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Introduction

Audit Committee members tend to take their responsibilities very seriously.
Deloitte recognises and encourages this approach, and developed this
“Framework for Audit Committee effectiveness” to contribute to sustaining
your efforts.
The first chapter addresses 8 emerging issues that are typical for
the Dutch environment, such as developing new business models,
risk reporting, and the “tone at the top”. Also the responsibility for
the relationship with external and internal auditors is analysed.
The “financial literacy” self-assessment Audit Committee
members can submit to is a completely new feature. Please
note that the results of this assessment should be interpreted
carefully, depending on the respective industry and the individual
responsibilities within the Audit Committee.

This publication is primarily aimed at Audit Committees of listed
companies in the Netherlands. Yet it may also be useful to other
members of the Supervisory Board, and to Supervisory Board
members of mid to large private and public companies. To
accommodate the growing number of non-native speakers on the
Boards of Dutch companies, this publication is in English.

Huub Wieleman
Senior Audit Partner
Jan Buné
Senior Audit Partner
Eric de Weerdt
Audit Director

The “financial literacy” self-assessment Audit Committee members can
submit to is a completely new feature.
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1. Emerging topics on the agenda of the Audit Committee

The role of the Audit Committee has evolved over the years and will
continue to evolve into the future as the business environment becomes
more complex and volatile. We have identified 8 current topics which
deserve the full attention of the Audit Committee.
1. Is the business model sustainable?
The scope of the Audit Committee’s responsibilities has changed.
The Audit Committee is not only responsible for the integrity
of the financial reporting by the company. New questions arise
such as: “Do we understand the (financial) risks resulting from
the company’s strategy?” and “Is the current business model
(verdienmodel) sustainable?”
In many sectors the business environment is changing dramatically
as a result of technology, globalization and labour markets.
Financial services, telecom&media, and manufacturing are just
a few of those sectors. The way in which companies generate
revenues and income is far from “business as usual”. Instead, it
is “adapt or die”. How do risks accumulate and what is the risk
appetite in achieving the strategic objectives?
The financial impact of the imminent changes in the business
model requires a top priority on the discussions of the Audit
Committee with the Management Board.
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2. Is our risk reporting meeting new expectations?
The risk section in the company reporting is the appropriate
instrument for the company to provide insight into the key risks
that a company faces to its stakeholders. In practice, we see much
value could be gained in the risk paragraphs by a more concrete
description of the actual risks and by including an analysis of what
a risk means to the financial stability of the company. The risk
sections will be more important than ever to the public insight to
assess the financial prospect of a company.
The IAASB publication (“Improving the Auditor’s Report: Invitation
to Comment”, June 2012, www.iaasb.org) proposes that the
external auditor in the auditor’s report explicitly concludes both
with respect to the going concern assumption and on the relevant
uncertainties. These proposals are a response to criticism from the
public on the role and relevance of the auditor.
An active interplay between management, Audit Committee
and both external and internal auditors is essential for these
developments to become adequately embedded in governance
structures. The question is how all parties will pick up part of
this issue. What are the different parties to report? What about
management liability and the liability of the auditor? Do all parties
have sufficient knowledge and technical capabilities in order to
complete a risk section that effectively provides insight to the
public at large demands? These are questions which we think are
important to put on the agenda of the Audit Committee in the
coming years.

3. What is the “Tone at the top”?
Not only hard controls are important, soft controls are essential
too. History has taught us that corporate scandals are very often
the result of a failing culture at the top. The tone at the top has
thus become a much more relevant topic for consideration by the
Supervisory Board. What are the messages from the Supervisory
Board to the organization? Is a system of checks and balances
in place? This requires the Supervisory Board to ensure that the
composition of the Board is such that proper consideration is given
to the soft controls in the organization.
This also requires the Supervisory Board to take a directive role
vis-à-vis the Management Board when necessary and to operate at
all times with the appropriate attitude to switch from one role to
the other when needed.
4. What does our integrated external reporting look like?
Shareholders, politicians and employees expect companies to
report on performance in broader terms than financial information
and ratios only. The objective of integrated reporting is to combine
financial reporting with non-financial aspects such as environment,
social performance and governance. Integrated reporting brings
focus in the relationship between strategy, risk management and
financial and sustainable performance of the company.

Standards are set by the Global Reporting Initiative (GRI) and the
International Integrated Reporting Committee (IIRC). The challenge
in integrated reporting is to express the relationship between the
financial and non-financial objectives. The Audit Committee will ask
the CFO how the company will translate the effects of rising prices
of raw materials, the increased demand for “green” products,
and the savings from eco-efficiency. And how these changes are
reflected in strategy, operating budgets and reporting.
5. How is environmental sustainability implemented?
Deloitte research under Supervisory Board members in the
Netherlands indicates that 97% of the members in the survey finds
sustainability to be a - very - important subject for their company.
However, only 26% of the companies has translated the challenges
to measurable key performance indicators.
Audit Committees are well-equipped to monitor periodic reporting
on the key performance indicators. They will address how
environmental sustainability is embedded into the company’s
operating and reporting processes. But to do so the Audit
Committee first has to pose the proper questions. Has the
Management Board recently updated the sustainability strategy?
Have the business objectives on sustainability been defined? Have
processes and relevant information been identified? And, lastly,
have the key performance indicators been identified, reported and
monitored?

History has taught us that corporate scandals are very
often the result of failing culture at the top.
Framework for Audit Committee effectiveness
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We know that is takes 3 to 4 years before a robust planning and
control cycle is implemented that generates relevant and reliable
sustainability information.
The Corporate Governance Code in the Netherlands stipulates that
essential aspects in the area of corporate social responsibility are to
be reported in the financial statements.
6. Is the Audit Committee driving the relationship with the
internal and external auditors?
The expectations of the supervisory capacity of the Supervisory
Board are rapidly increasing. Shareholders express such higher
expectations in the annual meetings. But also politicians in The
Hague and Brussels have voiced their concerns to regulatory
supervisors recommending them to get their teeth into their
object of supervision. The Audit Committee is expected to drive
the relationship with the auditors for two reasons: to benefit
from the audit as a tool for independent supervision and to
ensure independence of the external auditors from the
Management Board.
Chapter 3 explains how the Audit Committee can best shape
the relationship with both the external and the internal auditors.
Appendix A provides a tool for evaluating the external audit by the
Audit Committee. Appendix B includes a similar tool that enables
an evaluation of the external auditors by management.
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7. Can the Audit Committee improve its effectiveness?
The Management Board is challenged in particular on innovation
and leadership; the Supervisory Board on its capability to act in the
interest of the stakeholders when necessary.
The quality of the Supervisory Board’s self-evaluation of its
performance is highly relevant, all the more so considering the
changing roles and expectations. The competency profiles in the
Charter of the Supervisory Board are subject to change over the
years as circumstances evolve. At the end of the day, it’s all about
the composition of the Board, the mixture of the different skillsets
and the quality of the cooperation as a team.
As regards the roles and responsibilities of the Audit Committee
we see a trend towards increased complexity, not only in the
company’s business model but also in external factors affecting the
company’s financial position. This increased complexity requires a
very competent Audit Committee. The Supervisory Board needs
to regularly assess the competency and performance of the Audit
Committee against the expectations of the different stakeholders
and the company’s position, financially and otherwise.
To support the Audit Committee we have developed a compact
Audit Committee self-assessment tool, which is included as
appendix C to this publication.

8. Are the Audit Committee members “financially literate”
and continuously kept up to date?
It goes without saying that Audit Committee members should have
proper knowledge and experience considering the complexity of
risk management and financial reporting. In the financial sector
in the Netherlands, the Dutch Central Bank tests Supervisory
Board members to determine whether they are suitable for the
supervisory task.

Chapter 5 of this publication includes several recommendations. To
raise awareness for the subject of adequate knowledge we have
developed a financial literacy self-assessment for Audit Committee
members. This self-assessment is included in appendix D.

