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Abstract

This paper reviews the tasks and design of audit committees, increasingly recommended as a
way to strengthen financial accountability and good central bank governance. It starts by
outlining the motivations for the establishment of audit committees in commercial
corporations and public sector entities, and explains how an audit committee interacts with
other governance bodies within a central bank. The paper focuses on the functions of an audit
committee rather than the audit committee per se, since the terminology of the governance
structure is often country-specific. It summarizes operational issues to consider in designing
an effective audit committee and discusses the implications for central bank legislation.
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I. INTRODUCTION

I. This purpose of this paper is to review the tasks of audit committees within the
overall governance structure of a central bank and discuss key features of their design.
The paper also examines some evolving issues of special relevance to audit committees in
central banks. The survey of central banks included in this paper illustrates that oversight
bodies such as audit committees may take many forms.” The paper maintains that the key to
good governance is whether the core audit committee functions are performed effectively,
rather than the specific configuration.

2. It is increasingly being considered best practice for central banks to establish an
audit committee. In the absence of a similar oversight body, it is frequently recommended—
for instance, in the International Monetary Fund’s (IMF) Safeguards Assessments—that
central banks establish such a committee.” The first step is a careful analysis of the overall
governance arrangements: for central banks with a two-tier board structure, financial
oversight functions may already be performed explicitly by a supervisory board or a special
audit board, obviating the need for a separate audit committee. The existence of an audit
committee is not a guarantee of effective oversight, as demonstrated by recent instances of
corporate failure.* Checks and balances and the quality of board oversight are central to the
reputation and credibility of central banks, and closely linked to their policy effectiveness.
Since central banks are held accountable for policy implementation and the stewardship of
public resources,’ the quality of financial disclosure is a major concern.® It is therefore useful
to review how the audit committee functions, which are increasingly requiring special
expertise, are put into practice in central banks, enabling them to provide the assurances of
integrity required of any public institution.

3. The duties performed by an audit committee are at the heart of the governance
framework of an organization. The narrowly defined function of an audit committee is to
exercise oversight of an entity’s internal control, financial reporting and disclosure process.
To do this, the committee needs a good understanding of the underlying accounting
framework, the organizational relationships upholding governance and the process of its
financial reporting. The typical scope of audit committees is summarized in Box 1. This

* Drawn from a survey of the central bank’s laws, annual reports or financial statements and web-sites.

? The IMF Safeguards Policy, adopted in 2000, was primarily designed to address misreporting and potential
misuse of IMF resources. A Safeguards Assessment reviews the so-called ELRIC areas covering: External audit
mechanism; Legal structure and independence of the central bank; financial Reporting; /nternal audit
mechanism; and system of internal Controls. These assessments stress the importance of a sound governance
framework, including the board’s role as overseeing the transparency and reporting of the central bank,
occasionally by recommending establishment of an audit committee. For details, see:
http://www.imf.org/external/np/exr/facts/safe.htm.

* For examples of large corporate collapses and their impact on regulation, see Box 1.1 in OECD (2004).
> For good practices for central bank autonomy and accountability, see, for instance, Lybek (1998).

® See, for instance, Sullivan 2003 and 2000.



paper examines how the body performing the audit committee functions derives its authority
and how it fits into the overall governance frameowrk. While a variety of organizational
structures exist to discharge these duties, the creation of a specialist audit committee is
becoming a widespread configuration to strengthen the board’s oversight and its fiduciary
responsibilities.” It is important that the committee is integrated into the overall governance
framework so to avoid overlaps and omissions and any dilution of the board’s ultimate
responsibility.

4. This paper is organized as follows. Section Il makes a case for audit committees in
central banks, within a historical and cross-sectoral perspective. Section III explains how an
audit committee can fit in the overall governance framework of a central bank, while
avoiding duplication and dilution of responsibilities (as elaborated in Appendix I). Section IV
reviews some operational issues in designing effective audit committees for a central bank
(complemented by the survey of central banks in Appendix II). Section V discusses the pros
and cons of entrenching an audit committee in central bank legislation. Section VI
summarizes and concludes.

II. THE CASE FOR AUDIT COMMITTEES IN CENTRAL BANKS

5. Good governance principles are fairly well developed for commercial
corporations,8 and public sector organizations,9 but less so for central banks. This
section thus starts by referring to corporate governance practices in the private sector before
discussing efforts to enhance transparency and accountability in government organizations.

" Fiduciary is derived from Roman law, according to Black’s Law Dictionary (1990), and designates a person
holding the character analogous to a trustee. A fiduciary duty entails that the highest standard of care is imposed
at either equity or law, which suggests that there cannot be a conflict of interest. Fiduciary responsibilities of a
board and an audit committee typically imply responsibilities to all stakeholders in addition to the immediate
shareholders/owners, but the extent to which they are explicitly mentioned in corporate law varies across
countries.

¥ In 1999 and revised in 2004, the Organisation for Economic Co-operation and Development (OECD) issued
the OECD'’s Principles of Corporate Governance for commercial corporations. The Principles cover five main
areas: protection of the rights of shareholders, equitable treatment of the latter, the role of stakeholders,
transparency and timely disclosure, the accountability of the board toward the company, its shareholders and its
stakeholders. They are available on: http://www.oecd.org/dataoecd/32/18/31557724.pdf. In addition, a number
of countries have issued national codes or principles for listed corporations. See, for instance OECD (2004,
Table 2.2) for an overview of national codes in OECD countries. For a broader list of countries, see the
European Corporate Governance Institute’s website: http://www.ecgi.org/codes/all_codes.php. The
recommendations included in these codes may not always be mandatory, but they tend to be implemented as a
result of the requirement to either comply or explain. Complementing its Principles, the OECD has also issued
the OECD Guidelines on Corporate Governance of State-owned Enterprises, which recommend infer alia a
strict separation between the state’s role as owner and regulator.

? The OECD, has for instance also developed a special website with guidance for Public Governance and




Notwithstanding differences between jurisdictions,'® company law is increasingly converging
on the recognition of good governance principles, generally interpreted as the organizational
configuration and procedures that will most effectively and efficiently help achieve the
objectives, tasks, and functions of an organization.'' Since this is still an evolving process
and these principles are even less explicit for central banks,'? the focus is on the substantive
functions of an audit committee, audit board, supervisory board, or similar body, rather than
its form. Typical functions performed by an audit committee (or similar body) are described
in Box 1.

1 For a comparative corporate law review, see e.g., Ugeux (2004), Branson (2001), and Hopt et al. (1998). For
an overview of the heterogeneous corporate governance landscape within the OECD countries, see Box 1.4 in
OECD (2004).

" Weil, Gotshal and Manges (2002) survey how the term “corporate governance” is defined in national
corporate governance codes across EU member states, illustrating differences in the details and breadth of the
definition and distinctions in the emphasis on control and supervision. For the purposes of this paper, the
definition used by the OECD is retained (OECD, 2004, page 11): “Corporate governance involves a set of
relationships between a company’s management, its board, its shareholders and other stakeholders. Corporate
governance also provides the structure through which the objectives of the company are set, and the means of
attaining those objectives and monitoring performance are determined.” The OECD adds that “good corporate
governance should provide proper incentives for the board and management to pursue objectives that are in the
interests of the company and its shareholders and should facilitate effective monitoring. The presence of an
effective corporate governance system, within an individual company and across an economy as a whole, helps
provide a degree of confidence that is necessary for the proper functioning of a market economy. As a result,
the cost of capital is lower and firms are encouraged to use resources more efficiently, thereby underpinning
growth.”

'2 Only recently have studies being focusing more explicitly on the governance of central banks, among others,
Frisell, Roszback and Spagnolo (forthcoming), Foster (2006), Lybek and Morris (2004), Schiffman (2004), and
Viv (2004).



Box 1. The Scope of an Audit Committee

Objective(s): Oversight, on behalf of the board of directors, and in accordance with any internal regulations
approved by the latter, of internal control and financial reporting. The board’s fiduciary duties delegated to the
audit committee thus include ensuring the existence and operation of an effective system of internal controls,
the quality and transparency of financial reporting and disclosures, as well as the framework for risk
management, fraud management, and legislative compliance.

Tasks and Responsibilities: Assist the board in overseeing internal and external auditors and the disclosure of
quality financial statements:

Disclosure of financial statements: exercise oversight of an entity’s financial reporting and disclosure
process. For central banks, the distinction between realized and unrealized profits may be
particularly important.

Interim financial statements: review the process and statements paying particular attention to complex or
unusual transactions, and judgmental areas where underlying assumptions may have
significant impact on equity capital.

Internal controls: adequacy of internal controls and risk management systems.

Internal audit: review of adequacy of internal audit function, including qualification of staff, resources,
and quality of reports. The audit committee may have a role in appointing the head of
internal audit, evaluating his/her performance, reviewing the internal audit plan and
assessing the adequacy of internal audit resources.

External audit: approve and understand the accounting framework, follow-up on recommendations from
internal and external auditors, and review the financial statements prior to publication.
Ensure rotation of external auditors, ascertain their quality and independence and, in some
cases, delegated responsibility for their appointment. Monitor compensation of external
auditors with a view to prevent conflicts of interest when external auditors are used as
consultants.

Compliance with laws and regulations: process for compliance with relevant laws and regulations,
including tax legislation. In central banks, the legal counselor or a compliance officer will
often perform this function, which can be overseen by an audit committee.

Code of conduct: process for monitoring compliance. In some countries, the audit committees may also
serve as contact point for whistle blowers and liaise with the ethics officer. They may be
required to assess the adequacy of disciplinary sanctions for breaching the code of
conduct, and with the growing regulatory emphasis on prevention and detection of fraud,
they may also be required to set up formal complaints procedures.

Sources: Apostolou and Jeffords (1990), PriceWaterhouseCoopers (1999, updated in 2003), Turner (2001), National
Association of Corporate Directors (2004), and Bromilow and Berlin (2006)

A. A Corporate Perspective

6. An audit committee may be envisaged as a mechanism to address principal-
agent challenges and fulfill fiduciary duties. The challenge is how owners (the principal)
can monitor and ensure that the employee (the agent or management) pursue the owner’s
objective.'’ The audit committee may either perform its duties as principal, whereby the

" The principal-agent theory—and its implicit assumptions—that maximization of simple material returns is
pursued by rational individuals—has dominated the discussion on how to improve governance. The real-world
complexity has often forced company legislators to instead consider “maximizing stakeholder wealth” by

(continued...)




legislation would hold it directly accountable, or it may be acting as the agent of the board,
which would retain ultimate responsibility. It is therefore essential that the committee fully
understands the capacity under which it operates. Fiduciary duties discharged by audit
committees (and, in some countries, the emergence of legal liability'*) also stem from the
separation of management and owners. They entail that the highest standards of care be taken
by truly independent members, and imply that the focus on maximizing “shareholder wealth”
be broadened to encompass “stakeholder wealth.” ">

7. Underlying the interest in oversight effectiveness is the recognition that
businesses may lose as much value from weak internal control and financial reporting
as from poor strategic decisions. The oversight function may be strengthened by either
attributing specific functions (e.g., oversight and strategic decisions) to different boards,
depending on the prevailing legal framework, or by adjusting an existing unitary board
structure, altering its composition to increase its independence (e.g., the number of external
members and their qualification requirements), or resorting to subcommittees. These
subcommittees may either have explicit legal authority to perform certain functions, or act in
a purely advisory capacity. If they have formal legal authority, their mandate must be clearly
stipulated to guard against the dilution of their responsibilities from a subsequent addition of
other subcommittees. Regardless of the structure of oversight, is important to state upfront
that audit committees—Iike external auditors—are not a panacea to prevent instances of
reporting malpractices or fraud.

8. The impetus for strengthening oversight through audit committees in the private
sector is partly market driven, and partly a response to regulatory developments.
Tighter statutory disclosure requirements from regulators have led to the development of the
audit committee function, even if the frameworks are not prescriptive as to the form of such
an oversight body. Capital markets and the emergence of private pension funds may have
contributed to de-linking management and the ultimate shareholder, thereby increasing the
importance of high quality reliable financial disclosure for honoring a company’s fiduciary
responsibilities. Additional controls may also have stemmed from the complexity of financial
reporting standards, key accounting issues (e.g., the treatment of pension obligations and

elaborating the fiduciary responsibilities of the various governing bodies and management. Smallman (2004)
examines three theoretical paradigms in corporate governance: shareholder theory, stakeholder theory and
stewardship theory. He argues that stewardship provides the future direction for corporate governance practice
“if organisations are to deliver benefits to both their owners and other beneficiaries whilst not significantly
harming the interests of other groups.”

' One of the issues which has emerged in the U.S. is the extent to which potential liabilities of audit committee
members undermine the selection of suitably qualified members. See Rowland (2002) for a review of the
liabilities of members of audit committees in the U.S.

!> Whether this is explicit in corporate law varies between countries and over time and leads to different
practices in employee representation and disclosure of environmental policies, for instance.



stock options and the application of fair-value accounting'®), and the increased use of
earnings management, which requires special financial expertise.

0. Notwithstanding diversity in corporate approaches across legal systems, the
discharge of fiduciary duties by the body entrusted with audit committee functions is
remarkably similar. By way of illustration, Box 2 summarizes the main features of audit
committees in three legal traditions. Within the single board configuration of Anglo Saxon
countries, the emphasis varies from strengthening either the external representation on the
board (U.K.) or the audit committee itself (U.S.)."” The German corporate structure is an
example of a two-tier board structure, which is used in several other European countries.'® In
the Japanese model, a statutory board of auditors is hierarchically equivalent to the board of
directors, reporting directly to the shareholders, although it manages the external audit
process and reviews audit findings in much the same way as in the two other models."

' For a discussion of these accounting issues, see OECD (2004) Box 3.2. Caruana et al. (2002), using Enron as
a focal point to explore the challenges posed by failures of financial reporting also address some fundamental
concerns about future accounting. Although fair-value accounting is a sound principle in a market economy, it
may be manipulated, particularly in the way future envisaged revenues are discounted. Accordingly, the
stakeholders must hold boards responsible for developing better processes to ensure the existence and operation
of appropriate control and reporting frameworks.

' For guidance on strengthening audit committees without undermining the unitary board structure in the U.K.
see the Smith Report, available on http://www.frc.org.uk. For a review of the literature on audit committees in
the U.S. see, for instance, DeZoort (2002).

'8 According to Ugeux (2004, page 345 and footnote 22), French law, for example, does not allow the board to
delegate decision-making authority to a committee. A structure similar to that of the German corporate sector is
adopted by some companies in France, which choose to establish a Directoire as the management board and a
Conseil de Surveillance as the supervisory board. Unlike the U.K. whether the CEO is the chairman of the
supervisory board is not referred to explicitly in Germany, although the practice in large companies is that the
shareholders nominate a representative to chair the supervisory board. It is important to bear in mind that
company laws in the European Union still differ significantly (See Weil, Gotshal and Manges, 2002 and, for a
comparison of the UK and Germany, Davies, 2000). Companies registering under the new European company
law (Societas Europaea) may elect a one- or a two-tier board system. See Title III Article 38 of the European
Council Regulation (EC) No.2157/2001 available at http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32001R2157:EN:HTML.

1% Japanese law is more prescriptive, and requires the board of auditors to attach their audit opinion to the
financial statements. Accordingly, the Financial Service Agency of Japan persuaded the U.S. SEC to exempt
Japanese issuers from the Sarbanes-Oxley Act.



Box 2. A Cross-Country Perspective

The U.K. and the U.S.

In 1992, the Cadbury Committee issued the Code of Best Practice that recommended that boards of U.K.
companies include at least three external directors and that the position as chief executive officer (CEO) and
chairperson of the board be held by different individuals. The U.S. Securities and Exchange Commission (SEC)
and the New York Stock Exchange (NYSE) have recommended the establishment of corporate audit committee
with a view to reinforce oversight. During the last two decades, the requirements for audit committees have
become more detailed. 1/ In both countries oversight is expected to be strengthened by including more external
directors, but analysts in the U.S. (where the CEO typically remains the chairman of the board) question the
effectiveness of the latter if they are involved in too many boards. The Sarbanes-Oxley Act of 2002 contains
mandatory measures for audit committees covering the following areas: (i) management notification of
significant internal control deficiencies and any instance of fraud involving management; (ii) the receipt of
reports from auditors on critical accounting policies and practices; (iii) direct responsibility for the appointment,
compensation, and oversight of external auditors; (iv) the establishment of procedures for receiving and dealing
with complaints regarding the company’s accounting and internal controls for auditing matters; (v) the setting
up of procedures for handling employee concerns—whistle blowing—on accounting issues; and (vi) the
inclusion of members that are financially literate. 2/ Regarding the latter, the SEC requires that at least one
member observe the financial expert definition, while both NYSE and NASDAQ require all members to be
financially literate.

Germany

The German corporate structure is an example of a two-tier board structure, which is used in several other
European countries. A supervisory board (Aufsichtsrat) comprising mainly external members, and sometimes
employees, has the highest authority and oversees the management board (Vorstand). The supervisory board is
also involved in making strategic decisions, but the degree to which it should be involved in these decisions, as
they become more tactical, is often debated. One of the challenges is the interaction between the two boards,
since management (and the CEO) plays a role in nominating members of the supervisory board, there is a need
to ensure that the supervisory board has full access to all relevant information from management. To address
this, the German corporate governance code (the Cromme Code) prescribes that a supervisory board shall set up
an audit committee (5.3.2), that the chairman of the supervisory board must not be the chairman of the audit
committee (5.2), and that the latter must not be a former member of the management board (5.3.2).

