TERMS OF REFERENCE BOARD AUDIT COMMITTEE

1.
Composition

1.1
The Audit Committee will comprise the following:-

1.2
Three non-executive Directors (one to be Chairman of the Committee, who should not be the Chairman of the full board).  

1.3
The existence and composition of an Audit Committee with a minimum of 3 non-executive directors should satisfy the FSA preference to have “……. An appropriate number of non executive directors….” Constituting an audit committee where a firm deems one appropriate.
2.
Committee Attendees

The Executive Directors together with a representative of Mutual One Limited and PricewaterhouseCoopers LLP and various members of the Senior Management Forum will normally be in attendance at meetings (at the discretion of the committee), but will not be members of the committee.

3.
Terms of Reference

3.1
The principal objectives of the Committee are to:

(a)
consider matters relating to internal and external audit arrangements,

(b)
ensure systems are adequate and suitably controlled,

(c)
consider prudential, regulatory and compliance issues in relation to the Society, its connected undertakings and pension plan,

(d)
review compliance with the Building Societies Acts 1986 and 1997, the Financial Services and Markets Act 2000 and the FSA Handbook, together with other relevant legislation,

(e)
ensure that risks in the business are identified, controlled and reviewed on a regular basis and are mitigated within agreed limits and reported within the ICAAP (Internal Capital Adequacy Assessment Process), and
(f)
consider compliance issues relating to regulated products arranged through Darlington Investment Planning Limited or the Society.
3.2
The committee shall in particular ensure that the Society and Group complies with the overall general rule in SYSC 3.1.1 that “A firm must take reasonable care to establish and maintain such systems and controls as are appropriate to its business”.  Other rules in SYSC which expand upon that general requirement are detailed in appendix 1.  These and any other relevant rules will be used in developing appropriate risk based audit plans.
3.3
The committee will also ensure that :-


(a)
The Society and Group maintain adequate and proper accounting records under section 71(2) of the Building Societies Act.


(b)
The Society and Group complies with relevant legislation and codes of practice.

4.
Responsibilities

4.1
The responsibilities of the Committee shall include:-


(a)
Ensure the adequacy of Society and Group systems of business control and in particular, its arrangements for evaluating risks in relation to its existing and future business and related capital requirements.


(b) The approval of any statement to be incorporated into the Statutory Accounts dealing with control issues.


(c)
Review and recommend approval of the statutory Accounts to the Board of Directors.


(d)
Review and recommend approval of accounting policies and practices to the Board of Directors.

(e)
an assessment of the scope of work performed by Mutual One Limited, the nature and timing of internal audit reports and the adequacy of internal audit resources.


(f)
Preparation and approval of an internal audit plan and any subsequent changes.


(g)
Receiving  reports from the Internal Auditor and reporting to the Board on the internal audit plan together with recommendations for improvements.


(h)
Monitor the effectiveness of the internal audit function and compliance with its terms of reference/service level agreement and recommend any appointment, re-appointment or removal of the Internal Auditor.

(i)
Reviewing the resolution of audit issues raised and ensuring that satisfactory action to resolve the audit issues raised has been taken or reasons for rejection of major points highlighted.


(j)
Identifying risks within the business, proposed new lines of business or new initiatives and ensuring that mitigating action is taken as necessary to control those risks within acceptable parameters agreed by the Board.


(k)
ensuring that a process is in place to identify risks within the business.


(l)
Considering Compliance issues including the approval of an annual compliance plan and subsequent progress therewith and adherence/departure from codes of practice.


(m)
Reviewing at least annually a report from the Money Laundering Reporting Officer on the effectiveness of the society’s money laundering processes.


(n)
Reviewing the adequacy of management information and other reports made available to the Board.


(o)
An assessment of the external audit function and recommend any appointment, re-appointment or removal of the external auditor.

(p)
Providing an interface between management and the external auditors.


(q)
Receiving compliance reports on sales of regulated business.

5.
Internal Audit Function


The committee operates on the basis that the internal audit function has been outsourced to Mutual One Limited.  Any change of service provider can only be made on the recommendation of the audit committee with the approval of the board of directors.

6.
Meetings

6.1
The Committee shall meet at least quarterly each year or more frequently as required.

6.2
The Director and Secretary shall be appointed Secretary of the Committee and, in conjunction with the Chairman, shall draw up an agenda which shall be circulated during the week prior to each meeting to the members of the Committee, Mutual One Limited and the external Auditors unless shorter notice is required by emergency events.

6.3
The Secretary shall cause minutes of all meetings to be maintained and these shall be circulated to all Directors for consideration and acceptance at the first subsequent Audit Committee.

6.4
The Committee shall have authority to require the attendance at their meetings of all members of the Society’s personnel.

6.5
The Chairman or the Board will call a meeting of the Audit Committee or if so requested by any Committee member, Mutual One Limited or the External Auditors.

7.
Quorum

7.1
For a meeting to be quorate it must be attended by a minimum of two non executive directors.

8.
Reporting

8.1
The Chairman will provide a verbal report to the next full board meeting and minutes of each meeting will be circulated to all directors.
Appendix 1

Rules in SYSC

SYSC 3.2.6

A firm must take reasonable care to establish and maintain effective systems and controls for compliance with applicable requirements and standards under the regulatory system and for countering the risk that the firm might be used to further financial crime.

SYSC 3.2.6A

A firm must ensure that these systems and controls:

(1) enable it to identify, assess, monitor and manage money laundering risk; and

(2) are comprehensive and proportionate to the nature, scale and complexity of its activities.

SYSC 3.2.6C

A firm must carry out regular assessments of the adequacy of these systems and controls to ensure that it continues to comply with SYSC 3.2.6A.

SYSC 3.2.6H
A firm must allocate to a director or senior manager (who may also be the money laundering  reporting officer) overall responsibility within the firm for the establishment and maintenance of effective anti-money laundering systems and controls.

SYSC 3.2.6I - The money laundering reporting officer
A firm must:

(1) appoint an individual as MLRO, with responsibility for oversight of its compliance with the FSA’s rules on systems and controls against money laundering; and

(2) ensure that its MLRO has a level of authority and independence within the firm and access to resources and information sufficient to enable him to carry out that responsibility.

SYSC 4.1.1

A common platform firm must have robust governance arrangements, which include a clear organisational structure with well defined, transparent and consistent lines of responsibility, effective processes to identify, manage, monitor and report the risks it is or might be exposed to, and internal control mechanisms, including sound administrative and accounting procedures and effective control and safeguarding arrangements for information processing systems.
SYSC 4.1.2

The arrangements, processes and mechanisms referred to in SYSC 4.1.1R must be comprehensive and proportionate to the nature, scale and complexity of the common platform firm’s activities and must take into account the specific technical criteria described in SYSC 4.1.7R, SYSC 5.1.7R and SYSC 7.
SYSC 4.1.3

A BIPRU firm must ensure that its internal control mechanisms and administrative and accounting procedures permit the verification of its compliance with rules adopted in accordance with the Capital Adequacy Directive at all times.

SYSC 4.1.4

A common platform firm must, taking into account the nature, scale and complexity of the business of the firm, and the nature and range of the investment services and activities undertaken in the course of that business:

1) establish, implement and maintain decision making procedures and an organisational structure which clearly and in a documented manner specifies reporting lines and allocates functions and responsibilities;
2) establish, implement and maintain adequate internal control mechanisms designed to secure compliance with decisions and procedures at all levels of the firm; and 

3) establish, implement and maintain effective internal reporting and communication of information at all relevant levels of the firm.

SYSC 4.1.6 - Business Continuity

A common platform firm must take reasonable steps to ensure continuity and regularity in the performance of its regulated activities.  To this end the firm must employ appropriate and proportionate systems, resources and procedures.
SYSC 4.1.7

A common platform firm must establish, implement and maintain an adequate business continuity policy aimed at ensuring, in the case of an interruption to its systems and procedures, that any losses are limited, the preservation of essential data and functions, and the maintenance of its regulated activities, or, where that is not possible, the timely recovery of such data and functions and the timely resumption of its regulated activities.

SYSC 4.1.9 - Accounting Policies
A common platform firm must establish, implement and maintain accounting policies and procedures that enable it, at the request of the FSA, to deliver in a timely manner to the FSA financial reports which reflect a true and fair view of its financial position and which comply with all applicable accounting standards and rules.

