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PATRIOT ONE TECHNOLOGIES INC. 

(the “Company”) 

Audit Committee - Terms of Reference 

1. Establishment of the Audit Committee: The Board of Directors hereby establishes a 

committee to be called the Audit Committee. 

2. Purposes: The purposes of the Committee are to: 

• Assist the Board in fulfilling its financial oversight responsibilities; 

• Review the Company’s annual financial report and quarterly financial reports; 

• Review the Company’s system of accounting and financial controls; and 

• Review the qualifications, independence, engagement, compensation and performance 

of the Company’s internal and external auditors. 

 

3. Membership: The Board shall appoint an Audit Committee composed of independent 

Directors, and appoint members of the Committee and its Chair on an annual basis. Each 

members of the Audit Committee shall hold office until the close of the annual meeting of 

Shareholders. The Board may at any time remove or replace a member of the Committee and 

may fill any vacancy on the Committee that may arise from time to time. A member of the 

Committee shall cease to be a member if such member ceases to be a Director of the Company. 

The current membership of the Audit Committee is: 

Scott Shepherd (Chair of the Board) (Chair of the Audit Committee) 

John Gillies (Chair of the Compensation Committee) 

Peter Van der Gracht (Chair of the Technology Review Committee) 

 

The Committee may require the attendance of other officers or employees of the Company, and 

may engage and compensate external advisors, as may be necessary for the proper performance 

of its duties. 

 

Eligibility 

 

Members of the Audit Committee must meet the Company’s guidelines for Audit Committee 

service, as set out below: 

 
All members of the Committee must be able to read and understand fundamental financial 

statements (including a balance sheet, income statement and cash flow statement) and 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 level of complexity of the issues 

that can reasonably be expected to be raised by the Company’s financial statements. 

 

At least one member of the Audit Committee must satisfy the following requirements: 

• have a formal accountancy qualification; and/or 

• have an analogous securities qualification; and/or 

• have material financial experience including budgeting, financial control and oversight, 

financial reporting in any  listed company environments, large public-sector 

organizations or large private companies. 
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The other members of the Audit Committee need not satisfy the requirements above but must 

satisfy the following: 

• have sat on the Audit Committee of a public company for 3 years or more within the 

previous 10 years; and/or 

• have experience supervising the principal Financial Officer of a listed company, a large 

public sector organization or large private company; and/or 

• have received training from the Company for the purpose and function of the Audit 

Committee that enables the proper discharge of their responsibilities as a member of 

the Audit Committee. No Director may serve as a member of the Audit Committee if 

they have been disqualified as a Director or otherwise been found responsible for a 

breach of fiduciary duty or financial wrong-doing in the past.  

 

Reliance on Information 

In the absence of any knowledge to the contrary, each member of the Audit Committee is 

entitled to rely on the accuracy and completeness of the Company’s records and upon the 

reports and statements presented by any of the Company’s employees, which the member of 

the Audit Committee reasonably believes are within their area of professional competence and 

responsibility.  

 

4. Responsibilities of the Audit Committee: The Company’s management is responsible for 

maintaining a system of internal financial control (including management accounts) and for 

preparing the Company’s quarterly financial statements and annual financial statements and tax 

planning. 

 

The external auditors are responsible for the review and audit of the financial statement and for 

the preparation of a Management Letter arising from their work. 

 

The Audit Committee shall, as permitted by and in accordance with the requirements of the 

Canada Business Corporations Act, the Articles and By-Laws of the Corporation and any legal 

or regulatory authority having jurisdiction, periodically assess the adequacy of procedures for 

the public disclosure of financial information and review on behalf of the Board and report to 

the Board the results of its review and its recommendations regarding all material matters of a 

financial reporting and audit nature including but not limited to, the following main subject 

areas: 

 

Oversight of financial reporting, including: 

• Financial statements; including management’s discussion and analysis and discussion 

of the same with the external auditor and management; 

• Annual and interim press releases regarding financial results; 

• Filings to securities regulators; 

• Public disclosure documents containing audited or unaudited financial information 

such as the management information circular, prospectuses, and press; and 

• Review of litigation. 

