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The audit committee has an important oversight role in providing the board with assurance as
to the propriety of the financial reporting process. Reviewing and assessing the financial
statements remains a critical last step in the committee’s financial reporting oversight
activities.
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Audit committee oversight essentials …
To effectively review and assess financial statements,
the audit committee needs to understand the context
for financial reporting, considering inter alia the impact
of relevant accounting standards, financial reporting
developments and the overall requirement that the
financial statements present a “true and fair view”.
It is crucial that the audit committee is confident that
they are being made aware of any relevant accounting
policy or disclosure issues or changes, and that this
information is communicated to them early enough to
enable appropriate action to be taken. A regular twoway dialogue between the audit committee and the
CFO should take place though the audit committee
should also use the external auditor’s insights to help to
identify potential issues early.
The audit committee should assess the treatment of all
significant unusual transactions. In this respect, the
audit committee should understand the business
rationale of the transaction, how it is recorded and
disclosed in the financial statements and the impact

it might have on the comparability of financial position
and performance.
Overall, the audit committee needs to assess the
completeness, clarity and transparency of the financial
statements and related disclosures.
The audit committee’s review should factor in
circumstances in which management may feel pressure
to engage in inappropriate earnings management. It
could be that: market expectations are unrealistic,
targets are not being met, or management remuneration
incentives are heavily weighted to earnings measures.
The audit committee should recognise when these
conditions are present and where necessary receive
what they hear with professional scepticism.
Management and the external auditor can greatly assist
the audit committee in understanding and assessing
these matters by providing the committee with clearly
written communications, augmented with face-to-face
discussions.
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