Draft Terms of Reference for the Audit and Compliance Committee

Overall Purpose / Mission Statement 
The Audit and Compliance Committee operates with assessment, consultative and proposing functions. It provides direct supervision over the bank’s operations. In these terms of reference, ‘Management’ refers to the members of the Executive Committee (“EC”) and all senior staff below them down to the level of Director.

The tasks of the Audit and Compliance Committee are as follows:

(a) Carry out the Roles and Responsibilities as set out in Section 5. below

(b) Set out the Internal Audit plan for the year;

(c) Propose to the Board of Directors the appointment of the independent External Auditors and determine audit fees on the basis of a proposal coming from the EC, including reviewing the amounts of compensation paid to such parties for consulting and other non-audit services in evaluating the independence of candidates for appointment as External Auditors of the Bank;

(d) Evaluate the effectiveness of Internal Control Systems and analyse periodic information on such systems;

(e) Review procurement policies and practices for the Bank’s own expenditures;

(f) Assess the work plans prepared by the Risk Management and the Internal Audit Functions;

(g) Evaluate the results of work performed by the External Auditors and examine the status of relations with the Bank’s independent External Auditors;

(h) Examine the process of preparation of annual and interim financial statements on the basis of reports provided by the responsible for the related Function at least once a year;

(i) Evaluate potential findings arising from the Bank’s Internal Audit function or from other third parties’ examinations and/or investigations, in particular the inspection reports from the Central Bank (CB);

(j) Evaluate the adequacy and effectiveness of the Bank’s procedures and systems for ensuring compliance with legal and regulatory requirements and internal policies, including, but not limited to those relating to capital adequacy, risk management, exposure limits, anti-money laundering and combating the financing of terrorism;

(k) Oversee procedures and internal controls consistent with the Bank’s corporate governance structure, including evaluating the work plans prepared by the Bank’s Compliance and Anti-Money Laundering Functions;

(l) Meet at least once a year with the External Auditor to examine the Audit Report;

(m) Report at least semi-annually to the Board of Directors; and

(n) Maintain effective working relationships with the Board of Directors, Management, and the Internal and External Auditors.

Authority

The Board of Directors authorises the Audit and Compliance Committee, within the scope of its responsibilities, to:

(a) Request any information it requires from any employee (and all employees are directed to co-operate with any request made by the Audit and Compliance Committee) and/or external parties;

(b) Retain, at the expense of the Bank, such outside consultants, experts and other advisors as it deems appropriate to assist it in the full performance of its duties and responsibilities;

(c) Ensure the attendance of Bank officers at meetings as appropriate;

(d) Order inspections and specific audit examinations on Bank’s Head Office Functions, other organisational units and subsidiaries. In addition, it can be requested to assess the correctness of inter-Bank transactions, and of other transactions presenting, directly or indirectly, a conflict of interest.
 Organisation

3.1
Composition

(a) The Audit and Compliance Committee will be composed of 4 [four] members of the Board of Directors, selected by the Board of Directors;

(b) Each member should be professionally capable of making a valuable contribution to the Committee;

(c) No member of the Committee shall be a current or former employee of the Bank;

(d) The Chairman of the Audit and Compliance Committee will be selected by the Board of Directors from the members of the Audit and Compliance Committee;

(e) The term of service of members of the Audit and Compliance Committee shall be co-terminous with that of their current service to the Board of Directors;

(f) Vacancies shall be filled for the remainder of the current term of appointment of members of the Committee by the Board of Directors; 

(g) The Secretary of the Audit and Compliance Committee will be appointed by the Audit and Compliance Committee, or such other person as nominated by the Board of Directors; and

(h) Members of the Audit and Compliance Committee shall avoid placing themselves in any position of real or apparent conflict of interest, and in any such case shall notify the Chairman of the Committee (or the Committee as a whole, in the case when such member is the Chairman) and excuse themselves from participating in discussions or voting on such matter.

Meetings

(a) The Audit and Compliance Committee shall meet as often as deemed necessary or appropriate in its judgement (but in any case at least four times a year), either in person or telephonically, and at such times and places as the Audit and Compliance Committee determines;

(b) Management may be invited to the meeting, but the Committee shall meet at least once a year with no members of Management present. In addition, the Audit and Compliance Committee shall meet at least once each year with each of the head of Internal Audit and the independent External Auditors without the presence at such meetings of the other, or any members of the Management;

(c) Meetings of the Audit and Compliance Committee shall be called by its Chairman, or at the request of 50% or more of the number of members of the Committee;

(d) A quorum for any meeting will be 50% of the number of members, subject to a minimum of 2 [two] members;

(e) In addition, the Audit and Compliance Committee may also invite other persons (e.g. Directors of Head Office Departments, particularly the Directors of Accounting, Risk Management, and Network Functions) to its meetings, as it deems necessary. In any case these can submit to the Committee matters considered necessary for proper review and subsequent information to the Board of Directors;

(f) Special meetings may be convened as required. Internal Audit or the External Auditors may convene a meeting if they consider that it is necessary;

(g) The Directors of Head Office Departments can submit to the Committee matters considered necessary for proper review and subsequent information to the Board of Directors; and

(h) The proceedings of all meetings of the Audit and Compliance Committee shall be minuted.  The Secretary of the Committee shall ensure that such minutes are subsequently presented to the full Board of Directors.

