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​AUDIT COMMITTEE CHARTER​

​OVERVIEW OF RESPONSIBILITIES​

​It​​is​​the​​function​​of​​the​​Audit​​Committee​​of​​Hingham​​Institution​​for​​Savings​​to​​assist​​the​​Board​
​of​​Directors​​of​​the​​Bank​​in​​monitoring​​compliance​​with​​Board​​policies​​and​​applicable​​laws​​and​
​regulations,​ ​ensuring​ ​comprehensive​ ​audit​ ​coverage​ ​by​ ​both​ ​the​ ​internal​ ​and​​external​​auditors,​
​and in overseeing the external reporting of the Bank.​

​As​ ​a​ ​publicly​ ​traded​ ​company,​ ​the​ ​Bank​ ​is​ ​subject​ ​to​ ​the​ ​rules​ ​and​ ​regulations​ ​of​ ​the​ ​FDIC,​
​which​​are​​analogous​​to​​those​​of​​the​​Securities​​and​​Exchange​​Commission,​​and​​the​​NASDAQ.​ ​It​
​is​ ​the​ ​responsibility​ ​of​ ​the​ ​Audit​ ​Committee​ ​to​ ​oversee​ ​compliance​ ​with​ ​these​ ​rules​ ​and​
​regulations.​

​The​​Audit​​Committee​​will​​meet​​as​​often​​as​​necessary​​but​​at​​least​​four​​times​​each​​year​​including​
​a​ ​meeting​ ​with​ ​the​ ​Bank’s​ ​external​ ​auditors​ ​prior​ ​to​ ​the​ ​issuance​ ​of​ ​the​ ​Annual​ ​Report.​ ​A​
​majority​ ​of​ ​the​ ​members​ ​of​ ​the​​Committee​​will​​constitute​​a​​quorum​​at​​any​​meeting.​​If​​half​​the​
​Committee​ ​is​ ​present​ ​and​ ​the​ ​Chairman​ ​is​ ​present,​ ​a​ ​quorum​ ​shall​ ​exist.​ ​In​ ​the​ ​event​ ​of​ ​a​
​tie-vote, the Chairman shall vote to break a tie.​

​The​ ​Audit​ ​Committee​ ​has​ ​authority​ ​to​ ​conduct​ ​or​ ​authorize​ ​investigations​ ​into​ ​any​ ​matters​ ​it​
​considers​​appropriate​​to​​carry​​out​​its​​responsibilities,​​with​​access​​to​​all​​books,​​records,​​facilities,​
​and personnel of the bank.  It is empowered to:​

​●​ ​Appoint, compensate, and oversee the work of any registered public accounting firm for​
​audit purposes;​

​●​ ​Resolve any disagreements between management and the auditor regarding financial​
​reporting;​

​●​ ​Pre-approve all auditing and tax services;​
​●​ ​Retain independent counsel, accountants, or others to advise the committee or assist in​

​the conduct of an investigation;​
​●​ ​Seek any information it requires from bank employees (all of whom are directed to​

​cooperate with the Committee’s requests) or external parties; and​
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​●​ ​Meet with company officers, external auditors, or outside counsel, as necessary.​

