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TERMS OF REFERENCE OF THE AUDIT COMMITTEE 

OF THE BOARD OF DIRECTORS 
 

 

1. Purpose 

An Audit Committee (hereinafter called the “Committee”) of the Board of Directors 
(hereinafter called the “Board”) of the Business Development Bank of Canada (“BDC” or 
“Bank”) is established to assist the Board to oversee and objectively assess the financial 
performance of the Bank and its financial statements, internal controls, financial reporting, 
accounting standards, legal and regulatory compliance and the independence of its External 
Auditors, the Chief Audit Executive (“CAE”), the Chief Compliance Officer (“CCO”) and the 
Ombudsman and their ability to act in an advisory capacity in respect of the matters 
described hereunder. 

2. Composition and Operation 

2.1 Composition of the Committee 

The Committee shall be composed of a minimum of three directors (“Members”), as the 
Board may appoint, one of whom shall be appointed by the Board as Chairperson of the 
Committee (“Chairperson”).  The Chairperson shall have financial expertise.  If the 
position of Chairperson is vacant or if the Chairperson is absent or unable to act, the 
Chairperson of the Board may designate or the Committee may elect an Acting 
Chairperson for the meeting.  Each Member of the Committee shall be appointed by the 
Board to hold office on the Committee until such time as a successor is appointed or 
unless the Member resigns, is removed or ceases to be a director. 

Officers or employees of the Bank are not eligible for appointment to the Audit 
Committee.  Each Member of the Committee shall be independent, as determined by 
Canadian securities legislation requirements, and free from any relationship that, in the 
opinion of the Board, could interfere with the exercise of his/her independent judgment 
or their ability to represent their own professional view as a Member of the Committee. 

Each Member of the Committee shall be financially literate.  Financial literacy includes 
the ability to understand financial statements that present a level of complexity of 
accounting issues generally comparable to issues that can reasonably be expected to 
be raised by BDC’s financial statements.  It also includes the ability to ask challenging 
and probing questions of senior management and of the Internal and External Auditors. 

These requirements are consistent with Treasury Board Guidelines for Audit 
Committees in Crown Corporations and Other Public Enterprises. 

2.2 Operation of the Committee 

For the purposes of carrying out its duties or any that are referred to it by the Board and 
to investigate any matter brought to its attention, the Committee shall have access to all 
books, records and personnel of the Bank, and may: 
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2.2.1 conduct examinations, investigations or inquiries, and engage special 
legal, accounting or other advisors to assist, on terms and conditions as 
the Committee deems appropriate; 

2.2.2 direct the External Auditors or the CAE to examine or consider a specific 
matter or area or to perform a supplemental review; 

2.2.3 approve fees to be paid to the External Auditors, or the Special Examiner 
and any advisors retained by the Committee for such services. 

2.3 Meetings 

The Committee shall meet at the call of its Chairperson at least quarterly to discuss with 
management the quarterly financial statements and the annual audited financial 
statements.  Meetings may be called by any Member of the Committee, the Chairperson 
of the Board, the External Auditors, the CAE or the Special Examiners during a special 
exam.   

For the transaction of its business, three Members of the Committee shall constitute 
the quorum (“Quorum”). 

Matters presented at a meeting of the Committee for decision shall be decided by a 
majority of votes.  In the case of an equality of votes, the Chairperson shall, in addition 
to the Chairperson’s original vote, have a deciding vote. 

BDC’s Corporate Secretary, or in his/her absence one of the Assistant Corporate 
Secretaries, shall be Secretary to the Committee (“Secretary”). 

The Secretary shall give notice of Committee meetings by telephone, facsimile, email 
or other electronic communications, to Committee Members and the External 
Auditors, who are entitled to attend and participate in each meeting, and to any 
Special Examiners during a special exam. 

Minutes of Committee meetings shall be prepared by the Secretary who shall, 
subsequent to the Committee’s approval thereof, keep them in a book of minutes.  

The President and CEO (“CEO”), the Chief Financial Officer (“CFO”), the CAE and 
the CCO may attend Committee meetings and, upon the Committee’s request, any 
other officer or employee of BDC or special advisor may attend Committee meetings 
to assist and advise the Committee as required. 

The Committee shall regularly hold in camera sessions with Committee Members 
only, the External Auditors, the CFO and the CAE.  It shall also meet in camera as 
needed with the CEO, the CCO, the Special Examiners during a special exam, 
members of management, special advisors, the Ombudsman or any other party it 
deems necessary. 

