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May 10, 2013 

U.S. Securities and Exchange Commission 
Attention: Elizabeth M. Murphy, Secretary 
100 F Street, NE 
Washington, DC 20549-1090 

File Number SR-NASDAQ-2013-032 

Dear Ms. Murphy: 

We appreciate the opportunity to comment on the NASDAQ’s and SEC’s Notice of 
Filing of Proposed Rule Change to Require that Listed Companies Have an Internal 
Audit Function (Release No. 34-69030; File No. SR-NASDAQ-2013-032). We strongly 
support the proposed requirement for NASDAQ to require listed companies to maintain 
an internal audit function. 

The governance literature (e.g., Cohen et al. 2004; Gramling et al. 2004) has long 
recognized the internal audit function as a critical and unique pillar of governance that 
provides important assurance and advisory services across financial reporting, 
compliance, and operational domains. In addition, the attached 21st Century Governance 
and Audit Committee Principles (Corporate Governance Center 2007) recommend that: 

All public companies should maintain an effective, full-time internal audit 
function that reports directly to the audit committee. Companies also 
should consider providing an internal audit report to external stakeholders 
to describe the internal audit function (e.g., composition, responsibilities, 
activities). 

While we recognize concerns about internal audit costs, the literature points to a myriad 
of significant benefits that can be associated with internal audit, including enhanced risk 
assessment (PwC 2012), internal controls (Hirth 2008), financial reporting (Beasley et al. 
2000), and fraud risk management (ACFE 2012). The value of such benefits is difficult to 
quantify with precision, but the benefits are highly substantive in helping entities meet 
their objectives and maintain credibility among internal and external stakeholders. 

From a fraud perspective, the Association of Fraud Examiners (ACFE) has consistently 
found in its fraud studies that internal audit testing is one of the most common methods of 
fraud detection (more than 4x the detection rate of external auditors). Further, the 



 

  
    

   
 

  
  

 
 

     
  

 

   
   

  
     

  
 

 
 

 

 

    
 

               
              

              
                

            
  

ACFE’s 2012 Report to the Nations on Occupational Fraud and Abuse reports that the 
median loss from frauds detected by internal audit was the lowest of any detection 
method evaluated. In addition, the literature (e.g., ACFE 2012; Beasley et al. 2010) 
consistently highlights the heightened fraud risks associated with relatively small, 
developing public companies, so we encourage careful consideration of the cost-benefit 
tradeoff associated with exempting smaller companies from the internal audit 
requirement. 

We also believe the proposed rule could be enhanced in the future to require adherence to 
The Institute of Internal Auditors’ International Standards for the Professional Practice 
of Internal Auditing. These professional standards provide high quality and widely 
recognized professional guidance designed to facilitate internal audit quality and 
reliability. 

Finally, we believe the proposal and extant comment letters highlight the need to raise 
awareness and educate internal and external stakeholders about the benefits of having a 
strong internal audit function and its distinctness from the external audit function. As 
indicated in the 21st Century Governance and Audit Committee Principles cited above, 
we strongly encourage further consideration of ways to increase internal audit 
transparency, including the use of descriptive internal audit reports to external 
stakeholders. 

Thank you again for the opportunity to comment on this important proposal. 

Sincerely, 

F. Todd DeZoort, Ph.D., CFE Dana R. Hermanson, Ph.D. 
Professor of Accounting and Dinos Eminent Scholar Chair of Private Enterprise 
Professional Advisory Board Fellow Director of Research, Corporate Governance Center 
The University of Alabama Kennesaw State University 
Culverhouse School of Accountancy School of Accountancy 
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���VW� &HQWXU\�*RYHUQDQFH�DQG�$XGLW�&RPPLWWHH�3ULQFLSOHV�
 
E\�
 

&RUSRUDWH�*RYHUQDQFH�&HQWHU��.HQQHVDZ�6WDWH�8QLYHUVLW\� �� &RUSRUDWH�*RYHUQDQFH�&HQWHU��
 
8QLYHUVLW\�RI�7HQQHVVHH���� (QWHUSULVH�5LVN�0DQDJHPHQW�,QLWLDWLYH��1RUWK�&DUROLQD�6WDWH�8QLYHUVLW\� 

�� &XOYHUKRXVH�6FKRRO�RI�$FFRXQWDQF\��7KH�8QLYHUVLW\�RI�$ODEDPD� 
0D\ �������� 

)LYH�\HDUV�DJR��LQ�WKH�ZDNH�RI�WKH�(QURQ�EDQNUXSWF\�DQG�ZLGHVSUHDG�JRYHUQDQFH�DQG�ILQDQFLDO�UHSRUWLQJ� 
SUREOHPV�DW�8�6��SXEOLF�FRPSDQLHV��ZH�LVVXHG ���VW� &HQWXU\�*RYHUQDQFH�DQG�)LQDQFLDO�5HSRUWLQJ�3ULQFLSOHV�±���� 
SULQFLSOHV�WR�SURPRWH�WKH�LQWHUHVWV�RI�LQYHVWRUV��VWDNHKROGHUV��DQG�ILQDQFLDO�VWDWHPHQW�XVHUV���� 

7KH�ILYH�\HDU�DQQLYHUVDU\ VHHPHG�OLNH D�JRRG�WLPH�WR�UHYLHZ�WKHVH�SULQFLSOHV�±�ILYH�\HDUV�DIWHU�&RQJUHVV�SDVVHG� 
WKH�6DUEDQHV�2[OH\�$FW�RI ������WKH�1HZ�<RUN�6WRFN�([FKDQJH�DQG�1$6'$4�SURSRVHG�DQG�ODWHU�DGRSWHG�QHZ� 
OLVWLQJ�UHTXLUHPHQWV��WKH�$,&3$�LVVXHG�6$6�1R������WKH�DFFRXQWLQJ�IUDXG�DW�:RUOG&RP�OHG�WR�WKH�ODUJHVW� 
EDQNUXSWF\�LQ�KLVWRU\��DQG�$UWKXU�$QGHUVHQ�//3��(QURQ¶V�ORQJ�WLPH�DXGLWRU�DQG�RQH�RI�WKH�QDWLRQ¶V�%LJ�)LYH� 
DFFRXQWLQJ�ILUPV��FROODSVHG�� 

