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Sep tember  3, 1976 

W, ll,am M Batte~ 
Cha,rman and 
Ch=ef Execut,va Ofhcer To: Chief Execut ive Off ice rs  

All of us in the bus iness  communi ty  a re  wel l  aware  of the 
extent  to which the broad  issue of co rpo ra t e  accountabi l i ty  
has been a t t r ac t ing  public at tention and gove rnmen t  con- 
ce rn .  Severa l  months ago, Secur i t i es  and Exchange Com-  
mis s ion  Cha i rman  Roder i ck  M. Hills sugges ted  to me that 
the New York Stock Exchange might  be uniquely posi t ioned,  
through its c lose  r e l a t ionsh ips  with m o r e  than 1 ,500 of the 
nat ion 's  leading corpora t ions ,  to help improve  the c l imate  
of public confidence in U . S .  bus ines s .  

Accordingly,  our  Board is cons ider ing  r equ i r i ng  e v e r y  
domes t ic  l is ted company,  as  a condition of continued l i s t -  
ing a f t e r  December  31, 1977, to main ta in  an Audit  C o m -  
mit tee  composed e n t i r e l y  of independent d i r e c t o r s  who a r e  
not p a r t  of c u r r e n t  management .  

We .est imate that about 807o of a l l  liste'd compan ies  today 
have Audit  Commi t tees ,  although, in many cases ,  they in- 
elude d i r e c t o r s  who a r e  company o f f i ce r s  o r  emp loyees .  
A r ecen t  in fo rmal  su rvey  of r e p r e s e n t a t i v e  l is ted compan ies  
leads us to believe that the vas t  m a j o r i t y  ag ree  with the 
Independent Audit  Commit tee  concept  and would suppor t  
Exchange ini t iat ives to. incorpora te  it  into our  l is t ing r e -  
qu i reme nts.  

We also believe, however,  that l i s ted companies  a r e  en-  
titled to a voice in ma jo r  policy dec is ions  affect ing them 
and we are ,  therefore ,  seeking the views of the chief  
execut ive of f icer  of e v e r y  domes t ic  c o m p a n y  with common  
stock l is ted on the Exchange.  

Attached you will.  find a d ra f t  p roposa l  on which you a r e  
r eques ted  to comment  so that our  Boar.d of Dh-ec tors  may  
have the benefit  of your  thinking for its de l ibe ra t ions  at  
its r e g u l a r  meeting on Octolmr 7. 
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Under the propo,~nl, the Audit C:ommittcc would cons i s t  
of at  l eas t  tlu'ee inde l~nden t  d i r e c t o r s ,  two of whom mus t  
be outs ide d i r e c t o r s .  No upper l imi t  is placed on the 
size of the Cornmit tee ,  but in all  ca ses ,  the ma jo r i t y  of 
the Commi t t ee  mus t  l~e outside d i r e c t o r s .  

A simple reply form is enclosed for your convenience, 
and, of course, we will welcome any more detailed com- 
ments you or your associates may wish to offer. (In- 
formation copies of this letter are being sent to your 
company's Chief Financial Officer and Secretary.) 

To facilitate tabulation of responses for presentation to 
our Board, it would be most helpful to receive your 
reply by Tuesday, September 21. 

Sincerely, 
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PROPOSAL FOR AUDIT CO~:~'~ITTEE 
. . . . . .  | 

Audit Committee of Indenendent Directors 

Each domestic company as a condition of listing and continued 
listing of its securities on the Exchange, shall provide in 
its by-laws or by appropriate resolution o£ its Board of 
Directors, a requirement for the establishment of an Audit 
Committee consisting of a minimum of three Independent 
Directors, no one of whom shall be an officer or an employee 
of the company and at least two of whom shall qualify within 
the meaning of the term "Outside Director" as herein described. 

The Audit Committee may in the discretion of the Board of 
Directors consist of more than three Independent Directors, 
but in no event shall the majority of such directors consist 
of other than "Outside Directors" within the meaning of the 
term. 

An Audit Committee meeting the above requirements shall be 
established no-later than December 31, 1977. 

Definition" of Terms 

Independent Director - The term "Independent Director" shall 
include those who qualify as "Outside Directors" but may also 
include a former officer of the corporation who although 
receiving pension or other deferred compensation payments 
~rom the company is in the opinion of the Board o£ Directors 
a person who will exercise independent judgment and whose 
presence on the Audit Committee will materially aid and assist 
the function of the Committee. 

Outside Director - The term "Outside Director", with respect 
to an Audit committee, shall be persons who are not officers, 
or relatives thereof, employees, former officers, consultants, 
or persons who are not otherwise compensated on a regular 
basis by the company other than by directors' fees. The 
following are examples of persons who would not qualify as 
Outside Directors for the purposes of an Audit Committee: 

Anyone who would be classified as or represent 
a parent, controlling person or affiliate under 
SEC usage of these terms, or anyone who would 
be an "associate" of such person; 

Anyone who would be classified a.q an associate 
of any officer or employee o£ the company; 

Outside Legal Counsel to the Company. 
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COMMENTS CN NEW YORK STOCK EXCHANGE 
AUDIT COMMITTEE PROPOSALS 

Comments  provided by: 
NYSE Lis ted Company 

Name of Responden t  Tit le 

. 

. 

o 

4 .  
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Do you agree  tha t  the  Exchange should  adopt  a 
requ i rement  regard ing  the  Es t ab l i shmen t  of an Audit 
Commit tee  ? 

Do you agree  tha t  such  commi t t ee s  should  be 
composed  of a minimum of th ree  i n d e p e n d e n t  
d i r ec to r s  of wh ich  a major i ty  must  be o u t s i d e  
d i r ec to r s  ? 

Do you agree  with the d e a d l i n e  of December  31, 1977? 

Does your company already have an Audit Committee 
that meets the proposed requirements or do you have 
plans to appoint such a committee ? 

If not ,  

Wi l l  you,  as  Ch ie f  Execu t ive  Off icer ,  imp lemen t  
the  po l i cy  if it  is  adopted  by the  Exchange  ? 

o r  

Wil l  you recommend  ac t ion  by your Board 
if tha t  is  r equ i red  ? 

6. Other comments  or s u g g e s t i o n s :  

Ye s 

Yes 

Yes 

Yes 

Yes 

Ye s 

N o  

No 

No 

No 

No 

No 
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Your reply should  be mai led  to: 

New York Stock Exchange ,  Inc.  
Stock List  D iv i s ion  
Audit Commit tee  Study 

20 Broad Street 
New York, New York i0005 
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