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 A New Framework forCorporate Governance
 The Enron bankruptcy, accompanied
 by the WorldCom debacle and other
 corporate scandals, has caused a sea
 change in the attention given corporate
 governance and in how directors are
 viewed by the public, shareholders,
 employees, and the courts.

Page 8
                        

Directors need to be sensitive and responsive to this new level of scrutiny and exposure. To address this new emphasis on corporate governance, The ConferenceBoard’s Global Corporate Governance Research Centerconvened a major Director/Senior Executive RoundtableProject. Meetings were held throughout the year 2002 in New York; Washington, D.C.; Stanford, California;Chicago; and Wilmington, Delaware. More than 100 directors and executives took part in sharing theirthoughts on evolving corporate governance “best prac-tices” in the post-Enron era.
 Parallel to these efforts, in June 2002, The ConferenceBoard convened a Commission on Public Trust andPrivate Enterprise (Commission on Public Trust)1 toaddress the circumstances which led to the corporatescandals that were widely reported during 2001-2002and the subsequent decline of confidence in companies,their leaders and American capital markets. TheCommission’s work articulates a series of principles and best practice suggestions in three major areas—executive compensation, corporate governance, and audit and accounting issues—as they relate to publiclyheld corporations.2
 This blueprint best practices report is the result of boththe Roundtable Project and the Commission’s work andis intended to serve as a compendium of leading corpo-rate governance practices boards and managementshould consider within the context of each company’sunique circumstances.
 “Corporate governance” is defined in this report as a sys-tem of checks and balances between the board, manage-ment and investors to produce an efficiently functioningcorporation, ideally geared to produce long-term value.There are several aspects to this governance system thatshould be noted at the outset:
 1 Any governance system throughout the world is theproduct of a series of legal, regulatory, and best prac-tice elements. Each country’s regulatory and corporatelaw system will shape the specifics of its corporategovernance. Corporate governance systems in theUnited States have been shaped by sets of pressuresfrom: the Securities and Exchange Commission (SEC)with its regulatory oversight, stock exchanges withtheir listing requirements; the U.S. Congress enactingwide sweeping federal legislation; the courts, espe-cially those in Delaware that, with case law, set prece-dents; and institutional investors engaging in dialoguewith corporations and which use certain proxy votingtactics such as the filing of shareowner proposals.
 8 Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board
 1 The 12-member Commission—co-chaired by Peter G. Peterson,
 Chairman of The Blackstone Group and Chairman of the Federal
 Reserve Bank of New York, and John W. Snow, former Chairman and CEO
 of CSX Corporation and former Chairman of The Business Roundtable—
 included prominent leaders from business, finance, public service, and
 academia. Although the Commission was sponsored and supported by
 The Conference Board, it enjoyed absolute independence and authority
 in its findings and recommendations, and was financially supported by
 the Pew Charitable Trusts.
 2 The Commission issued its first set of findings and recommendations,
 Part 1: Executive Compensation, on September 17, 2002. Part 2:
 Corporate Governance and Part 3: Audit and Accounting were released
 on January 9, 2003. The full text of the Commission’s report and recom-
 mendations and a full list of the Commission’s members can be found at
 www.conference-board.org/knowledge/governCommission.cfm
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 2 Global corporate governance research at TheConference Board concludes that corporate gover-nance models do not necessarily vary by country (e.g.there is no one “U.S.” model of corporate governancecompared to an “Asian” model, or a “European”model). Governance systems are largely determinedby the ownership structure of the company, regardlessof its geographic location. Thus, wherever the corpo-ration is located, certain best practice elements, suchas the number of “independent” directors, will varydepending on key ownership structures such as:
 • companies with widely held and dispersedshareholders;
 • companies which are closely held by blocks of investors;
 • companies which are family-owned businesses;and
 • newly privatized businesses where thegovernment retains a residual investment.
 3 Whatever the regulatory framework and the company’soverall governance structure, this project suggests thereare a series of best practices which companies can andshould consider to generate long term value for thecorporation. It is fair to say that many boards havebegun to embrace good governance, although the colle-gial format that is the basis for board interaction stilltends to discourage open disagreement. Change there-fore tends to come either if there is an individual direc-tor/CEO/senior executive who is a corporategovernance champion or if there is a crisis. Post-Enron,companies can no longer look upon corporate gover-nance as something thrust upon them from the outside.In every boardroom around the country, directors areasking themselves questions such as:
 • Is the board managed as effectively asthe company is managed?
 • What processes do we need to put in placeto make us more aware of “red flags” incompany operations?
 • How do we fulfill our monitoring role and yetrely on management and external experts suchas accountants, attorneys, and consultants?
 • How can corporate governance processes beused to help keep our company viable and restorepublic confidence in the capital markets?
 • How will instituting corporate governance bestpractices reduce corporate risk?
 The catastrophic corporate failures of Enron, WorldCom,and other companies have eroded confidence and shakencorporate America to the core. The result is that corpo-rate governance is more likely than ever to move fromsomething done as a result of external pressures to some-thing boards can not afford to dismiss if they want toproperly manage risk, provide internal efficiencies inrunning the corporation, and assure growth.
 Of course, the landmark enactment of the Sarbanes-Oxley Act and the listing requirement changes proposedby the major U.S. stock exchanges provide a rigorousframework for a whole host of federally mandated inter-nal controls and corporate governance reforms3 (seeAppendix 1). This document is intended to go beyondwhat is required by law and capture best practices4 forinternal corporate governance reform; in short, it isintended to be a blueprint for success.
 3 The New York Stock Exchange (NYSE) and NASDAQ have both proposed
 changes to their listing standards and are expected to be updated to conform
 to final SEC regulation at which point they will be resubmitted to the SEC for
 final review, public comment, revision (if required), and final approval.
 4 This document provides an overview of leading practices related to
 corporate governance and, although references are made to issued or
 proposed changes to regulations and listing standards, is not meant to
 provide a comprehensive review of these changes. The impact of the
 Sarbanes-Oxley Act and any final and proposed rules of the major U.S.
 stock exchanges and the SEC have been closely tracked by many law
 firms, accounting firms, consultants and other organizations. (See for
 example, KPMG LLP, Sarbanes-Oxley: A Closer Look, January 2003 –
 available at www.kpmg.com/aci – for discussion of some of the elements
 of the Sarbanes-Oxley Act impacting audit committees and the status of
 related issued or proposed SEC regulation.) Audit committees and senior
 management should consult with legal counsel and accounting advisors
 in the application of the Sarbanes-Oxley Act and any final and proposed
 rules of the major U.S. stock exchanges and the SEC.
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10 Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board
 Corporate governance best practices are based on twobasic legal requirements that shape the fiduciary role ofthe director:
 • the duty of care to be informed and exerciseappropriate diligence in making decisions and tooversee the management of the corporation; and
 • the duty of loyalty to put the interests of thecorporation before those of the individual director.
 In defining a system of board practices that leads toboard effectiveness, it is clear that instituting governancebest practices will provide the company with an internaleffectiveness structure and a tool to manage corporaterisk. The key to accomplishing this is to: make certainthat the company’s board is managed as well as the com-pany itself is managed. Each board will be run differ-ently according to the company’s stage of development,ownership structure and size, and the mix of skills, andpersonalities of the individual directors. The “one sizedoesn’t fit all” rule clearly applies. On the other hand,there are basic legal requirements, as well as “manage-ment” skills that boards can and should adopt no mattertheir configuration.
 Corporate Governance Practices
 Role of the BoardA strong and effective board should have a clear view of its role in relationship to management. The board’s duty is to focus on guidance and strategic oversight, while it is management’s duty to run the company’s business, with the goal of increasing shareholder value5 for the long term. CEOs and management need to work with the board to establish the right kind of processes and communications to ensure that the company is running effectively and in accordance with the board’s basic fiduciary oversight requirements. The ultimate responsibility for directing the company, however, lies with the board, since most state corporation statutes generally provide that the business of the company shall be managed under the direction of the board. The specifics of the board’s role will vary with size, stage and strategy of the company, and talents and personalities of the CEO and the board.
 5 U.S. corporate law dictates that companies be run for the benefit of
 shareholders, while European companies have more of a “stakeholder”
 focus. Most U S. observers note, however, that companies can not create
 shareholder value without taking stakeholders into consideration. A full
 discussion of the shareholder versus stakeholder debate is beyond the
 scope of this report.
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Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board 11
 As defined by the American Law Institute, The BusinessRoundtable (BRT), the National Association of CorporateDirectors (NACD), and other relevant bodies, generalboard responsibilities should include:
 • approving a corporate philosophy and mission;
 • selecting, monitoring, advising, evaluating,compensating, and—if necessary— replacingthe CEO and other senior executives andensuring orderly and proper managementsuccession;
 • reviewing and approving management’sstrategic and business plans, includingdeveloping an in-depth knowledge of thebusiness being served, understanding andquestioning the plan’s assumptions, andreaching an independent judgment as to theprobability that the plans can be realized;
 • reviewing and approving the corporation’sfinancial objectives, plans, and actions,including significant capital allocations andexpenditures;
 • reviewing and approving material transactionsnot in the ordinary course of business;
 • monitoring corporate performance against thestrategic business plans, including overseeingoperating results on a regular basis to evaluatewhether the business is being properly managed;
 • ensuring ethical behavior and compliance withlaws and regulations, auditing and accountingprinciples, and the corporation’s own governingdocuments;
 • assessing its own effectiveness in fulfilling theseand other board responsibilities; and
 • performing such other functions as areprescribed by law, or assigned to the board inthe corporation’s governing documents.6
 To ensure maximum board effectiveness, boards need toshift their entire emphasis—they can no longer be just“advisors” who wait for management to come to them.Their new role requires they provide active oversight ofthe company’s business to minimize corporate risk andpromote creation of shareholder value. In the wake ofthe corporate scandals, the new challenge for boards will be to go beyond their traditional advisory role andincreasingly focus on their oversight role. As fiduciaries,boards must be active monitors of management.
 Board dynamics need to be right for directors to add real value to the company. While boards need and value collegiality, this should not turn into complacency.Directors need to feel that they can raise objections andstill be seen as team players.
 An effective board plays an integral role in the strategicplanning process. Management develops the strategicplan, while the board reviews and approves it. Directorsrequire a host of both internally-produced and exter-nally-gathered information (see box) to effectivelyreview and evaluate strategy. Sufficient board timeshould be devoted to discussing the strategic plan—openly and regularly with the CEO and in executiveboard sessions—so that all board members understand itwell enough to track its progress in an informed manner.In addition, the board should spend one “retreat” sessionper year on strategic oversight.
 The fundamental strategic questions boards should ask themselves:
 • Is our board managed as well as our company is managed?
 • Does our board have the strengths it needs to achieve our strategic goals?
 • How well does our board track our company’ssuccess in reaching its goals?
 6 National Association of Corporate Directors (NACD), Report of the NACD
 Blue Ribbon Commission on Director Professionalism, 2001 Edition, p. 1.
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12 Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board
 Internally produced
 Alternate strategies options considered by manage-
 ment and with comparative analysis.
 Strategic plan clear statement of proposed strategy and
 how management plans to implement.
 Performance measures targets for key non-financial
 and financial measures. In subsequent years, the board
 will use these measures to evaluate the strategy’s success.
 Major risk factors internal and external factors that
 could prevent the company from achieving the strategy,
 including likelihood and magnitude of the risks and
 means by which management will address them.
 Major interdependencies related strategic initiatives
 with suppliers, customers or partners, along with
 associated risk information.
 Resources and investments required including people,
 capital, and capacity and tied to the sources of funding
 for any major new investments called for the strategy.
 Divestiture of existing businesses required should
 be identified and addressed.
 Strategic alliances, partnerships, and acquisitionsthose needed for successful implementation must be
 identified with implementation plans.
 Technology implications dependence on, need for,
 and opportunities related to expanded use of technol-
 ogy, with its high level of associated risk. Electronic
 commerce issues should be clearly highlighted.
 Best, worst, and most likely case scenarios related to
 the assessment of risks inherent in the strategy.
 Evaluation of past strategies including identification of
 successful strategies and an analysis of elements that
 were not successful.
 From external sources
 Current and evolving customer demand with focus
 on future.
 Company’s current market position i.e., its major
 products and services, as well as its sources of
 competitive advantage.
 Competitor intelligence major current and expected
 future competitors and a comparison of relative
 strengths, competitive advantages, and strategies.
 Industry information and trends including the expected
 impact of technology and electronic commerce.
 Analysis of potential stakeholder reaction including
 shareholders, to the proposed strategy, considering
 major stakeholder response to similar past moves.
 Information on concerns expressed by market
 analysts and the media.
 The last two items should include management’s plans
 to address significant concerns that might arise from
 these sources.
 Source: PricewaterhouseCoopers, Corporate Governance and the Board –
 What Works Best?, May 2000, p. 5.
 Information Boards Need to Fulfill Strategy-Related Responsibilities
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 A carefully-constructed set of governance guidelines7 will:
 • delineate responsibilities of the board,management, directors, and committees;
 • address important issue areas such as directorselection criteria, board size limits, meetingprocedures, board access to senior management,and independence requirements;
 • incorporate new legal and exchangerequirements;
 • be regularly refreshed, usually on an annualbasis; and
 • be made publicly available (Web site, proxy, etc.).
 The New York Stock Exchange (NYSE) has proposedrules which will require companies to adopt and publiclydisclose8 their corporate governance policies. Specifically,the following subjects must be addressed in the guidelines:
 Director qualification standards These standardsshould, at a minimum, reflect the proposedindependence requirements.9 Companies mayalso address other substantive qualificationrequirements, including policies limiting thenumber of boards on which a director may sitand director tenure, retirement, and succession.
 Director responsibilities These responsibilitiesshould clearly articulate what is expected from adirector, including basic duties and responsibilitieswith respect to attendance at board meetings andadvance review of meeting materials.
 Director access to management and, asnecessary and appropriate, independentadvisors
 Director compensation Director compensationguidelines should include general principles fordetermining the form and amount of directorcompensation (and for reviewing those principles,as appropriate). The board should be aware thatquestions as to directors’ independence may beraised when directors’ fees and emolumentsexceed what is customary. Similar concerns maybe raised when the company makes substantialcharitable contributions to organizations to whicha director is affiliated, or enters into consultingcontracts with (or provides other indirect forms of compensation to) a director. The board shouldcritically evaluate each of these matters whendetermining the form and amount of directorcompensation, and the independence of a director.
 Director orientation and continuing education
 Management succession Succession planningshould include policies and principles for CEOselection and performance review, as well aspolicies regarding succession in the event of anemergency or the retirement of the CEO.
 Annual performance evaluation of the boardThe board should conduct a self-evaluation at least annually to determine whether it, its committees, and individual directors are functioning effectively.
 Corporate Governance GuidelinesThe board should have a set of corporate guidelines in place to lay down the framework for the governance of the company and it should review the guidelines at least annually. By elaborating on the board’s and directors’ basic duties, the guidelines help both the board and individual directors understand their obligations and the general boundaries within which they will operate.
 7 See Appendix 2 for a model set of corporate governance guidelines.
 8 In order to promote understanding of a company’s policies and proce-
 dures and encourage stricter adherence by directors and management,
 each listed company’s Web site must include its corporate governance
 guidelines, the charters of its most important committees (including at
 least the audit, compensation, and nominating committees), and the
 company’s code of business conduct and ethics. Each company’s annual
 report must state that the guidelines are available on the company’s Web
 site and that the information is available in print to any shareholder who
 requests it.
 9 See page 18-19 and Appendix 1 for a summary of the NYSE’s indepen-
 dence requirements.
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The primary ways in which directors receive informationabout the state of the company are through:
 Formal channels financial and other management reports, board and committee meetings, executive sessions, direct communication with management,technical means (raw data, intranet, etc.),factory and facility visits
 Informal channels phone or e-mail discussionsamong directors between meetings, conversationswith managers, pre-meeting dinners, etc.
 The board needs to establish a solid information frame-work beginning with a thorough briefing of the annualplan and an overview of the significant risk/reward ele-ments involved with the plan to actively monitor it contin-uously during the year. Boards should also set a calendararound board meetings where certain types of informationsuch as quarterly results are required by the time the boardmeets. This serves to establish a routine whereby if infor-mation is late or is missing, members of the board realize itand a red flag is raised. Management must also adequatelyexplain new developments to directors, such as key acqui-sitions, new products, etc. as the year progresses.
 To assure independence of thought and unvarnished perspectives,10 the board must have key informationflowing from senior managers directly to the board, aswell as to the CEO. For example, the heads of the legal,finance/accounting, human resources, and regulatory (if applicable) departments, and of any major businessdivision, should regularly meet with the board (or acommittee of the board). In this manner, the boardreceives information from those more directly
 responsible and intimately familiar with each major corporate center, and can obtain a more accurate overallpicture of corporate performance, and, by the sametoken, the chief executive’s performance, independentlyfrom the chief executive. This independent source ofinformation is imperative for achieving an accurateassessment of performance and ultimately protectingshareholder value.11
 Although directors receive, and should expect to receive, the bulk of their information from management,they need to be able to receive input from other sources, particularly when there is a lack of information or wherethe information is perceived as being overly-filtered.Directors therefore need to apply common sense and ask thoughtful and inquisitive questions. Commentedone roundtable participant: “The best examples I haveseen are those individuals who just ask the questions—they have the personality and the relationship to askthings like: what do I not know; what have you not toldme; and what have you told me that is in the small printthat I need to focus on?”
 Directors should have access to top management otherthan the CEO. Protocol needs to be established where adirector informs/asks permission of the CEO to speakwith employees to avoid feeling that the director is goingbehind the CEO’s back. Noted one roundtable participant:“There is no way a good board can function if boardmembers don’t take responsibility for getting the informa-tion that they need—and if they can’t get it from the CEO,you had better be able to get it from somebody else in thecompany.” Conversely, directors need to ensure they areaccessible to management and that they are reviewing keyinformation provided by management to the board.
 14 Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board
 Board’s Access to InformationThe effectiveness of the board ultimately depends on the quality and timeliness of information directors have at their disposal. Information going to the board should be on the strategic monitoring level, which will help the board understand the big picture, and directors should ensure they have a thorough understanding of this information. Both formal and informal communication and information channels and cross-linkages need to be developed with the full support of the CEO.
 10 Many CEOs have historically followed a practice that all communication
 of information to the board from senior managers would flow first
 through the CEO, who would then relay that information to the board.
 This has the potential to obstruct information flow to the board.
 11 R. William Ide, “Post-Enron Corporate Governance Opportunities –
 Creating a Culture of Greater Board Collaboration and Oversight,”
 Mercer Law Review, Volume 54, Number 3 (March 2003), p. 838.
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 Conduct of board meetings Boards should adopt the following best practices to ensure effective decision-making and exchange of information and ideas at meetings of the full board and various committees:
 • Independent directors should be able to placeissues on the board agenda, with time foradequate discussion and consideration, anddetermine the type and quality of informationflow required for effective board action. Lastminute add-ons to the agenda, especially forweighty issues, should be discouraged.
 • Management should provide quality materials toboards that effectively explain the situation ofthe company. Appropriate feedback mechanismsbetween management and the board should bedeveloped to ensure that the materials areuseful, timely, and of appropriate depth.Meeting materials should contain a cover letterhighlighting the most important issues thatdirectors should know.
 • Meetings should be structured to encourageparticipation and dialogue among the directors.
 • Directors have an obligation to ensure near-perfect attendance at meetings and activelyparticipate in the meetings, including asking thehard questions.
 • Management should endeavor to exposedirectors to senior management at meetings andfield trips so that directors can, with knowledgeof top management, delve into issues necessaryto carry out their functions.
 • The NYSE has proposed that the company’sselected mechanisms pertaining to attendance at meetings and advance review of meetingmaterials would be addressed in the company’sgovernance policy, which must be disclosed inthe proxy.
 Executive sessions Executive sessions of the indepen-dent directors should:
 • promote open dialogue among the independentmembers and free exchange of ideas,perspectives and information;
 • have a feedback mechanism to the CEO forimportant issues that may surface;
 • be scheduled at regular intervals (for example,before full board meetings) to negate anynegative inferences from the convening of thesesessions; and
 • be supplemented by additional off-lineinformational channels (such as dinners before board meetings) to help build trust andrelationships among the independent directors.
 The NYSE’s proposed rules would require the regularconvening of executive sessions of non-managementdirectors.12 According to the proposals, executive ses-sions should: (1) be held without management present;(2) be regularly scheduled to prevent negative inferencesbeing attached to the calling of these sessions; (3) dis-close the presiding director’s name in the annual proxystatement, if one is chosen, or the procedure by whichthe presiding director is selected; and (4) disclose mech-anisms for interested parties to make their concernsknown to the non-management directors as a group.NASDAQ’s proposals would require regularly convenedexecutive sessions of the independent directors.
 Board’s access to external advisors The board and boardcommittees should, as needed, hire external experts suchas counsel, consultants, and other expert professionals,and investigate any management activities they believeare required to fulfill the board’s duty of care. Theseexternal experts and consultants should have a direct lineof communication and reporting responsibility to theboard and not management.
 12 The NYSE defines “non-executive” directors as those who are not
 company officers, and includes such directors who are not independent
 by virtue of a material relationship, former status or family membership,
 or for any other reason.
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Though the precise mix of director qualifications willdepend on these factors, at a minimum, directors should:
 • possess knowledge and expertise to fulfill anappropriate role within the mix of capabilitiesthe board and the nominating committee havedecided are appropriate; and
 • exercise diligence, including attending boardand committee meetings and coming prepared to provide thoughtful input at the meetings andduring communications in between meetings.
 The composition of the board should be tailored to meetthe needs of the company and its stage of development.However, every board needs to have certain essentialingredients, with the individual directors possessingknowledge in core areas such as:
 • accounting and finance
 • technology
 • management
 • marketing
 • international markets
 • industry knowledge
 Director selection criteria should be codified in the com-pany’s corporate governance guidelines. A skills matrix,which lists desirable competencies versus those actuallypresent on the board, is a useful tool in determiningwhere the “holes” exist on the board and which skillscomplement each other.
 Boardroom dynamics are difficult to prescribe, as groupsof people gather together to make informed decisionsabout the direction of the company. Although the level of knowledge, integrity, and independence necessary to carry out the functions of director are difficult to summarize, the behavioral characteristics of a gooddirector should include:
 • asks the hard questions;
 • works well with others;
 • has industry awareness;
 • provides valuable input;
 • is available when needed;
 • is alert and inquisitive;
 • has business knowledge;
 • contributes to committee work;
 • attends meetings;
 • speaks out appropriately at board meetings;
 • prepares for meetings;
 • makes long-range planning contribution; and
 • provides overall contribution.
 The NYSE recommends a listing of director qualifica-tion standards be included in the company’s corporategovernance guidelines. These standards should, at mini-mum, reflect the proposed independence requirements.13
 Companies may also address other substantive qualifica-tion requirements, including policies limiting the numberof boards on which a director may sit, and directortenure, retirement and succession.
 16 Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board
 Board’s Mix of Skills and Individual Director QualificationsThe skill set of a board should be linked to the company’s strategic vision. It may, however, vary according to the stage of company growth and should be reviewed as the company changes.
 13 See page 18-19 and Appendix 1 for a summary of the NYSE’s indepen-
 dence requirements.
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 Directors need to devote the proper amount of time andattention and develop the broad-based and specific knowl-edge required to fulfilling their obligations. In order toensure a high level of commitment, directors should:
 • carefully assess and guard against potentialentanglements such as service on an excessivenumber14 of boards;
 • prepare for and attend all board and committeemeetings, and consider travel requirements forthese meetings (in particular for foreign-baseddirectors);
 • actively participate at meetings;
 • develop and maintain a high level of knowledgeabout the company’s business;
 • keep current in the director’s own specific fieldof expertise; and
 • develop broad knowledge about the role andresponsibilities of directors, including legalresponsibilities.
 The chairman of the nominating committee should certify in the proxy that the committee has reviewed the qualifications of each director—both standing forelection and on the board generally—and that they fitinto the mix of qualifications the board deems necessaryto achieve diligent oversight.
 Every director should receive appropriate training,including his or her duties as a director when he or she is first appointed to the board. This should include anorientation-training program to ensure that incomingdirectors are familiar with the company’s business and governance practices. Equally important, directorsshould receive ongoing training, particularly on relevantnew laws, regulations, and changing commercial risks,as needed. Both the NYSE and NASDAQ proposals rec-ognize the importance of initial and ongoing education.NASDAQ is developing rules for continuing education,while the NYSE urges companies to establish educationprograms for new directors.
 In the wake of the many corporate scandals, boards mayhave greater difficulty attracting and retaining qualifieddirectors. Increased scrutiny of boards, a potential forgreater liability, and the due diligence required to ensureintegrity at the management level may make qualifieddirectors more reluctant to join new boards. This may be particularly true of active CEOs and lead directorsconcerned with serving on too many boards. However,the opportunity to gain knowledge, add value, and the prestige of the position will continue to serve asimportant motivators.
 14 For example, in general, the National Association of Corporate Directors
 (NACD) believes current CEOs and senior executives should hold no
 more than one or two additional directorships, other individuals with
 full-time positions should hold no more than three or four additional
 directorships, and other candidates should hold no more than five to
 six additional directorships. See NACD, Report of the NACD Blue RibbonCommission on Director Professionalism, 2001 Edition, pp. 14-15.
 The Commission on Public Trust’s Recommendation
 Every board should tailor the mix of directors’ qualifications
 for its particular requirements. Each board should collectively
 have knowledge and expertise in business, finance, accounting,
 marketing, public policy, manufacturing and operations, government,
 technology, and other areas that the board believes are desirable.
 Source: Commission on Public Trust, Executive Summary: Findings and Recommendations,
 The Conference Board, 2003, p. 9.
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 Board IndependenceAn independent, effective, vigorous, and diligentboard of directors is the key to a corporation’scorporate governance. Boards must clearly movefrom their traditional role as fraternal advisors(whether perceived or actual) to become activefiduciaries exercising their oversight responsibil-ities. To accomplish this, directors must not onlybe independent according to evolving legislativeand stock exchange listing standards but alsoindependent in thought and action – qualita-tively independent. Such qualitative aspects ofindependence will ensure that directors thinkand act independently without regard to man-agement’s influence.
 A critical element of an effective board is its indepen-dence from management, in both fact and perception bythe public. In considering independence, it is necessaryto focus not only on whether a director’s backgroundand current activities qualify him or her as independent,but also whether that director can act independently ofmanagement. Most of the recent high profile corporatescandals involved boards comprised principally of direc-tors who, by background and activity, qualified as inde-pendent. Nonetheless, it is clear that some of theseboards of directors failed to act as a strong independentcheck on management leadership.
 Qualitative aspects of director independence shouldinclude:
 • the will and the ability (in terms of knowledgeand expertise) to ask the hard questions requiredto provide effective oversight and
 • character and integrity, in general and especially in dealing with potential conflict of interest situations.
 NYSE
 Under the NYSE proposal, the board of directors must
 affirmatively determine, taking into account all of the
 “relevant facts and circumstances,” that a director has
 no material relationship with the company (either
 directly or indirectly) in order for a director to be consid-
 ered independent.a The basis for a board’s determination
 that a relationship is not material is required to be dis-
 closed in the company’s annual proxy statement.b The
 NYSE proposal, however, also sets forth the following
 relationships that would automatically result in a director
 not being deemed independent:
 • No director who is a former employee of the listed
 company can be “independent” until five years after
 the employment has ended.
 • A director who receives, or has an immediate family
 member who receives, more than $100,000 a year in
 direct compensation from a listed company (other than
 director and committee fees, and pension or other
 forms of deferred compensation for prior service) is
 presumed not to be independent for five years following
 the year in which more than $100,000 in annual
 compensation was received.c
 a Practitioners are advising that all relationships, no matter how seemingly
 immaterial, should be disclosed to a board of directors in order to allow
 for a comprehensive determination as to a director’s independence.
 b The presumption of non-independence is rebuttable – a director may be
 deemed independent if the board, including all the independent direc-
 tors, determines that the relationship is not material. Any such determi-
 nation must be specifically explained in the company’s proxy statement.
 c The board may adopt and disclose categorical standards to assist it in
 making determinations of independence and may make a general disclo-
 sure if a director meets these standards. Any determination of indepen-
 dence for a director who does not meet these standards must be
 specifically explained.
 Definitions of Independence in NYSE and NASDAQ
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 • No director who is an executive officer or employee,
 or if the director’s immediate family member is an
 executive officer, of another company and: (1) that
 company accounts for the greater of 2 percent or
 $1 million of the listed company’s consolidated gross
 revenues; or (2) the listed company accounts for the
 greater of 2 percent or $1 million of the other
 company’s gross annual revenues.
 • No director who is, or in the past five years has been,
 affiliated with or employed by a (present or former)
 auditor of the company (or of an affiliate) can be
 “independent” until five years after the end of either
 the affiliation or the auditing relationship.
 • No director can be “independent” if he or she is, or in
 the past five years has been, part of an interlocking
 directorate in which an executive officer of the listed
 company serves on the compensation committee of
 another company that employs the director.
 • Directors with immediate family members in the
 foregoing categories must likewise be subject to the
 five-year “cooling-off” provisions for purposes of
 determining “independence.”d
 d Employment of a family member in a non-officer position does not
 preclude a board from determining that a director is independent.
 NASDAQ
 Under NASDAQ’s proposed rules, “independent” means a
 person other than an officer or employee of the company
 or its subsidiaries or any other individual having a rela-
 tionship, which, in the opinion of the company’s board
 of directors, would interfere with the exercise of inde-
 pendent judgment in carrying out the responsibilities
 of a director. In addition, the following persons are not
 considered independent:
 • A director who is employed by the corporation or any
 of its affiliates for the current year or any of the past
 three years.
 • A director who accepts, or who has an immediate
 family member who accepts, any payments from the
 corporation or any of its affiliates in excess of $60,000
 during the current or previous three years, other than
 compensation for board service, benefits under a
 tax-qualified retirement plan, or non-discretionary
 compensation.
 • A director who is a member of the immediate family
 of an individual who is, or has been in any of the past
 three years, employed by the corporation or its
 affiliates as an executive officer.
 • A director who is a partner in, or a controlling
 shareholder or an executive officer of, any organization,
 including charities, to which the corporation made, or
 from which the corporation received, payments (other
 than those arising solely from investments in the
 corporation’s securities) that exceed 5 percent of
 the corporation’s or organization’s consolidated gross
 revenues for that year, or $200,000, whichever is more,
 in the current year or any of the previous three years.
 • A director who is employed or was employed in any
 of the previous three years as an executive of another
 entity where any of the company’s executives serve
 on that entity’s compensation committee.
 • A director who was a former partner or employee of
 the outside auditor who worked on the company’s
 audit engagement in any of the previous three years.
 Proposed Listing Rule Amendments
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 The NYSE and NASDAQ have proposed rules that will require all listed companies, subject to a singleexception,15 to have a board comprised of a majority ofindependent directors. The approaches proposed by theNYSE and NASDAQ recognize that it is not possible to predict, or provide for, all situations and relationshipsthat may compromise a director’s independence, and,therefore, require that the board of directors consider all factors that may bear upon a director’s independencein connection with the determination of whether or not a person is independent. The NYSE and NASDAQ alsorecognize that certain relationships compromise a person’s independence; therefore, both the NYSE andNASDAQ provide for a list of relationships that areincompatible with a finding of independence.
 The NYSE and NASDAQ have both proposed practices toempower non-management directors and to establish pro-cedural requirements that enhance their ability to act freefrom management influence. For example, both the NYSEand NASDAQ propose that boards of directors meet atregularly convened executive sessions16 without manage-ment or employee directors. A major purpose of thisrequirement is to establish a procedural norm that facili-tates open discussion among non-management directors.
 In addition to the NYSE and NASDAQ, many different organizations such as The Business Roundtable,the California Public Employees Retirement System(CalPERS), the National Association of CorporateDirectors (NACD), and the Teachers Insurance andAnnuity Association-College Retirement Equities Fund(TIAA-CREF) have propounded various criteria of inde-pendence. Boards need to ensure they meet the baselineindependence requirements of the exchange listing rules,but may also want to consider the growing number of corporate governance ratings systems, such as theInstitutional Shareholder Services (ISS) system,17 thatmay penalize the company for a perceived lack of independence. Appendix 3 compares the independenceproposals of the NYSE and NASDAQ, and the indepen-dence guidelines from other key organizations.
 The chairman of the nominating committee should certifyin the proxy as to the independence, including qualitativefactors of independence, for each director. In accordancewith the NYSE proposals, boards may adopt and disclosestandards to assist it in determining director independence,and may make a general disclosure if a director meetsthese standards. A determination that a director does not meet the independence standards must be explained.
 15 The NYSE and NASDAQ proposals do not require that a controlled com-
 pany (i.e. a company in which more than 50 percent of the voting power
 is held by an individual, group, or another company) have a majority of
 independent directors on its board. In addition, the NYSE does not
 require controlled companies to have independent compensation and
 nominating/governance committees.
 16 Executive sessions of independent directors are discussed in greater
 detail on p. 15.
 The Commission on Public Trust’s Recommendations
 Directors should display the character, independence, integrity, and will to assert their points
 of view. They must demonstrate loyalty exclusively to the corporation and its shareowners.
 Every board should be composed of a substantial majority of independent directors.
 This goes beyond proposals by the NYSE to have only a majority of independent directors.
 Source: Commission on Public Trust, Executive Summary: Findings and Recommendations, The Conference Board, 2003, p. 9.
 17 In June 2002, ISS released its corporate governance rating system, called
 the “Corporate Governance Quotient” (CGQ). ISS analyzes 51 different
 metrics in seven general areas—board structure and composition, charter
 and bylaw provisions, state laws of incorporation, executive and director
 compensation, qualitative factors such as financial performance, stock
 ownership of directors and officers, and director education—for compa-
 nies in the Russell 3000 Index. Both raw scores and percentile scores
 are assigned.
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 Any approach adopted should seek to achieve the goals of:
 1 strengthening the independence and oversight role of the board;
 2 providing appropriate “checks and balances” between the board and management; and
 3 improving the relationship and flow of informationbetween the board, CEO, and senior management.
 The primary function of the board is to carry out its responsibilities in the best long-term interests of thecompany and its shareowners. Typically, the CEO is amember of the board, but he or she is also a part of themanagement team the board oversees. This dual role canpresent a potential for conflict, particularly in caseswhere the CEO attempts to dominate the management of the company and operations of the board. Therefore, a crucial challenge for companies is striking the appro-priate balance between managing the corporation andproviding the independent directors with the necessarypowers and resources to carry out their role.
 Proponents of combining the positions of Chairman andCEO argue that a single CEO and Chairman may be moreeffective at leading management and the board of direc-tors, thereby achieving better operation and oversight ofthe corporation. The Business Roundtable, for instance,believes that most American corporations are “wellserved” by a structure with a single CEO and chairman,since the “CEO serves as a bridge between managementand the board, ensuring that both act with a common pur-pose.” According to The Corporate Library, approximately75–85 percent of US corporations currently have a singleindividual who serves as CEO and Chairman.
 Critics of combining the positions of Chairman and CEOcontend that combination of these positions may lead toan undue concentration of power in the CEO position;
 may erode the ability of independent directors to fulfilltheir management oversight responsibilities; and maycreate a conflict of interest, since the CEO, who isresponsible for managing the daily operations of the corporation, is overseen and evaluated by the board ofdirectors, which is led by the Chairman. Essentially, theChairman of the board is allowed to evaluate himself or,as one Roundtable participant put it, “grade his ownhomework.”
 Companies may wish to consider adopting one of thefollowing principal approaches to improve the function-ing of the board and management:
 Clearly separating the two roles, with anindependent director as Chairman Thisapproach clearly delineates the roles andresponsibilities of the Chairman and CEO and provides the most potential for creatingappropriate checks and balances between theboard and management. In this scenario, theChairman would have such responsibilities aspresiding at board meetings, having ultimateapproval over board agendas, and coordinatingCEO and board evaluations.
 Appointing a “lead” or “senior” independentdirector This approach could be employed where the roles of Chairman and CEO are splitbut where the Chairman is not an independentdirector. In this scenario, the Lead Directorshould not be a member of management or have any conflicting ties to the CEO. The Lead Independent Director (or other equivalentdesignation) would have such responsibilities as chairing executive sessions, serving as theprincipal liaison between management and theindependent directors, and working closely withthe Chairman to finalize board meeting agendas.
 Board LeadershipBoards should consider whether to separate the positions of Chairman and CEO to help ensure a balance of power and authority and to potentially enhance the objectivity and functionality of the board. Where the two positions are combined, boards should consider other corporate governance best practice approaches such as the creation of a Presiding or Lead Independent Director.
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 Appointing a presiding director This approachcould be employed where the roles of Chairmanand CEO are combined. In this scenario, thePresiding Director would preside at meetings of independent directors and have approval ofinformation flow to the board.
 Creating new senior management rolesIn this scenario, new positions at the very toplevels of organization, such as President orChief Operating Officer (COO) would becreated to divide power and responsibilitiesappropriately and improve the flow ofinformation between the board and senior management.
 In determining the appropriate structure that best fits thecompany and its stage of development, boards shouldrecognize the panoply of structures that exist and that noone structure has yet proved itself as the model for guar-anteeing corporate success. As indicated above, anyapproach that is eventually adopted should have clearly-defined roles and achieve the goals of (1) strengtheningthe independence and oversight role of the board; (2)providing appropriate “checks and balances” betweenthe board and management; and (3) improving the rela-tionship and flow of information between the board, theCEO, and senior management. Companies should makeappropriate disclosures for choosing a particular struc-ture and how the structure meets these objectives.
 The Commission on Public Trust’s Recommendations
 The board should establish a structure that provides an appropriate balance between the powers of
 the CEO and those of the independent directors. Three principal approaches are recommended: separating
 the offices of Chairman and CEO; having a non-executive Chairman and a Lead Independent Director; or, if
 the Chairman and CEO are the same person, establishing a Presiding Director position for leadership of the
 independent directors.* Where boards do not adopt any of these approaches, they should disclose how their
 board structure provides the appropriate balance.
 Each board of directors should adopt processes to ensure that the ability of the independent directors to
 be informed, to discuss and debate issues they deem important, and to act objectively on an informed basis
 is not compromised. The roles of Chairman, Lead Independent Director, and Presiding Director should be
 clearly defined. Where companies have a non-independent Chairman, the Lead Independent Director or the
 Presiding Director should have ultimate approval over information flow to the board, meeting agendas, and meet-
 ing schedules to ensure that the independent directors have sufficient time for discussion of all agenda items.
 Source: Commission on Public Trust, Executive Summary: Findings and Recommendations, The Conference Board, 2003, p. 9.
 * Commissioner Biggs dissented (see page 35 of the Commission’s full report). The full text of the Commission’s report and recommendations
 can be found at www.conference-board.org/knowledge/governCommission.cfm
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 Having different committees to deal with specific areascan be useful for boards, particularly if they are large.Meeting in smaller groups can increase the possibility of meaningful discussion taking place, particularly onissues that may get overlooked or pushed to the bottomof the agenda during the larger board meetings. Gettingthe balance right, however, is the key issue as too manycommittees can be difficult to administer and mayreduce the input and effectiveness of the full board.
 An effective committee structure will possess the follow-ing key elements:
 • Each committee will have a charter to delineatecommittee duties and decision-makingresponsibilities from those of the full board andother committees so as to ensure nothing “fallsbetween the cracks.”
 • Each charter will focus on tasks that canactually be accomplished and should berefreshed when needed and at least annually.
 • Committees will be structured to best suitunderlying responsibilities and should berevised as needed, both in terms of types ofcommittees and committeemembership/chairmanships.
 • Audit, compensation, and nominating/corporategovernance committees will be composedentirely of independent directors.
 • Committees will ensure they report regularlyand appropriately to the full board.
 Under the proposed NYSE requirements, companiesmust have the three committees that have long been part of corporate governance best practice, namely audit,compensation, and nominating/corporate governancecommittees.18 These committees must (1) be composedentirely of independent directors and (2) have writtencharters addressing the committees’ purpose, generalresponsibilities, and how the annual performance evalua-tion of the committee will be conducted. NASDAQ’sproposed rules strengthen independent oversight of nom-ination and compensation decisions, but do not requirethe formation of these committees.
 The size of the board demands careful consideration.Boards need to be large enough to accommodate thenecessary skill sets but still small enough to promotecohesion, flexibility, and effective participation. Arguedone roundtable participant: “When you’ve got a 20 or 30 person corporate board, it’s one way of assuring thatnothing is ever going to happen that the CEO doesn’twant to happen. If you’ve got a small board, eight to 10 people, people do get involved.”
