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(4) Describe any proposed new busi-
ness activities or enhancements of ex-
isting activities; and

(5) Be supported by appropriate and
timely research and analysis of rel-
evant market developments and mem-
ber and associate demand for Bank
products and services.

(b) Review and monitoring.
Bank’s board of directors shall:

(1) Review the Bank’s strategic busi-
ness plan at least annually;

(2) Amend the strategic business plan
as appropriate;

(3) Re-adopt the Bank’s strategic
business plan, including interim
amendments, not less often than every
three years; and

(4) Establish management reporting
requirements and monitor implementa-
tion of the strategic business plan and
the operating goals and objectives con-
tained therein.

(c) Report to Finance Board. Each
Bank shall submit to the Finance
Board annually a report analyzing and
describing the Bank’s performance in
achieving the goals described in para-
graph (a)(3) of this section.

[65 FR 25274, May 1, 2000, as amended at 67
FR 12846, Mar. 20, 2002]
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§917.6 Internal control system.

(a) Establishment and maintenance. (1)
Each Bank shall establish and main-
tain an effective internal control sys-
tem that addresses:

(i) The efficiency and effectiveness of
Bank activities;

(ii) The safeguarding of Bank assets;

(iii) The reliability, completeness
and timely reporting of financial and
management information and trans-
parency of such information to the
Bank’s board of directors and to the Fi-
nance Board; and

(iv) Compliance with applicable laws,
regulations, policies, supervisory de-
terminations and directives of the
Bank’s board of directors and senior
management.

(2) Ongoing internal control activi-
ties necessary to maintain the internal
control system required under para-
graph (a)(1) of this section shall in-
clude, but are not limited to:

(i) Top level reviews by the Bank’s
board of directors and senior manage-
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ment, including review of financial
presentations and performance reports;

(ii) Activity controls, including re-
view of standard performance and ex-
ception reports by department-level
management on an appropriate peri-
odic basis;

(iii) Physical and procedural controls
to safeguard, and prevent the unau-
thorized use of, assets;

(iv) Monitoring for compliance with
the risk tolerance limits set forth in
the Bank’s risk management policy;

(v) Any required approvals and au-
thorizations for specific activities; and

(vi) Any required verifications and
reconciliations for specific activities.

(b) Internal control responsibilities of
Banks’ boards of directors. Each Bank’s
board of directors shall ensure that the
internal control system required under
paragraph (a)(1) of this section is estab-
lished and maintained, and shall over-
see senior management’s implementa-
tion of such a system on an ongoing
basis, by:

(1) Conducting periodic discussions
with senior management regarding the

effectiveness of the internal control
system,;

(2) Ensuring that an internal audit of
the internal control system is per-

formed annually and that such annual
audit is reasonably designed to be ef-
fective and comprehensive;

(3) Requiring that internal control
deficiencies be reported to the Bank’s
board of directors in a timely manner
and that such deficiencies are ad-
dressed promptly;

(4) Conducting a timely review of
evaluations of the effectiveness of the
internal control system made by inter-
nal auditors, external auditors and Fi-
nance Board examiners;

(5) Directing senior management to
address promptly and effectively rec-
ommendations and concerns expressed
by internal auditors, external auditors
and Finance Board examiners regard-
ing weaknesses in the internal control
system;

(6) Reporting any internal control de-
ficiencies found, and the corrective ac-
tion taken, to the Finance Board in a
timely manner;

(7) Establishing, documenting and
communicating an organizational
structure that clearly shows lines of
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authority within the Bank, provides
for effective communication through-
out the Bank, and ensures that there
are no gaps in the lines of authority;

(8) Reviewing all delegations of au-
thority to specific personnel or com-
mittees and requiring that such delega-
tions state the extent of the authority
and responsibilities delegated; and

(9) Establishing reporting require-
ments, including specifying the nature
and frequency of reports it receives.

(c) Internal control responsibilities of
Banks’ senior management. Each Bank’s
senior management shall be respon-
sible for carrying out the directives of
the Bank’s board of directors, includ-
ing the establishment, implementation
and maintenance of the internal con-
trol system required under paragraph
(a)(1) of this section, by:

(1) Establishing, implementing and
effectively communicating to Bank
personnel policies and procedures that
are adequate to ensure that internal
control activities necessary to main-
tain an effective internal control sys-
tem, including the activities enumer-
ated in paragraph (a)(2) of this section,
are an integral part of the daily func-
tions of all Bank personnel;

(2) Ensuring that all Bank personnel
fully understand and comply with all
policies, procedures and legal require-
ments applicable to their positions and
responsibilities;

(3) Ensuring that there is appropriate
segregation of duties among Bank per-
sonnel and that personnel are not as-
signed conflicting responsibilities;

(4) Establishing effective paths of
communication upward, downward and
across the organization in order to en-
sure that Bank personnel receive nec-
essary and appropriate information, in-
cluding:

(i) Information relating to the oper-
ational policies and procedures of the
Bank;

(if) Information relating to the ac-
tual operational performance of the
Bank;

(iii) Adequate and comprehensive in-
ternal financial, operational and com-
pliance data; and

(iv) External market information
about events and conditions that are
relevant to decision making;
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(5) Developing and implementing pro-
cedures that translate the major busi-
ness strategies and policies established
by the Bank’s board of directors into
operating standards;

(6) Ensuring adherence to the lines of
authority and responsibility estab-
lished by the Bank’s board of directors;

(7) Overseeing the implementation
and maintenance of management infor-
mation and other systems;

(8) Establishing and implementing an
effective system to track internal con-
trol weaknesses and the actions taken
to correct them; and

(9) Monitoring and reporting to the
Bank’s board of directors the effective-
ness of the internal control system on
an ongoing basis.

[65 FR 25274, May 1, 2000, as amended at 67
FR 12846, Mar. 20, 2002]

§917.7 Audit committees.

(a) Establishment. The board of direc-
tors of each Bank shall establish an
audit committee, consistent with the
requirements set forth in this section.

(b) Composition. (1) The audit com-
mittee shall comprise five or more per-
sons drawn from the Bank’s board of
directors, each of whom shall meet the
criteria of independence set forth in
paragraph (c) of this section.

(2) The audit committee shall include
a balance of representatives of:

(i) Community financial institutions
and other members; and

(if) Appointive and elective directors
of the Bank.

(3) The terms of audit committee
members shall be appropriately stag-
gered so as to provide for continuity of
service.

(4) At least one member of the audit
committee shall have extensive ac-
counting or related financial manage-
ment experience.

(c) Independence. Any member of the
Bank’s board of directors shall be con-
sidered to be sufficiently independent
to serve as a member of the audit com-
mittee if that director does not have a
disqualifying relationship with the
Bank or its management that would
interfere with the exercise of that di-
rector’s independent judgment. Such
disqualifying relationships include, but
are not limited to:



