the extent necessary, documented. 

1.3.4 Decisions must, as a general rule, be made at the meetings of the board of directors. Meetings of the board of directors may also be held using electronic media (electronic meeting of the board of directors), and following a prior decision by the board of directors certain clearly demarcated matters of the board of directors may be processed in writing (written meeting of the board of directors), cf. section 56(3) and (4) of the Public Companies Act. 

If a decision is made by the board of directors without the board of directors having convened, it is a minimum requirement that each individual member of the board of directors has given actual consent to this effect and said consent must be registered in the minute book. Omission to react to material received is not sufficient. As with other decisions of the board of directors, decisions may be made when more than half the board of directors agrees. 

1.3.5 If decisions are made at electronic meetings of the board of directors or through written procedures (written meetings of the board of directors), this must follow from the minute book, and the minute book must, in the same manner as for physical meetings of the board of directors, contain a description of discussions at meetings. 

1.3.5.1 Conditions for electronic meetings of the board of directors: 

1. The board of directors must carefully consider which matters are suitable for processing at an electronic meeting of the board of directors. This will primarily be routine matters or urgent lending matters which do not require a renewed decision of principle by the board of directors. 

2. The decisions of the board of directors as to which matters are suitable for electronic procedure must be clear from minutes of meetings of the board of directors. 

3. Electronic meetings must be compatible with the performance of the duties. Amongst other things, this means that electronic meetings may not entail that the board of directors does not achieve the required insight into the matters of the bank as would otherwise be achieved by personal attendance and discussion. 

4. All participants must be present electronically at the same time. 

5. Any member of the board of directors or board of management is entitled to require a physical meeting of the board of directors to be held at any time. 

The Danish FSA interprets electronic meetings of the board of directors as meetings of the board of directors that take place through the use of electronic media without the members of the board of directors being physically present, eg. via telephone, Internet or any other medium with similar functionality. Thus, if the majority of the members of the board of directors are physically present, the meeting is not regarded as an electronic meeting of the board of directors. 

1.3.5.2 The conditions for written processing of matters of the board of directors (written meetings of the board of directors), including written procedures for authorisation of exposures: 

1. The board of directors must have decided in advance which types of subjects are to be regarded as suitable for written procedures, and this must be indicated in the minute book. 

2. The cases must be of a standard or urgent nature, which do not require decisions to be taken regarding significant or extraordinary matters and where a plenary discussion is not required. 
3. A time limit must be fixed for finalisation of the case so that it is not unduly protracted. 

4. Any member of the board of directors or board of management is entitled to require a physical meeting of the board of directors to be held at any time. 

With regard to the quorum of the board of directors, please refer to section 57 of the Public Companies Act. The board of directors must generally ensure appropriate organisation of tasks of the board of directors. 

1.3.6 The duty of the board of directors to carry out supervision of the board of management may not be exercised through written meetings of the board of directors. The board of directors’ responsibility for supervision is ongoing and not just something effected at meetings of the board of directors. 

1.3.7 A minute book, to be signed by all the members present, must be kept of the matters discussed by the board of directors, cf. section 74(3) of the Financial Business Act. The minute book must contain a description of discussions at meetings. 

1.3.8 Decisions made without the board of management or employees of the bank being present ("closed meetings") must also be recorded in the minute book. 

1.3.9 It must appear clearly from the minute book which members have been present at a meeting and which members have not been present. 

1.3.10 The minute book must be designed so that the risk of subsequent additions, corrections or omissions is as small as possible. If the minute book is kept as a loose-leaf system, this may be done by having the initials of the chairperson or another member of the board of directors on each page. 

1.3.11 Each page of the minute book must be numbered in succession. 

1.3.12 If separate loan authorisation records are kept, the minute book must clearly indicate which loans in the authorisation records 
· have been authorised/rejected
· have been authorised under section 78 of the Financial Business Act

· are for information
· are for post-authorisation (urgent matters). 

Furthermore, it should be clear if the authorisation was through written processing or at an electronic meeting of the board of directors.

