Internal Audit Charter
Fauquier Bankshares, Inc.
Introduction:
Internal Auditing is an independent and objective assurance and consulting activity that is guided
by a philosophy of adding value to improve the operations of Fauquier Bankshares, Inc. (“the
Company). It assists the Company, and its wholly owned subsidiary, The Fauquier Bank (“the
Bank”) in accomplishing its objectives by bringing a systematic and disciplined approach to
evaluate and improve the effectiveness of the organization’s governance, risk management, and
internal control.
The Company currently outsources its Internal Audit Functions and has appointed an
Audit/Compliance Manager to oversee those functions and to work directly with the outside
firm(s) engaged to perform internal audits for the bank.
This charter provides the framework for the conduct of the Internal Audit function for the
Company and has been approved by the Audit Committee.
Role:
The internal audit function falls under the supervision of and the responsibility of the Audit
Committee as outlined in the Audit Committee Charter.
Professional Standards:
The audit firm engaged to provide internal audit services for the Company and the Bank shall
govern themselves by adherence to the Institute of Internal Auditors’ mandatory guidance
including the Definition of Internal Auditing, the Code of Ethics, and the International Standards
for the Professional Practice of Internal Auditing (Standards). This mandatory guidance
constitutes principles of the fundamental requirements for the professional practice of internal
auditing and for evaluating the effectiveness of the internal audit activity’s performance.
Authority:
The internal audit activity, with strict accountability for confidentiality and safeguarding records
and information, is authorized full, free, and unrestricted access to any and all of the Company
and the Bank’s records, physical properties, and personnel pertinent to carrying out any
engagement. All employees are requested to assist the internal audit activity in fulfilling its roles
and responsibilities. The internal audit activity will also have free and unrestricted access to the
Board.
Organization:
The Audit/Compliance Manager will report functionally to the Audit Committee and
administratively (i.e. day to day operations) to the Chief Executive Officer.

Page 1

The Audit/Compliance Manager will serve as liaison and work directly with the internal audit
firm engaged to perform internal audits for the Fauquier Bank. The internal audit firm will
perform audits and other service as outlined in their engagement letter.
In the event that the internal audit firm experiences a temporary or permanent disruption in
service and is unable to fulfill its obligation to the bank as outlined in their engagement letter, the
Audit Committee will as necessary send out a Request for Proposal Letter and contract with a
replacement firm within 30 days.
The Audit Committee will:
 Approve the internal audit charter.
 Annually approve the risk based Audit Universe Schedule and the supporting risk
assessments.
 Approve audit related engagement letters.
 Receive communications from the Audit/Compliance Manger regarding the activities and
performance of the internal auditors relative to the internal audit plan and other matters.
 Make appropriate inquiries of management and the Audit/Compliance Manager to
determine whether there is inappropriate scope or resource limitations.
 Review and approve reports issued by all outsourced internal audit providers as well as
those issued by the Audit/Compliance Manager.
 Review and monitor results of all audit findings including management’s response and
proposed corrective action plan.
The Audit/Compliance Manager will communicate and interact directly with the Audit
Committee or Board as appropriate.
Independence and Objectivity:
The Audit/Compliance Manager is independent from the normal operations of the Company and
the Bank, and is subject to measurement of the audit function’s effectiveness and efficiency by
the Board of Directors.
All internal audit activities shall remain free of influence by the various operational and
managerial constituencies of the Company and Bank. These activities include, but are not
limited to, matters of audit selection, scope, procedures, frequency, timing, or report content to
permit the maintenance of independence.
Responsibility:
The scope of internal auditing encompasses, but is not limited to, the examination and evaluation
of the adequacy and effectiveness of the organization’s governance, risk management, and
internal controls as well as the quality of performance in carrying out assigned responsibilities to
achieve the organization’s strategic objectives.
This includes:
 Evaluating risk exposure relating to achievement of the organization’s strategic
objectives.
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Evaluating the reliability and integrity of information and the means used to identify,
measure, classify, and report such information.
Evaluating the systems established to ensure compliance with those policies, plans,
procedures, laws, and regulations which could have a significant impact on the
organization.
Evaluating the means of safeguarding assets and, as appropriate, verifying the existence
of such assets.
Evaluating operations or programs to ascertain whether results are consistent with
established objectives and goals and whether the operations or programs are being carried
out as planned.
Monitoring and evaluating governance processes.
Monitoring and evaluating the effectiveness of the organization’s risk management
processes.
Performing consulting and advisory services related to governance, risk management and
control as appropriate for the organization.
Reporting periodically on the internal audit activity’s purpose, authority, responsibility,
and performance relative to its plan.
Reporting significant risk exposures and control issues, including fraud risk, governance
issues, and other matters needed or requested by the Board.
Evaluating specific operations at the request of the Board or management, as appropriate.
Making recommendations to management from time to time regarding internal controls
and safeguards, the bank’s accounting system, regulatory and legal compliance and
changes to the bank’s policy and procedures.

The Audit/Compliance Manager is responsible for:
 Developing a flexible annual audit plan using appropriate risk-based methodology,
including any risks or control concerns identified by management and for submitting the
Audit Universe Schedule and supporting risk assessments and any subsequent changes to
the Audit Committee for review and approval.
 Scheduling and coordinating audits and ensuring audits are performed in conjunction
with the Audit Universe Schedule and in accordance with the Audit Plan approved by the
Audit Committee.
 Implementing as appropriate, any special tasks or projects requested by management and
the Audit Committee.
 Ensuring the internal audit engagement letters are approved annually by the Audit
Committee.
 Distributing audit reports received from the internal audit firms and maintaining the
corresponding tracking sheet containing management responses to audit findings.
 Following up on audit findings and recommendations.
 Reviewing internal audit work-papers.
Reporting and Monitoring:
The internal audit firm will prepare and issue written reports for each internal audit visit. Copies
of reports will be distributed as appropriate and findings from all audits will be communicated to
the Audit Committee.
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The internal audit reports will include management’s response and corrective action taken with
regard to audit findings and recommendations. Tracking sheets containing management
responses along with an expected completion date will also be communicated to the Audit
Committee.
Items that are Complete Pending Retesting will remain (as a separate tab) on the Outstanding
Items Tracking Sheet until retesting is complete or documentation is provided to show that the
item is complete. Best Practice findings or Observations will not be included on the Pending
Retesting sheet.
The internal audit firm or the Audit/Compliance Manager will report to senior management and
the Audit Committee or Board as needed on risk exposures and control issues, including fraud
risk, governance issues, and other matters needed or requested by senior management and the
Audit Committee.
Quality Assurance Program:
The outsourced internal audit activity will maintain a quality assurance and improvement
program that covers all aspects of the internal audit activity. The program will include an
evaluation of the internal audit activity’s conformance with the Definition of Internal Audit and
the Standards and an evaluation of whether internal auditors apply the Code of Ethics. The
program also assesses the efficiency and effectiveness of the internal audit activity and identifies
opportunities for improvement.
The Chief Audit Executive from the internal audit firm engaged to perform the bank’s internal
audits will communicate to the Audit Committee on the outsourced internal audit function’s
quality assurance and improvement program, including results of internal assessments and
external assessments conducted at least every five years.

Internal Audit Charter
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