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21 3 4 Foreword

Welcome to the very first edition of the Deloitte Directors’ Guide: Corporate Governance

Recent world events have highlighted the various risks that businesses must anticipate, but have 
also  given rise to an opportunity to overhaul operational norms and efficiencies.

No doubt these developments will compel organizations to forge new paths to success. Boards have 
guided organizations through even more challenging times, learning along the way and becoming 
more resilient and insightful because of it. This time is no different and, in fact, the opportunities for 
change should invigorate the boardroom.

Lead with confidence and know that your organization will not just survive, but thrive in the new 
environment. Empower your executives to reach new heights. Encourage them to transform and 
embrace all the wonders of our digital age. Show them that strong environmental, social, and 
governance (ESG) practices are not just a passing fad, but a sure-fire way to build trust in the 
community and generate sustainable brand value—and yes—profits.

Of course, as with all strategies, careful diligence must be done to ensure that the path your Board 
chooses is the right one for your organization. Fortunately, this guide strives to cover a plethora of 
governance topics to arm you with helpful insights as good governance goes far beyond just strategy.

In recognition of this, CPA Canada is pleased to have been a part of the development of this 
important publication. Our members are often seen as trusted advisors and thought leaders 
because of our business acumen and, as organizations evolve, we will continue to be at the forefront.

Recent events may have had an impact on us all in unanticipated ways, but it is how we move 
forward from here that will define our generation.

Stefan Mihailovich, GPLLM, CPA, CA
Principal, Corporate Oversight and Governance
CPA Canada

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.linkedin.com/in/stefan-mihailovich-gpllm-cpa-ca-5350834b/
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Executive summary

Organizations use many processes, activities, and interactions involved to depict their governance, reporting and 
financial stories accurately. Management puts in place all the necessary controls and systems to tell it, the audit 
committee, on behalf of the board, oversees financial reporting, risks and related controls, and the external auditor, using 
professional standards, performs an independent examination of the firm’s annual financial statements.

Boards are continuously working hard to keep up with an increasingly complex business environment. From 
cryptocurrency and climate change, to the shift in demand for real-time, forward-looking financial and operational 
information from external stakeholders, the responsibilities of the board continue to expand. Effective boards must also 
continue focusing on their traditional responsibilities for overseeing financial reporting.

Today, for boards, overseeing culture risk has become a critical aspect for the organization since culture is a priceless 
asset. A damaged culture can create dysfunction throughout the organization and pose a risk to critical assets. Directors 
are increasingly expected to monitor culture as part and parcel of their supervisory responsibilities.

This guide assists boards and directors to ask effective questions in their oversight role. Effectiveness includes the 
dynamics and behaviours of individuals that comprise the board as well as its committees.

The board’s role in various elements of the governance infrastructure ranges from overseer to active participant in the 
actual processes. In these areas, the board is expected to understand and monitor the organization's operating models 
while developing the components and participating in the activities.

There are several areas on which board members can focus to help set the tone and develop a culture that addresses 
risk. For example, board members can encourage open discussion about risk issues, integrate risk management into the 
organization’s goals and compensation structure, and create a corporate culture in which employees at all levels manage 
risks rather than reflexively avoid or heedlessly take them.

From a monitoring and oversight perspective, boards need to be satisfied that management is providing fair, complete, 
accurate, and timely information and that people at and below the C-suite level maintain a two-way communication 
channel with the board.

Many of the current ongoing global issues are highlighted in this guide—like the need to develop and execute an effective 
long-term strategy in a disruptive environment; the war for talent and the advantages of a corporate culture aligned to 
the organization’s strategic vision; greater scrutiny of executive compensation by shareholders and the media; and the 
benefits of boardroom diversity that are based not only on gender, ethnicity, and age, but also on the experience and 
problem-solving approaches of the directors.

COVID-19 has drastically changed how businesses operate and, now more than ever, the board needs to support and 
guide the executive leadership through the unexpected vulnerabilities. Scenario-based planning coupled with enhanced 
intervention can help resolve issues ranging from the well-being of the workforce; declining financial health; and in some 
cases, permanent business shutdown. An effective board can bring “the new normal”—in terms of governance, strategy, 
and responsibilities—to the organization.

Each section of the guide provides a list of questions that directors can ask to begin exploring the issues with their own 
boards. These questions are not exhaustive but provide a framework so that directors can continue the discussion until 
they are comfortable that management is well positioned to address all issues.

The content of this guide was finalized in July 2020. We plan to refresh it annually to address stakeholders’ expectations, 
emerging issues, and best practices.

We welcome your comments or questions regarding the content in this guide.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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1 Roles and 
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Board members who are a part of 
the Audit committee may refer to the 
separate ‘Audit committee’ chapter for 
additional responsibilities.
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Board effectiveness
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Executive compensation
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https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Introduction

Jacklyn Mercer
Partner and co-leader of Deloitte’s National 
program for Boards of Directors
jamercer@deloitte.ca
902-721-5505

The objective of good governance is to ensure that 
the organization achieves its objectives by being 
able to put forth its best efforts to implement its 
strategies and make the best use of its resources.

Governance refers to the processes and structures used to direct and manage an 
organization’s operations and activities. It defines the division of power and establishes 
mechanisms to achieve accountability among stakeholders, the board of directors, 
and management.

Good governance systems are designed to help organizations focus on the activities that 
contribute most to their overall objectives, use their resources effectively, and ensure that 
they are managed in the best interests of their stakeholders.

Today, investors demand better foresight into an organization’s future prospects and long-
term viability. Many directors face a challenge as they chart a course that responds to both 
the forces of the market and their compliance responsibilities.

Boards of every organization must clearly understand and agree upon their responsibilities 
and mandate.

To help ensure that they discharge their stewardship responsibilities effectively, regulators 
recommend that boards of publicly-listed companies adopt a formal mandate that sets out 
the responsibilities of the board and its committees, in particular those decisions that require 
the prior approval of the board. Boards of non-listed entities would similarly benefit from 
having a formal mandate.

The purpose of the mandate is to ensure that no expectation gaps exist between the board, 
management, and other stakeholders with regard to the board’s role. The mandate should 
clearly define the board’s authority, responsibilities, and accountabilities. It should also serve 
as a key component for various board activities. For example, the mandate is the basis of 
the board’s ”work plan,” which is a translation of the board’s agreed-upon responsibilities (as 
outlined in its mandate) into agenda tasks to ensure that each responsibility is addressed 
appropriately. The mandate also provides a foundation for the board’s self-evaluation of its 
effectiveness in carrying out its responsibilities.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
mailto:jamercer@deloitte.ca
https://www.linkedin.com/in/jacklyn-mercer-49b27a26/
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• 

• 

• 

• 

• 

• 

Board committees should have their own mandates, often called “charters,” that describe the 
way in which they carry out the duties and responsibilities delegated to them by the board.

Typically, a board mandate includes components that provide descriptions of the board’s:

• Responsibilities;

• Composition, including the size of the board, how board members are identified, and 
criteria for board membership and board committees;

• Key processes, including the number of board meetings, procedures for setting agendas, 
and minutes; and

• Evaluations, accountabilities, and required reporting.

Once approved, the board should publish its mandate so that it is available to all members of 
the board, management, and other stakeholders. The best practice is to include the board’s 
mandate in the annual report and to post it on the organization’s website.

Review our sections dedicated to the different organization types:

Listed entities

Foreign private issuers

Public sector entities

Private enterprises

Family businesses

Not-for-profit organizations

Additional resources

Canadian Centre for Corporate Governance 
(Deloitte Canada)

The Podium Club (Deloitte Canada)

The Directors’ Series program 
(Deloitte Canada)

On the Board’s Agenda (Deloitte US)

Disruptive governance podcast series 
(CPA Canada)

2020 Directors’ Alert: Reimagining 
governance and oversight amid digital 
disruption (Deloitte Global, January 2020)

Governance Solutions: The Ultimate 
Guide to Competence and Confidence 
in the Boardroom (by David Brown and 
Debra Brown, December 2019)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www2.deloitte.com/ca/en/pages/audit/topics/canadian-centre-for-corporate-governance.html
http://info.deloitte.ca/podium-club
https://www2.deloitte.com/us/en/pages/center-for-board-effectiveness/articles/on-the-boards-agenda.html
https://www.cpacanada.ca/en/business-and-accounting-resources/strategy-risk-and-governance/corporate-governance/publications/disruptive-governance-podcast-series
https://www2.deloitte.com/content/dam/Deloitte/ca/Documents/audit/ca-en-audit-2020-directors-alert-aoda.pdf?icid=cta_hero-2020-deirectors-alert-heropdf
https://www2.deloitte.com/ca/en/pages/audit/articles/directors-series-pivot-future-performance.html
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Regulators set out various requirements that are 
intended to provide a framework of good governance. 
Boards also have a responsibility for the quality of their 
governance practices.

Listed entities
The Canadian Securities Administrators (CSA) have issued various requirements intended 
to improve the quality, reliability, and transparency of communication to stakeholders. 
The CSA instruments that most significantly affect corporate governance among public 
companies include:

• National Instrument 52-109, Certification of Disclosure in Issuers’ Interim and Annual 
Filings – requires issuers to certify various aspects of their financial reporting processes 
including the fair presentation of their financial results, the design and evaluation of 
disclosure controls and procedures, and the design and evaluation of internal controls over 
financial reporting. 

• National Instrument 52-110, Audit Committees – governs the functions and powers of the 
audit committee and requires issuers to provide certain prescribed disclosures regarding 
the audit committee’s composition and functions.

• National Instrument 51-102, Continuous Disclosure Obligations – enhances the 
consistency of disclosure in the primary and secondary markets to help ensure that 
Canadian investors receive a uniformly high level of continuous disclosure, so they may 
make informed investment decisions.

• National Instrument 58-101, Disclosure of Corporate Governance Practices – 
requires issuers to disclose their compliance with corporate governance procedures 
in their management information circular or annual information form. These 
disclosure requirements replace those previously required under the TSX Company 
Manual. Compliance with the instrument is jointly enforced by the TSX and securities 
regulatory authorities.

• National Policy 58-201, Corporate Governance Guidelines – provides guidance on 
corporate governance matters in the form of suggested “best practices.” Although these 
guidelines are not meant to be prescriptive, issuers are “encouraged to consider” them in 
developing their own corporate governance practices.

• CSA Staff Notice 51-358, Reporting of Climate Change-related Risks – provides issuers, 
particularly smaller issuers that have limited resources, with guidance as to how they might 
approach preparing disclosures of material climate change-related risks. This presents 
issuers with an opportunity to inform investors about the sustainability of their business 
model and to provide insights into how they are mitigating and adapting to these risks.

• CSA Multilateral Staff Notice 58-311, Report on Fifth Staff Review of Disclosure 
Regarding Women on Boards and in Executive Officer Positions – outlines key trends 
from a recent review of public disclosure regarding women on boards and in executive 
officer positions as required by Form 58-101F1 Corporate Governance Disclosure 
(the disclosure requirements) of National Instrument 58-101 Disclosure of Corporate 
Governance Practices (NI 58-101).

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.osc.gov.on.ca/en/13542.htm
http://www.osc.gov.on.ca/en/13550.htm
https://www.osc.gov.on.ca/en/SecuritiesLaw_51-102.htm
http://www.osc.gov.on.ca/en/14198.htm
http://www.osc.gov.on.ca/en/14206.htm
https://www.osc.gov.on.ca/en/60614.htm
https://www.osc.gov.on.ca/documents/en/Securities-Category5/sn_20191002_58-311_staff-review-women-on-boards.pdf
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• New amendment for CBCA corporations – changes the Canada Business Corporations 
Act (“CBCA”) to providing greater transparency over company ownership and assisting 
authorities in prosecuting financial crimes. The amendments:

a) Clarify the fiduciary duties of directors and officers;
b) Allow enforcement agencies to access a corporation’s Register of Individuals with 

Significant Control (“ISC Register”); and 
c) Impose additional disclosure requirements.

Public companies listed on the Toronto Stock Exchange (TSX) must:

• Comply with the provisions in the TSX Manual related to corporate governance.

• Seek shareholder approval for certain transactions (in particular those that represent a 
fundamental change to the business or will result in extraordinary dilution).

Generally, outside of the requirement for shareholder approval of certain transactions, 
the requirements of the TSX Manual align with both NI 58-101 and NP 58-201. Companies 
listed on the TSX Venture Exchange must comply with Policy 3.1, Directors, Officers, Other 
Insiders & Personnel and Corporate Governance of the TSX Venture Exchange’s Corporate 
Finance Manual.

New rules affecting corporate governance practices have recently been adopted in Canada, 
the United States, and Europe. However, these guidelines do not address every issue to 
guarantee the board’s effectiveness. Directors are also responsible for ensuring the effective 
functioning of their boards, which should include:

• An ongoing education program for directors;

• The board’s access to timely and comprehensible information;

• Continuous communication with management regarding business risks and issues; and

• Maintaining open and meaningful discussions with both the external and internal auditors.

Canada is a comparatively small marketplace and the competition among public 
companies and other organizations for effective, qualified directors is intense. While many 
good directors are willing to serve on multiple boards, they should only accept a board 
appointment if they are sure they will have sufficient time and energy to adequately perform 
their roles and responsibilities on that board. Overboarding has become a centre-stage 
issue for many organizations and investors. Proxy advisory firms have set an overall limit of 
up to a total of five board memberships and three audit committee seats).1 As per the ISS 
QualityScore, a five-board maximum is emerging as the new standard for all non-executive 
directors, while a two-board maximum for the CEO, in addition to sitting on the board of the 
organization as a CEO of (a total of three boards), before being considered overboarded. 
Because of the limited pool of qualified director candidates in Canada, director succession is 
an important issue that every organization must take care to manage well.

Authoritative guidance

National Instrument 52-109, Certification 
of Disclosure in Issuers’ Interim and Annual 
Filings (CSA)

National Instrument 52-110, Audit 
Committees (CSA)

National Instrument 51-102, Continuous 
Disclosure Obligations (CSA)

National Instrument 58-101, Disclosure of 
Corporate Governance Practices (CSA)

National Policy 58-201, Corporate 
Governance Guidelines (CSA)

CSA Staff Notice 51-358, Reporting of 
Climate Change-related Risks (CSA)

CSA Multilateral Staff Notice 58-311, Report 
on Fifth Staff Review of Disclosure Regarding 
Women on Boards and in Executive Officer 
Positions (CSA)

New amendment for CBCA corporations 
(Government of Canada)

TSX Company Manual (TSX)

TSX Venture Exchange’s Corporate Finance 
Manual (TSX)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.parl.ca/DocumentViewer/en/42-1/bill/C-97/royal-assent
https://www.issgovernance.com/file/products/qualityscore-techdoc.pdf
https://www.osc.gov.on.ca/en/13542.htm
http://www.osc.gov.on.ca/en/13550.htm
https://www.osc.gov.on.ca/en/SecuritiesLaw_51-102.htm
http://www.osc.gov.on.ca/en/14198.htm
http://www.osc.gov.on.ca/en/14206.htm
https://www.osc.gov.on.ca/en/60614.htm
https://www.osc.gov.on.ca/documents/en/Securities-Category5/sn_20191002_58-311_staff-review-women-on-boards.pdf
https://www.parl.ca/DocumentViewer/en/42-1/bill/C-97/royal-assent
https://decisia.lexum.com/tsx/en/nav.do
https://www.tsx.com/resource/en/701
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Several US regulations pertaining to foreign private 
issuers have changed recently and more rule changes are 
on the horizon. Foreign private issuers need to monitor 
these developments to ensure they remain compliant 
with the updated requirements.

Foreign private issuers
An organization is a foreign private issuer (FPI) if it:

1. Is an organization incorporated or organized under the laws of any country outside 
the United States,

2. Is not a foreign government, and

3. Satisfies at least one of the two tests described below (the Non-US Share Ownership Test 
and the Non-US Business Connection Test).
a. The Non-US Share Ownership test is met when no more than 50 percent of the 

outstanding “voting securities” are directly or indirectly owned by residents of the 
United States.

b. The Non-US Business Connection Test is met when:
i. A majority of its executive officers are not US citizens or residents and a majority of 

its directors are not US citizens or residents, 
ii. Not more than 50 percent of its assets are located in the United States, and
iii. Its business is not administered principally in the United States.

FPIs must disclose any significant differences between their corporate governance practices 
and the practices that the listing exchange requires US domestic companies to follow.

Canadian FPIs may file current reports and quarterly reports on Form 6-K (using Canadian 
disclosure rules) and annual reports on Form 20-F (using SEC disclosure rules modified 
somewhat for non-US companies) or for MJDS filers, on Form 40-F (using Canadian disclosure 
rules). Form 40-F is primarily a wraparound the Annual Information Form, the annual 
Management’s Discussion and Analysis and the annual Audited Financial Statements, each 
filed in Canada, together with certain Sarbanes-Oxley (SOX) and Dodd-Frank certifications 
and disclosures.

In filing annual reports with the SEC, FPIs have a later deadline (up to four months after 
fiscal year-end) than companies that are not FPIs. Canadian FPIs that are MJDS filers file their 
annual reports with the SEC on the same day that they file in Canada.

On an annual basis, FPIs are required to submit assessments of the effectiveness of their 
internal control over financial reporting, and the auditors of the organization’s annual 
financial statements must issue an attestation report regarding management’s assessment 
of the effectiveness of internal control over financial reporting.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit


13

2 3 41 Roles and responsibilities     Introduction

SOX sets out corporate governance requirements affecting the boards of directors and 
management of all issuers, including foreign private issuers. In addition, SOX provisions 
relating to auditor oversight and independence apply to all accounting firms, including 
non-US accounting firms that audit foreign private issuers with securities registered in 
the United States.

Section 301 of SOX, Audit Committee Standards specifies that audit committees of FPIs must:

• Be composed of directors who are independent, as defined under the SEC rules;

• Have the authority to engage, compensate, and oversee the work of the 
independent auditor;

• Have the authority to engage and compensate outside advisors; and

• Establish whistleblower procedures for receiving, retaining, and acting upon complaints 
about auditing, internal control, and accounting matters.

Foreign private issuers are required to disclose in their annual reports on Form 20-F whether 
the board has determined that at least one member of its audit committee is an “audit 
committee financial specialist.” If a board is not able to identify a financial specialist, it must 
disclose why it is unable to do so.

Section 906 of SOX requires CEOs and CFOs to furnish written certifications to the SEC as 
exhibits to each periodic report containing financial statements filed with the SEC stating that 
the information contained in the periodic report fairly presents, in all material respects, the 
financial condition and results of operations of the organization.

Section 302 of SOX requires CEOs and CFOs to certify regarding, among other things, 
material disclosures, fair presentation of financial statements and other financial information, 
and the adequacy of internal financial controls.

Section 404 of SOX contains two related requirements. Section 404(a) requires an 
assessment by management of the effectiveness of the issuer’s ICFR, while Section 404(b) 
requires an attestation report of the issuer’s independent auditors on management’s 
assessment. Foreign private issuers that are “large accelerated filers” or “accelerated 
filers”2 must comply with both Sections 404(a) and 404(b), starting with the second annual 
report on Form 20-F following the IPO. By contrast, foreign private issuers that are neither 
large accelerated filers nor accelerated filers are required only to provide management’s 
assessment of internal control under Section 404(a).

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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The Dodd-Frank Wall Street Reform and Consumer Protection Act (2010) implemented 
financial regulatory reforms following the 2008 global financial crisis. Under Dodd-Frank, FPIs 
that are neither “accelerated” filers nor “large accelerated” filers no longer need to obtain an 
auditor’s attestation in respect of internal control over financial reporting (a modification of 
the requirement under Section 404 of SOX).

Other Dodd-Frank provisions direct the SEC or US stock exchanges to amend their rules. 
When all of these new rules become effective, the provisions that may apply to FPIs will 
require that:

• Each member of the compensation committee must be independent, the compensation 
committee must be given adequate funding and certain oversight responsibilities, and 
advisors to compensation committees must meet certain independence considerations. 
[Effective in 2012]

• FPIs must develop and implement policies to “clawback” incentive-based compensation 
paid to current or former executive officers after a restatement is made because of the 
organization’s material non-compliance with financial reporting requirements under the 
securities laws. [Proposed by the SEC in 2015]

• FPIs must disclose annually whether “conflict minerals” necessary to the functionality or 
production of products manufactured by the organization originated from the Democratic 
Republic of Congo or an adjoining country. [Effective in 2012]

Authoritative guidance

Modernization of Regulation S-K Items 101, 
103, and 105 (SEC)

H.R.3763 – Sarbanes-Oxley Act of 2002 
(US Congress)

H.R.4173 – Dodd-Frank Wall Street Reform 
and Consumer Protection Act 
(US Congress)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.sec.gov/rules/final/2020/33-10825.pdf
https://www.congress.gov/bill/107th-congress/house-bill/3763
https://www.congress.gov/bill/111th-congress/house-bill/4173
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• In an annual report to the SEC, FPIs engaged in resource extraction (commercial 
development oil, natural gas, or minerals) are to disclose information relating to any 
”payments” made to foreign governments (including companies owned by foreign 
governments) or to the US government for the purpose of commercial development of oil, 
natural gas, or minerals. [Proposed by the SEC in 2019]

Recent developments

On August 26, 2020, the SEC approved certain amendments to Regulation S-K, which 
principally governs the content of disclosure documents filed by US domestic issuers 
(Regulation S-K amendments). Thus, most of these amendments to Regulation S-K will not 
affect foreign private issuers. The final rule identifies the portions of these amendments that 
apply to FPIs.

The SEC’s Regulation S-K amendments contain the following key changes to Regulation S-K 
Item 105 (Risk Factors):

• Documents containing risk factor disclosure exceeding 15 pages would have to include 
a summary risk factor of no more than two pages disclosure in the foreword of the 
prospectus or report, under an appropriate heading.

• In lieu of disclosing the “most significant” risk factors as is now required, issuers would be 
required to disclose “material” risk factors.

• Risk factors would have to be organized under the relevant headings.

During the SEC’s August 26, 2020, open meeting, the SEC commissioners discussed whether 
the final rule should have included more prescriptive requirements related to environmental, 
social, and governance (ESG) issues, and they exchanged observations regarding striking the 
right balance of principles-based and prescriptive disclosure regulations. 

Additional resources

2019 Guide to Foreign Private Issuer status: 
How to preserve it and what it provides to 
non-US companies (Norton Rose Fulbright, 
June 2019)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.sec.gov/rules/final/2020/33-10825.pdf
https://www.nortonrosefulbright.com/-/media/files/nrf/nrfweb/knowledge-pdfs/2019-guide-to-foreign-private-issuer-status.pdf
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Corporate governance has traditionally been thought of in the context of publicly-
listed companies and, more recently, other private sector enterprises, but is now also 
commonly applied to public sector entities. Since public sector organizations may 
manage many millions of dollars in assets and liabilities and oversee the delivery of 
important public services, such as healthcare, education, and public utilities, good 
governance is clearly just as important in the public sector as it is in the private sector.

Public sector entities
Like publicly-listed companies and other private sector organizations, public sector entities 
have a variety of stakeholders to whom they are accountable. Taxpayers who fund these 
organizations want to know that their tax dollars are being used appropriately and that the 
organizations they fund are well managed, well governed, and performing well. So, too, do the 
branches of government, legislatures, and the Minister, which all bear responsibility for the 
organization and its activities. Everyone expects the actions of public sector organizations to 
be able to stand up to public scrutiny.

As in the business world, governance in the public sector involves several players. The roles 
of these players may differ from one organization to another, depending upon the nature of 
the organization itself, the legislation under which it was founded and operates, and other 
factors. Nevertheless, the principles of good corporate governance are generally just as 
applicable to public sector organizations as they are to those in the private sector.

One of the most important players in the governance of a public sector organization is its 
board of directors. Public sector boards play a similar role, with similar responsibilities, 
to boards in the business world, though there are often different legal, regulatory, and 
operational considerations that may affect the board’s specific governance processes and 
the responsibilities of directors. For example, although public sector organizations are 
structured as independent legal entities, governments typically have the authority, if they 
wish to exercise it, to override their boards and management or assume direct control of 
the organization.

Certain aspects of the roles of public sector boards usually differ from those of private 
sector boards because of the different nature of the organizations. For example, the 
overriding objective of private sector entities is to succeed in a competitive marketplace. 
Many public sector organizations do not operate in a competitive environment, nor is the 
organization’s profitability necessarily a measure of its performance. Instead, public sector 
organizations normally have a mandate to achieve certain public policy objectives and to 
fulfill a service mandate. These organizations and their boards, therefore, need to determine 
the appropriate metrics for measuring the organization’s success in achieving its objectives. 
These metrics may include some measures of financial performance, as well as service levels, 
service quality, customer satisfaction, compliance with the environmental, social, and other 
regulations, or metrics specific to the organization (such as length of wait times in the case of 
a hospital).

Additional resources

International Framework: Good 
Governance in the Public Sector (IFAC and 
the Chartered Institute of Public Finance 
and Accountancy, 2014)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.ifac.org/knowledge-gateway/contributing-global-economy/publications/international-framework-good-governance-public-sector
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Private companies are not legally required to implement public company corporate 
governance processes and procedures. However, many of these governance 
practices can also be of benefit to them. Their challenge is to determine which public 
company corporate governance practices are ”best practices” that would benefit 
private companies.

Private enterprises
Processes that upgrade finance, governance, and controls can yield significant value to 
private enterprises.

Stewardship of financial resources and decision support are the two key roles of any finance 
function. Many private companies’ finance functions are perceived as bookkeepers who 
add limited value to the bottom line, which may be due to a lack of confidence in financial 
reporting, which is a laborious and volatile close process, or a lack of business advice in 
interpreting the numbers. In such organizations, these weaknesses and other accounting 
glitches may result in surprises for the executive team.

Entrepreneurial executives are often reluctant to spend money for governance, which they 
perceive as being overly bureaucratic and expensive. There are benefits to be achieved 
through good governance, provided the investment is made in areas where advice can be 
valuable and not distract from the organization’s mission. Good governance processes can 
also help mitigate downside risks, such as reducing the potential for restatements, attrition 
of stakeholder confidence, and control failures.

The key to an efficient controls strategy is embedding it within the organization. Controls that 
overlay a financial process are generally additive in both the speed and cost of processing. 
Implementing an internal controls strategy with a proficient use of technology—parallel to 
the growth curve of the organization—can yield a higher return than a big bang overhaul 
prior to going public.

One of the most effective ways to grow a small business while maintaining control is to 
establish a board comprised of outside advisors, similar to the board of directors of a public 
company. This kind of advisory board allows a private company to benefit from the objective 
advice of experienced, knowledgeable business leaders. An advisory board may be charged 
with the responsibility for the oversight of the organization and can assist in everything from 
daily operations to finding and assessing potential growth opportunities, to helping develop 
long-range plans, including succession planning.

