	
	
	



Sample Charter of First Time Audit Committee for a Privately-Held Company.

This sample document derives from a charter developed by IFC for the board of a privately-held company establishing an audit committee for the first time. Its contents reflect our philosophy that an audit committee should initially only be charged with such duties as it can reasonably be expected to execute in the first couple of years of its existence.  Its charter should focus the committee's attention on those priority areas where it can add value to the effectiveness of the board.  Accordingly, special attention in this sample charter is paid to oversight of the selection, quality, independence and performance of the external and internal audit functions.  We deliberately avoided "piling on" numerous other general and specific duties typically found in charters of public companies (which must comply with statutory requirements and listing rules governing audit committees) and those of more established audit committees of privately-held firms.  As a board develops greater experience with audit committee practice, and as members of the audit committee gain greater expertise and familiarity with the workings of the company's controls, accounting and audit functions, the audit committee charter should be amended to extend the realm of the committee's activities in order for the committee to more effectively assist the board to carry out its duties to oversee the adequacy of the company's control environment and the quality of its financial statements and disclosures. 

Charter of the Audit Committee of [Corporation]

I.
Establishment

The Board of Directors (the "Board")  of [Corporation] (the "Company") hereby agrees and establishes the Audit Committee of the Board (the "Committee"), with all the powers and duties set forth in this Charter and subsequent resolutions of the Board.

II.
Purpose

The Board establishes the Committee to assist the Board in overseeing the Company's control environment.  In assisting the Board to oversee the Company's control environment, the Committee will place particular emphasis on: (1) the integrity of internal controls and financial reporting; (2) the qualification and independence of the Company's Independent External Auditors; and (3) the performance of the Company's internal audit function and of its Independent External Auditors.

III.
Composition and Qualification of Members of the Committee

The Board1 shall select three of its members to serve on the Audit Committee, each of whom shall be an "independent director"
 within the Company's definition of the term, and one of whom shall be designated by the Board as the Committee's Chairman.  The Board shall take care to ensure that all members of the Committee are financially literate and possess the professional skills and personal characteristics necessary to carry out their duties as members of the Committee.  The Board recognizes that it is desirable that at least one member of the Committee (preferably the Committee's Chairman) be a financial professional, with accounting and auditing or related financial management expertise.


The Committee's Chairman:

1. Will be responsible to the Board for the smooth conduct of the Committee's activities;

2. Will, after appropriate consultation with the Board and the other members of the Committee, establish the agenda for each meeting of the Committee;

3. Will propose the Committee's annual calendar and program of activities for approval by the Committee;

4. Will authorize and request other members of the Board, Company management, employees and outsiders to be present and participate at meetings of the Committee as deemed necessary and appropriate to the conduct of the Committee's work;

5. Will act on behalf of the Committee to request information required by the Committee from Company management, employees and others in the conduct of its work; 

6. Will ensure that the activities and resolutions of the Committee are duly recorded, communicated to the Board, and followed-up;

7. Will organize and oversee the annual evaluation of the Committee's effectiveness; and 

8. Will prepare such periodic reports of the Committee's activities as are requested by the Board, and in any case, will prepare for approval by the Committee the Committee's annual reports to the Board and Shareholders.

In the event of a tie vote of Committee members, the vote of the Chairman will be determinative.


Each member of the Audit Committee:

1. Will have voice and vote in all Committee matters (except as provided under "Committee Operating Principles," below);

2. May not designate substitutes;

3. Will keep the Committee informed of all matters that may affect their independence and ability to carry out their responsibilities as Committee members; and

4. Will carry out such tasks as the Committee may assign to such member.2
IV.
Specific Duties of the Committee


The duties of the Audit Committee will include:

External Audit Function

1. Overseeing the work of the Company's Independent External Auditors, including reviewing with such Auditors the preparation and execution of such Auditors' annual program of work for the Company.

2. Reviewing the terms of reference of the Independent External Auditors and reporting to the Board and the Annual General Meeting of Shareholders the Committee's recommendations with respect to the audit engagement fees and the overall terms of service to be provided by the Independent External Auditors.
 

3. Obtaining and reviewing, on an annual basis, a report of the Independent External Auditors describing in detail any relationships with the Company, its management, its shareholders or any affiliates of the above that may adversely affect such Auditors' independence.

4. Obtaining and reviewing, on an annual basis, a report of the Independent External Auditors describing in detail such Auditors' own quality control procedures and practices, any material issues raised by its most recent quality control review or peer review, and any inquiry or investigation by governmental authorities or professional standards board respecting any audits conducted by such Auditors in the past five years, together with all steps taken to address such issues.