Roles and Responsibilities

5.1        Internal Control

(a) Evaluate whether Management is setting the appropriate “control culture” by communicating the importance of internal control and the management of risk;

(b) Consider how Management is held to account for the security of computer systems and applications, and the contingency plans for processing financial information in the event of a systems breakdown; and

(c) Gain an understanding of whether internal control recommendations made by Internal and External Auditors have been implemented by Management.

5.2
Financial Reporting

(a) General

· Gain an understanding of the current areas of greatest financial risk and how Management is managing these effectively;

· Consider with the Internal and External Auditors any fraud, illegal acts, deficiencies in internal control or other similar issues;

· Ensure that all Committee members are familiar with significant accounting and reporting issues, practices and management estimates including recent professional and regulatory pronouncements, and understand their impact on the financial statements;

· Ask Management and the Internal and External Auditors about significant risks and exposures and the plans to minimise such risks; and

· Review any legal matters, which could significantly impact the financial statements.

(b) Annual Financial Statements

· Review with Management and External Auditors the annual financial statements and determine whether they are complete, consistent with the information known to Committee members and reflect appropriate accounting principles;

· Pay particular attention to complex and/or unusual transactions as well as judgmental areas involving commitments and contingencies; and

· Meet with Management and the External Auditors to review the financial statements, the results of the audit; and the annual report before its release.

5.3
Internal Audit

(a) Review the activities and organisational structure of the Internal Audit function and ensure no unjustified restrictions or limitations are made;

(b) Review the qualifications and effectiveness of Internal Audit personnel. Provide advice on the appointment, replacement, reassignment or dismissal of the Head of Internal Audit appointed by the Board of Directors of the Bank;

(c) Meet separately with the Head of Internal Audit to discuss any matters that the Committee or Auditors believe should be discussed privately;

(d) Ensure that significant findings and recommendations made by the Internal Auditors are received and discussed on a timely basis; and

(e) Ensure that Management responds to recommendations by the Internal Auditors.

5.4
External Audit

(a) Review the External Auditors’ proposed audit scope, plan and approach, letter(s) of engagement as well as ensure no unjustified restrictions or limitations have been placed on the scope;

(b) Review the performance of the External Auditors;

(c) Consider the independence of the External Auditor, including reviewing the range of services provided in the context of all consulting services bought by the Bank;

(d) Meet separately with the External Auditors to discuss any matters that the Committee or Auditors believe should be discussed privately;

(e) Ensure that significant findings and recommendations made by the External Auditors are received and discussed on a timely basis; and

(f) Ensure that Management responds to recommendations by the External Auditors.

5.5
Compliance with Laws and Regulations

(a) Review the effectiveness of the system for monitoring compliance with laws and regulations as well as the results of investigation and follow-up (including disciplinary action and legal proceedings) by the management of the Bank in connection with any non-compliance with legal and regulatory requirements and violations of internal policies and procedures;

(b) Obtain regular updates from the Anti-Money Laundering (AML) Officer, , Bank’s legal counsel, management and other officers;

(c) Be satisfied that all regulatory compliance matters have been considered in the preparation of the financial statements; and

(d) Review the findings of any examinations by regulatory agencies.

5.6
Compliance with the Bank’s Code of Conduct / Business Ethics

(a) Ensure that the Code of Conduct is in writing and that arrangements are made for all employees to be aware of it;

(b) Evaluate whether Management is putting sufficient emphasis by communicating the importance of the Code of Conduct and the guidelines for acceptable behaviour;

(c) Review the process for monitoring compliance with the Code of Conduct; and

(d) Obtain regular updates from Management regarding compliance.

5.7
Reporting Responsibilities

(a) Regularly update and report (at least semi-annually) to Board of Directors about the Committee activities and make appropriate recommendations. Discuss semi-annual and annual financial statements – upon activities carried out, adequacy of Internal Controls System and status of relations with External Auditors;

(b) Provide for an open avenue of communication between Internal Audit, the External Auditors and the Board of Directors;

(c) Ensure the Board of Directors is aware of matters, which may significantly impact the financial condition or affairs of the business; and

(d) Establish procedures for the receipt, retention and treatment of complaints regarding accounting, internal accounting controls and auditing matters.

5.8
Other Responsibilities

(a) Perform other oversight functions as requested by the Board of Directors; 

(b) If necessary, institute special investigations and, if appropriate, hire special counsel or experts to assist;

(c) Review and update the Terms of Reference; receive approval of changes from the Board of Directors;

(d) Establish procedures for processing complaints regarding accounting, internal controls or auditing matters, including confidential, anonymous submission from employees; and

(e) Evaluate the Committee’s own performance on a regular basis.

