ENTERA BIO LTD.
AUDIT COMMITTEE CHARTER
The Board of Directors (the “Board”) of Entera Bio Ltd. (the “Company”) has
constituted and established an Audit Committee (the “Committee”) with the authority,
responsibility and specific duties as described in this Audit Committee Charter (this
“Charter”).
I.

Purpose

Without limiting or impacting the responsibilities of the Audit Committee or any
other committee of the Board pursuant to applicable law, the purpose of the Committee is
to: (1) oversee the accounting and financial reporting processes of the Company and the
audits of the financial statements of the Company; (2) review irregularities in the
management of the Company’s business (including without limitation, in conjunction
with the internal auditor (the “Internal Auditor”) appointed pursuant to the Israel
Companies Law, 1999, as amended from time to time (the “Companies Law”), or the
Company’s outside independent registered accounting firm/auditor (the “Independent
Auditor”)) and propose solutions for dealing with any such irregularities; (3) perform the
responsibilities described in this Charter under Section IV (“Powers and
Responsibilities”); and (4) perform additional responsibilities as required under the
Companies Law and the applicable U.S. law from time to time.
In addition to the powers and responsibilities expressly delegated to the
Committee in this Charter, the Committee may exercise any other powers and carry out
any other responsibilities delegated to it by the Board from time to time consistent with
the Company’s Articles of Association and applicable law. The powers and
responsibilities delegated by the Board to the Committee in this Charter or otherwise
shall be exercised and carried out, subject to applicable law, by the Committee as it
deems appropriate without requirement of Board approval, and any decision made by the
Committee (including any decision to exercise or refrain from exercising any of the
powers delegated to the Committee hereunder) shall be at the Committee’s sole
discretion. While acting within the scope of the powers and responsibilities delegated to
it, and subject to applicable law, the Committee shall have and may exercise all the
powers and authority of the Board. To the fullest extent permitted by law, the Committee
shall have the power to determine which matters are within the scope of the powers and
responsibilities delegated to it. Unless otherwise prescribed in this Charter, the rules and
procedures applicable to the operation of the Board shall apply to the operation of the
Committee with any necessary changes.
Notwithstanding the foregoing, the Committee’s responsibilities are limited to
oversight. Management of the Company is responsible for the preparation, presentation
and integrity of the Company’s financial statements as well as the Company’s financial
reporting process, accounting policies, internal audit function (unless otherwise stated
herein), internal accounting controls and disclosure controls and procedures. The
Independent Auditor is responsible for performing an audit of the Company’s annual
financial statements, expressing an opinion as to the conformity of such annual financial
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statements with the generally accepted accounting principles applicable to the company
(“GAAP”), such as International Financial Reporting Standards (“IFRS”) or United
States Generally Accepted Accounting Principles (“U.S. GAAP”), and reviewing the
Company’s quarterly financial statements. It is not the responsibility of the Committee to
plan or conduct audits or to determine that the Company’s financial statements and
disclosures are complete and accurate and in accordance with GAAP and applicable laws,
rules and regulations. Each member of the Committee shall be entitled to rely on the
integrity of those persons within the Company and of the professionals and experts
(including those responsible for the internal audit function, including contracted nonemployee or audit or accounting firms engaged to provide internal audit services and the
Independent Auditor) from which the Committee receives information and, absent actual
knowledge to the contrary, the accuracy of the financial and other information provided
to the Committee by such persons, professionals or experts.
II.

Membership

The Committee shall consist of at least three independent members of the Board
in accordance with the independence requirements of the NASDAQ Stock Market LLC
(“NASDAQ”) and the Securities Exchange Act of 1934, as amended (the “Exchange
Act”), subject to the applicable transition period rules or to any available exception.
Subject to the ninety-day transition period permitted under the Companies Law, a
majority of the Committee shall also be “independent”, as defined under the Companies
Law, and all external directors appointed under the Companies Law will be members of
the Committee. Additionally, each Committee member must be able to read and
understand fundamental financial statements, including a company’s balance sheet,
income statement and cash flow statement.
At least one member of the Committee shall have past employment experience in
finance or accounting, requisite professional certification in accounting, or any other
comparable experience or background which results in the individual’s financial
sophistication, including being or having been a chief executive officer, chief financial
officer or other senior officer with financial oversight responsibilities. In addition, either
at least one member of the Committee shall be an “audit committee financial expert”
within the definition adopted by the Securities and Exchange Commission (the “SEC”),
or the Company must disclose in its periodic reports required pursuant to the Exchange
Act the reasons why at least one member of the Committee is not an “audit committee
financial expert.”
The members of the Committee, including the Chair of the Committee (the
“Chair”), shall be appointed by the Board. Committee members may be removed from
the Committee, with or without cause, by the Board. In determining whether a person is
eligible to serve on the Committee, the Board shall consider, among other things, whether
such person is affiliated with the Company, a subsidiary of the Company or an affiliate of
a subsidiary of the Company to determine whether such affiliation would impair such
person’s judgment as a member of the Committee.
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No member of the Committee may have participated in the preparation of the
financial statements of the Company (or, if applicable, any of the Company’s current
subsidiaries) during the preceding three years. A member of the Committee may not,
other than in his or her capacity as a member of the Committee, the Board or any other
committee established by the Board, receive directly or indirectly from the Company any
consulting, advisory or other compensatory fee from the Company.
III.

