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Introduction to
audit committees

»

1.1 Historical background of the companies they invested in, they were also
geographically more distant. Financial accountability

The concept of audit dates back to ancient times. and control were therefore vital to protecting

In ancient Egypt and Rome, it was common for their investment.

g~rO[aYd Ym\algjk Ilg k[jmlafar] hmzda[ kh]f\af_ . . .
across provinces. The 1844 Joint Stock Companies Act in the UK

made it mandatory for companies within scope to

Over time, audit also began to be applied to the Yhhgafl Ym\algjk Ig hjlhYj] Y jlhgjl gf I']aj
activities of certain private businesses, including those statements for the annual general meeting of
engaged in long-distance international trading on a shareholders. As some board members became more
large scale. Businesses needed the ability to measure interested and involved in the work of those auditors,
their performance and demonstrate value creation in they formed what could be considered rudimentary
order to take informed decisions and secure funds. To audit committees that focused on the accuracy of the
secure funds, their measures of performance had to company’s bookkeeping.
be reliable. . . .

This approach became more formalized in Italy, as
The accounts of many large companies were therefore early as 1882, with the establishment of an internal
k[jmlafar]\$ Ojkl Zq Y _jgmh g” \aj][lg]kb@drd%fstat@ry auditors (named collegio sindacale).
providing the funding. Later this practice evolved The commercial code of the day required that either
toward employing auditors that were unconnected 1j11 gj On] klYImlgjg Ym\algjk$ Y[laf_ Yk k
with the business. A good example was the agents, be appointed at the shareholders’ meeting. The
Massachusetts Bay Company, a venture formed to klYImigjg Ym\algjk [gmd\ fgl “Yn] Yfq ~Yeat
trade in New England that was granted a royal charter to company directors. The main functions of the board of
by King Charles | of England in 1629. The company klYImigjqg Ym\algjk o]j] g Ym\al |'] [gehYfq
voluntarily employed eight auditors to give its London- statements and to oversee the company’s operations.
ZYk]\ OfYf[a]ljk [gfO\]f[] af I']aj afn]kle]fl af 1°] , ) ,
New World. The modern concept of audit commlttee§, appointed

YK'Y ZgYj\ kmZ[geeall]]$ Ojkl Yhh]Yj]\ af I’
By the 19th century, companies were increasingly '] Ojkl “Yd~ g~ 1°] *(1° [1flmjg& >gddgoaf_ |
becoming larger, with more complex operations. market crash of 1929, the US government passed the
Meanwhile, funding providers were not only Kl[mjalalk 9[lI g~ )Y1++$ '] Ojkl ~]\]jYd dYo
less involved in the operational management the securities industry. The Act aimed to bring more
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ljYfkhYjlf[q Ig OfYflaYd klYIl]e]flk$ YddgoaD_&afn:]hlg;d(m lagf g” jleal In response, the Sustainability Accounting Standards
to make better informed decisions. All companies newly Board was founded in 2011. Then, in 2013, the
listing on the New York Stock Exchange (NYSE) were By then, traction was starting to build behind the International Integrated Reporting Council published its
required to have independent audits, with the auditors Yi_me]fl I"YI Y kgd] *g[mk gf OfYf[aYd h]jAereadohkl framework for presenting information on
typically appointed by the executive directors. and reporting does not allow for decision-making that the creation, preservation or erosion of value over time.
) . considers the social and environmental consequences af *().$ 1°']1 2JA hmzdak']\ alk ®jkl k]l g kmk
The McKesson & Robbins accounting scandal of the late of a company’s activities. In 1987, the World reporti(n)g:] standllrds. Another major m]ilestone wajs e
1.9303, which involved a majpr fraud, hlghllghted the Commission on Environment and Development, a YD\ af *()0 o'1f I'] F gf@fo[aY d Jlhgjlaf
risks of management arranging the audit instead of the suborganization of the United Nations, had published Directive (NFRD) came into effect in all EU member B

board. The Securities and Exchange Commission (SEC)
subsequently endorsed the concept of establishing an
audit committee made up of nonexecutive directors,
whose role would be to nominate the auditor and agree

Y hYh]j I'YI [Ye] Ig Z] cfgof Yk I'] E:jmf\Idités. The NFRD introduced mandatory reporting for

JIhgjl&E L ak jlhgjl \]n]dgh]\ I'] _ma\af_ hjaf{cmpdkies on environmental matters, social and

for sustainable development as it is generally employee topics, and anti-bribery and anti-corruption
understood today. i issi

the scope of its engagement. This became an NYSE listing y issues. In 2021, the European Commission launched

requirement in 1977, by which point the establishment In 1994, John Elkington coined the concept of the its proposal for a Corporate Sustainability Reporting
of audit committees in large US public companies had ELjahd] :gllge Daf]$E Y ~jYel]ogjc I'YI e] YIRIH???Y(G' which would exponentially expand the

started to proliferate. Ten years later, the National Zmkaflkk hlj~gjeYf[] Y[[gj\af_Ig I"] EL j]] "gpRIting requirements of the NFRD.
Commission on Fraudulent Financial Reporting (the hlghd]$ hdYf]l Yf\ hjgOI!'& L] *jYelogjc ]adiNe sdhcept of value expanded — and performance
Treadway Commission) issued a report recommending traditional performance metrics by encouraging measurement moved away from a pure focus on
that all public companies establish audit committees businesses to track and manage the economic (not just OfYflaYdk E [gjhgjYI] jlhgjlaf_ Ydkg JphYf\]\
composed solely of outside directors. OfyflaYd!$ kg[aYd Yf\ Jfnajgfe]flYd nYdmgaméanldltMéd was an increase in expectations of
This corporate governance mechanism gained — or destroy. Three years later, the Global Reporting what audit committees needed to oversee. In some
international popularity and became adopted as good In|t|at|ye (GRI) was founded to provide a gom_mon F:ountnes, new requwemgnt_s became enshrined
practice in Europe. In the UK, the 1992 Cadbury Code reporting language that would help organizations to in governance codes or listing rules. In others, the
) ' communicate their impacts. In 1998, the launch of the responsibilities were taken on voluntarily.

recommended that the board should establish an audit

. - : 3 Greenhouse Gas Protocol would provide standardized
committee of at least three nonexecutive directors with

frameworks for measuring greenhouse gas emissions. L ak 1jIT\$ gnIIf jI71jjI\ 1g Yk Ek[gh] [j]Th$E

written terms of reference that deal clearly with its . been a feature of audit committee remits over time.
authority and duties. In its Resolution of 21 April 2004, EYfq [gee]flYIgjk k]] I'] _dgzYd OfYf[aYd A4 dlsiiessss became more complex, and bookkeeping
the European Parliament called on the Commission of 2007-2008 as a pivotal moment in terms of bringing became more reliant on technology, it was no longer

the European Communities to propose rules to eliminate oa\lkhj]Y\ jl[g_falagf I"YI hjgOlYZadalq o¥koughddr_audit committees to look at the numbers

Y\ hjln]fl [gfOa[lk g~ afl]jlkl& Af hYjla[m daciseven &titheexpense of future generations. This alone. It became necessary for them to understand

the need for listed companies to have an audit committee recognition highlighted the need for a reporting the processes that led to their recording, and the risks
whose functions should include overseeing the external e]l"g\gdg_q 'Yl [geZaf]\ OfYf[aYd \YIY oaHatcould have a negative impact on those numbers.
auditor’s independence, objectivity and effectiveness. sustainability-related information. Similarly, large-scale IT implementation projects and
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the far-reaching consequences of cyber incidents are now ) &+ J ] k h g fkaZadal a] k will vary by jurisdiction. European Union (EU) member
common topics for audit committee deliberations. Many states have implemented local laws based on the 2014
new and emerging matters (including, most recently, Today, it is the norm for listed businesses globally to Audit Regulation and related Audit Directive, collectively
YjlaO[aYd aflldda_]f[]! I"YI \a\ fgl fYImjY d &eavekanlagdit copmmittee and they are not an uncommon known as the ARD. The ARD expanded the role and
agendas of other committees have been allocated to the feature in large, private companies. Historically, mandatory responsibilities of audit committees and
audit committee. the driver for public companies to establish audit introduced stricter requirements on the statutory audits
Scope creep is hardly surprising since most risks commitiees has been to protect investors by providing of public interest entities, such as listed companies, credit
opportunities, advances and incidents will end up’ I"]e oal” Y[[mjYI] OfYf[aYd jlhgjlaf_& F]n ir]sitlt_bﬂdrks!(&d insurance undertakings. Additional
aehy[l af, Y [gehYfqik h]jrgjeYf[] YA\ Z] ] Ozfﬁ_etg ggbecomlng more aware of the impacts that Qetal_l is often provided in national governance codes that_
its corporate r_eporting. It does, however, impact on audit SINESSES have on their broader stak_eholder base._ S0, J1hjIk]Tl _Y kg%[Ydd ].\ Ekg"l dYoE v h,h igY[ & C
committees' ability to perform iheir ol (’eﬁectively this has created a_stronger case for private companies — [g\]k$ hjgnakagfk Yj] Yhhda]\ gf Y E[gehdq g
' those that are family-owned, founder-managed, backed basis, meaning that where a company deviates from a
by private equity or simply not listed — to also consider provision, it needs to explain why it has done so.
establishing an audit committee. . . ) )
Audit committees will also respond to the evolving

As private companies create boards to help them set expectations of the role of a public company director

strategy and manage complexity and risk, the audit in their country of listing. As greater input is sought

[geeall]] ak Igha[Yddqg I'] Ojkl kmZ[geealkidml!Gorkecutives on an increasing number of areas,

formed. Some jurisdictions require audit committees audit committees are likely to expand their remit of their

for private companies that meet certain criteria. own accord.

Interestingly, a 2022 change to company law in Saudi
Arabia removed the mandatory requirement that had
previously been in place for joint stock companies to
have an audit committee, making this optional instead.
Yet the majority of large joint stock companies in Saudi
Arabia have not dissolved their audit committees.

Private companies that choose to voluntarily set up an
audit committee will decide for themselves the priority
areas they want to cover, and the listed company practices
they wish to adopt, based on what is most appropriate in
their context.

Regardless of whether a company is public or private,
being an audit committee member will often feel like a
part-time job that is a full-time commitment.

For listed companies, the requirements and limitations
relating to the roles of audit committees are set by
national laws and stock exchange requirements. These
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)&, Gn]jka_"I control structures and risk management. In a unitary
~ board system, executive and nonexecutive directors

<a"Mjaf_ fylagfyd ZgYj\ kljm[Imj]k afO m }fddk ag parYdnde board and therefore see their role as
committees operate and the breadth of role they take being more collaborative, providing strategic input to the
gf& L ]j] Yj] log eYaf Igh]k g” ZgYj\ kljm [éretlivel and setting risk appetite and objectives around
unitary board comprised of executive and nonexecutive risk management and internal control frameworks. They
directors; and a two-tier board that distinguishes _ also oversee the delivery of the resulting plans.

: Z110]1f I'] 1pl[mlan] EeYfY_Jelfl ZgYj\E Y\ I'] , , U
) ' | fgflp][mlan] Ekmh]jnakgjq ZgYj\&E L'] YmT\hglb;fﬂﬂseoéPﬁ“jateCompa”'esca“d'ﬁerq”'te

is a subcommittee of the board or supervisory board. K aO[_Yfqu af f\_(lmj] "jge I'gk] g* hmZda[ [g¢
Often, they include the business owners, who have access

LTI - U In Italy, the vast majority of listed companies adopt to considerable information due to their close engagement
I'] kg% [Ydd]\ EljY\alagfYdE [gjhgjYI] _gndjthidbagement. As a result, the directors of private
et ' system, whereby the shareholders appoint the companies might probe management to a level of detail
- K | . board of directors and the collegio sindacale. that public-company directors could see as stepping into

: The collegio sindacale discharges a similar role to that the realm of the executive. Private-company boards can

of an audit committee, but is situated outside the board also act more quickly, because of the control they exercise.
of directors. Additionally, there is a board committee

on risk and internal control that interacts with the
collegio sindacale 1g *md®d alk \mlalk&

Regardless of how a company’s board is structured,
the role of senior management relates predominantly
to the everyday operational execution needed to run

a business. On the other hand, nonexecutive directors
are tasked with providing oversight and monitoring
management’s activities, bringing constructive
challenge as the need arises.

This division is starker for two-tier boards. The
supervisory board is more focused on supervision and
ensuring proper compliance, governance, internal

Due to their ever-growing remit and the complexity of the
issues they face, it can be tempting for audit committees
to become operationally involved. Yet the oversight role
of the audit committee is critical to safeguard the veracity
of information used by stakeholders, both external and
internal, in their decision-making.

So, audit committees — even those of private companies —

must resist the urge to roll up their sleeves and step into
the shoes of management since this can lead to a loss
of objectivity. Objectivity is essential for dealing with
disagreements between management and the auditor on
matters of judgment relating to corporate reporting and

for acting as an effective sounding board for the CFO.

Audit Committee Guide



About
this guide

»

Requirements and obligations
for audit committees vary

not only by sector and type

of organization, but also

by country. The ambition

for this guide is to address
common expectations for
audit committees of public
businesses in a manner that is
jurisdiction-agnostic.

*&) Bmjak\la[lagf%yY fgkla]

This guide is structured around the
governance framework developed by
the Embankment Project for Inclusive
Capitalism.* The framework groups
corporate governance mechanisms into
categories, each of which is attributed to
gf] g” “gmj \ae]fkagfk2 o0°g$ "go$
and constraints. While this framework
was designed to address board-level
considerations, it is equally as relevant
for audit committees.

L] =eZYfce]lfl Hjgb][l ~gj Af[dmkan] ;YhalYd
The Coalition for Inclusive Capitalism, 2018.
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?gn]jfYf[] “jYe]ogjc \]n]Jdgh]\ Zq |]

Constraints
Operating Who?
environment

Existing ownership
structures of

the company

and the laws

and regulations

of a particular
jurisdiction

Right individuals on the board at the
right time

People with the right skills, experience,
knowledge, and time or capacity to
effectively discharge their obligations.

JY1]_gjalk

v Board composition

O " g 2 relates to having the right individuals on the

audit committee, at the right time. An effective audit
committee needs members with the right skills,

experience, knowledge and time or capacity to effectively
discharge their obligations. This is discussed in ["Y hl]] +.

7

=eZYfce]fl Hjgb][l *g] Af[dmkan] ;YhalYdake

How?

Working together effectively as a
highly performing leadership team

An effective team, using the right
information, which is cognitively

diverse and supportive of the sharing of
dissenting or challenging views to avoid
the risk of group think.

Y1l _gjalk

v Board dynamics
v Board diversity
v Board structures

v Provision of information to the board

think. This is discussed in [ Y hl]j ,.

What?

Focusing on activities that will positively impact
long-term value creation

Set the tone at the top and provide the right balance
between effective oversight over culture, strategy
and risk and monitoring activities.

;Y1 _gjalk

v Tone at the top or leading by example
v Stakeholder engagement

v Strategy oversight

v Risk oversight

v Monitoring

v Remuneration or compensation

v External audit and audit committee oversight

@go2 j]O][Ik 1"1k] aflana\mYdk ogjcaf_ Ig_QIY]j2 considers activities that will positively impact
effectively as a highly performing team. To be effective,
audit committees require the right information, cognitive
diversity and a culture that is supportive of the sharing of
dissenting or challenging views to avoid the risk of group

long-term value creation. The audit committee needs
to contribute to setting the tone at the top, stakeholder

engagement and strategic thinking. At the same time, it
should provide effective oversight in its core focus areas

of corporate reporting, risk management and internal
controls. Thisis discussedin [ " Yhl]jk - Ig 1.

Audit Committee Guide
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For each of these dimensions, the guide includes The guide includes examples of practices that are less Zmkaflkk]k [Yf Z] ka_faO[Yfldg \a”"]j]fl *jg
questions that the audit committee may want to consider common or not relevant to all jurisdictions, but which could of listed businesses. Private equity-backed businesses
in evaluating its own performance, presented in the Z] afl]jlklaf_ ~gj Ym\al [geeall]lk Ig [gfka\]j®ill often have audit committees made up of investor

r"gddgoaf_ eYff]j2

. . . . Discussion points and interesting observations
? Audit committee self-evaluation questions
[

Being an audit committee member is not the same
as being a chair. Audit committee chairs shoulder
more responsibilities and undertake multiple activities
between formal meetings. For this reason, the guide

brings out additional considerations relevant to audit o g k
[geeall]] ['Yajk2 insightful, they should not necessarily aim for listed

This guide has been written with public companies
in mind, although many of the expectations are also
relevant to other public interest entities. While other

listed companies.

L] ja_"l dln]d g” _gn]jfYf[] [Yf Zjaf_
and risk focus to organizations by bringing more outside-

Audit committee chair considerations

operates and include existing ownership structures of the certam listed requirements may have a counterproductive

company, as well as the laws and regulations of a particular effect. At worst, it could introduce burdensome
jurisdiction. Often, constraints do not fall within in the bureaucracy, slow down growth and needlessly
\aj][l [gfljgd g~ Y [gehYfq& Lg Z] ]1~*][lan]$ NC[eRss GHE

E'goE Yf\ Eo"YIE e][ Yfakek emkl Z] jlkhgfkaalid!@sb rbsult in a private business setting up an
E[gfkljyaflkgE jld]nYfl Ig Y [gehYfq$ Zml Y dlkgqiessited that does not address the true needs
response to change. of the organization. The set-up and needs of private

representatives while a founder-managed business will

7

have a different perspective again. Private businesses

will often look to the audit committee to provide a more
advisory role and share experiences gained from across

other businesses that the committee members are

*&* HmzZda[ n]ljkmk hjanYlIl] [gehY fad¥din

The audit committee can play a crucial and value-
enhancing role in helping future-proof the business,
especially by elevating the quality of risk discussions.

hjanYl] Zmkaf]lkk]k eYq Of\ []jlYaf Ykh][lk Autlitlcehmitteraidmbers can also provide

management with access to their networks and
KIYf\Yj\k g~ _gn]jfYf[] gj mk] \]Ofalagfk Y hécdmmédddigors or even candidates to hire.

In due course, as the business continues to grow,

ka_ fal@ pydit coimdittep can support the gradual

implementation of controls, the introduction of a more

Constraints2 j]~]j Ig I'] ]fnajgfelfl af o a[" Y [g %hppdok$ Zml al ak fgl Y Egf]%kar]%Olk% Ydi&¥dajdaijaklg 16Toikls Yf\ 1] eYImjYlagf g~
team. In some cases, it can also support the journey

toward listing.

Audit committees of private businesses may wish
to consider the self-evaluation questions included
throughout this guide. Many of these questions will
apply to them, even if the response is different from

that of a listed company.

Audit Committee Guide
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O g2 ja_ | af\ana\mYdk
on the audit committee
at the right time

B
' ' 3 In April 2000, academics working on +&) <] "Y[lg af\]h]f\]f
| R p g e
Ly l a_ JIKIYJ[ hY .h 1] SenF questionnaires Audit committee member independence is the key
i} \ directly to the audit committee safeguard for stakeholders when there is information
[ I | chairs of all UK Financial Times asymmetry between stakeholders and management. It

could be said that the audit committee underwrites the
\ ] . reliability of the information contained in the annual
\JegfkIjYIJ\ 17YI12 report, as well as other corporate information that is used
o by stakeholders for decision-making. Audit committee
N ) VAf\Th]f\]f[] oYk gn]jo ldeaf_d%embersmustthereforebeinapositiontoreportany
] k]1f Yk 1'] egkl ka_faO[Yfl YIIpagZaEk I']1q Of~\$ oal'gml zZ]af_ mfimdq afO|
of an audit committee member. hgllflavyddg \a”O[mdl [gfk]im]f[]k ~gj I"] [geh
executives. Being part of the executive would result in the
vDY[c g™ lae] oYk h]j[lan]\ Ig audit committee marking its own homework.

' 500 companies. 2 The responses

——

be the greatest impediment to So, it is no wonder that independence ranks very high in
: | effectiveness. the expectations of audit committee members, and is a
{ ] B common requirement. In fact, in the US, independence
Over two decades later, these requirements for audit committee members are higher than

. . . for other board members.
attributes continue to ring true across

all jurisdictions. Independence, most broadly, is considered in the context of

| material relationships with the company. Some jurisdictions
. impose bright-line criteria. Others treat these criteria

I more as factors to be considered and assessed. Common

|l [jalljaY af[dm\]2

il il v 9fq ~gje g~ ]pl[mlan] afngdn]elfl gj Jehdgq
company or businesses linked to it.

v Ka_faO[Yfl Zmkaf]lkk jldYlagfk ah oal® I'] |
associated company.

2: Oaf\jye B Kgf_$ EFgf%=p][mlan] <aj][lgjk Yf\ I'] ;°Yf_af_ FYImj] g~ 9m\al ;geeall]lk2 =na\]f[] “jge MC 9m\al
] ;gjhgjYl] Gofljk'ah ;gfljgd Ngd ) +!$ *((,&

| Audit Committee Guide | 11
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. Audit committee self-evaluation questions Audit committee chair considerations D Discussion points and interesting observations

v >Yeadq eleZ]jk o g eYq Z] kaeadYjdq Y KRePparsepion,ohindependence is also essential. Deep
the company. social relationships between supposedly independent

. ) ) A directors and management can be seen as compromising

vV @Y n.af_ il[1fldg z ] 1f Y hYjlIf]lj YI I'] Oje 'inﬁép&'ﬂence, as can deep social relationships within the
conducting the external audit. committee. Tenure on the committee, or more broadly

The cooling-off period (the duration of time that needs on the board, may therefore factor into independence

to pass after any of the above relationships has been considerations. Cross-directorships (when two or more

IJjeafYI]\! [Yf Z] Yk dgf_ Yk On] q]Yjk af kg®@ieqterg pit @ the board of another company) may also

) ) ) o have independence implications if they lead to greater
Independence considerations also result in restrictions

related to remuneration other than receiving a director’'s

Y~rOfalg Z]lo]]f kge] g~ I'] Ym\al [geeall]] ebeZ

fee. These can include participation in share-based
payments, performance-related measures (although some

jurisdictions allow a small proportion of variable pay), or
even being a member of the company’s pension scheme.

Na]Jok \a””]j gf I'] kmZb][l g gofaf_ Y ka_|

of shares. Generally, this is considered to be a material
relationship. The prescribed threshold for a holding to be

[gfka\]j]\ ka_faO[Yfl nYjalk _jlYldq gj ak d
g" bm\_e]fl& KaeadYjdq$ Y~OdaYlagf oal’

may render a director non-independent in some countries.
In others, not having a link to a major shareholder is seen
as an additional level of independence. This distinction

is especially relevant in the context of the requirement

in some jurisdictions for independent members of the
audit committee to scrutinize related party transactions
(see section 9.2).

The Finnish Corporate Governance Code explicitly
requires that at least one audit committee member

According to the UK Corporate Governance Code,
serving on the board for more than nine years is likely
f %odTQaf"i’ " ([ﬁoeu appear to impair, a nonexecutive
Irector’s indepentence.

“"TYK'Y eYll

How has the audit committee assessed whether
? each member designated as independent, is
independent — both in form and appearance?

k>gmd\ z] af\]h]f\]fl g~ I'] ka_faO[Yfl kK Yj] gd\]jk&
9 ka_faO®[Yfl k'Yj] gd\]j ak Y k' Y] gd\]j o°g “gd\k YI

least 10% of all company shares.

7

+&* Ydd]f_af_ Yf\ kc]hla[Yd eaf\k]l
af\lh]f\Jf[] g~ eaf\

Independence is seen as the prerequisite for
demonstrating a skeptical mindset. De facto
independence does not amount to much if a director is
unwilling to challenge management. Audit committee
members need to have a predisposition for asking probing
questions and testing unsubstantiated statements.

weétblés&also need to recognize their own biases,

however. Audit committee members are often

distinguished individuals who have spent years building

I"laj jlhmliYlagf& Oal’ nljg dalld]$ a” Yfq$ Of
linked to the company outperforming, they may be overly
afOm]f[]\ Zqg I']aj gof dln]dk g~ jakc Yn]jkagf
personal approach to risk-taking being misaligned with

the risk appetite set by the board (as discussed further in

[TYhI]j .)can be seen as an impairment to objectivity

and therefore independence.

Audit Committee Guide | 12



. Audit committee self-evaluation questions Audit committee chair considerations D Discussion points and interesting observations /h\

3.3 Time commitment 3.4 Financial skills, knowledge,

L ] grO[aYd jleal g~ I'] Ym\al [geeall]] ak ]n]j%alfrf}]x(ga%9$[Ylagf 9] [geh]l]f[]
j1O1[laf_ 1] IphYfkagf g~ [g]] jlkhgfkaZadalaFHnahéal expertise and skills are the most common

numerous ad hoc issues that it is expected to handle. prerequisite for audit committee members, with : é
As a result, the committee’s capacity to discharge its role many jurisdictions expecting that at least one of the |
adequately can become an issue. [geeall]] elez]jk oadd Z] OfYflaYddq kYn | il

af\]h]f\]f[] ak fgl jlimaj]\ g Ydd e]eZ]jk$
expertise can often be required of the member who is
The New York Stock Exchange requires the board to deemed independent.
determine whether serving simultaneously on the
audit committees of more than three public companies
does not impair the ability of the audit committee According to Canada’s National Instrument
member to effectively discharge their duties. 52-))( E 9m\al ;geeall]]k every audit
[geeall]] e]lez]j emkl Z] OfYflaYddqg dal]
able to read and understand a set of comparably

[gehd]p OfYflaYd klYI]e]flk& 9f Ym\al [
In India, a director cannot be a member of more than elez]j o' g ak fgl OfYflaYddqg dal]jYIl] eY

10 audit or stakeholder’s relationship committees, or Yhhgafl]\ hjgna\]\ I']qg Z][ge] OfYf[aYdd
["Yaj egj] I'Yf On] Ym\al gj klYyc] gd\]jik jld Ybagbhkpi Buickly.
committees of public limited companies, whether those

companies are listed or not.