Additional resources

Private company issues and opportunities 
- Global considerations for 2019 
(Deloitte Global, February 2019)

Placing the right individuals at the top 
(Deloitte Global, 2017)

Governance & transparency of private 
companies (Deloitte UK, 2017)

Independent board members can be a 
valuable resource for private companies 
(Deloitte Global, 2016)

Small Company Boards – Questions 
for potential advisors and directors 
(CPA Canada, 2016)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www2.deloitte.com/ca/en/pages/deloitte-private/articles/private-company-issue-and-opportunities.html
https://www2.deloitte.com/content/dam/Deloitte/za/Documents/governance-risk-compliance/Private_Company_Governance_Brochure_19-07-2016.pdf
https://www2.deloitte.com/content/dam/Deloitte/uk/Documents/audit/deloitte-uk-governance-and-transparency-of-private-companies.pdf
https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Risk/gx-ccg-on-boards-agenda-feb-2016.pdf
https://www.cpacanada.ca/-/media/site/business-and-accounting-resources/docs/01105-rg-small-company-boards-questions-for-potential-advisors-and-directors-august-2016.pdf
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In building and managing a successful family enterprise, communication is probably 
the single most important, yet difficult, ingredient. Open, honest, and productive 
communication can be a challenge for any organization, but for a family enterprise it can 
be particularly tough.

Family businesses
By their nature, family enterprises are complex, and as they evolve past the first-generation 
founder-manager, business and family issues become intertwined especially as the 
enterprise transitions from the generation of sibling owners and managers to the generation 
of cousins.

In a family enterprise practice, one should consistently ensure that good family governance 
relies on open and transparent family communication. Many business families quite 
often lack the skills and capability to navigate tough discussions together, particularly 
those involving both business and family matters. Rather than risk family disagreements, 
business families often default to avoiding difficult or sensitive conversations. However, 
allowing management, succession, and ownership discussions to slide can place not only 
the business but the owning family at risk. Indeed, research and practice show time and 
again that breakdowns in communication are largely the cause of transition failures in 
family-owned enterprises.

Fortuitously, effective family communication can be learned, and today we see more 
and more families committing time and budget to facilitate and improve their family 
communication skills and capabilities. Communication across a family enterprise can be 
difficult for a number of reasons:

• Family members will have different interests, different aspirations, and sometimes different 
values. Overlapping familial roles and responsibilities, combined with management, 
ownership, and economic interests, provide fertile ground for misunderstandings and 
conflict. Lacking methods to navigate complex and tough discussions, families become 
vulnerable to the business, and vice versa.

• A lack of transparency in family matters is quite normal and it is easy for family members, 
especially those not involved in management of the business, to misinterpret information 
received informally. It can be difficult to speak truth to power in hierarchical family business 
cultures. Differing levels of knowledge, authority, ownership, and responsibility, plus 
tensions and biases between generations have a real impact.

• Unlike non-family businesses, emotions and personal feelings aren’t left at the boardroom 
or the office door, and personal and private values, beliefs, and personalities matter. Not 
being able to discuss and resolve an issue with a parent, spouse, sibling, or cousin who may 
or may not also be an executive or shareholder of the business can leave a family feeling 
stuck and confounded. As a consequence, business decisions may seize up, opportunities 
may be squandered, and blame can set in, thereby dividing the family and the business, 
which, unfortunately, can sometimes lead to family estrangement and the failure of 
the business.

Additional resources

Private company issues and opportunities 
2020 - Family business edition (Deloitte 
Canada, February 2020)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www2.deloitte.com/content/dam/Deloitte/ca/Documents/deloitte-private/ca-global-thought-leadership-en-aoda.pdf
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• As the business and family grow, more and more family members expect a say or voice in 
the family enterprise. Apportioning questions and decisions to the family, the business, and 
the shareholders sometimes requires difficult discussions. Trustees, enterprise executives, 
board members, and beneficiaries are often the same people. Often when processes and 
structures are forced on family recipients, dispute is inevitable.

Despite their complexities, family enterprises have significant advantages over their 
non-family counterparts. By being brought up in a business environment, family owners have 
a unique and superior ability to adapt and pivot, particularly when guided and sustained by 
the family’s vision and values.

To capitalize on this strategic advantage, business families should invest in building their 
communication skills as an integral part of their overall governance practice. Meaningful, 
sustainable communication takes patience to develop, as will a commitment by all family 
members to engage with open minds and open hearts. Working with a neutral family 
enterprise advisor may help to level the power-playing field, so that all family members feel 
they can have a voice at the table. Importantly, a structured approach allows difficult issues 
to be worked through in a sensitive and productive way, allowing a family to heal and reset 
past behaviour patterns.

Working through the mandate and decision-making authorities of a family board or 
council, in contrast to the business board or shareholders’ council, is another facet of the 
work required. Successful multi-generational family enterprises are then able to direct 
conversations and decisions to the appropriate governance forum. We find it useful to 
visualize family enterprise governance as a process of building out different rooms in a house, 
each with a distinct purpose. Different conversations and decisions are made in each room. 
For example, the family council is the forum for discussing ownership and family matters, 
as well as family education and philanthropy. The business board meets to oversee the 
performance of management, and to review, approve, and monitor the business’s strategic 
plan. These governance bodies are not just checkboxes or rubber-stamp exchanges. Each 
forum requires a unique set of skills to deal with a unique set of issues.

Underlying everything is the recognition that good communication is both an art and a 
science. The fields of neuro-cognition, how the brain works, and systems thinking—the 
notion that everything is inter-connected—offer much for family enterprises:

• Identifying and addressing generational, cultural, and gender biases and emotional triggers.

• Listening empathically, asking genuinely open-ended questions, and accepting that we all 
come to any conversation with our own story and assumptions are learned skills.

• Practicalities are important, such as scheduling family meetings in a neutral location, having 
ground rules that differentiate them from family gatherings, and ensuring that participants 
are coached and briefed by a facilitator beforehand.

• We find that family leaders often need to invest one-on-one time with family members, 
especially those who are more withdrawn or less likely to speak up during group 
gatherings, to build trust and understanding of the value of a family program to them. 
Those leaders may also need to recognize that as they open lines of communication, they 
may be challenged in ways they are not used to.

Once a family begins to communicate effectively, it begins to lay a foundation for 
transparency, fairness, accountability, and participation. Getting it right might take years of 
evolution and requires courage and commitment. Missteps and miscommunication are part 
of the process, so it also requires love, practice, and patience.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Fundamentally, governance is governance. There is no substantive difference in 
good governance between public companies and not-for-profit organizations; in 
fact, many NPOs have governance practices that equal the best practices of many 
public companies.

Not-for-profit organizations
Unlike their corporate counterparts, directors of NPOs are not paid for their services. They 
may also be expected to cover out-of-pocket expenses and make donations. Nevertheless, 
volunteer board members need to be as seriously committed to the vision, mission, and 
goals of their organizations as remunerated corporate directors are. Volunteer directors 
must work hard, believe in what they are doing, and make a large contribution to their 
organization’s success.

When recruiting directors to the board, it is important to consider the relationships that 
may exist between potential directors and the NPO. Many individuals who are passionate 
about the organization’s mission and activities may already be involved with the NPO as 
fundraisers, major donors, volunteers, clients, etc. Such relationships may not preclude 
directors from serving (depending on applicable regulations) or prevent them from serving 
effectively. However, they may create the potential for undue influence by a particular 
stakeholder group, which could compromise the board’s ability to exercise independent 
judgment. Even when no undue influence actually exists, the perception of partiality may still 
damage the organization’s reputation in the eyes of stakeholders.

NPOs should ensure that a sufficient number of directors are independent of the 
organization and, therefore, able to bring an objective perspective to the board. Often called 
”members at large,” these directors enhance the board’s real and perceived impartiality and 
bring special “outside” skills and perspectives to the table.

Authoritative guidance

2011 Canada Not-for-profit Corporations Act 
(Government of Canada)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://laws-lois.justice.gc.ca/eng/regulations/sor-2011-223/index.html


21

2 3 41 Roles and responsibilities     Executive summary

2011 Canada Not-for-profit Corporations Act (2011 Act)

The 2011 Act distinguishes between ”soliciting” and “non-soliciting” NPO corporations. 
Soliciting corporations are those that have received income in excess of $10,000 in the 
form of donations or gifts.

The 2011 Act defines a designated corporation as being (a) a soliciting corporation 
that has gross annual revenues equal to or less than $50,000 and (b) a non-soliciting 
corporation that has gross annual revenues equal to or less than $1,000,000.

Directorship

• Under the 2011 Act, the board of directors is comprised of one or more directors, 
unless it is a ”soliciting corporation,” in which case the board must be comprised of not 
less than three directors, at least two of whom are not officers or employees of the 
corporation or its affiliates.

• In exercising their powers and discharging their duties, directors are allowed to raise a 
defense based on reasonable diligence and good faith.

• Directors and officers may be indemnified by the corporation, which may, in turn, 
purchase and maintain liability insurance for their benefit.

• Directors and officers must disclose their interest in a material contract or material 
transaction, whether made or proposed, with the corporation.

Financial reporting

• The members must appoint a public accountant unless all of the members entitled to 
vote agree and resolve not to appoint a public accountant.

• The public accountant must conduct a review engagement of a designated 
corporation unless the members pass an ordinary resolution requiring an 
audit engagement.

• The public accountant of a corporation that is not a designated corporation must 
conduct an audit engagement.

Additional resources

Not-for-Profit Governance Summary 
Resource Guide (CPA Canada, April 2019)

The Effective Not-for-Profit Board: A value-
driving force (Deloitte, 2014)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.cpacanada.ca/-/media/site/operational/rg-research-guidance-and-support/docs/g10229-rg-not-for-profit-governance-summary-resource-guide-april-2019.pdf
https://www2.deloitte.com/content/dam/Deloitte/ca/Documents/public-sector/ca-en-public-sector-effective-npo-board.pdf
https://laws-lois.justice.gc.ca/eng/regulations/sor-2011-223/index.html
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Activism
Faced with increasing activism, organizations need to be well prepared, clearly 
understand their vulnerabilities and exposures, and be prepared to explain and defend 
the actions, strategies, and policies that may attract activist shareholders’ attention.

Activist shareholders have long been a feature of US capital markets, but in recent years they have 
become more prevalent in Europe and other jurisdictions, and the number of global campaigns 
has increased significantly. Typically, activists’ concerns are to address management-related issues 
such as remuneration or other governance matters, business performance or organizational 
strategy, to influence corporate activities such as mergers or acquisitions or the use of cash on 
hand, to unlock value through divestments or other measures, or to remove or appoint directors.

Faced with increasing activism among their stakeholders, many organizations have chosen to 
respond proactively by heightening their engagement with their most significant shareholders, 
enabling them to provide input to draft policies and to address concerns in areas where policies 
have allowed the organization significant discretion.

A few noteworthy movements that shook the entire world are Occupy Wall Street, Global Climate 
Strike, the #MeToo movement, and the Women’s March, etc. Occupy Wall Street (September 2011) 
was a protest movement to attack social and economic inequality, greed, corruption, and the 
undue influence of corporations on government—particularly from the financial services sector. 
The recent Global Climate Strike was the international protest that came immediately after the 
2019 UN Climate Action Summit. It consisted of two days of strikes across the world, on Friday, 
September 20 and Friday, September 27, which were led by 16-year old Swedish environmental 
activist Greta Thunberg across 150 countries to raise awareness about the detrimental impact 
of climate change. The MeToo movement in 2018 was a worldwide movement against sexual 
harassment and sexual assault, which saw the participation of millions of both genders. The 
Women’s March in 2017 was a worldwide protest after President Trump’s inauguration to promote 
the spirit of democracy and honour the champions of human rights, dignity, and justice.

These movements may eventually lead to changes to laws and regulations but presently 
organizations should listen to their stakeholders’ voices and adjust their corporate practices 
accordingly. For example, it is no longer acceptable to ignore climate change and do nothing 
about being more environmentally conscious, nor ensuring that the practices in place offer equal 
opportunities to anyone with the right talent to succeed in an organization or to accept, even 
tacitly, behaviours that contravene the corporation’s code of conduct.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Organizations that do attempt to better engage their stakeholders may still find themselves 
questioned by shareholders. Every organization, therefore, needs to be well prepared and ensure 
they understand their vulnerabilities and exposures, and be prepared to explain and defend the 
actions, strategies, and policies that may attract activist shareholders’ attention. Management 
and the board should also have a clear, fact-based understanding of the organization’s short- and 
long-term value, including the value of the organization and its component parts under different 
alternatives and scenarios, which it can use to defend its decisions if they are questioned by 
activist shareholders.

Organizations should also regularly monitor market activity to identify any changes in their market, 
their shareholder mix, or in shareholder behaviours. They should also pay close attention to 
activities in their industry, especially if one of their industry peers has been targeted by activists or 
has received negative media attention or analysts’ comments.

Boards and management should also have plans in place that will enable them to respond quickly 
to any activist shareholder inquiries. Part of that plan should be proactive: organizations should 
maintain a regular and ongoing dialogue with their key shareholders and other stakeholders to 
regularly confirm their support for the organization, its strategies, and other activities such as 
sharing strategies about succession, remuneration, and other governance matters of primary 
concern to all stakeholders, especially activist ones. The feedback will help identify any areas that 
might attract activist attention, while also ensuring organizations have obtained the buy-in and 
support of their key shareholders for their decisions and actions.

Additional resources

CSA Multilateral Staff Notice 58-311, Report 
on Fifth Staff Review of Disclosure Regarding 
Women on Boards and in Executive Officer 
Positions (CSA, October 2019)

Shareholder activism in Canada: Why 
companies need to take action now 
(Deloitte, June 2019)

How strategy can halt the excesses of 
activism (Deloitte Canada, February 2019)

Be your own activist: Developing an activist 
mindset (Deloitte Global, December 2018)

Director Briefing – Stakeholder Engagement 
(CPA Canada, September 2018)

Q
ue
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 a
sk • Does the organization have a plan to follow in the event of activist inquiries? Who does the plan cover? Management, the board, others?

• How well does management understand the opinions and concerns of shareholders and other stakeholders about the organization, its 
strategies, and business activities? How often does management brief us on its monitoring of shareholder opinion and its outreach to 
key stakeholders?

• What role do we play in maintaining an ongoing dialogue with the organization’s largest shareholders? What are their primary concerns? 
Have we, as a board, responded to those concerns appropriately? Have we communicated our response to those stakeholders?

• Do we have a clear understanding of our organization’s greatest vulnerabilities—the decisions and actions we have taken that are most 
likely to attract the attention of activist shareholders? Are we prepared to defend these decisions with a fact-based assessment of 
their value?

• Is management monitoring what is happening in our industry and to organizations similar to ours to determine whether any changes 
in shareholder or public perception have occurred about the organization? Does management monitor social media in addition to 
traditional media to determine what people are saying about our organization? How often is this information shared with us?

• What is the organization’s short- and long-term value?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.osc.gov.on.ca/documents/en/Securities-Category5/sn_20191002_58-311_staff-review-women-on-boards.pdf
https://www2.deloitte.com/content/dam/Deloitte/ca/Documents/finance/ca-en-digital-activist-shareholder-insert-aoda.pdf
https://www2.deloitte.com/content/dam/Deloitte/ca/Documents/audit/ca-en-strategy-stand-alone-aoda.pdf
https://www2.deloitte.com/content/dam/Deloitte/uk/Documents/corporate-finance/deloitte-uk-be-your-own-activist.pdf
https://www.cpacanada.ca/-/media/site/operational/rg-research-guidance-and-support/docs/01867-rg-director-briefing-stakeholder-engagement-september-2018.pdf
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Antifraud
In today’s complex, e-connected business environment, organizations face an ongoing 
challenge to keep pace with, fully understand, and effectively mitigate their fraud risks. 
It is essential that they implement effective antifraud programs and controls to help 
identify fraud in a timely manner and minimize the resulting damage.

Boards of directors and their audit committees have a responsibility for ensuring that 
management puts in place effective antifraud programs and controls, since directors may be 
personally liable if fraud should occur and directors are found to have been less than diligent 
in carrying out their responsibilities for ensuring that the organization took appropriate steps 
to protect itself.

The first step in addressing fraud is a fraud risk assessment. Fraud risk assessments are 
designed to identify and evaluate fraud risk factors that could enable fraud to occur within 
the organization.

Every organization has inherent fraud risks that arise from internal and external conditions 
relative to the organization’s industry, operations, geographical locations, size, organizational 
structure, and general economic conditions.

Management has the primary responsibility for performing fraud risk assessments. The 
audit committee should have an active role in the oversight process, understand identified 
fraud risks, and evaluate management’s implementation of antifraud measures. The 
audit committee’s evaluation and oversight not only ensure that management fulfills its 
responsibilities, but can also serve as a deterrent to management who themselves could 
engage in fraudulent activities.

After fraud risk assessments are performed and fraud risks are identified, management 
should address each identified fraud risk by determining whether control activities exist to 
mitigate the risks. Control activities are policies and procedures that are designed to address 
risks and help ensure that the organization will achieve its objectives. Control activities occur 
throughout the organization at all levels and in all functions.

Effective communication is an important element of all phases of the implementation 
of antifraud programs and controls. The fraud prevention philosophy and antifraud 
programs and controls should be clearly communicated throughout the organization so 
that employees are aware of antifraud activities, have a clear understanding of what is 
expected of them, and know that the organization takes the risk of fraud seriously. These 
communications should emanate from all levels of the organization and should include 
communications with external parties when appropriate (including customers, suppliers, 
and agents).

Authoritative guidance

Corruption of Foreign Public Officials Act 
(Government of Canada)

Criminal Code (Government of Canada)

Anti-Corruption Act (Government 
of Quebec)

Foreign Corrupt Practices Act 
(U.S. Department of Justice)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://laws-lois.justice.gc.ca/eng/acts/c-45.2/index.html
http://laws-lois.justice.gc.ca/eng/acts/C-46/
http://legisquebec.gouv.qc.ca/en/ShowDoc/cs/L-6.1
http://www.justice.gov/criminal/fraud/fcpa/
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A code of conduct or code of ethics is often an organization’s first communication of its 
philosophy on fraud prevention. However, other communications should be used to create 
awareness of antifraud programs and controls. Information on antifraud programs may 
be communicated through employee handbooks, newsletters, intranet sites, training, and 
presentations or discussions led by management. Management’s antifraud programs and 
controls should also be documented to provide reasonable support for its assessments on 
the design and operating effectiveness of the controls.

Please refer to our separate section on whistleblowing for a summary of requirements and 
best practices associated with such programs.

Additional resources

Report to the nations: 2020 global 
study on occupational fraud and abuse 
(ACFE, April 2020)

How to Scandal-Proof Your Company 
(HBR, July 2019)

Q
ue

st
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 to

 a
sk • Does the organization have formal and regularly scheduled procedures to perform fraud risk assessments?

• Are fraud risk assessments updated periodically to include considerations of changes in operations, new information systems, 
acquisitions, changes in job roles and responsibilities, employees in new positions, results from self-assessments of controls, 
monitoring activities, internal audit findings, new or evolving industry trends, and revisions to identified fraud risks within 
the organization?

• Does the organization maintain a proper tone at the top? Did management assess the tone of the organization to determine if the 
culture encourages ethical behaviour, consultation, and open communication?

• Does the organization have a published code of ethics/conduct (with provisions related to conflicts of interest, related-party 
transactions, illegal acts, and fraud) made available to all personnel and does management require employees to confirm that they 
accept and agree to follow it? Does the frequency of exceptions undermine the code’s effectiveness? Does the code comply with all 
applicable rules and regulations?

• Does the organization have formal hiring and promotion standards, including background checks for those employees with influence 
over financial reporting or involved in the preparation of the financial statements?

• Does the organization adequately map or link identified fraud risks to control activities designed to mitigate the fraud risks?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://acfepublic.s3-us-west-2.amazonaws.com/2020-Report-to-the-Nations.pdf
https://hbr.org/2019/07/white-collar-crime
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Board composition
Amid the transformation of global economies and the disruption of long-standing 
business models, boards of directors need to ensure that they have the aggregate skills 
and proficiency to carry out their responsibilities effectively in today’s fast-changing 
operating environment.

The organizations that will be most likely to succeed in seizing opportunities will be the 
ones with the right strategies and the resources and capabilities to execute those strategies 
effectively. One of these critical resources is a high-quality senior leadership team including 
the board of directors.

Boards of directors should periodically review their composition to ensure that directors 
have the aggregate qualities, skills, and proficiency the board needs to carry out its 
responsibilities effectively. In addition to industry knowledge, they should have strong 
management and leadership experience, business acumen, and high ethical standards. 
Given that continuing global economic uncertainty and ongoing digital disruption is 
transforming global economies and radically changing many organizations’ operating 
environments, additional skill sets are now becoming highly regarded such as having a deep 
knowledge of technology, web security, and ESG issues.

In response, many organizations have changed direction by entering or exiting markets, 
revamped their structures to add or drop particular lines of business, or made other 
operational changes. As a result, the challenges and opportunities these organizations face 
today may be much different than those of the past, and their boards may require directors 
with a different mix of knowledge and abilities to address them.

A review of the board’s composition should focus on identifying any skill gaps that may exist 
among the directors. Similarly, the proficiency of some current directors may no longer be 
required by the board given the changes in the organization. In addition to knowledge and 
skills, boards may also wish to adjust their membership to reflect the diversity—age, gender, 
nationality, etc.—of the organization’s stakeholders. 

With a structured review and rotation plan, boards can achieve the benefits from adding 
new talent to revitalize themselves without disrupting continuity and losing their “collective 
memory” of past decisions. In some cases, to facilitate the knowledge transfer from one 
generation of directors to the next and help ensure that departing directors are recognized 
and appreciated for their past service, boards may consider establishing an advisory 
committee comprised of directors transitioning off the board, which would enable them to 
provide ongoing advice and support to the board.

Authoritative guidance

Bill C-25 (Government of Canada)

CSA National Instrument 58-101 – 
Disclosure of Corporate Governance 
Practices (CSA)

TSX Staff Notice 2017-0001 about Majority 
Voting Policies (TSX)

Disclosure requirements regarding 
the representation of women on 
boards and in senior management 
(Alberta Securities Commission)

OSC Staff Consultation Paper 58-401 
Disclosure Requirements Regarding Women 
on Boards and in Senior Management (OSC, 
January 2014)

SEC Invites Regulated Entities to Voluntarily 
Submit Self-Assessments of Diversity 
Policies and Practices (SEC)

Section 303A Corporate Governance 
Listing Standards: NYSE Listed Company 
Manual (NYSE)

Facilitating Shareholder Director 
Nominations (SEC)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.parl.ca/DocumentViewer/en/42-1/bill/C-25/royal-assent
http://www.osc.gov.on.ca/en/14198.htm
http://tmx.complinet.com/en/display/display.html?rbid=2072&element_id=1082
https://www.albertasecurities.com/news-and-publications/news-releases/2018/10/asc-to-adopt-disclosure-requirements-regarding-the-representation-of-women-on-boards-and-in-senior-m
http://www.osc.gov.on.ca/en/SecuritiesLaw_58-401.htm
https://www.sec.gov/news/press-release/2018-7
https://www.nyse.com/publicdocs/nyse/regulation/nyse/final_faq_nyse_listed_company_manual_section_303a_updated_1_4_10.pdf
http://www.sec.gov/rules/final/2010/33-9136.pdf
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Boards need to put in place not just a succession plan, but also a succession process if they 
are to be successful in recruiting directors with the best skills and competency. Leading 
practices suggest the process should be designed to enable the board to identify and recruit 
director candidates from more than just traditional channels, which may require using a 
third-party recruiter. Blind recruitment practices, in which potential candidates are assigned 
marks for each attribute required by the board, helps ensure that director candidates are 
evaluated on the two most essential attributes—their experience and deep knowledge.

The whole area of director competence and whether directors have the time available to 
address an ever-expanding set of responsibilities is receiving much attention: investors want 
reassurance that the board is thinking carefully about board composition and succession; 
when things go wrong, there is increased reputational contagion from organization 
to organization.

Increasingly, organizations consider concerns about over-committed directors and some 
have adopted policies limiting the number of boards on which their directors may serve.

Additional resources

CSA Multilateral Staff Notice 58-311 (CSA, 
October 2019)

How to Improve the Composition of the 
Board of Directors (BoardEffect, July 2019)

Access our toolkit
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 a
sk • How diverse are we? Does the diversity match the requirements of regulators or the expectations of our stakeholders? 

Do we measure diversity solely in terms of gender or do we consider other aspects of diversity? Should we have a formal 
diversity policy?

• How effective are we? Are we recruiting directors with the experience, skill, and education needed for the collective board 
to address the key issues facing our organization? Do we need to broaden our search for director candidates beyond the 
communities from which we have traditionally recruited in order to bring a wider skill set to the board?

• Do we have an effective board evaluation process that examines the performance of the full board, its committees, and 
individual directors? Do we use the outcomes of this assessment to create a board profile and regularly update and 
compare that profile to the desired qualifications for the board?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.osc.gov.on.ca/documents/en/Securities-Category5/sn_20191002_58-311_staff-review-women-on-boards.pdf
https://www.boardeffect.com/blog/how-improve-composition-board-directors/
https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Board effectiveness
Boards of directors face continuously increasing demands and challenges to their 
effectiveness. Regular assessment of the performance effectiveness of the board is an 
excellent way of adding value to the organization and ensuring effective decision-making 
at the top of the organization.

Operating environments are steadily growing more complex because of the globalization of 
markets and the virtualization of business practices. Shareholders and other stakeholders—
including regulators, legislators, corporate social responsibility and environmental advocates, 
and many others—carefully scrutinize organizations and their boards amid growing 
expectations for their behaviour. In this environment, even familiar responsibilities grow 
more challenging when regulatory and other changes occur.

Regular board assessments enable the board to examine its structure, processes, and 
mandate to ensure they are properly positioned to address current and future priorities. 
They can help the board better understand the aggregate skills and competency of directors 
and identify areas of weakness. They can also help improve the interaction of directors and 
communications among them.

Like any evaluation process, the benefits achieved through the board’s assessment will 
only be as good as the review process. Good assessment programs are supported by a 
director education program that addresses the needs of directors identified through the 
evaluation process.

The board performs three major roles in an organization—it sets a strategic direction for 
the organization, controls and monitors the management, and provides support and advice 
(advisory role). Board performance evaluation typically examines these roles of the board 
and the entailing responsibilities. It assesses how effectively these are fulfilled by the board.

Relevant evaluation topics and areas of focus should be drawn from:

• An analysis of board and committee minutes and meeting materials; and

• Board governance documents, such as corporate governance guidelines, committee 
charters, director qualification standards, as well as organization codes of conduct 
and ethics.