 Board Committee Structure and SizeBoards should establish independent board committees that will enhance the overall effectiveness of the board and promote meaningful discussion on substantive issues. Directors must realize, however, that the mere presence of committees does not allow directors to relinquish or delegate their fiduciary responsibilities to the committees.
 18 See page 24-25 for the detailed list of the NYSE recommendations
 pertaining to nominating/corporate governance committees, page 26
 for recommendations for compensation committees, and page 36 for
 recommendations for audit committees.
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At a minimum, the nominating/corporate governancecommittee should:
 • oversee board organization, includingcommittee assignments;
 • determine qualifications for board membership,including matters such as independence, termlimits, age limits, and ability of formeremployees to serve on the board;
 • identify and evaluate candidates for nominationto the board;
 • oversee director orientation and training;
 • oversee evaluation of the board, of boardcommittees and of each individual director;
 • determine an appropriate slate of nominees for election;
 • develop and recommend corporate governanceprinciples for adoption by the full board; and
 • oversee CEO succession and approvemanagement succession planning for senior positions.
 In accordance with the NYSE proposals, the nominating/corporate governance committee must have a writtencharter19 that addresses:
 • the committee’s purpose—which, at minimum,must be to identify individuals qualified tobecome board members and to select, or torecommend that the board select, the directornominees for the next annual meeting ofshareholders; and develop and recommend to the board a set of corporate governanceprinciples applicable to the corporation;
 • the committee’s goals and responsibilities –which must reflect, at a minimum, the board’scriteria for selecting new directors, andoversight of the evaluation of the board and management; and
 • an annual performance evaluation of the committee.
 24 Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board
 Role of the Nominating/Corporate Governance CommitteeCompanies should have an entirely independent nominating/corporate governance committee to enhance the independence and quality of director nominees and the transparency and integrity of the nomination process. This committee also should take responsibility for shaping and overseeing all matters of corporate governance for the corporation.
 19 See Appendix 4 for a sample nominating/corporate governance commit-
 tee charter (General Electric Corporation).
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 The NYSE suggests that the nominating/corporate gover-nance committee charter should also address the followingitems: committee member qualifications; committee mem-ber appointment and removal; committee structure andoperations (including authority to delegate to subcommit-tees); and committee reporting to the board. NASDAQalso recognizes the importance of the process of selectingqualified independent directors in ensuring an effectiveboard of directors and believes that the process should be controlled by independent directors. Its corporate governance proposals require that director nominations beapproved by either an independent nominating committeeor by a majority of the independent directors.20
 Professional outside advice (for example, through anexecutive search firm) can “professionalize” the board’snominating process and be useful to widen the pool ofpotential candidates and affirm director independence.The NYSE’s proposed rules state the nominating/corpo-rate governance committee’s charter should give the
 nominating/corporate governance committee sole author-ity to retain and terminate any search firm to be used toidentify director candidates, including sole authority toapprove the search firm’s fees and other retention terms.Though legislation and stock exchange regulations makeclear the baselines for governance practices, the nominat-ing/governance committee of each board of directorsshould determine which additional governance practicesand committee responsibilities are necessary and that willbest suit the corporation’s business and corporate culture.
 20 A single non-independent director would be permitted to serve on an
 independent nominating committee if: (1) the individual is a shareholder
 owning more than 20 percent of the issuer’s securities (even if that per-
 son is also an officer of the company); or (2) pursuant to “exceptional
 and limited circumstances.” An “exceptional and limited circumstances”
 exception is available for an individual who is not an officer, current
 employee, or a family member of such a person. Additionally, such an
 exception may only be implemented following a determination by the
 board that the individual’s service on the committee is in the best inter-
 ests of the company and its shareholders. The issuer is also required to
 disclose the use of such an exception in the next annual proxy state-
 ment, as well as the nature of the individual’s relationship to the com-
 pany and the basis for the board’s determination.
 The Commission on Public Trust’s Recommendation
 Every board should establish a nominating/governance
 committee composed of independent directors. This committee
 should monitor all governance matters for the board, as well as be
 responsible for nominating qualified candidates to stand for election.
 Source: Commission on Public Trust, Executive Summary: Findings and Recommendations,
 The Conference Board , 2003, p. 9.
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 Companies should have an independent compensationcommittee, composed solely of directors who are free of material relationships with the company (except forcompensation received in their role as directors) and itsmanagement and who can act independently of manage-ment in carrying out their responsibilities. Under theproposed NYSE rules, all listed companies would berequired to have a compensation committee composedentirely of independent directors. NASDAQ’s proposedrules do not expressly require companies to have a com-pensation committee if compensation decisions are madeby a majority of independent directors. If a companydoes have a compensation committee, a single, non-inde-pendent director may serve on the committee subject toan “exceptional and limited circumstances” exception.21
 The compensation committee should vigorously exercisecontinuous oversight over all matters of executive com-pensation policy and all aspects of executive officers’compensation arrangements and perquisites. In addition,the chair of the compensation committee should “takeownership” of the compensation committee’s activitiesand be available at shareholders’ meetings to responddirectly to questions about executive compensation.
 The proposed NYSE rules would require the compensa-tion committee to have a charter addressing its purpose,which, at a minimum, must be to discharge the board’sresponsibilities relating to compensation of the com-pany’s executives, and to produce an annual report onexecutive compensation for inclusion in the company’sproxy statement, in accordance with applicable rules andregulations. The compensation committee charter shouldalso address committee member qualifications, commit-tee member appointment and removal, committee struc-ture and operations (including authority to delegate tosubcommittees), and committee reporting to the board.The minimum duties for the compensation committeeshould include:
 • reviewing and approving CEO compensationand evaluating and setting CEO compensationbased on meeting performance goals; and
 • making recommendations to the board withrespect to incentive and equity-basedcompensation plans.
 Role of the Compensation CommitteeCompanies should have an entirely independent compensation committee that should take primary responsibility for ensuring that the compensation programs, and values transferred to management through cash pay, stock, and stock-based awards, are fair and appropriate to attract, retain, and motivate management, and are reasonable in view of company economics, and of the relevant practices of other, similar companies. The committee should also recognize the potential conflict of interest in management’s recommending its own compensation levels.
 21 Available for an individual who is not an officer or current employee or
 family member of such a person. The exception may only be implemented
 following a determination by the board that the individual’s service on the
 committee is in the best interests of the company and shareholders. The
 company must disclose the use of such an exception in the next annual
 proxy statement, including the nature of the individual’s relationship to
 the company and the basis for the board’s determination.
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 The compensation committee should hold executive sessions as required (for example, to determine CEO pay and stock option grants), and the committee shouldexercise its power to schedule meetings and set its own agenda.
 Compensation policies set by the committee shouldinclude compensation arrangements that link compensa-tion to long-term company performance and strategicgoals. Such incentives should be linked to strategic performance measurements such as cost of capital,return on equity, economic value added, compliancegoals, quality improvements, etc., and awards should be linked to achievement of specific strategic goals.
 The compensation committee should exercise indepen-dent judgment in determining the proper levels and typesof compensation to be paid unconstrained by industrymedian compensation statistics or by the company’s ownpast compensation practices and levels. The committeeshould also be mindful of the differences in compensa-tion levels throughout the corporation in setting seniorexecutive compensation levels. The proposed NYSErules specify that, in determining the long-term incentivecomponent of CEO compensation, the committee shouldconsider the company’s performance and relative share-holder return, the value of similar incentive awards toCEOs at comparable companies, and the awards given to the listed company’s CEO in past years.
 No compensation arrangement should be permitted thatcreates an incentive for top executives to act contrary to the company’s best interests or which could be inter-preted as an attempt to circumvent either the require-ments or the spirit of the law or accounting rules.Similarly, the compensation committee should approveany compensation arrangement for a senior executiveofficer involving any subsidiary, special purpose entityor other affiliate. Because of the significant potential forconflicts of interest, these compensation arrangementsshould be permitted only in very special circumstances.
 If the compensation committee retains any outside consultants who advise it, then the outside consultantsshould report solely to the committee. The proposedNYSE rules state the compensation committee chartershould give that committee sole authority to retain andterminate the consulting firm, including sole authority to approve the firm’s fees and other retention terms.
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 1 The compensation committee should exercise
 independent judgment in determining the proper levels
 and types of executive compensation to be paid
 unconstrained by industry median compensation
 statistics or by the company’s own past compensation
 practices and levels. The committee should also be
 mindful of the differences in compensation levels
 throughout the corporation in setting senior executive
 compensation levels.
 2 The compensation committee should retain any outside
 consultants who advise it. The outside consultants
 should report solely to the committee.
 3 Performance-based compensation tied to specific goals
 can be a powerful and effective tool to advance the
 business interests of the corporation. The use of
 performance-based compensation tools should be
 encouraged in a balanced and cost-effective manner.
 4 The compensation committee should establish, with
 the concurrence of the board, performance-based
 incentives that support and reinforce the corporation’s
 long-term strategic goals set by the board. Examples of
 these goals include cost of capital, return on equity,
 economic value added, market share, quality goals,
 compliance goals, environment goals, revenue and
 profit growth, cost containment, cash management,
 etc. The award of these incentives should be linked to
 achievement of specific strategic goals.
 5 The compensation committee should be responsible
 for all aspects of executive officers’ compensation
 arrangements and perquisites, including approval of all
 employment, retention, and severance agreements.
 The compensation committee should approve any
 compensation arrangement for a senior executive
 officer involving any subsidiary, special purpose entity
 or other affiliate, and they should be disclosed in filings
 with the SEC.
 6 Compensation policies should encourage a meaningful
 financial stake in the corporation through long term
 “acquire and hold” practices by key executives and
 directors. This practice provides an additional incentive
 to serve the long-term best interests of the
 corporation.
 7 Compensation decisions should be based on the
 effectiveness of various forms of compensation to
 achieve company goals and their respective relative
 costs, rather than simply on their accounting
 treatment.a The costs associated with equity-based
 compensation should be reported on a uniform and
 consistent basis by all public companies in order to
 provide clear and understandable comparability.
 8 Fixed-price stock options should be expensed on
 financial statements of public companies.b The costs
 associated with equity-based compensation should be
 reported on a uniform and consistent basis by all public
 companies in order to provide clear and understandable
 comparability. In addition, the compensation
 committee must disclose in conspicuous ways the
 effective costs passed on to shareholders through
 dilution or share repurchases to limit dilution.
 9 Shareholders should have control over potential
 equity dilution resulting from compensation practices.
 Existing equity compensation arrangements should
 not be materially modified, including the repricing
 of options, without shareholder approval.
 10 Companies should make conspicuous disclosure of
 the size, costs, and effects of stock options on both
 earnings per share after dilution and the proportion of
 future shareholder value that such equity compensation
 plans would provide to executives and employees.
 A corporation’s public disclosures should include a
 conspicuous statement highlighting both earnings
 per share after dilution and the proportion of future
 shareholder value that equity-based compensation
 plans would provide to executives and employees. Such
 disclosure should be in plain English and in plain sight.
 11 Executive officers should be required to give advance
 public notice of their intention to dispose directly or
 indirectly (e.g., by hedging or other similar arrangement)
 of the corporation’s equity securities. In this connection,
 the compensation committee, with the assistance of
 experts as required, should develop and publish
 appropriate methods by which disclosure of such
 intentions must be made.
 Source: Commission on Public Trust, Executive Summary: Findings and
 Recommendations, The Conference Board , 2003, pp. 6-7.
 a The Commission on Public Trust recognizes that accounting expertise
 and standards-setting authority resides with bodies such as the Financial
 Accounting Standards Board (FASB) and the International Accounting
 Standards Board (IASB) and urges these bodies to move expeditiously to
 determine appropriate accounting treatment for equity-based compensa-
 tion consistent with the Commission on Public Trust’s recommendations.
 b Commissioners Volcker and Grove dissented (see pp. 13-14 of Report).
 The full text of the Commission on Public Trust’s report and recommen-
 dations can be found at www.conference-board.org/knowledge/
 governCommission.cfm
 The Commission on Public Trust’s Key Recommendations on Executive Compensation
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 These companies view the potential benefits of a CGOposition as helping to:
 • facilitate board processes;
 • promote communication internally and withshareholders and stakeholders to identify andmitigate governance-related risks; and
 • demonstrate a commitment to corporategovernance (and thereby instill confidence inshareholders and other stakeholders).
 In general, the CGO would assume a portion of the corporate governance-related functions of the chief executive, general counsel, corporate secretary, head ofinvestor relations and other corporate officers, therebyallowing these officers more time to focus on their coreresponsibilities. The CGO would also help to ensureimportant governance-related responsibilities of corporateofficers do not “fall between the cracks,” and would pro-mote accountability since these functions would largelybe centralized in one position. Companies will, however,need to consider specific responsibilities, reporting lines,and specific titles to match their own unique situations.
 Specific duties of the CGO position might include:
 • Liaising with external consultants, theinstitutional investor community, corporategovernance ratings agencies and others outsidethe company on matters concerning corporategovernance, and communicating governance-related concerns from external parties to seniormanagement and the board.
 • Helping to ensure adherence to corporategovernance and ethics policies and keycommittee charters.
 • Facilitating board processes, including agendasetting and timely distribution, facilitatingcommunication across committees and frommanagement, helping the board focus on itsresponsibilities, and assisting with board anddirector performance evaluations.
 • Keeping directors and senior managementcurrent on the latest corporate governance issues and trends and speaking authoritativelyon governance-related issues.
 • Assisting with recruitment and training ofindependent directors and offering continuingsupport once on board.
 • Serving as part of the team that meets withinsurance underwriters in connection withsecuring directors and officers (D&O) liabilityinsurance and related forms of liability coverage,such as employment practices liability insurance.
 • Communicating with employees regardingpotential corporate governance-related concerns.
 The CGO position should be of sufficiently high statureand credibility to have direct access to the Chairman, the CEO, and other corporate officers and board mem-bers when needed. Tone at the top is therefore vital inensuring the success of the position. The personality of the individual filling the position is also critical. TheCGO needs to be able to work well with managementand board members, foster a sense of trust among them,and be able to communicate effectively both internallyand externally.
 Chief Governance Officer22
 Considering the increased corporate governance-related responsibilities, greater director liability and heightened investor, stakeholder and public concern in the wake of Sarbanes-Oxley and the major U.S. stock exchange proposals, a growing number of companies are considering the appointment of a chief governance officer (CGO).
 22 Relatively few companies make a formal designation for chief governance
 officer (CGO) because governance authority is generally spread among
 offices of legal counsel and corporate secretary. The formal designation
 is less important than whether the functions of a chief governance officer
 are accomplished. Most important is whether corporate governance rises
 to the board level, governance functions are coordinated among depart-
 ments and are accorded sufficient importance within the company.
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 The board should have a limited number of “dashboard”measures of success to make certain that the company ison track to meet its goals or to highlight areas that mayrequire additional attention. These measures shouldinclude both traditional financial (quantitative) and non-financial (qualitative) measures (see box) and should bebuilt into the strategic performance measurement system.Certain new metrics (and the methods to collect them)may have to be created, but many companies are alreadycollecting much of the data they require to track strategicperformance measurements.
 Consensus among boards, management and other com-pany personnel as to which measures track the strategicsuccess of the company is just as important as which
 measures are actually chosen. These measures should be appropriate for the level of oversight responsibility.For example, a senior executive would be responsiblefor broad oversight of a particular area while a line manager would have responsibility for tracking specificperformance goals within his or her responsibilities.
 While it is the board who should oversee management’sdevelopment of the measurements the company will useto evaluate performance, it is the CEO and the executivemanagement team who have responsibility for drivingthe measures and goals down into the organization. Theboard should provide input to the policy framework andthen review management implementation regularly.
 Measuring Company PerformanceThe board must devise ways to effectively and continuously monitor the company’s progress against the stated goals. Strategic performance measures that track both financial and non-financialprogress (such as quality improvements, intellectual capital, customer satisfaction, etc.) are critical to understanding the strategic direction of the company and to monitoring its progress.
 Financial Measures
 Sales
 Pretax profits
 Rate of return on investment
 Stock price appreciation
 Earnings per share
 EVA (net cash return on equity capital, measured by
 taking a company’s after-tax operating profit, deducting
 its weighted cost of capital, then multiplying the result
 by the company’s total capital)
 MVA (difference between the total market value
 [the amount investors have put into the company] and
 show how much wealth has been created [or destroyed]
 over the lifetime of the company)
 Nonfinancial or “Strategic” Measures
 Quality of output
 Customer satisfaction/retention
 Employee turnover
 Employee training
 Level of intellectual capital
 R&D investments
 R&D productivity
 New product development
 Market growth/success
 Environmental compliance
 Other measures specific to each company
 Source: Carolyn Kay Brancato, Institutional Investors and Corporate Governance: BestPractices for Increasing Corporate Value (Chicago: Business One Irwin, 1998), p.45.
 Financial and Nonfinancial or “Strategic” Performance Measures
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 Such performance measurements may also be used asthe basis for considering executive and employee perfor-mance bonuses or other stock-based incentive plans.Compensation plans may include performance measures
 reflecting not only the company’s overall achievements, but also specific contributions within the executive’s oremployee’s scope of influence.
 Link measurements to value
 drivers, strategies and tactics
 • Key drivers of shareholder value
 need to be clearly defined and
 understood
 • Measures should support and
 link to the drivers of shareholder
 value
 • Measures should be derived
 from and directly linked to
 strategies and tactics and
 should be amended when
 strategies change
 Balance measurements across
 scorecard and key processes
 • Measurement sets should be
 balanced across the key
 scorecard categories such as
 operations, customer, employee,
 and finance/shareholder
 • Measurement sets should be
 balanced across the key value
 chain processes for the
 company
 Balance measurement
 viewpoint
 • Measurement sets should
 highlight predictive, process-
 oriented measures as well as
 results-oriented measures
 (leading and lagging)
 • Measurement sets should be
 both internally and externally
 focused
 Use a reliable measurement
 selection process
 • A small set of measures should
 be selected using a structured
 approach that builds consensus
 • Measures should be easy to
 understand, linked to strategies
 and support current business
 processes
 • Appropriate measures should
 be selected for each level
 of the organization
 Set and monitor goals
 • Quantifiable goals or targets
 should be set for all measure-
 ments at least annually
 • Progress toward achieving
 goals should be assessed and
 commented on regularly
 • Measures should be externally
 benchmarked wherever possible
 Ensure consistent measure-
 ment and reporting
 • Measures should use consistent
 definitions across locations or
 groups
 • Reports should be formatted
 using consistent organizational
 dimensions (e.g., function,
 geography), presentation,
 level of detail and time periods
 Automate measurement
 and reporting
 • Measures and reports should be
 automated and should support
 drill down and aggregation
 capabilities
 • Data warehousing and data
 mining alternatives should be
 utilized where appropriate
 for reporting measures and
 performing detailed cause
 and effect analysis
 • Shareholder value modeling
 should be performed to
 determine optimal performance
 alternatives
 • Systems should highlight control
 limits and exception reporting
 where possible
 Link measurement
 to compensation
 • Measures that support the
 key drivers of value and
 strategies should be linked
 to the compensation system
 for a wide range of employees
 • Compensation programs should
 emphasize both unit and overall
 company performance
 Source: PricewaterhouseCoopers, Corporate
 Governance and the Board – What Works Best?,
 May 2000, p. 32.
 Core Principles Underlying Effective Performance Measurement
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 Accountability is an important element of board effec-tiveness. While shareholders elect the directors, theylikely lack sufficient knowledge of the inner workings ofthe boardroom to properly perform any or all of the threetiers of evaluation. Therefore, boards should develop anddisclose their mechanisms and processes to annuallyevaluate, the performance of the board as a whole, theperformance of each board committee, and the perfor-mance of each individual director.
 There is no “one size fits all” approach to evaluating the performance of the board, its committees and individ-ual directors. Therefore, the board of each corporationshould determine a process of evaluation that best satis-fies its needs. At a minimum, the director performanceevaluation process should ensure that each director meetsthe board’s qualifications for membership when the direc-tor is nominated or re-nominated to the board. Evaluationof the board and committees should also determinewhether each has fulfilled its basic, required functions.Especially important is the board’s role in the evaluationof the independence of outside directors.
 Under the proposed NYSE rules, boards are required to conduct a self-evaluation23 at least annually todetermine whether the board and board committees are functioning effectively. The mechanisms adopted by the company should be addressed in the company’scorporate governance guidelines, which would be madepublicly available.
 Elements of a successful board and director evaluation process:
 1 It will be controlled by the outside directors.
 • Affirms the board’s autonomy to set and applyits own standards.
 • Enables acknowledgement of each member’sdistinctive capabilities.
 2 It will be confidential and collegial.
 • The process itself depends on atmosphere ofcandor and trust.
 • Confidentiality will encourage openness andcooperation.
 3 Someone (in conjunction with Chairman) will champion the process and share the results, such as:
 • a Non-CEO chairman;
 • the lead Independent Director or equivalent; or
 • the head of the nominating/governancecommittee.
 Board and Director Performance EvaluationAll directors, management, and employees should be evaluated on an annual basis. In this context, corporations should consider a three-tier director evaluation mechanism which includes a means to evaluate the performance of the board as a whole, the performance of each committee, and the performance of each individual director.
 23 See Appendix 5 for a sample director self-evaluation worksheet.
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 4 It will identify needed areas of improvement in areassuch as:
 • the balance of power between the board andmanagement;
 • focusing the board more on long-term strategy;
 • more effectively fulfilling the board’s oversightresponsibilities;
 • the adequacy of committee structures; and
 • whether the evaluation process itself needs to be updated.
 5 Individual director performance will also be evaluated.
 • It will be done through self-assessment and peer review.
 • It will take into account specific board roles.
 • It will be used to determine suitability for re-election.
 • It will include consideration of independence,level of contribution, and attendance.
 The Commission on Public Trust’s Recommendation
 Each board should develop a three-tier director evaluation mechanism. This should include evaluation of
 the performance of the board as a whole, the performance of each committee, and the performance of each
 individual director, as necessary. At a minimum, director evaluation should ensure that each director meets
 the board’s qualifications for membership when the director is nominated or renominated to the board.
 Source: Commission on Public Trust, Executive Summary: Findings and Recommendations, The Conference Board , 2003, p. 10.
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 A successful succession planning process will:
 • be a continuous process;
 • be driven and controlled by the board;
 • involve CEO input;
 • be easily executable in the event of a crisis;
 • consider succession requirements based oncorporate strategy;
 • be geared toward finding the right leader at theright time;
 • develop talent pools at lower levels; and
 • avoid a “horse race” mentality that may lead to theloss of key deputies when the new CEO is chosen.
 As with director candidates, boards may find it increas-ingly difficult to attract and retain qualified CEOs in thewake of the many recent, high-profile corporate scan-dals. Short-term profit pressures continue to shorten thelifespan of sitting CEOs, and greater public and share-holder scrutiny along with new civil and criminal liabil-ity fears may make CEO candidates more reluctant aboutjoining new companies and thereby diminish the pool ofqualified candidates. These pressures exemplify the needto have a carefully considered succession planningprocess in place and talent pools developed on lowerrungs of the corporate ladder.
 Succession Planning and Leadership DevelopmentHiring the CEO and planning for CEO succession are two primary responsibilities of the board. The board should institute a CEO succession plan and selection process, through an independent committee or overseen by a designated director or directors.
 Formal evaluation of the Chairman
 and the Chief Executive Officer
 The full Board (independent Directors) should make
 this evaluation annually, and it should be communicated
 to the Chairman and the Chief Executive Officer by the
 Chairman of the Committee on Director Affairs. The eval-
 uation should be based on objective criteria including
 performance of the business, accomplishment of long-
 term strategic objectives, development of management,
 etc. The evaluation will be used by the Executive
 Compensation Committee in the course of its
 deliberations when considering the compensation
 of the Chairman and the Chief Executive Officer.
 Succession planning
 There should be an annual report by the Chief Executive
 Officer to the Board on succession planning.
 There should also be available, on a continuing basis,
 the Chairman’s and the Chief Executive Officer’s recom-
 mendation as a successor should he/she be unexpect-
 edly disabled.
 Management development
 There should be an annual report to the Board by the
 Chief Executive Officer on the Company’s program for
 management development.
 This report should be given to the Board at the same
 time as the succession planning report noted previously.
 General Motors’ Corporate Governance Guidelines: Leadership Development
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 The NYSE’s proposals state that companies shoulddevelop policies for succession planning in the com-pany’s corporate governance guidelines. These plansshould include policies and principles for CEO selectionand performance review,24 as well as policies regardingsuccession in the event of an emergency or the retire-ment of the CEO.
 The board may wish to seek outside advice and expertiseto assist with the succession planning process and tobenchmark against outside talent and peers. Where asearch committee has been charged with the task, theentire board, especially the independent directors, shouldbe involved.
 Once a new CEO has been appointed, the whole board is responsible for helping that individual to assimilate totheir new role. A new CEO needs to be informed of theboard’s expectations in terms of performance as well ascommunication. Asking questions such as: Which deci-sions do directors need to know about? What level ofdetail will they require?
 24 See Appendix 6 for a sample CEO evaluation worksheet.
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The Sarbanes-Oxley Act has defined the audit committeeas “A committee (or equivalent body) established by andamongst the board of directors of an issuer for the pur-pose of overseeing the accounting and financial report-ing processes of the issuer; and audits of the financialstatements of the issuer.” The Act sets out requirementsfor audit committees in the following areas:25
 • the audit committee is responsible for theappointment, compensation and oversight of anyregistered public accounting firm employed bythe company employed for audit and relatedwork, including the resolution of anydisagreements between management and theoutside auditors regarding financial reporting;
 • external auditors must report directly to theaudit committee;
 • each member must be an independent26 boardmember;
 • the audit committee must establish proceduresfor the receipt and treatment of complaintsregarding auditing, internal accounting andaccounting matters, and the confidential
 submission of concerns by employees (“whistle blowers”) regarding questionableaccounting or auditing practices;
 • the audit committee is empowered to engageindependent counsel and other advisors at itsdiscretion; and
 • the audit committee can require the company to provide appropriate funding for the paymentof compensation to the registered publicaccounting firm hired to prepare an audit reportand any other advisors employed by the auditcommittee.
 The NYSE proposals require companies to have a standing audit committee composed of a minimum ofthree directors and increase the responsibilities of theaudit committees, granting it sole authority to hire andfire independent auditors and pre-approve all non-auditservices it provides. At a minimum, committees mustassist board oversight of the integrity of the financialstatements; compliance with legal and regulatoryrequirements; qualifications and independence of theinternal auditor and the performance of both the internalaudit function and independent auditors. Committees arealso charged with preparing the SEC-required AuditCommittee Report to Shareholders that must be includedin the company’s proxy.
 36 Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board
 Audit PracticesAudit Committee Role and ResponsibilitiesThe audit committee plays a critical role, standing at the intersection of management, independent auditors, internal auditors, and the board of directors. In the wake of the corporate scandals, the new challenge for audit committees will be to fulfill all of the new duties and responsibilities assigned it under legislation and exchange rules and to shift to a more proactive oversight role. Audit committees therefore need to ensure accountability on the part of management, the internal and external auditors, make certain all groups involved in the financial reporting and internal controls process understand their roles, gain input from the internal auditors, external auditors and outside experts when needed, and safeguard the overall objectivity of the financial reporting and internal controls processes.
 25 Subject to SEC elaboration no later than April 26, 2003.
 26 Defined under the Act (for audit committee purposes) as a director
 who is neither affiliated with the issuer or subsidiary and who does not
 receive compensation (including consulting and advisory fees) from
 the issuer other than for board or audit committee service.
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 NASDAQ’s proposed rules harmonize its listing stan-dards with the Sarbanes-Oxley Act by requiring auditcommittees to:
 • have the sole authority to appoint, determinefunding for and oversee outside auditors;
 • approve permissible non-audit services by theauditor in advance;
 • review and approve related party transactions;and
 • engage and determine funding for independentcounsel and other advisors and establishprocedures for the receipt, retention andtreatment of complaints received by thecompany regarding accounting, internalaccounting controls or auditing matters.
 1 Recognize that the dynamics of each company, board,
 and audit committee are unique—one size does not fit
 all.
 2 The board must ensure that the audit committee
 comprises the “right” individuals to provide
 independent and objective oversight.
 3 The board and audit committee must continually
 assert that, and assess whether, the “tone at the top”
 embodies insistence on integrity and accuracy in
 financial reporting.
 4 The audit committee must demand and continually
 reinforce the “direct responsibility” of the external
 auditor to the board and audit committee as
 representatives of shareholders.
 5 Audit committees must implement a process that
 supports their understanding and monitoring of:
 • the specific role of the audit committee in relation
 to the specific roles of the other participants in
 the financial reporting process (oversight);
 • critical financial reporting risks;
 • effectiveness of financial reporting controls;
 • independence, accountability, and effectiveness
 of the external auditor; and
 • transparency of financial reporting.
 Note: The full text of Basic Principles for Audit Committees has been reprinted as
 Appendix 7 to this publication.
 Source: KPMG Audit Committee Institute, Basic Principles for Audit Committees, 2002.
 Summary of KPMG’s Basic Principles for Audit Committees
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 A carefully-constructed audit committee charter will:
 • delineate responsibilities of the board and thoseof the audit committee;
 • cover important areas such as structure, process, and membership;
 • incorporate new legal and exchangerequirements;
 • assert the committee’s authority to hire and fireinternal auditors and external advisors to theaudit committee;
 • be regularly refreshed, usually on an annualbasis; and
 • be disclosed to shareholders to promotetransparency.27
 The NYSE proposals require the audit committee tohave a written charter that addresses the committee’spurpose. At a minimum, the audit committee shouldassist board oversight of: (1) the integrity of the com-pany’s financial statements, (2) the company’s compli-ance with legal and regulatory requirements, (3) theindependent auditor’s qualifications and independence,and (4) the performance of the company’s internal auditfunction and independent auditors. The charter shouldalso set out the duties and responsibilities of the auditcommittee – which, at minimum, should be to:
 • retain and terminate the company’s independentauditors (subject, if applicable, to shareholderratification);
 • at least annually, obtain and review a report by the independent auditor describing: (1) thefirm’s internal quality-control procedures; (2) any material issues raised by the most recentinternal quality-control review, or peer review,of the firm, or by any inquiry or investigation bygovernmental or professional authorities, withinthe preceding five years, and any steps taken to deal with any such issues; and (3) allrelationships between the independent auditorand the company (to assess the auditor’sindependence);
 Audit Committee CharterThe audit committee should have a charter in place that sets out guidelines for the duties of the audit committee versus those of the full board. It should be reviewed, at least on an annual basis. By elaborating on the basic duties of the audit committee, the charter serves to help both the full board and committee members understand their obligations and the general boundaries in which they will operate and will ensure compliance with new legal and exchange requirements.
 27 See Appendix 7 for a sample audit committee charter and duties check-
 list (Microsoft Corporation).
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 • discuss the annual audited financial statementsand quarterly financial statements withmanagement and the independent auditor;
 • discuss earnings press releases, as well asfinancial information and earnings guidanceprovided to analysts and rating agencies;
 • as appropriate, obtain advice and assistancefrom outside legal, accounting, or otheradvisors;
 • discuss policies with respect to risk assessmentand risk management;
 • meet separately, with management, with internalauditors (or other personnel responsible for theinternal audit function) and with independentauditors on a periodic basis;
 • review with the independent auditor any auditproblems or difficulties and management’sresponse;
 • set clear hiring policies for employees or formeremployees of the independent auditors;
 • report regularly to the board of directors; and
 • review annually the performance of the auditcommittee.
 NASDAQ’s proposals require the audit committee tohave a written charter that outlines the scope of the com-mittee’s responsibilities (including structure, processes,and membership requirements), including all requiredduties under the Sarbanes-Oxley Act. The charter shouldalso specify the audit committee’s responsibility forensuring the receipt from the external auditor of a formal,written statement delineating all relationships betweenthe auditor and the company and for actively ensuring the audit committee take action to safeguard the indepen-dence of the external auditors. The committee mustassess annually the need for revisions to the charter.
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 As with membership on the full board, independencefrom management, in both fact and perception by thepublic, is essential. An independent committee greatlyincreases the objectivity and therefore the overall effec-tiveness of the committee. Perhaps the most importantaspects of independence include: (1) having the will andthe ability (in terms of knowledge and expertise) to askthe hard questions required to provide effective over-sight; and (2) having the character and integrity, in gen-eral and especially in dealing with potential conflicts ofinterest situations.
 The NYSE requires each company to have, at a mini-mum, a three-person audit committee composed entirelyof independent directors. Beyond the NYSE’s standarddefinition of independence,28 audit committee membersare subject to the requirement, under the Sarbanes-OxleyAct, that directors’ fees are the only compensation mem-bers can receive from the company. An audit committeemember may receive his or her fee in cash and/or com-pany stock or options or other in-kind considerationordinarily available to directors, as well as all of the regular benefits that other directors receive. Because of the significantly greater time commitment of auditcommittee members, the NYSE proposal states they mayreceive compensation greater than that paid to the otherdirectors (as may other directors for time-consumingcommittee work). The NYSE proposal, however, disallows the following forms of compensation:
 • fees paid directly or indirectly for services as aconsultant or a legal or financial advisor,regardless of the amount; and
 • compensation paid to such a director’s firm forsuch consulting or advisory services even if thedirector is not the actual service provider.29
 The Sarbanes-Oxley Act requires30 that every member ofthe audit committee must be unaffiliated31 with the com-pany. NASDAQ’s proposals state that directors cannotserve on an audit committee if they are deemed an affili-ated person of the issuer or any subsidiary. Members areprohibited from owning more than 20 percent of theissuer’s voting securities, or such lower threshold as maybe established by the SEC in its rulemaking. Committeemembers are required to meet NASDAQ’s new indepen-dence requirements.32 Also, they should not receive pay-ment other than that for board and committee service.
 True independence, of course, is hard to define. The definition of independence must assume the ability tomake objective decisions that may be in conflict with the interests of management. It is up to the board todecide on the integrity and independence of an auditcommittee candidate, so every member’s appointment is an occasion for careful deliberation.33
 Audit Committee Composition and IndependenceGiven the audit committee’s place at the intersection of management, independent auditors, internal auditors, and the board of directors and its responsibility for overseeing the financial reporting process, boards need to ensure committee members have the requisite independence and expertise to ensure the objectivity and overall effectiveness of the committee.
 29 Under the NYSE proposals, foreign private issuers would be required to
 comply with the independence standards for audit committee members
 in Section 301 of the Sarbanes-Oxley Act, which requires that the NYSE
 mandate compliance with these standards as a condition of listing.
 However, foreign private issuers would not be required to comply with
 any additional NYSE independence standards and could instead continue
 to disclose significant ways in which their home-country corporate gover-
 nance practices differ from those of domestic listed companies.
 30 Effective upon SEC action of implementing rules; can be no later than
 270 days after July 30, 2002.
 31 Defined under the Act as a director who is neither affiliated with the
 issuer or subsidiary and who does not receive compensation (including
 consulting and advisory fees) from the issuer other than for board or
 audit committee service.
 32 See p. 19 for a detailed list of NASDAQ’s proposed independence
 requirements.
 33 KPMG LLP, Shaping the Audit Committee Agenda, 1999, p. 34.
 28 See p. 18-19 for a detailed list of the NYSE’s proposed independence
 requirements.
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 Knowledge and skills As with the full board, committeemembers should have the requisite skill sets to ensurethey can make a valuable contribution. Ideally, memberswill possess core competencies such as a broad businessbackground, knowledge of the company’s operations andindustry knowledge, along with specific skills such asaccounting expertise. Additionally, upon appointment tothe board, committee members should receive an orien-tation covering such topics as key risks and accountingpolicies as well as ongoing development and education.
 Commitment Audit committee members should ensurethey can devote the time and energy required for serviceon the committee. The NYSE proposals state eachprospective member should examine carefully existingobligations, and in particular, other committee member-ships, before joining an audit committee. The proposalsrequire boards to determine that a prospective member’sother audit committee memberships are not an impedi-ment to committee service if the prospective memberserves simultaneously on the audit committee of morethan three public companies and disclose such determi-nations in the proxy.
 Financial expertise Since the audit committee has over-sight responsibility for the financial reporting process,knowledge of financial statements and accounting isimportant. For this reason, the major U.S. stockexchanges have traditionally built in requirements thatmembers possess financial “literacy” and more recently,that one member should possess financial “expertise.”Many feel, however, that although financial literacy is important, the ability and willingness of committeemembers to ask the tough questions of management is of greater importance.
 The SEC, in its final rule implementing the requirementsof the Sarbanes-Oxley Act requires issuers to disclosewhether the audit committee has or does not have atleast one “audit committee financial expert”34 (and ifnot, why not), the name of the audit committee financialexpert, (if applicable) and whether the audit committeefinancial expert is independent of management. The rulealso defines the qualifications of the audit committeefinancial expert as having all of the following attributes:
 • An understanding of generally acceptedaccounting principles and financial statements.
 • The ability to assess the general application ofsuch principles in connection with theaccounting for estimates, accruals and reserves.
 • Experience preparing, auditing, analyzing, orevaluating financial statements that present abreadth and level of complexity of accountingissues that are generally comparable to thebreadth and complexity of issues that canreasonably be expected to be raised by theregistrant’s financial statements, or experienceactively supervising one or more personsengaged in such activities.
 • An understanding of internal controls andprocedures for financial reporting.
 • An understanding of audit committee functions.
 34 The SEC final rule No. 34-47262 (Final Rule: Certification of Management
 Investment Company Shareholder Reports and Designation of Certified
 Shareholder Reports as Exchange Act Periodic Reporting Forms;
 Disclosure Required by Sections 406 and 407 of the Sarbanes-Oxley Act
 of 2002, January 27, 2003) introduced the term “audit committee finan-
 cial expert” to make clear that the financial expertise functions are rele-
 vant to the audit committee. The SEC notes this term suggests more
 pointedly that the designated person has characteristics that are particu-
 larly relevant to the functions of the audit committee, such as: a thor-
 ough understanding of the audit committee’s oversight role; expertise in
 accounting matters as well as understanding of financial statements; and
 the ability to ask the right questions to determine whether the company’s
 financial statements are complete and accurate.
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 Under the final rules, the person must have acquired such attributes through any one or more of the following:
 1 Education and experience as a principal financial officer, principal accounting officer, controller, public accountant or auditor or experience in one or more positions that involve the performance of similar functions;
 2 Experience actively supervising a principal financial officer, principal accounting officer, controller, public accountant, auditor or person performing similar functions;
 3 Experience overseeing or assessing the performance of companies or public accountants with respect to the preparation, auditing or evaluation of financial statements; or
 4 Other relevant experience.
 The Commission on Public Trust’s Recommendations
 Audit Committees should be vigorous in complying with the numerous new requirements imposed by the
 Sarbanes-Oxley Act and by the proposed listing standards of the New York Stock Exchange. Boards should
 not underestimate these new requirements with respect to Audit Committees and should devote sufficient
 resources and time to implement them. Members of the Audit Committee must be independent and have both
 knowledge and experience in auditing financial matters. Also, the board should understand the obligations
 under the Act that the company must disclose whether or not one or more members of the audit committee
 qualify as financial experts within the meaning of regulations promulgated pursuant to the Act and, if not, why not.
 There should be an orientation program for each member of the Audit Committee. Members of the Audit
 Committee should participate regularly in continuing education programs. Compliance with the Sarbanes-Oxley
 Act will require scrutiny and evaluation by top management and the board of issues such as the company’s
 control environment, business risks, information and communication systems, and monitoring processes.
 Source: Commission on Public Trust, Executive Summary: Findings and Recommendations, The Conference Board, 2003, p. 11.
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 As with the flow of information to the full board, the quality and timeliness of information to the auditcommittee provided by management plays a large part in determining the overall effectiveness of the auditcommittee. A Spring 2002 KPMG survey found that 19.2 percent of respondents did not believe managementhad provided (the audit committee with) the informationto understand the critical accounting policies and judg-ments and estimates used in financial reporting.35 It isthe responsibility of the audit committee to make theinquires necessary to ensure they are receiving the infor-mation required to effectively provide oversight to thefinancial reporting process.
 Information the audit committee should obtain throughdiscussions with management and written reportsincludes:
