Northcliff Resources Ltd. (the “Company”)

AUDIT AND RISK COMMITTEE CHARTER
1.

Purpose: Responsibilities and Authority

The Audit and Risk Committee (the “Audit Committee” or “Committee”) shall carry out its
responsibilities under applicable laws, regulations and stock exchange requirements with respect
to the employment, compensation and oversight of the Company’s independent auditor, and
other matters under the authority of the Committee. The Committee also shall assist the Board
of Directors in carrying out its oversight responsibilities relating to the Company’s financial,
accounting and reporting processes, the Company’s system of internal accounting and financial
controls, the Company’s compliance with related legal and regulatory requirements, and the
fairness of transactions between the Company and related parties. In furtherance of this purpose,
the Committee shall have the following responsibilities and authority:
(a)

Relationship with Independent Auditor.
(i)
Subject to the law of British Columbia as to the role of the Shareholders in
the appointment of independent auditors, the Committee shall have the sole
authority to appoint or replace the independent auditor.
(ii)
The Committee shall be directly responsible for the compensation and
oversight of the work of the independent auditor (including resolution of
disagreements between management and the independent auditor regarding
financial reporting) for the purpose of preparing or issuing an audit report or
related work.
(iii)

The independent auditor shall report directly to the Committee.

(iv)
The Committee shall approve in advance all audit and permitted non-audit
services with the independent auditor, including the terms of the engagements and
the fees payable; provided that the Committee Chair may approve services to be
performed by the independent auditors and the fee therefor between Committee
meetings if the amount of the fee does not exceed $50,000, provided that any such
approval shall be reported to the Committee at the next meeting thereof. The
Committee may delegate to a subcommittee the authority to grant pre-approvals
of audit and permitted non-audit services, provided that the decision of any such
subcommittee shall be presented to the full Committee at its next scheduled
meeting.
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(v)
At least annually, the Committee shall review and evaluate the experience
and qualifications of the lead partner and senior members of the independent
auditor team.
(vi)
At least annually, the Committee shall obtain and review a report from the
independent auditor regarding:
(A)

the independent auditor’s internal quality-control procedures;

(B)
any material issues raised by the most recent internal qualitycontrol review, or peer review, of the auditor, 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 firm;
(C)

any steps taken to deal with any such issues; and

(D)
all relationships between the independent auditor and the
Company.
(vii) At least annually, the Committee shall evaluate the qualifications,
performance and independence of the independent auditor, including considering
whether the auditor’s quality controls are adequate and the provision of permitted
non-audit services is compatible with maintaining the auditor’s independence.
(viii) The Committee shall ensure the rotation of the lead (or coordinating) audit
partner having primary responsibility for the audit, the concurring partner
responsible for reviewing the audit, and other audit partners as required by law.
(ix)
The Committee shall consider whether, in order to assure continuing
auditor independence, it is appropriate to adopt a policy of rotating the
independent auditing firm on a regular basis.
(x)
The Committee shall recommend to the Board policies for the Company’s
hiring of employees or former employees of the independent auditor who were
engaged on the Company’s account or participated in any capacity in the audit of
the Company.
(xi)
The Committee shall oversee the implementation by management of
appropriate information technology systems for the Company, including as
required for proper financial reporting and compliance.
(b)

Financial Statement and Disclosure Review.
(i)
The Committee shall review and discuss with management and the
independent auditor the annual audited financial statements, including disclosures
made in management’s discussion and analysis, and recommend to the Board
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whether the audited financial statements should be filed with applicable securities
regulatory authorities.
(ii)
The Committee shall review and discuss with management (and, to the
extent the Committee deems it necessary or appropriate, the independent auditor)
the Company’s quarterly financial statements, including disclosures made in
management’s discussion and analysis, and recommend to the Board whether
such financial statements should be filed with applicable securities regulatory
authorities.
(iii)
The Committee shall review and discuss with management and the
independent auditor significant financial reporting issues and judgments made in
connection with the preparation of the Company’s financial statements, including
the independent auditor’s assessment of the quality of the Company’s accounting
principles, any significant changes in the Company’s selection or application of
accounting principles, any major issues as to the adequacy of the Company’s
internal controls over financial reporting, and any special steps adopted in light of
material control deficiencies.
(iv)
At least annually and prior to the publication of annual audited financial
statements, the Committee shall review and discuss with management and the
independent auditor a report from the independent auditor on:
(A)

all critical accounting policies and practices used by the Company;