Even though the board and independent director evaluations have been made mandatory, 
boards will be able to derive maximum benefits from the evaluation exercises only if they 
collectively believe in the evaluation exercise and its ability to help identify the strengths, 
weaknesses, and opportunities of the boards. The performance evaluations must result in 
an action plan for the board. Trust in the process and its confidentiality are critical for the 
success of the evaluation exercise, as trust is the best incentive to encourage candid input 
and feedback from the board members.

Authoritative guidance

National Instrument 58-101, Disclosure of 
Corporate Governance Practices (CSA)

Multilateral Instrument 52-110, Audit 
Committees (CSA)

National Policy 58-201, Corporate 
Governance Guidelines (CSA)

Standards Relating to Listed Company Audit 
Committees (SEC)

NASDAQ 5600 Corporate Governance 
Requirements (NASDAQ)

NYSE: Section 303A Corporate Governance 
Listing Standards (NYSE)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.osc.gov.on.ca/en/14198.htm
http://www.osc.gov.on.ca/en/13550.htm
http://www.osc.gov.on.ca/en/14206.htm
http://www.sec.gov/rules/final/33-8220.htm
http://nasdaq.cchwallstreet.com/NASDAQTools/PlatformViewer.asp?selectednode=chp_1_1_4_3_8&manual=/nasdaq/main/nasdaq-equityrules/
http://nysemanual.nyse.com/LCMTools/PlatformViewer.asp?selectednode=chp_1_4_3&manual=/lcm/sections/lcm-sections/


29

2 3 41 Roles and responsibilities     Board effectiveness

Many boards find their evaluations are most effective and productive when the process is 
led by an independent, outside facilitator. Some boards go further and disclose, at a very 
high level, the results of the process to stakeholders. While a regular performance evaluation 
can help the board demonstrate its commitment to fulfilling its fiduciary responsibilities, 
not acting on the assessment’s findings and recommendations could expose the board and 
directors to a liability risk.

A director’s evaluation differs from the board’s evaluation in several respects even though 
the evaluation methodology and the processes followed are largely similar. Both processes 
have qualitative and quantitative parts—questionnaires answered on a rating scale followed 
by interviews—but the parameters of evaluation may differ. For example, parameters for 
a director evaluation could be the director’s contribution to the board’s strategic thinking, 
the director’s leadership and commitment, participation in board and committee meetings, 
communication and interpersonal skills, ethical issues and dilemmas faced by the director, 
and the director’s relationship with the senior management.

Individual self and peer evaluations—whether through questionnaires or interviews—can 
improve an evaluation process of the board’s performance, especially one that is already 
generally successful as applied to the board as a whole and its committees. When directors 
understand and see value in evaluations at a collective level, they often perceive enhanced 
value in individual performance evaluations, both of themselves and of their peers. The goal 
of self-evaluation is to enable directors to consider and determine for themselves during 
the evaluation process—and every other day—what they can proactively do to improve 
personal performance and better contribute to optimal board performance. A successful 
peer evaluation can also help improve director perspective. While some suggest that peer 
evaluations, even if provided anonymously, can be uncomfortable to provide and receive, a 
key characteristic of an effective board is that the board’s culture inspires and requires active, 
candid, relevant, and useful participation from all members, as well as healthy debate and 
rigorous and independent, yet collaborative, decision-making.

Additional resources

Board Practices Report: Common threads 
across boardrooms (Deloitte US and Society 
for Corporate Governance, March 2019)

Guidance on Board Effectiveness 
(Financial Reporting Council, July 2018)

Board Effectiveness Assessments 
(Deloitte Global, 2018)

Access our toolkit
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 a
sk • Are all the legal and regulatory practices that require us (or our committees) to engage in the board evaluation processes in place?

• How frequently do our performance evaluations take place? Who conducts these evaluations?

• Do the board members regularly attend board and committee meetings? What is their level of listening and engagement during 
board meetings?

• How supportive are we in receiving differing perspectives of board directors?

• Do we support all collective decisions?

• Do we actively recruit new board members to form a pipeline of potential board director candidates? Do we have a designated process 
for orienting new board members? Do we reassess or make improvements to the orientation process in a timely manner?

• Are there particular problems in the dynamics of the boardroom or between us and management that need to be addressed?

• Do we have a clear development plan for the board and individual directors?

• Do we incorporate the findings of these assessments into our board development plan?

• Are the results of the periodical performance assessments utilized for enhancing our board’s practices?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www2.deloitte.com/us/en/pages/center-for-board-effectiveness/articles/us-board-practices-report-common-threads.html
https://www.frc.org.uk/getattachment/61232f60-a338-471b-ba5a-bfed25219147/2018-Guidance-on-Board-Effectiveness-FINAL.PDF
https://www2.deloitte.com/global/en/pages/risk/articles/board-effectiveness-assessments.html
https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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D&O liability insurance

James Bennett
Assistant Vice President, Executive Solutions
Trisura Guarantee Insurance Company
James.Bennett@Trisura.com
416-607-2121

This section is a gracious contribution from our guest writer, 
James Bennett, Assistant Vice President, Executive Solutions at 
Trisura Guarantee Insurance Company.

Under the Canada Business Corporations Act (CBCA), directors and officers have two 
principal duties: a duty of loyalty and a fiduciary duty of care. Breaching either of these duties 
can result in personal liability being imposed on the director or officer. The fiduciary duty 
can be best described by the Supreme Court of Canada in Peoples Department Stores Inc. 
(Trustee of) v. Wise, 2004 SCC 68 as follows:

“The statutory fiduciary duty requires directors and officers to act honestly and in 
good faith vis-à-vis the corporation. They must respect the trust and confidence that 
have been reposed in them to manage the assets of the corporation in pursuit of 
the realization of the objects of the corporation. They must avoid conflicts of interest 
with the corporation. They must avoid abusing their position to gain personal benefit. 
They must maintain the confidentiality of information they acquire by virtue of their 
position. Directors and officers must serve the corporation selflessly, honestly 
and loyally.”

The Duty of Care is outlined in the CBCA and states: 

“Every director and officer of a corporation in exercising their powers and discharging 
their duties shall
a) Act honestly and in good faith with a view to the best interests of the corporation; and
b) Exercise the care, diligence and skill that a reasonably prudent person would exercise 

in comparable circumstances.”

The CBCA provides that the corporation may indemnify directors and officers against 
liabilities incurred in the course of their duties, and may purchase and maintain insurance 
against any liability incurred by the individual in their capacity as a director or officer. 
Provided that the director or officer has acted honestly and in good faith with a view to the 
best interests of the corporation, such indemnity from the corporation is generally available. 
In some cases, board politics may contribute to a situation where indemnification of a 
director or officer has been stalled or withheld, even when they have acted honestly and in 
good faith.

Directors and officers (D&O) may feel they are protected because of the indemnification 
provisions set out in the by-laws of the corporation, which allow the corporation to reimburse 
directors and officers for liabilities that they may become responsible for while performing 
their duties. However, these indemnification provisions are not ironclad and there are 
many scenarios that could lead to the directors and officers paying out of their own pockets 
for defence and potential damages if they are sued for their actual or alleged negligence. 

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
mailto:James.Bennett@Trisura.com
https://www.linkedin.com/in/james-bennett-16734816/
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Additionally, these indemnification provisions within the bylaws will have certain provisions 
that preclude the corporation from indemnifying the director or officer and are also 
worthless in the event that the corporation is financially impaired.

Liability insurance for directors and officers is intended to protect the directors and officers 
in their capacity as a director or officer, and the corporate entity, in the event it gets sued for 
something it did or did not do, (i.e., a mistake or failure to perform its duties), a claim arises.

A typical D&O insurance policy is composed of three main insuring agreements:

1. The first insuring agreement, often referred to as Side A coverage, is for non-indemnified 
loss. Side A coverage is applicable when a director or officer is sued, and the corporation 
is not able to indemnify either of them. This occurs when the corporation is unable to 
pay on behalf of the directors or officers for the financial obligations that they may incur, 
such as defence costs and damages, while performing their duties as a director or officer 
on behalf of the corporation. This could happen due to: (i) provisions in the by-laws that 
do not allow the corporation to indemnify the directors or officers; (ii) statutes that may 
preclude the corporation from providing indemnification; or (iii) the corporation is not 
able to pay due to its current financial state (i.e., bankruptcy or insolvency). In these 
cases, the D&O insurance policy is able to defend and pay damages, when allowed to do 
so by law, for the directors and officers.

2. The second insuring agreement, also called Side B coverage or corporate reimbursement 
coverage, is for indemnified loss. In the case of Side B coverage, the corporation would 
typically indemnify the directors and officers, however, the D&O liability insurer takes the 
place of the corporation and pays on behalf of the D&O the amounts they are liable to 
pay for defence and damages.

3. The final insuring agreement is organization coverage, or Side C coverage, which 
protects the organization if it is sued for negligence. As is the case with many lawsuits, 
the corporation may also be named along with the directors and officers when an 
individual is seeking to recoup damages caused by the negligence of the corporation. 
For public corporations, organization coverage is only available for securities claims—
claims that are typically brought by the shareholders of the corporation. For private and 
non-profit corporations, a much broader coverage grant is often provided by the D&O 
insurance carrier.

These three insuring agreements are there to protect the corporation and its directors and 
officers from various statutory liabilities and common law exposures, as well as the fiduciary 
duties set out in corporate legislation.

Additional resources

The D&O Diary, a Periodic Journal 
Containing Items of Interest From the 
World of Directors & Officers Liability, 
With Occasional Commentary, authored 
by Kevin M. LaCroix.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.dandodiary.com/


32

2 3 41 Roles and responsibilities     D&O liability insurance

The most likely source of lawsuits against directors and officers includes:

• Shareholders – Although most people think of public organizations when they think of 
shareholders, private organizations are often subject to shareholder disputes.

• Employees – Employment claims against the directors, officers, and the corporation are the 
most frequent claims that directors face.

• Competitors – Competitors make up a significant percentage of claims against directors 
and officers. Allegations can include misappropriation of trade secrets, staff, or general 
business interference.

• Creditors – Creditors can also bring claims against directors and officers for making false 
and misleading statements about the financial health of the organization.

• Customers – Even customers can bring claims against the directors of a corporation. 
These can include claims alleging misleading and deceptive advertising.

• Government entities (and regulators) – There is a significant number of rules and 
regulations spelled out in various pieces of legislation that corporations must follow. 
Breaching any of these regulations can bring personal liability to the individual directors 
and officers.

The main reasons for corporations, directors, and officers to consider purchasing D&O 
insurance are:

• D&O insurance is a solid part of sound risk management practices.

• Corporations may lack the resources to fund the indemnity.

• Bankruptcy negates the ability to fund them.

• Legal or by-law restrictions can limit the corporation’s ability to indemnify the directors 
and officers of the corporation.

• D&O is used to attract competent directors and officers to the corporation.

• D&O protects the personal assets of the directors and officers.

• D&O protects the organization’s assets during a claim.

• D&O protects the investors’ and stakeholders’ assets.

• D&O provides access to legal skills in a claims situation.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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The D&O liability insurance policy is important because it not only protects the directors and 
officers from their actual negligence, but it also protects them from alleged negligence. Since 
D&O policies provide coverage for actual or alleged acts, errors, omissions or negligence 
while performing their duties, it becomes an invaluable risk management tool available to 
them to protect their, as well as, the corporation’s interests. As with all insurance policies, 
the D&O policy does have terms and conditions that may preclude coverage for certain 
actual or alleged negligence acts committed by the director or officer. Therefore, it is in the 
best interest of the directors and officers to carefully review their entire D&O policy with an 
experienced insurance broker.
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 a
sk • Have we recently examined the corporation’s indemnification program and D&O insurance program in detail? Should we 

engage outside advisors to assist in the review?

• What are the corporation’s bylaws pertaining to the indemnification of directors and officers?

• What standard terms and conditions does the indemnification agreement contain?

• What are the limitations of indemnification under the bylaws and an indemnification agreement and does our D&O 
insurance provide sufficient protection to our directors and officers?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Ethics and culture
Boards of directors are ultimately responsible for ensuring an ethical culture in their 
organization that not only makes for good business but may also be required by law.

A strong ethical culture and effective compliance programs are essential for good businesses, 
just as a poor “tone at the top” and other management weaknesses are often recurring 
factors that underlie governance failures.

Boards of directors play a lead role in setting the “tone at the top” and ensuring that their 
organizations establish ethical cultures that are supported by strong compliance programs 
since compliance not only makes for good business but, in certain instances, may also be 
required by law.

Appropriate ethics and compliance programs may differ from one organization to another 
based on the organization’s size, industry, history of misconduct, and other factors. Despite 
these differences, however, ethics and compliance programs typically share many common 
elements, including board oversight and management responsibility, written standards and 
procedures, risk assessments, communication and training, monitoring and testing, incident 
reporting processes, and corrective actions and discipline.

The board’s role with regard to ethics and compliance programs is similar to its role in risk 
oversight and strategy. In every organization, the board is ultimately accountable for the 
ethical behaviour of the organization and its people. The board should therefore maintain 
careful oversight of the organization and its culture through direct observation and regular 
consultation with management.

The board’s oversight of organizational ethics and compliance programs should include 
observing the organization and its culture, reviewing the organization’s compliance and 
commitment to ethical behaviour, confirming that ethics policies and procedures are 
communicated and accessible to all employees, assessing compliance with the organization’s 
ethics policies, and defining an investigatory policy.

A culture that embraces the importance of ethics and compliance can be established only if 
employees, officers, and directors understand the requirements of the code of ethics. The 
CSA, TSX, SEC, the NYSE, and NASDAQ all have disclosure requirements regarding a code of 
ethics or a code of conduct.

An organization registered in the United States must disclose any changes to, or waivers 
from, the code of ethics that apply to the CEO or senior financial officers, generally within 
four business days after it amends its code of ethics or grants a waiver. The NYSE and 
NASDAQ listing standards have the same four-day rule. In addition, each code of conduct 
must provide for prompt and consistent enforcement, protection for individuals who report 
questionable behaviour, clear and objective standards for compliance, and a fair process for 
addressing violations.

Authoritative guidance

CSA National Instrument 58-101 – 
Disclosure of Corporate Governance 
Practices (CSA)

CSA National Policy 58-201 – Effective 
Corporate Governance (CSA)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.osc.gov.on.ca/en/14198.htm
http://www.osc.gov.on.ca/en/14206.htm
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Both the NYSE and NASDAQ listing standards permit companies to have more than one 
code of conduct as long as all directors, officers, and employees are covered by a code. For 
example, some companies have developed a separate code for directors, whose roles and 
responsibilities differ from those of officers and other employees.

Best practices suggest that the board should:

• Ensure the written code of conduct is communicated to and continues to be accessible to 
all employees throughout their tenure with the organization.

• Obtain an understanding of the compliance monitoring and issue resolution processes.

• Review the independent assessment of the effectiveness of each of the above processes.

• Critically assess the adequacy of management’s response to specific issues and areas of 
weakness or inadequate control.

• Ensure that adequate communication and training are carried out to foster an 
ethical culture.

Additional resources

Artificial intelligence and ethics: An emerging 
area of board oversight responsibility 
(Deloitte US, June 2020)

Are your ethics aligned with your digitization 
plans? (Deloitte US, February 2020)

How AI Can Help with the Detection of 
Financial Crimes (Wharton, June 2019)

Corporate culture risk and the board – On 
the board’s agenda (Deloitte US, April 2018)
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 a
sk • Does the board hear directly from the person who has day-to-day responsibility for ethics and compliance matters?

• Do the ethics and compliance governance framework, organizational structure, and reporting lines provide sufficient independence  
for the board to execute its responsibilities (e.g., does the chief ethics and compliance officer report directly or indirectly to the board)?

• Does the ethics and compliance officer have adequate staff, technology, and other resources to do an effective job?

• Does the organization regularly and systematically scrutinize the sources of ethics and compliance failures and react appropriately?

• How does management act on reports? Is there evidence of employees being disciplined promptly, appropriately, and consistently?

• Does the reporting process keep the board informed of ethics and compliance issues, as well as the actions taken to address them?  
Are ethics and compliance regular items on the committee’s agenda?

• What type of ongoing monitoring and auditing processes are in place to assess the effectiveness of the ethics and compliance program?

• Is the organization’s risk culture encouraging the right types of behaviours?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.iasplus.com/en-ca/publications/publications/2020/on-the-board2019s-agenda-artificial-intelligence-and-ethics-an-emerging-area-of-board-oversight-responsibility
https://www.iasplus.com/en-ca/publications/publications/2020/are-your-ethics-aligned-with-your-digitization-plans
https://knowledge.wharton.upenn.edu/article/ai-fraud-detection/
https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Risk/gx-us-cbe-corporate-culture-risk-and-the-board-april.pdf
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Executive compensation
In a competitive talent market, organizations need compensation practices that attract, 
retain, and motivate the best people. Regulators and shareholders, however, also want 
greater transparency and pay for performance accountability.

It is common practice for boards of directors to delegate to a compensation committee 
the responsibility for reviewing and determining that executive compensation is in the 
organization’s best interests and is aligned with its business mission and strategy.

As compensation committees take much more active roles in directing and controlling 
compensation policies and practices, they also face an increasingly challenging operating 
environment. On the one hand, with the competition for proven top talent being tougher 
than ever before, compensation practices need to be designed to attract, retain, and 
motivate the best people. On the other hand, however, regulators and shareholders are 
demanding greater transparency and pay for performance accountability.

Compensation committees are ideally composed of independent directors and have the 
responsibility for setting appropriate and supportable pay programs that are aligned with the 
organization’s business mission, strategy, and other best interests.

In the aftermath of the financial crisis, concerns arose about the effect compensation policies 
may have had in encouraging excessive risk-taking. Since then, investors and regulators have 
focused on organizations’ risk management and risk governance practices, including whether 
compensation policies may increase the organization’s risk profile or encourage excessive 
risk-taking. The executive committee should regularly meet with the audit committee to 
ensure that the board has properly linked risks and executive compensation.

New proxy enhancement rules have been introduced to respond to investor needs and are 
intended to improve organizations’ disclosures about:

• Their overall compensation policies and those policies’ impact on risk-taking;

• Stock and option awards to executives and directors; and

• Potential conflicts of interest of compensation consultants that advise organizations.

The disclosure requirements are also intended to help investors better understand the 
extent of the risks arising from the organization’s compensation policies and practices that 
are reasonably likely to have a material adverse effect on the organization.

Authoritative guidance

CSA Staff Notice: 51-331 – Report on 
Staff’s Review of Executive Compensation 
Disclosure (CSA)

Form 51-102F6 Statement of Executive 
Compensation and Consequential 
Amendments (CSA)

Pay Ratio Disclosure (SEC)

Listing Standards for Compensation 
Committees (SEC)

Shareholder Approval of Executive 
Compensation and Golden Parachute 
Compensation (SEC)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.osc.gov.on.ca/en/SecuritiesLaw_csa_20091120_51-331_rpt-ecd.htm
http://www.osc.gov.on.ca/documents/en/Securities-Category5/rule_20081219_51-102_f6.pdf
http://www.sec.gov/rules/final/2015/33-9877.pdf
http://sec.gov/rules/final/2012/33-9330.pdf
http://www.sec.gov/rules/final/2011/33-9178.pdf
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When the focus is on stakeholders’ goals and the compensation committee sets 
performance levels and links those goals to pay, the risk is not that management will choose 
pet projects at the expense of shareholders, but that management and the board have not 
aligned their views on the strategic priorities of stakeholder interdependence. Compensation 
committees sit at the nexus of solving an equation far more complex than in earlier decades. 
More variables go into how to motivate and reward executives for running an organization to 
successfully compete for talent, customers, suppliers, and public support.

Since compensation affects organizational culture, boards have to respond to the 
stakeholder issues, and directors on the compensation committee in particular are required 
to adjust their thinking to establish accountability to stakeholders in executive compensation.

For instance, at organizations where there is an existing culture of employee entitlement, 
boards and compensation committees experience pressure to increase compensation even 
in the face of low performance or to use discretion to adjust for lower-than-usual payouts. 
Committees should periodically take stock of both the cultural climate and the compensation 
programs in place to ensure that both are aligned and that the necessary changes are made 
as and when needed.

The SEC’s CEO pay ratio rules requiring disclosure of CEO pay ratios took effect in 2018 amid 
considerable speculation as to their possible impact. For the first time, it aimed at providing 
employees with visibility into median pay at their organizations as well as the ratio between 
the median paid worker and the CEO. Canada does not currently have a requirement to 
disclose CEO pay ratios. However, the growing adoption of such rules in other jurisdictions 
raises the question as to whether or not similar disclosure requirements may soon be 
implemented in Canada. Now that this disclosure has been in place for two proxy seasons, it 
has demonstrated that it is less impactful than what some proponents may have expected.

It has led to shareholder proposals requesting that the compensation committee consider 
the CEO pay ratio when setting executive pay levels and policies. Although these proposals 
garnered very little shareholder support in the 2020 proxy season, they will likely continue to 
be on the proxy ballot for some organizations next year.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Boards should consider shifting their attention to determining if the organization has any 
gender, ethnicity, or racial pay gaps that cannot be properly supported by differences in 
experience, performance, roles and responsibilities, or other factors that impact pay.

A number of state legislatures in the United States have recently taken steps to address 
gender pay biases, and one of the presidential candidates has proposed future legislation 
that would impose a fine of 1% of an organization’s profits for each 1% gap in gender pay. 
The countries that have already adopted gender pay measures are the United States, United 
Kingdom, France, Germany, and Iceland.

Boards should consider asking for periodic updates on the organization’s risk management 
and risk mitigation efforts to address these matters. At the same time, boards of directors 
and compensation committees should continue to monitor developments, address any 
shareholder and employee concerns, and understand the reasons for any changes in the 
ratio between years.

Additional resources

Use of Non-GAAP Measures in Executive 
Compensation (CCGG, December 2019)

CEO pay ratio: Leading indicator of 
broader human resource matters? 
(Deloitte US, July 2019)

Executive Compensation Guide for 
Canadian Officers and Directors 
(Stikeman Elliott, 2017)

20 Questions Directors Should Ask About 
Executive Compensation (CPA Canada, 2014)

Executive Compensation Principles 
(CCGG, 2013)

Model ‘Say on Pay’ Policy for Issuers 
(CCGG, 2010)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://ccgg.ca/wp-content/uploads/2019/12/Use-of-non-GAAP-performance-measures-in-Executive-Compensation.pdf
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-board-effectiveness/us-on-the-boards-agenda-ceo-pay-ratio-leading-indicator-of-broader-human-resource-matters.pdf
https://www.stikeman.com/en-ca/kh/guides/Executive-Compensation-in-Canada
https://www.cpacanada.ca/-/media/site/business-and-accounting-resources/docs/20-questions-directors-should-ask-about-executive-compensation.pdf
https://ccgg.ca/wp-content/uploads/2019/03/Executive-Compensation-Policy-branding-update-2020.pdf
https://ccgg.ca/wp-content/uploads/2019/03/model_policy_on_say_on_pay-1-1.pdf
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sk • How are our compensation policies developed? Are the policies aligned with the short- and long-term goals of 

the organization?

• What new kinds of information will we and the compensation committee need? Which measures of performance should we 
ask management to see? How should we set goals tied to pay?

• How can the organization respond to stakeholders and unleash value-creating strategies?

• Are our compensation packages adapted to different scenarios? Do we actively conduct scenario analyses to test our 
executive compensation packages?

• Are we complying with all of the relevant regulatory requirements? How aware are we of the latest legislation? Are we 
running any unnecessary legal risks?

• How independent are the members of our compensation committee? Do we and the organization’s human resources 
department employ the same or different compensation advisors? How knowledgeable is our compensation committee?

• Do our directors, including those on our compensation committee, have the requisite levels of experience and proficiency 
in human capital, beyond just compensation?

• Should we consider expanding the compensation committee to a human capital committee? What should be addressed by 
a committee versus the full board?

• Are we getting the right kind of reporting on the organization’s human capital from management?

• Do we need to bring in an outside party to perform an independent review of our human capital function?

• How much of these analyses, e.g., gender pay equity, do we want to share with employees, shareholders, and the media?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Subsidiary governance
Differences between national regulatory requirements and the need to 
manage global risks have made subsidiary governance a growing challenge for 
multinational organizations.

Corporate governance regulations and practices differ from one jurisdiction to another, 
making a “one-size-fits-all” governance structure impossible for multinationals to apply to all 
of their units. For example, under the King III Report, listed South African subsidiaries of non-
South African multinationals are required to apply the King III principles, even if they differ 
from the governance policies and principles of their parent company.

From a risk perspective, unidentified and/or unmitigated risks at the subsidiary level 
can quickly escalate to and consume the parent organization. In the past, many global 
organizations were either unaware of or did not understand the risks of their subsidiaries 
until a problem occurred. Today, with the speed at which information circulates globally, 
organizations must be proactive in understanding their subsidiaries’ risks if they are to be 
able to respond effectively and in a timely matter if problems arise.

A key issue for multinational organizations to determine is how they will extend sound 
corporate governance practices and policies downstream to their subsidiaries. Stakeholders 
generally judge multinationals by the values of the parent in its home jurisdiction, and 
problems arising at the subsidiary level can affect the brand and reputation of the 
parent. However, setting an appropriate tone at the top and applying those values across 
subsidiaries in all jurisdictions may be difficult because of differences in local regulations and 
business, employment, and other operating conditions. The parent must be careful not to 
be too heavy-handed—being viewed as a ”colonizer” in the subsidiary’s jurisdiction—without 
compromising its core values. A best practice would be to ensure the parent’s governance 
practices are adopted by all of its subsidiaries, even if they are not required under local 
regulations. When differences in requirements exist between local rules and the parent’s 
practices, the organization should adopt the most rigorous ones.

Another important issue for multinationals is determining the governance structure that 
would best contribute to an effective chain of oversight for the full organization.

A Deloitte survey found that almost three-quarters of global organizations have separate 
boards of directors for their subsidiaries, and most have some common directors on the 
boards of both parent and subsidiary companies. The same survey found that almost  
70 percent of parent company boards spend significant time overseeing the business  
and risks of subsidiaries.3

The governance framework should clearly set out the roles and responsibilities of both 
the parent and subsidiary boards, including key performance indicators for each. It should 
also identify issues that must be elevated from the subsidiary to the parent board, or that 
require the approval of the parent board. Effective two-way communications between the 
boards is also important, so the framework should set out how and when issues should 
be communicated.

Authoritative guidance

OSC Staff Notice 51-720, Issuer Guide 
for Companies Operating in Emerging 
Markets (OSC)

Staff Audit Practice Alert No. 8, Audit Risks in 
Certain Emerging Markets (PCAOB)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.osc.gov.on.ca/documents/en/Securities-Category5/sn_20121109_51-720_issuer-guide.pdf
http://pcaobus.org/Standards/QandA/2011-10-03_APA_8.pdf
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Multinationals should revisit their governance structures periodically to ensure they remain 
appropriate. Changes in operating and regulatory conditions may also necessitate changes. 
The board of a recently acquired subsidiary may have more limited autonomy until the 
parent board is satisfied that its values and practices have been implemented appropriately. 
A parent board may also choose to assign different roles, responsibilities, and autonomies to 
the boards of larger subsidiaries than it does to those of smaller ones.