The Audit Committee and the Board Risk Committee shall meet from time to time and 
strive to have cross-memberships. 

The Committee shall report to the Board on its activities, findings and 
recommendations at the first meeting of the Board following each Committee meeting. 
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2.4 Governance 

The Committee shall: 

2.4.1 annually outline a schedule of activities and annual agendas for its meetings. 
The Committee shall confirm that all responsibilities outlined in these Terms of 
Reference and the annual agendas have been considered, as appropriate; 

2.4.2 annually assess these Terms of Reference and evaluate its mandate to ensure 
that the Terms of Reference reflect best practices and are relevant to BDC’s 
business and associated risks and make recommendations to the 
Governance/Nominating Committee with respect to any proposed 
modifications; 

2.4.3 assess from time to time its performance against these Terms of Reference 
and provide the results and make recommendations to the 
Governance/Nominating Committee. 

3. General Responsibilities 

3.1 Management is responsible for the preparation, presentation and integrity of BDC's 
financial statements and for maintaining appropriate accounting and financial reporting 
principles as well as policies, internal controls and procedures designed to ensure 
compliance with accounting standards and applicable laws and regulations. 

The External Auditors are responsible for planning and carrying out, in accordance 
with professional standards, an audit of BDC’s annual financial statements and 
internal controls over financial reporting. 

The Committee reviews the adequacy and effectiveness these activities and assists 
the Board in discharging its oversight and fiduciary responsibilities with regards to: 

3.1.1 the integrity of BDC’s financial statements; 

3.1.2 the External Auditors’ qualifications and independence; 

3.1.3 performance of BDC’s External Auditors and the Internal Audit function; 

3.1.4 the integrity, adequacy and effectiveness of internal controls and 
Information management systems; 

3.1.5 BDC’s compliance with legal and regulatory requirements. 

 

3.2 The Committee promotes an overall corporate culture of quality financial reporting 
and ethical behavior and encourages management to demonstrate a strong 
commitment to integrity and to prevention and detection of wrongdoing and fraud. 

3.3 The Committee provides an open channel of communication between the Board, 
management, the External Auditors, the finance, internal audit and compliance 
functions and the Special Examiners. 
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4. Specific Responsibilities 

4.1 Financial Statements and Related Reports 

The Committee shall review and discuss BDC’s consolidated financial statements, 
together with any report which could materially affect the financial statements, and 
consider whether they are complete and reflect appropriate accounting standards prior 
to recommending their approval by the Board and their disclosure, including: 

4.1.1 the annual audited financial statements, the quarterly financial statements and 
the management’s discussion and analysis as well as financial results included 
in other documents such as the annual report; 

4.1.2 any major financial risks to which the Bank is exposed; 

4.1.3 investments and transactions that could materially affect the financial 
statements as the External Auditors or management may bring to the attention 
of the Committee; 

4.1.4 key area of risk for material misstatement in the financial statements; 

4.1.5 representations provided by management to the auditors; 

4.1.6 reports on any material legal and regulatory matters that might affect the 
financial statements, including pending legal actions and contingent liabilities; 

4.1.7 reports from the CCO on legal and regulatory compliance matters and on 
compliance with Know Your Client, Anti Money Laundering and Countering 
the Financing of Terrorism Corporate Directives; 

4.1.8 any other report brought to the attention of the Committee, including reports 
from Special Examiners. 

4.2 Internal Controls, Information Management Systems and Disclosure 

The Committee shall review and monitor the integrity, adequacy and effectiveness of 
the internal control framework and information management systems, including the 
controls related to major accounting and financial reporting systems, including: 

4.2.1 require management to implement and maintain appropriate internal control 
framework, policies and procedures over financial reporting and review of 
exceptions to same; 

4.2.2 obtain reasonable assurance from management and the CAE on the 
adequacy and effectiveness of the internal control framework, including 
internal controls for fraud and error prevention and detection, anti-money 
laundering, management of contingencies and the Ombudsman processes; 

4.2.3 receive reports of material internal control weaknesses from the President & 
CEO, the CFO, the CAE, the External Auditors and/or the Special Examiners, 
which may have an impact on BDC’s ability to report complete financial 
information as well as reports on the effectiveness of management’s actions 
taken to correct these problems and as to the existence of any fraud by BDC 
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management or employees having a material role in the internal control 
process for financial reporting; 