5. Reviewing in advance the terms of all non-audit services proposed by Company management to be performed by the Company's Independent External Auditors and reporting to the Board the Committee's opinion as to whether or not the Company should engage such Auditors to perform such services.  In addition to considering whether such services are necessary and appropriate and whether such Auditors are competent to provide them, the Committee shall specifically consider whether the provision of such non-audit services to the Company by the Independent External Auditors may adversely affect such Auditors' independence.

6. Evaluating, on an annual basis, the qualification, independence, and performance of the Company's Independent External Auditors and reporting to the Board and the Annual Meeting of Shareholder the Committee's opinion with respect to the adequacy of its performance and independence.
  Such report will include the Committee's recommendation with respect to the reappointment or termination of the Company's Independent External Auditors and, if required, such firm's replacement.  In the event that the full Board ultimately disagrees with the Committee's evaluation and recommendations, the Committee's report shall nonetheless be submitted to the Annual Meeting of Shareholders and tabled as an agenda item for discussion.

7. Reviewing, on an annual basis, the Company's policies with respect to the selection of Independent External Auditors and its policy on rotation of its Auditors and audit partners and reporting to the Board the Committee's recommendations for modification of such policies.

8. Reviewing, no less than annually, with Company management, its Independent External Auditors, and its Chief of Internal Audit:

a. Significant financial reporting issues and judgments identified and made in connection with the preparation of the Company's financial statements;

b. Major issues identified regarding the Company's accounting and auditing principles and practices, including key accounting policies, and major changes in auditing and accounting principles and practices suggested by the Company's Independent External Auditors, its Chief of Internal Audit, or Company management;

c. Audit problems or difficulties encountered and raised by the Company's Independent External Auditors in the course of its program of work for the Company, including restrictions or limitations on the scope of such Auditors' activities or access to requested personnel or information, and disagreements with Company management or its Chief of Internal Audit; and 

d. Principles of accounting proposed or promulgated by regulators or accounting authorities and brought to the attention of the Independent External Auditors, Company management, the Chief of Internal Audit, the Audit Committee or the Board.

Internal Controls and Internal Audit Function
9. Reviewing with the Company’s Chief Financial Officer, Chief of Internal Audit and any other interested parties, the quality and adequacy of the Company’s internal controls.

10. Reviewing with the Company's Chief of Internal Audit the preparation, execution and results of the Company's annual internal audit work program, as well as any activities undertaken outside such annual program. 

Other Duties

11. Reviewing with the Company’s Chief Financial Officer and Chief of Internal Audit and reporting to the Board on the adequacy of structure, responsibilities, staffing, resources and functioning of the Company's Internal Audit Department; such review will include an annual evaluation of the performance and qualifications of the Chief of Internal Audit.

12. Reviewing all reports provided to Company management by the Company's Independent External Auditors, in particular those regarding the adequacy and effectiveness of the Company's internal controls ("management letters" or "deficiency letters"), monitoring the Company's implementation of the recommendations included in such letters and reporting to the Board on the adequacy of such implementation.

13. Reviewing with the Company's Chief of Internal Audit the Company's quarterly financial statements prior to their presentation by Company management to the Board.

14. Reviewing with the Company's Independent External Auditors, its Chief of Internal Audit, and Company management, the annual financial statements prior to their presentation by Company management to the Board.

15. Reviewing with Company management, and any other parties that the Committee may deem appropriate, the details of any investigation, review or inquiry made by any public regulatory authority concerning the conduct of the Company's activities or the preparation of its financial statements, and reporting to the Board the results of such review. 

V.
Powers

The Audit Committee is empowered by the Board of Directors to undertake such investigations as the Audit Committee may deem necessary to carry out its duties.  The Committee is empowered to request and obtain whatever information it may require from any employee of the Company.  All employees of the Company are obliged to provide all requested information to the Audit Committee in a timely manner and to otherwise cooperate fully in Audit Committee investigations.  Company management and employees may be called on to prepare written reports or to participate in Committee meetings in order to provide requested information or to advise the Committee on matters within their professional competence.


The Audit Committee is authorized to obtain external independent advice and assistance in matters within its competence, including, without limitation, advice and assistance from professional service providers with respect to: accounting, audit and internal controls; legal and regulator matters; and corporate governance.  The Audit Committee shall have authority to retain and compensate such professional service providers at the expense of the Company.

