
PROCYON CORPORATION

AUDIT COMMITTEE CHARTER

This Audit Committee Charter, effective October 27, 2006, governs the operations of the

Audit Committee (the “Committee”) of Procyon Corporation (the “Company”).  The Committee

shall review and reassess the adequacy of the Charter annually or at such other times as the

Committee deems appropriate and recommend any proposed changes to the Board of Directors (the

“Board”) for approval.

COMPOSITION OF THE COMMITTEE

The Board shall appoint members to the Committee.  The Committee shall be comprised of

one to three directors who shall satisfy the independence and financial literacy requirements

established by applicable law, rules and regulations of the Securities and Exchange Commission

(“SEC”) and the rules of the Nasdaq Stock Market (“Nasdaq”).  All Committee members shall have

a working familiarity with basic finance or accounting practices and be able to read and understand

financial statements.  At least one member shall meet the requirements of an audit committee

financial expert under applicable SEC Rules.  At least one member of the Committee shall satisfy

the applicable Nasdaq financial sophistication requirements as in effect from time to time.  

Each member of the Committee shall satisfy in particular the independence requirements set

forth in SEC Rule 10A-3(b)(1), which requires, among other things, that a member may not, other

than in his or her capacity as a member of the audit committee, the board of directors, or any other

board committee, (i) accept directly or indirectly any consulting, advisory, or other compensatory

fee from the issuer or any subsidiary thereof, with certain exceptions or (ii) be an affiliated person

(as defined by applicable SEC Rules) of the Company or any subsidiary thereof.

Notwithstanding the foregoing, under exceptional and limited circumstances, one director

who is not independent within the meaning of the Nasdaq Rules may be appointed to the Committee

if such person meets the requirements of §10A(m)(3) of the Securities Exchange Act of 1934 and

the Board determines in its business judgment that membership on the Committee by such person

is required by the best interests of the Company and its stockholders and the Company discloses in

the next annual proxy statement the nature of such person’s relationship and the reasons for the

Board’s determination.  A member appointed under this exception may not serve longer than two

years and may not be designated as Chairman of the Committee.

Any vacancy on the Committee shall be filled by majority vote of the directors that are

independent pursuant to the rules and regulations of the Nasdaq and the SEC at the next meeting of

the Board following the occurrence of the vacancy.  No member of the Committee shall be removed

except by majority vote of the directors that are independent pursuant to the rules and regulations

of the Nasdaq and the SEC.



If a Committee member ceases to be independent for reasons outside the member’s

reasonable control, and there are no independent directors on the Committee, the Committee member

may remain on the Committee until earlier of the Company’s next annual shareholders meeting or

one year from the occurrence of the event that caused the failure to have one independent director

on the Committee.

If the Company fails to comply with the composition requirements set forth above due to one

vacancy, and the cure period discussed in the preceding paragraph is not otherwise being relied upon

for another member, the Company will have until the earlier of the next annual shareholders meeting

or one year from the occurrence of the event that caused the failure to comply with the composition

requirements.

STATEMENT OF POLICY

The Committee shall act on behalf of the Board in fulfilling the Board’s oversight

responsibility to the stockholders, potential stockholders and the investment community relating to

the Company’s financial statements and the financial reporting process, the systems of internal

accounting and financial controls, the annual independent audit of the Company’s financial

statements and the qualifications, independence and performance of the certified public accountants

engaged as the Company’s outside auditors.  In so doing, it is the responsibility of the Committee

to maintain free and open communication between the Committee, the Company’s independent

auditors and the Company’s management.  In discharging its oversight role, the Committee is

empowered to investigate any matter brought to its attention with full access to all books, records,

facilities, and personnel of the Company.  The operation of the Committee shall be subject to the

Bylaws of the Company as in effect from time to time and the Colorado Business Corporation Act,

including §7-108-206, C.R.S.

RESPONSIBILITIES AND PROCESSES

The primary responsibility of the Committee is to oversee the Company’s financial reporting

process (including direct oversight of the auditors) on behalf of the Board and report these activities

to the Board. Management is responsible for preparing the Company’s financial statements, and the

independent auditors are responsible for auditing those financial statements. The Committee’s

policies and procedures should remain flexible, in order to best react to changing conditions and

circumstances. The Committee should take the appropriate actions to assure the stockholders and

the Board that the Company maintains high quality financial reporting, sound business risk practices,

and ethical behavior relating to accounting, internal accounting controls, auditing matters and

financial disclosure and reporting.