SYSC 4.1.10 - Regular Monitoring

A common platform firm must monitor and, on a regular basis, evaluate the adequacy and effectiveness of its systems, internal control mechanisms and arrangements established in accordance with SYSC 4.1.4R to SYSC 4.1.9R and take appropriate measures to address any deficiencies.

SYSC 4.3.1 - Responsibility of Senior Personnel
A firm, when allocating functions internally, must ensure that senior personnel and, where appropriate, the supervisory function, are responsible for ensuring that the firm complies with its obligations under the regulatory system.  In particular, senior personnel and, where appropriate, the supervisory function must assess and periodically review the effectiveness of the policies, arrangements and procedures put in place to comply with the firm’s obligations under the regulatory system and take appropriate measures to address any deficiencies.

SYSC 4.3.2

A common platform firm, must ensure:-

(1) that its senior personnel receive on a frequent basis, and at least annually, written reports on the matters covered by SYSC 6.1.2R to SYSC 6.1.5R, SYSC 6.2.1R and SYSC 7.1.2R, SYSC 7.1.3R and SYSC 7.1.5R to SYSC 7.1.7R, indicating in particular whether the appropriate remedial measures have been taken in the event of any deficiencies; and

(2) the supervisory function, if any, must receive on a regular basis written reports on the same matters.

SYSC 5.1.1 - Skills, Knowledge and Expertise

A firm must employ personnel with the skills, knowledge and expertise necessary for the discharge of the responsibilities allocated to them.

SYSC 5.1.6 - Segregation of Functions

A common platform must ensure that the performance of multiple functions by its relevant persons does not and is not likely to prevent those persons from discharging any particular functions soundly, honestly and professionally.

SYSC 5.1.7

The senior personnel of a common platform firm must define arrangements concerning the segregation of duties within the firm and the prevention of conflicts of interest.

SYSC 5.1.12 - Awareness of Procedures

A common platform firm must ensure that its relevant persons are aware of the procedures which must be followed for the proper discharge of their responsibilities.

SYSC 5.1.13 - General

The systems, internal control mechanisms and arrangements established by a firm in accordance with this chapter must take into account the nature, scale and complexity of its business and the nature and range of investment services and activities undertaken in the course of that business.

SYSC 5.1.14

A common platform firm must monitor and, on a regular basis, evaluate the adequacy and effectiveness of its systems, internal control mechanisms and arrangements established in accordance with this chapter, and take appropriate measures to address any deficiencies.

SYSC 6.1.1 - Compliance

A firm must establish, implement and maintain adequate policies and procedures sufficient to ensure compliance of the firm including its managers, employees and appointed representatives (or where applicable, tied agents) with its obligations under the regulatory system and for countering the risk that the firm might be used to further financial crime.

SYSC 6.1.2

A common platform firm must, taking into account the nature, scale and complexity of its business, and the nature and range of investment services and activities undertaken in the course of that business, establish, implement and maintain adequate policies and procedures designed to detect any risk of failure by the firm to comply with its obligations under the regulatory system, as well as associated risks and put in place adequate measures and procedures designed to minimise such risks and to enable the FSA to exercise its powers effectively under the regulatory system and to enable any other competent authority to exercise its powers effectively under MiFID.

SYSC 6.1.3

A common platform firm must maintain a permanent and effective compliance function which operates independently and which has the following responsibilities:

(1) to monitor and, on a regular basis, to assess the adequacy and effectiveness of the measures and procedures put in place in accordance with SYSC 6.1.2 R, and the actions taken to address any deficiencies in the firm’s compliance with its obligations;

(2) to advise and assist the relevant persons responsible for carrying out regulated activities to comply with the firm’s obligations under the regulatory system.

SYSC 6.2.1 - Internal Audit
A common platform firm must, where appropriate and proportionate in view of the nature, scale and complexity of its business and the nature and range of investment services and activities undertaken in the course of that business, establish and maintain an internal audit function which is separate and independent from the other functions and activities of the firm and which has the following responsibilities:

(1) to establish, implement and maintain an audit plan to examine and evaluate the adequacy and effectiveness of the firm’s systems, internal control mechanisms and arrangements;

(2) to issue recommendations based on the result of work carried out in accordance with (1);

(3) to verify compliance with those recommendations;

(4) to report in relation to internal audit matters in accordance with SYSC 4.3.2R.

