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Audit Committee Charter

General

The Audit Committee of the Board of Directors (the “Committee”) assists the Board of Directors in
fulfilling its responsibility for oversight of the quality and integrity of the accounting, auditing and financial
reporting practices of American Physicians Service Group, Inc. (the “Company”). More specifically, the
Committee provides assistance to the Board of Directors in overseeing:
e the quality and integrity of the financial statements of the Company,
e the Company’s compliance with legal and regulatory requirements,

e the independent auditor’s qualifications and independence, and

e the performance of the Company’s internal audit function and independent auditors.

The Committee is expected to maintain free and open communication with the independent auditors, any
internal auditors and the management of the Company and periodically meet separately with them. The independent
auditors for the Company shall report directly to the Committee, and the Committee has the direct authority and
responsibility for the appointment, compensation, oversight and, where appropriate, replacement of the independent
auditors. The Committee also has the authority and will have the funding to engage independent counsel and other
outside advisers as it determines is necessary or advisable to discharge its responsibilities under this Charter.

Membership

The Committee shall consist of at least three directors and shall be composed entirely of directors who are
“independent” as defined in the rules of the National Association of Securities Dealers, Inc. (the “NASD”). Each
member will also meet the audit committee independence requirements of the listing standards of the NASD and
applicable law. All members of the Committee must be able to read and understand fundamental financial
statements (including a balance sheet, income statement, and cash flow statement), with at least one member who is
a “financial expert” under the NASD audit committee composition rules and as such term is defined by Securities
and Exchange Commission rules.

The Board of Directors shall appoint one member of the Committee as chairperson. He or she shall be
responsible for leadership of the Committee, including preparing the agenda, presiding over the meetings, making
Committee assignments and reporting to the Board of Directors.

Meetings

The Committee shall meet at least four times per year or more frequently as it shall determine is necessary
to carry out its duties and responsibilities. The Committee shall keep minutes of each meeting and make such
minutes available to the Board of Directors for its review.

The Committee will meet at the call of the chairperson or at the request of a majority of the members. The
Committee may meet by telephone conference call or any other means permitted by law or the Company’s bylaws.
A majority of the members of the Committee shall constitute a quorum. The Committee shall act on the affirmative
vote of a majority of members present at a meeting at which a quorum is present. The Committee may act by
unanimous written consent of all members.
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Responsibilities

To fulfill its responsibilities, the Committee shall:

Engagement of Independent Auditors and Appointment of Internal Auditor

Have a clear understanding with the independent auditors that they are ultimately accountable, and
shall report directly, to the Committee.

Select annually the independent auditors to audit the financial statements of the Company (subject, if
applicable, to stockholder ratification). In so doing, the Committee will obtain from the independent
auditors a formal written statement delineating all relationships between the independent auditors and
the Company, including all non-audit services and fees, discuss with the auditors any disclosed
relationships or services that may impact the auditors’ objectivity and independence, and take any
appropriate action in response to the auditors’ statement to ensure the independence of the independent
auditors. The Committee shall also review and approve fees paid to the independent auditors and
review and approve dismissal of the independent auditors.

At least annually, obtain and review a report of the independent auditors’ firm describing (1) the firm’s
internal quality control procedures, (2) any material issues raised by the most recent internal quality-
control review, or peer review, of the firm, or by any inquiry or investigation by governmental or
professional authorities, within the last five years with respect to one or more independent audits
carried out by the firm, and any steps taken to address any such issues, and (3) with a view towards
assessing the independent auditor’s independence, all relationships between the independent auditors
and the Company.

Have sole authority to approve (1) all audit and non-audit services (other than those non-audit services
prohibited by law) to be provided by the independent auditors and (2) all fees and other terms of
engagement of the independent auditors in providing such services. Before the independent auditors
are engaged to perform any such non-audit services, the Committee must review and approve such
services. The chairperson of the Committee may represent the entire Committee for purposes of this
review and approval so long as any such approval by the chairperson is disclosed to the Committee no
later than the Committee’s next scheduled meeting.

Review and approve the appointment, reassignment or dismissal of the director of internal audit. If
any.

If an outside firm is retained to provide internal audit services, review and concur with management’s
appointment, termination, or replacement of the audit firm providing those services.

Review of Internal Audits, Annual External Audit and Quarterly Reviews

Review with the independent auditors the annual audit scope and plan.

Review with management and a representative of internal audit the internal audit department’s budget
and staffing, results of internal audit department findings and proposed audit plans.

Review the following items with management and the independent auditors upon the completion of the
annual audit and before issuance of the financial statements and the filing of the Form 10-K:

a. The Company’s annual financial statements and related footnotes and the disclosures under
Management’s Discussion and Analysis of Financial Condition and Results of Operations.

b. The results of the independent auditors’ audit of the financial statements and the report thereon.




c. The qualitative judgments about the appropriateness and acceptability of accounting principles,
financial disclosures and underlying estimates, the clarity of the financial disclosure practices
used or proposed to be used, and other significant decisions made in preparing the financial
statements.

d. Any other matters about the audit procedures or findings that SAS No. 61, as amended, requires
the independent auditors to discuss with the Committee.

e. The certificates of the Chief Executive Officer and Chief Financial Officer required pursuant to
Rule 13a-14 of the Securities Exchange Act of 1934, as amended.

