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Recently celebrating its fifth anniversary, KPMG’s Audit Committee Institute (ACI) has been communicating with audit committee members since its formation in 1999.
Our programs over the past five years have allowed us to meet directly with thousands of directors and officers. ACI’s initiatives include semiannual roundtables,
numerous publications and surveys including KPMG’s Audit Committee Quarterly, conference and board presentations, and our highly regarded Web site,
www.kpmg.com/aci. Wholly sponsored by KPMG International, ACI communicates with audit committee members and senior officers to enhance their awareness of,
commitment to, and ability to implement effective audit committee processes. 

ACI can be reached toll-free at 877-KPMG-ACI (877-576-4224) or via e-mail at auditcommittee@kpmg.com.   
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The rapidly evolving corporate governance and financial report-

ing environments continue to present audit committees with

formidable challenges—and significant risks. In the two years

since financial scandals brought corporate governance to

center stage, a raft of major reforms has redefined the corpo-

rate governance landscape. The expectations—and scrutiny—

of the audit committee’s role of overseeing all aspects of the

financial reporting process have increased substantially, plac-

ing unprecedented demands on the time, skills, and diligence

of audit committee members in understanding and effectively

assessing a broad range of financial reporting issues and risks.

To help audit committees enhance oversight and mitigate risk

in this new environment, KPMG’s Audit Committee Institute

(ACI) conducted its Fall 2003 Audit Committee Roundtable

series, facilitating a nationwide dialogue on two key issues:

oversight of taxes and legal trends impacting audit commit-

tees and their members. Held at 31 sites across the United

States, this series of interactive roundtable discussions pro-

vided a dynamic exchange of ideas and insights among 2,200

audit committee members and C-level executives. 

This publication provides an

overview of the roundtable as

well as key points, insights,

and feedback from panelists

and participants around the

country.

KEY ROUNDTABLE MESSAGES AND FINDINGS

The Fall 2003 Roundtable discussions were driven by several

core ideas, insights, and survey findings, including the 

following:

• Taxes impact nearly every element of most companies’

financial statements—and can have a major effect on the

results and consequences of financial reporting.

• Significant estimates and judgments are required to both

comply with and account for the effects of tax laws and

regulations. 

• Audit committees should focus on overseeing manage-

ment’s processes for identifying, assessing, communicat-

ing, and managing tax risks related to both compliance and

accounting and disclosure.

• Forty-seven percent of roundtable participants believe the

information provided to the audit committee about the

company’s tax risks “needs improvement.”

• Fifty-six percent of roundtable participants believe that

their audit committee process to oversee the financial

reporting implications of taxes “needs improvement.”

The compelling messages from the Fall 2003 Roundtable

series: Effective audit committee oversight today depends on

the audit committee having

an understanding of the com-

pany’s financial reporting

risks—including those related

to tax—and an oversight

framework to help ensure the

quality of the people, policies,

and controls focused on

those risks. The knowledge

and structure that results

from embracing these mes-

sages can enhance the overall

effectiveness of the audit

committee’s oversight of the

financial reporting process.  

INTRODUCTION 
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ACI Roundtables:

Enhancing Awareness

KPMG’s Audit Committee
Roundtables are panel-driven,
interactive sessions designed to
facilitate constructive dialogue
among participants—typically
including audit committee mem-
bers, board members, CEOs,
CFOs, tax directors, internal and
external legal counsel, and other
corporate leaders. The goal of
our roundtables is to enhance
participants’ awareness of the
issues discussed and identify
actions to improve the effective-
ness of audit committees. More
than 99 percent of participants
attending the Fall 2003
Roundtables rated the events as
“very useful” or “useful.”

Our Dynamic Roundtable

Format

Audit Committee Roundtables
are structured to encourage par-
ticipation and feedback between
the audience and a panel con-
sisting of audit committee mem-
bers, attorneys, and others
supporting the audit committee
process. During each roundtable
a moderator introduces topics,
with the panel members and
attendees providing much of the
detailed discussion content. This
approach results in an interactive
format, with the moderator,
panel members, and audience
collectively driving the direction
of the discussion.  



