AUDIT COMMITTEE CHARTER OF
MEDALIST DIVERSIFIED REIT, INC.
This Audit Committee Charter (this “Charter”) was adopted by the Board of Directors (the
“Board”) of Medalist Diversified REIT, Inc. (the “Company”) effective as of September, 2018.
I.

PURPOSE

The purpose of the Audit Committee (the “Committee”) is to assist the Board in fulfilling
its oversight responsibilities under Maryland law. The Committee shall be responsible for
assisting the Board with (i) oversight of (A) the Company’s accounting and financial reporting
processes; (B) the integrity and audits of the Company’s financial statements; (C) the Company’s
compliance with legal and regulatory requirements; (D) the independent auditor’s qualifications
and independence; (E) the performance of the Company’s internal audit function and
independent auditor, (ii) the preparation of the disclosure required by Item 407(d)(3)(i) of
Regulation S-K, and (iii) administration of the Company’s (A) Related Person Transaction
Policy, (B) Code of Business Conduct and Ethics, (C) Code of Ethics for Senior Executives and
Financial Officers and (D) Whistleblower Policy. The Committee shall also prepare a report
which is to be included in the Company’s annual proxy statement filed with the U.S. Securities
and Exchange Commission (the “SEC”) and which complies with the applicable rules and
regulations of the SEC.
In furtherance of this purpose, the Committee shall maintain direct communication with
the Board, the Company’s independent auditor and those responsible for the internal audit
function. 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 and has the authority to retain, at the Company’s expense, outside legal, accounting or
other advisers to advise the Committee and to receive appropriate funding, as determined by the
Committee, from the Company for the payment of the compensation of such legal, accounting or
other advisers. The Committee also has the authority to receive appropriate funding, as
determined by the Committee, for the payment of (a) compensation to any independent auditor
engaged for the purpose of preparing or issuing an audit report or performing other audit, review
or attest services for the Company, and (b) ordinary administrative expenses of the Committee
that are appropriate in carrying out its duties. The independent auditor shall report directly to the
Committee and is ultimately accountable to the Committee and the Board.
The Committee’s job is one of oversight and the Board recognizes that the Company’s
management is responsible for the preparation, presentation and integrity of the Company’s
financial statements as well as the Company’s financial reporting process, accounting policies,
internal audit function, internal accounting controls and disclosure controls and procedures. The
independent auditor is responsible for auditing the Company’s financial statements. Additionally,
the Board recognizes that the Company’s management and the independent auditor have more
time and more detailed information about the Company than do members of the Committee;
consequently, in carrying out its oversight responsibilities, 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 auditor’s work.
II.

MEMBERSHIP

The Committee shall be composed of at least three members (the “Members”), each of
whom shall be independent directors, subject to the succeeding paragraph, under the rules and
regulations promulgated by the SEC, the Nasdaq Capital Market or any other national securities
exchange on which the Company’s securities are listed, as such rules and regulations may be
amended from time to time (the “Exchange Rules”). The Members of the Committee shall be
appointed by the Board and shall serve at the pleasure of the Board. The Board shall have the
power at any time to (A) remove any Member of the Committee, (B) fill any vacancy created by
any such removal or by any resignation of a director serving thereon or (C) designate an alternate
Member to replace any absent or disqualified Member of the Committee. The Committee shall
have a Chairman who is designated by the Board. In the absence of the Chairman, the Members
may designate a chairman by majority vote.
Notwithstanding the independence requirement of the foregoing paragraph, solely during
the twelve months of the Committee’s existence, the Committee, in accordance with the “phasein” rules of the applicable Exchange Rules and SEC Rule 10A-3, one member of the Committee
may be a non-independent director.
All Members of the Committee shall be financially literate or must become financially
literate within a reasonable time period after appointment to the Committee, and at least one
Member shall, in the business judgment of the Board, be an “audit committee financial expert”
(as defined in Item 407(d)(5)(ii) of Regulation S-K). The existence of an audit committee
financial expert, including his or her name and whether or not he or she is independent, shall be
disclosed in periodic filings as required by the SEC or applicable law. Members may enhance
their familiarity with finance and accounting by participating in educational programs conducted
by the Company or an outside consultant at the Company’s expense.
Each prospective Committee Member shall evaluate carefully the existing demands on
his or her time before accepting appointment or reappointment to the Committee. In light of the
extraordinary commitment of time and attention required of Members of the Committee in
fulfilling their responsibilities, no Member shall be a member of the audit committee, or a
committee fulfilling similar functions, of more than two other public companies at the same time
as he or she serves on the Committee, unless the Board specifically determines that it would not
impair the ability of such Member to serve effectively on the Committee. In such case, the
Board’s determination will be disclosed on or through the Company’s website or its annual
proxy statement, or in such other manner as required by the Exchange Rules.
Director’s compensation, as permitted or restricted by the Company’s charter and bylaws,
as amended from time to time, shall be the sole remuneration paid by the Company to all
Members. No Member shall receive fees, paid directly or indirectly, for services as a consultant
or a legal or financial advisor to the Committee.