VI.
Committee Operating Principles

                         In the conduct of their duties, each member of the Committee will at all times act in an impartial, independent and objective manner in the best interests of the Company as a whole and in accordance with the Company's Code of Ethics.  Whenever a Committee member becomes aware that he or she has, or may have, a potential conflict of interest in a matter within the competence of the Committee, such Committee member shall fully disclose such conflict or potential conflict to the Committee and will recuse himself or herself from the Committee's consideration of such matter.

VII.
Reviewing Audit Committee Effectiveness Against the Charter


The Committee, on its own or with the assistance of outside advisors, will conduct an annual assessment of its effectiveness in performing its duties specified in this Charter and subsequent resolutions of the Board.  Such annual assessment will include recommendations of the Committee for improvements in this Charter and in the conduct of the Committee's activities.  A report of the Audit Committee's effectiveness will be prepared for delivery to the Board and the Annual Meeting of Shareholders.  The results of the annual assessment will also be presented by the Committee's Chairman at a meeting of the Board and the Board will adopt, reject or modify the recommendations of the Committee.

VIII.
Reporting


The Committee will provide the Board with such periodic and occasional reports as provided specifically herein, as the Board may request or as the Committee on its own initiative may deem appropriate.  In any case, the Committee will provide the Board and the Annual Meeting of Shareholders with an annual report of its activities, including the results of the annual review of the Committee's effectiveness.

IX.
Costs

The costs of operation of the Committee, including costs associated with the contracting of professional advisors to the Committee shall be evaluated and authorized by the Board on an annual basis, and in no event will be subject to the evaluation and approval of the Company's management.

X.
Meetings


The Committee will meet as it deems necessary and appropriate, and in any case at least quarterly.  Meetings may be conducted in person or via teleconference.


Meetings may be called at the initiative of the Committee's Chairman or upon written request to the Chairman signed by two Committee members.  The day, time and place of each quarterly meeting shall be set out in the Committee's annual calendar of activities.  The Chairman shall notify the members of the Committee of the day, time and place of any additional meetings of the Committee at least five business days in advance. The Chairman will arrange for members of the Committee to receive an agenda and required background materials at least five business days prior to any meeting.  A quorum for Committee meetings will require the presence (in person or via teleconference) of the Chairman and at least one other member of the Committee.

            In addition to such meetings as the Committee may deem appropriate with the participation of Company management and others, the Committee will meet at least once each year with each of the following persons, in each case in the absence of Company management and any other employees of the Company:

The Company's Chief of Internal Audit;

The Company's Independent External Auditors; and

The Company's General Counsel.

            Meetings with such persons need not be conducted separate and apart from ordinary meetings of the Committee, but may be organized as separate executive sessions of ordinary Committee meetings.

XI.
Minutes and Records


The Chairman of the Committee shall ensure that all meetings and activities of the Committee are adequately minuted and recorded.

Mike Lubrano

June 1, 2005
� The Board will need to develop a workable definition of this term to present to the shareholders, and in particular address whether representatives of significant minority shareholders should qualify as “independent.”  In arriving at a workable definition, the Board will need to take into account the availability of talent and prioritize those aspects of “independence” that are most important to ensure that Audit Committee members can exercise good judgement in the best interests of the company and without being influenced by their relationships with management or controllers.  


� In the early stages of the Audit Committee’s existence, the Board may not include sufficient directors who are both qualified to serve on the committee and that also meet the definition of “independent.”  As a temporary measure, this paragraph can be amended to require merely that Audit Committee members be non-executives that are financially literate.  Under no circumstances should executives serve as Audit Committee members.





3 This section may be expanded to provide some specifics on administrative support for the Committee, i.e., from the Company Secretary.


� Under the laws of many civil law jurisdictions, the Board (much less the Audit Committee) cannot be empowered to appoint or dismiss the Independent External Auditors.  Selection of the Independent External Auditors (like approval of the financial statements) is an inalienable power of the Shareholders Meeting.  Accordingly, this document gives the Committee the right to review and recommend, and for the recommendations to go right up to the Shareholders Meeting.  This provision should be reviewed with local legal advisors.  If local law permits the Board or a Committee to directly exercise the power to hire and fire the Independent External Auditors, it may be desirable to substite more US-style language.


� These last two items are derived from recommendations of the "White Papers" of the OECD Regional Corporate Governance Roundtables.


� Members of the Audit Committee are, of course, covered by the Company’s code of ethics.  Accordingly, this section is basically a restatement of what should be in the Company's code of ethics with respect to activities of directors, or else should be in a separate code of ethics for Board members.  In any case, it is worth repeating here.






1

7

