CHARTER OF THE AUDIT/ETHICS COMMITTEE OF THE BOARD OF DIRECTORS
The Board of Directors of Baker Hughes Incorporated (the “Company”) has heretofore constituted
and established an Audit/Ethics Committee (the
“Committee”) with authority, responsibility and
specific duties as described in this Charter. It is
intended that this Charter and the composition of
the Committee comply with the rules of the New
York Stock Exchange (the “NYSE”). This document replaces and supersedes in its entirety the
previous Charter of the Committee adopted by
the Board of Directors of the Company.
PURPOSE
The Committee’s purpose is to assist the Board of
Directors with oversight of: (i) the integrity of the
Company’s financial statements and reporting
system, (ii) the Company’s compliance with legal
and regulatory requirements, (iii) the independent auditor’s qualifications and independence
and (iv) the performance of the Company’s internal audit function and independent auditors. The
Committee’s purpose is also to prepare the report
of the Committee to be included in the Company’s annual proxy statement, carry out the duties and responsibilities set forth in this Charter
and conduct an annual self-evaluation.
COMPOSITION
The Committee and Chairman of the Committee
shall be elected annually by the Board of Directors
and subject to removal pursuant to the terms of
the Company’s Bylaws. The Committee shall be
comprised of not less than three non-employee
Directors who are (i) independent (as defined by
Section 10A(m)(3) of the Securities Exchange Act
of 1934 and the regulations thereunder and the
NYSE) and (ii) financially literate (as interpreted by
the Board of Directors in its business judgment).
Such Committee members may not simultaneously
serve on the audit committee of more than three
public companies. At least one member of the
Committee shall have accounting or related financial management expertise and at least one member of the Committee shall be an “audit
committee financial expert,” as defined by the
Securities and Exchange Commission (“SEC”). The
audit committee financial expert must have: an
understanding of GAAP and financial statements;
experience in the (a) preparation, auditing, ana-

lyzing or evaluating of financial statements of
generally comparable issuers and (b) application
of such principles in connection with the accounting for estimates, accruals and reserves; an understanding of internal accounting controls and
procedures for financial reporting; and an understanding of audit committee functions.
The
Committee may, if appropriate, delegate its authority to subcommittees.
PRINCIPAL RESPONSIBILITIES
The principal responsibilities of the Committee
are: (i) to provide assistance to the Board of Directors in fulfilling its responsibility in matters relating
to the accounting and reporting practices of the
Company, the adequacy of the Company’s internal controls and the quality and integrity of the
financial statements of the Company; and (ii) to
oversee the Company’s compliance programs.
The independent auditor is ultimately accountable to the Board of Directors and the Committee,
as representatives of the Company’s stockholders,
and shall report directly to the Committee; and
the Committee has the ultimate authority and
direct responsibility to select, appoint, evaluate,
compensate and oversee the work, and, if necessary, terminate and replace the independent
auditor (subject, if applicable, to stockholder ratification). The Committee shall have authority to
conduct or authorize investigations into any matters within its scope of responsibilities.
The Committee shall have the authority to engage independent counsel and other advisors, as
the Committee deems necessary to carry out its
duties. The Committee shall have the sole authority to approve the fees paid to any independent
advisor retained by the Committee, and the Company shall provide funding for such payments. In
addition, the Company must provide funding for
ordinary administrative expenses of the Committee that are necessary or appropriate in carrying
out its duties.
The Committee shall review the composition, expertise and availability of the Committee members on an annual basis. The Committee shall also
perform a self-evaluation of the Committee and
its activities on an annual basis.

for hiring any key member of the independent auditors’ team.

The Committee shall meet in executive session at
each regularly scheduled meeting, including separate, private meetings with the independent auditors, internal auditors, general counsel and compliance officer.
This Charter is intended to be flexible so that the
Committee is able to meet changing conditions.
The Committee is authorized to take such further
actions as are consistent with the following described responsibilities and to perform such other
actions as applicable law, the NYSE, the Company’s charter documents and/or the Board of
Directors may require. To that end, the Committee shall review and reassess the adequacy of this
Charter annually. Any proposed changes shall be
put before the Board of Directors for its approval.