Based on the review and other procedures performed as set forth in this Charter, the Committee shall
make its recommendation to the Board of Directors as to the inclusion of the Company’s audited
financial statements in the Company’s Annual Report on Form 10-K.

Review the following items with management and the independent auditors before the filing of a Form

10-Q:

a. The Company’s quarterly financial statements and related footnotes and the disclosures under
Management’s Discussion and Analysis of Financial Condition and Results of Operations.

b. The results of the independent auditors’ review of the financial statements.

c. The qualitative judgments about the appropriateness and acceptability of accounting principles,
financial disclosures and underlying estimates, the clarity of the financial disclosure practices
used or proposed to be used, and other significant decisions made in preparing the financial
statements.

d. Any other matters about the review procedures or findings that SAS No. 71, as amended,
requires the independent auditors to discuss with the Committee.

e. The certificates of the Chief Executive Officer and Chief Financial Officer required pursuant to
Rule 13a-14 of the Securities Exchange Act of 1934, as amended.

Review with management and the independent auditors the financial statements, related notes and
other financial disclosure included in other Company filings with the Securities and Exchange
Commission containing the Company’s financial statements before such filings are made.

Review with management and the independent auditors any significant changes, either proposed or
adopted, in accounting principles and their impact on the financial statements and in financial
statement presentations.

Require the independent auditors to timely (and no less than quarterly) report to the Committee (1) all
critical accounting policies and practices used (or to be used), (2) all alternate treatments of financial
information within generally accepted accounting principles that have been discussed with
management, ramifications of the use of these alternative disclosures and freatments, and the treatment
preferred by the independent auditors and (3) the content of other material written communications
between the independent auditors and management, including but not limited to management letters
and schedules of audit differences (whether or not recorded by the Company).

Review of effect of regulatory and accounting initiatives, as well as off-balance sheet structures, on the
Company’s financial statements.




e Review separately with each of management, the independent auditors and the director of internal
audit any significant problems or difficulties encountered while conducting the audit and the quarterly
reviews, including any restrictions on the scope of work or access to required information and any
communications between the audit team and the audit firm’s national office with respect to auditing or
accounting issues presented by the engagement, and management’s response.

¢ Review with management, the independent auditors and the director of internal audit:

a. The Company’s internal accounting controls, and any special audit or review steps adopted in
light of any material control deficiencies.

b. Any significant findings and recommendations made by the independent auditors or internal
audit, together with management’s responses thereto.

c. Management’s assessment of internal controls and related internal control report.

e Review with management earnings press releases, as well as financial information and earnings
guidance provided to analysts and rating agencies. The Committee’s responsibility to review press
releases as well as financial information and earnings guidance may be done generally (i.e., discussion
of the types of information to be disclosed and the type of presentation to be made). The Committee
need not discuss in advance each earnings release or each instance in which the Company may provide
earnings guidance. '

Other

o Regularly report Committee activities to the full Board of Directors with such recommendations as the
Committee may deem appropriate.

e Inquire of management, the director of internal audit, and the independent auditors about significant
: risks or exposures and assess the steps management has taken to minimize such risks to the Company,
including legal and ethical compliance programs.

e Review and approve all (1) Company related party transactions (as “related party transactions” is
defined by NASD rules or interpreted by the NASD) and (2) waivers for executive officers and
directors of the Company’s code of conduct.

e Review periodically with management and the General Counsel the status of legal and regulatory
matters that may have a material impact on the Company’s financial statements and compliance
policies.

e Receive any report by legal counsel regarding any evidence of a material violation of securities laws,
breach of fiduciary duty or similar violation by the Company or its agents.

e  Establish and maintain appropriate procedures for (1) the receipt, retention and treatment of complaints
regarding accounting, internal accounting controls or auditing matters and (2) the confidential,
anonymous submission by employees of concerns regarding accounting or auditing matters.

e  Establish hiring policies for current and former employees of the independent auditors.

e  Prepare the report, for inclusion in the Company’s annual proxy statement, required by the Securities
and Exchange Commission concerning certain matters relating to the Committee’s activities.

e Perform an annual performance evaluation of the Committee and review and reassess the adequacy of
this Charter annually. If any revisions are deemed necessary or appropriate, submit the same to the
Board for its consideration and approval.




While the Committee has the duties and responsibilities set forth in this Charter, the Committee’s role is
one of oversight, whereas the Company’s management is responsible for preparing the Company’s financial
statements and the independent auditors are responsible for auditing those financial statements. The Committee is
not providing any expert or special assurance as to the Company’s financial statements or any professional
certification as to the independent auditors’ work. Similarly, it is not the responsibility of the Committee to ensure
that the Company complies with all laws and regulations.