​Compensation​ ​for​ ​these​ ​meetings​ ​will​ ​be​ ​set​ ​by​ ​the​ ​full​ ​Board​ ​of​ ​Directors​ ​of​ ​the​​Bank.​ ​The​
​Chairman​ ​and​ ​Clerk​ ​of​ ​the​ ​Committee​​shall​​be​​designated​​by​​the​​full​​Board​​of​​Directors.​ ​The​
​Committee​ ​shall​ ​be​ ​composed​ ​of​ ​a​ ​minimum​ ​of​ ​three​ ​Directors.​ ​All​ ​members​ ​shall​ ​be​
​independent​ ​Directors,​ ​and​ ​at​ ​least​ ​one​ ​member​ ​must​ ​have​ ​past​ ​employment​ ​experience​ ​in​
​finance​​or​​accounting​​or​​other​​comparable​​experience​​or​​background​​including​​but​​not​​limited​​to​
​a​ ​current​ ​or​ ​past​ ​position​ ​as​ ​a​ ​chief​ ​executive​ ​or​ ​finance​ ​officer​ ​sufficient​ ​to​ ​meet​ ​the​
​requirements​ ​for​ ​such​ ​an​ ​expert​ ​as​ ​defined​ ​in​ ​the​ ​Sarbanes-Oxley​ ​Act.​ ​All​ ​members​ ​must​​be​
​capable​ ​of​ ​reading​ ​and​ ​understanding​​fundamental​​financial​​statements.​ ​It​​is​​incumbent​​on​​the​
​members​ ​of​ ​the​ ​Audit​ ​Committee​ ​to​​acquire​​and​​maintain​​the​​necessary​​banking​​knowledge​​to​
​keep​ ​them​ ​informed​ ​about​ ​the​ ​Bank’s​ ​affairs​ ​in​ ​meeting​ ​its​ ​overall​ ​responsibilities​ ​to​ ​the​
​shareholders, depositors, and regulatory agencies.​

​DUTIES AND RESPONSIBILITIES​

​This​ ​Audit​ ​Committee​ ​Charter​ ​and​ ​Plan​ ​is​ ​intended​ ​to​ ​include​ ​the​ ​following​ ​duties​ ​and​
​responsibilities of the Committee’s members:​

​●​ ​Direct​​responsibility​​for​​hiring​​and​​overseeing​​the​​work​​of​​the​​external​​auditors,​​consisting​​of​
​an​ ​annual​ ​audit​ ​of​ ​the​ ​Bank’s​ ​financial​ ​statements​ ​and​ ​internal​ ​control​ ​over​ ​financial​
​reporting​​forming​​a​​part​​of​​the​​Annual​​Report​​on​​Form​​10-K.​ ​The​​audit​​shall​​be​​made​​by​​an​
​independent​​certified​​public​​accountant​​in​​accordance​​with​​auditing​​standards​​adopted​​by​​the​
​Public Company Accounting Oversight Board (PCAOB).​

​●​ ​Reviewing the annual audit scope with the external auditors.​

​●​ ​Reviewing​​the​​Annual​​Report​​on​​Form​​10-K​​with​​the​​external​​auditors​​before​​filing​​with​​the​
​FDIC.​

​●​ ​Reviewing the quarterly financial reports on Form 10-Q filed with the FDIC.​

​●​ ​Reviewing​ ​supplemental​ ​reports​ ​issued​ ​by​ ​the​ ​external​ ​auditors​ ​in​ ​connection​ ​with​ ​their​
​audit,​ ​containing​ ​comments​ ​and​ ​recommendations​ ​on​ ​internal​ ​controls,​ ​as​ ​well​ ​as​ ​other​
​reports required by regulatory and other requesting agencies.​

​●​ ​Receiving​ ​reports​ ​from​ ​the​ ​external​ ​and​ ​internal​ ​auditors​ ​regarding​ ​the​ ​Bank’s​ ​critical​
​accounting​ ​policies​ ​and​ ​material​ ​communications​ ​between​ ​the​ ​auditors​ ​and​ ​the​ ​Bank’s​
​management.​

​●​ ​Selecting​ ​the​ ​internal​ ​audit​ ​firm​ ​and​​supervising​​its​​operations​​and​​the​​resolution​​of​​related​
​comments​​and​​recommendations.​ ​Such​​work​​shall​​include​​reviewing​​on​​a​​quarterly​​basis​​the​
​reports​ ​of​ ​the​ ​internal​ ​audit​ ​firm​ ​and​ ​confirm​ ​the​ ​adequacy​ ​of​ ​management’s​ ​responses​
​thereto.​ ​Meetings​ ​and​​discussions​​with​​the​​internal​​audit​​firm​​shall​​include​​a​​review​​of​​the​
​overall​ ​control​ ​environment​ ​to​ ​ensure​ ​that​ ​management​ ​and​ ​the​ ​Board​ ​of​ ​Directors​ ​have​
​established​ ​a​ ​sound​ ​control​ ​environment​ ​and​ ​that​ ​the​ ​necessary​ ​components​ ​of​ ​internal​
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​control​​are​​present​​and​​functioning​​in​​each​​major​​area​​of​​operations.​ ​The​​Audit​​Committee,​
​through​ ​its​ ​review​ ​and​ ​acceptance​ ​of​ ​the​ ​reports​ ​of​ ​the​ ​Internal​ ​Auditor,​ ​shall​ ​accept​ ​the​
​status​ ​of​ ​findings​ ​as​ ​presented​ ​unless​ ​otherwise​ ​noted​ ​in​ ​the​ ​report​ ​of​ ​the​ ​minutes​ ​of​ ​the​
​same.​