Japan

In Japan, both types of corporate governance models (single and two-tier board structures) now exist for listed
companies. Historically, Japanese corporate law has used a two-tier board structure, consisting of a board of
directors and a board of corporate auditors (kansayaku). The distinguishing feature of the Japanese approach is
that the two boards are of equal hierarchy vis-a-vis the shareholders, to whom they report directly, though in
parallel. Although the statutory board of auditors comprises non-executive directors, in practice, the relationship
between management and board members remained fairly close. Amendments to the Japanese company law
were thus directed toward strengthening the definition of a non-executive director, effective 2005. Other
reforms gave Japanese companies the option, as of 2003, to adopt a unitary board configuration, provided they
establish committees for nomination, audit, and remuneration, each comprising three or more members, half of
which must be outside directors. Japanese law is fairly prescriptive about the role of the board of auditors and
the scope of their oversight. It stipulates their fiduciary duty to the shareholders is to audit the activities of the
business through a business audit and a financial audit. The business audit is similar to a compliance audit and
does not cover the integrity of decisions made by the board of directors, unless they believe that there has been
a breach of their “duty of care” to the shareholders. The financial audit is an audit of the financial statements
and is performed by a specialist company elected at the shareholders meeting.

1/ The recommendations of the Treadway Commission in 1987, were followed by those of the Blue Ribbon Committee in
1999 (most recently updated in 2004) and the Sarbanes-Oxley Act of 2002.
2/ For an elaboration and interpretation, see, for instance, Emmerich, Racz, and Unger (2005) or Chapter 3 OECD (2004).




B. Good Governance in the Public Sector

10.  With a widespread trend toward decentralization, outsourcing and private-
public partnerships, governments are devoting greater attention to public sector
accountability.”® Issues of corporate governance thus extend beyond commercial
corporations. Since government entities are accountable to citizens for the proper
management of their taxes, they may be expected to be governed by equivalent or even
higher standards than their private counterparts. Recent public sector reforms in
industrialized countries were directed toward the internal control function, holding decision-
makers accountable on how public funds are managed and reflecting a shift from ex ante
control of funds (i.e. before spending is authorized) to ex post assessments of the efficiency
with which resources were allocated. In fact, performance indicators are increasingly adopted
in budget and management systems in OECD member countries, some of which are also
implementing risk management approaches in internal control.*'

11. The greater desire for accountability toward stakeholders has led to the
establishment of public sector oversight bodies in a number of countries. More than half
the countries participating in the World Bank/OECD 2003 Survey on Budget Practices and
Procedures stated that they established a centralized body for internal audit oversight, a third
of which are located in an independent government organization.”” Underlying this
governance structure is the desire to reinforce the impartiality of internal control, separate it
from day-to-day management and address duplication between internal and external control.

12. Some governments have developed specific guidelines for audit committees in
ministries, agencies, or departments. The handbook developed by the U.K. Treasury, for
instance, is designed to help the audit committee elaborate a strategy for briefing the
accounting officer or the board prior to their reporting to the parliamentary Public Accounts
Committee (PAC). Accounting officers and boards cannot be expected to know all the
operational details of the organization but will still need to have the assurance that
governance mechanisms are in place since they will be held to public account. Responsible
for the availability and accuracy of information, the audit committee is an integral part of the

%% By public sector accountability, the OECD means “the obligation of those entrusted with particular
responsibilities to present an account of, and answer for, their execution” while control is defined as “a process
designed to provide reasonable assurance regarding the effectiveness and efficiency of operations, reliability of
reporting and compliance with applicable laws and regulations.” OECD (2005)

2! This approach, pioneered by Australia and the U.K., also stimulated interest in Ireland and Japan. For more
details, see OECD (2005). Enterprise risk management is defined by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) as “a process, effected by an entity’s board of directors,
management and other personnel, applied in strategy setting and across the enterprise, designed to identify
potential events that may affect the entity, and manage risk to be within its risk appetite, to provide reasonable
assurance regarding the achievement of entity objectives.” (See p.2 of the COSO integrated framework on risk
management, available on http://www.coso.org/Publications/ERM/COSO_ERM _ExecutiveSummary.pdf

*? The results of this survey are available on http://ocde.dyndns.org/ .
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formal accountability procedure and provides the required assurance of efficient, effective,
and economic control systems.”

13. The public audit committee’s lines of accountability and members’ personal
incentives differentiate it from that of a commercial corporation. The difference in
government departments is being held accountable by ministers, and/or parliament rather
than an annual meeting of shareholders, and unlike boards in commercial corporations,
policy responsibility is split between decisions taken at ministerial level and the provision of
agency or departmental advice. Moreover, the non-executive members of the audit
committee act as advisers or consultants and do not have the same incentives as their private
sector counterparts. In representing the government rather than the shareholders they do not
share the liability of a corporate board member and may be dismissed with a change in the
administration at the end of an electoral cycle. To ensure that independent external
membership does not unduly represent third party interests or expose privileged information,
governments typically issue guidelines on public appointments to maximize the benefits of
external expertise and independent judgment.

14.  Public service objectives further distinguish the role of audit committees in
government entities, placing a greater emphasis on members’ personal qualities. The
Australian government guide offers a discussion of process issues in the establishment and
operation of audit committees designed to help public entities apply principles of better
practice.” The guide states explicitly that audit committee members, over and above the
functions specified in the charter, have a responsibility to exercise due diligence and act in
good faith in the best interest of the entity. One of the recommended personal qualities is the
ability to appreciate an entity’s culture and values in considering ethical issues that might
arise. This usefully extends staff and officials’ responsibilities (normally established in
internal codes of conduct or ethics) to the external members of the audit committee. The
guide calls upon the committee members to adopt a culture of “continuous improvement”
rather than a punitive approach, arguing that it is a more constructive way of interacting with
management.

15. Reflecting developments in the corporate sector, the extent of legal liability is
emerging as a source of concern, although this varies from one country to another.
Although the Australian guide is pragmatic rather than prescriptive, it goes further than the
U.K. Treasury handbook in recommending that audit committee members arrange for

3 The good practice guidelines clearly state that the PAC will not accept any accept a lack of knowledge of
internal control vulnerabilities as a justification for poorly managed or realized risk. See: http://www.hm-
treasury.gov.uk/media/5B7/CC/GIAS_good_practice_guide.pdf and http:/www.hm-
treasury.gov.uk/media/8D2/62/audit_committee_handbook2003.pdf .

 The Better Practice Guide Public Sector Audit Committees also includes alternative audit committee charters
which may be tailored an entity’s particular circumstances. Available at http://www.anao.gov.au/. Australian
public sector entities are statutorily required to establish an audit committee, and the guide applies to all entities
governed by the Financial Management and Accountability Act 1997 and the Commonwealth Authorities and
Companies Act 1997.




11

appropriate indemnity insurance. Their liability is limited in that it will not be greater than
that of an executive of (or a service provider to) the entity.

C. Holding Autonomous Central Banks Accountable

16.  Effective disclosure and assurances of integrity help central banks strike a
balance between autonomy and accountability. The earlier central banks, established as
commercial enterprises with special note issuance privileges, were fairly easy to monitor
(often by private shareholders) since they were guided by a simple monetary rule.
Widespread nationalization in the 1930s and 1940s increased the government’s involvement
in central banks, and to the extent that private shareholders remained, their oversight role was
limited. The advent of deregulation, and the reliance on discretion and indirect monetary
instruments was accompanied by greater autonomy. Attention then shifted towards
transparency, holding autonomous central banks accountable for achieving clearly defined
and prioritized objectives. A particular focus on efficiency emerged, since lower yields on
international reserves, revaluation losses, and sterilization costs have undermined the
financial position of several central banks.

17. An effective system of central bank reporting, backed up by demonstrably good
governance is instrumental in the proper functioning of an autonomous central bank.
The challenge is how to hold central bankers accountable, since they are unelected public
officials, managing public resources and implementing policies that affect society at large.
The demonstration of appropriate oversight of internal control and financial reporting
provides central banks with strong grounds to defend themselves against unwarranted
external influence. Examples of waste, corruption or extravagance may lead to a situation
where statutory amendments, ostensibly designed to address operational deficiencies, could
effectively curtail independence, recreating the so-called inflation bias to the detriment of
sustainable economic growth.

18. The focus on governance and accountability provides strong incentives for a
central bank to adopt an audit committee, drawing on the experience of other sectors.
For a central bank entrusted with banking supervision, establishing an audit committee would
apply a “practice what you preach” approach, since corporate governance principles are also
developed for commercial banks.* Essentially, as revealed in the survey of selected central
banks (Appendix II), the core function of an audit committee in a central bank remains
similar to that of other sectors highlighted in Box 1; i.e., to oversee the integrity of internal
control and the transparency of financial reporting. Depending on the governance structure
specified in the law, the audit committee functions may be discharged by a body acting as a
sub-committee of the governing board or as the body with the direct responsibility for the

** In 2005, the Basel Committee on Banking Supervision, with a view to complement the OECD Principles,
issued its own corporate governance principles for banks, where it is stated (p.8) that “the Committee believes
that it is appropriate and beneficial for large, internationally active banks to have an audit committee or
equivalent structure responsible for similar functions.”
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discharge of the functions. The audit committee is not involved in management or
operational duties; its focus remains on the board’s discharge of fiduciary obligations.

19. Several challenges arise in central banks’ application of accounting standards
which could distinguish their audit committees from those in other sectors. The trend
towards harmonization of central bank accounting under International Financial Reporting
Standards (IFRS) facilitates comparability and transparency. It also increases the
responsibilities of boards and audit committees in reviewing accounting policy and
disclosures. Difficulties may arise from the central banks’ not-for-profit focus, the move to
an expanded use of fair-value accounting, and the best practice of only including realized
gains in central bank transfers of profits to governments. While striving towards compliance
with prevailing accounting standards, a central bank must ensure that financial reporting
neither conflicts with its objectives and law, nor expose its capital base.*® Disclosure
requirements, in the area of liquidity support for commercial banks or the composition of
foreign reserves portfolios for instance, may conflict with the bank’s policy functions. IFRS
requirements to report foreign currency revaluation gains and losses through the profit and
loss account can generate significant volatility in the central bank’s profit due to the specific
structure of its balance sheet. These issues require care when preparing financial statements
to ensure that the statements reflect reality, do not generate perverse incentives and still
comply with the IFRS requirements.

D. Emerging Challenges for Central Banks

20. Supplementary disclosures beyond areas prescribed by the accounting
framework may help boards better fulfill their fiduciary responsibilities. Both public-
and private-sector entities have found that the growing complexity of financial statements
makes it difficult for readers with limited financial literacy to understand them. Central banks
may draw on the experience of codes for such supplemental disclosures elaborated in the
U.S., Canada, and the U.K. For central banks to maximize the benefits of communicating
with financial markets, better, rather than more, transparency is required. In financial
reporting this may entail providing further explanations to help interpret the central bank’s
balance sheet since the absence of a profit maximization objective makes it more difficult to
assess a central bank’s performance. An independent audit committee may facilitate this
process for central banks.

21. Supplementary disclosure affects the qualitative aspect of a communication
strategy giving readers of financial statements a better ability to assess an entity’s
financial position and performance. The expectation is that these disclosures will be
written in plain language and provide a transparent assessment of the company’s financial
position and prospects. Together with the financial statements, they form part of the annual
report and provide the opportunity for a company to demonstrate to its stakeholders how well

%6 Sullivan, Lybek, and Camilleri (forthcoming) will review the implications of International Financial
Reporting Standards on central bank legislation.
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it is managing its resources, meeting stated strategic objectives, and planning to address
future issues. Box 3 below summarizes the main features of the management discussion and
analysis (MD&A) requirement established in the U.S. and Canada, similar to the recently
introduced concept of operating and financial review (OFR) in the U.K. Although these
disclosures are mandatory for listed companies and are written primarily for current and
prospective investors, they are applicable to a wider range of users.

Box 3. Management Discussion and Analysis (MD&A) Requirements and
Operating and Financial Reviews (OFR)

MD&A requirements in the U.S. and Canada generally cover five principal areas:
o  application of critical accounting policies;

results from operations;

liquidity;

capital reserves; and

off-balance sheet arrangements.

OFR requirements in the U.K. generally include:

o astatement of the business objectives and strategies;
a description of the resources available to the company;
a description of the principle risks and uncertainties facing the group;
a description of the capital structure, treasury policies, and objectives and liquidity of the group;
disclosures of the people with whom the group has relations which are essential to its business; and
receipts from, and returns to, members.

22. The diversity of stakeholders with an interest in central bank disclosures
underscores the need for central banks to carefully craft their communication strategy.
Politicians, financial institutions, economists, and the public at large all form part of the
central bank’s audience, with varying interests in operational details and levels of financial
literacy. Yet, the technical nature of modern financial statements requires their readers to be
financially literate. Central banks may therefore base their disclosures on a non-technical
summary of the balance sheet and profit and loss statements, written in a form that all readers
can understand. Part of the role of an audit committee, judging from the experience of the
private sector,”” may be to assess the substantive transparency of these disclosures, and the
extent to which they are accurate, complete and consistent with the financial statements. If
these disclosures are mandatory and have to be audited by the external auditor, the audit
committee would either oversee these additional disclosures as part of its oversight of the
external audit function, or include the preparation of disclosures within its own
responsibilities.

23. Applying the corporate sector’s experience with audit committees to central
banks is a challenge, as institutional objective and governing incentives differ. Reliable

%7 Exhibit 1.5 in Bromilow and Berlin (2006) includes, in its list of transparency and disclosure considerations,
the recommendation that audit committees assess whether the disclosures are clear, candid and understandable,
that they ensure prominence is given to the most important information and that they do not simply repeat the
information contained in the financial statements.
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and transparent financial statements are crucial for central bank credibility and effectiveness,
but the overriding objectives—typically price stability and financial sector stability—differ
from those of shareholder wealth maximization. A Governor’s incentives are also
fundamentally different to those of a commercial corporation’s CEO and performance is
measured against a range of indicators other than the “bottom line”.%® The focus of central
bank financial disclosure and the functions of its audit committee will therefore tend to differ
from that of a private sector entity. Consideration could thus be given to interpret the
financial results with specific reference to central bank objectives and to determine a

methodology to better assess the efficiency of the services provided.

III. How DOES AN AUDIT COMMITTEE FIT IN A CENTRAL BANK?

24. Notwithstanding functional demarcations within a central bank, it is the
complementarities between them that support the thrust toward good governance. The
audit committee is a subset of the governance function, neither replacing internal or external
audit functions, nor interfering in management’s operational responsibilities. Rather its role
is to ensure the existence of effective systems of internal controls, risk management, and
financial reporting. To do so, it relies on the management, internal audit, accounting and risk
management and external audit functions.

25. Only through a process of iterative interaction with key governance functions of
the central bank will an audit committee be able to fulfill its duties. Cooperation and
open lines of communication should be established across the organization for the audit
committee to effectively discharge its functions.” Since it is important to view the audit
committee within the broader governance framework, Appendix I offers a description of the
role and functions of the various central bank bodies for guidance. The main elements of the
governance structure are summarized in Box 4 below.

Box 4. Functions of Selected Central Bank Bodies

Board(s): distinction between different types of functions performed by one or more boards

Policy formulation

8 Some executives may, for various reasons, assign higher utility to achieving the interests of the collective
organization for which they work than serve their narrow personal material interests—the stewardship paradigm
referred to earlier, as discussed by Smallman (2004). Their objective function is broader than salaries and
pensions, as it also includes such incentives as reputation and stature and may explain why well qualified
individuals opt for public sector or central bank employment in spite of lower pay.

% For instance, with the financial controller, the committee will be called upon to discuss accounting principles,
required disclosures and significant operational or reporting issues affecting the financial statements. With the
compliance unit (or the legal department), the committee should help assess the entity’s compliance with its
external regulatory requirements and internal regulations, especially those of particular sensitivity to financial
reporting. With the internal audit, it will review the work program, the results of the audits, and resolution and
follow-up of findings and recommendations. For more details, see Appendix I.
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The policy board determines or prioritizes policy objectives from the broad responsibilities (monetary,
exchange rate, financial stability) assigned to the central bank by the government, and sets targets to
reach the objective(s) stipulated in the central bank law. Such boards will often be chaired by the
governor. A policy board will usually include external members.

Policy implementation

The implementation board determines central bank operations to reach policy targets and objectives, for
instance when to increase or decrease interest rates to achieve a specified target. These decisions may be
taken by the policy board, a monetary policy committee, a management board, or be the sole responsibility
of the governor, typically depending on the type of autonomy and monetary regime. If done by a board or
committee, it is usually chaired by the governor and comprises heads of relevant operational departments,
and even outside members with special technical expertise.

Oversight/supervision

A supervisory board oversees the central bank, both policies, including the process and outcome of
decisions by the policy board, implementation board, and management for achievement of objectives, tasks
and functions, as well as financial performance, including reporting, internal controls and efficient use of
resources. Purely oversight boards would typically include a majority of non-executive members and
should not be chaired by the governor, while an oversight board performing policy and particularly
implementation decisions should be chaired the governor unless the formal authority is delegated to a
committee chaired by the governor.

Committees and advisory bodies

Special expertise and insights to ensure a balanced and informed view can be introduced via external board
members (representing economic sectors or regions, for instance), an advisory board (or committee,
depending on the degree of organizational formality and delegation) without formal decision-making
authority, or delegating to a committee. Various central bank functions may be delegated by the board to
specific committees, but it is important to distinguish between committees assisting the board in
performing its tasks and operational assisting management with, for instance, open market operations,
international reserve management etc. An audit committee may assist the board or may even solely have
some formal oversight responsibilities, particularly in case of the absence of a pure supervisory board.

Management

Responsible for implementing the decisions of the governing bodies in an effective and efficient way, i.e.
responsible for the central bank’s day-to-day operations. A wide variety of management structures exist
within central banks. Often the formal management authority rests with the governor, who oversees a
structure of deputy governors, general manager, and/or management committee, or there may be a special
board of governors. Management is responsible to designing appropriate internal controls, while the board
must ensure that management is actually doing so.

Internal Auditor
Responsible for an ongoing review of the operation of internal controls, reporting to management and the
board on the effectiveness and efficiency of the system, including financial reporting procedures.