•

Prior to commencement of the annual audit,
review with management, the internal auditors and the independent auditors the proposed scope of the audit plan and fees, including the areas of business to be examined,
the personnel to be assigned to the audit, the
procedures to be followed, special areas to be
investigated, as well as the program for
integration of the independent and internal
audit efforts.

•

Review policies and procedures for the engagement of the independent auditors to
provide audit and non-audit services, giving
due consideration to whether the independent auditor’s performance of non-audit services is compatible with the auditor’s independence and review and pre-approve all
audit and non-audit fees for such services,
subject to the deminimus exception under the
Sarbanes-Oxley Act. With the exception of
the annual audit, the Committee may delegate to a member of the Committee the authority to pre-approve all audit and non-audit
services with any such decision presented to
the full Committee at the next scheduled
meeting.

•

Review with management and independent
auditors the accounting and reporting policies
and procedures that may be viewed as critical,
any improvements, questions of choice and
material changes in accounting policies and
procedures, including interim accounting, as
well as significant accounting, auditing and
SEC pronouncements.

•

Review with management and independent
auditors the financial reporting and disclosure
issues, including material correcting adjustments and off-balance sheet financings and
relationships, if any, discuss significant judgment matters made in connection with the
preparation of the Company’s financial
statements and ascertain that any significant
disagreements among them have been satisfactorily resolved, and ascertain that no restrictions were placed by management on implementation of the independent or internal
auditors’ examinations. Regularly scheduled
executive sessions will be held for this purpose.

•

Review with management and the independent auditors the results of the annual
audit prior to release of the audited financial
statements in the Company’s annual report

With regard to its audit responsibilities, the Committee shall:
•

Receive and review reports from the independent auditors pursuant to the SarbanesOxley Act of 2002 and, on an annual basis,
formal written reports from the independent
auditors regarding the auditors’ independence required by Independence Standards
Board Standard No. 1 (Independence Discussions with Audit Committees), giving consideration to the range of audit and non-audit
services performed by them and all their relationships with the Company, as well as a report describing the (i) independent auditors’
internal quality-control procedures; and (ii)
material issues raised by the most recent internal quality-control review or peer review,
of the independent auditors, or by any inquiry or investigation by governmental professional authorities, within the preceding
five years, respecting one or more independent audits carried out by the auditors, and
any steps taken to deal with such issues.
Conduct an active discussion with the independent auditors with respect to any disclosed relationships or services that may impact the objectivity and independence of the
auditors; and, select the independent auditors
to be employed or discharged by the Company. Review competence of partners and
managers of the independent auditors who
lead the audit as well as possible rotation of
the independent auditors. The Committee
shall establish hiring policies for the Company
of employees or former employees of the independent auditors in accordance with the
NYSE recommendations as specified by the
SEC and review and discuss with management
and the independent auditors any proposals
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on Form 10-K filed with the SEC, including a
review of the MD&A section, quarterly financial statements prior to release in the Company’s quarterly report on Form 10-Q filed
with the SEC, including a review of the MD&A
section, and have management review the
Company’s financial results with the Board of
Directors prior to the release of earnings.
•

Establish guidelines with respect to earnings
press releases and financial information and
earnings guidance provided to analysts and
rating agencies. The Committee may request
a prior review of any annual or quarterly
earnings release or earnings guidance and
delegate to the Chairman of the Committee
the authority to review any such earnings releases and guidance.

•

Review with the Board of Directors any issues
that arise with respect to the quality or integrity of the Company’s financial statements
and reporting system, the Company’s compliance with legal or regulatory requirements,
the performance and independence of the
Company’s independent auditors or the performance of the internal audit function.

•

Review guidelines and policies on risk assessment and risk management related to the
Company’s major financial risk exposures and
the steps management has taken to monitor
and control such exposures.