(B)
all alternative accounting treatments of financial information that
have been discussed with management since the prior report, ramifications
of the use of such alternative disclosures and treatments, the treatment
preferred by the independent auditor, and an explanation of why the
independent auditor’s preferred method was not adopted; and.
(C)
other material written communications between the independent
auditor and management since the prior report, such as any management
letter or schedule of unadjusted differences, the development, selection
and disclosure of critical accounting estimates, and analyses of the effect
of alternative assumptions, estimates or GAAP methods on the Company’s
financial statements.
(v)
Prior to their filing or issuance, the Committee shall review the
Company’s Annual Information Form, quarterly and annual earnings press
releases, and other financial press releases, including the use of “pro forma” or
“adjusted” non-GAAP information.
(vi)
The Committee shall review and discuss with management the financial
information and earnings guidance provided to analysts and rating agencies. Such
discussion may be specific or it may be in general regarding the types of
information to be disclosed and the types of presentations to be made.
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(c)
Conduct of the Annual Audit. The Committee shall oversee the annual audit,
and in the course of such oversight the Committee shall have the following
responsibilities and authority:
(i)
The Committee shall meet with the independent auditor prior to the audit
to discuss the planning and conduct of the annual audit, and shall meet with the
independent auditor as may be necessary or appropriate in connection with the
audit.
(ii)
The Committee shall ascertain that the independent auditor is registered
and in good standing with the Canadian Public Accountability Board and the
Public Company Accounting Oversight Board (“PCAOB”) and that the
independent auditor satisfies all applicable Canadian independence standards
(Canadian Auditing Standard 200), PCAOB Rule 3526. The Committee shall
obtain from the auditor a written description of all relationships between the
auditor and the Company and persons in a financial reporting oversight role at the
Company as per PCAOB Rule 3526 that may reasonably be thought to bear on
independence.
(iii)
The Committee shall discuss with the independent auditor the matters
required to be discussed by PCAOB Auditing Standard No. 16 and Canadian
Auditing Standard 260 relating to the conduct of the audit.
(iv)
The Committee shall make such inquiries to the management and the
independent auditor as the Committee members deem necessary or appropriate to
satisfy themselves regarding the efficacy of the Company’s financial and internal
controls and procedures and the auditing process.
(d)

Compliance and Oversight.
(i)
The Committee shall meet periodically with management and the
independent auditor in separate executive sessions. The Committee may also, to
the extent it deems necessary or appropriate, meet with the Company’s investment
bankers and financial analysts who follow the Company.
(ii)
The Committee shall discuss with management and the independent
auditor the effect of regulatory and accounting initiatives as well as off-balance
sheet structures on the Company’s financial statements.
(iii)
The Committee shall discuss with management the Company’s major
financial risk exposures and the steps management has taken to monitor and
control such exposures, including the Company’s risk assessment and risk
management policies, and regularly review the top risks identified by
management and the policies and practices adopted by the Company to mitigate
those risks.
(iv)
At least annually and prior to the filing of the AIF, the Committee shall
review with management and the independent auditor the disclosure controls and
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procedures and confirm that the Company (with CEO and CFO participation) has
evaluated the effectiveness of the design and operation of the controls within 90
days prior to the date of filing of the AIF The Committee also shall review with
management and the independent auditor any deficiencies in the design and
operation of internal controls and significant deficiencies or material weaknesses
therein and any fraud involving management or other employees who have a
significant role in the Company’s internal controls. As a part of that review, the
Committee shall review the process followed in preparing and verifying the
accuracy of the required CEO and CFO annual certifications.
2.
At least annually and prior to the filing of the AIF, the Committee shall review
with management and the independent auditor management’s internal control report and
assessment of the internal controls and procedures, and the independent auditor’s report
on and assessment of the internal controls and procedures. In connection with its review
of interim and annual financial statements and related management’s discussion and
analysis, the Committee shall confirm with management that the Company (with CEO
and CFO participation) has taken all actions required in connection with the certifications
required by National Instrument NI 52-109, Certification of Disclosure in Issuers’ Annual
and Interim Filings.
3.
The Committee shall establish procedures for the receipt, retention and treatment
of complaints received by the Company regarding accounting, internal accounting
controls or auditing matters, and the confidential, anonymous submission by employees
of concerns regarding questionable accounting or auditing matters.
4.
The Committee shall discuss with management and the independent auditor any
correspondence with regulators or governmental agencies and any employee complaints
or reports which raise material issues regarding the Company’s financial statements or
accounting policies.
5.
At least annually, the Committee shall meet with the Company’s legal counsel
and discuss any legal matters that may have a material impact on the financial statements
or the Company’s compliance policies.
6.
The Committee shall oversee the preparation of reports relating to the Audit
Committee required under applicable laws, regulations and stock exchange requirements.
(i)
The Committee shall exercise oversight with respect to anti-fraud
programs and controls
(e)

Related Party Transactions.
(i)
The Committee shall review for fairness to the Company proposed
transactions, contracts and other arrangements between the Company and its
subsidiaries and any related party or affiliate, and make recommendations to the
Board whether any such transactions, contracts and other arrangements should be
approved or continued. The foregoing shall not include any compensation
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payable pursuant to any plan, program, contract or arrangement subject to the
authority of the Company’s Compensation Committee.
(ii)
As used herein the term “related party” means any officer or director of
the Company or any subsidiary, or any shareholder holding a greater than 10%
direct or indirect financial or voting interest in the Company, and the term
“affiliate” means any person, whether acting alone or in concert with others, that
controls, is controlled by or is under common control with another person.
"Related party" includes Hunter Dickinson Services Inc., its principals, and their
affiliates.
(f)

Additional duties. The Committee shall perform the following additional duties:
(i)

The Committee shall review and recommend dividend policies.