4.2.4 review and recommend to the Board BDC’s disclosure policy and review 
reports on the adequacy and effectiveness of BDC’s disclosure controls and 
procedures; 

4.2.5 review the process and receive the written certification from the CEO and the 
CFO that complete, proper and accurate processes, applications and controls 
have been maintained to record and disclose all transactions, assets and 
liabilities in conformity with International Financial Reporting Standards; 

4.3 Oversight of Internal Audit Function 

The Committee shall oversee the activities of the Internal Audit function and the CAE 
who, for this role, reports functionally (direct line) to the Committee and 
administratively (dotted line) to the CEO and is independent from the businesses 
whose activities he/she reviews.  The Committee shall: 

4.3.1 review and recommend to the Human Resources Committee the appointment, 
removal and succession planning of the CAE; 

4.3.2 review and approve on a regular basis the mandate of the CAE and its 
function; 

4.3.3 review and approve on a regular basis the organizational structure as well as 
the budget and resources of the Internal Audit function;  

4.3.4 annually assess the performance, independence and effectiveness of the CAE 
and his/her function and make recommendations to the Human Resources 
Committee for the CAE compensation, which shall be aligned with risk 
management objectives. 

4.4 Oversight of Compliance Function 

The Committee shall oversee the activities of the Compliance function and ensure 
that the CCO is independent from businesses activities.  The Committee shall: 

4.4.1 review and approve on a regular basis the mandate of the CCO and its 
function; 

4.4.2 review and approve on a regular basis the organizational structure as well as 
the budget and resources of the Compliance function; 

4.4.3 annually assess the performance, independence and effectiveness of the 
Compliance function. 
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4.5 Capital Management 

The Committee shall: 

4.5.1 review annually with the CFO and recommend to the Board the Capital 
Management and Dividend Policy; 

4.5.2 review annually with the CFO reports on capital adequacy, including on: 

4.5.2.1 funding; 

4.5.2.2 the material risks identified for capital quantification and the amount of 
capital earmarked; 

4.5.2.3  allocation of capital; 

4.5.3 review with the CFO the adequacy and effectiveness of the Capital 
Management Framework and internal controls for capital management; 

4.5.4 review any disclosures with respect to regulatory or economic capital in the 
financial statements and the annual report. 

4.6 Internal Audit 

The Committee shall: 

4.6.1 review and recommend to the Board the annual internal audit plan, including 
the methodology, key areas of focus, audits planned, periodic reports to the 
Committee, performance measures and internal audit resources; 

4.6.2 review the results of internal audit activities, including any material issues 
reported to management by the internal audit function and the timing, 
execution and effectiveness of management’s responses and/or corrective 
actions; 

4.6.3 review with the CAE the status of identified control or risk management 
systems weaknesses; 

4.6.4 review representations from the CAE, based on audit work done, on the 
adequacy and degree of compliance with BDC’s internal control and risk 
management systems; 

4.6.5 review with the CAE any issues that may be brought forward by internal audit, 
including any difficulties encountered by the internal audit function, such as 
audit scope, information access or resource limitations; 

4.6.6 follow-up on any unresolved issues between management and Internal Audit 
and see that issues are resolved. 

4.7 Legal and Regulatory Compliance 

The Committee shall: 

4.7.1 review with the CCO and recommend to the Board for approval the Legal 
Compliance Policy; 
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4.7.2 review the legal and regulatory compliance function’s report on the periodic 
assessments of the design and operating effectiveness of internal controls of 
operational management with respect to Legal and Regulatory Compliance 
including with Know Your Client, Anti Money Laundering and Countering the 
Financing of Terrorism Corporate Directives; 

4.7.3 review with the CCO the status of identified control weaknesses with respect 
to Legal and Regulatory Compliance including with Know Your Client, Anti- 
Money Laundering and Countering the Financing of Terrorism Corporate 
Directives and the timing, execution and effectiveness of management’s 
responses and/or corrective actions. 