Historically, taxes have not received a great deal of attention

in the financial reporting oversight process. Indeed, tax-related

knowledge, processes, and strategies have resided primarily

with a company’s tax department due to the technical nature

and complexity of the subject. As one roundtable panelist,

who serves on several audit committees, put it: “Tax risk is

often treated by the audit committee with benign neglect.” Yet

taxes constitute a major component of corporate costs and

risks and, therefore, can represent a major source of financial

reporting risk.

Taxes are embedded in nearly every aspect of a company’s

business and may affect or be impacted by nearly every 

significant element of its operations—from income, sales,

value-added tax, and customs duties to accounting for inter-

company and cross-border transactions. As a result, taxes can

have a major impact on the company’s financial statements,

as well as on the legal, business, and reputational aspects 

of the company. Indeed, as Securities and Exchange

Commission (SEC) Chief Accountant Donald Nicolaisen noted

recently in remarks before the Tax Council Institute:

“Accurately accounting for the income tax consequences of a

company’s transactions is critical to the credibility of the finan-

cial statements as a whole.”*

Tax compliance, as well as accounting for and disclosure of

taxes, often calls for significant judgments and estimates

involving numerous jurisdictional—including international—

requirements. Adding to these challenges are legislative and

regulatory activities in the United States—including stepped-

up enforcement efforts by the Internal Revenue Services (IRS)

and state taxing authorities—and international tax reforms

fueled by globalization and

domestic political and eco-

nomic considerations.

Given the significant impact

taxes can have on a com-

pany’s financial statements,

the consequences of noncom-

pliance with tax laws and reg-

ulations, inaccurate accounting

treatment, inadequate disclo-

sure, or material tax overpay-

ments or underpayments can

be significant. A significant tax

underpayment—whatever the

cause—may also undermine the company’s financial and legal

positions as well as its reputation and marketplace value.

IMPACT OF TAXES ON 

FINANCIAL REPORTING
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“…the accounting and reporting
of income taxes has received
increased scrutiny by investors,
analysts, Congress, and others.
Your auditors will be asking for
more information, and you may
have noticed an increased level
of scrutiny from the SEC staff.
That spotlight is likely to contin-
ue. Welcome to the new world.”

—Donald Nicolaisen 
SEC Chief Accountant 

in remarks before the Tax Council Institute’s
conference on The Corporate Tax Practice:

Responding to the New Challenges of a
Changing Landscape, February 11, 2004

Washington, D.C.  

Sales X
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Overheads (X) 
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Profit after tax X
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assets

Net current X
assets

X

Capital X

Reserves X

Funding debt X
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■ Customs duties
■ Transfer pricing issues

■ Property taxes 
■ Employee taxes 
■ International executive

taxation

■ Treasury
■ Foreign exchange
■ Funding 

■ VAT, other 
transaction taxes

■ Cross-border
issues ■ Location and use of 

intellectual property

■ Cross-border issues  

■ Profit repatriation flows  

T A X  I S  E M B E D D E D  I N  E V E R Y  A S P E C T  O F  B U S I N E S S

*Remarks at the Tax Council Institute conference on The Corporate Tax Practice: Responding
to the New Challenges of a Changing Landscape, February 11, 2004, Washington, D.C.   

Source: KPMG’s Audit Committee Institute, Fall 2003 Roundtable



While audit committee mem-

bers are not required to be

“tax experts,” most panel

members agreed the audit

committee’s financial report-

ing oversight responsibilities

oblige members to have a

reasonable understanding of

the company’s process for

assessing tax positions, the

adequacy of the tax resources

(i.e., are the right people in

place?), and the possible

financial reporting and reputa-

tional risks those positions

pose.