 • Management’s assessments of the business risksthe company faces, and its planned responses tothose risks.
 • Controls over treasury activities, including cashmanagement, hedging, foreign currencytransactions, and use of new or unusual financialinstruments.
 • The legal environment, including the status ofpending lawsuits or administrative proceedingsand related accruals, if any, and the status ofproduct and environmental liability andwarranty reserves.
 • Industry-specific issues, such as regulatoryissues or information about the competitiveenvironment.
 • The effect new tax laws and other regulationsmay have on the company.
 • The company’s foreign operations, includinglocations, and controls over financial reporting.
 • Insurance coverage for directors and officers,and other related forms of liability insurancesuch as employment practices liabilityinsurance.
 • Extent of work performed for governments andcompliance with related contractual terms.
 • The company’s policies and procedures forreviewing officers’ expenses and perquisites.36
 Although committee members receive, and shouldexpect to receive, the bulk of their information frommanagement, they need to be able to receive it fromother sources, both internal and external, including theinternal and external auditors as well as external advisorswhen needed.
 Reporting to management and the board The audit committee chairman plays a key coordinating rolebetween the audit committee, board and internal andexternal auditors. The Chairperson should maintain close contact with the financial managers and the board to apprise them of audit committee developments. Theaudit committee chairman must also establish a goodworking relationship with the chief financial officer(CFO) to ensure effective information exchange on all relevant matters. The Chairperson should be in contactwith the external auditors and kept abreast of audit-related issues and consider the extent and frequency of communications with the head of internal audit.
 In order for the board to be informed of the work andfindings of the audit committee, the committee shouldreport to the board on a regular basis. The audit commit-tee chairman should also present a report to the fullboard at least annually covering the work and findings
 Audit Committee Communication and ReportingAs with the full board, the effectiveness of the audit committee ultimately depends on the quality and timeliness of information the committee has at its disposal, obtained through both formal and informal channels. The audit committee chairman should take responsibility for ensuring management and the board is apprised of audit committee developments.
 35 KPMG’s Audit Committee Quarterly, Fall 2002, p. 28. 36 PricewaterhouseCoopers, Audit Committee Effectiveness – What WorksBest?, November 2000, p. 17.
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 of the audit committee during the year. These reportsshould include an overview of significant discussionswith management, internal and external auditors, conclu-sions on the effectiveness of the internal audit function,and other key items. The committee should also considerproviding the board with meeting minutes to keep theboard apprised throughout the year.
 The NYSE’s proposals suggest that the audit committeeshould review with the full board any issues that arisewith respect to the quality or integrity of the company’sfinancial statements, the company’s compliance withlegal or regulatory requirements, the performance andindependence of the company’s independent auditors,and the performance of the internal audit function.
 Meetings As with meetings of the full board, careful plan-ning needs to go into the preparation of audit committeemeetings. Meetings should be structured to encouragemaximum participation and dialogue among participants.In addition to the audit committee members, participantsin these meetings commonly include the CFO or con-troller, and may include the CEO, other top management,and internal and external auditors as needed. Best practicegenerally calls for committees to meet at least four timesper year, usually coinciding with the reporting cycle. Asfor the length of these meetings, the acid test is whethercommittee members are satisfied they have thoroughlyaddressed all significant agenda items, without feelingundue pressure to rush discussions.37
 Private sessions Audit committee members should meetperiodically with management in private sessions to discuss sensitive matters such as the reappointment ordismissal of the external auditors. In addition, the auditcommittee should provide for executive sessions of committee members to promote open dialogue amongcommittee members and the free exchange of ideas andshould be scheduled at regular intervals. Private sessionswith management, and with the internal and externalauditors are also required in the NYSE proposals. Thecommittee also needs to build in a feedback mechanismwhereby someone—usually the committee chairman—can communicate any concerns raised to the CEO orCFO and ensure the concerns are addressed.
 Access to external advisors Audit committees shouldhave access, as needed, to external advisors without tiesto the management, including special counsel, consultingaccountants, and other advisors, and access to theseadvisors should be codified in the audit committee charter. These advisors can be useful to delve deeper into areas of concern to the audit committee, provideunbiased advice, and increase the overall effectiveness of the committee. For example, these advisors couldserve as a resource for the committee to evaluate andreport back to the committee on the numerous new tasksbeing allocated to it such as the hiring and firing of theindependent auditors, and to provide specialized experi-ence on the complex financial issues the committee mustconsider. However, these experts are not a substitute forthe audit committee fulfilling its duties.
 The Sarbanes-Oxley Act affirms the audit committee’saccess to external advisors. The NYSE proposals alsoallow audit committees to access outside legal counsel or other advisors as needed. NASDAQ’s proposals stateaudit committees must have authority to consult withand retain legal, accounting and other experts “in appro-priate circumstances.”
 37 PricewaterhouseCoopers, Audit Committee Effectiveness – What Works Best?, November 2000, p. 54.
 The Commission on Public Trust’s Recommendation
 The Audit Committee should, if necessary, retain professional
 advisors to assist it in carrying out its functions. These professional
 advisors should have no other ties to the company. Because of
 the scope and magnitude of their responsibilities, Audit Committee
 members may require additional expertise as well as additional
 staff assistance to fulfill their new responsibilities.
 Source: Commission on Public Trust, Executive Summary: Findings and Recommendations,
 The Conference Board, 2003, p. 12.
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 The NYSE proposals would require each company tohave an internal audit function. According to the NYSE,companies would not need to establish a separate inter-nal audit department or devote full-time employeeresources, only to have appropriate control measures in place to review and approve internal transactions and accounting. Companies would also be allowed tooutsource the function to an outside firm. If the functionis outsourced, the company should use a different firmthan the firm used for the external audit.
 Communication The audit committee requires informationfrom the internal auditors to gain an overview of thestrategic, operational, and financial risks facing the company and the assessment of the controls put in placeby management to manage these risks. The report fromthe internal auditors should be prepared periodically andbroadly address the adequacy of internal controls, ratherthan being limited to financial controls. The head of inter-nal audit should also, at least annually, present a report onthe state of the company’s internal control processes tosenior management and the audit committee.38
 Meetings and private sessions The head of internal auditshould have a direct reporting line to the audit commit-tee, including participating at audit committee meetingsand in private sessions. These meetings build trust andprovide a forum for issues to be raised. Meetings shouldbe held as a matter of course. Discussions with the inter-nal audit director may include issues such as areas ofprincipal concern to the audit director and performanceof the external auditors. Private meetings play an impor-tant role given the internal auditors’ unique role within
 the company—both employed by management but also reviewing management’s conduct. Private meetingsprovide a forum where issues can “bubble to the sur-face” and internal auditors can speak candidly abouttheir concerns. Conversely, audit committee membersneed to ask probing questions during these sessions toensure all relevant issues are surfaced.
 Ensuring independence The internal audit functionshould be structured to ensure operational independenceand should have full and direct access to the audit com-mittee and top management. In addition, the internalaudit director should report directly to the audit commit-tee. To promote independence, the Institute of InternalAuditors (IIA) recommends the audit committee includecertain provisions in its charter pertaining to the internalaudit function:
 • The audit committee should ensure the internalaudit function is structured in a manner thatachieves organizational independence andpermits full and unrestricted access to topmanagement.
 • The audit committee should review the internalaudit function’s charter and ensure unrestrictedaccess by internal auditors to records, personnel,and physical properties relevant to theperformance of the engagements.
 • The audit committee should review and approvethe annual internal auditing budget and assessthe appropriateness of the resources allocated tointernal auditing.
 Oversight—Internal AuditBoards should examine company practices relating to the internal audit function to ensure compliance with relevant legislation and exchange guidelines. Among other key issues, boards should ensure that: such a function exists within the company; the audit committee is receiving the requisite information from internal auditors such as key risks facing the company; the internal audit function is structured to promote operational independence; appropriate lines of communication exist between the internal auditors, management and the audit committee; and a forum is provided where internal auditors can raise concerns without fear of management retribution.
 38 Internal audit reporting to senior management and the audit committee
 is discussed in greater detail on page 43-44.
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 • Decisions regarding hiring or termination of the Chief Audit Executive (CAE) shouldrequire endorsement by the chairman of the audit committee.
 • The chairman of the audit committee should also be appropriately involved in theperformance evaluation and compensationdecisions related to the CAE.
 • The audit committee should regularly provide the CAE and the external audit with the opportunity to confer privately with the committee, without the presence of management.39
 Rotation Audit committees may wish to consider a rotation policy for both the head of internal audit and internal audit staff to promote independence. Forinstance, the company could institute a policy wherebyinternal audit staff are rotated every three or five years.Staff rotation allows for a new and fresh perspective andguards against complacency—an important factor since,at many companies, the positions are used as a stepping-stone to senior financial manager positions.
 39 Institute of Internal Auditors, Position Paper Presented by The Institute of
 Internal Auditors to the U.S. Congress, April 8, 2002, pp. 5-6.
 The Commission on Public Trust’s Recommendation
 All companies should have an internal audit function. This should be established regardless of whether it
 is an “in-house” function or one performed by an outside accounting firm that is not the firm that acts as
 the company’s regular outside auditors. Public companies should revise their internal controls to reflect
 a broad risk-based approach and to support the certification process for both financial reports and internal
 controls. The internal auditor should have a direct line of communication and reporting responsibility to
 the audit committee.
 Source: Commission on Public Trust, Executive Summary: Findings and Recommendations, The Conference Board, 2003, p. 11.
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 The requirements of the Sarbanes-Oxley Act40 make itclear that the audit committee is directly responsible forthe oversight of any public accounting firm employed bythe company. Specifically, the audit committee is respon-sible for the appointment, compensation, and oversightof the work of the external auditor, including the resolu-tion of disagreements between management and theauditor regarding financial reporting, in the conduct of issuing an audit report or related work. The externalauditor is also required to report directly to the auditcommittee. Additionally, all non-audit services still permitted by Sarbanes-Oxley41 that are provided by theexternal auditor must be pre-approved by the audit com-mittee. Both the NYSE and NASDAQ proposals grantthe audit committee the sole authority to hire and fire theexternal auditor and approve fees and terms of the auditand non-audit services.
 Audit process The NYSE proposals explicitly state thatthe audit committee should review:
 • major issues regarding accounting principlesand financial statement presentations;
 • analyses prepared by management and/or the internal auditor setting forth significantreporting issues and judgments made in thepreparation of the financial statements;
 • the effect of regulatory and accountinginitiatives and off-balance sheet structures on the financial statements; and
 • earnings press releases and financialinformation/earnings guidance provided to analysts/rating agencies.
 Under the NYSE proposals, the audit committee shouldalso review with the external auditor any audit problems or difficulties encountered during the course of the auditor’s work and management’s response. Specifically,the audit committee should regularly review with theexternal auditor potential “red flag” areas (see box onpage 48) such as accounting adjustments noted by theauditor but approved by management, communicationsbetween the audit team and the audit firm’s nationaloffice related to audit and accounting issues presented bythe engagement, and reportable deficiencies in the designor operation of internal controls over financial reporting.The NYSE proposals specify this review should alsoinclude a discussion of the responsibilities, budget andstaffing of the company’s internal audit function.
 Audit committee members need to ask detailed questions related to the external auditors’ report andabout the audit process. Such areas the audit committeemay wish to cover include:
 • application of generally accepted accountingprinciples;
 • changes to accounting principles and significantadjustments;
 • applicability of accounting principles tocompetitor companies;
 • estimates and judgments used in the financialstatements; and
 • emergence of financial or non-financial risk areas.
 Oversight—External AuditAudit committees should examine their policies with regard to the external audit process to ensure compliance with relevant legislation and stock exchange guidelines. To ensure the independence and objectivity of the external audit process, audit committees should ensure a forum exists in the form of audit committee meetings and private sessions, and consider the performance of the external auditor and the audit committee’s relationship with the external auditor on an annual basis.
 40 Subject to SEC elaboration no later than April 26, 2003.
 41 A number of non-audit services were disallowed by Sarbanes Oxley
 including: bookkeeping and related services, management and human
 resources consulting, and appraisal and valuation services.
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 • Complex business arrangements not well understood
 and appearing to serve little practical purpose.
 • Large last-minute transactions that result in significant
 revenues in quarterly or annual reports.
 • Changes in auditors over accounting or auditing
 disagreements (i.e., the new auditors agree with
 management and the old auditors do not).
 • Overly optimistic news releases or shareholder
 communications, with the CEO acting as an evangelist
 to convince investors of future potential growth.
 • Financial results that seem “too good to be true”
 or significantly better than competitors without
 substantive differences in operations.
 • Widely dispersed business locations with decentralized
 management and a poor internal reporting system.
 • Apparent inconsistencies between the facts underlying
 the financial statements and Management’s Discussion
 and Analysis of Financial Condition and Results of
 Operations (MD&A) and the President’s letter (e.g., the
 MD&A and letter present a “rosier” picture than the
 financial statements warrant).
 • Insistence by the CEO or CFO that he/she be present
 at all meeting between the audit committee and
 internal or external auditors.
 • A consistently close or exact match between reported
 results and planned results—for example, results that
 are always exactly on budget or managers who always
 achieve 100 percent of bonus opportunities.
 • Hesitancy, evasiveness, and/or lack of specifics from
 management or auditors regarding questions about the
 financial statements.
 • Frequent instances of differences in views between
 management and external auditors.
 • A pattern of shipping most of the month’s or quarter’s
 sales in the last week of last day.
 • Internal audit operating under scope restrictions,
 such as the director not having a direct line of
 communication to the audit committee.
 • Unusual balance sheet changes, or changes in trends
 or important financial statement relationships—for
 example, receivables growing faster than revenues or
 accounts payable that keep getting delayed.
 • Unusual accounting policies, particularly for revenue
 recognition and cost deferrals—for example, recognizing
 revenues before products have been shipped (“bill
 and hold”) or deferring items that normally are expensed
 as incurred.
 • Accounting methods that appear to favor form over
 substance.
 • Accounting principles/practices at variance with
 industry norms.
 • Numerous and/or recurring unrecorded or “waived”
 adjustments raised in connection with the annual audit.
 Source: Report of the NACD Blue Ribbon Commission on Audit Committees,
 Appendix E, 2000.
 Financial Reporting “Red Flags” and Key Risk Factors
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 Evaluation Final SEC rules implementing certain provisions of the Sarbanes-Oxley Act require the external auditor to report, prior to the filing of its audit report with the SEC, to the audit committee:
 • all critical accounting policies and practicesused by the issuer;
 • all material alternative accounting treatments offinancial information within GAAP that havebeen discussed with management; and
 • other material written communications betweenthe accounting firm and management.
 The NYSE proposals state the audit committee shouldobtain and review a report by the external auditorsassessing, among other areas, internal quality control,material issues raised by the most recent peer review orinvestigations/inquiries made by governmental or profes-sional authorities in the preceding five years (and mea-sures taken to address these issues), along with a reviewof all relationships between the company and its externalauditor. This report can serve as a basis for evaluatingthe auditor’s performance, qualifications, and indepen-dence. The audit committee should take into account theopinion of management and internal auditors when mak-ing the decision to reappoint the firm.
 Independence The audit committee should develop mea-sures to ensure the objectivity and independence of theexternal auditors. Material relationships that may impactthe independence of the external auditors should be con-sidered by the audit committee. Under the Sarbanes-Oxley Act, the external auditors cannot render auditservices to the company if the company’s CEO, ChiefFinancial Officer (CFO), Chief Accounting Officer(CAO), or controller was previously employed by theauditor or participated in the audit of the company in anycapacity during the one year prior to the date of the initia-tion of the audit. The NYSE proposals require auditcommittees to set clear hiring policies for current and former employees of the external auditor to safeguardindependence and to consider all relationships betweenthe external auditor and company when decidingwhether the audit firm should be reappointed.
 Non-audit services Audit committees should examinecompany policies in relation to the provision of non-audit services by the external auditor. The Sarbanes-Oxley Act makes it unlawful for the external audit firmto contemporaneously provide both audit and certainnon-audit services. The prohibited non-audit services are identified in the Act and include bookkeeping andrelated services, management and human resources consulting, and appraisal and valuation services.42 TheAct further stipulates that all non-audit services must bepre-approved by the audit committee, and any non-auditservices approved must be disclosed to shareholders. Theimplementing SEC provisions further define the types ofnon-audit services specified in the Act and clarify that anaccountant would not be independent if the audit partnerreceived compensation based on the partner procuringengagements with that client for services other thanaudit, review, and attest services.
 Auditor independence and rotation considerations Auditcommittees should evaluate their current public account-ing firm at least annually, and perform a more thoroughevaluation and review at least every five to seven years.The audit committee may wish to consider other publicaccounting firms as part of this evaluation and review.
 Audit committees should consider changing audit firms if there is a service issue or circumstances existthat would call into question the audit firm’s objectivity. (See the Commission on Public Trust’s recommendationon auditor rotation.) The primary emphasis in choosingan audit firm should be the demonstrated experience,quality and depth of knowledge of all audit personnel to be assigned to the audit, specific industry expertise, thescope of work to be performed, and any inspectionreports available about the audit firm.
 42 Specifically, the Act stipulates prohibited non-audit services include
 the following: bookkeeping or other services related to the accounting
 records or financial statements of the audit client; financial information
 systems design and implementation; appraisal or valuation services, fair-
 ness opinions, or contribution-in-kind reports; actuarial services; internal
 audit outsourcing services; management functions or human resources;
 broker or dealer, investment advisor, or investment banking services;
 legal services and expert services unrelated to the audit; and any other
 service that the board determines, impermissible.
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 The Sarbanes-Oxley Act includes measures to ensureauditor independence by clarifying “prohibited services”that can be provided by the external auditor, placing atime limit before audit firm personnel can be employedby an audit client in a senior position, and requiring five-year rotation of certain of the firm’s partners who haveparticipated in the audit. One of the most important elements of the Act impacting auditor independence isthe requirement for the audit committee to pre-approveall non-audit services and for the auditor to reportdirectly to the audit committee.
 The NYSE proposals stipulate that, in addition to assuring the regular rotation of the lead audit partner as required by law, the audit committee should furtherconsider whether to set a policy for the rotation of theexternal audit firm. The Government Accounting Office(GAO) will be performing an additional study related tothe rotation of independent auditors as required by theSarbanes-Oxley Act.
 Meetings and private sessions Similar to the internalauditor, the external auditors should have direct access to the audit committee, including participating in auditcommittee meetings and private sessions. These meet-ings build trust and provide a forum for issues of con-cern to be raised. Meetings should be held as a matter of course and should include, at a minimum, the engage-ment partner. Additionally, many believe it is also usefulto include the “review partner” and other key membersof the audit engagement team to provide additional in-depth information. Discussions with the external auditorsmay include concerns about management and the inter-nal auditors and other matters the external auditors maywish to discuss. In turn, audit committee members needto ask probing questions during these sessions to ensureall relevant issues are surfaced. Examples of some usefulquestions committee members should ask are:
 • Do you believe your scope is broad enough?
 • In your opinion, are investors receiving enoughinformation to understand this company?
 • Have you had any disputes with management,and if so, what were they and how were they resolved?
 The Commission on Public Trust’s Recommendation
 Audit Committees should consider rotating audit firms when there is a combination of
 circumstances that could call into question the audit firm’s independence from management. The existence
 of some or all of the following circumstances particularly merit consideration of rotation: (1) the audit firm
 has been employed by the company for a substantial period of time (e.g., over 10 years); (2) one or more
 former partners or managers of the audit firm are employed by the company; and (3) significant non-audit
 services are provided to the company—even if they have been approved by the audit committee.
 Source: Commission on Public Trust, Executive Summary: Findings and Recommendations, The Conference Board, 2003, p. 12.
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 Besides ensuring compliance under existing or proposedrules, boards need to take stock of the company’s disclo-sure practices for a variety of reasons:
 • The Sarbanes-Oxley Act and proposed stockexchange rules require greater disclosure incertain areas (and sets out penalties if thesedisclosures are not made).
 • Companies are subject to new criminal penaltiesand face greater exposure to civil claims underthe Sarbanes-Oxley Act.
 • A transparent disclosure approach indicates acommitment to good corporate governance andhelps to build trust with shareholders andstakeholders.
 • Poor disclosure practices can adversely impactcost of capital and share price.
 • Companies have ever-growing and more cost-effective means (Internet, etc.) ofcommunication with shareholders andstakeholders.
 Responsibilities The board is responsible for the over-sight of financial reporting and all public disclosures and typically delegates these responsibilities to the audit committee. Management has responsibility forimplementation. The audit committee needs to take stepsto ensure the quality, timeliness, and accuracy of all disclosures and ensure they are complete, fairly repre-sent material information, and comply with all relevantrules and regulations. Committee members need to feelcomfortable with the information presented to them,including asking the hard questions when necessary.
 Under the NYSE proposals, the audit committee ischarged with preparing the Audit Committee Report to Shareholders that SEC rules require be included in the company’s annual proxy statement; discussing theannual audited financial statements and quarterly finan-cial statements with management and the independentauditor, including the company’s disclosures under“Management’s Discussion and Analysis of FinancialCondition and Results of Operations” (MD&A); and discussing earnings press releases, as well as financialinformation and earnings guidance provided to analystsand rating agencies.
 Disclosure, Compliance, and EthicsDisclosure PracticesBoards should examine the company’s practices with regard to financial and other disclosures to ensure the company meets the requirements of the new legislation and proposed stock exchange listing rules and that it maximizes benefits to the company that can be gained from instituting a sound disclosure policy.
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New disclosure requirements New SEC rules add to the list of items that must be disclosed, tighten filingdeadlines and require public companies to set up andmaintain a disclosure control system to collect, process,and disclose information. Among the new rules:43
 • Adds 11 items to the list of events that require acompany to file a current report on Form 8-K.
 • Shortens the filing deadline for Form 8-K to twobusiness days (formerly five business days or 15 calendar days depending on the event) after anevent triggering the form’s disclosure requirement.
 • Accelerates filing deadlines for annual reports(10-K) from the current 90 days to 60 days afterfiscal year end,44 and quarterly reports (10-Q)from the current 45 days to 35 days after fiscalyear end45 over a three year phase-in period.
 • Stipulates signing officers are responsible for:(1) establishing and maintaining a system ofdisclosure controls, which should cover abroader range of information covered by“traditional” controls over financial reporting;(2) designing disclosure controls and proceduresto ensure material information is communicated;(3) evaluating the effectiveness of thesedisclosure controls and procedures as of a datewithin 90 days prior to the filing date of allperiodic reports; and (4) presenting in the reporttheir conclusions about the effectiveness of thedisclosure controls and procedures based on therequired evaluation of that date.
 • Requires companies to disclose their Web siteaddress in the annual report, whether annual,quarterly, and current reports (and all amendmentsto these reports) are made available free of charge(and if not, why not), and, if not, whether thecompany will provide electronic or hard copiesof reports free of charge upon request.
 The Sarbanes-Oxley Act requires the CEO and the CFOto certify in each annual or quarterly report filed that:
 • the signing officer has reviewed the report;
 • based on the officer’s knowledge, the reportdoes not contain any untrue statement of amaterial fact or omit to state a material factnecessary in order to make the statements notmisleading; and
 • based on such officer’s knowledge, the financialstatements, and other financial informationincluded in the report, fairly present in allmaterial respects the financial condition andresults of operations of the issuer as of, and for,the reporting period(s).
 In addition to greater responsibilities for financial disclosures, companies face a host of new disclosurerequirements under Sarbanes-Oxley and the major U.S.stock exchange proposals. As discussed throughout thisreport, required or proposed disclosures would includemaking available board committee charters and activi-ties, corporate governance and ethics policies, anywaivers of the ethics code, and reports on internal controls and significant risk factors.
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 43 Applies to companies that have a public float of at least $75 million,
 that have been subject to the Exchange Act’s reporting requirements
 for at least 12 calendar months and that previously have filed at least
 one annual report.
 44 The annual report deadline will remain 90 days for year one and change
 from 90 days to 75 days for year two and from 75 days to 60 days for
 year three and thereafter.
 45 The quarterly report deadline will remain 45 days for year one and
 change from 45 days to 40 days for year two and from 40 days to
 35 days for year three and thereafter.
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 Implementing disclosure practices In light of the newrequirements, and as suggested by the SEC, companiesmay wish to establish a separate “disclosure committee”with oversight responsibility for the company’s entire disclosure regime. Committee members could include thegeneral counsel, head of investor relations, the chief riskofficer, and the committee should be chaired by the CFOor another relevant corporate officer. The committee wouldreview all public reports, with each committee memberreviewing the portion in his/her expertise area, and thecommittee would report directly to the CFO or CEO.Other processes companies may wish to consider include:
 • designating a single individual to be responsiblefor the operational aspects of disclosureprocedures and who would report to thedisclosure committee;
 • preparing written guidelines outlining thecompany’s disclosure processes and proceduresand responsibilities for disclosure;
 • preparing a detailed disclosure preparationtimetable which reviews on a week-by-week ormonth-by-month basis for at least the next year,critical dates and deadlines in the disclosureprocess and addressing specific topics such aslaw firm and outside auditor review of filingsand recipients of draft reports;
 • establishing definitive personnel responsibilityfor portions of filings to relevant officers andbusiness unit heads, where portions of filingsare reviewed and data gathered by the relevantpersonnel; and
 • clarifying the roles of the company’s externalcounsel and external auditors, including filingsor portions of filings to be reviewed and levelsof involvement beyond traditional areas.46
 46 Fried, Frank, Harris, Shriver & Jacobson, Client Memorandum,
 September 6, 2002.
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 Internal control is a process designed to provide reason-able assurance that an organization is achieving itsobjectives by helping to:
 • protect its assets and shareholders’ investments;
 • ensure it is not overly exposed to risks;
 • improve the reliability of internal and external reporting;
 • promote compliance with applicable laws andregulations; and
 • improve the effectiveness and efficiency of operations.
 Internal controls can be broadly classified into three categories:
 Financial reporting controls Covers thepreparation of reliable financial statements andother financial information.
 Operational controls Addresses a company’sbasic business objectives, including adherenceto performance standards and the safeguardingof resources.
 Compliance controls Covers laws andregulations to which a company is subject toavoid damage to a company’s reputation orother negative consequences.47
 A sound internal controls framework will be composedof an effective control environment, an assessment ofkey risks, control activities, timely and effective infor-mation and communication processes, and an oversight/monitoring process.
 The control environment is the foundation forthe other aspects of the internal control system.It includes factors such as integrity, ethicalvalues, and the competence of personnel.
 The risk assessment process allowsmanagement to identify and manage risksrelevant to achieving the organization’sobjectives.
 Control activities are policies and proceduresthat help ensure management directives arecarried out properly and in a timely manner.These include segregation of duties, approvalprocesses, security of assets and controls overinformation systems.
 Timely and effective information andcommunication processes allow those withinthe organization to carry out their respectiveresponsibilities. This includes preparing reportsof operational, financial, and compliance-related information as well as day-to-daycommunication processes among employees,supervisors, and senior management.
 Internal ControlsAs part of its duty of care, the board needs to play an active oversight role in the area of internal controls by ensuring the company has an effective internal control framework in place, including the assessment and management of key financial and non-financial risks and an effective monitoring and oversight process, supported by timely and accurate information and clear communication channels. The board should clearly define its role vis-à-vis senior management, the audit committee, internal and external auditors, and other parties that may be involved in establishing, maintaining, or evaluating the internal controls process.
 47 Presentation by Mark Lastner, Vice President, Audit & Control, Marsh &
 McLennan Companies, Inc. at The Conference Board Chief Governance
 Officer Workshop in’ Boston, MA, January 27, 2003.
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 An effective monitoring and oversight processallows senior management and the board toassess whether controls are functioning asintended and whether they are modified when necessary to accommodate changes inconditions. This can be accomplished throughongoing monitoring activities, separateevaluations of internal control such as self assessments and internal audits, or a combination of the two.48
 Roles and responsibilities for internal controlsManagement has primary responsibility for developingand instituting an effective system of internal control.Management delegates responsibility to each area of the company’s operations and assigns responsibilities as appropriate to implement the control system. Mostcommonly, the heads of business units and the CFO areresponsible for establishing internal controls, the internaland external auditors test various components of internalcontrols, and the CFO, board/audit committee, and inter-nal and external auditors consider the results of internalcontrols testing.
 The board (and in particular the audit committee) isresponsible for protecting and enhancing the long-termvalue of the corporation as part of its duty of care. TheDelaware Chancery Court in In re Caremark InternationalDerivative Litigation49 noted that directors have a dutyof oversight and monitoring of the company’s activities.
 Both senior management and the audit committee shouldobtain information from the internal auditors to obtaintheir view of the strategic, operational, and financial risksfacing the company and the assessment of the controlsput in place by management to manage these risks. The report from the internal auditors should be preparedperiodically and broadly address the adequacy of internalcontrols, rather than being limited to financial controls.The head of internal audit should also, at least annually,present a report on the state of the company’s internalcontrol processes to senior management and the auditcommittee. The Institute of Internal Auditors (IIA) statesthat, in order to provide comprehensive information andto ensure multiple viewpoints are considered, the reporton controls should be based on information from a vari-ety of sources including:
 • independent evaluations of risk and controlsystems performed by internal auditors;
 • reviews of internal controls performed duringthe external audit;
 • management opinions on significant risks andthe sufficiency of controls and associatedreports provided to the board of directors; and
 • the results of special investigations or otheractivities that could have a material impact onthe board’s consideration of risk managementand the sufficiency of internal controls.50
 During the course of their work, the audit committeeshould also obtain information from the external auditorson the adequacy of the company’s internal controls,including the internal audit function.
 48 Presentation by Mark Lastner Vice President, Audit & Control, Marsh &
 McLennan Companies, Inc. at The Conference Board Chief Governance
 Officer Workshop in Boston, MA, January 27, 2003.
 49 698 A.2d 959 (Del. Ch. 1996).
 50 Institute of Internal Auditors, Position Paper Presented by The Institute of
 Internal Auditors to the U.S. Congress, April 8, 2002, p. 4.
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 The audit committee has responsibility for insuring anyreported deficiencies in the internal controls areaddressed and that the necessary actions are being takento address the deficiencies in a timely fashion. Equallyimportant, it needs to ensure follow-through by request-ing progress reports from management or other means.The audit committee should also address whether defi-ciencies identified warrant a more through evaluation ofthe system of internal controls.
 CEO and CFO certification The Sarbanes-Oxley Actrequires annual reports contain an internal control reportwhich: (1) states the responsibility of management forestablishing and maintaining an adequate internal controlstructure and procedures for financial reporting; and (2) contains an assessment, as of the end of the mostrecent fiscal year, of the effectiveness of the internalcontrol structure and procedures for financial reporting.In addition, the CEO and the CFO must certify theyhave taken responsibility for:
 • establishing and maintaining internal controls;
 • designing such internal controls to ensure thatmaterial information relating to the issuer andits consolidated subsidiaries is made known tosuch officers by others within those entities,particularly during the period in which theperiodic reports are being prepared;
 • evaluating the effectiveness of the issuer’sinternal controls as of a date within 90 daysprior to the report;
 • presenting in the report their conclusions aboutthe effectiveness of their internal controls basedon their evaluation as of that date;
 • disclosing to the issuer’s auditors and the auditcommittee of the board of directors (or equivalentfunction): (1) all significant deficiencies in thedesign or operation of internal controls whichcould adversely affect the issuer’s ability to record,process, summarize, and report financial data andhave identified for the issuer’s auditors anymaterial weaknesses in internal controls; and (2)any fraud, whether or not material, that involvesmanagement or other employees who have asignificant role in the issuer’s internal controls; and
 • indicating in the report whether or not therewere significant changes in internal controls orin other factors that could significantly affectinternal controls subsequent to the date of theirevaluation, including any corrective actions withregard to significant deficiencies and materialweaknesses.
 Internal control limitations A sound system of internalcontrol reduces, but cannot eliminate, the possibility ofpoor judgment in decision-making; human error; controlprocesses being deliberately circumvented by employeesand others; management overriding controls; and theoccurrence of unforeseeable circumstances. A sound system of internal control therefore provides reasonable,but not absolute, assurance that a company will not behindered in achieving its business objectives, or in theorderly and legitimate conduct of its business, by cir-cumstances which may reasonably be foreseen. A systemof internal control cannot, however, provide protectionwith certainty against a company failing to meet its business objectives or suffering material errors, losses,fraud, or breaches of laws or regulations.51
 51 The Institute of Chartered Accountants in England and Wales, InternalControl, Guidance for Directors on the Combined Code, September 1999, p. 7.
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 In a McKinsey & Company survey conducted duringApril and May of 200252 of over 200 directors servingon the boards of 500 companies, 43 percent of directorsindicated that the boards on which they serve have eitheran ineffective process or no process at all for identifying,safeguarding against and planning for key risks. As aresult, 36 percent of directors felt that they lacked a full understanding of the key risks facing the companiesthey oversee.
 Boards need to fully understand their role and that of management in the area of risk management.Management is responsible for assessing and managing the company’s exposure to the various risks facing thecompany, and assigns responsibilities to different areas.(See the box on page 58 and Appendix 9, which provides a list of questions which the board may wish to considerwhen assessing the effectiveness of the company’s riskmanagement and internal controls processes.) The board is responsible for ensuring that the company has aprocess in place to assess and manage risks and toensure that both the management and the board receivestimely and accurate information on key risk areas, thatsteps are taken to manage these risks, and that the sys-tem is re-evaluated on a regular basis.
 Typically, the board delegates responsibility for riskmanagement oversight to the audit committee, althoughit may assign it to another committee. The NYSE pro-posals would require the audit committee to discuss theguidelines and policies by which the company governsrisk, along with the company’s major financial riskexposures and the steps management has taken to monitor and control such exposures.
 There are four key processes that boards should monitorin the area of risk assessment and management:
 1 The company’s overall risk strategy is defined andclearly articulated.
 • Management defines the risks that should betaken, the level of risk and the benchmarkreturns required for undertaking these risks.
 • Management defines how the company’s riskappetite should be communicated, bothinternally and externally to ratings agencies,equity analysts and investors.
 • Management should continually test whether therisk strategy is understood and being implemented.
 2 The risks faced by the company are identified andmade fully transparent.
 • Key risk areas such as strategic, operational, andfinancial risk areas are identified, along withspecific risks in each major category.
 • Management develops a “dashboard” measure,such as a “heat map” to help management and theboard assess standard types of risk for eachbusiness unit and the overall firm and to facilitateboard and management discussions about key risks.
 3 The risk organization and process is robust, indepen-dent, and fully aligned with the company’s overallstrategy.
 • The roles of management, board, auditcommittee, internal and external auditors, andother groups/individuals involved in the riskmanagement process are defined and understoodby all parties involved in the process.
 Risk Assessment and ManagementManagement and boards should give thoughtful consideration to the benefits of implementing a robust and effective risk management system which include: greater flexibility, less frequent and severe sudden shocks, and greater investor confidence. It is management’s responsibility to assess and manage the various risks facing the company while boards must ensure that a system is in place; that the key risks are identified and transparent; that the system is robust, independent and fully aligned with the overall strategy; and that the company develops and supports a true risk management culture.
 52 McKinsey & Company Discussion Document, “Current Issues In BoardGovernance and Risk Management,” November 11, 2002, pp. 5-6.
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 • The chief risk officer should be of sufficientstature to ensure effective voice and shouldreport directly to the CEO or CFO and to theaudit committee or full board.
 • There should be a separation of duties betweenrisk policy setting, monitoring and control on onehand, and business and management on the other.
 4 The company instills a true risk management culturethroughout the organization.
 • The board, CEO, and senior management are clearly supportive of the process (“tone atthe top”) and management makes appropriateinvestments in risk management professionalsand infrastructure.
 • Risk identification and management is anongoing process, with new risks identified asthey emerge and incorporated into the overallrisk framework.
 • Management holds employees accountable forviolations of the company’s risk policy.53
 The Institute of Internal Auditors (IIA) recommends highrisk areas be targeted for special consideration or reviews,including areas involving accounting estimates, reserves,off-balance sheet activities, material open items frominternal and external audit reports and areas rated unsatis-factory, special-purpose entities, major subsidiaries, con-tingent liabilities and pending litigation, closing/adjustingentries, and accounting practices differing from standardindustry practices.54 The company may also wish to createa checklist of potential “red flag” areas to assist the inter-nal auditors in highlighting, documenting, and reportingsignificant potential problem areas.
 53 Source: McKinsey & Company Discussion Document, “Current Issues InBoard Governance and Risk Management,” November 11, 2002.
 54 Institute of Internal Auditors, Position Paper Presented by The Institute of
 Internal Auditors to the U.S. Congress, April 8, 2002, p. 3.
 Business unit line managers
 Directly responsible for identifying, managing, and
 reporting critical risk issues upstream.
 Chief Risk Officer
 Acts as line managers’ coach, helping them implement a
 risk management architecture and work with it ongoing.
 As a member of the senior management team, the CRO
 monitors the company’s entire risk profile, ensuring
 major risks identified are reported upstream.
 Internal audit
 Monitors how well business units manage their risk,
 in coordination with the CRO. Increasingly, internal audit
 functions are focusing attention on business units’ risk
 management and control activities, bringing their skills
 and added value to the business. They also leverage
 knowledge of the line’s risk management architecture
 in targeting audit activity.
 Chief Financial Officer
 Handles risk management activities traditionally falling
 within the CFO’s purview, such as treasury and insur-
 ance functions. Applies concepts of value-based man-
 agement and linking risk to value through performance.
 Some CFOs use models relating shifts in risk factors
 such as interest rates or commodity prices to move-
 ments in share value. Also, acts on behalf of the chief
 executive spearheading implementation of the risk
 management architecture. An increasing number of
 CFOs play a key operating role, and are well positioned
 to drive their companies to competitive advantage
 through leading-edge risk management.
 Legal counsel
 Typically reports to top management and the board on
 significant external exposures (from lawsuits, investiga-
 tions, government inquiries) and internally generated
 matters (criminal acts, conflicts of interest, employee
 health and safety issues, harassment). These reports
 help complete the picture of company risks.
 Chief Executive
 Brings the power of the CEO office to risk architecture
 implementation. The CEO needs to support, and be
 perceived as clearly supporting, the necessary focus
 on risk management.
 Source: PricewaterhouseCoopers, Corporate Governance and the Board –
 What Works Best?, May 2000, p. 17.
 Responsibilities for Risk Management
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 The consulting firm of Tillinghast-Towers Perrin, inannouncing the results of its 2001 Directors and OfficersLiability Survey, as of June 2002, reported “alarmingincreases in the costs of litigation against directors andofficers, particularly shareholder litigation, as well aswidespread concerns about high-profile bankruptcies andthe quality of corporate accounting and financial report-ing which are among the principal reasons for a dramaticincrease in D&O liability insurance premiums.”55 Similartrends of litigation against corporations and their direc-tors and officers are reported in other recent studies,56
 indicating increased frequency and severity of such casesand resulting settlement amounts.
 The Sarbanes-Oxley Act and associated SEC rules havecreated additional areas of potential liability for directorsand corporate officers, about which directors and officersneed to be aware. They include the following:
 • Greater responsibilities for directors and,especially, audit committee members to play amore active oversight role, which may increasetheir exposure to liability.
 • CEO and CFO certifications verifying theaccuracy of the company’s financial statementsand internal controls, which may be used asevidence in the event of a legal proceeding.
 • Tighter disclosure standards, which requirecompanies to make additional disclosures on a“rapid and current basis” potentially createsadditional evidence around which plaintiffs maybuild a case. Furthermore, the additionalevidence may assist plaintiffs in surviving amotion to dismiss (for failing to prove fraudwith adequate specificity).
 • A more stringent SEC enforcement regime, suchas the requirement under the Sarbanes-OxleyAct for the SEC to review public companydisclosures at least every three years, which maylead to a greater number of SEC enforcementactions. This may in turn result in concurrentcivil actions by private litigants.
 • An extended statute of limitations period willresult in longer class periods, which in turn maypotentially result in higher damage awardsduring the class period. Plaintiffs now have untilthe earlier of two years from discovery of aviolation and five years from the act itself tobring a claim. The previous statute was withinthree years of the act, or one year of thediscovery of the act.
 Director and Officer Liability and D&O Liability InsuranceIt is essential for every corporation to review the changing climate for potential liability of directors and officers and resulting effects on the D&O Liability Insurance underwriting marketplace. Corporations need to identify the areas of potential risk–including corporate governance-related risks—that involve potential personal D&O liability and then to consider how such liability can be minimized.
 55 Tillinghast – Towers Perrin Press Release, June 17, 2002.
 56 See, for example, PricewaterhouseCoopers LLP 2001 Securities
 Litigation Study.