Meetings and Procedures

The Chair (or in his or her absence, a member designated by the Chair or
approved by a majority of the members then meeting) shall preside at each meeting of the
Committee and set the agendas for Committee meetings. The Committee shall have the
authority to establish its own rules and procedures for notice and conduct of its meetings
so long as they are not inconsistent with any provisions of the Company’s Articles of
Association or the applicable law.
The Committee shall meet at least once during each fiscal quarter and more
frequently as the Committee deems desirable or appropriate. The Committee shall, at
such times as it deems appropriate, meet separately with management, with the Internal
Auditor, with the Independent Auditor or employees, to discuss any matter that the
Committee or any of these persons or firms believe should be discussed privately. The
Committee may meet by telephone conference call or by any other means permitted by
applicable law and the Company’s Articles of Association. The Committee will maintain
written minutes of its meetings. In addition, the Committee may take decisions by means
of unanimous written consent.
A majority of Committee members shall constitute a quorum for conducting
business at a Committee meeting, provided that a majority of those present are
Independent Directors and at least one of them is an External Director (each as may be
defined under the rules of the Nasdaq and the Companies Law, respectively). The act of a
majority of Committee members present at a Committee meeting at which a quorum is in
attendance will be the act of the Committee, unless a greater number is required by
applicable law or the Company’s Articles of Association. The Committee may ask
members of management or others to attend meetings and provide pertinent information,
as necessary; provided that no person may attend meetings or any portion thereof to the
extent prohibited by the applicable law. The Committee may exclude from its meetings
any persons it deems appropriate. A person who is not eligible to be appointed as a
member of the Committee shall not attend meetings, unless the Chair of the Committee
deems such person is required in order to present a certain issue, however: (i) an
employee of the Company who is not the controlling shareholder or his or her relative
may be present at the meetings, so long as a decision is made without his or her presence;
and (iii) the Company’s general counsel and corporate secretary which are not a
controlling shareholder or his or her relative may be present during meeting and the
decision making, if so requested by the Chair.
The Independent Auditor will be notified regarding meetings of the Committee
where the agenda includes financial reporting and audit, and will be entitled to participate
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in such meetings, and the Internal Auditor will be notified regarding and entitled to
participate in all meetings of the Committee. The Internal Auditor may also request the
Chair to arrange for a meeting of the Committee to discuss a certain issue, and the Chair
will arrange for such meeting within a reasonable time, should he or she find such request
appropriate.
The Committee may retain any independent counsel, experts or advisors
(accounting, financial or otherwise) that the Committee believes to be necessary or
appropriate. The Committee may also utilize the services of the Company’s regular legal
counsel or other advisors to the Company. The Company shall provide for appropriate
funding, as determined by the Committee, for payment of compensation to the
Independent Auditor for the purpose of rendering or issuing an audit report or performing
other audit, review or attest services, for payment of compensation to any advisors
employed by the Committee and for ordinary administrative expenses of the Committee
that are necessary or appropriate in carrying out its duties.
The Committee may conduct or authorize investigations into any matters within
the scope of the powers and responsibilities delegated to the Committee.
IV.

Powers and Responsibilities

The basic responsibility of the members of the Committee is to exercise their
business judgment to act in what they reasonably believe to be in the best interests of the
Company and its shareholders. In discharging that obligation, members should be entitled
to rely on the honesty and integrity of the Company’s senior executives and its outside
advisors and auditors, to the fullest extent permitted by law. In addition to any other
responsibilities which may be assigned from time to time by the Board, the Committee is
responsible for the following matters.
A.

Interaction with the Independent Auditor.