Compliance officer

Charged with evaluating compliance with legal and regulatory requirements (in coordination with the legal
department), including on code of conduct, ethical standards, and organizational objectives and procedures.
Reports to management and the board (and perhaps the audit committee).

External Auditor

Responsible for examining financial statements and accounting system, issuing an independent opinion on
the extent to which they are true and fair, in accordance with accounting standards and financial reporting
framework. Increasingly asked to attest to the integrity of internal controls.
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26. The key to oversight effectiveness is a carefully designed organizational
structure which removes the possibility for any gaps or overlaps in responsibilities. This
entails a clear understanding of what each of the central bank’s functional areas is required to
oversee, and the manner in which it should report back to the board and interact with its
counterparts. Regardless of the way the central bank is configured, it is important that its
audit committee function integrates seamlessly into the overall governance framework. There
should not be any scope for duplication of efforts, or for any breach of coverage;* otherwise
the board’s execution of fiduciary duties would be severely jeopardized. A related issue is the
potential for competing oversight frameworks to emerge if oversight responsibilities are not
clearly allocated.

27. The form and extent of delegation should balance the advantages of supporting
the board’s execution of fiduciary duties against the danger of diluting its
responsibilities. The ultimate responsibility for financial integrity remains vested in the
board of directors, even though the authority to discharge this responsibility may be
delegated to the audit committee. The scope of this delegated authority depends to a large
extent on the complexity of the central bank’s financial operations and its exploitation of the
accounting framework. The board may neither have the time nor the expertise to fully
interpret and explain its financial statements. Yet, a potential for reputational risk may
emerge if the public fails to understand the true financial condition of the central bank. This
provides a key role for an audit committee (or a similar body) to carefully design and execute
the central bank’s financial disclosure strategy.

IV. DESIGNING EFFECTIVE AUDIT COMMITTEES FOR CENTRAL BANKS

28. Central banks may learn from the experience of the private and public sector
when considering the establishment of an audit committee. Box 5 extracts key issues of
process and structure from various handbooks and guidelines available to audit committees in
other sectors. This section suggests that designing an effective oversight structure entails
three main factors: its appropriateness in terms of country-specific factors; its independence
as guaranteed by appointment, composition, and skills mix; and its interaction with the board
from which it derives its authority.

Box 5. Issues to Consider when Designing an Audit Committee

Objectives Fiduciary governance duties: quality and transparency of the financial reporting process and
adequacy of internal control environment.

Authority Delegated authority from the board, but ultimate responsibilities remain with the board.

3% In the interest of ensuring that nothing “falls through the cracks” it is probably better to err on the side of
duplicating efforts rather than avoiding overlaps in oversight. See Bromilow and Berlin (2006 p.19) for a
discussion of the way in which three of the surveyed companies tried to address the potential overlap between
the risk management and audit committees. In one of these, the chairperson of the risk management committee
acts as the deputy chairperson of the audit committee and vice versa.
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Reporting Committee reports to the board, but must keep in mind its fiduciary responsibilities. Minutes
of meetings should be also circulated to the board. Special statement in annual financial
statements or in the annual report.

Autonomy The committee must be independent to remain credible. Difficult issues to handle: prior
employment at the bank; receipt of compensation; close familiar ties with the management
team; representation of a major shareholder; a significant customer or supplier.

Composition Ideally composed of non-executive directors or at minimum the majority. One or more of
these may be a board member. The committee should be able to co-opt independent
technical experts. Other participants can be invited, including the CEO, chief financial
officer (CFO), internal auditor and external auditor, and, when necessary the legal counsel.

Number Depends on extent of responsibilities, not less than 3, typically 3-6 members.

Terms Generally aligned with board membership. Typically 2-3 years with the possibility for
reappointment with a view to balance continuity. Continuity can also be ensured with
staggered terms, in which case a larger committee can alleviate shorter terms. Shorter terms,
however, may also contribute with freshness (new members bring in a different perspective).

Qualifications At least one member with accounting or related financial management expertise. Experience
as senior financial officer with oversight responsibilities. Experience in risk management.
Must be able to commit sufficient time and resources to the assignment.

Chairperson A non-executive board member, acting as a focal point for reporting to the board.
Frequency Should have regular meetings with adequate time to review the various reports and financial
of meetings statements. Meetings should correspond with major phases of financial reporting and audit

cycles. Agenda and supporting material should be distributed early enough before the
meetings to allow proper consideration. 4-6 meetings a year are common.

Resources An audit committee should have resources—administrative and secretarial support—
necessary to fulfill its functions. New members should be provided with adequate
background information and training.

Sources: Apostolou and Jeffords (1990), PriceWaterhouseCoopers (1999, updated in 2003), Turner (2001),
National Association of Corporate Directors (2004), Box 3.9 in OECD (2004), and Bromilow and Berlin
(2006). These sources also offer a list of questions that audit committees should try to address.

29. Although establishing an oversight body such as an audit committee is
increasingly accepted as a means of strengthening governance, it is important to
maintain realistic expectations. An audit committee adds value by contributing to enhanced
objectivity of financial reporting and internal controls, providing further assurances of
integrity in the conduct of business. The advantage of a set up based on delegated authority is
that there is an independent check on internal audit, and through its role as focal point for the
organization’s relations with external auditors, that it facilitates the external audit process.
The strength of an audit committee is its ability to seek out information until completely
satisfied with the explanation provided. However, the expectations of an audit committee’s
impact must be realistic. It effectively operates on a part-time basis, although the precise
number of meetings per year will vary, and, more importantly, it has to rely on reports
compiled by management, internal audit or the external auditor. The board of directors
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should ensure that the members of its audit committee have sufficient time to devote to their
allocated task, and are not overburdened by other responsibilities.’’

30. The literature on audit committees in the private sector is increasingly
considering the impact of incentives and organizational dynamics on effectiveness.’” In
designing oversight mechanisms, central banks may wish to consider the dangers of
overloading audit committee members with too many responsibilities and ignoring the
“expectation gap” (Koh and Woo, 1998) that may emerge from placing undue emphasis on
audit committees to uphold accountability and integrity. Another important factor to keep in
mind is that the emphasis on audit committee expertise and authority may have an
unintended consequence of creating confusion over liability, unless it is made very clear that
the board of directors is ultimately responsible.” Given the protection that many central bank
laws afford to their staff in the conduct of their official duties, it may be helpful to delineate
the extent to which non-executive members of their audit committees may be held liable for
breach of duty or lack of due diligence.

A. Appropriateness

31. For an audit committee to be effective, its precise configuration within the
governance structure of the central bank should be in line with the country’s legal

3! See, for example, Petra (2005) or Hermalin and Weisbach (2001) for a review of the literature on independent
directors in U. S. corporate boards. While serving on several boards may provide valuable experience and
reputational benefits, external directors may also have other obligations that impede their effective oversight.
Hence, the empirical evidence is mixed. Fich and Shivdasani (2006), however, find that using number of
directorships as an indicator for a busy director in companies listed in 1992 in Forbes 500 during the period
1989-95, is significantly associated with weaker corporate governance, using market-to-book ratio as a measure
of corporate performance.

32 See Olsen (1999) p.1102 for instance. The ten rules for committee effectiveness are also taken up in KPMG
(2003) p.2. Dahya, McConnel and Travlos (2002) found—based on a randomly selection of 650 out of 1828
industrial firms on the Official List of the London Stock Exchange during the period December 1988 to
December 1996—that the turnover of CEOs increased and that the negative relationship between CEO turnover
and performance became stronger after the issuance of the Code. Song and Windram (2004) compared
companies (identified by the U.K. Financial Reporting Review Panel) that published defective financial
statements during 1991-2000 with their peers and found that: (i) strong representation of independent outside
directors positively correlated more effective financial reporting (fewer defective financial statements); (ii) a
more active audit committee (more frequent meetings) was positively correlated—although not statistically
significant—with fewer defective financial statements; and (iii) there was weak support that lack of financial
literacy may undermine the effectiveness of an audit committee. Klein (2002), using a sample of 692 publicly
traded firms listed on the S&P 500 as of March 31 1992 and 1993, found that abnormal accruals, used as a
proxy for earnings management, was more pronounced for firms with less independent boards and audit
committees.

33 See, for instance Sulkowicz (2003) and the SEC Commissioner’s fears on Sarbanes-Oxley dissuades qualified
and competent individuals from participating in boards (www.sec.gov/news/speech/spch053003psa.htm). Three
quarters of audit committee chairs surveyed in the preparation of the IIA booklet on audit committee
effectiveness (Bromilow and Berlin (2006) p.22) are reported to have expressed concern that their
responsibilities had increased beyond what could be considered reasonable.
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tradition. As was discussed in more detail in Box 2, the audit committee as a non-executive
subcommittee of a unitary governing board is a reflection of the Anglo Saxon model, while
in the continental European dual board structure (distinguishing management from
supervision), the supervisory board would usually perform the functions of an audit
committee. Audit committee members will need to have a good understanding of their
position in the central bank’s governance structure and the broader legal framework within
which the central bank operates. Regardless of the precise configuration, management
structures always include a separate internal audit department, so it is important that the
modalities for delegating oversight duties are unambiguous to avoid any duplication of
efforts.

32. Since the scope of financial disclosure also depends on the complexity of
financial operations, some central banks may opt for more limited audit committee
functions. Indeed, it is simpler to draft a non-technical summary of the balance sheet and
profit and loss statements if the central bank does not engage in complex financial
transactions. In such cases, the oversight function may not require additional resources or
special expertise, and may be effectively discharged through an advisory committee to the
board, rather than a more formal supervisory body which is established separate to the latter.
A pragmatic approach which balances the type of central bank activities with the preferred
format for their oversight is therefore recommended.

33. Some organizations may be too small for the practicable establishment of a
separate audit committee with non-executive members. This is acknowledged in the U.K.
Treasury guidelines on audit committees, and may apply to some of the smaller central bank
boards, or less developed countries where the pool of qualified and truly independent
individuals is quite limited. In such cases, the suggestion is for the board—or a subgroup of
the board comprising external members—to act as the audit committee, although this would
be at a different sitting from its regular meetings.>* However, the guidelines are very
emphatic in stating that “this [configuration] should not be the ‘default’ option for smaller
organizations; before deciding to take this course of action careful consideration should be
given to other options.” The board (in lieu of an audit committee) could develop a different
mindset from that of its role is day-to-day operations but it would need to demonstrate that it
safeguards objectivity by other means, such as chairmanship by a non-executive member.*
This is discussed in the Australian better practice guide; it offers a pragmatic approach to
strengthening independence in the absence of a majority of non-executive members,
suggesting that audit committees recognize potential conflicts of interest upfront. Their
charter, for instance, could ensure that external members have as open an access to the
organization as their executive counterparts and that their presence be explicitly required for
a meeting to form a quorum.

** In one central bank, as a temporary measure, the full governing board reportedly constituted itself as an audit
committee, but appointed an external director as chairman instead of the governor and convened separate
meetings with their specific agenda.

%> See: http://www.hm-treasury.gov.uk/media/8D2/62/audit_committee_handbook2003.pdf.
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B. Independence

34. Members’ independence is crucial for checks and balances of an audit
committee to be really effective. If the country circumstances so permit, an audit committee
should, at a minimum, be composed of a majority of non-executive members, and chaired by
one of the latter, otherwise it may be difficult to exercise truly objective judgment and ask
awkward and critical questions.*® There are two main aspects of independence, both related
to the appointment procedures. One is derived from the duration of membership of the audit
committee, and the other is the respect of strict qualification criteria to ensure that members
have the required skills to exercise good judgment. Underlying independence is also the
application of the safeguards against conflicts of interest that are already contained in many
central bank laws for appointments to key positions.”’

35. The duration of members’ terms must strike a balance between building
institutional knowledge and bringing in valuable external expertise. Rotation should not
be too rapid since stability in audit committee membership supports consistency and the
building of institutional knowledge. A minimum term of three years is usually considered
appropriate.*® The duration of the terms of appointment should strike a balance between
being long enough to allow members to become effective, making a useful contribution to
the work of the committee, but short enough to ensure a representation of current best
practice skills and knowledge and avoid a too cozy relationship with management. For a
smooth transition, staggered terms may be considered, as well as a predetermined handover
period during which both outgoing and incoming members attend the committee meetings.

36. Qualification requirements ensure that members are competent, though not
necessarily experts, in the areas that fall within the committee’s responsibility. The basic
procedure is for audit committee members to be nominated by the board, subject to specific
criteria to reflect diversity in technical backgrounds. Audit committees are not necessarily
composed of experts, although all members tend to be conversant in financial, accounting, or

3% Bromilow and Berlin (2006) report (in p.77) that as of 2004, the average size of an S&P 500 audit committee
was 4.17 members.

37 This is also the case in the private sector. In U.S. legislation for instance, the same independence
requirements are applied to audit committee membership and board membership. See Sarbanes-Oxley Rule
10A-3(b)(1). An independent member is generally defined as being neither an employee, nor related to a current
or former executive employee, nor a partner or executive with a business relationship with the organization,
including the external auditor, nor a previous manager, nor directly (or indirectly) accepting any consulting,
advisory or other compensatory fees, nor a beneficiary of any share option or performance related pay scheme,
nor obtaining any financial assistance in the form of loans or advances. Several stock exchanges have tightened
their definition of directors’ independence. The approach followed by the NYSE is explained in
http://www.nyse.com/pdfs/finalcorpgovrules.pdf.

** The results of the latest survey of audit committee chairs in Bromilow and Berlin (2006) denote (on page 89)
an increase in the frequency of meetings since the previous survey, from an average of 3.3 times a year in 1999
to at least 4 times a year in person (for 92 percent of the respondents) and 4 or more additional meetings via
telephone or videoconferencing (for 76 percent of respondents).



21

audit matters. The basic requirement for a// members however, is to be sufficiently
financially literate to be able to ask pertinent questions and form objective opinions on
internal controls, financial reporting, and risk management. In general, the broader the scope
of the audit committee, the more necessary is a wide skills mix. In this case, one member
may act as the financial expert for the committee as a whole, drawing on his (or her)
experience as a senior financial officer with oversight responsibilities.”

37. Access to resources will also be a determining factor for the effectiveness of the
audit committee. The audit committee may require access to external expertise if the issues
at hand are particularly complex. A training budget should also be envisaged, as external
members drawn from the private sector would benefit from induction into central bank
objectives and operations.

C. Interaction

38. The relationship between the audit committee and the board of directors is
based on delegated authority. After all, one of the reasons for establishing the audit
committee is to offset the practical difficulties that the board may have experienced in
fulfilling this task due to alternative claims on its time and resources, especially if it does not
operate on a full time basis. An ongoing dialogue between the board, management, and the
audit committee, as well as more formal reporting at a pre-determined schedule is therefore
an important element of effectiveness. Several audit committee guidelines recommend the
creation of specific reporting protocols.

39. The chairperson of the audit committee plays a key role in maintaining an open
dialogue with his (or her) counterparts in the central bank. He (or she) may or may not
be a financial expert, but, as a focal point for communicating with the board and coordinating
the internal and external audit, strong leadership qualities and the ability to establish good
working relationships should also be considered among the qualification requirements.

40. The form of reporting depends on the relationship of the audit committee with
other components in the central bank governance framework. The audit committee’s
formal lines of reporting are such that all findings and recommendations are directed toward
the board, since the latter can challenge the internal controls and reporting policies
established by management. If it is established as an independent body, a statutory board of

% It is noteworthy that the Sarbanes-Oxley Act now requires at least one member of the audit committee to be
designated as a “financial expert.” According to the regulations issued by the SEC in response to Section 407 of
the Sarbanes-Oxley Act, an audit financial expert is a person who has all the following attributes: (i) an
understanding of Generally Accepted Accounting Principles (GAAP) and financial statements; (ii) the ability to
assess the general application of GAAP in connection with accounting estimates, accruals and reserves; (iii)
experience preparing, auditing, analyzing or evaluation financial statements that present breadth and level of
complexity of accounting issues that can reasonably be expected to be raised by the company’s financial
statements, or experience actively supervising person engaged in such activities; (iv) an understanding of
internal controls and procedures for financial reporting; and (v) and understanding audit committee functions.
For the full text of the regulation, see http://www.sec.gov/rules/final/33-8177.htm.
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auditors for instance, the audit committee may release a full report to stakeholders
summarizing its duties and findings. Several audit committees established as specialist sub-
committees of the board are also issuing a separate summary report as part of the annual
report disclosures.

41. Overlapping membership and the exchange of minutes between the board of
directors and the audit committee strengthens the relationship between the two bodies.
Common membership may be envisaged between the audit committee and the board if the
latter includes non-executive directors. This may tighten the relationship between the audit
committee and the board of directors, and would help the committee better understand the
board’s priorities, thereby adding value to the governance system. The link between the two
bodies may also be strengthened by virtue of the board secretary (rather than an internal audit
official) acting as the secretary of the audit committee. Regardless of the composition of the
two bodies, however, minutes of the audit committee meetings, including the rationale
underlying any decisions taken, should be readily available to all board members, and vice
versa. A preannounced schedule of meetings providing the core program of seasonal work
that the audit committee will be expected to carry out in the course of a financial year would
also be helpful in terms of establishing a clear institutional allocation of responsibilities.*’

V. AUDIT COMMITTEES IN CENTRAL BANK LAW

42. Audit committees have a formal authority that is either delegated from the
board of directors, directly derived from the central bank statute, or reaffirmed in a
charter. This section discusses the range of possibilities for formally establishing audit
committees, whether explicitly in central bank legislation, if this is appropriate in the
country-specific legal tradition, or implicitly, by giving the board of directors the authority to
appoint specialized committees. Either way, a useful complement to formal and informal
authority is a carefully drafted audit committee charter or mission statement. The survey
included in Appendix II identifies 38 countries in which central banks have established an
audit committee.*'

43. At a minimum, the board should have the power to establish audit and
committees and, if appropriate, to delegate authority to them. It should be clear whether

* The U.K. Treasury handbook (available on http:/www.hm-
treasury.gov.uk/media/8D2/62/audit_committee_handbook2003.pdf) sets out key assignments for an audit
committee with reference to a quarterly meeting schedule.