The checklist of a subsidiary governance framework includes the following:

• Implement best practice corporate governance throughout the group where possible, 
bearing in mind the key parent legal, regulatory, and best practice sources having an impact 
on corporate governance.

• Be mindful of local laws, regulations, and customs.

• Consider whether prescription or flexibility or a balance between the two is desirable 
in terms of, for example, policies and procedures; a “one-size-fits-all” approach may not 
be suitable.

• Involve and encourage subsidiary boards and management.

• Consider the composition and effectiveness of subsidiary boards; regularly review this 
including after key events such as acquisitions or substantial expansion.

• Review directors’ service contracts at the subsidiary level to ensure they include 
appropriate protections.

• When reviewing remuneration policies and practices in general, consider what is 
appropriate for staff (particularly senior executives) of subsidiaries.

Additional resources

Corporate Governance & Subsidiary 
Structure (Diligent, September 2019)

Establishing a subsidiary governance 
framework – a checklist (The Chartered 
Governance Institute) 

Governance in a multidimensional 
environment (Deloitte Global, 2016)
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 a
sk • How well do we understand the risks associated with our subsidiaries, and how are those risks being mitigated? Is there anything about 

the business practices or activities of our subsidiaries that might affect the reputation of our overall organization?

• How well do we understand the local regulatory requirements that are applicable to our subsidiaries? Are there areas where these 
requirements conflict with the governance practices of the rest of our organization?

• How much time do we, as a board, spend on issues associated with our subsidiaries? Are we spending too much or too little time on 
such matters?

• Have we put in place a governance framework that clearly sets out the roles and responsibilities of both the parent board and the 
subsidiary boards? Does it clearly indicate matters that must be reviewed and approved by the parent board?

• Do we have clear and open communications between the parent and subsidiary boards? How does one board bring matters to the 
attention of another? Do we, or should we, have some directors who sit on both the subsidiary and parent boards?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://insights.diligent.com/subsidiary-management/corporate-governance-subsidiary-structure
https://www.icsa.org.uk/blog/establishing-a-subsidiary-governance-framework-a-checklist
https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Risk/gx-risk-on-the-boards-agenda-october.pdf
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2 Audit 
committee

Board members who are not on the audit 
committee may wish to refer to the ‘Roles and 
Responsibilities’ chapter for more general roles 
and responsibilities of the board.

Audit quality indicators

Auditor independence

Auditor reporting

Emerging technology

Financial literacy

Independent audit

Inspections

Internal audit

Whistleblowing

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Introduction

Timothy Wilson
Partner, Audit & Assurance
tiwilson@deloitte.ca
416-601-6186

The audit committee is recognized as a cornerstone 
of a successful and credible financial reporting 
system. Both the demands placed on it and the 
expectations of it continue to increase significantly.

The audit committee has a broad scope of responsibilities that are largely mandated by 
the Canadian Securities Administrators’ National Instrument 52-110, Audit Committees 
in Canada and by SEC rules and the rules of the relevant exchanges in the United States. 
In today’s climate, limiting the audit committee’s scope to regulatory requirements simply 
isn’t sufficient. To stay one step ahead of this environment, which is continually in flux, audit 
committees need to ask new questions and add new areas of focus.

To weather the storm of disruption, organizations need strong leadership not just from 
management, but also from their audit committees. While organizations can’t control how 
technology will evolve, they can control how they’re monitoring the ripple effects of the 
continuous changes within their own organization. Expanding the audit committee’s field 
of vision, clearly defining who’s tracking the organization’s risk radar, and taking a step back 
to re-evaluate if the organization has the right leader at the helm of its audit committee are 
three solid steps every board should consider.

Key responsibilities of the audit committee include:

• Oversight and management of ethics and compliance programs

• Oversight of financial reporting and related internal controls

• Review of filings and earnings releases

• Risk oversight

• Oversight of the independent auditor

• Oversight of internal audit

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
mailto:tiwilson@deloitte.ca
https://www.linkedin.com/in/tim-wilson-5541778/
https://www.osc.gov.on.ca/en/SecuritiesLaw_rule_20040326_52-110-audit-comm.jsp
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The audit committee, management, and the independent auditor play significant and distinct 
roles in financial reporting. Management is responsible for preparing financial statements, 
establishing and maintaining adequate internal control over financial reporting (ICFR), and 
evaluating the effectiveness of ICFR, if applicable. The independent auditor is responsible 
for expressing an opinion on the fairness with which the financial statements present, 
in all material respects, the financial position, the results of operations, and cash flows 
in compliance with GAAP and, when applicable, evaluating the effectiveness of ICFR. The 
audit committee is responsible for overseeing the entire financial reporting process. To do 
so effectively, it should be familiar with the processes and controls that management has 
established and determine whether they were designed effectively.

Given the dynamic business environment, which creates an ever-changing risk landscape, 
boards should make sure the risk oversight function is well defined and effective. The board 
plays a critical role in understanding and influencing management’s processes for identifying, 
assessing, and continually monitoring risks. The board should clearly define which risks 
the full board should discuss regularly versus the risks that can be appropriately delegated 
primarily to a board committee. While many boards have a defined risk governance structure 
in place, it is important to continually assess the structure as organizations face new risks.

A leading practice is for management to maintain a list of all enterprise-wide risks, which are 
then mapped to specific board committees with the skills to oversee them. For example, 
human resource and compensation risks may be delegated to the compensation committee 
for oversight, and the audit committee should have a key role in overseeing financial risks. 
In many instances, the full board takes direct responsibility for and regularly discusses the 
organization’s most strategic risks, which include risks that could disrupt and materially affect 
the organization’s business strategy. Committee charters should be updated to align with the 
defined risk governance structure.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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National Policy 58-201, Corporate Governance Guidelines requires that corporations 
adopt codes of ethics or conduct that are periodically reviewed and ratified by the board 
of directors.

An effective relationship between the audit committee and the internal auditors is 
fundamental to the success of the internal audit function. It is important for audit 
committees to assess whether internal audit’s priorities, such as monitoring critical controls 
and developing an audit plan focused on risks identified in the enterprise risk management 
program, are aligned with those of the audit committee. 

The audit committee can help monitor and strengthen finance talent initiatives, in particular 
the succession plans for leaders and finance professionals in roles of critical importance, 
through regular discussions with the CEO, CFO, and other finance executives, as well as 
through the regular oversight of issues related to finance talent.

Investors, policymakers, and regulators are continuing to show interest in more detailed 
disclosure about audit committees, their activities, and their oversight of the relationship 
with independent auditors. As these external parties request additional clarification about 
roles and responsibilities, audit committees should consider whether they should enhance 
disclosures in their continuous disclosure filings.

The continuous disclosure rules require organizations to disclose the name of each audit 
committee member and include an audit committee report in their annual filings. In the 
report, the audit committee must state whether it has:

• Reviewed and discussed the audited financial statements with management;

• Discussed with the independent auditor all matters required under applicable auditing 
standards; and

• Received required independence disclosures from the independent auditor.

The continuous disclosure rulings also require that the text of the audit committee’s charter 
be included in their annual filings.

Additional resources

Audit committee priorities in the current 
quarter and beyond (Deloitte US, July 2020)

Audit Committee and Auditor Oversight 
Update (edited by Daniel Goelzer, a retired 
partner in the law firm of Baker McKenzie)

The Audit blog (edited by Daniel Goelzer, 
a retired partner in the law firm of 
Baker McKenzie)

Audit Committee Resource Guide 
(Deloitte US, 2018)

Access our toolkit

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/audit/us-deloitte-july-2020-special-edition-audit-committee-brief.pdf
http://www.dgoelzer.com/
https://medium.com/the-audit-blog
https://www2.deloitte.com/us/en/pages/center-for-board-effectiveness/articles/audit-committee-resource-guide.html
https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.osc.gov.on.ca/en/14206.htm
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Q
ue

st
io

ns
 to

 a
sk • Does the audit committee periodically assess its composition to confirm that its members collectively have the skills 

and experience (e.g., industry, business, leadership, finance) needed to fulfill the committee’s duties? Are any gaps 
discussed with the nominating and governance committee chair?

• When assessing committee composition, does the committee consider attributes such as diversity, tenure, 
and experience?

• Are training and education programs available to help audit committee members maintain their financial knowledge?

• Does the finance function have adequate personnel, both in numbers and quality, to fulfill its responsibilities with 
respect to the financial statements and internal control over financial reporting?

• What is the succession plan for key finance positions? Are there finance professionals in the pipeline of potential 
leaders that the audit committee should meet? Are succession candidates given an opportunity to meet with the 
audit committee?

• What plans are in place to respond to unexpected turnover in finance roles? Is someone ready to begin immediately 
and, if not, what are the backup plans to hire temporary resources?

• What formal training and development programs are in place to keep finance professionals up to date with the latest 
developments and requirements? Do professionals receive training in advanced technologies that could enhance the 
effectiveness of the finance organization?

• How does the audit committee participate in the evaluation of the CFO? What kind of evaluation criteria are important 
to the audit committee?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Audit quality indicators
Evaluating the independent auditor's performance is a key responsibility of the audit 
committee. Several initiatives are underway to provide audit committees with a more 
precise and disciplined auditor evaluation process.

A lot of attention is being paid to how audit committees evaluate whether or not a quality 
independent audit is being conducted. While many use annual assessments and periodic 
comprehensive reviews, some are also adopting additional feedback metrics. They are 
evaluating quality in real time with a metric-driven approach referred to as Audit Quality 
Indicators (AQIs).

There are effectively several practices that enhance and promote audit quality: 

• To ask the auditor if the audit firm has an annual audit quality or transparency report or any 
other document that outlines how the firm measures audit quality;

• To understand and discuss the processes that the auditor has in place so as to address the 
previous year’s inspections report;

• To review other audit firms’ inspections reports to see if there are any lessons learned or 
questions about similar issues that could be discussed with the auditor; and

• To select relevant AQIs for discussing with the engagement team and using it as part of an 
annual evaluation.

Authoritative guidance

Concept Release on Audit Quality 
Indicators (PCAOB)

Concept Release on Potential Approach 
to Revisions to PCAOB Quality Control 
Standards (PCAOB)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://pcaobus.org/EconomicAndRiskAnalysis/ProjectsOther/Pages/AQI.aspx
https://pcaobus.org/Rulemaking/Docket046/2019-003-Quality-Control-Concept-Release.pdf
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In 2016, CPAB launched an exploratory AQI Pilot project (Pilot) with six Canadian audit 
committees, their management, and independent auditors to get feedback about the 
usefulness of AQIs and to support broader national and international discussions. CPAB 
released the following set of potential audit quality indicators (AQI):

Audit firm level AQIs

• Partner workload

• Partner-to-staff leverage

• Training hours per professional (average)

• Technical resources per professional

• Audit firms’ internal quality review results

• Technical competency testing

• Compliance with 
independence requirements

• Manager and staff workload

• Persons with specialized skills 
and knowledge

• Technical accounting and audit resources

Engagement level AQIs

• Years of experience of partners and key 
audit team members

• Years of industry experience of partners 
and staff

• Specialist hours (e.g., IT, valuations, tax) on 
the engagement

• Key engagement team workloads 
including hours of overtime during 
peak periods

• Trends in PCAOB and SEC enforcement

• Trends in private litigation

• Fraud and other financial 
reporting misconduct

• Inferring audit quality from measures of 
financial reporting quality

CPAB’s Pilot was exploratory and encouraged innovation in the audit committees’ 
approaches to the use of AQIs. While CPAB provided participants with guidance, no specific 
requirements were given regarding the number or type of AQIs to use. Participants were 
encouraged to determine how to work with AQIs in a way that best suited their objectives 
and areas of interest. A set of initial AQIs were presented to the audit committee and then 
analyzed by the audit firm and management. Since the pilot, AQIs have been widely adopted 
by audit committees and their external auditor.

Additional resources

Audit Quality Indicators (Center for 
Audit Quality)

The IAASB’s Enhancements to Quality 
Management (IFAC, March 2019)

Audit Committee Guide to Audit Quality 
Indicators (CPA Canada, June 2018)

Optimizing the value of audit quality 
indicators: To explore the lessons we have 
learned (Deloitte, 2017)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.thecaq.org/collections/audit-quality-indicators/
https://www.ifac.org/knowledge-gateway/supporting-international-standards/discussion/iaasb-s-enhancements-quality
https://www.cpacanada.ca/-/media/site/operational/rg-research-guidance-and-support/docs/01769-rg-audit-committee-guide-to-audit-quality-indicators-june-2018.pdf
https://www2.deloitte.com/content/dam/Deloitte/ca/Documents/audit/ca-en-audit-17-4813V-Audit-Quality-AQI-series_report1_EN3_AODA.PDF
https://pcaobus.org/Rulemaking/Docket046/2019-003-Quality-Control-Concept-Release.pdf
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Auditor independence
Independent auditors must be independent of the organizations they 
audit. Audit committees should set out their expectations about reporting 
on the auditor's independence.

The independence of the auditor is an essential component of the audit relationship. 
It is fundamental to the independent auditor’s accountability to the audit 
committee, the performance of the audit, and the confidence investors place on the 
auditor’s report.

It is noted that compliance with the auditor independence rules is a “shared 
responsibility of the audit firm, the issuer and its audit committee.” Under the 
securities regulations, audit committees are directly responsible for overseeing 
the engagement of the auditor. Audit committees should periodically consider the 
sufficiency of the auditor’s and the organization’s processes to monitor compliance 
with the auditor independence requirements. These processes should address 
corporate changes (such as new affiliates or business relationships that could affect 
auditor independence) and facilitate timely communication of any concerns to the 
audit committee.

At least annually, and prior to the issuance of the auditor's report, the auditor 
of a reporting issuer should provide in a written communication to the audit 
committee that:

• Discloses to the audit committee all relationships between the auditor and the 
related business or practice and the organization and its related entities that, in 
the auditor's professional judgment, may reasonably be thought to bear on the 
auditor’s independence and any breaches of independence;

• Confirms the auditor's independence with the audit committee; and

• Discloses to the audit committee the total fees charged for audit and non-audit 
services provided by the auditor.

A candid dialogue about independence issues should take place between the audit 
committee and the independent auditor. Audit committees should make it clear 
that the independent auditor must not refrain from disclosing to the committee 
any matter that could bear on the auditor's independence solely because the 
auditor has concluded that his or her independence is not impaired. The onus 
is on the independent auditor to bring to the committee all matters that pose a 
potential threat to his or her independence while the audit committee is entitled to 
know, and should ask, about all matters that might have a bearing on the auditor's 
independence. If the auditor has judged a matter as being one that does not imperil 
independence, the audit committee should ask the auditor to explain the reasons for 
such a judgment.

Authoritative guidance

Canadian Independence Standard 
(CPA Canada)

New EU regulatory framework on statutory 
audit (European Commission)

Concept Release on Auditor Independence 
and Audit Firm Rotation (PCAOB)

Communication with Audit 
Committees Concerning Independence 
(PCAOB Final Rule)

Application of the Commission's Rules on 
Auditor Independence (SEC FAQ)

Strengthening the Commission's 
Requirements Regarding Auditor 
Independence (SEC Final Rule)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://media.cpaontario.ca/stewardship-of-the-profession/pdfs/Guide-to-Canadian-Independence-Standards.pdf
http://ec.europa.eu/finance/auditing/reform/index_en.htm
http://pcaobus.org/Rules/Rulemaking/Pages/Docket037.aspx
http://pcaobus.org/Rules/PCAOBRules/Pages/Section_3.aspx#Rule3526
http://www.sec.gov/info/accountants/ocafaqaudind080607.htm
http://www.sec.gov/rules/final/33-8183a.htm
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Audit committees are not responsible for forming a conclusion regarding the independent 
auditor's independence. That is the auditor’s responsibility. The audit committee's 
responsibility is to ensure that this conclusion has been reached in a professional and 
rigorous manner based on acceptable processes at the firm and considering all factors 
that affect the auditor's independence, and that the conclusion appears reasonable in 
the circumstances.

Prohibited non-audit services

To maintain the auditor’s independence, regulators strictly prohibit accounting firms from offering audit clients the following 
non-audit services:

• Bookkeeping or other services related to the accounting records or financial statements of the audit client

• Financial information systems design and implementation

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

• Actuarial services

• Internal audit outsourcing services

• Management functions 

• Human resources

• Broker-dealer, investment advisor, or investment banking services

• Legal services that could only be provided by someone who is licensed, admitted, or otherwise qualified to practice law in 
the jurisdiction in which the service is provided

• Specialized services unrelated to the audit

• Tax transactions

• Tax services for persons in financial reporting oversight roles

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Audit committees must clearly understand the benefits and any potential threats that may 
arise when the independent auditor has a broad-based professional service relationship 
with the organization that is not restricted to providing services that are narrowly defined 
to statutory auditing. The most obvious benefit relates to management's ability to use the 
independent audit firm's specialized capabilities to solve problems and improve operating 
efficiencies, tax planning, financing, risk management, and control effectiveness. Auditors 
with a broad-based service relationship are able to develop a much deeper and more 
comprehensive understanding of their client's business, management structures, ethical 
culture, systems, principal business risks, controls, and operating practices. Such knowledge 
increases the likelihood of the auditor detecting material errors in the accounting records or 
financial statements.

The most significant threats to an auditor’s independence arising from fees earned for 
providing allowable non-audit services are the relative size of the non-audit services 
compared to total fees for audit services and the perceived familiarity created by these 
additional services. Annually, proxy advisory firms published their voting guidelines, which 
generally include their views around excessive non-audit fees. For example, according to 
2020 ISS guidance, the “non-audit fees” paid to the auditor should not exceed the audit and 
related fees and tax compliance and preparation fees. Such real or perceived threats may be 
mitigated by appropriate policies and communications. For example, significant non-audit 
service engagements must be pre-approved by the audit committee and disclosed in the 
organization’s public filings.

The Public Trust Committee (PTC) of CPA Canada oversees the ethics standards and self-
regulatory processes of the CPA profession in Canada. Rule 204 sets out the profession’s 
standards and the requirements Chartered Professional Accountants (CPAs) must uphold 
to maintain their independence in any audit and assurance engagement. The Canadian 
independence standards are aligned with the independence requirements included in the 
Code of Ethics for Professional Accountants issued by the International Ethics Standards 
Board for Accountants. SEC and PCAOB rules govern the independence of accountants who 
audit or review financial statements and prepare attestation reports filed with the SEC.

In both Canada and the United States, key audit partners serving reporting issuers and 
significant components of a reporting issuer are subject to mandatory partner rotation. The 
rules require the lead audit and engagement quality review partners to rotate after seven 
years (five years in the United States), at which time they are subject to a five-year “timeout” 
period. Other audit partners who are significantly involved with senior management or 
the audit committee or who are responsible for decisions on accounting matters that 
affect the financial statements must rotate after seven years and are subject to a two-year 
time-out period.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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In 2016, the European Union imposed mandatory audit firm rotation rules requiring listed 
companies in Europe to appoint a new auditor at least every 20 years and to tender these 
contracts every decade (each country could adapt these rules individually). It is essential, 
therefore, that organizations impacted that use several firms for advice and services should 
have a long-term strategy to ensure that firms the audit committee may wish to have 
participating in the audit tender process will satisfy auditor independence requirements. 
Failure to do this may limit the choice available to the audit committee when tendering for an 
auditor able to provide the highest quality audit in the EU.

All these rules recognize the critical role of audit committees in financial reporting, their 
unique position in monitoring auditor independence, and their direct responsibility for the 
oversight of the independent auditor. Although most audit firms are rigorous in monitoring 
and enforcing these independence requirements, it is important that audit committee 
members be aware of them as well.

Additional resources

CPA Professional Conduct: Auditor 
independence — Harmonized Rule 
of Professional Conduct (Rule 204) 
(CPA Canada)
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sk • How does the independent auditor ensure its independence? Are there any matters that might reasonably be thought to bear on 

its independence?

• How did we ensure that work performed by our audit firm or other audit firm(s) in other locations had been pre-approved and did not 
impair independence?

• Do the auditors approach their work with objectivity to ensure they appropriately question and challenge management’s assertions in 
preparing the financial statements?

• How does the independent auditor demonstrate integrity, objectivity, and professional skepticism, for example, by maintaining a 
respectful but questioning approach throughout the audit?

• How do we ensure that the relationship between the independent auditor and organization personnel does not affect the auditor’s 
independence, objectivity, or professional skepticism?

• How does the independent auditor inform the audit committee about matters that might reasonably be thought to bear on the 
firm’s independence, including exceptions to its compliance with independence requirements and its safeguards in place to detect 
independence issues?

• In obtaining the audit committee’s pre-approval for non-audit services, what safeguards are in place to protect the 
auditor’s independence?

• Were the required procedures followed under the auditing standards?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.iasplus.com/en-ca/standards/assurance/other-canadian-standards/cpa-professional-conduct-auditor-independence-harmonized-rule-of-professional-conduct-rule-204
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Auditor reporting
Regulators around the world are considering approaches to provide stakeholders with 
better information about the quality of financial reporting.

A new auditor reporting standard that significantly modifies the auditor’s reporting model 
while retaining the current “pass/fail” opinion of the existing auditor’s report has been 
introduced recently.

The primary changes include:

• Standardized ordering and inclusion of section headers, with the opinion section 
appearing first;

• Enhanced descriptions of the auditor’s role and responsibilities, including a statement 
regarding independence requirements; and

• Communication of key audit matters.

Key audit matters (KAMs) are those matters that, in the auditor’s professional judgment, are 
the most significant in the audit. They are selected from the matters communicated to the 
audit committee. To determine what constitutes a KAM, the auditor considers:

• Areas of higher assessed risk of material misstatement or significant risks;

• Significant auditor judgments relating to areas in the financial statements that involved 
significant management judgment, including accounting estimates identified as having a 
high estimation uncertainty; and

• The effect on the audit of significant events or transactions that occurred during 
the  period.

The purpose of communicating key audit matters is to enhance the communicative value of 
the auditor's report by providing greater transparency about the audit that was performed. It 
provides additional information to intended users of the financial statements to assist them 
in understanding those matters that, in the auditor's professional judgment, were of most 
significance in the audit of the financial statements of the current period.

In its insights to audit committees published in July 2019, the PCAOB clarified that the 
existence of what is referred to as a critical audit matter (CAM) in the United States does 
not indicate that the auditor found a misstatement or deficiencies in internal control over 
financial reporting. CAMs “are not necessarily meant to reflect negatively on the company.”

Authoritative guidance

CAS 700, Forming an Opinion and Reporting 
on Financial Statements (Accounting 
Standards Board)

CAS 701, Communicating key audit matters 
in the independent auditor’s report 
(Accounting Standards Board)

Reporting on Audited Financial Statements 
(IAASB)

AS 3101: The Auditor's Report on an Audit 
of Financial Statements When the Auditor 
Expresses an Unqualified Opinion (PCAOB)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.ifac.org/publications-resources/reporting-audited-financial-statements-new-and-revised-auditor-reporting-stan
https://pcaobus.org/Standards/Auditing/Pages/AS3101.aspx
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Following its amendments in December 2019, CAS 701, Communicating Key Audit Matters in the 
Independent Auditor's Report, is effective for audits of financial statements of:

• Entities listed on the TSX, excluding listed entities required to comply with NI 81-106, for 
periods ending on or after December 15, 2020; and

• Other listed entities, excluding listed entities required to comply with NI 81-106, for periods 
ending on or after December 15, 2022.

In the United States, the disclosure of critical audit matters became effective for large 
accelerated SEC filers with fiscal years ending on or after June 30, 2019. So far, as of July 27, 
2020, approximately 2,400 audit opinions filed included one or more CAMs.4

In a May 2020 analysis released by Audit Analytics,5 the most occurring CAMs to date 
reference intangible assets, revenue, and structure events (e.g., business combination). 
Together, these three topics account for almost 50% of all CAMs.

Audit committees should ask the auditor (and management) to compare the corporation’s 
KAMs to those of industry peers. This type of information would be part of understanding 
whether a KAM reflects an inherent challenge in the corporation’s financial reporting (such as 
a subjective assumption underlying a significant accounting estimate) or a curable weakness 
(such as an ineffective control).

It would be prudent for the management to think through in advance how it will respond to 
inquiries, particularly for KAMs that seem to signal a reporting or control issue that is not 
shared with others in the same industry.

Additional resources

CAS 701, Communicating Key Audit 
Matters in the External Auditor's Report 
(Deloitte Canada Centre for Financial 
Reporting, December 2019)

Auditor reporting guide: Reporting 
implications of Canadian Auditing Standards 
(CPA Canada, December 2019)

Critical Audit Matters: Insights for Audit 
Committees (PCAOB, July 2019)
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sk • What matters do we expect to be considered a KAM?

• Do the disclosures in the financial statements include all relevant information?

• How do these key audit matters compare with those identified for other enterprises in our industry?

• How will management and the audit committee engage with the auditor as matters are identified, and as the auditor’s description of the 
KAM is being developed and finalized? Will the schedule of meetings with the auditor accommodate timely discussions?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.iasplus.com/en-ca/standards/assurance/canadian-auditing-standards/cas-701-communicating-key-audit-matters
https://www.iasplus.com/en-ca/publications/cpa-canada/auditor-reporting-guide-reporting-implications-of-canadian-auditing-standards-4th-edition/at_download/file/G10494-RG-Reporting-Implications-of-CAS-4th-Ed-Dec-2019.pdf
https://pcaobus.org/Documents/Audit-Committee-Resource-CAMs.pdf
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Emerging technology
Understanding the use of emerging technologies in audit engagements as well 
as audits of technology-backed financial reporting processes should be a top 
priority for audit committee members.

Over the years, the environment in which audits are being performed is characterized by an 
extensive use of information technology (IT) and the increased availability of vast amounts 
of data. It is important for audit committees to understand their use as well as their benefits 
and limitations. Here are some examples of how technology can be used as part of the 
financial reporting process:

• Artificial intelligence (AI): AI tools use advanced algorithms and machine learning to 
predict activities and manage business processes, such as projecting inventory levels, 
revenue forecasts, cash flow needs, or by enhancing other audit activities. AI can also be 
leveraged to develop accounting estimates and identify previously unknown correlations 
and insights.

• Blockchain: Smart contracts combined with blockchain technology facilitate, validate, 
and enforce the performance of an agreement or a transaction. Their use enhances the 
transparency of the transactions and creates a reliable audit trail.

