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Corporations can benefit from having an independent aucit committee in a number
of ways.  The independent director is more likely to perceive with objectivity, to raise
questions, and to act with cue speed. Independence, while no quarantor of these resuilts, can
increase the likelihood that they will occur 4

A director will be considered indepencent if he or sheb

(@).  has not been an employee of the corporation or any of its subsidiaries within
the last five years
(b). s not aclose relative of any management-level enployee of the company
(c).  Provides no significant services or goods to the company
(d). isnot employed by any firm providing major Services to the company, and
(€).  receives no significant compensation from the company , other than director

fees,

2ReportofThe NACD Blue Ribbon Commission on Audit Committees : A practical Guide.
(Washington, DC  The national Association of Corporate Director, 1998) 1pp.9-12.

3lbid., pp.9-10.

41bid ., p.10.

51bid ., p.10.
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Furthermore |, &s part of its goal to ensure its independence , the audit committee
must also consicer conflicts of interest on a case-ty-case basis.  That is , an individual's
ahility to exercise and express objective judgement on any material issue before the
committee.  There are many situations where an individual may pess the tests of
independence set forth by their boards or others , but may have difficulty exercising true
independence in a particular area.6

3).

Financial Literacy of Audit Committee

Successful service on an audit committee does not necessarily require professional
experience in accounting or finance, but it does require financial literacy (O, @ Some
Commission members have named it, financial “competence”). At aminimum, this entails
the entails the ability to read and understand financial statements.8

In addition, as mentions earlier, audit committee members should develop an
understanding of financial reporting, risk management  (identification and control of key
fisks), and the audit function, which are all crucial to the audit committee’srole. Ina
company that operates in a regulated industry (Such as energy, financial senvices, health
care) audit committee members need an understanding of regulatory issues in the relevant

6ReportofThe NACD Blue Ribbon Commission on Audit Committees : A practical Guide.
(Washington, DC :The national Association of Corporate Director, 1998), p.10.

7lbid ., p.1l.

81bid ., p.Il.
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industry.  To strengthen their knowledge of any these areas; audit committee mermoers
should receive training - either within the company or outside.9

9 Report of The NACD Blue Ribbon Commission on Audit Committees : A practical Guide.
(Washington, DC : The national Association of Corporate Director, 1998), p.I L
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DReport of The NACD Blue Ribbon Commission on Audit Committees : A practical Guide.
(Washington, DC : The national Association of Corporate Director, 1998) ,p. 39.
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3.3 b

PriceWaterHouseCooper, Audit Committees Effectiveness - What Work Best. ( Florida :

Institute of Internal Auditors Research Foundation,2000 ),pp.20-24.
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