THE OVERSIGHT FRAMEWORK

Effective oversight of taxes hinges on ensuring that tax issues

are effectively incorporated into the audit committee’s over-

sight framework. An effective framework should facilitate

communication and the flow of information regarding tax

compliance, accounting, and disclosure, thereby enhancing

the audit committee’s ability to meet its oversight objectives

on a timely and consistent basis.

While every audit committee must tailor its oversight frame-

work to suit its own needs and objectives, the Fall 2003

Roundtable discussions clearly noted the importance of fur-

ther tailoring the audit committee oversight framework to

address significant risks, including those related to tax. As dis-

cussed in more detail in ACI’s Highlights of the Spring 2003

Audit Committee Roundtables: Building a Framework for

Effective Audit Committee Oversight, the key components

and consideration for an effective oversight framework are

depicted in the following diagram.

TAX RISK ASSESSMENT PROCESS

Audit committee members are not required to be conversant

in the complexities of tax law or the intricacies of preparing

comprehensive corporate tax returns. It is vital, however, that

the audit committee’s oversight process take into considera-

tion key elements of effective oversight, including:

• The depth and experience of the tax personnel involved

(both internal and external)

• Processes established by management to assess and eval-

uate compliance with the array of tax laws and regulations

to which the company is subject

• The strength and completeness of internal controls over

the areas of tax accounting

and tax risk mitigation

• The significant judgments

and estimates of uncertain-

ties (including cash flow

effects) inherent in the

accounting for, and disclo-

sure of, income taxes and

other taxes

• The adequacy of both the external and internal audit activ-

ities associated with tax issues
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Oversight of Tax Risks

In considering a company’s tax
risks, the audit committee needs
to understand who is responsi-
ble for key tax functions and
how tax risks are:

• Identified

• Communicated

• Assessed

• Controlled, managed, and
monitored

• Accounted for

• Disclosed

• Audited   

For more information on the pos-
sible impact of Sarbanes-Oxley
on taxes, see KPMG’s publica-
tion, Tax Risk and Responsibility:
Identifying and Managing Risk in
the Post-Sarbanes-Oxley
Business Environment, available
on the ACI Web site at
www.kpmg.com/aci. 

Source: KPMG’s Audit Committee Institute, Fall 2003 Roundtable



Further, the audit committee should ascertain whether man-

agement has established policies, procedures, and processes

to ensure identification, assessment, and communication of

significant tax risks; identification of, and compliance with,

applicable tax laws and regulations; and appropriate account-

ing for, and disclosure of, the effects of taxes in the company’s

financial reporting process. 

TAX ACCOUNTING AND DISCLOSURE

While the ultimate responsibility for tax accounting and dis-

closure lies with management, effective oversight of the

financial reporting implications of taxes requires audit com-

mittee members to have an understanding of the company’s

processes to identify, monitor, manage, and help ensure

appropriate accounting for, and disclosure of, taxes in all key

areas of potential exposure, including the following:

• Tax Uncertainties—What are the company’s tax exposure

items, aggressive tax positions, tax-advantaged transac-

tions, and tax contingencies? What are the possible out-

comes to the company? And how has the company

accounted for these tax uncertainties?

• Valuation Allowances—What factors were considered in

determining the appropriate valuation allowance (i.e.,

accounting estimates and assumptions) for deferred tax

assets? Are those factors appropriate in light of current

facts and circumstances? And what sources of taxable

income were considered?

• Interim Tax Calculations—

How does the company

perform its interim-period

tax calculations? What

judgments and estimates

are involved? How do risks

considered at interim peri-

ods differ from those con-

sidered at year-end? How

are any changes in tax

reserves for tax uncertain-

ties included in the interim

tax calculation?

• Business Combinations—

What complexities (such

as purchase price alloca-

tions, goodwill, interaction

of tax positions, valuation

allowance, and stock

options) were involved in

accounting for the tax

effects of recent business

combinations?

In addition to understanding

factors surrounding signifi-

cant judgments and esti-

mates in the company’s

accounting for income taxes,

it is important that audit com-

mittees understand how tax

risks are communicated

throughout the organization,

and that such communication

occurs on a timely basis.