P
———

IHHHHHHHHHHHH

O Yl OfYflaYd ]ph]jlak] e]Yfk ak fgl YdoYq

al ZjgY\dq Jflyadk Jph]ljalf[] g” Y[[gmf

N N
L*] fII\ ~gj ogjc Ig 2] [gfim[I]\ Z]lo]]f g~O[4 @émmgjq ym\al Yf\ Yf mf\JjkiYflaf_ g~
meetings is growing, especially for the audit

committee chair.

statements and related internal controls. Competence
[Yf Z] gzZlYaf]\ I'jgm_" ka_faO[Yfl hjg~]lkka
experience, studies or research. Some countries have

khl[aO[ imYdaO[Ylagf [jal]jaY$ km[  Yk2

q q 9 mfan]jkalg \]_j]] af ]J[gfgea[k gj OfYf[
How has the audit committee assessed v ~ . .
that each member has been able to ka_faO[Yfl hjgtlkkagfyd Jphlja]f(]

dedicate adequate time to discharging their v 9 hjgrlkkagfYd imYdaO[Ylagf *jge Y hijg
responsibilities? How has the audit committee accountancy body or other relevant

jlYkgfYZdqg kYlakO]\ alk]d® 1Yl ] professional organization

continues to have the capacity to do so
going forward?

—

Given the pace of change impacting accounting standards
and audit techniques, the importance of experience being
recent and relevant cannot be overstated.

I Ill!
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In its rules implementing section 407 of the Sarbanes- committee functions.

Oxley Act, the US Securities and Exchange Commission persgn must have acquired such attributes through The German Stock Corporation Act (‘Aktiengesetz’)

\[[a\]\ g mk] I"] ITje EYm\al [geeall]] OfYL[a P] ; 1 oqn (01 A and the German Corporate Governance Code require
R ATs L e Yfo~-0T] gj egj] g~ |I'] ~gddgoaf_2

Iph]jlE afkl]Y\ g” 1] I]je EOfYf[aYd Jph]jl& that at least one member of the audit committee

This term suggests more pointedly that the designated \ :\Nm[YIagf Yf\ ]Jphljalf[] Yk Y hjgf[ahYd (")fglf,{mYdYn] Jphljlak] af 1°] ©]d\ g~ Y[[gmflaf

person has characteristics that are particularly relevant g”O[1j$ hjaf[ahYd Y[[gmflaf_ g"O[]j$ [9fl]ggqdd$ one other member of the audit committee -
to the functions of the audit committee. public accountant or auditor, or experience in one emkl “Yn] ]phljlak] af 1'] &]d\ g~ Ym\alaf_&
9f Ym\al [geeall]] OfYf[laYd Jph]jl ak Y h]ii{(m?reposnmnsthatmvolvetheperformanceof Jphljlak] af 1'] ©]d\ g~ Y[[gmflaf_ k' Ydd [gfl

ar fundions. special knowledge and experience in the application

= jalf[] Y[lan]dg kmh]jnakaf_ Y hjaf[ah9f@céentingpyieciples and internal control and risk .

é”%rt% ~hjaflahYd Y[[gmflaf_g~O[]j$ [gfl|g@di¥_lelfl kaklileks Y\ 1] Jph]jlak] af '] O]
of auditing shall consist of special knowledge and

lphljalf[] af I'] Ym\alaf_ g~ OfYflaYd kIYl]e
Accounting and auditing also include sustainability

Yk I'] ~rgddgoaf_ YlljazmlI]k2
v 9f mf\]jklYflaf_ g~ _]f]ljyddq Y[[]hI]\ YY[

hjaf[ahd]k Yf\ OfYflaYd klYI]e]flk& . . .
public accountant, auditor or person performing
v =ph]jalf[] Yhhdgaf_ km[> _1f]ljyddqg Y [[]&ihilar functions.

accounting principles in connection with the _ : . : . AL .
accounting for estimates, accruals, and reserves v =phl] a']f[] N n]'jk]]af_ 9 Ykk] kkaf_17] h]] gﬂe%grfl% and assurance.
that ar nerall mparable with th timat of companies or public accountants with respect to

atare generally comparable € estimales, I'] hjlhYjYlagf$ Ym\alaf_ gj JnYdmYlagf g~ Ofyf[aYd

accruals and reserves, if any, used in the registrant’s

8fyflaYd klYI]e]flk statements; or

v =phljalfl] hilhvjaf_ gj Ymialat_ Gtyridy & kly /KT Iphlialfil& ] s e s, s i &
that present accounting issues that are generally 9 I'gjgm_" YfYydgkak g” "go I"'] \]Ofalagi o requirement for the audit committee chair to be the
c9mparablewith those raised by the registrant’s can be found in the text of the OfYd jrAd]& elez]j oal> OfYf[aYd ]Jph]jlak]&
Ofyf[laYd klYI]e]flk
VA‘g?hélfi‘(]ff[[g\(oda;]hagfj'llé‘;Ygf[?nff'\lfji'l‘\(:\fa\lfhl%[A]\\r(“r:]]\kal Asnotedin hgafl ,&)&.$ OfYflavd kcaddk f]]\ Ig 2
- - up to date, especially in light of continually evolving

accounting standards.

8 >afyd Jmd]2 <ak[dgkmj] Jlimaj]\ Zg K][lagfk ,(. Yf\ ,(/ g~ I'] KYjzZYflk%Gpd]qg 9[l g™ *((*$ MK K][mjala]lk Yf\ =p[ Yf_] ;geeakkagf$ *((+&
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. Audit committee self-evaluation questions

+&- GI1']j [geh]I]f[] Yf\ [ph]ja]f[]

The industry in which a company operates has a
fundamental impact on the accounting policies, judgments

Audit committee chair considerations

D Discussion points and interesting observations

7

As discussedin hgafl ,&+ &/ &+, audit committees need to Many aspects of onboarding — such as meetings with

consider how their competence can be supplemented by
the involvement of specialists.

Yf\ JklaeYIlk I"YI k’Yh] alk OfYflaYydk Yf\ +&1 ¢i]jkaklgyd imYdala]k

on the external audit plan), as well as on the risks it faces.
Hence competency in the given sector is also an important
factor for audit committee members.

The UK Corporate Governance Code requires that at
least one member of the audit committee has recent

Integrity and high ethical standards are integral attributes
for all audit committee members. They also need the
mindset to raise and address challenging issues, probe
management and encourage open and frank debate.
Tenacity in asking questions and pursuing answers

is a must.

Y\ jldInYfl OfYf[aYd ]phljalf[]& Al Ydkg klahmdYIlk " Y]

the committee, as a whole, has competence relevant to
the sector in which the company operates.

Given the general expansion of the audit committee’s remit,

To effectively lead the audit committee, the chair needs
strong communication, interpersonal and leadership
skills, as well as an ability to coach, challenge and
build consensus.

OfYflaYd [geh]I]f[] Ydgf] ak I']j]*gj] mfdac]dg |g km~O[]&

While member expertise may not necessarily have to be very
deep outside of the core oversight duties, the expectations
around competence and experience are growing.
Increasingly, technology is seen as an area of additional
knowledge that is vitally important to the effectiveness of

an audit committee, with cybersecurity being one of the
rapidly evolving risks that audit committees need to oversee.
On the one hand, adding a single-issue director — one with
narrow and deep expertise in a particular topic — needs to be
weighed up against diluting the overall breadth of expertise
on the committee. On the other, members that do not have

a background traditionally associated with audit committees
will increase the committee’s diversity of thought.

@go "Yk I'] Ym\al [geeall]] kYlak(
that both individually and in combination
elezljk Yn] km~O[a]fl j1[1fl YT\ jId

OfYflaYd ]ph]jlak] Yf\ af\mkljg mf
and any other competence relevant to the
company'’s context?

+&/ ;"Yaj gM 1] ZgYj\

Many jurisdictions explicitly prohibit the chair of the

board from being an audit committee member. Even if
regulations stay silent on this matter, consideration needs
to be given to the already substantial responsibilities
associated with the role and whether they would have the
capacity to also be an active audit committee member.

3.8 Onboarding

Management should not be involved with identifying
potential audit committee candidates, to avoid the
perception of impaired independence. Following a
successful appointment, the new member will need to
be onboarded quickly and effectively. A formalized and
tailored process needs to be responsive to the member’s
experierces and skills, including previous experience of
being a nonexecutive director. First-time nonexecutives

clqg hlghd] Y[jgkk I'] Zmkaf]kk$ kal] nakalk$ :

on logistics — will be of relevance to all new directors.
Nevertheless, the program for new audit committee
members needs to be supplemented to cover areas such
as the intersection of accounting policies with judgmental

YilYk g~ I'] [gehYfqik OfYflaYd kiYI]e]flk$ I°]

control and risk management framework, meetings
with internal and external auditors and, where relevant,
regulatory considerations applicable to the sector.

How did the audit committee evaluate the

? adequacy of topics covered as part of the
¢ onboarding of any new members?

3.9 Networking

Groups such as Tapestry’s European Audit Committee
Leadership Network meet regularly and serve as a
mechanism for networking and staying current with audit
and compliance trends, including across borders and
systems. Membership of such groups can be an effective
means for the sharing of views and best practice.

Networking opportunities can also arise through training
and accreditation courses.

In France, the Institut Francais des Administrateurs
accredits board members through several courses
during the year.

[Yf Of\ al Y ['Ydd]f_] Ig ljYfkalagf ~jge Y k]fag]j

executive role, like that of a CFO, to an oversight role.
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@go2 ogjcaf_Ig _]1']] YkY "a
performing leadership team

“dq

»

,&) <an]jkalg Yf\ \qfYea

Af Yf Yjla[d] lald]\ ECorporate
2gn]jfYf[]2 L] Flo HYjY\a_e$E
dYoq]j EYjlaf Dahlgf ojgl]2 E9
works best when it functions as a

mfaO]\ 0 gd]$ oal ' gml ~Y[lagfk
without internal divisions. While

qualities such as mutual respect,

trust, sense of common purpose,

energy, business sense and openness

eYq Z] \arO[mdl Ig imYflarq gj
describe with precision, they are very

much at the heart of effective board
functioning ... The quality of team

\qfYealk eYqg "Yn] Y ka_fad[Yf
_ilY1]j aehY[l gf Oje h]j*gjeYf[:
than the sum of individual director
[gfljaZm]a‘giHes&s&me can

be said for the functioning of the

audit committee.

“Dahlgf$ E$AE;gjhngI] ?2gn]jfYf[]2 L] F]c
HYjY\a_e$E @YjnYj\ DYo K[ 'ggd >gjme
Corporate Governance, 11 January 2017.
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. Audit committee self-evaluation questions

4.1.1 Dissenting and challenging views
being encouraged

While the audit committee requires collegiality to function
well, this should not be mistaken for homogeneity. Audit
committees, more than any other board committee,

need to create an environment that is conducive to
disagreement, challenge, and skepticism. Dissenting
views need to be heard out, contrarian positions

debated, and open discussion encouraged. Diversity of
thought should be cultivated. Disagreements need to be
constructive, however, and challenge should not be raised
for the sake of challenge.

Audit committee chairs play an important role in
promoting dynamics and ensuring that the voices of
all members are heard.

? How do the audit committee dynamics enable

\akk]flaf_ nalok Ig eala_YI] Y_YafK
or an atmosphere of overwhelming consensus?

4.1.2 Committee size

Audit committee chair considerations

D Discussion points and interesting observations

A

L ] kar] g~ 1I'] [geeall]] oadd afOm]f[] ~go 4rh.@jComnzttee membership

\]Of]\$ Yk o]dd Yk "go Y [Yklaf_ ngl] oaddo\; al[l Lgife\\

These matters should be clearly set out in the terms
of reference.

Saudi Arabia’s Capital Market Authority Corporate
Governance Regulations stipulate that the number of
members on an audit committee shall not be less than

cclrjnln\%ee membership will differ across

jurisdictions. It is common for the board of directors

to nominate all audit committee members from within

its ranks. Where regulations mandate stakeholder

representation on the board, the audit committee

eYq Z] jlimaj]\ Ig j1O]1[l Y hjghgjlagf g~ klYc]’
representation.

17j11 g9j egjl I'Yf On]$ oal™ YI d]Ykl gf] af\]$orheljtirisdictions require or allow audit committee

board member.

Following the enactment of the EU’s Corporate
Sustainability Reporting Directive into local law,
countries like Finland are starting to see an increase
in the number of audit committee members, as
committees seek to broaden their competence

to address the requirements for assurance over
sustainability information.

Actions and areas of oversight need to be allocated
across all audit committee members and not rest
disproportionately with the chair.

Gf Yn]jY_]1$ Ym\al [geeall]lk “Yn] I"j]] Ig ©

members. Some jurisdictions set a three-member
minimum for reasons of quorum and to ensure that there

Yil emdlahd] h]ljkh][lan]k Yf\ km~O[alfl ]p

committee. Upper limits on membership are less common,
but consideration needs to be given to ensuring the

[geeall]] [Yf ~mf[lagf ]*"O[alfldg Yf\ ]**][I

members able to participate and contribute meaningfully.
An audit committee that is too large can inadvertently
become a board within the board.

? How has the audit committee assessed

whether the number of members remains
optimal for the committee to discharge of its
remit and allow for an equitable distribution of
members’ efforts?

members to be nominated directly by shareholders at the
general assembly. This is similar to the ethos of the Italian
collegio sindacale.

While the collegio sindacale is made up solely from
investor-nominated members, some jurisdictions allow
a mix of board and shareholder-nominated members.

In such cases, including at least one board member
within the audit committee ranks, preferably as the chair,
[Yf Yn] ka_faO[Yfl z]f]O1k2

v Al “]dhk Ig hjgna\]l Yda_felfl Z]lo]]lf I'] ZgY,
the audit committee and create appropriate channels
for escalation.

v It avoids the audit committee becoming isolated from
the business and ensures that the committee has an
understanding of the overall business strategy. Without
Iak$ 1°'] Ym\al [geeall]] eYq fgl Z] km~OJ[alf
informed to connect its risk oversight responsibilities
with the relevant areas of the company’s growth
and focus.
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4.1.4 Proportion of independent directors carefully considered. These considerations may also need to ,&* KIjm[Imj]k E [ljek g™ j171i1f[] 9j [

As di di tion 3.1 ind d . itical be factored into aspects such as what constitutes a quorum.
S discussed In section S.1, Indépendence Is a critica The terms of reference, also referred to as the audit

characteristic for al_Jdit committee .memb_ers. Jurisdictions To anress ?[heir evqlving re_mit, f':\udit.committees shou!d committee charter, document key considerations
vary greatly regardlpg the proportlon of !ndependent consider using a sk~|lls matrix to identify the competenqes regarding how the audit committee is structured and how
directors on an audit committee — ranging from at f1I\]I\ Z1qgf\ OfYf[laYd Yf\ af\mkljg%jldYI]\ Ig%é{ﬁg&
least one, through to the majority, to all. Where non- Understanding of environmental and social reporting
independent directors are permitted to be on the audit (k]] hgafl /&*&+)is an increasingly common area, asis  4.2.1 Setting out and periodically reassessing core
committee, membership is generally prohibited for cybersecurity (k]] hgafl 1&+&*). These considerations will responsibilities
executive direct_ors and the audit committee chair is feed into succession planning. Terms of reference should set out the core responsibilities
expected to be independent Directors’ skills and competence will be considered of the audit committee. They need to provide clarity on
during the process of making appointments to the audit the committee’s scope of responsibilities and protect the
. . committee. Given the pace of change and evolving remit, audit committee from scope creep or becoming the default
@ S 79 S ETIEE EEeeese ey committee members’ existing skills need to be kept current committee for dealing with all new matters that arise.
172 Bl fponien @i sl gene =t ClEEiers 5 and their knowledge requirements should be constantly They also need to be tailored to the company, especially in
SRS NS I AU SEER IR AR R ¢ evaluated. Certain aspects of ongoing professional jlkh1[l g~ Yfq afimkljq%kh][aO[ jlimajle]flk Yf\s
development can be delivered via the company, but relevant, listing obligations.
all directors should display curiosity and take personal

. hio of thei | hi h h At the same time, terms of reference cannot be so
4.1.5 Tenure (on the committee, on the board) ownership of their own development. This can be throug prescriptive, detailed or exhaustive that they create a

fo.rr:al,hstructu'red Iearplng, but also throughhlnterictlolns compliance mindset that may limit the audit committee’s
with other audit commlttee membgrs, e.g.,.t rough relevant independence in the way it chooses to deal with issues.
networks (see section 3.9). This is especially relevant

It is important to ensure that perspectives on the audit
committee remain fresh. Given the complexity of the

?ssu.e.s that audjt cgmmittees deal with, howe\_/er, it when some members are appointed as representatives of Terms of reference need to be revisited on a regular basis to

is critical to maintain a breadth of understanding of particular stakeholder groups and drawn from within their eYc] kmj] I"]q jleYaf Ol #gj hmjhgk] Yf\ Y\Yhl |
the business at the committee level. As such, audit - ranks, for example, the workforce. in regulations and the company’s context. Similarly,

committees may want to avoid having a high proportion Ym\al [geeall]lk eYq oYfl Ig h]ljag\a[Yddqg j]O][

of directors who have only recently joined the board and

rotation/succession needs to be carefully managed. How are the audit committee members keeping
their skills up to date? How are they determining

responsibilities that the committee has taken on in practice,
lg 1fkmj] "Y1 17] ITjek g~ jI7]If[] YIImjYlI]ldg j]O]

) . . Ch
4.1.6 Complementary and up-to-date skills . which future skills the commitiee may need in fg;i?:e‘r’:];‘Qa;::)esg‘:nrgr:;tjiis(;ijoﬁg annual review is a
The audit committee, as a whole, needs to have the . light of the company’s changing circumstances,

OfYflaYd ]Jph]jlak] Yf\ af\mkljg mf\]jklYf\af i its business model, risks and sector?

effectively discharge its core duties. Where only a single How does the audit committee ensure that its
member holds a particular competence, the impact of . terms of reference are being kept up to date

their non-attendance at a particular meeting needs to be . kg I'YI I"]q j1O]1[I fgl bmkl I'] [gee

eYf\YIgjq jlkhgfkazZadala]k Yk kh]
regulations or guidance, but also its de facto ones?
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4.2.2 Interactions with other committees ) ; ; ;
Where overlap exists, the audit committee chair

An important consideration is making sure that terms needs to ensure work is coordinated across the
of reference Clearly de"gnate the role of the audit committees. This can be achieved' for examp|e’
committee from that of other committees and the board. through discussion between Chairs’ Cross-committee

As discussed in h ga fl /&* &+, in the context of Sustainabi”t) membership or by periodica"y ho|d|ng joint meetingsl
there is an increasing overlap between topics covered

by various committees. So, the terms of reference need

to be clear about which aspects of a topic is within the &+ Hjgnakagf g” af~rgjeYlagf
audit committee’s remit and which elements rest with '
other committees. Nonexecutive directors rely heavily on information

Another example relates to remuneration shared with them by their executive colleagues and on

The remuneration or compensation committee oversees the tirping of that inlforma:‘tilt)n.. AUd:t COTTi\tteTS relguri:g o
af[]flan] hdYfk$ zml af[]flan] hdYfk aehY[@—f &iprydelp afrgjeYlagf 1Yl ak hjagjalar

KIYI]e]flk Yf\ Ydkg \jYo gf Y nYjallq g~ Of &s?my’a{i,andsharedattherighttimetoallowfor

fgfOfYflaYd ellja[k$ I'] Y[[m|Y[q g o a[’ Qﬁaranqr}interventions.ItisnotuncommonfortheCFO

overseen by the audit committee. Where overlap exists, o tﬁke adgad|ng rgle n Prﬁ?"d'"g ac(jjn'l;nlstraﬁvle suppt)]ort
care must be taken to ensure that activities are coordinated to the audit committee in this regard. Nevertneless, there

and that there is no unnecessary duplication or gaps. ak [d]yj Z]f]Ol Ig lxl .[-g-ethq k.] [.j.]Iqu Z]af_
The company secretary has visibility of the activities of the

other committees, can advise on governance trends and
changes, and is less likely to be biased in respect of the
information being provided.

How clear are the protocols for the audit committee
interacting with other board committees on

overlapping topics, e.g., where human capital
metrics impact executive remuneration? References to the company secretary that follow should

be deemed to refer to whomever is providing secretariat
support to the audit committee.

Another area where responsibilities can be split relates to

jakc& L ak ak hjlnYd]fl oal af OfYf[aYd k]jrtad k@alendayizations, frequency and timing

is not uncommon for there to be a requirement, or good of meetings

practice gu_idance,_th_at the board establis_hes a separate* L ] 1lje [Yd]f\YjarYlagf j]*]jk Ig Opaf_ ~gjo
risk committee. This is discussed furtherin hgafl .&*&+. Agi 1] qlYj Y 1Y\$ j1O][laf_ '] kljm[Imj] g~

committee’s annual workplan. A calendarization will
tend to cover matters set out in the terms of reference,

7

with a focus on meeting all regulatory and compliance
jlimajle]flk$ Yf\ j1O][l jgmlaf] eYIl]jk& Lgha[Yd
committees plan for between three to six meetings a year.

The proposed schedule for meetings will typically be

aligned to a company’s reporting cycle and linked to the

timing of the audit committee chair’s presentations to the

full board. A calendarization will highlight whether the

Ajlim]f[g g~ e]llaf_k ak YhhjghjaYl] Ig Yddgo k
interval for agreed actions to be addressed and delivered

on. For example, the timing of the meeting at which the

audit committee will be discussing the annual report and

Y[[gmflk f]]\k Ig Z] hdYff]\ km~O[a]fldg af Y\nY
]@fod Gbuhjgyerdk Ig Yddgo ~gj Yfq Yjakaf_ Y[la
forward. If not, this can create a sense of urgency and

[°1j17gj] hjlkkmj] 'Yl [gmd\ jlkmdl af a\]flaO]\ |
not being properly dealt with.

Creating a calendarization helps to ensure that all known

a@tf\mgggr \tﬁgéing undertaken at the right time, and

within the intended timeframe, and to balance the known

workload across the planned meetings. If a forward agenda

dggck Ilgg "1Yng ~jge I'] gmlk]l$ al ak mfdac]dc
enough to address ad hoc issues that may arise and should

be reworked. If it looks light, it might create an opportunity

to incorporate a deep dive session.

How does the audit committee challenge the
calendarization to ensure that the number of

planned meetings allows for all material topics
and issues to be robustly debated?
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,&+&* Hjl%Ym\al [geeall]] \ak[mkkagfk Yf\ Zja]Of_ [Yddk

Agendas need to be set by the audit committee chair.

9 ka_faO[Yfl Yegmfl g~ ]*~gjl ak jlimaj]\ Ig 1 WdRadement plays a dominant role in preparing the
lgha[Yd Yf\ Y\ “g[ eYll]jk Of\ I"]aj oYq gflg I'ihicfmdfdY presented to nonexecutives, therefore the

and are adequately addressed. Very importantly, any
concerns the external auditor may have in respect of

CFO or other members of management should input
into the process. The audit committee chair needs to

afl]jifyd [gfljgdk Yf\ OfYflaYd jlhgjlaf_ f]]\ Igdhk #EDRbritids, however, and be purposeful in not

to the audit committee’s attention ahead of the meeting.

The audit committee should regularly engage with
management, internal audit and external audit between

allowing time to be taken up unnecessarily.

The positioning of topics on the agenda should take

g~OfaYd [geeall]] e]llaf_k& Af Y\\alagf$ gflfeod %ot their priority and the availability of

meetings may need to be held with those involved in
delivering presentations, to inform them about the types of
guestions and challenges they should expect so that they
can be well prepared.

Pre-meeting discussions are often held by the audit
committee chair, giving them an opportunity to gain
deeper knowledge of the areas to be discussed. In
actual committee meetings, the audit committee chair
should be conscious not to glide over matters that other
members may not have a similar understanding of.

4.3.3 Agendas with time for white space and deep dives

Given the ever-expanding nature of regulatory obligations
and regular monitoring requirements, it can be easy

for the entire duration of an audit committee meeting

to be taken up by purely routine matters set out by the
calendarization alone.

Nevertheless, the compliance-related activities that
rest with the audit committee cannot take precedence
over matters of strategic importance. As discussed in

hgafl ,&+&)$% Y[ImYd e]llaf_ Y_]Jf\Yk f]]\ Ig
[Yd]f\YjarYlagf Ig af[dm\] kh][aO[ akkm]k

and be responsive to critical topics. This may require the
postponement of lower-priority, calendarized matters.

those presenting.

4.3.4 Length of meetings

liaise with the presenters to determine how much time they
require and then hold the presenter to the allotted slot.

>gj elllaf_k Ig *mf[lagf ]*O[a]fldg$ hjlk]fl]jkdviDmgipak@dmic removed this consideration. Virtual
meetings can make cross-committee working easier and,

be expected to summarize their papers — they need to be

»

How does the audit committee ascertain
whether the meeting calendarization will allow

time for white space and deep dives without
making meetings overly long?

4.3.5 Format of meetings

Ideally, there would be ample time between the audit
committee meeting and the board meeting to allow for

progress to be made on at least the key actions that arose
during the committee meeting. Companies can, however,

~ be faced with an imperative to cluster all committee
O']f Ofydaraf_ I'] Y_If\Y$ I'] [gehYfq K][j]lahdbdard Medlings around the same time, often on
consecutive days, to minimize directors’ travel time and
costs. Online interactions that became prevalent during the

IYc]f Yk j]Y\ Ig Yddgo km~O[a]fl lae] “gj jgArdue\sdIntdra erfcktive, since actions from one
committee that fall into another committee’s remit could

A balance needs to be struck between recognizing that
brief meetings may not allow the audit committee to get
to the crux of a particular matter and that energy levels,
attention span and the ability to engage meaningfully will
wane in meetings that are overly long. It is not unusual for
meetings to last as long as four hours.

The audit committee chair plays an important role
in enforcing the agreed timeframes. This includes
keeping the discussion focused and not allowing
the committee to get side-tracked. From time

to time, the audit committee chair may need to
recommend that further discussion takes place at
a subsequent meeting or suggest that a particular
topic should be debated further by the full board.

be addressed if their meetings were spaced out. They do,

however, create the risk of reducing site visits and personal

connectivity between members.

If permitted by local requirements and the terms of
reference, the audit committee chair should consider
a combination of virtual, physical or hybrid meetings
that corresponds to the needs of the annual cycle.