' The survey covers Angola, Australia, Bosnia and Herzegovina, Botswana, Cambodia, Canada, Cape Verde,
Eastern Caribbean Central Bank, El Salvador, Ghana, Hong Kong SAR, Ireland, Japan, Latvia, Lesotho,
Madagascar, Malta, Mongolia, Nepal, Netherlands, New Zealand, Portugal, Romania, Sdo Tomé and Principe,
Sierra Leone, South Africa, Spain, Sri Lanka, Swaziland, Sweden, Switzerland, Thailand, Trinidad and Tobago,
Turkey, Uruguay, Uganda, the United Kingdom and the United States. Although a number of additional central
banks have established audit committees or similar oversight bodies, these countries could not be included in
the survey due to a lack of publicly available information.
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the audit committee is constituted in a purely advisory capacity, whether specific authority
has been delegated to it and whether the board will still be ultimately responsible for
oversight.*? Further operational and organizational details may be included in secondary
legislation.

44. A more explicit reference to the audit committee, either in the central bank
statute or in by-laws of the board, may be helpful where corporate governance
principles are less developed. If a government or the central bank decides to formally
establish an audit committee—in case these functions are perceived as not being adequately
performed by an established governing body—the first stage is to determine whether it is an
implied responsibility of the board or whether there should be a specific legal provision
referring to these functions. In the first case, it might not be necessary to amend the statute.
In the second case, it may be necessary to create the legal basis for assigning explicit
financial oversight responsibilities to the board. Whether this is done in the statute or the by-
laws should be carefully considered; indeed, a more detailed statute might require more
frequent amendments, potentially changing the balance between the central bank’s autonomy
and accountability, to the detriment of its credibility.*

45. While including an explicit mandate within the central bank statute may
contribute to its credibility, it could also undermine the operational flexibility of the
audit committee. Resorting to by-laws may be preferable, since this leaves more flexibility
to adjust the operations of the audit committee without having to amend the central bank
statute. The audit committee would then be able to engage in regular self-assessments to
evaluate whether its terms of reference are adequate for the pursuit of their duties. The by-
laws would provide further details on the committee’s objectives, tasks, functions, and
composition, as well as qualification and appointment criteria for its members.

46. Regardless of the extent of the reference to the audit committee in central bank
legislation, a charter is instrumental in defining the scope of an audit committee. It
serves to clearly establish features such as the objectives of the audit committee, the source
of its authority and its relationship with other parts of the organization. A charter defines its
operational procedures and provides a yardstick for self-evaluation. Various handbooks and
guidelines on audit committee terms of reference have been issued, both in the private and

*2 The central bank (or its board of directors) is ultimately responsible to the general public, but in practice it is
held accountable by the electorate’s representatives. In a survey of more than 100 central bank laws, it was
found that at end-2003,the central bank was accountable for monetary policy in 35 percent of the cases to the
legislature, in 33 percent of the cases to the minister of finance, in 10 percent of the cases to the head of state,
and in the rest of the cases to other bodies (Table 3 in Lybek and Morris, 2004).

* In some countries, the central bank law is amended several times each year, perhaps by decree. The
Kazakhstani Central Bank Law of March 30, 1995 was, until end-2003, been amended 16 times. In other
countries, the central bank law is rarely amended. The Danish Central Bank Act dates back to 1936 and has
only been amended four times (1938, 1939, 1967, and 1969—only minor amendments).
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public sector.** A critical factor in drafting the charter is to strike a balance between being
flexible enough not to restrict the scope of oversight, yet specific enough not to lead to
unreasonable expectations. Indeed, an open-ended mandate might lead to unrealistic claims
on the audit committee members, conflicts with other governance functions within the central
bank or unwarranted involvement in operational or management decisions.

47. Compiling the survey demonstrates that the terminology varies widely, and is to
a large extent misleading. In some countries, the body discharging the functions of an audit
committee is referred to as an audit sub-committee, an audit unit, an audit council, an
accounting commission, an audit board or a board of auditors. However, audit committee is
the most widely used term, and some of the variation could be due to translation. The focus
of the paper is on functions, rather than form. When organizational units are referred to as
audit committees, but they effectively discharge the duties of an internal audit department, or
when they are referred to as supervisory bodies and are also attributed policy
responsibilities, the central banks were excluded from the survey.

48. When an audit committee exists, it is directly or indirectly referred to in central
bank legislation in the majority of cases, notwithstanding a bias towards statutory
references due to the survey’s reliance on publicly available information. 18 out of the 38
central bank statutes include an explicit provision on their audit committee, and a further 2
establish the audit committee in by-laws of the board of directors. 8 of the remaining 18
statutes that do not refer to the audit committee directly still provide the board of directors
with the authority to establish such a committee.

49. The audit committee’s core functions and operations are remarkably similar, in
spite of differences in legal tradition and terminology. The audit committee’s interaction
with the board of directors and/or the internal audit department is frequently discussed in the
central bank publications, many (at least 7) of which also refer to the existence of a charter.
In spite of the fact that the number of members and the frequency of meetings vary from
country to country, the existence of cross-membership with the board of directors is
widespread (14 cases), as most of the central bank boards include non-executive members.

50. Many audit committees are actively engaged in the central bank’s reporting
strategy, upholding accountability. Nearly all the central banks discuss the role of their
audit committee in a section of their annual report which describes the activities they carried
out during the year. The external auditors frequently refer to the work of the audit committee
within the notes to the financial statements. 3 central banks issue corporate governance
statements, giving special prominence to the discharge of their audit committee’s duties. such

* An example may be drawn from the BIS’s own audit committee adopted in July 2004 replacing the audit
committee’s terms of reference established in 1999. Its charter is available at
http://www.bis.org/about/auditcommitteecharter.pdf. Several audit firms have also published references for
their clients wishing to establish audit committees. See, for instance, the PriceWaterhouseCoopers handbook:
http://www.pwcglobal.com/extweb/pwcpublications.nsf/4bd5f76b48e¢282738525662b00739¢22/253e1¢c17db80
6b13802569210036¢92d/SFILE/Audit Committees 2nd_Ed.pdf).
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disclosure is either based on the information compiled by the audit committee for the purpose
of reporting to the board of directors throughout the financial year, or on the statement issued
for discharging their own statutory obligations. Indeed, in 3 of the countries surveyed, the
audit committee presents a separate report to stakeholders, reporting directly to the prime
minister and/or the president, the minister of finance or the general assembly of shareholders.

V1. CONCLUSION

51. This paper has discussed some of the key issues related to audit committees in
central banks. Among the issues to consider, when designing an appropriate governance
structure, are the prevailing legal tradition and the type and complexity of the central bank’s
financial operations. The paper examined the implications of these issues on central bank
legislation and recommended more explicit references to an audit committee (whether in
statutes or in by-laws) for countries that lack strong corporate law traditions. It also
suggested supplementary disclosures beyond the areas prescribed by the accounting
framework, when central banks are active in complex financial operations, highlighting the
key role for audit committees in this area.

52.  An audit committee was considered as a means through which central banks
may address principal-agent issues and effectively discharge their fiduciary duties. To
avoid a configuration where management would be overseeing itself, and thereby limit
conflicts of interest, several options were indicated, depending on the prevailing legal
tradition: (i) ensuring a majority of external members without conflicts of interest in a one-
tier board structure; (ii) stipulating that the non-executive directors have special oversight
responsibilities for the financial condition without establishing a separate audit committee;
(ii1) setting up a special sub-committee of the board, which may or may not include
additional members with special expertise; or (iv) the establishment of a separate supervisory
board.

53.  As aresult of the growing complexity of central bank operations and their
accounting frameworks, central bank boards may increasingly require specialized
financial expertise. To address the need for special financial literacy, there are several
options: (i) regulate the complexity of permitted operations, specifying the policy on
derivative transactions for instance; (ii) require that a minimum of board members have
special expertise in interpreting financial statements; or (iii) establish a special body
performing the functions of an audit committee. The paper recommended pragmatism in
balancing the type and complexity of central bank operations with the preferred format for
their oversight.

54. The effectiveness of an audit committee’s oversight of internal controls and
financial disclosure may provide a strong safeguard against the emergence of
reputational risk. The potential for reputational risk partly stems from public uncertainty as
to the true financial condition of the central bank and from the difficult interpretation of
financial statements in light of differences between central bank objectives of monetary or
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financial stability and the standard commercial objective of maximizing shareholder wealth.
An audit committee, or a similar body, could assist in designing and executing the central
bank’s financial disclosure strategy. Increasingly complex central bank operations and
adherence to international financial reporting standards raise the stakes for the scope and
detail of central banks’ financial disclosure. In this context an audit committee can help
provide further assurances of financial integrity and demonstrate high standards of good
governance in central banks.
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APPENDIX I. FUNCTIONS OF CENTRAL BANK GOVERNING BODIES

This appendix offers a description of the role and functions of the various central bank bodies
to better illustrate how an audit committee may fit in. In our view, it is important to both
avoid overlap and duplication as well as avoid dilution of responsibilities.

Board(s)

The traditional functions of central bank governing bodies are (i) policy formulation,
(ii) policy implementation, and (iii) supervision or oversight of the central bank’s
operational, policy, and financial performance.45 Regardless of the governance structure
in place, the primary responsibility for ensuring the existence of a system of internal controls
and the integrity of financial reporting is usually vested in the board of directors. The
mandate may be explicit or implicit, but in either instance it rests on an assumption that a
board carries the responsibility to ensure the efficient use of central bank resources
(assessment of effectiveness is usually included as an implicit part of functional
performance). The board should formulate the general framework for management to do so.

The structure in place depends to a large extent on legal tradition and corporate
governance culture. Committees are established by the board of directors to take
responsibility at a greater level of detail than it could do so by itself. In commercial banks,
functions may be delegated to a: credit committee, moral and ethics committee, risk
management committee, remuneration committee, asset-liability committee, as well as an
audit committee. Indeed, delegation to an audit committee is more likely to be found in a
single-tier board structure since it would otherwise duplicate the functions of a supervisory
board or a statutory audit board.

Management

While the board of directors is responsible for discharging the governance
responsibilities, management is entrusted with the task of implementing the practices
required to meet the good governance objectives. This includes the establishment of a
system of internal controls, the establishment of appropriate reporting structures and the
establishment of a system of risk management.*® While the governor “assumes ownership of
the system,”*’ financial and accounting officers play a key role in the manner in which
management implements financial control, with line managers responsible for controlling the

* In a board of a commercial corporation, the primary objective is implicit, and a distinction is often made
between taking strategic decisions and overseeing management. The board in a central bank may sometimes
also need to take a decision on what currently should be the primary objective. See Lybek and Morris (2004) for
an overview of the board structure of more than 100 central banks.

4 See: http://www.bis.org/publ/bcbs87.htm
" Dalton and Dziobek (2005).
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activities, including the risks, of their respective units. Management supports the board by
providing it, and its agents, with access to information and expertise on topical discussions.*®

Internal Audit

The internal audit function of a central bank supports both the board and management
in their responsibility for ensuring the existence and effective operation of an internal
control system.* Responsibility for establishing internal controls rests with management,
but it is the board’s responsibility to ensure that management follows through. The internal
audit reviews the effectiveness of these controls.”® The scope of an internal audit is
summarized in Box 4 below.

Under best practice, internal audit has dual reporting lines, to management and the
board or audit committee.’' Reporting to the management is on an operational level,
developing the audit plan, forwarding individual audit reports, and following up on
implementation of results of previous audit recommendations. The report to the board/audit
committee is on a strategic and attestation level. The internal auditor usually submits the
annual and medium term strategic plans to the committee to ensure that it addresses the
appropriate governance issues. Also, the internal auditor will report, on a summary level, the
results of the audit program with an overall attestation as to the effectiveness of the bank’s
system of internal controls. This will include a commentary of management’s efficacy in
observing the internal control environment.

* In the light of recent instances of corporate fraud involving members of management and the board, the
regulation of management’s role in the corporate governance framework is becoming increasingly prescriptive.
For example, in the U.S. the Sarbanes-Oxley Act of 2002 imposes specific responsibilities on certain officers
for functions such as financial reports, the conduct of audits, internal controls, conflict of interest, a code of
ethics, and disclosure with enhanced penalties for related crimes. The OECD principles mention key executives
in the context of compensation in Principles I.C (3), IV.A (4)and V.D (3) and (4), disclosure in I[V.A (4),
conflicts of interest in I1.C and V.D (6), selecting, monitoring, and replacing key executives in V.D (3),
independence of the board from management in V.E and the general monitoring of corporate governance in
IV.A (8) and V.D (2).

* The Institute of Internal Auditors issued a position paper on organizational governance in July 2006, which
provides resources and guidance for internal auditors. It is available at http://www.theiiaa.org and raises the
possibility for internal audit in more “mature” governance frameworks to provide the board of directors with
advice on the implementation of strategy, rather than assessing the appropriateness of internal systems of
control.

%% In principle, the internal audit should not advise on appropriate internal control structures (due to the potential
for conflict of interest), but in reality, many central banks’ internal auditors are the best qualified to advise on
appropriate control frameworks (BIS, 2001).

3! The dual reporting lines for internal audit raise interesting issues about the right to appoint the head of the
function. A range of practices exist that include appointment by senior management, by the board, on
recommendations of the audit committee, and by the supreme government auditor (independently of any
governance or management function). A common configuration is for senior management to appoint the auditor
after (formal or informal) consultation with the head of the audit committee.
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Scope of internal audit in central banks

Internal control refers to the mechanisms in place on a permanent basis to control activities in an
organization, both at a central and at a departmental/divisional level. A key component of effective
internal control is the operation of a solid accounting and information system.

Internal audit is the process that “monitors the control systems” through regular review of the operation
of controls and reporting to senior management on the effectiveness and efficiency of the internal control
system.

The scope of an internal audit includes:
(i) examination and evaluation of the adequacy and effectiveness of the internal control systems;
(i1) review of the application and effectiveness of risk management procedures and risk assessment
methodologies;
(iii) review of the management and financial information systems, including the electronic
information system and electronic banking services;
(iv) review of the accuracy and reliability of the accounting records and financial reports;
(v) review of the means of safeguarding assets;
(vi) review of the bank’s system of assessing its capital in relation to its estimate of risk;
(vii) appraisal of the economy and efficiency of the operations;
(viii) testing of both transactions and the functioning of specific internal control procedures;
(ix) review of the systems established to ensure compliance with legal and regulatory requirements;
(x) codes of conduct and the implementation of policies and procedures;
(xi) testing of the reliability and timeliness of the regulatory reporting; and,
(xii) carrying-out of special investigations.
In particular, the internal audit department should evaluate:
(i) the bank’s compliance with policies and risk controls (both quantifiable and non-quantifiable);
(i1) the reliability (including integrity, accuracy and comprehensiveness) and timeliness of financial
and management information;
(iii) the continuity and reliability of the electronic information systems; and
(iv) the functioning of the staff departments.

Source: Dalton and Hilbers (1999)

Compliance

Coordination between the internal audit and compliance functions is essential, since
both may be called upon to report to management on related issues. On the basis of the
reports it receives from the compliance function, management will communicate how
compliance risk is being managed to the board of directors. The Basel Committee on
Banking Supervision principles on the compliance function in banks clearly indicate that the
two areas should be separate, with clear terms of reference within their joint responsibility to
assist management.”* The Committee recommends an independent and effective compliance
based on: (i) a formal status for the compliance function enshrined in a charter or protocol;
(i) operational safeguards against conflict of interest with other responsibilities assigned to
the compliance officer and staff; and (iii) access to adequate resources. The compliance

32 Principle 8 BIS April 2005 http://www.bis.org/publ/bcbs113.pdf .
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function also supports the operation of an audit committee since its sources extend beyond
the legislative framework to codes of conduct, thus touching upon standards of ethics and
integrity.

External Audit

External auditors play a key role in assessing financial reporting and the application of
accounting standards. The external auditor, having had full access to all relevant
information, is required to prepare an independent opinion on the extent to which financial
statements present a true and fair view of the bank’s financial position and financial
performance. To yield the expected benefits in terms of good governance and the provision
of assurances of integrity in financial reporting, it is important for the external audit to be
independent in both appearance and fact. The 2002 IOSCO principles relating to auditor
independence™ include a summary of the Code of Ethics for Professional Accountants drawn
up by the International Federation of Accountants. This provides a framework for identifying
cases where external auditors may benefit from self-interest, self-review, advocacy and
familiarity, or where intimidation may undermine their independence.

The relationship between internal and external audit is based on the exchange of
relevant information through regular meetings and a common understanding of
methodology and terminology. In view of the interface between the work of internal and
external auditors, the BIS recommends efficient and effective cooperation between the two.>*
The IOSCO principles governing auditor independence also reaffirm the consensus that the
adequacy of audit firms’ internal systems should be evaluated by an external oversight body,
such as an audit committee. As the external auditor is acting for the central bank’s owners, it
is appropriate that they should either be appointed by the government as owner, or by the
board as the representative of the government (the main shareholder of most central banks),
or by the audit committee, as the agent of the board. This body would also be responsible for
determining the audit fees. In some central banks, the externam audit is performed by the

>3 Available on: http://www.iosco.org/library/pubdocs/pdf/IOSCOPD133.pdf and summarized in Box 3.3 and
3.9 in OECD (2004). The U.S. SEC rules on auditor independence adopted further to the enactment of
Sarbanes-Oxley are also available at http://www.sec.gov/rules/final/33-7919.htm

>4 BIS Principle 16 states that “supervisory authorities should encourage consultation between internal and
external auditors in order to make their cooperation as efficient and effective as possible.” The interaction
between the internal and external audit is further discussed in BIS (2002) available at
http://www.bis.org/publ/bcbs87.htm. It is also noted that “A detailed audit of all transactions of a bank would be
not only time-consuming and expensive but also impracticable. The external auditor therefore bases the audit on
the assessment of the inherent risk of material misstatement, the assessment of control risk and testing of the
internal controls designed to prevent or detect and correct material misstatements, and on substantive
procedures performed on a test basis. Such procedures comprise one or more of the following: inspection,
observation, inquiry and confirmation, computation and analytical procedures.”
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public auditors and depending on local culture and traditions, they may also have an advisory
role in addition to that of the ‘watchdog’ of taxpayers’ money.>

The results of an external audit review of the work of internal audit provide an
important element for an audit committee’s assessment of the integrity of the internal
control environment. The discussions between and audit committee and the external auditor
should therefore include the efficiency of internal audit as well as the integrity of the
financial statements. During the external audit process, the external auditor will usually liaise
with the internal auditor on operational issues. The final output of the audit is an audit
opinion that is attached to the financial statements and a management letter that is sent to the
bank’s management and audit committee. The external auditor will also usually report their
findings to the board or audit committee in a confidential meeting. The internal auditor
usually co-ordinates the bank’s responses to the issues raised in the management letter that
are cleared with management and sent to the auditor and the audit committee. Internal audit
also oversees the implementation of the management letter recommendations and reports on
progress to management and the audit committee.