• Robotic Process Automation (RPA): RPA follows predetermined protocols with precision 
that allows for increased accuracy and cost efficiencies. It assists with automating 
workflows (e.g., open, read, and create emails), automating rule-based calculations  
(e.g., calculation of the depreciation charge on property, plant, and equipment), and 
recording the journal entries in the general ledger each month.

• Data analytics: These applications assist their users in discovering and analyzing 
patterns, identifying anomalies, and even utilizing 100% rather than a small sample of the 
data population to uncover business risks and opportunities.

It is important for audit committees to understand how their auditors adjust their audit 
methods and procedures to these new sources of information.

Emerging technologies in audit engagements

Audit committees should also be interested in their auditor’s use of these emerging 
technologies to collect, evaluate, and store their audit evidence. Here are some examples of 
the applications used by auditors:

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Online applications: Online audit applications standardize the documentation and 
maintain an audit trail that facilitates transparency and accountability. Moreover, audit 
digitization enables faster and more efficient audit processes by notifying team members 
across regions, facilitating the review of audit results, delegating corrective actions, and 
reporting key takeaways in a timely manner. While the advantages are numerous, auditors 
must ensure that data confidentiality, privacy, and security standards are met.

Cloud storage: Compared to a physical infrastructure, cloud technologies provide easier 
accessibility at a lower price. The associated maintenance costs are also reduced. With 
several high-profile cases of cybersecurity breaches in the public domain, data privacy 
and confidentiality emerge as a top concern for organizations, their auditors, and their 
audit committees. Audit firms also need to ensure they have the proper controls over 
access, security, confidentiality, and privacy, as well as appropriate information retention 
practices. Client information to be included in audit documentation should be limited to 
what is required to enable an experienced auditor to understand the work performed and 
conclusions reached, and audit firms should ensure that any extraneous data received is 
properly disposed of.

Robotic process automation: RPA replaces the structured, time-consuming, and repetitive 
activities that auditors perform, which makes the audit process more efficient and reduces 
opportunities for error. It also streamlines audit evidence collection and preparation 
activities by taking standardized data and combining it from different sources. This, however, 
also presents the issue of data integrity. When the data is inaccurate, the automated program 
will replicate the same action, not just once, but thousands of times, with a cascading effect 
on other processes. Hence, auditors need to continuously monitor and validate the data 
sources that are obtained manually or extracted. 

Artificial intelligence: When used as part of an audit, AI operates on a risk-based model, 
continually learning and adapting to the processed data. It flags transactions for investigation 
based on how they deviate from the data set. AI does not prevent fraud or bias but may 
identify deviations from the “normal” model. Hence, auditors need to assess AI’s logic and 
algorithms to ensure that the “normal” model is right.

Additional resources

The Data-Driven Audit: How Automation 
and AI are Changing the Audit and the Role 
of the Auditor (CPA Canada and the AICPA, 
June 2020)

Deloitte’s 2020 Global Blockchain Survey 
– From promise to reality (Deloitte US, 
June 2020)

Closing time: Preparing for the next virtual 
financial close (Deloitte US, May 2020)

Data and Technology Research Project 
Update – Spotlight (PCAOB, May 2020)

Enhancing Audit Quality Through Data 
Analytics (CPAB, April 2019)

Emerging Technologies: An Oversight Tool 
for Audit Committees (CAQ, December 2018)

Internal Controls Over Financial 
Reporting Considerations for Developing 
and Implementing Bots (Deloitte US, 
September 2018)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.cpacanada.ca/-/media/site/operational/rg-research-guidance-and-support/docs/02484-rg-the-data-driven-audit-june-2020.pdf
https://www2.deloitte.com/content/dam/insights/us/articles/6608_2020-global-blockchain-survey/DI_CIR 2020 global blockchain survey.pdf
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/financial-services/us-cfo-program-closing-time-preparing-for-the-next-virtual-financial-close.pdf
https://pcaobus.org/Documents/Data-Technology-Project-Spotlight.pdf
https://www.cpab-ccrc.ca/docs/default-source/thought-leadership-publications/data_analytics_tlp_en_20190401.pdf
https://www.thecaq.org/wp-content/uploads/2019/03/caq_emerging_technologies_oversight_tool_2018-12.pdf
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/audit/us-audit-internal-controls-over-financial-reporting-considerations-for-developing-and-implementing-bots.pdf
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Machine learning: By learning from pre-existing client data and systems, AI can develop 
estimation and forecasting models, thereby minimizing the level of input required from 
the client.

Data analytics: By leveraging data analytics, much larger samples can be tested and 100% 
testing may be possible, which improves the coverage of audit procedures and reduces 
or eliminates sampling risk. Auditors can also better track and analyze their clients’ trends 
and risks against industry or geographic data sets, leading to better assessments. One of 
the biggest limitations of using data analytics is that the completeness and integrity of the 
extracted client data may not be guaranteed. As with more traditional audit procedures, 
the auditor needs to ensure that the entire population of transactions has been provided. 
Another limitation is the use of multiple data systems that are not compatible or do not work 
well together.

Regulators recognize the benefits that these technologies bring to auditors and, in turn, to 
the organizations they audit. Their observations show that the identification and assessment 
of risks associated with material misstatement have been enhanced by the auditors’ use of 
technology-based tools. Overall, one of the biggest benefits witnessed is enhanced audit 
efficiency that is driven by increased quality through avoiding human error, continuous 
performance, and reduced turnaround time.

Changing skills and mindsets remains the biggest challenge for auditors when considering 
using emerging technology. Adjusting their learning programs to incorporate new skills and 
assist their experienced practitioners to adopt these new tools is already in the works. They 
are also starting to recruit outside their traditional pipeline of future candidates. Several large 
firms are investing in developing new curricula with colleges and universities to ensure that 
the next cohort will already be at ease with this new way of performing audits.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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sk • What risks associated with the use of the emerging technology have management considered?

• How has management assessed the current control environment to determine whether new controls are needed in 
response to the additional risks introduced by emerging technology?

• Has management identified intermediaries or third parties integral to the emerging technology functionality? If so, are 
current third-party risk management practices sufficient to adequately address the emerging technology?

• When using artificial intelligence, how is the introduction of bias in the data and algorithm used by the model prevented? 
Does the auditor have the understanding and ability to test the client’s AI tools, or are specialists required?

• What is the audit firm’s experience with the emerging technology? Does the audit engagement team include individuals with 
the right knowledge to assess and address risks related to the emerging technology?

• Has the auditor identified any additional risks that management has not sufficiently explored?

• Does the emerging technology have a significant impact on the planned audit scope?

• What investments is the independent auditor making in audit innovation, and how do those investments translate to 
enhanced audit quality and value for the organization?

• Has the auditor received appropriate support from the management team to enable the use of technology in the audit? 

• How does the auditor store and handle the organization’s data? What data is retained and for how long is it retained? 
What steps are taken to ensure the security, confidentiality, and privacy of data?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Financial literacy
To provide effective financial oversight to the organization, it is critical for audit 
committee members to be financially literate.

Canadian Securities Administrators’ National Instrument 52-110, Audit Committees, 
requires all members of the audit committee to be financially literate. According to NI 52-110, 
a director 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 reasonably comparable to the breadth and complexity of the issues that can be expected 
to be raised by the organization’s financial statements. The instrument states that it is not 
necessary for a member to have comprehensive knowledge of accounting and auditing 
standards to be considered financially literate.

Some criteria for boards to consider in determining whether or not an audit committee 
member is financially literate include:

• The ability to read, understand, and analyze (in a basic way) the financial statements and 
the notes to the financial statements;

• The ability to understand accounting policies, estimates, and judgments when these are 
explained by management and the independent auditor;

• The ability to understand the organization’s business and any unique features related to it 
and its operations that may affect the accounting policies;

• Knowledge and understanding of the strategies that have been adopted by the 
organization and the risks inherent in any transformation strategies; and

• The ability to understand the organization's risk environment.

Authoritative guidance

• TSX: Policy 3.1 - Directors, Officers, Other 
Insiders & Personnel and Corporate 
Governance (TMX Group)

• SEC: Disclosure Required by Sections 406 
and 407 of the Sarbanes-Oxley Act of 
2002 (SEC)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.tsx.com/resource/en/430
http://www.sec.gov/rules/final/33-8177.htm
https://www.osc.gov.on.ca/en/SecuritiesLaw_rule_20040326_52-110-audit-comm.jsp
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Regarding entities listed in the United States, the board should abide by the SEC rules and 
applicable listing requirements when designating an audit committee financial expert. Given 
the complex issues audit committees often address, many are choosing to have more than 
one financial expert.

According to Deloitte’s latest proxy statement analysis, Audit Committee Disclosure in Proxy 
Statements – 2019 Trends, 82 percent of the S&P 100 disclosed that their audit committees 
have more than one financial expert.

Many boards have a process for reconfirming the financial literacy of their audit committee 
members and revisiting the financial expert designation periodically. It is also important 
for the board and the audit committee to consider financial literacy and expertise during 
succession planning.

Additional resources

Audit Committee Disclosure in Proxy 
Statements – 2019 Trends (Deloitte US, 
July 2019)

Audit Committee Resource Guide 
(Deloitte US, April 2018)

Audit Committee Requirements and 
Governance (Deloitte US, April 2018)

Access our toolkit
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sk • Do the audit committee members meet the requirements for financial expertise and financial literacy?

• Are audit committee members completing routine financial literacy self-assessments?

• Does the financial literacy self-assessment reflect recent developments?

• Are training and education programs available to help audit committee members maintain their financial knowledge?

• Do the audit committee members have the appropriate qualifications to meet the objectives of the audit committee‘s charter, 
including appropriate financial literacy?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www2.deloitte.com/us/en/pages/center-for-board-effectiveness/articles/audit-committee-disclosure-in-proxy-statements-trends.html
https://www2.deloitte.com/us/en/pages/center-for-board-effectiveness/articles/audit-committee-disclosure-in-proxy-statements-trends.html
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-corporate-governance/us-aers-audit-committee-resource-guide-2018-041818.pdf
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-board-effectiveness/us-audit-committee-resource-guide-section-1.pdf
https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Independent audit
Audit committees have the lead responsibility for their organization's relationship with 
the independent auditor.

Audit committees of publicly listed companies are responsible for the appointment, 
compensation, and oversight of the independent auditor, including the resolution of any 
disagreements between the auditor and management. Audit committees should strive to 
create an environment in which the audit committee, management, the internal auditor, and 
the independent auditor work together in a spirit of mutual respect and cooperation.

In their relationship with the independent auditor, it is a leading practice for the audit 
committee to:

• Own the relationship with the independent auditor;

• Know the lead partners and meet periodically with specialists (e.g., tax, IT, fair value);

• Establish expectations regarding the nature and method of communication, as well as the 
exchange of insights;

• Engage in consistent dialogue outside of regularly scheduled meetings as required, 
particularly the chair;

• Set an annual agenda with the independent auditor;

• Focus on independence, including a process for the pre-approval of services beyond the 
audit; and

• Provide formal evaluations and regular feedback, and considering the independence, 
objectivity, and professional skepticism of the independent auditor.

A key oversight activity of audit committees is annually assessing the effectiveness of 
the independent auditor. This annual assessment helps audit committees meet their 
responsibility to make an informed recommendation to the board on whether or not the 
independent audit firm should be put forward in the proxy material for reappointment at the 
annual general meeting.

An assessment includes:

• Audit quality considerations, such as:

– Auditor independence, objectivity, and professional skepticism

– Quality of the engagement team provided by the independent auditor

– CPAB/PCAOB inspection findings

– Communication and interaction with the independent auditor

• Quality of service considerations

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Audit committees should decide at the outset from which parties they want to solicit input, 
such as management, members of the finance team, internal audit, and other organization 
executives. All of these parties can provide valuable input into the topics the audit committee 
decides are the most important to cover. The committees should also decide who they wish 
to meet from the audit firm, including senior executives and/or members of audit leadership, 
the lead engagement partner, the partners assigned to subsidiary audits, or specialists.

When the audit committee has completed the annual assessment, it will be in a position 
to recommend whether the board should put forward the audit firm for reappointment as 
the independent auditor. The audit committee’s assessment should be reviewed with the 
independent auditors to help the independent auditor continually improve its effectiveness 
and performance.

The audit committee should also consider whether there are actions it should take to 
improve its own processes.

There is a perception among some that, after an extended period of time, independent 
auditors’ relationships with clients could become too close, which may create a threat to 
independence that impedes the ability of the independent auditor and, specifically, the 
engagement team members from exercising appropriate professional skepticism. To address 
this institutional familiarity threat, CPA Canada and the CPAB recommend that the audit 
committee undertake a comprehensive review of the independent auditor. The outcome of 
this review is a recommendation to either retain the audit firm or put the audit out for tender. 
This kind of review is important because:

• The onus is on the audit committee to consider any institutional familiarity threats created 
by audit firm tenure together with safeguards to reduce this risk.

• The review focuses on issues such as the application of professional skepticism with the 
aim of enhancing audit quality.

• The audit committee’s public report on the review improves the transparency of the 
auditor evaluation and appointment process.

• The comprehensive review considers observations from the most recent audit as well 
as observations and trends from all other audits within the comprehensive review 
period (generally 5 years in practice). The results of prior-year annual assessments 
are an important source of information in conducting a comprehensive review. The 
comprehensive review is deeper and broader than an annual assessment. For example, 
the annual assessment focuses on the engagement team, the engagement partner, 
their independence and objectivity, and the quality of the annual audit work performed. 

Additional resources

External Auditor Assessment Tool: 
A Reference for US Audit Committees 
(CAQ, April 2019)

Annual Assessment of the External Auditor 
— Tool for Audit Committees (CPA Canada, 
September 2018)

Periodic Comprehensive Review of 
the External Auditor — Tool for Audit 
Committees (CPA Canada, September 2018)

Oversight of the External Auditor: Guidance 
for Audit Committees (CPA Canada, 
September 2018)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.thecaq.org/wp-content/uploads/2019/04/external_auditor_assessment_tool_us_2019-04.pdf
https://www.cpacanada.ca/-/media/site/operational/rg-research-guidance-and-support/docs/01827-rg-annual-assessment-external-auditor-tool-for-audit-committees-september-2018.pdf
https://www.cpacanada.ca/-/media/site/operational/rg-research-guidance-and-support/docs/01828-rg-periodic-comprehensive-review-external-auditor-tool-audit-committee-september-2018.pdf
https://www.cpacanada.ca/-/media/site/operational/rg-research-guidance-and-support/docs/01826-rg-oversight-of-external-auditor-guidance-for-audit-committees-september-2018.pdf
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The comprehensive review also focuses on the audit firm, its independence, and the application of 
professional skepticism. The passage of time allows the audit committee to identify issues that may not 
be readily apparent on an annual basis, for example:

– The impact of the tenure of the audit firm on audit quality;

– Trends in the audit firm’s performance and specialization in a particular industry;

– Incidences of independence threats and the effectiveness of safeguards to mitigate those threats;

– The responsiveness of the audit firm to changes in the organization’s business and suggestions for 
improvement from regulators, the audit committee, and/or management;

– The consistency and rigour of the professional skepticism applied by the independent auditor, for 
example, when challenging management’s significant accounting judgments; and

– The quality of the engagement team and its communications.

Completing a comprehensive review provides an audit committee with robust evidence to support its 
decision on whether or not to retain its current auditor. Just as important, an effective comprehensive 
review provides the audit firm with constructive feedback to enhance its performance. For example, 
the audit committee of an organization may be satisfied that the firm has appropriate audit quality 
processes, but it may wish that the audit team address specific areas. In this case, the audit committee 
may ask the firm to add specific supplemental skill sets to its team.

Carrying out the comprehensive review helps an audit committee conduct its due diligence of the 
independent auditor and builds more open and candid institutional relationships between itself and the 
audit firm through healthy and constructive dialogue.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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sk • How long has the audit firm been the independent auditor? What steps have been taken to address possible institutional 

familiarity threats?

• What are the firm’s plans for training and developing the engagement team?

• What are the firm’s expectations as to future partner rotation or other changes to senior engagement team personnel?

• How are the size, resources, and geographical coverage of the audit firm changing?

• What efforts are being made to enhance audit quality within the audit firm generally, and the independent audit of the 
organization specifically?

• How has the audit firm’s relevant knowledge in the industries and markets in which the organization operates 
been evolving? What are the audit firm’s future plans to serve the organization with an engagement team with the 
appropriate competency?

• How has the firm considered systemic audit-quality issues identified by CPAB/PCAOB in their public reports?

• What reputational challenges, if any, are facing the audit firm and how are these being addressed?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Inspections
Professional inspections are designed to examine a public accounting firm's compliance 
with professional standards, including the extent to which the firm's system of quality 
control has been properly designed and effectively implemented.

The Canadian Public Accountability Board was created in 2002 by the Canadian Securities 
Administrators, the Superintendent of Financial Institutions, and Canada's chartered 
accountants to promote high quality independent audits of Canadian reporting issuers. 
National Instrument 52-108, Auditor Oversight requires auditors of reporting issuers to be 
registered with CPAB as CPAB participants and requires Canadian reporting issuers to issue 
financial statements audited only by CPAB participating firms.

CPAB's authority requires all public accounting firms registered with CPAB to be a 
"participant" in its "oversight program," which includes compliance with any restrictions or 
sanctions it imposes.

CPAB discharges its responsibilities through its oversight program, which includes:

• Establishing and maintaining participation requirements for public accounting firms that 
audit reporting issuers;

• Maintaining a register of public accounting firms that provide audit services to 
reporting issuers

• Conducting inspections of registered public accounting firms to ensure their compliance 
with professional standards and participation requirements;

• Receiving and evaluating reports and recommendations resulting from the inspection 
process including, if appropriate, reports from provincial accounting organizations on the 
results of their inspections of public accounting firms that are not inspected directly by 
CPAB, but which provide audit services to reporting issuers;

• Imposing, where appropriate, sanctions and restrictions on public accounting firms that 
provide audit services to reporting issuers and, where necessary, require remedial action;

• Referring matters, as appropriate, to provincial accounting organizations for 
discipline purposes;

• Referring matters, as appropriate, to securities regulators;

• Providing comments and recommendations on accounting standards, assurance 
standards, and governance practices to relevant standards-setting and oversight 
bodies; and

• Providing recommendations to securities regulatory authorities.

There are three categories of practice inspections. Each year, CPAB inspects all firms that 
audit 100 or more reporting issuers. CPAB also inspects, at least every two years, firms with 
between 50 and 99 reporting issuer audits. Over three years, the majority of Canadian audit 
firms registered with CPAB are inspected. Many of the foreign firms are subject to oversight 
by other audit regulators in their jurisdictions. These firms are inspected periodically based 
on CPAB's risk analysis.

Authoritative guidance

National Instrument 52-108, Auditor 
Oversight (CSA)

Protocol for Audit Firm Communication 
of CPAB Inspection Findings with Audit 
Committees (CPAB)

Sarbanes-Oxley Act of 2002

Inspection reports (PCAOB)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.osc.gov.on.ca/en/13534.htm
https://cpab-ccrc.ca/docs/default-source/registration/cpab-protocol-en.pdf
https://pcaobus.org/About/History/Documents/PDFs/Sarbanes_Oxley_Act_of_2002.pdf
http://pcaobus.org/Inspections/Reports/Pages/default.aspx
https://www.osc.gov.on.ca/en/13534.htm
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At the conclusion of each inspection, CPAB provides the participating firm with a private 
report that contains the findings, recommendations, and any other observations arising from 
the inspection. CPAB initially provides the firm with a draft report, which is discussed with the 
firm before it is finalized. Contractual arrangements with the participating firms and CPAB 
prohibit the final report from being made public or shared with any third party including 
companies audited by the inspected firm. CPAB does, however, publish an overall annual 
report on all inspections, namely the CPAB annual inspection report. This report highlights 
CPAB's common findings across its inspections in a given year, as well as recommendations 
to improve audit quality.

A protocol for communication of inspection findings with audit committees released by CPAB 
is expected to assist auditor performance assessment by the audit committee. An additional 
step towards greater transparency is the release by the CSA of amendments to National 
Instrument 52-108, Auditor Oversight, which gives the CSA greater insight into situations 
where CPAB has imposed significant remedial actions on an audit firm.

Under the CPAB protocol, audit firms should provide the audit committees of all their 
reporting issuer clients with CPAB's annual inspection report.

If CPAB inspects a reporting issuer's audit file that year, the audit firm will also inform that 
reporting issuer's audit committee of significant findings, if any, specific to a reporting 
issuer's audit file inspection. The significant inspection findings are written by CPAB and 
include the audit firm’s response to ensure a fair and balanced communication to the audit 
committee. Audit committee members receiving the information should ensure it remains 
confidential. The audit firm will confirm to CPAB that the specific inspection findings have 
been communicated to the audit committee.

Recently, CPAB released its Quality Insights Report of 2019, in which it reports that each 
firm made a significant effort to address its observations related to their quality management 
systems. Because many firm processes and controls were implemented in 2019 or were still 
being developed at the time of CPAB’s assessments, not all gaps previously identified have 
yet been fully addressed and newly implemented controls could only be assessed for design 
but not operating effectiveness.

CPAB expects that strong, well-executed quality management systems will lead to long-term 
sustainable audit quality and improve the overall consistency of audit execution. CPAB 
reported that it has seen improvement in the firms’ quality management systems compared 
to last year. However, in CPAB’s view, its file-related significant inspection findings continue to 
indicate that deficiencies exist in the firms’ quality management systems.

Additional resources

CPAB Quality Insights Report: 2019 
Inspections Results (CPAB, March 2020)

Firm Inspection Reports (PCAOB)

2019 Audit Quality Report (Deloitte Canada, 
January 2020)

2019 Transparency Report (Deloitte Canada, 
September 2019)

Q
ue

st
io

ns
 to

 a
sk • If the firm has been inspected, were there inspection findings? If so, what were those findings and what corrective actions has the 

firm taken?

• If the independent auditor uses component auditors, when were they last inspected? Were there inspection findings? If so, how did the 
independent auditor satisfy itself that these findings were not altering its audit results?

• Does the independent auditor use component auditors not registered with CPAB or PCAOB, or located in a region preventing CPAB or 
PCAOB from conducting their inspection? If so, what are the measures taken by the independent auditor to ensure the quality of the 
audit work?

• How has the firm’s inspection findings changed over time?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://cpab-ccrc.ca/docs/default-source/inspections-reports/2019-annual-inspections-results-en.pdf
https://pcaobus.org/Inspections/Reports/Pages/default.aspx
https://www2.deloitte.com/content/dam/Deloitte/ca/Documents/audit/ca-AuditQualityReport2019-AODA-EN.pdf
https://www.iasplus.com/en-ca/publications/publications/2019/transparency-report/at_download/file/2019_Transparency_Report_(09_2019)_AODA.pdf
https://www.osc.gov.on.ca/en/13534.htm
https://cpab-ccrc.ca/docs/default-source/inspections-reports/2019-annual-inspections-results-en.pdf


68

21 3 4 Audit committee     Internal audit

Internal audit
It is important for audit committees to assess whether internal audit’s priorities, such as 
monitoring critical controls and developing an audit plan focused on risks identified in 
the enterprise risk management program, are aligned with those of the audit committee.

Internal audit is an independent, objective assurance and advisory function designed to add 
value and improve an organization’s compliance and operations. It can help an organization 
accomplish its objectives by bringing a systematic, disciplined approach to evaluating and 
improving the effectiveness of risk management, control, and governance processes. It 
plays a critical role in organizations today, given their broad business ecosystems, which 
can present a host of extended enterprise risks. For these and other reasons, the audit 
committee’s oversight of the internal audit function is as important as its role vis-à-vis the 
independent auditor.

The NYSE listing standards require companies to have an internal audit function and that 
the audit committee has oversight responsibility over it. Although, entities listed on the TSX 
or NASDAQ are not required to have an internal audit function, for those that do, it is best 
practice that the audit committee has oversight responsibility of its activities.

Audit committees should ensure that management puts in place appropriate and effective 
internal controls for the ongoing identification and mitigation of risk. A key element of 
effective internal control is rooted in the organization's culture—the attitudes toward and 
appetites for risk. However, assessing this culture is difficult for most audit committees, 
given the size and complexity of many organizations and the degree of contact most audit 
committee members have with it and its people. For this reason, audit committees often look 
to the organization’s internal auditors for assistance.

Audit committees should assess whether the internal auditors are monitoring critical 
controls and identifying and addressing emerging risks. Though the presence and range in 
scope will vary significantly from organization to organization, a fully formed internal audit 
function should generally include responsibility for:

• Objectively monitoring and reporting on the health of financial, operational, and 
compliance controls;

• Providing insight into the effectiveness of risk management;

• Offering guidance regarding effective governance;

• Being a catalyst for positive change in processes and controls;

• Delivering value to the audit committee, executives, and management in the areas of 
controls, risk management, and governance to assist in the audit committee’s assessment 
of the efficacy of programs and procedures; 

• Working in partnership with management to identify and help recommend solutions to 
some of the organizations most pressing challenges; and

• Coordinating activities and sharing perspectives with the independent auditor.

When the internal audit function reports to the audit committee, it allows the internal 
auditors to remain structurally separate from the management, thereby, enhancing 

Authoritative guidance

International Standards for Professional 
Practice of Internal Auditing (IIA) 

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://na.theiia.org/standards-guidance/Public Documents/IPPF-Standards-2017.pdf
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objectivity. This reporting relationship also encourages the free flow of communication on 
various issues and promotes direct feedback from the audit committee on the performance 
of the leader of the internal audit.

The internal audit profession is not formally regulated; however, the Institute of Internal 
Auditors (IIA), which is a global, not-for-profit professional organization, is widely recognized 
as the primary resource for authoritative guidance and professional standards for internal 
auditors. The International Professional Practices Framework (IPPF) is the conceptual 
framework that organizes authoritative guidance promulgated by the IIA. The IIA provides 
internal audit professionals worldwide with authoritative guidance organized in the IPPF as 
mandatory guidance and recommended guidance. An external assessment of the internal 
audit function must be conducted at least once every five years by a qualified, independent 
assessor or assessment team from outside the organization. The objective of the external 
assessment is to evaluate an internal audit function’s conformance with the IIA standards 
and the code of ethics. The IIA also provides resources that audit committees can use to 
monitor the organization’s internal audit department and ensure that it follows generally 
accepted standards.

Today, as organizations hurtle into an increasingly technology-driven, innovation-oriented, 
risky, and disruptive future, internal audit needs to embrace innovative approaches to 
keeping the functions ahead of developments. Innovation positions internal audit to 
anticipate and then respond effectively to stakeholder needs and, thus, equips the internal 
auditors themselves to address emerging risks in a helpful and impactful manner.

It is essential for the audit committee to ensure that the internal auditors have 
appropriate independence and stature in the organization and are visibly supported by 
senior management. Members of the audit committee should engage with the leader of 
internal audit regularly to maintain a reporting relationship that is both substantive and 
communicative. Holding regular executive sessions with the leader of internal audit is 
common. The audit committee should actively participate in discussing goals and evaluating 
the performance of the leader of internal audit; these responsibilities should not be 
delegated solely to the CFO or CEO.