​●​ ​Reviewing​ ​annually​ ​the​ ​Bank’s​ ​overall​ ​risk​ ​management​ ​process.​ ​The​ ​objectives​ ​of​ ​the​
​review​​are​​to​​determine​​whether​​there​​are​​(1)​​active​​Board​​and​​senior​​management​​oversight,​
​(2)​​adequate​​policies,​​procedures​​and​​limits,​​and​​(3)​​adequate​​risk​​management​​assessments.​
​This​ ​review​​may​​be​​co-terminous​​with​​the​​Board’s​​annual​​review​​of​​the​​Policy​​Manual​​and​
​Enterprise Risk Management (ERM) system.​

​●​ ​Reviewing​ ​FDIC​ ​and​ ​state​ ​regulatory​ ​Safety​ ​and​ ​Soundness​ ​and​ ​Compliance​ ​Examination​
​Reports​​upon​​receipt​​by​​the​​Bank​​and​​monitoring​​Bank​​progress​​in​​addressing​​any​​regulatory​
​recommendations.​ ​The​ ​review​ ​of​ ​said​ ​examination​ ​reports​ ​may​ ​be​ ​co-terminious​ ​with​​the​
​Board’s review and response to the same.​

​●​ ​Reviewing​ ​the​ ​Quarterly​ ​Loan​ ​Review​ ​Report​ ​prepared​ ​by​ ​an​ ​outside​ ​consulting​ ​firm​
​retained​ ​by​ ​the​ ​Committee​​to​​confirm​​management’s​​review​​of​​the​​quality​​level​​of​​the​​loan​
​portfolio.​

​●​ ​Reviewing​ ​the​ ​work​ ​by​ ​the​​internal​​auditor,​​engaged​​by​​Management,​​regarding​​the​​testing​
​of the Bank’s FDICIA/SOX internal controls infrastructure.​

​●​ ​Reporting at least quarterly to the Board of Directors.​

​OTHER ADMINISTRATIVE MATTERS​

​●​ ​The​ ​Committee​ ​has​ ​established​ ​the​ ​following​ ​procedures​ ​for​ ​the​ ​confidential​ ​receipt​ ​and​
​handling​ ​of​ ​anonymous​ ​submissions​ ​of​ ​concerns​ ​from​ ​employees​ ​or​ ​others​ ​regarding​
​questionable​ ​accounting​ ​practices​ ​or​ ​policy​ ​violations.​ ​Any​ ​such​ ​complaint​ ​should​ ​be​ ​in​
​writing​ ​addressed​ ​to​ ​the​ ​Chairman​ ​of​​the​​Audit​​Committee,​​49​​Main​​Street,​​Hingham,​​MA​
​and​​will​​be​​delivered​​in​​confidence​​to​​him/her.​ ​The​​Committee​​believes​​that​​requiring​​such​
​submissions to be made in writing eliminates the potential for miscommunication.​