Audit Committee

The objective of an audit committee is to oversee fiduciary duties, on behalf of the
board, and in accordance with any internal regulations it will have approved. These
duties are to ensure the existence and operation of an effective system of internal controls,
risk management and transparent financial reporting process. The scope of the audit
committee will vary from organization to organization, as indicated in Box 1 above™. The
charter of an audit committee is a useful vehicle against which the committee may be held
accountable, and it provides its members with a clear understanding of their precise role
within the committee’s overall objectives. The scope of the committee may depend on
country-specific factors, such as the degree of central bank autonomy and the concomitant
need for accountability. The extent of oversight could range from liaising with auditors to
review financial statements prior to their publication to assessing the impact of policy
decisions on financial statements.”’

> See for instance http://www.hm-treasury.gov.uk/media/ AF8/90/CM5456_Sharmans1.pdf which suggests that
to make the most of external audit, the ‘watchdog’ role should be combined with that of an adviser, provided it

does not undermine independence.

> SEC rules that came into effect in April 25, 2003 state under Section 3(a)(58) of the Exchange Act 15 U.S.C.
78c(a)(58) as added by Section 205 of the Sarbanes-Oxley Act, that an issuer either may have a separately
designated audit committee composed of members of its board or, if it chooses to do so or if it fails to form a
separate committee, the entire board of directors will constitute the audit committee. See Sarbanes-Oxley Act
2002 and subsequent SEC Rule 301 “Standards Relating to Listed Company Audit Committees” available at
http://www.sec.gov/rules/final/33-8220.htm#scope

37 As part of the review of transparency in reporting, audit committees may question the appropriateness of the
accounting policies adopted, relative to prevailing accounting standards, and how this is reflected in the
financial statements. While an audit committee cannot depart from specific accounting standards and still

(continued...)
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The audit committee maintains a close relationship with the external auditor,
coordinating the central bank’s relationship with the latter. First, as the representative of
the shareholder, the audit committee needs to ensure that the auditor meets the stakeholders’
needs and so is involved in the auditor selection and management process. Second, the audit
committee relies heavily on the auditor’s work in performing its functions. It is actively
involved throughout the audit process: at pre-engagement, it assists the board in securing an
agreement on scope and independence; the planning stage is crucial for the non-technical
members of the committee to gain an understanding of the approach to be followed. During
the audit, for example at the half-year stage, the committee will need to be kept abreast of
any matters of significant relevance, and upon completion, it will discuss the external
auditors’ findings.

The audit committee will also require the support of the governor, without which it
could not carry out its functions effectively since it will need cooperation from
management and staff. While the audit committee is composed entirely of non executive
members with specialist expertise, it will have both open and confidential meetings with
some or all of the following parties, who may attend the meetings separately or jointly: the
governor and deputy governor(s), other pertinent representatives of management, the internal
auditor, the external auditor, the financial controller, the head of risk management, the
compliance officer, and the head of strategic planning. Specific examples of topics for
private discussions may include discussions with the internal auditor on the governor’s
performance regarding the operation of internal controls, or the external auditor’s report on
the effectiveness of the internal audit function.

expect an unqualified audit, it may be able to challenge the manner in which standards are applied and
disclosures produced.



(12°d 00 110day [pnuuy

pupmsjog fo yung) Sueg Oy} JO JUSWUOIIAUD [OJUOD [RUIAIUI ) 03U JYSIISUI Y3IM SIOqUISW ) op1aoid 0} 19pio
ul pIeog 9y} JO 9APIWWO)) PNy oY} 0} PI0odal a1om SHPNE ) WO SUOHIBPUIWWO0I] pue s3ulpuly Jofeuwr jo
soLIeWwIwnS,, MOy JUIqLIOSIP AQ 93O Y} PUL JIPNE [BUINUI USIMIO] UOIOBIAIUL A} SIQLIOSOP os[e I] “(97 d)
suone[ngor pue s9[NI PAYSI[e)Sd U0 PIseq 2ae sao130e1d [erourUlj puB S[ONUOD [euIul ‘sarorjod Sununodoe jey)
2Insud 03 s1 AJI[1qISuodsal urew s} pue ‘IAQUIAW pIeog 2AINIIXOUOU B AQ PAITRYD SI pIeoq 9y} JO 20PIWWO))
1pny ayi,, jeys surejdxo podoy [enuuy oy (MG DUDMSIOQIOYUDG MMM//dJFT]) SPIWWO)) JIPNY Y} 03

110ddns [e11e)2103s sapraoid Os[e JIpNY [BUIU] JBY) PUB IO JIPNY ) 0} A[[RUOIIOUN] PUB JOUIIAOL) Y]
01 AoAnjenSIUIIPE s3110daI UOISIAI( JIPNY [RUIIU] Jf3 Jey) sure[dxo 9J1S-qom Yueq [eNUID Y[, ‘(12F vunmsiog
Jo yung) s1onpne jo juounurodde pue sjonuod Jeroueury ‘sarorjod Sunipne pue SURUNOSOE JUIUIGOUOD PIeog
o) 0) SUOHJEPUSWILLIONT 9 W [[BYS PUE JOIIY) JIphe PUB JUSWSSBUBW 9} PUE Jued 9y} JO SJUIWIE)S [BIOURULJ
[} JO MIIADI A} 10} 9[qIsu0dsal 9q [[eys,, 99PIUIIOD JIpne I} Jey) soyendils Me[ Jueq [e1UD ) JO 796 MY

pleod 9y} jo
QonIuIwo))

npny

SOX

euRMSIOq

(pt°d J10day [pnuuy ()7 PUINOSIZID[] pUp DIUSOG JO yUDE [D4JU2))) [1OUN0)) SUTUIOAOL) PUB dIPIWO))
1PNy 01 SIPNE PUB S[OJIUOD PIAINIIXI UO SHOdII UIPIIM SIQAT[IP [RIdUSN) Jo[[ondwo)) oy jey) surejdxa j1odar
[enuue oy} Ul 90UINJAI JOLQ V (007 L YOIV JO SD papuduip ‘Duln03oZ42[] pup pIusog o yuvg [p4jua)) ayj

UO DUIANOSIZIDE] pup viusog fo MpT) Sueq [eNUI)) ) JO UOHLZIUBSIO ) SUITULIAP [pue] jjueq [enud)) Y} JO
suonesado pue uonensiurwpe ay) o3 d[qesrjdde sarorjod oy} durULIAAP 03, sme[-Aq Jo uonidope ay) sopn[oul pue
SI10J031IP JO pIeoq Ay} Jo s1omod o) SAJRIOWNUD /1Y @ONIUIIOD JIPNE 3} 0} JOJOI JOU S0P MEB[ 93U} YSnoyIy

dopnIuwo))
npny

ON

BUIAOSOZIOH
pue erusog

(88°d p07 140day [pnuuy pYDSNY [0 YUDG 24.1252Y]) *STUNOIJL [eNUUR Y} JO UOILIUISAId

a1 Jo swn 9y} e preod 2yj 10j paredaid s1 183K 9 10 SOINIANOR S, 20pIWUWIO)) AU U0 J1odar e pue ‘Oretdoidde
S UOISSNOSIP PUB ‘UOIJBULIOJUI JOJ PIROE JUBY 9AIISIY ) 0] PAR[NIIID oI SSUNIIW I9PIWUO)) PNy

JO SoInuIA[ "W 03 AW} UIO] JUSWOSBURUI JO dOUIS]E AY) UI JOJIPNE [BUINXD I} [)IM JOIW OS[E SIPIWWO)) 3y}
JO SIoqUIdW [BUIOIXD 0M] U, “Joquiowl pjutodde [BUI0IXD UR PUB PIROE JUBY 9AIISIY Y} JO JOQUISW JAINIIXD
-uou e ‘ueuLIrey)) se JourdAon) Aindo ayp Jo dn opew st sopIwwuo)) 3Ipny a3 jey surejdxo j1odox [enuue oy,
Juauneds( PNy 9y} puL JUSWOTLULI UIMII] JOBIUOD dOURYUD PUE {Phelj JO uonudAdld pue soryio ssaursng
)S0I9IUI JO SIOTFUOD ddA0[dWd ‘[O1U0d [eUIdUI ‘suone[N3aI pue sme] [3m douerjdwos ‘Surzodar [eroueury 0}
Sunea1 suone3i[qo Iy} Sul[Ij[nJ ul pIeoq 9y} Pue JOUIIAOL) U} ISISSse ($s9001d JIpne 9A1}09JJ9 pue judpuadopur
‘Anrenb-y31y & amsud :0) axe A9y ], ‘suoneorqnd yueq [enuad oy ur paure[dxs os[e aIe 93RIWWO)) JIpny Y} Jo
soA1399[qo Arewurid oy ], 302[qns S1 VY oY} YOIYM 0} FOF S21unduio)) pup SapLLoyIny yijpamuouuio)) ) Idpun
pa1bai ST JUSWIYSI[E)SI SI ‘MB[ JUBq [BNUD AU} Ul AJ101[dXS 0] PAIIDJAI J0U ST SOPIUWOD JIPNE Y} Y3noyy

dopnIuIwo))
npny

SOX

erensny

"(£661 ‘€T 114dy fo sv ,pjosuy Jo yug [puoyvN ayj Jo M, ayj uo [ [ Ay fo /6/9 "ON MDT A]quidssy [DUOLIDN)
yueqd ay} Jo seakorduwd oy} £q ouo pue (J0IIpne [BIOLJO UL 9q 0} PAIINbaI SI 19yjoue pue ‘0J0A 3unsed e sey pue
URLWLITRYO JY) ST 9SAY) JO 9UO) d0URUL,] JO IASIUIN 9y} Aq pajutodde a1e 901y ‘SIoquuowl In0J 9y} JO INO 4Gy
Jod sy yueq [euoneN 9y} JO SUBSIO 9} JO SUO Sk 9PIWUIOD JIPhe oY) SAYSI[qeIS ME[ JUkq [ENUdD Y} JO S MY

QopnIuwo))
npny

SOX

ejosuy

SAUIIRJIY

IPLL

(MeuEq
[e1udd Uy

Anyuno)

SNV TVHINTD AALIATIS NI SNOLLONNH HALLININOD) LIdQVY ONINJOAdH ] SHIdOY 40 ATAHUAS “T] XIANAddY

8¢




[TeYS 9911UIIOD JIpNY dY], Joquinu JIdy) Juowe wWolj s1oquiow ) Aq pajutodde oq [[eys uosiodireyo asoym
oapIuIwo)) Npny ue pieog ayi £q pajurodde oq [[eys 19y, JeY) 9)€IS MEB[ Jueq [21Ud oy} JO (£)-(1) 91 NV

dopnIuuIwo))
npny

SOX

eueyn

(§5°d 007 1oday [pnuuy 10ppajns |7 Jo yuvg 244259y [0.4142))) J01UOD [eUIUI puE JudWoTeuel

SSLI [euonmIsul 10J A30[0potyiow oY} JO UOISIAI AU} PUEB Ipne [eUI0}Xd JO SUONBAIISQO Y} JO dn MO[[0] oy} 0}
Panqgryuod SuiAey sk 310day [BNUUY 9Y} UI 0} PALIAJAI ST APIWWO)) NPpNY YL, (7007 ‘[ Avnuvp fo sp papuswn
‘9661 ‘€T AV Jo Suiiofoy LOppAIDS [ JO YUDG 24.42S3Y D)) 2Y7 fO 421.iDY7)) SSAPTUILIOD Jo dn Suryes

oy Surpnjour ‘uoIssIu sy Jno A11ed A[JUSIOILIS 0} ueg oy} JO SINJONIS [BUONBZIULSIO OU) SUIJIP O} SI0}09IIP

JO pIe0q 9y} S9[qEUD ¢TIV JO Sunjeip ay) 1nq 99RIWIIOD JIPNE dY} 03 I3JI JOU SI0P ME[ JUkq [E1IUD Y],

QopnIuwo))
npny

ON

IopeAlesS 1

(£€'d 5002/#00C 110doy [pnuuly yuvg [p.4ua)) UP2qqLID) ULISDT)

SUOIIEPUIWIIONa] pue SSUIpUI) S)1 U0 S0PIUWO)) PNy pIeog Y} 03 110da1 03 POJIAUL ST 10JIpNY [RUINXH O [,
[+ yuowuoIIAUS YSLI MO] © UL S9AND3[qO S)t ureye 0} suonerddo s yueq dy) daoidwir 0} sKem pue SOIOUIIIIIIP
[07JUOS UO dopIII0)) PNy preod Y 03 syprodar judwiredop jipne [eurojul YL, ‘preoq Y) JO JIom U} ISISSE
01 pajutodde soopnIUIIOd 9y} S9QLIOSIP 110daT [BNUUE O UL JIOMIWEIL} OUBUIIA0S 91e10dI09 Y} UO UONIIS Y,

QapIwwo))
Jpny preogq

ON

Jueq [enud)
ueaqquIe)
uIoIseq

“(J1ouno) aanyv.SIUIUpY

ayy Jo 1410d2Yy p((7) . JBISI} OY[ISUO,, JO IPIWWOD JIPNE Y] JO suoneIado oy} 03 I19JI OS[e S)USWIL)S [BIOUBULY
[enuue oy ], “(op424 adv) Jo yung ayJ fo mpT o1up3L())  SINIALOR JIpne sit uo 11odax [enuue ue aredaid (3)
£51010011(J JO pIeod 2y} AqQ JO JOUIAAOLD) Ay} AQ J1 0] PAPIWQNS JO)JeUI AUL UO JUIUII)RIS B AW (J) {UONBIIPISUOD
JO Surarasap st ‘uorurdo s31 Ul ‘Yorym ansst Aue 0} preog 33 JO 10 JOUIIAOLD) Y] JO UONUIIR Y] [[BD

(9) ‘sjuowolE)S [RIDURUL) [ENUUR PUE JOJS JUB[RQ I} UO SE [[oM Sk ‘103pnq a3 uo uorurdo ue anssi (p) ‘saonoead
K)1moas paysIjqe)sa 10j presar onp yim ‘errdordde 31 swoap 31 10A2UIYM YURE A1) JO SOX0Q3UOLS PUB SI[NEBA
oy ‘sp1093a1 Surdoay{00q 9y} surwexd (9) $991JO JO WiId) SI SuLmp SI03I(J JO pieoq oy} Aq pajuasard oq Aew
se syuowo)e)s orporrad yons surwexd (q) 91 03 9jqeorjdde suorien3ax pue sme[ o) Yim oouerjdwod sj1 pue yueq
9y Jo Suruonouny a3 I0j1UowW (B) :[[BYS 99NIWWO)) JIPNY Y} “Jueq oy} Jo Apoq Sururuexo ue se,, /411y 0}
SuIp1090Y "SUNOA INOYIIM SIOJOIIP JO PILOq A} JO STUNIIW PUSYE 0} SISQUISW S} SMO[[B PUB SIPIWIUWOD JIpNE
oy Jo adoos pue Juruonouny ‘uonisodwod Ay} INO IS YOIYM SuoISIA0Id pajIejop surejuod mef Jueq [e1udd oy,

opIuwo))
npny

SOX

IpIdA ode)

(8¢ d Jaodoy jpnuuy pog7 vpvuv) fo yung ‘Aiqisuodsay Suijioday (p1>unUI,]) UOTRULIOFUT

[eroueuly pajrodar oy} 0} [BLIdJEW S9jBWINS pue syudwdpn( judwoSeue A9y SSISSE PUB MIIAJI O} PUB ‘SJUSWI)R)S
[RIOURUL 9U) UO J99JJ9 [LIdIBW 2ARY Jey) sampadold pue sajdrounid Surjunoosoe ‘ur sadueyd pue Jo uondope

o) MIIARI 0] AINP B SBY APIWWO)) JIPNY Y], "Wy} Aq PIPIA0Id SIJIAIIS [[B SMIIAII PUR SIONPNE [BUIIXD

S JJueq a1 Jo 2oudpuddopur oy 9eN[BAD 0] $I552201d PAYSI[qRISI SBY APIWWO)) JIPNY Y], ‘[IOUN0)-UI-IOPIO)
£q pajurodde a1e oym SI103Ipne [BUINXI S Uk U} PUL ‘I0JIPNY [BUINU] JAIYD) Y} JUIWASEURW 1M S}
QopIuIo)) JIpNY Y], SI0319211(] JO pIeod 2y Aq [eaordde 19y} pUSWILIOdI 0] PUER SJUSWIIL)S [BIOUBUIJ [ENUUE