1.4 The tasks of the board of directors
1.4.1 General
1.4.1.1 In conjunction with the board of management, the board of directors carries out the management of the bank. The board of directors must attend to the most significant matters of the bank, cf. section 54 of the Public Companies Act (banks), cf. section 84 of the Financial Business Act (savings banks) and section 88 of the Financial Business Act (cooperative savings banks). This must be taken into consideration in the determination of the limits in these guidelines (instructions) pursuant to section 70 of the Financial Business Act. The board of directors must ensure that the overall management tasks are given appropriate attention. The board of directors and the board of management must ensure that the administration of the bank is adequate in all respects. The limit as to which exposures are to be authorised by the board of directors must therefore not be set so low that the overall tasks of the board of directors are not given sufficient attention. On the other hand, the board of directors must be responsible for authorisation of the important exposures of the bank. 

1.4.1.2 In circumstances where the board of directors decides to transfer part of the most significant areas of activity of the undertaking such as portfolio management, accounting, IT functions, etc. to external suppliers (outsourcing), the board of directors must ensure that there are guidelines for carrying out these activities. These guidelines must ensure appropriate performance of the activities, including in situations where the management of the undertaking does not have a daily overview of how the activities are being carried out. 

Outsourcing significant areas of activity must be decided by the board of directors. Outsourcing also includes situations where one or more undertakings in a group carry out activities for other undertakings in the group.

There must be regular reports to the board of directors so that they can control that the guidelines are being followed, and the board of directors must assess regularly whether activities are being carried out satisfactorily. It should be noted that the board's responsibility for carrying out the activities cannot be outsourced. With regard to portfolio management, refer to 1.4.1.5, 1.4.1.6, 3.1.3 and 3.2.5.
1.4.1.3 Authorisation of exposures exceeding the competence of the board of management may as a rule not be delegated to a committee comprising part of the board of directors, cf. section 57(1) of the Public Companies Act, cf. also 1.3.1 and 1.3.2 above.
1.4.1.4 An annual review must be carried out of the principles for the measurement of assets and other risks, including large exposures, cf. section 54(3), 2nd clause of the Public Companies Act (banks), cf. section 84 of the Financial Business Act (savings banks) and section 88 of the Financial Business Act (cooperative savings banks). The annual review may be carried out at a single meeting or over several meetings. 

It must be clear from the minute book that the review has been carried out, what has been reviewed and the conclusions hereto. 

If there are no provisions in the rules of procedure of the board of directors regarding the limit for exposures in the annual review of exposures, it must be decided before the annual review of assets which exposures the board of directors intends to review. 

1.4.1.5 If the assets are managed by portfolio managers, it is the responsibility of the board of directors that funds are placed within the guidelines laid down by the board of directors and in accordance with legislation. The reporting procedures must be adequate so that the reporting is suitable for ensuring that the guidelines, and thus also legislation, are met. 

1.4.1.6 The responsibility for the determination of the criteria to be applied when engaging and terminating portfolio managers will also rests upon the board of directors. 

1.4.1.7 Members of the board of directors are under an obligation to contact the Danish FSA if they suspect that the bank does not meet the solvency requirement, the minimum capital requirement or the solvency need, cf. section 75(3) of the Financial Business Act. 

1.4.2 Exposures with the members of the board of management and members of the board of directors, and intra-group exposures
1.4.2.1 Section 78(1) of the Financial Business Act stipulates that, without the consent of the board of directors, no exposure may be established with members of the board of directors or members of the board of management of the bank or with companies in which the persons mentioned are members of the board of management or members of the board of directors. This also applies to persons related to members of the board of management by marriage or kinship in the direct line of ascent or descent or as siblings and to companies in which such persons are members of the board of management, cf. section 78(4) of the Financial Business Act. Said consent must be given in advance. Amongst other things, this entails that there can be no unauthorised overdrafts on exposures with said persons and companies. This applies irrespective of the size and the reason for the overdraft. 

1.4.2.2 Section 78(1) and (4) of the Financial Business Act and the provision in section 58 of the Public Companies Act together entail that members of the board of directors and members of the board of management are required to leave the room when their own or related exposures are being addressed by the board of directors. 

When exposures covered by section 78(1) and (4) of the Financial Business Act are being addressed, it must be noted explicitly in the minute book, and it must also be noted that the members mentioned above have not been present during the processing of the matter. 

This provision does not prevent a member of the board of directors or a member of the board of management who also participates in the management of a parent company from owning the entire capital of the bank or of a fully-owned fellow subsidiary company or subsidiary company from participating in the processing of issues regarding or exposures in the relevant company. 