Page 60
                        

60 Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board
 In addition to the heightened exposure to liability as aresult of the new legislation, the Delaware courts haveclearly signaled the intent to apply a greater focus oncorporate governance issues and the conduct of indepen-dent directors, in particular. These observations are supported by recent Delaware Supreme Court rulings,observations made by Chief Justice E. Norman Veaseyand articles written by other Delaware judges. For exam-ple, Chief Justice Veasey observed: “If directors claim tobe independent by saying, for example, that they basedecisions on some performance measure and don’t do so,or if they are disingenuous or dishonest about it, it seemsto me that the courts in some circumstances could treattheir behavior as a breach of the fiduciary duty of goodfaith.”57 These developments are important, given thelarge percentage of companies incorporated in Delawareand because other courts take their cue from theDelaware courts on corporate law matters.
 A January 2003 Weil, Gotshal & Manges memorandumobserves that plaintiffs arguing on the grounds thatdirectors breached their fiduciary duties by not acting in “good faith” in the conduct of their oversight respon-sibilities may ask courts to decide such questions as:
 • Could directors have had a good faith belief thatthey devoted enough board and/or committeetime to oversight in light of the size and scopeof the corporation’s activities and—with 20-20hindsight—what went wrong?
 • Could directors have had a good faith belief that an audit committee of a multi-billion dollarmulti-national corporation that meets for anhour or two quarterly (and possibly with somemembers participating by phone) devotedenough time and attention to oversight?
 • Could directors have had a good faith belief that a chief executive officer would have left the corporation or not performed up to his or herpotential if he or she were offered less moneythan the millions or tens of millions of dollarsthe compensation committee agreed to pay?
 • Could directors who have full time jobs and/orserve on multiple boards (and/or multiple auditcommittees) have had a good faith belief thattheir multiple obligations provided them enoughtime to exercise sufficient oversight over theaffairs of each corporation they serve?58
 Impact on the D&O Liability Insurance marketplaceThe increased frequency and severity of claims involv-ing the D&O underwriting marketplace—as well as theregulatory response to recent corporate scandals—isresulting in:
 • a contraction of the direct and reinsuranceunderwriting market and a reduced availabilityor unavailability of coverage, particularly forcompanies in high-risk industries such astechnology or telecommunications;
 • reduced policy limits;
 • increased deductibles, self-insured retentions,and other provisions requiring the insured toassume a participation in the risk;
 • increased premiums;
 • revisions of policy terms;
 • the addition of specific exclusions, such asexclusions for restatements, and exclusionsarising from bankruptcy or insolvency; and
 • a general tightening of the application process—whether for new or renewal business—withincreased underwriting and documentationrequirements, a longer time for the underwritingreview process, and the need for seniorexecutives and directors of the applicantcompany to be involved in the process.
 58 Weil, Gotshal & Manges LLP Client Memorandum, “Director LiabilityWarnings from Delaware,” January 10, 2003, pp. 2-3.
 57 See Chief Justice Veasey’s full remarks in “What’s Wrong With Executive
 Compensation?” Harvard Business Review, Volume 81, Number 1 (January
 2003), pp. 75.
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 The new liability climate will also continue to impact the D&O Liability Insurance marketplace. Companiesmay fall under greater pressure to settle lawsuits quicklyrather than face the larger expense—and larger potentialdamage awards—of having the case decided, damage to the company’s and executives’ reputation, and for the fear of producing additional evidence that coulddamage defendants in any parallel proceedings. In addition, defense costs may increase given the numberof forums in which companies may face litigation andthe number of lawyers required for the defense of bothcivil and criminal cases. These factors will continue toexert upward pressure on premium costs as long as companies continue to face legal challenges.
 Process suggestions The first step in the review processmust be for individual corporations, through their riskmanagement structure, to identify the areas of risk thatinvolve potential personal D&O liability and then toconsider how such liability can be minimized. For mostpublic corporations this second step will include:
 • confirming that the organization hasimplemented whatever limitation of liabilityprovisions are available under state law, throughcharter or by-law;
 • confirming that the organization has providedthe broadest provisions for mandatory orpermissible indemnification of directors andofficers under state law; and
 • reviewing the use of directors and officersliability insurance as a protection for corporateassets in the event of indemnification paymentsand, most importantly, for protection of theassets of individual directors and officers incases where corporate indemnification is notpermissible or otherwise unavailable.
 According to the Tillinghast-Towers Perrin surveys andother studies, D&O Liability Insurance is purchased by ahigh percentage of corporations of all sizes, characteris-tics and industry categories. However, especially in thecurrent unsettled market conditions, the insurance mustbe constantly reviewed and considered as part of anoverall risk management program for the corporationand its management. Commentaries from the ConferenceBoard Round-tables also indicate a continued need forbetter understand- ing of this specialized insurance prod-uct by its purchasers. A particularly timely and importantarea for consideration is the impact recent legislative andregulatory developments such as the Sarbanes-Oxley Actand proposed NYSE listing requirements can have onD&O policy provisions and application requirements, soreview of this area with corporate counsel is critical.Board and audit committees should also consider havingD&O policies reviewed by independent legal expertsknowledgeable about this type of coverage. Finally, it isessential to review in advance how the insurance willoperate in the event of a claim to get a feel for therespective parties that will be involved and for the vari-ous types of scenarios that may play out.
 Even in these difficult conditions, the state of the marketis such that opportunities do exist for negotiation of cov-erage proposals with secure underwriting facilities. Thechallenge is for applicant corporations to differentiatethemselves according to quality of risk, including imple-mentation of new governance guidelines. Best practicesrequire that the corporation carefully identify its particu-lar needs for a D&O insurance program, including itstolerance for assumption of risk, and also the relation-ship to other areas of corporate coverage. Other specificareas of consideration should include:
 • appropriate policy limits;
 • what individuals and entities should be covered;
 • whether coverage should extend to the directliability of the corporate entity itself;
 • whether the D&O contract should includerelated areas of risk such as EmploymentPractices Liability, or whether separateinsurance programs are preferable; and
 • whether separate and independent limits ofcoverage should be provided for the directorsand/or officers.
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This process should involve coordination of informationand planning among the risk management, financial,legal, and corporate governance elements of the corpora-tion, and the use of outside resources including insurancebrokerage and underwriting representatives who shouldbe able to provide information on market conditions andpeer group data relevant to the individual corporation.
 One especially important area for boards to consider is the quality of disclosures made to the insurance under-writers when applying for coverage. As with disclosuresmade to the investing public, disclosures made to under-writers should be full, timely, and accurate, since theprovision of inaccurate or misleading information to the underwriter could result in denial of coverage,regardless of the intent on the part of directors or officers. Especially important are financial disclosures,which are used by the underwriter to evaluate the finan-cial risk profile of the company, and disclosures of otherrelevant information that may give rise to a future claim.Directors and officers should also review their D&Opolicies to determine whether the policy includes a severability clause that will protect them from a denial-of-coverage claim based on inaccurate or misleadinginformation provided by the company. Similarly, direc-tors and officers should review the policies to ensure thatif coverage is denied based on the actions of one director or certain directors, the insurance will continue to pro-vide coverage for the other innocent directors.
 Corporate governance-related process suggestionsCorporate governance questions are increasingly beingentered into the review process. In addition to provisionof the company’s financial statements, the applicationmay include the minutes of board and audit committeemeetings, information about the company’s executivecompensation policies, to what extent the company usesits external auditors to perform non-audit services, andthe like. In general, the more engaged the board, the lesspotential liability the company will face and the fewerdifficulties the company will have with its D&O policy.Chief Justice Veasey’s comments in the January 2003issue of the Harvard Business Review underscore thispoint. He remarked: “I would urge boards of directors todemonstrate their independence, hold executive sessions,and follow governance procedures sincerely and effec-tively, not only as a guard against the intrusion of thefederal govenment but as a guard against anything thatmight happen to them in court from a properly presentedcomplaint.” Furthermore, “directors who are supposed tobe independent should have the guts to be a pain theneck and act independently.”59
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 59 See Chief Justice Veasey’s full remarks in “What’s Wrong With Executive
 Compensation?” Harvard Business Review, Volume 81, Number 1 (January
 2003), pp. 75-76.
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 Good ethics practices originate at the top and flow downthrough an organization. Increasingly, boards have anaffirmative requirement to ensure a strong ethics frame-work is in place. A growing body of evidence suggeststhat ethical conduct, including adherence to applicablelegal and regulatory standards, contributes to corporatesustainability and to long-term sustainable success inseveral ways, including enhancing organizational effec-tiveness (e.g., through heightened trust and cooperation,enhanced creativity, and improved efficiency), reducingthe risk of damaging misconduct, and strengthening thecorporation’s reputation among its core constituencies.60
 Code of conduct The board should undertake responsibil-ity for overseeing the development, review and monitor-ing of the company’s code of business conduct and ethics.The code of conduct can focus the board and managementon areas of ethical risk, provide guidance to personnel tohelp them recognize and deal with ethical issues, providemechanisms to report unethical conduct, and help to fostera culture of honesty and accountability. However, theboard should realize that the code of conduct cannotreplace the thoughtful behavior of an ethical director, officer or employee. A code of conduct may set the parameters but directors and management set the tone.
 The Sarbanes-Oxley Act and the proposed NYSE andNASDAQ rules recognize the importance of ethics to acompany. The Act contains provisions requiring compa-nies to disclose whether they have adopted a code ofethics for senior financial officers (and if not, why not)and whether there have been any waivers of the code of
 ethics for such officers. In addition, the NYSE and NASDAQ proposals would require listed companies toadopt and disclose a code of conduct. The NYSE andNASDAQ proposals also set forth minimum require-ments61 that must be included in such code and requireprompt approval62 and disclosure of any waivers to suchcode for directors and executive officers.
 Besides developing a code of conduct, the board and theCEO have the responsibility to ensure that all employeesunderstand and abide by the corporation’s ethical princi-ples and rules of conduct. These goals should be rein-forced as an important and explicit part of eachdirector’s and each employee’s annual review.
 Code implementation and compliance monitoring Aswith the development of the code of conduct, the boardshould become involved in the development of the com-pany’s policies and practices for implementing ethicalbehaviors and for determining that appropriate behaviorsare understood and followed. “Tone at the top” is criticalto appropriate behavior throughout the corporation, and,therefore, ethical standards should be among the corequalifications for CEO and other senior management.
 Ethics OversightAs ethical conduct is vital to a corporation’s sustainability and long-term success, boards should undertake greater responsibility for overseeing ethical conduct throughout the corporation, including oversight, development, review and monitoring of the company’s code of business conduct and ethics, ensuring compliance with the code and establishing appropriate “whistleblowing” procedures to encourage employees to report misconduct without fear of reprisal.
 61 The NYSE proposals state companies should, at a minimum, address
 the following topics in the code charter: conflicts of interest; corporate
 opportunities; confidentiality; fair dealing; protection and proper use of
 company assets; compliance with laws, rules and regulations (including
 insider trading laws); and encouraging reporting of illegal/unethical
 behavior. Under the NASDAQ proposals, codes must address, at a mini-
 mum, conflicts of interest and compliance with applicable laws, rules and
 regulations, with an appropriate compliance mechanism and disclosure
 of waivers to directors and officers.
 62 The NYSE would require waivers of the code for executive officers
 or directors be made only by the board or a board committee, while
 NASDAQ would require waivers be granted by independent directors.
 60 See Lynn Sharp Paine, Value Shift: Why Companies Must Merge Social andFinancial Imperatives to Achieve Superior Performance, (New York:
 McGraw-Hill Trade, 2002), Chapter 5.
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Among the practices which boards should consider forestablishing an ethical corporate culture are:
 • Continued and repeated emphasis by the boardand the CEO of the importance of ethicalconduct to the corporation and its business.
 • Ensuring that employees throughout thecorporation at all levels understand the code ofethics and its application to the workplace.
 • Establishing processes that make it safe andeasy for employees to report possible violationsof the company’s code of conduct.
 • Development of a culture in which it is sociallyacceptable to report ethical lapses.
 • Prompt investigation of complaints andallegations of violations of the code of conduct.
 • Disciplining violations of the code of conductpromptly.
 • Including ethical conduct as a criterion in anemployee’s annual performance review.
 Boards may wish to employ the following tools to assistthe company in the systematic implementation of ethicalconduct:
 • develop and utilize metrics designed to measureemployees’ understanding of, and compliancewith, the corporation’s ethical requirements;
 • consider establishment of an ethics officer orombudsman position;
 • designate a board committee withresponsibilities for overseeing ethics issues; and
 • disclose the practices and procedures that thecompany has adopted to promote ethical behavior.
 Like any other required business activity, companiesshould have ethics-related measurements to determinewhether ethics initiatives and activities have succeededor need improvement. These measurements should bedesigned to measure employees’ understanding of, andcompliance with, the company’s ethics code. For exam-ple, one common measurement is employee usage ofcompany hotlines/helplines. However, because of thevariety of businesses, working situations, geographic differences, and, often, global business activity, eachorganization must develop its own measures of successin implementing ethics programs designed for its ownbusiness and circumstances. To help build and maintainthe corporation’s credibility with investors, insurers, andcreditors and help emphasize to officers and employeesthe importance of ethical conduct, the company shouldconsider making the measurements used publicly avail-able. The board must then ensure these kinds of disclo-sures do not turn into “safe,” boilerplate statementswhose value is then diluted.
 “Whistleblowing” procedures The recent scandalsdemonstrate the importance of encouraging employees to report misconduct as soon as they become aware of itwithout fear of reprisal. However, it is clear that someemployees are currently afraid to report misconduct—many are fired after reporting unlawful conduct or may face on-the-job harassment or unfair discipline.Companies must therefore design a system tailored to the company’s particular situation, which allowsemployees to report suspected wrongdoing without fearof reprisal. Such a system may involve the followingreporting mechanisms:
 • an internal reporting channel as well as anexternal channel through an outside consultantaccountable directly to the board or asubcommittee of the board;
 • anonymous helplines/hotlines;
 • an ethics ombudsmen;
 • corporate ethics offices;
 • a procedure for anonymous email submissions;
 • reporting channels for misconduct, includingchannels to the board of directors; and/or
 • a designated outside director for ethics concerns.
 64 Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board
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 The Sarbanes-Oxley Act and NASDAQ proposalsrequire the audit committee to establish procedures for the receipt, retention and treatment of complaintsreceived by the issuer regarding accounting, internalaccounting controls or auditing matters and confidential,anonymous submission by employees of the issuer ofconcerns regarding questionable accounting or auditingmatters. The NYSE proposals specify companies shouldencourage employees to talk to supervisors, managers orother appropriate personnel when in doubt about the bestcourse of action in a particular situation. Additionally,employees should report violations of laws, rules, regu-lations or the code of business conduct to appropriatepersonnel. To encourage employee reporting and partici-pation, the company must ensure that employees knowthat the company will not allow retaliation for reportsmade in good faith.
 Hiring special investigative counsel The recent spate ofcorporate scandals has raised the question of whether acompany’s regular outside counsel is capable of conduct-ing a truly independent investigation of the client’s busi-ness dealings. This dilemma is particularly acute whenregular outside counsel is called upon to investigate mat-ters related to, or stemming from, substantive work thoseattorneys have performed for the company. Typically,lawyers and law firms with the assistance of other spe-cialists are in the best position to conduct investigations,and care must be taken that these investigations are conducted thoroughly, vigorously, and objectively. It isimportant, therefore, that investigative counsel be chosenby and report directly to the board. To assure that specialcounsel’s interests are not aligned with, or influenced by,management, special counsel should not be one of thecorporation’s regular outside counsel or a firm thatreceives a material amount of revenue from the com-pany. If a significant investigation is needed , the boardmay wish to designate a committee composed solely ofindependent directors to select and retain outside counselto better ensure the necessary investigation will be con-ducted vigorously and objectively.
 The Commission on Public Trust’s Recommendations
 Boards should be responsible for overseeing corporate ethics. A major challenge to corporations
 and their leaders is to create a “tone at the top” and a corporate culture that promotes ethical conduct
 on the part of the organization and its employees. The single most important factor in creating such a
 culture is the quality of corporate leadership, especially the “tone at the top” set by boards, CEOs, and
 senior management. Leaders must also put in place appropriate management systems and processes
 to achieve and regularly monitor these results. Ethical conduct should be encouraged and reinforced by
 including it as an important and explicit part of each employee’s annual review. Corporations should work
 to support responsible behavior and build environments in which employees are encouraged and feel safe
 to take the initiative to address misconduct rather than waiting until after the damage is done. Prevention
 is the best cure for malfeasance.
 If an independent investigation is reasonably likely to implicate company executives, the board
 and not management should retain special counsel for this investigation. Investigative counsel should
 be chosen by, and report directly to, the board and should not be one of the corporation’s regular
 outside counsel or a firm that receives a material amount of revenue from the company.
 Source: Commission on Public Trust, Executive Summary: Findings and Recommendations, The Conference Board, 2003, p. 10.
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 nt
 co
 mp
 en
 sa
 tio
 n;
 •ta
 kin
 g a
 bro
 ad
 lo
 ok
 at
 the
 co
 mp
 an
 y’s
 ove
 rall c
 om
 pe
 nsa
 tio
 n s
 tru
 ctu
 re t
 o e
 nsu
 re
 ap
 pro
 pri
 ate
 in
 ce
 nti
 viz
 ati
 on
 fo
 re
 mp
 loye
 es
 at
 all l
 eve
 ls;
 an
 d
 •e
 nco
 ura
 gin
 g a
 div
 ers
 e m
 ix o
 fco
 mp
 en
 sa
 -
 tio
 n f
 or
 ma
 na
 ge
 me
 nt
 an
 d t
 he
 bo
 ard
 .
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 Aud
 itan
 d A
 udit
 Com
 mit
 tees
 Esta
 blis
 hmen
 tof
 Com
 mit
 tee
 Inde
 pend
 ence
 Empl
 oym
 ent
 Proh
 ibit
 ions
 Pro
 hib
 its l
 isti
 ng
 of
 co
 mp
 an
 ies t
 ha
 t d
 o n
 ot
 ha
 ve
 an
 au
 dit
 co
 mm
 itte
 e.
 All m
 em
 be
 rs o
 fth
 e a
 ud
 it c
 om
 mit
 tee
 mu
 st
 be
 “in
 de
 pe
 nd
 en
 t,”
 de
 fin
 ed
 by t
 he
 Act
 as n
 ot
 rece
 ivin
 g f
 ee
 s f
 rom
 th
 e c
 om
 pa
 ny o
 the
 rth
 an
 for
 bo
 ard
 se
 rvic
 e a
 nd
 be
 ing
 oth
 erw
 ise
 aff
 ili-
 ate
 d w
 ith
 th
 e c
 om
 pa
 ny a
 nd
 su
 bsid
 iari
 es.
 Exte
 rna
 l a
 ud
 it f
 irm
 ca
 nn
 ot
 pro
 vid
 e a
 ud
 it
 se
 rvic
 es t
 o t
 he
 co
 mp
 an
 y i
 fth
 e c
 om
 pa
 ny’s
 CE
 O,C
 FO
 ,o
 rC
 AO
 (C
 hie
 fA
 cco
 un
 tin
 g
 Off
 ice
 r) o
 rco
 ntr
 olle
 rw
 as p
 revio
 usly
 em
 plo
 ye
 d b
 y t
 he
 au
 dit
 or
 or
 pa
 rtic
 ipa
 ted
 in
 the
 au
 dit
 of
 the
 co
 mp
 an
 y i
 n a
 ny c
 ap
 acit
 y
 du
 rin
 g t
 he
 on
 e y
 ea
 rp
 rio
 rto
 th
 e d
 ate
 of
 the
 init
 iati
 on
 of
 the
 au
 dit
 .
 SEC
 Rul
 emak
 ing:
 Jan
 . 29,
 2003
 SEC
 final
 rul
 e im
 plem
 ents
 this
 pro
 visi
 on
 in fu
 ll.
 No
 ne
 w r
 eq
 uir
 em
 en
 ts.
 Au
 dit
 co
 mm
 itte
 e m
 em
 be
 rs c
 an
 no
 t re
 ce
 ive
 co
 mp
 en
 sa
 tio
 n o
 the
 rth
 an
 fo
 rb
 oa
 rd s
 erv
 ice
 .
 Dis
 allo
 we
 d f
 orm
 s o
 fco
 mp
 en
 sa
 tio
 n i
 nclu
 de
 :
 •fe
 es p
 aid
 dir
 ectl
 y o
 rin
 dir
 ectl
 y f
 or
 se
 rvic
 es
 as a
 co
 nsu
 lta
 nt
 or
 a l
 eg
 al
 or
 fin
 an
 cia
 l a
 dvi-
 so
 ra
 nd
 •co
 mp
 en
 sa
 tio
 n p
 aid
 to
 su
 ch
 a d
 ire
 cto
 r’s
 firm
 fo
 rsu
 ch
 co
 nsu
 ltin
 g o
 ra
 dvis
 ory
 se
 r-
 vic
 es e
 ve
 n i
 fth
 e d
 ire
 cto