4.8 External Auditors 

The Committee shall review the terms of engagement (including compensation) of 
the External Auditors, who report directly to the Committee and are accountable to 
the Board, and provide advice and recommendations to the Board on their 
appointment and terms.  The Committee shall assess the qualifications, professional 
competence, independence, experience and performance of the External Auditors 
including the rotation of firms, partners or staff.  It shall ensure there are no conflicts 
of interest regarding the hiring of current or former partners or employees of the 
External Auditors or previous auditors; 

The Committee shall: 

4.8.1 review and recommend to the Board the External Auditors’ annual audit plan, 
including the scope and approach, staffing, coordination with Internal Audit, 
and the reasonableness and adequacy of fees; 

4.8.2 receive annually from the External Auditors a report describing their internal 
quality control procedures and any material issue raised by their most recent 
review and steps taken to deal with such issues; 

4.8.3 review and discuss with the External Auditors and management the annual 
audited financial statements and the quarterly financial statements, including 
the management’s discussion and analysis and any material changes to the 
financial statements recommended by the External Auditors; 

4.8.4 review and discuss with the External Auditors the results of the audit, their 
reports and any material correspondence between the External Auditors and 
management related to audit findings; 

4.8.5 review with the External Auditors of any issues that may be brought to the 
attention of the Committee, including any difficulties encountered by the 
External Auditors, such as audit scope, information access or resource 
limitations; 

4.8.6 follow-up on any unresolved issues between management and the External 
Auditors and see that issues are resolved; 
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4.8.7 review and approve as required all non-audit assignments undertaken by the 
External Auditors. The Committee maintains a policy for the pre-approval of 
certain External Auditor non-audit assignments (see attached). 

4.9 Special Examinations 

The Committee shall review and advise the Board on the scope of the Special 
Examination and shall: 

4.9.1 assess and approve the plan of the Special Examiners, the general criteria on 
which the Special Examination shall be conducted, the scope and approach, 
staffing and the reasonableness and recommend their fees to the Board; 

4.9.2 review the draft Special Examination report prepared by the Special 
Examiners and provide feedback to the Special Examiners before it is made 
final, approved by the Committee and submitted to the Board for information; 

4.9.3 review the adequacy of management’s draft responses and action plans 
resulting from the Special Examination and provide feedback before the report 
is made final and submitted to the Board; 

4.9.4 meet privately with the Special Examiners whenever it deems necessary but 
at least once during the Special Examination period; 

4.9.5 follow-up on any unresolved issues between management and the Special 
Examiners that could affect the Special Examination Report or management’s 
responses, which, if there are any, the Committee is directly responsible for 
resolving; 

4.9.6 review with Internal Audit follow-up reports on the timing, execution and 
effectiveness of any agreed upon management actions resulting from the 
Special Examination. 

4.10 Integrity and Conduct 

The Committee is responsible to oversee the Bank’s standards of integrity and 
conduct and shall: 

4.10.1 discuss with management the procedures for monitoring compliance with laws 
and regulations; 

4.10.2 review incidents of material violations of the Bank’s code of conduct and ethical 
standards; 

4.10.3 establish procedures, which may include the Bank’s Policy on the Disclosure 
of Wrongdoing in the Workplace, for the confidential and anonymous 
disclosure of wrongdoing or complaints by the Bank’s employees or any third 
parties and appropriate receipt, retention and treatment, including the active 
protection of any disclosing party; 

4.10.4 review the report of the CAE on the disclosure of wrongdoing; 



 

 
 

Terms of Reference of the Audit Committee  Page 9 of 12 
Approved at the Board of Directors’ meeting of February 7, 2018 

4.10.5 review the report of the Ombudsman, who reports to the Audit Committee 
directly, on complaints, and meeting separately as required; 

4.10.6 enquire about the procedures to protect information collected and maintained 
with respect to employees, customers, suppliers and confidential matters. 

4.11 Other Responsibilities 

The Committee shall: 

4.11.1 review and approve major issues or the appropriateness of adopting changes 
in accounting principles and financial statements presentation related to the 
consistency of BDC’s financial statements with International Financial 
Reporting Standards; 

4.11.2 review the Directors and Officers expenses, including overseeing the 
procedures the Bank has established to deal with the regular examination of 
expenses and benefits of Members of the Board, the Chairperson of the Board, 
the CEO and the senior management team, including the use of corporate 
assets and any disclosures on the Bank website; 

4.11.3 To perform any other responsibilities related to these Terms of Reference or 
requested by the Board of Directors. 