:H EHOLHYH�WKDW�WKH�UHYLVHG *RYHUQDQFH�3ULQFLSOHV DQG WKH QHZ�$XGLW�&RPPLWWHH�3ULQFLSOHV�VKRXOG�EH� 
FRQVLGHUHG�E\�GLUHFWRUV��ERDUGV��DQG�UHJXODWRUV�DGGUHVVLQJ�FXUUHQW�DQG�IXWXUH�UHIRUPV���%DVHG�RQ RXU�UHVHDUFK�� 
REVHUYDWLRQV��DQG�\HDUV�RI H[SHULHQFH�LQ�WKH�JRYHUQDQFH�ILHOG��ZH�RIIHU�WKHVH�SULQFLSOHV�WR�DGYDQFH�WKH�FXUUHQW� 
GLDORJXH�DQG�WR�FRQWLQXH�WR�SURPRWH�LQYHVWRU��VWDNHKROGHU��DQG�ILQDQFLDO�VWDWHPHQW�XVHU�LQWHUHVWV�� 

3DXO�'��/DSLGHV�D��I� 0DUN�6��%HDVOH\�E��F��G��H� 
$VVLVWDQW�3URIHVVRU�RI�0DQDJHPHQW� �(QWUHSUHQHXUVKLS� 3URIHVVRU�RI�$FFRXQWLQJ� 
&R�IRXQGHU�DQG�'LUHFWRU��&RUSRUDWH�*RYHUQDQFH�&HQWHU� 'LUHFWRU ± (QWHUSULVH�5LVN�0DQDJHPHQW�,QLWLDWLYH� 
.HQQHVDZ�6WDWH�8QLYHUVLW\� 1RUWK�&DUROLQD�6WDWH�8QLYHUVLW\� 
�������������� � ������������� � 

-RVHSK�9��&DUFHOOR�E��H� )��7RGG�'H=RRUW�H� 
(UQVW� �<RXQJ�3URIHVVRU� 3URIHVVRU�RI�$FFRXQWLQJ�DQG�$FFRXQWLQJ�$GYLVRU\�%RDUG�)HOORZ� 
'LUHFWRU�RI�5HVHDUFK��&RUSRUDWH�*RYHUQDQFH�&HQWHU� &XOYHUKRXVH�6FKRRO�RI�$FFRXQWDQF\� 
8QLYHUVLW\�RI�7HQQHVVHH� 7KH�8QLYHUVLW\�RI�$ODEDPD� 
�������������� � �������������� � 

'DQD�5��+HUPDQVRQ�D��E��I� 7HUU\�/��1HDO�H� 
0DU\�DQG�-DFN�'LQRV�(PLQHQW�6FKRODU�&KDLU�RI�3ULYDWH�(QWHUSULVH� :LOOLDP�DQG�6DUD�&ODUN�3URIHVVRU� 
DQG 3URIHVVRU�RI�$FFRXQWLQJ� 5HVHDUFK�)HOORZ��&RUSRUDWH�*RYHUQDQFH�&HQWHU� 
&R�IRXQGHU��&RUSRUDWH�*RYHUQDQFH�&HQWHU� 8QLYHUVLW\�RI�7HQQHVVHH� 
.HQQHVDZ�6WDWH�8QLYHUVLW\� �������������� � 
�������������� � 

-DPHV�*��7RPSNLQV� 
3URIHVVRU�RI�)LQDQFH� 
'LUHFWRU�RI�%RDUG�$GYLVRU\�6HUYLFHV��&RUSRUDWH�*RYHUQDQFH�&HQWHU� 
.HQQHVDZ�6WDWH�8QLYHUVLW\� 
�������������� � 

D� 0HPEHU�RI�WKH�1DWLRQDO�$VVRFLDWLRQ�RI�&RUSRUDWH�'LUHFWRUV�%OXH�5LEERQ�&RPPLVVLRQ�RQ�$XGLW�&RPPLWWHHV��ZKLFK�LVVXHG� 
5HSRUW RI�WKH�1$&'�%OXH�5LEERQ�&RPPLVVLRQ�RQ�$XGLW�&RPPLWWHHV��$�3UDFWLFDO�*XLGH�������������� 

E� &R�DXWKRU�RI )UDXGXOHQW�)LQDQFLDO�5HSRUWLQJ�������������FRS\ULJKW�&262�������� 
F� 0HPEHU�RI�WKH�$XGLWLQJ�6WDQGDUGV�%RDUG¶V 7DVN�)RUFH�UHVSRQVLEOH�IRU�GHYHORSLQJ�6$6�1R����� &RQVLGHUDWLRQ�RI�)UDXG�LQ�D� 
)LQDQFLDO�6WDWHPHQW�$XGLW�� 

G� 0HPEHU�RI�&262��&RPPLWWHH�RI�6SRQVRULQJ�2UJDQL]DWLRQV�RI�WKH�7UHDGZD\�&RPPLVVLRQ��� 
H� $FDGHPLF�)HOORZ��&RUSRUDWH�*RYHUQDQFH�&HQWHU� .HQQHVDZ�6WDWH�8QLYHUVLW\�� 
I� 5HVHDUFK�)HOORZ��&RUSRUDWH�*RYHUQDQFH�&HQWHU��8QLYHUVLW\�RI�7HQQHVVHH�� 