 ris
 no
 t th
 e a
 ctu
 al
 se
 rvic
 e p
 rovid
 er.
 Au
 dit
 co
 mm
 itte
 es m
 ust
 se
 t cle
 ar
 hir
 ing
 po
 li-
 cie
 s f
 or
 cu
 rre
 nt
 an
 d f
 orm
 er
 em
 plo
 ye
 es o
 f
 the
 exte
 rna
 l a
 ud
 ito
 rto
 sa
 feg
 ua
 rd i
 nd
 ep
 en
 -
 de
 nce
 an
 d t
 o c
 on
 sid
 er
 all r
 ela
 tio
 nsh
 ips
 be
 twe
 en
 th
 e e
 xte
 rna
 l a
 ud
 ito
 ra
 nd
 th
 e c
 om
 -
 pa
 ny w
 he
 n d
 ecid
 ing
 wh
 eth
 er
 the
 au
 dit
 fir
 m
 sh
 ou
 ld b
 e r
 ea
 pp
 oin
 ted
 .
 Sm
 all B
 usin
 ess i
 ssu
 ers
 no
 lo
 nge
 re
 xe
 mp
 t
 fro
 m a
 ud
 it c
 om
 mit
 tee
 re
 qu
 ire
 me
 nts
 .
 Au
 dit
 co
 mm
 itte
 e m
 em
 be
 rs s
 ho
 uld
 no
 t
 rece
 ive
 pa
 ym
 en
 t o
 the
 rth
 an
 fo
 rb
 oa
 rd
 se
 rvic
 e.
 Lim
 its t
 ime
 no
 n-i
 nd
 ep
 en
 de
 nt
 dir
 ecto
 rs c
 an
 se
 rve
 on
 th
 e c
 om
 mit
 tee
 pu
 rsu
 an
 t to
 th
 e
 “exce
 pti
 on
 al
 an
 d l
 imit
 ed
 cir
 cu
 msta
 nce
 s”
 exce
 pti
 on
 to
 tw
 o y
 ea
 rs a
 nd
 pro
 hib
 its t
 he
 se
 pe
 rso
 ns f
 orm
 se
 rvin
 g a
 s c
 ha
 irm
 an
 .
 Au
 dit
 co
 mm
 itte
 e m
 em
 be
 rs m
 ay n
 ot
 co
 ntr
 ol
 mo
 re t
 ha
 n 2
 0%
 of
 the
 co
 mp
 an
 y’s
 vo
 tin
 g
 se
 cu
 riti
 es,o
 rsu
 ch
 lo
 we
 rn
 um
 be
 ra
 s m
 ay b
 e
 esta
 blish
 ed
 by t
 he
 SE
 C.
 No
 t a
 dd
 resse
 d.
 All p
 ub
 lic c
 om
 pa
 nie
 s s
 ho
 uld
 ha
 ve
 an
 au
 dit
 co
 mm
 itte
 e.
 Au
 dit
 co
 mm
 itte
 es s
 ho
 uld
 be
 co
 mp
 rise
 d
 so
 lely
 of
 ind
 ep
 en
 de
 nt
 dir
 ecto
 rs.
 Au
 dit
 co
 mm
 itte
 es s
 ho
 uld
 co
 nsid
 er
 wh
 eth
 er
 to a
 do
 pt
 po
 licie
 s o
 n t
 he
 hir
 ing
 of
 au
 dit
 or
 pe
 rso
 nn
 el
 su
 ch
 as “
 co
 olin
 g o
 ff”
 pe
 rio
 ds.
 An
 y p
 olicy s
 ho
 uld
 be
 fle
 xib
 le e
 no
 ug
 h t
 o
 allo
 w f
 or
 exce
 pti
 on
 s (
 on
 ly i
 fa
 pp
 rove
 d b
 y
 the
 au
 dit
 co
 mm
 itte
 e).
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 Fina
 ncia
 lLi
 tera
 cy/
 Expe
 rtis
 e
 Co
 mp
 an
 ies r
 eq
 uir
 ed
 to
 dis
 clo
 se
 wh
 eth
 er
 the
 au
 dit
 co
 mm
 itte
 e h
 as a
 t le
 ast
 on
 e “
 fin
 an
 -
 cia
 l e
 xp
 ert
 ”a
 nd
 ,if
 no
 t,th
 e r
 ea
 so
 ns f
 or
 the
 ab
 se
 nce
 . Th
 e S
 EC
 ru
 le m
 ust
 co
 nsid
 er
 wh
 eth
 er
 the
 pe
 rso
 n h
 as,a
 s t
 he
 re
 su
 lt o
 f
 ed
 uca
 tio
 n a
 nd
 pri
 or
 exp
 eri
 en
 ce
 as a
 pu
 blic
 acco
 un
 tan
 t o
 ra
 ud
 ito
 r,p
 rin
 cip
 al
 fin
 an
 cia
 l o
 r
 acco
 un
 tin
 g o
 ffic
 er
 of
 an
 issu
 er,
 co
 mp
 tro
 lle
 r
 of
 an
 issu
 er,
 or
 an
 alo
 go
 us p
 osit
 ion
 :
 •a
 n u
 nd
 ers
 tan
 din
 g o
 fge
 ne
 rally a
 cce
 pte
 d
 acco
 un
 tin
 g p
 rin
 cip
 les (
 GA
 AP
 );
 •e
 xp
 eri
 en
 ce
 pre
 pa
 rin
 g o
 ra
 ud
 itin
 g t
 he
 fin
 an
 cia
 l sta
 tem
 en
 ts o
 fco
 mp
 ara
 ble
 co
 m-
 pa
 nie
 s;
 •e
 xp
 eri
 en
 ce
 in
 th
 e a
 pp
 lica
 tio
 n o
 fG
 AA
 P
 pri
 ncip
 les f
 or
 esti
 ma
 tes,a
 ccru
 als
 an
 d
 rese
 rve
 s;
 •e
 xp
 eri
 en
 ce
 wit
 h i
 nte
 rna
 l a
 cco
 un
 tin
 g c
 on
 -
 tro
 ls;
 an
 d
 •k
 no
 wle
 dge
 of
 au
 dit
 co
 mm
 itte
 es a
 nd
 th
 eir
 fun
 cti
 on
 s.
 SEC
 Rul
 emak
 ing:
 Jan
 . 28,
 2003
 SEC
 final
 rul
 e in
 trod
 uces
 term
 “au
 ditc
 om-
 mitt
 ee fi
 nanc
 ial e
 xper
 t”to
 cla
 rify
 the
 expe
 r-tis
 e fu
 nctio
 ns a
 re r
 elev
 antt
 o th
 e au
 dit
 com
 mitt
 ee. I
 n ad
 ditio
 n,th
 e ru
 les:
 •re
 quire
 issu
 ers
 to d
 iscl
 ose
 whe
 ther
 the
 audi
 tcom
 mitt
 ee h
 as o
 rdoe
 s no
 thav
 e at
 leas
 tone
 aud
 itco
 mm
 ittee
 fina
 ncia
 l exp
 ert
 (and
 ifno
 t,w
 hy n
 ot);
 •re
 quire
 dis
 clos
 ure
 ofth
 e na
 me(
 s) o
 fthe
 audi
 tcom
 mitt
 ee fi
 nanc
 ial e
 xper
 t(s)
 ,if
 appl
 icab
 le;
 •re
 quire
 dis
 clos
 ure
 ofw
 heth
 erth
 e au
 dit
 com
 mitt
 ee fi
 nanc
 ial e
 xper
 tis
 inde
 pend
 ent
 ofm
 anag
 emen
 t; an
 d
 •de
 fine
 the
 qual
 ifica
 tions
 oft
 he a
 udit
 com
 -m
 ittee
 fina
 ncia
 l exp
 ert.
 No
 t a
 dd
 resse
 d.
 Co
 mp
 an
 ies r
 eq
 uir
 ed
 to
 co
 nsid
 er
 wh
 eth
 er
 a
 pe
 rso
 n h
 as,th
 rou
 gh
 ed
 uca
 tio
 n a
 nd
 exp
 eri
 -
 en
 ce
 as a
 pu
 blic a
 cco
 un
 tan
 t o
 ra
 ud
 ito
 ro
 ra
 pri
 ncip
 al
 fin
 an
 cia
 l o
 ffic
 er,
 co
 mp
 tro
 lle
 r,o
 r
 pri
 ncip
 al
 acco
 un
 tin
 g o
 ffic
 er
 of
 an
 issu
 er
 or
 fro
 m a
 po
 sit
 ion
 in
 vo
 lvin
 g t
 he
 pe
 rfo
 rma
 nce
 of
 sim
 ila
 rfu
 ncti
 on
 s,su
 ffic
 ien
 t fi
 na
 ncia
 l
 exp
 ert
 ise
 in
 th
 e a
 cco
 un
 tin
 g a
 nd
 au
 dit
 ing
 are
 as s
 pe
 cif
 ied
 in
 th
 e S
 arb
 an
 es-O
 xle
 y A
 ct.
 Re
 qu
 ire
 s t
 ha
 t a
 ll a
 ud
 it c
 om
 mit
 tee
 me
 mb
 ers
 be
 ab
 le t
 o r
 ea
 d a
 nd
 un
 de
 rsta
 nd
 fin
 an
 cia
 l
 sta
 tem
 en
 ts a
 t th
 e t
 ime
 of
 the
 ira
 pp
 oin
 tme
 nt
 rath
 er
 tha
 n “
 wit
 hin
 a r
 ea
 so
 na
 ble
 pe
 rio
 d o
 f
 tim
 e”
 the
 rea
 fte
 r.
 Au
 dit
 co
 mm
 itte
 e m
 em
 be
 rs s
 ho
 uld
 me
 et
 min
 imu
 m f
 ina
 ncia
 l lite
 racy s
 tan
 da
 rds,a
 nd
 at
 lea
 st
 on
 e m
 em
 be
 rsh
 ou
 ld h
 ave
 acco
 un
 t-
 ing
 or
 fin
 an
 cia
 l m
 an
 age
 me
 nt
 exp
 ert
 ise
 ,a
 s
 req
 uir
 ed
 by e
 xch
 an
 ge
 lis
 tin
 g s
 tan
 da
 rds.
 Of
 gre
 ate
 rim
 po
 rta
 nce
 th
 an
 fin
 an
 cia
 l e
 xp
 er-
 tise
 is t
 he
 ab
 ilit
 y o
 fco
 mm
 itte
 e m
 em
 be
 rs t
 o
 un
 de
 rsta
 nd
 th
 e c
 orp
 ora
 tio
 n’s
 bu
 sin
 ess a
 nd
 risk
 pro
 file
 an
 d a
 pp
 ly t
 he
 irb
 usin
 ess e
 xp
 eri
 -
 en
 ce
 an
 d j
 ud
 gm
 en
 t to
 th
 e i
 ssu
 es f
 or
 wh
 ich
 the
 co
 mm
 itte
 e i
 s r
 esp
 on
 sib
 le w
 ith
 an
 “in
 de
 -
 pe
 nd
 en
 t a
 nd
 cri
 tica
 l e
 ye
 .”
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 Com
 mit
 men
 t
 Cha
 rter
 /Dut
 ies
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 Bo
 ard
 mu
 st
 de
 term
 ine
 th
 at
 a p
 rosp
 ecti
 ve
 me
 mb
 er’
 s o
 the
 ra
 ud
 it c
 om
 mit
 tee
 me
 mb
 er-
 sh
 ips a
 re n
 ot
 an
 im
 pe
 dim
 en
 t to
 co
 mm
 itte
 e
 se
 rvic
 e i
 fth
 e p
 rosp
 ecti
 ve
 me
 mb
 er
 se
 rve
 s
 sim
 ult
 an
 eo
 usly
 on
 th
 e a
 ud
 it c
 om
 mit
 tee
 of
 mo
 re t
 ha
 n t
 hre
 e p
 ub
 lic c
 om
 pa
 nie
 s a
 nd
 dis
 -
 clo
 se
 su
 ch
 de
 term
 ina
 tio
 ns i
 n t
 he
 pro
 xy.
 Au
 dit
 co
 mm
 itte
 e m
 ust
 ha
 ve
 a c
 ha
 rte
 r
 ad
 dre
 ssin
 g t
 he
 co
 mm
 itte
 e’s
 pu
 rpo
 se
 an
 d
 min
 imu
 m r
 eq
 uir
 em
 en
 ts,w
 hic
 h s
 ho
 uld
 be
 to
 assis
 t th
 e b
 oa
 rd’s
 ove
 rsig
 ht
 of:
 •th
 e i
 nte
 gri
 ty o
 fth
 e c
 om
 pa
 ny’s
 fin
 an
 cia
 l
 sta
 tem
 en
 ts;
 •th
 e c
 om
 pa
 ny’s
 co
 mp
 lia
 nce
 wit
 h l
 eg
 al
 an
 d
 reg
 ula
 tory
 re
 qu
 ire
 me
 nts
 ;
 •th
 e i
 nd
 ep
 en
 de
 nt
 au
 dit
 or’
 s q
 ua
 lifi
 ca
 tio
 ns
 an
 d i
 nd
 ep
 en
 de
 nce
 ; a
 nd
 •th
 e p
 erf
 orm
 an
 ce
 of
 the
 co
 mp
 an
 y’s
 inte
 rna
 l a
 ud
 it f
 un
 cti
 on
 an
 d i
 nd
 ep
 en
 de
 nt
 au
 dit
 ors
 .
 Au
 dit
 co
 mm
 itte
 e m
 ust
 als
 o p
 rep
 are
 th
 e
 rep
 ort
 th
 at
 SE
 C r
 ule
 s r
 eq
 uir
 e b
 e i
 nclu
 de
 d i
 n
 the
 co
 mp
 an
 y’s
 an
 nu
 al
 pro
 xy s
 tate
 me
 nt.
 No
 t a
 dd
 resse
 d.
 Au
 dit
 co
 mm
 itte
 es s
 ho
 uld
 ha
 ve
 a w
 ritt
 en
 ch
 art
 er
 tha
 t o
 utl
 ine
 s t
 he
 sco
 pe
 of
 the
 co
 m-
 mit
 tee
 ’s r
 esp
 on
 sib
 ilit
 ies (
 inclu
 din
 g s
 tru
 c-
 ture
 ,p
 roce
 sse
 s,a
 nd
 me
 mb
 ers
 hip
 req
 uir
 em
 en
 ts),
 inclu
 din
 g a
 ll r
 eq
 uir
 ed
 du
 tie
 s
 un
 de
 rth
 e S
 arb
 an
 es-O
 xle
 y A
 ct.
 Th
 e c
 ha
 rte
 rsh
 ou
 ld a
 lso
 sp
 ecif
 y t
 he
 au
 dit
 co
 mm
 itte
 e’s
 re
 sp
 on
 sib
 ilit
 y f
 or
 en
 su
 rin
 g t
 he
 rece
 ipt
 fro
 m t
 he
 exte
 rna
 l a
 ud
 ito
 ro
 fa
 fo
 r-
 ma
 l,w
 ritt
 en
 sta
 tem
 en
 t d
 elin
 ea
 tin
 g a
 ll r
 ela
 -
 tio
 nsh
 ips b
 etw
 ee
 n t
 he
 au
 dit
 or
 an
 d t
 he
 co
 mp
 an
 y a
 nd
 fo
 ra
 cti
 ve
 ly e
 nsu
 rin
 g t
 he
 au
 dit
 co
 mm
 itte
 e t
 ake
 acti
 on
 to
 sa
 feg
 ua
 rd t
 he
 ind
 ep
 en
 de
 nce
 of
 the
 exte
 rna
 l a
 ud
 ito
 rs.
 Th
 e c
 om
 mit
 tee
 mu
 st
 asse
 ss a
 nn
 ua
 lly t
 he
 ne
 ed
 fo
 rre
 vis
 ion
 s t
 o t
 he
 ch
 art
 er.
 No
 t a
 dd
 resse
 d.
 Co
 mm
 itte
 es s
 ho
 uld
 ha
 ve
 ch
 art
 ers
 ,o
 rth
 ere
 sh
 ou
 ld b
 e a
 bo
 ard
 re
 so
 luti
 on
 esta
 blish
 ing
 the
 co
 mm
 itte
 es.
 Th
 e p
 rim
 ary
 fu
 ncti
 on
 s o
 fth
 e a
 ud
 it c
 om
 mit
 -
 tee
 in
 clu
 de
 :
 •u
 nd
 ers
 tan
 din
 g t
 he
 co
 mp
 an
 y’s
 ris
 kp
 rofi
 le
 an
 d o
 ve
 rse
 ein
 g t
 he
 co
 mp
 an
 y’s
 ris
 k
 asse
 ssm
 en
 t/m
 an
 age
 me
 nt
 pra
 cti
 ce
 s;
 •su
 pe
 rvis
 ing
 th
 e c
 om
 pa
 ny’s
 re
 lati
 on
 sh
 ip
 wit
 h i
 ts e
 xte
 rna
 l a
 ud
 ito
 r;
 •sa
 feg
 ua
 rdin
 g e
 xte
 rna
 l a
 ud
 ito
 rin
 de
 pe
 n-
 de
 nce
 ;
 •re
 vie
 win
 g a
 nd
 dis
 cu
 ssin
 g c
 riti
 ca
 l a
 cco
 un
 t-
 ing
 po
 licie
 s a
 nd
 ju
 dg
 me
 nts
 wit
 h m
 an
 age
 -
 me
 nt
 an
 d t
 he
 exte
 rna
 l a
 ud
 ito
 rs;
 •u
 nd
 ers
 tan
 din
 g t
 he
 co
 mp
 an
 y’s
 syste
 m o
 f
 inte
 rna
 l co
 ntr
 ols
 an
 d r
 evie
 win
 g t
 he
 ad
 e-
 qu
 acy o
 fin
 tern
 al
 co
 ntr
 ols
 wit
 h t
 he
 in
 ter-
 na
 l a
 nd
 exte
 rna
 l a
 ud
 ito
 rs o
 n a
 pe
 rio
 dic
 ba
 sis
 ;
 •re
 vie
 win
 g t
 he
 co
 mp
 an
 y’s
 pro
 ce
 du
 res
 rela
 tin
 g t
 o c
 om
 plia
 nce
 wit
 h t
 he
 la
 w a
 nd
 imp
 ort
 an
 t co
 rpo
 rate
 po
 licie
 s,in
 clu
 din
 g
 the
 go
 ve
 rna
 nce
 an
 d e
 thic
 s c
 od
 es (
 un
 less
 the
 se
 fu
 ncti
 on
 s a
 re p
 erf
 orm
 ed
 by a
 no
 the
 r
 co
 mm
 itte
 e);
 •re
 vie
 win
 g a
 nd
 dis
 cu
 ssin
 g t
 he
 co
 mp
 an
 y’s
 an
 nu
 al
 fin
 an
 cia
 l sta
 tem
 en
 ts w
 ith
 ma
 na
 ge
 -
 me
 nt
 an
 d t
 he
 exte
 rna
 l a
 ud
 ito
 rs;
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 Exte
 rnal
 Aud
 itor
 and
 Aud
 itSe
 rvic
 es
 Au
 dit
 co
 mm
 itte
 e i
 s d
 ire
 ctl
 y r
 esp
 on
 sib
 le f
 or
 ap
 po
 intm
 en
 t,o
 ve
 rsig
 ht,
 an
 d c
 om
 pe
 nsa
 tio
 n
 of
 the
 exte
 rna
 l a
 ud
 ito
 r,in
 clu
 din
 g t
 he
 re
 so
 lu-
 tio
 n o
 fd
 isa
 gre
 em
 en
 ts b
 etw
 ee
 n m
 an
 age
 -
 me
 nt
 an
 d t
 he
 au
 dit
 or
 reg
 ard
 ing
 fin
 an
 cia
 l
 rep
 ort
 ing
 ,in
 th
 e c
 on
 du
 ct
 of
 issu
 ing
 an
 au
 dit
 rep
 ort
 or
 rela
 ted
 wo
 rk. Th
 e e
 xte
 rna
 l a
 ud
 ito
 r
 is a
 lso
 re
 qu
 ire
 d t
 o r
 ep
 ort
 dir
 ectl
 y t
 o t
 he
 au
 dit
 co
 mm
 itte
 e.
 All a
 ud
 itin
 g s
 erv
 ice
 s m
 ust
 be
 pre
 -ap
 pro
 ve
 d,
 inclu
 din
 g u
 nd
 erw
 riti
 ng
 co
 mfo
 rt l
 ett
 ers
 or
 sta
 tuto
 ry a
 ud
 its r
 eq
 uir
 ed
 fo
 rin
 su
 ran
 ce
 co
 mp
 an
 ies.
 SEC
 Rul
 emak
 ing:
 Jan.
 29,
 2003
 SEC
 final
 rul
 e re
 quire
 s th
 e ac
 coun
 ting
 firm
 to r
 epor
 t,pr
 iort
 o th
 e fil
 ing
 ofits
 aud
 itre
 port
 with
 the
 Com
 mis
 sion
 ,to
 the
 audi
 tco
 mm
 ittee
 :
 •al
 l crit
 ical
 acc
 ount
 ing
 polic
 ies
 and
 prac
 tices
 use
 d by
 the
 issu
 er;
 •al
 l mat
 eria
 l alte
 rnat
 ive
 acco
 untin
 g tr
 eatm
 ents
 off
 inan
 cial
 info
 rmat
 ion
 with
 inG
 AAP
 that
 have
 bee
 n di
 scus
 sed
 with
 m
 anag
 emen
 t; an
 d
 •ot
 herm
 ater
 ial w
 ritte
 n co
 mm
 unic
 atio
 nsbe
 twee
 n th
 e ac
 coun
 ting
 firm
 and
 m
 anag
 emen
 t.
 Au
 dit
 co
 mm
 itte
 e h
 as t
 he
 so
 le a
 uth
 ori
 ty t
 o
 hir
 e a
 nd
 fir
 e t
 he
 exte
 rna
 l a
 ud
 ito
 ra
 nd
 ap
 pro
 ve
 fe
 es a
 nd
 te
 rms o
 fth
 e a
 ud
 it a
 nd
 no
 n-a
 ud
 it s
 erv
 ice
 s.
 Au
 dit
 co
 mm
 itte
 e h
 as t
 he
 so
 le a
 uth
 ori
 ty
 to h
 ire
 an
 d f
 ire
 th
 e e
 xte
 rna
 l a
 ud
 ito
 ra
 nd
 ap
 pro
 ve
 fe
 es a
 nd
 te
 rms o
 fth
 e a
 ud
 it a
 nd
 no
 n-a
 ud
 it s
 erv
 ice
 s.
 •o
 ve
 rse
 ein
 g t
 he
 co
 mp
 an
 y’s
 in
 tern
 al
 au
 dit
 fun
 cti
 on
 ;
 •p
 rovid
 ing
 a c
 ha
 nn
 el
 of
 co
 mm
 un
 ica
 tio
 n t
 o
 the
 bo
 ard
 fro
 m i
 nte
 rna
 l/e
 xte
 rna
 l a
 ud
 ito
 rs
 an
 d o
 the
 ro
 ffic
 ers
 ; a
 nd
 •co
 nsid
 eri
 ng
 po
 licie
 s f
 or
 hir
 ing
 au
 dit
 or
 pe
 rso
 nn
 el.
 Au
 dit
 co
 mm
 itte
 e i
 s r
 esp
 on
 sib
 le f
 or
 su
 pe
 rvis
 -
 ing
 th
 e c
 om
 pa
 ny’s
 re
 lati
 on
 sh
 ip w
 ith
 its
 exte
 rna
 l a
 ud
 ito
 rs,in
 clu
 din
 g r
 eco
 mm
 en
 din
 g
 the
 au
 dit
 fir
 m,e
 va
 lua
 tin
 g t
 he
 au
 dit
 fir
 m’s
 pe
 rfo
 rma
 nce
 an
 d c
 on
 sid
 eri
 ng
 wh
 eth
 er
 to
 pe
 rio
 dic
 ally r
 ota
 te t
 he
 au
 dit
 fir
 m o
 rit
 s
 se
 nio
 rp
 ers
 on
 ne
 l.
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 Non
 -Aud
 itSe
 rvic
 es
 Rota
 tion
 of
 Aud
 itFi
 rm
 and
 Part
 ners
 Exte
 rna
 l a
 ud
 it f
 irm
 ma
 y n
 ot
 sim
 ult
 an
 eo
 usly
 pro
 vid
 e b
 oth
 au
 dit
 an
 d n
 on
 -au
 dit
 se
 rvic
 es.
 Th
 e p
 roh
 ibit
 ed
 no
 n-a
 ud
 it s
 erv
 ice
 s i
 nclu
 de
 bo
 ok
 ke
 ep
 ing
 an
 d r
 ela
 ted
 se
 rvic
 es,m
 an
 age
 -
 me
 nt
 an
 d h
 um
 an
 re
 so
 urc
 es c
 on
 su
 ltin
 g,a
 nd
 ap
 pra
 isa
 l a
 nd
 va
 lua
 tio
 n s
 erv
 ice
 s.5
 All n
 on
 -
 au
 dit
 se
 rvic
 es m
 ust
 be
 ap
 pro
 ve
 d b
 y t
 he
 au
 dit
 co
 mm
 itte
 e a
 nd
 dis
 clo
 se
 d t
 o s
 ha
 re-
 ho
 lde
 rs.
 SEC
 Rul
 emak
 ing:
 Jan
 . 29,
 2003
 SEC
 adop
 ts fi
 nal r
 ules
 to s
 tren
 gthe
 n au
 dito
 rin
 depe
 nden
 ce a
 nd im
 prov
 e di
 sclo
 sure
 s to
 inve
 stor
 s ab
 outs
 ervi
 ces
 prov
 ided
 by
 exte
 r-na
 l aud
 itfir
 ms.
 The
 rul
 es:
 •de
 fine
 the
 nine
 pro
 hibi
 ted
 type
 s of
 non-
 audi
 tser
 vice
 s sp
 ecifi
 ed in
 the
 Act;
 •es
 tabl
 ish
 rule
 s th
 atan
 acc
 ount
 antw
 ould
 notb
 e in
 depe
 nden
 tift
 he a
 udit
 part
 ner
 rece
 ived
 com
 pens
 atio
 n ba
 sed
 on th
 e pa
 rt-
 nerp
 rocu
 ring
 enga
 gem
 ents
 with
 that
 clie
 ntfo
 rser
 vice
 s ot
 hert
 han
 audi
 t,re
 view
 ,and
 atte
 stse
 rvic
 es; a
 nd
 •in
 clud
 e a
 de m
 inim
 is e
 xcep
 tion
 forp
 rovi
 -si
 on o
 fnon
 -aud
 itse
 rvic
 es.
 Co
 mp
 an
 ies r
 eq
 uir
 ed
 to
 ch
 an
 ge
 le
 ad
 au
 dit
 pa
 rtn
 er
 or
 se
 co
 nd
 re
 vie
 w a
 ud
 it p
 art
 ne
 r
 eve
 ry f
 ive
 fis
 ca
 l ye
 ars
 .
 SEC
 Rul
 emak
 ing:
 Jan.
 29,
 2003
 SEC
 final
 rul
 e re
 quire
 s th
 e le
 ad a
 nd c
 oncu
 r-rin
 g on
 the
 audi
 teng
 agem
 entt
 eam
 rota
 teaf
 tera
 five
 -yea
 r“co
 olin
 g of
 f”pe
 riod.
 Oth
 ersi
 gnifi
 cant
 audi
 tpar
 tner
 s w
 ill b
 e su
 bjec
 tto
 ase
 ven
 year
 rota
 tion
 requ
 irem
 entw
 ith a
 two-
 year
 “coo
 ling
 off”
 perio
 d.
 Au
 dit
 co
 mm
 itte
 e h
 as s
 ole
 au
 tho
 rity
 to
 ap
 pro
 ve
 te
 rms a
 nd
 fe
 es f
 or
 no
 n-a
 ud
 it
 se
 rvic
 es.
 Ro
 tati
 on
 of
 lea
 d a
 ud
 it p
 art
 ne
 rre
 qu
 ire
 d.
 Au
 dit
 co
 mm
 itte
 e s
 ho
 uld
 fu
 rth
 er
 co
 nsid
 er
 wh
 eth
 er
 to s
 et
 a p
 olicy g
 ove
 rnin
 g r
 ota
 tio
 n
 of
 the
 exte
 rna
 l a
 ud
 it f
 irm
 .
 Au
 dit
 co
 mm
 itte
 e m
 ust
 pre
 -ap
 pro
 ve
 te
 rms
 an
 d f
 ee
 s f
 or
 no
 n-a
 ud
 it s
 erv
 ice
 s.
 No
 t a
 dd
 resse
 d.
 Au
 dit
 co
 mm
 itte
 e s
 ho
 uld
 de
 ve
 lop
 po
 licie
 s f
 or
 the
 pro
 vis
 ion
 of
 no
 n-a
 ud
 it s
 erv
 ice
 s b
 y t
 he
 exte
 rna
 l a
 ud
 ito
 r. W
 he
 n m
 ak
 ing
 th
 e d
 ete
 rmi-
 na
 tio
 n,th
 e c
 om
 mit
 tee
 sh
 ou
 ld c
 on
 sid
 er
 the
 ap
 pro
 pri
 ate
 de
 gre
 e o
 fre
 vie
 w/
 ove
 rsig
 ht
 for
 ne
 w/
 exis
 tin
 g s
 erv
 ice
 s a
 nd
 co
 nsid
 er
 the
 na
 ture
 an
 d d
 olla
 ra
 mo
 un
 t o
 fse
 rvic
 es
 pro
 vid
 ed
 .
 Au
 dit
 co
 mm
 itte
 e s
 ho
 uld
 de
 cid
 e w
 he
 the
 r
 pe
 rio
 dic
 ro
 tati
 on
 fo
 re
 xte
 rna
 l a
 ud
 ito
 ro
 r
 se
 nio
 ra
 ud
 it p
 ers
 on
 ne
 l is
 ne
 ce
 ssa
 ry b
 ase
 d
 on
 an
 nu
 al
 du
 e d
 ilig
 en
 ce
 asse
 ssm
 en
 ts a
 nd
 sh
 ou
 ld m
 ake
 a r
 eco
 mm
 en
 da
 tio
 n t
 o t
 he
 bo
 ard
 ba
 se
 d o
 n i
 ts c
 on
 clu
 sio
 ns.
 5S
 pe
 cif
 ica
 lly,
 the
 pro
 hib
 ite
 d n
 on
 -au
 dit
 se
 rvic
 es i
 nclu
 de
 th
 e f
 ollo
 win
 g:
 (1)
 bo
 ok
 ke
 ep
 ing
 or
 oth
 er
 se
 rvic
 es r
 ela
 ted
 to
 th
 e a
 cco
 un
 tin
 g r
 eco
 rds o
 rfi
 na
 ncia
 l sta
 tem
 en
 ts o
 fth
 e a
 ud
 it c
 lie
 nt;
 (2
 ) fi
 na
 ncia
 l in
 form
 ati
 on
 syste
 ms d
 esig
 n a
 nd
 im
 ple
 me
 nta
 tio
 n;
 (3)
 ap
 pra
 isa
 l o
 rva
 lua
 tio
 n s
 erv
 ice
 s,fa
 irn
 ess o
 pin
 ion
 s,o
 rco
 ntr
 ibu
 tio
 n-i
 n-k
 ind
 re
 po
 rts;
 (4)
 actu
 ari
 al
 se
 rvic
 es;
 (5
 ) in
 tern
 al
 au
 dit
 ou
 tso
 urc
 ing
 se
 rvic
 es;
 (6)
 ma
 na
 ge
 me
 nt
 fun
 cti
 on
 s o
 rh
 um
 an
 re
 so
 urc
 es;
 (7)
 bro
 ke
 ro
 rd
 ea
 ler,
 inve
 stm
 en
 t a
 dvis
 or,
 or
 inve
 stm
 en
 t b
 an
 kin
 g s
 erv
 ice
 s;
 (8)
 leg
 al
 se
 rvic
 es a
 nd
 exp
 ert
 se
 rvic
 es u
 nre
 late
 d t
 o t
 he
 au
 dit
 ; a
 nd
 (9
 ) a
 ny o
 the
 rse
 rvic
 e t
 ha
 t th
 e b
 oa
 rd d
 ete
 rmin
 es,b
 y r
 eg
 ula
 tio
 n,im
 pe
 rmis
 sib
 le.
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 Acc
 ess
 toEx
 tern
 alA
 dvis
 ors
 Mee
 ting
 s an
 dPr
 ivat
 e Se
 ssio
 ns
 Inte
 rnal
 Aud
 it
 Impr
 oper
 Influ
 enci
 ng
 ofA
 udit
 Au
 dit
 co
 mm
 itte
 e s
 ho
 uld
 ha
 ve
 acce
 ss t
 o
 exte
 rna
 l co
 un
 se
 l a
 nd
 oth
 er
 ad
 vis
 ors
 .
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 Un
 law
 ful
 for
 co
 mp
 an
 y o
 ffic
 ers
 ,d
 ire
 cto
 rs,o
 r
 aff
 ilia
 ted
 pe
 rso
 ns t
 o f
 rau
 du
 len
 tly i
 nfl
 ue
 nce
 ,
 co
 erc
 e,m
 an
 ipu
 late
 ,o
 rm
 isle
 ad
 an
 y i
 nd
 ep
 en
 -
 de
 nt
 pu
 blic o
 rce
 rtif
 ied
 acco
 un
 tan
 t e
 ng
 age
 d
 in a
 ud
 itin
 g t
 he
 co
 mp
 an
 y’s
 fin
 an
 cia
 l sta
 te-
 me
 nts
 ,fo
 rth
 e p
 urp
 ose
 of
 ren
 de
 rin
 g s
 uch
 fin
 an
 cia
 l sta
 tem
 en
 ts m
 ate
 ria
 lly
 mis
 lea
 din
 g.
 Au
 dit
 co
 mm
 itte
 e s
 ho
 uld
 ha
 ve
 acce
 ss t
 o
 ad
 vic
 e a
 nd
 assis
 tan
 ce
 fro
 m o
 uts
 ide
 co
 un
 -
 se
 l,a
 cco
 un
 tin
 g,a
 nd
 oth
 er
 ad
 vis
 ors
 wit
 ho
 ut
 ha
 vin
 g t
 o o
 bta
 in b
 oa
 rd a
 pp
 rova
 l.
 Au
 dit
 co
 mm
 itte
 es s
 ho
 uld
 me
 et
 se
 pa
 rate
 ly,
 pe
 rio
 dic
 ally,
 wit
 h m
 an
 age
 me
 nt,
 inte
 rna
 l
 au
 dit
 ors
 (o
 ro
 the
 rp
 ers
 on
 ne
 l re
 sp
 on
 sib
 le f
 or
 the
 in
 tern
 al
 au
 dit
 fu
 ncti
 on
 ),a
 nd
 exte
 rna
 l
 au
 dit
 ors
 .
 All l
 iste
 d c
 om
 pa
 nie
 s m
 ust
 ha
 ve
 an
 in
 tern
 al
 au
 dit
 fu
 ncti
 on
 .
 No
 t a
 dd
 resse
 d.
 Au
 dit
 co
 mm
 itte
 es m
 ust
 ha
 ve
 au
 tho
 rity
 to
 co
 nsu
 lt w
 ith
 an
 d r
 eta
 in l
 eg
 al,
 acco
 un
 tin
 g,
 an
 d o
 the
 re
 xp
 ert
 s “
 in a
 pp
 rop
 ria
 te c
 ircu
 m-
 sta
 nce
 s.”
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 Bo
 ard
 an
 d c
 om
 mit
 tee
 acce
 ss t
 o o
 uts
 ide
 ad
 vis
 ors
 is a
 n i
 mp
 ort
 an
 t e
 lem
 en
 t o
 fa
 n
 eff
 ecti
 ve
 co
 rpo
 rate
 go
 ve
 rna
 nce
 syste
 m.
 Au
 dit
 co
 mm
 itte
 e m
 ee
 tin
 gs s
 ho
 uld
 be
 he
 ld
 fre
 qu
 en
 tly e
 no
 ug
 h t
 o a
 llo
 w t
 he
 co
 mm
 itte
 e
 to a
 pp
 rop
 ria
 tely
 mo
 nit
 or
 the
 an
 nu
 al
 an
 d
 qu
 art
 erl
 y f
 ina
 ncia
 l re
 po
 rts a
 nd
 sh
 ou
 ld b
 e o
 f
 su
 ffic
 ien
 t le
 ng
 th t
 o p
 erm
 it a
 nd
 en
 co
 ura
 ge
 acti
 ve
 dis
 cu
 ssio
 ns w
 ith
 ma
 na
 ge
 me
 nt
 an
 d
 the
 in
 tern
 al
 an
 d e
 xte
 rna
 l a
 ud
 ito
 rs.
 Au
 dit
 co
 mm
 itte
 es s
 ho
 uld
 me
 et
 wit
 h t
 he
 inte
 rna
 l a
 nd
 exte
 rna
 l a
 ud
 ito
 rs w
 ith
 ou
 t m
 an
 -
 age
 me
 nt
 pre
 se
 nt
 at
 eve
 ry m
 ee
 tin
 g a
 nd
 co
 mm
 un
 ica
 te w
 ith
 th
 em
 be
 twe
 en
 me
 eti
 ng
 s
 as n
 ece
 ssa
 ry.
 Au
 dit
 co
 mm
 itte
 e s
 ho
 uld
 ove
 rse
 e t
 he
 in
 ter-
 na
 l a
 ud
 it f
 un
 cti
 on
 .
 No
 t a
 dd
 resse
 d.
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 Fina
 ncia
 l Rep
 orti
 ng/D
 iscl
 osur
 es
 Fina
 ncia
 lRe
 port
 ing
 Fin
 an
 cia
 l re
 po
 rts r
 eq
 uir
 ed
 to
 be
 pre
 pa
 red
 in
 acco
 rda
 nce
 wit
 h G
 AA
 Pu
 nd
 er
 the
 Se
 cu
 riti
 es
 Exch
 an
 ge
 Act
 of
 19
 34
 an
 d f
 ile
 d w
 ith
 th
 e
 SE
 C s
 ho
 uld
 re
 fle
 ct
 all m
 ate
 ria
 l co
 rre
 cti
 ng
 ad
 justm
 en
 ts t
 ha
 t h
 ave
 be
 en
 id
 en
 tifi
 ed
 by a
 reg
 iste
 red
 pu
 blic a
 cco
 un
 tin
 g f
 irm
 in
 acco
 r-
 da
 nce
 wit
 h G
 AA
 Pa
 nd
 SE
 C r
 ule
 s.
 SEC
 to
 iss
 ue f
 inal ru
 les
 pro
 vid
 ing t
 hat
 pro
 form
 a f
 inan
 cia
 l in
 form
 ati
 on
 in
 clu
 ded
 in
 an
 y
 peri
 od
 ic o
 ro
 ther
 rep
 ort
 file
 d w
 ith
 th
 e S
 EC
 pu
 rsu
 an
 t to
 th
 e s
 ecu
 riti
 es
 law
 s,o
 rin
 an
 y p
 ub
 -
 lic d
 isclo
 sure
 or
 pre
 ss o
 ro
 ther
 rele
 ase
 ,sh
 all
 be p
 rese
 nte
 d in
 a m
 an
 ner
 that:
 (1
 ) d
 oes
 no
 t
 co
 nta
 in a
 n u
 ntr
 ue s
 tate
 men
 t o
 fa m
 ate
 rial fa
 ct
 or
 om
 it t
 o s
 tate
 a m
 ate
 rial fa
 ct
 necess
 ary
 in
 ord
 er
 to m
 ake t
 he p
 ro f
 orm
 a f
 inan
 cia
 l in
 for-
 mati
 on
 ,in
 lig
 ht
 of
 the c
 ircu
 mst
 an
 ces
 un
 der
 wh
 ich
 it
 is p
 rese
 nte
 d,n
 ot
 mis
 lead
 ing a
 nd
 (2
 )
 reco
 ncile
 s it
 wit
 h t
 he f
 inan
 cia
 l co
 nd
 itio
 n a
 nd
 resu
 lts
 of
 op
 era
 tio
 ns
 of
 the iss
 uer
 un
 der
 GA
 AP.
 SEC
 Rul
 emak
 ing:
 Nov
 . 5,2
 002
 SEC
 prop
 osed
 new
 Reg
 ulat
 ion
 G,w
 hich
 wou
 ldap
 ply
 whe
 neve
 ra p
 ublic
 com
 pany
 dis
 clos
 es o
 rre
 leas
 es m
 ater
 ial i
 nfor
 mat
 ion
 cont
 aini
 ng a
 “non
 -GAA
 Pfin
 anci
 al m
 easu
 re.”
 6Re
 gula
 tion
 Gw
 ould
 pro
 hibi
 tmat
 eria
 l mis
 stat
 emen
 ts o
 rom
 is-
 sion
 s th
 atw
 ould
 mak
 e th
 e pr
 esen
 tatio
 n of
 the
 mat
 eria
 l non
 -GAA
 Pfin
 anci
 al m
 easu
 re m
 isle
 ad-
 ing
 and
 wou
 ld re
 quire
 a q
 uant
 itativ
 e re
 conc
 ilia-
 tion
 ofdi
 ffere
 nces
 oft
 he n
 on-G
 AAP
 finan
 cial
 mea
 sure
 pre
 sent
 ed a
 nd th
 e co
 mpa
 rabl
 e fin
 an-
 cial
 mea
 sure
 (s) c
 alcu
 late
 d an
 d pr
 esen
 ted
 inac
 cord
 ance
 with
 GAA
 P.
 SEC
 also
 pro
 pose
 d am
 endm
 ents
 to e
 xist
 ing
 rule
 s to
 add
 ress
 the
 use
 ofno
 n-G
 AAP
 finan
 -ci
 al in
 form
 atio
 n in
 filin
 gs to
 the
 Com
 mis
 sion
 .
 Au
 dit
 co
 mm
 itte
 es m
 ust
 dis
 cu
 ss t
 he
 an
 nu
 al
 au
 dit
 ed
 fin
 an
 cia
 l sta
 tem
 en
 ts a
 nd
 qu
 art
 erl
 y
 fin
 an
 cia
 l sta
 tem
 en
 ts w
 ith
 ma
 na
 ge
 me
 nt
 an
 d
 the
 in
 de
 pe
 nd
 en
 t a
 ud
 ito
 r,in
 clu
 din
 g t
 he
 co
 m-
 pa
 ny’s
 dis
 clo
 su
 res u
 nd
 er
 “Ma
 na
 ge
 me
 nt’
 s
 Dis
 cu
 ssio
 n a
 nd
 An
 aly
 sis
 of
 Fin
 an
 cia
 l
 Co
 nd
 itio
 n a
 nd
 Re
 su
 lts o
 fO
 pe
 rati
 on
 s.”
 No
 t a
 dd
 resse
 d.
 Se
 nio
 rm
 an
 age
 me
 nt
 is r
 esp
 on
 sib
 le f
 or
 the
 inte
 gri
 ty o
 fth
 e c
 om
 pa
 ny’s
 fin
 an
 cia
 l sta
 te-
 me
 nts
 an
 d f
 or
 pu
 ttin
 g i
 n p
 lace
 an
 d s
 up
 erv
 is-
 ing
 th
 e o
 pe
 rati
 on
 of
 syste
 ms t
 ha
 t a
 llo
 w t
 he
 co
 mp
 an
 y t
 o p
 rod
 uce
 fin
 an
 cia
 l sta
 tem
 en
 ts
 tha
 t fa
 irly
 pre
 se
 nt
 the
 co
 mp
 an
 y’s
 fin
 an
 cia
 l
 co
 nd
 itio
 n.
 Th
 e b
 oa
 rd,th
 rou
 gh
 th
 e a
 ud
 it c
 om
 mit
 tee
 ,
 sh
 ou
 ld h
 ave
 a b
 roa
 d u
 nd
 ers
 tan
 din
 g o
 fth
 e
 co
 mp
 an
 y’s
 fin
 an
 cia
 l sta
 tem
 en
 ts,in
 clu
 din
 g a
 rati
 on
 ale
 fo
 ru
 se
 of
 ce
 rta
 in a
 cco
 un
 tin
 g p
 rin
 -
 cip
 les,w
 hic
 h k
 ey j
 ud
 gm
 en
 ts a
 nd
 esti
 ma
 tes
 we
 re m
 ad
 e a
 nd
 wh
 y,a
 nd
 th
 e i
 mp
 acts
 of
 su
 ch
 ju
 dg
 me
 nts
 on
 th
 e c
 om
 pa
 ny.
 6D
 efi
 ne
 d b
 y t
 he
 Co
 mm
 issio
 n a
 s “
 a n
 um
 eri
 ca
 l m
 ea
 su
 re o
 fa
 re
 gis
 tra
 nt’
 s h
 isto
 rica
 l o
 rfu
 ture
 fin
 an
 cia
 l p
 erf
 orm
 an
 ce
 ,fi
 na
 ncia
 l p
 osit
 ion
 or
 ca
 sh
 flo
 ws t
 ha
 t (
 1)
 exclu
 de
 s a
 mo
 un
 ts o
 ris
 su
 bje
 ct
 to a
 dju
 stm
 en
 ts t
 ha
 t h
 ave
 th
 e e
 ffe
 ct
 of
 exclu
 din
 g a
 mo
 un
 ts,th
 at
 are
 in
 clu
 de
 d i
 n t
 he
 co
 mp
 ara
 -
 ble
 me
 asu
 re c
 alc
 ula
 ted
 an
 d p
 rese
 nte
 d i
 n a
 cco
 rda
 nce
 wit
 h G
 AA
 Pin
 th
 e s
 tate
 me
 nt
 of
 inco
 me
 ,b
 ala
 nce
 sh
 ee
 t o
 rsta
 tem
 en
 t o
 fca
 sh
 flo
 ws (
 or
 eq
 uiv
 ale
 nt
 sta
 tem
 en
 ts)
 ifth
 e i
 ssu
 er;
 or
 (2)
 inclu
 de
 s a
 mo
 un
 ts,o
 ris
 su
 bje
 ct
 to a
 dju
 stm
 en
 ts t
 ha
 t h
 ave
 th
 e e
 ffe
 ct
 of
 inclu
 din
 g a
 mo
 un
 ts,th
 at
 are
 exclu
 de
 d f
 rom
 th
 e c
 om
 pa
 rab
 le m
 ea
 su
 re s
 o c
 alc
 ula
 ted
 an
 d p
 rese
 nte
 d. “
 Sta
 tisti
 ca
 l a
 nd
 op
 era
 tin
 g m
 ea
 su
 res a
 re n
 ot
 co
 ve
 red
 .

