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To. Chief Exccutive Officers

All of us in the business community are well aware of the
extent to which the broad issue of corporate accountability
has been attracting public atmntion and government con-
cern. Several months ago, Securities and Exchange Com-
mission Chairman Roderick M. Hills suggested to me that
the New York Stock Exchange might be uniquely positioned,
through its c¢lose relationships with more than 1, 500 of the
nation's leading corporatons, to help improve the climate
of public confidence in U.S5. business,

Accordingly, our Board is considering requiring every
domestic listed company, as a condition of continued list-
Ing after December 31, 1977, to maintain an Audit Com-
mittee composed entirely of independent directors who are
not part of current management,

We estimate that about 80% of zll listed companies today
have Audit Committees, although, in many cases, they in-
clude directors who are company officers or employees.

A recent informal survey of representative liswed companies
leads us to believe that the vast majority agree with the
Independent Audit Committee concept and would support
Exchange initiatives to. incorporate it into our listing re-
quirements.

We also believe, howewer, that listed companies are en-
titled to a voice in major policy decisions affecting them
and we are, therefore, seeking the views of the chief
execurive officer of every domestic company with common
stock listed on the Exchange.

Attached you will find a draft proposal on which you are
requested w comment s¢ that our Board of Direcrors may
have the benefit of your thinking for its Jeliberations at
ite regular meecting on October 7.
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Under the proposal. the Audit Commitiee would consist
of at least three independent dirccwrs, oo of whom must
be ourside directors. No upper limit is placed on the
size of the Committee, but in all cases, the majority of
the Committwe must be ourside directors.

A simple reply form is enclosed for your convenience,
and, of course, we will welcome any more detailed com-
IMENLS you or vour associates may wish w offer. (In-
formation copies of this letier are being s&nt o your
company's Chief Financial Qfficer and Secretary.)

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

Sincerely,
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FROPOSAL FOR AUDIT COMMITTERE

udit Committee of Independent Dircctors

Fach domastic company as a condition of listing and continued
ligting of its securities on the Exchange, shall preovide in

its by-laws or by appropriste resoluticon of its Board of
Directors, a reguirement for the establisnhment of an Audidt
Committee consisting of a2 minimum of three Independent
Directeors, no one of whom shall be an officer or an employee

of the company and at least two of wham shall qualify within
the meaning of the term "Qutside Dirsetor" as hereln desceribed.

The Audii Committee may In the discretion of the Board of
Directors eonsist of more than three Independent Directors,
but in no event shell the majority of suech directors consizt
of other than "Outslde Directors" within the meaning of the

term,

An Audit Committes meeting the above requirements shell be
astablished no-later than December 31, 1977.

Definition of Terms

Independent Director - The term "Independent Director"™ shall
inelude those who qualify as "Outside Directors" but may aliao
include a former officer of the corporation who although
receiving pension or octher deferred compensation payments

from the company it in the copinion of the Board of Directors

a person who will exercise independent judgment and whose
presence on the Audit Committee will materially ald and assist
the function of the (ommititee.

Dutside Director - The term "Dutside Director™, with respect
to an Audit Committee, =hall be persons who are not officers,
gr relatives thereof, employees, ormer officers, consultents,
or persons who are not otherwise compensated on a rggular
bazls by the company other than by directora' fees. The
following are examples ol persons who would not qualify as
Qutaide Directors for the purposes of an Andii Committiee:

Anyone who would be elrusilied ms or represent
a pareni, conirolling person or affiliate under
SEC usage of these terms, or anyone who would
be Bn "agscciate" of such person;

fAiyone who would be elessified an an essociate
el any officer or emntloyee ol the company; PR

Qutside Legal Counsel to the Company.
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Comments provided by:

COMMENTS CN NEW YCRK STCCK EXCHANGE

AUDIT COMMITTEE PROPCOSALS

NYSE Listed Company

6.

Name of Respondent

Do you agree that the Exchange should adopt a
requirement regarding the Establishment of an Audit

Committee ?

Do you agree that such committees should be
composed of a minimum of three independent

"directors of which a majority must be outside

directors ?

Do you agree with the deadline of December 31, 19777

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,

Wwill vou, as Chief Evecutive Officer, implement
the policy if it i5 adopted by the Exchange?

or

will you recommend action by vour Board
if that 15 required ?

Other comments or suggestions:

Your reply should be mailed te:

Roredf ~ddr - " rrvemlar- el el e crenn o ma s i

New York Stock Exchange, Inc.
Stock List Division
Audit Committee Study

20 Bread Strect
New York, New York 10005

by -

Title

Yes

Yes

Yes

Yes

Yes

Yes

N

No

No

No

No
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