7KH�DXWKRUV�WKDQN�7KH�,QVWLWXWH�RI�,QWHUQDO�$XGLWRUV��,QVWLWXWLRQDO�6KDUHKROGHU�6HUYLFHV��DQG�WKH�1DWLRQDO�$VVRFLDWLRQ� 
RI�&RUSRUDWH�'LUHFWRUV�IRU�WKHLU�KHOSIXO�VXJJHVWLRQV�RQ�WKHVH�SULQFLSOHV� 



)RXQGHG�LQ�������.HQQHVDZ�6WDWH�8QLYHUVLW\¶V�&RUSRUDWH�*RYHUQDQFH�&HQWHU�LV�D�OHDGLQJ�SURYLGHU�RI� 
FRUSRUDWH�JRYHUQDQFH�LQIRUPDWLRQ�WR�GLUHFWRUV��UHVHDUFKHUV��SURIHVVRUV��DGYLVRUV��DQG�RWKHU�LQWHUHVWHG�SDUWLHV� 
�KWWS���ZZZ�NHQQHVDZ�HGX�FJF����&RPSRVHG�RI�RYHU����SURIHVVRUV�IURP�VHYHUDO�XQLYHUVLWLHV��WKH�&HQWHU� 
SURPRWHV�HIIHFWLYH�FRUSRUDWH�JRYHUQDQFH�IRU�SXEOLF��SULYDWH��DQG�QRQSURILW�HQWHUSULVHV��ZLWK�SDUWLFXODU� 
HPSKDVLV�RQ DXGLW�FRPPLWWHHV�DQG�HQWUHSUHQHXULDO�FRPSDQLHV�� 

7KH�&RUSRUDWH�*RYHUQDQFH�&HQWHU��ZZZ�FRUSJRYFHQWHU�RUJ��DW�WKH�8QLYHUVLW\�RI�7HQQHVVHH�ZLOO�EH�DPRQJ� 
WKH�QDWLRQDO�OHDGHUV�LQ�FRQGXFWLQJ�DQG�GLVVHPLQDWLQJ�UHVHDUFK�RQ�DVSHFWV�RI�FRUSRUDWH�JRYHUQDQFH���7KH� 
&HQWHU¶V�SULPDU\�HPSKDVLV�ZLOO�EH�RQ�WKRVH�DVSHFWV�RI�FRUSRUDWH�JRYHUQDQFH�ZLWK�D�VLJQLILFDQW�SXEOLF�SROLF\� 
IRFXV�±�WKH�ZRUN�RI�WKH�DXGLW��FRPSHQVDWLRQ��DQG�QRPLQDWLQJ�FRPPLWWHHV���$�MRLQW�LQLWLDWLYH�EHWZHHQ�WKH� 
&ROOHJH�RI�%XVLQHVV�$GPLQLVWUDWLRQ�DQG�&ROOHJH�RI�/DZ��WKH�&HQWHU�LQYROYHV�IDFXOW\�IURP�DFFRXQWLQJ�� 
HFRQRPLFV��ILQDQFH��ODZ��DQG�PDQDJHPHQW�DQG�LQFOXGHV�IHOORZV�IURP RWKHU�XQLYHUVLWLHV�� 

7KH�(50�,QLWLDWLYH�DW�1RUWK�&DUROLQD�6WDWH�8QLYHUVLW\�SURYLGHV�QDWLRQDO�DQG�LQWHUQDWLRQDO�WKRXJKW� 
OHDGHUVKLS�RQ�HQWHUSULVH�ULVN�PDQDJHPHQW��(50��DQG�RQ�WKH�LPSOHPHQWDWLRQ�RI�(50�LQ�VWUDWHJ\� 
GHYHORSPHQW�DQG�FRUSRUDWH�JRYHUQDQFH�� 7KH�(50�,QLWLDWLYH�LV�SLRQHHULQJ�WKH�GHYHORSPHQW�RI�WKLV� 
HPHUJHQW�GLVFLSOLQH�WKURXJK�RXWUHDFK�WR�EXVLQHVV�SURIHVVLRQDOV�ZLWK�RQJRLQJ�(50�5RXQGWDEOH�6HULHV�� 
WKURXJK�UHVHDUFK�WR�DGYDQFH�NQRZOHGJH�DQG�XQGHUVWDQGLQJ�RI�(50�LVVXHV��DQG�WKURXJK�XQGHUJUDGXDWH�DQG� 
JUDGXDWH�EXVLQHVV�HGXFDWLRQ�IRU�WKH�QH[W�JHQHUDWLRQ�RI�EXVLQHVV�H[HFXWLYHV���7KH�(50�,QLWLDWLYH¶V�ZHE�VLWH� 
�ZZZ�HUP�QFVX�HGX��FRQWDLQV�VXPPDULHV�DQG�OLQNV�WR�QXPHURXV�(50�5HVRXUFHV�� 

7KH�PLVVLRQ�RI�WKH�&XOYHUKRXVH�6FKRRO�RI�$FFRXQWDQF\� 
�ZZZ�FED�XD�HGX�DFFRXQWLQJ��DW�7KH�8QLYHUVLW\�RI�$ODEDPD�LV�WR�PDLQWDLQ�KLJK� 
TXDOLW\�XQGHUJUDGXDWH�DQG�JUDGXDWH�SURJUDPV�WKDW�DWWUDFW�WRS�VWXGHQWV�DQG�SUHSDUH� 
WKHP�IRU�FDUHHUV�LQ�EXVLQHVV�DQG�WR�IRVWHU�WKH�XQGHUVWDQGLQJ�DQG SUDFWLFH�RI� 
DFFRXQWLQJ�WKURXJK�UHVHDUFK��SURIHVVLRQDO�VHUYLFH��DQG�RXWUHDFK�DFWLYLWLHV���7KH� 
XQGHUJUDGXDWH�DFFRXQWLQJ�SURJUDP�DW�WKH�&XOYHUKRXVH�6FKRRO�RI�$FFRXQWDQF\�LV� 
UDQNHG���WK�QDWLRQDOO\�LQ�WKH�ODWHVW�UDQNLQJV�UHOHDVHG�E\�3XEOLF�$FFRXQWLQJ�5HSRUW� 
�2FWREHU������� 

