TERMS OF REFERENCE BOARD AUDIT & Compliance COMMITTEE

1.
Composition

1.1
The Audit & Compliance 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).  At least one member of the Board Risk Committee should be a member of this Committee.

1.3
The existence and composition of an Audit & Compliance 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 & Compliance Committee where a firm deems one appropriate.

1.4
The Audit & Compliance Committee should have at least one member with relevant and recent financial experience.

1.5
Membership of the Committee will be agreed by the Board.

1.6
Appointments to the Committee shall be for a period of up to three years, which may be extended for further periods of up to three years, provided the director still meets the criteria for membership of the Committee.

1.7
The Committee shall have access to sufficient resources in order to carry out its duties.  In addition it shall be provided with appropriate and timely training.

2.
Committee Attendees

The Executive Directors together with a representative of Mutual One Limited, the Compliance Officer (or representative) and PricewaterhouseCoopers LLP and various members of the Senior Management Forum may be asked to attend 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)
to monitor the clarity and integrity of the financial statements produced by the Society and any formal announcements relating to the Society’s financial performance, reviewing significant financial reporting judgements contained in them,

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

(f)
to consider any proposed engagements with the external auditor to supply non-audit services, taking into account relevant ethical guidance regarding the provision of non-audit services by the external audit firm, and to report to the Board, identifying any matters in respect of which it considers that action or improvement is needed and making recommendations as to the steps to be taken.

(g)
review and challenge where necessary all material information presented with the financial statements, such as the Director’s Report and the corporate governance statement (insofar as it relates to the audit and risk management).

3.2
In particular the committee will ensure that the Society and Group complies with SYSC Rule 6.1.1:  “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”.

3.3
The Committee will also ensure that:


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

3.4
The Committee shall oversee any investigation of activities which are within its terms of reference.

3.5
The Committee shall seek any information it requires from any employee of the Group in order to perform its duties.  It shall obtain, at the Group’s expense, external legal or other professional advice on any matter within its terms of reference.  It shall call any employee to be questioned as and when required.

3.6
The Committee shall have the right to publish in the Group annual report details of any issues that cannot be resolved between the committee and the board of directors.

4.
Responsibilities

4.1
The responsibilities of the Committee shall include:-

4.1.1
Risk and Systems

(a)
Ensure the adequacy and effectiveness of Society and Group internal financial systems of business control.

(b)
Ensuring that a process is in place to identify risks within the business and that appropriate action is taken to mitigate those risks in accordance with the Board’s Risk Appetite.

4.1.2
Accounting policies and Accounts production

(a)
The approval of any statement to be incorporated into the Statutory Accounts dealing with internal control and risk issues or on the Committee’s activities.

(b)
Review and after suitable challenge where necessary, recommend approval of the statutory Accounts to the Board of Directors.

(c)
Review and after suitable challenge where necessary recommend approval of accounting policies and practices to the Board of Directors ensuring that suitable accounting standards have been adopted taking into account the views of external auditors.

(d)
Review and after suitable challenge where necessary, recommend the methods used to account for significant or unusual transactions where different approaches are possible.

4.1.3
Internal Audit

(a)
An assessment of the remit, scope and effectiveness of work performed by Mutual One Limited, the nature and timing of Internal Audit reports and the adequacy of Internal Audit resources.

(b)
Preparation and approval of an Internal Audit Plan and any subsequent changes.

(c)
Reporting to the Board on the Internal Audit Plan including planned improvements

(d)
Reviewing reports from the Internal Auditor together with management’s response and considering any further actions.

(e)
Reviewing the resolution of audit issues raised and ensuring that satisfactory action to resolve them has been taken or reasons for rejection by Management of any points are appropriate

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

(g)
Approval of the internal audit fees.

(h)
Meet Mutual One at least once a year, without management being present, to discuss their remit and any issues arising from the internal audit reports carried out.  In addition the Mutual One Client Relationship Manager shall be given the right of direct access to the Chairman of the Board and to the Audit & Compliance Committee.

4.1.4
Compliance

(a)
An assessment of the scope of work performed by the Compliance   Function, the nature and timing of Compliance reports and the adequacy of compliance resources. 

