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* Innovative product

e Passionate employees and
customers

» Surpassing S2b+ sales in next 30
days

* Global Business Transformation

* High velocity of change

"THE STUFF
IS LEGIT!"

We fused down with Omni-Heat™
synthetic insulation for lightweight

warmth and heat retention. v l | II
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Overconsumption

* High volume of change that requires
significant judgment, critical decisions and
resources to execute

 Key Change Impacts

 PCAOB Staff Alert 11 Impact
 COSO ’13 Transition
* Global Business Transformation

* |Implications of a short execution cycle

* |Increasing number of auditor conversations

* Expanding demand by executive
management to be informed and involved

* Evolving external auditor positions
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Breaking Down Communication Barriers

The importance of the 2nd
line of defense. Leverage
compliance to:

e Establish front line
communications with
the Business and
Auditors

* Manage audit relations

* Centralize ownership

* Meet emerging issues
head on

* Facilitate scoping and
risk profiling

* Document key internal
control related positions

The Three Lines of Defense Model

Governing Body / Board / Audit Committee
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1st Line of Defense

Senior Management

t

Znd Line of Defense
Financial Control

Security
Risk Management

t

3rd Line of Defense

Inspection
Compliance

Adapted from ECIIA/FERMA Guidance on the 8th EU Company Law Directive, article 41
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Drawing the Line — The Proliferation of
Guidance

* Proactively establish management’s position
* Address the spirit of the guidance
* Avoiding the checklist mentality
* Delineating audit requirements vs. management requirements
* Intent of the guidance is not new; extent of documentation is new
 Engage the auditors for greater transparency
* Maturing from passive guidance to proactive partnering; no surprises
* Engaging the auditors for substance, examples and client
comparisons
* Inquire of the testing strategy upfront; know the end state
Establish a monitoring plan for the external audit
* Measuring the ‘Health of the Audit’
* Formally evaluate auditor performance
* Project managing the audit
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Increased Audit Scrutiny

Staff Alert 11 - Substantial impact to management to implement and be audited (IPE/MRC)

— MRC: Management Review Controls
* Exhaustively testing the design and operation (investigation, precision, etc.)
* Rigorous in-depth walkthroughs
* Prior year documentation and responses are not sufficient
* Extent of evidence rises substantially with the risk level
* In depth competency and authority questions
* Tuningin to the degree of judgment
— IPE: Information Produced by the Entity
* High degree of focus on the completeness and accuracy of key reports and spreadsheets
* Document of report parameters, tie-out of source data and formula validation, etc.

COSsO

— Yearl
 What do we need to do now?
* Do I map to the points of focus? ‘My audit firm told me to.
* To what extent do we document? To what extent do we remediate?
* Why are the COSO 13 adoption rates for KPMG clients different from Deloitte?

— Year 2+
 |terative cycle of continuous improvement — roadmap and refine. Use COSO 13 as a

lever to target future opportunities
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Example: Increased Audit

Control ID:

Documentation

C-FAS-08

On a monthly basis, the Fixed Asset Supervisor reviews for completeness, accuracy and reasonableness the fixed asset
roliforward (i.e., the general ledger account reconciliation) that is prepared by a Fixed Asset Accountant.

Authority of Control Owner /
Performer:
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Marketplace Trends

 PCAOB is observing an increase in control
opinion restatements

* SECis increasingly questioning control
opinions in relationship to immaterial
restatements

* Increase in SDs and MWs in the IT space —
assessing the pervasiveness of ICFR impact

* Allocation of resources and budget to audit
and compliance is on the rise

* Regulatory burden is weighing on the
business, but it can be managed

* Reliability of financial statements is steadily

More Reliable

Percentage of financial
restatements warning that
prior results were unreliable

70%

20
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Note: Among SEC 10-K filers

Source: Audit Analytics “Year to date
The Wall Street Journal
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Key Takeaways

Plan and scope carefully

Compliance is increasingly a moving target, establish a position,
document it, periodically reassess

Define what a successful audit relationship means to you

Align external audit and internal audit activities to the extent
feasible

Identify opportunities to ease the burden on the business

Educate and communicate for increased proficiency and adoption
rates

Leverage the compliance function to serve in an advisory capacity to
management

Delineate audit requirements vs. management requirements

Each audit firm’s level of transparency differs; challenge it; ask for it

. Engage management to formally evaluate external auditor

performance
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