To the extent the Committee believes appropriate based upon its periodic review thereof, the

following shall be the principal recurring processes of the Committee in carrying out its oversight

responsibilities. The processes are set forth as a guide with the understanding that the Committee

may supplement or, except as otherwise required by applicable laws, rules and regulations, deviate

from them as appropriate. The Committee shall:
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1. Evaluate the performance of the independent auditors, assess their qualifications,

determine whether to retain or to terminate the existing auditors or to appoint and engage new

independent auditors for the ensuing year. The Committee shall have the sole and exclusive authority

with respect to such matters and the oversight of the independent auditors as a whole.

2. Review and determine the engagement of the independent auditors, including the

overall scope and plans for their respective audits, the adequacy of staffing and compensation.

Negotiate and execute, on behalf of the Company, any engagement letters with the Company’s

independent auditors with respect to such engagement, which actions may be pursuant to preapproval

policies and procedures. 

3. Pre-approve, either collectively or individually, all audit and permissible non-audit

engagements of the Company’s independent auditors, including review and attestation engagements. 

If any single member of the Audit Committee provides the required pre-approval, such member shall

apprise the other members of the Audit Committee of such approval at the next Audit Committee

meeting.  The pre-approvals may be made by letter (delivered by facsimile or regular mail) or by

email or other suitable written form.  The Audit Committee may not delegate its responsibility to

pre-approve all audit and permissible non-audit services to any member of management or any

person not a member of the Audit Committee.

4. Establish guidelines and procedures with respect to the rotation of audit partners and

other senior personnel engaged in providing audit services in accordance with applicable law and

SEC and Nasdaq regulations (including regulations with respect to the independence of the

independent auditors).

5. At least annually, discuss with the independent auditors and review the auditors’

independence from management and the Company, including the provision of non-audit services,

past employment by the independent auditors of current or prospective Company personnel, the

matters included in the written disclosures required by the Independence Standards Board and other

relationships or services that could affect the objectivity of the independent auditors and assess and

otherwise take appropriate action to oversee the independence of the independent auditors.

6. Review with the independent auditors any management or internal control letter

issued or, to the extent practicable, proposed to be issued by the independent auditors and

management’s response, if any, to such letter, as well as additional material written communications

between the independent auditors and management.

7. Review the adequacy and effectiveness of the Company’s accounting and internal

control policies and procedures through inquiry and discussions with the independent auditors and

management of the Company.
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a. Review the yearly report prepared by management, and attested to by the

Company’s independent auditors, assessing the effectiveness of the

Company’s internal control over financial reporting and stating

management’s responsibility for establishing and maintaining adequate

internal control over financial reporting prior to its inclusion in the

Company’s annual report.

b. Review with the Chief Executive Officer and Chief Financial Officer and

independent auditors, periodically, the adequacy and effectiveness of the

Company’s administrative, disclosure, accounting and internal control

policies and procedures, including the independent auditor’s judgment as to

the quality of the Company’s accounting principles and the performance of

the internal auditors, and the following:

(i) all significant deficiencies and material weaknesses in the design or

operation of internal control over financial reporting which are

reasonably likely to adversely affect the Company’s ability to record,

process, summarize, and report financial information, including any

significant deficiencies or material weaknesses in internal controls

identified by the Company’s independent auditors;

(ii) any fraud, whether or not material, that involves management or other

employees who have a significant role in the Company’s internal

control over financial reporting; and

(iii) any changes in internal control over financial reporting that occurred

during the most recent fiscal quarter and that have materially affected,

or are reasonably likely to have materially affected or are reasonably

likely to materially affect, the Company’s internal control over

financial reporting.

8. Review with management and the independent auditors the scope, adequacy and

effectiveness of the Company’s financial reporting controls, including analysis reports prepared by

management and the independent auditors of significant financial reporting issues and judgments

made in connection with the preparation of the Company’s financial statements, including any

special audit steps taken in the event of material control deficiencies, and an analysis of the effect

of alternative GAAP methods on the Company’s financial statements.

9. Establish and maintain procedures for the receipt, retention and treatment of

complaints received by the Company (whether initiated by employees of the Company or third

parties) with respect to accounting, internal accounting controls or auditing matters, which shall

include procedures for the confidential and anonymous submission by employees of concerns

regarding questionable accounting or auditing matters.
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10. Undertake the responsibility to investigate and resolve any disagreements between

the Company’s management and the independent auditors regarding the Company’s financial

reporting, accounting practices or accounting policies.