1.4.2.3 Exposures with members of the board of directors and members of the board of management are subject to approval in accordance with the bank's usual business terms and on terms based on market conditions, cf. section 78(1) of the Financial Business Act. Members of the board of directors who have been elected by the employees may however be granted exposures on the same conditions that apply to employees in the bank in question.
1.4.2.4 Financial information must be available about the group of persons mentioned in section 78(1) and (4) of the Financial Business Act, since the board of directors is required to monitor these exposures in particular, cf. section 78(3) of the Financial Business Act. This does not apply, however, to fully secured exposures or exposures of entirely insignificant size. Thus, it is not sufficient to make only an assessment at the time of entering of the exposure. 

At least once annually, the board of directors must review the exposures with the persons and companies mentioned, eg. in connection with the annual review of assets. It must follow from the minute book that the review has been carried out and the conclusions of the review must be stated.
1.4.2.5 General guidelines and procedures must be laid down for intra-group transactions within the framework of section 181 of the Financial Business Act, cf. sections 5 and 6 of the Danish FSA Executive Order no. 904 of 1 September 2004 on Intra-Group Transactions.
1.4.2.6 In accordance with section 182 of the Financial Business Act a financial undertaking may not, without a license from the Danish FSA, have exposures within the same group except for exposures with subsidiary undertakings. The Danish FSA has issued Guidelines no. 9084 of 20 February 2004 on practice for authorisation of intra-group exposures.

Intra-group exposures must be granted in accordance with the guidelines on intra-group transactions, cf. 1.4.2.5. 

1.4.3 The guidelines of the board of directors to the board of management
1.4.3.1 In accordance with section 70(1) of the Financial Business Act, the board of directors is required to prepare written guidelines on the most significant areas of activity of the undertaking, including the risk profile of the undertaking. Furthermore, the division of work between the board of directors and the board of management must be determined, cf. also section 54 of the Public Companies Act. The required degree of detail will vary from bank to bank, but the guidelines of most banks are required to contain information about the following as a minimum:
· Granting of credit 

· Exposures with other credit institutions (including placement of liquidity) 

· Positions in holdings (shares, etc.) and interest-rate risks (bonds, etc.) 

· Foreign exchange positions
The board of directors must assess and if necessary bring up to date the written guidelines when necessary and at least once a year. 

1.4.3.2 The limits in the guidelines must be laid down so that the provisions of part 11 of the Financial Business Act on placement and liquidity of funds are always met, even when the limits are fully exploited. 

1.4.3.3 In the guidelines, principles must be laid down for the calculation of the exposure in relation to the limits laid down in the guidelines, ie. whether some transactions - eg. in derivative financial instruments - are to be included applying stricter principles than those of section 145 of the Financial Business Act. 


1.4.3.4 In the guidelines, specific limits must be laid down for the access of the board of management to make decisions related to securities (shares, bonds and mortgages). 

1.4.3.5 A limit must be laid down - possibly measured on the basis of the base capital of the bank - for the access of the board of management to acquire holdings jointly and in one single company and within the framework of part 11 of the Financial Business Act on placement and liquidity of funds. The guidelines must indicate whether it is to be permitted to take up share positions in derivative financial instruments, and if so, which types. If these are permitted, it must be clear from the guidelines how they are to be included in the limits mentioned. 

1.4.3.6 A limit must be laid down for the access of the board of management to acquire bonds within the framework of a target interest-rate risk laid down by the board of directors. In cases where the bank wishes to assume a significant interest-rate risk on other transactions, including fixed-rate deposits and loans, a limit must be set for the bank's total interest-rate risk which the board of management is entitled to assume. 

1.4.3.7 If the general provisions regarding the authority of the board of management to authorise exposures do not apply to exposures with other credit institutions, guidelines must be prepared for the access of the board of management to place liquidity in a single credit institution. This may be done by having the board of directors approve an annex specifically indicating the names of the credit institutions in which the bank is allowed to place funds and indicating the maximum deposit in each individual credit institution. 

1.4.3.8 Guidelines must be laid down for the total foreign-exchange risk the board of management is permitted to impose on the bank, including the board of management's access to making use of derivative financial instruments to hedge this foreign-exchange risk. For example, a limit could be set for the total foreign-exchange risk expressed using the Danish FSA's foreign-exchange risk indicator no. 1 or a similar risk target. 