​●​ ​Procedures​ ​will​ ​be​ ​maintained​ ​to​ ​handle​ ​the​ ​receipt,​ ​retention​ ​and​ ​treatment​ ​of​​complaints​
​received​ ​by​ ​the​ ​Bank​ ​regarding​ ​accounting​ ​matters​ ​or​ ​other​ ​policy​ ​violations.​ ​Any​ ​such​
​complaint​​should​​be​​in​​writing​​addressed​​to​​the​​Chairman​​of​​the​​Audit​​Committee,​​49​​Main​
​Street,​ ​Hingham,​ ​MA​ ​and​ ​will​ ​be​ ​delivered​ ​in​ ​confidence​ ​to​ ​him/her.​ ​The​ ​Committee​
​believes​ ​that​ ​requiring​ ​such​ ​submissions​ ​to​ ​be​ ​made​ ​in​ ​writing​ ​eliminates​ ​the​​potential​​for​
​miscommunication.​

​●​ ​Committee​ ​members​ ​may​ ​not​ ​accept​ ​any​ ​consulting,​ ​advisory​ ​or​ ​other​ ​compensatory​ ​fees​
​from​ ​the​ ​Bank,​ ​other​ ​than​ ​Director’s​ ​fees​ ​which​ ​by​ ​definition​ ​shall​ ​include​ ​fees​ ​paid​ ​for​
​service​​as​​a​​member,​​chair​​or​​clerk​​of​​the​​Board​​or​​any​​Committee​​thereof.​ ​Members​​of​​the​
​Audit​ ​Committee​ ​will​ ​certify​ ​their​ ​independence​ ​and​ ​compliance​ ​with​ ​membership​
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​guidelines​​on​​an​​annual​​basis.​ ​Said​​certification​​may​​be​​co-terminous​​with​​the​​completion​​of​
​the Bank’s questionnaires for preparation of the annual proxy report.​

​●​ ​Tax​ ​services​ ​and​ ​other​ ​non-audit​ ​services​ ​from​ ​the​ ​Bank’s​ ​external​ ​audit​ ​firm​ ​that​ ​are​ ​not​
​expressly​​prohibited​​by​​regulatory​​authorities​​may​​continue​​to​​be​​provided​​by​​such​​firms,​​so​
​long as they are pre-approved by the Audit Committee.​

​●​ ​Where​ ​applicable,​ ​reports​ ​to​ ​the​ ​FDIC​ ​shall​ ​disclose​ ​that​ ​the​ ​Audit​ ​Committee​ ​includes​​at​
​least one member who is a “financial expert” as defined in the Sarbanes-Oxley Act.​

​●​ ​As​​a​​large​​institution​​with​​total​​assets​​of​​more​​than​​$3B​​as​​of​​the​​beginning​​of​​its​​fiscal​​year,​
​the​ ​Bank’s​ ​Audit​ ​Committee​ ​must​ ​-​ ​according​ ​to​ ​Part​ ​363.5(b)​ ​-​ ​Section​ ​36(g)(1)(C)(i)​ ​-​
​“include​​members​​include​​members​​with​​banking​​or​​related​​financial​​management​​expertise,​
​have​ ​access​ ​to​ ​its​ ​own​ ​outside​ ​counsel,​ ​and​ ​not​ ​include​ ​any​ ​large​ ​customers​ ​of​ ​the​
​institution.​​”​ ​Appendix​​A​​to​​Part​​363.5(b)​​states​​that​​“​​this​​determination​​is​​to​​be​​made​​by​​the​
​board​ ​of​ ​directors​​of​​the​​insured​​depository​​institution.​​A​​person​​will​​be​​considered​​to​​have​
​such​ ​required​ ​expertise​​if​​the​​person​​has​​significant​​executive,​​professional,​​educational,​​or​
​regulatory​ ​experience​ ​in​ ​financial,​ ​auditing,​ ​accounting,​ ​or​ ​banking​ ​matters​​as​​determined​
​by​ ​the​ ​board​ ​of​ ​directors.​ ​Significant​ ​experience​ ​as​ ​an​ ​officer​ ​or​ ​member​ ​of​ ​the​ ​board​ ​of​
​directors​ ​or​ ​audit​ ​committee​​of​​a​​financial​​services​​company​​would​​satisfy​​these​​criteria.​​A​
​person​ ​who​ ​has​ ​the​ ​attributes​ ​of​ ​an​ ​“audit​ ​committee​ ​financial​ ​expert”​ ​as​ ​set​ ​forth​ ​in​​the​
​SEC's​​rules​​would​​also​​satisfy​​these​​criteria​​.”​ ​By​​adoption​​of​​this​​policy,​​the​​Board​​confirms​
​that​​all​​current​​members​​of​​the​​Audit​​Committee​​-​​by​​virtue​​of​​long​​service​​on​​the​​Board​​of​
​Directors​ ​and​ ​the​ ​Audit​ ​Committee​ ​-​ ​meet​ ​this​ ​standard​ ​and​ ​that​ ​no​ ​members​ ​are​ ​large​
​customers of the Bank.​

