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Brought to you by...

» Bare Bone Board Basics - for the Private Company is a co-production of Financial Poise, Executive
Forum, Vistage, Private Director Symposium, ChamberWise, and the following chapters of the Private
Directors Association:

= Alabama

= Dallas

= DC Metro

= Nashville

= New England

= New York Metro
= Tampa Bay

=  Wisconsin

» (o to htips://www.privatedirectorsassociation.org/chapters for contact information for any of these, or
other, chapters.
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About the Episode - The Workings of the Audit Committee

This 11th episode of Bare Bone Board Basics focuses on the audit committee, a committee of a board of directors
with responsibility for the oversight of the Company’s financial reporting and disclosure process.

Every public company must have one. And it is best practice for many private companies to have one. While the
role of an audit committee is usually less complex in the setting of a private company, it is no less important.

As noted by Corporate Compliance Insights, “[w]hether required or optional, the benefits of an independent audit
far outweigh the costs because an audit helps the board of directors meet its fiduciary duty to provide objective
oversight and monitoring and protect stakeholders’ interests. Additionally, an audit committee that is supported

by an internal audit function links monitoring, governance, and oversight of the company with oversight of the
internal control environment.”
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Bare Bone Board Basics — for the Private Company
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Series Overview & Preview — Welcome to the (Boardroom) Jungle

Public v. Private & Fiduciary v. Advisory: Different Boards for Different Situations

Where the Board’s Duties Stop & the C-Suite’s Duties Beqin: An Overview of a Board’s Functions & Fiduciary Duties

How to Conduct an Effective Board Meeting

Committees of a Board & Work Between Board Meetings

Recruiting & Remunerating Directors & What Directors Should Do Before Saying “Yes”

Special Issues Require Special Attention: Retaining Experts & Conducting Investigations

Soft Skills Workshop: Leadership, Communication & Trust

Enterprise Risk Management

Going into Executive Session
The Workings of the Audit Committee

The Workings of the Compensation Committee (December 14, 2022 premiere date)

Advising Companies that Are or May Be Insolvent (January 25, 2023 premiere date)

Special Committees for Special Considerations (February 22, 2023 premiere date)

Special Committees for Special Considerations (March 22, 2023 premiere date)
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https://privatedirectorsymposium.org/episode-10-going-into-executive-session/
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https://privatedirectorsymposium.org/episode-12-the-workings-of-the-compensation-committee/
https://privatedirectorsymposium.org/upcoming-events/bare-bone-board-basics-for-the-private-company-webinar-series-2022/
https://privatedirectorsymposium.org/upcoming-events/bare-bone-board-basics-for-the-private-company-webinar-series-2022/
https://privatedirectorsymposium.org/upcoming-events/bare-bone-board-basics-for-the-private-company-webinar-series-2022/

Disclaimer

The material in this webinar is for informational purposes only. It should not be considered
legal, financial or other professional advice. You should consult with an attorney or other
appropriate professional to determine what may be best for your individual needs. While the
webinar producers and speakers take reasonable steps to ensure that information presented
is accurate, they make no guaranty in this (or any) regard.
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Audit committee membership is a lot of work

a. “Itis often said that being on an audit committee is a part-time job with full-time
responsibilities” (source: )

b. Survey of private company board members reveals that many meet about 8 times per year
for about 2-3 hours (source: (citing to a 2014 NACD Public Company
Governance Survey))

c. “In essence, every audit committee’s role is to stand objectively in the gap between
management, the external auditors and the people who provide the capital to make it all
happen, ensuring that those capital providers receive complete, accurate and timely
financial information that has been subjected to an appropriate level of scrutiny” (source:

)
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Taking a step back: what is an audit?

a.

“Auditing is defined as the on-site verification activity, such as inspection or examination,
of a process or quality system, to ensure compliance to requirements. An audit can apply
to an entire organization or might be specific to a function, process, or production step.
Some audits have special administrative purposes, such as auditing documents, risk, or
performance, or following up on completed corrective actions” (Source: )

“An audit is defined as ‘a formal examination of an organization’s financial situation’... The
purpose of a financial audit is to provide assurance that financial statements are presented
accurately and in conformity with generally accepted accounting principles (GAAP)
allowing business owners to make confident business decisions” (Source: )
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A company does not need to do an audit to have an
audit committee

a. A financial audit is the highest level of assurance service offered by a public accounting
firm

b. A private company may choose to engage a public accounting firm to perform a ‘lower
level’ service yet still have an ‘audit committee’

c. Such lower-level services include:

I. Review
ii. Compilation
iii. Financial statement preparation
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Alternatives to an audit: review

a. A review of financial statements includes performing inquiry and analytical
procedures in order to express limited assurance that there are no material
modifications that should be made to the financial statements

i. Just like with an audit, the accountant must be independent to perform a
review. However, a review does not include:

ii. Obtaining an understanding of the company’s internal controls
iii. Assessing fraud risk

iv. Examining audit evidence
v. Testing accounting records through inspection, observation or outside
confirmation
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Alternatives to an audit: compilation & preparation
of financial statements

a. A compilation involves reading the financial statements to consider whether they appear
appropriate in form and are free from obvious material misstatements

a. Accountant not required to make inquiries or perform other procedures to verify,
corroborate, or review the information supplied by the company

b. An accountant is not required to be independent to prepare compiled financial
statements; however, if the accountant is not independent, that fact must be
disclosed in the compilation report.

b. Preparation of financial statements is a service intended primarily for management or
owner use in managing a business

a. Comparable to what an internal controller might provide to management
b. Does not include the issuance of a formal report on the financial statements
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Typical audit committee responsibilities are very broad

a.

External auditor oversight

Internal audit department oversight

Internal controls
Compliance
Financial reporting

Risk management
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External auditor oversight function

a. Hiring

I. Pre-approving all services
ii. Ensuring independence annually

b. Evaluating
c. Overseeing
d. Compensating

e. Firing
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Internal audit department oversight function

a. Evaluates performance, responsibilities, audit plan, budget & staffing of the internal audit
function

b. Oversees senior officer responsible for internal audit function/assessment of
independence

c. Regular meetings with head of internal audit department are SO

Copyright © 2022 « Private Directors Association and DailyDAC, LLC. All rights reserved.

14



Internal controls function

a. Financial reporting
b. Disclosure controls

c. Code of conduct
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Compliance function

a. Legal
b. Regulatory

c. Ethics
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Financial reporting function

a. Review of financial statements & audit; making of recommendations re same to full Board

b. AC Chair is first point of contact for significant disagreements re accounting practices or
financial statements

Copyright © 2022 « Private Directors Association and DailyDAC, LLC. All rights reserved.

17



Risk Management Function

a. Cyber
b. Whistleblower function

c. See Episode #9, Enterprise Risk Management
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What skills/experience should a member of an audit
committee have?

a. Accounting
b. Finance

c. “Financial expert” status

i. In 2003, the SEC adopted rules implementing section 407 of the Sarbanes-Oxley
Act of 2002 (“SOX”), requiring a public company to disclose whether at least one
audit committee financial expert (“ACFE”) serves on its audit committee or to
disclose the reason for not having such an expert.

d. Independence
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What is independence?

a. An audit committee member who only receives compensation for their service as a
director/committee member and who is not an affiliated person of the company or any of
its subs
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More about ‘financial experts’

a. Under SEC rules, an ACFE is defined as an individual possessing all of the following
attributes:

i.  An understanding of GAAP and financial statements;

ii. The ability to assess the general application of GAAP to accounting for estimates,
accruals, and reserves;

iii. Experience preparing, auditing, analyzing, or evaluating financial statements of a
breadth and level of accounting complexity generally comparable to that expected
to be present in the company’s financial statements (or experience actively
supervising others engaged in such activities);

iv. An understanding of internal control over financial reporting; and

v. An understanding of audit committee functions.
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More about ‘financial experts’ (cont’d)

a. To qualify, an individual must have gained the foregoing attributes through any of the
following means:

i. Education and experience 1) in a position as a principal financial or accounting
officer, controller, public accountant, or auditor, or 2) in a position involving similar
functions

ii. Experience in actively supervising a principal financial or accounting officer,
controller, public accountant, or auditor (or an individual performing similar
functions);

lii. Experience in overseeing or assessing companies or public accountants in the
preparation, auditing, or evaluation of financial statements; or

iv. Other relevant experience.
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Hot 1ssues

a.

b.

