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MR JOHM R, EVANS, COMMISSIONER
SECURITIES AND EXCHANGE COMMISSION
500 NORTH CaPITAL STREET
WASHINGTON D L 20549

THE FOLLOWING 1S THE TEXT OF & LETTER SENT TODAY
TO MR, WELLIAM M, BATTAN, CHAIRMAN, N,¥, STOLK EXCHANGE
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" PREVIOUSLY INDICATED 10 YOU IN MY LETTER OF OCTOBER 6,
1976, JOWNSON & JORNSON AGREES WITH THE ESTABLISHMENT GF 9
AN OBJECTIVE AND INOEPENGENT AUDIT COMMITTEE, 4ND OUR
BOARD OF DIRECTORS HAS ALREADY TAKEN ACTION TO ESTABLISH
SUCH & FUMCTION. HOWEVYER, FOR THE 9AME REASONS AS wE ]
SERTOUSLY GUESTIDNED YOUR SEPTEMRER 3 PROPOSAL, WE
CONTINUE TO BE OPPQSED TO THE REIGIDITY OF THME REVISED
PROPOSAL FOR AUDIT COMMITTEE, AS OUTLINED IN YOUR LETTER ®
OF NOVEMBER 4, wE FIND LITTLE THREREIN wHILCH MEETS THE
UBJECTIONS RAISED IN OUR PREVIOUS LETTER,
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"WE STRUKGLY URGE THAT THE EXCHANGE SHIFT THE FOGUS OF
ITS PWOPDSED PULICY TOWARD THE GOALS TO BE ACHIEVED &ND
AWAY FROM THE MEANS 7D ACHIEVE THEM, THE IMPLEMENTATION
OF THESE MEANS SHOULD BE LEFT TO THE INDIVIDUAL LISTED
COMPANIES, THEIR MANAGEMENTS AND SHAREROLDERS, A5 SEL
CHAIRMAN mILLE HAS PUBLTCLY INDICATED, THE EFFECTIVENESS
OF AN aUDIT LOMMITTEE DEPENDS UPON ITS INDEFENDENCE AND
AUTHORITY, NQT ON THE FACLT THAT IT CONSISTS OF DIRECTORS,
A% WE VIEw IT, THE MOST OBJECTIONABLE FEATURE OF YUOUR
LATEST PROPUSEL 15 THE REGID REQUIREMENT THAT EVERY

AUDIT COMMITTEE BE COMPUSED OF DIRECTORS, INCLUDING &
MAJOQRITY OF QUTSIDE DIRECTORS,

"wE MAVE PREVIOUSLY GIVEN YOU A BRIEF DESCRIFTION QF
ANDTHER TYPE UF aUDIT COMMITYEE WHICH IN OUR JUDGMENT
wilULD BE BETTER SUTTED TO THE MANAGEMENT STYLES OF
CORPORATIONE BUCH &S JOMNSON B JOHNSON, FOLLOWING 1§
4 MORE DETAILED OUTLINE QOF THE FROPOSAL,

"THE JOHMSON & JOWNSON PROPDSED AUDIT COMMITTEE »QULD BE
EOMPRISED OF MON=DRIRECTORS CHOSEN FOR THEIR FROFESSIONAL
QUALIFICATIONS, EXPERTISE AND STATURE, THEY WOULD BE
EHPLOYED BY THE FULL BDARD, UPON RECOMMENDATION OF ITS
"FINANCE COMMIYTEE, NONE OF THE AUDIT COMMITTEE MEMBERS
WOULD HE PRESEMT OR FORMER OFFICERS OR OIRECTORS OF
JOMNSON & JURNSON, aND NONE WOULD MAVE ANY SUBSBTANTIAL

® ® & & & & O 0o ¢ & o © ° o O o o 1! o @



éﬁTES PD&E."E .

=*

I.LE.M

» UMITED
* @2ANIF

me&tem ynion Mallgram

L EE TR B

SHAREHOLOINGS IN JOHMNSON & JOHNSON, ALL THE MEMBERS
WOULD FIT THE CEFINITION OF "INDEPENDENT OIRECTORS"™ AS
SET FORTW IN THE PROPOSED POLICY STATEMENT, BUT FOR THE
FACT THAY THEY wWOULD NQT BE MEMBERS OF THE BOARD,

"AMONG THE CUTIES QOF THE 2UDLIT COMMITTEE wOULER BE TO
RECOMMEND INDEPENDENT AUDITORS TO THE BOARDy TOQ REVIEwW
AND APPHOVE THE SCOPE OF THE ANNUAL AUDIT &ND THE BROAD
GENERAL ACCOUNTING PRINCIPLES TO BE USED IN CONNECTION
THEREWITHY T0 HEVIEW aUDIT RESULTSy TO MONITOR INTERNAL
OPERATIONS IN DRDER TO ASSURE COMPLIANCE WITH COMPANY
POLICY AND THE LAw AND PREVENT CONFLICTS OF INTEREST) TO
REVIEw AND APPROVE THE DUTIES AND RESPONSIBLILITIES OF
THE IMTERNAL AUDITING STAFF) TQ REVIEW THE INDEPENDENT
AUDITORS' “MANAGEMENT LETTER"™ ON QOPERATIONAL CONTROLS
RECOMMEHNDED FOR ATTENTION) AND TO DISCUSS IMPLEMENTATIOM
OF THE IMDEPENDENT AUDITORS' RECOMMENDATIONS WITH THE
FINANCE COMMITTEE AND THE FULL BOARD,