1.
Appointment and Oversight. The Committee shall be directly
responsible for the appointment, compensation, retention and termination of the
Independent Auditor (subject to shareholder ratification) and the Independent Auditor
must report directly to the Committee. The Committee shall also be directly responsible
for the oversight of the work of the Independent Auditor, including resolution of
disagreements between management and the Independent Auditor regarding financial
reporting, and shall maintain free and open communication (including separate private
sessions from time to time) with the Independent Auditor. Without limiting the aforesaid,
the Committee shall examine the Independent Auditor’s scope of work and fees and
submit its recommendations to shareholders at the general meeting.
2.
Pre-Approval of Services. Before the Independent Auditor is
engaged by the Company or its subsidiaries to render audit or non-audit services, the
Committee shall pre-approve the engagement. The Committee may delegate to one or
more designated members of the Committee the authority to grant pre-approvals,
provided such approvals are presented to the Committee at a subsequent meeting. If the
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Committee elects to establish pre-approval policies and procedures regarding non-audit
services, the Committee must be informed of each non-audit service provided by the
Independent Auditor.
B.
Independence of Independent Auditor. The Committee shall, at least
annually, review the independence and quality control procedures of the Independent
Auditor and the experience and qualifications of the Independent Auditor’s senior
personnel that are providing audit services to the Company. In conducting its review:
1.
The Committee shall obtain and review a report prepared by the
Independent Auditor describing: (a) the auditing firm’s internal quality control
procedures; and (b) any material issues raised by the most recent internal quality control
review, or peer review, of the auditing firm, or by any inquiry or investigation by
governmental or professional authorities, within the preceding five years, respecting one
or more independent audits carried out by the auditing firm, and any steps taken to deal
with any such issues.
2.
The Committee shall ensure that the Independent Auditor prepares
and delivers, at least annually, a written statement delineating all relationships between
the Independent Auditor and the Company. The Committee shall actively engage in a
dialogue with the Independent Auditor with respect to any disclosed relationships or
services that, in the view of the Committee, may impact the objectivity and independence
of the Independent Auditor. If the Committee determines that further inquiry is advisable,
the Committee shall take, or recommend that the Board take, appropriate action in
response to the Independent Auditor’s report to satisfy itself of the auditor’s
independence.
C.

Annual Financial Statements and Annual Audit.
1.

Meetings with Management and the Independent Auditor.

(i)
The Committee shall meet with management and the
Independent Auditor in connection with the planning of each annual audit to discuss the
scope of the audit, the procedures to be followed and the staffing of the audit.
(ii)
The Committee shall review and discuss with the
Independent Auditor and, if appropriate, management: (a) major issues regarding
accounting principles and financial statement presentations, including any significant
changes in the Company’s selection or application of accounting principles, and major
issues as to the adequacy of the Company’s internal controls, including whether there
are any significant deficiencies and material weaknesses in the design or operation of
internal control over financial reporting which are reasonably likely to affect the
Company’s ability to record, process, summarize and report financial information and
any fraud involving management or other employees with a significant role in internal
control over financial reporting, as well as any special audit steps adopted in light of
material control deficiencies; (b) any analyses prepared by management or the
Independent Auditor setting forth significant financial reporting issues and judgments
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made in connection with the preparation of the Company’s financial statements,
including analyses of the effects of alternative methods of applying GAAP on the
Company’s financial statements; (c) the effect of regulatory and accounting initiatives,
as well as off-balance sheet structures, on the Company’s financial statements; (d) any
recent developments in accounting standards and practices; (e) any “management” or
“internal control” letter issued or, to the extent practicable, proposed to be issued by the
Independent Auditor and management’s response, if any, to such letter, (f) any
additional material written communications between the Independent Auditor and
management, (g) any communications between the audit team and the Independent
Auditor’s national office with respect to auditing or accounting issues presented by the
engagement and (h) engagement letters of the Independent Auditor and the Internal
Auditor.
(iii) The Committee shall review and discuss the annual audited
financial statements with management and the Independent Auditor, including
disclosures under “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” prior to the filing of the Company’s Annual Report.
2.

Separate Meetings with the Independent Auditor.

