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- Weare generally satlsﬁed Wlth the 1mprovements made in this new release of NI 52-109, mcludmg the'
proposed new form of certificate for venture issuers (venture issuer basic cert1f1cate) recourse to the -
“material weakness” concept rather than “reportable deficiency”, and the increased extent of guidance in -
the Companion Policy. However, we note that potential roles for Internal Audit remain absent from the
policy itself and its companion policy.

In particular, section 7.5 of the Companion Policy refers to the use of external auditor or other third
party without any reference to the most often sought after group of independent, objective professionals,
to perform the task of evaluating operating effectiveness of controls: namely, internal auditors. Since
internal auditors are mandated to review the internal controls of the organizations they serve, they are
very knowledgeable about an issuer’s business and operations, including the financial reporting
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processes. Internal auditors have all the necessary knowledge, skills, information, and authority to
evaluate the disclosure controls and procedures (DC&P) and the ICFR. An internal audit function
preferably reporting to the Chair of the Audit Committee or of the Board of a corporation and following
the Standards for the Professional Practice of Internal Auditing of The Institute of Internal Auditors is
well positioned to provide the independence and objectivity sought by the certifying officers, the board,
and the shareholders.

Also, we maintain that written reports from internal audit remain a key source of information on the
control environment, especially management’s attitude and approach to internal controls. This is one of
the areas where internal audit can contribute the most in preventing another ICFR disaster and,
consequently, it should be reflected in section 6.7 (3) Sources of information about the control
environment of the Companion Policy, as element (f) in the list, as suggested last year in our comment
letter. This new item could read like this:

(f) reports issued by the Internal Audit function regarding the issuer’s controls, risk management and
governance processes and, in particular, reports regarding the control environment, especially
management’s attitude and approach to internal controls.

Please note that, where applicable, we maintain our other comments made in the 2007 letter in relation
with the suggestions to include internal auditing in different sections of the Companion Policy.

Additional specific comments on Companion Policy

Definition of “material weakness™:

While we commend the CSA for adopting this concept rather than the concept of “reportable
deficiency”, we note that “material weakness” has been defined solely regarding ICFR. Does the
concept of a material weakness also apply to DC&P? We believe that it would help reporting issuers to
provide more examples of what may constitute a material weakness and further guidance for
determining whether a weakness is material.

Reference to “significant weakness” in section 10.1:

The term “significant weakness” is used within that section only in relation to the effectiveness of
DC&P. No definition of the term “significant weakness”, or guidance on how to determine whether a
weakness is significant has been provided.

Proposed effective date:

Initial feed back received seems to indicate that meeting the proposed effective date of December 15,
2008 may be a challenge for some issuers, given that the final rule is going to be finalized late in the
year.

Definition of self-assessment:

We recommend changing the definition of self-assessment as it does not exactly reflect what is self-
assessment. Self-assessment is not typically defined as a walk through or reperformance of a control and
is generally performed by an individual who is involved in operating the control. In fact, SEC guidance

! See p. 28 footnote in Commission Guidance Regarding Management’s Report on Internal Control Over
Financial Reporting Under Section 13(a) or 15(d) of the Securities Exchange Act of 1934



includes a footnote on page 28 indicating that “COSO’s 1992 framework defines self-assessments as
“gvaluations where persons responsible for a particular unit or function will determine the effectiveness
of controls for their activities.”
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opadﬁﬂg—éhe—eeﬁ-t-re{— The evzdence of operatmg eﬁ‘ectzveness ﬁom self assessment actzvztzes depends on the personnel
involved and how the activities are conducted.

A self-assessment performed-by-personnel-who-operate—the—control would normally be supplemented with direct testing by

individuals who are independent from the operation of the control being tested and who have an equal or higher level of
authority. In these situations, direct testing of controls would be needed to corroborate evidence from the self-assessment
since the self-assessment alone would not have a reasonable level of objectivity.

In some situations a certifying officer might perform a self-assessment and the certifying officer is involved in operating the
control. Even if no other members of management independent from the operation of the control with equal or higher level of
authority can perform direct testing, the certifying officer’s self-assessment alone would normally provide sufficient evidence
since the certifying officer signs the annual certificate.

Further to these proposed changes to the definition of self-assessment, we suggest that the definition
incorporates elements related to the level of risk (as proposed in the same SEC Guidance (page 29)).
Self-assessment without direct testing by individuals who are independent from the operation of the
control being tested is generally applicable in lower risk areas only.

We would very much appreciate an opportunity to discuss further the specifics of our views and
recommendations.

Todd Horbasenko, CIA, CCSA
Chair, Canadian Council