��
 



���VW� &HQWXU\�*RYHUQDQFH�3ULQFLSOHV�IRU�8�6��3XEOLF�&RPSDQLHV� 

���	 %RDUG�3XUSRVH�±�7KH�ERDUG�RI�GLUHFWRUV�VKRXOG�XQGHUVWDQG�WKDW�LWV�SXUSRVH�LV�WR�SURPRWH�DQG�SURWHFW� 
WKH�LQWHUHVWV�RI�WKH�FRUSRUDWLRQ¶V�VWRFNKROGHUV��ZKLOH�FRQVLGHULQJ�WKH�LQWHUHVWV�RI�RWKHU�H[WHUQDO�DQG� 
LQWHUQDO�VWDNHKROGHUV��H�J���FUHGLWRUV��HPSOR\HHV��HWF���� 

���	 %RDUG�5HVSRQVLELOLWLHV�±�7KH�ERDUG¶V�PDMRU�DUHDV�RI�UHVSRQVLELOLW\�VKRXOG�EH�PRQLWRULQJ�WKH�&(2�DQG� 
RWKHU�VHQLRU�H[HFXWLYHV��RYHUVHHLQJ�WKH�FRUSRUDWLRQ¶V�VWUDWHJ\�DQG�SURFHVVHV�IRU�PDQDJLQJ�WKH� 
HQWHUSULVH��LQFOXGLQJ�VXFFHVVLRQ�SODQQLQJ��DQG�PRQLWRULQJ�WKH�FRUSRUDWLRQ¶V�ULVNV�DQG�LQWHUQDO�FRQWUROV�� 
LQFOXGLQJ�WKH�HWKLFDO�WRQH���'LUHFWRUV�VKRXOG�HPSOR\�KHDOWK\�VNHSWLFLVP�LQ�PHHWLQJ�WKHVH� 
UHVSRQVLELOLWLHV�� 

���	 ,QWHUDFWLRQ ±�6RXQG�JRYHUQDQFH�UHTXLUHV�HIIHFWLYH�LQWHUDFWLRQ�DPRQJ�WKH�ERDUG��PDQDJHPHQW��WKH� 
H[WHUQDO�DXGLWRU��WKH�LQWHUQDO�DXGLWRU��DQG�OHJDO�FRXQVHO�� 

���	 ,QGHSHQGHQFH�±�$Q�³LQGHSHQGHQW´�GLUHFWRU�KDV�QR�FXUUHQW�RU�SULRU�SURIHVVLRQDO�RU�SHUVRQDO�WLHV�WR�WKH� 
FRUSRUDWLRQ�RU�LWV�PDQDJHPHQW�RWKHU�WKDQ�VHUYLFH�DV�D�GLUHFWRU��,QGHSHQGHQW�GLUHFWRUV�PXVW�EH�DEOH�DQG� 
ZLOOLQJ�WR�EH�REMHFWLYH�LQ�WKHLU�MXGJPHQWV���7KH�YDVW�PDMRULW\�RI�WKH�GLUHFWRUV�VKRXOG�EH�LQGHSHQGHQW�LQ� 
ERWK�IDFW�DQG�DSSHDUDQFH�� 

���	 ([SHUWLVH�DQG�,QWHJULW\�±�'LUHFWRUV�VKRXOG SRVVHVV�UHOHYDQW�EXVLQHVV��LQGXVWU\��FRPSDQ\��DQG� 
JRYHUQDQFH�H[SHUWLVH���7KH�GLUHFWRUV�VKRXOG�UHIOHFW�D�PL[�RI�EDFNJURXQGV�DQG�SHUVSHFWLYHV�DQG�KDYH� 
XQEOHPLVKHG�UHFRUGV�RI�LQWHJULW\���$OO�GLUHFWRUV�VKRXOG�UHFHLYH�GHWDLOHG�RULHQWDWLRQ�DQG�FRQWLQXLQJ� 
HGXFDWLRQ�WR�DVVXUH�WKH\�DFKLHYH�DQG�PDLQWDLQ�WKH�QHFHVVDU\�OHYHO�RI�H[SHUWLVH�� 

���	 /HDGHUVKLS ± 7KH�UROHV�RI�%RDUG�&KDLU�DQG�&(2�VKRXOG�EH�VHSDUDWH�� ,I�WKH�UROHV�DUH�QRW�VHSDUDWH��WKHQ� 
WKH�LQGHSHQGHQW�GLUHFWRUV�VKRXOG�DSSRLQW�DQ�LQGHSHQGHQW�OHDG�GLUHFWRU���7KH�OHDG�GLUHFWRU�DQG� 
FRPPLWWHH�FKDLUV�VKRXOG�SURYLGH�OHDGHUVKLS�IRU�DJHQGD�VHWWLQJ��PHHWLQJV��DQG�H[HFXWLYH�VHVVLRQV�� 