Page 77
                        

Issu
 eSa
 rban
 es-O
 xley
 NYS
 EPr
 opos
 als
 NAS
 DAQ
 Prop
 osal
 sBu
 sine
 ss R
 ound
 tabl
 e Pr
 inci
 ples
 Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board 77
 “Rea
 l Tim
 e”D
 iscl
 osur
 es
 SEC
 Rev
 iew
 of
 Fina
 ncia
 lD
 iscl
 osur
 es
 Co
 mp
 an
 ies m
 ust
 dis
 clo
 se
 on
 a “
 rap
 id a
 nd
 cu
 rre
 nt
 ba
 sis
 ”a
 dd
 itio
 na
 l in
 form
 ati
 on
 co
 n-
 ce
 rnin
 g m
 ate
 ria
 l ch
 an
 ge
 s i
 n t
 he
 irfi
 na
 ncia
 l
 co
 nd
 itio
 n o
 ro
 pe
 rati
 on
 s,in
 “p
 lain
 En
 glish
 .”
 SEC
 Rul
 emak
 ing:
 Sep
 t. 5,
 2002
 SEC
 final
 rul
 e ac
 cele
 rate
 s fil
 ing
 dead
 lines
 for
 annu
 al,q
 uart
 erly
 ,and
 per
 iodi
 c re
 port
 s fo
 r“a
 ccel
 erat
 ed fi
 lers
 .”7
 The
 rule
 sho
 rten
 s th
 efil
 ing
 dead
 lines
 fora
 nnua
 l rep
 orts
 from
 90
 to60
 day
 s an
 d qu
 arte
 rly r
 epor
 ts fr
 om 4
 5da
 ysto
 35
 days
 afte
 rthe
 com
 pany
 ’s fi
 scal
 yea
 ren
 d ov
 era
 thre
 e-ye
 arph
 ase-
 in p
 erio
 d an
 dac
 cele
 rate
 s th
 e fil
 ing
 dead
 line
 forF
 orm
 8-K
 to tw
 o bu
 sine
 ss d
 ays
 (form
 erly
 5–1
 5da
 ysde
 pend
 ing
 on th
 e ev
 ent)
 afte
 rthe
 req
 uire
 ddi
 sclo
 sure
 eve
 ntoc
 curs
 .
 Acce
 lera
 ted
 filer
 s ar
 e al
 so r
 equi
 red
 to d
 is-
 clos
 e th
 eirW
 eb s
 ite a
 ddre
 ss in
 the
 annu
 alre
 port
 ,whe
 ther
 annu
 al,q
 uart
 erly
 ,and
 per
 i-od
 ic r
 epor
 ts a
 re m
 ade
 avai
 labl
 e fr
 ee o
 fch
 arge
 (and
 ifno
 t,w
 hy n
 ot),
 and,
 ifno
 t,w
 heth
 erth
 e co
 mpa
 ny w
 ill p
 rovi
 de e
 lect
 roni
 cor
 hard
 cop
 ies
 ofth
 e re
 port
 s fr
 ee o
 fcha
 rge
 upon
 req
 uest
 .
 SE
 C t
 o r
 evie
 w d
 isclo
 su
 res m
 ad
 e b
 y i
 ssu
 ers
 rep
 ort
 ing
 un
 de
 rS
 ecti
 on
 13
 (a)
 of
 the
 Se
 cu
 riti
 es E
 xch
 an
 ge
 Act
 of
 19
 34
 (in
 clu
 din
 g
 rep
 ort
 s f
 ile
 d o
 n F
 orm
 10
 -K),
 an
 d w
 hic
 h h
 ave
 a c
 lass o
 fse
 cu
 riti
 es l
 iste
 d o
 n a
 na
 tio
 na
 l
 se
 cu
 riti
 es e
 xch
 an
 ge
 or
 tra
 de
 d o
 n a
 n a
 uto
 -
 ma
 ted
 qu
 ota
 tio
 n f
 acilit
 y o
 fa
 na
 tio
 na
 l se
 cu
 -
 riti
 es a
 sso
 cia
 tio
 n,o
 n a
 re
 gu
 lar
 an
 d
 syste
 ma
 tic b
 asis
 fo
 rth
 e p
 rote
 cti
 on
 of
 inve
 sto
 rs.
 Su
 ch
 re
 vie
 w s
 ha
 ll o
 ccu
 rn
 o l
 ess
 oft
 en
 th
 an
 on
 ce
 eve
 ry t
 hre
 e y
 ea
 rs a
 nd
 inclu
 de
 a r
 evie
 w o
 fa
 n i
 ssu
 er’
 s f
 ina
 ncia
 l
 sta
 tem
 en
 t.8
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 Re
 qu
 ire
 s g
 oin
 g c
 on
 ce
 rn q
 ua
 lifi
 ca
 tio
 n i
 n a
 n
 au
 dit
 op
 inio
 n b
 e d
 isclo
 se
 d t
 hro
 ug
 h
 issu
 an
 ce
 of
 pre
 ss r
 ele
 ase
 .
 Ha
 rmo
 niz
 es N
 AS
 DA
 Qru
 le o
 n d
 isclo
 su
 re o
 f
 ma
 teri
 al
 info
 rma
 tio
 n w
 ith
 SE
 C R
 eg
 ula
 tio
 n
 FD
 so
 th
 at
 issu
 ers
 ma
 y u
 se
 Re
 gu
 lati
 on
 FD
 co
 mp
 lia
 nt
 me
 tho
 ds (
 co
 nfe
 ren
 ce
 ca
 lls,p
 ress
 rele
 ase
 s,e
 tc.)
 so
 lo
 ng
 as p
 ub
 lic i
 s p
 rovid
 ed
 ad
 eq
 ua
 te n
 oti
 ce
 an
 d i
 s g
 rate
 d a
 cce
 ss.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 7D
 efi
 ne
 d b
 y t
 he
 Co
 mm
 issio
 n a
 s p
 ub
 lic c
 om
 pa
 nie
 s t
 ha
 t h
 ave
 a c
 om
 mo
 n e
 qu
 ity p
 ub
 lic f
 loa
 t th
 at
 wa
 s $
 75
 millio
 n o
 rm
 ore
 as o
 fth
 e l
 ast
 bu
 sin
 ess d
 ay o
 fit
 s m
 ost
 rece
 ntl
 y c
 om
 ple
 ted
 se
 co
 nd
 fis
 ca
 l q
 ua
 rte
 r,
 ha
 ve
 be
 en
 su
 bje
 ct
 to t
 he
 Exch
 an
 ge
 Act’
 s r
 ep
 ort
 ing
 re
 qu
 ire
 me
 nts
 fo
 ra
 t le
 ast
 12
 ca
 len
 da
 rm
 on
 ths a
 nd
 ha
 ve
 pre
 vio
 usly
 file
 d a
 t le
 ast
 on
 e a
 nn
 ua
 l re
 po
 rt.
 8Fo
 rp
 urp
 ose
 s o
 fsch
 ed
 ulin
 g t
 he
 se
 re
 vie
 ws,th
 e S
 EC
 sh
 all c
 on
 sid
 er,
 am
 on
 g o
 the
 rfa
 cto
 rs:
 (1)
 issu
 ers
 th
 at
 ha
 ve
 issu
 ed
 ma
 teri
 al
 resta
 tem
 en
 ts o
 ffi
 na
 ncia
 l re
 su
 lts;
 (2)
 issu
 ers
 th
 at
 exp
 eri
 en
 ce
 sig
 nif
 ica
 nt
 vo
 lati
 lity
 in
 th
 eir
 sto
 ck
 pri
 ce
 as c
 om
 pa
 red
 to
 oth
 er
 issu
 ers
 ;
 (3)
 issu
 ers
 wit
 h t
 he
 la
 rge
 st
 ma
 rke
 t ca
 pit
 aliza
 tio
 n;
 (4)
 em
 erg
 ing
 co
 mp
 an
 ies w
 ith
 dis
 pa
 riti
 es i
 n p
 rice
 to
 ea
 rnin
 g r
 ati
 os;
 (5)
 issu
 ers
 wh
 ose
 op
 era
 tio
 ns s
 ign
 ific
 an
 tly a
 ffe
 ct
 an
 y m
 ate
 ria
 l se
 cto
 ro
 fth
 e e
 co
 no
 my;
 an
 d (
 6)
 an
 y o
 the
 rfa
 cto
 rs t
 ha
 t th
 e C
 om
 mis
 sio
 n m
 ay c
 on
 sid
 er
 rele
 va
 nt.
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 CEO
 /CFO
 Cer
 tific
 atio
 n of
 Fina
 ncia
 lSt
 atem
 ents
 CE
 O a
 nd
 CF
 O m
 ust
 ce
 rtif
 y i
 n e
 ach
 an
 nu
 al
 or
 qu
 art
 erl
 y r
 ep
 ort
 file
 d t
 ha
 t:
 •th
 e s
 ign
 ing
 off
 ice
 rh
 as r
 evie
 we
 d
 the
 re
 po
 rt;
 •b
 ase
 d o
 n t
 he
 off
 ice
 r’s k
 no
 wle
 dge
 ,th
 e
 rep
 ort
 do
 es n
 ot
 co
 nta
 in a
 ny u
 ntr
 ue
 sta
 te-
 me
 nt
 of
 a m
 ate
 ria
 l fa
 ct
 or
 om
 it t
 o s
 tate
 a
 ma
 teri
 al
 fact
 ne
 ce
 ssa
 ry i
 n o
 rde
 rto
 ma
 ke
 the
 sta
 tem
 en
 ts n
 ot
 mis
 lea
 din
 g;
 an
 d
 •b
 ase
 d o
 n s
 uch
 off
 ice
 r’s k
 no
 wle
 dge
 ,th
 e
 fin
 an
 cia
 l sta
 tem
 en
 ts a
 nd
 oth
 er
 fin
 an
 cia
 l
 info
 rma
 tio
 n i
 nclu
 de
 d i
 n t
 he
 re
 po
 rt,fa
 irly
 pre
 se
 nt
 in a
 ll m
 ate
 ria
 l re
 sp
 ects
 th
 e f
 ina
 n-
 cia
 l co
 nd
 itio
 n a
 nd
 re
 su
 lts o
 fo
 pe
 rati
 on
 s o
 f
 the
 issu
 er
 as o
 f,a
 nd
 fo
 r,th
 e r
 ep
 ort
 ing
 pe
 rio
 d(s
 ).
 SEC
 Rul
 emak
 ing:
 Aug
 . 29,
 2002
 SEC
 final
 rul
 e re
 quire
 s th
 e pr
 inci
 pal e
 xecu
 -tiv
 e an
 d fin
 anci
 al o
 ffic
 ers
 to c
 ertif
 y th
 eab
 ove-
 liste
 d in
 form
 atio
 n in
 the
 com
 pany
 ’san
 nual
 and
 qua
 rter
 ly r
 epor
 ts.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
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 Dis
 clos
 ure
 Con
 trol
 sN
 ot
 dir
 ectl
 y a
 dd
 resse
 d.
 SEC
 Rul
 emak
 ing:
 Aug
 . 29,
 2002
 SEC
 adop
 ted
 new
 Exc
 hang
 e Ac
 tRul
 esre
 quiri
 ng th
 e pr
 inci
 pal e
 xecu
 tive
 and
 finan
 -ci
 al o
 ffic
 ers
 to c
 ertif
 y th
 e fo
 llow
 ing
 in th
 eco
 mpa
 ny’s
 ann
 ual a
 nd q
 uart
 erly
 rep
 orts
 :
 •th
 atth
 e ce
 rtify
 ing
 offic
 ers
 are
 resp
 onsi
 ble
 fore
 stab
 lishi
 ng a
 nd m
 aint
 aini
 ng “
 disc
 lo-
 sure
 con
 trol
 s an
 d pr
 oced
 ures
 ”(a
 new
 ly-
 defin
 ed te
 rm r
 efle
 ctin
 g th
 e co
 ncep
 tof
 cont
 rols
 and
 pro
 cedu
 res
 rela
 ted
 to d
 iscl
 o-su
 re e
 mbo
 died
 in S
 ectio
 n 30
 2(a)
 (4) o
 fthe
 Sarb
 anes
 -Oxl
 ey A
 ct) f
 orth
 e co
 mpa
 ny;
 •ha
 ve d
 esig
 ned
 such
 dis
 clos
 ure
 cont
 rols
 and
 proc
 edur
 es to
 ens
 ure
 that
 mat
 eria
 lin
 form
 atio
 n is
 mad
 e kn
 own
 to th
 em,p
 artic
 -ul
 arly
 dur
 ing
 the
 perio
 d in
 whi
 ch th
 e pe
 ri-od
 ic r
 epor
 tis
 bein
 g pr
 epar
 ed;
 •ha
 ve e
 valu
 ated
 the
 effe
 ctiv
 enes
 s of
 the
 issu
 er’s
 dis
 clos
 ure
 cont
 rols
 and
 pro
 ce-
 dure
 s as
 ofa
 dat
 e w
 ithin
 90
 days
 prio
 rto
 the
 filin
 g da
 te o
 fthe
 rep
 ort;
 and
 •ha
 ve p
 rese
 nted
 in th
 e re
 port
 thei
 rcon
 clu-
 sion
 s ab
 outt
 he e
 ffect
 iven
 ess
 ofth
 e di
 sclo
 -su
 re c
 ontr
 ols
 and
 proc
 edur
 es b
 ased
 on
 the
 requ
 ired
 eval
 uatio
 n as
 oft
 hatd
 ate.
 Au
 dit
 co
 mm
 itte
 e m
 ust
 dis
 cu
 ss a
 nn
 ua
 l a
 nd
 qu
 art
 erl
 y f
 ina
 ncia
 l sta
 tem
 en
 ts w
 ith
 ma
 na
 ge
 -
 me
 nt
 an
 d t
 he
 in
 tern
 al
 au
 dit
 or
 an
 d m
 ust
 dis
 -
 cu
 ss e
 arn
 ing
 s p
 ress r
 ele
 ase
 s,a
 s w
 ell a
 s
 fin
 an
 cia
 l in
 form
 ati
 on
 an
 d e
 arn
 ing
 s g
 uid
 an
 ce
 pro
 vid
 ed
 to
 an
 aly
 sts
 an
 d r
 ati
 ng
 age
 ncie
 s.
 No
 t a
 dd
 resse
 d.
 Au
 dit
 co
 mm
 itte
 es s
 ho
 uld
 re
 vie
 w a
 nd
 dis
 -
 cu
 ss t
 he
 co
 mp
 an
 y’s
 an
 nu
 al
 fin
 an
 cia
 l sta
 te-
 me
 nts
 wit
 h m
 an
 age
 me
 nt
 an
 d t
 he
 exte
 rna
 l
 au
 dit
 ors
 an
 d,b
 ase
 d o
 n t
 he
 se
 dis
 cu
 ssio
 ns,
 reco
 mm
 en
 d t
 o t
 he
 bo
 ard
 th
 at
 the
 fin
 an
 cia
 l
 sta
 tem
 en
 ts s
 ho
 uld
 be
 ap
 pro
 ve
 d.
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 Inte
 rnal
 Con
 trol
 /Com
 plia
 nce/
 Risk
 Man
 agem
 ent
 Inte
 rnal
 Con
 trol
 sR
 eq
 uir
 es S
 EC
 to
 pre
 scri
 be
 ru
 les r
 eq
 uir
 ing
 ea
 ch
 an
 nu
 al
 rep
 ort
 re
 qu
 ire
 d b
 y S
 ecti
 on
 13
 (a)
 or
 15
 (d)
 of
 the
 Se
 cu
 riti
 es E
 xch
 an
 ge
 Act
 of
 19
 34
 to c
 on
 tain
 an
 in
 tern
 al
 co
 ntr
 ol
 rep
 ort
 ,w
 hic
 h:
 (1)
 sta
 tes t
 he
 re
 sp
 on
 sib
 ilit
 y
 of
 ma
 na
 ge
 me
 nt
 for
 esta
 blish
 ing
 an
 d m
 ain
 -
 tain
 ing
 an
 ad
 eq
 ua
 te i
 nte
 rna
 l co
 ntr
 ol
 str
 uc-
 ture
 an
 d p
 roce
 du
 res f
 or
 fin
 an
 cia
 l re
 po
 rtin
 g
 an
 d (
 2)
 co
 nta
 ins a
 n a
 sse
 ssm
 en
 t,a
 s o
 fth
 e
 en
 d o
 fth
 e m
 ost
 rece
 nt
 fisca
 l ye
 ar
 of
 the
 issu
 er,
 of
 the
 eff
 ecti
 ve
 ne
 ss o
 fth
 e i
 nte
 rna
 l
 co
 ntr
 ol
 str
 uctu
 re a
 nd
 pro
 ce
 du
 res o
 fth
 e
 issu
 er
 for
 fin
 an
 cia
 l re
 po
 rtin
 g.
 Ea
 ch
 re
 gis
 tere
 d p
 ub
 lic a
 cco
 un
 tin
 g f
 irm
 th
 at
 pre
 pa
 res o
 ris
 su
 es t
 he
 au
 dit
 re
 po
 rt f
 or
 the
 issu
 er
 sh
 all a
 tte
 st
 to,a
 nd
 re
 po
 rt o
 n,th
 e
 asse
 ssm
 en
 t m
 ad
 e b
 y t
 he
 ma
 na
 ge
 me
 nt
 of
 the
 issu
 er.
 An
 att
 esta
 tio
 n s
 ha
 ll b
 e m
 ad
 e i
 n
 acco
 rda
 nce
 wit
 h s
 tan
 da
 rds f
 or
 att
 esta
 tio
 n
 en
 ga
 ge
 me
 nts
 issu
 ed
 or
 ad
 op
 ted
 by t
 he
 Bo
 ard
 . A
 ny s
 uch
 att
 esta
 tio
 n s
 ha
 ll n
 ot
 be
 th
 e
 su
 bje
 ct
 of
 a s
 ep
 ara
 te e
 ng
 age
 me
 nt.
 Au
 dit
 co
 mm
 itte
 e m
 ust
 ob
 tain
 an
 d r
 evie
 w a
 rep
 ort
 by t
 he
 exte
 rna
 l a
 ud
 ito
 rs a
 sse
 ssin
 g,
 am
 on
 g o
 the
 ra
 rea
 s,in
 tern
 al
 qu
 ality
 co
 ntr
 ol,
 ma
 teri
 al
 issu
 es r
 ais
 ed
 by t
 he
 mo
 st
 rece
 nt
 pe
 er
 revie
 w o
 rin
 ve
 sti
 ga
 tio
 ns/
 inq
 uir
 ies
 ma
 de
 by g
 ove
 rnm
 en
 tal
 or
 pro
 fessio
 na
 l
 au
 tho
 riti
 es i
 n t
 he
 pre
 ce
 din
 g f
 ive
 ye
 ars
 (a
 nd
 me
 asu
 res t
 ake
 n t
 o a
 dd
 ress t
 he
 se
 issu
 es),
 alo
 ng
 wit
 h a
 re
 vie
 w o
 fa
 ll r
 ela
 tio
 nsh
 ips
 be
 twe
 en
 th
 e c
 om
 pa
 ny a
 nd
 exte
 rna
 l a
 ud
 ito
 r.
 No
 t a
 dd
 resse
 d.
 Co
 mp
 an
 ies s
 ho
 uld
 ha
 ve
 an
 eff
 ecti
 ve
 syste
 m
 of
 inte
 rna
 l co
 ntr
 ols
 pro
 vid
 ing
 “re
 aso
 na
 ble
 assu
 ran
 ce
 ”th
 at
 bo
 ok
 s a
 nd
 re
 co
 rds a
 re
 accu
 rate
 ,th
 at
 its a
 sse
 ts a
 re s
 afe
 gu
 ard
 ed
 ,
 an
 d t
 ha
 t it
 co
 mp
 lie
 s w
 ith
 ap
 plica
 ble
 la
 ws.
 Th
 e i
 nte
 rna
 l co
 ntr
 ol
 syste
 m s
 ho
 uld
 be
 pe
 ri-
 od
 ica
 lly r
 evie
 we
 d a
 nd
 up
 da
 ted
 .
 Th
 e a
 ud
 it c
 om
 mit
 tee
 sh
 ou
 ld u
 nd
 ers
 tan
 d
 an
 d b
 e f
 am
 ilia
 rw
 ith
 th
 e c
 om
 pa
 ny’s
 syste
 m
 of
 inte
 rna
 l co
 ntr
 ols
 an
 d s
 ho
 uld
 re
 vie
 w t
 he
 ad
 eq
 ua
 cy o
 fth
 e s
 yste
 m p
 eri
 od
 ica
 lly w
 ith
 inte
 rna
 l a
 nd
 exte
 rna
 l a
 ud
 ito
 rs.
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 CEO
 /CFO
 Cer
 tific
 atio
 nTh
 e s
 ign
 ing
 off
 ice
 rs (
 CE
 O a
 nd
 CF
 O)
 mu
 st
 ce
 rtif
 y t
 he
 y h
 ave
 ta
 ke
 n r
 esp
 on
 sib
 ilit
 y f
 or:
 •e
 sta
 blish
 ing
 an
 d m
 ain
 tain
 ing
 in
 tern
 al
 co
 n-
 tro
 ls;
 •d
 esig
 nin
 g s
 uch
 in
 tern
 al
 co
 ntr
 ols
 to
 en
 su
 re
 tha
 t m
 ate
 ria
 l in
 form
 ati
 on
 re
 lati
 ng
 to
 th
 e
 issu
 er
 an
 d i
 ts c
 on
 so
 lid
 ate
 d s
 ub
 sid
 iari
 es i
 s
 ma
 de
 kn
 ow
 n t
 o s
 uch
 off
 ice
 rs b
 y o
 the
 rs
 wit
 hin
 th
 ose
 en
 titi
 es,p
 art
 icu
 larl
 y d
 uri
 ng
 the
 pe
 rio
 d i
 n w
 hic
 h t
 he
 pe
 rio
 dic
 re
 po
 rts
 are
 be
 ing
 pre
 pa
 red
 ;
 •e
 va
 lua
 tin
 g t
 he
 eff
 ecti
 ve
 ne
 ss o
 fth
 e
 issu
 er’
 s i
 nte
 rna
 l co
 ntr
 ols
 as o
 fa
 da
 te
 wit
 hin
 90
 da
 ys p
 rio
 rto
 th
 e r
 ep
 ort
 ;
 •p
 rese
 nti
 ng
 in
 th
 e r
 ep
 ort
 th
 eir
 co
 nclu
 sio
 ns
 ab
 ou
 t th
 e e
 ffe
 cti
 ve
 ne
 ss o
 fth
 eir
 inte
 rna
 l
 co
 ntr
 ols
 ba
 se
 d o
 n t
 he
 ire
 va
 lua
 tio
 n a
 s o
 f
 tha
 t d
 ate
 ;
 •d
 isclo
 sin
 g t
 o t
 he
 issu
 er’
 s a
 ud
 ito
 rs a
 nd
 th
 e
 au
 dit
 co
 mm
 itte
 e o
 fth
 e b
 oa
 rd o
 fd
 ire
 cto
 rs
 (or
 eq
 uiv
 ale
 nt
 fun
 cti
 on
 ): (
 1)
 all s
 ign
 ific
 an
 t
 de
 ficie
 ncie
 s i
 n t
 he
 de
 sig
 n o
 ro
 pe
 rati
 on
 of
 inte
 rna
 l co
 ntr
 ols
 wh
 ich
 co
 uld
 ad
 ve
 rse
 ly
 aff
 ect
 the
 issu
 er’
 s a
 bilit
 y t
 o r
 eco
 rd,
 pro
 ce
 ss,su
 mm
 ari
 ze,a
 nd
 re
 po
 rt f
 ina
 ncia
 l
 da
 ta a
 nd
 ha
 ve
 id
 en
 tifi
 ed
 fo
 rth
 e i
 ssu
 er’
 s
 au
 dit
 ors
 an
 y m
 ate
 ria
 l w
 ea
 kn
 esse
 s i
 n i
 nte
 r-
 na
 l co
 ntr
 ols
 ; a
 nd
 (2
 ) a
 ny f
 rau
 d,w
 he
 the
 ro
 r
 no
 t m
 ate
 ria
 l,th
 at
 invo
 lve
 s m
 an
 age
 me
 nt
 or
 oth
 er
 em
 plo
 ye
 es w
 ho
 ha
 ve
 a s
 ign
 ific
 an
 t
 role
 in
 th
 e i
 ssu
 er’
 s i
 nte
 rna
 l co
 ntr
 ols
 ; a
 nd
 •in
 dic
 ati
 ng
 in
 th
 e r
 ep
 ort
 wh
 eth
 er
 or
 no
 t
 the
 re w
 ere
 sig
 nif
 ica
 nt
 ch
 an
 ge
 s i
 n i
 nte
 rna
 l
 co
 ntr
 ols
 or
 in o
 the
 rfa
 cto
 rs t
 ha
 t co
 uld
 sig
 -
 nif
 ica
 ntl
 y a
 ffe
 ct
 inte
 rna
 l co
 ntr
 ols
 su
 bse
 -
 qu
 en
 t to
 th
 e d
 ate
 of
 the
 ire
 va
 lua
 tio
 n,
 inclu
 din
 g a
 ny c
 orr
 ecti
 ve
 acti
 on
 s w
 ith
 reg
 ard
 to
 sig
 nif
 ica
 nt
 de
 ficie
 ncie
 s a
 nd
 ma
 teri
 al
 we
 ak
 ne
 sse
 s.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
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 Risk
 Ass
 essm
 ent
 and
 Man
 agem
 ent
 Empl
 oyee
 “Whi
 stle
 blow
 ing”
 Proc
 edur
 es
 SEC
 Rul
 emak
 ing:
 Aug
 . 29,
 2002
 SEC
 adop
 ted
 new
 Exc
 hang
 e Ac
 tRul
 esre
 quiri
 ng th
 e pr
 inci
 pal e
 xecu
 tive
 and
 finan
 -ci
 al o
 ffic
 ers
 to c
 ertif
 y th
 e ab
 ove-
 liste
 d in
 for-
 mat
 ion
 in th
 e co
 mpa
 ny’s
 ann
 ual a
 ndqu
 arte
 rly r
 epor
 ts.
 No
 t a
 dd
 resse
 d.
 Au
 dit
 co
 mm
 itte
 es m
 ust
 esta
 blish
 pro
 ce
 -
 du
 res t
 o r
 ece
 ive
 ,re
 tain
 ,a
 nd
 tre
 at
 co
 m-
 pla
 ints
 an
 d h
 an
 dle
 wh
 istl
 eb
 low
 er
 info
 rma
 tio
 n r
 eg
 ard
 ing
 qu
 esti
 on
 ab
 le
 acco
 un
 tin
 g o
 ra
 ud
 itin
 g m
 att
 ers
 .
 Em
 plo
 ye
 es o
 fis
 su
 ers
 an
 d a
 cco
 un
 tin
 g f
 irm
 s
 exte
 nd
 ed
 “w
 his
 tle
 blo
 we
 rp
 rote
 cti
 on
 ,”p
 ro-
 hib
 itin
 g t
 he
 em
 plo
 ye
 rfr
 om
 ta
 kin
 g c
 ert
 ain
 acti
 on
 s a
 ga
 inst
 em
 plo
 ye
 es w
 ho
 la
 wfu
 lly d
 is-
 clo
 se
 pri
 va
 te e
 mp
 loye
 rin
 form
 ati
 on
 to
 ,
 am
 on
 g o
 the
 rs,p
 art
 ies i
 n a
 ju
 dic
 ial
 pro
 ce
 ed
 -
 ing
 in
 vo
 lvin
 g a
 fra
 ud
 cla
 im.
 Wh
 istl
 eb
 low
 ers
 are
 als
 o g
 ran
 ted
 a r
 em
 ed
 y o
 fsp
 ecia
 l d
 am
 -
 age
 s a
 nd
 att
 orn
 ey’s
 fe
 es.
 Au
 dit
 co
 mm
 itte
 e m
 ust
 dis
 cu
 ss p
 olicie
 s
 wit
 h r
 esp
 ect
 to r
 isk
 asse
 ssm
 en
 t a
 nd
 ris
 k
 ma
 na
 ge
 me
 nt.
 Th
 e C
 EO
 an
 d s
 en
 ior
 ma
 na
 ge
 me
 nt
 asse
 ss
 an
 d m
 an
 age
 th
 e c
 om
 pa
 ny’s
 exp
 osu
 re t
 o
 risk
 ,b
 ut
 the
 au
 dit
 co
 mm
 itte
 e m
 ust
 dis
 cu
 ss
 gu
 ide
 lin
 es a
 nd
 po
 licie
 s t
 o g
 ove
 rn t
 he
 pro
 ce
 ss b
 y w
 hic
 h t
 his
 is h
 an
 dle
 d. Th
 e a
 ud
 it
 co
 mm
 itte
 e s
 ho
 uld
 dis
 cu
 ss t
 he
 co
 mp
 an
 y’s
 ma
 jor
 fin
 an
 cia
 l ri
 sk
 exp
 osu
 res a
 nd
 th
 e s
 tep
 s
 ma
 na
 ge
 me
 nt
 ha
 s t
 ake
 n t
 o m
 on
 ito
 ra
 nd
 co
 n-
 tro
 l su
 ch
 exp
 osu
 res.
 Th
 e c
 om
 pa
 ny s
 ho
 uld
 pro
 acti
 ve
 ly p
 rom
 ote
 eth
 ica
 l b
 eh
 avio
 r. T
 he
 co
 mp
 an
 y s
 ho
 uld
 en
 co
 ura
 ge
 em
 plo
 ye
 es t
 o t
 alk
 to s
 up
 erv
 i-
 so
 rs,
 ma
 na
 ge
 rs,
 or
 oth
 er
 ap
 pro
 pri
 ate
 pe
 r-
 so
 nn
 el
 wh
 en
 in
 do
 ub
 t a
 bo
 ut
 the
 be
 st
 co
 urs
 e o
 fa
 cti
 on
 in
 a p
 art
 icu
 lar
 sit
 ua
 tio
 n.
 Ad
 dit
 ion
 ally,
 em
 plo
 ye
 es s
 ho
 uld
 re
 po
 rt v
 io-
 lati
 on
 s o
 fla
 ws,
 rule
 s,
 reg
 ula
 tio
 ns,
 or
 the
 co
 de
 of
 bu
 sin
 ess c
 on
 du
 ct
 to a
 pp
 rop
 ria
 te
 pe
 rso
 nn
 el.
 To
 en
 co
 ura
 ge
 em
 plo
 ye
 es t
 o
 rep
 ort
 su
 ch
 vio
 lati
 on
 s,
 the
 co
 mp
 an
 y m
 ust
 en
 su
 re t
 ha
 t e
 mp
 loye
 es k
 no
 w t
 ha
 t th
 e c
 om
 -
 pa
 ny w
 ill
 no
 t a
 llo
 w r
 eta
 lia
 tio
 n f
 or
 rep
 ort
 s
 ma
 de
 in
 go
 od
 fa
 ith
 .
 No
 t a
 dd
 resse
 d.
 Au
 dit
 co
 mm
 itte
 es r
 eq
 uir
 ed
 to
 esta
 blish
 pro
 -
 ce
 du
 res f
 or
 the
 re
 ce
 ipt,
 rete
 nti
 on
 ,a
 nd
 tre
 at-
 me
 nt
 of
 co
 mp
 lain
 ts r
 ece
 ive
 d b
 y t
 he
 issu
 er
 reg
 ard
 ing
 acco
 un
 tin
 g,in
 tern
 al
 acco
 un
 tin
 g
 co
 ntr
 ols
 or
 au
 dit
 ing
 ma
 tte
 rs.
 Co
 mm
 itte
 es
 req
 uir
 ed
 to
 en
 su
 re t
 ha
 t co
 mp
 lain
 ts a
 re
 tre
 ate
 d c
 on
 fid
 en
 tia
 lly a
 nd
 an
 on
 ym
 ou
 sly
 .
 Se
 nio
 rm
 an
 age
 me
 nt
 ide
 nti
 fie
 s a
 nd
 ma
 na
 ge
 s
 the
 ris
 ks t
 he
 co
 mp
 an
 y u
 nd
 ert
 ake
 s i
 n t
 he
 co
 nd
 uct
 of
 its b
 usin
 ess a
 nd
 ma
 na
 ge
 s t
 he
 co
 mp
 an
 y’s
 ove
 rall r
 isk
 pro
 file
 .
 Th
 e a
 ud
 it c
 om
 mit
 tee
 sh
 ou
 ld u
 nd
 ers
 tan
 d t
 he
 co
 mp
 an
 y’s
 ris
 kp
 rofi
 le a
 nd
 ove
 rse
 e r
 isk
 asse
 ssm
 en
 t a
 nd
 ma
 na
 ge
 me
 nt
 pra
 cti
 ce
 s.
 Em
 plo
 ye
 es s
 ho
 uld
 ha
 ve
 a m
 ea
 ns o
 fa
 lert
 ing
 ma
 na
 ge
 me
 nt
 an
 d t
 he
 bo
 ard
 to
 po
 ten
 tia
 l
 mis
 co
 nd
 uct
 wit
 ho
 ut
 fea
 ro
 fre
 trib
 uti
 on
 .
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 Att
 orne
 y“W
 hist
 lebl
 owin
 g”Pr
 oced
 ures
 Re
 qu
 ire
 s t
 he
 SE
 C t
 o issu
 e r
 ule
 s s
 ett
 ing
 fo
 rth
 min
 imu
 m s
 tan
 dard
 s o
 f
 pro
 fessio
 nal co
 nd
 uct
 for
 att
 orn
 eys a
 pp
 eari
 ng
 an
 d p
 racti
 cin
 g b
 efo
 re
 the
 SE
 C in
 an
 y w
 ay in
 th
 e r
 ep
 rese
 nta
 tio
 n o
 fp
 ub
 lic c
 om
 pan
 ies. Th
 e
 rule
 s m
 ust:
 •re
 qu
 ire
 an
 att
 orn
 ey t
 o r
 ep
 ort
 to
 th
 e c
 hie
 fle
 ga
 l o
 ffic
 er
 (CLO
 ) o
 r
 CE
 O o
 fth
 e c
 om
 pa
 ny a
 ny e
 vid
 en
 ce
 of
 a m
 ate
 ria
 l vio
 lati
 on
 of
 se
 cu
 -
 riti
 es l
 aw
 or
 bre
 ach
 of
 fid
 ucia
 ry d
 uty
 ,o
 rsim
 ila
 rvio
 lati
 on
 ,b
 y t
 he
 co
 mp
 an
 y o
 rit
 s a
 ge
 nts
 an
 d
 •re
 qu
 ire
 th
 e a
 tto
 rne
 y t
 o r
 ep
 ort
 th
 e e
 vid
 en
 ce
 to
 th
 e a
 ud
 it c
 om
 mit
 -
 tee
 of
 the
 bo
 ard
 of
 dir
 ecto
 rs o
 fth
 e c
 om
 pa
 ny o
 rto
 an
 oth
 er
 co
 m-
 mit
 tee
 of
 the
 bo
 ard
 of
 dir
 ecto
 rs c
 om
 pri
 se
 d s
 ole
 ly o
 fo
 uts
 ide
 dir
 ecto
 rs.
 ifth
 e c
 ou
 nse
 l o
 ro
 ffic
 er
 do
 es n
 ot
 resp
 on
 d a
 pp
 rop
 ria
 tely
 to t
 his
 evid
 en
 ce
 .
 SEC
 Rul
 emak
 ing:
 Jan.
 29,
 2003
 SEC
 adop
 ts fi
 nal r
 ules
 rel
 atin
 g to
 “st
 anda
 rds
 ofpr
 ofes
 sion
 al c
 ondu
 ctfo
 ratt
 orne
 ys a
 ppea
 ring
 and
 prac
 ticin
 g be
 fore
 the
 Com
 mis
 sion
 in a
 nyw
 ay in
 the
 repr
 esen
 tatio
 n of
 issu
 ers.
 ”The
 key
 rul
 es:
 •re
 quire
 att
 orne
 ys to
 rep
 ort“
 evid
 ence
 ofm
 ater
 ial v
 iola
 tions
 ”(d
 eter
 -m
 ined
 acc
 ordi
 ng to
 an
 obje
 ctiv
 e st
 anda
 rd) t
 o,in
 itial
 ly,t
 he C
 LO o
 rC
 EO o
 fthe
 com
 pany
 ort
 he e
 quiv
 alen
 tpos
 ition
 s;
 •re
 quire
 the
 repo
 rtin
 g at
 torn
 ey to
 rep
 ort“
 up th
 e la
 dder
 ”to
 the
 audi
 tco
 mm
 ittee
 ,ano
 ther
 com
 mitt
 ee,o
 rthe
 full
 boar
 d in
 the
 even
 tan
 appr
 opria
 te r
 espo
 nse
 ifth
 e C
 LO o
 rCEO
 doe
 s no
 tres
 pond
 app
 ropr
 i-at
 ely
 to th
 e ev
 iden
 ce;
 •al
 low
 an
 issu
 erto
 est
 ablis
 h a
 “qua
 lifie
 d le
 gal c
 ompl
 ianc
 e co
 mm
 it-te
 e”(Q
 LCC
 ) as
 an a
 ltern
 ativ
 e pr
 oced
 ure
 forr
 epor
 ting
 evid
 ence
 ofa
 mat
 eria
 l vio
 latio
 n. T
 he Q
 LCC
 wou
 ld c
 onsi
 stof
 atle
 asto
 ne m
 embe
 rof
 the
 audi
 tcom
 mitt
 ee o
 requ
 ival
 entc
 omm
 ittee
 ofi
 ndep
 ende
 ntdi
 rect
 ors
 and
 two
 orm
 ore
 inde
 pend
 entb
 oard
 mem
 bers
 ,and
 wou
 ldha
 ve th
 e re
 spon
 sibi
 lity,
 amon
 g ot
 hert
 hing
 s,to
 rec
 omm
 end
 that
 the
 com
 pany
 impl
 emen
 tan
 appr
 opria
 te r
 espo
 nse
 to e
 vide
 nce
 ofa
 mat
 eria
 l vio
 latio
 n;
 •se
 tfor
 th s
 peci
 fic c
 ircum
 stan
 ces
 unde
 rwhi
 ch a
 n at
 torn
 ey d
 oes
 not
 viol
 ate
 atto
 rney
 /cl
 ient
 priv
 ilege
 ,suc
 h as
 dis
 clos
 ure
 ofco
 nfid
 entia
 lin
 form
 atio
 n to
 the
 Com
 mis
 sion
 ; and
 •st
 ate
 that
 the
 rule
 s go
 vern
 in th
 e ev
 ento
 fa c
 onfli
 ctw
 ith s
 tate
 law
 butw
 ill n
 otpr
 eem
 ptth
 e ab
 ility
 ofa
 sta
 te to
 impo
 se m
 ore
 rigor
 ous
 oblig
 atio
 ns c
 onsi
 sten
 twith
 the
 rule
 s.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 Issu
 eSa
 rban
 es-O
 xley
 NYS
 EPr
 opos
 als
 NAS
 DAQ
 Prop
 osal
 sBu
 sine
 ss R
 ound
 tabl
 e Pr
 inci
 ples
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 Loan
 s to
 Dir
 ecto
 rs a
 ndO
 ffic
 ers
 Rela
 ted
 Part
 yTr
 ansa
 ctio
 ns
 Ge
 ne
 rally u
 nla
 wfu
 l fo
 rco
 mp
 an
 ies t
 o e
 xte
 nd
 cre
 dit
 to
 an
 y d
 ire
 cto
 ro
 re
 xe
 cu
 tive
 off
 ice
 r,
 su
 bje
 ct
 to c
 ert
 ain
 exce
 pti
 on
 s (
 e.g
 .,co
 n-
 su
 me
 rcre
 dit
 co
 mp
 an
 ies m
 ay m
 ake
 ho
 me
 imp
 rove
 me
 nt
 an
 d c
 on
 su
 me
 rcre
 dit
 lo
 an
 s
 an
 d c
 om
 pa
 nie
 s m
 ay i
 ssu
 e c
 red
 it c
 ard
 s t
 o
 dir
 ecto
 rs a
 nd
 exe
 cu
 tive
 off
 ice
 rs)
 ifit
 is
 do
 ne
 in
 th
 e o
 rdin
 ary
 co
 urs
 e o
 fb
 usin
 ess o
 n
 the
 sa
 me
 te
 rms a
 nd
 co
 nd
 itio
 ns m
 ad
 e t
 o t
 he
 ge
 ne
 ral
 pu
 blic.
 Pe
 rso
 na
 l lo
 an
 s a
 lre
 ad
 y i
 n
 exis
 ten
 ce
 ma
 y c
 on
 tin
 ue
 in
 eff
 ect
 pro
 vid
 ed
 no
 ma
 teri
 al
 mo
 dif
 ica
 tio
 ns t
 o t
 erm
 s o
 r
 ren
 ew
 al
 ma
 de
 .
 As e
 na
 cte
 d,o
 ve
 rrid
 es l
 aw
 s o
 fso
 me
 sta
 tes
 (e.g
 . D
 ela
 wa
 re C
 orp
 ora
 tio
 ns L
 aw
 Se
 cti
 on
 14
 3),
 wh
 ich
 allo
 ws c
 om
 pa
 nie
 s t
 o e
 xte
 nd
 cre
 dit
 to
 co
 rpo
 rate
 off
 ice
 rs.
 Am
 en
 ds S
 ecti
 on
 16
 (a)
 of
 the
 Se
 cu
 riti
 es
 Exch
 an
 ge
 Act
 of
 19
 34
 to r
 eq
 uir
 e e
 nh
 an
 ce
 d
 dis
 clo
 su
 res b
 y m
 an
 age
 me
 nt
 an
 d p
 rin
 cip
 al
 sto
 ck
 ho
 lde
 rs.
 Dir
 ecto
 rs,o
 ffic
 ers
 ,a
 nd
 10
 %
 ow
 ne
 rs m
 ust
 rep
 ort
 de
 sig
 na
 ted
 tra
 nsa
 c-
 tio
 ns b
 y t
 he
 en
 d o
 fth
 e s
 eco
 nd
 bu
 sin
 ess
 da
 y f
 ollo
 win
 g t
 he
 da
 y o
 n w
 hic
 h t
 he
 tra
 nsa
 c-
 tio
 n w
 as e
 xe
 cu
 ted
 . D
 esig
 na
 ted
 dis
 clo
 su
 res
 mu
 st
 be
 file
 d e
 lectr
 on
 ica
 lly a
 nd
 po
 ste
 d i
 n
 ne
 ar
 rea
 l ti
 me
 on
 th
 e S
 EC
 ’s a
 nd
 co
 mp
 an
 y’s
 ow
 n W
 eb
 sit
 e.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 Pro
 hib
 its l
 oa
 ns t
 o o
 ffic
 ers
 an
 d d
 ire
 cto
 rs
 thro
 ug
 h t
 he
 ad
 op
 tio
 n o
 fa
 ru
 le t
 ha
 t m
 irro
 rs
 pro
 vis
 ion
 s o
 fth
 e S
 arb
 an
 es-O
 xle
 y A
 ct.
 Au
 dit
 co
 mm
 itte
 e o
 rco
 mp
 ara
 ble
 bo
 dy m
 ust
 revie
 w a
 nd
 ap
 pro
 ve
 all r
 ela
 ted
 pa
 rty t
 ran
 s-
 acti
 on
 s.
 Exp
 lori
 ng
 re
 qu
 ire
 me
 nt
 for
 acce
 lera
 ted
 dis
 -
 clo
 su
 re o
 fin
 sid
 er
 tra
 nsa
 cti
 on
 s t
 ha
 t w
 ou
 ld
 ha
 rmo
 niz
 e a
 nd
 re
 info
 rce
 Sa
 rba
 ne
 s-O
 xle
 y
 pro
 vis
 ion
 s a
 nd
 SE
 C r
 ule
 s.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.

