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For any new director, but particularly when joining the audit committee —
a learning curve comes with the territory. Just how steep that learning
curve is, however, and how quickly a new director is able to contribute
meaningfully to the work of the board and its committees, can hinge
directly on the quality of the induction programme.

Understanding the business — its operations, suggested reading for the new audit committee
strategies, risks, and management team — as well as member, such as corporate documents and other
the responsibilities and culture of the board and its

committees takes time. But a structured induction
programme — including essential information and
ARRARRARARARARARARARARAREAMEAME A R [ fedple,
and a “roadmap” for getting up to speed — can greatly
accelerate a new director’s integration and contribution
to the board’s work.

an initial orientation session; and

follow-up one-on-one meetings with key people in
the company to develop a deeper understanding
of the business, its key governance and control
processes, and its leaders.

For new audit committee members, induction
presents an added layer of complexity, given the

It is good practice for companies to provide formal
induction programmes for new members as this helps
) ) ) ensure the audit committee members understand their
accounting and legal/regulatory compliance issues L . :
responsibilities, current issues and the circumstances

on the audit committee’s plate — not to mention the o .
of the organisation. However, the on-boarding needs

QAP RARANRARRADRARARADRERARAAEREREAEREE R . . i

i or new members will vary from director to director
services sector. . ) )
depending on a number of factors, including the
director’s background and experience, and the role
the director is expected to play on the board and audit
committees. As a result, a new member should be
prepared to take responsibility for his/her induction
programme — working with management and others
to determine how best to get up to speed and build
a strong foundation for informed oversight.

We suggest the following framework for new audit
committee members — and management and audit
professionals supporting them — to consider as they
develop an induction programme, including:

On appointment

=D
[m

The terms of appointment of an audit
committee member should be clearly
set out at the time of appointment. All
members of the audit committee should
have a clear understanding of:

What will be expected of them in the
role, including the time commitment

How their individual performance will
be appraised

The duration of their appointment and
how often it may be renewed

Checklist
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Information about the
company, with a financial
reporting emphasis:

© 2016 KPMG in Poland, based on "Hitting the ground running Becoming an audit committee member — Audit committee institute” by KPMG LLP, a UK limited liability partnership

Financial statements and
for the previous two years

Earnings releases and
materials used for analysts’
calls for the past year or two

Any recent comment
letters from regulators and
the company’s responses

Biographies of senior
(including internal audit)

The company'’s strategic
plan and latest risk reports

Reports from
management’s disclosure
committee (if applicable)

Recent contingent liability
(litigation) reports

Recent analyst reports

on the company and

the industry, as well

as industry/competitor
information prepared by
management

Relevant company policies,
including the code of
conduct and whistle-
blowing policy
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Suggested background reading materials

A new audit committee member will want to review a number of corporate documents and
background materials early on. The specific documents will vary in line with the breadth and
depth of the audit committee’s Terms of Reference, but is likely to include:

Information about the
audit committee:

=]

Audit committee Terms of
Reference

Minutes and pre-read
materials from audit
committee meetings for
the past year or two

Materials about upcoming
audit committee activities
and meetings

The audit committee’s policy
on audit tendering, the
supply of non-audit services
and the appointment of
former employees of the
external auditor

Attending the first audit
committee meeting

BeM P PRARNERARARNERARADEARARAREMACL v
meeting, the new committee member
should understand:

« The expectations and requirements of
the audit committee

« The company’s industry, products/
services and strategy

V
of results announcements and meetings

Internal audit materials:

Internal audit Terms
of Reference

Current-year internal
audit plan

Written commmunications/
reports between the audit
committee and internal
audit for the past two years

V The key accounting policies and

V Status of ongoing litigation and

contingent liabilities

«
V The external audit scope

V Management structure and roles

and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved

The company'’s system of internal control

External audit materials:

Current year'’s external
auditor engagement letter

Management letter

Recent reports from the
external auditor

Summary of any non-audit
services currently provided
by the auditor

Written communications
between the audit
committee and external
auditors for the past
two years

statements misstatements,
including both corrected
and uncorrected
misstatements, for the
past two years

and un-remediated, for the
past two years
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Initial orientation session

While the length and formality of a formal orientation session will vary from company to
company, it should provide new audit committee members with an overview of:

Theov@ DR E R @AM EGRA e
of the company

Expectations for audit °
committee members and
board members (generally),
and an overview of board
processes — including
meeting schedules for
boards and committees,
and a copy of the board
terms of reference

Risk-oversight
assignments that are
committee and beyond

e The business — including °
its products and
services, customers,
and competitors, as well
as the key risks facing
the company

e The company'’s short- and
long-term strategy

e  The company'’s ethics/
compliance program
and culture

initial orientation session — e.g., the Company Secretary, Legal
Counsel, CFO, Head of Internal Audit — or a number of others
might participate as well, including perhaps the CEO and Chief
[, or executives in equivalent positions.