III.

RESPONSIBILITIES
A.

Annual Review

1. At least annually, the Committee shall review and assess the adequacy of this
Charter and evaluate the performance of the Committee and report the results thereof to the
Board. The Committee shall request that the Company maintain a copy of this Charter on the
Company’s website or file this Charter as an appendix to the Company’s proxy statement at least
once every three years. This Charter may be amended in whole or in part with the approval of a
majority of the Board.
2. At least annually, the Committee shall review the qualifications, independence
and performance of the independent auditor and present its conclusions to the Board in advance
of the annual meeting of stockholders. As part of such annual review, the Committee shall obtain
and review a written report by the independent auditor (the “Auditors’ Statement”):


describing the independent auditor’s internal quality-control procedures;



delineating all relationships between the independent auditor and the Company
consistent with Independence Standard Board Standard No. 1;



describing any material issues raised by the most recent internal quality-control
review, or peer review, of the independent auditor, or by any inquiry or
investigation by governmental or professional authorities, within the preceding
five years, respecting one or more independent audits carried out by the
independent auditor; and



describing any steps taken to deal with any such issues.

3. The Committee shall annually obtain and review a report from the
independent auditor, which shall be delivered prior to, and within 90 days of, the filing of the
audit report with the SEC, which sets forth:


all critical accounting policies and practices used by the Company;



all alternative accounting treatments of financial information within GAAP
related to material items that have been discussed with management, including the
ramifications of the use of such alternative treatments and disclosures and the
treatment preferred by the independent auditor;



other material written communication between the independent auditor and
management; and



any accounting adjustments that were noted or proposed by the independent
auditor but “passed” upon.

The Committee shall also actively engage in a dialogue with the independent auditor with respect
to any disclosed relationships or services that may impact the objectivity and independence of
the independent auditor and take appropriate action to oversee the independence of the
independent auditor.
4. On an annual basis, the Committee shall report to the Board, after the close of
each fiscal year, but prior to the Company’s annual meeting of stockholders, as well as on any
other occasion, any issues that arise with respect to the quality or integrity of the Company’s
publicly reported financial statements, the Company’s compliance with legal or regulatory
requirements, the performance and independence of the independent auditor, the performance of
the internal audit function or whatever it deems appropriate concerning the activities of the
Committee. With respect to any items arising from the Committee’s review of the Auditors’
Statement, the Committee, if it deems appropriate, shall recommend that the Board take
appropriate action to oversee the independence of the independent auditor.
5. On an annual basis, the Committee shall prepare the report required of an
audit committee by the rules of the SEC to be included in the Company’s annual proxy
statement.
6. The Committee shall review annually the Company’s internal audit function
and significant reports with those responsible for the internal audit function and management’s
response and follow-up to those reports.
7. The Committee shall oversee compliance with the Company’s Code of Ethics
for Senior Executive and Financial Officers, as amended from time to time (the “SOX Code”)
and appoint, on an annual basis and for a term of one year, a Compliance Officer who will
administer and monitor, with the help of the Committee, the Company’s compliance with the
SOX Code and with the Company’s Whistleblower Policy, as amended from time to time.
B.

Review of Independent Auditor and Internal Audit Functions

1. The Committee shall review all major accounting policy matters involved in
the preparation of the Company’s interim and annual financial reports with management and any
deviations from prior practice with the independent auditor.
2. In consultation with management, the independent auditor and the internal
auditor, the Committee shall consider the integrity of the Company’s financial reporting
processes and controls. In furtherance of this goal, the Committee shall discuss policies with
respect to risk assessment and risk management, including significant financial risk exposures
and the steps management has taken to monitor, control and report such exposures.
3. The Committee shall directly appoint, retain, compensate, evaluate, oversee
and terminate the Company’s independent auditor. As part of this function, the Committee shall
regularly evaluate the independent auditor’s qualifications, performance and independence,
including a review and evaluation of the lead partner of the independent auditor. As part of its
evaluation, the Committee may take into account the opinions of the Company’s management

