MTS SYSTEMS CORPORATION
AUDIT COMMITTEE CHARTER
A.

PURPOSE

The Audit Committee shall assist the Board of Directors in fulfilling the oversight
responsibilities of the Board of Directors relating to corporate accounting and financial reporting
practices, the quality and integrity of the financial statements, and compliance requirements of
MTS Systems Corporation (the “Corporation”). The Committee’s purpose is to oversee: the
internal and external accounting and financial reporting processes and systems of internal
accounting and financial controls of the Corporation; the audits of the financial statements of the
Corporation and the independence, qualifications and performance of the Corporation’s external
auditors; significant financial matters; and, the Corporation’s compliance function and program.
While the Committee has the duties and responsibilities set forth in this Charter, the role
of the Committee is oversight. The Committee is not responsible for planning or conducting the
Corporation’s financial statements audit and related attestation of the Corporation’s internal
controls or determining whether the Corporation's financial statements are complete and accurate
or in accordance with applicable accounting rules and securities laws. Such activities are the
responsibility of management and the Corporation's independent auditors. The Committee does
not itself prepare financial statements or perform audits or auditing services, and its members
are not auditors, certifiers of the Corporation's financial statements or guarantors of the
Corporation's independent auditors' reports. It is also not the duty or responsibility of the
Committee to ensure that the Corporation complies with all laws and regulations and the
Corporation’s policies and procedures. Each member of the Committee shall be entitled to rely
on (a) the integrity of those persons and organizations within and outside of the Corporation from
which it receives information, (b) the accuracy of the financial and other information provided to
the Committee by such persons or organizations absent actual knowledge to the contrary (which
shall be promptly reported to the Board), and (c) representations made by management as to
any audit and non-audit services provided by the independent auditors to the Corporation.
B.

ORGANIZATION

1.

Membership. The Committee will at all times consist of at least three directors
appointed by the Board of Directors of the Corporation, each member to serve until his or
her successor is duly appointed, or until his or her earlier death, resignation or removal by
the Board of Directors.
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2.

Qualifications.
(a)

Definitions.
(i)

“Audit Committee Financial Expert” means an audit committee financial
expert as defined in rules of the Securities and Exchange Commission
(the “SEC”), as now in effect or as amended from time to time.

(ii)

“Financial Expert” means a director who has past employment experience
in finance or accounting, requisite professional certification in
accounting, or any other comparable experience or background which
results in the individual’s financial sophistication, including being or
having been a chief executive officer, chief financial officer or other
senior officer with financial oversight responsibilities.

(iii)

“Financially Literate” means being able to read and understand
fundamental financial statements, including a company’s balance sheet,
income statement, and cash flow statement.

(iv)

“Independent Director” means a director who is independent under
Rule 5605(a)(2) of the Nasdaq Marketplace Rules.

(v)

“Listing Standards” means the rules of the Nasdaq Stock Market
applicable to the Corporation.

(b)

Knowledge and Experience Requirements. All members of the Committee must be
Financially Literate. At least one member of the Committee must be a Financial
Expert. At least one member of the Committee (who may also be the Financial
Expert) should be an Audit Committee Financial Expert.

(c)

Independence. Except as provided in the third sentence of this paragraph, each
member of the Committee must be an Independent Director, must satisfy the
requirements of Rule 10A-3(b)(1), as amended, promulgated under the Securities
Exchange Act of 1934 (the “Act”); must be free of any relationship which, in the
opinion of the Board of Directors, would interfere with the exercise of
independent judgment of the member in carrying out the responsibilities of a
director of the Corporation; and must not have participated in the preparation of
the financial statements of the Corporation or any current subsidiary at any
time during the past three years.
Each member of the Committee shall
promptly notify the Board of Directors of any circumstance which might
compromise his or her independence. The Board of Directors may, if necessary,
appoint one member to the Committee who does not qualify as an Independent
Director but only if such person (A) meets
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the criteria of Section 10A(m)(3) of the Act, as amended, and the rules
promulgated thereunder and (B) is not an officer or employee of the Corporation
or any family member of such officer or employee. Appointment of a director to
the Committee who is not an Independent Director shall be made only in strict
compliance with the qualification and disclosure rules governing such
appointment.
(d)

3.

Compliance Determinations. Compliance with the qualification requirements of this
Charter shall be affirmatively determined by the Board of Directors of the
Corporation in its sole business judgment and in accordance with applicable
laws, rules and regulations in effect from time to time.

Meetings.
(a)

Frequency. The Committee shall meet in person or telephonically at least four
times during each fiscal year of the Corporation, or as frequently as the
Committee deems appropriate. The Committee shall meet with the independent
auditors, the Director of Internal Assurance (the “DIA”) (or the then-equivalent
leader of the internal assurance group), the Controller, internal and external
legal counsel, the Chief Compliance Officer (the “CCO”) or any other members of
management in separate meetings as often as it deems necessary and
appropriate.