Inadequate internal communi-

cation can result in possible

tax risks being overlooked, in

turn resulting in inappropriate

financial reporting of taxes. 

Communication breakdowns
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Tax Participation in the

Disclosure Controls and

Procedures Committee

The SEC requires that each prin-
cipal executive and financial offi-
cer certify, based on his or her
knowledge, that annual and
interim period reports are accu-
rate, complete, and the financial
statements and other financial
information are, in all material
respects, fairly presented. The
certifications pertain to the con-
tent of each report and to a
company’s system of controls
designed to enable it to meet its
periodic disclosure obligations.

The rule states that each issuer
should develop an evaluation
process as part of the certifica-
tion process, and the SEC rec-
ommends that a disclosure
controls and procedures com-
mittee be formed to consider
the materiality of potential dis-
closure information and deter-
mine disclosure obligations on a
timely basis.

The SEC has indicated the mem-
bers of the committee could
include the principal accounting
officer, the general counsel or
other senior legal official, the
chief investor relations officer,
the principal risk management
officer, and other officers or
employees, as appropriate. 

During July and August 2003 ACI
posted a survey question on the
ACI Web site concerning the
involvement of tax on this impor-
tant committee. Some partici-
pants at the Fall 2003 Audit
Committee Roundtable series
expressed surprise regarding the
relatively few disclosure and pro-
cedures committees that appear
to have tax representation.   

Source: KPMG’s Audit Committee Institute, Fall 2003 Roundtable



can occur between headquarters and foreign subsidiaries,

between the tax department and other functions, and

between the tax director and senior management, the audit

committee, or the board.

TAX COMPLIANCE

Accurate, timely, and appropriate compliance with tax laws

and regulations in multiple jurisdictions involves significant

time, resources, focus, and judgment. Failure to comply can

quickly undermine the company’s credibility and the integrity of

its financial reporting process.

Examples of key tax compliance risks include:

• Taking inappropriate positions on income, property, fran-

chise, and other tax returns

• Failing to file in all applicable taxing jurisdictions

• Exposure of unrecorded liabilities, including penalties and

interest

• Improperly calculating, withholding, collecting, and/or

remitting all required customs duties, and payroll, sales and

use, property, and excise

taxes

To identify such risks and

ascertain whether manage-

ment has adequately ad-

dressed them, oversight of

the company’s taxes must be

effectively integrated into the

audit committee’s risk assess-

ment process. That said, com-

pliance processes and the

volume and complexity of tax

rules should not distract the

audit committee from the “big picture”: understanding the

company’s process for identifying, assessing, and managing

significant tax risks, and ensuring they are appropriately

addressed in the financial reporting process. 

Key “threshold questions” the audit committee may consider

posing to management and external auditors as part of its

oversight activities include the following:

Is the company in compliance with the various tax laws and

regulations in all of the jurisdictions in which it conducts

business?

• Who is responsible for compliance?

• What internal processes exist to help ensure ongoing aware-

ness of, and compliance with, such laws and regulations?

• Who is responsible for monitoring the effectiveness of the

compliance process? 

Does the company have a process to identify, assess, and

manage tax-risk issues in coordination with the accounting

for, and disclosure of, income and other taxes?

• Who is responsible for maintaining and monitoring the

effectiveness of the process?

Has the company appropriately accounted for, and disclosed

the effects of, income taxes and other taxes in its quarterly

and annual financial statements?

• Who is responsible for “tax accounting and disclosure”?

• What are the critical estimates and judgments inherent in

the company’s accounting for, and disclosure of, income

taxes and other taxes?

• What internal processes exist to help ensure the propriety

and completeness of the company’s tax accounting and

disclosure for both the quarterly and annual financial

statements?