Additional resources

Internal audit: Soaring through turbulent 
times (Deloitte Global, September 2020)

The IIA’s Three Lines Model: An update of 
the Three Lines of Defense (IIA, July 2020)

2020 North American Pulse of Internal 
Audit: Bridging Critical Gaps (IIA, 
February 2020)

Internal Audit Insights: High-impact 
areas of focus – 2020 (Deloitte Global, 
November 2019)

Overseeing Internal Audit: The Role of the 
Audit Committee (Deloitte Audit Committee 
Resource Guide, April 2018)

20 questions directors should ask about 
internal audit (CPA Canada, 2016)
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sk • Does internal audit have a clear set of performance expectations that are aligned with the success measures of the audit committee,

and that are measured and reported to the audit committee?

• Does internal audit have a clearly articulated strategy that is reviewed and approved by the audit committee periodically?

• Does internal audit organize or perform peer reviews or self-assessments of its performance and report the results to the
audit committee?

• Is internal audit appropriately funded and staffed? Is internal audit sufficiently independent of management? Is internal audit highly
regarded and respected in the organization?

• Are issues identified and reported by internal audit appropriately highlighted to the audit committee, and is the remediation progress
tracked and reported?

• Are reports and other communications from internal audit provided to the audit committee of an appropriate standard and do they
provide value?

• Does internal audit meet with the independent auditor regularly to discuss risk assessments, the scope of procedures, or opportunities
to achieve greater efficiencies in the organization’s audit services?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.iasplus.com/en-ca/publications/publications/2020/global-audit-committee-survey-internal-audit-soaring-through-turbulent-times
https://global.theiia.org/about/about-internal-auditing/Public Documents/Three-Lines-Model-Updated.pdf
https://www.theiia.org/centers/aec/Pages/2020-pulse-of-internal-audit.aspx
https://www2.deloitte.com/content/dam/Deloitte/global/Documents/Risk/gx-risk-internal-audit-insights-2020.pdf
https://deloitte.wsj.com/riskandcompliance/2018/11/20/overseeing-internal-audit-the-role-of-the-audit-committee/
https://www.cpacanada.ca/-/media/site/business-and-accounting-resources/docs/20-questions-directors-should-ask-about-internal-audit-march-2016.pdf
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Whistleblowing
Audit committees are responsible for overseeing a whistleblowing process for their 
organization and should work with management and legal counsel to determine 
whistleblowing policies and procedures.

A whistleblower is a person who tells the public or someone in authority about alleged 
dishonest or illegal activities occurring in a government department, a public or private 
organization, or a company. The alleged misconduct may include a violation of a law, rule, 
regulations, and/or a direct threat to public interest, such as fraud, health/safety violations, 
or corruption. Whistleblowers may make their allegations internally (for example, to other 
people within the accused organization) or externally (to regulators, law enforcement 
agencies, the media, or groups concerned with the issues).

The starting point for a whistleblower program lies substantially in the ethics and compliance 
space. When establishing a whistleblower program, careful thought should be given to 
the program’s ownership and the individual who will be charged with responsibility for the 
helpline and other aspects of the program.

The strength, positioning, and existence of an ethics and compliance function can vary 
widely by industry. If an organization does not have a strong, core enterprise-wide ethics 
and compliance function, certain ethics and compliance activities probably reside across 
various functions. That model likely results in a siloed effort, which can create gaps in the 
organization’s controls and risk management.

CSA National Instrument 52-110, Audit Committees, states:

“An audit committee must establish procedures for:

1. the receipt, retention and treatment of complaints received by the issuer regarding 
accounting, internal accounting controls, or auditing matters; and

2. the confidential, anonymous submission by employees of the issuer of concerns 
regarding questionable accounting or auditing matters.”

The formal procedures for receiving and handling complaints should be designed to facilitate 
disclosures, encourage proper individual conduct, and alert the audit committee to potential 
problems before they have serious consequences. These procedures should be adequately 
documented and communicated to employees and to the public.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.osc.gov.on.ca/en/SecuritiesLaw_rule_20040326_52-110-audit-comm.jsp
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The audit committee, legal counsel, and management should determine 
how often the audit committee should receive reports from the department 
that is responsible for investigating whistleblower complaints. They should 
also determine the qualitative and quantitative characteristics of complaints 
that would require immediate notification of the audit committee. The audit 
committee should determine a regular reporting schedule to the board, including 
identifying the types of events that should be immediately communicated to the 
board. Finally, the audit committee should consult with legal counsel regarding 
the adequacy of all procedures.

Having strong protocols would ensure a consistent decision-making tree that 
would determine the appropriate steps to investigate a potential violation, 
regardless of the topic or the complexity of the issue. Whether a case relates to 
the chairperson of the board or a mailroom clerk, there should be no difference 
in how a case is approached; you go through the issues based upon the topic, 
applying the same discipline and rigour. How the organization captures issues 
and other information about whistleblower claims is also critical in order to be 
able to back up issue management with objective, concrete data.

If the organization is taking steps to encourage people to report issues, it does 
not matter what the whistleblower provisions, bounty programs, or challenges 
are; what is important is that the organization is incentivizing employees to come 
forward appropriately. The focus should primarily be on a helpline, how to create 
a speak-up culture, how to encourage employees to feel comfortable, and how to 
reduce fear in the organization and increase trust.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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In 2016, OSC Policy 15-601, Whistleblower Program was developed after extensive 
stakeholder consultation and will be the first paid whistleblower program by a securities 
regulator in Canada. The Policy sets out key details of the program, including the type 
of information that may result in a whistleblower award; the criteria that would make an 
individual eligible for an award; and the factors to be considered in determining the amount 
of an award. Under the Policy, if there is an award-eligible outcome, eligible whistleblowers 
could receive up to a maximum of $1.5 million regardless of whether the OSC recovers 
sanction monies ordered, and up to a maximum of $5 million if the OSC does recover funds. 
The Policy also expands the list of persons eligible to be whistleblowers to include directors 
and officers, chief compliance officers, in-house legal counsel, and culpable whistleblowers, 
provided certain additional criteria are met.

Under the SEC’s whistleblower programs, employees with knowledge of potential securities 
fraud who report original information to the government or a self-regulatory organization 
can receive a minimum of 10 percent and as much as 30 percent of monetary sanctions if 
the enforcement action results in fines of at least $1 million. Whistleblowers are not required 
to report issues first through internal organization channels; however, those who do so are 
still eligible for the reward if the organization reports the problem to the government or if the 
whistleblower does so within 120 days of notifying the organization.

Authoritative guidance

OSC Policy 15-601 Whistleblower 
Program (OSC)

CSA Multilateral Instrument 52-110, Audit 
Committees (CSA)

Interpretation of the SEC’s whistleblower 
rules under Section 21F of the Securities 
Exchange Act of 1934 (SEC)

SEC Standards Relating to Listed Company 
Audit Committees

Additional resources

SEC’s Whistleblower Program – 2019 
Annual Report to US Congress 
(SEC, November 2019)

New age of employee complaints and 
whistleblowing (Deloitte US, 2018)

Access our toolkit

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.osc.gov.on.ca/en/49777.htm
http://www.osc.gov.on.ca/en/13550.htm
https://www.sec.gov/rules/interp/2015/34-75592.pdf
http://www.sec.gov/rules/final/33-8220.htm
https://www.sec.gov/files/sec-2019-annual report-whistleblower program.pdf
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/risk/us-advisory-five-ways-to-prepare-for-new-age-of-employee-complaints-and-whistleblowing.pdf
https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.osc.gov.on.ca/documents/en/Securities-Category1/20160714_15-601_policy-whistleblower-program.pdf
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sk • What is the “tone at the top?” Does the culture of the organization assist or inhibit the hearing of complaints?

• What is the organization’s policy and process for collecting and processing a whistleblower’s information?

• Is the process focused solely on employees or is it open to third parties as well? Is the process integrated with other 
feedback, suggestion box, and complaint systems? If so, how?

• Which function is responsible for the whistleblower policies? Do they have sufficient independence and objectivity to be 
both effective and credible?

• Does the organization have an ethics/whistleblower hotline with adequate procedures to handle anonymous complaints 
(received from inside and outside the organization), and to accept confidential submission of concerns about questionable 
accounting, internal accounting control, or auditing matters? Are tips and whistleblower complaints investigated and 
resolved in a timely manner?

• How can complaints be submitted, i.e. mail, e-mail, voicemail, special secure telephone line? Does the process support all 
languages in which the organization operates?

• Once a call comes in to a whistleblower hotline, what should happen next?

• How are employees, customers, and suppliers notified and educated on the process?

• What is their level of confidence that complaints will be dealt with quickly and with no reprisal?

• What is the decision-making process to determine whether a complaint is serious or frivolous?

• How are decisions made as to whether or not to investigate, how to investigate, and who should investigate? What is the 
involvement of the audit committee or board of directors? Is there an appeal process?

• How will investigations be managed to ensure they are effective, maintain confidentiality, and minimize the risk of retaliation 
claims? Have appropriate considerations been given to protecting legal privilege?

• How has the number and nature of calls changed since the prior year?

• What reporting might the audit committee expect on such matters in the future?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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3 Strategy
and risk

Crisis management

Cybersecurity

Disruption

ESG (Environmental, Social, and Governance)

Going public

Internal controls

Market volatility

Mergers and acquisitions

Pandemic crisis

Productivity

Regulation

Reputation

Supply chain and operational resilience

Talent

Tax

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Introduction

Prashant Masand 
National Governance, ERM and 
Public Sector Internal Audit Leader
prmasand@deloitte.ca
416-643-8974

Boards of directors have an important role 
in terms of strategy. While management is 
responsible for setting, refining, and executing 
the organization's strategy, the board's role is to 
provide oversight and guidance to the direction of 
the strategy and to weigh its inherent risks.
Part of the board's responsibility is to clearly set appropriate expectations for 
management and the organization's strategy. The board, directly and through its 
committees, is responsible for overseeing strategy, risk, and performance. Recent scandals 
and other developments have made it increasingly apparent that culture is linked to all three 
of these oversight areas and that culture is a key asset. Accordingly, culture-related risk calls 
for close board oversight. When organizational culture is aligned to business strategy, the 
workforce will act and behave in ways that support the achievement of business goals.

In recent years, investors and the media have also focused on the board’s role in overseeing 
corporate culture. As noted before, one of the first questions asked when a culture-related 
problem surfaces is “where was the board?” While investor and media attention is not 
(and should not be) the sole driver for seeking board oversight of the culture, both the 
directors and management are obligated to think about culture and how best to support 
and protect it.

Boards should neither set the bar too low—by not demanding a strategy and simply allowing 
management to develop ad hoc initiatives without the context of overall strategic goals, 
nor set the bar too high—setting unrealistic expectations for the organization based on its 
starting point and resources. Instead, boards should demand that management develop 
an explicit strategy that reflects a set of choices and considers alternatives, clearly outlining 
their consequences, trade-offs, and risks. Boards should also demand that the strategy 
be coherent; its choices should make sense and reinforce each other; the choices of the 
markets the organization will enter should be ones that will enable it to achieve its goals and 
aspirations; its plans should enable the organization to succeed and connect with its current 
and future customers; and the required resources to carry out the strategy should be those 
the organization has or can access in the future.

Boards are also responsible for appropriately evaluating the organization's strategy and 
its inherent risks. The board cannot afford to receive management's proposals uncritically, 
accepting them without question or query. On the other hand, boards should not attempt to 
drive the strategic process, which would happen when directors move from constructively 
probing the strategy and its underlying assumptions and risks to actively defining the 
strategy and advocating its direction. If the board is not satisfied with the strategy proposed 
by management, it has a duty to require management to rethink and improve that strategy, 
but it is not the board's responsibility to take over that role from management.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
mailto:prmasand@deloitte.ca
https://www.linkedin.com/in/prashant-masand-67722225/
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Boards and management need to interact productively when defining and refining strategy. 
There should be a cadence to the interactions between them. The aspects of strategy and 
the issues being addressed should develop over time so that their sessions focus on different 
aspects of the strategy and increase its quality. In a productive relationship, the questions 
the board asks should be ones that are purposeful and legitimately probe and advance the 
strategy without grandstanding or attempting to "one up" management.

As the organization's primary steward of risk, the board is responsible for providing guidance 
to management regarding the organization’s risk appetite in relation to its strategy. The 
expectations the board sets around strategy and its interactions with management should 
be viewed in the context of the risks being borne by the organization and its stakeholders, 
and how those risks are managed and mitigated.

Boards need to weigh the organization's various portfolios and the risks associated with 
them, and assess different scenarios that change those portfolios, for example, exiting one 
business or entering another—and their impact on the organization's risk appetite.

In a VUCA world—one that is volatile, uncertain, complex, and ambiguous—management 
and boards tend to systematically underestimate the risk of the status quo—the current 
direction and make-up of the organization—and overestimate the risk of doing something 
different. Just because the current activities and their risks are known does not mean they 
are less than the risks associated with doing something different.

While setting a short-term, medium-term, and long-term strategy may be a greater challenge 
than in the past, the risks of not setting a strategy are also greater today. Boards should 
connect regularly, visit the organization's business units, meet with management, and 
engage industry and subject matter specialists so they can better understand, assess, and 
challenge the strategic choices made by management and the assumptions that underlie 
those choices.

Additional resources

Risks of Dysfunctional Boards: 
In Conversation with Tom O’Neill  
(in memory) and John Caldwell  
(CPA Canada, July 2020, Podcast)

Risk Appetite: Critical to Success  
(COSO, May 2020)

The Board’s Role in Overseeing Risk: 
In Conversation with Tom O’Neill and 
John Caldwell (CPA Canada,  
February 2020, Podcast)

Creating and Protecting Value (COSO, 
January 2020)

Seven steps to a more strategic board 
(Deloitte Insights, July 2019)

Risk and the strategic role of leadership 
(ACCA, 2018)

On the board’s agenda: Would you recognize 
the warning signs of a toxic culture? 
(Deloitte, 2017)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://feedpress.me/CPACanada-DisruptiveGovernanceSeries#entry-6110
https://www.coso.org/Documents/COSO-Guidance-Risk-Appetite-Critical-to-Success.pdf
https://feedpress.me/CPACanada-DisruptiveGovernanceSeries#entry-5390
http://www.osc.gov.on.ca/en/14198.htm
http://www.osc.gov.on.ca/en/14206.htm
http://www.osc.gov.on.ca/en/32707.htm
https://www2.deloitte.com/content/dam/Deloitte/ch/Documents/audit/on-the-boards-agenda-may%202017.pdf
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Insurance coverage

Eliminating all risks is impossible. Controls that are too rigid will simply paralyze the organization. The board needs to find the 
right balance between opportunities and risks and establish its risk appetite.

A key risk management tool that the board has at its disposal to reduce its risk exposure comes in the form of insurance.

Insurance effectively transfers the cost of these exposures to an insurer in return for the payment of a premium. In many 
cases, the insurance policy covers damages, but also covers defence costs to defend an organization from a lawsuit, which 
helps to alleviate the high cost of litigation.

Some forms of exposure coverage for the board to consider include:

• Business interruption insurance

• Crime coverage

• Cyber risk insurance

• Employee-related insurance

• Liability insurance

• Property insurance

• Umbrella insurance

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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sk • What are the core assumptions that underpin our current strategy? Do these assumptions still hold given the dynamics of 

our marketplace, customers, competitors, or emergent ecosystems?

• Do we have the leadership, capabilities, and investment capacity to achieve our objectives? How can we build or access the 
capabilities required to succeed in the future (e.g., organically or through acquisitions and partnerships)?

• Do we have sufficiently diverse perspectives among executives and board members to develop and execute a winning 
strategy, one that is tuned to the future as opposed to rooted in the past?

• Does our strategy involve genuine trade-offs? What are we choosing not to do? Where are we choosing not to invest 
and why?

• Are we in the right businesses? Are we the best owner for our businesses? What business models should we adopt to 
create value in the future?

• Do we have enough engagement with executive management on issues of strategy throughout the year?

• How often does management brief us on its monitoring of shareholder opinion and its outreach to key stakeholders? Do 
we have a clear understanding of the opinions and concerns of our shareholders and other stakeholders concerning the 
organization, its strategies, and business activities?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Crisis management
Boards and management need to enter into a different mode of governance and 
operations to respond to crises by making, implementing, and communicating decisions 
very quickly and clearly with designated authorities.

A crisis can emerge from a sudden incident or from a longer-running issue. It is characterized 
by an acuteness of scrutiny, pressure, and organizational impact with a need for speed in 
decision-making, action, and communication. When such a crisis looms, board members are 
exposed in ways that may be unfamiliar—and drawn into an active role that’s distinct from 
what management is going through. When the stakes are high and the scrutiny is intense, 
boards play a unique role because stepping in may be uncomfortable but stepping aside is 
not an option.

From the public’s perspective, the board is seldom visible. Crisis, especially a leadership 
crisis, can thrust board members in front of media microphones. By that time, however, a lot 
should have happened behind the scenes.

An organization and its board need to decide where operational issues end and “corporate 
crises” begin. Of course, sometimes the difference between operational and existential crises 
is not so clear. Operational crisis includes supply chain kinks or weather disruptions that 
complicate daily business.

A corporate crisis is one that involves reputation, share price, major litigation, regulatory 
sanction, or an organization’s existence. These may arise from a number of sources—cyber 
threats, financial misdeeds, financial disruption, technological or industrial breakdowns, 
confrontations, or catastrophes that are outside anyone’s control. And it may be up to the 
board to plan for the continuity of the enterprise in the case of an unforeseen disaster.

A good crisis response is not only about swiftly fixing what has gone wrong, but also about 
being externally focused by communicating to stakeholders, shareholders, and regulators. 
This leads to the crisis management stage, which is a special, strategic discipline that 
enables an organization to leave “business as usual” behind and to enter a different mode 
of governance and operations. It is designed to get decisions made, implemented, and 
communicated quickly with clear but different, designated authorities.

The board and management executives are responsible for establishing a crisis management 
capability that helps in safeguarding the governance and viability of the organization. Thus, 
crisis management should be a central preoccupation for the board of every organization, 
small or large, local or global.
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Today’s crisis response needs to be sure-footed and well-practiced to win in this 
environment. The board needs to know what its role is in advance, not learn about it upon 
first contact. Organizations must prepare for critical situations that they can anticipate and 
those that they can’t. Planning for “unknown unknowns” requires scenario planning and 
strong leadership rather than a “playbook” approach with pre-agreed decisions.

Once a crisis hits, the board must play a supportive internal role, not a public-facing one. It 
must retain its independence but must also be prepared to intervene if the management 
team is compromised or is not acting in the interests of shareholders.

Post crisis, the board has a special role in helping the organization to “return” to a new 
normal by investigating the cause of the crisis, looking for and acting on evidence of wider 
cultural problems that may have caused it, and identifying opportunities to change in order 
to gain competitive advantage and greater resilience.

When it comes to a crisis and how it is managed, the Coronavirus Disease 2019 (COVID-19) 
has been a major learning experience on a global scale. Amid the fear, uncertainty, and 
disruption due to this virus, boards can make critical contributions to help their organizations 
withstand and recover from this escalating crisis. Their collective experience with past 
crises and ability to take a long-term view can offer management very helpful perspectives 
during this time.

When evaluating an unanticipated risk like the emergence of a global health crisis, the 
board and management should assess potential impacts to an organization’s global supply 
chain and its operations. As boards start to get more proactively involved to help mitigate 
the impact of COVID-19 on their businesses, they should hold candid conversations with 
management to establish clear expectations about their respective roles and responsibilities 
in a crisis. This will help to reduce the risk of any unhealthy board management dynamics and 
improve response time when the crisis dangerously escalates.

Additional resources

The audit committee’s 
responsiveness during the COVID-19 
pandemic (AICPA, June 2020)

COVID-19: Confronting uncertainty through 
and beyond the crisis – The power of 
scenario-thinking to enhance decision-
making (Monitor Deloitte, April 2020)

Confronting COVID-19: Actions Boards 
Should Take (NACD, March 2020)

The Board’s Role in Pre-Crisis Planning 
(Deloitte Risk & Compliance, October 2019)

The board’s role in crisis management 
(Deloitte Risk – UK, September 2019)

Crisis Management and Reputational Risk 
(Deloitte Risk Advisory, 2019)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://future.aicpa.org/resources/download/audit-committee-checklist-for-covid-19
https://www2.deloitte.com/ca/en/pages/finance/articles/covid-19-confronting-uncertainty-through-and-beyond-the-crisis.html
https://blog.nacdonline.org/posts/covid-19-board-action
https://deloitte.wsj.com/riskandcompliance/2019/10/08/the-boards-role-in-pre-crisis-planning/
https://www2.deloitte.com/content/dam/Deloitte/uk/Documents/risk/deloitte-uk-risk-global-on-the-boards-agenda-crisis-management.pdf
https://www2.deloitte.com/content/dam/Deloitte/cy/Documents/risk/Crisis%20Management%20and%20Reputational%20Risk%20offering.pdf
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Boards should advise management to communicate clearly about the how the crisis is 
affecting its business. Providing information to employees without creating panic is key to 
keeping the organization moving smoothly during any crisis.

Boards should make sure that management strikes the right balance between being 
transparent to external stakeholders—including investors—about any possible impact and 
ensuring that the information is accurate. This becomes a real challenge when deciding what 
to disclose to investors about the risk exposure and in determining what is material.

No matter what the board’s intended role is in crisis management, it needs timely and 
accurate information. This may require the development of renewed willingness to ask tough 
questions. To maintain a 360-degree view of the threats an organization faces, a board may 
also look to third-party or public data in addition to information provided by management. 
Deciding what information to watch is a matter of strategy; making it happen can become a 
question of technology and processes.

Board’s responsibilities

It is critical that the board and senior leaders determine beforehand how they want 
to organize themselves and define their various roles and responsibilities in a crisis, 
including determining the role the board is to play in addressing the crisis.

Use of professional advisors

The following key executives will be the natural allies of the board during a crisis to 
ensure appropriate measures are taken:

• Legal counsel

• Director of investor relations

• Public relations specialist

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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sk • Where does the responsibility for crisis management lie? Is it the responsibility of the full board or are activities delegated 

to a committee? If more than one committee is involved, how do we ensure that the activities are coordinated with no gaps 
in responsibility?

• In the event of a crisis, do we have a pre-populated crisis committee? Have we identified directors with skills in specific 
roles, such as legal, accounting, audit, public relations, or specific industry issues? Do we have outside counsel and other 
third parties to provide crisis management support? Should we seek director candidates with crisis experience when 
filling vacancies?

• Do we conduct at least one board-level crisis exercise each year? Should a particular board committee take responsibility 
for this? Have we benchmarked our emergency and crisis communication procedures versus competitors/peers in 
the industry?

• Does the management have a robust crisis management plan for the organization? Does the plan cover the role we will play 
in supporting executive leadership, our information needs, how we will exercise governance and oversight during a crisis, 
and the support we will require to carry out our responsibilities?

• How confident are we that the organization’s leaders will be able to stand up to the pressures of the crisis and act 
effectively as leaders?

• Does the management have a plan to keep stakeholders informed? Who will communicate with key investors?

• Do we have a plan for disclosure in a crisis? How should the audit committee work with our auditors to ensure that financial 
reporting and auditing processes are as robust as possible in light of rapidly changing conditions?

• Should we be concerned about reputational risk in a crisis? What should we do once the crisis has passed?

• Has the management established protocols and ground rules to ensure that the proper cadence and frequency of 
information flows to us during this crisis? Have alternate information channels been pre-identified in the event that normal 
communication channels are disrupted by the crisis?
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Cybersecurity
As each new development in mobile technology, cloud computing, and social media 
further reshapes the technology landscape, cybersecurity is becoming an increasingly 
complex challenge for organizations to manage.

In our digital, information-driven world, cyber threat management is a business and strategic 
imperative and the stakes are higher than ever.

What were sufficient computer security and data protection strategies only a few years 
ago—such as IT perimeter security, regular virus scans, and access management—are no 
longer enough.

Today, organizations of all types and in all industries are potential victims of cyberattacks. 
Some attacks are aimed at committing financial fraud. In other cases, the motivation may 
be social or political where "hacktivists" target organizations they believe take an unethical 
stance on certain issues. Regardless of the reasons, such attacks disrupt the normal course 
of business and cause significant financial and reputational harm.

Almost every enterprise has experienced a cyber breach that is mostly data-related. To be 
successful, in this era, organizations should embrace a “cyber everywhere” reality. Hence, it 
is essential for boards to ensure that data should be prepared in such a way that they can 
respond effectively and quickly. Canada’s Personal Information Protection and Electronic 
Documents Act (PIPEDA), updated in 2019, mandates organizations to have proper breach-
preparation measures in place and to keep a record of all breaches. The required response 
plan includes, among other factors, the speedy notification to customers of any breach 
that’s likely to result in or present a real risk of significant harm. (A June 2020 report by Audit 
Analytics showed that it took organizations an average of 108 days and 49 days to discover 
a breach and to report it, respectively). Customers should be given top priority as they are 
an organization’s most important asset. Failing to manage the customer impact could trigger 
regulatory fines, customer loss, and damage to the organization’s reputation. 

Days between discovery of breach 
and disclosure of breach6

30  
Median  

456  
Maximum

It took companies, on average, 
49 days to disclose the breach.

Source: Audit Analytics

Authoritative guidance

Personal Information Protection and 
Electronic Documents Act (Government 
of Canada)

CSA Multilateral Staff Notice 51-347 - 
Disclosure of cyber security risks and 
incidents (CSA)

AICPA Cybersecurity Initiative (AICPA)

Disclosure Guidance Addressing 
Cybersecurity Reporting 
Considerations (SEC)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://laws-lois.justice.gc.ca/ENG/ACTS/P-8.6/index.html
http://www.osc.gov.on.ca/documents/en/Securities-Category5/20170119_51-347_disclosure-cyber-security.pdf
https://www.aicpa.org/InterestAreas/FRC/AssuranceAdvisoryServices/Pages/AICPACybersecurityInitiative.aspx
http://www.sec.gov/divisions/corpfin/guidance/cfguidance-topic2.htm
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Hackers generally seek nine pieces of information when attacking an organization’s systems. 
As shown below, the top two pieces of data compromised are personal information and 
payment card numbers. In many attacks, more than one category of information is stolen. 
In other words, many of the attacks that were successful in illegally obtaining financial 
information also gained access to names and emails. 

% of breaches

Name 48%

Address 29%

Email 28%

Payment card 23%

SSN 22%

Password 19%

Username 11%

Bank account 8%

Intellectual property 4%

Source: Audit Analytic

Organizations will have to move far beyond a “secure the perimeter” mentality and begin 
incorporating cyber risk thinking into their services, product design, and development 
processes—taking a long-term view of what it means to be secure.

