FARMERS BANK OF APPOMATTOX

AUDIT COMMITTEE CHARTER

March, 2012
The Board of Directors of Farmers Bank hereby constitutes and establishes an Audit Committee with authority, responsibility, and specific duties as outlined below.

Section I.
Composition
The Farmers Bank Audit Committee shall be comprised of five Directors who are independent of management and operating executives or any firms hired for accounting, tax, consulting or advisory services.  They shall be elected annually.  One of the members shall be appointed Chairman by the Audit Committee.  Only independent directors will serve on the Committee.  The definition of an independent director is detailed in the Audit Committee’s Independence Standards Policy.  When there is any doubt about independence, the director should excuse himself or herself from any decisions that might be influenced by that relationship.  In addition, each member of the Audit Committee should have an understanding of financial statements.  At least one member of the Committee should be considered a financial expert.  A financial expert should possess the following five attributes:

1. Have an understanding of generally accepted accounting principles and financial statements;

2. Have the ability to assess the general application of such principles in connection with the accounting for estimates, accruals and reserves;

3. Have experience preparing, auditing, analyzing, or evaluating financial statements that present a breadth and level of complexity of accounting issues that can reasonably be expected to be raised by the Bank’s financial statements, or experience actively supervising one or more persons engaged in these activities;

4. Have an understanding of internal controls and procedures for financial reporting; and

5. Have an understanding of Audit Committee functions.

Should the Committee not have a member who qualifies as a financial expert, the Committee should document the reason(s) for this for submission to interested parties.
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Section II.
Authority
The Audit Committee is granted the authority, through external and internal audit, to investigate any activity of the Bank.  The Committee is empowered to retain persons having special expertise as necessary to assist the Committee in fulfilling its’ responsibility.

Section III.
General Responsibilities
1. The Audit Committee provides open avenues of communication among the internal auditor, the independent accountant and the Board of Directors.

2. The Audit Committee must report committee actions to the full Board of Directors and may make appropriate recommendations.

3. The Audit Committee will meet at least six times each year, more frequently if circumstances make that preferable.  The Audit Committee Chairman has the power to call a committee meeting whenever he or she thinks there is a need.  An Audit Committee member shall not vote on any matter in which he or she is not independent.  The committee may ask members of management or others to attend the meeting and is authorized to receive all pertinent information from management.

4. The Audit Committee shall have management periodically provide a listing of payments made to any accounting firms to ensure that the services provided are allowable under the rules and regulations of the Public Company Accounting Oversight Board and that another provider is found for those services that are deemed not allowable.    

5. The Audit Committee will be available to meet with any officers, employees, customers, directors, contractors, or agents to address complaints involving any accounting, auditing, or tax matters.  The Audit Committee may also receive anonymous, written complaints that need to be addressed.  Verbal or written complaints should be submitted as directed in the Bank Communications Policy.  All complaints will be addressed in a confidential manner.  Any member of the Committee or the Internal Auditor could be approached.  Should a complaint be received, the Audit Committee will follow the approved Complaint Investigation Policy.  The Audit Committee Contact List provided by management for use in complaint investigation should be updated annually.

6.
The Audit Committee will ensure that any Executive Officer hired has not been employed within the last twelve months by the independent accountant or participated in the Bank’s audit.
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Section III.
General Responsibilities (continued)
7.
The Audit Committee will ensure that the lead audit partner in the audit engagement is rotated no less than every five years.

8.
The Audit Committee will require that management perform an annual review of active shareholders to ensure that the administrators of the Bank’s pension plan and 401-K plan hold no stock in The Farmers Bank of Appomattox.

9.
On an annual basis, the Audit Committee will review the Internal Audit Risk Assessment prepared by management to ensure that it is supported by a comprehensive evaluation of the internal controls over financial reporting and that the annual internal audit plan is based on the results of this comprehensive evaluation.  
10.
The Audit Committee meetings will be coordinated by the Chief Financial Officer, who will be prepared to answer any questions that Committee members may have.  In addition, the Committee may meet with any members of management at the Committee’s discretion to discuss any areas of concern.
11.
The Audit Committee will review all Insider related interests and Insider related interest Farmers Bank loan transactions annually.  Insiders are defined as directors, executive officers, and major shareholders (holding 10% or more of the Bank’s stock).  Related Interest forms are completed annually at year end and retained by the Corporate Secretary.