​All​​of​​the​​above​​duties​​and​​responsibilities​​shall​​be​​subject​​to​​review​​and​​change​​at​​the​​discretion​
​of the full Board of Directors of the Bank.​
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​INTERNAL AUDIT POLICY​

​OVERVIEW AND PURPOSE​

​The​ ​Bank​ ​will​ ​maintain​ ​a​ ​competent​​internal​​audit​​function​​which​​reports​​directly​​to​​the​​Audit​
​Committee​​of​​the​​Board​​of​​Directors.​ ​The​​internal​​audit​​function​​serves​​as​​an​​important​​element​
​of​ ​the​ ​Bank’s​ ​overall​ ​system​ ​of​ ​internal​ ​control.​ ​In​ ​order​ ​to​ ​properly​ ​balance​ ​the​ ​size​ ​and​
​complexity​ ​of​ ​the​ ​Bank’s​ ​activities​ ​and​ ​the​ ​cost​ ​of​ ​maintaining​​an​​effective​​audit​​function,​​the​
​Bank​​believes​​that​​its​​needs​​are​​best​​met​​through​​the​​use​​of​​an​​outsourced​​internal​​audit​​function​
​independent​ ​of​ ​the​ ​Bank’s​ ​external​ ​auditors.​ ​In​ ​accordance​ ​with​ ​the​ ​FIL-21-2003​​,​ ​the​ ​Bank​
​acknowledges​ ​that​ ​these​ ​arrangements​ ​with​ ​outsourcing​ ​vendors​ ​do​ ​not​ ​relieve​ ​directors​ ​and​
​senior​​management​​of​​their​​responsibility​​for​​maintaining​​an​​effective​​system​​of​​internal​​control​
​and for overseeing the internal audit function.​

​AUDIT MANAGER​

​While​​the​​outsourced​​internal​​audit​​function​​will​​report​​directly​​to​​the​​Audit​​Committee,​​the​​Vice​
​President​ ​-​​Chief​​Compliance​​Officer,​​who​​has​​appropriate​​knowledge​​of​​the​​responsibilities​​of​
​the​​audit​​function,​​shall​​be​​the​​Bank’s​​“audit​​manager”.​ ​This​​individual​​is​​entirely​​independent​
​of​ ​the​ ​financial​ ​function.​ ​Our​ ​outsourcing​ ​arrangements​ ​are​ ​structured​​so​​that​​the​​outsourcing​
​vendor​​performs​​all​​the​​procedures​​or​​tests​​of​​the​​system​​of​​internal​​control,​​including​​the​​global​
​risk​​assessment​​and​​audit​​schedule.​ ​Under​​this​​arrangement,​​the​​audit​​manager​​is​​responsible​​for​
​acting​ ​as​ ​the​ ​Committee’s​ ​and​ ​Management’s​ ​liaison​ ​with​ ​the​ ​outsourced​ ​firm​ ​to​ ​coordinate​
​scheduling​ ​and​ ​assist​ ​in​ ​reporting​ ​the​ ​results​ ​of​ ​the​ ​outsourced​ ​audit​​work,​​including​​findings,​
​conclusions, and recommendations.​