Framework for Audit Committee effectiveness
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2. Key responsibilities

Risk assessment and oversight
Risk oversight has taken on increased importance not only for
Audit Committees but also for the full Supervisory Board. Many
boards are reconsidering the risk governance structure and which
committees have the expertise to oversee particular risks. Risk
oversight is a key responsibility of the board.
Audit Committees are responsible for financial risks and for
overseeing the process of identifying and addressing those risks.
However, the responsibility for other risks can be moved to other
board committees that have the appropriate expertise, for instance,
human resource and compensation risks (e.g. excessive bonuses)
can be overseen by the Compensation Committee. Nonetheless,
the full board has the ultimate responsibility for risk oversight and
should discuss the organization’s most material risks regularly.
The Corporate Governance Code requires the Audit Committee
to discuss the company’s risk assessment and risk management
policies with management. Although it is the responsibility
of senior management to assess and manage the company’s
risks, the Audit Committee should focus on areas of major
financial risk exposure and discuss the guidelines and policies
for addressing these areas.
The requirement relates specifically to financial risks, but these
risks are often a consequence of other sources of risk. These may
include strategy, operations, and compliance with environmental,
health, safety, legal, and regulatory requirements.
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Many Audit Committees have taken the lead in overseeing the
company’s overall risk management program.
When the Audit Committee is considering the effectiveness of the
company’s enterprise risk management - the process of planning,
organizing, leading, and controlling activities to minimize the
effect of downside risk on the organization - they should ask the
following questions:
• 	What are the company’s policies and processes for assessing
and managing major financial risk exposures on an integrated,
enterprise-wide basis?
• 	What are the key risks, vulnerabilities, and plans to address
them?
• 	Has the company defined its risk appetite with the board’s input
and approval?
• 	How capable is the company in preparing for, responding to,
and recovering from major financial risk exposures?
Such a risk assessment is not an annual event, but more of a
continuous assessment in which actual developments, such
as liquidity/access to capital and funds, changes to law and
regulations and changes to accounting principles also play an
important role. It is therefore important that the risk assessment is
not only challenged between management and Audit Committee,
but also with internal and external auditors.

Fraud and internal control over financial reporting
In conjunction with risk oversight, the Audit Committee should
determine that the company has programs and policies in place to
prevent and identify fraud. It should work with management to
oversee the establishment of appropriate controls and antifraud
programs and to take the necessary steps when fraud is detected.
The Audit Committee should also be satisfied that the organization
has implemented an appropriate ethics and compliance program
and established a complaints procedure.
Audit Committee members should be aware of three main areas of
fraud:
• 	Financial statement fraud, which includes intentional
misstatements in or omissions from financial statements
• 	A sset misappropriation, which may include theft of money,
inventory theft, payroll fraud, or theft of services
• 	Corruption, which may include schemes such as kickbacks, shell
companies, bribes to influence decision-makers, or manipulation
of contracts.

One way the Audit Committee can help in overseeing the
prevention and detection of financial statement fraud is by
monitoring management’s assessment of internal control over
financial reporting (ICFR). To oversee ICFR successfully, the Audit
Committee must be familiar with the processes and controls
management has put in place and understand whether they were
designed effectively. The Audit Committee should work with
management, the internal auditors, and the external auditors to
gain the knowledge needed to provide appropriate oversight.
Oversight of financial reporting and internal controls leading
practices:
• 	Understand accounting and financial reporting issues relevant
to the company and how management addresses them, such as
fair-value accounting and related assumptions
• 	Anticipate and understand how pending financial reporting
and regulatory developments may affect the company, and
particularly its talent needs
•	Understand key controls and reporting risk areas as assessed by
the external and internal auditors, and financial management, as
well as mitigating controls and safeguards
• 	Increase oversight of corporate taxes, an area where high-risk
and high-value decisions are made as a result of the significant
judgment involved.

Framework for Audit Committee effectiveness
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Ethics and complaints
A culture that embraces the importance of ethics and compliance
can be established only if employees, officers, and directors
understand the requirements of the code of ethics. Management
of ethics and compliance programs is important, of which a
robust code of ethics or conduct is an important component.
The Supervisory Board and the Audit Committee should consider
whether the Audit Committee should be involved in this aspect of
corporate governance.

Communication and training are key in fostering an
ethical culture.

Those responsible for overseeing ethics and compliance should
work with management to determine that the company’s code
of ethics or conduct complies with the applicable requirements.
Companies may update the code in response to new issues or
situations. When appropriate, legal counsel should be consulted
on modifications to the code. Usually, standards require the Audit
Committee to oversee legal and regulatory compliance, so in many
cases the Audit Committee will be involved in oversight of the code
of ethics.
Communication and training are key in fostering an ethical culture.
The code should be available to everyone in the organization,
perhaps through inclusion on the company’s intranet site and in the
orientation manual. Some companies require individuals to sign an
annual representation noting that they have read and understand
the requirements of the code. Those responsible for overseeing
ethics and compliance should work with management to establish
a process for reporting and addressing violations promptly.
Common standards require the Audit Committees of listed
companies to establish procedures for:
• 	Receiving, retaining, and addressing complaints regarding
accounting, internal controls, or auditing matters, whether
from internal or external sources as well as reporting a range of
compliance matters, including code of conduct violations
• 	The confidential, anonymous submission of employee concerns
regarding questionable accounting or auditing matters.
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The Audit Committee should work with management to determine
that more than one person in the company is aware of questions
or complaints received from third-party vendors, in e-mail, or
through other submission vehicles. Responsibility for investigating
questions or concerns and reporting back to the Audit Committee
often falls on individuals in the ethics and compliance, internal
audit, legal, or risk management departments. Complaints should
be categorized and analyzed by root cause, and recommendations
should be made to the Audit Committee on how to reduce the risk
of similar complaints in the future.
The Audit Committee also should be provided with an ongoing
analysis of the progress of complaint resolution. Reports should
be given to the Audit Committee regularly in accordance with
standing instructions. Some complaints may warrant immediate
communication to the Audit Committee, such as those involving
senior management and significant amounts. The Audit Committee
should establish a schedule for reporting to the board of directors.
A hotline monitored by an independent third party is preferred.
However, if the hotline is administered internally, operators should
have specific training on where to direct questions or complaints,
including those related to human resources.
The company website is a natural vehicle for communicating the
procedures to individuals outside the organization.

Framework for Audit Committee effectiveness
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Tax planning
In accordance with the requirements of the Corporate Governance
Code, the Audit Committee’s responsibilities include supervision of
the company’s:
• tax planning
• tax related risk management, controls and procedures; and
• tax accounting, position and disclosures.

Most Audit Committees do invite the company’s tax director and/
or external tax advisors to report on the status of the company’s
tax planning activities, including the related risks, opportunities,
exposures and disputes, at least on an annual basis. The Audit
Committee may decide to engage its own tax advisors for an
assessment of the company’s tax policies and tax planning
activities.

Although a clear definition is not provided, “tax” as used by the
Code is generally considered to include not only corporate income
tax, but also all other taxes, such as value added tax and social
security taxes.

As part of the company’s ongoing risk management activities,
management assesses existing tax risks, and identifies and executes
mitigating actions. In addition, the company will have implemented
systems and procedures to comply with tax regulations in the
jurisdictions it operates in. In general, embedding tax compliance
procedures in the company’s ongoing operational and control
procedures is likely to enhance their effectiveness.

To ensure effective execution and supervision, many companies
have developed written tax policies, which also cover tax planning
activities that are usually aligned with the company’s operational
and financial objectives.
Given the risks associated with aggressive tax planning, and
increased public interest in corporate social responsibility,
potential reputational damage is high. As a consequence, Audit
Committees increasingly focus on sustainable effective tax rates,
rather than opportunistically low effective tax rates.
In general, alignment with the company’s financial and operational
objectives and activities is likely to improve the sustainability of
tax rates and reduce the risks. In this respect the Audit Committee
should pay particular attention to the use of offshore and special
purpose entities for tax planning purposes.
14

Both the general trend towards transparency and recent developments of IFRS have had a significant impact on tax disclosures in
the annual financial statements. Companies are not only required to
report on their actual tax positions, but also on deferred positions,
risks and uncertainties, which may have a significant impact on
their financial performance. With respect to tax related disclosures,
the Audit Committee should assess if the company’s disclosure is in
accordance with the information provided to the Audit Committee.
Most Audit Committees discuss the company’s tax accounting and
disclosure with the external auditors. In addition, Audit Committees
increasingly require detailed periodical reporting by the company’s
tax director. Such detailed reporting addresses known tax exposures
and actual tax positions per jurisdiction, including;

•	progress of tax filings (years still to be filed)
•	open and/or uncertain tax positions (that may be subject to
revision by the local tax authorities)
•	progress and results of tax audits; and
•	tax disputes.
This information is not only relevant to assess the quality of
tax disclosures, but also provides valuable feedback on the
effectiveness of the company’s tax compliance procedures.
IT policies and governance
Information technology (IT) is essential for managing the
transactions, information and knowledge necessary to initiate
and sustain economic and social activities. In most enterprises, IT
has become an integral part of the business and is fundamental
to support, sustain and grow the business. Successful enterprises
understand and manage the risks and constraints of IT. As a
consequence, boards of directors understand the strategic
importance of IT and have put IT governance firmly on their
agenda.
Increasingly, management is realizing the significant impact that IT
can have on the success of the enterprise. Successful enterprises
understand the risks and exploit the benefits of IT. Management
needs to extend governance to IT and provide the leadership as
well as the organizational structures and processes that ensure
that the enterprise’s IT sustains and extends its strategies and
objectives. IT governance is not an isolated discipline. It is an
integral part of overall enterprise governance. The need to

integrate IT governance with overall governance is similar to the
need for IT to be an integral part of the enterprise. The overall
objective of IT governance is to understand the issues and the
strategic importance of IT, so that the enterprise can sustain its
operations and implement the strategies required to extend its
activities into the future. IT governance aims at ensuring that
expectations for IT are met and IT risks are mitigated. With respect
to IT governance, the Audit Committee should consider asking the
following questions:
To Uncover IT Issues
• How often do IT projects fail to deliver what they promised?
• Are end users satisfied with the quality of the IT service?
• 	Are sufficient IT resources, infrastructure and competencies
available to meet strategic objectives?
• 	What has been the average overrun of IT operational
budgets?
• How often and how much do IT projects go over budget?
• 	How much of the IT effort goes to firefighting rather than
enabling business improvements?
To Find Out How Management Addresses the IT Issues
• How well are enterprise and IT objectives aligned?
• How is the value delivered by IT being measured?
• 	Is there an up-to-date inventory of IT risks relevant to the
enterprise?