Al eYq Ydkg Z] z]1f]O[aYd Ig h]ljag\a[Yddqg “gd

h]ljkgf e]]laf_k gmlka\] 1]

locations, allowing the audit committee to interact with

different stakeholders.
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. Audit committee self-evaluation questions

4.3.6 Timely, focused pre-read material

Familiarizing themselves with all reading material ahead
of meetings is a core responsibility for all audit committee
members. The quality of the audit committee pack is
fundamentally important to their ability to effectively
prepare for meetings.

The purpose of including each paper in the pack needs
to be evident. Audit committee members should be clear
whether a pre-read is for information only, whether the
matter is up for general debate, or whether their views
are being sought on particular matters or aspects of the
topic. There should be clarity that documents shared for
information only do not receive tacit approval from the
audit committee merely by virtue of having been included
in the pack. Other documents need to clearly set out the
guestions and asks of the audit committee.

Where papers are being shared for information only,
the audit committee chair should challenge their
overall relevance to the committee and the level of
detail being provided. For example, if management
considers it important to inform the audit committee
about a new policy that has been issued, a summary

g™ clg ['Yf_ ]k eYq Z] km~OJ[a]fl af hdY[]

the entire policy.

Audit committee chair considerations

D Discussion points and interesting observations

Papers need to be provided in a timely fashion, allowing
all members ample time to read them ahead of the
meeting. This will mean that presenters can assume all
papers are read and that key questions and concerns can
be raised in advance.

For that to be feasible, the papers cannot be overly
long or complex. It is not enough for there to be an
executive summary, followed by reams of detail. Papers
need to provide the granularity that is appropriate for
the oversight role held by the audit committee and not
stray into management territory. They need to include
information, not raw data, and should not include jargon
that impedes understandability. The company secretary
should ensure that papers are provided in a consistent,
standardized format.

If the pre-read materials were not made available

km~rO[alfldg af Y\nYf[] Ig Yddgo e]eZ]jk

prepare, the audit committee chair needs to consider
whether a scheduled meeting should be deferred.

How often does the audit committee receive
'] hjl%jlY\ eYIljaYd af km~O[a]fl

members to read and analyze the content, come
prepared for active discussion and have action-
oriented meetings?

To what extent does the information in the

meeting pack allow the audit committee to
challenge management’s views?

A

On new, critical and particularly challenging topics,
the audit committee chair may need to engage
upfront with those responsible for preparing the
pre-reads, in order to clearly communicate the
expectations and needs of the committee and ensure
that the papers are appropriately targeted.

4.3.7 Attendance of nonmembers

Nonmembers attend the meeting at the invitation of the

audit committee. Some invitees are present for the entire

duration of the meeting, or its vast majority. Others are

afnal]\ Ig [gfljazml] Ig kh][aO[ Igha[k gfdq& £
however, for audit committee members to also have time

to meet alone, without any others present.

“= How does the audit committee intervene if
f the way in which attendees present does not

facilitate effective debate and discussion on
material issues or if debate and discussion are
impeded by the presence of any nonmembers?

, &+ &/ &)IF\Y T[] g~ fgflp]l[mlan] \aj][lgjk o g Yj
not audit committee members

Due to the importance of topics on the agenda, directors

who are not members are often keen to participate in

audit committee meetings. The presence of the full

board could have some negative consequences, however.

It could inhibit the ability of the audit committee to

function effectively, especially if the chair of the board

inadvertently assumes a leading role in the meeting,

jlkmdlaf_ af mfim] afOm]f[] gn]j I'] af\]h]f\]fl
the audit committee.
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Additionally, when the audit committee chair presents
'] [geeall]lik Of\af_k Ig 1] ZgYj\$ I’ gk] [gdstaimétligyf kn some jurisdictions, there is a legally
are again up for potential debate by the whole board. binding right for some key function heads to attend the
An often-overlooked consequence of all directors being audit committee.

in attendance at audit committee meetings is that this

E\gmZzZd]%[ Ydd]f_] j]_ael]E ak jlegn]\&

The audit committee chair must be cognizant of
reporting lines between management providing input
to the audit committee and the executive directors
who may be present. While there are some standing
topics where the audit committee meets without
management present (e.g., with the external auditor),
the audit committee chair needs to consider whether
the presence of the CFO or CEO could compromise
the willingness of members of management to speak
freely and bring concerns to the audit committee.

Healthy dynamics between the audit committee
chair and the chair of the board are fundamental to
the quality of governance and overall effectiveness
of the board. There needs to be clear, open and
timely communication between the two chairs

and collaboration based on mutual respect and
trust. This requires clarity on each other’s roles
and responsibilities and a willingness to engage in
the constructive resolution of any disagreements
that may arise.

J&+&/@m\algjk Y\ 1plljfyd kh][aYdaklk
J&+&/&p][mlan] \aj][lgjk Yf\ gl']j elez]jk

Giving access to the entire audit committee meeting
of management

provides the external auditor with visibility into areas
of the business that are fundamentally important to
standing invitation to audit committee meetings. conducting a high-quality audit. It also signals to other
The CFO will often stay for the entire duration, except attendees the strength of the relationship between
~gj lae] Yddg[YI]\ kh][aO[Yddq ~gj |'] [g e ehd ELdit gommittee and the external auditor. Similar
e]ll oal gml eYfY_Je]fl hjlk]fl& L ak j]O][!konsiderations apply to the head of internal audit.
gf_gaf_ aehgjl Yf[] g" OfYf[]%j]dYI]\ Igh a[kl'hlegalﬂdil committee may also want to seek specialist
committee’s agenda. It is also not uncommon for the CEO

to attend large parts of the meeting — especially when
risks and internal audit activities are being discussed.
In the case of a dual-board structure, audit committee
meetings can sometimes be attended by the entire
management board.

It is common for the CFO (or equivalent) to have a

experts, either internal or external, to attend the meeting

? Through what means does the audit committee

Other members of management tend to be invited for
kh][ad[ k]lkkagfk gfdg E Yk hYjl g~ Y \]]h
presentation. Invitees can include the head of the risk

allow for robust challenge of management?

gzlyaf af\]h]f\]fl afka_"lk gf kh][a

7

Amf[lagf$ 1'] ["a]” afrgjeYlagf grO[]j Y\ I"RY&A&G%[YeljY gj IplImlan] klkkagfk

An in-camera or executive session is part of the audit

[geeall]] e]llaf_ 1Yl kh][a®[Yddq Jp[dm\]k []j

attendees — for example, executives.

Audit committees tend to hold executive sessions with the
external and internal auditor as a means of reinforcing
their independence. In-camera sessions should also be
held as a follow-up to matters discussed during the core
meeting, if the audit committee chair felt that discussion

Y\ z]]f aftazal]\ Y\ Y mfOdI]j]\ afl]jY[lagf

required. In-camera sessions may also be necessary when
very sensitive matters are being discussed.

Executive sessions can create an air of secrecy, so
allocating time for these as part of the calendarization
normalizes the practice. For example, meetings with
the external auditor without management present
should be added as standing item at least for the audit
committee meeting during which year-end results are
being discussed.

4.3.8 Working and connecting between meetings

Not all of the audit committee’s work can be completed
during its scheduled meetings. Members may need to
connect on an ad hoc basis to deal with pressing matters
that may arise. They may also need to remain involved
with monitoring how actions agreed during a meeting
are being taken forward. This requires open and effective

nalJok gf kh][aO[ eYll]jk Yf\ afnal]l kmZb][lc&¥mbhication with management and the capacity to

participate in informal meetings when the need arises.

Yf\ hjgna\]l Y Igha[Yd Zja]Of_I1g I'] eleZ]jk&
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O YI2 Igf] YI I'] Igh Yf\
stakeholder engagement

- &) Lg f] YI |I° ] | g h EY [ mdlm J] gcf,bmpliance and speak-up. It should also promote an
afl ] J al qyY f\ [ ge hdayYf [] environment where people can admit mistakes — learning,

not blaming, needs to be the adopted mindset.
Formalized processes and controls may not be able
to keep up with the ever-increasing pace of change in
the external environment. The right tone at the top
and company culture, supported by a code of conduct
(or equivalent), need to provide a framework within
which to operate.

:gjhgjY!l] [mdImj] ak 1°] j]O][lagf g~ '] 5.1.1Ethics and doing the right thing
organization’s values, and the behaviors these
values translate into. These behaviors, in turn,
should support the achievement of strategic

How does each audit committee member

? champion integrity and accountability through
¢ their own words and actions?

The audit committee should promote adherence to the
organization’s code of conduct. The code should not only
o ’ X ) be readily accessible across the organization, but actively
objectives. Companies will also foster a compliance promoted to employees. Audit committees often want

culture, which acts as a set of guardrails for what to be informed about completion rates for training in,
is considered to be acceptable, ethical behavior. gi [1jl ad [Ylagf g~ [gehdaYf[] oal $ '] [g\] g
Typically, the whole board will oversee corporate

. . . where these are required.
culture, but the audit committee will often be

tasked with oversight of the compliance aspects of As discussedin [ Y hl]j ., the audit committee plays an
culture and with promoting the importance of risk important oversight role in respect of risk management
management, often referred to as risk culture and and internal controls. This contributes to creating an
control consciousness. environment of consciousness around controls and

. o managing risks within agreed tolerance levels.
The audit committee is uniquely placed to support

the board with setting the right tone at the top,

including through its own ethos, emphasizing the
importance of good corporate governance. The audit ? into how the code of conduct (or its equivalent) is
committee needs to champion a culture of integrity, ¢ promoted and enforced across the organization?

What visibility does the audit committee have
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potential incentives for misusing that data. The risk posed
busive behaviors has increased

5.1.2 Fraud, bribery, corruption and misuse of data

L'] \]Ofalagf gr AjYm\$ Yk hlj I'] 9kkg[aYItOg:Fgamza;|0nS?f
>jYm\ =pYeaf]jk hmzda[Ylagf E>jYm\ )()2 a§

ak EYfq Y[lanalg 'Yl jJdalk gf \][Jhlagf af gﬂ‘i”"' at?FrOt‘TCt'f”Reg“'a“"”(GDPR)
Y _ Y aTa#fsparency International \]Of]k [gjjmhlagfas
I°)] EYZmK] g™ 1fljmkI]\ hgo]j ~gj cEribery 1] _
is a type of corruption commonly considered to involve
gh"h]jaf_$ hjgeakaf_ gj _anaf_ kge]l af_ Ig
grO[aYd gj gl']j af\ana\mYd “gd\af_ Y hm?
Often this is linked to obtaining or retaining business.
Large-scale fraud is mostly very well thought through

Yf\ nljg \arO®[mdl Ig \]I][I3 al [Yf afngdn] |
various levels of management.

How has the audit committee analyzed outcomes
of the organization’s fraud risk assessment and
® considered implications for its remit?

5.1.3 Whistleblowing or speak-up

&egamllésas%{ rgg[Hé;[cIJ(r& requirements, audit committees
should encourage the company to set up arrangements

The audit committee needs an understanding of the that allow individuals to raise concerns about unethical
incentives and pressures that may lead to management
or employees committing fraud, especially in respect of of retaliation.
OfYflaYd jlhgjlaf_$ gj Z][geaf_ afngdn]\ af
corruption. It also needs to understand which measures
have been put in place by management to prevent and

detect fraud.

speak-up hotlines, sometimes administered by external
third parties. Originally, such arrangements were
established with the primary aim of enabling employees to
report allegations of management fraud or corruption. As
km['$ gn]jka_
how cases were being dealt with, sat naturally with the
audit committee. In recent years, however, increasingly
more reports involve code of conduct violations relating

By promoting integrity and bringing together insights from
various aspects of its work — risk assessment, internal
controls monitoring, whistleblowing oversight and insights
from external and internal audit — the audit committee
creates a culture that discourages negative behaviors.

In a similar vein, as companies collect increasing amounts
of data about their internal and external stakeholders,
audit committees may need to pay more attention to how
that data is being collected and handled, as well as the

Z]'Ynagj af Y [gf®\]flaYd eYff]j$ hjgl][I]\

E%jf%zdw_\ifg\jj_YfarYlagfk *Yn] g~rOJaYd o0 a

1gn 11 1MO[Y g gn 1T Y]

»

to harassment and bullying. While these reports provide
valuable insight into company culture, they may not be as

“1°] afljg\m[lagf g~ dY okdkeutly linkéd to fhe=dudikcommittee’s remit as allegations

relating to fraud and corruption.

Audit committees need to agree protocols regarding the

reporting of whistleblowing cases, including the types

of complaints that may require immediate reporting.

The audit committee should also oversee the overall

effectiveness of the speak-up arrangements, including the
1*O[Y[g Yf\ lae]daflkk g~ 1I'] ~gddgo%mh hjg]]
means through which employees and other stakeholders

are made aware of the reporting channels and encouraged

to use them.

How has the audit committee assessed the
+ implications of whistleblowing cases on internal

CCilioiS anc corporate reporting? How has the
audit committee considered what they may imply
about the company’s culture more broadly and
about overall adherence to the code of conduct?

5 E>jYm\ )()2 O Yl Ak >jYm\7E 9kkg[aYlagf g~ ;]jlad]\ >jym\ =pYeafljk o]zkal]l$ Y[ ]&[ge'*jYm\%jlkgmj[lk'*jYmM\%)() %0 YI%ak%"jYym\&

& EO Yl ak ;gjjmhlagf7E LjYfkhYjlf[qg Afl]jfYlagfYd o]zZkal]$ IjYfkhYjlf[q&gj_'1f'o YI%ak%[gjjmhlagf&
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7

-&* KI|Y C] * g d \] J ] fy _] e ] fl 5.2.2 Audit committee report in the annual report

An important means of stakeholder communication is the
inclusion of an audit committee report within the annual
report, although in dual-board jurisdictions there may just
be a single report from the supervisory board covering
the work of the audit committee.

Where internal or external stakeholders wish to
engage with the audit committee, the engagement
will typically be undertaken by the audit committee
chair, especially in respect of formalized
communications. In some jurisdictions, regulators specify elements that
must be included in the report. Examples might be -
ka_faO[Yfl akkm]k jldYlaf_Ig '] OfYf[laYe
overview of how an external audit tender was conducted, B

5.2.1 Reporting to the board

It is customary for the minutes of audit committee or an explanation of how the internal audit function was
meetings to be shared with the full board. When assessed. Some audit committees choose to expand their
committee and board meetings are held close together, reports beyond what is required.

however, these minutes may not always be ready in time.

Even when minutes are available, the audit committee The audit committee chair will work closely with the

chair will commonly be expected to give the board an oral company secretary to draft the audit committee

Zja]Of_ gf ka_faO[Yfl eYll]jk I"YI [Ye] gml yeport, ensuring that it addresses any mandatory

audit committee meeting. While boards are typically less jlimajle]flk Yf\ ak Yf Y[[mjYI] j]O][lagf g
interested in the routine aspects of their audit committee’s undertaken by the audit committee over the course of

work, the level of detail in the reporting may need to be the year.

greater if the committee’s work involves multiple members
who are not also company directors.

5.2.3 Interactions with shareholders
How does the audit committee chair keep the _ _ . ) _
board informed about the material activities The audit committee chair is responsible for addressing

of the audit committee and its key decisions shareholders’ concerns effectively and transparently.
and judgments? Anecdotally, interactions between audit committees and
shareholders are rare.
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5.2.3.1 Annual general meeting

The audit committee chair will be on hand at the general A comprehensive assessment of the state of key
assembly/annual general meeting to answer shareholder dialogues between UK companies and investors,
questions about the audit committee’s activities. Unless a conducted in 2023, concluded that while investors
[gehYfq “Yk AY[]\ afl]jfYd [gfljgd akkm]k$ OfY fipmy nbth¢guire kerkegular dialogue on audit

or accounting irregularities, it is unlikely that many and assurance processes, they are interested in
questions will be directed at the audit committee chair. maintaining an open line of communication and are

prepared to engage when necessary.” Therefore,

there is value in proactively communicating
In a dual-board structure, there may be regulatory the availability of audit committee chairs
restrictions on the supervisory board engaging at

annual general meetings. For example, in Germany, it
is the management board that addresses shareholders.

for discussion.

This scenario has been evolving in recent years, with

the chair of the supervisory board discussing topics 5.2.4 Contact with the regulator
related to supervisory board activity, including, Audit committee chairs may be required to interact with
if relevant, the activity of the audit committee. regulators when there is an inspection of the annual

report or if the external audit is ongoing. Interactions
can range from submitting a written response to queries

-& &+ &f]%gfngf] e]llaf_k raised, to holding one-on-one calls to provide views on
<ajl[l 1f_Y _Jelfl oal® afn]klgjk gf OfYf[aY dNgeEfRalyditor

typically handled by the CFO. Audit committee chairs A formal dialogue with the regulator on matters of policy
eYq z] Zjgm_"1 aflg e]]laf_k Ig Y\\jJkk kh][ia{dicaikred Kither through an audit committee chair
within the audit committee’s remit and some jurisdictions network set up in a given jurisdiction or through the
encourage audit committees to engage with investors audit committee’s involvement in consultation responses
on their views regarding external audit tendering. submitted by the company.

Anecdotally, direct dialogue between audit committee
chairs and investors has been rare, however.

7 K'Yhaf_ Lgegjjgolk <aYdg_m]k2 :ja\_af_ 1'] 2Yh Z]lo]]f ;gehYfalk Afn]kligjk$ L] Afn]klgj >gjme$ *(*,&

»

5.2.5 Workforce interactions

The audit committee naturally interacts with a cross-
section of employees due to the broad spectrum of
presenters at its meetings. The committee may also want
to consider conducting structured visits to different parts
of the business, including international locations. Visits
can help the committee to gain a better understanding

of risks, as well as build relationships across the
organization that encourage a speak-up culture.

-&+ KIjYI] _q gn]jka_"I Yf\ jlJemf]jYla

KIjYI]_q ak Ojedq af I'] hmjnalo g~ 1'] ZgYj\&
gnljk]laf_ I'] Y[[mjY[q g~ OfYf[laYd af~gjeYla
however, the audit committee enables the board and

management to make informed strategic decisions. The

audit committee may also oversee the reliability of other
fgfOfYflaYd e]ljal[k 'Yl IjY[c hjg_jlkk Y_Yafk
Financial outcomes and other metrics will often feed into

executive remuneration.

How has the audit committee sought

to understand the effects of executive
¢ remuneration plans on management’s behaviors?
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risk management and
Internal controls

Emdlahd] \]Ofalagfk g» jakc ]Jpakl& Al ak

Organizations of all types and to distinguish between the concept of risk itself and
sizes face internal and external the assessment of the amount of that risk a company
AY[lgjk YT\ afOm]f[]k I'YI eiywiling to take in order to meet its objectives. This
it uncertain whether and when attitude to a particular risk is known as risk appetite.

they will achieve their objectives.
The effect this uncertainty has
on an organization’s objectives

At a high level, risk management involves the following
[9i] [gehgf]flk2

ak Ejakc&E v >ajkl$ jakck f]]\ Ig z] a\]flaO]\
S The International Organization v Flpl$ I']aj k]ln]jalg ak JnYdmYI]\ often by ref
A for Standardization (1SO), the impact and likelihood of the risk manifesting, and
\\ :’_\\ Standard 1SO 31000 on the risks are prioritized.
' \ k\ risk management® v L ]1f$ jlkhgfk]kto the risks need to be developed.
_ \ These can involve mitigating, avoiding, transferring or
\ ‘(‘ accepting the risks.

S\

v Gf[] jlkhgfk] hdYfk Yj] hml af hdY[]$ | ']l
need to be monitored to make sure that they are
ogjcaf_ Yk afl]f\]\& Lg af[jlYk] [gfO\]f[] e
process, additional assurance can be sought over the
effectiveness of the responses.

vOutcomes of monitoring and assurance need to be
[geemfa[YI]\ Yf\ jlhgjl]\to those responsible for
risk management and to the relevant governance body,
with clarity on any improvements that may be needed.

8 EAKG +)(((2*()0 ]f! Jakc eYfY_Jelfl E ?ma\]daflk$E Afl]jfYlagfyd Gj_YfarYlagf ~gj KIYf\Yj\arYlagf o]Zkal]l$ akg&gj_
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6.1 The Three Lines Model .&)&* Hjaf[ahd] +2 eYfY_Jelfl Yf\ Ojkl% Yf\ khegfWfunction is often referred to as the chief risk
line roles grO[]j ;JG!&
llrthOli,_ the |r;S['[)I'[L;te of I':l/lte;n?l AUd'to_;S de5|gn3d tg'e q In more mature organizations (especially those in highly 9[[gmflYZd] jakc gof]jk [Yf Z] *jge oal af I']
ree Lines of Defense Model to provide a standardize i1 mdYI]\ af\mkijalk!$ '] Ojki% Y\ k][gf\ Yadcahi liged ]k

corporate governance and risk management framework will be cl?arly,separated. In less mature organizations,

~gj I'] OfYflaYd kljna[lk k][Igj& Af *(*($ FlatiYe CPiiC1geegf 1g Of\ gnljdYh Z]lo]]f |'] ®%}LIPxingiples 4 and 5: third-line roles and third-line
received a makeover. Now called the Three Lines Model,

A . o second lines. independence
it is aimed more broadly at helping all organizations to
implement risk management. © L°] Ojkl daf] [gfkaklk g~ gh]jYlagfYd eY fY Injernal gudtfams the organization's third line and its
. o _ is responsible for identifying risks, evaluating them, and role, among others, is to provide independent assurance
The original model saw managing risk as being focused putting in place responses, which will be a combination gf I'] 1~~1[lan]flkk g~ 1'] Ojkl Yf\ k][gf\ daf]kg
on protecting the business from outside threats through of controls and other mitigating actions. It provides Internal audit does not make decisions or take part in
f:reatlr)g three distinct barriers. The updated approach attestations on the planned, actual and forecast risk- risk management as such. As discussed in section 6.6,
is not just about defense, .but glso about how value can i1dYI]\ gmi[ge]k& L'] Ojkl daf] Ydkg gh]jY Iipkeraaliaygit ig primarily accountable to the governing
bfa gdded through managing r|.sk. It focuses less qn t.he controls, which are designed to manage risk within body, although this can differ between jurisdictions.
distinct barriers and more on risk management principles. the organization. _ N
A summary of the model’s six principles is provided Because of internal audit's independence from
for context. The second line has multiple capabilities that will vary management, the internal assurance it provides carries
Y[jgkk gj_YfarYlagfk2 "] "a_"]kI'\]_j]] g~ gzb][lanalq Yf\ [gfO\]f[]&
6.1.1 Principles 1 and 2: governance and Further independent assurance may also be drawn from

v Al hjgna\]lk [gehd]e]flYjq jakc erY—]e]flax?{aFr\

governing body roles ) ] i g
afl]jfyd [gfljgd ]ph]jlak] Ig I'] Ojkl daf]&

al providers.

The governing body sets the direction by determinin i . ; ;

the ogrganizatigon's e:/ppetite for risk. It deI)t/agates the ’ v Al egfalgjk 1] [gfljgdk aehd]e]fl]\ Yf\ g ¥4 friaciple 6 creating and protecting value
achievement of organizational objectives, including the "] Ojkl daf] Yf\ hjgnallk Y \]_j]] g” eYfYTIHegdbleniipg body, management and internal audit
eYfY _Je]fl g~ jakck Ig eYfY _Jelfl Ojkl Yf\ kifjdgpendent) assurance over their effectiveness. have their distinct responsibilities, but all activities need
lines of defense). Additionally, it establishes and oversees v Al ]f[gehYkk]k 1'] jakc ~mf[lagf$ o a[" al® PR&HiYER yihye objectives of the organization.

an internal audit function (third line of defense). for compiling a company’s risk register. A risk register Itis only with all roles working collaboratively, and in

lists out a company’s risks, along with their levels alignment with stakeholder interests, that value is both

Yddg[YIlk I'] Y[[gmflYZd] jakc gof]jk$ Y fRIUGFIgA@created.
the key actions being taken in response. The leader of

In order to exercise oversight and achievement of its
objectives, for which it is accountable to stakeholders,
the governing body relies on reports from management,
internal audit and others.

9L'] AA9IK Lj Daf]l]k Eg\]d2 9f mh\YI ATT LY Daf]k g” <]”]fk], The Institute of Internal Auditors, 2020.
J g g J g
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.&* 9ddg[Ylagf g” jakc gn]jka_"l |tge $tidtegy. Accordingly, it should determine which

_gn]jfaf_ Zg\qg

The Three Lines Model makes it clear that the governing
body is not involved in everyday risk management.
Rather, it needs to be actively engaged in its oversight
and provide top-down input into its components. To do so,
responsibilities should be appropriately allocated between
the board and its committees.

6.2.1 Role of the board

Moving away from the mindset that managing risk is
predominantly about protecting the business from threats
strengthens the critical link between risk and strategy.

It is therefore generally accepted that it is the board that
needs to be responsible for setting the risk strategy. The
board needs to establish its appetite for major risks and

risks need to be discussed by the full board, taking into
account the magnitude of the organization’s exposure
to those risks and their potential to disrupt strategy. It
should also determine which risks can be delegated to
subcommittees, with the board nonetheless maintaining
overall responsibility.

How clearly do the audit committee’s terms of
reference delineate its responsibilities regarding

risk management from those of the full board
and other committees?

6.2.2 Role of the audit committee

IjYfkdYI] I"ak aflg jakc Igd]jYf[] d]n]dk& >gTra]i%it@"‘((ft’g\ijx(ctﬁfmmmeeswereConcemed‘”ith

jakck$ k]llaf_ imYflaO]\ I'jlk ' gd\k eYq fgl

possible, and qualitative, detailed, directional guidance
will be required.

L ] ZgYj\ f]11\k g Z] kYlak®]\ 1I'YI '] jakc eYfpgdledlj] ka faO[YFl 'Y I'YI hdYq]\ Zq

policies and procedures put in place by management are
effective, i.e., that the company is operating within the
designated risk appetite and tolerance levels, and that
an enterprise-wide culture that supports appropriate risk
awareness has been embedded.

The breadth and range of risks that boards must oversee
is growing, as is the interconnectedness of these risks.
Furthermore, the boundaries of risk are expanding to
include third-party risks, most notably environmental

and social impacts within the supply chain and cyber
risks presented by the use of service providers. The

full board is responsible for monitoring execution of

oy

Today, however, the role of many audit committees
extends beyond this, with the audit committee taking on

committees. So much so that many audit committees

Yil$ af ~Y[I$ [Ydd]\ I'] EYm\al Yf\ jakc lo¢g

Nevertheless, if the audit committee takes on oversight
of too many risks beyond those directly related to
reporting, it may struggle to adequately discharge its
other core duties.