​QUALIFICATIONS OF THE INTERNAL AUDITOR​

​Before​ ​engaging​ ​a​ ​new​ ​outsourced​ ​internal​ ​auditing​ ​firm,​ ​the​ ​Bank​ ​shall​ ​solicit​ ​multiple​
​proposals​ ​and​ ​shall​ ​perform​ ​due​ ​diligence​ ​to​ ​satisfy​ ​itself​ ​that​ ​the​ ​firm​ ​selected​ ​has​ ​qualified​
​personnel​​sufficient​​to​​meet​​its​​needs.​ ​Due​​diligence​​should​​include​​an​​evaluation​​of​​the​​firm’s​
​experience​​in​​performing​​similar​​services​​for​​other​​financial​​institutions​​and​​the​​qualifications​​of​
​personnel​ ​who​ ​would​ ​be​ ​assigned​ ​to​ ​serve​ ​the​ ​Bank.​ ​This​ ​information​ ​should​ ​be​ ​obtained​
​through​​a​​written​​proposal​​from​​the​​auditor​​and​​should​​be​​corroborated​​through​​references.​ ​The​
​results of due diligence should be documented in writing.​

​In​ ​the​ ​event​ ​that​ ​the​ ​Audit​ ​Committee​ ​determines​ ​that​ ​the​ ​outsourced​ ​internal​​auditing​​firm​​is​
​unable​​to​​complete​​the​​audit​​plan​​or​​if​​the​​Committee​​determines​​that​​the​​firm​​is​​not​​performing​
​in​​accordance​​with​​their​​contract,​​the​​Committee​​will​​terminate​​the​​firm’s​​services​​and​​engage​​a​
​new​ ​firm​ ​to​ ​complete,​ ​at​ ​a​ ​minimum,​ ​any​ ​high​ ​risk​ ​areas​ ​under​​the​​plan.​ ​Simultaneously,​​the​
​Committee​ ​will​ ​solicit​ ​multiple​ ​proposals​ ​and​ ​perform​ ​due​ ​diligence​ ​to​ ​select​ ​a​ ​long-term​
​replacement.​
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​DUTIES AND RESPONSIBILITIES​

​The​​Internal​​Auditor​​will​​perform/update​​a​​comprehensive​​internal​​control​​and​​risk​​review​​of​​the​
​Bank​​(this​​review​​will​​not​​extend​​to​​an​​assessment​​of​​the​​credit​​quality​​of​​the​​loan​​portfolio​​and​
​may​​not​​include​​certain​​specialized​​technical​​assessments​​regarding​​the​​adequacy​​of​​the​​Bank’s​
​information​ ​security​ ​and​ ​cybersecurity​ ​functions).​ ​This​ ​review​ ​is​ ​to​ ​be​ ​coordinated​ ​with​ ​the​
​development​​of​​the​​annual​​audit​​plan​​to​​be​​presented​​for​​approval​​to​​the​​Audit​​Committee.​ ​The​
​internal​ ​audit​ ​plan​ ​shall​ ​set​ ​forth​ ​the​ ​proposed​ ​scope​ ​of​ ​the​ ​functional​ ​areas​​of​​the​​Bank​​to​​be​
​audited,​​a​​summary​​of​​the​​nature​​of​​the​​testing​​to​​be​​performed,​​the​​auditors’​​risk​​assessment​​of​
​the​ ​area​ ​(high,​ ​medium​ ​or​ ​low)​ ​and​ ​the​ ​frequency​ ​of​ ​testing.​ ​At​ ​a​ ​minimum,​ ​areas​​risk​​rated​
​“high”​ ​will​ ​require​ ​a​ ​review​ ​at​ ​least​ ​annually,​ ​areas​ ​rated​ ​“medium”​ ​will​ ​be​ ​reviewed​ ​at​ ​least​
​every​ ​two​ ​years​ ​and​​areas​​rated​​”low”​​may​​be​​reviewed​​less​​frequently.​ ​In​​general,​​the​​annual​
​audit​ ​plan​ ​should​ ​include​ ​sufficient​ ​information​ ​to​ ​assist​ ​Audit​ ​Committee​ ​members​ ​and​
​management​ ​in​ ​meeting​ ​their​ ​responsibility​ ​of​ ​ensuring​ ​that​ ​the​ ​system​ ​of​ ​internal​ ​control​ ​is​
​operating effectively.​