The audit committee chair or senior independent director may
choose to attend as well.

Who participates in the initial orientation session will vary,
depending on how the company’s orientation process is
structured — e.g., whether the initial orientation is viewed as

B Ar@tess, or whether it is viewed
as a more comprehensive orientation session. Depending on
the approach, only a few executives might participate in the

Initial meeting with lead audit engagement partner

A key component of any orientation programme for a new audit committee member is
a meeting with the lead audit engagement partner—which should occur early in the
orientation process.

the management team, tone and culture of the organisation —
the new audit committee member will expect to have an in-depth

In addition to obtaining the audit partner’s views on a number of

critical company-wide issues — e.g., key risks facing the company,
effectiveness of risk management processes, overall control

e BARRARRARRARERREREEEE QB Bk alibre of

statement risk
assessment, considering
internal and external
factors (economy,
regulation, accounting
standards, competition,
etc.)

Critical accounting

policies —i.e., those

most sensitive to
management’s estimating
process (reserves, loss
contingencies, impairment
testing, etc.)

Prior year internal control
Byfand
status of remediation
efforts (and follow up with
management too)

Most recent year-end
uncorrected audit
misstatements reported to
the audit committee and
reasons for the differences
(IFRS/GAAP departures
from accounting
standards, assumptions
used by management,
factual errors, etc.)

Overall quality of the
company's accounting
policies and reporting

Required communications
for the most recent
annual and subsequent
interim periods

External auditor’s
relationship with

management and
internal audit

External auditor’s
relationship with the
audit committee outside
of regularly scheduled
meetings (frequency of
interaction, accessibility,
depth of discussions)

organisation (including
locations outside
of headquarters)

Quality of the internal
audit department (skill
sets, experience, support
of the annual audit)

© 2016 KPMG in Poland, based on "Hitting the ground running Becoming an audit committee member — Audit committee institute” by KPMG LLP, a UK limited liability partnership
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Management's approach
when preparing to adopt
new accounting standards

Scope of external audit,
including approach to
multi-and foreign-location
components and use of

resources, if applicable

Use of audit reports
on outsourced service
providers, if any

Use of company'’s internal
and external experts such
as actuaries, valuation
experts, and others

Audit approach to
consideration of fraud

A< D
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Taking on an audit committee role
canseemovdl I P B B 2 B[ BB
Creating a tailored programme
helps in directing focus and
speeding up the process so that
the new audit committee member
can contribute to the committee's
activities early on.

"Hitting the d runnin ) 1 t committee member committee institute” by KPMG
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Developing a deeper understanding of the company and the board

Regardless of whether it is part of a formal or structured orientation process, a new audit
committee member will want to have one-on-one discussions with a number of key leaders
of the business to gain a better understanding of the company - the culture, strategy,

key risks, strengths, areas of concern, etc. — and to get to know the leaders outside of the

formality of the boardroom.

Initially, it may be helpful to get the “lay of the land” by meeting
separately with the Company Secretary and/or Legal Counsel and
the Head of Internal Audit, each of whom can be valuable sources
of information and insight. What are the hot-button issues facing
the company? What issues have management and the board
been spending the most time on? What governance processes
work well—or not so well? What is the culture of the company —
and of the board?

The Company Secretary and/or Legal Counsel can provide

information about the board from a legal and process point of view,
including the committee structure, the role of each committee, and
how the committees coordinate and communicate about oversight

e Nature and scope of e  Top operational concerns
operational audits

underway e |evel of assurance that

the company has effective
risk management practices
in place

e Management's
cooperation and
responsiveness to
part of audits

In the weeks and months following the initial orientation session,
a new audit committee member may also want to meet one-on-
one with other leaders in the business — CEO, CFO, Chief Risk

Effectiveness of risk
management processes

e The company'’s strategic °
direction—and key risks to

the strategy
e  The overall control

environment

The business leaders also will have important insights to offer on
ARDEARARDERARAEEERDE R QA BddhAd responsibility.
In the Appendix, we havid Rpkbre.

No “one size fits all”

activities. The Company Secretary and/or Legal Counsel also can
provide an update on litigation or investigations that could have an
impact on the companyZ AR A AR DA ARARAEDEEERR A
legal/regulatory compliance.

With internal audit increasingly playing a larger role in many
businesses, the Head of Internal Audit should also have
important insights to offer regarding the effectiveness of the
organisation’s risk management processes, system of internal
control, and governance processes. In addition, a new audit
committee member will expect to hear from the Head of Internal
Audit regarding:

Process for
communicating with
the audit committee
(frequency, format)

e Adequacy of resources for = e
audit. (If internal audit had
an additional 10 percent in
its budget, how would it
be used?)

e  Current stresses and
reporting system

@l&ht), Audit Committee Chair, Risk Committee
Chair, Senior Independent Director, CIO - to get their views on
a number of key company-wide issues, including:

e Tone and culture of °
the organisation —
including ethics/legal/
regulatory compliance

Strengths and
weaknesses of the
management team
and the board

Social media is also a good source of third-party insights into
the company.