Framework for Audit Committee effectiveness
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To Assess IT Governance Practices
•	Is the Management Board regularly briefed on IT risks to which
the enterprise is exposed?
• 	Is IT a regular item on the agenda of the Management Board
and is it addressed in a structured manner?
• 	Does the Management Board articulate and communicate the
business objectives for IT alignment?
• 	Does the Management Board obtain regular progress reports on
major IT projects?
In addition to the oversight of IT governance, the Audit Committee
should consider the effectiveness of application controls and
general computer controls, such as;
• business continuity planning
• backup and recovery procedures
• segregation of duties
• change management procedures
• access protection; and
• the quality and protection of business critical information.
The Audit Committee should discuss the resources and capabilities
of the internal audit function to perform IT audits, and the planned
coverage of IT audits. Similarly, the Audit Committee should discuss
with the external auditors to which extent IT experts are involved
in the audit program, and the planned coverage of IT audits by the
external auditors. The observations of the internal auditors and the
external auditors will provide valuable input to conclude on the
overall effectiveness of the applications of IT.
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3. Cooperation with internal and external auditors

The internal auditors usually play an important role in assessing and
testing the risk management and control systems of the company. An
effective relationship between the Audit Committee and the internal audit
is fundamental in the oversight role of the Audit Committee. It has become
increasingly important for Audit Committees to assess whether the internal
auditors are monitoring critical controls and addressing emerging risks.
The Corporate Governance Code includes a number of provisions
with respect to the internal auditors:
•	The internal auditors will operate under the responsibility of the
Management Board
•	The internal auditors will often also have a reporting line to the
Supervisory Board
•	The external auditors and the Supervisory Board are involved in
the development of the plan of activities of the internal auditor;
• They will also cognize the findings of the internal auditors
•	The internal auditors have open access to the external auditors
and the chairman of the Supervisory Board.

The NBA, the Netherlands Institute of Chartered Accountants,
recommends that there is timely periodic consultation between
the Audit Committee, the Supervisory Board, the external auditors
and the internal auditors. The meeting is at the initiative of the
Management Board and the agenda relates to risk analysis and the
priorities in the audit approach.

Topics for discussion by the Audit Committee with the internal
auditors
On the organization of the audit (annually)
•	audit charter of internal audit function with objectives and
authority
• staffing, education and budget of internal audit function
• cooperation between internal auditors and external auditors
•	cooperation of internal auditors with other risk management
related functions such as legal, security, health and safety,
quality, compliance, credit risk
•	the role of the internal auditors in integrated reporting
On contents of the audit work and findings (ongoing)

Currently, quite a number of listed companies in the Netherlands
do not have a separated internal audit. Moreover, there is diversity
between companies in how internal audit is functioning and
reporting.

• risk analysis by the internal auditor function
• long range plan of the internal auditors
• annual plan of internal audit
•	review of the most important findings of internal auditors on
risk assessment and risk management

Framework for Audit Committee effectiveness
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It is important that the internal auditor function is well positioned
in the field of force between the Supervisory Board and the
external auditors. It is desirable that the appointment, evaluation
and dismissal of the head of internal audit requires approval of the
Audit Committee Chairman. Ideally the internal auditor is reporting
to the CEO with a dual reporting line to the Audit Committee.
Interaction with the external auditor
Shareholders and society expect more robust supervision by the
Supervisory Board. To shoulder this responsibility the Supervisory
Board will make extensive use of the work of the external auditors,
who act as the independent auditor of the company. In the
communications with the external auditors the Audit Committee
will assume its role on behalf of the Supervisory Board.
Over time the relationship between the Audit Committee and the
external auditors has become more structured and formalized.
The interaction will relate to the organization and structure of the
engagement for the external auditors with activities on an annual
basis. The interaction on content of the audit work and findings
will continue throughout the year.
We refer to the NBA advisory report (“De Raad van Commissarissen
als opdrachtgever van de accountant”) for a more detailed
description of the process of interaction, whose highlights are
summarized below.
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Structure of the relationship with the external auditor

We draw 5 attention areas in shaping the relationship with the
external auditors:
• Selection and appointment of the auditors
• Scoping of the engagement of the external auditors
• Non-attest work by the external auditors
•	Communication process between Audit Committee and
external auditors
•	Evaluation of the external auditors

Selection and appointment of the auditors
The external auditor is appointed by the Annual Meeting of
Shareholders. The Supervisory Board does prepare a proposal
and shortlist based on advice by the Audit Committee and the
Management Board. Under current thinking the Audit Committee
determines the selection criteria after consultation with the
Management Board, and the chairman of the Audit Committee
is the chairman of the selection committee. Under the NBA
suggested procedures, the Audit Committee will play a much more
prominent role than was common in the Netherlands in the recent
past.

Under today’s insight the Audit Committee will approve the
engagement letter with the auditor, which will refer to the audit
plan, the team and the budget. The Audit Committee will do so
on behalf of the Supervisory Board and after consultation with
the Management Board. The engagement letter will be formally
signed by the Management Board but will also be signed for
acknowledgement by the Audit Committee Chairman.

The Corporate Governance Code requires the
Management Board and the Audit Committee to
thoroughly evaluate the auditor’s performance at least
once every four years.
Scoping of the engagement
The Corporate Governance Code does contain several provisions
on the interaction between the Audit Committee and the external
auditors. The NBA report recommends a closer involvement
of the Audit Committee in the choices of the external auditors
in determining the audit approach and the audit plan. The
involvement of the Audit Committee will extend to:
•
•
•
•

the audit approach
the scope of the engagement
the budget in hours and fees
the composition of the audit team

Non-attest work by the external auditors
Auditing Standards define principles on independence for
auditors. Companies should not grant advisory engagements
to their external auditors which would conflict with the audit of
the financial statements. The Audit Committee should develop a
policy on auditor independence. The European Union is expected
to introduce rules on auditor independence, which will be
incorporated in Dutch legislation.
Communication process between Audit Committee and
external auditors
It is the responsibility of the external auditor to communicate with
the Audit Committee on a timely basis and to report on significant
findings in writing. It is recommended that communications take
place at least three times during the year:
•	at the start of the audit with the audit plan and engagement
letter on the table
•	to discuss preliminary findings on risk and processes
accompanied by the management letter of the auditor
•	to discuss audit findings and the issuance of the auditor’s report.
Evaluation of the external auditors
The Corporate Governance Code requires the Management
Board and the Audit Committee to thoroughly evaluate the
auditor’s performance at least once every four years. The
Annual Shareholders Meeting is informed of the most important
conclusions in connection with the re-appointment process.

Framework for Audit Committee effectiveness
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Current thinking is that this evaluation process will be based on a
professional process. Appendices A and B include formats for such
evaluations. Appendix A is meant for Audit Committee members
and appendix B for Management Board members. We propose
using separate forms as they have separate responsibilities and a
different interaction with the external auditor.
Reporting by the external auditors to the Audit Committee
The external auditors will report to the Supervisory Board and the
Management Board. The contents of the reporting is governed by
legislation and regulations. These include the Dutch Civil Code, the
Corporate Governance Code and the auditing standards. The code
defines three areas of subjects for reporting:

Areas of reporting by the external auditors
The Code distinguishes 3 areas of reporting by the external
auditors
• Matters relating to the audit
• Matters relating to the financial figures
• Matters relating to risk management and control systems

20

Matters relating to the audit
•	On the assessment of independence of the external auditors.
This will cover aspects such as auditor partner rotation (at
least every 7 years) and the fees for attest, attest-related and
non-attest work by the external audit firm
•	On the course of events during the audit and cooperation with
internal auditors and/or any other external auditors, matters for
discussion with the Management Board, a list of adjustments
that have not been made etc.
Matters relating to the financial figures
•	Analysis of changes in shareholder’s equity and results which
contribute to an understanding of the financial position and
results of the company
•	Comments on the quality of earnings: such as one-off items and
the effects of choice of application of accounting policies
•	Comments on the quality of budgets and forecasts

Matters relating to risk management and control systems
• Points for improvement, gaps and quality assessments
• Comments on threats and risks and external publication
•	Compliance with articles of association, law and regulation, loan
covenants, external regulator etc.