Moreover, limits may be laid down for individual currencies or groups of currencies. 

1.4.3.9 Guidelines must be laid down regarding entering into and termination of - as well as follow-up to - portfolio management agreements, regardless of whether the agreements are with consolidated companies or external managers. 

1.4.3.10 In groups where the parent undertaking is a bank or a bank holding company, there must be guidelines for both the individual bank and the group.
1.4.3.11 If the board of management carries out further delegation of authority to authorise exposures originally delegated to the board of management by the board of directors under section 70 of the Financial Business Act, written guidelines must be prepared and they must be known by the individual units with authority to take decisions or employees to whom authority is delegated. The guidelines must, as a minimum, be signed or approved by the person surrendering the authority. 

1.4.3.12 The extent of the authority granted must be clear from the guidelines and it must also be clear which products the individual employee can grant. Individual authority, or collective authority where several employees together are authorised to grant larger exposures than they can separately, cannot exceed the authority to authorise exposures granted to the board of management by the board of directors. 

1.4.3.13 There must be guidelines for regular reporting pertaining to the utilisation of the delegated authorities to grant authorisations. 

1.5 Reporting to the board of directors
1.5.1 Reporting to the board of directors must be effected for all the areas for which limits for the board of management have been laid down or where legislation stipulates limits. 

1.5.2 Reporting must explain the utilisation of the framework or placement limits (risk targets). As regards exposures, a limit must be set as to which exposures authorised by the board of management must be submitted to the board of directors for its information. 

1.5.3 The board of directors must lay down provisions as to how often reporting is to be carried out and the extent of said reporting. 

1.5.4 The board of directors of small banks (group 3 and 4 banks) must be informed regularly of overdrafts and arrears in order to be able to assess the quality of the portfolio of exposures.
Section 2: CREDIT RISKS
2.1 Credit policy 

2.1.1 The bank's board of directors and board of management must lay down a credit policy laying down the overall guidelines for lending facilities and management of exposures. 

2.1.2 The credit policy must be adapted on an ongoing basis to changes in the bank's activities. The board of directors and the board of management must assess and if necessary bring up to date the credit policy when necessary and at least once a year.
2.1.3 The credit policy may contain guidelines as to the lending facilities with regard to: 

· Customer profile 

· Risk profile, including requirements for the customer's financial position and collateralisation 

· Size of the exposure 
· Sectors
· Products
· Geographical areas
· Country and transferral risk 

· Staff loans 

· Requirements for the income of the bank 

· Correspondents 

· Intra-group lending facilities (if the bank forms part of a group) 

· Management of non-performing exposures 

· Risk classification of exposures 

2.1.4 If the bank carries out leasing activities, the principles for such leasing activities must be included in the credit policy. 

2.2 Organisation
2.2.1 It must be ensured that the credit function is arranged so that there are clearly defined areas of responsibility and work so that the performance of tasks is separate from the control of said tasks. 

2.3 Authorities and procedures
2.3.1 The board of directors and the board of management must ensure that the bank's procedures for authorising exposures are adequate. 

2.3.2 If the board of management can further delegate authority to authorise exposures originally delegated to the board of management by the board of directors under section 70 of the Financial Business Act, written guidelines must be prepared and they must be known by the individual units with authority to take decisions or employees to whom authority is delegated. 

The guidelines must, as a minimum, be signed or approved by the person surrendering the authority. 

2.3.3 The extent of the authority granted must be clear from the guidelines and it must also be clear which products the individual employee can grant. Individual authority, or collective authority where several employees together are authorised to grant larger exposures than they can separately, cannot exceed the authority to authorise exposures granted to the board of management by the board of directors. 

2.3.4 Moreover, there must be guidelines for authorising composition/moratorium, zero interest, write-off, release of collateral and determination of write-downs on lending and provisions for guarantees. 

2.3.5 There must be guidelines for regular reporting pertaining to the utilisation of delegated authorities to grant authorisations. 

2.3.6 Guidelines must be prepared for the basis for authorisation, including the requirements for: 

· Documentation of the debtor's circumstances, including the accounting position 

· Description of collateralisation 

· Design of the loan application. 

2.3.7 Guidelines must be laid down for authorisation of exposures involving market risks, if the bank has such exposures. 

