CSA Staff Notice 52-318
Audit Committee Follow-Up Compliance Review

As announced in CSA Staff Notice 52-312 that was published on January 13, 2006,
staff of the securities regulatory authorities in Alberta, Saskatchewan, Manitoba, Ontario
and Québec (the participating jurisdictions) conducted a follow-up review of compliance
with the provisions of Regulation 52-110 respecting Audit Committees (the Regulation).
The follow-up review was necessitated by the inadequate level of compliance with the
Regulation that was communicated in CSA Staff Notice 52-312. This notice outlines the
results of our follow-up review.
The Regulation
The Regulation came into force on March 30, 2004 in every jurisdiction in Canada
except British Columbia and Québec. In Québec, it came into force on June 30, 2005. The
Regulation applies to all reporting issuers with limited exceptions.
The Regulation prescribes three broad sets of requirements:
•
all members of the audit committee must be independent and financially literate
(venture issuers, as that term is defined in the Regulation, are exempt from these
requirements);
•
an audit committee must have all of the responsibilities prescribed by the
Regulation which should be set out in its charter; and
•
a reporting issuer must include certain disclosure in its AIF, management
information circular or MD&A.
The Review Program
We selected a sample of 25 issuers for review where a participating jurisdiction was
the issuer’s principal regulator. Our selection criteria included the size of the issuer’s
market capitalization, its industry sector, and its listing status. Our sample included 15 TSX
listed issuers (TSX issuers) and 10 venture issuers.
Our review focused on each issuer's compliance with the Regulation's requirements
related to audit committee composition and responsibilities. In conducting our review, we
examined:
•

the responsibilities of the audit committee;

•
all direct or indirect relationships that each audit committee member had with the
issuer;
•
the basis upon which each audit committee member was determined to be
independent or non-independent;
•

the relevant education and experience of each audit committee member;

•
the basis upon which each audit committee member was determined to be
financially literate; and
•
any exemptions that the issuer relied on in connection with the independence or
financial literacy of an audit committee member.

Results
Audit Committee Responsibilities
Overall, the audit committees of 18 issuers (72% of issuers reviewed) had all of the
responsibilities prescribed by the Regulation. This included 10 TSX issuers (67% of TSX
issuers reviewed) and 8 venture issuers (80% of venture issuers reviewed).
Our review identified several instances where an issuer’s audit committee was not
assigned one or more of the responsibilities prescribed by the Regulation. The noncompliance related to a range of different responsibilities as set out below:
Responsibility

Section Number in Regulation

Number of Instances of NonCompliance

Oversee work of external auditor

s. 2.3(3)

6

Review and approve issuer’s
hiring policies for partners and
employees of issuer’s current and
former external auditors

s. 2.3(8)

4

Pre-approve non-audit services to
be provided by external auditor

s. 2.3(4)

3

Establish procedures for handling
complaints and employee
concerns regarding accounting or
auditing matters

s. 2.3(7)

3

Review issuer’s financial
statements, MD&A and annual
and interim earnings press
releases prior to their release

s. 2.3(5)

2

Recommend to board the external
auditor to be nominated and their
compensation

s. 2.3(2)

1

For each of the seven issuers where we identified instances of non-compliance, we
accepted an undertaking from the issuer to address the deficiencies within a specified
period of time prior to its next annual meeting.
Audit Committee Member Independence
All of the TSX issuers reviewed had audit committees comprised solely of
independent directors.
While venture issuers are not required to comply with the audit committee
independence requirements of the Regulation on the basis of the exemption included in Part
6, six venture issuers (60% of venture issuers reviewed) had audit committees comprised
solely of independent directors.
Each of the four venture issuers that did not have fully independent audit
committees had one member who was not independent. In each instance, the member was
an employee or executive officer of the issuer which is a deemed material relationship
under s. 1.4(3)(a). In two of those instances the individual was the issuer’s president and
CEO, in one instance the individual was the issuer’s CFO, and in one instance the
individual was an employee of the issuer.
Audit Committee Member Financial Literacy
We did not find any instances where an issuer determined that an audit committee
member was not financially literate. This finding is particularly noteworthy for venture
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issuers as they are not required to comply with the audit committee financial literacy
requirements of the Regulation on the basis of the exemption included in Part 6.
In a few instances, however, the assertion by an issuer of the financial literacy of an
audit committee member was the subject of further scrutiny in our review. In these
instances, we found that, although an audit committee member was ultimately determined
to be financially literate, the matter had not been carefully considered by the issuer prior to
our enquiry.
Issuers are reminded that the financial literacy of each director should be carefully
assessed prior to that individual’s appointment to the audit committee. The assessment
should generally be supportable on the basis of the individual’s relevant education and/or
experience.
Future Reviews
All of the TSX issuers reviewed complied with the Regulation’s audit committee
composition requirements. However, we are concerned about the number of instances
identified in our review where the audit committees of both TSX issuers and venture issuers
were not assigned all of the responsibilities prescribed by the Regulation. We therefore
intend to review issuers’ compliance with the Regulation selectively as part of our ongoing
continuous disclosure review program.
Questions
Please refer your questions to any of the following individuals:
Christine Lacasse, Analyste
Direction des marchés des capitaux
Autorité des marchés financiers
Phone: 514-395-0337, extension 4452
Fax: 514-873-6155
E-mail: christine.lacasse@lautorite.qc.ca
Lara Gaede, Associate Chief Accountant
Alberta Securities Commission
Phone: 403-297-4223
Fax: 403-297-2082
E-mail: lara.gaede@seccom.ab.ca
Tony Herdzik, Senior Securities Analyst
Saskatchewan Financial Services Commission
Securities Division - Corporate Finance
Phone: 306-787-5849
Fax: 306-787-5899
E-mail: therdzik@sfsc.gov.sk.ca
Patrick Weeks, Corporate Finance Analyst
Manitoba Securities Commission
Phone: 204-945-3326
Fax: 204-945-0330
E-mail: patrick.weeks@gov.mb.ca

3

Rick Whiler, Senior Accountant, Corporate Finance
Ontario Securities Commission
Phone: 416-593-8127
Fax: 416-593-8244
E-mail: rwhiler@osc.gov.on.ca

June 29, 2007
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