���	 &RPPLWWHHV�±�7KH�DXGLW��FRPSHQVDWLRQ��DQG JRYHUQDQFH FRPPLWWHHV�RI�WKH�ERDUG�VKRXOG KDYH� 
FKDUWHUV��DXWKRUL]HG�E\�WKH�ERDUG��ZKLFK�RXWOLQH�KRZ�HDFK�ZLOO�EH�RUJDQL]HG��WKHLU�GXWLHV�DQG� 
UHVSRQVLELOLWLHV��DQG�KRZ�WKH\�UHSRUW�WR�WKH�ERDUG���(DFK�RI�WKHVH�FRPPLWWHHV�VKRXOG EH�FRPSRVHG�RI� 
LQGHSHQGHQW�GLUHFWRUV�RQO\��DQG�HDFK�FRPPLWWHH�VKRXOG�KDYH�DFFHVV�WR�LQGHSHQGHQW�RXWVLGH�DGYLVRUV� 
ZKR�UHSRUW�GLUHFWO\�WR�WKH�FRPPLWWHH�� 

���	 0HHWLQJV�DQG�,QIRUPDWLRQ ±�7KH�ERDUG�DQG�LWV�FRPPLWWHHV�VKRXOG�PHHW�IUHTXHQWO\�IRU�H[WHQGHG� 
SHULRGV�RI�WLPH�DQG�VKRXOG�KDYH�XQUHVWULFWHG�DFFHVV�WR�WKH�LQIRUPDWLRQ�DQG�SHUVRQQHO�WKH\�QHHG�WR� 
SHUIRUP�WKHLU�GXWLHV���7KH�LQGHSHQGHQW�GLUHFWRUV�DQG�HDFK�RI�WKH�FRPPLWWHHV�VKRXOG�PHHW�LQ�H[HFXWLYH� 
VHVVLRQ�RQ�D�UHJXODU�EDVLV�� 

���	 ,QWHUQDO�$XGLW�±�$OO�SXEOLF�FRPSDQLHV�VKRXOG�PDLQWDLQ�DQ�HIIHFWLYH��IXOO�WLPH�LQWHUQDO�DXGLW�IXQFWLRQ� 
WKDW�UHSRUWV�GLUHFWO\�WR�WKH�DXGLW�FRPPLWWHH���&RPSDQLHV�DOVR�VKRXOG FRQVLGHU�SURYLGLQJ�DQ�LQWHUQDO� 
DXGLW�UHSRUW�WR�H[WHUQDO�VWDNHKROGHUV�WR�GHVFULEH�WKH�LQWHUQDO�DXGLW�IXQFWLRQ��H�J���FRPSRVLWLRQ�� 
UHVSRQVLELOLWLHV��DFWLYLWLHV��� 

���� &RPSHQVDWLRQ ±�7KH�FRPSHQVDWLRQ�FRPPLWWHH�DQG�IXOO�ERDUG�VKRXOG�FDUHIXOO\�FRQVLGHU�WKH� 
FRPSHQVDWLRQ�DPRXQW�DQG�PL[��H�J���VKRUW�WHUP�YV��ORQJ�WHUP��FDVK�YV��HTXLW\��IRU�H[HFXWLYHV�DQG� 
GLUHFWRUV���7KH�FRPSHQVDWLRQ�FRPPLWWHH�VKRXOG�HYDOXDWH�WKH�LQFHQWLYHV�DQG�ULVNV�DVVRFLDWHG�ZLWK�D� 
KHDY\�HPSKDVLV�RQ�VKRUW�WHUP�SHUIRUPDQFH�EDVHG�LQFHQWLYH�FRPSHQVDWLRQ IRU�H[HFXWLYHV�DQG�GLUHFWRUV�� 

���� 'LVFORVXUH�±�3UR[\�VWDWHPHQWV�DQG�RWKHU�FRPPXQLFDWLRQV��UHTXLUHG�ILOLQJV�DQG�SUHVV�UHOHDVHV��VKRXOG� 
UHIOHFW�ERDUG�DQG�FRUSRUDWH�DFWLYLWLHV�DQG�WUDQVDFWLRQV�LQ�D�WUDQVSDUHQW�DQG�WLPHO\�PDQQHU��H�J��� 
ILQDQFLDO SHUIRUPDQFH��PHUJHUV�DQG�DFTXLVLWLRQV��H[HFXWLYH�FRPSHQVDWLRQ��GLUHFWRU�FRPSHQVDWLRQ�� 
LQVLGHU�WUDGHV��UHODWHG�SDUW\�WUDQVDFWLRQV����&RPSDQLHV�ZLWK�DQWL�WDNHRYHU�SURYLVLRQV�VKRXOG�GLVFORVH� 
ZK\�VXFK�SURYLVLRQV�DUH�LQ�WKH�EHVW�LQWHUHVWV�RI�WKHLU�VKDUHKROGHUV�� 

���� 3UR[\�$FFHVV�± 7KH�ERDUG�VKRXOG�KDYH�D�SURFHVV�IRU�VKDUHKROGHUV�WR QRPLQDWH GLUHFWRU�FDQGLGDWHV�� 
LQFOXGLQJ DFFHVV�WR�WKH�SUR[\�VWDWHPHQW�IRU�ORQJ�WHUP�VKDUHKROGHUV�ZLWK�VLJQLILFDQW�RZQHUVKLS�VWDNHV�� 

���� (YDOXDWLRQ ±�7KH�ERDUG�VKRXOG�KDYH�SURFHGXUHV�LQ�SODFH�WR�HYDOXDWH�RQ�DQ DQQXDO�EDVLV�WKH�&(2��WKH� 
ERDUG�FRPPLWWHHV��WKH�ERDUG�DV�D�ZKROH��DQG�LQGLYLGXDO�GLUHFWRUV���7KH�HYDOXDWLRQ�SURFHVV�VKRXOG�EH�D� 
FDWDO\VW�IRU�FKDQJH�LQ�WKH�EHVW�LQWHUHVWV�RI�WKH�VKDUHKROGHUV�� 
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���VW� &HQWXU\�$XGLW�&RPPLWWHH�3ULQFLSOHV�IRU�8�6��3XEOLF�&RPSDQLHV� 