 

 

 

 

 

 

 

 

In contributing to the Committee’s discharging of its duties for the above terms of reference, each 
Member of the Committee shall be obliged only to exercise the care, diligence and skill that a 
reasonably prudent person would exercise in comparable circumstances.  Nothing in these Terms of 
Reference is intended, or may be construed, to impose on any Member of the Committee a standard 
of care or diligence that is in any way more onerous or extensive than the standard to which all Board 
Members are subject.  The essence of the Committee’s duties is monitoring and reviewing to gain 
reasonable assurance (but not to ensure) that the financial accounting functions are being conducted 
effectively and the Bank’s financial reporting and disclosure objectives are being met to enable the 
Committee to report thereon to the Board.  
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BUSINESS DEVELOPMENT BANK OF CANADA 

AUDIT COMMITTEE 

NON-AUDIT SERVICES APPROVAL POLICY 
 

A. Non-Audit Services 

Under the Terms of Reference of the Audit Committee of the Board (“Audit Committee”), audit 
services such as the Annual Financial Statements Audit, the periodic Special Examination and the 
work of the External Auditors are presented for review and approval when they occur.  

The main objective of this Policy is to ensure the independence of the External Auditors. The Bank 
may consider engaging the External Auditors to carry out other non-audit services provided that the 
External Auditors shall not be auditing his own work and that such services will not influence the 
independence of the External Auditors and are not on the list of Prohibited Services attached at 
Appendix 1 (“Non-Audit Services”). Such Non-Audit Services are subject to a cap equal to 200% of 
the Annual Financial Statements Audit fees.* Any fees resulting from the engagement of the 
External Auditors by another bank to act as liquidator or trustee for a BDC client are excluded from 
this cap. 

* The cost of the audit only reflects half of the audit effort as 50% of audit services (performed by 
the Office of the Auditor General) have no cost.  As a result, 200% of the annual audit service fees 
reflects 100% of the cost of the audit effort.   

B. Approval of Non-Audit Services  

The Chief Financial Officer (“CFO”) shall be responsible for coordinating services with the External 
Auditors and will submit all requests for Non-Audit Services, if required, to the Audit Committee.  
The request for such Non-Audit Service should include a description of the service, the estimated 
fee, a statement that the service is not a Prohibited Service and the reason the External Auditors is 
being engaged. The CFO may also submit to the Audit Committee requests for exceptions to this 
Non-Audit Services Approval Policy and the Audit Committee may approve such exceptions.   

Non-Audit Services where the aggregate fees for the mandate are estimated to be less than 
or equal to $50,000 

Recommendations, in respect of each Non-Audit Service engagement, will be submitted to the CFO 
(or his/her temporary delegate) for consideration and approval.   

Non-Audit Services where the aggregate fees for the mandate are estimated to be greater 
than $50,000. 

Recommendations, in respect of each Non-Audit Service engagement, will be submitted by the 
CFO to the Audit Committee for consideration and approval, generally at its next meeting or at a 
special meeting called for the purpose of approving such services.  The engagement may 
commence upon approval of the Audit Committee. 
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NOTE: A service is approved if it was not recognized as a Non-Audit Service at the time of 
engagement, however it was subsequently identified and brought to the attention of the Audit 
Committee and approved prior to the completion of the mandate. 

D. Reporting 

The CFO will regularly provide the Audit Committee with a report on Non-Audit Services.  

Occasionally, BDC may become a party to a recovery services mandate to be provided by the 
External Auditors awarded by a third party or partner who is also financing a BDC client.  In such 
cases, BDC management is permitted to agree to be bound by the mandate.  A consequence of 
this may be that where expenses are not recoverable from the client or the proceeds from realized 
assets, BDC may become liable for settlement.  The CFO will report to the Audit Committee on 
these cases on a best effort basis. 
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Appendix 1 

 

PROHIBITED SERVICES 

1. Bookkeeping or other services related to the audit client's accounting records or financial 
statements. 

2. Financial information systems design and implementation. 

3. Appraisal or valuation services, fairness opinions, or contribution-in-kind reports. 

4. Actuarial services for items recorded in the financial statements. 

5. Internal audit outsourcing services. 

6. Management functions. 

7. Human resources. 

8. Broker-dealer, investment adviser, or investment banking services. 

9. Certain corporate finance and other services. 

10. Legal services and expert services unrelated to the audit. 

11. Any other services that are prohibited by applicable regulations. 