For this reason, oversight of some risks may be
delegated by the board to other committees. Even in
those situations, the audit committee will typically act

Yk I'] afl]_jYlgj g™ egkl$ a” fgl Ydd$ jakc

the fact that all principal risks can potentially impact on

'] O6fYflaYd jlkmdlk Yf\ gf I'] naYZadalg

7

This also aligns with the role the audit committee plays in
relation to internal audit (see section 6.6) and assurance
more broadly.

To remain apprised of the risk universe, the audit
committee may occasionally hold joint meetings with
the other committees, organize joint deep dives into
a particular risk area, and recommend to the board
that overlapping members be nominated to the
relevant committees.

6.2.3 Separate board risk committee

Financial services industry supervisory bodies, especially
related to banking, may require or highly recommend that
boards set up separate board risk committees. A board
risk committee can both reduce the burden on the audit
committee and focus all its attention on risk oversight,
with members having a narrower skill set than that

jakck jldYI]\ Ig OfYf[aYd j]h giequiredyfthe audit committee.
1 j1dYI]\ afl]jfyd [gfljgdk gn]j OfYf[aYd j]mgliér%

i&‘aﬁ‘d functioning of a board risk committee

is less universally consistent than that of an audit
colmﬂitt e, @'ven it is not one of the prevalently mandated
Smlitteed."Board risk committees are not common

S EAN

gtgbllé ed at other organizations with complex

market, credit, liquidity, commodity pricing and regulatory
risks —for example, energy companies or organizations
within the health care sector.

Most critically, the board risk committee will focus
on understanding how the organization’s operational
risks manifest, and their impact on strategy, with the

ﬁ\igg ch Eg%fﬂ%ﬁﬁ &he approach to risk is not only
o

reactive. risk committee will be responsible

éox upd]erit?nnﬁigq }rll(ekigherent risk, agreeing the
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level of residual risk that will marry up with the .&+ Gn]jka_"l g” jakc a\]fIaO[YIa gIB_ . .

agreed risk appetite, and challenging whether the Yf\ InYdmYlagf 'Ifferlng perspectives on board

proposed mitigating activities will achieve this level risk committees

of residual risk. Risks can be broadly categorized into those that occur

Several members with experience of separate board
risk committees said that they should be considered

wﬁ(pro efs Ie&l ?nd enterprise risks that can
el only when circumstances truly necessitate it. They

pact & the Il:v I

. . N
Lgha[vyddq$ |'] ZgYj\ jakc [geeall]] oadd griu the business model and strategy.

and second line, with the audit committee maintaining

the relationship with internal audit. The audit committee Zr:;?ss;ﬁg(rrlzI;iss\t’::?yvsi'tchalrlzu?;plc:ztr%r::;;Is\rlz(l:?issisor [al]\ ["Ydd]f_]k oal” gn]jdYh& EAkkm]k g” jal
will therefore challenge internal audit's plan, making often rolling ub into & Single enterorise risk Yjl af]plja[yzdqg dafc]\$E gf] kYal& 9fgl ]j ¥\
sure it is aligned to the key risks. It will also consider the gup g P ' EQgm oYfl Ig Z] n]jg "gm_"1"md YZgml "*gjea
assurance obtained from internal audit in the context of Given that risks are continually changing, they need to committee and think about what the scope of the

the broader assurance landscape. As such, the board risk 71 j1YKKIKK]\ gf Yf gf_gaf_ ZYkak oal af I ] TRIEvould be, soitis not overly duplicative with

committee may rely on the audit committee to oversee second line. The audit committee should act as a fulcrum ir(e el BRI e SWOIE'S @iisier Wi i L]

the effectiveness of the overall control environment. between the board and management by understanding board. Its tricky. | have some caution about creating

gf] af Y fgfOfYflaYd afklalmlagf& A [gmd\ k]]

the outcomes of bottom-up risk assessments and ) ;
company with a complex, global manufacturing and

overlaying these with a top-down view on the evolution of

Where there is a separate risk committee, strategic objectives, as well as on current and emerging supply chain environment where the risk committee .
how clear is the division of responsibilities enterprise risks. In doing so, the audit committee will [gmd\ Z] n]jg "g[mk]\&E Gf] e]JeZ]j kIYI]\$ EO
between the audit committee and the board need to challenge the prioritization of risks. Audit enough committees and, practically, the information
risk committee? committees may also encourage management to conduct needs are covered by one or the ather. Why should
k[1fYjag YfYdgkak af gj\]j g mf\JjkIYf\ 1°] Y&RHEH N Jake Z] kIhYJYIN7E
impact of correlated risks. Other members were more supportive of establishing
Y k]lhYjYIl] jakc [geeall]] Yf\ hgafl]\ gml I'] Z]
How regularly does the audit committee interact it can provide. One noted that risk discussions require
? with the head of the risk function? To what a different mindset frpm tradiPionaI audit matters,
« extentis this occasionally supplemented with IphdYafaf_$ EL]JjlIk Y "mfiYe]flYyd \ar"]j]f[
reporting from other representatives of the between the audit committee, which is there to
Ojkl Y\ k][gf\ daflk$ 1&_&$ o ]f I ovarsee the reporting on what has happened, versus
committee commissions a deep dive into a the risk committee, which is looking forward and
particular risk area? scenario planning. This helps each committee focus

on its primary responsibility and helps the relevant
committee members make informed decisions. The
thinking, analysis, and precision of information is
\a~"]j1fl af 1°] log [geeall]]k&E

LYh]kljg Fllogjck$ <][]eZ}j *(*+

© 9m\al ;geeall]]lk af Y \gqfYea[ 1jY g” jakc, Tapestry Networks, December 2023.
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6.3.1 Principal risks

L gk] 1flljhjak] jakck a\lflad]\ Yk Z]af_

priority, tend to be referred to as principal risks. Many
jurisdictions require public disclosure of principal risks
(k11 hgafl /1&*&)).

The audit committee will need to devote time to

mf\]jklYflaf_ '] hjgOd] g~ hjaf[ahYd jakck

risks are interconnected, and how the connections

are being tracked. Not only can the impact of multiple
interconnected risks converging exceed the sum of each
part, but interconnectedness can also accelerate the
speed with which the risks materialize.

@go [gfO\]fl ak 1] Ym\al [geeall]]

? understands both the evolution of principal risks
¢ and their interconnectedness?

6.3.2 Emerging risks

New or future risks, with a potential impact that is not yet
reliably understood or known, but where the assessment
indicates it could be high, are often referred to as

Audit committee chair considerations

D Discussion points and interesting observations

use of future-back scenarios. Audit committee members,

A by virtu c1f not being embedded within the business, can

a

9 bring fresh perspectives to the emerging risk assessment.

,? How does the audit committee ensure that the

\ak[mkkagf g* hjaffahYd jakck d]

¢ time to debate emerging ones?

6.3.3 Fraud risk

7

the company is operating within the risk appetite set by
the board. To enable this, the audit committee should

gnljk]] 'Yl eYfY _Je]fl Yk a\lfla®]\ jld]nYfl e

for tracking risks and established clear accountability by
identifying risk owners.

Where the design of the risk responses is adequate,

the audit cemmnittee must satisfy itself that they are
operating as intended. It should receive regular reporting
from management on the outcomes of its monitoring

of risk responses and commission internal and external
assurance over management’s conclusions. Periodically,
it may also wish to obtain benchmarking of the practices

L'] aehY[l g~ Ajym\ gf I'] ][gfgeq ak ka_fa?9qi§yigdustry norms or peers.

9[l[gj\af_1g I'] 9kkg[aYlagf g” Jita0]\ >]Y @) T Ri¥Afdd4tion and the operation of effective
(** Jlhgjl Ig I'] FYlagfk, organizations lose 5% of jnternal controls

their revenue to fraud each year. ' Projected against
2021 gross world product (US$94.94 trillion, according
to the report), this makes an annual global loss of more
than US$4.7 trillion.

The magnitude of the loss, combined with the context
provided in section 5.1 and increasing scrutiny over
fraudulent activity from investors, regulators and other
stakeholders, has implications for audit committees.

Ele]j_af_ jakck&E L] aehda[Ylagfk g* ]e]jétégpcow;gqgs\sﬁw])uldensurethatinadditiontoan
\a~rO[mdl Ig Ykk]kk$ Yf\ I'] Iph][IYlagf ak PV?rF‘W“'gG[aBS&%FH‘em’ma“ageme”thascond”ﬂeda

evolve over time. They may dissipate altogether, they may
exacerbate existing principal risks, or they may evolve
into stand-alone risks. Time horizons for emerging risks
can change rapidly and they are also very volatile, with

kh][aOl ~jYm\ jakc Ykk]kke]fl&
.&, Gn]jka_"1 g™ jakc jlkhgfk]k

Part of the role of the audit committee is to oversee the

ka_faO[Yfl ["Yf_]k hgkkazd] af Y jldYlan]dgkkespbhstdid@ifented by management.
:gehYfalk f]]\ Ig hm! af hdY[] kh][a®][ hjg][[RieJdudipcommittee must challenge management over

identify emerging risks and monitor their evolution. Often,
this involves horizon scanning by the second line and the

whether, in light of any changes to the nature and extent
of risks, risk responses remain appropriate to ensure that

1 G[[mhYlagfYd >jYym\ *(**2 9 J]hgjl Ig I'] FYlagfk$ 9kkg[aYlagf g~ ;]jla®]\ >jym\ =pYeafljk$ *(**&

Risk mitigation is about accepting a risk but undertaking
actions to reduce its severity to tolerable levels (within
risk appetite).

Effective risk mitigation needs to be grounded in the right
culture, underpinned by the right structure, and executed
by the right people who operate based on policies and
processes relevant to the context of the organization.

The overall culture of the organization, and its focus on
integrity and compliance, is one of the most important
risk mitigations. As discussed in section 5.1, the audit
committee has an important role to play in fostering a
risk-aware and control-conscious culture.

The mitigation of enterprise risks will vary depending
on the nature of the risk. For example, external risks
that are outside of the direct control of the organization
may be mitigated by ensuring that effective business
continuity, disaster recovery, and crisis management
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plans are in place. Downside risks, where there is limited
to no appetite for risk, will be managed through policies,
procedures and internal control systems, including entity-
level controls as discussed in section 6.5.

v LjYfkY[lagf%d]n]d [gfljgdk E 1 1k] Yj] [gTlqggrete a reference point against which to build a
embedded within individual processes and can be picture of what good looks like and judge effectiveness,
manual, dependent on information technology (IT), the audit committee can choose to refer to a recognized
or automated. internal controls framework. One such example is

v 2]f]iYd AL [gfljgdk E I'Tk] [gfljgdk hjgnat{l]e §3gN1 97 Khgfkgjaf_ Gj_Yfarvlagfk g~ |

LA .

directives for controlling how IT solutions, systems and Y c? ;geeakkagf ;GK G " JYelogjc, developed
by the Commlttee of Sponsoring Organlzatlons of the

resources are used and managed.

Treadway Commission.*2

At a process level, the principal means of mitigating risks
is through the operation of a system of effective internal
controls. The role of the audit committee in overseeing

internal controls is also discussed in section 6.5. ) ] ) ]
The audit committee considers management’s evaluation

of whether the design of the controls is effective and

requests reporting to assess whether those controls have

been implemented and are working. It should understand

Yfq ~Yadmjlk gj o]Ycflkk]k a\]flad]\ \mjaf
period and hold management to account for timely
remediation. The audit committee should take special

interest in any instances of controls override.

The audit committee should request regular information
gf I'] *mf[lagfaf_ g~ afl]jfyd [gfljgdk gn]j Of)
jlhgjlaf_ ~jge 1] OfYf[] I]Ye$ afl]jfYd Ym\al
pog;nnall)ﬁtr CEO It should also get views from the

I]rf d Ym\algj Yf\ kh][aO[Yddqg mf\]jkIYf\ o°
the auditor is taking a controls reliance or a substantive
approach in the audit and, if relevant, why a controls
approach cannot be adopted.

6.4.2 Other risk responses

Where risks have been transferred rather than mitigated,
the audit committee may occasionally ask to receive
updates from management on major insurance programs.

Some risks cannot be successfully mitigated or insured

against in a cost-effective manner. In such cases, the

audit committee may need to recommend to the board

an orderly withdrawal from certain activities. When

that is not an option, the audit committee may require
management to provide more frequent and detailed
[gfOjeYlagfk I'YI [gflaf_]f[q Yf\ \akYklI]j j]
plans are being kept up to date.

<mlalk g™ I'] Ym\al [geeall]] eYqg Z] egj] kh][
\]Of]\ 0°]j] d]_akdYlagf jlimajaf_ ~gjeYd eYf)
YIllklYlagfk gn]j afl]jfyd [gfljgdk gn]j OfYf[a}
is in force.

What reporting does the audit committee
receive so that it can challenge management’s
view on the design and operational

effectiveness of internal controls across
its areas of responsibility? Is this reporting
km~rO[a]fldg j]_mdYj Yf\ lae]dq?7

Where management is required to make an
attestation on the effectiveness of internal
[gfljgdk gn]j OfYf[aYd jlhgjlaf_$ °
is the audit committee with the reporting it

receives from those within the second line who

6.5 Internal controls

AfI]jfYd [gfljgdk Yj] g~I1f [YI1]_gjar]\ Yk2
&) Afl]jfyd fljgdk gn OfyflaYd h
v =flalq%din]d [gfljgdk E 1'1k] Y] [gfljgak 15yF) ATITYd [afligdicanl] [avd jlhg]

pervasively impact an entity’s environment and
operations. They include rules, standards of conduct,
policies and procedures. These controls are the
foundation that allow all other controls, processes

and programs to function effectively and will include,
among other controls, some of the aspects discussed in
section 5.1, such as the code of conduct.

=~~][lan] afl]jfyd [gfljgdk gn]j OfYflaYd j]
[jala[Yd Ig hjg\m[af_ Y[[mjYI] Yf\ jldaYZd
jlhgjlaf_& Af IJnYdmYlaf_ afl]jfyd [gfljgdk
reporting, the audit committee needs to consider all

categories of controls. It should also understand the role

of any outsourced arrangements, such as payroll, and the

role of any internal shared service functions.

2 AfI]jfYd ;gfljgd E AfI]_jYI]\ >jYe]ogjc, Committee of Sponsoring Organizations of the Treadway Commission, 2013.

1kl Ojkl%daf] [gfljgdk?

Where management is not required to make

such an attestation, what evidence does the

audit committee receive to understand whether
management has implemented effective internal
[gfljgdk gn]j OfYf[aYd jlhgjlaf_7 d
has the audit committee taken as a result?
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6.5.2 Policies and procedures to prevent and
detect fraud

Fraud risk is typically addressed by a hybrid of different
functions such as procurement, human resources

and compliance. As a result, oversight can be quite
challenging. The audit committee should ensure that
management has established programs and policies to
both prevent and detect fraud and has clear protocols on
what to do if potential fraud is detected.

In challenging management on the adequacy of its anti-
fraud programs, the audit committee should draw on the
insights it obtains from monitoring themes arising from

whistleblowing arrangements, discussed in section 5.1.

6.5.3 Controls over other risk areas

The audit committee’s work in respect of entity-level

[gfligdk$ Yk hYjl g~ I'] afl]jfYd [gfljgdk gn

reporting oversight, will be relevant to many other risk
areas, given the prevalent impact such controls have over
the company. Similarly, oversight over IT general controls
will also contribute to the oversight of controls relating to
aspects of cyber risk.

To obtain additional evidence regarding controls over
other risk areas, the audit committee may want to speak

Audit committee chair considerations

D Discussion points and interesting observations

6.6 Internal audit

There is no universal requirement for companies to have
an internal audit function. Nevertheless, as the role of
internal audit is to evaluate and improve the effectiveness
of risk management, internal controls and governance
processes, a well-implemented function is a great asset
to an audit committee. Not only can the audit committee
use the provided assurances in discharging its duties,
internal audit is also often the audit committee’s eyes and
ears on the ground, able to bring cultural insights from
across the organization. Where such a function exists, a
good working relationship between the audit committee
and internal audit is of fundamental importance and the
audit committee is commonly responsible for overseeing
internal audit.

Where no internal audit function exists,

. which alternative sources of information does

the audit committee obtain to effectively
discharge its oversight of risk management and
internal controls?

The following considerations are applicable to
organizations that have an internal audit function.

lg gof]ljk g~ kh][aO[ jakck$ “Yn] jl_mdYj afl]jY[lagfk oal"
1] [al]” jakc g”O[]j$ Y\ jlim]kl kh][aO[ Y k&@]Yigriaatagdt function

internal audit. The audit committee may also choose to
illlan] jThgjlaf_

gf I'] klYImk g~ Yfq []]IaO[

ﬁﬁr{ a{?(three main models of sourcing the internal

f
v~OjeYlagfk hjgna\]\ Zq jakc gof]jk$ a” ]]q é\%a iﬂ%ib‘retradeoffsassomatedwnhthe

khi[aO[ jakck “Yn] Z]If Yddg[YI]\ Ig gI']j [¢REALl

the audit committee may draw on their work and views.
Close cooperation will be needed to make sure work is
not being duplicated and that no material risk areas fall
through the cracks.

ﬁternally resourced function is likely to be a
lower-cost solution, with employees having a thorough
understanding of the business, but likely a narrower
breadth of expertise. Full outsourcing may give access

A

to a better pool of specialists, but this may come at a
price. The company will also have limited discretion over
individual team members, although this will naturally
increase their independence. A hybrid approach may be
the best of both worlds.

How does the audit committee ensure that
internal audit sourcing arrangements remain

appropriate for the organizational context and
allow for adaptability and responsiveness?

In any case, the audit committee will need to be
comfortable with the number and quality of internal audit
staff — their skills, competence, continuing education and
professional experience, as well as with their objectivity.
It will also need to challenge whether they have an
adequate budget and access to the right tools and
technologies to carry out high-quality work. The audit
committee should foster a constructive relationship
between internal audit and the external auditor,
recognizing that the degree of coordination between the
two will vary depending on the jurisdictional context.

What information does the audit committee
receive that allows it to assess the caliber

of internal audit resources — both staff
and technology?

lagf2 af% " gmk]$ gmlkgmj[]\ gj [g%kgm]|[]\&
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6.6.2 Head of internal audit

The internal audit activity is managed by a chief audit
executive or head of internal audit. While this role

may be outsourced in some cases, keeping it in-house
provides greater control over internal audit and stronger
accountability.

It is not uncommon for this role to have a dual reporting
line — primarily to the audit committee, with a dotted line
to the CEO.

Audit committee chair considerations

In a two-tier board structure, such as in the
Netherlands and Germany, it is not uncommon for
the internal auditor to report to the management,
with the supervisory board or its audit committee as
the secondary reporting relationship. This potentially

audit function. Changes to corporate law in Germany
guaranteed that the audit committee chair is able to
approach the head of internal audit directly, but the
management board has to be informed.

_anlk Ym\al [geeall]]lk d]kk afOm]f[] g

The audit committee chair should be involved not only
in the selection of the head of internal audit but also in
their appraisal and termination or replacement.

Certain factors can have an actual or perceived impact
on the independence of the head of internal audit. For
example, in some organizations, the head of internal
audit also holds a joint role as the CRO. The Global

D Discussion points and interesting observations

safeguards must be documented within the internal audit
charter and alternative processes to obtain assurance
over the work of the risk function must be established. **
The audit committee will need to assess the adequacy of
the safeguards and the alternative assurance processes.
A hybrid model can be helpful in such circumstances.

Unlike the partner responsible for the external audit, who
is subject to mandatory rotation, there is no regulatory

limit to the tenure of the head of internal audit. The audit
committee may wish to implement such a limit, however.
Common practice is to base limits on those applicable to

"] 1plljifYd Ym\algj$ a&]&$ On] Ig k]n]f q]9

@go [gfO\]fl ak 1] Ym\al [geeall]]
’? head of internal audit will bring all potential

eY'liik g» ka_fa®[Yf[] afngdnaf_
to its attention?

4

6.6.3 Internal audit activities

Given the reliance that the audit committee places on
internal audit, it is critical that it properly understands
which activities are undertaken by internal audit and how
it undertakes them. The Global Internal Audit Standards
enable effective internal auditing and serve as a basis
for evaluating and elevating the quality of the internal
audit function. If the audit committee does not require
internal audit processes and practices to align with these
standards, it will need to consider on what basis it will
assess the function’s effectiveness.

Even when the standards are adhered to, the levels of

Afl]jfyd 9m\al KIYf\Yj\krecommend that, in such cagesting and underlying methodologies are not necessarily

the responsibilities, nature of work, and established

B E:gehd]l] 2dgzYd Afl]jfYyd 9m\al KIYf\Yj\k$E L ] Afklalml] g~ AfI]jfyd 9m\algjk o]Zkall$ I'JaaY&gj_'1f'kIYF\Yj\k' *(*,%KkIYF\Yj\k'_dgZYd%afl]jfYd%Ym\al%klYf\Yj\k'Aj]]%\g[me]flk'[

equivalent to external audit. Therefore, the audit

A

committee needs to be clear about the level of assurance
it wants. Internal assurance maps need to be thoroughly
assessed, and there needs to be clarity on what evidence
the audit committee expects to see.

6.6.4 Internal audit plan

The audit committee should critically assess the scope of
the internal audit mandate and whether it has unfettered
access across the organization. An internal audit plan
needs to address key business risks and related controls
through the right combination of assessing the reliability
f.rlpgnagement's monitoring observations and performing
ité Oown assurance activities. The audit committee should
evaluate the scope and coverage of the plan, rotation
of activities, and alignment of activities to the highest
priority risk assurance needs of the organization.

The effective use of available resources requires a periodic
reassessment of the balance between internal and
external assurance activities that may have been layered
on over time. This may potentially allow for the release

of internal audit capacity and its reallocation to other risk
assurance needs.

The audit committee needs to ensure that there are

Y\limYI] jlkgmj[lk Yf\ km~O[a]fl Zm\_]I af hdY

deliver on the plan.

How well does the audit committee understand
the levels of assurance provided by internal audit

activities over the course of the year and the risk
coverage that these achieved?
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6.6.5 Internal audit reporting 6.6.6 Assessing the quality of internal audit work

L ] Ym\al [geeall]] f]]1\k Ig “Yn] [gfO\]f[] | YHe audit committee needs to regularly assess the How has the audit committee assessed the
afl]jfyd Ym\alik jlhgjl]\ Of\af_k o]j] fgl af quhtitym¥the work undertaken by internal audit. In quality of internal audit's work? How is it
OdlI]j]\ Zq eYfY_lelfl& Jlhgjlk k> gmd\ af[drdaihgwso| i sNguld consider the following, among other monitoring whether any recommendations are
rating scale and set out the potential consequences [gfka\]jYlagfk2 being adequately implemented?

g” 1I'] Of\af_k& L ]q k’gmd\ affdm\] Y jggl [Ymk] . R
YfYdgkak af jjdYlagf Ig I'] Of\af_k Yf\ eYcY h@\g[‘?alﬁ\}de_\a_' hdvf e]llk I'] [geeall]]lk
recommendations to address issues that have arisen. needs while considering effective use of resources

Additionally, they should allow the audit committee to v @go afl]jfyd Ym\algjk Yj] Ykka_f]\ Ig IY ' _ _ '
conclude whether the company is operating within risk and also supervised The audit committee chair plays a pivotal role
tolerance levels that are in line with the risk appetite set o . . af Y\\jlkkaf_ [gfOa[lk I"YI eYq Yjak] Z]lo]]f
by the board. v OV If[] 1g jlfg_far]\ kIYf\Yj\k Yf\ hgda[ managementand internal audit — especially with

while using up-to-date and innovative methodologies, respect to budgetary or resource requests and the
The audit committee should monitor progress against including data analytics and metrics Ykk]kke]fl g~ I°'] eY_falm\] Yf\ hjagjalg g~ ©

The strength of the chair’s relationship with both
the CEO or CFO and the head of internal audit is

jllgee]lf\Ylagfk$ oal” Y kh][aOJ[ Jeh Ykak ngYJgdatn]jq gf hdYf Y\ 1] [dYjalq g~ ojall
fundamental in this context.

eYllljk fgll\ Yk j]\ OY_k& L] lae]daf]lkk g» \Fema AL recommendations
being taken is an important culture indicator and

evidence of management’'s commitment to improving risk Periodically, the audit committee may also wish to
management. commission an external quality assessment. This
" ) . can include an evaluation of conformance with the
As an additional safeguard, the aUd_'t committee ngeds o Global Internal Audit Standards. It should be noted
holq separate executive sessions with the head of |nterqal _that the Global Internal Audit Standards have recently
audit (k]] h ga fl,&+&/&) apd may War,'t to consider dlre‘:{')een updated, with the new standards taking effect
engagement with members of the internal audit team. from January 2025. Under the updated standards,
internal audit functions must be assessed against the
What does management's attitude toward International Professional Practices Framework. 4

actioning internal audit recommendations tell
the audit committee about the risk culture within
the organization?

How does the audit committee hold management
to account for promptly actioning internal audit’s
recommendations?

“ E;gehd]l] 2dgzYd Afl]jfYd 9m\al KIYf\YJ\k$E L ] Afklalml] g~ AfI]jfYd 9m\algjk o]Zkall$ I'JaaY&gj_'1f'kIYF\Yj\k'™*(*, %kIYf\Yj\k'_dgZYd%afl]jfYd%Ym\al%kIYf\Yj\k'*jl]%\g[me]flk']
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O YI2 gn]jka
corporate reporting

_lg”

All public corporate information should be
reliable. The range of what companies publish is
very broad, however, and encompasses multiple
voluntary documents that external stakeholders
rely on — not all of which can be subject to the
same level of oversight and scrutiny.

The annual report is probably the most

important and comprehensive communication
document for any public company. In many
jurisdictions, it is made up of two distinct

sections — the narrative commentary on the
Zmkaf]lkk Yf\ alk h]j*gjeYf[]$ Y\ I
statements. The breadth of information

included in an annual report, alongside the
Ym\al]\ klYImk g~ I'] OfYf[laYd kIYI
makes it the one version of the truth that

should provide the basis and guide rails for all

other communications.