and its internal auditors. The Committee shall oversee and confirm the regular rotation of the
lead audit partner of the independent auditor and may further consider whether there should be a
rotation of the independent auditor itself. The Committee shall present its conclusion with
respect to the independent auditor to the full Board. The Committee shall further establish clear
hiring policies for current or former employees of the independent auditor.
4. The Committee shall pre-approve, to the extent required by applicable law, all
audit and non-audit engagements and the related fees and terms with the independent auditor. In
accordance with applicable law, the Committee may delegate this authority to one or more
designated Members of the Committee; provided that any such decision made pursuant to the
foregoing delegation of authority shall be presented to the Committee at its next regularlyscheduled meeting.
5. The Committee shall satisfy itself as to the professional competency of those
responsible for the internal audit function.
6. The Committee shall review with the independent auditor and with those
responsible for the internal audit function, at a time when the annual audit plan is being
developed, the plan’s timing, scope, staffing, locations, foreseeable issues, priorities and
procedures, the engagement team and the coordination between the independent auditor and
those responsible for the internal audit function in executing the plan.
7. The Committee shall meet separately, periodically with management, those
responsible for the internal audit function and the independent auditor. The Committee shall
meet quarterly with management and with the independent auditor to discuss the annual audited
financial statements, including footnotes, the unaudited quarterly financial results prior to any
early release of earnings and the quarterly financial statements prior to filing or distribution,
including, in each case, a review of the Company’s disclosures under “Management’s Discussion
and Analysis of Financial Condition and Results of Operations.” In discharging this obligation,
the Committee shall receive and review, if necessary, a report from the controller or equivalent
officer as to any unusual deviations from prior practice that were included in the preparation of
the annual or quarterly financial results. The Committee shall review and discuss: (i) major
issues regarding accounting principles and financial statement presentations, including any
significant changes in the Company’s selection or application of accounting principles, and
major issues as to the adequacy of the Company’s internal controls and any special audit steps
adopted in light of material control deficiencies, (ii) analyses prepared by management and/or the
independent auditor setting forth significant financial reporting issues and judgments made in
connection with the preparation of the financial statements, including analyses of the effects of
alternative GAAP methods on the financial statements of the Company, (iii) the effect of
regulatory and accounting initiatives, as well as off-balance sheet structures, on the financial
statements of the Company, and (iv) the type and presentation of information to be included in
earnings press releases, as well as review any financial information and earnings guidance
provided to analysts and rating agencies..
8. The Committee shall review with the independent auditor, upon completion of
the annual audit, the independent auditor’s experience, any difficulties encountered, any

restrictions on the scope of its work or on access to requested information, cooperation received,
significant disagreements with management, its findings and its recommendations. As part of this
review, the Committee shall (i) discuss the responsibilities, budget and staffing of the
Company’s internal audit function, (ii) obtain assurance from the independent auditor that
Section 10A(b) of the Securities Exchange Act of 1934, as amended, relating to illegal acts that
have come to the attention of the independent auditor during the course of the audit, has not been
implicated, and (iii) review with the independent auditor (A) any accounting adjustments that
were noted or proposed by the independent auditor but were “passed” as immaterial or
otherwise, (B) any communications between the independent auditor team and the independent
auditor’s national office respecting auditing or accounting issues presented by the engagement,
and (C) any “management” or “internal control” letter issued, or proposed to be issued, by the
independent auditor to the Company.
9. After receipt by the Committee of the written disclosures and the letter from the
independent auditor required by the applicable requirements of the Public Company Accounting
Oversight Board Standards, the Committee shall review and discuss the independent auditor’s
independence with the independent auditor.
10. Based on the Committee’s review and discussions of the audited financial
statements with management and its discussion with the independent auditor of (i) the matters
required to be discussed by the American Institute of Certified Public Accountants Statement on
Auditing Standards No. 114, as amended, and (ii) the auditor’s independence, the Committee
shall decide whether to recommend to the Board that the audited financial statements be included
in the Company’s annual report for the last fiscal year to be filed with the SEC.
11. The Committee shall review and assess the adequacy of internal accounting
procedures and controls, and any programs that the Company has instituted to correct any control
deficiencies noted by the independent auditor or those responsible for the internal audit function.
In furtherance of this assessment, the Committee shall discuss with management the results of
the foregoing reviews, including significant items and potential ways to improve the accounting
procedures and controls.
12. The Committee shall establish, implement and periodically review procedures
for (i) the receipt, retention and treatment of complaints received by the Company regarding
accounting, internal accounting controls or auditing matters and (ii) the confidential, anonymous
submission by employees of the Company of concerns regarding questionable accounting or
auditing matters.
C.

Other Activities

The Committee shall administer the Related Person Transaction Policy, the Code of
Business Conduct and Ethics, the Code of Ethics for Senior Executives and Financial Officers
and the Whistleblower Policy of the Company, as amended from time to time, and perform any
other activities as the Committee or the Board deems necessary or appropriate, provided that
such activities shall be consistent with this Charter, the Company’s charter and bylaws, and
governing laws and regulations applicable to the Company. Notwithstanding the foregoing or

any other provision contained in this Charter or the bylaws or the charter of the Company, the
responsibilities, duties and functions of the Committee set forth in this Charter are solely the
responsibilities, duties and functions of the Committee and may not be delegated to any other
committee of the Board.
IV.

MEETINGS

The Committee shall meet (i) at least once during each fiscal quarter with management
and the independent auditor, (ii) periodically with management, the Company’s independent
auditors and/or the persons responsible for the Company’s internal audit function, (iii) in
executive session as often as the Committee deems reasonable or necessary, and (iv) as
otherwise determined by the Chairman of the Committee in his or her sole discretion. Minutes of
each of these meetings shall be kept and the Chief Financial Officer, or similar officer, will
function as the management liaison officer to the Committee.
A majority of the Committee Members shall constitute a quorum. Each Committee
Member shall have one vote and actions at meetings may be approved by a majority of the
Members present.