(b)

Agenda and Notice. The Chair of the Committee shall establish the meeting dates
and the meeting agenda and send proper notice of each Committee meeting to
each member prior to each meeting. The Chair or a majority of the members of the
Committee may call a special meeting of the Committee upon 48 hours’ prior
notice.

(c)

Holding and Recording Meetings. Committee meetings may be held in person,
telephonically or by written action in accordance with Minnesota law. Written
minutes shall be prepared by the Committee for all meetings.

(d)

Chair. The Board of Directors shall designate a Chair of the Committee.
The Chair must be an Independent Director. The Committee may delegate any
of its responsibilities to the Chair to the extent permitted by applicable law.

(e)

Quorum. A majority of the members of the Committee shall constitute a
quorum.

C.

RESPONSIBILITIES

1.

Independent Auditors
(a)

Selection and Disengagement of Independent Auditors. The Committee has the
sole authority and direct responsibility for the appointment,
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compensation, retention and oversight of the Corporation’s independent
auditors (including the resolution of disagreements between management and the
independent auditor regarding financial reporting) and the independent auditors
shall report directly to the Committee. If the Committee so determines in its
sole discretion, or if required by the Corporation’s Articles of Incorporation or
Bylaws, the selection of independent auditors shall be submitted for ratification
by the Corporation’s shareholders.
(b)

Performance and Independence of Independent Auditors. The Committee is
expected to evaluate the qualifications and performance and confirm the
independence of the independent auditors on an ongoing basis, but not less
frequently than annually. The Committee shall ascertain that the lead (or
concurring) audit partner from the independent auditor serves in that capacity for
no more than five fiscal years of the Corporation, and also that any partner other
than the lead (or concurring) partner serves no more than seven years at the
partner level on the Corporation’s audit. The Committee shall confirm receipt
from the independent auditors of a formal written statement delineating all
relationships between the Corporation and the independent auditors, consistent
with applicable independence rules adopted by the Public Company Accounting
Oversight Board (the “PCAOB”). The Committee shall actively engage in a
dialogue with the auditors with respect to any disclosed relationships or services
that may impact the objectivity and independence of the auditors and shall take, or
recommend that the full Board of Directors take, appropriate action to oversee
the independence of the auditors.

(c)

Approval of Independent Auditor Services. The Committee must review and, in
its sole discretion, pre-approve the independent auditors’ annual engagement
letter and all audit, audit-related, tax, and other permissible services proposed
to be provided by the independent auditor in accordance with the applicable
Listing Standards and SEC rules, and the fees for such services. Pre-approval of
permissible non-audit services may be pursuant to policies and procedures
established by the Committee for the pre-approval for such services, provided that
any such pre-approved non-audit services are reported to the full Committee at
its next scheduled meeting. Prior to the establishment of such policies and
procedures, approval of all services to be provided by the independent auditor
shall be made by the Committee.

(d)

Review of Independent Auditor Report. The Committee shall review, prior to the
filing of the Corporation’s financial report with the SEC: (i) reports, if any, required
to be prepared or provided by the independent auditors on all critical
accounting policies and practices to be used; (ii) all alternative treatments within
applicable accounting rules for policies and practices related to material items
that have been discussed with management, including the ramifications of such
alternative disclosures and treatments and the treatment preferred by the
independent auditors; and (iii) any other material written communications
between the independent auditors and management, such as any management
letter or schedule of unadjusted audit differences.
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2.

3.

Internal Assurance
(a)

Selection and Disengagement of the Director of Internal Assurance.
The Committee shall review and concur with management in the
appointment, replacement, reassignment, or dismissal of the DIA.

(b)

Performance of Internal Assurance. The Committee shall review with
management and the DIA: (i) significant findings on internal audits during the
year and management’s responses thereto; (ii) any difficulties the internal audit
team encountered in the course of their audits, including any restrictions on the
scope of their work or access to required information; (iii) any changes required
in the scope of their internal audits; (iv) the internal assurance department
budget and staffing; (v) the internal assurance department charter; and (vi) the
internal assurance team’s compliance with the Institute of Internal Auditors
(IIA’s) Standards for the Professional Practice of Internal Auditing.

(c)

Review of Internal Controls. The Committee is expected to consider and
review with management and the DIA the adequacy of the Corporation’s
internal controls, including information systems control and security and
recordkeeping controls. The Committee shall also review in this regard any
findings and recommendations of the independent auditors, including their
management letters.

Financial Reporting Process and Oversight
(a)

Open Communications. The Committee is expected to provide and facilitate an open
avenue of communications between the independent auditors, the Board of
Directors, senior management, and the Corporation’s internal assurance and
finance departments. The Committee shall also provide and facilitate sufficient
opportunity for the independent auditors and the DIA to meet with members of
the Committee without members of management present.