���	 &RPPLWWHH�3XUSRVH�±�7KH�SXUSRVH�RI�WKH�DXGLW�FRPPLWWHH�LV�WR�RYHUVHH�DOO�DVSHFWV�RI�WKH�ILQDQFLDO� 
UHSRUWLQJ�SURFHVV��LQFOXGLQJ�SUHSDUDWLRQ�DQG�ILOLQJ�RI�ILQDQFLDO�VWDWHPHQWV��LQWHUQDO�FRQWURO�RYHU� 
ILQDQFLDO�UHSRUWLQJ��DQG UHODWHG ULVNV�� 

���	 &RPPLWWHH�5HVSRQVLELOLWLHV�±�7KH DXGLW�FRPPLWWHH¶V�PDMRU�DUHDV�RI�UHVSRQVLELOLW\�LQFOXGH������ 
RYHUVLJKW�RI�WKH�LQWHUQDO�FRQWURO�V\VWHP������RYHUVLJKW�RI�WKH�LQWHUQDO DXGLW�IXQFWLRQ DQG�H[WHUQDO� 
DXGLWRU������UHYLHZ�RI�ILQDQFLDO�ILOLQJV��DQG�����HVWDEOLVKPHQW�DQG�RYHUVLJKW�RI�D�³ZKLVWOHEORZHU´� 
SURFHVV�� 

���	 ,QWHUDFWLRQ ±�$XGLW�FRPPLWWHH�HIIHFWLYHQHVV�UHTXLUHV�RQJRLQJ��WLPHO\��DQG�VXEVWDQWLYH�LQWHUDFWLRQ� 
DPRQJ�WKH ERDUG��PDQDJHPHQW��WKH�H[WHUQDO�DXGLWRU��WKH�LQWHUQDO�DXGLWRU��DQG�OHJDO�FRXQVHO�� 

���	 ,QGHSHQGHQFH�±�7KH DXGLW�FRPPLWWHH�VKRXOG�EH�FRPSRVHG�RI�LQGHSHQGHQW�GLUHFWRUV�RQO\��DQG�WKHVH� 
GLUHFWRUV�VKRXOG�EH�FKRVHQ�E\�DQ LQGHSHQGHQW�QRPLQDWLQJ�FRPPLWWHH���7KH�&(2¶V�UROH�LQ�VHOHFWLQJ�QHZ� 
GLUHFWRUV��HVSHFLDOO\�WKRVH�ZKR�DUH�WDUJHWHG�IRU�DXGLW�FRPPLWWHH�VHUYLFH��VKRXOG�EH�OLPLWHG�� 

���	 ([SHUWLVH�DQG�,QWHJULW\�±�7KH DXGLW�FRPPLWWHH�VKRXOG�KDYH�DW�OHDVW�RQH�ILQDQFLDO�H[SHUW��DQG�DOO�RWKHU� 
PHPEHUV�VKRXOG�KDYH�D�KLJK�OHYHO�RI�ILQDQFLDO�OLWHUDF\���7KH ILQDQFLDO�H[SHUW�VKRXOG�KDYH�D�EDFNJURXQG� 
LQ�DFFRXQWLQJ��DQG�WKHUH�VKRXOG�EH�LQFUHDVHG�SUR[\�GLVFORVXUH�DV�WR�WKH�QDWXUH�DQG�WLPLQJ�RI�WKLV� 
DFFRXQWLQJ�EDFNJURXQG���7KH�FRPPLWWHH�PHPEHUV�VKRXOG�UHIOHFW�D�PL[�RI�EDFNJURXQGV�DQG� 
SHUVSHFWLYHV��DQG HDFK�PHPEHU�VKRXOG�EH IDPLOLDU�ZLWK�WKH�FRPSDQ\¶V�ULVNV�DQG�FRQWUROV�DQG�FDSDEOH� 
RI�LQTXLVLWLYH�DQG�LQGHSHQGHQW�MXGJPHQW�� $OO�PHPEHUV�VKRXOG�UHFHLYH�GHWDLOHG�RULHQWDWLRQ�DQG� 
FRQWLQXLQJ�HGXFDWLRQ�RQ�ILQDQFLDO�DFFRXQWLQJ�DQG�UHSRUWLQJ�LVVXHV�WR�DVVXUH�WKH\�DFKLHYH�DQG�PDLQWDLQ� 
WKH�QHFHVVDU\�OHYHO�RI�H[SHUWLVH�� 

���	 3KLORVRSK\�DQG�&XOWXUH�±�7KH�DXGLW�FRPPLWWHH�VKRXOG�FOHDUO\�VHW�H[SHFWDWLRQV�WKDW�ILQDQFLDO� 
VWDWHPHQWV�DQG�VXSSRUWLQJ�GLVFORVXUHV�UHIOHFW�HFRQRPLF�VXEVWDQFH�DQG WKDW�WKH\�EH SUHSDUHG�LQ�D� 
PDQQHU�WKDW�LV�LQIRUPDWLYH�DQG�WUDQVSDUHQW���$�OHJDOLVWLF�YLHZ�RI�DFFRXQWLQJ�DQG�DXGLWLQJ��H�J���³FDQ�ZH� 
JHW�DZD\�ZLWK�UHFRUGLQJ�LW�WKLV�ZD\"´��LV�QRW�DSSURSULDWH���0DQDJHPHQW�LQWHJULW\�DQG�D�VWURQJ�FRQWURO� 
HQYLURQPHQW�DUH�FULWLFDO�WR�UHOLDEOH�ILQDQFLDO�UHSRUWLQJ�� 