​In​ ​connection​ ​with​ ​the​ ​performance​ ​of​ ​its​ ​duties,​ ​the​ ​outsourced​ ​internal​​auditors​​will​​conduct​
​their​ ​work​ ​in​ ​accordance​ ​with​ ​applicable​ ​professional​ ​standards​ ​including​ ​the​ ​use​ ​of​ ​work​
​programs​ ​and​ ​work​ ​papers​ ​to​ ​properly​ ​document​ ​their​ ​work.​ ​The​ ​auditor’s​ ​work​ ​papers​ ​and​
​audit​​reports​​shall​​become​​a​​permanent​​part​​of​​the​​Bank’s​​records​​and​​will​​be​​maintained​​by​​the​
​Bank.​

​The​ ​outsourcing​ ​vendor​ ​will​ ​not​ ​perform​ ​management​ ​functions,​​make​​management​​decisions,​
​or​ ​act​ ​or​ ​appear​ ​to​ ​act​ ​in​ ​a​ ​capacity​ ​equivalent​ ​to​ ​that​ ​of​ ​a​ ​member​ ​of​ ​management​ ​or​ ​an​
​employee.​ ​The​​outsourced​​vendor​​will​​have​​the​​opportunity​​at​​each​​Audit​​Committee​​meeting​​to​
​meet​​with​​the​​Committee​​without​​bank​​management​​present.​ ​This​​allows​​independence​​without​
​influence by Bank management.​

​REPORTING OF AUDIT RESULTS​

​On​ ​at​ ​least​ ​a​ ​quarterly​ ​basis,​ ​the​ ​Audit​ ​Manager​ ​and​ ​the​ ​internal​ ​auditors​ ​shall​ ​meet​ ​with​ ​the​
​Audit Committee to present the following:​

​●​ ​Summary of Audits Completed during the Quarter​
​●​ ​Summary and Status of Open Audit Comments​
​●​ ​Annual Audit Plan Status​
​●​ ​Copies of Audit Reports Issued during the Quarter​

​More​​frequent​​meetings​​may​​be​​held​​at​​the​​request​​of​​the​​Audit​​Committee,​​the​​internal​​auditors​
​or management.​

​Generally,​​all​​audits​​performed​​during​​the​​quarter​​will​​have​​a​​report​​and​​management​​response.​
​However,​ ​if​ ​an​ ​audit​ ​is​ ​performed​ ​late​ ​in​ ​the​ ​quarter,​ ​the​ ​report​ ​and​ ​response​ ​may​ ​not​ ​be​
​available.​ ​These​ ​audits​ ​will​ ​be​ ​documented​ ​as​ ​“in​ ​process”​ ​and​ ​will​ ​be​ ​reviewed​ ​during​ ​the​
​subsequent​​meeting.​ ​For​​any​​that​​do​​not​​meet​​this​​criterion,​​the​​Internal​​Auditor​​will​​provide​​an​
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​explanation​ ​for​ ​the​ ​delay​ ​in​ ​reporting.​ ​In​ ​any​ ​instance,​ ​the​ ​Internal​ ​Auditor​ ​will​ ​make​ ​the​
​Committee​​aware​​of​​any​​findings​​that​​are​​considered​​“high​​risk.”​ ​To​​avoid​​delinquent​​reporting,​
​Senior​​Management​​will​​meet​​with​​the​​Internal​​Auditor​​before​​each​​quarterly​​Audit​​Committee​
​meeting​​to​​ensure​​that​​reports​​have​​been​​properly​​addressed​​by​​management.​​This​​meeting​​will​
​be chaired by the President and will include  members of senior management as applicable​