Page 85
                        

Issu
 eSa
 rban
 es-O
 xley
 NYS
 EPr
 opos
 als
 NAS
 DAQ
 Prop
 osal
 sBu
 sine
 ss R
 ound
 tabl
 e Pr
 inci
 ples
 Corporate Governance Best Pract ices: A Bluepr int for the Post-Enron Era The Conference Board 85
 Off
 -Bal
 ance
 Shee
 tTr
 ansa
 ctio
 ns
 Re
 qu
 ire
 s S
 EC
 to
 issu
 e f
 ina
 l ru
 les p
 rovid
 ing
 tha
 t e
 ach
 an
 nu
 al
 an
 d q
 ua
 rte
 rly f
 ina
 ncia
 l
 rep
 ort
 sh
 all d
 isclo
 se
 all m
 ate
 ria
 l o
 ff-b
 ala
 nce
 sh
 ee
 t tr
 an
 sa
 cti
 on
 s,a
 rra
 nge
 me
 nts
 ,o
 blig
 a-
 tio
 ns (
 inclu
 din
 g c
 on
 tin
 ge
 nt
 ob
 lig
 ati
 on
 s),
 an
 d
 oth
 er
 rela
 tio
 nsh
 ips o
 fth
 e i
 ssu
 er
 wit
 h u
 nco
 n-
 so
 lid
 ate
 d e
 nti
 tie
 s o
 ro
 the
 rp
 ers
 on
 s t
 ha
 t m
 ay
 ha
 ve
 a m
 ate
 ria
 l cu
 rre
 nt
 or
 futu
 re e
 ffe
 ct
 on
 fin
 an
 cia
 l co
 nd
 itio
 n,ch
 an
 ge
 s i
 n f
 ina
 ncia
 l
 co
 nd
 itio
 n,re
 su
 lts o
 fo
 pe
 rati
 on
 s,liq
 uid
 ity,
 ca
 pit
 al
 exp
 en
 dit
 ure
 s,ca
 pit
 al
 reso
 urc
 es,o
 r
 sig
 nif
 ica
 nt
 co
 mp
 on
 en
 ts o
 fre
 ve
 nu
 es o
 r
 exp
 en
 se
 s.
 SEC
 Rul
 emak
 ing:
 Jan.
 27,
 2003
 SEC
 final
 rul
 e to
 impl
 emen
 trel
 evan
 tpro
 vi-
 sion
 s of
 the
 Act:
 •sp
 ecifi
 cally
 add
 ress
 es th
 e ty
 pes
 ofdi
 sclo
 -su
 re th
 atco
 mpa
 nies
 mus
 tpro
 vide
 in th
 eM
 D&A
 sect
 ion
 ofth
 e co
 mpa
 ny’s
 dis
 clos
 ure
 docu
 men
 ts –
 arr
 ange
 men
 ts th
 atar
 e lik
 ely
 to h
 ave
 a cu
 rren
 torf
 utur
 e ef
 fect
 on th
 eco
 mpa
 ny’s
 fina
 ncia
 l con
 ditio
 n,ch
 ange
 s in
 finan
 cial
 con
 ditio
 n,re
 venu
 es o
 rexp
 ense
 s,re
 sults
 ofo
 pera
 tions
 ,liq
 uidi
 ty,c
 apita
 lex
 pend
 iture
 s,or
 capi
 tal r
 esou
 rces
 that
 ism
 ater
 ial t
 o in
 vest
 ors;
 •re
 quire
 s a
 com
 pany
 to in
 clud
 e th
 ese
 dis-
 clos
 ures
 in a
 sep
 arat
 ely-
 capt
 ione
 d su
 bsec
 -tio
 n of
 the
 MD
 &Ase
 ctio
 n in
 its
 disc
 losu
 redo
 cum
 ents
 ; and
 •re
 quire
 s re
 gist
 rant
 s to
 pro
 vide
 an
 over
 view
 ofits
 ove
 rall
 cont
 ract
 ual o
 blig
 atio
 ns in
 ata
 bula
 rfor
 mat
 and
 an o
 verv
 iew
 ofi
 ts c
 on-
 tinge
 ntlia
 bilit
 ies
 in e
 ither
 a te
 xtua
 l ort
 abu-
 larf
 orm
 at.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
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 EPr
 opos
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 NAS
 DAQ
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 osal
 sBu
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 Cod
 e of
 Ethi
 cs
 Cod
 e of
 Ethi
 csS
 EC
 to
 issu
 e r
 ule
 s r
 eq
 uir
 ing
 ea
 ch
 co
 mp
 an
 y,
 toge
 the
 rw
 ith
 pe
 rio
 dic
 re
 po
 rts r
 eq
 uir
 ed
 pu
 r-
 su
 an
 t to
 Se
 cti
 on
 s 1
 3(a
 ) a
 nd
 15
 (d)
 of
 the
 Se
 cu
 riti
 es E
 xch
 an
 ge
 Act
 of
 19
 34
 ,to
 dis
 -
 clo
 se
 wh
 eth
 er
 or
 no
 t (a
 nd
 if
 no
 t,w
 hy n
 ot)
 the
 co
 mp
 an
 y h
 as a
 do
 pte
 d a
 co
 de
 of
 eth
 ics
 9
 for
 se
 nio
 rfi
 na
 ncia
 l o
 ffic
 ers
 ,a
 pp
 lica
 ble
 to
 its
 pri
 ncip
 al
 fin
 an
 cia
 l o
 ffic
 er
 an
 d c
 om
 ptr
 olle
 ro
 r
 pri
 ncip
 al
 acco
 un
 tin
 g o
 ffic
 er,
 or
 pe
 rso
 ns p
 er-
 form
 ing
 sim
 ila
 rfu
 ncti
 on
 s.
 SEC
 Rul
 emak
 ing:
 Jan.
 28,
 2003
 Fina
 l SEC
 rule
 req
 uire
 s a
 com
 pany
 to d
 is-
 clos
 e w
 heth
 erit
 has
 a co
 de o
 feth
 ics10
 that
 appl
 ies
 to it
 s pr
 inci
 pal e
 xecu
 tive
 offic
 eras
 wel
 l as
 its s
 enio
 rfin
 anci
 al o
 ffic
 ers,
 and
 ifno
 t,w
 hy it
 has
 notd
 one
 so. T
 he fi
 nal r
 ules
 give
 com
 pani
 es th
 e op
 tion
 to c
 hoos
 ebe
 twee
 n al
 tern
 ativ
 e m
 etho
 ds o
 fdis
 clos
 ing
 the
 ethi
 cs c
 ode:
 •fil
 ing
 a co
 py o
 fits
 cod
 e th
 atap
 plie
 s to
 the
 prin
 cipa
 l exe
 cutiv
 e,fin
 anci
 al a
 nd a
 ccou
 nt-
 ing
 offic
 eror
 cont
 rolle
 ras
 an e
 xhib
 itto
 the
 annu
 al r
 epor
 t;
 •po
 stin
 g th
 e co
 de o
 n its
 web
 site
 and
 di
 sclo
 sing
 the
 Inte
 rnet
 addr
 ess
 in th
 eap
 prop
 riate
 SEC
 filin
 gs; o
 r
 •di
 sclo
 sing
 in th
 e ap
 prop
 riate
 SEC
 filin
 gsth
 atit
 will
 pro
 vide
 a c
 opy
 ofth
 e co
 de w
 ith-
 outc
 harg
 e up
 on r
 eque
 st.
 Lis
 ted
 co
 mp
 an
 ies m
 ust
 ad
 op
 t a
 nd
 dis
 clo
 se
 a c
 od
 e o
 fb
 usin
 ess c
 on
 du
 ct
 an
 d e
 thic
 s f
 or
 dir
 ecto
 rs,o
 ffic
 ers
 ,a
 nd
 em
 plo
 ye
 es a
 nd
 th
 e
 co
 de
 mu
 st
 be
 ma
 de
 pu
 blicly
 ava
 ila
 ble
 .
 Co
 mp
 an
 ies m
 ust
 ha
 ve
 a c
 od
 e o
 fco
 nd
 uct,
 an
 d t
 he
 co
 de
 mu
 st
 be
 pu
 blicly
 ava
 ila
 ble
 .
 Co
 mp
 an
 ies s
 ho
 uld
 ha
 ve
 a c
 od
 e o
 fco
 nd
 uct
 wit
 h e
 ffe
 cti
 ve
 re
 po
 rtin
 g a
 nd
 en
 forc
 em
 en
 t
 me
 ch
 an
 ism
 s.
 9D
 efi
 ne
 d a
 s s
 tan
 da
 rds a
 s a
 re r
 ea
 so
 na
 bly
 ne
 ce
 ssa
 ry t
 o p
 rom
 ote
 : (1
 ) h
 on
 est
 an
 d e
 thic
 al
 co
 nd
 uct,
 inclu
 din
 g t
 he
 eth
 ica
 l h
 an
 dlin
 g o
 fa
 ctu
 al
 or
 ap
 pa
 ren
 t co
 nfl
 icts
 of
 inte
 rest
 be
 twe
 en
 pe
 rso
 na
 l a
 nd
 pro
 fessio
 na
 l re
 lati
 on
 sh
 ips;
 (2)
 full,fa
 ir,a
 ccu
 rate
 ,ti
 me
 ly,a
 nd
 un
 de
 rsta
 nd
 ab
 le d
 isclo
 su
 re
 in t
 he
 pe
 rio
 dic
 re
 po
 rts r
 eq
 uir
 ed
 to
 be
 file
 d b
 y t
 he
 issu
 er;
 an
 d (
 3)
 co
 mp
 lia
 nce
 wit
 h a
 pp
 lica
 ble
 go
 ve
 rnm
 en
 tal
 rule
 s a
 nd
 re
 gu
 lati
 on
 s.
 10
 De
 fin
 ed
 as “
 wri
 tte
 n s
 tan
 da
 rds t
 ha
 t a
 re r
 ea
 so
 na
 bly
 de
 sig
 ne
 d t
 o d
 ete
 rw
 ron
 gd
 oin
 g a
 nd
 to
 pro
 mo
 te:
 (1)
 ho
 ne
 st
 an
 d e
 thic
 al
 co
 nd
 uct,
 inclu
 din
 g t
 he
 eth
 ica
 l h
 an
 dlin
 g o
 fa
 ctu
 al
 or
 ap
 pa
 ren
 t co
 nfl
 icts
 of
 inte
 rest
 be
 twe
 en
 pe
 rso
 na
 l a
 nd
 pro
 fessio
 na
 l re
 lati
 on
 sh
 ips;
 (2)
 full,fa
 ir,a
 ccu
 rate
 ,
 tim
 ely
 ,a
 nd
 un
 de
 rsta
 nd
 ab
 le d
 isclo
 su
 re i
 n d
 ocu
 me
 nts
 th
 at
 a c
 om
 pa
 ny f
 ile
 s w
 ith
 ,o
 rsu
 bm
 its t
 o,th
 e C
 om
 mis
 sio
 n a
 nd
 in
 oth
 er
 pu
 blic c
 om
 mu
 nic
 ati
 on
 s m
 ad
 e b
 y t
 he
 re
 gis
 tra
 nt;
 (3
 ) co
 mp
 lia
 nce
 wit
 h a
 pp
 lica
 ble
 go
 ve
 rnm
 en
 tal
 rule
 s a
 nd
 re
 gu
 lati
 on
 s;
 (4
 ) th
 e p
 rom
 pt
 inte
 rna
 l re
 po
 rtin
 g o
 f
 co
 de
 vio
 lati
 on
 s t
 o a
 n a
 pp
 rop
 ria
 te p
 ers
 on
 or
 pe
 rso
 ns i
 de
 nti
 fie
 d i
 n t
 he
 co
 de
 ; a
 nd
 (5
 ) a
 cco
 un
 tab
 ilit
 y f
 or
 ad
 he
 ren
 ce
 to
 th
 e c
 od
 e.”
 Po
 ints
 4a
 nd
 5su
 pp
 lem
 en
 t th
 e r
 eq
 uir
 em
 en
 ts o
 fth
 e S
 arb
 an
 es-O
 xle
 y A
 ct.
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 Cod
 e C
 onte
 nt
 Cod
 e W
 aive
 rs
 No
 t a
 dd
 resse
 d.
 SE
 C t
 o a
 me
 nd
 its
 ru
 les t
 o r
 eq
 uir
 e t
 he
 imm
 ed
 iate
 dis
 clo
 su
 re,b
 y m
 ea
 ns o
 fth
 e
 filin
 g o
 fa
 fo
 rm,d
 isse
 min
 ati
 on
 via
 th
 e
 Inte
 rne
 t,o
 rb
 y o
 the
 re
 lectr
 on
 ic m
 ea
 ns,
 of
 an
 y c
 ha
 nge
 in
 or
 wa
 ive
 ro
 fth
 e c
 od
 e
 of
 eth
 ics o
 fth
 e c
 om
 pa
 ny.
 Lis
 ted
 co
 mp
 an
 ies m
 ust
 pu
 blish
 co
 de
 s o
 f
 bu
 sin
 ess c
 on
 du
 ct
 an
 d e
 thic
 s a
 nd
 ke
 y c
 om
 -
 mit
 tee
 ch
 art
 ers
 . E
 ach
 co
 mp
 an
 y m
 ay d
 ete
 r-
 min
 e i
 ts o
 wn
 po
 licie
 s,b
 ut
 all l
 iste
 d
 co
 mp
 an
 ies s
 ho
 uld
 ad
 dre
 ss t
 he
 mo
 st
 imp
 or-
 tan
 t to
 pic
 s,in
 clu
 din
 g:
 •co
 nfl
 icts
 of
 inte
 rest;
 •co
 rpo
 rate
 op
 po
 rtu
 nit
 ies;
 •co
 nfi
 de
 nti
 ality
 ;
 •fa
 ird
 ea
 lin
 g;
 •p
 rote
 cti
 on
 /p
 rop
 er
 use
 of
 co
 mp
 an
 y a
 sse
 ts;
 •co
 mp
 lia
 nce
 wit
 h l
 aw
 s/
 rule
 s/
 reg
 ula
 tio
 ns
 (in
 clu
 din
 g i
 nsid
 er
 tra
 din
 g);
 an
 d
 •e
 nco
 ura
 gin
 g r
 ep
 ort
 ing
 of
 ille
 ga
 l/
 un
 eth
 ica
 l b
 eh
 avio
 r.
 Co
 de
 of
 eth
 ics m
 ust
 req
 uir
 e t
 ha
 t a
 ny w
 aiv
 er
 for
 exe
 cu
 tive
 off
 ice
 rs o
 rd
 ire
 cto
 rs b
 e m
 ad
 e
 on
 ly b
 y t
 he
 bo
 ard
 or
 a b
 oa
 rd c
 om
 mit
 tee
 an
 d
 be
 pro
 mp
 tly d
 isclo
 se
 d t
 o s
 ha
 reh
 old
 ers
 .
 Co
 de
 sh
 ou
 ld a
 dd
 ress,a
 t a
 min
 imu
 m,co
 n-
 flic
 ts o
 fin
 tere
 st
 an
 d c
 om
 plia
 nce
 wit
 h
 ap
 plica
 ble
 la
 ws,ru
 les,a
 nd
 re
 gu
 lati
 on
 s,w
 ith
 an
 ap
 pro
 pri
 ate
 co
 mp
 lia
 nce
 me
 ch
 an
 ism
 an
 d
 dis
 clo
 su
 re o
 fa
 ny w
 aiv
 ers
 to
 exe
 cu
 tive
 off
 i-
 ce
 rs a
 nd
 dir
 ecto
 rs.
 Wa
 ive
 rs c
 an
 on
 ly b
 e g
 ran
 ted
 by i
 nd
 ep
 en
 -
 de
 nt
 dir
 ecto
 rs a
 nd
 mu
 st
 be
 pu
 blicly
 dis
 -
 clo
 se
 d.
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
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 Com
 pens
 atio
 n Re
 view
 and
 App
 rova
 l
 Exec
 utiv
 eC
 ompe
 nsat
 ion
 Shar
 ehol
 der
 App
 rova
 l of
 Stoc
 kPl
 ans
 No
 t a
 dd
 resse
 d.
 No
 t a
 dd
 resse
 d.
 Co
 mp
 en
 sa
 tio
 n c
 om
 mit
 tee
 ’s r
 esp
 on
 sib
 ilit
 ies
 inclu
 de
 re
 vie
 w a
 nd
 ap
 pro
 va
 l o
 fco
 rpo
 rate
 go
 als
 an
 d o
 bje
 cti
 ve
 s r
 ele
 va
 nt
 to C
 EO
 co
 m-
 pe
 nsa
 tio
 n,
 eva
 lua
 tin
 g t
 he
 CE
 O’s
 pe
 rfo
 r-
 ma
 nce
 in
 lig
 ht
 of
 tho
 se
 go
 als
 an
 d
 ob
 jecti
 ve
 s,
 se
 ttin
 g t
 he
 CE
 O’s
 co
 mp
 en
 sa
 tio
 n
 leve
 l b
 ase
 d o
 n t
 his
 eva
 lua
 tio
 n,a
 nd
 ma
 kin
 g
 reco
 mm
 en
 da
 tio
 ns t
 o t
 he
 bo
 ard
 wit
 h
 resp
 ect
 to i
 nce
 nti
 ve
 -co
 mp
 en
 sa
 tio
 n p
 lan
 s
 an
 d e
 qu
 ity-b
 ase
 d p
 lan
 s.
 Sh
 are
 ho
 lde
 rs m
 ust
 be
 giv
 en
 th
 e o
 pp
 ort
 un
 ity
 to v
 ote
 on
 all s
 tock-o
 pti
 on
 pla
 ns.
 Exclu
 de
 d a
 re e
 mp
 loym
 en
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 cq
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 d f
 or
 ad
 op
 tio
 n
 of
 all s
 tock
 op
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 cq
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 d
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 d.
 No
 t a
 dd
 resse
 d.
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 d.
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 d.
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 d c
 om
 pa
 nie
 s u
 rge
 d t
 o e
 sta
 blish
 an
 ori
 en
 tati
 on
 pro
 gra
 m f
 or
 ne
 w b
 oa
 rd m
 em
 -
 be
 rs.
 In c
 on
 jun
 cti
 on
 wit
 h l
 ea
 din
 g a
 uth
 ori
 -
 tie
 s,th
 e N
 YS
 Ew
 ill
 de
 ve
 lop
 a D
 ire
 cto
 rs
 Insti
 tute
 .
 No
 t a
 dd
 resse
 d.
 Ma
 nd
 ate
 s c
 on
 tin
 uin
 g e
 du
 ca
 tio
 n f
 or
 all d
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 d/
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 d e
 qu
 ity o
 rd
 eb
 t se
 cu
 riti
 es w
 ith
 th
 e S
 EC
 un
 de
 rth
 e S
 ecu
 riti
 es E
 xch
 an
 ge
 Act
 of
 19
 34
 ,
 as a
 me
 nd
 ed
 . S
 ub
 ject
 to a
 ny e
 xe
 mp
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 rtr
 ad
 e i
 n t
 he
 U.S
 . p
 ub
 lic m
 ark
 ets
 ),a
 lth
 ou
 gh
 in
 su
 ch
 ca
 se
 s c
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 fS
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 d
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1 Separation of Chairman and CEO1
 Board policy and the Company’s by-laws allow flexibility to
 separate or consolidate these positions as the Board, from time
 to time, may determine to be best for governance and effective
 Board and Company functioning.
 2 Appointment of Lead Director
 There is no position of “lead director,” and the appropriate commit-
 tee chairman leads the discussion in executive sessions when/if
 the Chairman of the Board is not present. Any director is free to
 contact the appropriate committee chairman to request a special
 committee meeting or to contact the Chairman of the Board for a
 discussion of an issue at a full Board or executive session.
 3 Number/Structure of Committees
 Committees are formed, filled, modified, and terminated as part
 of the organizational and governance work of the Governance
 and Nominating Committee and the full Board. In any event, the
 Company would have at a minimum three committees, namely,
 a Governance and Nominating Committee, an Audit Committee,
 and a Compensation Committee.
 4 Assignment and Rotation of Committee Members
 Board committee assignments and committee chairmanships
 are reviewed annually and rotated periodically, usually every
 three to five years, consistent with the directors’ interests,
 areas of expertise, and regulatory requirements.
 5 Frequency, Length, and Agenda for Meetings
 The Board meeting schedule and agenda are developed with
 direct input from directors. Meeting lengths vary as business
 dictates. Teleconference meetings may be used between regu-
 larly scheduled meetings to assure continuity of Board informa-
 tion flow and actions.
 Annually, each committee reviews its performance. Then, in
 consultation with the committee executive, it agrees upon a
 meeting schedule (including frequency and length of meetings)
 and tentative agenda for the upcoming year. Agenda items are
 added and deleted over the coming year at the members’
 requests and as business developments warrant.
 6 Executive Sessions
 The Board meets in executive session (the outside directors and
 the Chairman and Chief Executive Officer) at every Board meet-
 ing. The Chairman and Chief Executive Officer leave these ses-
 sions during the annual review of his/her performance or when
 the independent directors feel it is appropriate; however, the
 independent directors will meet at least twice each year.
 7 Director Compensation and Review
 The Governance and Nominating Committee reviews director
 compensation annually. The Committee then makes recommen-
 dations to the Board for action. Stock-based compensation is an
 important component of the director compensation program.
 8 Size of Board
 The Certificate of Incorporation authorizes a Board of seven to 17,
 allowing flexibility for sizing the Board as structure, organization,
 activity, and availability dictate. The Governance and Nominating
 Committee will review and recommend changes as needed.
 9 Independence of the Board
 The Board is committed to having a substantial majority of inde-
 pendent, non-employee directors. Periodic review is done to
 assure compliance with this commitment and with SEC, IRS,
 and NYSE requirements as to filling committee assignments
 with independent, non-employee directors.
 10 Board Membership Criteria and Selection
 The Governance and Nominating Committee is responsible for
 developing criteria for Board membership and guidelines for
 Board tenure (attached). Using these, when director nominees
 are needed, the Committee develops and reviews candidates,
 makes recommendations to the Board, and oversees the
 process of selection and nomination.
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 Appendix 2
 Hypothetical, Inc., Corporate Governance Principles
 Corporate Governance Topics
 1 For a discussion on separating the positions of Chairman and CEO, see pp 21-22.
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 11 Board Evaluation
 The Governance and Nominating Committee establishes
 criteria for evaluation of Board performance and effectiveness
 (attached). Annually, the Board and each of its committees
 conduct an evaluation of their performance.
 12 Retirement Age for Directors
 Board policy requires outside directors to retire no later than
 the annual meeting following their 70th birthday. Employee
 directors, including the CEO, are required to retire from the
 Board upon retirement as an employee, unless the Board deter-
 mines otherwise in unusual circumstances.
 13 Change in Director’s Position
 Individual directors who change the primary job responsibility
 they had when last elected to the Board tender their resigna-
 tions so that the Governance and Nominating Committee and
 the Board can determine, on a case-by-case basis, whether
 their Board membership would continue to be free from conflict
 of interest and is otherwise appropriate.
 14 Term Limits
 The Board does not impose term limits, as this could unnecessar-
 ily interfere with the continuity, diversity, developed experience
 and knowledge, and the long-term outlook the Board must have.
 15 Stock Ownership Guidelines for Directors
 No specific minimum shareholding is required, except a director
 must own some shares within sixty days of joining the Board.
 However, directors receive a minimum of one-half their annual
 retainer in stock or stock-equivalent units and director deferral
 programs include stock or stock-equivalent units as investment
 options.
 16 Formal Evaluation of the CEO
 The independent, non-employee directors, under the leadership
 of the chairman of the Governance and Nominating Committee,
 conduct an evaluation of the CEO annually and may do so on a
 less formal basis from time to time during the year. The evalua-
 tion is timed to coincide with the Board’s action on the perfor-
 mance pay program and is tied to the Company’s annual
 performance and the CEO’s delineated personal objectives.
 17 The CEO and Outside Boards
 The primary obligation of the CEO is to the Corporation, but it is
 recognized that service by the CEO on outside boards can be
 beneficial.
 Prior to accepting an outside director position, the CEO is
 expected to discuss with the Board his/her desire to hold a
 position on another board. The Governance and Nominating
 Committee will be responsible for determining the consensus of
 the Board on this matter. The number of outside boards upon
 which the CEO may serve will be determined on a situational
 basis.
 18 Board Interaction with Investors, the Press, Customers,
 and Others
 In general, management speaks for the Company. Inquiries from
 the press, shareholders, or others are referred to management
 for response. Management regularly presents reports to secu-
 rity analyst groups, and provides key analyst reports to the
 Board.
 19 Confidential Shareholder Voting
 All voted proxies are handled to protect employee and individ-
 ual shareholder privacy. No vote is disclosed except: as neces-
 sary to meet any legal requirements, in limited circumstances
 such as a proxy contest, to permit certification of the vote, and
 to respond to stockholders who send written comments with
 their proxy cards.
 Source: Hypothetical Case Study presented by Alfred C. DeCrane, Jr., former
 Chairman and CEO, Texaco Inc., at The Conference Board’s Directors’ Institute,
 New York, May 7–9, 2003.
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 1 To lead the search for individuals qualified to become
 members of the board of directors and to select director
 nominees to be presented for shareowner approval at the
 annual meeting. The committee shall select individuals as
 director nominees who shall have the highest personal and
 professional integrity, who shall have demonstrated
 exceptional ability and judgment and who shall be most
 effective, in conjunction with the other nominees to the board,
 in collectively serving the long-term interests of the
 shareowners.
 2 To review the board of directors’ committee structure and to
 recommend to the board for its approval directors to serve as
 members of each committee. The committee shall review and
 recommend committee slates annually and shall recommend
 additional committee members to fill vacancies as needed.
 3 To develop and recommend to the board of directors for its
 approval a set of corporate governance guidelines. The
 committee shall review the guidelines on an annual basis,
 or more frequently if appropriate, and recommend changes
 as necessary.
 4 To develop and recommend to the board of directors for
 its approval an annual self-evaluation process of the board
 and its committees. The committee shall oversee the annual
 self-evaluations.
 5 To review on an annual basis director compensation and
 benefits.
 The committee shall have the authority to delegate any of its
 responsibilities to subcommittees as the committee may deem
 appropriate in its sole discretion.
 The committee shall have the authority to retain any search
 firm engaged to assist in identifying director candidates, and to
 retain outside counsel and any other advisors as the committee
 may deem appropriate in its sole discretion. The committee
 shall have sole authority to approve related fees and retention
 terms.
 The committee shall report its actions and recommendations to
 the board after each committee meeting and shall conduct and
 present to the board an annual performance evaluation of the
 committee. The committee shall review at least annually the
 adequacy of this charter and recommend any proposed changes
 to the board for approval.
 Appendix 4
 Sample Corporate Governance Committee Charter (General Electric Corporation)
 Nominating and Corporate Governance Committee Charter
 The nominating and corporate governance committee of the board of directors of General Electric Company
 shall consist of a minimum of four directors. These should include the chairs of the audit and the management
 development and compensation committees. Members of the committee shall be appointed and may be removed
 by the board of directors. All members of the committee shall be independent directors, and shall satisfy the proposed
 New York Stock Exchange standard for independence for members of the audit committee.
 The purpose of the committee shall be to assist the board in identifying qualified individuals to become board members,
 in determining the composition of the board of directors and its committees, in monitoring a process to assess
 board effectiveness, and in developing and implementing the company’s corporate governance guidelines.
 In furtherance of this purpose, the committee shall have the following authority and responsibilities:
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Director’s name: _________________________________________________________
 1. DIRECTOR INDEPENDENCE, OBJECTIVITY, AND OVERSIGHT: A Director’s participation in Board deliberations should be objective, fair, and
 forthright, and be based on independence of judgment. A Director should constructively test and challenge management’s plans and recom-
 mendations and provide advice, counsel, and direction in fulfilling the Director’s oversight role. How do you evaluate yourself with respect to
 these attributes and responsibilities?
 Comments: _______________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 2. KNOWLEDGE AND EXPERTISE: A Director should be able to draw on his or her past experience relevant to significant issues facing the
 Corporation, such as technology, non-U.S. operations, and finance. A Director should have the ability to assess the Corporation’s strategy, busi-
 ness plans, and key issues and to evaluate the performance of management. How do you evaluate yourself in using your experience as an aid
 and a tool in addressing the Corporation’s plans, operations, and management?
 Comments: _______________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 3. BOARD TEAMWORK: Directors should be team players as well as team leaders. A Director must be able to work with fellow Directors, while not
 necessarily always agreeing with them. What are the roles you play on the Directors’ team, and are those your best positions?
 Comments: _______________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 * This evaluation is in a descriptive format. Other options include taking similar questions and having directors score themselves for each element
 on a scale of 1-5 (with 1 being the highest). Then, directors are asked to rate the importance of each element on a scale of 1-5. By comparing
 the “importance” score with the “elements” score, directors will be able to “zero in” on areas in greatest need of improvement.
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 Appendix 5
 Sample Director Self-Assessment Worksheet*
 In evaluating your individual performance as a Director, and the performance of the Board as a whole, you and
 the Board should examine factors such as independence, experience, judgment and knowledge, time commitment,
 and teamwork. In assessing your performance as a member of the XXXX Board of Directors, and in preparation
 for discussions with the Chairman of the Board, please describe yourself in response to the questions below.
 For each of the questions covering your activities and performance, please identify areas that you consider
 to be your relative strengths and weaknesses. Add additional sheets if the comments space is insufficient.
 Please return the completed form to YYYY prior to the (date) Board meeting.
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 4. BOARD LEADERSHIP: How effective is the Board’s leadership, both at the Board and the Committee level? How effective is each Committee
 and the Lead Independent Director function?
 Comments: _______________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 5. BOARD GOALS: Are the Board’s goals, expectations, and concerns honestly and effectively communicated to the CEO? What is your role in set-
 ting and expressing these goals and concerns?
 Comments: _______________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 6. BOARD CONTACT WITH EMPLOYEES: Is the contact between the Board and senior staff and operating management adequate and appropriate?
 Is the Director site visit program being used by you? What additional contacts, if any, would you want?
 Comments: _______________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 7. INFORMATION TO THE BOARD: Is the quality, quantity, and timing of information sent to and presented to Directors adequate? Are scheduled
 Board meeting sufficiently frequent to allow Directors to discuss the company’s performance and major issues that could affect its future? Is
 enough time devoted to reviewing strategic issues? What additional data input do you want to receive?
 Comments: _______________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 8. MY BOARD CONTRIBUTIONS: Overall, I believe that my areas of greatest and least likely contributions to the Board are:
 _________________________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 9. PARTICIPATION AND INPUT: For the coming year, I plan to increase my participation and contribution to Board activities through:
 _________________________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
 _________________________________________________________________________________________________________________________
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Process:
 • Evaluation sheet distributed (date) to active independent board members
 • Completed evaluation sheets returned to xxx by (date)
 • Xxx will summarize input and pass on anonymously to yyy
 • yyy will circulate to the Board and preview with zzz, adding his own feedback
 • Active independent board members discusses evaluation with zzz at (date) board meeting
 Evaluation:
 Your name: ___________________________________(will be removed by xxx)
 Please return to xxx prior to (date)
 Section A: Primary Responsibilities of the CEO
 Consider the factors listed below when forming your evaluation. Provide relevant examples when possible.
 1. Development of the primary strategy and objectives of the company
 • Appropriateness given the external environment
 • Clarity & consistency of the strategy
 • Process that encourages effective strategic planning
 Grade (check one) � Outstanding � Good � Needs Improvement
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 2. Tone and structure of how the company operates
 • Appropriateness of organizational structure to the primary strategy
 • Alignment of management with the strategy
 • Clearly communicated with a process for identifying and measuring progress toward the strategy
 • Timely adjustments in strategy when necessary
 • Fosters a culture of ethical behavior that includes effective compliance programs, strong auditing, and financial controls
 Grade (check one) � Outstanding � Good � Needs Improvement
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
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 Appendix 6
 Sample Chief Executive Officer Evaluation Form
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 3. Leadership and development of the management team
 • Succession planning in place at higher levels that includes an effective plan for developing candidates for the long term
 • Turnover of management
 • Energy of management team
 • Motivates and inspires employees to realize the company’s vision
 • Effective role mode for the organization
 Grade (check one) � Outstanding � Good � Needs Improvement
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 4. Relationship with the board
 • Keeps the board fully informed of important aspects of the company
 • Practices and encourages open, honest, and timely communication
 • Effective presentations
 • Ability to raise and explain key issues
 • Ability to draw on past experiences in issues facing the corporation
 Grade (check one) � Outstanding � Good � Needs Improvement
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 Section B: Performance to (Company) values
 The CEO should set the tone by role modeling (Company) values. Please consider the CEO’s strengths, areas for development as well as the fac-
 tors listed below. Provide relevant examples when possible.
 1. Results Orientation
 • Sets challenging and competitive goals
 • Focuses on output
 • Assumes responsibility
 • Constructively confronts and solves problems
 • Executes flawlessly
 Grade (check one) � Outstanding � Good � Needs Improvement
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
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2. Risk Taking
 • Fosters innovation and creative thinking
 • Embraces change and challenges the status quo
 • Listens to all ideas and viewpoints
 Grade (check one) � Outstanding � Good � Needs Improvement
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 3. Discipline
 • Conducts business with uncompromising integrity and professionalism
 • Makes and meets commitments
 • Properly plans, funds, and staff projects
 • Learns from our successes and mistakes
 Grade (check one) � Outstanding � Good � Needs Improvement
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 4. Quality
 • Strives to achieve the highest standards of excellence
 • Does the right things right
 • Continuously learns, develops, and improves
 Grade (check one) � Outstanding � Good � Needs Improvement
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 5. Customer Orientation
 • Listens and responds to our customers, suppliers, and stakeholders
 • Clearly communicates mutual intentions and expectations
 • Delivers innovative and competitive products and services
 Grade (check one) � Outstanding � Good � Needs Improvement
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
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 6. Great Place to Work
 • Style: open and direct
 • Works as member of a team with respect and trust for each other
 • Recognizes and rewards accomplishments
 • Manages performance fairly and firmly
 • Makes (Company) an asset to our communities worldwide
 Grade (check one) � Outstanding � Good � Needs Improvement
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 Section C: Overall Summary.
 1. Greatest strength as a CEO
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 2. Major highlights and lowlights of the past 12 months
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 3. Words of advice to the CEO
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 4. Overall Performance
 Grade (check one) � Outstanding � Good � Needs Improvement
 Comments/examples: _______________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
 ___________________________________________________________________________________________________________________________
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Role
 The Audit Committee of the Board of Directors assists the
 Board of Directors in fulfilling its responsibility for oversight of
 the quality and integrity of the accounting, auditing, and report-
 ing practices of the company, and such other duties as directed
 by the Board. The Committee’s role includes a particular focus
 on the qualitative aspects of financial reporting to shareholders,
 and on the company’s processes to manage business and finan-
 cial risk, and for compliance with significant applicable legal,
 ethical, and regulatory requirements. The Committee is directly
 responsible for the appointment, compensation, and oversight
 of the public accounting firm engaged to prepare or issue an
 audit report on the financial statements of the company.
 Membership
 The membership of the Committee shall consist of at least
 three directors who are generally knowledgeable in financial
 and auditing matters, including at least one member with
 accounting or related financial management expertise. Each
 member shall be free of any relationship that, in the opinion of
 the Board, would interfere with his or her individual exercise of
 independent judgment. Applicable laws and regulations shall be
 followed in evaluating a member’s independence. The chairper-
 son shall be appointed by the full Board.