S Jued 9y} MIIAI 0) PAFITenb 2I0FOIOY) ST 9PTWO)) UPNY YT, "IN A[[BIOULULJ I8 OYM PUE Jueq J) JO
$90A0[dwd JOU SISOIIFO JOUPIOU T8 OYM SIOQUI JO PASOduIod ST 9apruuo)) JIpny Y, “preoq O} JO 9PIUWO))
JIpny o ysnoayy ANiqrsuodsal siy) sos1019Xa pue [0nuod [eurdjul pue Juntodar [eroueury 10§ saniiqrsuodsar

SIL S[[Y[1Y JudwaSeuew jey) SuLmsus I0J 9[qIsuodsal SI S1030211(] JO pIeoq A} MOy S9qLIdSap Jodar [enuue oy ],

QopnIuIwo))
npny

oN

epeue)

(9661 ‘97 Avnupp fo vipOqUID)) JO yUDG [PUOIIDN dY ] JO JONPUO)) pUD UODZIUDSI() Y]
U0 MPT) APIWIO)) 3PNy oY) SUuIysI[qelso Jo ANiqisuodsar ay) preoq 9y} SOAIS me[ Jueq [BIUD Y} JO T MY

onIuwo))
npny

SOX

erpoqure)

6¢




*$)09US 90UB[E(q [BNUUE pUE A[yjuow XIs 3y} 0} uotuido ue yoene 03 pairnbai a1e sioypne oy (€77

210111 M7 undpyp Jo yung) Sueq oy Jo ssaursnqg Yy [Sunoadsur],; 10J 9[qIsuodsar are ‘SIeak Inoj Jo wd) d[qe
[emaual & 10J JouIqe)) ay) Aq pajutodde ‘s1o3pny 2ARND9XH Y[ "SINsAI oy} Wodar pue sjipne [eroads uojiad
0} SI10IpNY 9ANNOIXH A Jonnsul Aewr soned 3say) JO JOUYIY “IOISIUIA WL Y} IO IdURUIL JO IISIUIA U}

01 Apo311p s11odar yorym ‘sarpoq 9oUBUIA0S pue JudwdFeuew yjoq woly Aeredss ‘Apoq 9ANNIIXI-UOU B WIOJ
‘s1011pne payirenb Ajreuorssajoid [[e ‘s1031pny 2ANNOIXH Y, “Me] djelodios asoueder Jo sjuowanmbar oy ypm
SWLIOJUOD [OIYM ‘SIONPNY JANNIIXH JO PIROg IoqUIaUI-021y) © sey uedef Jo yueq oy} ‘me[ )1 ur pajendns sy

S10}IpNY
QATINOAXH

Jo pieog

SOX

ueder

"(§01 d110day (pnuuy p(0g puvja jo qrioyiny

§2010.128' [DIDUDUL PUD YUDG [D4JU3)) 9PTWO)) JIPNY ) 0} SSAI0. [[1J dABY SIONPNY [BUINXF PUe [BUIdIU]
‘sIopewW paje[al pue Juntodal [BIOURUIJ ‘SINSST [0JIU0D SSNISIP 0} Jukg Y} JO JUSWITBURIA 9} JO SIOQUISW

PUE SIONPNY [BUIAXH PUE [RUIU] oY) M A[[edo1porrad s109w pIeod ) JO 9dRTWIO)) JIPNY Y} ‘PIe3aI ST} U]
-armonys euoneziuedio oeudoidde ue paysijqeiss sey pieogq a3 ‘Ajiqisuodsar siyy 931eyosIp 0], ‘senLem3oLn
IoU)O pue pnej jo9)op pue Juardid o) pue Jueq oY) JO s1Isse Y} pren3ojes 0} pauIsop SI YoIyMm ueq oy ul
[01IUOD [RIOUBULJ [BUISIUI JO WAISAS ) 10J A[IqIsuodsal [[eI0A0 sey pieoq oy, (0§ d roday jpnuuy $007 I4))
pleod juawdgeue]y pue 991IUIIO)) JIPNY Y} 0} dweI3o1d sj10m JIpne s)1 Jo awodno oy} uo suodar remn3as
sopraoid uonouny JIpny [BUINU] Y} ‘IedA 9y} Inoy3noIy) ‘moy saqrosap 1odar [enuue Y (£007 POy puvja.f Jo
ALIOYINY 201048 [DIDUDUL] PUD YUDG [DAJU)))  SUOTIOUN] [S)1] JO QIOW JO U0 AUB JO OSIOIOXI IO doueuLIoftod
o) [woy) 03 9ye39[op] pue suonouny [11ay}] suyop pue ainpadooid [y ] suruieap [ ] ‘pIeog oy JO SOOPIWUIOD
ysI[qe3sa [03 Surpn[our] suondung sjr Jo doueuLIorad au ‘0] [RIUIPIOUT A[qRUOSEAI IO ‘YIIM UONOIUUOD

Ul JO JOJ ATBSS02U SI I9AdJBYM OP 0} Jomod sey pIeod dyj,, Me] JUeq [BIUID 3U) JO PY[ MY 01 SUIPIOIDY

anIuIo))
npny

ON

puelaI]

< PPIUWOD-qNS NPNY JV AH Y1 PUB VINH 94} JO SANNOSXY JoIYD

oy 03 Suntodar orporrad apraoxd [im QYT oYL [°] "VINSIH U3 JO 9ANNOXH JOIU)) 913 Jo 2ouasaid oy} jnoyim
QONIWWO)-qNS NPNY DV AH Y [nsuod Apuspuadopur At (V] oY JO PeaH Y, "aNIWwWo)-qns 1pny JVAH
o yim uoryejnsuod Jorxd axrnbar (] 93 Jo pesH a3 ul sadueyd ‘(Y] 93 Jo 9oudpuadopur oy urejurews o}
IopI0 U] "9aNIWWO)-qNS NPNY JVAH Y PUe VIAH Y} JO 9ANN0XY JOIyD) oty 03 Apoamp spodar ] "VINNH
9Y} JO SIO1JJO pue SUOISIAIP ‘spuduntedap Joyio woly A[9jeredas pue A[oAnoalqo ‘Apuspuadopur srerado [[eys
avI YL [ ] eanmuuwo)-qng 1pny JVIH 10 VIASIH 2 JO 9ATNIIXH JOIy)) oy} Aq pasanbar smaraal [eroads
Sururogiad -] s1031pne [RUINX PUB dAPIWWO)-qNS NPNY (DVIH) donIuo)) AIoSIAPY pung 28ueydxy
Jo syuowarinbar oy seyysyes Yorym AS0[0poyiaul Jipne paInjonys pue [euorssdjoid e Sururejurews Joy o[qisuodsal
st juownedo Npny (W] VINSH UL, (Uy Xopul/jipnn/Sua/ounyy/yy a03 oJul Mmat//>diy) 19)1eyd

o1} SISO[ISIP OS[R YIIYM DIS-qoM S AJLIOYINE ATRJQUOW ) UO paure[dxa ST 99)IUIUI0I-NS JIPNe I} JO 9[0I YL

QIPIWIOI
-qng
npny Dvad

ON

qvS
3uoy] Suoy

(Z00z ‘sz &apnupyp fo 7[9 "ON 1OF puvyn Jo yuvg) JuswoSeurw 10 pieogd ay)

£q pau2AU0D UM A[LIBUIPIOBNX? pue Iajrenb 1049 00u0 AJLIBUIPIO 109U [[BYS 991IWILIO)) JIPNY Y], "10JIpny
[euIoIu] JOIYyD) 9y} JO JI0M Y} MIIAI (9) pue uaye) oq 03 uonoe jerrdordde Aue pieog oY) 0} pusWITONAI

pue 110da1 S 10jIpNE [RUIS)XI S} SUITIEXD PUE dAIO0I (P) SJuswoeuew Jo preoq aY) £q 31 03 papruqns

s1opew Aue uo suorurdo I9A1[op (9) ‘uoaIoy) preoq ay) 03 1odal pue yueq ay) 0} 9[qeorjdde syuourjoeuo

s douerdwos Joruow (q) ssoanpadord asay) Yim douer dwod asiaadns pue yueq oY) I0J S[ONUOD STUNIUNOIIE
pue soapaosoid Surzunodoe djerrdoxdde ysipqelsa () :03 9q [[BYS SONI[IGISUOSII SII PUL SIQUIAW 1Y) JO ISISUOD

oy




opIwwod Jrpne Y} Jo diysroquidip . 'ssoo01d Juntodar [eroueurj oy pue {[01U0J [BUIOIUI PUR JUSWOSEUBW
SS1I $$59001d 1IpNe [BUISIXS PUL [BUIdIUI AU} 0) PAIL[II SIdNLW U SaNIIqIsuodsar s)1 SUI[[IJ[ng Ul SI030JI(] JO
pieog oy Isisse 01, d1e A “(§9°d 110day jpnuuy ¢OO7 DIV Jo yung (p.43ua)y) 110da1 [enuue 3 ur paure[dxd
0S[ 918 QPIWIO)) JIPNY I} JO suonouny YL, (¢00Z.fo Sv papuawn 10y vIpp Jo yung [p.4ud) :FO7 121dvy))
Jouroron) Ainda(g Y 10U JOUIIAOD) I} JAYIIU ST OYM SIOJOIIP ) JO QU0 AqQ PAIIBYD 3q 0} ‘QIPIUWO)) }IpNy
ue Aq PIISISSE o [[IM Pue YSI[qeIS? [[eys pIeog A ‘ssoo01d Suntodar [eroueury ay) 0} pue [01UOD [EUIdIUI pUe
JUSWIOSBUBW YSLI JO WAISAS o) 0} ‘SS2001d J1pne [BUIN X PUE [BUIUL OU) 0} POIB[I SIONEBW Ul SONIIqIsuodsar
syt Sur[yng Jo sasodind oty 10,q,, “0oRIWILIOD JIpne 9y} 0} APIoI[dXd SIOJOI Me[ JUuBq [BIIUD I JO /WY

QN0
npny

SOX

B)eIN

‘(' d Swajp.0u2>-2nbUDG MMM) 99NIWO)) JIPNY Y} JO SINIANOE PUB SUONOUNJ S} UO X0q & SOpnjoul

os[e 00g 103 Hodoy [enuuy Y[, “(Lvasv3vpvp o yuvg [p.43ua)) ayi fo 423dvy)) oy SutysiqpisT F0-F6 ON MDT)
Jonew [euosiad Aue Jo uondooxas oy Y Yueq [BNUD) S} 0} }S2I9JUI JO NssI Ue uo Jjodar s1031pny oy} ey
1sonba1 owm Aue je ABW JUSWIUISAOL) JO PEIY o) pue o1jqnday dy3 Jo Juopisald Y], ‘pIeoq 9y} 0} PUe JOUISAOL)
o 03 SA1dod YIM “JUSWUIIA0L) JO PedH ) pue o1jqnday ay) Jo JuapIsald ayp 03 Jodal A)Ande Ue Jruqns

[1eys Aoy} ‘paso[d ud3q sey Jeak [BOSIy Jord 10y "preoq ay) 0} sofueyd Surzunodde asodoid Aewr Loy ‘osodind
sy 10J paredaid y1odax sonianoe oy uf "preod Ayl Aq N0 PIsO[d dIe AY) 910J2q JBIA [BISI 9} JO PUS A}

78 SJUNOJJE A} QUIWEXI [[BYS AJ ], 'SJUNOIJE S Mueq [BNUI) S} JO SUOHBUIWIEXD por1ad jonpuod [[eys SI03Ipny
oy L, "preod 2yl Aq POZIIOYINE SAJLIOOSSE IAYI0 AQ JO ‘S[RIJIJJO UOHRISIUIWPE [BIOUBUL Aq JO sako[dwd yueg
[enua) Aq palsIsse 9q Aewu Aot T, "A1BSS900U WP A9} SyIpne Aue J0npuod pue yueq [eHU)) 9y} Jo sorjoptod
PUE ‘SPI0231 ‘SpuUnj 3} 2Jen[eAd AW A3 "PIROg ) PUB ‘IOUIDAOL) I} JUIWUIIAOLD) JO PedH Y Orqnday]

a1 JO JuapIsald A 03 1odar e Jo 3102[qns J 2q [[BYS SIONPNY Y} AQ UONUIAINUI AUY “ME[ SIT} JO SULIY) Y}
yam douerdwiod 2Insud [[eys A9y ], ‘suorjerodo pue jje)s yueq [eHUS)) [[& JOAO JOUR[[IOAINS [BIOUIT SIOIOXO [[eyS
s1031pny,, -ojerrdordde woop Aoy se pieoq ay) 0} syrewal 1o sjesodoxd Aue jruqns pue s3unesw preog puspe
Kew ‘Ky1oedeo AIOSIAPE 9ATINOAXI-UOU B UI ‘OYM SIO)IPNY JO APOq B 03 I9JOI ME[ JUBQ [BIIUD oY} JO £ /-9L NV

SI10JIpNY

SOX

Ieose3epe|N

(#'d 007 12quiada( [ € papua 40adL 2] 10f JUdUIDIDIS IDUDUAIAOL) 2JD.A10d10)) OYJOSIT JO YUDG [D4JUD)))

.S00T TeaA Teroueury oy 1oy suoneredord 308png pue OO 10qUI( [ SUIPUL JBAA [BIOUBUL JY) JOJ Yueq Y}
JO Sjunoo9k A} 10J SANSSI JIPNE [BUIAXD JO UONBIIPISUOD UL d1oM SSundow [eroads ot Jo Ayofew oy "s3unosw
[eroads x1s pue Areurpio Inoj y3noiy} JySISIOA0 S} PAISPUAL 99)IWWO)) Y ], ‘PIeog Y JO Jeyaq Uo ‘SIoYIo
1S3uowe ‘sanss1 JIPNE [BUISIXD PUL S[OJJUO0D [BUIOIUI ‘S)SAIAUI [RIDURULJ 9} I9SIOA0 0} PAINUNUOD JOPIUWIUO))
JIPNY YL, "9APIWWOD JIPNE 3} JO SAVIAIOR ) SIQLIISIP JUIWAIEIS 9IUBUIIA0F 21e10dI0d [Bnuue oy,

(0007 111g oyr0sa7 Jo yung p.4jua))) SSAUISNQ Jued JO JONPUOd JUIDFS pue Jodoid a J0J syrun [euorjeZIue3Io
JO JuSwySI[qeIS? Ay} 0] SISBq [BF9] B SAp1A0Id / [ 1Y ‘ME[ JUBQ [BOUD ) UI OUIIDJAI OU SI 219Y) Y3noyy

QopnIuIwo))
npny

ON

OY10S97]

(¢9°d puv ¢¢d 110day jpnuul ¢z vIDT Jo yung) . BIAYeT JO Jued 9y} JO [IOUNO)) Y} JO SIdqUIdW

J0 pastduiod are yoIym ‘e1aje Jo Jueq 9y} JO IPIWUWO)) IPNY PUB UOISSIUWO)) uoIsiazadng A1nsag

oy Aq paiojiuow SI pue judwtedo( 3pny [euIdju] oY) Aq pamoIAl ST JSLI [euorjerodo pue [eroueulj s BIAYR]
Jo yueq oy jo juowdSeue [ ] ‘uonejuswdduwl JI9Y) pue SUOHEPUIWIIOI ‘SIUdWIIFeIud JIpne [euIojul
Pa3oNpuod 9y} JO STUIPULJ Y} JNOqe PAUWLIOJUI ST SAPIWIIO)) JIPNY S,BIAJET JO jueq o) ‘siseq A[1oyrenb e uQ
‘J1pne Jewrojur 9roxdwir o3 Surdjay pue Jursiazadns ‘eraje] Jo yueq oy} ur sajerddo sopIwwo)) Ipny uy,, Jodax
[enuue oy} Ul paso[ISIp St (Jusunredap JIipne [BUIdIUL oY) WOoJ 9jeredas) 9anruwos yipne ue jo uonerodo ayJ,

opIwwo))
npny

ON

BIAJR]

v




o1} JO 10 JOUIDAO0L) A} JO uonuaye oy Jurmel( (o ‘seanseowr £1nods ojeridordde oy 03 109[qns JUSIUSAUOD
SWOaP 1 JOAQUAYM Jueg dY} JO SOJes pue ‘sjnea ‘sy00q oy} Sururwexy (p (SIUN0ode [enuue Y} pue 4o9ys
ooue[eq oy 108pnq oy uo uorurdo s31 Jurnssy (0 (00130 JO UL} s3I FuLNp SI030aII(J JO PIeoq oY) Aq panIwqns
sjuowoye)s orportad oy Sururwexy (q ‘oye1oyy 9[qeorjdde suonen3or pue sme| oY} JO 9OUBAIISQO d} pue Jueq
o Jo ssoutsng oy} SuLIojruolA (e :seniIqIsuodsal S10J1pny JO preog dYj N0 $}9S Me[ JUeq [EUD Y} JO ¢y MY

s10)1pny
Jo pieog

SOX

[eSmiog

(#d 110doy jpnuuy

P0/S00 puUp[paz MaN Jo yung 24.4252y]) $9552201d JudmoFeure JSII S Jueg Y} 0} SOINGLIUOD OS[€ IPIUWIO))
1PNV SIODI(] JO PIeog Y[, "SJUSWIDIE]S [RIOURULJ [BNUUE S Ueq 9U) SMIIAJI PUB JOJIPNE [BUIAXI S Jueqg

o} WOy S110daT SIATIII APTWIWO)) Y [, 110daI [enuue 9y} Ul PAGLIOSIP ST UONOUNJ JIPNE [BUINUT A} SULIOJUOW
Ul SI0J0QIIP JO PIL0q Y} JO IPIWWO)) NPNY Y} JO ][0I Y, *(/2ID2MOYM/INOGD/ZU JA0S ZUGL MMM/ d13Y )
9)1S-qOM AU} UO PISO[ISIP SI SJUIWI)LIS [BIOURULY SUBE ) SMITAI Q) IWUIO))