Gnljka_"I gn]j I'] Ym\al]\ OfYf[aYd
is a core aspect of every audit committee’s

remit, often extending to aspects of the

narrative disclosures included within the

annual report. The audit committee’s terms of
reference need to be very clear as to whether

the committee’s remit also covers any reporting

»

beyond the annual report, such as preliminary
announcements, and interim reporting to the
stock exchange.

The US Securities and Exchange
Commission recommends that companies
set up management-level disclosure
committees with responsibility for
considering the materiality of information
and determining disclosure obligations

on a timely basis. As is implicit in section

. %3@ 4é%ré1e Sarbanes-Oxley Act,
] h E ttee would report to senior

management, including the principal

mlan]
] %ﬁs\“&press responsibility for designing,

establishing, maintaining, reviewing and
evaluating the issuer’s disclosure controls
and procedures.

k\}\/\ﬁéleeal Uigclosure committee has been
constituted, it is common for it to report
to the audit committee about its meetings
and activities. In some cases, the audit
committee chair is invited to participate in
the disclosure committee’s meetings.

Yf\ OfYf[laYd grO[]jk$

p
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. Audit committee self-evaluation questions Audit committee chair considerations D Discussion points and interesting observations

/&) >afYf[aYd jlhgjlaf_
N . . - ) How has the audit committee challenged
>gj I'] hmjhgk] g” I"ak _ma\]l$ OfYflaYd ]| SueChet VAT ERs BUL R

INCELAANS LN IR GACUANCAMIENORSMISIEY  ©  accounting policies, readiness for future

the annual report (and preliminary announcement, - mandatory changes in accounting standards,
where relevant) and the quarterly and/or half-yearly - and the accounting for any material one-off or
announcements to the stock exchange. - unusual transaction, if relevant?

7.1.1 Financial reporting process . What information, including external sources

cvev_jern mnvk 1) orvitava kynenn SRRRIERIGRREAERIERS
Yfq gl']j OfYflaYd afrgjeYlagf!& L'] jgd] g~ eng gement over Juagr

. A h - underpinning material estimates? This could
[geeall]] ak Ig gn]jk]] 1'] Ofyflayd J]hgllaf: include independent specialist input
Yf\$ af \gaf_ kg$ hjgna\] I'] ZgYj\ oal” [gfO .
OfYflaYd kIYI]elflk Yj] Ijm] Yf\ Y[[mjYI] Yf\ T
performance of the business in a fair and balanced manner.
L] OfYflaYd jlhgjlaf_ hjg[lkk [gfkaklk grz /&) & &®Nlgmflaf_-hgdafalk

v L] hgklaf_ g~ aflana\mYd IjYfkY[lagfk at9alf}] damihgk] g” hjlhYjaf_ Yf\ hjlk]flaf_
accounting standards and adopted policies statements, companies have to adopt a set of generally
accepted accounting principles (GAAP) allowed in their

jurisdiction. For example, over the past two decades,

v HjlhYjYlagf g~ OfYflaYd klYI]e]flk$ o a[MtarnpdenalFinancial Reporting Standards (IFRS) have
hjaeYjq OfYflaYd kiYI]e]flk ]&_&$ klYI]ehggoge widely adopted in capital markets worldwide and
OfYflaYd hgkalagf$ klYI]e]fl g~ hjgdI gj @@ RRY agigbally recognized accounting framework.

v Application of judgment and computation of estimates

disclosure notes Many jurisdictions that maintain their local GAAP base
it on IFRS. As such, the below approach draws on
Al of the above, as discussed in hgafl .&-&), are concepts embedded within IFRS.

mf\]jhaff]\ Zq afl]jfyd [gfljgdk gn]j OfYf[aYd jlhgjlaf_2
accounting processes, IT systems and internal controls.

A

As a general premise, the whole purpose of GAAP is
to specify required accounting policies, presentation
and disclosure. Nevertheless, judgment is involved in
kinljYd [aj[meklYf[]lk2

v An accounting policy may relate to an area where an
Iflalg ak jlimaj]\ Ig eYc] ka_faO[Yfl bm\_e]fl
assumptions in applying that policy (apart from those
involving estimations).

v Kge] kIYf\Yj\k Yddgo Yf Y[[gmflaf_ hgda[q |

v O ]f I']j] ak Y ["ga[]l$ Yf ]flalg eYq Z] Yddg«
voluntarily change its accounting policy if it results in
I'] OfYflaYd klYl]e]flk hjgna\af_ jldaYzd] Yf
relevant information.

v Af 1] YZKIf[] g~ Y KIYf\Yj\ I'Y] kh][aO[Yddq
Crriianpastign, other event or condition, management
will have to use its judgment in developing and applying
an accounting policy that results in information that is
jldInYfl Y\ jldaYZd]& Af I'] Ojkl afklYf[]$ |
considering the requirements in the applied GAAP
that deal with similar or related issues. Secondly,
eYfY _Jelfl k’gmd\ dggc Ig \]Ofalagfk$ [jal]ja
concepts from the GAAP Conceptual Framework for
Financial Reporting (if one is available). To the extent
['1g \g fgl [gf©a[l oal> I']k] kgmj[]1k$ hjgfgmf
from other standard-setting bodies and accepted
industry practice can also be considered.
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The selection and application of accounting policies robustly challenge management on such conclusions and As accounting estimates are approximations, they will
ak [jm[aYd Ig '] hjlhYjYlagf g~ OfYf[aYd lekyddtafjdl th& auditor and regulators will do likewise. need to be revisited and potentially updated as additional
Accounting policies should be selected and applied ] ] ] information becomes known, the circumstances on which
consistently for similar transactions, other events and Finally, audit committees should ensure that they are based change, new developments arise, or
[gflalagfk$ mfd]kk Yf Y[[gmflaf_ kIYf\Yj\ k3PPFARH3Q digcipsures are provided on material more experience is gained. By its nature, a change in an
requires or permits categorization of items for which accounting policies. accounting estimate does not relate to prior periods and

different policies may be appropriate. Entities need to

disclose material accounting policy information, including
the choices and judgments applied. An accounting policy may require items to be measured
at monetary amounts that cannot be observed directly . -
and must instead be estimated in a way that involves in arriving at the proposed measurement and related

measurement uncertainty. Developing such accounting internal controls. In doing so, the audit committee should,
JklaeYI]k afngd nj K'Y fmez]j gh bm\_e]flk2 among other considerations, remain cognizant of fraud

7.1.1.2 Estimates is not a correction of an error.

For material estimates, the audit committee will need
to understand the judgments made by management
Audit committees need to assess the overall
appropriateness of accounting policies, especially where
management has applied judgment, challenging any

departures from GAAP and industry norms. Any voluntary factors and bias, ensure that judgments or assumptions
change to accounting policies needs to be scrutinized. In its v K]d][[laf_ Yf\ Yhhdqgaf_ Y e]l g\ gj eg\]d &@ based on the latest available, reliable information,
oversight role, the audit committee should focus on those computing the monetary amount use objective and credible external data points where

hgda[a]lk I"YIl Yj] egkl eYl]jaYd Ig |] éfo[aydAleI;ahfélf Yf\'gj \]n]dghaf Ykkmehlagﬁyawe’aaﬂqrﬂrﬂpe management that appropriate
and those that relate to judgments and estimates. for use in the method or model. based on the latest specialist input was sought, if relevant. The audit

available, reliable information committee should also understand how management

The audit committee should also ensure that reviewed the outcome of previous accounting estimates

management assesses the impact of any future, required v Kld][ltaf_ Yf\ afl]jhjllaf_ \YI1Y Ig \In]dgh hnH responded to the results of that review.
[Yf_lk Ig ?99H km~Of[a]fldg af Y\nYf[] Ig ]fkgsdhptions and inputs, which can be of a specialized,
smooth implementation of any resulting changes. gnlf fgfOfYflaYd fYImj] Finally, audit committees should ensure that appropriate
disclosures are provided on the assumptions made
Under IFRS, an entity achieves a fair presentation by Depending on the extent of judgment involved, about the future and other major sources of estimation
compliance with applicable standards in virtually all accounting estimates will have varying degrees of mf[]jlYaflg 'Yl “Yn] Y ka_fa e [Yfl jakc g™ j]kt
circumstances. It may be permissible to depart from the uncertainty, complexity and subjectivity. By their material adjustment to the carrying amounts of assets
requirements of a standard only in extremely rare cases, very nature, they will be prone to management bias. Yf\ daYZadala]k oal af I'] f]pl OfYf [aYd q]Yj
when management concludes that compliance would be Intentional bias may be driven by pressures or incentives
so misleading that the reported result would not faithfully to achieve certain results and may lead to fraud;
represent the transactions, other events and conditions unintentional biases may be the result of management
it purports to. Some regulatory frameworks may prohibit ghlaeake gj gn]j[gfO\]f[]&

such departures altogether. Audit committees should
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/1&)&)&H 1) [gehd]p Y[[gmflaf_ akkm]k Yf\ kexpldiaiow dimate-related matters are considered in The International Organization of Securities Commissions

jakc aehda[Ylagfk hjlhYjaf_ 1']aj OfYf[laYd klYI]e]flk Ig I'] 1plJAIGIK}G! \]Oflk Y fgf%?99H OfYf[aYd e]Ykmj]
) ) ] o are material from a qualitative perspective. Stakeholders numerical measure of an issuer’s current, historical or

Generally, the audit committee will not scrutinize the Ydkg Jph][l jgzmkl \ak[dgkmjlk gf I'] egkl kanlfajd[@fYf[aYd h]jrgjeYf[]$ OfYf[aYd hgkal

accounting for regular transactions and business-as-usual assumptions, estimates and judgments related to Ogo I'Yl ak fgl Y e]lYkmj] \]jan]\ ~jge _]fljYd

events, relying rather on the strength of internal controls climate chanae.
gn]j OfyflaYd jlhgjlaf_& EYII]jk oal> eYl]jaYd aehY[lk | Y]
Yj] dac]dq Ig jlimaj] Ym\al [geeall]] gn]jka How did the audit committee assess the 9HhEk Yj]b\a’f\"]j]lfl Njge h gkaf[Yg g.bengfo[m
v 9[[gmflaf_ ~gj gf]%g”~” In]flk$ km[~ Yk Y congruence between any narrative regarding SUZ fas nume elr odemp.oyees O: rllum erotsu Sﬁr' ers,

disposals, or other non-reoccurring items. « Climate change and the impacts of climate andfrom soclal and environmental measures such as

N A N greenhouse gas emissions and breakdown of workforce by
v MfmkmYd IjYfkY[lagfk$ oal” Y [gehd]p k [YT_1 YIlgmfll\ #gj af I"] OfYf[aYd demographic diversity.
business rationale.

accounting principles (GAAP). 7

) . . . L 1k] eg\aO]\ e]Ykmijlk g~ OfYf[laYd h]jrgjeYf
v Grro6ZYdYFL] KT YIjYT_Jelflk gj kh[aydl2 Financial namative outside of the ofen p]resegnted inthe narative secton ofthe amnual
purpose entities. [a lel report or in other communications, can be useful to
. . The narrative section of the annual report will often issuers and investors. In fact, they are often used as key
AL\I(d;(t c\c;r{w]r?lrt;[]essl ]a:jsg nje]eg ]KE Ie]n\Sl:r\e] tr}a; {??rellg:rr;ep; [* hj aq,i L\%r’q\o] Y Q rl(a] o gn OfYflaYd h]jrgjeYf[] Y Performanie Jndicadrs (KPIs) to track progress against
X Metrics — bbth GAAP and non-GAAP measures. The audit strategic objectives. For example, it is common to see an
YAA[L 1] OfYflaYd kIYI]e]flké& ) .  SEaURIs, LA .
committee should read these areas of the report and, with Y\bmkle]fl Ig hjgOlk Ig jlegn] gfl]% g~ eYlI]ja)
8 '] [gfllpl gzIYaf]\ I'jgm_" alk gnljka_"I g* dt]lgPMY Al ¥ k]fl Y mf\]jdgaf_ hjgOIl 1Yl ak \
@RI AL I R AR PR AR ARCLRe (oorting process, advise the board whether the tone and Z]1 j10]1[lan] g» EZmkaflkk Yk mkmYd&E 9k I°]
that management has adequately accounted messaging are consistent with its own understanding and are not standardized, they can create problems, however.

o for complex accounting issues, principal risk
implications and non-reoccurring items?

I'] afrgjeYlagf [gflyaf]\ oal af I'] OfYflaYdOK]¥ deNtlk&Y1]dg \]OFf]\$ hjlk]fI]\ af[gfkakl]fl

N o> . . A or given undue prominence over measures based on
/&) & &.:)gf %?99H gj Ydl]jfylan] hlj*gjeYf[] accounting principles, they can result in misleading
e]Ykmjlk 9HEK!

An evolving area of risk implications relates to the impact Messages. Using the prior exam_ple, as there is no .

of environmental risks. As explained in the EY publication, The European Securities and Markets Authority (ESMA) universal agreement on what adjustments are appropriate .
“gff1[1]\ OfYf[avd jlhgjlaf 2 9[[gmflaf  ~gj\@ddk YdITjfYlan] hljrgjeYf[] e]Ykmjlk ongkiYiianl YI milljdgaf_hjgOI$ \llljeafaf_17] 3
Y f_], there is no single explicit standard on climate- Yk OfYflaYd e]Ykmjlk g~ “aklgja[Yd gj "m IFy98 $3nr @R to bias or outright manipulation.

related matters under IFRS. 15 Nevertheless, climate risk hlji~gjeYf[]$ OfYflaYd hgkalagf$ gj [Yk" OgQ kR8s hislrisk ESMA has issued guidelines on

and other climate-related matters may impact a number Y OfyflaYd e]Ykmj] \]Of]\ gj kh][aO]\ af I A\p{ARGABEEE has published its K1Y 11e]fl gf Fgf%

of areas of accounting. While the immediate impact on the OfyflaYd jlhgjlaf_ "jYARMdgaedsually derived

4 ) - d .GAAP Fingncial Measures, with the aim of assisting
OfyflaYd kiYl]e]flk eYq fgl f][lkkYjadq Z] i@fYYIaRfia@]dgnZljY[laf_ [ljlYaf Yegmflk *jig&elslnQrefididd clear and useful disclosures that are

ka_faO[YflI$ klYc] gd\]jk af[j]Ykaf_dq Iph][ilk¢iljfiafa@iYflayd kiylJe]flk& understandable and reliable.

% Applying IFRS — Accounting for Climate Change (Updated August 2023), EY, 2023.

8 E=KE9 mh\YI]k alk I 9 mf\]j I'] 9dl]jfYlan] H]j*gjeYf[] E]Ykmjlk _ma\]daflk$E =mjgh]Yf K][mjala]lk Yf\ EYjc]lk 9mlI gjalq o]Zkal]$ JkeY&]mjghY&]m'hjlkk%flok'lkeY %flok'lkeY%mh\YI]l
17 Statement on NON-GAAP Financial Measures, International Organization of Securities Commissions, 2016.
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Audit committees play an important role in overseeing
how such measures are selected, calculated and
displayed. They should also challenge whether

their use does, in fact, improve transparency and
contribute to presenting a balanced view of the
company’s performance.

bespoke analysis on the volume of late journal entries
posted by management. Similarly, discussing audit
adjustments, including those recorded by management,
can be a useful point of reference. The audit committee

part of its executive sessions.

Audit committees should be aware that Accounting
Standard IFRS 18 Presentation and Disclosure in
>afyf[aYd KIYI]g]fIk, effective from l.January2027, © KIIf_IN g~ '] OFYE[] Amf[lagf7
sets out new overall requirements for presentation and

\ak[dgkmjlk af I'] OfYf[aYd klYI]e]flk$ o a[  oadd aehY]I

the presentation of APMs. In conjunction with the nomination committee, the audit
committee should also monitor whether succession plans
are in place, not just for the CFO, but also for at least one
level below.

On which sources of feedback did the audit

? committee base its assessment of the overall

How has the audit committee challenged

management on its selection and use of non-

®  GAAP measures?

7.1.4 Regulatory inspections

7

the company may be asked to improve its disclosures in
future years or, in the case of more serious noncompliance,
remediate the reporting through restatements. The audit
committee will need to consider the broader implications of

kgmd\ Ydkg k]lc kh][a®[ ~]1\ZY[c ~jge aflyjiy ém[m\&i\xk k$ af[dm\af_ gf I'] ]**][lan]f]k

[gfljgdk gn]j OfYf[aYd jlhgjlaf_ Yf\ eYfY_]e]fl
approach to judgments and estimates.

/&* FgfOfYf[laYd jlhgjlaf_

FgfOfYflaYd jlhgjlaf_ ]1f[gehYkk]k fYjjYlan] j]!
Yf\ fgfOfYflaYd e]lja[k& L ]k] Ykh][lk Yj] Igha
interwoven to provide a holistic narrative about the

business in a manner that is both interesting and useful for

a variety of stakeholders.

7.2.1 Narrative reporting

Companies and their boards use the annual report as
an opportunity to tell their story — often setting out the

J]_mdYlgjk [gf\m[l afkh][lagfk g~ '] OfY f[apusinkd'hioeldf |strategy, market trends, etc. The extent of

1&)&+ ;geh]llf[q Y\ kIjIf_1" g~ 1'] OfYf[] ~midil@enbanies within their supervisory remit. Typically, the
Af|]ijd [gfljgd k g n]] Ofo[aYd ]] h gJ Iaf_ Yﬁhﬂ'@fﬁ\ﬁbaard gnd/orthe gudltc_ommltteechalrwﬂl be
lg hjg\m[af_ Y[[mjYI] Yf\ jldaYZd] Ofo[aY'HfOfTT?Sﬁg'P_r&V'eWE"”q \{v_|II receive an enquiry letter
Nevertheless, even the most sophisticated systems setting out the regulator’s initial questions.

and processes cannot operate effectively without an

YhhjghjaYl]ldg jlkgmj[]\ Yf\ [geh]I]fl OfYf[] The audit committee chair will need to be involved
. R . ~ . . in the working group that responds to the enquiry

Lg gnljk]] I'] Y[[mjY[qg g~ OfYf[aYd jlhgjlal . . .

[geeall]] emkl mA\JjkIYf\ I°] gj_Yfarylagfik from the regulator. The working group will typically

resource model and make sure that there is adequate

. external auditor.
budget for people and infrastructure.

The audit committee needs to draw on a variety of Followi eceint of responses, the regulator wil
kgmi[]k |g ~gje alk Ykk]kke]fl$ Yk o]dd Ykgio(‘:i‘i:]glﬁgfma"{(é . the reg
competence of its members. The external auditor can d

provide multiple insights — for example, by producing

Zjaf_Ig_]1']j elez]jk g~ 1'] OfYf[] I]Ye Y

] alk Of\af_k d]I11j& <]h]f\af
gn 1°] Of\af_k$ Yf\ 1°] kIYImlgjq hgoljk g

~ Yidersga

'] fYjjYlan] 'Yl ak af[fdm\]\ [Yf j]O][l Y [geZs
voluntary and mandatory disclosures. For example, some
jurisdictions require the narrative within the annual report

to describe the company’s principal risks and/or approach

to risk management.

As much of the narrative provides context for the

[gehYfqik OfYf[laYd jlkmdIk$ I°'] Ym\al [geeall
members should scrutinize the entire annual report

{h'ehslire that there are no inconsistencies with the
Ykkmehlagfk ]JeZ]\\]\ oal af I'] OfYf[laYd klYI]
The audit committee should pay particular attention to

those disclosures that address its areas of oversight and

as§e S rr%imrggf narrative is consistent with its own
m ogV a]j

ed as part of its role.
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Some jurisdictions designate the audit committee
as responsible for reviewing certain areas of
mandatory reporting.

The Finnish Corporate Governance Code suggests
that the duties of the audit committee could include
reviewing the corporate governance statement and
proposing it to the board for approval. While this

is not mandated, it is common practice for Finnish
audit committees.

placed

Where there are mandatory disclosure requirements,
the audit committee needs to be clear whether

its remit involves overseeing the completeness of
associated disclosures.

Having read the narrative in the annual
report, which potential inconsistencies with
'] afrgjeYlagf [gflyaf]\ af I°] OfY

statements, or with the picture of the company
it was presented with throughout the year, did
the audit committee query with management?

/&*&* FgfOfYflaYd e]lja[k

D Discussion points and interesting observations

Audit committees will need to be clear as to whether
the board expects the audit committee to oversee the
Y[[mjY[q g» fgfOfYflaYd e]lja[k$ af[dm)afreqeildiepts. Ysually either the full board or a dedicated
environmental and social topics. The audit committee’s
general knowledge of assurance concepts makes it well

to support the board in this respect, but the

proliferation of the metrics included in annual reports can
make this a very time-consuming task.

To what extent is the level of oversight that

the audit committee has over the accuracy of
hjgeaf]fl fgfOfYf[aYd e]lja[k [gee]
with the reliance placed on those metrics by

stakeholders?

How has the audit committee considered the
adequacy of assurance over these metrics?

7.2.3 Environmental and social reporting

Environmental and social (E&S) reporting is a combination ) )
g~ fYjjYlan] Yf\ fgfOfyflaYd e]lja[k& Af j][I¥ 41YiHE KofYZadalg g* mfi]jdgaf_ Ykkmehlagf
prevalence of reporting on E&S topics has been expanding.
This is both in response to the expectations of investors
and other stakeholders, as well as in response to regulatory
reporting requirements.

F\ngf\.(f[aYd elljalk Yj] 1"gk] fme]ja[Yd \akidig'@sldsues are increasingly explored within the
Y1 Yj] fgl \Jjan]\ "jge Y [gehYfqlk OfYf[aXfhubl k8ddrk $rany companies have developed an entire

e.g., operational metrics. Some of these, such as client
satisfaction measures (net promoter score), can be
industry-agnostic. Others, like volumes of reserves and

suite of

reports focused on sustainability. Some of these

are dedicated to a single topic and some, often referred to
as sustainability reports, cover all E&S matters considered

jlkgmj[lk ~gj eafaf_ [gehYfa]k$ [Yf Z] k][ld¢Yekhatbae [ &

B 9[ alnaf_ =~"][lan] AfI]jfYd ;gfljgd gn]j KmklY afY Z aCbaimitidd ofjSadnsoringkOryanizations of the Treadway Commission, 2023.

»

Governance practices over E&S matters have been
Ingdnaf_ ~gj Y fmeZ]j g* q]Yjk$ oal gml kh][ad

sustainability committee will be responsible for determining
the materiality of an E&S topic, selecting metrics to

track progress, setting targets and establishing plans to
achieve those targets. The more importance boards place
on sustainable business strategies, the more the control
environment underpinning the production of E&S metrics
and goals will need to become as strong as internal controls
gn]j OfYflaYd jlhgjlaf_& 9m\al [geeall]lkl Jph]j
of business risks, risk management systems, reporting
processes and assurance makes them uniquely placed to
gnljk]]2

v O°11°]1j I'] hjg[lkk]lk ~gj \YIlY [gdd][lagf I"YI
underpin reporting are robust and lead to reliable,
quality reporting (the COSO framework was updated
in 2023 to address internal control over sustainability
reporting — A ;K3

v <YIY hjgn]fYf[]

v O Yl ]plljfYd YkkmjYf[]$ a® Yfq$ eYq Z] Yht

The importance of these considerations cannot be

underestimated. Consumers, investors and regulators are

increasingly demanding ethical and sustainable business
hjY[la[lk& L] [geeljlaYd Z]f]Olk I"YI [Yf Z] _VYe
meeting this demand can also lead to companies portraying
kljna[lk Yf\ hjg\m[lk Yk E_j]If$E In]f a” I'] mf\]
business activities do not strictly warrant these claims.
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»

2il1foYk af_ [Yf Z] \]OF]\ Yk I'] Y[l g~ eYcaf_

inaccurate, misleading, or unsubstantiated claims about
I'] kmklYafYzadalg Z]f]Olk g~ hjg\m[lk gj K]
or about a company’s strategic aspirations and actions.

L ]j] ak Yda_fe]fl Z]lo]]f I'ak \]Ofalagf Yf\ I
\]Ofalagf g~ ~jYym\ Y[[gj\af_ Ig I'] 9kkg[aYla
Fraud Examiners (k]] hgafl -&)&*). When a company
makes such claims, this could be considered as making a
false representation or failing to disclose the true nature of
the sustainable aspects of the product or service.

Af Y\\alagf$ Ym\al [geeall]]lk emkl [gfka\]j 0"
|

v 9dd j]_mdVYlgjq jlhgjlaf_ jlimaj]e]flk “Yn
complied with.

v L] afl]j[gff][lanalq Z]lo]]f I']1k] Igha[k Y
OfYflaYd klYI]elflk$ Yf\ I'] afl]_jYlagf Z]
[gfka\]jYlagfk Yf\ OfYf[laYd jlhgjlaf_ E ~g
the impact of climate transition risks on recoverability
of certain assets (as noted in hgafl /&) &) &+).

How clear is the division of responsibilities

. between the audit committee and any other

relevant committee regarding oversight of
narrative reporting, including on environmental
and social matters?