Cyberattacks can be launched by anyone, from individual hackers, activist groups, and 
businesses or industry insiders to criminal networks and foreign governments. The 
nature of these attacks may include denial of service, defacing websites or exposing 
personally identifiable information or other critical strategic business intelligence 
outside of the organization. What most of these attackers have in common is that they 
are well-organized and share both information and malicious software among themselves 
to help facilitate cyberattacks.

Faced with well-funded and well-organized cyber attackers, organizations need to protect 
themselves by being proactive in gathering their own cyber intelligence. What an organization 
says about itself, the information that it makes available to its supply chain or other partners, 
and what it discloses to the public at large, may create a threat vector. Individual pieces of 
information may appear harmless, but collectively they could provide sufficient insights into 
the organization and its operations to be useful to a cyber attacker. This means organizations 
must also keep up to date on the threats faced by their industry, know what the underground 
community is saying specifically about their organization, and keep their exposure within 
acceptable limits.

An effective cybersecurity program should be overseen by the board of directors as 
part of its oversight of the organization's risk management activities. As with other risk 
programs, the board should set its expectations and accountability for management and 
ensure there are adequate resources, funding and focus for its cybersecurity activities. 
Organizations need to be secure, vigilant, and resilient. Given that many organizations today 
have already had their assets breached by cyberattackers—and with many unaware of the 
breaches—businesses today should invest in cost-justified security controls to protect their 
most important assets, while also gaining more insight into threats and responding more 
effectively to reduce their impact.

Additional resources

Trends in cybersecurity breach disclosures 
(Audit Analytics, June 2020)

Cyber-Risk Oversight 2020 - Key Principles 
and Practical Guidance for Corporate 
Boards (NACD, February 2020)

Cybersecurity and Resiliency Observations 
(SEC, January 2020)

Managing Cyber Risk in a Digital Age 
(Deloitte and COSO, December 2019)

Cybersecurity: Is it on your radar? (CPA 
Canada, November 2019)

20 questions directors should ask about 
Cybersecurity (CPA Canada, October 2019)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://blog.auditanalytics.com/trends-in-cybersecurity-breach-disclosures-2
https://nacdonline.org/insights/publications.cfm?ItemNumber=67298
https://www.sec.gov/files/OCIE%20Cybersecurity%20and%20Resiliency%20Observations.pdf
https://www.coso.org/Documents/COSO-Deloitte-Managing-Cyber-Risk-in-a-Digital-Age.pdf
https://www.cpacanada.ca/en/business-and-accounting-resources/strategy-risk-and-governance/corporate-governance/publications/cybersecurity-bulletin-for-directors
https://www.cpacanada.ca/en/business-and-accounting-resources/other-general-business-topics/information-management-and-technology/publications/questions-directors-should-ask-about-cybersecurity
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It’s also important for the organization to control the messaging around the breach and have 
a strategy in place to be able to quickly react rather than having a whistleblower or the media 
finding out about it first.

It is essential to confirm that there are directors who have knowledge and skills in security, 
IT governance, and cyber risk. For risk oversight, it would be advantageous to recruit 
committee members with cybersecurity experience so that informed decisions are made to 
tackle cyber risk.

Cyber incidents have both hard costs (e.g., fines, public relations costs, drops in shareholder 
value) and soft costs (e.g., losing customers, reputational damage) that need to be weighed. 
Boards should be able to understand management’s rationale for investing and allocating 
resources to monitor cyber risk, guard against it, and expedite response and recovery.

Boards can use key metrics, analytics, and risk-sensing tools to gauge whether cyber risk is 
being managed at an acceptable level by the organization. Additionally, they should ensure 
that there is constant and close communication with management in order to determine the 
voice of the organization during a cyber incident.

Board’s responsibilities

From a governance perspective, one of the board’s most important tasks is to verify 
that management has a clear perspective on how to minimize the likelihood of a cyber 
incident, can determine how the business could be most seriously impacted, and is able 
to mitigate any damages that could occur. A robust communication strategy in place is 
vital for handling a breach because of both public and private disclosures (to individuals 
directly affected).

Use of professional advisors

The board may rely on the following key advisors to fulfil its responsibilities:

• Internal audit: The audit committee should confirm that the internal audit function 
regularly reviews controls pertaining to cybersecurity, is up-to-date on the latest 
developments, and includes related issues prominently and regularly on its agenda.

• Independent auditor: The independent auditor can often be a valuable source of 
information on cybersecurity issues. Many firms have practices focused on evaluating 
and strengthening security controls.

• External specialists: It can be helpful to seek the input of external specialists in 
assessing cybersecurity. Organizations can conduct annual external reviews of 
security and privacy programs, including incident response, breach notification, 
disaster recovery and crisis communication plans. Such efforts can be commissioned 
and reviewed by the board’s risk committee or another designated committee to 
confirm that identified gaps or weaknesses are addressed. Third-party security 
assessments can also provide benchmarking relative to other organizations of similar 
size or in the same industry.
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sk • What are the greatest cyber threats our organization faces? What are the “crown jewels” that we must protect, including 

data and other assets?

• What is our organization’s cyber footprint? What information do we deliver? What channels do we share with third parties? 
Are we confident that our information ecosystem is robust enough to protect information and data throughout the chain?

• Does our organization have an overall enterprise cyber strategy and cyber risk management plan? Does it have both 
proactive and reactive components?

• Has management established working relationships with local law enforcement? Does our management team conduct 
regular cyber assessments and cybersecurity scenario planning exercises?

• In mitigating our risk, do we have cyber insurance? If so, what is the extent of our coverage?

• Is our organization able to detect a compromise early? What controls have been put in place? How do we know those 
controls are operating effectively? Have they been validated recently? How often do we receive reports or updates from 
people responsible for monitoring cyber risk?

• How many actual breaches have we had, how well did we respond to them, and what did we learn from them?

• Have we established an appropriate cyber risk escalation framework that includes our risk appetite and 
reporting thresholds?

• How do our cyber risk program and capabilities align with industry standards and peer organizations?

• How well do we understand cyber risk? Should we engage outside specialists to educate directors on cyber risk, how to 
mitigate it, and the signs that might signal a breach?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Disruption
Major disruptive trends are having an impact on organizations, industries, and 
markets on a global scale. These trends include economic, regulatory, demographic, 
and other factors that are forcing organizations to innovate more rapidly in order to 
remain competitive.

One of the biggest impacts is from digital disruption. Digital technologies and digital business 
models are radically changing the way people access once inaccessible products, blurring the 
boundaries between industries, altering the way organizations operate, and driving greater 
disruptive innovation from sometimes unexpected or even unknown sources.

Today’s organizations and their boards are moving towards innovation and technology to 
transform their businesses for future growth. Discussions in the boardroom need to balance 
between traditional and emerging topics and devote time for deeper dives into emerging 
issues that will enable them to better understand the full spectrum of risks and uncertainty 
facing their organizations.

To prepare for the future, organizations must understand what is causing disruption today. 
Disruption is being accelerated by the proliferation of multiple technologies, combined with 
globalization, cultural changes, and demographic trends. For example, there are 4.57 billion 
internet users in the world today. The total number of internet users around the world grew 
by 346 million in the past 12 months—almost 950,000 new users each day. More than half 
of the world is now using social media too, with 3.96 billion global users putting global social 
media penetration at 51 percent.7

In this environment, an organization can be global from day one, access infrastructure that 
was once unaffordable, software that was once "closed," and market itself efficiently with 
a range of digital marketing tools and channels, including social media. New innovations 
are also surfacing around the way organizations employ and engage with people on and 
off "balance sheet" with the emergence of much more flexible and innovative workforce 
arrangements. Common themes are also emerging around organizations that are looking 
at ways to better commercialize their data, alternative product and service bundling and 
pricing models, and the organization's alliances and role in a broader ecosystem. This last 
point cannot be understated. In a world where the velocity of change and specialization is 
increasing, so too is the need for organizations to work with others in a broader ecosystem 
rather than going at it alone.

The most innovative organizations are also making a concerted effort regarding both 
where and how they innovate The best is not just encouraging innovation within their own 
organizations involving their own people, but combining this knowledge and experience 
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with specialists, entrepreneurs and others from outside their organization. Open source 
innovation, much like open source software, benefits from the simple concept that a 
greater cross-section of thinkers from inside and outside an organization coming together 
around a common problem or opportunity will have a much better chance of seeing things 
differently and identifying disruptive opportunities, which can then be validated in the market 
and scaled.

Many of these more forward-thinking organizations are also going further and approaching 
innovation much like venture capitalists. They are empowering external entrepreneurs by 
providing them with access to one or more privileged assets—for example, the logistics or 
supply chain data of an organization—to help them better understand their organization 
and its operations so they can create new innovations. To further incentivize the external 
entrepreneurs, organizations often agree to fund and support the best ideas as external 
ventures, allowing the entrepreneurs to largely own the new idea they develop and to 
operate it on behalf of the funding organization. While there are risks to sharing privileged 
assets with people outside the organization and enabling them to own the ideas whose 
development the organization has funded, these leading-edge organizations believe the 
opportunities far outweigh those risks. The process alone also provides them a unique 
source of ideas and intelligence that better enables them to sense the trends relevant to their 
industry and more easily connect with non-employee talent.

To truly sustain success and capitalize on disruption, organizations need to democratize 
innovation. It is critical to equip all parts of the organization with tools and incentives that 
encourage experimentation and innovation in the course of day-to-day activities. Innovation 
focused on improving the core business is critical to complementing truly transformational 
innovation, which often happens on the edge of the organization. Building a balanced 
portfolio of core and transformational initiatives that are tested and adopted across the 
organization is what distinguishes successful organizations that use disruption to their 
advantage from those who are disrupted.

The board should consider setting up an innovation committee to provide management 
with a sounding-board, serve as a source of external perspective, evaluate management 
proposals for strategic technology investments, and work with management on its overall 
technology and innovation strategy.

Additional resources

Forging alliances: How tech leaders and 
boards collaborate to deliver agility, 
resilience, and performance (Deloitte US, 
July 2020)

Reimagining governance and oversight amid 
digital disruption (Deloitte Global Directors’ 
Alert, February 2020)

Be the disruption (CPA Canada, 2019)
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Board’s responsibilities

Boards need to stay educated about disruption and truly understand the dynamics and nuances of disruptive technologies, 
disruptive business models, and the changing geopolitical landscape. They need to ask smart questions and encourage 
creative thinking with respect to all of the organization’s products and services. Additionally, they should confirm that 
management has a comprehensive plan for tracking disruption and the progress they are making toward developing 
fundamental solutions.

Most importantly, boards and management need the courage to disrupt the organization’s own business model. This can 
be a challenge, especially when the business has been highly successful in the past and continues to be effective. But every 
organization will undergo disruption eventually, and those that are successful embrace change as a way to secure their 
businesses in the future.

Use of professional advisors

• The CTO and director of IT will be the first go-to key executives to consult about core technology matters.

• CIOs can play an important role in helping educate and develop the board and can be a resourceful contributor in strategy 
and risk assessments. The board can work with the CIO to determine the amount of material to put in a pre-read versus 
what to present in the meeting, how much individual directors should rely on committees to help bring the rest of the 
board up to speed on particular topics, and whether to invest in group trips to relevant technology trade shows and 
meetings with specialists.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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• Do we have a sufficient understanding of innovation or do we need to consult with external specialists and receive more 
frequent updates from management?

• Does our organization have the innovative flexibility it needs to succeed today or are we rooted in the business 
models, methods, and processes of the past? Do we have the courage to disrupt these models even if they are still 
producing results?

• Is our organization willing to experiment and take risks? Do our performance evaluation and reward systems encourage 
appropriate experimentation and risk-taking?

• Are we expanding our ecosystem to include new partners, both traditional and start-up, to enhance our ability of 
developing new concepts? Are we tapping into the talent of the crowd and using that power to help develop new 
ideas quickly?

• Do we have a clear understanding of our competitors? Are we watching the new start-ups in our field or do we discount 
them as being too small to be a threat?

• How knowledgeable are we about digital technologies? How can we improve our knowledge of digital technologies and their 
impact? What characteristics and experience should we seek as we fill openings on our board?

• Are we personally comfortable using today’s technologies? Do we feel we understand the trends and impact that 
technologies are having on our industry and our organization?

• What digital disruptions in the marketplace could influence the organization’s business? How does management view the 
role of digital technologies in its strategy? How has management evaluated the use of these technologies in the context of 
our strategic goals?

• How does our organization make use of data analytics? Do we have people in the organization with the capability of turning 
data into insights that, in turn, lead to actionable management decisions?

• How are we being informed about culture, conduct, and reputation risks related to disruption? Have we defined these risks? 
Does management have policies and procedures for reporting these risks and related events to us?
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ESG (Environmental, Social, and Governance)
Investors and other stakeholders clearly recognize that an organization's value is 
no longer created solely within its walls and they're pushing organizations for better 
disclosures on how value is created.

Sustainability, which encompasses environmental, social, and governance (ESG) concerns, is 
increasingly positioned at the top of boards’ agendas. Discussions of ESG matters have taken 
hold in mainstream media, government bodies, coffee shops, the food industry, clothing 
manufacturers, and boardrooms. This is an area that organizations and their boards cannot 
afford to get wrong.

Directors of public companies are facing challenges from investors and other stakeholders to 
be proactive in evaluating competitive threats and understanding disruptive market trends, 
which include environmental and societal concerns. Board oversight is central to investor 
trust and confidence in an organization’s future performance.

Board members have a vital oversight role in assessing the organization’s environmental and 
social impacts. They need to understand the potential impact and related risks of ESG issues 
on the organization’s operating model. In light of these factors and stakeholder concerns, 
organizations are reimagining and enhancing their ESG positions. Since ESG issues began 
to move into the mainstream, the trend has generally been for organizations to pursue 
sustainable practices for the long term.

Directors have an important role to play in defining the organization’s critical stakeholders 
and overseeing how the strategy and risk management practices meet the needs of broader 
stakeholders to driving shareholder value. Directors can enable more effective engagement 
with investors by fostering more proactive identification, measurement, and disclosure of 
ESG risks that provide insight into how the organization is integrating sustainability and 
changing stakeholder expectations into risk and strategy.

Expanding Enterprise Risk Management (ERM) to include ESG risks can help connect risk, 
strategy, and decision-making and can make organizations more resilient and competitive. 
A more robust integration of ESG risks into broader ERM practices can promote the 
measurement and disclosure of meaningful ESG information and enable management and 
the board to assess overall resource needs and allocate capital more effectively.

It can be challenging for boards to connect global issues such as climate change, water 
scarcity, or human rights, to the organization’s operations, strategy, and risk profile. But given 
that ESG concerns can exercise influence over and are influenced by operations, finance, risk, 
compliance, legal, human resources, and other considerations, leadership teams have ample 
opportunity to leverage ESG for the long-term good of the organization, its stakeholders, and 
society. Boards need to connect sustainability with corporate purpose and strategy. Once 
the value of sustainability is established, the business case for the critical importance of its 
disclosure will naturally follow. Careful consideration of the needs of a broader universe of 
stakeholders ultimately drives value for shareholders, and directors have an opportunity to 
use transparency to promote more effective engagement with investors.

Authoritative guidance

Bill 172, the Climate Change Mitigation 
and Low-carbon Economy Act, 2016 
(Environment Registry)

CSA Staff Notice 51-333, Environmental 
Reporting Guidance (CSA)

Guidance Regarding Disclosure Related to 
Climate Change (SEC)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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http://www.osc.gov.on.ca/documents/en/Securities-Category5/csa_20101027_51-333_environmental-reporting.pdf
http://www.sec.gov/rules/interp/2010/33-9106.pdf
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Beyond disclosure strategy, many boards do not feel they have access to the sustainability 
information they need, nor do they necessarily understand how sustainability is tied to 
business value. This gap is an opportunity for the board to work with management to define 
the broader universe of risks and the critical stakeholders and determine what warrants 
measurement and disclosure. Understanding the role that each board committee can play 
is also essential. Each of the board's committees should consider climate change risk in the 
context of their mandates. Audit committees will need to consider how climate change risk 
impacts financial reporting. Compensation committees may consider aligning management 
objectives and incentives with the corporation's progress in addressing climate change 
risk. The governance committee may look at the governance of climate change risk in 
the organization as well as the corporation's approach to climate change risk disclosure. 
With evolving governmental regulations and international obligations around climate, 
the compliance committees also need to remain vigilant and mitigate all incoming costs 
and challenges.

In 2020, the World Economic Forum (WEF) published the top 10 greatest likelihood 
and greatest impact global risks8 based on five categories of strategic risk (economic, 
technological, societal, environmental, and geopolitical). For the first time ever, the top five 
most likely global risks are all environmental.

Greatest likelihood Greatest impact

1 Extreme weather Climate action failure

2 Climate action failure Weapons of mass destruction

3 Natural disasters Biodiversity loss

4 Biodiversity loss Extreme weather

5 Human-made environmental disasters Water crises

6 Data fraud or theft Information infrastructure breakdown

7 Cyberattacks Natural disasters

8 Water crises Cyberattacks

9 Global governance failure Human-made environmental disasters

10 Asset bubbles Infectious diseases

Excerpted from the World Economic Forum – The Global Risk Report 2020 ( January 2020)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www3.weforum.org/docs/WEF_Global_Risk_Report_2020.pdf
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Board’s responsibilities

Directors can enable more effective engagement with investors by fostering more 
proactive identification, measurement, and disclosure of ESG risks that provide insight 
into how the organization is integrating sustainability and changing stakeholder 
expectations related to risk and strategy.

Use of professional advisors

The board needs to be able to reach out to ESG “friends” to monitor its footprint and 
ensure that the organization is appropriately addressing its stakeholders’ values. 

Once again, the following key executives will be well-positioned to escalate concerns to 
the board:

• Legal counsel

• Director of internal audit

• Director of investor relations

Additional resources

Environmental and Social Risks and 
opportunities – Questions for Directors to 
Ask (CPA Canada, October 2020)

ESG and corporate purpose in a disrupted 
world (Deloitte US, July 2020)

Disclosure of Environmental, Social, and 
Governance Factors and Options to Enhance 
Them (United States Government 
Accountability Office, July 2020)

Putting climate change risk on the 
boardroom table (Hansell LLP, June 2020)

Bridging the ESG Disclosure Gap (The 
Conference Board, June 2020)

Building a Global ESG Disclosure Framework: 
a Path Forward (Institute of International 
Finance, June 2020)

Modernizing governance: ESG challenges 
and recommendations for corporate 
directors (World Business Council for 
Sustainable Development, January 2020)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.cpacanada.ca/en/business-and-accounting-resources/strategy-risk-and-governance/enterprise-risk-management/publications/environmental-social-risks-questions-for-directors
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-board-effectiveness/us-deloitte-ESG-corporate-purpose-in-disrupted-world.pdf
https://www.gao.gov/products/GAO-20-530
https://law-ccli-2019.sites.olt.ubc.ca/files/2020/06/Hansell-Climate-Change-Opinion-1.pdf
https://www.conference-board.org/pdfdownload.cfm?masterProductID=20672
https://www.iif.com/Portals/0/Files/content/Regulatory/IIF%20Building%20a%20Global%20ESG%20Disclosure%20Framework-a%20Path%20Forward%20(June%202020)%20final.pdf
https://www.wbcsd.org/Programs/Redefining-Value/Business-Decision-Making/Governance-and-Internal-Oversight/News/Modernizing-governance-key-recommendations-for-boards-to-ensure-business-resilience
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 a
sk • Does our organization have a sustainability strategy supported by suitable sustainability policies? Have they been reviewed 

and approved by us?

• What metrics are being used to report on ESG? Are these metrics being reported to us?

• Do we receive adequate educational and briefing information from senior management regarding sustainability issues 
facing the organization?

• Do we have regular access to the information needed to evaluate risks emerging from environmental and social trends?

• Is there sufficient specialization within the board regarding the business and strategic implications or sustainability issues? 
Is there a board committee (beyond the audit committee) that oversees ESG issues, risks, and opportunities?

• Are the top ESG issues integrated into Enterprise Risk Management (ERM)? Is ESG part of the business strategy discussion? 
Are there one or more ESG specialists seated at the strategy table?

• Do we have a clear message on how our long-term strategy considers sustainability risks and opportunities?

• What external sustainability disclosures do we provide and how confident are we that they are complete, accurate, 
and reliable?

• Does our organization provide either a sustainability report or an integrated report? Why/why not?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Going public
The market for Initial Public Offerings (IPOs) has never been more complex or 
challenging than it is today. Despite significant turmoil in capital markets driven by 
the global pandemic, IPOs remain a potentially viable option for some companies  
if they take the necessary steps to prepare.

Going public presents an opportunity—and the need—to improve an organization’s 
capabilities. Many pre-public organizations must upgrade their governance structures, 
policies, and practices. Boards of public organizations must review goals and strategies, 
hire and compensate management, and oversee risk—among other duties. In turn, selecting 
the right board and instituting robust governance processes are also in the best interest 
of management.

When recruiting board members, attention should be paid to the specific skill sets required 
for certain board committees. In addition to the financial literacy requirement for audit 
committee members, recommended committees such as the compensation committee and 
the nominating committee also require board members with special skills and experience.

Organizations will also want to consider their corporate governance policies and committee 
charters during the pre-filing period. It is important to consult legal counsel to ensure that 
these documents contain all of the necessary and required duties and responsibilities.

A successful public organization needs a sound finance function with well-qualified people 
(preferably with public company experience) and well-documented processes that can 
fulfil the demands of public company compliance and reporting regulations. To support the 
transition from being a private to a public company, the finance function will need time and 
resources, another reason to start preparing early.

Although the specific requirements of different exchanges may vary, audited financial 
statements for several previous years will be required as part of the listing process. Financial 
statements must be prepared in accordance with generally accepted accounting principles 
and have an unqualified audit opinion.

Authoritative guidance

Amendments to Regulation A (SEC)

National Instrument 41-101 - General 
Prospectus Requirements (CSA)

Multilateral Instrument 45-108 - 
Crowdfunding (CSA)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.sec.gov/rules/final/2015/33-9741.pdf
http://www.osc.gov.on.ca/en/14326.htm
http://www.osc.gov.on.ca/en/SecuritiesLaw_45-108.htm


97

21 3 4 Strategy and risk     Going public

One of the most onerous obligations to which public companies are subjected are 
the certification and reporting requirements in the area of disclosure controls and 
procedures (DCP) and internal controls over financial reporting (ICFR). To comply with these 
requirements, organizations must ensure that they have a strong system of DCP and ICFR, 
along with a procedure for reviewing their design and effectiveness.

New public companies face numerous new risks such as the compliance and reporting 
requirements of legislation that applies only to public companies. Public companies also 
face an audience of investors, regulators, analysts and journalists who are sensitized to risk 
issues. This can lead to reputation risks, which can jeopardize the organization's base of 
customers and investors.

Even when an executive team and a board of directors have been working together for years, 
they must actively develop policies and practices that address risk. In addition, they must 
demonstrate to regulators, analysts, investors, and the public that risks have been both 
identified and managed.

This means having a board that exercises its oversight role by guiding management to 
identify all relevant risks and, through appropriate review, obtaining assurance that all risks 
have been managed. This sets a tone at the top that fosters effective risk management and 
positive but realistic internal and external communication about risk.

Organizations should be confident of hitting their financial targets following the IPO, since 
a significant shortfall could batter the stock price and attract lawsuits against both the 
organization and the board. Thus, boards and the audit committees have to manage the 
hiring of financial management and the selection of the independent auditor.

Additional resources

Listing Guides (Toronto Stock Exchange)

Strategies for going public (Deloitte US and 
Skadden, February 2020)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.tsx.com/listings/listing-with-us/listing-guides
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/risk/strategies-for-going-public-5th-edition-update.pdf
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Board’s responsibilities

Boards need to be deeply involved in the IPO process by making threshold decisions like going public, selecting the 
managing underwriters, approving the final offering terms, and overseeing the entire IPO process.

They also need to anticipate an extensive involvement with the preparation of the prospectus since their input is 
indispensable due to the substantial corporate governance and executive compensation disclosure requirements.

Use of professional advisors

The advisory team for taking an organization public will generally include the following members:

• Underwriter/investment banker: Will advise on the structure and timing of the offering, help determine the number 
and price of shares, conduct due diligence, sign the prospectus, coordinate the road show, and sell the shares of the 
organization. This may be done by a single representative of one financial institution or through a syndicate of institutions.

• Accounting advisors: May help assess whether going public is appropriate for the organization, help establish the going 
public timetable and plan, and advise on internal controls and financial systems. Due to requirements relating to auditor 
independence, many companies engage accounting advisors other than their independent auditor to advise on the going 
public process.

• Legal counsel: Usually prepares the prospectus, issues legal opinions to the underwriters, verifies disclosures for 
accuracy, completeness and consistency, and identifies and resolves outstanding legal issues.

• Other specialists: Depending on the industry, the exchange, and the particular situation of the organization, other skillful 
advisors may be involved, such as industry analysts, management consultants, road show consultants, and others.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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 a
sk • Are we confident that going public is actually in the best interests of the organization?

• Have we considered where to list and what would be the optimal strategy for the organization?

• Have we thought about the story we want to share in order to raise interest and the organization’s profile?

• Do we have established professional relationships with legal counsel, independent auditors, and other advisors to build the 
IPO advisory support team?

• Is our corporate governance structure in compliance with the requirements for a public company?

• Do we know what information is required for the IPO prospectus and how it will be gathered?

• Do we have adequate reporting systems, processes, and internal controls infrastructure in place to manage increased 
reporting requirements under tight time pressures?

• Are the financial statements and underlying supporting data in order?

• How can we leverage IT to support data completeness, accuracy, and continuous monitoring?

• Are optimal tax structures and policies in place?

• Are accounting, tax, treasury, and internal control departments adequately staffed and trained?

• Do we have an investor relations team and is there a communications strategy?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Internal controls
Boards are responsible for their organization's internal control and management 
information systems. To do that, they first need to determine what internal control 
encompasses, and how they can address their responsibilities for it.

The importance of internal control in operations and financial reporting of any organization 
cannot be over emphasized as the existence or absence of the process determines the 
quality of output produced in financial reporting.

The Canadian Securities Administrators National Policy 58-201, Corporate Governance 
Guidelines states that "the board should adopt a written mandate in which it explicitly 
acknowledges responsibility for the stewardship of the issuer, including responsibility for the 
issuer's internal control and management information systems."

In 1992, the Committee of Sponsoring Organizations of the Treadway Commission (COSO) 
developed a model for evaluating internal controls. This model has been adopted as the 
generally accepted framework for internal control and is widely recognized as the definitive 
standard against which organizations measure the effectiveness of their systems of 
internal control.