3pny oy} y3noy) ‘preog Y) yorym ul judwaduete oy, ‘(€00 ‘07 1Sh3ny fo sp papuduiv ‘696 10F puvipayz
MaN JO yung aa.1253Y]) . s19mod pue suonduny s Jursiordxa Jo Juruiojrod woly preog oy} u24Ad1d J0U SO0p
uone3a[ap e, 1ey) say1oads Joynny 11 (9)79 My U . 'SIARIWWOD yons 0 ‘uone3a[op jo 1amod siyy 1daoxa ‘sromod
PUE suonouUNy s)I JO Aue [9)e32[9P] PUE SI0}OAIIP 210U IO | JO seapIuwoo jutodde,; 0 preogd a3 s1omoduwd

(1)79 1V “Io1e] U3 JO SUO AQ PaIreyd SI PUB ‘SI0JIAIIP IANNIIXI-UOU SISLIdWOD pIeod Y ‘B6S 1Y 03 SUIPIOIDY

QoNIuo))
pny preoq

ON

pueeayz
MON

(801 d 110dayy jonuuy poO7 yuvg spuvlidyiaN) JO}phe [BUINXI Y} pue preoq Alosiardng

oY) ‘pIeOg JUSWIUIIAOL) 9} 0] SUONE[AI SIT ARY SE 1)1 JIPNY [BUINU] UB Ul UMOP 39S U] AR (V]

a1 Jo sanipiqrsuodsar pue souspuadapur oy ], ‘ueld JIpne [enuue oy} SUIPIESII PIINSUOI OS[E ST IOPIUWO)) STY T
*(99 WO JIPNE UB SI[QUIISAI YOIYM) JOPIWO)) [BIOUBUL,] S, pIeoq A10S1A10dNnG oy} [3IM passnosip o1e syodar
959y} JO dWOS ‘pIeog SUTUIDAOL) 9y} 0} s3urpulj urew sy uo sypodar re[ngax spuss v YL [ ] 103pne [BuIdIXd
oyl YIIm 199w Quasard Sureq sroquisw pieog SUIUISAOL) JNOYIIM SI JRY} ‘UMO S} UO “JeoK B 90UO ISBI[ J€ [[IM
(oanmuwo)) [erourUr AU} "9°T) IPIWIO)) JIPNY Y} Jey) Surje)s opewt 9q OS[e [[IM UOISIA0Id Y :9P0d 90UBUIIA0S
91e10d100 YoIN( YL, “IOMIWEIJ SOUBUIIAOS JUq [BNUID Ay} Jo uoneue[dxd ue sopraoid 1xodar fenuue Yy,

opIuwo))
[eroueur]

ON

SPUBLIOYION

QDI preoq ay) Aq pa1euSIsap yueq Oy} JO IO IOIUdS du() (J) JOqUIDIA
—yueq ay} Jo yudwiaeds Sunrpny [euIdU] JO JAIY)) (q) I0USAUO)) 1030211 dUQ (B) -:pIeog 23 03 9[qeIuNodde
9q [IM YoIyM SIdquIow SuImo[[oJ 2y Jo Sursuduwod 2ap1uwo)) JIpny ue Jmsuod [[eys pIeoq ayi,, ey} SJels
1 (C00C ‘0§ Awnuvy fo 19y yupg v.4IsvY PdaN]) SONIWOD JIPNE Y} SAYSI[QRISY MEB[ JUBQ [EIUD AU} JO ¢ MY

dopnIuIwo))
npny

SOX

redaN

(€00 Jo sv papuowip ‘966 42q0120) JO D1]OSUOI JO Yyubg [p.4Ju2)) , SI0}IpNE [BUINXI 10 BI[OSUOIN

Jo Yueg a1 Jo juountedop JIpne [BUISIU] 2Y) JO SIONPNE LM 2JedIUNWOd [01] preoq Alosiaradng,, ay)
saxnbay] () LTHMV . Iudwerfred oy) Jo 2ap1wo)) SUIpUL)S JIWOU0IY 3y} Jo uononponul uodn juswerfred ayy
Kq pa1a9[2 2q [[IM pIieog AI0SIAIddNG 9} JO SIOQUISW PUR IIBY)) "SISQUISW § PUB UBULITBYD JO ISISUOD [[IM pIeog
K1os1arodng [+*] -Sunyew Aorjod A1ejouowr ay) 03 poje[al SI9)BW AU UI SUIAIIUI JOU [[Im preog Arosiazadng
[*] JuounsoAUl Jo S)NSAI PUE JOYIPNE [BUISIXS O} JO SUOHBPUIWIIOIAI df} JO Uonejuawd[dull ‘SanIAOL [BUIdIUI
‘sp10dax [eroueury ot Jo Suntodar ‘erjoSuoyA Jo Jued Yy} Jo pieog ay} Jo douewioftod oY) Jo synsar asiazodns 03
JIOPIO Ul uonouUny [[IM,, Yorym preoq A1osiarodng ayj Jo 9[0I 9y} S2qLIOSOP Me[ Jueq [enuad 3y} Jo (€)-(1)L7HNV

pleog
K1os1A10dNg

SOA

BI[OSUON

"00UQI9JA1 JO SWLId) pajepdn S 991D JIPNE 9} 199[J21 0} GO Ul preod Yyl Aq paroidde 1or1eyd o) 01 JoyIny
‘rouIoA00) Aindap ay) pue (uosiodireyd oy} SI WOYM JO JUO) SI0JOAIP JANNIIXI-UOU OM) JO SISISU0D A[JULIND

(44




-] 9U L "PIOQ 97} JO PIUILIOIGNS € ST YOIYM “D9PTUIIOD JIPNE ) JO SOANIATOR d) SAssnosIp 310dar [enuue Y J,

npny

ON

ESLY [IN0g

(¢£°d p0OZ 12quiada(] [ € papud 4oL dy) 10f SJUUIIDIS

[p1oUDULL] 2102 D.LIDIS JO Yuvg) SIdYRW SSAUISNQ JO 20URULJ OIIPLOE ‘[euolssdjoid ur 2ousuadxs pue Jurpue)s
Paz1u30291 Jo (911§ JO peay 2yl Aq pAjurodde) S10J021IP SAINIIX-UOU G PUR JOUIIAOD) AInda(d I} “JOUIIA0D)
oy sas1dwod s1030211(J JO pIeog Y[, TBIA B 991M) SIO9UI OIYM ‘SI0IDJI(] JO PIeog J} JO SaPIWWO)) JIpNy
a1 03 spodar osye Jrun SIY ], “SWSIURYOIUW [01U0D SUNSIXA Y] Y3Im douel[duIod pue s|onuod [euIdiur Jo Adenbope
SuIuIRIIOISE B PaWIE SYOYD J1poLad Jxeropun 03 (SIOUIA0LD) 3y} 03 A[3021Ip s10dal yo1ym) 31U JIpNY [eUIU]
oy Aq 9oe[d ur nd wdIsAS o) UO STl Jueg Y} ‘SW)SAS UONBULIOJUI pUE AJLINDIS UI JUSISYUI JSLI [euonerado
OZIWIUTW O, *SIUSWI}L)S [BIOURUIJ JUB(Q [BNUID OU} UI 0} PALIJAI ST QAPIWOD Upne YL, (0007 ‘97 Avniqa,]
Jo 1oy au027 vai215 fO yung 2y ) Jueq ay) Jo JuswoSeurw pue 19p1o pood 10§ 10y [ayy] Jo suorsiaoid oy Jo
Kue Jo uonerodo JuaIolJd Y 10J JUSTUIAUOD IO ATBSSIOOU dI8 SMB[-AQ OIYM IOJ SId)eW [[e 10J ap1aoid 03, sme|
-Aq onssI 01 preod 9y} SIOMOAWD ¢G MY “QOPIWWOD JIPNE Y} 0} JOJAI JOU S0P ME[ JuBq [eNUD Y} Yoy y

$1030011(] JO
preog oy jo
QapTIIIIo))
npny

ON

QUO9T BIIAIg

(2661 ‘9 Any Jo adidurig puv auio] ovg fo d1gnday d1p400wa(q 2y} fo yung |p.jual) ayj Jo Moy

o1up3.4()) Aroeded 9ATIR)NSUOD UI SI0IAII(] JO PIeog ) JO SSUIdow pusje 0} pue ‘spadxo pajoenuod Ajjeroads
1o syudunredap Jueq wWoly 9ouR)sISSe 1sanbar 01 preog upny Y sywrad me| oy, uonuape [e103ds SOAIISIP

1O PAIDPISUOI 2q 03 JYINO SIAIAq I YIIym INsSI AUe 0} S10}0211(J JO PIeOg 10 JOUIIAOLD) 9} JO UONUNIE Y}

1eD () SUsWuILA0D) Y] 10 ‘S10391I(] JO pIeod Y JOUIAOD) 9y} AQ 31 0} papIuqgns s1apew uo suorurdo onssy
(9) <A1nd3s Jo soni Juepualle A 10§ predar anp yum ‘ojeridordde swoop 11 0ASUSYM YU A} JO S} NBA PUR
‘soxoq3uoxns ‘s)ooq ay; sutwexy (p) ‘syunodsde pue suodar [enuue uo pue sjesodoid 308pnq uo suorurdo anssy (9)
‘orerrdordde swoap 1 1oAduaym uonisod ysed oy} AJLIDA PUR ‘SINIANIR SJI JO 9SINOJ Y] UI SI0JIII(] JO pIeod Ay}
Aq pantugns syuswaye)s orporrad oy surwexy (q) 91 03 9[qesrjdde suonen3ar pue smef oy YPIm douerjdwod pue
Suruonouny s sueg 9y} JOHNUOIA (B),, [[BYS PUB ME[ JUBq [eXIUD 93U} JO ['T9°IY UI PAYSI[qRISI SI pIeoqd 1pny Y[,

pIeog ypny

SO X

odroung pue
SWOJ, OES

(orrd

140day] [pnuuy p(7 PIUDULOY JO yuvg [pUODN) TBIK B 9J1M) JSBI[ JB S}90W PUB SIOqUISUI PIBOY SATINIIXD

-uou G ayj sos1Idwos 2APIWWO)) Y, “}PNE [BUISIXS PUL [BUIAIUI PUL ‘JUSWOSBUBW JSLI 01IU0D [BUIdUI JO
SULId} U SUOII0IIp 91393e1S pue Aorjod s YN 2ys sesodoid pue sas[eue 9op1uwo)) 3Ipny Y[, "WISAS [013U0D
[eurour ojenbope ue SULINSUD 0} 9ANR[AI sanI[IqIsuodsal oy} Sul[ij[ny ur preoq 9y} Sunsisse ‘uonouny KI0SIApe
UE SISIOIIXI 9aPIWWO)) JIpny Ay ey sure[dxa j1odax fenuue ayJ, (F007 ‘97 2uns fo sv papuowv ‘9661 ‘97 Ay
Jo vrupwioy] Jo yuvg [puoynN ayj Jo 21mpiS Y3 U0 MDT) QINIWIWIO)) JIPNY Y} PUL 9PIWIO)) JUSWTBURIA
SIAIISIY USI1210,] A “@onruwo)) uoisiardng ayy ‘@apruo)) Ao1j0J A1BI0UOIA SY) JO uonisoduiod pue syse)
o [**] UO SOpI1oIp pIeOy S BIUBWOY JO Jued [BUOHEN U, ‘MEB] JUuBq [RNUID 9y} JO ([)EE MY 01 SUIPIOdDY

QopnIuIwo))
npny

SOX

BIUBWOY

(zr7 d p00 110d2Yy [pnuuy [p3niiod ap 0ouvg) yueq [eNUd)

ueadoing a3 Jo [1oUn0)) FururoAon) oy Aq paroxdde ((gHSH) syyueq [eNUd)) Jo WASAS ueadoinyg oY) JO [9A9]
oy e pauyap swwerdord e (1) pue s1030011(] JO pIeog dy) Aq paaoidde owrwreroxd jipne [eurojur ue (1) :S1oxewr
-UOISIO9p JUAIIJIp Aq parordde suefd om) uo paseq uonouny ypne jeurdiul Ay [, ‘(DO Q) usunieds Surunoddy
pue jonuo)) pue (Ny(Q) Judwpedo 3pny oy} woij Jounsip s preog dy3 yeyy surejdxs 11odal [enuue oy |,

(100C ‘LI 14dy Jo s papudwun ‘Mo o1unda() [p3n1iod 2(J 0oupg) SAIPOQ S0} Aq 31 0} papruqns

103[qns Aue uo uorurdo syt SUIAIS pue ‘paIdPISUOD 9q P[NOYS SWAIP II YOIYM I3}l AUB 0} S10}091I(] JO pIeoq

1974




& se suonouny ‘(quowerfred ysipamg o) Sepsyry oy Aq pajurodde rouno)) [e1ousn) ayy moy suredxs jrodax

[enuue Jueq (80U YL, (S00C ‘I JMdy Jo sv papuduin ‘996 [ JO 19F yuvqgsyry sa311245 2y ] ) [1OUNO)) [BIOUID)
o Aq pauIaA03 e YdIym Jo suonerado ) U PNy Sy} 0] SIAJI MEB[ U] [BNUID Y} JO 7 MY 6'UD

an ypny
[1ouno)
[e10UD)

SOX

UpIMS

(rsd

140d2y] [pnuuy G(/p(007 PUP[IZDMS JO yuDg [D.JUd)) JUIUDIDIS 2IUDULPA0L) 2]D.10d.100))  UOTOUN] JIPNE [RUIAIUT
91} JO SSAUIATIIJJD Y} PUB ‘[ONUOD [BUIAIUI JO SWSAS IS0 PUB UONBUWLIOJUI JUSWISBUBW JO SSIUIATIIID

o “soonoeld Surunosde SUIA[IOPUN PUB SJUIUIL)S [RIOUBUL} MITAI AJ[], SIONPNE [RUINXD pue jusuntedoq
1PN [EUIOU] JUSWOTeUR M A[IR[NSAT $JOW 9APIUIWO)) Y ], "9IPIWWO)) JIPNY ) SITBYD pIeoq

O} JO JOQUUITE SATINIIXI-UOU Y “9PIWIO)) JIPNY Y} JO uosiodirey) ay) pue JOUISAOL) Y} 0} SSIII JOAIIP
M SI0JOQII(T JO pIeOg ) JO IPIWWO)) JIPNY Y} 03 [qBIUNOIIL A[[euonouny st jusuntedo 3Ipny [eurdiu]
) Yued Ay} JO SI0J0JI(] JO pIeog Y} PUB JOUIIAOL) Y} WOIJ AJePUBU 111D © UO Uy, ‘FUIMO[[0] JU) SAIe)S
11 919YM 110da1 90UBUIA0S 918I0dI00 © SINSSI ueq [BNUD Y], “(dyd £.10181Y/Z8" 840 YUDQIDLIUDD MMM/ A1)
SI0JO3IIP JO pIeOQ SI UI (oURUL] JO ANSIUIA ‘A18}0100G [ediourld) uonejuasardar JuowuIdA03 AjLiourur

B PUB QUOWUILA03 JO JUapuadapul SI YoIym ‘QINons umo sj1 sey] 31 y3noyje ‘odueur] Jo ANSIUI 3 Jopun s[jej
1 ‘A[[euonouny ouls 31 SUTIIA0T ME] Jueq [RIUID 01J103dSs ou ST 2191 Jey) sure[dxa 9J1S-qom Jueq [BIUID JY ],

dopnIuIwo))
npny

V/N

pueizemg

(62/97°d 007 — 10day [pnuuy DYUDT 145 fO YUDY [D4J137)) SANIWWO)) IIPNY Y} JO

1BLIBIOID9S Y} sk suonouny [juowiedd Jpny JusSwoFeurA | Y], "S[OLUOD [BUIUI JO SWISAS oY} pue saonoerd
Suniodai [eroueuly poje[al oy} Jueq [BNUI)) O JO SJUSWAIR)S [BIOUBUL) ‘SS9001d JIpne ‘ue]d JIpNy [enuuy

o3 Jo uoneredaid oty Sur0as1oA0,, se 310dor [enuue oy ur paure[dxa SI preog AI1BIOUOIA Y} JO 9OPIWWO)) PNy
oy} Jo o101 9y L, "(Z00T JO TE "ON 10V (JuswIpuswy) me AIBJOUOIA 93} JO € UONIAS) JUIPISAI oY) PUB d0UBUL]
JO IOJSIUTIA 91} JO SOANBIUASaIdaI SOpPN[OUl PUB JOUISAOL) Ay} AQ PAITRYD SI YOIYM ‘pIeOg AILJOUOIA oY) WO
Kyoyine Jo uone3a[op oy 10§ sapraoid 31 ySnoyije 90)IIUIOD JIpne 9y} 03 IOJAI JOU S0P ME[ JUueq [B1IUD Y],

preog
AIe10UOIN
ay jo
opIIIo))
pny

ON

eyue] g

(¢d p0c 10day jpnuuy vuvdsg o] 0oung) SOOZ Alenuel §Z pue €0z JOquaddJd ¢ JO [IoUno)) SUIUIIA0D)

s ueq a3 Jo suonnjosal Aq 9sodnd oy 10y pajutodde soprumo)) ipny oY) Aq poUIULXd pue PIZA[eue pue
wowIedo( ypny [BUIAIU] Y} AQ PIYIPNE dIe SJUNOIJR [enUUe dY) ()9ESF=Pp1;dST Sada]/[]o/Sa apq DMMM// d]]Y e
o[qe[reAe A[orjqnd) S9[nI [RUIAIUL 9SAY) JO 7€ PUB G SO[ONY JO SUOISIA0ID 9} Y3Im 9OUBPIOIIR UI ‘MOY SIGLIOSIP
3] 99RO JIPNE UL SB UOISSIWIIOD ) 0} SI19Ja1 os[e 1Jodai [enuue oY, (F00 ‘LT 42quiada( fo sv papuauin