The EU Corporate Sustainability Reporting Directive

inadily g ~1i1\$

The EU CSRD introduces legislative requirements for
" Ithe audit committees of in-scope companies. They
gt ovéidee@dmpany sustainability reporting in line
with European Sustainability Reporting Standards
(ESRSs), as well as related processes and related
assurance. Audit committees’ terms of reference will
f11\ 1g j1O1[I I'] jlimajle]flk Ig2

MMygritor the company’s sustainability reporting and
related processes, including the process to identify

Z {1}d information reported according to the relevant
sustainability reporting standards.

f\v Kmzeal j][gee]f\Ylagfk Ig Jfkmj] I']

I'0 ] {fe Sudtainability information.

j ]pYehd¢$ . R )
v =phdYaf "go |I'] [geeall]] [gfljaZzml]
integrity of the sustainability reporting and what its

role in that process was.

v Egfalgj I'] 1**][lan]f]kk g~ 1I'] [gehY
control and risk management systems, and its
internal audit function, particularly in relation to
the risks of fraud and greenwashing.

v Egfalgj I'] YkkmjYf[] g™ YffmYd Yf\
sustainability reporting.

v Af~rgje 1] [gehYfqgik Y\eafakljYlan]
body about the outcome of the sustainability
reporting assurance.

v JlnaJo Yf\ egfalgj I'] af\]h]f\]f[] g”
klYImlgjg Ym\algjk Yf\ Ym\al Ojek&

Corporate Sustainability Due Diligence Directive
(CSDDD)

The EU CSDDD will require in-scope companies to
implement due diligence activities aimed at addressing
the adverse impacts of their activities on human rights
and the environment. Following a scoping exercise of
their chain of activities, due diligence assessments will
need to be required in areas where adverse impacts are
a\]flad]\ Yk egkl dac]dqg lg g[[mj&

As the CSRD and CSDDD have recently been revised
Yf\ kaehda®]\ Yk hYjl g~ I'] =Mik Kmkl
Om?ibus, /lt is important for audit committee members
1 g9 kIvf\ 1°] OfYd k[gh]$ [gehdaYf[]
and timeliness, and to assess the implications for

Ithleir companies.

af

lg

YafYZ

gZda_

fqik afl]jfyd

[gfkgdal\YI]\

gj kmhljnakgjq
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7.3 Electronic tagging more than 50 countries. The conversion of information ) the CSRD requires companies to digitally tag reported
aflg P:JD afngdn]k IY__af_ kg [Ydd]\ E[gf][]slkt&&aHility kfformation in XBRL format, based on a
In simple terms, electronic tagging is the electronic [gf[lhIk Yj] \]Of]\ af Y IYpgfgeq I'YI Y[Ik datakoriomy being developed by the European Financial
communication of structured business data, by providing dictionary. Since national jurisdictions have differing Reporting Advisory Group.
a machine-readable tag. Tags allow information to be underlying requirements, they have developed taxonomies -
read and understood by a computer, enabling quick and to address their varying reporting needs. A commonly used To ensure the accuracy of XBRL tagging, it is necessary
effective peer comparisons, reviews of cross-sectional taxonomy, based on IFRS and applicable to EU issuers, is to have an understanding of the tags available within
or time series data for patterns or variances, updating the European Single Electronic Format (ESEF), developed the relevant taxonomy and of the annual report itself.
of forecasts with as-reported information, and more. in 2019 by ESMA. Unnecessary custom tagging reduces the comparability of
Reports generated from tagged information are used data, while the use of incorrect tags is misleading. Despite
by regulators, companies, governments, data providers, The scope and extent of requirements for XBRL tagging this, assurance over tagging is not universally required. In
analysts, investors and accountants. vary across j~urisdictions. In many countries, such as most EU member states, the ind~ependent auditor provides
AflaY$ Odaf_ g~ Yffmyd jlhgjlk mkaf_ P:JDIYfaghaYdg¥igigp ]I']j OfYflaYd kiYI]e]flk [gehd:
eXtensible Business Reporting Language (XBRL) is an for some, but not all, companies. In the United Arab ESEF RTSs. Furthermore, anecdotally it seems there
ghlfs$ afl]jfylagfyd kIYRA\Yj\ ~gj I'T 1Y__af_ g2e&Qf¥ija¥dydd dakl]\ [gehYfa]k Yj] jlimaj]\id fmied fo Afivvbhement from audit committees in
Yf\ fgfOfYflaYd afrgjeYlagf af \a_alYd "gjekpéris inka machina-teadable format. Within the EU, overseeing the accuracy of electronic tagging.
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external audit

-
-
-

»

e

»

Shareholders and other stakeholders use information

provided in annual reports when making economic

decisions. The primary objective of an external audit is

to provide independent assurance, based on professional
KIYf\Yj\k$ I'YI Y [gehYfqlk OfYf[aYd klYI]e
from material misstatement, give a fair representation of

alk OfYf[laYd h]jrgjeYf[] Yf\ hgkalagf$ Yf\
a good basis for decision-making.

Fundamental to this objective is the external auditor’s
independence, which requires a direct reporting line
between the auditor and the audit committee. The audit
committee, not the CFO, owns the relationship with the
external auditor and is responsible for the appointment,
remuneration and oversight of the external auditor.

To enable an effective, quality audit, the audit committee
must set the proper tone at the top by establishing the
expectation of open, candid and direct communication
between management, the external auditor and the audit
committee, as well as ensuring unfettered access to
information relevant to the audit's execution.
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Joint audits When dealing with joint audits, audit committees
Sinee 1958, Frene raulkiems feve oileed need to be conscious of the heightened complexity

o g . In ioint audits, two (or more of navigating independence requirements and
companies \(/jv_lthsconsolldateq accour_lts Fo_be = Jd't fi ( inted t ) h managing rotation. In the EU, the Audit Regulation
t:){ajc\nlntl i.ul\l'[. ; okmhe cougtnes ﬁquﬁ j_omtk . _k&au I |rms: _are appo!n ed 1o S_ are and Directive (ARD) encouraged the adoption of joint
Afr?c]:a afor exa?njple jc])iL?augitsaaremmar:dz]tory?c:r 119} reAsfp5ﬁ§i'b|I|ty for a smgle audit audit by allowing a maximum auditor tenure of 24
banking groups. engagement and to produce a 3|ng|e years with no tendering required, compared with sole

audits being subject to tendering after 10 years and
a maximum tenure of 20 years. It is not common to

audit report. Joint audits typically

A joint audit is where more than one auditor is

jointly and severally responsible for the audit involve joint planning, fieldwork rotate the joint auditors at the same time.

opiqion. LIS 1S responsit_)ility_ stems from Ll allocated between the firms, and a In respect of auditor interaction, representatives
auditors’ acceptance of their joint appointment, cross-review by each firm of the other’s g~ Ydd afngdn]\ Ojek YIIIf\ [jala[Yd elllaf_k$
as evidenced by the audit engagement leter i I=F including all audit committee meetings, and
Sineeel mrmisiens @UE I e ST @ GlEze e mEn! work. The firms Jomtly report to the written communications will also be iss'ued jointly.
Z1! O.]]f I.‘] _b_g afl Ymial Ojek Yk lg 1] "gjequdit comimittee and are both party Audit committees may, however, be faced with

of their audit opinion. to the audit report. disagreement between the joint auditors, although
This is different from a shared audit, which involves this is a rare occurrence. The ability to compare the
the primary auditor subcontracting parts of a group International Federation of Accountants *° performance of the joint auditors can provide the
Ym\al Ig gf] gj egj] Ojek o a[  jlhgjl ZY[c I']aj audit committee with a live benchmark that can
results, with the primary auditor solely signing off aid in the assessment of auditor effectiveness and
the group audit opinion. audit quality.

v Bgafl 9m\al2 L] :glige Daf] E L'] =na\]f[] ak Mf[d]Y|$ Afl]jfYlagfyd >]\]jYlagf g~ 9[[gmflIYflIk$ *(*(&
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7

8.1.1 Non-audit services

0&) Af\]Th]f\]f[] Yf\ gZb][lanalq

Lg “Yn] [gfO\f[] af I'] Ym\al ghafagf$ klY c]Agusgces provided by the auditor in addition to the assess the threats to independence arising from such
want to know that the work was performed to appropriate exfernal audit are referred to as non-aud[t.sewlces. . services and which safeguards should be put in place to
standards. They also want certainty that it was provided L']q Igha[Yyddqg *Ydd aflg I'j]] [YI]_gjalk$ Y i e Hreats. The audit committee must consider

by a third party that is fully independent and therefore v L ] ]plljfyd Ym\algj ak fgl ZYff]\ ~jge h]ihegpiug of the potential service to ensure that it is within
objective and unbiased. For these reasons, external auditors N

As any permissible non-audit service has the potential to
impact on the auditor’'s independence, the auditor must

are subject to laws or professional standards regarding
independence. The International Ethics Standards Board
for Accountants (IESBA) Code of Ethics provides a global
benchmark for independence and a foundation for many
local requirements. 2

Common issues that may impact on independence include
providing certain types of non-audit services, the relative
value of fees earned from services other than the audit,
relationships between the auditor and the organization, and

audit team members in the particular engagement.

The auditor must be independent in fact, as well as in
appearance. It is not enough for the auditor to abide by
all the de facto independence requirements set out in
legislation and professional standards. The auditor also
needs to avoid any actions that could create a perception
that independence might have been impaired. While

the onus is on the external auditor to police its own
independence, the audit committee has a crucial role to
play in challenging and supporting how the auditor goes
about doing this.

certain non-audit services, but equally these can be
provided by others.

its policy and does not jeopardize the external auditor’s
independence. The audit committee may request that
the auditor prepares a written assessment to support its

v L] Ipllifyd Ym\algj [Yf Z] hjg azZal]\ "jge higif\dihs.

certain services. For example, it is universally
unacceptable for the auditor to be involved in designing

An important consideration of the overall assessment is

gj aehd]e]flaf_ afl]jfYd [gfljgdk gn]j OfY f[acvenlyftheyjatre of the services, but also their individual

since it would then be marking its own homework when
testing those controls as part of the audit.

and cumulative value. If a high proportion of the overall

ATk 1Yif1N Zg 1] Ym\al Oje Yj] ~jge fgf%Ym\al

this on its own could create the perception of impaired

a v Kge] k]ina[]k [Yf gfdq j]Yk,ngqu Z] hjgiﬂ@eﬂehd%ﬂcéohthebasisthattheauditormaybe
"] d]f_I" g~ afngdn]e]fl g~ I'] Ym\al Oje Yf\ £rtgrnal apelifqy because of the overlap with procedures

"Y1 ~Agje hYjl g~ I'] OfYflaYd klYI]e]fl Y

unwilling to robustly challenge management during the

&tli%r ae‘gkozf‘lgsibg]lucrative non-audit opportunities.

ilnaJo g* hmzda[dg YnYadYZzd] afl]jae Ofl'ﬁé[aﬁd\’t%oﬁ%i\t%é%lsﬁﬂéreforecloselymonitorthe

(k]] hgafl 0&-&)).

Audit committees of public interest entities are required

to approve non-audit services to be performed by the

auditor. It is best practice for all audit committees to

Yn] Y hgda[q af km[* jl_Yj\k 'Yl ak j1O][
requirements and recognizes the need to maintain the
perception of the auditor’'s independence. Such a policy

will typically set out the types of services the auditor may

be allowed to perform, value thresholds for approval,

and the circumstances in which pre-concurrence or
pre-approval is required. As permissibility alone is not
km~O[a]fl Ilg bmkla®rq YoYj\af_ fgf%yYm\al
external auditor, the policy may set out the criteria for
awarding work to the auditor when it could be reasonably
performed by another provider.

level of non-audit revenues earned by the auditor.

In the EU, the ARD caps the total fees that an audit

Oje [Yf jl[]lan] “jge Y hmZda[ afl]j]kl ]
arah-eddicseivices at 70% of the average of the

audit fees received from that company in the last

three years.

Some jurisdictions have introduced ratios related
to audit and non-audit fees in a single year. These
may require additional independence considerations.

ogjc tg 11}

2 Afl]jfYlagfyd ;g\] g~ =I"a[k ~gj Hjg~rlkkagfyd 9[[gmflYflk$ Afl]jfYlagfyd =I"a[k KIYf\Yj\k :gYj\ ~gj 9[[gmflYflk o]Zkal]$ ]I a[kZgYj\&gj_'alkZY %[g\]&
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Even when a service is within policy and fee thresholds, the
audit committee should take a step back and ask how the
awarded service could be perceived by a reasonable person
looking in from the outside.

How comprehensive is the policy covering

the awarding of non-audit services to the

®  external auditor?

8.1.2 Financial, business and employment relationships

Audit regulations apply restrictions on investments

Audit committee chair considerations

D Discussion points and interesting observations

Furthermore, there are different employment restrictions
on immediate and close family members for professionals
employed by the auditor, as well as cooling-off periods

for former members of the audit engagement team. The
audit committee should make sure that the company has

7

0&* 9m\algj I]f\]jaf_ Yf\ Yhhgafle]fl

It is common for local legislation to require the tendering of
the statutory audit of public interest entities. Where such
a requirement does not exist, it is still considered to be

ildInYfl “ajaf_ hgdafalk 1YI j1O][! 1"'1k] [gfkeoqq practcek &

8.1.3 Partner and key engagement team
members rotation

Long association of audit team personnel with the
entity can also be considered a threat to independence.
On the one hand, continuity improves the audit team’s
understanding of the business, but on the other, it can

*]1d\ Zq hjg~]kkagfYdk Jehdgq]\ Zq |I'] Y m\alc®ate alevelfof familiarity that impedes robust challenge.
Ymial]\ Jflalg& Al ak I'] jlkhgfkazadalq g |5 Y@ \kdr ighd to periodically refresh perspectives,

and the individuals involved to ensure compliance with
such restrictions.

Similarly, direct and in some cases, material indirect
business relationships — such as joint investments and
alliances, sponsorships and other go-to-market activities,
or other cooperative business relationships — are
restricted. Purchase of goods and services as a consumer
may be permissible if it is in the ordinary course of
business, but consideration needs to be given to the overall
frequency and nature of such purchases.

The audit committee should obtain an understanding

of how the auditor manages adherence with personal
independence requirements and of its approach to tracking
and assessing business relationships. The committee
should also have an awareness of the auditor’s systems
underpinning these processes.

the lead audit partner and certain other key engagement
team members are subject to rotation requirements. These
will differ by type of involvement and type of entity. After

a team member has rotated off, they will be subject to a
cooling-off period before they can re-join the team.

The audit committee should monitor the auditor’s reporting
on adherence to these requirements and periodically
discuss the succession plans that the team has put in place.
This is most important in respect of the lead audit partner
and the audit committee may want to assess the shortlist

of potential candidates in advance. While the entity cannot
decide on the change of the lead audit partner, its input

into the lead partner selection process can, to a great
extent, mirror the approach taken as part of an audit

tender (k]] hgafl 0&*&+ &*), with interviews, input from
management and the taking of references.

Audit committees are more directly involved in tenders than
nonexecutive directors typically are in any other company
business and, in this respect, they exercise authority

over management. Given the long-term nature of the
relationship with the auditor, advising on the appointment
of the external auditor is one of the audit committee’s most
important tasks.

Audit chairs typically have individual responsibility for
aspects of a tender process and lead the process.

While audit committees lead the tender, management’s
role is vital to the project’s ultimate success and goes
beyond administrative tasks. Executives, including the

:>G$ Y\ gMIf 1] ZjgY\]j OfYf[] ~mf[lagf$ k g

involved in recommending criteria and conducting their
own evaluations.

At the end of the tender process, the audit committee is
commonly expected to present the board with two choices
and its preference.
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8.2.1 When to change auditor

The maximum tenure of an external auditor, and therefore
the requirement for when the audit needs to be tendered
and rotated, varies between jurisdiction, and will depend
on type and size of company and whether or not there is a
joint audit in place.

Fgl af_ hjg-azZalk Y Oje ~jge I]f\]jaf_ gj koa

Ym\al Ojek Z]~gj] al ak d]_Yddq jlimaj]\ Ig
fact, audit committees should consider having a set of

potential triggers to consider out-of-cycle rotation, such

as inadequate audit quality, independence breaches or
ka_fadO[Yfl e]j_ljk oal> Y [gehYfqg Ym\al]\ Z

Y.
Oje& GI'1j In]flk [Yf Y[[]d]jYI] Y lae]daf] Yda‘ﬂb

to legal requirements — for instance, a change to the
audit committee chair, lead engagement audit partner
rotation, or anticipated retirement of the CFO. Where an
organization has multiple public interest entities, it may
be preferable to align tender activity across the various
audit committees.

8.2.2 When to run the tender process

Audit committees need to determine the year in which they
want the new auditor to be in situ. They may also want to
consider how far in advance of that date they want the
process to run in order to manage independence and other
supplier relationships.

Jmffaf_ 17] 11f\]j af Y\nYf[] Yddgok [geh]laf
Yj] hjgnalaf_ hjg azal]\ k]jna[lk Ig Ofak’ gj
contracts in an orderly fashion. Certain services are subject

iderations D Discussion points and interesting observations

to a cooling-in period. Typically, this means that a new
external auditor cannot have provided these services in the
)* egfl k hjagj Ig I'] kIYjl g~ 1'] Ojkl hlja
they are external auditor.

In the UK, the following services are subject to a
)*%egfl” [ggdaf_%af h]jag\2 aehd]e]f
| [Caanfrol or risk management procedures related to
gl Kg&jifYjYlagf gj [gfljgd g~ OfYf[laYd
\lka_faf_ Yf\ aehd]e]flaf_ OfYf[aYd a
technology systems; and internal audit.

A

%An%ittees may also want to consider the broader
tendering landscape. In some sectors and countries, there
may be a limited number of auditors with the necessary
experience and skills to perform an audit in a particular
industry. As such, audit committees sometimes consider
when another company will be rotating its audit when
developing their timelines.

What is the audit committee’s indicative time
frame for when the next audit tender process
oadd Z] jmf Yf\ ~gj o a[> OfYf[aYd

How is the audit committee overseeing the
ways in which management is factoring in
independence considerations when awarding
service contracts to potential future external
audit providers?

»

8.2.3 Tender timeline

o} I(lzﬁTOjk

k>gmd\ Yddgo km~O[a]fl lae] ~gj Y I'gjgm_"
but not be so long as to create an ongoing distraction for
af mgqqiiwﬁt apq the audlt.com.mlttee. Proper planning is
~hecessary to minimize the timeline.

it committee has elected to launch a tender,
kllh ak Ig Y_j]] lg Yf gn]jYdd lae]daf]&
Y k

afrgjgvbedtnf] ~gj Y I]f\]j [gfkaklk g~ log eYbgj h
"9ieYlagfy )2 afijjtvd yY[lanalalk mA\JjIve]f Y]y
[gehYfq akkmaf_ 1'] g~rO[aYd jlim]kl Ig I]f\]]

v H YK] *2 hgkl%akkmYf[] Y[lanala]k

8.2.3.1 Phase 1 considerations

As part of phase 1, the audit committee should establish

the approach to governance and stakeholder management

for the tender and determine the selection criteria to be

mk]\ [gfkakl]fldg o ]f InYdmYlaf_ hYjla[ahYlaf
across all components of the process.

Selection criteria can be divided into essential and
hjil~1ijlN [jalljaYy Y\ [Yf af[dm\]2

v 9[igmflaf_ Yf\ Ym\alaf_ I]['fa[Yd YZadalqg$
experience in the industry

v ?]g_jYha[Yd hjlk]f[]

v 9hhda[Ylagf g~ I][ fgdg_a[Yd Y\nYf[]e]flk |
audit methodology

;YdaZzZ]lj g™ hjghgk]\ dlY\ hYjlf]ljk Yf\ ]Jf_Y_]i
teams, considering both competence and chemistry

\

v NYdm] ~gj egf]q
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Once these have been established, an initial request for Many audit committee chairs meet with the lead partners attendance. The oral presentation is the opportunity for
expression of interest can be sought from potential audit g Zza\\af_ Ojek 1Yjdq af Y I]f\]j hjg[lkk& L Jig]vrokjdalpad]ylaf_ Ojek Ig hjlk]fl I']Jaj hjghgkala
Ojek$ Ykcaf_ ~gj Y [gfOjeYlagf g~ [YhY[alqifdreice¥sda delladdk &ngagement audit partner and the to answer questions from the audit committee. Despite
and ability to become independent by the time of Ym\al hYjlf]ljk af ]Y[" eYbgj _1g_jYh g& L] Brwaikcds’ig virth&l meeting technology, the current
appointment. also meet relevant stakeholders within the business. Site prevailing view is that there is still a strong preference for
The selection criteria can subsequently be used in the visits to key Io_cations support the development of the '] OfYd gjYd hjlk]flYlagf Ig Z] af%h]jkgf&
. . . proposed audit approach and allow for feedback so that . . . . .
process of the ongoing assessment of audit effectiveness '] hyjlajahYlaf_ Ojek [Yf j]Of] I']aj hjghgk anased ?<1§(th orﬁﬂﬁresentatlon, the audit committee will .
and quality, discussed in section 8.4. J - > J I hghg | \\%f‘a gf Yf\ Igha[Yddq hj]k]fl log Ojek

the COVID-19 pandemic, site visits have increasingly
0&*&+@*Yk] * ghlagfk been held virtually, especially with respect to overseas

. ) . . dg[Ylagfk& 91 1'] "1Y\ g~O[]$ kal] nakalk [Yf j
Ghlagfk Ig [gfka\lj Yk hYjl g* h*Yk] * [Yf af[@M\\2ngie g [vigmk]d elllaf k Ag] ]A@[a]f[qo?%ﬁgqufﬁ%\(d Ym\al [q[d]

preference to the full board.

v HYjlIf]j afl]jnalok Zq Ym\al [geeall]] Y f\Withcarousel meetings, all key stakeholders are brought 9 Igha[Yd Ym\al [q[d] afngdn]k I"'] ~gddgoaf_ [
by management) lg_11"1j gf gf] \Yg$ oal” Ojek jglYlaf_ Z]lo]]fprdhirf exe8ution of interim procedures, including
. L'ak ak Yk em[" Yf ghhgjlmfalg ~gj Ym\al O¢esidarasbhYafforocesses and controls testing where
v Nakalk lg dgfYlagfk zq hYjlafah Y~I af_ Zaddtthe business as itis for management to observe the relevant; year-end testing, including procedures relating
v EYfY_Jelfl e]]laf_k YI 1] "]Y\ g~O][] prospective auditors. to the annual report; and sharing of observations on areas

for potential improvement noted during the audit, including

L[ fa[Yd ['Ydd]f Technical tests, or workshops, can also be a valuable ).
v LD fal [ Il P I"gk] jldYlaf_ Ig afl]jfyd [gfljgdk gn]j OfYf[aYd

. part of the process and provide a practical means of
v Ojall]f kmZeakkagfk demonstrating how the proposed core audit team will
v GjYd hjlk]flYlagfk work with specialists and management. Example topics
could include an assessment of challenge and professional The audit process begins with detailed planning. During

8.3.1 Audit planning and the scope of audit

Once a request for tender has been issued, and the

hyjla[ahylaf_ Ym\al Ojek Yn] ka_f]\ Y fgf\ g@ﬁg%ﬁ(mnj[@iough a workshop on a hIStOI.’IC audit or N this phase, the audit team will pgrform multiple risk '
accounting 1ssue. A data challenge could involve providing assessments to develop the audit strategy that determines

agreement, they should be granted access to a data room, Bjek oal® Y[[Jkk Ig OfYflaYd \YIY Yf\ Ykcafthexsasde of work and th d .

with information on the company, to allow them to submit J . 9 . theoscifpe orworkan the procedures necessary to arrive
conclusions can be drawn, or what questions need to be at the audit opinion.

a tailored proposal. This may include reporting from the

) . asked. In setting such challenges, the audit committee
incumbent auditor.

needs to be conscious of any potential consequences
should previous accounting be deemed incorrect. It should

When scrutinizing the audit plan, the audit committee
k’gmd\$ Yegf_ gl']j [gfka\]jYlagfk$ Jfkmj] I"YIZ

The audit committee chair should work with also be mindful of perceptions that this could be seen as v L] jlYkgfk ~gj Yfg \an]j_]f[] Z]lo]]f I"] Ym\
management to decide what information the audit Eghafagf k’ghhaf_E Zq |I'] af[meZ]fl Ym\algj&Ykklkke]fI g™ 1] [g.ethqu jakc .hngd] Y f\ |
Ojek [Yf Y[[1kk Ig ]fkmj] hjgkh][lan] Ojek P& hu¥it committee and management assess the written committee’s own understanding are clearly explained

proper understanding of the business. submissions and then typically select two candidates to and that no risks of concern to the audit commitiee

present to the audit committee, often with the CFO in have been missed.
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v ;gehYj]\ oal” I'] hjagj qlYj$ I'] hdYf " Yk 83.P mtédihdjgrocedures
evolved in response to changes in the business.

The audit committee chair should maintain open

o . . Interim procedures refer to activities performed by lines of communication with the CFO and the lead
v L ] lkgmijfaf_ g 1"] 1f_v_Je]fl Ykkmelk ¥A\JigXVhigj v ]\ g~ I'] [gehYfqik OfYflaYd engagement audit partner during the execution of the
involvement from executive team members. Commonly, interim procedures include work related to the year-end audit to ensure that any issues are discussed
v L']j] oadd Z] km~O[a]fl afngdn]e]fl g~ kHpegstangdiopofprocesses and testing of internal controls and hopefully resolved in advance of the audit

that the audit committee will have access to those
specialists it may wish to hear from directly.

v L] hjghgk]\ laeaf_ g~ I'] hjg[l\mj]k Yddgt%‘i)ré\ééhureslateron.

reporting of issues early enough to enable their
orderly resolution.

Separately, the audit committee should evaluate the mix of
proposed procedures (i.e., controls testing, data analytics,
use of forensic capabilities, etc.) and locations where
these will be performed. While these procedures will be
designed to obtain the evidence required to arrive at the
audit opinion, the audit committee may request that they
are expanded on to additionally address matters where the
audit committee would value insights.

Some jurisdictions recommend that the audit
committee chair obtains views from stakeholders, most
notably shareholders, on the audit plan.

How did the audit committee oversee the audit
plan to ensure that it will facilitate the delivery
g" Y "a_"%imYdalg$ 1**][lan] Yf\ ]

How did the audit committee assess whether
the audit fee is commensurate with the
planned effort?

gn]j OfYf[aYd jlhgjlaf_ Yk hYjl g I'] aflljae committee meeting.