​AUDIT COMMITTEE OVERSIGHT OF THE INTERNAL AUDITOR​

​As​​part​​of​​the​​ongoing​​process​​of​​monitoring​​the​​work​​of​​the​​Internal​​Auditor,​​the​​Vice​​President​
​-​​Chief​​Compliance​​Officer​​or​​his​​or​​her​​designate​​will​​perform​​a​​review​​of​​the​​work​​papers​​of​
​the​​Internal​​Auditor​​ensuring​​that​​they​​support​​the​​findings​​reported​​to​​the​​Audit​​Committee.​​In​
​recent​ ​years,​ ​this​ ​function​ ​has​ ​been​ ​performed​ ​by​ ​the​ ​Director​ ​of​ ​Quality​ ​Control.​ ​This​
​workpaper​ ​review​ ​will​ ​include​ ​25%​ ​of​ ​the​ ​trailing​ ​six​ ​month​ ​period​ ​and​ ​the​ ​results​ ​will​ ​be​
​reported​ ​to​ ​the​ ​Audit​ ​Committee.​ ​This​ ​review​ ​shall​ ​generally​ ​be​ ​presented​ ​to​ ​the​ ​Audit​
​Committee at the March and August meetings.​
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​FDICIA/SOX INTERNAL CONTROLS AUDIT​

​The​​Bank​​has​​engaged​​a​​third-party​​firm​​to​​evaluate​​and​​test​​the​​Bank’s​​internal​​control​​structure​
​and​ ​procedures​ ​for​ ​financial​ ​reporting​ ​(SOX​ ​404​ ​and​ ​FDICIA).​ ​This​ ​engagement​ ​is​ ​separate​
​from​ ​the​ ​Internal​ ​Audit​ ​engagement​ ​and​ ​is​ ​conducted​ ​on​ ​behalf​ ​of​ ​management,​ ​but​ ​may​
​leverage​ ​work​​conducted​​as​​part​​of​​the​​Internal​​Audit.​ ​This​​engagement​​is​​based​​on​​a​​separate​
​set​​of​​FDICIA/SOX​​risk​​and​​control​​matrices​​that​​are​​reviewed​​at​​least​​annually​​or​​more​​often​​as​
​required​​by​​the​​Vice​​President​​and​​Chief​​Financial​​Officer​​and​​appropriate​​process​​owners.​ ​The​
​third-party​​firm​​performs​​two​​rounds​​of​​testing​​as​​part​​of​​this​​engagement​​(the​​first​​at​​the​​end​​of​
​the​ ​2nd​ ​quarter,​ ​and​ ​the​ ​second​ ​near​ ​year​ ​end)​ ​and​ ​the​ ​results​ ​of​ ​this​ ​testing​ ​are​ ​reviewed​ ​by​
​Management and with the Audit Committee.​

​The​​Bank​​transitioned​​to​​this​​structure​​in​​2016,​​after​​having​​used​​two​​part-time​​internal​​staffers​
​for​ ​six​ ​years​ ​that​ ​also​ ​had​ ​other​ ​duties.​ ​As​ ​the​ ​number​ ​of​ ​controls​ ​and​​transactional​​volumes​
​subject​​to​​testing​​expanded,​​management,​​in​​consultation​​with​​the​​Audit​​Committee,​​felt​​that​​the​
​Bank​ ​needed​ ​to​ ​professionalize​ ​and​ ​invest​ ​in​ ​a​ ​FDICIA/SOX​ ​controls​ ​testing​ ​process​
​commensurate​​with​​this​​growth​​and​​the​​risk​​inherent​​in​​this​​area.​ ​The​​third-party​​firm​​leverages​
​experience​​from​​other​​FDICIA​​banks,​​knowledge​​of​​the​​Bank’s​​internal​​processes,​​and​​provides​
​continuity​ ​and​ ​staffing​ ​support​ ​that​ ​can​ ​meet​ ​the​ ​Bank’s​ ​growing​ ​needs.​ ​This​ ​engagement​
​lessens​​the​​Bank’s​​reliance​​on​​part-time​​staffers​​and​​provides​​long-term​​assurance​​that​​the​​Bank​
​has​​access​​to​​the​​appropriate​​skill​​sets​​and​​personnel​​to​​perform​​this​​function​​in​​the​​future.​ ​This​
​engagement was designed in consultation with the Bank’s external auditor.​
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