2.3.8 The guidelines must indicate how overdrafts are to be handled. 

2.3.9 Guidelines must be laid down for introduction of new products. 

2.4 Calculation of risks of exposures
2.4.1 The way the value of mortgaged assets is calculated must be determined. At any time, the collateralisation must be assessed prudently. 

2.4.2 Risk weightings of counterparty risks in financial instruments must be indicated in the guidelines. 

2.5 Reporting
2.5.1 Regular reports must be prepared for the management (the board of directors and/or the board of management) containing information about the credit risk of the bank. These reports may include information on: 

· The largest exposures of the bank 

· The total credit risk of the lending portfolio, including overdrafts, arrears, write-downs on lending, provisions for guarantees and losses
· Exposures by
- size,
- sector,
- loan type, and possibly 
- risk group, and/or
- geography. 

2.6 Monitoring of individual exposures
2.6.1 Guidelines must be prepared as to how this ongoing monitoring of exposures is to be effected. 

2.6.2 The guidelines for the ongoing monitoring of exposures must contain criteria for the following: 

· Treatment of overdrafts and arrears in exposures 

· Possible annual reauthorisation of exposures 

· Determination of the largest loss (stop-loss clause) of financial exposures 
· Monitoring of customer's positions in financial instruments 

· Follow-up to exposures with a view to accounting review/review of tax returns, etc.
2.7 Follow-up
2.7.1 The board of directors must ensure that control is effected of whether the credit policy is being followed, and that the guidelines for authorising exposures, establishment of facilities and documents, follow-up to overdrafts and reporting are being followed. 

2.7.2 There must be guidelines for the annual review of the exposures. The levels of the organisation at which this review is to be effected must be clear from the guidelines. 

2.7.3 The board of directors must review the bank's most important lending exposures, cf. 1.4.1.3. 

Section 3: MARKET RISK-BEARING ACTIVITIES 
3.1 Organisation
3.1.1 It must be ensured that the organisation of the market risk function is arranged so that there are clearly defined areas of responsibility and work, so that the performance of tasks is separated from the control of said tasks. 

3.1.2 Thus, employees involved in trading and risk assumption may not, as a general rule, participate in the performance of the activities, performance of internal controls, calculation of results and risks, or the preparation of management reporting, etc.
Furthermore, units with authority to take decisions on behalf of the undertaking may not, as a general rule, refer to an employee who is a manager responsible for performance, control, calculation of results and risks, and management reporting. 

3.1.3 In cases where the bank's management of assets is fully or partially left to portfolio managers, the organisation and internal control is required to reflect this. Amongst other things, this requires that there must always be adequate monitoring procedures. 

3.2 Authorities and procedures
3.2.1 If authority is delegated which the board of directors has granted to the board of management, cf. section 70 of the Financial Business Act, guidelines must be prepared for the individual units/employees with authority to take decisions on behalf of the undertaking or for portfolio managers. 

3.2.2 Furthermore, the guidelines must:
· be in writing and, as a minimum, approved or signed by the person delegating the authority
· contain controllable limits with regard to risk assumption which must clearly identify the authority of the unit, employee or portfolio manager to take decisions on behalf of the undertaking
· contain a description of the principles applied in the calculation of risks, including in the calculation of risks related to derivative instruments
· contain requirements for reporting entailing that the frequency of reporting reflects the risk profile and extent of the activities.
3.2.3 It must be possible for employees with authority to take decisions on behalf of the undertaking and for portfolio managers to ascertain whether the transactions they intend to enter into lie within their guidelines. This also applies to any collective guidelines where several employees together can enter into commitments within a limit as well as when there are common guidelines for several portfolio managers. 

3.2.4 The sum of the individual guidelines and collective guidelines where several employees jointly can make decisions may not exceed the guidelines of the board of directors to the board of management. 

3.2.5 If portfolio managers are used, the board of management must approve the authorities assigned to the individual portfolio managers on the basis of guidelines laid down by the board of directors. 

The board of management is required to lay down guidelines as to the requirements for monitoring of the individual portfolio managers and depositaries as well as the requirements made to ensure that the portfolio managers as a group comply with the overall placement framework. 

3.3 Procedures
3.3.1 The procedures must clearly describe matters of significance for adequate management of each market risk-bearing activity. 

