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Foreword

As the current spate of corporate governance and audit reforms start to become a reality,
audit committee practices and the future of audit are at an inflection point.

Uncertainty and disruption are intensifying pressures on the risk and control environment in new
and unexpected ways. ESG matters (including the increasing importance to investors), new
disclosures around operational resilience and fraud, and the proposed board statement on the
effectiveness of internal control and risk management systems are leading audit committees to
question their existing procedures and the assurance they receive.

Encouragingly, our survey results show that most FTSE350 audit committees view their
company s risk management processes as sophisticated or keeping pace. But their confidence is
muted by concerns over the whether their current reporting provides stakeholders with a robust
description of any significant internal control weaknesses and deficiencies.

We hope this survey report helps spark robust conversations with your audit committee, board,
and management as you navigate the challenges ahead.

As the current spate of corporate governance and audit reforms start tobecome a
reality, audit committee practices and the future of audit are at an inflection point.
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To gain a better understanding of how audit committee chairs are preparing for the forthcoming governance and audit reforms — including
thinking about their future assurance needs, we surveyed 59 FTSE350 audit committee chairs in May and June 2023.
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Many FTSE350 audit committee chairs (29 percent) plan to prepare and publish an Audit and Assurance Policy ahead of the
regulatory timetable.

Engagement between audit committees and investors is infrequent and the Audit and Assurance Policy is unlikely to change this.

FTSE350 audit committee chairs are most likely to seek assurance from their external auditor over: the Directors’ Remuneration
Report; the Resilience Statement; the effectiveness of financial reporting controls; and any KPIs associated with the ‘E’ in ESG. Areas
where they are less likely to seek assurance from their external auditor include: Cyber resilience; any KPls associated with the ‘S’ in
ESG; the effectiveness of operational and compliance controls; and culture.

The skills, expertise, and knowledge most valued in the audit teams of the future are: critical thinking and business acumen;
professional scepticism; knowledge of corporate governance requirements and best practices; and communication skills.

Audit committees are heavily involved in overseeing ESG and sustainability disclosures, and with the proposed changes to the UK
Corporate Governance Code expanding the audit committee’s role to include oversight over the integrity of narrative reporting,
including sustainability matters, many should anticipate even deeper involvement.

Risk management and reporting are generally viewed as strong, however views are split on how much work will be required for the
board to include a declaration in the annual report on the effectiveness of the risk management and internal control systems as a
whole (financial, operational and compliance) as proposed in the recent FRC Consultation on changes to the UK Corporate
Governance Code.
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Future assurance needs

The Companies Act (Strategic Report and Directors’ Report)
(Amendment) Regulations 2023 look set to require — for UK
companies with 750 or more employees and an annual turnover
equalling or in excess of £750 million — publication of an Audit and
Assurance Policy setting out how the company plans to obtain
assurance over the information within its annual reports and
accounts, including voluntary disclosures, over the next three years.

For FTSE350 companies, the new regulations will apply for
accounting periods beginning on or after 1 January 2025, but nearly
a third of audit committee chairs (29 percent) reported that they plan
to publish an Audit and Assurance Policy ahead of the proposed
application date.

Do you plan to prepare and publish an

Audit and Assurance Policy ahead of
the proposed application date?

@
‘ Maybe

C

KPMG

Can you perceive atime where a single
auditor provides an integrated opinion
over the whole ARA?
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Over a third of boards (37 percent) could perceive a time where a
single auditor provides an integrated opinion over the whole annual
report and accounts (ARA), covering financial and non-financial
information.

Audit committee chairs were split evenly as to whether a single
auditor providing an integrated opinion over the whole annual report
and accounts would be beneficial to companies.