If the audit by the external auditor has been subject to a review
by the audit regulator, the AFM, the auditor will report this to the
Audit Committee. He will report on the findings of the review by
the regulator.

The Audit Committee will have a bilateral meeting with the
external auditor at least once a year. The viewpoint of the auditor
on relevant items is discussed. What we see in practice is that this
meeting is gradually getting more common and more meaningful.

Framework for Audit Committee effectiveness
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4. Audit Committee composition and operating procedures

Composition
Periodically, Audit Committees will review their composition and
membership to confirm that they encompass the knowledge and
experience needed to be effective and able to adequately respond
to new developments and complex issues in the area of finance,
risk, and compliance.
Minimum qualifications and “financial literacy”
There is no ‘one size fits all’ answer as to the qualification of
Supervisory Board members. The Dutch Governance Code explicitly
states that an Audit Committee of a public interest entity should
at least have one financial expert as a member with relevant
knowledge and experience of accounting and reporting as well as
auditing. It is obvious that the committee as a whole should have
competence relevant to the sector.

For convenience, we have developed an example of a
financial literacy self-assessment for members of an
Audit Committee.
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In the financial sector in the Netherlands, the appointment of
members of a Supervisory Board is subject to approval by the
Dutch Central Bank (DNB) as the Supervisory Authority for the
Financial Sector. Conditional to this approval is the qualification of
the proposed member for an oversight role. This includes not only
education and experience, but also an assessment by the DNB of
the capability of the proposed member to act in the long term
interest of the different stakeholders.
For convenience, we have developed an example of a financial
literacy self-assessment for members of an Audit Committee. It is
included in appendix D. The questions in the self-assessment are
typical for a listed company environment in the Netherlands. But
as each company is different, the requirements of the members
of the committee of a specific company may differ. And the team
competence may be more important than the individual financial
fluency.
Audit Committee charter and agenda
The Audit Committee will work in accordance with a charter.
The charter should address the Audit Committee’s key recurring
responsibilities as well as its responsibility for significant
transactions and unusual events. The charter also should allow the
committee to meet outside the official calendar when needed.

An annual review of the charter is recommended. Updates may be
necessary as a result of:
•	Changes in regulatory or legal requirements
•	The board’s delegation of new responsibilities to the Audit
Committee or reassignment of certain responsibilities that are
not required of the Audit Committee by law or regulation
•	Changes in the company’s bylaws that affect the composition of
the committee or how members are appointed
•	Identification of practices the committee wants to include
among its responsibilities.
To help execute its role in a timely and efficient manner, the Audit
Committee may use the responsibilities outlined in the charter to
develop an annual calendar and meeting agendas. Concurrent with
the charter review, the committee should examine its calendar of
activities and consider modifications based on the changes to the
charter. The committee may also reconsider the frequency and
timing of activities already on the calendar.
In updating the charter and calendar, it may be helpful to consult
with management, the internal auditors, and the external auditors.
When appropriate, the committee should also seek legal counsel in
reviewing the charter and the calendar.
Independence of Audit Committee members
The Corporate Governance Code requires the Supervisory Board
members, including the Audit Committee members, to be
independent. The criteria for independence are clearly stated in the
Code. The major provisions read as follows.

A Supervisory Board member shall be deemed to be independent
if the following criteria of dependence do not apply to him/her.
These criteria are that the Supervisory Board member concerned or
his wife, registered partner or other life companion, foster child or
relative by blood or marriage up to the second degree:
a)	has been an employee or member of the Management Board
of the company (including associated companies as referred
to in section 5:48 of the Financial Supervision Act (Wet op
het financieel toezicht/Wft) in the five years prior to the
appointment
b)	receives personal financial compensation from the company,
or a company associated with it, other than the compensation
received for the work performed as a Supervisory Board
member and in so far as this is not in keeping with the normal
course of business
c)	has had an important business relationship with the company,
or a company associated with it, in the year prior to the
appointment. This includes the case where the Supervisory
Board member, or the firm of which he is a shareholder, partner,
associate or adviser, has acted as adviser to the company
(consultant, external auditor, civil notary and lawyer) and the
case where the Supervisory Board member is a Management
Board member or an employee of any bank with which the
company has a lasting and significant relationship
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d)	is a member of the Management Board of a company in which
a member of the Management Board of the company which he/
she supervises is a Supervisory Board member
e)	holds at least ten percent of the shares in the company
(including the shares held by natural persons or legal entities
which cooperate with him/her under an express or tacit, oral or
written agreement)
f)	is a member of the Management Board or Supervisory Board or is a representative in some other way - of a legal entity which
holds at least ten percent of the shares in the company, unless
such entity is a member of the same group as the company; or
g)	has temporarily managed the company during the previous
twelve months where Management Board members have been
absent or unable to discharge their duties.
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The independence of Audit Committee members requires
continuous monitoring. Listed companies should have processes
and policies in place to facilitate timely identification of changing
relationships or circumstances that may affect the independence of
Audit Committee members. Many companies require Supervisory
Board members to complete an independence questionnaire
upon appointment to the board and annually thereafter, and to
notify the company during the course of the year of any changes
in circumstance that may affect independence. Companies may
want to involve legal counsel in monitoring and assessing the
independence of Supervisory Board members.

5. Education and Evaluation

Structured continuous education
Continuing education is a ‘conditio sine qua non’ when it comes to
the proper fulfillment of the role of an Audit Committee member.
The complexity of the current accounting and reporting standards,
in particular when it comes to accounting for fair value, income
recognition, financial instruments and disclosures, is such that
AC members need to invest time in keeping current with the key
accounting topics for the company.
In addition, there is the wider topic of compliance with applicable
laws and regulations, not only in the home market but also
overseas. The Audit Committee has to have a sufficient level of
knowledge about the scope and impact of the requirements of the
applicable laws and regulations.
There are many options for education and continuing education.
On top of the already developed level of education there is the
possibility to participate in any of the Board Programs of the
different business Universities as well as to participate in any of the
continuing educations programs offered by Universities, non-profit
organizations and professional services firms.

The Supervisory Board should develop a program for continuing
education based on an assessment of the risks and challenges
facing the company and the impact on the roles and responsibilities
of the Supervisory Board as a whole and for the Audit Committee
in particular.
Performance Evaluation
The Dutch Corporate Governance Code requires Supervisory
Boards to report on how the Board has conducted the annual
performance evaluation of the Supervisory Board as a whole
and of the individual committees of the Board. The performance
evaluation should be regarded as a critical assessment of the
performance of the Board and the individual members.
Performance assessments also provide information about the
effectiveness of the Audit Committee’s oversight of financial
reporting. Under the Dutch Governance Codes for the Banking
sector and the Dutch Governance for the Insurance sector, the
external auditors must report their findings on the quality and
effectiveness of the governance structure and the risk and control
processes in the organization.

It is important to keep current with the sector specific trends and
developments, as these trends may affect the long term business
model and the short term financial position.
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In the context of the Code for the Banking sector, the external
auditors will look at:
•	The independence of the Audit Committee members from the
Management Board
•	The clarity with which the Audit Committee’s responsibilities
are articulated and the degree to which they are understood by
Management and the Audit Committee
•	The interaction of the Audit Committee and the external
auditors, the internal auditors and senior executives
•	Whether the Audit Committee raises the right questions with
Management and the external auditors, including questions that
indicate its understanding of critical accounting policies and
judgments
•	Whether the Audit Committee has been responsive to issues
raised by the external auditors.
How the performance evaluation is performed is at the discretion
of the Supervisory Board. In most cases this is an internal process,
but there is a growing trend of using external advisors for these
evaluations.
There are no specific guidelines for assessing an Audit Committee’s
performance. The Board members have the benefit and burden
of collaborating on an appropriate process. When advisable, this
should be done in consultation with a legal counsel, since the
evaluation will most likely include an assessment on the degree
to which the charter and other regulatory requirements and best
practices have been followed.
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Important points of attention in doing the performance evaluation:
•	Consider whether or not to use an external advisor to structure
and lead the evaluation process
•	Make a distinction between an assessment of the Supervisory
Board as a whole and an assessment of the performance of the
individual members
• The assessment will focus on:
-	The relevance of the Board agenda
-	The quality of the Board meetings and the contribution by
the individual members
-	The quality of the information provided to and by the Board
-	The roles and responsibilities within the Board
-	The quality of the Board composition against the
requirements
-	The role of the Chairman
-	The interaction with the Management Board, shareholders
and other stakeholders

In order to support the Audit
Committee we have developed a
compact Audit Committee
self-assessment tool.