(b)

Review Audit Scope. The Committee is expected to consider and review with
management, the DIA, and the independent auditors the scope of the audit for
the current fiscal year and the plan of the independent auditors in conducting
the audit. The Committee shall address the coordination of efforts among the
independent auditors, internal assurance, and other management to assure the
completeness of coverage, reduction of redundant efforts, and the effective use
of audit resources.

(c)

Annual Audit Review. The Committee is expected to review with management,
the DIA, and the independent auditors the Corporation’s financial statements
(including footnotes) for each fiscal year, together with the independent auditor’s
audit and audit report thereon, prior to their being filed with the SEC. In
performing such review, the Committee shall review: (i) the scope of the audit;
(ii) the audit procedures utilized; (iii) the independent auditors’ judgments about
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the quality, not just the acceptability, of the Corporation’s accounting principles;
(iv) any significant changes required to the independent auditors’ audit plan; (v)
any serious difficulties or disputes with management encountered during the
audit; and (vi) matters required to be discussed pursuant to applicable
communication standards adopted by the PCAOB related to the conduct of the
audit. The Committee is also expected to review and discuss the Corporation’s
disclosures under “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” included in the annual reports filed with the SEC prior to
such filings. In connection with the annual reviews, the Committee shall inquire
about and review with management, the DIA, and the independent auditors any
significant risks or exposures faced by the Corporation and discuss with
management and the DIA the steps taken to minimize such risk or exposure. Such
risks and exposures include, but are not limited to, threatened and pending
litigation, claims against the Corporation, tax matters, regulatory compliance and
correspondence from regulatory authorities, environmental exposure, and rules
and regulations governing internal controls and financial reporting.
(d)

Quarterly Reviews. The Committee is expected to review with management and
the independent auditors the Corporation’s financial statements for each quarter
prior to their filing with the SEC, together with the independent auditors’ review
thereon and any required communications to the Committee pursuant to
professional standards and procedures for conducting such reviews, as
established by generally accepted auditing standards. The Committee is also
expected to review the Corporation’s disclosures under “Management Discussion
and Analysis of Financial Condition and Results of Operations” included in the
quarterly reports filed with the SEC prior to such filings. In connection with the
quarterly reviews, the Committee shall inquire about and review with
management and the independent auditors any significant risks or exposures
faced by the Corporation and discuss with management the steps taken to
minimize such risk or exposure.

(e)

Earnings Announcement Reviews. The Committee is expected to meet with
management and the independent auditors to review the annual and quarterly
financial results of the Corporation prior to the issuance of any related press
releases or other announcements of earnings. The Committee shall inquire of
the CEO and CFO regarding the “quality of earnings” of the Corporation from
a subjective as well as an objective standpoint.

(f)

Oversight Regarding Significant Financial Matters. The Committee shall review,
provide guidance and make recommendations to the Board and to Management
regarding significant financial matters including but not limited to: mergers,
acquisitions, divestitures and joint ventures; capital structure; equity and debt
financing; credit facilities and bank advances; dividends, whether paid in cash or
stock; repurchases of the Company’s public debt (including redemptions) and or
securities; the Company’s credit ratings; the Company’s liquidity and the sources
and uses of its cash flow; and, the use of derivative financial instruments to
manage foreign exchange risk and the ratio of fixed to floating interest expense.
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(g)

4.

5.

6.

Legal Compliance; Investigations. In connection with the annual review, the
Committee is expected to inquire about and review with management any legal,
regulatory, or accounting matters, as well as off-balance-sheet structures that
may have a material impact on the Corporation’s financial statements or
financial reporting.

Disclosures
(a)

Audit Committee Report. The Committee shall prepare an Audit Committee Report
for inclusion in the Corporation’s Proxy Statement for each annual meeting of
shareholders pursuant to the rules governing such Reports.

(b)

Recommendation. The Committee shall recommend to the Board whether the
audited financial statements should be included in the Corporation’s Annual
Report on Form 10-K.

(c)

Audit Committee Disclosures. The Committee shall review all other disclosures
made regarding the Committee or the audit engagement in the Corporation’s
SEC filings.

Conflicts of Interest and Complaints
(a)

Conflicts of Interest.
The Committee shall establish procedures for the
approval of all related-party transactions involving executive officers, directors,
director nominees and such individual’s immediate family members so that all
such transactions are approved by the Committee or another independent body
of the Board.

(b)

Submission of Complaints. The Committee shall establish procedures for (i) the
receipt, retention, and treatment of complaints received by the Corporation
regarding accounting, internal accounting controls, or auditing matters, and (ii)
the confidential, anonymous submission by the Corporation’s employees of
concerns regarding questionable accounting or auditing matters.