A good on-boarding process — which is key to getting a new audit committee member up to
speed and in a position to contribute to the work of the committee - is not a “one size fits

all process,” and may vary considerably depending on the size of the company and on the
background, experience, and areas of interest of a new director. While management obviously
plays a key role in shaping the on-boarding program, every new audit committee member
needs to take charge of his or her own on-boarding in order to make sure that it is properly

tailored and focused.

© 2016 KPMG in Poland, based on “Hitting the ground running Becoming an audit committee member — Audit committee institute” by KPMG LLP, a UK limited liability partnership
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Appendix: Other potential discussion topics

CFO and/or Chief Accounting Officer/
Financial Controller

e  Company's earnings trends

e Adequacy of control environment, including
fraud controls

e (Critical accounting estimates and judgements

e | evel of transparency in the company'’s

e Role of management’s disclosure committee

e Strengths and weaknesses in compliance programs

Chief Information Officer

e How the company manages data security,
compliance, cyber risk, major IT investments, and
other “defensive” IT risks

e How the company leverages IT “offensively” for
strategic advantage

e Nature and frequency of CIO communications
with board/ audit committee

e Company'’s policies/practices for data
governance, use of social media, and adoption
of emerging technologies

Lead Director

e How the board interacts with the CEO and other
® important decisions are made
(formal and informal processes)

e Toughest issues facing the board/committees

e  Board culture — including openness and
candour of communications and debate among
management and the board, and among directors

Chief Risk Officer (or equivalent role)

How the CRO gains a view of risk across the
enterprise and how key risks are aggregated

Aspect(s) of risk management posing the greatest
challenge to the company

CRO's view of the company's risk awareness,
“appetite,” and “tolerance”

How the CRO views the tone and culture of
senior management

How the company'’s risks compare to others in
the industry

Strengths and weakness in the board’s risk
oversight processes

Audit Committee Chair

Expectations and role of the new audit
committee member

Current composition of the audit committee
(skills, backgrounds, experience, and expertise)

Scope of the audit committee’s oversight
responsibilities

Strength of the audit committee’s
oversight processes

Results of the audit committee's last two self-
assessments, if available

CEO

AR RRARRARARRARRADARDRAREENERERAR
other business leaders

On what issues does the CEO expect to spend
the most time over the next few months?

How can the skills and background of the new
audit committee member—and board members
generally—be best leveraged
the board and the company?
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Contact for Audit Committeese Institute

Stacy Ligas

Senior Partner, CEO, Head of Financial Services
T: +48 22 528 10 82
F: +4822 5281061

E: fs@kpmg.pl

Marek Gajdzinski

Head of Audit

T:+4822528 1110
F: +48 22 528 1009
E: mgajdzinski@kpmg.pl

Zbigniew Libera

Audit
Partner

T: +4822 52812 05
F: +4822 528 10 09
E: zlibera@kpmg.pl

Magdalena Maruszczak
Marketing & Communications

Director

T: +4822 528 11 61
F: +4822 528 10 09
E: mmaruszczak@kpmg.pl

About the Audit Committee Institute

Recognising the importance of audit committees, the Audit Committee Institute (ACI) has
been created to serve audit committee members and help them to adapt to their changing
role. Sponsored by KPMG, the ACI provides a fully comprehensive professional development
programme and is a resource to which they can turn for information or to share knowledge.

For more information on the work of the ACI please click on our web site home.kpmg/pl/ACI
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KPMG Poland
KPMG offices in Poland:
Warszawa Krakow Poznan Wroctaw Gdansk Katowice todz
ul. InBancka 4A al. Armii Krajowej 18 ul. Roosevelta 18 ul. Bema 2 al. Zwyciestwa 13a ul. Francuska 34 al. Pitsudskiego 22
00-189 Warszawa 30-150 Krakow 60-829 Poznan 50-265 Wroctaw 80-219 Gdansk 40-028 Katowice 90-051 t6dz

T: +48 22528 11 00
F: +48 22528 10 09
E: kpmg@kpmg.pl

T: +48 12 424 94 00
F: +4812 424 94 01
E: krakow@kpmg.pl

T: +48 61 845 46 00
F: +4861 84546 01
E: poznan@kpmg.pl

T: +48 71 370 49 00
F: +4871 3704901
E: wroclaw@kpmg.pl!

T: +48 58 772 95 00
F: +4858 772 95 01
E: gdansk@kpmg.pl

T: +48 32778 88 00
F: +483277888 10
E: katowice@kpmg.pl!

T: +48 42232 77 00
F: +4842 23277 01
E: lodz@kpmg.pl
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