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Corporate Governance and Control Environment Issues

Board of Directors and Audit Committee:


The Board of Directors is composed of five senior members of management and four independent board members.  The Board of Directors meets quarterly to review EarthWear’s performance, or when events occur or transactions take place that significantly affect the company.  The Corporate Secretary prepares minutes of these meetings within one week and the Secretary signs them after approval of the Board.


The audit committee is composed of two directors of the company who are not members of management.  The audit committee meets quarterly just prior to the board of directors meeting and minutes are maintained of each meeting.  The audit committee also meets with the internal and external auditors each quarter.

Management Philosophy and Operating Style:


EarthWear’s management has created an atmosphere where internal control is taken seriously.  Management is very concerned about misstatements due to error or fraud.  The company uses conservative accounting policies and they are conscientious about developing accounting estimates.


The company manages its business risks through a business plan and a strong budgeting process.  Senior management meet at least monthly to discuss the budget and events that might affect the company.  The company also has a Strategic Risk Management Committee that is responsible for considering how future events (e.g. Internet sales) may affect the company.


Management issues a Management’s Report on Internal Control over Financial Reporting that includes a statement about the effectiveness of the company’s internal control over financial reporting.  Management has always been responsive to our recommendations on internal control.  Additionally, management consults with us about new accounting issues and they are usually willing to book misstatements that we identify during the audit.

Organizational Structure:


The company has a well-developed organizational structure with clear lines of authority among the various operating departments and staff functions.  The organizational structure is appropriate for EarthWear’s activities.  All information technology is centralized.

Assignment of Authority and Responsibility:

The human resources department maintains detailed job descriptions, including specific duties and reporting responsibilities.  Employees are provided this information during their initial training.  Management has reviewed these job descriptions for proper assignment and delegation of authority.  The IT department has strong controls over program changes and it maintains detailed documentation of all information systems.

Human Resource Policies and Procedures:


The human resources department maintains sound policies for hiring, training, evaluating, counseling, promoting, compensating, and taking remedial actions.  EarthWear’s accounting personnel are well trained and have significant experience with their duties.  There has been no turnover in the accounting area in over three years.  The accounting department’s workload seems reasonable and the employees have high integrity.
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