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Year Regulator/Agencies Requirements/Recommendations
1967 = AICPA = Recomn?ended that _aII pub|lt:‘|y owned
companies have audit committees
= Recommended that registrants create
1972 = SEC audit committees of their board of
directors
= Required that listed companies establish
1978 = New York Stock Exchange audit committees comprising
O independent directors C
= Committee of Sponsoring . )
1992 Organizations of the Treadway Issued the “internal control integrated

Commission (COSO) framework

= Made ten recommendations for
1999 = Blue Ribbon Committee improving audit committees’
effectiveness

" |nhcreased audit committees’

2002 " Sarbanes-Oxley Act responsibilities and authorities
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Establishment

» The board should form a committee of

independent directors to perform the role
of the Audit Committee (AC)

» The board should establish written terms

of reference for AC that should provide

clear understanding of the AC’s role

r

Composition and qualification
» The AC should consist of a minimum three
members appointed by the board
» All members with financial or accounting
expertise. Legal and other skills as needed
» Should have sound judgment, objectivity,
management experience

Independence of AC members

» No AC member should be employed in an
executive position in the bank or its
subsidiaries

» Members should not be directly
responsible for or part of any committee

involved in the management functions of

the bank

|

Term, meeting frequency and other

» Term of AC members must be co-

terminous with that of Board members

» AC will meet at least on a quarterly basis

» AC will also meet at least once in absence
of management

» Quorum will be 50% of the members,
subject to a minimum of 2 members
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- » Appointment of committee members
| = Acceptable: By board chairman, or

= Better: By board as a whole, or

m snippingIBest practice: By Governance and nominations committee, with full board
ratification of committee members '

» Ideally no management (e.g., CEO) or controlling shareholder influence |n
O nominations to committee O

» One-year, renewable terms

» Term should be same as that of Board members

a?Leadi“g"P'FaetiGez“Appainted--by--iﬂdependeC)t--mem-bers-of..the.-bgard _________________________________________________ d) ,
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. . . . Compliance
ﬂ Audit committee Risk committee .
committee

Goldman Sachs has combined its

Audit, Risk and Compliance functions

Anglo Irish Bank has combined its Risk

and Compliance committee. Separate

Audit committee

=] . [Eaudit committee
HSBC, Macquarie, Barclays, Citi etc.
) [DAUSRSRAICORPISnEREOMMIEeRl ||\ || have combined Audit and Compliance

committees. Separate Risk committee
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(Financial Statements : Reviews the integrity of the financial statements, and endorses and reviews accounting

policies in use

>y

-~

Internal Control : Reviews the bank’s systems of internal control

/_

Internal Audit : Reviews the effectiveness of internal audit

-

External Audit : Oversees external audit independence, work and engagement

-

Compliance : Reviews legal and regulatory compliance

>y

I/_ - - - - - - - - - - - -
Coordination : Act as central coordination point for investigation of complaints relating to financial

statements, compliance & internal controls

vy

fReporting to the Board: Provides regular updates to the board, alerts board to the problem and pursues and

resolves areas of concern

vy




Evaluate the internal and

~_independent audit processes

» Coordination of internal
and independent audit
effort and definition of
responsibilities

» Independent auditors

» Internal audit department

Risk Management

» Risk management policy
document

» Effectiveness of risk
management systems

LW

Assess Processes relating to
~ control environment

» Compliance with code of
ethical conduct

» Control policies and
procedures

» Internal and independent
auditor control
observations and
recommendations

Audit committee structure

» Update charter
» Assess audit committee
performance

50G0L 3m30GHIGHOL GH03IMO0 135gd056MdYdO

J

»

»

»

»

Oversee financial reporting

Financial statements and
earnings releases
Periodic reports and
findings

Management overview of
financial results for
period/year

Accounting policies

»

»

»

Assess current trends

Industry and market
updates

Review financial
community expectations
Information technology
changes




e

-

25303909090 30300 gd9d0

Frequency Audit Committee Topic

External auditors

Recommend appointment and review performance

Approve audit fees and terms of engagement

Consider poicy in relation to non-audit services

Consider objectivity/independence and obtain confirmation from auditor

Review audit plan, scope of work, and receive update

Review external audit findings

Discuss appropriateness of accounting policies, estimates and judgments

Discuss external auditors views on control environment including fraud and risk management
Discuss with auditor in absence of executives and management

Ongoing communication (written/oral) of external auditor with audit committee

Internal auditors

Approve appointment of Head of Internal Audit (on recruitment)
Review internal audit plan

Review significant internal audit reports and findings

Discuss with auditor in absence of execu‘;ges and management

= Mandatory . = As required Source: Audit Committee Institute — Practical Guide — Appendix 5
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Investigate any matter within its terms
of reference and should have
unlimited access to all information
and documents relevant to its
activities

Access to copies of audit reports on Regularly updated on audit

a timely basis and should be matters and be notified
regularly informed of corrective immediately on any fraud and
actions arising from internal and significant irregularities or

external audit findings internal control deficiencies

Should have adequate resources to
perform its duties and discharge its
responsibilities and should be
authorized to obtain independent
professional advice as considered
necessary

12
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