Does the external audit approach focus on, and include audit

firm resources addressing, management’s compliance with

and accounting for the effects of taxes?
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“In order to be effective over-
seers of the financial function
and focus on ‘big picture’ risk
issues, good audit committees
do not become buried in reams
of reports and detailed review of
disclosure documents. They
focus instead on the quality of
systems and people who are
responsible for financial manage-
ment and reporting.”

—John F. Olson 
“How to Really Make 

Audit Committees More Effective”

The Business Lawyer, May 1999



Open communication between the audit committee and key

stakeholders—including management, the tax department,

internal and external auditors, and outside tax consultants—

is vital to ensure that the

audit committee has the right

information, in the right con-

text, at the right time to make

sound assessments of the

effects of taxes in the com-

pany’s financial reporting

process.

While roundtable participants

said they are aware that taxes

represent a significant area of

risk, 47 percent of the audit

committee members and senior executives surveyed said

they believe the information the audit committee receives

about the company’s tax risks “needs improvement.”

COMMUNICATIONS WITH THE INDEPENDENT
AUDITOR

The Sarbanes-Oxley Act of 2002 (Sarbanes-Oxley) requires

that the independent auditor report certain information to the

audit committee on a timely basis. These communications

include critical accounting policies and practices applied by

management in the company’s financial statements as well

as certain accounting estimates. Where taxes may be a sig-

nificant or sensitive issue, this could include a discussion of

the company’s accounting treatment of tax exposures and

related estimates. 

In addition, as companies

implement, document, and

assess internal controls in

accordance with section 

404 of Sarbanes-Oxley it 

is likely that the internal con-

trols related to a company’s

tax function may be one of

the areas examined. These

changes, and the growing

realization that audit commit-

tee discussions should ad-

dress all significant risks, have

reemphasized the importance

of discussing tax matters with

management and the inde-

pendent auditor. Represen-

tatives of the independent

auditor participating in 

these conversations generally

should include not only the “lead audit partner” but also

appropriate audit firm tax resources. 

As part of the discussion of taxes, audit committees should

also be aware that in April 2003, the Auditing Standards Board

approved an amendment to Interpretation No.2, The Effect of

an Inability to Obtain Evidential Matter Relating to Income Tax

Accruals, which clarifies external audit workpaper documen-

tation guidance for income tax accruals, including tax expo-

sure matters, and addresses situations whereby the

independent auditors may request additional income tax–

related representations from the company’s management.

Specifically, the interpretative guidance reemphasizes that any

limitation on the independent auditor’s access to information

considered necessary to audit the tax provision and accrual

represents a scope restriction and affects the independent

auditor’s ability to issue an unqualified opinion on the com-

pany’s financial statements. 
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“[Companies] might be reluctant
to fully document information
about sensitive transactions or
positions with [their] independ-
ent auditor for fear that their
workpapers might end up in the
hands of the IRS. However, the
external auditor has to comply
with the standards for auditor
documentation; anything less is
scope limitation. Inherent in this
obligation [to report to share-
holders on the company’s finan-
cial statements] is the need to
make sure the auditor’s workpa-
pers support the auditor’s find-
ings in each area—including
accounting for income taxes. It
will be subject to [SEC] review.”

—Donald Nicolaisen 
SEC Chief Accountant 

in remarks before the Tax Council Institute’s
conference on The Corporate Tax Practice:

Responding to the New Challenges of a
Changing Landscape, February 11, 2004

Washington, D.C.  

Real-time Feedback

The Audience Response System
(ARS) used during the roundta-
bles provides real-time feedback
from participants and facilitates
interactive discussion of round-
table topics. Similar to the sys-
tem used to poll audiences on
popular television game shows,
ARS enables participants to
respond to survey questions via
handheld electronic devices.
Polling results are displayed on a
general monitor instantaneously.

Source: KPMG’s Audit Committee Institute, Fall 2003 Roundtable



CONCLUSION

Due to the significant impact that taxes can have on a com-

pany’s financial statements it is important at most companies

that the audit committee spend time considering the

resources allocated to and the process used by management

to assess the company’s tax positions, and understanding the

implications of such positions. And while audit committees

are not expected to demonstrate tax “expertise,” they have an

obligation to understand the policies and approach that drive

the company’s tax compliance and accounting and disclosure

decisions, and the risks they present.