SYSC 6.3.1 - Financial Crime

A firm must ensure the policies and procedures established under SYSC 6.1.1R include systems and controls that:

(1) enable it to identify, assess, monitor and manage money laundering risk; and

(2) are comprehensive and proportionate to the nature, scale and complexity of its activities.
SYSC 6.3.3

A firm must carry out regular assessment of the adequacy of these systems and controls to ensure that it continues to comply with SYSC 6.3.1R.

SYSC 6.3.8

A firm must allocate to a director or senior manager (who may also be the money laundering reporting officer) overall responsibility within the firm for the establishment and maintenance of effective anti-money laundering systems and controls.

SYSC 6.3.9 - The money Laundering Reporting Officer

A firm must:

(1) appoint an individual as MLRO, with responsibility for oversight of its compliance with the FSA’s rules on systems and controls against money laundering; and

(2) ensure that its MLRO has a level of authority and independence within the firm and access to resources and information sufficient to enable him to carry out that responsibility.

SYSC 7.1 - Risk Control

SYSC 7.1.2

A common platform firm must establish, implement and maintain adequate risk management policies and procedures, including effective procedures for risk assessment, which identify the risks relating to the firm’s activities, processes and systems, and where appropriate, set the level of risk tolerated by the firm.

SYSC 7.1.3

A common platform firm must adopt effective arrangements, processes and mechanisms to manage the risk relating to the firm’s activities, processes and systems, in light of that level of risk tolerance.

SYSC 7.1.5

A common platform firm must monitor the following:

(1) the adequacy and effectiveness of the firm’s risk management policies and procedures;

(2) the level of compliance by the firm and its relevant persons with the arrangements, processes and mechanisms adopted in accordance with SYSC 7.1.3R;

(3) the adequacy and effectiveness of measures taken to address any deficiencies in those policies, procedures, arrangements, processes and mechanisms, including failures by the relevant persons to comply with such arrangements or processes and mechanisms or follow such policies and procedures.

SYSC 7.1.10

A BIPRU firm must operate through effective systems the ongoing administration and monitoring of its various credit risk-bearing portfolios and exposures, including for identifying and managing problem credits and for making adequate value adjustments and provisions.

SYSC 7.1.13 - Residual Risk

A BIPRU firm must address and control by means of written policies and procedures the risk that recognised credit risk mitigation techniques used by it prove less effective than expected.

SYSC 7.1.14 - Market Risk

A BIPRU firm must implement policies and processes for the measurement and management of all material sources and effects of market risks.

SYSC 7.1.15 - Interest Rate Risk

A BIPRU firm must implement systems to evaluate and manage the risk arising from potential changes in interest rates as they affect a BIPRU firm’s non-trading activities.

SYSC 7.1.16 - Operational Risk

A BIPRU firm must implement policies and processes to evaluate and manage the exposure to operational risk, including to low frequency high severity events.  Without prejudice to the definition of operation risk, BIPRU firms must articulate what constitutes operational risk for the purposes of those policies and procedures.

SYSC 12.1.8 - General Rules
A firm must:

(1) have adequate, sound and appropriate risk management processes and internal control mechanisms for the purpose of assessing and managing its own exposure to group risk, including sound administrative and accounting procedures; and
(2) ensure that its group has adequate, sound and appropriate risk management processes and internal control mechanisms at the level of the group, including sound administrative and accounting procedures.

SYSC 12.1.10

The internal control mechanisms referred to in SYSC 12.1.8R must include:

(1) mechanisms that are adequate for the purpose of producing any data and information which would be relevant for the purpose of monitoring compliance with any prudential requirements (including any reporting requirements and any requirements relating to capital adequacy, solvency, systems and controls and large exposures):
(a) to which the firm is subject with respect to its membership of a group; or

(b) that apply to or with respect to that group or part of it; and

(2) mechanisms that are adequate to monitor funding within the group.