•

•

Annually prepare a report to stockholders
included in the Company’s proxy statement
(a) stating that the Committee has (i) reviewed and discussed the audited financial
statements with management; (ii) discussed
with the independent auditors the matters
required to be discussed by Statement on Auditing Standards No. 61; (iii) received a formal
written report from the independent auditors
concerning the auditors’ independence; and
(iv) based upon the review and discussion of
the audited financial statements with both
management and the independent auditors,
the Committee recommended to the Board of
Directors that the audited financial statements be included in the Company’s Annual
Report on Form 10-K for the last fiscal year for
filing with the SEC and (b) cause the Charter
to be included periodically in the proxy
statement as required by applicable rules.
Review actions taken by management on the
independent auditors and internal auditors’
recommendations relating to organization,
internal controls and operations.
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•

Meet separately and periodically with management, the internal auditors and the independent auditors to review the responsibilities, budget and staffing of the Company’s internal audit function, the effectiveness of the
Company’s internal controls, including computerized information systems controls, and
security. Review the Company's annual internal audit plan, staffing and budget, and receive regular reports on their activities, including significant findings and management's actions. Review annually the audit of the expenses of the Company's senior management.

•

Review membership of Company’s “Disclosure
Control and Internal Control Committee”
(“DCIC”), the DCIC’s scheduled activities and
the DCIC’s report.

•

Receive reports from the CEO and CFO on all
significant deficiencies in the design or operation of certain internal controls and any
fraud, whether or not material, that involves
management or other employees who have a
significant role in the Company’s internal controls.

•

Review reports, media coverage and similar
public information provided to analysts and
rating agencies, as the Committee deems appropriate.

•

Establish formal procedures for (i) the receipt,
retention and treatment of complaints received by the Company regarding accounting, internal accounting controls or auditing
matters, (ii) the confidential, anonymous
submissions by Company employees of concerns regarding questionable accounting or
auditing matters, and (iii) the protection of
reporting employees from retaliation.

•

The Committee shall annually review with the
independent auditors any audit problems or
difficulties and management’s response. The
Committee must regularly review with the independent auditor any difficulties the auditor
encountered in the course of the audit work,
including any restrictions on the scope of the
independent auditors’ activities or on access
to requested information, and any significant
disagreements with management. Among
the items the Committee may want to review
with the auditors are: any accounting adjustments that were noted or proposed by the
auditor but were “passed” (as immaterial or
otherwise); any communications between the
audit team and the audit firm’s national office respecting auditing or accounting issues
presented by the engagement; and any

ments are complete and accurate and are in accordance with generally accepted accounting
principles; these are the responsibilities of management and the independent auditor. Nor is it
the duty of the Committee to conduct investigations, to resolve disagreements, if any, between
management and the independent auditor or to
assure compliance with laws and regulations or
with Company policies.

“management” or “internal control” letter issued, or proposed to be issued, by the audit
firm to the Company.
With regard to its compliance responsibilities, the
Committee shall:
•

Review the management’s recommendation
of and monitoring of compliance with the
Company’s Business Code of Conduct and
Foreign Corrupt Practices Act policy.

•

Review in conjunction with counsel (i) any
legal matters that could have significant impact on the organization’s financial statements; (ii) correspondence and material inquiries received from regulators or governmental agencies; and (iii) all matters relating
to the ethics of this Company and its subsidiaries.

•

Coordinate the Company’s compliance with
inquiries from any government officials concerning legal compliance in the areas covered
by the Business Code of Conduct and the Foreign Corrupt Practices Act policy.

•

Review the Company’s compliance with its
environmental policy on an annual basis.

•

Respond to such other duties as may be assigned to the Committee, from time to time,
by the Board of Directors.

MEETINGS
The Committee will meet at least five times per
year as determined by the Board of Directors.
Special meetings may be called, as needed, by the
Chairman of the Board of Directors or the Chairman of the Committee. The Committee may create subcommittees who shall report to the Committee. In addition, the Committee will make itself available to the independent auditors and the
internal auditors of the Company as requested.
All meetings of the Committee will be held pursuant to the Bylaws of the Company with regard to
notice and waiver thereof, and written minutes of
each meeting will be duly filed in the Company
records. Reports of meetings of the Committee
shall be made to the Board of Directors at its next
regularly scheduled meeting following the Committee meeting accompanied by any recommendations to the Board of Directors approved by the
Committee.

While the Committee has the responsibilities and
powers set forth in this Charter, it is not the duty
of the Committee to plan or conduct audits or to
determine that the Company’s financial state-
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