Overseeing the effectiveness of management’s processes for

identifying and assessing tax risks—as well as the process for

reporting the effects of taxes—requires a clear focus on the

basic elements of effective audit committee oversight. 

They include:

• A sound oversight framework that encompasses key

people, processes, and policies

• Rigorously challenging management assertions, assump-

tions, and decisions

• Focusing audit committee

activity on the areas of

greatest risk

• Setting expectations with

management and internal

and external auditors re-

garding responsibilities and

accountability

• Preventing a “compliance

mentality” from driving the

audit committee agenda

and process

• Setting and continuously

assessing the “tone at the

top”

These activities—when approached by audit committee mem-

bers with diligence, integrity, and independence—can help

audit committees enhance their oversight of key risks and

may mitigate the potential exposures that audit committees

and their members face in today’s demanding corporate gov-

ernance environment.

Fifty-six percent of roundtable participants said they believe

improvement is needed in the process used by their audit

committee to oversee the financial reporting implications of

taxes.

During the course of the roundtables, and in response to the

survey results above, several participants indicated that they

would require management and their external auditors to

develop a “tax oversight” educational session for their audit

committee. They believed that a “company-specific” session

would not only enable the audit committee to enhance its

oversight process, but also allow for an in-depth discussion of

the key tax-related financial reporting and compliance risks. 
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Panelist Views

WORDS OF WISDOM

Roundtable panelists offered
some closing words of wisdom
on the keys to successful audit
committee oversight:

• “Educate yourself.”

• “Be inquisitive; ask lots of
questions.”

• “Ensure an open flow of com-
munications.”

• “Be true to yourself.”

• “Have a strong sense of
smell.”

• “Be a pain in the neck.”

• “Focus on the job—and do
the right thing.”

• “Be active, be diligent, be
defensive.”

Source: KPMG’s Audit Committee Institute, Fall 2003 Roundtable



The ACI Roundtable series also addressed the following

issues affecting audit committees and the quality of the over-

sight process:

AUDIT COMMITTEE FINANCIAL EXPERTS

To help enhance their ability to effectively assess financial

reporting and related risks, many audit committees have des-

ignated an “audit committee financial expert” (ACFE) from

among their ranks or recruited an individual with knowledge

of financial reporting. While the presence of an ACFE can help

improve the oversight and assessment of financial reporting

and internal controls, audit committees should not allow the

presence of such expertise to:

• Stifle healthy debate or preclude basic queries by the “non-

financial experts”—who often pose some of the most illu-

minating questions to management

• Result in over-reliance on one person’s perspective and

judgment

That said, the knowledge of the audit committee’s designated

ACFE should be tapped to its fullest, particularly given the

complexities of today’s financial strategies and vehicles, “gray

areas” of accounting, and the intense scrutiny of regulatory

officials, shareholders, and other stakeholders. 

Since the enactment of Sarbanes-Oxley and finalization of the

rules by the SEC, there has been significant concern about the

potentially limited pool of available ACFE candidates. As a

result, many discussions have occurred on what the ramifica-

tions could be if a company decided not to designate an ACFE.

During KPMG’s Spring and Fall 2003 Audit Committee

Roundtable series, concerns such as the following, specifi-

cally related to the designation of an ACFE, were noted by par-

ticipants:

• “How do we go about designating an audit committee

financial expert?”

• Regarding the new ACFE definition: “Will this impact lia-

bility of persons so designated? Do audit committee char-

ters incorporating the SEC ‘safe harbor’ provisions provide

any real protection?”

• “How do we find additional qualified independent directors

willing to serve on the audit committee?”

• “What is the role of the ACFE as compared to the other

members of the audit committee?”