•	Do the assessment ‘outside-in’: start with an assessment from
the points of view of the different stakeholders, followed by an
assessment of the Board performance by the individual Board
members
• Ask for feedback from the Management Board
•	In the case of a self-assessment, Audit Committee members may
complete a questionnaire collectively or individually. In the case
of input from the Management Board and the Internal Auditor,
the format may consist of evaluation forms, interviews or both
•	The quality of the documentation is important, not only of the
documentation of the Audit Committee’s considerations on
relevant topics discussed, but also of the performance evaluation
process.
In order to support the Audit Committee we have developed a
compact Audit Committee self-assessment tool which is included
as appendix C to this publication.
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A. Evaluation of external auditors by Audit Committee

Introduction
The Audit Committee of the Supervisory Board and the
Management Board prepare an auditor evaluation. The Corporate
Governance Code in the Netherlands requires an in-depth
assessment every 4 years. This assessment covers the responsibility
of the auditor in the various entities in the group. The main
conclusions are communicated to the Shareholders’ Meeting in
connection with their review of the proposal for reappointment.
This assessment tool reflects criteria for assessment of the auditor
and provides space to document the basis for conclusions. It is
recommended that the assessment is filled out by the individual
members of the Audit Committee. The Chairman takes the
initiative to discuss the assessments in the Audit Committee and to
summarize the results for discussion in the full Supervisory Board.
The Chairman of the Audit Committee also will obtain the
experience and views of the Management Board and, if applicable,
the Internal Audit. Their assessment will be part of the discussion in
the Audit Committee.
Current thinking on Corporate Governance indicates that, apart
from the in-depth assessment every 4 years, also an annual
limited review of the cooperation between the auditor, the Audit
Committee, the Management Board and the Internal Audit is
recommended as a best practice.
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Index
1. Team
2. Audit plan
3. Reporting
4. Communication
5. Value delivered
6. Independence and audit quality
7. Overall evaluation

1.

Team

Q1.1 How would you rate the quality of the lead external Audit partner?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q1.2 How would you rate the external Audit team’s understanding of the organization’s business and risk environment?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Framework for Audit Committee effectiveness

29

2.

Audit plan

Q2.1 How would you rate the quality of the audit plan in terms of risk assessment and scoping of the (international) audit?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q2.2 How would you rate the discussion in the Audit Committee with the auditor on the external audit plan?
Choose one of the following:
Excellent

Good

Add a comment (enter comment below):
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Adequate

Poor

2.

Audit plan

Q2.3 How would you rate the attention of the auditor for “tone at the top” and the risk of fraud in the organization?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q2.4 What improvements would you like to see on the audit plan?
Add a comment (enter comment below):
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3.

Reporting

Q3.1 How do you rate the analysis of the external auditor of the risk management process in the organization and of the
compliance with legislation and the Governance Code?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q3.2 How do you rate the external auditor’s recommendations on internal controls and financial reporting?
Choose one of the following:
Excellent

Good

Add a comment (enter comment below):
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Adequate

Poor

3.

Reporting

Q3.3 How would you rate the reporting made on the financial position and on the quality of financial reporting (including
areas like valuations, provisions and financial risks)?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q3.4 What improvements would you like to see on reporting by the external auditor?
Add a comment (enter comment below):
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4.

Communication

Q4.1 How do you rate the external auditor in keeping the Audit Committee informed of significant issues on a timely basis?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q4.2 How would you rate the meeting between the AC and the auditor without the Management Board being present?
Choose one of the following:
Excellent

Good

Add a comment (enter comment below):
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Adequate

Poor

4.

Communication

Q4.3 How could the relationship between the external auditor and the Audit Committee be improved?
Add a comment (enter comment below):
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5.

Value delivered

Q5.1 How does the external auditor deliver on the audit plan and the other arrangements made with the Audit Committee?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q5.2 Does the external auditor signal the relevant matters of attention for the (future) agenda of the Audit Committee?
Choose one of the following:
Excellent

Good

Add a comment (enter comment below):
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Adequate

Poor

5.

Value delivered

Q5.3 How do you rate the level of the audit fee taking into account the scope and complexity of the audit and reporting?
Choose one of the following:
Good

Acceptable

High

Too high

Add a comment (enter comment below):

Q5.4 How can the Value of the audit be improved?
Add a comment (enter comment below):

Framework for Audit Committee effectiveness

37

6.

Independence and audit quality

Q6.1 Do you feel that the external Audit team does apply the proper level of “professional skepticism” in the audit?
Choose one of the following:
Yes

No

Add a comment (enter comment below):

Q6.2 Does it appear that the auditor is reluctant to raise issues that would reflect negatively on management?
Choose one of the following:
Yes

No

Add a comment (enter comment below):
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6.

Independence and audit quality

Q6.3 Did the auditor provide you with their judgment on their independence of the organization (taking into account audit
related and non-audit services)?
Choose one of the following:
Yes

No

Add a comment (enter comment below):

Q6.4 How would you rate the cooperation of external audit with Internal Audit (if applicable)?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):
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6.

Independence and audit quality

Q6.5 Was the Audit Firm or the audit subject to external review of AFM, PCAOB or Government?
Did the external auditor inform you of the outcome?
Choose one of the following:
Yes

No

Add a comment (enter comment below):
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7.

Overall evaluation

Q7.1 How would you rate the overall performance of the external auditor?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Completed by:
Date:

Framework for Audit Committee effectiveness

41

B. Evaluation of external auditors by Management

Introduction
The Audit Committee of the Supervisory Board and the
Management Board prepare an auditor evaluation. The Corporate
Governance Code in the Netherlands requires an in-depth
assessment every 4 years. This Deloitte assessment covers the
responsibility of the auditor in the various entities within the group.
The main conclusions are communicated to the Shareholders’
Meeting in connection with their review of the proposal for
reappointment.
This assessment tool reflects criteria for assessment of the auditor
and provides space to document the basis for conclusions. It is
recommended that the assessment is filled out by the individual
members of the Audit Committee. The Chairman takes the
initiative to discuss the assessments in the Audit Committee and to
summarize the results for discussion in the full Supervisory Board.
The Chairman of the Audit Committee will also obtain the
experience and views of the Management Board and, if applicable,
the Internal Audit. Their assessment will be part of the discussion in
the Audit Committee.
Current thinking on Corporate Governance indicates that, apart
from the in-depth assessment every 4 years, also an annual
limited review of the cooperation between the auditor, the Audit
Committee, the Management Board, and the Internal Audit is
recommended as a best practice.
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Index
1. Team
2. Audit plan
3. Fieldwork and cooperation
4. Reporting
5. Value delivered
6. Independence and audit quality
7. Overall evaluation

1.

Team

Q1.1 How would you rate the quality of the lead external Audit partner?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q1.2 How would you rate the seniority and integrity of the external Audit team?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):
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1.

Team

Q1.3 How would you rate the external Audit team’s understanding of the organization’s business and risk environment?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q1.4 How should the external Audit team develop over the upcoming years to best meet the needs of the organization?
Add a comment (enter comment below):
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2.

Audit plan

Q2.1 How would you rate the quality of the audit plan in terms of risk assessment and scoping of the audit procedures?
Choose one of the following:
Too narrow

Just right

Too broad

Add a comment (enter comment below):

Q2.2 How would you rate the opportunity of management to provide input to the external audit plan?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Framework for Audit Committee effectiveness

45

2.

Audit plan

Q2.3 How would you rate the attention of the auditor for “tone at the top” and the risk of fraud in the organization?
Choose one of the following:
Excellent

Good

Adequate

Add a comment (enter comment below):

Q2.4 What improvements would you like to see on the audit plan?
Add a comment (enter comment below):
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Poor

3.

Fieldwork and cooperation

Q3.1 How would you rate the cooperation between your team and the Audit team during audit fieldwork?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q3.2 How do you rate the Audit team keeping the management informed of significant issues on a timely basis?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):
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3.

Fieldwork and cooperation

Q3.3 How would you rate the effectiveness of responses by the Audit team to your questions on accounting and reporting
matters?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q3.4 How would you rate the cooperation of external audit with internal audit (if applicable)?
Choose one of the following:
Excellent

Good

Add a comment (enter comment below):
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Adequate

Poor

3.

