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NATIONAL RESEARCH CORPORATION 

CHARTER OF THE AUDIT COMMITTEE 

I. PURPOSE 

The primary function of the Audit Committee (the “Committee”) is to assist the Board of 
Directors (the “Board”) in fulfilling its oversight responsibilities by overseeing the Company’s 
systems of internal controls regarding finance, accounting, legal compliance and ethics that 
management and the Board have established; the Company’s accounting and financial reporting 
processes; and the audits of the financial statements of the Company.  Consistent with this 
function, the Committee should encourage continuous improvement of, and should foster 
adherence to, the Company’s policies, procedures and practices at all levels.  The Committee’s 
primary duties and responsibilities are to: 

h Serve as an independent and objective party to monitor the Company’s financial 
reporting process and internal control system. 

h Review and appraise the audit efforts of the Company’s independent accountants and 
internal auditor. 

h Provide an open avenue of communication among the independent accountants, financial 
and senior management, and the Board. 

h Prepare the report of the Audit Committee required by the Securities and Exchange 
Commission (“SEC”) to be included in the Company’s proxy statement for its annual 
meeting of shareholders. 

The Committee will primarily fulfill these responsibilities by carrying out the activities 
enumerated in Sections IV through VII of this Charter. 

II.  COMPOSITION 

The Committee shall be comprised of three or more members as determined by the Board, each 
of whom shall meet the independence and experience requirements of the Nasdaq Stock Market, 
Inc. (“Nasdaq”), Section 10A(m)(3) of the Securities Exchange Act of 1934, as amended, and the 
rules and regulations of the SEC.  All members of the Committee shall be able to read and 
understand fundamental financial statements, and at least one member of the Committee shall be 
an “audit committee financial expert” as defined by the SEC and have past employment 
experience in finance or accounting, requisite professional certification in accounting, or any 
other comparable experience or background which results in the member’s financial 
sophistication, as required by the rules of Nasdaq.  In addition, no member shall have participated 
in the preparation of the financial statements of the Company or any current subsidiary of the 
Company at any time during the past three years. 

The members of the Committee shall be elected by the Board at the annual meeting of the Board 
or until their successors shall be duly elected and qualified.  Unless a Chair is elected by the full 
Board, the members of the Committee may designate a Chair by majority vote of the full 
Committee membership.  Any member of the Committee may be removed, with or without 
cause, by a majority vote of the Board. 
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III.  MEETINGS 

The Committee shall meet at least as frequently as circumstances dictate and shall periodically 
meet in executive session without management.  Any member of the Committee may call 
meetings of the Committee. 

As part of its job to foster open communication, the Committee should meet periodically with 
management, the independent accountants and the internal auditor in separate sessions, if 
requested, to discuss any matters that the Committee or each of these groups believe should be 
discussed privately. 

The Committee may request any officer or employee of the Company, the Company’s or the 
Committee’s outside counsel, independent accountants or internal auditor, or other consultants 
and advisors to attend a meeting of the Committee or to meet with any members of the 
Committee. 

IV.  RESPONSIBILITIES AND DUTIES 

To fulfill its responsibilities and duties, the Committee shall:  

Documents/Reports Review 

1. Review and, if appropriate, update this Charter at least annually and as conditions dictate 
and cause this Charter to be published in the Company’s proxy statement in accordance 
with SEC rules. 

2. Review and discuss with management and the Company’s independent accountants the 
Company’s annual audited financial statements and the independent accountants’ report 
thereon, including disclosures made in management’s discussion and analysis, contained 
in the Company’s Form 10-K and annual report to shareholders prior to the filing or 
distribution thereof.  As part of the review process, the Committee will recommend to the 
Board whether the annual audited financial statements should be included in the 
Company’s Annual Report on Form 10-K.   

3. Review and, if necessary, discuss with management and the independent accountants the 
Company’s quarterly and annual earnings press releases, prior to their release; provided 
that the Committee members may perform these tasks individually and the Committee 
may delegate this responsibility to one or more members of the Committee. 

4. Review and discuss with management and the independent accountants the Company’s 
Quarterly Reports on Form 10-Q, prior to their filing, including disclosures made in 
management’s discussion and analysis, as well as the results of the independent 
accountants’ review of the quarterly financial statements.   

5. In consultation with the management, the independent accountants and internal auditor 
consider the integrity of the Company’s financial reporting processes and controls.  
Discuss significant financial risk exposures and the steps management has taken to 
monitor, control and report such exposures, including the Company’s risk assessment and 
risk management policies.  Review significant findings and recommendations prepared 
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by the independent accountants and internal auditor together with management’s 
responses.   

6. Discuss with management, the independent accountants and internal auditor significant 
financial reporting issues and judgments made in connection with the preparation of the 
Company’s financial statements and any major issues regarding accounting principles 
and financial statement presentation, including any significant changes in the Company’s 
selection or application of accounting principles, any major issues as to the adequacy of 
the Company’s internal controls and any special audit steps adopted in light of significant 
internal control deficiencies.   

7. Review with the internal auditor and approve the internal audit scope and plan of the 
internal auditor and all major changes to the plan. 

