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Audit Committee Functions
and Responsibilities

David W, Tate

I. INTRODUCTION §5A.1
ll. THE BUSINESS JUDGMENT RULE §5A.2
lll. SELECT STANDARD OF CARE CASES §5A.3

IV. COMMITTEE COMPOSITION AND MEMBER
QUALIFICATIONS §5A.4
A. Federal Statutes, and Related Rules and Regulations
1. Public Company Audit Committees §5A.5
2. Disclosure of Audit Committee Financial
Expert §5A.6
B. Stock Exchange Rules
1. NYSE Listed Company Manual
a. Audit Committee Required §5A.7
b. Audit Committee Composition and Other
Requirements §5A.8
c. Independence Tests §5A.9
2. NASDAQ Stock Market Rules
a. Audit Committee Composition §5A.10
b. Independent Director Defined §5A.11
3. American Stock Exchange Company Guide §5A.12

V. COMMITTEE FUNCTIONS AND RESPONSIBILITIES §5A.13

A. Federal Statutes, and Related Rules and Regulations

1. Public Company Audit Committees §5A.14

Corporate Responsibility for Financial Reports §5A.15
Improper Influence on the Conduct of Audits §5A.16
Management Assessment of Internal Controls §5A.17
Code of Ethics for Senior Financial Officers §5A.18
Real-Time Issuer Disclosures §5A.19
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7. Whistleblower and Anti-Retaliation Provisions i
a. Protection for Employees of Publicly Traded
Companies §5A.20
b. Retaliation Against Informants §5A.21
8. Auditor Independence and Other Provisions
a. Services Outside the Scope of Practice of
Auditors §5A.22
b. Preapproval Requirements §5A.23
c. Audit Partner Rotation §5A.24
d. Auditor Report to Audit Committees §5A.25
e. Conflicts of Interest §5A.26
B. Stock Exchange (SRO) Rules
1. NYSE Listed Company Manual
a. Audit Committee  §5A.27
b. Additional Requirements for the Audit
Committee §5A.28
c. Executive Sessions §5A.29
d. Website Requirement §5A.30
2. NASDAQ Stock Market
a. Audit Committee Charter §5A.31
b. Audit Committee Responsibilities and
Authority §5A.32
c. Independent Directors and Executive
Sessions - §5A.33
d. Conflicts of Interest §5A.34
e. Code of Conduct §5A.35
3. American Stock Exchange §5A.36

VI. OUTSIDE AUDITOR COMMUNICATIONS WITH THE AUDIT

COMMITTEE §5A.37

A. Statements on Auditing Standards

1. Auditor’s Communication With Those Charged With
Governance §5A.38

. lllegal Acts by Clients §5A.39
. Consideration of Fraud in a Financial Statement §5A.40
. Interim Financial Information §5A.41
. Understanding the Entity and its Environment §5A.42
Communicating Internal Control Related Matters Identified
in an Audit §5A.43
B. PCAOB Auditing Standard No. 5 §5A.44
C. Independence Standards Board, Standard No. 1 §5A.45
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Vil. DOCUMENTATION OF COMMITTEE MEETINGS AND
ACTIVITIES §5A.46
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Vill. INTERNAL INVESTIGATIONS AND REVIEWS §5A.47
IX. THE AUDIT COMMITTEE CHARTER §5A.48

X. CHECKLISTS
A. Checklist: Sample Audit Committee Meeting Agenda
Topics §5A.49
B. Audit Committee Performance Evaluation
Considerations §5A.50
C. Checklist: Audit Committee Performance Evaluation §5A.51

§5A.1 I. INTRODUCTION

This chapter covers public and private company audit committee
functions and responsibilities. Audit committees are regulated or im-
pacted by numerous statutes, cases, rules, regulations, and pronounce-
ments. Some audit committee responsibilities are mandatory, and
other committee functions and responsibilities are discretionary de-
pending on the circumstances. Although an increasing number of
the functions and responsibilities are specified by statute, rule, or
regulation, satisfaction of an audit committee’s standard of care re-
mains significantly dependent on due diligence and prudent judgment.

The discussions in this chapter apply to all public company audit
committees. With a few exceptions, the securities, stock exchange,
and Sarbanes-Oxley Act discussions do not apply to private company
audit committees. However, audit committee functions and responsi-
bilities continue to evolve. For example, in 2007, a number of recently
enacted auditing pronouncements began to apply audit procedures
that are similar to certain Sarbanes-Oxley Act provisions for audits
of all companies, public and private. See §§5A.38, 5A.42-5A.43.
Additionally, it is not uncommon for a private company, such as
one that has plans to go public, to voluntarily or out of necessity
consider implementing some of the required public company audit
committee functions.

NOTE>» This chapter is arranged by major topic areas. A statute,
rule, or regulation may be discussed in multiple areas where
it applies to more than one topic.