Fieldwork and cooperation

Q3.5 In what ways could the auditor improve their fieldwork and cooperation?
Add a comment (enter comment below):
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4.

Reporting

Q4.1 How do you rate the analysis of the external auditor of the risk management process in the organization and of the
compliance with law and Governance Code?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q4.2 How do you rate the practical nature of the external auditor’s recommendations on internal controls and financial
reporting?
Choose one of the following:
Excellent

Good

Add a comment (enter comment below):
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Adequate

Poor

4.

Reporting

Q4.3 How would you rate the reporting made on the financial position and on the quality of financial reporting (including
areas like valuations, provisions and financial risks)?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q4.4 What improvements would you like to see on reporting by the external auditor?
Add a comment (enter comment below):
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5.

Value delivered

Q5.1 How does the external auditor deliver on the audit plan and the other arrangements made?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q5.2 How do you value the relationship between the external auditor and management (in terms of constructive dialogue,
responsiveness, respect)?
Choose one of the following:
High

Positive

Add a comment (enter comment below):
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Acceptable

Insufficient

5.

Value delivered

Q5.3 How can the value of the audit be improved?
Add a comment (enter comment below):
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6.

Independence and audit quality

Q6.1 How do you rate the external Audit team’s independence of management?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q6.2 Do you feel that the external Audit team does apply the proper level of “professional skepticism” in the audit?
Choose one of the following:
Yes

No

Add a comment (enter comment below):
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7.

Overall Performance

Q7.1 How would you rate the overall performance of the external auditor?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Completed by:
Date:
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C. Audit Committee self-assessment

Introduction
The evaluation of the performance of the Audit Committee has
many facets. This Deloitte questionnaire can be used to assist in
the self-assessment. We have endeavored to present a compact list
with current priorities of the Audit Committee.
This assessment tool reflects criteria for assessment of the Audit
Committee and provides space for comment and matters to
discuss. It is recommended that the assessment is filled out by the
individual members of the Audit Committee. The Chairman takes
the initiative to discuss the assessments in the Audit Committee and
to summarize the results for discussion in the full Supervisory Board.
We have not included statements relating to the performance of
the Supervisory Board as a whole. Such statements will be part of
the self-assessment of the Supervisory Board as a whole.
Obviously, you may decide to alter this self-assessment and to tailor
it to your specific needs and interests.
The Chairman of the Audit Committee may also obtain the
experience and views of the Management Board. Their assessment
will be part of the discussion in the Audit Committee.
It has become common procedure to refer to the performance of a
self-assessment in the annual reporting by the Supervisory Board to
the shareholders.
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Index
1. Composition & quality
2. Understanding the risks of the business
3. Way of working
4. Oversight over risk & reporting
5. Oversight of external and internal auditors
6. Overall assessment

1.

Composition & quality

Q1.1 How do you rate the orientation program for new members of the Audit Committee and the continuing education
program for all members?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q1.2 How would you rate the financial literacy of the Audit Committee members?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):
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1.

Composition & quality

Q1.3 How do you rate the balance in the Audit Committee’s way of working between challenging the management and
supporting management?
Choose one of the following:
Excellent

Good

Add a comment (enter comment below):
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Adequate

Poor

2.

Understanding the risks of the business

Q2.1 How would you rate the Audit Committee’s attention to the strategic business/earnings model (“verdienmodel”) of the
company as compared to peers?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q2.2 How would you rate the Audit Committee’s attention for the business risks of the company? (including identification of
risks and risk of fraud)
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):
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2.

Understanding the risks of the business

Q2.3 How would you rate the attention of the Audit Committee for the “tone at the top” of management in financial matters
in the company? (including messaging by management, consistency, dialogue within the company)?
Choose one of the following:
Excellent

Good

Add a comment (enter comment below):
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Adequate

Poor

3.

Way of working

Q3.1 How do you rate the overall effectiveness of the way of working of the Audit Committee? (Consider items such as annual
agenda setting, frequency of the meetings, relevance of documentation in advance, minutes)?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q3.2 How do you rate the attention of the Audit Committee on significant issues and long term financial matters (such as
financing, IT investments and tax planning)?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):
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3.

Way of working

Q3.3 How would you rate the attention for the quality of the Finance Function (including succession planning of the CFO and
meeting second echelon in Finance)?
Choose one of the following:
Excellent

Good

Add a comment (enter comment below):
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Adequate

Poor

4.

Oversight over risk & reporting

Q4.1 How do you rate the quality of the Audit Committee’s process to review financial reporting?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q4.2 How would you rate the consideration given by the Audit Committee to the management’s process for evaluating the
system of risk management and internal controls?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):
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4.

Oversight over risk & reporting

Q4.3 How do you rate the consideration of the Audit Committee for management letters of external and internal auditors and
the appropriate follow-up by management?
Choose one of the following:
Excellent

Good

Add a comment (enter comment below):
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Adequate

Poor

5.

Oversight of external and internal auditors

Q5.1 How do you rate the involvement of the Audit Committee in the internal audit work process (including internal audit
planning, staffing, education and budget)?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):

Q5.2 How do you rate the involvement of the Audit Committee in the relationship with the external auditor (including
selection, evaluation, independence and non-attest work)?
Choose one of the following:
Excellent

Good

Adequate

Poor

Add a comment (enter comment below):
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6.

Overall evaluation

Q6.1 How do you rate the Audit Committee’s chairman as an effective leader?
Choose one of the following:
Excellent

Good

Add a comment (enter comment below):

Completed by:
Date:
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Adequate

Poor

D. Financial literacy self-assesment

Deloitte’s financial literacy self-assessment tool includes questions
on financial accounting and reporting issues. Please note that some
of the questions relate to issues faced only by listed companies and
other Public Interest Entities (“Organisaties van Openbaar Belang”
i.e. “OOB” in the Netherlands). These multiple-choice questions
are not intended to cover all topics that an Audit Committee
member may need to understand to be considered financially
literate for the company he or she serves. This tool was designed
as a self-assessment test for members who want to evaluate their
financial literacy.
In addition to the concepts presented in the tool, Audit Committee
members should consider whether they can answer questions on
key accounting and reporting issues such as:
Do I understand the risk profile of the company?
Considerations:
•	What is the earningsmodel (“verdienmodel”) of the company
and how is it impacted by the recent economic developments?
•	What are the typical business risks for the industry and the
company?

Do I understand the revenue recognition policy of the
company?
Considerations:
•	How is cash generated by the sales of the company’s products
and services?
•	Are there significant sales to related parties? If so, are the
disclosures adequate?
•	Is a large portion of the company’s revenue recorded at the
end of a reporting period? If so, are the cut-off procedures
adequate?
•	How do the company’s revenue recognition policies differ
from those of other entities in the industry?
Which amounts and balances in the financial statements
are subject to the highest level of management judgment?
Considerations:
•	How does the company calculate significant reserves, such as
warranty, bad debt, and inventory reserves?
•	If fair value is the appropriate measure for an asset or liability,
what is the process for determining fair value and how has
management established the underlying assumptions?
•	What criteria has management used to determine if an asset is
impaired?
•	Does the company have significant pension and other
employee benefit obligations? If so, what key assumptions
have been used to calculate the related liability?
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Are the company’s disclosures adequate?
Considerations:
•	What are the company’s most significant accounting policies?
•	Who are the company’s significant related parties?
•	Does the company have unique financing arrangements?
•	Is the company’s capital structure complex?
Deloitte has also devised an advanced self-assessment tool. Audit
Committees are encouraged to consider and tailor each of these
tools as part of a broad assessment of financial literacy.

Self-assesment questions
I.

Financial statements and accounting

1. The balance sheet:
a.	Is a financial snapshot, taken at a point in time, of the assets
the company owns and the claims against those assets
b. Records the flow of financial resources over time
c.	Reports the operating results of a company for a period of time
d. Is prepared by the auditors.
2.	Shareholders’ equity (owners’ equity, stockholders’
equity, net worth, or equity):
a.	Is a source of reserve assets consisting of undistributed income
b. Is the amount of cash contributed by the shareholders
c. Includes shareholder contributions and undistributed income
d. Is dependent on the company’s stock price fluctuations.
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3. Basic earnings per share (EPS) is calculated by:
a.	Dividing profit or loss by the number of ordinary shares
outstanding at the end of the reporting period
b.	Dividing profit or loss by the weighted average number
of preferred and ordinary shares outstanding during the
reporting period
c.	Dividing profit before taxes by the number of ordinary shares
outstanding at the end of the reporting period
d.	Dividing profit or loss attributable to ordinary equity holders of
the parent entity by the weighted average number of ordinary
shares outstanding during the reporting period.
4.	Financial statements to be filed with the Chamber of
Commerce or the Netherlands Authority for the Financial
Markets (“AFM”) should be prepared:
a. Following the provisions of the relevant tax authority
b.	As the company’s financing agreements dictate or prescribe
c.	In accordance with generally accepted accounting principles
(GAAP)
d. Using the practices followed by others in the same industry.