���	 ,QWHUQDO�&RQWURO ± 7KH�DXGLW�FRPPLWWHH�LV�UHVSRQVLEOH�IRU�HQVXULQJ�WKDW�PDQDJHPHQW�GHVLJQV�DQG� 
LPSOHPHQWV�VRXQG�LQWHUQDO�FRQWURO��ZKLFK�LV�HVVHQWLDO�IRU�UHOLDEOH�ILQDQFLDO�UHSRUWLQJ�IRU�DQ\� 
RUJDQL]DWLRQ���6HFWLRQ�����RI�WKH�6DUEDQHV�2[OH\�$FW�VKRXOG�DSSO\�WR�DOO�SXEOLF�FRPSDQLHV��DQG�WKH� 
SULPDU\�IRFXV�RI�UHSRUWLQJ�RQ�LQWHUQDO�FRQWURO�VKRXOG�EH�HIIHFWLYHQHVV�� 

���	 5LVN�$VVHVVPHQW�± 7KH�DXGLW�FRPPLWWHH�VKRXOG�OHDG�WKH�ERDUG¶V�DVVHVVPHQW�RI�HQWHUSULVH ULVN�� 
LQFOXGLQJ�WKH�ULVN�RI�PDQDJHPHQW�RYHUULGH�RI�LQWHUQDO�FRQWURO���7KH�ERDUG�DOVR�VKRXOG�GLVFXVV�WKH�DXGLW� 
FRPPLWWHH¶V�IUDXG�ULVN�DVVHVVPHQWV�DQG�WKH IUDXG�ULVN�DVVHVVPHQWV�GHYHORSHG�E\�LQWHUQDO�DQG�H[WHUQDO� 
DXGLWRUV�� 

���	 0HHWLQJV�DQG�,QIRUPDWLRQ ±�7KH DXGLW�FRPPLWWHH�PHPEHUV�VKRXOG�PHHW�IUHTXHQWO\�IRU�H[WHQGHG� 
SHULRGV�RI�WLPH�DQG�VKRXOG�KDYH�XQUHVWULFWHG�DFFHVV�WR�WKH�LQIRUPDWLRQ�DQG�SHUVRQQHO�WKH\�QHHG�WR� 
SHUIRUP�WKHLU�GXWLHV���)DFH�WR�IDFH�PHHWLQJV�VKRXOG�RFFXU�DW�OHDVW�TXDUWHUO\��DQG�H[HFXWLYH�VHVVLRQV� 
VKRXOG�EH�KHOG�DW�HDFK�RI�WKHVH�PHHWLQJV���$GGLWLRQDOO\��WKH�FRPPLWWHH�VKRXOG�PHHW�LQ�VHSDUDWH� 
H[HFXWLYH�VHVVLRQV�ZLWK�PDQDJHPHQW��WKH�H[WHUQDO�DXGLWRU��WKH�LQWHUQDO�DXGLWRU��OHJDO�FRXQVHO��DQG�RWKHU� 
DGYLVRUV�� 

���� ([WHUQDO�$XGLWRU�±�7KH�DXGLW�FRPPLWWHH�VKRXOG�KLUH��HYDOXDWH��ILUH��LI�DSSURSULDWH���DQG�GHWHUPLQH�WKH� 
IHH�RI�WKH�H[WHUQDO�DXGLWRU�ZLWK�RQO\�PLQLPDO�LQSXW�IURP�VHQLRU�PDQDJHPHQW�� 7KH FRPPLWWHH�VKRXOG� 
UHYLHZ�WKH�SURSRVHG�DXGLW�VFRSH�DQG�DSSURDFK��DV�ZHOO�DV�WKH�H[WHUQDO�DXGLWRU¶V�LQGHSHQGHQFH�� 
$GGLWLRQDOO\��WKH�FRPPLWWHH�VKRXOG�VHHN�DXGLW�ILUPV�ZKRVH�SHUVRQQHO�DUH�VHOHFWHG��HYDOXDWHG�� 
FRPSHQVDWHG��DQG�SURPRWHG�SULPDULO\�RQ�WKH�EDVLV�RI�WHFKQLFDO�FRPSHWHQFH��QRW�RQ�WKHLU�DELOLW\�WR� 
JHQHUDWH�QHZ�EXVLQHVV�� 

���� ,QWHUQDO�$XGLW�±�7KH�FKLHI��LQWHUQDO��DXGLW�H[HFXWLYH�VKRXOG�KDYH�GLUHFW�UHSRUWLQJ�DFFHVV�WR�WKH�DXGLW� 
FRPPLWWHH��DQG�WKH�FRPPLWWHH�VKRXOG�RYHUVHH�WKH�DFWLYLWLHV�DQG�EXGJHW�RI�WKH�LQWHUQDO�DXGLW�IXQFWLRQ� 

��
 



���� 2YHUVLJKW�RI�³:KLVWOHEORZHU´�3URFHGXUHV�±�:KLVWOHEORZHU�DOOHJDWLRQV�VKRXOG�EH�LQLWLDOO\�VFUHHQHG� 
E\ LQWHUQDO�DXGLW�RU�DQ�H[WHUQDO�ZKLVWOHEORZHU�V\VWHP SURYLGHU�DQG�UHSRUWHG�GLUHFWO\�WR�WKH�DXGLW� 
FRPPLWWHH���$FFHVV�WR�WKH�ZKLVWOHEORZHU�SURFHVV�VKRXOG�EH�H[WHQGHG�WR�RXWVLGH�SDUWLHV��H�J���FXVWRPHUV�� 
VXSSOLHUV��HWF���� 

