


30807202

AUDIT
COMMITTEES:

A Guide for Directors,
Management, and Consultants

Sixth Edition

By
Frank M. Burke, J.D., CPA

Dan M. Guy, Ph.D., CPA

and
Kay W. Tatum, Ph.D., CPA

CCH

a Wolters Kluwer business




This publication is designed to provide accurate and authoritative information in
regard to the subject matter covered. It is sold with the understanding that the
publisher is not engaged in rendering legal, accounting, or other professional services.
If legal advice or other professional assistance is required, the services of a competent
professional person should be sought.

—From a Declaration of Principles jointly adopted by
a Committee of the American Bar Association and a
Committee of Publishers and Associations

ISBN 978-0-8080-2083-7

© 2009 CCH. Al Rights Reserved.
4025 W. Peterson Ave.

Chicago, IL 60646-6085

1 800 248 3248
http://CCHGroup.com

No claim is made to original government works; however, within this Product or
Publication, the following are subject to CCH’s copyright: (1) the gathering, compilation,
and arrangement of such government materials; (2) the magnetic translation and digital
conversion of data, if applicable; (3) the historical, statutory and other notes and
references; and (4) the commentary and other materials.

Printed in the United States of America



Center* offers a complete line of self-study courses covering complex and
constantly evolving accounting and auditing issues. We are continually adding
new courses to the library to help you stay current on all the latest develop-
ments. The CCH Learning Center courses are available 24 hours a day, seven
days a week. You’ll get immediate exam results and certification. To view
our complete accounting and auditing course catalog, go to: http:/
cch.learningcenter.com.

Accounting Research Manager™

For the latest information about stock compensation, look to Accounting
Research Manager, the most comprehensive, up-do-date, and objective
online database of financial reporting literature. It includes all authoritative
and proposed accounting, auditing, and SEC literature, plus independent,
expert-written interpretive guidance.

With Accounting Research Manager, you maximize the efficiency of
your research time while enhancing your results. Learn more about our
content, our experts, and how you can request a FREE trial by visiting us
at http://www.accountingresearchmanager.com.

* CCH is registered with the National Association of State Boards of Accountancy (NASBA) as a
sponsor of continuing professional education on the National Registry of CPE Sponsors. State
boards of accountancy have final authority on the acceptance of individual courses for CPE credit.
Complaints regarding registered sponsors may be addressed to the National Registry of CPE
Sponsors, 150 Fourth Avenue North, Nashville, TN 37219-2417. Telephone: 615-880-4200.

* CCH is registered with the National Association of State Boards of Accountancy as a Quality
Assurance Service (QAS) sponsor of continuing professional education. Participating state boards
of accountancy have final authority on the acceptance of individual courses for CPE credit.
Complaints regarding QAS program sponsors may be addressed to NASBA, 150 Fourth Avenue
North, Suite 700, Nashville, TN 37219-2417. Telephone: 615-880-4200.

12/09

© 2009 CCH. All Rights Reserved



HOW TO USE THIS BOOK

Audit Committees: A Guide for Directors, Management, and Consultants
(Guide) is designed as a reference book. Ordinarily, most users will
probably not read the Guide from cover to cover. However, a new audit
committee member, a first-time chairperson of an audit committee, or a
consultant (including, for example, an internal or external auditor) who is
developing his or her knowledge and skill set about audit committees,
should consider a cover-to-cover review of the Guide. That review will
facilitate use of the Guide as a primary reference source.

The authors, anticipating that most readers will use the Guide as a
reference source, have designed the Guide with this in mind. Therefore,
the Guide contains a detailed table of contents (with page numbers shown
for sections within each chapter). Each chapter also has a chapter
summary that highlights the significant points made in the chapter. The
busy reader may look at the table of contents for a chapter that addresses a
subject of interest and then proceed directly to the chapter summary to
determine if the information he or she needs is presented in that chapter.

Also included is a list of the appendices in the Guide. The authors have
designed each appendix to be practical and easy to use. The appendices,
many of which are included on the enclosed CD-ROM, can be easily
modified to fit a unique audit committee need or situation.

The Guide also contains a comprehensive glossary. The glossary is
designed to enable a user to quickly look up a term that he or she may have
heard but is not sure of its meaning. For example, the terms ““SAS 100
Review,” “COSO Report,” ‘‘Material Weakness in Internal Control,”
and ‘‘Business Judgment Rule,”” are all defined in the glossary. The Guide
also includes a section on Where to Find More Information that contains
addresses, phone numbers, and web sites of key organizations, and a List
of Acronyms for the user’s quick reference. Finally, the Guide contains a
detailed traditional index to enable a user to quickly locate all of the
significant discussions of a defined term.
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PREFACE

Audit Committees: A Guide for Directors, Management, and Consultants
(Guide) presents the history, responsibilities, and operation of audit
committees. Though the Guide focuses primarily on publicly held
companies, a short chapter on audit committees for not-for-profit and
public sector entities is included. The Guide is written in a non-technical,
active-voice, easy-to-read format.

We bring a unique combination of experience and skills to the Guide.
One author has served as a director of a number of public, private, and not-
for-profit entities, having organized, chaired, and participated as a member
of a number of audit committees. In addition, he has more than 30 years’
experience as a partner in, industry head of, and consultant to, international
accounting firms and has dealt with audit committees from that perspective
on many occasions. The second author served an 18-year tour of duty with
the American Institute of Certified Public Accountants, where he was Vice
President having responsibility for audit and attest matters. He participated
in the debates and preparation of many of the documents and materials
discussed in this book. The third author has 30 years’ experience as an
accounting professor who specializes in teaching and researching auditing
standards. In addition, she has participated in various auditing standard
setting activities, including serving a two-year term as a member of the
Public Company Accounting Oversight Board’s Standing Advisory Group.
She currently serves as a director of a public company, chairing its audit
committee.

The Guide is synergistic in that it combines real-world audit committee
experience with expert knowledge of materiality, internal control, fraud
and illegal acts, and the independence requirements for external and
internal auditors. The Guide is unique in that it presents technical topics in
a manner that is understandable for the reader who is not an attorney or a
certified public accountant. The Guide also is unique in that it covers
subjects that are rarely discussed, such as the process for terminating an
external auditor. Another significant feature of the Guide is the emphasis
on the importance of regular evaluations of audit committee performance,
not only as a means of possibly reducing legal liability of the board of
directors but also enhancing the credibility of the company in the eyes of
third parties.

As indicated above, the Guide fills a “‘gap’ in the existing literature in
that it blends observations based on real-world experience serving on audit
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committees, expert knowledge of the standards of external and internal
auditors, and knowledge of the latest requirements from the New York
Stock Exchange, Nasdaq, the NYSE Amex, and the SEC, including the
Sarbanes-Oxley Act of 2002.

Please help us improve the Guide. We welcome your comments,
questions, and suggestions. Please direct your correspondence to:

Tony Powell

CCH

76 Ninth Ave., Ste. 724

New York, NY 10011-5222
tony.powell @ WoltersKluwer.com

October 2009
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