Auditors are also increasingly applying analytics to test

data populations partway through the year and topping up

L] Ym\algj oadd g~r®[aYddq [geemfa[YI] "] j]k
the audit to the audit committee in a written report that

remains private and is presented at the year-end audit

committee meeting. This report typically includes an

overview of the execution of the audit in respect of key

Interim procedures reduce the amount of work to be
performed at the year end and help to identify potential
issues early, allowing more time for their orderly resolution.
Performing some audit procedures earlier in the audit cycle . . sk areas and assessment of going concern, as well as any
[Yf eafaear] I'] jakc g~ Yfq \]dYqgk Ig I'] Of\/iff‘ rT?S g$fq§ ?demka fe otrame e L anaT
Ym\al& KhjJY\af_ 1] ogjcdgY\ [Yf Ydkg Z] Z fﬁa\?a- EARE 9 [ - 1]
OfYf[] I]Ye& L ] Ym\al [geeall]] k> gmd\ ]f_ YAudibdiflerences are the known and projected
Ym\algj gf Ym\alaf_ ka_faO[Yfl gf]%g~" |jY f&kakagFle MIkya\]flad]\ \mjaf_ 1'] Ym\al hjg[]kk¢
of the year end. long as both the individual and combined impact of the
adjustments is not considered by the auditor to result
af Y eYl]jaYd eakklYI]e]fl g~ 1'] OfYflaYd kIYI]
How did the audit committee hold management leaving the differences unadjusted will not impact the
R SRR RURE R F R ARVALS R A CRORARE 5t opinion. The audit committee should, nonetheless,
- interim phase of the audit in a timely manner challenge management as to why it has chosen not to
and ahead of the year end? What reporting did it hjg[lkk Ydd I'] eakklYl]e]flk a\]fla®]\ zq I'] Yn
receive regarding adjustments made to the audit and consider their impact on its own conclusion about the
hdYf af jlkhgfk] Ig Yfq km[" Of\af OfYflaYd klYlle]flk&

9fg \a”*]jIf[1k 'Yl jleYyaf mfY\bmkI]\ Yj] j101[1]
auditor in the so-called letter of representation. This letter

8.3.3 Year-end procedures ak hjgna\l\ Ig I'] Ym\algj Zq eYfY_Jelfl$ [gfOje
Regardless of the amount of work completed in advance, 1Yl eYfY_Jelfl “Yk *mdOdd]\ alk jJkhgfkazZzada
] 177gjl 'Yl _glk aflg Ofydaraf_ I'] Ym\al gf[hYj¥lagf Yf\ AYaj hjlk]flYlagf g~ I'] OfYf[laYd

books have been closed at the year-end is substantial and and for the completeness of the information provided to the

typically time-pressured. auditor. The auditor may also request that the letter includes
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representations in support of other audit evidence relevant 8.3.4 Management letter points 0&, Egfalgjaf_ Ym\algj ]*"*][lan]f]kk
Ilg I'] OfYf[aYd klYI]e]flk gj kh][aO[ Ykk]jlagfk af |° . , Ym\al imYdalq

O'vilavd kivilelfika L) imtal (goeall) k afyHLAIHTEATEA o e sttt e

i - ~ A i it i tb ly backward-
th|sIetterapdundgrstandtherea;onsforanynonstandard 17Al[lan]flkk g~ afl]jfYd [gfljgdk gn]j Ofo[%S\?e s;r]}g}augil uality cannot be a purely bac ar_
representations being requested in a given year. . : : 2 [6oking; iZed-process conducted after the audit
U] kEIf_1- Y\ [geh]If[] g~ 1] OfYF[] *mfllagf "711¢ Stydar]\e Al f]]\k Ig 2] Yf gf_gaf_ ]f

If not included in the auditor’s report, the audit committee hljkgffld$ 1'] OfYflaYd klYI]e]fl [dgk] hjg [k K&sure that the audit committee can make timely
should also ask to see a list of the differences that had preparedness for upcoming changes to accounting interventions. The assessment should be carried out in
Z11f j1O1[1\ af 17] OfYf[aYd klYl]e]flk& Al ktanaedds, and qualitative observations on narrative parallel with the audit and be informed by timely input
understand the reasons why these errors had arisen and reporting, along with other observations.

from management.

L'] Ym\algj oadd k'Yj] Yfq ka_faO[Yfl gZKIgRYLa 9ik\AI4' 4% \and[mdl 1g \]OF] YA n]f eg]

with the audit committee. Additionally, a summary . . : ” .
. . ) ) . RS ! measure. It is for the audit committee to decide which data
L] Ym\algj oadd Ydkg hjlhYj] Y hmZda[ EY of béhay jdidserihatipristatising from the audit may be points and other inputs, commonly referred to as audit

o'a[’ af[dm\]k '] Ym\al ghafagf gf I°'] OfY f[imdutedliv b eéddutent addressed to management, often imYdalqg af\a[Ylgjk 91Ak!$ al oYflk Ig [gfka\]j

to be included in the annual report. The format and content j171ii1\ 1g Yk I'] EeYfY_Jlelfl d]lI]j hgaflk j]nsgags‘%gment As set out in the May 2022 Accountancy
of the report are governed by auditing standards and All items within this document should be clearly rated, Europe factsh e' et, there are multiple global initiatives

what steps management will take to address similar errors
going forward.

must adhere to certain reporting requirements. For many with indications of expected remediation timelines where Yae]\ YI kIYf\Yj\araf_9IAk I'YI Ym\al [geeall]]
companies, this report will set out key audit matters — those relevant. The audit committee shoulq monitor how look to for inspiration, 2t -

matters that, in the auditor’s professional judgment, were of eYfY _Jelfl Y\\jlkk]k I'] Of\af_k&

egkl ka_faO[Yf[] af '] Ym\al g~ I'] OfYf[aYd_Kk e1flk g~ ?1f1jyddg$ 91Ak [Yf Z] khdal Z]lo]]f I'gk] "Y1 j]

'] Ym\al hjY[la[] g~ I'] Oje af kge] [Yk]k$ YI |
din]d! Yf\ I'gk] I'Y1 jldYI] Ig I'] kh][aO[ Jf_Y_]
Kge] 91Ak eYq oYjjYfl dggcaf_ YI I'jgm_" Zgl®

the current period. The audit committee should understand
any divergence between key audit matters and its own
understanding of risk areas and judgments. It should consider

What role does the audit committee take
’? in overseeing management’s response to
observations provided by the external auditor

the interaction between the key audit matters and the related Yf\ Yfq Ym\al \arr]jlf[lk 1"V o]j] ~gi lpYehd]$ gn]ljydd kIY~A™ Imjfgn]j jYIlk ~gj I

commentary in its own report (k]] hgafl -&* &%), if relevant. the degree of continuity of the engagement team.

@go [gfO\]fl ak 1] Ym\al [geeall]]
audit plan was effectively executed and that

What process has the audit committee put
in place to assess audit quality throughout

< hig[l\mjlk hlj~gje]\ o]j] km~O[a]fl
an audit opinion?

the year? Which data points and other inputs
support the assessment?

22 9m\al ImYdalg Afla[Ylgjk2 9 _dgzZYd gn]jnalo g~ afalaYlan]k$ Accountancy Europe, 2022.
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0&,&) 9m\al hjY[la[] gj Oje%oal\] 91Ak 0&,&* =f_Y _Je]fl%d]ln]d 91Ak C ]f_Y _Jelfl 8.4.3 Other sources of information

91AK 1I'Y1 Yj] fgl kh][aO[ Ig I'] 1f_Y_Jlelfl eY qte%rpdradlgaltors There are multiple sources of information that the audit
available at certain points in the year when the relevant =f_Y _Jelfl%d]n]d 91Ak f]]1\ Ig Z] Y_j]l]\ Z]loddrhniitlee may wish to consider, many of which can be
data for the audit practice is collated and published. audit committee, the auditor and management, clearly imal] kmzb][lan]& L ]1k] af[dm\]2
=pYehd]k af[dm\]2 setting out everyone’s respective roles and expectations.

v Lae]dqg$ hjgY[lan] [geemfa[Ylagf I"YI hj]n]f

v Lgf] YI I'] Igh \]I]jeaf]\ Zq Ym\al Oje kmA@g@?ﬁjﬁﬁgﬁﬂ%{;‘f&zcﬁi‘(’S‘;ZS Ec;ma"]]iltm;gi Zgiegfc)’) oyl Problems from escalating
v 9ffmYd jln]fm] h]j Ym\al hYjlf]j be considered in determining the appropriate measures. v <]_jl]1 g™ kclhla[ake Yf\ ["Ydd]f_] \]egfkljYlI
v D]n]dk g~ ljYafaf_ Yf\ hjgrlkkagfyd \In]dyH&}eYT affdmi]2 the team
v 3]kmdlk g~ j]_md¥Ylgiq afkh][lagfk v L][ fa[Yd ]ph]jlak] af Y[[gmflaf_ Yf\ Ym\ala¥daz]j g~ afka_'lk \]dan]j]\ Yk hYjl g~ I']
v Jlkmdlk g~ Oje%oa\] af\]h]fA\Jf[] Ikiaf_ ¥ =f-Y_lelfl 1lve Jphljalf(] g~ I"] kl[lgj'af\@klifhanagement’s role
v Afn]kle]fl af affgnYlan] I][ fgdg_q v =1_Y_Je]fl l]Ye [gflafmalg Audit committees may also want to consider
v HYJjIf]j ogjcdgY\ Yf\ jlkhgfkan]f]kk management’s role in audit quality, by assessing aspects

0&, &) B)KIE ) v 9m\al “gmjk zq jakc$ Ymial h*Yk] gj d]nfd"g~ Xf¢an

) - . A
'I:'ZeYIrj]t\e‘lrlr:atlinglgA;(:j%t??Tglﬁs]cs\l;rlagcéefitzndﬁdjf\Yj\ ot Ivnéfgtoé\;ﬁ\liégé] K*YJ]\ Kljna[] [1f1]j \]dan]jq Yk Wtﬂlgz[j(}i%?—qkk Yf\ imYdalg g™ eYfY_Je]fl \]dan

Management 1 (A K| E )) includes robust requirements v L1 klilf 1I° g~ afllifyd fliad
for the governance, leadership and culture of professional v Lghalk Yf\ d]n]d g kh][aYdakl Jf_Y_Je]fl FkhIf_1 g Ii [g~ 19
~o . . N i
YilgmflYflq Ojek& Al Ydkg afljg\m[lk Y jakg YKKLkkelW v nval 1p][miagfs affdmiaf_ hjy JPeR ' § Y A&k e" [ofligd \1OTa]flalk

hjg[lkk Ig “"g[mk I'] Ojelk Yll]flagf gf eala—Ynlnﬁ'ets{enes

risks that may impact the quality of the engagement.

9\\alagfyddqg$ I'] kIYf\Yj\ jlimajlk Ojek Ig &ga”"Illan] mk] g~ I][ fgdg_q
extenswelymonltortNhelrsystemof(‘quallt)'/rr']anagemen.t. v Afl]jfYd imYdalqg [gfljgd jJkmdlk gj jlkmdik g~ j]_mdYlgjq
lg a\]flanrq \]OJ[a]f[alk I"YI jlimaj] [gjjl[lan] %Lb@&it)'ﬁs%fftheaudit

to provide a basis for evaluating its overall effectiveness.

AKIE ) Ydkg jlimajlk Ojek Ig InYdmYI] I']aj kgkl]le g~
quality management, on an annual basis. Firms are

required to make public the outcome of the evaluation

and audit committees may want to understand any

Of\af_k 1Yl “Y\ Yjak]f \mjaf_ 1"] q]Yj Yf\ I']Jaj hgl]flayd
implications on the audit engagement.
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0&- Fgf%Ym\al YkkmjYf[] 1] aflljae OfYflaYd jlhgjl Ig I'] Ym\algjik
Any such issues can be addressed at that time and
Financial information can be subject to an audit or to a avoid surprises at the year end, such as the need to
review. In contrast to an audit, a review is not designed amend how a transaction had been accounted for in
lg gzlYaf jlykgfyzd] YKkmjYf[] I"YI I'] OfYf[podkilhgdlr g~ 1°] q]Yj o 1f hjlhYjaf_ '] ¢
is free from material misstatement. Its objective is to OfYflaYd klYIl]e]flk&

enable the auditor to express a conclusion around whether
anything had come to its attention that caused it to believe ;
Y1 1] OfYflaYd jlhgjl oYk fgl hjlhY|]\$ afPPEGUEs
jilkh][Ik$ af Y[[gj\Yf[] oal> Yf Yhhda[YZd] M‘?j&e%e

reports

Alternatively, the auditor could perform targeted
m;eg@e&t of material, complex transactions
{Jted in the interim period being

reporting framework. This is achieved by the auditor don.

making enquiries, primarily of persons responsible for

OfYflaYd Yf\ Y[[gmflaf_ eYII]jk$ Yf\ Yhhd¢ Has the audit committee thoroughly considered

and other higher-level procedures. While providing a the extent of procedures the external _

lower level of assurance than an audit, a review opinion o Ymlalgj k'gmd\ h]j*gje gn]j afl]jag
adds credibility. information, if any?

FgfOfYflaYd afrgjeYlagf [Yf Z] kmZb][l Ig daeal]\ gj

reasonable assurance. Limited assurance is the equivalent 0&-&* 9kkmjYf[] gn]j fgfOfYf[laYd jlhgjlaf_
of a re\{iew; reasonable assurance is the equivalent of As noted in section 7.2, companies can include a

an audit ka faO[Yfl Yegmfl g~ aehgjlYfl fgfOfYf[a
The audit committee needs to consider the level of internal in their annual reports. This is often supplemented with
assurance that exists over reporting and determine additional stand-alone reporting.

whether any form of external assurance, beyond what
may be legally required, should be obtained to meet
stakeholder expectations.

In determining the most appropriate assurance strategy,

the audit committee will need to carefully consider

the relevant regulatory framework across all reporting

8.5.1 Assurance over mandatory quarterly or locations, as wel a}s the intfarconnectivity betwegn

“YdA%q]Yjdg OfYflaYd jlhgjlaf ]dle]flk g~ | ].fngfo[ng af“gjeYIagf Y f\
- statements, e.g., the impact of environmental risks on

@Yd "%qlYjdg gj In]f imYjlljdq jlhgjlaf_ g afdtWaluatods didpavisions (k]] hgafl /&)&)&+).

is required by many listing authorities. Some jurisdictions

require such reporting to undergo a review by the

external auditor.

How has the audit committee considered the
expectations of external stakeholders when

Where a review is hot mandated, the audit committee :  assessing the adequacy of assurance obtained
should consider whether one should nonetheless be i gn]j fgfOfYyflaYd \ak[dgkmj]k af I']
commissioned. Even though it is lighter touch than an ¢ and accounts?

Ym\al$ Y jlnalo eYq Zjaf_ ka_faO[Yfl eYll

»
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O YI2 gl']] YjlYk
of responsibility

1&) >afYflaYd [gflalagf Yf\ hjg b3 fdlevanf Ranagement therefore prepares a going
[gf[]if Ykk]kke]fl oal* km~O[a]fl \]IYad Ig ]p

Many judgments and estimates, such as asset basis of its conclusion with respect to the entity’s ability
valuations, have to take into account the company’s to continue as a going concern. The audit committee
OfyflaYd [gflalagf Yf\ OfYf[aYd hjgb][lamékescrutiizk this dssessment and consider
g™ I']k] Ykh][Ik g~ OfYf[aYd jlhgjlaf_ oadd[[gfkiaZzmakh\af_2
to the audit committee’s understanding of matters . . R O

v @Yk eYfY_Je]lfl hjlhYj]\ egfl'dq [Yk® Ogo

related to solvency. forecasts and monthly budgets for a period of at least

)* egfl’k ~jge '] \YI] g~ I'] OfYflaYd kIYI]
Is there a known cliff edge soon after the end of the

analyzed period?

@go 'Yk I'] Ym\al [geeall]] kYla
itself that, where relevant and to the extent
this is appropriate, there is consistency

af 1°] OfYflaYd hjgb][lagfk Yf\ e v 9j] Ykkmehlagfk mf\][jhaffaf_ 1'] egfl dqg

underpinning the various disclosures, both forecasts and budgets reasonable and
oal af I'] OfYf[aYd klYI]e]flk Yf\ adequately supported?
narrative section of the annual report? v @Yn] ~gjl[Yklk Z]If ITKI]\ Zq k]fkalanalq Y
I'] ka_faO[Yfl Ykkmehlagfk$ hYjla[mdYjdg
9.1.1 Going concern and solvency considerations levels of activity? Is the range of reasonably possible
. . outcomes wide enough in the context of market
Financial statements are normally prepared on volatility?
the assumption that the company has neither the '
intention, nor the need, to enter liquidation or to v <g [Yk> gmlIOgok Y[[mjYI]ldg j]O][Il I'] laec
cease trading. Rather, it will continue in operation for known liabilities, commitments and repayment dates?

the foreseeable future and will therefore be able to
realize and discharge its assets and liabilities in the
normal course of business. This is referred to as the

E _gaf_ [gf[]jfE ZYkak g~ Y[[gmflaf_&

v @go "]Ykazd] Yj] Yfg Ykkmehlagfk j]_Yj\
kgmij[lk g~ OfYf[] gj [YhalYd7 @Yk |'] jakc
any loan covenants been adequately assessed?

v @Yk [gfka\]jYlagf Z]]f _an]f Ig Yfq [gflaf_

liabilities or high-velocity risks that could materialize
over the assessment period?

There may, however, be circumstances that cast
doubt on this assumption and directors are required
to consider all the facts and circumstances that may
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The audit committee will also have to make sure that the
disclosures in the annual report and accounts are a fair . L .
i1610lagf g~ 1I'] Ykk]kke]fl mf\]jlYec]f Zq ergaplf(lilflchatlon is a strategic issue for the full board.
and its outcomes, especially where material uncertainties Kg
Y\ Z]]f a\]lflad]\&

9.1.2 Funding and ability to make dividend payments

audit committee to oversee funding and liquidity,
however. This may involve regularly assessing how debt
is being managed, how compliance with covenants is
being monitored, and what funding options are being
considered by management.

The UK Corporate Governance Code requires the board
to state whether it considers it appropriate to adopt

the going concern basis of accounting. The code also
requires the board to prepare what is referred to as a
EnaYZadalqg klYl]e]fl&E Lg hjlhYj] I"ak
board should explain in the annual report how it has
assessed the prospects of the company, over what

period it has done so, and why it considers that period

In other cases, the board may ask the audit committee

k | Y1q egtfpgma freasury deep dive when a material new
funding arrangement is being considered, or advise the
board on liquidity considerations as part of any dividend
distribution proposals.

to be appropriate. Most boards choose a three-year

hljag\$ YdI'gm_" kge] ]pl]f\ I"ak Ig On] gj |]nlHe Dutch Corporate Governance Code explicitly

seven years. states that the audit committee should monitor the
management board regarding the funding of the

The board should state whether it has a reasonable company. The Finnish Corporate Governance Code

expectation that the company will be able to continue suggests that the duties of the audit committee could

in operation and meet its liabilities as they fall due over include monitoring the company’s funding position.

the period of their assessment, drawing attention to

Yfq imYdaO[Ylagfk gj Ykkmehlagfk Yk [f][1kkYjg&

The audit committee is responsible for reviewing the
viability statement and challenging management's
assumptions. It should establish whether there has

Z]11f eg\ldaf_ g~ km~rD[a]fldg kIn]j]$ Zm
scenarios of principal risks.

L] [gf[lhl g~ jldYI]\ hYjlalk af OfYflaYd j]
standards and corporate governance regulations
| hdyma{addds [f[gehYkk]k2

v 9 h]ljkgf gj Y [gehYfqg I"YI [gfljgdk$ gj
afOm]f[] gn]j$ I'] [gehYfq

How has the audit committee challenged or that are under common control with the company,

particularly in group structures
v Clq eYfY_Jlelfl h]ljkgffld

management’s assessment of the company’s
ability to continue in operation?

gYj\k jldq gf I'] OfYflaYd ]ph]jlak]

7

Entering into related party transactions is not generally

prohibited, but related party transactions do create

the.p tial for abuse, e.g., controlling owners taking

a%vant[aege of minority shareholders by extracting private

Z1f101k& L] Organisation for Economic Co-operation

and Development's G20/OECD Principles of Corporate

Governance? establish monitoring of related party

ljYfkY[lagfk Yf\ eYfY_af_ [gfOa[lk g~ afl]jlkl
aehgjlYfl ZgYj\ "mf[lagf2

N&<&/& Egfalgjaf_ Yf\ eYfY_af_ hgl]flayd [gf
of interest of management, board members and

k’Yj]l gd\]jk$ af[dm\af_ eakmk] g” [gjhgjYI] Y}
YZmk] af jljdYI]\ hYjlqg IjYfkY[lagfk&

N&=&)& :gYj\k k’gmd\ [gfka\]j Ykka_faf_ Y km
fmez]j gn af\]h]f\]fl ZgYj\ eleZ]jk [YhYZd] g”
lplilakaf_ af\]h]f\]fl bm\_e]fl Ig IYkck o7 ]j] I']
Y hgl]flayd ~gj [gfOa[lk g~ afl]jlkl& =pYehd]k
jlkhgfkazadalalk Yj] ]fkmjaf_ 1'] afl]_jalqg g~
gl lji [gihgjYI] jThgjlaf_$ I'] jlnaJo g” jldYI]\ h
transactions, and nomination and remuneration of board
elez]jk Yf\ c]q Jp][mlan]k&

1&* Egfalgjaf_ jldYI]\ hYjlqg 1]YfkYohkRdd &shrined into the corporate governance

Hanqsc?pe varies greatly by jurisdiction and is also often
a .

d%ﬂ)endent on the nature and materiality threshold of a
particular transaction. Certain related party transactions
may require board approval in line with statutory

" Yeliskagonf atery the approval of (non-interested)

shareholders under listing rules.

v =flalalk "Y1 Y] mf\]j 1] [gfljgd g™ '] [gehechfized that the controlling owners’ potential

afOm]f[] gnl]j I'] ZgYj\ [gmd\ daeal I'] 1**][lan]f
board’s role in the process. This is why many jurisdictions
require the involvement of independent directors, including

2 Eox('G=;< Hjaf[ahd]k g~ ;gjhgjYI] 2gn]jifYf[]$E Gj_YfakYlagf ~gj =[gfgea[ ;g%gh]jYlagf Yf\ <]n]dghe]fl o]Zkal]$ g][\&gj_'[gihgjYI]'hjaf[ahd]k%[gjhgjYI]1% _gnljfYi[]&
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those independent from majority shareholders, in the v Af jlkh][l g® aflana\mYd IjYfkY[lagfk$ 1] Ym
process of approving related party transactions. The related party transactions regulation in ltaly should challenge management if, among other
(issued by CONSOB) includes a special procedure for considerations, the transaction is overly complex, has

eYlljaYd jldYI]\ hYjlg ljYfkY[lagfk$ o a[ 2 unusual terms, lacks an apparent logical business reason,
,or is processed in an unusual manner. The audit committee

should also remain vigilant about the aggregate impact of
transactions that may, individually, not meet materiality
v J]limajlk YhhjgnYd g~ I'] IjYfkY[lagf| Zq Kthieshgdsjset outin the relevant policy.

Effective from 2023, the Securities and Exchange
Board of India strengthened the approval and v J]imajlk 1'] afngdn]elfl g™ Y [geeall]]l g
disclosure processes relating to related party independent directors in its negotiation
transactions. Not only have the amendments

expanded the scope of related party transactions,

1"1q “Yn] Ydkg ka_fa®O[Yfldg af[j]YKI\ I'] gz8f8\d'r%[%rs filbject to a clean opinion from the v 9[[gmflaf_ kIYf\Yj\k _]fljyddq jlimaj] I'] \ak
on audit committees. above-melttioned commitiee of related party transactions in the annual report while

the audit committee oversees the completeness and
Among other obligations, relevant related party accuracy of the disclosures as part of its role in respect
transactions and their subsequent material This is not the norm, however, and a more common gM 1'] OfYflaYd klYI]e]flk& L] Ym\al [geeall
eglaO[Ylagfk fgo jlimaj] I'] hjagj Yhhjgn¥gpregeh is a formal requirement for the audit committee 1"1i17gil f11\k g Z] [gfO\fl "Y1 Ydd j]dYI]\ h
the independent members of the audit committee. to review RPT transactions. The audit committee’s role jldYlagfk ahk “Y\ Z]]f a\]fla®]\ Yf\ vYdd j]d]r
In response to corporate scandals where material will be distinct from the board’s role in that it will be less transactions disclosed. If management states that
fraudulent related party transactions were focused on the commercial merits of the transaction and transactions were carried out at arm’s length, the audit
undertaken at a subsidiary-level to escape regulatory more on the risks that it carries. committee should scrutinize this assertion.

scrutiny, listed entities’ audit committees have to

approve certain subsidiary transactions. Furthermore, Where such a requirement does not e>_<ist, it is .stiII v >mjl ]jeq]j ]§ "] 1plljf Y d Y m\algj ak Ydkg j]it

independent directors need to verify that the common for the board to seek the audit commlnge’s gzZlyaf km~O[a]fl YhhjghjaYI] Ym\al Jna\]f[]

company has a robust process in place to ensure views, given the overlap of related party transactions whether the related party transactions have been

that related party transactions are carried out on with many aspects of the work the audit committee Yhhjg h~j aYl]dqg a\]flaO]\$ Y[[gmfl]\ ~gj YT\ \a
mf\]jlYclk Yk Y eYII]j g [gmjk]2 af 1'] OfYf[laYd klYIl]e]flk& 9k hYjl g~ alk gn

an arm's-length basis and in the ordinary course
of business. v J1dYI]\ hYjlq IjYfkY[lagfk [Yjjq Y ‘]a_‘l]f]ti?%

fraud. So, as part of its oversight of risk management J
and internal controls, the audit committee should

ernal audit, the audit committee needs to make
Y% 107 1p17ifYd Ym\al hdYf ak kmAO[a]!
addressing related party transactions.