(ii)

The Committee shall oversee the Company’s insurance program.

(iii)
The Committee shall review the appointment of senior financial personnel
and make recommendations to the Board of Directors regarding the appointment
of the Chief Financial Officer.
(iv)
The Committee shall recommend to the Nominating and Governance
Committee the qualifications and criteria for membership on the Committee.
(v)
The Committee shall review and discuss with management the
requirement for annual public disclosure pursuant to the Extractive Sector
Transparency Measures Act and shall be responsible for approving such
disclosures.
2.

Structure and Membership
(a)
Number and qualification. The Committee shall consist of three persons unless
the Board should from time to time otherwise determine. All members of the Committee
shall meet the experience and financial literacy requirements of National Instrument NI
52-110 and the rules of the Toronto Stock Exchange
(b)
Selection and Removal. Members of the Committee shall be appointed by the
Board, upon the recommendation of the Nominating and Corporate Governance
Committee. The Board may remove members of the Committee at any time with or
without cause.
(c)
Independence. The Committee shall be in compliance with the appropriate
securities or exchange independence requirements, except in the instance of director
transition or resignation where the Committee and/or the board will seek to meet
independence requirements at the earliest opportunity. At a minimum, a majority of the
members of the Committee shall be “independent” as determined under the Company’s
Corporate Governance Overview and Guidelines.
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(d)
Chair. Unless the Board elects a Chair of the Committee, the Committee shall
elect a Chair by majority vote.
(e)
Compensation. The compensation of the Committee shall be as determined by
the Board.
(f)
Term. Members of the Committee shall be appointed for one-year terms. Each
member shall serve until his or her replacement is appointed, or until he or she resigns or
is removed from the Board or the Committee.
3.

Procedures and Administration
(a)
Meetings. The Committee shall meet as often as it deems necessary in order to
perform its responsibilities, but not less than quarterly. The Committee shall keep
minutes of its meetings and any other records as it deems appropriate.
(b)
Subcommittees. The Committee may form and delegate authority to one or more
subcommittees, consisting of at least one member, as it deems appropriate from time to
time under the circumstances.
(c)
Reports to the Board. The Committee shall regularly report to the Board with
respect to such matters as are relevant to the Committee’s discharge of its responsibilities,
and shall report in writing on request of the Chair of the Board.
(d)
Charter. The Committee shall, at least annually, review and reassess the
adequacy of this Charter and recommend any proposed changes to the Board for
approval.
(e)
Independent Advisors. The Committee shall have the authority to engage such
independent legal and other advisors as it deems necessary or appropriate to carry out its
responsibilities. Such independent advisors may be regular advisors to the Company.
The Committee is empowered, without further action by the Board, to cause the
Company to pay appropriate compensation to advisors engaged by the Committee.
(f)
Investigations. The Committee shall have the authority to conduct or authorize
investigations into any matters within the scope of its responsibilities as it deems
appropriate, including the authority to request any Officer or other person to meet with
the Committee and to access all Company records.
(g)
Annual Self-Evaluation. The Committee shall evaluate its own performance at
least annually.

4.

Additional Powers

The Committee shall have such other duties as may be delegated from time to time by the Board
of Directors.
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5.

Limitation of Committee’s Role

While the Committee has the responsibilities and powers set forth in this Charter, it is not the
duty of the Committee to plan or conduct audits or to determine that the Company’s financial
statements and disclosures are complete and accurate and are in accordance with GAAP and
applicable rules and regulations. These are the responsibilities of management and the
independent auditor.
6.

Committee Member Independence, Financial Literacy and Financial Expert
Requirements

A.

Independence

(a)

See Appendix 2 of the Company’s Corporate Governance Overview and Guidelines.

B.

Financial Literacy and Financial Expert Requirements
NI 52-110

Section 3.1(4) states that each audit committee member must be financially literate.
Section 1.6 defines the meaning of financial literacy as follows:
“For the purposes of this Instrument, an individual is financially literate if he or she has the
ability to read and understand a set of financial statements that present a breadth and level of
complexity of accounting issues that are generally comparable to the breadth and complexity of
the issues that can reasonably be expected to be raised by the issuer’s financial statements.
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