Although the SEC does not mandate designation of an “audit

committee financial expert,” boards seem reluctant to have to

explain why they did not designate an ACFE, and therefore are

looking outside their current audit committees, if necessary,

to make the designation. To put this issue into perspective,

more than 85 percent of participants at KPMG’s Fall 2003

Audit Committee Roundtable series either anticipate having

an ACFE or already have designated one. 

WHISTLEBLOWER COMMUNICATIONS

Under section 301 of Sarbanes-Oxley, audit committees are

required to establish a mechanism to receive, retain, and treat

complaints from employees and others about auditing,

accounting, and internal control issues—i.e., “whistleblower”

procedures. The whistleblower mechanism must enable the

confidential, anonymous submission by employees of con-

cerns on questionable accounting or auditing matters.

(General complaints, including human resources–related

issues, are not encompassed by this regulatory requirement

OTHER AUDIT COMMITTEE ISSUES
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directed at audit committees.) While the SEC has specified

only very basic requirements for such a process, each audit

committee is expected to establish an approach suitable to its

circumstances. Key questions underlying this task include:

• Who will be responsible for the overall process?

• How will complaints initially be captured?

• What mechanism or standards—if any—will be used to

filter whistleblower communications to the audit committee?

• How will the audit committee know it is notified of all 

communications?

• What resources will be used to investigate matters in an

objective fashion?

A variety of approaches is being taken in establishing whistle-

blower communication reporting processes. Some compa-

nies will ask the chief internal audit executive, corporate

secretary, chief governance officer, or internal counsel to over-

see the process; or a third-party service provider may be used

to capture whistleblower concerns. Some roundtable partici-

pants indicated that the company’s internal audit department

will initially review complaints, and external forensic special-

ists may be asked to investigate significant matters. 

Many audit committees are still consulting with their legal

counsel and considering the best approach to take in estab-

lishing an effective whistleblower communication process.

(Listed issuers—other than small-business and foreign private

issuers—must be in compliance with the new provisions by

the date of their first shareholders’ meeting after January 15,

2004, but no later than October 31, 2004.)

Clearly, whistleblower communications—and the process and

procedures established to ensure their effectiveness—may be

a prominent issue at many 2004 shareholders’ meetings.

There was significant discussion during the roundtables about

the question and results displayed above. The most common

issue was whether it is appropriate for a member of manage-

ment to have any role in initially evaluating whistleblower com-

munications before receipt by the audit committee. We

recommend that audit committees consult with legal counsel

when considering this issue. 
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OVERSIGHT OF INDEPENDENT AUDITORS

One of the most significant changes triggered by the recent

corporate accountability reforms is the audit committee’s

direct responsibility for the appointment, compensation, and

oversight of the independent auditor. 

A Fall 2000 ACI survey found that half of the respondents

believed, at that time, that the independent auditor was more

accountable to management than to the audit committee. In

addition, nine percent of audit committees rarely, if ever, met

in executive session with the independent auditors. All this

has changed—dramatically.

Audit committees now are meeting with their independent

auditor much more frequently and, in many cases, outside of

formal audit committee meetings. They also are closely eval-

uating, and pre-approving, services provided by the external

auditor. Further, audit committees are evaluating the external

auditor’s qualifications and independence, actively participating

in fee discussions, and asking more questions about audit

scope and complex accounting matters, including alternate

accounting treatments that were discussed with manage-

ment. 

In short: External auditors now work with management but for

the audit committee. Audit committees today must continu-

ally assert the direct reporting responsibility of the external

auditor to the audit committee and assess whether the auditor

remains independent of management and accountable to the

committee. 

Although most roundtable participants—51 percent—believe

their audit committee’s oversight is “very effective” in ensur-

ing the auditor’s independence from management and

accountability to the audit committee, 43 percent classified it

as only “somewhat effective” or said it “needs improvement.”

These results suggest that some audit committees’ interac-

tion with and oversight of the independent auditor may need to

be reevaluated.