Increased reporting/disclosure requirements

ESG —

I. climate related reporting
ii. Human capital

Scope creep
The Great Resignation

Digital literacy - tech based audits and use of Al (this is the mitigant to staffing issues
which abound)

Cybersecurity

Fraud risk due to inflation
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Private companies may not need audit committees. Private
companies may not need any committees. Yet...

a. The origin of the modern audit committee dates back to 1939 when the NYSE first
recommended that public companies have one

b. A public company now must have (i) audit, (ii) compensation, and (ii) nom/gov committees
but private companies do not

c. Some states require private co-ops to have them

d. As of about 2004, per a survey by the National Association of Corporate Directors, about
80% of private companies had an audit committee

e. Best practices, today, call for all private companies to have at least (i) audit, (ii)
compensation, and (ii) nom/gov committees
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Why audit committees are so common among private
companies

a. “The benefits of an independent audit far outweigh the costs because an audit helps the
board of directors meet its fiduciary duty to provide objective oversight and monitoring and
protect stakeholders’ interests”

b. “Additionally, an audit committee that is supported by an internal audit function links
monitoring, governance and oversight of the company with oversight of the internal control
environment”

c. “By taking a fresh look at the inner workings of an organization, the audit committee
provides the professional experience needed to assess the organization’s corporate-level
risks, discuss the areas of greatest risk and create appropriate work plans to mitigate
those risk”

Source: (authored by of Grant Thornton)

Copyright © 2022 « Private Directors Association and DailyDAC, LLC. All rights reserved.

25


https://www.corporatecomplianceinsights.com/audit-committees-in-the-private-sector-essential-or-excessive/
https://www.linkedin.com/in/warrenstippich/

About the Faculty
« Larry King

 Christina Rashid

« Herbert Chain

 Jonathan Friedland
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Herbert Chain

Director at CBIZ Marks Paneth and shareholder in Mayer Hoffman McCann P.C., where he is a member of the
quality management group responsible for engagement quality reviews, and consultations on independence,
auditing, and accounting matters.

38 years with Deloitte (27 as audit partner), until mandatory retirement. He also served as an Assistant Professor in
the Department of Accountancy at St. John’s University and led the Tobin Center for Executive Education. He
remains an adjunct professor at St. John’s University, where he teaches professional ethics and SEC practice.
Currently serves as independent director and audit committee chair or member for two public companies (The
RENN Fund (Chair) and FRMO Corp.) and two private companies (Qlarant (Chair) and Zergratran (Chair)).
Director or Trustee and treasurer of The Warrior Connection and of The Kew-Forest School. Mr. Chain is a member
of the Private Directors Association and the National Association of Corporate Directors, holding the PDA’s
Certificate in Private Company Governance and the NACD'’s Directorship Certification.

Member of the American Institute of Certified Public Accountants and the New York State Society of Certified
Public Accountants. He serves as Chair of the NYSSCPA SEC Committee and is a member of the following
NYSSCPA committees: Investment Company, Stockbrokerage, SEC, Digital Assets, and Peer Review and Quality
Control.

Received his BS degree (Marine Geology) from Duke University, an MBA from the Wharton Graduate School of
Business, an MS in Global Studies (International Relations) from New York University, and is completing his DBA
from the International School of Management.
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J onathan Friedland

Jonathan Friedland is a principal with Much Shelist, P.C. He has a reputation for fiercely representing clients based throughout the United States-
in the boardroom, in the courtroom, and everywhere in between, for his creative and practical strategies to get deals done, and for his talent in

explaining very complex concepts in plain English.

Jonathan’s transactional work includes serving as outside general counsel to privately-owned businesses and their boards and principals,
representing private funds and others in their M&A activities, and structuring new businesses, business lines, joint ventures, and other significant
commercial relationships. Jonathan regularly advises clients on various issues, including fiduciary duties, corporate structuring issues (between
shareholders, members, joint ventures, etc.), credit negotiations, general contract issues, succession planning, employee matters, and business

disputes.

Jonathan’s corporate restructuring and insolvency experience is extensive. He regularly advises companies in financial distress, leading debtor
representations in Chapter 11 cases, assignments for the benefit of creditors, controlled Article 9 processes, out-of-court workouts, and wind-downs
for scores of companies, ranging in size from under $5 million of revenue to more than $1 billion. Jonathan also has extensive experience

representing other constituents in these situations, including owners, directors, senior management, creditors, investors, and buyers.