 Communications/Reporting
 The public accounting firm shall report directly to the
 Committee. The Committee is expected to maintain free and
 open communication with the public accounting firm, the inter-
 nal auditors, and the company’s management. This communica-
 tion shall include private executive sessions, at least annually,
 with each of these parties. The Committee chairperson shall
 report on Audit Committee activities to the full Board.
 Education
 The company is responsible for providing the Committee with
 educational resources related to accounting principles and pro-
 cedures, current accounting topics pertinent to the company
 and other material as may be requested by the Committee. The
 company shall assist the Committee in maintaining appropriate
 financial literacy.
 Authority
 In discharging its oversight role, the Committee is empowered to
 investigate any matter brought to its attention, with full power to
 retain outside counsel or other experts for this purpose.
 Responsibilities
 The Committee’s specific responsibilities in carrying out
 its oversight role are delineated in the Audit Committee
 Responsibilities Checklist. The responsibilities checklist will be
 updated annually to reflect changes in regulatory requirements,
 authoritative guidance, and evolving oversight practices. As the
 compendium of Committee responsibilities, the most recently
 updated responsibilities checklist will be considered to be an
 addendum to this charter.
 The Committee relies on the expertise and knowledge of man-
 agement, the internal auditors, and the public accounting firm
 in carrying out its oversight responsibilities. Management of the
 company is responsible for determining the company’s financial
 statements are complete, accurate, and in accordance with gen-
 erally accepted accounting principles. The public accounting
 firm is responsible for auditing the company’s financial state-
 ments. It is not the duty of the Committee to plan or conduct
 audits, to determine that the financial statements are complete
 and accurate and are in accordance with generally accepted
 accounting principles, to conduct investigations, or to assure
 compliance with laws and regulations or the company’s internal
 policies, procedures, and controls.
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 Appendix 7
 Sample Audit Committee Charter and Responsibilities Checklist (Microsoft Corporation)
 Microsoft Corporation Audit Committee Charter
 As part of the commitment of the Company and the Board of Directors to good governance practices, the Audit Committee
 regularly reviews its charter and recommends to the Board changes to the charter. The Board adopted changes to the charter in
 August 2002, in part to take into account the adoption of the Sarbanes-Oxley Act of 2002.
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 MICROSOFT CORPORATIONAudit Committee Responsibilities Checklist
 WHEN PERFORMED
 Audit Committee Meetings
 Winter Spring Summer Fall A/N*
 1. The Committee will perform such other functions as assigned by law,
 the Company’s charter or bylaws, or the Board of Directors. X
 2. The Committee shall have the power to conduct or authorize investigations into any
 matters within the Committee’s scope of responsibilities. The Committee shall be
 empowered to retain independent counsel, accountants, or others to assist it in
 the conduct of any investigation. X
 3. The Committee shall meet four times per year or more frequently as circumstances
 require. The Committee may ask members of management or others to attend
 the meeting and provide pertinent information as necessary. X
 4. The agenda for Committee meetings will be prepared in consultation
 between the Committee chair (with input from the Committee members),
 Finance management, the General Auditor and the public accounting firm. X X X X X
 5. Provide an open avenue of communication between the internal auditors,
 the public accounting firm, Finance management and the Board of Directors.
 Report Committee actions to the Board of Directors with such recommendations
 as the Committee may deem appropriate. X
 6. Review and update the Audit Committee Responsibilities Checklist annually. X
 7. Provide a report in the annual proxy that includes the Committee’s review and
 discussion of matters with management and the independent public accounting firm. X
 8. Include a copy of the Committee charter as an appendix to the proxy statement
 at least once every three years. X
 9. Appoint, approve the compensation of, and provide oversight of the
 public accounting firm. X X X X
 10. Review and approve the appointment or change in the General Auditor. X
 11. Confirm annually the independence of the public accounting firm, and
 quarterly review the firm’s non-audit services and related fees. X
 12. Verify the Committee consists of a minimum of three members who are
 financially literate, including at least one member who has financial sophistication. X
 * As needed
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WHEN PERFORMED
 Audit Committee Meetings
 Winter Spring Summer Fall A/N*
 13. Review the independence of each Committee member based on
 NASD and other applicable rules. X
 14. Inquire of Finance management, the General Auditor, and the public
 accounting firm about significant risks or exposures and assess the steps
 management has taken to minimize such risk to the Company. X
 15. Review with the General Auditor, the public accounting firm and
 Finance management the audit scope and plan, and coordination of audit
 efforts to assure completeness of coverage, reduction of redundant efforts,
 the effective use of audit resources, and the use of independent public
 accountants other than the appointed auditors of MS. X
 16. Consider and review with the public accounting firm and the General Auditor:
 a. The adequacy of the Company’s internal controls including computerized
 information system controls and security. X
 b. Any related significant findings and recommendations of the independent public
 accountants and internal audit together with management’s responses thereto. X
 17. Review with Finance management any significant changes to GAAP and/or
 MAP policies or standards. X
 18. Review with Finance management and the public accounting firm
 at the completion of the annual audit: X X
 a. The Company’s annual financial statements and related footnotes.
 b. The public accounting firm’s audit of the financial statements and its report thereon.
 c. Any significant changes required in the public accounting firm’s audit plan.
 d. Any serious difficulties or disputes with management encountered during
 the course of the audit.
 e. Other matters related to the conduct of the audit which are to be communicated
 to the Committee under generally accepted auditing standards.
 19. Review with Finance management and the public accounting firm
 at least annually the Company’s critical accounting policies. X X
 20. Review policies and procedures with respect to transactions between
 the Company and officers and directors, or affiliates of officers or directors,
 or transactions that are not a normal part of the Company’s business. X
 21. Consider and review with Finance management and the General Auditor: X
 a. Significant findings during the year and management’s responses thereto.
 b. Any difficulties encountered in the course of their audits, including any
 restrictions on the scope of their work or access to required information.
 c. Any changes required in planned scope of their audit plan.
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 WHEN PERFORMED
 Audit Committee Meetings
 Winter Spring Summer Fall A/N*
 22. The Chairman of the Audit Committee will participate in a telephonic
 meeting among Finance management and the public accounting firm
 prior to earnings release. X X X X
 23. Review the periodic reports of the Company with Finance management,
 the General Auditor and the public accounting firm prior to filing of
 the reports with the SEC. X X X X
 24. In connection with each periodic report of the Company, review X X X X
 a. Management’s disclosure to the Committee under Section 302
 of the Sarbanes-Oxley Act.
 b. The contents of the Chief Executive Officer and the Chief Financial Officer
 certificates to be filed under Sections 302 and 906 of the Act.
 25. Review filings (including interim reporting) with the SEC and other published
 documents containing the Company’s financial statements and consider whether
 the information contained in these documents is consistent with the information
 contained in the financial statements before it is filed with the SEC or other regulators. X
 26. Monitor the appropriate standards adopted as a code of conduct for
 Microsoft Corporation. Review with Finance management and Legal and
 Corporate Affairs the results of the review of the Company’s monitoring compliance
 with such standards and its compliance policies. X X
 27. Review legal and regulatory matters that may have a material impact on the
 financial statements, related Company compliance policies, and programs
 and reports received from regulators. X
 28. Meet with the public accounting firm in executive session to discuss
 any matters that the Committee or the public accounting firm believe
 should be discussed privately with the Audit Committee. X X X X
 29. Meet with the General Auditor in executive sessions to discuss
 any matters that the Committee or the General Auditor believe
 should be discussed privately with the Audit Committee. X X
 30. Meet with Finance management in executive sessions to discuss
 any matters that the Committee or Finance management believe
 should be discussed privately with the Audit Committee. X
 * As needed
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1 Recognize that the dynamics of each company, board, and
 audit committee are unique—one size does not fit all.
 The organization and operational approach followed by any
 audit committee should take into account the unique aspects of
 the organizational and governance structures of the company
 that the committee serves.
 In addition, the delegation of responsibilities to an audit com-
 mittee by the board of directors must be explicit and responsive
 to the needs and culture of the company and the board as a
 whole.
 The basic responsibilities of an audit committee are to oversee
 the financial reporting process of the company as implemented
 and maintained by management, including risks and controls
 related to that process, and the internal and external auditors’
 roles and responsibilities within the financial reporting process.
 The audit committee should not be overloaded with activities or
 the committee may (1) lose sight of its major objectives or (2)
 perform its duties superficially.1
 Once delegated, the ongoing support of the board for the activi-
 ties of the audit committee, including appropriate management
 interaction, is critical.
 2 The board must ensure the audit committee comprises the
 “right” individuals to provide independent and objective
 oversight.
 It is the responsibility of the board of directors to ensure that
 audit committee members are independent, financially literate,
 and have the characteristics to serve as effective audit commit-
 tee members.
 The 1987 Report of the National Commission on Fraudulent
 Financial Reporting (known as the “Treadway Commission
 Report”) captured the basic attributes that every audit commit-
 tee should possess. The audit committee must be informed, vigi-lant, and effective overseers of the financial reporting process.
 To have those attributes, the individual members of the commit-
 tee must possess certain characteristics. First, the individual
 should have a general understanding of the company’s major
 economic, operating, and financial risks. In addition, the individ-
 ual should have a broad awareness of the interrelationship of
 the company’s operations and its financial reporting. Further,
 the audit committee member should understand the difference
 between the oversight function of the committee and the deci-
 sion-making function of management.
 Audit committee members must have the ability to formulate
 and ask probing questions about the company’s financial
 reporting process. According to the 1999 Blue Ribbon
 Committee on Improving the Effectiveness of Corporate Audit
 Committees (Blue Ribbon Committee), a member’s ability to ask
 and intelligently evaluate the answers to the necessary ques-
 tions hinges on intelligence, diligence, a probing mind, and
 financial literacy. In fact, perhaps the most important character-
 istic of a good audit committee member is a willingness to chal-
 lenge management when necessary. This is the essence of
 independence.
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 Appendix 8
 KPMG Audit Committee Institute
 Basic Principles for Audit Committees
 1 Frank M. Burke and Dan M. Guy, Audit Committees: A Guide forDirectors,Management, and Consultants, 2nd edition (New York:
 Aspen Publishers, Inc., 2002), p. 117.
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 3 The board and audit committee must continually assert that,
 and assess whether, the “tone at the top” embodies insistence
 on integrity and accuracy in financial reporting.
 The company must have the right tone at the top. What is the
 right tone at the top from the perspective of the audit commit-
 tee and its oversight of the financial reporting process?
 The audit committee, as a check and balance on management,
 is the guardian of the company’s financial reporting integrity.
 Thus, in establishing the “right tone,” according to Michael R.
 Young, a litigation partner of Willkie Farr & Gallagher and coun-
 sel to the American Institute of Certified Public Accountants,
 the company must have an unrelenting insistence:
 • on accuracy in financial reporting;
 • that numbers and financial statements not be massaged or
 manipulated; and
 • on truthfulness as the foremost objective of the company.
 Young says, “It is a tone that makes financial misreporting
 unthinkable.”2
 4 The audit committee must demand and continually reinforce
 the “ultimate accountability” of the external auditor to the
 board and audit committee as representatives of
 shareholders.
 The ultimate accountability of the external auditor to the board
 and the audit committee must be more than words in the audit
 committee charter. The audit committee, external auditor, and
 senior management must all acknowledge this reporting rela-
 tionship and allegiance by their actions and deeds.
 5 Audit committees must implement a process that supports
 their understanding and monitoring of the:
 • specific role of the audit committee in relation to
 the specific roles of the other participants in the
 financial reporting process (oversight);
 • critical financial reporting risks;
 • effectiveness of financial reporting controls;
 • independence, accountability, and effectiveness
 of the external auditor; and
 • transparency of financial reporting
 The audit committee process provides a framework for coordi-
 nating the activities of, and information provided by, the partici-
 pants in the financial reporting process that support the audit
 committee’s understanding, and monitoring, of the “key risks
 and controls” related to the company’s financial reporting
 process. A strong audit committee process allows a company,
 including its shareholders, to benefit from the collective insight
 and experience of each member of the committee.
 The Blue Ribbon Committee described the participants in the
 financial reporting process as a “three-legged stool of responsi-
 ble disclosure and active oversight.” The three legs are (1) man-
 agement, including internal audit, (2) the independent external
 auditor, and (3) the audit committee. The audit committee must
 not only understand the specific and unique roles that each
 “leg” plays in the financial reporting process but also hold these
 participants accountable to the board and the audit committee.
 When a company establishes an audit committee and the board
 delegates oversight of the financial reporting process to the
 committee, implicit in that delegation decision is that the audit
 committee is thereby assigned oversight responsibility for finan-
 cial reporting risks (including fraud risks) and controls related
 to those risks. Therefore, the audit committee must have an
 understanding of (1) significant risks related to financial report-
 ing reliability and (2) the controls that the company has estab-
 lished to address those risks.
 With a well-defined process predicated on an understanding of
 the specific roles of management, including the internal auditor
 and the external auditor, the audit committee will have estab-
 lished the framework within which to exercise effective over-sight—listen, ask, assess, and challenge.
 Source: KPMG LLP, Basic Principles for Audit Committees, 2002.
 2 Michael R. Young, Accounting Irregularities and Financial Fraud,
 2nd edition (New York: Aspen Publishers, Inc., 2002), p. 231.
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1 Risk assessment
 • Does the company have clear objectives and have they been
 communicated so as to provide effective direction to
 employees on risk assessment and control issues? For
 example, do objectives and related plans include measurable
 performance targets and indicators?
 • Are the significant internal and external operational, financial,
 compliance, and other risks identified and assessed on an
 ongoing basis? (Significant risks may, for example, include
 those related to market, credit, liquidity, technological, legal,
 health, safety and environmental, reputation, and business
 probity issues.)
 • Is there a clear understanding by management and others
 within the company of what risks are acceptable to the board?
 2 Control environment and control activities
 • Does the board have clear strategies for dealing with the
 significant risks that have been identified? Is there a policy on
 how to manage these risks?
 • Do the company’s culture, code of conduct, human resource
 policies, and performance reward systems support the
 business objectives and risk management and internal control
 system?
 • Does senior management demonstrate, through its actions as
 well as its policies, the necessary commitment to competence,
 integrity, and fostering a climate of trust within the company?
 • Are authority, responsibility, and accountability defined clearly
 such that decisions are made and actions taken by the
 appropriate people? Are the decisions and actions of different
 parts of the company appropriately co-ordinated?
 • Does the company communicate to its employees what is
 expected of them and the scope of their freedom to act? This
 may apply to areas such as customer relations; service levels
 for both internal and outsourced activities; health, safety, and
 environmental protection; security of tangible and intangible
 assets; business continuity issues; expenditure matters;
 accounting; and financial and other reporting.
 • Do people in the company (and in its providers of outsourced
 services) have the knowledge, skills, and tools to support the
 achievement of the company’s objectives and to manage
 effectively risks to their achievement?
 • How are processes/controls adjusted to reflect new or
 changing risks or operational deficiencies?
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 Appendix 9
 Excerpt from Internal Control: Guidance for Directors on the Combined CodeReport by The Institute of Chartered Accountants in England and Wales
 Assessing the effectiveness of the company’s risk and control processes
 Some questions which the board may wish to consider and discuss with management when regularly reviewing reports
 on internal control and carrying out its annual assessment are set out below. The questions are not intended to be
 exhaustive and will need to be tailored to the particular circumstances of the company.
 This Appendix should be read in conjunction with the guidance set out in this document.
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 3 Information and communication
 • Do management and the board receive timely, relevant, and
 reliable reports on progress against business objectives and
 the related risks that provide them with the information, from
 inside and outside the company, needed for decision-making
 and management review purposes? This could include
 performance reports and indicators of change, together with
 qualitative information such as on customer satisfaction,
 employee attitudes, etc.
 • Are information needs and related information systems
 reassessed as objectives and related risks change or as
 reporting deficiencies are identified?
 • Are periodic reporting procedures, including half-yearly and
 annual reporting, effective in communicating a balanced and
 understandable account of the company’s position and
 prospects?
 • Are there established channels of communication for
 individuals to report suspected breaches of laws or regulations
 or other improprieties?
 4 Monitoring
 • Are there ongoing processes embedded within the company’s
 overall business operations, and addressed by senior
 management, which monitor the effective application of the
 policies, processes, and activities related to internal control
 and risk management? (Such processes may include control
 self-assessment, confirmation by personnel of compliance
 with policies and codes of conduct, internal audit reviews, or
 other management reviews).
 • Do these processes monitor the company’s ability to re-
 evaluate risks and adjust controls effectively in response to
 changes in its objectives, its business, and its external
 environment?
 • Are there effective follow-up procedures to ensure that
 appropriate change or action occurs in response to changes in
 risk and control assessments?
 • Is there appropriate communication to the board (or board
 committees) on the effectiveness of the ongoing monitoring
 processes on risk and control matters? This should include
 reporting any significant failings or weaknesses on a timely
 basis.
 • Are there specific arrangements for management monitoring
 and reporting to the board on risk and control matters of
 particular importance? These could include, for example, actual
 or suspected fraud and other illegal or irregular acts, or matters
 that could adversely affect the company’s reputation or
 financial position.
 Source: The Institute of Chartered Accountants in England and Wales, Internal
 Control: Guidance for Directors of the Combined Code (London: Accountancy Books,
 1999), pp. 13-14.

Page 114
                        

© 2003 by The Conference Board, Inc.
 All rights reserved. Printed in the U.S.A.
 The Conference Board and the torch logo are
 registered trademarks of The Conference Board, Inc.
 The Conference Board, Inc.
 845 Third Avenue
 New York, NY 10022-6679
 Tel 212 759 0900
 Fax 212 980 7014
 www.conference-board.org
 The Conference Board Europe
 Chaussée de La Hulpe 130, box 11
 B-1000 Brussels, Belgium
 Tel 32 2 675 5405
 Fax 32 2 675 0395
 www.conference-board.org/europe.htm
 The Conference Board of Canada
 255 Smyth Road
 Ottawa, Ontario K1H-8M7 Canada
 Tel 613 526 3280
 Fax 613 526 4857
 www.conferenceboard.ca
 This document is printed on recycled paper.
 http://www.conference-board.org
 http://www.conference-board.org/europe.htm
 http://www.conferenceboard.ca


                        

                                                    
LOAD MORE
                                            

                

            

        

                
            
                
                    
                        Related Documents
                        
                            
                        

                    

                    
                                                
                                                                                              
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            TCB and TCB Naturals product 1

                                            
                                                
                                                    Category: 
                                                    Documents
                                                

                                            

                                                                                    

                                    

                                

                                                                                                                            
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            21 marzo 22 marzo 23 marzo 24 marzo. TCB TCB TCB marzo 1...

                                            
                                                
                                                    Category: 
                                                    Documents
                                                

                                            

                                                                                    

                                    

                                

                                                                                                                            
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            TCB-660 manaul_070308(Eng)

                                            
                                                
                                                    Category: 
                                                    Documents
                                                

                                            

                                                                                    

                                    

                                

                                 
                                                                                               
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            Case 1:15-cv-01673-TSE-TCB Document 30 Filed 06/08/16 Page 1...

                                            
                                                
                                                    Category: 
                                                    Documents
                                                

                                            

                                                                                    

                                    

                                

                                                                                                                            
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            Case 1:13-cv-00824-GBL-TCB Document 21 Filed 03/19/14 Page 1...

                                            
                                                
                                                    Category: 
                                                    Documents
                                                

                                            

                                                                                    

                                    

                                

                                                                                                                            
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            Case 1:13-cv-00139-LMB-TCB Document 23-2 Filed …...Case...

                                            
                                                
                                                    Category: 
                                                    Documents
                                                

                                            

                                                                                    

                                    

                                

                                 
                                                     

                                                
                                                                                              
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            Disjoncteur de protection thermique TCB · 2017. 5. 12. ·...

                                            
                                                
                                                    Category: 
                                                    Documents
                                                

                                            

                                                                                    

                                    

                                

                                                                                                                            
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            Servicio al cliente tcb

                                            
                                                
                                                    Category: 
                                                    Education
                                                

                                            

                                                                                    

                                    

                                

                                                                                                                            
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            TCB couplings

                                            
                                                
                                                    Category: 
                                                    Documents
                                                

                                            

                                                                                    

                                    

                                

                                 
                                                                                               
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            TCB Catalog

                                            
                                                
                                                    Category: 
                                                    Documents
                                                

                                            

                                                                                    

                                    

                                

                                                                                                                            
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            Case 1:12-cv-00615-CMH-TCB Document 1 Filed 06/05/12 Page 1....

                                            
                                                
                                                    Category: 
                                                    Documents
                                                

                                            

                                                                                    

                                    

                                

                                                                                                                            
                                    
                                        
                                            
                                                
                                            
                                        

                                        
                                            Case 1:13-cv-01493-CMH-TCB Document 1 Filed …...Case...

                                            
                                                
                                                    Category: 
                                                    Documents
                                                

                                            

                                                                                    

                                    

                                

                                 
                                                     

                                            

                

            

        

            



    
        
            	Powered by Cupdf


            	Cookie Settings
	Privacy Policy
	Term Of Service
	About Us


        

    


    

    
    
    

    
    
    

    
    
        
    
    