“Oversight of Auditors” (both internal and external) will be our

topic for KPMG’s Spring 2004 Audit Committee Roundtable

series, to be held during May and June 2004.

THE LEGAL ENVIRONMENT

New corporate governance laws—such as Sarbanes-Oxley—

and enhanced audit committee processes are expected to

restore confidence in corporate governance over time. The

combination of regulatory and shareholder scrutiny and the

complexity of business and accounting issues led at least one

roundtable participant to express what may be a common

sentiment about audit committee membership: “You’d have

to be crazy to serve on the audit committee.” 

During the Fall Roundtable

panel members and partici-

pants discussed some of the

legal issues corporate direc-

tors might face today, includ-

ing heightened expectations

of stakeholders, the impor-

tance of director independ-

ence, increased scrutiny of

directors’ actions, and the

possible erosion of director

protections. We encourage

directors to have their legal

counsel update them on

these issues, especially
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Participant Views

ON THE NEW ENVIRONMENT

“We are operating in an environ-
ment of rapidly changing stan-
dards and conventions.” 

“The stakes have gotten much
higher in meeting the traditional
mission of the audit committee.”

“Audit committee members
must become more willing to
question/challenge the proposals
of management.”

“How do we get the independ-
ent auditors to understand to
whom they report?”

“Increased information, involve-
ment, and liability… Who would
be crazy enough to sit on the
audit committee?”

Source: KPMG’s Audit Committee Institute, Fall 2003 Roundtable



developments related to judicial actions interpreting many of the

new corporate governance roles and responsibilities.

Most roundtable participants believe that the recent corporate

accountability reforms have improved (or will improve) the

financial reporting process, but also may have increased the

legal obligations and exposures of directors who serve on

audit committees.

This month represents the fifth-year anniversary of KPMG’s

Audit Committee Institute and we would like to thank those

we have been so fortunate to communicate with and serve.

Since KPMG’s Audit Committee Institute was formed we have

met with thousands of directors and officers at our roundta-

bles, allowing us the opportunity to discuss and develop an

appreciation of and insight into the issues you face. This pub-

lication and our other publications and events represent some

of the feedback and insight of audit committee members,

senior officers, auditors, in-house and external counsel, and

others committed to exploring and improving the audit com-

mittee process.

Your interest in and re-

sponse to our efforts has

allowed ACI to grow from

an initial concept in 1999 to

a global initiative in 2004

with KPMG member firms

supporting ACIs in 10 countries (with more additions likely).

Activities of many of these ACIs include roundtable-style

events and other forums, publications, and Web content.

Publications and more information about the activities 

of the international ACIs are available on our Web site 

at www.kpmg.com/aci (select “International Corporate

Governance,” in the left-hand navigational column).

In the United States, ACI has experienced tremendous

growth, with circulation of our publications more than dou-

bling since 1999 and our roundtable series growing from 11 to

a projected 35 locations in Spring 2004. This growth would not

have occurred without the commitment of local KPMG offices

and the enthusiasm of their professionals. The roundtables

and our other initiatives have also been greatly enhanced due

to the participation and counsel of many individuals and

groups in the corporate governance community. 

Finally, we would like to reaffirm KPMG’s commitment

through ACI to providing audit committee members and

senior officers with venues and resources to enhance your

awareness of, commitment to, and ability to implement effec-

tive audit committee processes. 

ACI’S FIFTH ANNIVERSARY
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Recently celebrating its fifth anniversary, KPMG’s Audit Committee Institute (ACI) has been communicating with audit committee members since its formation in 1999. Our programs over the past
five years have allowed us to meet directly with thousands of directors and officers. ACI’s initiatives include semiannual roundtables, numerous publications and surveys including KPMG’s Audit
Committee Quarterly, conference and board presentations, and our highly regarded Web site, www.kpmg.com/aci. Wholly sponsored by KPMG International, ACI communicates with audit commit-
tee members and senior officers to enhance their awareness of, commitment to, and ability to implement effective audit committee processes. 
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