Jonathan consistently ranks as a top business law attorney in various surveys. He holds the highest possible rating from Martindale-Hubbell (AV®
Preeminent™), AVVO (10/10), and Justia (10/10). He has repeatedly been recognized as a “Super Lawyer” in multiple practice areas, including
Business/Corporate Law and Bankruptcy & Creditor/Debtor Rights. He has been named a “Leading Lawyer” by Leading Lawyers Magazine
several times and has received other similar distinctions. In the past, Jonathan has served as (a) an Adjunct Professor of Strategic Management at
the University of Chicago’s Graduate School of Business for several years, and (b) the 2006 Clayton Center for Entrepreneurial Law Visiting
Professor of Business Law at the University of Tennessee College of Law. Jonathan graduated from the State University of New York at Albany,
magna cum laude, in 1991 (after three years of study) and from the University of Pennsylvania Law School in 1994. He clerked for a federal judge

for one year between law school and entering private practice.
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Larry King

Larry King is a proven and effective Board Director, strategic leader, serial entrepreneur and business builder with
over 30 years of extensive experience assisting companies with growth and complex transactions. Larry strives to
achieve collaboration at all levels of an organization by setting the example.

Larry currently serves on the Advisory Board and as the CFO and COO at WhamTech, Inc., on the Advisory Boards
for Amegy Bank-Dallas and BlockQAI, LLC, and on the Advisory Council to the Board (President 2016/2017;
Executive Committee 2015-2018) for Association for Corporate Growth (ACG) DFW. Larry has served as a Lead
Director, Audit Committee Chair, and member of the Compensation Committee and the Nominating & Governance
Committee for a public company and as a Board member for a number of private companies. He is also a co-founder
of the Dallas-Fort Worth Chapter of Private Directors Association.

Larry founded and grew KBA Group, LLP into the largest Dallas based CPA and Advisory firm and led the firm’s
strategic growth, both organic and through acquisition. Larry initiated and constructed the firm’s merger with the
tenth largest national CPA firm and served as the Dallas office Managing Partner post-merger. He later transitioned
to the role of South Region Leader of the Transaction Services Group before taking early retirement from the firm in
2015.

Larry is a graduate of Babson College, Wellesley, Massachusetts with a BS in Accounting and Operations
Research graduating Beta Gamma. He is a Certified Public Accountant and a Chartered Global Management
Accountant and has the Certificate in Private Company Governance through the Private Directors Association.
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Christina Rashid

Christina Rashid has enjoyed nearly thirty years of continuous board service for private

companies and nonprofits.

She currently serves as an independent director of First Women’s Bank (Chair of Nominating &
Governance Committee), St. Jude Children’s Research Hospital/ALSAC (Vice-Chair of Audit &
Compliance Committee), and as an Advisory Board Member and advisor to the C-Suite of

several private companies.

Christina came to board work after a long career as an operating and financial executive with
experience in leveraged lending, private equity, and venture capital, including having served as

an executive and investment committee member of a NYSE Investment Company.
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About the Co-Producers

« This is the eleventh episode in a series of webinars produced by:

« Certain chapters of the Private Directors Association®

* Financial Poise™

 Executive Forum™

* Vistage®

« Private Director Symposium™

e ChamberWise™
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About Private Directors Association®

» The Private Directors Association® (PDA) is an independent 501(c)(6) founded in 2014 and
headquartered in Chicago, IL. PDA is the only national association dedicated to improving private
companies' growth and sustainability through governance that adds value.

* Our close to 3,000 members include current and qualified future board members, private company
owners, and C-level executives of family-owned businesses, ESOPs, private equity owned, early
stage, and start-up organizations.

» The PDA’s mission is to:

= Advocate for and teach board formation and governance

= Enhance private company value through high-performing boards

= Advocate for the value of diverse and inclusive boards

= Create a national alliance of directors, executives, and private company owners interested in
board service to learn, network, and identify and attract exceptional board members
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About Executive Forum

» The Executive Forum is a highly engaged community of executives from leading
corporations who share a passion for “what’s next” to drive business growth.

* Its mission is to empower senior executives to reach their fullest career and business
potential.

» Since its formation in 1995, the Executive Forum has grown to over 400 members who are
the top-most leaders at market moving companies, run portfolios for the most innovative
Private Equity Firms and serve as directors on boards --- public, private and non-profit.

* More information can be found at www.executiveforum.orq
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About Financial Poise™

» The primary mission of Financial Poise™ is to provide reliable plain English business, financial, and
legal education to individual investors, entrepreneurs, business owners, and executives, and to help
trusted advisors do the same.

 Sign up for our free weekly e-newsletter here”.

« Learn how to write or speak for Financial Poise here. The antithesis of “pay-to-play.”

* Check out our other webinars here.

« Send any other inquiry to info@financialpoise.com

*Newsletter subscribers are offered a free webinar weekly. Subscribers never receive more than
one email per week and their information is never shared.
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Additional Information & Resources

 For more information about this series and to access the PowerPoints and case law
referenced in this webinar episode, visit www.privatedirectorsymposium.org
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