8. Review and discuss with the internal auditor the scope, progress and results of executing 
the internal audit plan. 

Independent Accountants 

9. Possess and exercise full authority and direct responsibility for the appointment, 
compensation, terms of engagement, including retention and termination, and oversight 
of the work of the Company’s independent accountants (including resolution of 
disagreements between management  and the independent accountants regarding 
financial reporting) for the purpose of preparing or issuing an audit report.  The 
independent accountants shall report directly to the Committee. 

10. Preapprove all auditing services and permitted non-audit services (including the fees and 
terms thereof) to be performed for the Company by its independent accountants, subject 
to the de minimis exception for non-audit services allowed by law which are approved by 
the Committee prior to the completion of the audit.  The Chair or the Chair’s designee on 
the Committee may grant preapprovals of audit and permitted non-audit services, 
provided that such preapprovals shall be presented to the full Committee at its next 
scheduled meeting. 

11. On an annual basis, obtain from the independent accountants the written disclosures and 
the letter required by applicable requirements of the Public Company Accounting 
Oversight Board regarding the independent accounts’ communications with the 
Committee concerning independence.  The Committee shall review and discuss the 
contents of the written disclosures and the letter and other independence matters, 
including partner rotation, with the independent accountants and assess their 
independence. 

12. Set clear policies for the hiring by the Company of employees or former employees of the 
independent accountants who participated in any capacity in the audit of the Company.   

13. Review with the independent accountants the audit scope and plan of the independent 
accountants.   

Internal Audit 
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14. On an annual basis review the reporting relationship, activities, credentials and 
performance of the internal auditor. 

15. Review and concur in the appointment, replacement, reassignment or dismissal of the 
internal auditor. 

Financial Reporting Processes 

16. In consultation with the independent accountants, review the integrity of the Company’s 
financial reporting processes.  

17. Consider the independent accountants’ judgments about the quality and appropriateness 
of the Company’s accounting principles as applied in its financial reporting. 

18. Consider and approve, if appropriate, significant changes to the Company’s auditing and 
accounting principles and practices as suggested by the independent accountants and 
management.  

V. CONTINUOUS ACTIVITIES - GENERAL 

1. Provide an open avenue of communication between the independent accountants and the 
Board. 

2. Provide an open avenue of communication between the internal auditor and the Board. 

3. Inquire of management, the independent accountants and the internal auditor about 
significant risks and exposures and assess the steps management has taken to minimize 
such risks and exposures. 

4. Establish procedures for the receipt, retention and treatment of complaints received by 
the Company regarding accounting, internal accounting control or auditing matters, and 
the confidential, anonymous submission by employees of concerns regarding 
questionable accounting or auditing matters. 

5. Approve all related party transactions to the extent required by the rules of Nasdaq.   

6. Oversee the interpretation and enforcement of the Code of Business Conduct and Ethics. 

VI.  CONTINUOUS ACTIVITIES - REPORTING SPECIFIC POLICIES  

1. Advise financial management, the independent accountants and internal auditors they are 
expected to provide a timely analysis of significant current financial reporting issues and 
practices. 

2. The Committee shall receive and review reports from the independent accountants 
regarding: 

a. All critical accounting policies and practices to be used in the audit; 
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b. All alternative treatments of financial information within Generally Accepted 
Accounting Principles that have been discussed with management of the 
Company, ramifications of the use of such alternative disclosures and treatments, 
and the treatment preferred by the independent accountants; 

c. Other material written communications between the independent accountants and 
management of the Company, such as any management letter or schedule of 
unadjusted differences. 

3. The Committee shall review disclosures made to the Committee by the Company’s chief 
executive officer and chief financial officer, or equivalent, during their certification 
process for the Annual Report on Form 10-K and the Quarterly Reports on Form 10-Q 
about any significant deficiencies in the design or operation of internal controls or 
material weaknesses therein and any fraud involving management or other employees 
who have a significant role in the Company’s internal controls. 

4. The Committee shall report regularly to the Board (a) following meetings of the 
Committee, (b) with respect to such other matters as are relevant to the Committee’s 
discharge of its responsibilities and (c) with respect to such recommendations as the 
Committee may deem appropriate.  The report to the Board may take the form of an oral 
report by the Committee’s Chair or any other member of the Committee designated by 
the Committee to make such report. 

5. The Committee shall maintain minutes or other records of meetings and activities of the 
Committee. 

VII.  SCHEDULED ACTIVITIES 

1. Review with management and the independent accountants the results of annual audits 
and related comments deemed appropriate including:  

a. Any significant changes required in the independent accountants’ audit plans. 

b. Any difficulties or disputes with management encountered during the course of 
the audit. 

c. Other matters related to the conduct of the audit which are to be communicated to 
the Committee under Statement on Auditing Standards No. 1 or otherwise under 
Generally Accepted Auditing Standards. 

2. Prepare and approve an annual report of the Committee to be included in the Company’s 
proxy statement for its annual meeting of shareholders. 

3. Review with management and the internal auditor the results of monthly audits and 
related comments deemed appropriate including:  

a. Any significant changes required in the internal auditor’s audit plans. 

b. Any difficulties or disputes with management encountered during the course of 
the audits. 
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VIII.  OUTSIDE ADVISORS AND FUNDING 

1. The Committee shall have the authority to retain additional legal, accounting or other 
advisers, as it deems necessary to advise the Committee. 

2. The Company shall provide appropriate funding, as determined by the Committee, for 
payment of compensation to the independent accountants for the purpose of rendering or 
issuing an audit report and to any advisers employed by the Committee. 

 