���� &RPSHQVDWLRQ�DQG�6WRFN�2ZQHUVKLS ±�7KH�ERDUG�VKRXOG�FRQVLGHU�DQ\�ULVNV�RI�DXGLW�FRPPLWWHH� 
PHPEHU�VWRFN�VWRFN�RSWLRQ�KROGLQJV�DQG�VKRXOG�VHW�FRPSHQVDWLRQ�DW�D�OHYHO�WKDW�LV�DSSURSULDWH�IRU�WKH� 
H[SDQGHG�GXWLHV�DQG�ULVNV�WKHVH�PHPEHUV�IDFH�� 

���� 6HUYLFH�DQG�7HUP�/LPLWV�± 7KH�ERDUG�VKRXOG�OLPLW�WKH�QXPEHU�RI�RWKHU�DXGLW�FRPPLWWHHV�RQ�ZKLFK�LWV� 
DXGLW�FRPPLWWHH�PHPEHUV�FDQ�VLW�WR�QR�PRUH�WKDQ�RQH�RWKHU�SXEOLF�FRPSDQ\�LI�WKH�PHPEHU�KROGV�D� 
IXOO�WLPH�SRVLWLRQ��WKUHH�RWKHUV�IRU�PHPEHUV�ZKR�DUH�UHWLUHG����7KH�ERDUG�VKRXOG�FRQVLGHU�OLPLWLQJ�WKH� 
QXPEHU�RI�\HDUV�DQ�LQGLYLGXDO�FDQ�VHUYH�RQ�WKH�DXGLW�FRPPLWWHH�WR�HQVXUH�DGHTXDWH�URWDWLRQ�RI�LWV� 
PHPEHUV�� 

���� 'LVFORVXUH�±�,Q�DGGLWLRQ�WR�GLVFORVXUH�RI�WKH�DXGLW�FRPPLWWHH�UHVSRQVLELOLWLHV�LQ�WKH�FKDUWHU��WKH�DQQXDO� 
SUR[\�VWDWHPHQW�VKRXOG�FRQWDLQ�DQ�DXGLW�FRPPLWWHH�UHSRUW�RQ�DFWXDO�DFWLYLWLHV�SHUIRUPHG���7KH�DXGLW� 
FRPPLWWHH VKRXOG�GLVFORVH�WKH�SURFHVVHV�LW�XVHV�LQ�GLVFKDUJLQJ�LWV�UHVSRQVLELOLWLHV��LQFOXGLQJ������WKH� 
OHQJWK�RI�LWV�PHHWLQJV������PHHWLQJ�SDUWLFLSDQWV������XVH�RI�H[HFXWLYH�VHVVLRQV������KRZ�WKH�FRPPLWWHH� 
VHOHFWV��FRPSHQVDWHV��DQG�RYHUVHHV�WKH�H[WHUQDO�DXGLWRU������KRZ�WKH�FRPPLWWHH�RYHUVHHV�WKH�LQWHUQDO� 
DXGLW�IXQFWLRQ������WKH�FRPPLWWHH¶V�UROH�LQ�RYHUVHHLQJ�LQWHUQDO�FRQWURO������FRPPLWWHH�DFWLYLWLHV� 
SHUIRUPHG�WR�DVVHVV�WKH�ULVN�RI�IUDXGXOHQW�ILQDQFLDO�UHSRUWLQJ��HVSHFLDOO\�YLD�PDQDJHPHQW�RYHUULGH�RI� 
LQWHUQDO�FRQWURO��DQG�����DFWLYLWLHV�SHUIRUPHG�E\�WKH�FRPPLWWHH�WR�UHYLHZ�ILQDQFLDO�ILOLQJV�EHIRUH�WKHLU� 
UHOHDVH�WR�WKH�SXEOLF�� 

/DSLGHV��3�'���0�6��%HDVOH\��-�9��&DUFHOOR��)�7��'H=RRUW��'�5��+HUPDQVRQ� 7�/��1HDO��DQG�-�*��7RPSNLQV� 0D\ ��������� 

�� 7KH ���VW� &HQWXU\�*RYHUQDQFH�DQG�)LQDQFLDO�5HSRUWLQJ�3ULQFLSOHV��LVVXHG�RQ�0DUFK�����������ZHUH�SUHVHQWHG WR WKH�1HZ�<RUN� 
6WRFN�([FKDQJH��1<6(��DV�SDUW�RI�D�SUHVHQWDWLRQ�PDGH�E\�WKH�,QVWLWXWH�RI�,QWHUQDO�$XGLWRUV��,,$��LQ $SULO������� 7KH�,,$�DOVR� 
GLVWULEXWHG�WKH�SULQFLSOHV�WR�WKH�8�6��6HFXULWLHV�DQG�([FKDQJH�&RPPLVVLRQ��6(&���$PHULFDQ�6WRFN�([FKDQJH��1DWLRQDO�$VVRFLDWLRQ� 
RI�6HFXULWLHV�'LUHFWRUV��1$6'���1DWLRQDO�$VVRFLDWLRQ�RI�&RUSRUDWH�'LUHFWRUV��1$&'���)LQDQFLDO�([HFXWLYHV�,QWHUQDWLRQDO��)(,���DOO� 
PHPEHUV�RI�&RQJUHVV�DQG�WKH�:KLWH�+RXVH�VWDII�DVVLJQHG�WR�DGGUHVV�JRYHUQDQFH�DQG�ILQDQFLDO�PDWWHUV���7KH����� SULQFLSOHV KDYH� 
EHHQ�ZLGHO\�FLWHG�DQG UHSXEOLVKHG�LQ QXPHURXV WH[W�ERRNV� 

��
 




