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TASK-BASEDSIMULATIONS

TASK-BASEDSIMULATION1L: WrittenCommunication

o Written Communication I Help I
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The Chairman of the Board of Directors is worried about the upcoming audit. Specifically, he is concerned
about how he will prove to the auditors that the Board of Directors has fulfilled its' oversight function in
accordance with the COSO Internal Control-Integrated Framework. As the Chief Financial Officer, draft a memo
to the Chairman describing what the auditors might look for in regards to the following board attributes:

e Operates independently
e Monitors risk

¢ Retains financial reporting expertise

» Oversees audit activities
Type your communication in the response area below using the word processor provided.

REMINDER: Your response will be graded for both technical content and writing skills. Technical
content will be evaluated for information that is helpful to the intended reader and clearly relevant to the
issue. Writing skills will be evaluated for development, organization, and the appropriate expression of
ideas in professional correspondence. Use a standard business memo or letter format with a clear
beginning, middle, and end. Do not convey information in the form of a table, bullet point list, or other
abbreviated presentation.

MEMORANDUM
To: Chairman, Board of Directors

Subject:  Board Oversight

[Response area]

Sincerely,

Chief Financial Officer
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TASK-BASEDSIMULATION1:Solution

MEMORANDUM
To: Chairman, Board of Directors
Subject: Board Oversight

The purpose of this memo is to identify and explain the kinds of activities that will enable the auditors to conclude that the

Board of Directors is fulfilling its' oversight function in accordance with the COSO Internal Control-Integrated Framework.

One of the characteristics of an effective board is the ability of each member to provide independent advice to our company.
You may recall, annually our company requires each board member to disclose in writing any personal relationships and
material direct or indirect financial transactions with our company. In addition to this, we have a process in place where the
Vice President of the board reviews these disclosures and evidences his review via signature on the certification statement.
Before any vote is taken, the VP verbally reminds board members to vote independently and, if applicable, has the power to
ask board members to recuse themselves from the vote in the event that they are not entirely independent on the issue at
hand. While our by-laws document the responsibilities of the Vice President, the board minutes document the actions of the
board and VP, consistent with the policy defined in the by-laws. Rest assured that the auditors will review both of these

documents and find the evidence to support a conclusion on board oversight.

We also have a separate nominating committee that identifies and screens potential board members. Evidence that the
nominating committee has performed their duties includes a review of background checks performed as well as the written

recommendations made by this committee.

Another attribute that the auditors will assess is the board's ability to monitor risk. One of the most powerful ways to
demonstrate effective board oversight is to establish an empowered audit committee with the authority and responsibility to
meet privately with internal and external auditors and respond directly to significant audit findings. Even staffing the audit
committee with knowledgeable financial professionals such as CPAs provide additional comfort to auditors that the board
has the capacity to understand the gravity of the issues put before them. While the auditors have both the charter and by-
laws to support the creation and empowerment of the audit committee, their selection and retention provides further support

that the audit committee is actually performing the responsibilities assigned to it.

Further proof of effective oversight can be obtained by reviewing the certification statements made by the audit committee,
which attest to review activities performed and decisions made. In addition, the board minutes document the adoption of
new accounting policies and procedures. And lastly, the auditors can examine whistleblower logs to determine how

complaints were handled and the timeliness of the board response.

As you can see, we have a nhumber of mechanisms already in place that will objectively demonstrate the effectiveness of

our board. The board does an excellent job and you will be very well prepared to speak to these issues with our auditor.

Feel free to contact me should you need anything further regarding this matter.

Sincerely,

Chief Financial Officer
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TASK-BASEDSIMULATION1:Solution

MEMORANDUM
To: Chairman, Board of Directors
Subject: Board Oversight
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Sincerely,

Chief Financial Officer
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TASK-BASEDSIMULATION1:Sol/ution

MEMORANDUM
To: Chairman, Board of Directors

Subject: Board Oversight

This memo describes the types of activities that will allow auditors to conclude that the Board of
Directors is fulfilling its oversight function in accordance with COSO.

At first, independence is an important characteristic of an effective board. Annually, board members
should submit details in writing about any material direct or indirect financial transactions they
have had with the company. Second, the ability to retain experts who monitor risk is an important
characteristic of a board. By establishing an empowered board that includes professionals, such as
CPA’s, offers assurance to the auditor. Finally, keeping minutes from board meetings provides
assurance that the board is overseeing audit activities.

These activities will objectively demonstrate the oversight function of the board of directors.

There are of course other activities to consider. I would be happy to discuss these with you at your
convenience.

Regards,

Sincerely,
Chief Financial Officer
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TASK-BASEDSIMULATION1:Solution

MEMORANDUM
To: Chairman, Board of Directors
Subject: Board Oversight
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Sincerely,

Chief Financial Officer
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