(b)
The approval of a Compliance Plan and any subsequent changes.

(c)
Reporting to the Board on the Compliance Plan including planned improvements

(d)
Reviewing reports together with management’s response and considering any further actions.

(e)
Reviewing the resolution of compliance issues raised and ensuring that satisfactory action to resolve them has been taken or reasons for rejection by Management of any points are appropriate

(f)
Monitor the effectiveness of the compliance function and compliance with its terms of reference

4.1.5
Money Laundering

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

4.1.6
 External Audit
(a)
An assessment of the External Auditor’s effectiveness, expertise and resources and recommend to the Board any appointment, re-appointment or removal of the External Auditor.  The Committee shall oversee the selection process for any new Auditor, and if an Auditor resigns the Committee shall investigate the issues leading to this and decide whether any further action is required.

(b)
Approval of the external fees

(c)
Approval of the External Auditor’s engagement letter and scope of the audit.

(d)
Assessing annually the External Auditor’s independence taking account of all relevant factors including the provision of any non audit services.

(e)
Monitoring the External Auditor’s compliance with professional guidance on the rotation of audit partners.

(f)
Reviewing the findings of the audit with the external auditor, including a discussion of any major issues which arose during the audit, any accounting and audit judgements, levels of errors identified during the audit, the effectiveness of the audit and managements responses to these issues.

(g)
Providing an interface between Management and the External Auditor.

(h)
To review and monitor the External Auditor’s independence and objectivity and the effectiveness of the audit process, taking into consideration relevant UK professional and regulatory requirements.

(i)
To seek to ensure co-ordination with the activities of the internal audit function.

(j)
Meet regularly with the external auditor, including once at the planning stage before the audit and once after the audit at the reporting stage.  The committee shall meet the external auditor at least once a year, without management being present, to discuss the auditor’s remit and any issues arising from the audit.

(k)
Reviewing and approve the annual audit plan and ensure that it is consistent with the scope of the audit engagement.

(l)
Reviewing any representation letters requested by the external auditor before they are signed by management.

4.1.7
Whistleblowing

(a)
Reviewing the adequacy and security of the Group’s arrangements for employees and contractors to raise concerns in confidence about possible wrongdoing in financial reporting or other matters (Whistleblowing).

(b)
Ensure that these arrangements allow proportionate and independent investigation of such matters and appropriate follow-up action. 

(c)
Reviewing on an annual basis the Whistleblowing policy and recommending any changes to the Board.

4.1.8
Self Assessment of Effectiveness

(a)
Reviewing the Committee’s own performance annually or more frequently as appropriate together with considering its constitution and terms of reference making any recommendations for change to the Board for approval.


4.1.9

Fraud and Bribery



(a)
Review the Group’s systems and controls for detecting and preventing fraud and bribery, and to receive reports on non-compliance.

5.
Meetings

5.1
The Committee shall meet at least quarterly each year or more frequently as required.

5.2
The Secretary shall be appointed Secretary of the Committee and, in conjunction with the Chairman, shall draw up an agenda which, together with supporting papers, shall be circulated during the week prior to each meeting to the members of the Committee, Mutual One Limited, the Compliance Officer and the External Auditors unless shorter notice is required by emergency events.

5.3
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 & Compliance Committee.

5.4
The Committee shall have authority to require the attendance at their meetings of all members of the Society’s personnel.

5.5
The Chairman or the Board may call a meeting of the Audit & Compliance Committee or if so requested by any Committee member, Mutual One Limited, the Compliance Officer or the External Auditors.

6.
Quorum

6.1
For a meeting to be quorate it must be attended by a minimum of two Non Executive Directors.

7.
Reporting

7.1
The Chairman will provide a verbal report to the next full board meeting and minutes of each meeting will be circulated to all directors.

7.2
The Committee shall make whatever recommendations to the board it deems appropriate on any area within its remit where action or improvement is needed.

8.
Annual General Meeting
8.1
The Committee Chairman should attend the Annual General Meeting to answer member questions on the Committee’s activities.
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