11. Meet as deemed necessary, but not less than twice annually, with senior management

and the independent auditors in separate executive sessions. In connection with separate executive

sessions held with the independent auditors, discuss matters relevant to the quality and integrity of

the Company’s financial reporting, the results of the independent auditors’ examinations and inquire

as to the independent auditors’ evaluation of the Company’s financial and accounting policies and

controls.

12. Discuss with management and the independent auditors the results of the independent

auditors’ review of the Company’s quarterly financial statements, prior to public disclosure or prior

to the filing of the Company’s Quarterly Report on Form 10-Q with the SEC. Such review shall

include all matters required by applicable laws, rules and regulations to be discussed with the

independent auditors prior to the filing of such report as well as such matters required to be

communicated to the Committee by the independent auditors under Statement on Auditing Standards

No. 61.

13. Discuss with management and the independent auditors the financial statements to

be included in the Company’s Annual Report on Form 10-K (or the annual report to stockholders

if distributed prior to the filing of Form 10-K). Discuss with management and the independent

auditors the results of the annual audit, including the auditors’ judgment about the quality, not just

acceptability, of accounting principles, any changes in accounting procedures, the reasonableness

of significant judgments and estimates (including material changes in estimates), the clarity of the

disclosures in the financial statements and any audit adjustments noted or proposed by the auditors

(whether “passed” or implemented in the financial statements). Such review shall include all matters

required by applicable laws, rules and regulations to be discussed with the independent auditors prior

to the filing of such report as well as such matters required to be communicated to the Committee

by the independent auditors under Statement on Auditing Standards No. 61. Recommend to the

Board whether, based on the discussion with management and the independent auditors, the financial

statements should be included in the Company’s Annual Report on Form 10-K.

14. Review and discuss with management and the independent auditors as appropriate,

the Company’s disclosures contained under the caption “Management’s Discussion and Analysis of

Financial Condition and Results of Operations” in its periodic reports to be filed with the SEC.

15. Review and discuss with management and the independent auditors any material

financial arrangements of the Company which do not appear on the financial statements of the

Company and any transactions or courses of dealing with parties related to the Company which

transactions are significant in size (as required by applicable Nasdaq rules) or involve terms or other

aspects that differ from those that would likely be negotiated with independent parties (“Related

Party Transactions”).
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16. Review and approve all Related Party Transactions.

17. Review with management and the independent auditors significant issues that arise

regarding accounting principles and financial statement presentation, including the adoption of new,

or material changes to, existing critical accounting policies or to the application of those policies,

the potential effect of alternative accounting policies available under GAAP, the potential impact

of regulatory and accounting initiatives and other matters required by applicable laws, rules and

regulations to be communicated by the independent auditors to the Committee or which represent

significant reporting issues or judgments.

18. Review with and receive a report from the independent auditors concerning:  (1) all

critical accounting policies and practices to be used; (2) all alternative treatments of financial

information within generally accepted accounting principles that have been discussed with

management officials of the issuer, ramifications of the use of such alternative disclosures and

treatments, and the treatment preferred by the registered public accounting firm; and (3) other

material written communications between the registered public accounting firm and the management

of the issuer, such as any management letter or schedule of unadjusted differences. 

19. Submit the minutes of all meetings of the Committee to, or discuss the matters

discussed at each Committee meeting with, the Board.

20. Investigate any matter brought to the Committee’s attention within the scope of the

Committee’s duties.

21. Prepare a report for inclusion in the Company’s annual report or proxy statement that

describes the Committee’s composition and responsibilities and how those responsibilities were

discharged.

22. Perform such other functions and to have such powers as may be necessary or

appropriate in the efficient and lawful discharge of the foregoing.

AUTHORITY

The Committee shall have the authority to retain special legal, accounting or other

consultants to advise the Committee as it deems necessary, at the Company’s expense, to carry out

its duties and to determine the compensation of any such advisors. The Company shall make

available to the Committee all funding necessary for the Committee to carry out its duties, including,

without limitation, the payment of such expenses. The Committee may request any officer or

employee of the Company or outside counsel or independent auditor to attend a meeting of the

Committee. While the Audit Committee has the responsibilities and powers set forth in this Charter,

the Audit Committee does not itself prepare financial statement or perform audits and its members

are not auditors and do not certify as to the accuracy and completeness of the Company’s financial

statement.
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