‘T aunp Jo ‘£661/5] MPT - pupdss ap 0ouvg ayj Jo A&wouoiny Jo mpT Y} 0} YN utnds Jo yuvg ay3 Jo j1ouno))
3uni2a00 ay Aq ‘0007 Y10 §C U0 uoynjosay Aq paaosddy ‘uindg Jo yung ayj fo sapny jpu43uf) [1OUNOD
SuruIoA03 9y} JO SMB[-AQ UI PIYSI[QLISI SI (Sejuany) op BINSUI)) P UOISIWIO))) UOISSIUO)SUNUNOIIY ],

UOISSIWIWO))
Fununoody

ON

uredg

(F°d SO0 YOI [ € SjuawiaviS [P12UDUL] pub 110day [DNUUY VILLYY YIN0S JO YUng 24.1252Y]) JOA0D
1SNW SI0)IPNE [BUIAXD PUR [BUIAUI JBY) SBAIR SPUSWIIOII PUB SAUTexs pue suonerddo s yueq ayp 03 sjqesrjdde
$9559201d JuowIaSEURW YSLI 9Y) SMITAJI OS[B OPIWWIOD JIPNE Y] "UONOUNY JIPNE [BUIdIUI dY) PUB [ONUOD [RUIIUT

JO SWAISAS JOYI0 ‘UOTIBULIOJUI JUSWIOSBURWL JO SSOUIANDII o ‘soro1jod Surjunosoe JulA[1opun pue sjuswole)s
[e1OUBUIL} O} SMOTAI SOPIWIIOD J ], 'SIOIPNE [BUINXD 9} pue justpedo Jpny [euIu] oy ‘Judtuoeuew
Ym A[Je[nSal $190W 90NIWIWIOD JIPNE Y} MOY 9GLIOSIP SYUSWIdIe)s [e1oueul) Y, ‘(€007 f0 Sv Sjuauipuaun

YN ‘696 ] JO (06 19F 2A4252Y uvdLLfy yinog) uonejuasaldol [810J09s pue eLId)LIO uonedyirenb 0} 100[qns
SIOp[OYRIeYS O} AQ PI09[Q SIIQUISW JAIINIIXI-UOU / SISLIAWIOD 411y 0} SUIPIOOJ. ‘S10JIIP JO pJeoq uosiad

QonIIIo))

144




Kq pareSo[op sem jeym I0A0 a3e} Apjuenbosqns ued pue) SIOqUISW S)I JO UOISIOIP Showtueun £q sannp 93e30[op
ued (471 1V) SI0)0IIP JO PIL0q A} ‘IOAIMOY “DPTWIWOD JIPNE S} 03 A[}03IIP I9JAI JOU S0P JUBq [BIUID o],

donIuo))
npny

ON

Aen3nin

. 1eak oy} JO pud oy} Je Se yued dyY) JO S)unodode pue suonerddo

o uo dn umeip 9q 03 110da1 & AJqUISSSY [BISUSD) J} O3 JIWANS [[BYS JONIWO)) Y], "ANSIUIA dWLIJ Y}

03 Joarayy Adoo e juasaid os[e [[eys pue pieog dy) 0} SunLm ur suorurdo syt jruqns [[eys ‘romod oAnensiunupe
ou 3urAey ‘eopiwiio)) SunIpny Y[, ‘9enIuwo)) Sunipny oy} Aq pojsonbal suownoop pue UOHIBULIOJUL S}

[1& ystuang 03 pa31[qo 9q [[eYS JOUISAOL) 9} JO O YL ued 2y} JO sjunodoe pue suonerado ayj [[e asiazadns
[[eys sonruwio) Sunipny oYL, (700 ‘¢ 1+4dy fo sv papuoun ([[7] “ON M) 4oy fo o1qndoy oy

Jo yung p.pua’) ay1 uo MpT 2y ) OPIWWOD JIpne Y} I0J siseq [e39] o) sapraord me[ yueq [BHUD oY} JO 7 UV

QIO
Sunipny

SOX

Koxan],

(¢[d 110day (pnuuy FO(07 030qo] puv popiuli] fo yuvg [p.43ua7)) S1I0}991IP JANNIOXI-UOU JO pastiduwiod
sopwwo)) ypny ue syutodde pieog ay) “ueq oy JO SONIANDE [RIOUBUL} 94} JO 10NPUOD Y} Ul A13djul

pue A1qoid urejurewr 0} pue S[ONUOD PUB SWISAS JO Aoenbape o) 1031UOW 03 IOPIO Ul Jey) sure[dxa j1odar [enuue
Y “I0AIMOY ((FG6T JO SD papuduiv ‘7():6/ 421dvy)) - 1o YUbg [043U3))) MEB[ A} UL 9OUIIJI JOIIP OU SI AIOY ],

QapIwwo))
npny

ON

o3eqo,
pue pepruLLL,

(S¢1d j40day [pnuuy pOOg pupjivyJ Jo yung)

SIO}IpNE [BUIJUI PUB [BUIIXD [)Oq JO 90udpuadapur oy} SMIIAI PUB WISAS JUSWITRURIA JSIY PULR 20UBUIIAOLD)
9je10d10) POOD) JO SSAUATEME FULIDA0D SUONSIZINS SISTRI APIWWO)) Y} ‘suonouny [euonerddo ) SUIMIIAI
U] "SIO}IpPNE [BUIIUI PUR [BUIIX? JO ddudpuadopur ay) pue ‘Ajijiqerjal pue Aol ‘Aoeinode 03 302dsar yam
sJi0dal [erouBUL AU} SMITAII QAPIUWOY) 3y ‘vrounaypny “dnoiny suonerad( s)ayIely [eouRUL{ oY) pue dnoin
Korjod suonmnsuy [eroueul 33 ‘dnoin) uoisiazadng ay) se yons ‘suorouny 2109 ayj Jo A[eroadsa ‘suiodar jipne
[eUIUI 9Y) 0} SUIPIOOIL PUB[IRY ], JO JURY Y} JO WA)SAS [OIIUOD [RUIUI U} MIIAI 0} SAUIAUOD J1 SSUNIIW

oy uo s310dar eapIwIo)) 9Y I, *SI030211(] JO 1IN0 S, PUB[Iey ] JO Jued Y} AQ POZLIOYINE SI J9LIBYD) 99PIWWO))
ypny o yey surejdxa jxodax fenuue oy, ((¢9p7 "7°g 1OF puvjivy ] Jo yung) suonedrqnd yueq [enuad Y}

Ul 9910 JIpNE UE SB 0} PALIQJAI OS[E SI YOIYMm [Iouno)) JIpny ue 0} I9JoI ME[ Jueq [BNU Y} JO /€-GE SHY

[1ouno)
npny

SOX

puejrey ],

(£00¢ °€ 4290120 fo (VN 12V yuvg

JPUODN]) YUDG [PUOIDN SSIMS Y] UO JO [p42pa,]) . uonedi[qo Junipne oy Jul[[iF[nf I0J A1ESSIOU UOT}BULIOJUT
Kue op1ao1d pue [esodsIp s)1 Je SJUSWINOOP [ensn Ay} [[B P[OY [[BYS Jueq O], 'SSauIsnq s Jueq [BUOHEN

oy Jo syoadse (e awry Aue je joadsur 0} papIiud 2q [[eys pieod Npny Y, ey sppe (7)8y MV .. sjudwanmnbar
K1ome)s o ypim Ajdwrod jiyo01d 10u oyp Jo uoneoo[e oy 1oy [esodoid ayj se [[om Se SJUNoode [enuue

a1 pue Surdoays[o0q Ay} IOYIAYM JUTWEXD [[BYS PIeod JIPNY ), B SIJBIS ME[ JURq [e1UID 33 JO ()8 MV

preog npny

SOX

PUB[IOZIIMS

(gDSH) syueg [enua)) jo walsAS ueadoinyg oy urgm (Hy]) 99RIWWo)) SIONPNY [BUISIU] AU} JO Isonbax

o} Je S}IpNE [BUINUI S)ONPUOD JuSWIIedop oY) 0I0ULIYNN,] ‘SUONOILSU] PUE JOPIQ) SUIOAN S,UBQSY OU) M
90UBPIOIDE Ul PIROY IANNIIXH Yy} JO Isonbax oy 1e sypne [ewrsjul wiogtad 03 st 1] “(Wod yUDGSYLL MM,/ diiy])
Jueq [B1IUD Y} JO 93IS-GOM U} UO INO 30 0s[e ST Judwredo(q JIpny [BUIdIU] oY) JO s} utew oy, "(9¢'d jioday
[PRUUY p(O07 YUDGSYRY SoS114S) IOUUBW SINOIS PUL JUSIOILJS UL UL UOLOUNJ JUBQSYY Y} e Iom oY) Sunjewr

0} SINQLIIUOD PUE SANTATIOR S J[UBQ ST} SIILN[BAD PUE SSUTIIEXS YoM juauniedd(T JIpny [BUIU] oY ] WOIJ
1OUTSIP ST STYJ, "JOJIPNE PAIOILYD [BUINXS Uk AQ N0 PALIIED SI IOM S JTU) JIPNY ST "SHUN0doe o) SUrsopo 10y
soanpaooid oy ur syyoad s ueqssry 9y} JO UOTJB[NOED Y} SQUIWEXS PUE SALNP JIAY) ISIOIOXS PILoq SANNIAXH
oY) JO SIOQUIOW MOY SOUTWIEXD Jey} JIU() JIPNY U SBY PUE JUeqSyry Y} pue Sepsyry o) ueamjeq a8pLq

Sy




ue Ul J1Joj 308 9q [[BYS 9onIwio)) yIpny ay} Jo suonesado pue sanifiqisuodsar oy ], ‘pieog 9y jo ainsea[d oy 1e
QAISS [BYS OUM ‘DONTWIUIO)) 9OUBUIIAOD) 9)eI0dI0)) pue SuneurwoN dY} JO UOEPUIWWO0dal 3y} uodn preoq oy}
£q U9sSOYD $1030011(] QAT UBY} SSI] OU JO SUNSISUOD 9APIWWO)) JIPNY Ue 9q [[eys 19y, 1ey) aye[ndns Loy ‘sme|
-Aq $1030911p JO PIeOq O} JO T UONOIS UI PUNOJ 9q UBD S9PIWWIOD JIPNE Y JO JUSWIYSI[EIS O} 0} 90UIJoI
[8S9] oYL, "pIeog 9AISIY [eIOP] oY £q pay10ads soul[opIng 03 WIOJU0D JSNIU )1 PUE ‘SI0P SUBY OAIOSIY
[e19Po,] [BUOISOI 9A[OM] SII JO ORI JNq S9PIWIIOD JIPNE [BULIO] B JABY JOU SO0P PIeog dAIISIY [BIOPI] YL

dopnIuIwo))
npny

ON

RIS
panun

‘(#°d j10day [pnuup puvj3ur Jo yuvg F((z) 1edk e sawn

InojJ sjoaw AJeuIou dapruo)) ay I, ‘pardope sarnpasoid pue sarorjod Sununosoe oy Jo ssoudjerrdordde oy jo
UOI}BIOPISUOD SUIPN]OUI “IN0.) 0} UOISSTWANS I3} 0} I01id SJUSmIo)e)s [BIOURUI} [ENUUER Y} MIIAJI ‘SQJJ IIdY) pue
oouopuadopur I1oy) ‘SIOJPNE [BUINXS oY) Jo Jusunjurodde oY) UO SUOTJEPUSWITIOIAI SBW ‘SIOJIPNE [RUIIXS pue
[EUIIUI S} JO SIOM ) MITAJI pue ‘WO s110da1 9AI90a1 GuowoSeurw ySII [013U0D [eurdiul ‘Suntodal eroueury
JO WIdISAS 9A1I00)J0 10J SAnIIqIsuodsar s31 Sunoaw Ul 11n0)) 9} ISIsse 0} oIk J10day [enuuy Y} Ul PIssnosip

SE 99IW0)) JIpNY Y} JO suonduny oy, ‘(7007 Sv papuawv ‘9661 197 pupjdus Jo yung) 11j sas 11 se ‘sromod
pue sonnp Sunedo[ap ‘soapruwod-gns jurodde 03 Kjuoyine ay) udAIS APIoIdxd St (11-01 "MV [ 9[NPIayYos

ur) s10J0211(J JO 10D Y} 90V pue[3uy JO ued Y} UL A[JOSIIP 0} PALIAJAI JOU ST IPIWIUO)) JIPNY Y} YSNoy |y

$1030211(J JO
1IN0)) 3y} Jo
opIuwo))
npny

ON

wop3ury
pajyun

(LZ°d 007 110doy jpnuuy ppuv3n) Jo yuvg) . Tenuewt

1PNy [BUIOIU] Y} PUB SUOIIBPUSWIIOI JIpne syodar Aj1ourenb ‘odoos jrpne ‘suerd spom urpnjour Jipny
[euIU] 01 SUIIL[al SIOJBW PIMIIADI OS[E APIWWOD I ], *SUOHBPUIWWO0I2] pue judunuioddear ‘sa9y ‘odoos
ypne ‘suefd yIom JIpny SuIpnoul SI9)JBW [ PUB [BUIIXD 0} SUIR[AI SSAUISNG PIJoBSURI} 93)IWWO)) Y} J8dK oY)
SuLm( yueq 2y} UIHIM 9]0 JIPNE [BUIAIUI 9Y) JO JUIWIFeURW WOLJ 90udpuadapur oy} SIOUBYUD PUB dPIWWO))
1pny a2y Jo suonerado Jy) 10§ JI0MowelJ Ay} Sap1Aold 10yrey)) 1Ipny [BUISIU] Y[ "UOHIUN JIPNY [BUIU] J}
JO S10M JO 9d09S AT} SOUTWLIAIAP OS[E SN0 Y], “SIIINO0SAI Jukg SUIZI[NN U SSOUIATIOIJJS PUB AU
o3 03 doueInsse Surpraoid Je pauIre os[e AIe SANIALOR Ay) uonippe uj -orqnd oy pue s1oured Juowrdo[oAdp
‘sonnuo A103e[n3aI ‘s1oxewr Aorjod ‘preog a3 03 sapraoid jueq oy} Jey} vlep JOYI0 Aue pue Blep [eIOUBULJ oY) JO
Koyt pue Ajijenb oy 03 se saouemnsse urpraold Aq saniqisuodsar Axeronpiy s [[IJ[nJ 03 pIeog dy) ISISSe 0}
QI QANIUWIIOD I} JO AIUIIIFAI JO SULID) Y, "SSUIDAW XIS P[AY JOPIWIOD Y} JedA 9y} SULINp padpu] “AIessaddu
JOAQUAUM POUIAUOD 9q Ud s3urjoowi [e10ads Jnq siseq A[1ojenb e uo pay are sSUNSI ‘SSUNIW JOPIWWO))
1PNy Y} PUAE SIO}PNE [BUINXI I} JO 9ANBIUISIIdII B PUR JOJIPNY [BUIUL JIIYD) YL, "9dRIWWOD Y}

01 18101095 U]} Sk A18}0109S pIeod Ay} M (UBULITRYD) I} ST WIOYM JO SUO) SI0J0II(J QANNIIX-UOU 2211} Jo dn
dpeW ST 9APIWWOY) JIPNY YT, “dIPIWUIOD JIPNE I} JO [0 Y] JNO S)3S YIIYM JUIWDIEB)S DUBUIIA0S 2Je10dI0d
& sopnjour J10doy] fenuuy Y], (£667 @1mnis vpuvsy) fo yuvg ayJ) ued Ayl JO JUIWYSI[e)SI [Inionms oy} (q)
—3une[ngar 9y SIY) YIIM JU)SISUOIUT JoU [pue] ISIuIy 2y) Jo [eaoxdde o yaim,, sme[-Aq ansst 03 (q1§
UOI}09S UT) pIeog ) SI[qRUD ME[ JUL(q [BIIUID Y} “OAPTWIIOD JIPNE Y} 03 A[IOSIIP 191 JOU S0P I Y3SNOyY

danIuIo))
npny

ON

epuedn

(Jpd-oinipiso DLIOJIPND/10108S/DZIIOIND /AN GNS NOq MMM// d]]TY )

9)1s-qam 9} uo paysiqnd pue $1030211p JO pIeoq A Jo uonnjosar £q paydope st sonruImIo))

npny Y} Jo AMeIS [[0J YL (C00C 0 SV papuduv ‘661 ‘0F Y24PIW J0 96991 ON MV 4q paao.ddp “421.vy)
Avndn.ip) jap [p4aua0) odouvg) mef Y Ul APIOI[AXS PAUOIIUSW U] JOU JARY Jey} SUOISIAIP SAIIRNSIUIWIPE

JO suonounj pue ‘uoneziuesio o} paje[ar s}03dse [[e 10A00 0} pauSIsap axe sme[-Aq pue (Kuofew ojdurs

%




(quiy 11pnp/pajoyInoqn /340" G AU Mmm//>diiy) “aA0qe (G)-(7) JO SSOUATI]Jo Y} Ssasse 03 uodn

P9[[9 OS[B ST 2APIWWOD JIpne Y[, * Siuswalinbar A10je[n3a1 pue [e39] yim yueq a3 Aq 2ouerjdwod a (g)
pue [SUI [euone1odo JO JUSWINSBIW Y} PUE S[ONUOD [BUINUI (}7) ‘SIONPNE [BUINNXS PUB UONOUN] JIPNE [EUIIUL
s Jueq ay) Jo douewropiod oy (¢) “oouspuadopur pue suonesiienb s 10)pne [BuIx9 S ued oyl (7) S[ueg
o) JO SsjudWIe)S [BIOURULY dY) JO ALI3ajut oy () SULIO)IUOW UT PIeog dY) ISISSE 03, S8 9PIWO0D JIPne 3y}

Jo asodind oy saulyop Po IO A MAN Y3 JO 1o1BYD NPNY YL (S00Z ‘61 AP U0 Y10 MaN Jo yupg 244252y
[D12p2,] 2y} Jo S40102.41(] JO pavog ay) Aq paaoiddy smvj-Ag) . preog a1 Aq paaoidde 1opreyd sapruuo)) yIpny

Ly