Will it be beneficial to the company to
have a single auditor providing an
integrated opinion over the whole ARA?
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The areas where audit committee chairs are
most likely to seek assurance from their
external auditor are the Directors’
Remuneration Report, the Resilience
Statement (to be introduced via The
Companies Act (Strategic Report and
Directors’ Report) (Amendment)
Regulations 2023), the effectiveness of
internal controls over financial reporting
(ICOFR), KPIs associated with the ‘E’ in
ESG, and TCFD reports.

By contrast, the areas over which audit
committee chairs are least likely to seek
assurance from their external auditor are:
cyber resilience, the KPIs associated with
the ‘S’ in ESG, the effectiveness of the
wider framework of internal controls,
forward looking climate transition plans, and
culture. These areas were also ones over
which audit committees favoured assurance
from their internal audit functions.

There is very little appetite for any form of
assurance over the company’s culture. This
is interesting given the significant
contribution ‘culture’ makes to robust
governance and the importance of aligning
culture to a company’s purpose, values and
strategy. We also note that the proposed
changes to the UK Corporate Governance
Code look to boards to assess and monitor
culture and report in the annual report on
how effectively the desired culture has been
embedded.

KPMG

Over the next 1 3 years, do you anticipate getting assurance over any of the

following, and from what source?
KPIs associated with the
‘E’in ESG

KPls associated with the
‘S’in ESG

KPls associated with the
‘G’ in ESG
TCFD Report

Forward looking climate
transition plans

Culture

Cyber resilience

Directors’ Remuneration
Report

Resilience Statement

The effectiveness of the
company’s ICOFR

The effectiveness of the
wider control framework

100%

‘ Auditor Other external
assurance provider

© 2022 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG global organisation of independent member firms
affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.

0%

. Internal audit ‘ No or unsure
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The audit teamof the future

The skills, expertise, and knowledge most
valued in the audit teams of the future are:
critical thinking and business acumen;
professional scepticism; knowledge of
corporate governance requirements and
best practices; and communication skills. Of
lesser importance are knowledge and
expertise in digital technologies;
sustainability frameworks; environmental
matters; and societal matters.

Forty-three percent of those surveyed
considered that the skills, expertise, and
knowledge referred to in the chart opposite
were currently available within the Big 4
audit firms.

Are the skills, expertise and knowledge

[listed in the chart opposite] currently
available in the Big 4 audit firms?

Yes

No

Unsure
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What do you think will be the skills, expertise, and knowledge in the audit team of

the future?

Strong communication skills

Emotional intelligence and
interpersonal skills

Critical thinking and business
acumen

Broader risk assessment and
management skills

Professional scepticism

Environmental matters (e.g.,
greenhouse gas emissions)

Sustainability reporting frameworks

Societal matters (e.g., gender
pay gap reporting)

Cyber security

Corporate governance
requirements and best practices

Existing and emerging digital
technologies, capabilities, practices,
and strategies

100%

0%

100%

' 1(Not important) ‘ 2 . 3 ‘ 4 . 5 (Very important)
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Oversight of ESG relatedissues

A majority of survey respondents (76%) said that their audit committee oversees voluntary ESG/sustainability disclosures; 74 percent oversee
ESG-related disclosures in regulatory filings; 64 percent oversee compliance with ESG-related legal and regulatory requirements; 34 percent
report that they oversees management’s processes to determine which ESG issues are material to the business; and 34 percent also
participate on a board-level ESG committees — composed of members of the board’s existing standing committees.

Proposed changes to the UK Corporate Governance Code that expand the audit committee’s role to include oversight over the integrity of
narrative reporting, including sustainability matters — along with the SEC’s climate disclosure proposals and the European Union’s Corporate
Sustainability Reporting Directive — will likely increase the audit committee’s workload and oversight responsibilities and potentially require
greater coordination with other standing committees.

What is your audit committee’s role in the oversight of ESG related issues?