12. The Audit Committee will do whatever else the law, the company’s charter or bylaws or the Board of Directors require.

Section IV.
Responsibilities For Engaging Independent Accountants and Internal  


Auditors 

1. The Audit Committee will select and pre-approve, according to the Committee’s Engagement Pre-approval Policy, the independent accountants for company audits or any other non-audit services performed by the independent accountant.  The Audit Committee will pre-approve any fees paid to the independent accountants and review and approve dismissal of the independent accountants.  The Audit Committee will be responsible for pre-approving any fees in excess of $5,000 paid to the internal auditor, independent counsel, consultants or other advisors as a result of any accounting, audit or tax services in accordance with the Engagement Pre-Approval Policy.
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Section IV.
Responsibilities For Engaging Independent Accountants and Internal  



Auditors (continued) 

2.
The Audit Committee will review and have veto power over the appointment replacement, reassignment or dismissal of the internal auditor.

3.
The Audit Committee will confirm and assure the independence of the independent accountant, and any other accountants or consultants hired to provide management consulting services, and the fees paid for them.

4.
The Audit Committee will consider, in consultation with the independent accountant and the internal auditor, the audit scope and procedural plans made by the internal auditor and the independent accountant.

5.
The Audit Committee will make sure that the internal auditor and the independent accountant coordinate the internal and external audits.  The purpose of coordinating these efforts is to assure completeness of coverage, reduce redundancy and use audit resources effectively.

Section V.
Responsibilities For Reviewing Financial Reports, the Annual External


Audit, and Internal Audits
1. The Audit Committee will ascertain that the independent accountant views the Audit Committee as its client, that it will be available to the Audit Committee at least twice annually and that it will provide the committee with a timely analysis of significant financial reporting issues, accounting policies and practices.  
2. The Audit Committee will ask management, the internal auditor and the independent accountant about significant risks and exposures and will assess management’s steps to minimize them.
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Section V.
Responsibilities For Reviewing Financial Reports, the Annual External


Audit, and Internal Audits (continued)
3. The Audit Committee will review the following with the independent accountant and the internal auditor:

a. The adequacy of the company’s internal controls, including computerized information system controls and security.

b.
Any significant findings and recommendations made by the independent accountant or internal auditor, together with management’s responses to them.

c.
Any alternative methods for reporting financial information in accordance with GAAP, along with the ramifications of each.  The independent accountant will inform the Audit Committee of the preferred financial reporting method.

4. Shortly after the annual examination is completed, the Audit Committee will review the following with management and the independent accountant:

a. The company’s annual financial statements and related footnotes.

b.
The independent accountant’s audit of and report on the financial statements.

c.
The independent accountant’s qualitative judgments about the appropriateness, not just the acceptability, of accounting principles and financial disclosures and how aggressive (or conservative) the accounting principles and underlying estimates are.

d.
Any serious difficulties or disputes with management encountered during the course of the audit.

e.
Anything else about the audit procedures or findings that GAAS (Generally Accepted Auditing Standards) requires the independent accountants to discuss with the committee.

Audit Committee Charter

March, 2012
Section V.
Responsibilities For Reviewing Financial Reports, the Annual External


Audit, and Internal Audits (continued)
5.
The Audit Committee will consider and review with management and the internal auditor:


a.
Any significant findings during the year and management’s responses to them.


b.
Any difficulties the internal auditor encountered while conducting audits, including any restrictions on the scope of their work or access to required information.

6.
The Audit Committee will review annual filings with the SEC and other published documents containing the company’s financial statements and will consider whether the information in the filings is consistent with the information in the financial statements.

7.
The Audit Committee will review the interim financial reports with management, and internal audit.

Section VI.
Other Responsibilities
1. The Audit Committee will review and update the committee’s charter annually and submit it for approval by the Board of Directors.

2. The Audit Committee will review policies and procedures covering employee expense accounts and perquisites, including their use of corporate assets, and consider the results of any review of those areas by the internal auditor or the independent accountant.
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