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T
he Sarbanes-Oxley Act of 
2002 (SOX) transferred pow-
ers from the management of 
a public company to its inde-

pendent audit committee. The chair of 
the audit committee has the important 
role of providing leadership for the audit 
committee and of exercising powers on 
behalf of the committee previously re-
served to management. Today, success-
ful audit committee chairs are taking a 
broader view of their respon-
sibilities beyond the technical 
legal requirements of SOX or 
SEC or exchange listing rules 
and are attempting to follow 
what are developing as best 
practices. Some of the best 
practices being implemented 
today include the following:

1. Audit Committee Com-
position. The successful chair 
should be concerned about 
the quality and competencies 
of the audit committee mem-
bers. We all know about the 
requirement for a financial 
expert imposed by exchange 
listing rules and SEC disclo-
sure requirements. However, 
it is not necessary, or even de-
sirable, to require that every 
member of the committee be an account-
ing expert. Persons with knowledge of the 
industry and familiarity with company 
operations can be valuable members 
even if they are not financial experts, as-
suming that they have basic accounting 
knowledge. Moreover, successful audit 
committee chair are evaluating the con-
tributions of their committee members at 
least annually and recommending neces-
sary changes where appropriate.

2. Internal Audit. It is a best practice 
for the head of the internal audit function 
to be hired by the audit committee, report 
directly to the audit committee, and be 
subject to dismissal by the audit commit-
tee. This best practice has, on occasion, 
created conflicts with management who, 
under this arrangement, may view the in-
ternal auditor as not part of the manage-
ment team. A successful audit commit-
tee chair must anticipate these potential 

conflicts, devise methods to 
insure that there is a good rap-
port between and among the 
internal auditor, the CFO, and 
the chief accounting officer, 
and make certain that all par-
ties understand their respec-
tive roles. The audit commit-
tee chair should also inquire 
periodically from the internal 
auditor as to the adequacy of 
staffing of the internal audit 
function. The chair and the 
internal auditor should ex-
change cell phone numbers 
and email addresses.

3. Coordination with In-
dependent Auditor . The 
chair should have a good 
working relationship with 
the partner and manager of 

the independent auditor so that any 
problems can be anticipated and any 
friction with management or the inter-
nal auditor quickly resolved. The chair 
should schedule private meetings with 
the independent auditors and annually 
have a robust discussion of any indepen-
dence issues.

4. Educating the CFO. Many CFOs 
are uncertain as to what the audit com-

mittee expects from them. The success-
ful chair, after consulting with the full 
committee, must have an open and can-
did dialogue with the CFO, preferably 
privately on a one-on-one basis, which 
would include at least the following top-
ics: (a) the specific types of information 
the audit committee requires to perform 
its function, with the understanding that 
this information needs constant refine-
ment (and too much information is as 
bad as too little information); (b) what 
public documents, such as press re-
leases and periodic SEC filings, does the 
audit committee wish to review prior to 
publication or SEC filing, and the time 
frames in which such information is to 
be supplied to the audit committee; (c) 
the expectations of the committee for 
the CFO to immediately communicate 
material financial developments within 
the company; and (d) what monitoring 
of the services of the independent audi-
tor and the costs of such services should 
be provided by the CFO.

5. Audit Committee Procedure. The 
successful chair will attempt to develop 
a consensus among the audit commit-
tee members on all important issues and 
will suggest the need, when appropriate, 
for special consultants, including inde-
pendent counsel. The chair will obtain 
recommendations from the audit com-
mittee members as to the number and 
length of meetings and, with the assis-
tance of the internal auditor, develop 
an agenda for each meeting. The chair 
should schedule an annual meeting with 
the head of both the sales and tax depart-
ments and an annual self-evaluation of 
the audit committee, including a review 
of the audit committee charter. Finally, 
the successful chair should insist upon 
the continuing education of all new 
and old audit committee members on 
internal accounting issues and on new 
accounting pronouncements.                 ■
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