Oversees any voluntary ESG/sustainability disclosures
Oversees ESG-related disclosures in regulatory filings

Oversees compliance with ESG-related legal and regulatory requirements

Oversees management’s processes to determine which ESG issues are
material to the business

Participates on a board-level ESG committee — composed of members of the o
board’s existing standing committees 34%

Helps to coordinate/allocate ESG oversight among board committees 15%

Other I 2%
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Risk management andinternal controls

Risk management and reporting are generally viewed as strong. While 95 percent of FTSE350 audit committee chairs said that their
company’s risk management and reporting capability was either “sophisticated” or “keeping pace with the risk environment”, only 8 percent
were extremely confident that the audit committee provides investors, regulators and other external stakeholders with a robust description of
any internal control weaknesses and deficiencies encountered during the year.

How confident are you that your audit committee currently
How would you describe the company’s risk management
and reporting capability?

Keeping pace with risk environment

- . - Neutral 29%
Sophisticated — provides holistic,

forward-looking view of company’s risks
Extremely confident

provides stakeholders with a robust description of any
significant internal control weaknesses and deficiencies?

Somewhat confident 56%

Struggling to keep pace with risk 20
environment 0 .
Not that confident 5%
Requires major o
reassessment/substantial reset I 2% Other
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This relative lack of confidence in reporting on internal control weaknesses suggests that many boards/audit committees will have to enhance
their current processes in order to comply with the recent proposed amendments to the UK Corporate Governance Code — and in particular
the proposal that boards both declare whether the company’s risk management and internal control systems are effective, and include a
description of any material weaknesses or failures identified.

When asked whether additional work would be required in order for the board to include a declaration in the annual report on the effectiveness
(or otherwise) of the risk management and internal control systems as a whole (financial, operational and compliance), audit committees were
split as to whether it would require a significant amount of additional work, a reasonable amount of work, or a small amount of work.

How much additional work will be required for the board to include a Do you think there should be an explicit
declaration in the annual report on the effectiveness of the risk standard (like COSO or equivalent) against

management and internal control systems as a whole financial, which boards should evaluate the
operational and compliance? effectiveness of their material controls?

A reasonable amount of additional work

A small amount of additional work

A significant amount of additional work

No additional work
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Investor engagement

Audit committee / investor dialogue is infrequent with over three-quarters of FTSE350 audit committee chairs reporting that they engaged with
investors less than once a year, if at all. When asked whether the Audit and Assurance Policy (to be introduced via The Companies Act
(Strategic Report and Directors’ Report) (Amendment) Regulations 2023) would drive better engagement with investors, the majority of those
responding thought not. Only 8 percent thought the Audit and Assurance policy would drive better engagement.

Do you think the Audit and Assurance Policy
How regularly do you engage with investors in your role as audit

committee chair?

will drive better engagement with the investor
community?

Never 52%

‘ Yes
About once a year
No
More than once a year
Maybe
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QAN The KPMG Board Leadership Centre

The KPMG Board Leadership Centre offers support and guidance to non-
executive directors, whether managing a portfolio non-executive career or
embarking on a first appointment. Membership offers you a place within a

/' o ; R , community of board-level peers with access to topical and relevant seminars,
| ' Py T invaluable resources and thought leadership, as well as lively and engaging
¢ » - networking opportunities. We equip you with the tools you need to be highly

effective in your role, enabling you to focus on the issues that really matter to

] / =
committee surve E | e
- 2 ey Learn more at www.kpmg.com/uk/blc.

[ - = Contact us

Timothy Copnell

Board Leadership Centre
T: +44 (0)20 7694 8082

E: tim.copnell@kpmg.co.uk

m © 2022 KPMG LLP, a UK limited liability partnership and @ member firm of the KPMG global organisation of independent member firms

= ¥ : - ¥ ) (e Document Classification: KPMG Public 12
affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.


http://www.kpmg.com/uk/blc
mailto:tim.copnell@kpmg.co.uk

kpmg.com/uk/blc

guarantee that such information is accurate as of the date it is rece
future. No one should act on such information without appropriate p
the particular situation. —
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