In fact, in some cases, the level of involvement expected of ensure that there are robust policies and procedures v L'] Ym\al [geeall]] eYq Ydkg \aj][l afl]jfYd
independent directors could even be seen as stepping into in place governing related party transactions outside review the framework for related party transactions or
the shoes of the executive. of the ordinary course of business. These need to to scrutinize particular transactions.
[gnlj a\]lflaO[Ylagf$ nYdmYlagf$ YhhjgnYgd i i
of related party transactions and should set out the How thorough is the audit committee’s
types of transactions that must be reviewed, the understanding of management's policies and
timeline for review, and the process for obtaining S hjg[l\mjlk mf\]ljhaffaf_ "] a\lflaQ[
relevant approvals. disclosure of related party transactions?
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1&+ EYf\YI]\ Igha[ YjlYk Yf\ \]]h Van]k 9.3.2 Cybersecurity
; ; & Cybersecurity is no longer seen as an information
Kge] _gn]jfYf[] [g\]k ]1fme]jYI] Y\\alagfYd kh][ . : ) ) ) -
topics that should be overseen by the audit committee, aé%llong and effective tax governance technology issue. It is a pervasive, rapidly evolving and
af[dm\af_ eYIl]jk km[* Yk2 has rapidly become essential for all interconnected enterprise risk. Due to the increasingly
B businesses. This is partly because sophisticated nature of attacks, cybersecurity is now
v LYp hdYffaf_gj hgda[qg$ jldYI]\ jakck YT\ [@gdxadth®rities around the world are considered to be a principal risk for many businesses and
accounting and disclosures using the absence or presence of good a priority issue for the boardroom, not in a small part due
AAva F to the reputational damage that can arise from a major
v Egfalgjaf_ g~ 1] hjg[lkk]k Yf\ jakck j]dYlafdoOygraance principles in tax as a way P g :

k][mjalg$ kh][a®[Yddq [qZ]jk][mjalq to segment taxpayers into different cyber incident

. . : . risk categories. It's also because tax
v ieYili Il fedg_q jakck YT ghhgjimfalalk functionsgare recognizing that a good tax

In other jurisdictions, t_hese topics may be add_ressed at the governance framework offers them many Effective boards approach oversight
board level or a_Iternatlver coyer_ed by the audit committee opportunities to heIp their organizations of cybersecurity as an enterprise-wide
through deep dlyes _that can, in time, become part of the build Iong-term value for stakeholders, risk-management issue. While including
regular calendarization. including in the important ESG space. cybersecurity as a stand-alone item on
9.3.1 Taxation board or committee meeting agendas

Luis Coronado, EY Global Tax Controversy Leader . : . .
IS now a widespread practice, the topic

The tax landscape is being impacted by increasing should also be integrated into a wide range

complexities in global tax policies, including the tax rules

proposed by the Organisation for Economic Co-operation Tax issues, especially tax strategy, are often a matter for of issues to be presented to the board,

Yf\ <]n]dghe]flik :Yk] =jgkagf Yf\ Hjg®I K a'UFeo\‘fVDOIe boqrd, a!though a natural role for the audit including discussions of new business

initiative. 2 It is also affected by national governments committee exists given both the risk management and plans and product offerings, mergers

looking for new sources of funding and introducing new OfYflayd jJhgjlaf_ [gfk]im]f[]k g™ IYpYlagf& gnd acquisitions, new market entry,

taxes, such as those related to funding a green transition. Audit committees often get involved with analyzing dep_loyr_nent of new tec_h_nologies, major N
effective tax rates, overseeing ongoing tax audits capital investment decisions such as facility
conducted by tax authorities and challenging the expansions or IT system upgrades, and the
reporting consequences of major changes to tax like. As corporate assets have increasingly
structures. This role is set to become more onerous become digital assets, virtually all major
given expectations that, in the coming years, tax audits business decisions before the board will
will become more intense, information requests from have cybersecurity components to them.
authorities more thorough, and disclosure requirements
more detailed. <aj][lgjlk @Yf\Zggc gf ;qZ]j%Jakc Gnljka_1$ Hjaf[

Board Oversight Structure and Access to Expertise

National Association of Corporate Directors and the Internet
Security Alliance

2 EAfl]jfYlagfYd [gddYZgjYlagf Ig 1f\ IYp Ynga\Yf[]$E Gj_YfakYlagf ~gj =[gfgea[ ;g%gh]jYlagf Yf\ <]n]dghe]fl o]zZkal]l$ g][\&gj_'lYp'Z]hk&
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:qZ]j jakec Yk Z][ge]l Y OplImj] gf I°'] Y_]f\Y g~ 1&+&+ 9jladlaYd afl]dda_]f[]
many audit committees due to their risk oversight role. The Securities and Exchange Commission adopted S | .
Nevertheless, some organizations have established an rules to enhance and standardize disclosures by djla © [a M d afl] (.j.d a_If[] 9Al ak zgl ¥ hgl]flay
independent cybersecurity risk committee, focused requiring registrants to make timely reports on and a risk, with the ability to completely transform the
exclusively on cybersecurity, data management and cybersecurity incidents and describe material industries in which businesses operate. Aspects of Al
IT systems. aspects. These aspects include the nature, scope and relating to strategy and competitive advantage will

timing of the incident, and the impact or reasonably naturally be a matter for the whole board. Nevertheless,
To ensure there is clear management responsibility for dacldq aehY[l gf I'] j]_akljYflik OfYf[aY ”YHCANRIgges are increasingly supporting boards in
cyber risk and that the approach to cybersecurity is not and operations. dealing with Al as a matter of risk.
siloed, but embedded into relevant business processes, . . . .
many organizations have established the position of Registrants also need to make disclosures about Audit committees need to consider the risks created by
[a]” afrgjeYlagf k][mjalg g"O[]] :AKG!$ o ek gyhersecurty risk management, strategy and Al that is external to the organization, as well as t_he _rlsks
executive responsible for the enterprise-wide operation of governance in annual reports. Registrants need to, that can arise frpm the use of Al within th_e organization.
cybersecurity risk management. among other considerations, explain the role of the Many of these risks are interconnected with areas that

board or its committees in overseeing risks from audit committees are already heavily involved in — fraud,
In such cases, the audit committee should receive regular cybersecurity threats and disclose processes to ethics, reputation, data integrity and cybersecurity.
reporting from the CISO on the state of cybersecurity, assess, identify and manage risks from cybersecurity Some aspects — such as the risk of bias within internally
the risk responses and contingency plans. It may also I'j1Y1k af kmAO[alfl \]IYad ~gj Y j]Ykgfy Z45$d24gP[igs rgare relatively new, however. Audit
commission an external security rating assessment understand those processes. committees will also need to keep a watching brief on .
from independent cyber experts that could, on the one "] \In]dghelflk Yjgmf\ I'] mk] gn 9A af OfYf[a
hand, uncover previously undetected vulnerabilities . . . reporting and the use of generative Al (GenAl) in narrative
and, on the other, provide a benchmark against bRegzerdlﬁssl((j)f the role of tTe a“‘jj't commlttes, the Ic(sntlre reporting. Other potential issues to consider include
best practice and peer organizations. The National : OTr d.s ou rr]ece;]lve relgu dar up at(:]s (;)n CyDer nsk, GenAl foundation models and personal data, and the
Institute of Standards and Technology Cybersecurity Including on the threat landscape, the business impacts Ipllfl Ig o"a[" Y [gehYfq Of]%Imflk Yf\ \]hdgq
Framework is one of the internationally recognized of an attack, and the state of the control environment models in line with data protection regulations.
scoring methodologies. 2 and mitigation responses, preferably dlrggtly from the . . . .

CISO. Boards should also consider participating in a mock Some audit committees provide oversight around
breach exercise that simulates a crisis. compliance with a variety of laws and regulations.

Regulations on the development and deployment of Al
vary between jurisdictions and the pace at which they
are being introduced is accelerating. Audit committees
will have a role to play in overseeing compliance and
the extent to which internal policies, procedures and
systems are keeping pace with a complex and changing
international regulatory landscape.

% E;qzljk][mjalg >jYelogjc$E FYlagfYd AfklalmlI] g~ KIYf\Yj\k Yf\ L]['fgdg_q o]zkal]$ fakl&_gn'[qZ]j*jYe]ogjc&
% .qZ]jkl[mjalg Jakc EYfY_Jelfl$ KIjYI]_qg$ ?2gn]jfYf[]$ YT\ Af[a\]fl <ak[dgkmj], Securities and Exchange Commission, 2023.
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9.3.4 Transactions

Generally, strategic transactions are a matter for

the board, with the role of the audit committee

typically limited to overseeing any related accounting
considerations (k]] hgafl /&) &) & +). Additionally, audit
committees can support the board by scrutinizing the

impact of potential integration challenges relating

to major acquisitions, especially those related to risk
management and internal control as well as reporting
hjY[la[lk& L] Ym\al [geeall]] eYq Ydkg kh
scrutinize any valuations received as part of the due

diligence process.

The board sometimes tasks its audit committee with
oversight of tracking synergies after the acquisition
by making sure that metrics reported internally by
management are reliable.

In India, the Securities and Exchange Board
khl[ad[Yddq jlimajlk Ym\al [geeall]]k
[gee]fl gf I'] jYlagfYyd]$ [gkl Z]f]OIk Y
of transactions such as acquisitions, mergers or

] [dedhergerg gn the listed entity and its shareholders.
As such, audit committees have dedicated meetings
to address considerations related to transactions.

7

9.3.5 Compliance with other laws and regulations

The audit committee may be tasked with oversight of
compliance with laws and regulations in addition to those
already discussed in this guide.

Furthermore, the audit committee must understand the

g Qljipiatiorig pha¢ed on the auditor by the International

f\ &thicy $tandards Board for Accountants’ International
Code of Ethics for Professional Accountants. Under the
code, the auditor has obligations should they become
aware of actual or suspected noncompliance with laws and
regulations.
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Regardless of whether it is a formal requirement or a
recommendation, many boards consider undergoing a
regular performance review to be good practice. The
review can be internally or externally facilitated. It is not
uncommon for the approach to be rotated, with an external
evaluation conducted every couple of years.

The audit committee should also undertake a periodic
effectiveness evaluation. In a dual-board system, the
evaluation of the audit committee may be conducted as
part of the evaluation of the supervisory board and not on
a stand-alone basis.

When the evaluation is internally facilitated, it is commonly

administered by the company secretary or general counsel.

When an external facilitator is appointed, this will generally
be done as part of the overall board evaluation processes.
Good practice is to consider not only the competence

and experience of the external facilitator, but also

their independence.

The audit committee chair may be asked to support in
assessing the independence of the external evaluator,
given their experience in considering the independence
of internal and external auditors.

Generally, considerations regarding the overall approach do

not differ from those relevant at board level. They include
eYll]jk km[® Yk2

v K]llaf_ [d]Yj gZb][lan]k ~gj I'] jlna]o

v =klYZdak af_ o"]1"']j I'] jlnalo oadd [gn]]j

of the audit committee’s functioning or whether, in a
given year, it will focus on a particular deep dive such as
adequacy of competence and skills

»

v 9 jllaf_o7]1"]j I'] jlnalo oadd Ykk]kk I7] 5‘"<-.
of the individual members of the committee, as well as
the audit committee itself

v <]Ofaf_o'g lg Ykc ~gj *]1\ZY][c

v <]l]jeafaf_ o ]1"']j I'] jlna]Jo oadd Z] [gf\m
through the use of evaluation forms or interviews, or a
combination of both

v <][alaf_$ af I'] [YKk] g YT Ipl]ljfyddqg "Y[;

review, whether the facilitator should attend an audit
committee meeting

Key topics to consider as part of conducting the evaluation
have been set out across this guide. 9hh]flap 9includes a
summary of all the questions by section.

Following the evaluation processes, a summary of the
assessment is typically discussed by the audit committee
members in a private session before being shared with
the board.

The audit committee chair will be responsible for
\][n]dghaf_ Y hdYf Ig Y\\jlkk Yfq Of\af_k& /
help of the company secretary, they will monitor :
that any resulting actions are being addressed on a
timely basis.

In some jurisdictions, there is a requirement to disclose the
outcomes of the evaluation in the annual report.

Has an annual performance evaluation of the
audit committee been conducted? Has progress

been made against recommendations made
during the previous review?
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Kl[lagf

3.1 Independence

Proportion of

4.1.4 independent directors

3.3 Time commitment

4.1.2  Committee size

Other competence

3.5 .
and experience

3.8 Onboarding

Complementary and

4.1.6 up-to-date skills

Dissenting and challenging views

411 being encouraged

4.3.7  Attendance of nonmembers

Setting out and periodically

4.2.1 . s
reassessing core responsibilities
422 Intera(?nons with other
committees
53 Strategy oversight and

remuneration

6.2.1 Role of the board

6.2.3  Separate board risk committee

Environmental and

7.2.3 . .
social reporting

Calendarizations, frequency and

4.3.1 - i
timing of meetings

»

Question

@Yk Y I'gjgm_" Ykk]kkelfl Z]1f [gf\m[I]\ Ig [gfDje 1'YI In]ljg Ym\al [geeall]] e]eZ]j \lka_fYI]\ Yk af\]
both in form and appearance?

Ak 1°] hjghgjlagf g~ af\]h]f\]fl \aj][lgjk km~O[a]fl Ig jgZmkldqg ['Ydd]f_] eYfY_Jelfl7

Has each committee member dedicated adequate time to discharging their responsibilities and continues to have the capacity to do so

going forward?

Is the size of the audit committee optimal for discharging its remit? Do all members equitably share in areas of oversight?

Aflana\myYddq Yf\ af [geZafYlagf$ \g I'] Ym\al [geeall]] eleZ]jk “Yn] I'] ja_"l d]n]d g”~ km~OJ[a]lfldg
expertise and industry understanding? Do they have other prerequisite competence relevant to the company’s context?

Did any new member receive appropriate and timely onboarding that adequately addressed topics relevant to their role on
the audit committee?

Are the audit committee members keeping their skills up to date, as well as considering and preparing for the future skills the
committee will need?

Do the audit committee dynamics enable dissenting views?

Is the debate and discussion impeded by the presence of any nonmembers?

9j]1 I'] Ym\al [geeall]]ik I1jek g~ j1*1j1f[] clhl mh Ig \YI1]7 <g I']1q j1O]1[! fgl bmkl I'] [geeall]]lk eYf\YI
khl[aO]\ af j]_mdYlagfk gj _ma\Yf[]$ Zml Ydkg alk \] ~Y[lg gf]k7

Is there a clear framework for interaction between committees on overlapping topics, e.g., where human capital metrics impact

executive remuneration?

<g]lk I'] Ym\al [geeall]] “Yn] km~O[a]fl afhml ~jge e]leZ]jk g~ I'] jlemfljYlagf [geeall]] Ig mf\]jkIYf\ I
can put on management?

Do the audit committee’s terms of reference clearly delineate its responsibilities regarding risk management from those of the full board
and other committees?

Where there is a separate risk committee, is the division of responsibilities between the audit committee and the board risk committee
[d]Yjdg \]Of]\7

Is there a clear division of responsibilities regarding oversight of narrative reporting, including on environmental and social matters,
between the audit committee and any other relevant committee dealing with these topics?

<a\ I'] Ym\al [geeall]] “gd\ Yf Y\]limYI] fmeZ]j g~ e]]laf_k Ig Jfkmj] 'Yl Ydd eYl]jaYd Igha[k Yf\ akk
time dedicated to robust debate?
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4.3.4

4.3.6

4.3.6

4.3.7

4.3.7.3

51

511

512

513

521

6.3

6.3.2

6.5

6.5.1

Length of meetings

Timely, focused pre-read
material

Timely, focused pre-read
material

Attendance of nonmembers

Auditors and external specialists

Tone at the top

Ethics and doing the right thing

Fraud, bribery, corruption and
misuse of data

Whistleblowing or speak-up

Reporting to the board

»

Question
<glk I'T [Yd]f\YjarYlagf af[dm\] Y km~O[a]fl fmeZ]j g” e]]laf_k Ig Yddgo lae] ~gj o al] khY[] Yf\ \]]h
overly long?

Ak 1°] e]]laf_ hY[c \akljazmlI]\ oal> km~O[a]fl fgla[] Ig Yddgo I'] Ym\al [geeall]] eleZ]jk Ig jlY\ Yf\ Y
prepared for active discussion and have action-oriented meetings?

Does the information in the meeting pack allow the audit committee to challenge management's views? Is it of adequate granularity and
quality without including operational detail not relevant to the oversight role of the audit committee?

Does the way in which attendees present at the audit committee facilitate effective debate and discussion on material issues?

<g]lk I'] Ym\al [geeall]] gZlYaf af\]h]f\]fl afka_"lk gf kh][aO[ Igha[k$ ]&_&$ “jge ]pl]jfYd Y\nakgjk$
of management?

Does each audit committee member champion integrity and accountability through their own words and actions, including by coming to
audit committee meetings prepared?

<glk I'] Ym\al [geeall]] "Yn] km~O[a]fl nakazadalqg aflg “go I'] [g\] g~ [gf\m]I
the organization?

gj alk JimanYd]fl! ak

Does the audit committee have a thorough understanding of the outcomes of the organization’s fraud risk assessment and has it analyzed
the implications for the audit committee’s remit?

Has the audit committee considered the implications of whistleblowing cases on internal controls and corporate reporting? Has it
considered what they imply about the company’s culture more broadly and about overall adherence to the code of conduct?

Does the audit committee chair keep the board informed about the material activities of the audit committee and its key decisions and
judgments? Are accurate minutes, which concisely bring out the crux of the meeting, circulated in a timely fashion?

Gnljka_"1 g~ jakc a\]fla@p¥d thg hudit committee have regular interactions with the head of the risk function? Is this occasionally supplemented with reporting from

and evaluation

Emerging risks

Internal controls

Internal controls over
OfYflaYd jlhgjlaf_

gl'1j jlhjIk]lflYlan]k g~ I'] Ojkl Yf\ k][gf\ daf]k$ ]&_&$ o 1f I'] Ym\al [geeall]] [geeakkagfk Y \]]h \an] af
Rather that it being relegated to an afterthought following the principal risk discussion, is adequate time and prominence being given to the

debate on emerging risks?

<g]lk I'] Ym\al [geeall]] j][]lan] km~O[a]fl$ jl_mdYj jlhgjlaf_
design and operational effectiveness of internal controls across its areas of responsibility?
0'1j] eYfY_Jlelfl ak jlimaj]\ Ig eYc] Yf YII]klYlagf gf I'] 1**][lan]f]lkk g~ afl]jfyd [gfljgdk gn]j OfYf[a)
[geeall]] jl1[1an] jl_mdYj jlhgjlaf_ ~jge I'gk] oal af I'] k][gf\ daf] o g Ikl Ojkl%wdaf] [gfljgdk7

0'1j] eYfY_Jelfl ak fgl jlimaj]\ Ig eYc] km[> Yf YII]klYlagf$ \g]k I'] Ym\al [geeall]] j][Jan] km~OJ[a]fl
0']1']j eYfY_]elfl “Yk aehd]e]fl]\ ]~*][lan] afl]jfYd [gfljgdk gn]j OfYf[aYd jlhgjlaf_7

1&_&$ ~jge 1I'] 1"aj\ daf]! kg I'YI al [Yf
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6.6 Internal audit

6.6.1 Internal audit function
6.6.1 Internal audit function

6.6.2 Head of internal audit

6.6.4 Internal audit plan

6.6.5 Internal audit reporting

Assessing the quality of internal

HELE audit work

7.1.1  Financial reporting process

7.1.1  Financial reporting process

Other complex accounting issues

7113 and principal risk implications

Other complex accounting issues

7113 and principal risk implications

7.1.2.1 Non-GAAP measures

Competency and strength of the

13 Bty Amf[lagf

7.2.1  Narrative reporting

722 FgfbfyflaYd e]ljalk

»

Question
0°1j] fg afl]jfyd Ym\al *mf[lagf ]paklk$ ak I'] Ym\al [geeall]] kYlakO]\ I'YI al [Yf ]**][lan]dq \ak[ Y
and internal controls?

<g]lk 1'] Ym\al [geeall]] "Yn] I'] YZadalqg Ig afOm]f[] afl]jfYd Ym\al kgmj[af_ YjjYf_Je]flk Ig Jfkmj] I’
organizational context and allow for adaptability and responsiveness?

<g]k I'] Ym\al [geeall]] “Yn] km~O[a]fl nakazZzadalg g~ I'] [YdaZ]j g” afl]jfyd Ym\al jlkgmj[lk E zgl®

Is there is an adequate level of trust between the audit committee chair and the head of internal audit? Does the audit committee have
[gfO\If[]1 "Y1 al ak eY\] YoYj] g~ Ydd hgl]flayd eYIl]jk g~ ka_faO[Yf[] 'Yl afngdn] eYfY _Jle]fl7

Does the audit committee understand the levels of assurance provided by internal audit activities over the course of the year and the risk
coverage that these achieved?

Can the audit committee adequately hold management to account for promptly actioning internal audit’s recommendations?

@Yk I'] Ym\al [geeall]] [gf\m[I]\ Y I'gjgm_" Ykk]kke]fl g~ I'] imYdalg g” afl]jfyd Ym\alik ogjc7 Ak al k
being adequately implemented?

Has the audit committee thoroughly challenged management on any voluntary changes to accounting policies; readiness for future
mandatory changes in accounting standards; and the accounting for any material one-off or unusual transaction, if relevant?

Has the audit committee challenged management over judgments underpinning material estimates, including by reference to independent
specialist input where relevant?

Ak I'] Ym\al [geeall]] kYlakO]J\ I'Yl eYfY_Jelfl Yk Y\]limYI]ldg Y[[gmfl]\ ~gj [gehd]p Y[[gmflaf_ akkm
non-reoccurring items?

Ak 1] Ym\al [geeall]] kYlakO]\ I'YI eYfY_Jelfl “Yk Y\]limYI]dqg Y[[gmfl]\ ~gj I'] aehY[lk g~ [daeYI] [
and that there is congruence between any narrative regarding climate change and those impacts?

Has the audit committee robustly challenged management on its selection and use of non-GAAP measures?

@Yk I'] Ym\al [geeall]] \ak[mkk]\ oal* 1°] ZgYj\ I"'] gml[ge] g alk Ykk]kke]fl g~ 1] gn]jYdd kIj]f_I" ¢

@Yk I'] Ym\al [geeall]] j]Y\ I'] fYjjYlan] af I'] YffmYd jlhgjl Yf\ kYlak®]\ alk]d” 1°YI 1°]j] Yj] fg af[g
[gflYaf]\ af 1] OfYf[aYd kIYI]e]flk gj oal* I'] ha[Imj] g~ I'] [gehYfq al oYk hjlk]fl]\ oal’ I'jgm_“gml I

Ak 1] d]n]d g~ gnljka_"1 'Yl I"] Ym\al [geeall]] Yk gn]j I'] Y[[mjY[q g~ hjgeaf]fl fgfOfYf[laYd e]lja]
placed on those metrics by stakeholders? Has the audit committee considered the adequacy of assurance over these metrics?
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Question

Is there a clear division of responsibilities between the audit committee and any other relevant committee regarding oversight of narrative
reporting, including on environmental and social matters?

Does the audit committee have a comprehensive policy covering the awarding of non-audit services to the external auditor?

<glk I'] Ym\al [geeall]] "Yn] Yf afla[Ylan] lae] *jYe] ~gj o ]f I'] f]lpl Ym\al I]f\]j hjg[lkk oadd Z] jmf
end?

Has it informed management of these plans and discussed how awarding service contracts to potential future external audit providers can
impact on independence considerations?

Did the audit committee adequately oversee the audit plan to make sure that it will facilitate the delivery of a high-quality, effective and

1*O[alfl Ym\al7

Did the audit committee consider whether the audit fee is commensurate with the planned effort?

<a\ 1] Ym\al [geeall]] “gd\ eYfY_Jelfl Ig Y[[gmfl ~gj Y\\jlkkaf_ Yfq Of\af_k ~jge 1'] afl]jae h Yk] g
Y\ Y ]YN g2 '] q]Yj 1f\7 OYk al kYlakO]\ I'YI I'] Ym\al hdYf oYk Y\bmkI]\ Ig Y\]limYlI]dqg j]O][l Yfq k

<glk I'] Ym\al [geeall]] “Yn] [gfO\If[] 'Yl I'] Ym\al hdYf oYk ]**][lan]dqg ]Jp][mI]\ Yf\ I"YI hjg[]\mj]k
reach an audit opinion?

Does the audit committee take an active role in overseeing management’s response to observations provided by the external auditor and

Yfg Ym\al \a~*]j]f[lk 1"YI o]j] a\]flad]\7

AK I'1j1 Y kIjm[Imj]\ hjg[lkk af hdY[] Ig Ykk]kk Ym\al imYdalg I'jgm_"gml I'] q]Yj7 @Yk I'] Ym\al [ge
inputs that will support the assessment?

Does the audit committee have a complete and accurate picture of what assurance is obtained over disclosures in the annual report and
accounts, the rationale for this, and how this compares with the expectations of external stakeholders?

@Yk 1'] Ym\al [geeall]] kYlakO]\ alk]d” 1"YI$ 0°1j] jldInYfl Yf\ Ig 1I'] ]pllfl I"ak ak YhhjghjaYI]$ I']j]
hjgb][lagfk Yf\ eg\]dk mf\]jhaffaf_ 1] nYjagmk \ak[dgkmjlk Zgl oal af I'] OfYf[aYd klYI]e]flk Yf\ af
annual report?

Did the audit committee robustly challenge management’s assessment of the company'’s ability to continue in operation?

@Yk 1'] Ym\al [geeall]] mf\]jklgg\ Yf\ Y\]limYl]dqg ['Ydd]f_]\ eYfY_J]e]flik hgda[a]lk Yf\ hjg[]\mjlk mf\
disclosure of related party transactions?

Self-evaluation questions have not been developed — audit committees need to consider whether these topics are of relevance in
their context.
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EY | Building a better working world

=Q ak Zmad\af_ Y Z]Il]j ogjcaf_ ogjd\ Zq [jlYlaf_ flo nYdm] ~gj
kg[a]lg Yf\ I'] hdYf]l$ o ad] Zmad\af_ Ijmkl af [YhalYd eYjc]lk&

=fYZd]\ Zg \YIY$ 9A Y\ Y\nYf[]\ I][ fgdg_q$ =Q I]Yek "]dh [da]!
AmIimj] oal™ [gfra\]f[] Yf\ \]n]dgh Yfko]jk ~gj I"] egkl hjlkkaf_ak
and tomorrow.

=Q I]Yek ogjc Y[jgkk Y "mdd kh][ljme g” k]jna[]k af YkkmjYf[]$
kljYIT_q Yf\ IjYfkY[lagfk& >m]d]\ Zq k][lgj afka_"Ik$ Y _dgzZYdd
\ak[ahdafYjq f]logjc Yf\ \an]jk] J[gkqgkl]e hYjlf]jk$ =Q I]Yek [Yf
in more than 150 countries and territories.

9dd af Ig k’Yh] I'] *mImj] oal” [gf*a\]f[]&

EY refers to the global organization, and may refer to one or more, of the member firms of
Ernst & Young Global Limited, each of which is a separate legal entity. Ernst & Young Global
Limited, a UK company limited by guarantee, does not provide services to clients. Information
about how EY collects and uses personal data and a description of the rights individuals have
under data protection legislation are available via ey.com/privacy. EY member firms do not
practice law where prohibited by local laws. For more information about our organization,
please visit ey.com.

© 2026 EYGM Limited.
All Rights Reserved.
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This material has been prepared for general informational purposes only and is not intended to
be relied upon as legal accounting, tax ,legal or other professional advice. Please refer to your
advisors for specific advice.
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