Compliance Oversight
The Committee has oversight responsibilities for the Compliance Function and MTS’
Compliance Program, including:
(a)

Selection, Review and Termination of the CCO. The Committee shall review
the qualifications of candidates for the position of the CCO and consent to the
selection of a candidate. The employment of the CCO may not be terminated
without the consent of the Committee.

(b)

Compliance Function Efficacy and Budget. The Committee shall, through the
Corporation’s internal audit function, evaluate the efficacy of the
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Corporation’s Compliance Program and performance of the CCO, and review and
approve the budget allocated to the Corporation’s Compliance Function.
(c)

Quarterly Compliance Reports. The Committee shall receive, at least once every
quarter, written reports prepared by the CCO reporting on the Corporation’s
Compliance Function and MTS’ Compliance Program.

(d)

Quarterly Meetings with the CCO. The Committee shall meet directly with the
CCO, at least once every quarter, to discuss the Quarterly Compliance Report
and such other matters relating to the Corporation’s Compliance Function and
Compliance Program as the Committee deems necessary and appropriate.

7.

Legal Counsel and Other Advisers to the Committee. The Committee may consult with the
Corporation’s legal counsel at such times as the Committee deems appropriate. The
Committee shall have the authority to engage independent counsel and other advisers, as
it determines necessary to carry out its duties.

8.

Funding of the Audit Committee. The Corporation shall provide appropriate funding, as
determined by the Committee, for payment of compensation to the independent
auditor or any other registered public accounting firm engaged for the purpose of
preparing or issuing an audit report or performing other audit, review or attest services
for the Corporation; to any other advisers engaged by the Committee; and of ordinary
administrative expenses of the Committee that are necessary or appropriate in
carrying out its duties.

9.

Other Responsibilities
(a)

Reports to the Board of Directors. The Committee is expected to report
regularly to the Board of Directors of the Corporation regarding the meetings of
the Committee with such recommendations to the Board of Directors as the
Committee deems appropriate.

(b)

Annual Review of the Committee and this Charter. The Committee shall review
and reassess the effectiveness of this Committee and the adequacy of this Charter
annually and recommend any proposed changes to the Board for its approval.

(c)

Review of the Code of Business Conduct. The Committee shall periodically review
the Corporation’s Code of Business Conduct to ensure that it is adequate and upto-date. It shall review with the DIA and the Corporation’s legal counsel the
results of their review of the monitoring and compliance with the Code of
Business Conduct.

(d)

Approval of Swaps, Options, Forward Contracts and other Derivative
Instruments. The Board of Directors has determined that the Committee is an
appropriate committee to review and approve decisions to enter into derivatives
(as defined below) that are subject to the “end-user” exemption and any other
exemptions to legally-mandated clearing and trading facility execution.
Accordingly the Committee is authorized to:
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(i)

Review and approve, on a general or case-by-case basis, the
Corporation’s and any affiliates’ use of derivatives, and to take such
other actions with respect to derivatives on behalf of the Board of
Directors as it may deem appropriate from time to time.

(ii)

Review and approve, on a general or case-by-case basis, any decision of
the Corporation or any affiliates to enter into derivatives that are not
cleared, and are not executed on an organized exchange or other trading
facility designated as a contract market under the Commodity Exchange
Act or on a trading system or platform that is a swap execution facility
under the Commodity Exchange Act (such derivatives, collectively, “over
the counter” or “OTC” derivatives; and such execution, “trading facility
execution”) and are exempt from legally-mandated clearing and trading
facility execution, whether as a result of the “end-user” exemption in
Section 723(a)(3) or 763(a) of the Dodd-Frank Wall Street Reform and
Consumer Protection Act, as a result of any related regulation, or
otherwise.

(iii)

Establish, review and amend policies and procedures with respect to
derivatives, including policies governing the use of swaps subject to the
“end-user” exemption from legally mandated clearing and trading
facility execution, and delegate such authority and matters with respect
to OTC and other derivatives to officers of the Corporation and other
persons as it may deem appropriate from time to time.

As used in this subsection (d), “derivatives” refers to swaps, options, forward
contracts and other derivative instruments and contracts (whether cash or
physically settled or otherwise), including but not limited to foreign exchange
and/or interest rate derivatives and commodity derivatives and related
transactions including margin, security or other credit support arrangements.
(e)

Other Responsibilities. The Committee is expected to perform such other duties
as may be required by law or requested by the Board of Directors or deemed
appropriate by the Committee. Any member of the Committee management of
the Corporation is authorized to certify to the Nasdaq Stock Market the
Corporation’s compliance with rules governing audit committees in such form as
the Nasdaq Stock Market may prescribe. The Committee shall have the authority
to initiate and conduct investigations with respect to matters within the scope of
the Committee’s responsibilities.
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