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TOP TAKEAWAYS

Audit Committee Hot Topics

1. The Public Company Accounting Oversight Board (the “PCAOB”) has engaged in a major shift in focus over the last 24
months, with increased scrutiny over, and emphasis on, the audit of internal controls. This has had a direct impact on
company audits as their auditors are increasing the level of work done to confirm the sufficiency of internal controls
and companies are expected to provide more information than ever with respect to their internal controls.

2. One of the specific areas of increased review is around information system-generated data and reports that support
important controls. Generally, a company’s response is that they have invested in technology and have controls in
place to monitor and restrict access. However, the PCAOB does not believe that is sufficient to confirm that system-
generated information cannot be tainted.

3. The PCAOB is also asking auditors to confirm management control over information provided by an acquired company
as part of the M&A process. Management and auditors are struggling with how to respond to this type of inquiry as
management does not have control over information that is provided by a target company prior to acquisition.

4. Panelists argued that there is too much focus on rules and formalities and not enough focus on cash flow and EBITDA.
Companies do not see the added value in increased scrutiny from their auditors over technical issues (for which they
also have to pay).

5. Companies are, in general, not in support the proposed mandatory audit firm rotation. All panelists agreed that
mandating audit firm rotation would damage the quality of audits in general for large organizations given the steep
learning curve that any new auditor must go through. The panelists also discussed the steps taken by audit firms to
ensure independence, which they believe sufficiently addresses any objectivity concerns.

6. The panelists along with the participants discussed various “real-world” scenarios involving alleged misconduct by a
hypothetical CFO. All participants agreed that these matters should be taken very seriously by the audit committee,
with appropriate follow-up, and adherence to company policies and procedures, including whistleblower policies. The
panelists agreed that depending on the circumstances, the appropriate action will vary (e.g. suspension, firing, doing
nothing). However, in all cases, the audit committee’s role is to protect the company, not protecting or even being
“fair” to the CFO. Participants noted that a company should act assuming that, whatever the decision, it will be posted
on the front page of the news.

7. The SEC issued final rules regarding conflict minerals reporting, effective January 1, 2013. All participants agreed that
companies should be proactively thinking about ways to make compliance easier and less costly in the future,
including by addressing both the SEC rules and potential future regulations in new supply arrangements.

8. The audit committee should, at a minimum, be aware of certain key conflict minerals issues, including the short- and
long-term purposes of the company’s conflict minerals program, the level of responses and cooperation received from
the suppliers during the company’s inquiries and due diligence, and the expected reaction from customers, investors
and other constituencies to the company’s conflict minerals disclosures.

9. The SEC recently introduced its Accounting Quality Model (the “AQM”), referred to by many in the industry as Robo-
Cop. The AQM is an analytical tool/predictive model that identifies and flags high-risk activities and inaccuracies in
company filings. It will likely be used by the SEC for enforcement scheduling and allocation of resources. The AQM
further underscores the importance for companies to pay careful attention to their XBRL filings so as not to attract
undue attention from the SEC.
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For more information
For more information on Audit Committee Hot Topics, please feel free to contact the moderator directly:

Mark T. Plichta
Foley & Lardner LLP
mplichta@foley.com