 

Oversight of internal auditors, including: 

• Annual reviews of the internal audit plan, including the degree of coordination between 

the plan and the audit plans of the external auditor; and 

• Discuss the responsibilities, budget and staffing of the Corporation’s internal audit 

function. 
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Oversight of external auditors, including: 

• Recommending for appointment, compensation, retention, assessment, and termination 

of external auditors, who shall report directly to the Committee, and review and 

approve the terms of the external auditors’ annual engagement letter including the 

proposed audit fee; 

• Annual discussion with external auditors in the absence of management on matters of 

interest, including matters that the external auditors recommend bringing to the 

attention of the Board; 

• Evaluate the performance of the external auditors annually; 

• Review and pre-approve the audit plans of the external audit firm and all non-audit 

work undertaken by the external auditory regarding financial reporting; and 

• monitor the independence, objectivity and performance of the external auditors, 

including, without limitation:  

(i) ensuring the Committee’s receipt from the external auditors at least annually of 

a formal written statement delineating all relationships between the external 

auditors and the Company;  

(ii) actively engaging in dialogue with the external auditors with respect to any 

disclosed relationships or services that may impact the objectivity and 

independence of the external auditor; and  

(iii) taking, or recommending that the Board take, appropriate action to oversee the 

independence of the external auditors; 

 

Oversight of finance matters, including: 

• Review of analyses by management and the external auditor regarding significant 

financial reporting issues and judgements made in connection with the preparation of 

the Corporation’s consolidated financial statements; 

• Reviewing the capital allocation strategy and processes used by Management; 

• Reviewing the Company’s tax compliance and tax planning strategy, including 

receiving notification of any material tax audits/disputes and ensuring that management 

and the Company’s advisors develop appropriate responses; and 

• Review and approval of all related party transactions in which the Company is 

involved or which the Company proposes to enter into. 

 

Other Duties: 

• Meet management to discuss areas of concern and coordinate its activities with the 

Chief Financial Officer; 

• Review at least annually the capability of staff in the accounting and finance groups to 

meet corporate reporting and administrative functions; 

• Directors transactions: review at least annually the adequacy of controls concerning 

transactions between the Company and its Directors, including transactions that may be 

classed as related party transactions, and Director expense reimbursements and make 

any recommendations to the Board concerning these issues as may be appropriate; 

• Annually review the Company’s insurance arrangements (in light of the risk 

assessments carried out by the Company, as reviewed by the Governance Committee) 

and make recommendations to the board in respect of any modifications. 
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• Review any complaints or concerns of employees of the Company regarding 

accounting, internal accounting controls, or auditing matters relating to the Company 

and violations. 

 

5. Responsibilities of the Audit Committee Chair 

 

The Chair of the Committee shall: 

• Establish the frequency of meetings of the Committee; 

• In consultation with the Company’s Chair, and management, develop the agenda for 

the Compensation Committee meetings and circulate one week in advance; 

• Provide leadership to the Committee and preside over the Committee meetings; 

• Facilitate the flow of information within the Committee and foster an environment 

where the members are able to ask questions and express their views; 

• Deliver the recommendations of the Committee to the board and report on material 

matters arising from the Committee meetings; and 

• Secure outside consultants or reports as necessary. 

 
6. Structure and Operations: The following general provisions shall have application to the 

Compensation and Nominations Committee: 

(1) The Committee shall have a minimum membership of at least 3 Directors; 

(2) The Committee will meet at least three times per year, and may meet at other times as 

required; 

(3) The Quorum for meetings of the Committee shall be two members, present in person or 

by telephone or other telecommunications device that permits all persons participating 

in the meeting to speak and to hear each other; 

(4) Notice of each meeting of the Committee will be given to each member of the 

Committee that are entitled to attend meetings of the Committee. 

(5) No business may be transacted by the Committee except at a meeting of its members at 

which a Quorum of the Committee is present or by a resolution in writing signed by all 

members of the Committee; 

(6) Meetings shall be convened by the Committee Chair and shall be supported by a 

written notice of a meeting stating the nature of the business to be transacted at the 

meeting in reasonable detail and with an agenda and such other papers as may be 

required from time to time;  

(7) The Committee may invite the external auditors to be present at any meeting of the 

Committee and to comment on any financial statements, or on any of the financial 

aspects, of the Company; and 

(8) Proceedings of the Committee shall be recorded in minutes; such minutes being made 

available to Directors who are not members of the Committee. 