(i)
The Committee shall review with the Independent Auditor
any problems or difficulties the Independent Auditor may have encountered during the
course of the audit work, including any restrictions on the scope of activities or access to
required information or any significant disagreements with management and
management’s responses to such matters or any accounting adjustment that were noted or
proposed by the auditor but were not adopted or reflected or any significant
disagreements between management and the independent auditor.
(ii)
The Committee shall review and discuss with management
and the Independent Auditor any material off-balance sheet transactions, arrangements,
obligations (including contingent obligations) and other relationships of the Company
with unconsolidated entities of which the Committee is made aware that do not appear on
the financial statements of the Company and that may have a material current or future
effect on the Company’s financial condition, results of operations, liquidity, capital
expenditures, capital resources or significant components of revenues or expenses.
(iii) The Committee shall review and discuss with management
and the independent auditor (i) any analyses or other written communications prepared by
management and/or the independent auditor setting forth significant financial reporting
issues and judgments made in connection with the preparation of the financial statements,
including analyses of the effects of alternative accounting methods on the financial
statements; and (ii) the critical accounting policies and practices of the Company.
(iv)
The Committee, or the Chair of the Committee, may review
any of the Company’s financial information and earnings guidance provided to analysts
and ratings agencies and any of the Company’s other financial disclosures, such as
earnings press releases, as the Chair of the Committee deems appropriate.
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3.
Recommendation to Include Financial Statements in Annual
Report. The Committee shall, based on the review and discussions in paragraph C(1)(iii)
and based on the disclosures received from the Independent Auditor regarding its
independence and discussions with the auditor regarding such independence pursuant to
paragraph B(2) above, determine whether to recommend to the Board that the audited
financial statements be included in the Company’s Annual Report for the fiscal year
subject to the audit.
D.
Interim Financial Statements. The Committee shall review the interim
financial statements and disclosures under “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” with management and the Independent
Auditor prior to the filing of the Company’s quarterly financial statements. Also, the
Committee shall discuss the results of the quarterly review and any other matters required
to be communicated to the Committee by the Independent Auditor under GAAP.
E.

Other Powers and Responsibilities.

1.
The Committee shall discuss with management and the
Independent Auditor the Company’s earnings press releases (with particular focus on any
“pro forma” or “adjusted” non-GAAP information), as well as financial information and
earnings outlook provided to analysts and rating agencies. The Committee’s discussion in
this regard may be general in nature.
2.
The Committee shall review any impairment in the management of
the Company’s business, including without limitation, in consultation with the Internal
Auditor or the Independent Auditor and suggest an appropriate course of action to the
Board.
3.
To the extent required under the applicable law, the Committee
shall: (a) conduct an appropriate review and oversight of all “related party transactions”
for potential conflict of interest situations on an ongoing basis, as required under the
applicable law, and approve such transactions, where required; (b) decide if an action of
an officer is “material”; and (c) decide if a transaction of the Company with an officer or
controlling shareholder (or in which they have a personal interest) is an “extraordinary
transaction” and the way in which a “non-redundant transaction” shall be approved,
including such type of non-redundant transactions which shall require the approval of the
Committee.
5. The Committee shall discuss with the Independent Auditor and any
other organ of the Company as the Committee deems appropriate at its sole discretion,
any correspondence from or with regulators or governmental agencies, any employee
complaints or any published reports that raise material issues regarding the Company’s
financial statements, financial reporting process, accounting policies or internal audit
function.
6.
The Committee shall receive corporate attorneys’ reports of
evidence of a material violation of securities laws or breaches of fiduciary duty.
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8.
The Committee shall establish procedures for the receipt, retention
and treatment of complaints received by the Company regarding impairment in the
business management, accounting, internal accounting controls or auditing matters. The
Committee shall also establish procedures for the confidential and anonymous
submission by employees regarding questionable accounting or auditing matters.
9.
The Committee shall provide the Company with the report of the
Committee with respect to the audited financial statements for inclusion in each of the
Company’s annual proxy statements.
10.
The Committee, through its Chair, shall report regularly to, and
review with, the Board any issues that arise with respect to the quality or integrity of the
Company’s financial statements, the Company’s compliance with legal or regulatory
requirements, the performance and independence of the Company’s Independent Auditor,
the performance of the Company’s internal audit function, the Internal Auditor’s work
plan or any other matter the Committee determines is necessary or advisable to report to
the Board, including any new or proposed accounting policies to be adopted by the
Company or any new standards promulgated by the SEC or other regulatory body.
11.
The Committee shall at least annually perform an evaluation of the
performance of the Committee and its members. In addition, the Company shall annually
review and reassess this Charter and submit any recommended changes to the Board for
its consideration.
12.
Without otherwise limiting or impacting the responsibilities of any
other committee of the Board pursuant to applicable law, the Committee shall propose the
appointment, termination and replacement of the Internal Auditor to the Board as required
under the Companies Law.
13.
The Committee shall examine the internal audit function and the
performance of the Internal Auditor and if he/she has reasonably sufficient resources and
tools in order to perform his or her role, taking into account the Company’s special needs
and size.
14.
The Committee shall set clear hiring policies for employees or
former employees of the Company’s Independent Auditor.
15.
The Committee shall discuss the Company’s information security,
business continuity programs and controls and systems to monitor and manage business
risk.
V.

Delegation of Duties

In fulfilling its responsibilities, the Committee shall be entitled to delegate certain
of its responsibilities to a subcommittee of the Committee or to its Chairperson, to the
extent consistent with and subject to the Company’s Articles of Association, corporate
governance guidelines and principles applicable to the Company, Companies Law and
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applicable laws, regulations and rules of NASDAQ and any other markets in which the
Company’s securities then trade.
*******
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