5. The term “manipulation of results” has been used to refer to:
a.	A vehicle that allows management to smooth results by
reducing income in good years and increasing income in bad
years
b.	Any liability or contra-asset that is larger than what
management can justify
c.	A provision that is overstated by means of overly conservative
estimates
d. All of the above.
6.	Which of the following balance sheet items generally do
NOT require management to make significant judgments
and/or estimates?
a. Inventory at lower of cost and net realizable value
b. Trade receivables
c. Cash
d. Provisions.
7.	A company should only consolidate its financial
statements when it has a 50 percent or more equity
interest in other companies.
a. True
b. False.
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8.	Which of the following with respect to related party
transactions is NOT true?
a.	Only transactions requiring material cash payments between
related parties need to be disclosed
b.	A company can only indicate in its financial statements that
related party transactions were consummated under terms
that were similar to those that could have been achieved
in an arm’s length transaction if this representation can be
substantiated
c.	The substance of related party transactions is more important
than their form
d. All of the above are true of related party transactions.
9.	In a ‘bill and hold’ sale, delivery is delayed at the buyer’s
request, but the buyer takes title and accepts billing.
Revenue is recognized when the buyer takes title,
provided:
a. It is probable that delivery will be made
b.	The item is on hand, identified and ready for delivery to the
buyer at the time of sale
c.	The buyer specifically acknowledges the deferred delivery
instructions
d. The usual payment terms apply
e. Items (a) up to and including (d) are required.
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10.	Management is required to record any adjustments that
the auditors propose.
a. True
b. False.
11.	An amount is always immaterial to the financial
statements if it is less than:
a. 10 percent of income before taxes
b. 10 percent of shareholders equity
c. 2 percent of net assets
d. None of the above.
12.	Financial ratios are tools that allow you to understand the
complete economic picture of a company without having
to understand any of its accounting policies.
a. True
b. False.
13.	The quick ratio, a tool used to assess a company’s
liquidity and ability to meet its obligations, is defined as:
Current assets – Inventory ÷ Current liabilities
a. True
b. False.

II.

Reporting

1.	Which of the following information is subject to Dutch
law?
a. The Management Board’s report
b. The company’s financial statements
c. Both a and b are subject to Dutch Law.
2.	Which of the following information of a listed company is
covered by the auditor’s report?
a. Earnings announcements
b. Pro forma earnings releases
c. The financial statements
d. The Management Board report
e. Both items (c) and (d) above.
3.	Which of the following items is NOT expected to
be addressed in the Management Board’s report
(“Bestuursverslag”)?
a.	An overview of the state of affairs of the company at the
balance sheet date and of the development of its business
during the year
b.	A description of the risks and uncertainties to which the
company is exposed
c. Subsequent events
d.	All of the above are expected to be addressed in the
Management Board report.

4. Which of the following is NOT a required disclosure for a
significant loan agreement?
a. Interest rate
b. Default or breach of covenants
c. Name of the lender
d. Schedule of maturity.
5. Non-cash charges, such as for asset impairments:
a.	Should be ignored during most analyses, as they do not have
an impact on the cash flows of the company
b.	Should be ignored during most analyses only if they are
non-recurring charges and are not indicative of the ongoing
operations of the company
c.	Can be put “below the line” on the income statement to
signal to investors that the item should be removed before
analysis
d.	Are the results of situations that may have diminished the
economic value of the company.
6.	The semi-annual financial reporting by a listed company
does NOT necessarily contain:
a. Full financial statements
b.	The most important transactions with related parties over the
last half year
c.	The most important risks and uncertainties for the upcoming
half year
d.	A responsibility statement for the reporting by the competent
persons.
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7. The annual accounts are signed by:
a.	The members of the Executive Board in office at the date of
year-end
b.	The members of the Executive Board and the Non-Executive
Board in office at the date of year-end
c.	The members of the Executive Board in office at the date of
preparation of the accounts
d.	The members of the Executive Board and the Non-Executive
Board in office at the date of preparation of the accounts.

10.	The Audit Committee is required to report on its activities
to the shareholders:
a.	Through the Audit Committee report in the Annual
Statements
b.	Through the Supervisory Board report in the Annual
Statements
c. No public AC reporting on activities is required.

8. T
 he financial statements are normally prepared on the
assumption that an entity is a going concern and will
continue in operation for the foreseeable future.
a. True
b. False.

1. 	The primary objective of the AFM is to prevent the sale of
risky or speculative securities.
a. True
b. False.

9. Information about the cash flows of an entity is useful
in providing users of financial statements with a basis to
assess the ability of the entity to generate cash and cash
equivalents and the needs of the entity to utilise those cash
flows.
a. True
b. False.
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III. Compliance and regulatory

2.	If the AFM has “doubts” on the legal compliance of the
financial reporting it can NOT request the company for:
a. Public clarification of future accounting treatment.
b.	Public clarification of the non-compliance and the financial
effect
c. A reissuance of the financial statements.
3.	A prospectus in connection with the issuance of new
shares legally requires the approval of:
a. The Ministry of Finance - Capital Markets department.
b. The Netherlands Authority Financial Markets
c.	The Listing Supervisor of the Amsterdam Stock Exchange (if
listed in the Netherlands)
d. All of the above.

4.	The law on the “Prevention of money laundering
and financing of terrorism” in the Netherlands (“Wet
voorkoming van witwassen en financiering van
terrorisme”- Wwft) only applies to organizations with
financial sector activities or businesses with cash
transactions in excess of €15,000. This statement is:
a. Correct
b. Not correct.
5.	In the Netherlands SBR (Standard Business Reporting)
will become mandatory in the coming years for certain
reports. Which of the followings statements are true:
a.	Income Tax and Corporate tax returns must use SBR per
1/1/2013
b.	VAT returns and annual report submissions for small entities
must use SBR per 1/1/2014
c.	All annual report submissions to Chamber of Commerce
must use SBR per 1/1/2015, including audit statements, if
mandatory
d.	All of the above.

6.	XBRL-tagged financial reports can be created to report
to shareholders and other stakeholders. This way of
reporting can have benefits. Which statement(s) is/are
true?
a.	XBRL allows for automated data analyses
b.	Using specific XBRL taxonomies increases comparability for
investors
c.	Using XBRL may lead to cost savings compared to HTML,
spreadsheets and PDF
d. XBRL allows for multi-language reading
e. All of the above.
Note: An XBRL tag is capturing financial information on each
individual figure in the financial statements using one single
concept (“tag”) from the XBRL taxonomy, in order to define and
exchange financial information electronically.
IV. Risk and Controls
1.	Internal control is designed to provide reasonable
assurance over the:
a. Effectiveness and efficiency of operations
b. Reliability of financial reporting
c. Compliance with applicable laws and regulations
d. All of the above.
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2. 	An effective system of internal control over financial
reporting will always prevent and detect fraud.
a. True
b. False.
3.	Who is responsible for the design and operating
effectiveness of the company’s internal control over
financial reporting?
a. Management
b. Internal audit
c. External audit
d. The Audit Committee
e. All of the above.
4. 	Which of the following is NOT a focal aspect regarding
supervision by the Audit Committee:
a.	The appointment of executives and the assessment with
regard to the qualifications of these executives
b.	The functioning of the internal control including compliance
with relevant laws and regulations
c. The distribution of financial information by the company.
d.	Follow up of recommendations provided by internal and
external auditors.
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5.	The Corporate Governance Code in the Netherlands does
NOT mention the following topic as an activity that the
supervision of the Audit Committee should focus on in
any event:
a. Risk management & control systems
b. Sustainability reporting
c. Tax planning policy
d. ICT applications.
6.	The Audit Committee shall act as the principal contact
for the external auditor if he discovers irregularities in the
content of financial reporting. This statement is:
a. Correct
b. Not correct.