3.3.2 There must be updated written procedures for all the bank’s significant market risk-bearing activities, including procedures regarding: 

· Entering, control, registration, book-keeping and performance of transactions involving securities, derivative financial instruments and other market risk-bearing activities
· The ongoing calculation and monitoring of risks, etc.
· The ongoing calculation and compliance with lines and limits for risk assumption included in guidelines at all organisational levels as well as dealing with non-compliance
· Ongoing and periodical reporting to the board of directors, the board of management and the management of the departments carrying out tasks in relation to the market risk-bearing activities
· How to deal with the introduction of new products bearing market risks. 

3.4 Internal controls
3.4.1 There must be systematic internal controls of:
· Registration, book-keeping and settlement of transactions
· Calculation and reporting of positions, results and risks, etc.
· Compliance with the limits of the guidelines for risk assumption, etc. at all organisational levels, including portfolio managers
· Compliance with correspondent and customer lines, including ongoing monitoring of market risk-bearing customer exposures (counterparty risk)
· The bank’s compliance with portfolio management agreements (PM agreements) with customers
· Prices of transactions involving securities, currency and derivative financial instruments (price control)
· Ongoing yield (gain/loss) from market risk-bearing transactions with customers as well as for the bank’s own transactions (performance calculations)
3.4.2 If no internal controls can be introduced with full segregation of duties in relation to units/employees with authority to take decisions on behalf of the bank as well as units/employees performing the tasks, the bank's authorities, processes, procedures, reporting and use of computers systems will become subject to stricter requirements, cf. 3.2-3.3 and 3.5 and section 4. 
3.5 Reporting
3.5.1 Written reporting must be effected to the bank's board of directors and board of management regarding all limits for risk assumption, etc. contained in the guidelines. 

3.5.2 The frequency of reporting must reflect the extent and character of the market risk-bearing activities as well as the recipient's organisational level and thus the degree of involvement in daily decisions. 

3.5.3 The reporting must, to the greatest possible extent, be prepared by organisational units/persons not involved in the bank's organisation of market risk-bearing activities. If complete segregation of duties is not possible, the bank's internal control procedures and use of computer systems in particular will become subject to stricter requirements, cf. 3.4 and 3.6. 

Section 4: Use of computer systems
4.1 There must be clear written user manuals/procedures for the computer systems used by the bank in connection with market risk-bearing activities. 

4.2 Use of non-integrated systems requires extra control systems, including establishment of independent controls of data, calculations and results. 
4.3 Please refer also to Danish FSA Guidelines no. 9074 of 23 January 2004, Guidelines on IT control and security measures in pursuance of section 71(1) no.4 of the Financial Business Act
Danish Financial Supervisory Authority, 4 November 2005 

Henrik Bjerre-Nielsen

/Thomas Kjøller
Annex 1
Section 56(7) of the Public Companies Act:
(7) By means of rules of procedure, the board of directors shall make more detailed decisions with regard to the performance of its duties. In companies whose shares are quoted on a stock exchange, see section 7 (1) (i) of the Act on Securities Trading etc., and in state-owned companies, the rules of procedure shall contain provisions which at least
1) set out the specific offices of the members of the board of directors and the board of directors' competence to pass resolutions, as well as the intervals at which meetings shall be held;
2) set out the directions for delegation of duties, including procedures, powers and instructions, between the board of directors and the management board or other established organs;
3) set out how the board of directors shall monitor the management board's running of the business of the company and supervise subsidiary undertakings;
4) set out guidelines as to the establishment and keeping of books, lists and registers under this Act;
5) impose on the board of directors the obligation to consider the organisation of the company, including the accounts function, internal controls, computer organisation and budgeting;
6) impose on the board of directors the obligation to procure any information required to perform the duties of their office;
7) impose on the board of directors the obligation to follow up on plans, budgets, etc., and to consider reports on the liquidity of the company, the volume of orders, major transactions, the general overall insurance coverage, financing, cash flows and special risks;
8) impose on the board of directors the obligation to consider the contents of the audit records prior to the signing thereof;
9) impose on the board of directors the obligation to go through the company's interim accounts etc. in the course of each accounting reference period, and also to evaluate the budget and deviations therefrom; and
10) impose on the board of directors the obligation to secure the necessary basis for the audit, including a consideration as to whether there is a requirement for internal audit. 