"THE AUDIT COMMITTEE wWOULD BE ASSURED OF PRIVATE ACCESS
TO THE OPERATIONS, THE INOEPENDENT AUDITORS, THE INTERNAL
4UDIT STAFF, THE FINANCE COMMITTEE AND THE FULL BDARD,

"THE AUDIT COMMITTEE wOULD BE ENTIRELY INDEPENDENT OF THE
QFERATING MANAGEMENT OF THE (CORPORATION, MEMBERS wWOULD

BE LOEGQUATELY COMPENSATED 4ND PROTECTED AGAINST ARBITRARY
DISHMISSalL, ADEGUATE INDEFENDENT STAFF WOULD BE MADE
avaILABLE TO THE COMMITTEE, A5 WOQULD ACCESS TO &Ll
CORPLURATE EMFLOYEES AND FINAMCIAL RECQROS, 7O avQlD
POTENTIAL CONFLILTS OF INTERESY, MEMBERS OF THE

COMMITTEE AND THMEIR FIRMS WOULD BE PROWIBITED FROM

SERVING THE CORPORATION M ANY OTHER CAPACITY UNTIL TwO
YEARS AFTER THE TERMINATION OF THE MEMBER!S TERM OF QFFICE,

WTHE AUDIT COMMITTEE «“0uULD REPORT TO THE FIMAWCE COMMITTEE,
SLUCH FINANCE COMMITTEE TO BE COMPRISED EXCLUSIVELY OF
"NIRECTORS WITH MO CURRENT OPERATING RESPONSIBILITIES,

ThE FINANCE COMMITTEE WQULD ITSELF BE GIVEN MANY OF

THE GUARANTEES OF INDEPENDENCE ENJOYED BY THE AUDIT
COMMITTEE ITSELF, SUCH 45 SUPPORT STAFF AND PRIVATE

ACCESS TO INTERNWAL AUDITORS, INDEPENDENT &UDITORS AND
UNMDERLYING CORPORATE FINANCIAL RECORDS,

WSTOCKHOLDERS wWOULD GE AFPRISBED OF THE COMFOSITION AND
FUNCTION OF THE AURIT COMMITTEE IN THE PROXY MATERIAL
SENT TO THEM EACH YEAR IN CONNECTIUN WITH THE
CORPORATION'S AWNUAL MEETING, IN ADDITION, THE AUDIT
COMMITTEE wOULD BE AvATLABLE AT ALL TIMES TD RECEIVE
REPORTS, SUGGESTIONS, GQUESTIONS AND RECOMMENDATIONS
FROM INDEFEMDENT aAUDITORS, FINANCIAL QOFFICERS OF THE
CORFORATION A&D ITS COUNSEL,
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NTNE COMMITTEE wOULD BE CHARGED WITH ISSUING AN ANNUDAL
REPORT OF ITS WORK TO THE FINANCE COMMITTEE, THE

HOARD OF DIRECTORS WOULD BE RESPONSIBLE TO REPORT THE
AUDIT COMMITTEE FINDINGS TD THE STOCKHOLOERS, INCLUDING
4 DESCRIPTIGN UF ANY SUBSTANTIAL AREAS OF DISAGREEMENT
BETwWEEN THE AUDIT COMMITYEE AND MANAGEMENT,

NIy OUR JUDGMENT, THE &BAOVE PLAN wWOUWLD ACHIEVE THE &IMS

OF THE POLICY STATEMENT AS EFFECTIVELY AS THE MECHAMISH

¥YOU HAVE PROPOSED, THE ACCEPTANCE OF THE MECHANIGM 8Y

MANY LISTED CORPORATIONS DEES NOT JUSTIFY 1TS APPLICATION

10 ALL, wE STRONGLY URGE YOU TO MQDIFY THE POLICY STATEMENT
TC PERMIT ALLTERNATIVE TYPES OF ayDIT COMMITTEES, SULH AS
THAT WHICH WE HAVE PROPQSED. IN ADDITION TO THE TYPE
INCLUDED IW YOUR NOVEMBER & PROPOSAL,™

SINCERELY,

JOHNEON & JORNEDN

RICHARD &, SELLARS
CHATRMAN OF FINANCE COMMITTEE"

CORRECTIONS®

FIRST HARAGHAPHM SEVENTH LINE SEVENTH w(ORD SMOULD READy RIGIDITY
SECOND PARAGRAPM TENTH LINE FIFTH wWORD SHOULD READy RIGID

THIRD PARAGRAPH LAST LINE SIxTH wORD SHOULD READ THATY

TENTR PARAGRAFPH FIRST LINE FIRST wORD SHOULD READS THE

ELEVENTH PARAGRAPH THIRD LINE SEYENTH WORD SHOULD READE THAT
RICHAKD B, SELLARS
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