Answer key
I. Financial statements and accounting
1.	A is correct. The objective of the balance sheet is to present the
financial condition of a company at a particular point in time.
2.	C is correct. Shareholders’ equity may include a number
of other items as well, such as treasury stock and certain
unrealized gains and losses.
3.	D is correct. The calculation of basic EPS includes profit or loss
attributable to ordinary equity holders of the parent entity as
its numerator, not profit before taxes. This calculation uses
the weighted average number of ordinary shares outstanding
during the reporting period as its denominator (not the
number of ordinary shares outstanding at the end of the
reporting period). It does not include preferred stock. Detailed
guidance on earnings per share can be found in International
Financial Reporting Standards, IAS 33, Earnings per Share.
4.	C is correct. Financial statements filed with the Chamber of
Commerce or the Netherlands Authority for the Financial
Markets (“AFM”) are required to be prepared in accordance
with Generally Accepted Accounting Principles.
5.	D is correct. “Manipulation of results” is a term commonly
understood to refer to an inappropriate practice of a company
managing its results. An example is the overstatement of
provisions by means of overly conservative estimates.
6.	C is correct. Many balance sheet items require significant
estimates or judgments, including inventory (e.g., allowance
for obsolete items), accounts receivable (e.g., allowance for
doubtful accounts), and provisions (e.g., warranty provision).

7.	B is correct. An investor controls an investee when it is
exposed, or has rights, to variable returns from its involvement
with the investee and has the ability to affect those returns
through its power over the investee. Fifty percent ownership
interest is not necessarily a determinative “bright line”. An
investor that holds more than half of the voting rights of
an investee has power, unless certain conditions apply. An
investor can have power even if it holds less than a majority of
the voting rights of an investee, subject to certain conditions.
These conditions are detailed in IFRS 10 Consolidated Financial
Statements (e.g. IFRS 10.B35 and B38).
8.	A is correct. The materiality of the cash payments between
related parties is not relevant to determine whether a
transaction needs to be disclosed. A non-cash transaction
between related parties also needs to be disclosed.
9.	E is correct. Refer to IAS 18 ‘Revenue’, paragraph 14 and IAS
18, Illustrative Example 1, sales of goods, for further guidance.
Revenue is not recognized when there is simply an intention to
acquire or manufacture the goods in time for delivery.
10.	B is correct. Management is not required to record proposed
audit adjustments; however, if the auditors determine that the
financial statements are materially misstated, they will qualify
their opinion accordingly.
11.	D is correct. The calculation of materiality is a matter of
professional judgment, and includes both quantitative and
qualitative aspects. There is no single threshold that is applied
to all companies.
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12.	B is correct. Financial ratios have less value without an
understanding of the accounting policies used by a company
to prepare the financial statements.
13.	A is correct. The quick ratio is an indicator of a company’s
short-term liquidity.
II. Reporting
1.	C is correct. Book 2 Title 9 of the Netherlands Civil Code
contains requirements for both the financial statements
and the Management Board report. Article 2:396 of the
Netherlands Civil Code sets out a number of requirements for
the Management Board report for large and medium-sized
companies. Sections 1 up to and including Section 13 of Title
9 of the Netherlands Civil Code include the requirements for
the financial statements in the Netherlands.
2. 	E is correct. Although all of these items include accounting
information, a and b are not covered by the auditor’s report.
In accordance with article 2:393 of the Netherlands Civil
Code, the auditor’s report includes an opinion whether the
financial statements present a true and fair view. Additionally,
the auditor’s report also includes a statement about the
consistency of the Management Board report with the
financial statements and whether the Management Board
report has been prepared in accordance with Title 9.
3.	D is correct. All of these items must be discussed in the
Management Board report. Reference is made to article 2:391
of the Netherlands Civil Code.

76

4.	C is correct. There is no GAAP requirement to disclose the
name of the lender. However, all of the remaining items must
be disclosed for each material loan agreement.
5.	D is correct. Non-cash transactions are often disregarded
as “paper losses”, as they do not result from cash outflows;
however, these transactions - for example, the write-down
of a significant investment - clearly have negative economic
implications to the company and in many instances require
appropriate disclosure.
6.	A is correct. Reference is made to the “Wet op het financieel
toezicht” article 5:25d which explicitly mentions b, c and d.
Financial information can be abbreviated.
7.	D is correct. Reference is made to the Netherlands Civil Code
article 2:101.2.
8.	A is correct. Hence, it is assumed that the entity has neither
the intention nor the need to liquidate or curtail materially the
scale of its operations. If such an intention or need does exist
(e.g. due to an economic downturn) the financial statements
may have to be prepared on a different basis and, if so, the
basis is disclosed. Reference is made to the International
Financial Reporting Standards, Conceptual Framework,
Chapter 4.1.
9. A is correct.
10.	B is correct. The activities should be reported as part of
the activities of the Supervisory Board in accordance with
Corporate Governance Code III.1.2.

III. Compliance and regulatory
1.	B is correct. The AFM’s primary mission is to protect investors
and maintain the integrity of the securities markets. Its focus
is to provide timely and accurate information for investors
to make informed investment choices, not to restrict risky or
speculative issuances.
2.	C is correct. Only a and b are mentioned in the “Wet toezicht
financiële verslaggeving” article 2 as recommendations by the
AFM to the issuing party.
3.	B is correct. Reference is made to the “Wet op het financieel
toezicht” article 5.2 referring to the AFM as the competent
legal authority. The relevant Stock Exchanges will apply their
own rules.
4.	A is correct. The scope of the law is well-defined. Reference is
made to Wwft articles 1 and 2.
5.	D is correct.
	SBR will become the data standard for tax returns according
to the Dutch Tax Authorities per 1/1/2013 (being the annual
returns for fiscal year 2012).
	
Note: for entities that report to SEC, XBRL mandates are
already in place. For entities that report to EBA and/or EIOPA,
XBRL mandates are expected from 2014.

6. E is correct.
	Extensible Business Reporting Language (XBRL) identification
tags reduce and eliminate the need for employees to manually
input data into software applications like Excel or Oracle
for transfer to electronic tools such as a website or a blog.
Because computers can read the identification tags easily
there is no need to manually compare entered data. Data
entry keying mistakes are quickly analyzed and highlighted
automatically using XBRL. Combined, this equaled higher
costs to send, receive, validate and audit the financial records.
XBRL is expected to reduce these costs significantly. XBRL can
read and understand data sent between various computers
using different languages.
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IV. Risk and Controls
1.	D is correct. Internal control is broadly defined as a process,
effected by an entity’s board of directors, management,
and other personnel, that is designed to provide reasonable
assurance regarding achievement of objectives. From the
perspective of preparing financial statements, answer b is
applicable.
2.	B is correct. An effective system of internal control over
financial reporting should provide reasonable assurance that
material misstatement of the financial statements due to fraud
and error will be prevented or detected, but cannot provide
absolute assurance.
3.	A is correct. Public companies acknowledge management’s
responsibility for establishing and maintaining adequate
internal risk management and control systems in accordance
with Dutch Corporate Governance Code best practice
provision II.1.5.
4.	A is correct. The appointment committee is responsible for the
appointment of executives and the assessment with regard to
the proper qualifications of the executives.
5.	B is correct. The Code dates from 2008 and does not (yet)
refer to sustainability reporting or integrated reporting.
Reference is made to article II.5.4.
6.	A is correct. Reference is made to article III.5.5 of the Code.
In view of the importance of this finding and the possibility
of management fraud, the auditor shall directly liaise with the
Audit Committee.
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Sources and references

Commitment to effective corporate governance
Deloitte has a number of programs and initiatives that demonstrate
its commitment to helping boards and Audit Committees enhance
their effectiveness and overall corporate governance.

References
•	NBA, De Raad van Commissarissen als opdrachtgever van de
accountant (Betrekking hebbende op OOB), adviesrapport,
september 2011

Center for Corporate Governance
The Deloitte Center for Corporate Governance is a resource for
executives, directors, and the governance community on the latest
and most relevant corporate governance trends, regulations, and
leading practices. The center generates research and roundtables
on current boardroom issues and conducts a monthly Dbrief
webcast series on governance topics. The Center for Corporate
Governance website at www.corpgov.deloitte.com offers timely,
relevant, and balanced governance information for boards of
directors, senior executives, investors, and others interested in
governance.

• Nederlandse Code Corporate Governance

Governance services
Deloitte governance services include board evaluations, board
and committee practice benchmarking, and in-the-boardroom
director development programs. Services draw on the full
range of Deloitte’s experience in areas critical to board
effectiveness. To learn more, contact your Deloitte partner or
e-mail us at jbune@deloittte.nl

• Deloitte US, Audit Committee Resource Guide, 2011
•	Deloitte the Netherlands, Maatwerk in Governance Services,
2012
• ...and inspiration from various other sources.
For further information please feel free to contact your personal
Deloitte contact partner or:
Huub Wieleman at hwieleman@deloitte.nl
Jan Buné at jbune@deloitte.nl
Eric de Weerdt at edeweerdt@deloitte.nl
If you would like to receive the appendices in a Word template
so that you could edit/save them, please send an e-mail to
commissarissen-agenda@deloitte.nl
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