The COSO model defines internal control as “a process, effected by an organization’s board 
of directors, management and other personnel, designed to provide reasonable assurance of 
the achievement of objectives in the following categories:

• Effectiveness and efficiency of operations

• Reliability of financial reporting

• Compliance with applicable laws and regulations”

COSO’s latest update in 2017 highlights the importance of considering risk in both the 
strategy-setting process and in driving performance. The Framework supplies important 
considerations for boards and includes five components:

1. Control environment: A set of standards, processes, and structures for carrying out 
internal control across the organization. The board of directors and senior management 
establish the tone at the top regarding the importance of internal control. Management 
reinforces expectations at the various levels of the organization.

2. Risk assessment: A dynamic and iterative process for identifying and assessing risks 
to the achievement of objectives. Management specifies objectives within categories 
relating to operations, reporting, and compliance with sufficient clarity and also, 
considers the suitability of the objectives for the organization. Management should 
consider the impact of possible changes in the external environment that may render 
internal control ineffective.

Authoritative guidance

ERM Framework: Enterprise Risk 
Management–Integrating with Strategy and 
Performance (COSO)

CSA National Instrument 52-109, 
Certification of Disclosure in Issuer's Annual 
and Interim Filings (CSA)

Enterprise Risk Management-COSO 
(Committee of Sponsoring Organizations)

Internal Control Over Financial Reporting 
in Exchange Act Periodic Reports of Non-
Accelerated Filers (SEC)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.coso.org/Documents/2017-COSO-ERM-Integrating-with-Strategy-and-Performance-Executive-Summary.pdf
http://www.osc.gov.on.ca/en/13542.htm
https://www.coso.org/Pages/erm-integratedframework.aspx
http://www.sec.gov/rules/final/2009/33-9072.pdf
https://www.osc.gov.on.ca/en/14206.htm
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3. Control activities: The actions established through policies and procedures that help 
ensure that management’s directives to mitigate risks to the achievement of objectives 
are carried out. They may be preventive or detective in nature and may encompass 
a range of manual and automated activities such as authorizations and approvals, 
verifications, reconciliations, and business performance reviews.

4. Information and communication: Communication is the continual iterative process 
of providing, sharing, and obtaining information. A clear message should be received 
by all personnel from senior management as part of internal communication. External 
communication is two-fold as it enables inbound communication of relevant external 
information as well as information to external parties in response to requirements 
and expectations.

5. Monitoring activities: Ongoing evaluations, separate evaluations or both are used to 
ascertain if all components are functioning. Ongoing evaluations built at different levels 
provide timely information. Separate evaluations conducted periodically vary in scope 
and frequency depending on the risk assessment, effectiveness of ongoing evaluations, 
and other management considerations.

The COSO internal control framework provides a solid foundation for determining the 
degree of assurance, control, and reliance that can be placed on the financial statements 
of any organization. Use of this framework also reveals the strengths and weaknesses in an 
organization’s control system.

The implementation of the updated COSO framework provides a good opportunity to take a 
fresh look at internal control and create value for the organization, regardless of how mature 
an organization's system of internal control may be. Improvements in the effectiveness of 
internal control can lead to more efficient operations, greater compliance rates, and more 
effective internal and external financial reporting.

Additional resources

Blockchain and Internal Control (COSO and 
Deloitte Global, July 2020)

The effects of COVID-19 on your client, their 
internal controls, and the audit (CPA Canada, 
July 2020)

Internal controls reporting: sketching out the 
options (ICAEW, June 2020)

Accounting, Disclosure, and Internal Control 
Considerations Related to Coronavirus 
Disease 2019 (Deloitte US, March 2020)

Internal control and the board: What 
is all the fuss about? (Deloitte UK, 
November 2019)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.coso.org/Documents/Blockchain-and-Internal-Control-The-COSO-Perspective-Guidance.pdf
https://www.cpacanada.ca/en/business-and-accounting-resources/audit-and-assurance/blog/2020/july/covid-19-effects-internal-controls
https://www.icaew.com/technical/thought-leadership/audit-and-assurance-thought-leadership/internal-controls-reporting-sketching-out-the-options
https://dart.deloitte.com/USDART/home/publications/deloitte/financial-reporting-alerts/2020/covid-19
https://www2.deloitte.com/content/dam/Deloitte/uk/Documents/audit/deloitte-uk-gif-internal-control-and-the-board-november-2019.pdf
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Board’s responsibilities

Board oversight is vital to effective internal control. The board is ultimately responsible for an organization’s system of 
internal control and for reviewing its effectiveness. Such a system is designed to manage rather than eliminate the risk of 
failure to achieve business objectives and can only provide reasonable and not absolute assurance against material financial 
misstatements, losses, fraud or breaches of laws or regulations. 

The board should set appropriate policies on risk management and internal control and seeks regular assurance that will 
enable it to satisfy itself on the effectiveness of risk management and internal control processes.

Use of professional advisors

• Internal Audit may advise management on control effectiveness, change initiatives, enhancements to risk management—
including business effectiveness and efficiency. It can help management to implement mechanisms in the business that 
eliminate or reduce the need for the second line of defense to provide assurance on processes or controls.

• Under the Canadian auditing standards, the independent auditor must inform the audit committee about any significant 
deficiencies it has found in the course of its work, but the scope of that work, in relation to controls specifically, may in fact 
be limited.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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 a
sk • How can we define the maturity of the organization’s internal control system?

• What are the implications of deficient internal control design or operation for the organization?

• Are external parties who do not process transactions a part of the internal control system?

• Are outsourced service providers a part of the internal control system? Do we understand how management oversees 
these third parties?

• How have the changes in IT affected control effectiveness? How can we leverage IT to support data completeness, accuracy, 
and continuous monitoring?

• What was the impact of remote work arrangements adopted as a result of the COVID-19 on internal controls? Have we 
changed or decided not to apply any controls? Have there been any changes to people performing control activities 
or information used in management review type controls? Have users implemented workarounds to existing security 
protocols, policies and controls to maintain operations? How is IT management monitoring and managing these risks?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Market volatility
When G7 economies sneeze, the rest of the world will catch a cold. Their woes will 
produce “supply-chain contagion” in virtually all nations.

Market volatility affects an organization's current activities through its impact on things such 
as the cost of capital, raw materials, and capital assets. It also affects their future activities, 
including long-term employee benefits, asset value, and supply chains.

Managing the effect on the immediate business activities is comparatively easy. In the short 
term, organizations can often be nimble in their responses, for example by choosing to 
accelerate or defer decisions, or changing suppliers to obtain better prices for transactions in 
the current period.

Protecting themselves against longer-term market fluctuations—for example, through 
hedging transactions—is a much more complex and complicated process since it depends 
on a variety of factors that include everything from the organization's risk appetite, 
the elasticity of its customer demand, analyst expectations, and activist concerns to a 
sufficient understanding of market movements and the availability of various derivative 
financial instruments.

In 2020, COVID-19 has slowed down global economic activity. Nearly 75% of organizations 
are seeing capacity disruptions in their supply chains as a result of coronavirus-related 
transportation restrictions. As a result of these disruptions, 1 in 6 organizations report 
adjusting revenue targets downward due to the coronavirus.9

Organizations should ensure that the information presented in their financial reports is clear 
and transparent. This includes clearly explaining the organization's exposure to different 
market forces. Hedging strategies should be described in plain English, clearly discussing 
management's objectives and the assessment of their strategies' effectiveness so readers 
can understand what management is trying to avoid and whether it has been successful. 
Discussions about the sensitivity analysis should include the significant assumptions made 
by management so that readers can perform their own analysis using either more or less 
conservative assumptions.

Based on the organization's risk appetite, the board of directors should determine the risks 
that need to be managed by the organization and how they will be managed, and the risks 
that will not be actively managed. Boards should ensure that clearly articulated policies are 
put in place that document the types of instruments to be used, the authorized level of use, 
and the exposures for which they are to be employed.

It is also important for the board to ensure that the organization has the proper knowledge 
and capabilities to enter into and account for such transactions. Hedge accounting can be 
complex and requires robust financial reporting systems to collect the information and solid 
skill with those instruments in order to properly reflect them in external reporting.
Boards play a pivotal role in helping organizations they govern to confront uncertainty. 
They can ensure that management is alert to future possibilities and is actively considering 
different and sufficiently divergent scenarios.

Authoritative guidance

CSA Staff Notice 51-328, Continuous 
Disclosure Considerations Related to 
Current Economic Conditions (CSA)

Staff Audit Practice Alert No. 4, Auditor 
Considerations Regarding Fair Value 
Measurements, Disclosures, and Other-
Than-Temporary Impairments (PCAOB)

Staff Audit Practice Alert No. 3, Audit 
Considerations in the Current Economic 
Environment, a discussion paper (PCAOB)

Staff Audit Practice Alert No. 2, 
Matters Related to Auditing Fair Value 
Measurements of Financial Instruments and 
the Use of Specialists (PCAOB)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.osc.gov.on.ca/en/13434.htm
http://pcaobus.org/Standards/QandA/04-21-2009_APA_4.pdf
http://pcaobus.org/Standards/QandA/12-05-2008_APA_3.pdf
http://pcaobus.org/Standards/QandA/12-10-2007_APA_2.pdf
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Board’s responsibilities

In times of volatility, a board needs to take a more active role in challenging 
management. In exercising their duties and responsibilities, the board must stay 
well-informed of developments within their organization as well as the rapidly 
changing market. 

The board should oversee management’s efforts to identify, prioritize, and manage 
potentially significant risks to the business operations. The board should ensure 
adequate communication with shareholders, stay current to the concerns of significant 
shareholders, and monitor for changes in stock ownership.

Use of professional advisors

Deloitte’s economists offer insights on trends and events that are shaping Canadian 
and international economies such as economic growth, consumer spending, business 
investment, trade, market activity, interest rates, and commodity prices. Large financial 
institutions are also offering a similar service. This information will assist boards in 
considering external risk factors appropriately when they review the organization’s 
business plan and strategy.

Additional resources

Unprecedented in every way Economic 
outlook (Deloitte, June 2020)

Economics in the Time of COVID-19 (Centre 
for Economic Policy Research, March 2020)

US-China Economic Relationship (Global 
Policy Watch, February 2020)
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 a
sk • Have we, as a board, altered our approach to reviewing corporate plans compared to the past? Do we apply sufficient rigour and 

skepticism when reviewing plans and forecasts?

• Has management considered a range of possible scenarios and time horizons in order to weigh risks and opportunities associated with 
market volatility?

• How has management identified all assets that should be reviewed for other-than-temporary impairment? Has management identified 
any impairment triggers and/or recorded any impairments?

• What significant judgments were applied in determining whether the organization will continue as a going concern? What are the key 
sources of measurement uncertainty and significant judgments that have arisen in the new economic environment?

• Does the organization have sufficient liquidity to meet its obligations for the foreseeable future? 

• How has management adapted its approach to forecasting and planning? Does management apply a risk-based approach when setting 
objectives and deciding future strategies?

• As a board, are we satisfied that management has clearly identified the potential risks to the organization’s ability to achieve its 
objectives and that these risks are fully understood by us? If a significant failure should occur, does management have a contingency 
plan ready to put in place?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www2.deloitte.com/content/dam/Deloitte/ca/Documents/finance/ca-economic-outlook-report-june-2020-aoda-en.pdf
https://cepr.org/sites/default/files/news/COVID-19.pdf
https://www.globalpolicywatch.com/2020/02/us-china-economic-relationship/
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Mergers and acquisitions
Many mergers and acquisitions fail to deliver the value expected of them. 
Proper planning, including a rigorous integration plan, is necessary for a 
successful transaction.

Mergers and acquisitions (M&A) strategy has been scrutinized in recent years after many 
transactions failed to add shareholder value, with poor integration planning being cited as 
one of the principal causes of failure.

M&As can be a growth accelerator, but they require rigorous integration planning by 
management and the board. Strategic decisions about M&A transactions inherently 
involve risk. Boards should be engaged before, during, and after the transaction and other 
important events. Active oversight of the process can help confirm that shareholder value is 
kept at the forefront through a clear and efficient assessment of the transaction's goals, risks, 
and results.

Boards need to understand all aspects and stages of a significant M&A deal to facilitate the 
transaction's financial goals and help the organization better manage the risks associated 
with deal planning, analysis, and execution.

An M&A transaction's success is largely measured by whether the ultimate value captured 
from the deal mirrors or exceeds the value envisioned at the beginning of the process. 
The purpose of due diligence is to mitigate overall transaction risk through identifying, 
quantifying, and substantiating drivers and value inhibitors. It is also important to recognize 
the differences, if any, between these and the basis of the anticipated deal value at the 
beginning of the process.

It is particularly important to assess the target organization's existing internal controls 
and financial reporting. The board should assess potential areas of risk and how the new 
organization will perform related activities. At the conclusion of an M&A transaction—
particularly one involving a significant acquisition—the board should consider whether 
changes to overall risk management processes are needed due to an increase in the 
organization's size or changes to its structure.

Post-merger integration is a critical stage of any merger or acquisition, where 
synergies are captured or lost and value can be realized or squandered. Boards should 
consider post-acquisition reviews not just of risks, but also relevant integration milestones 
and return-on-investment analysis to evaluate the reliability of initial acquisition assumptions.

Additional resources

In the coming economy, M&A strategies 
emerging as a big deal (Deloitte US, 
June 2020)

Mergers and acquisitions: What boards of 
directors should expect (Deloitte US, 2019)

M&A: Five key items on the board’s agenda 
(Deloitte US and NACD Directorship, 2019)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/us-cfo-insights-in-the-coming-economy-M&A-strategies-emerging-as-a-big-deal.pdf
https://www2.deloitte.com/us/en/pages/center-for-board-effectiveness/articles/mergers-and-acquisitions-board-of-directors.html
https://www2.deloitte.com/us/en/pages/center-for-board-effectiveness/articles/five-key-items-on-the-boards-agenda.html
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Board’s responsibilities

The following are some of the board’s responsibilities relating to M&A activities:

• Its independence puts the board in a position to question and challenge management appropriately, as there are no 
financial incentives such as completion or success fees.

• Boards should oversee the transaction holistically, not just perform a due diligence and approve the transaction but also 
ensure that the post-merger integration is prepared and effective.

• Boards should hold management accountable for developing a robust, post-merger integration strategy with 
appropriate resourcing.

• Boards should request regular updates on timing, actions on critical issues, challenges, and milestones.

Use of professional advisors

Here are some of the professional advisors who can assist the board in acquiring the appropriate knowledge when they 
review a potential M&A transaction:

• Legal counsel who understands the legal environment of the jurisdiction where the target organization is located.

• Tax advisors who can explain income tax and other tax impacts of such a transaction.
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sk • What financial criteria is management using to identify potential targets?

• Who within management is taking the lead in confirming that the acquisition is consistent with the organization’s overall 
growth and business strategy, and what is their experience with M&A?

• How well have the organization’s previous M&A transactions met financial objectives? What can the organization do better 
going forward?

• At what stage are we being brought into the process?

• Do management processes consider financial risks related to operations and compliance with environmental, health, safety, 
legal, and regulatory issues inherent in the post-acquisition merged organization?

• Does management have well-developed financial due diligence and post-merger integration processes in place, as well as 
qualified advisors to execute them?

• What are the predetermined financial metrics that management will use to assess whether the acquisition has met 
projections for return on investment?

• Should the potential operating risk and other inherent contingencies of the seller be reflected in the purchase price?

• How does the target manage risk, and how must that model be adjusted as part of the consolidated group?

• How is the target’s finance function managed and what changes will be required?

• Are the target’s reporting standards in line with the buyer’s reporting standards?

• Does the target’s information system align well with the buyer’s systems, and what will the cost be to integrate them? 
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Pandemic crisis
Enhanced scenario-based planning and increased board intervention must be 
integrated within the organization’s overall business continuity strategy to sail through 
the operational vulnerabilities caused by the pandemic.

Until recently, a disease that drastically changes the way of life and business operations 
for people across the globe and inciting wide-spread fear, quarantines, and stay-at-home 
regulations was unthinkable.

COVID-19 has forced boards to focus quickly and intensely on many short-term issues, 
ranging from the health and well-being of the workforce; ruptured supply chains; and 
immediate and severe drops in revenues, liquidity, and cash flows, to overseeing difficult 
decisions on such issues as laying off or furloughing employees, shutting down facilities, and 
in some cases closing the business permanently.

To accomplish this, boards—while maintaining appropriate separation from management—
should provide ongoing support and guidance to executive leadership while challenging 
them in a constructive manner. Boards should also acknowledge there is no off-the-shelf 
playbook for the current situation, and that they must be flexible and pragmatic in how they 
govern their organizations.

The biggest blind spot directors see is not having previously done scenario planning on 
the potential impact of a pandemic. Many boards believed they had taken proper steps to 
diversify suppliers and mitigate risk as part of their strategic planning, but did not foresee 
the extraordinary impact of a pandemic on earnings or the potential scale of its impact 
on the global supply chain. COVID-19 has truly revealed unexpected vulnerabilities across 
all industries.

Therefore, risk management needs to be more forward-looking and scenario-based. Boards 
might need to complement this a broader and more holistic approach because even the best 
scenario analysis is limited when seeking to identify all the possible ways in which a pandemic 
could emerge and affect an organization.

Developing resiliency to withstand a sustained pandemic crisis starts with identifying specific 
risks posed by a pandemic that are unique to an organization’s business and taking the 
appropriate steps to mitigate them. An organization must develop plans to address greater 
absenteeism among both staff and the extended enterprise—including suppliers, customers, 
and business partners. Most critically, the organization must integrate pandemic planning 
into its overall business continuity strategy to eliminate potential confusion.
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Organizations that were only partially considering a digital model are suddenly leapfrogging 
years of planning and implementation to meet what’s required today. To position themselves 
for the longer term, organizations are exploring new top-line revenue opportunities or M&A 
deals as markets shake out.

Boards have moved from convening once a quarter to once a week or a month through 
virtual meetings, with weekly updates from the CEO or CFO. Audit and risk committees are 
much more active with new risk assessments. Compensation committees are more active in 
addressing layoffs, furloughs, and pay actions for management.

While directors continue to emphasize that their boards do not want to become operational, 
they do say their boards have become more involved with tactical advice during the 
pandemic. Boards should be cognizant of where and when they need to be more engaged 
with management and when they need to back off and let management handle things on its 
own. They are working to strike the right balance with management, and that balance varies 
organization by organization.

Boards are faced with intense pressure during a pandemic and they need to make 
fundamental and substantive choices to meet their fiduciary obligations. Boards need to be 
flexible in their operating models and engagement with management, take the long view, and 
ask deliberate questions to get the best decisions.

Additional resources

Leadership in turbulent times: Better 
foresight, better choices (Deloitte US, 
August 2020)

Conversations with Audit Committee Chairs: 
COVID-19 and the Audit (PCAOB, July 2020)

Adaptive governance during COVID-19: 
A practical guide (NACD, July 2020)

Observations from Corporate Directors on 
the COVID-19 Crisis (Directors and Boards, 
May 2020)

On the board agenda: Governing through 
the pandemic (Deloitte US, May 2020)

Green Swan 2 – Climate change and 
Covid-19: reflections on efficiency 
versus resilience (Bank for International 
Settlements, May 2020)

COVID-19 Global Risk Landscape (World 
Economic Forum, May 2020)

COVID-19 and the board: A chair’s point 
of view - Five principles of a strong board 
during crisis (Deloitte, March 2020)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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https://pcaobus.org/Documents/Conversations-with-Audit-Committee-Chairs-Covid.pdf
https://www.nacdonline.org/insights/publications.cfm?ItemNumber=68205
https://www.directorsandboards.com/news/observations-corporate-directors-covid-19-crisis
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/center-for-board-effectiveness/us-on-the-boards-agenda-covid.pdf
https://www.bis.org/speeches/sp200514.pdf
https://www.weforum.org/agenda/2020/05/covid-19-global-risk-landscape
https://www2.deloitte.com/content/dam/Deloitte/global/Documents/About-Deloitte/COVID-19/COVID-19%20and%20the%20board.pdf
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Board’s responsibilities

The board should play a supportive internal role, not a public-facing one; it must retain its independence, but must also be 
prepared to intervene if the management team is compromised, not available because, for example, they are ill from the 
virus, or if management specifically requests help from the board.

The board has a special role in helping the organization to 'return' to a new normal by working with management on a post-
mortem, spotting areas where change is possible, in order to gain greater resilience.

Use of professional advisors

The following key executives will be the natural allies of the board during a pandemic crisis to ensure appropriate measures 
are taken:

• Legal counsel

• Director of investor relations

• Public relations specialist

• Director of IT

• Director of HR
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sk • What short-, medium-, and long-term changes are being considered in the organization’s strategic plans?

• Is the organization able to obtain additional sources of cash or credit? If so, on what terms, and are they acceptable?

• What actions will the organization take with respect to its workforce in areas such as well-being?

• If the organization will need to furlough or lay off employees, will the remaining workforce be capable of sustaining “normal” 
or critical operations?

• What is the impact of layoffs on the “bench strength” if the organization has to fill key positions should the need arise? 
What about management succession plans?

• Does the organization have a plan to bring its workforce back to its facilities? Does the organization need to make any 
changes to those facilities to enable or encourage employees to return? Does the organization think that part of our 
workforce can continue to work remotely?

• How is management making these decisions? Does management have a task force or other group helping to make these 
decisions deliberately and on the basis of appropriate information?

• Are there any capital or other projects that need to be completed? Abandoned? In both cases, why, and what are the costs 
and consequences? Can any projects be put on hold, at least temporarily?

• Does the possible abandonment or “freezing” of any projects make it possible, advisable, or necessary to furlough or 
terminate employees? At what levels?

• What does management expect the organization’s supply chains to look like in the future—six months? A year? Five years?

• Depending upon the anticipated changes in the organization’s supply chain, what related changes does management need 
to consider in manufacturing processes?

• How does the organization plan to communicate any changes in strategic or operating plans to stockholders and other 
stakeholders? Is management making sure that their communications are consistent across the board (for example, so 
that the organization is not saying one thing to investors and another thing to employees or the communities in which the 
organization operates)?
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Productivity
Continuing technological advances, increasing global competition, high labour rates, 
aging populations in developed countries and a variety of other factors are all reasons 
why productivity is becoming an increasingly important organizational topic. For many 
organizations, it can also be a major challenge.

One of the common problems of today is that productivity isn't always well understood 
and, therefore, not well measured. Workers who believe increased productivity means 
"working harder for less pay" might be hesitant to adopt measures introduced to enhance 
productivity. Organizations that continue to define productivity in industrial-era terms—
"doing more for less"—may be generating greater quantity than quality. "Doing better" would 
likely be a more appropriate goal for most organizations, though determining exactly what 
constitutes "better" may be a nuanced definition, specific to the organization, its customers, 
suppliers, and value drivers. Productivity actually means “generating more value per work 
hour—and typically getting paid more as a result”.

Productivity may lag when organizations don't invest the appropriate resources in research 
and development, machinery and equipment, and information and communication 
technologies, as well as other "softer" capabilities needed to drive productivity, such as 
employee skills training and development. Some organizations deliberately hold off on 
making these investments, particularly when budgets are reduced, in an effort to improve 
short-term financial results. Other organizations, however, are unaware that they are under-
investing in productivity. They believe they are making the appropriate investments but 
are actually lagging in comparison to their peers—something that could be determined by 
comparing their investments to their industry norms.

Many organizations' productivity is inhibited by their own culture. Inefficient communications 
including an overload of emails, multiple and lengthy meetings, task assignments that come 
from multiple directions with conflicting priorities, and other activities that waste time can all 
disrupt productivity.

Productivity constraints may also be embedded in protocol. Requiring employees to do 
things "the way we've always done it" often perpetuates inefficient practices created in an 
era prior to the tools and technologies of today. Instead, organizations should revisit their 
protocols and practices on a regular basis with the objective of adopting leading practices 
wherever possible.

Finally, one of the biggest factors affecting productivity is ensuring that employees 
feel engaged and empowered to perform work that is clearly connected with their 
organization's strategy.

In today’s era, organizations must be proactive in creating new systems and policies along 
with re-interpreting their corporate culture around digital in the workplace, or they risk 
losing productivity, as well as employees. This new digital work environment requires boards 
to be open to innovation and adoption of new digital methods, while also curating those digital 
experiences for their employees, including creating distinct lines between work and non-work, 
and making the workplace overall more human-centred than technology-centred.

Additional resources

2020 Global Human Capital Trends Report 
(Deloitte Global, May 2020)

Taking the long-term view (Deloitte Global 
Directors’ Alert, February 2019)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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With the current increased level of transparency previously unknown to large organizations, 
there has been immense pressure on boards and management to ensure that there is 
a positive and productive digital culture. Increased digitization of the workplace leads to 
increased productivity, cost savings, agile workforce, flexibility, and adaptability in an ever-
increasingly complex marketplace. Organizations are collaborating more globally and with 
more diverse and global staff. With reliable Internet connection, employees can now work all 
over the world, thereby promoting a productive digital culture for the organization.

The fourth industrial revolution, referred to as Industry 4.0, is driven by new technologies, 
relentless digitization, and enhanced productivity. The novelty and speed of Industry 4.0 
appears to demand snap judgments and rapid responses. Boards and management are 
required to plan and grasp the long-term implications of this massive shift from the beginning 
to avoid any kind of lagging behind other fast-paced competitors of the marketplace.

Today, across the globe, progressive boards have become more than prepared to discuss 
Industry 4.0 with the management since many board members are either from the 
digital world themselves, who view cognitive technologies as a major source of process 
transformation, or are surrounded by people with deep-subject matter and industry skills.

Board’s responsibilities

One of the board's primary responsibilities is to ensure that the organization has developed a strategy that aligns its mission 
with the short- and long-term vision of its stakeholders.

Use of professional advisors

The following leaders in your organization have access to key metrics on productivity and product quality to help you identify 
areas where improvements can be made to enhance its productivity. These metrics may include incident data, average 
defects, employee-satisfaction scores, maintenance metrics, etc. 

• Director of human resources

• Director of internal audit

• COO

• CIO
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sk • How can the organization better incorporate and leverage digital technologies, automation, and AI?

• What will be the composition and size of the workforce?

• What tools can the organization adopt for virtual work and for adapting to new practices and ways of work that will make 
teams and workplaces more effective in the future?

• How is productivity being comprehensively identified and assessed in the organization?

• How does the organization capture and scale the productivity that can come with new ways of working, specifically new 
combinations of virtual and onsite work?

• Do the employees feel engaged and empowered to perform their work in alignment with the organization's strategy?
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Regulation
Organizations have faced several waves of regulatory change, and although many 
continue to struggle to catch up with the new rules, further new developments are on 
the horizon.

For over a decade, organizations have faced a deluge of new and more onerous regulatory 
requirements. Sarbanes-Oxley in the United States and similar rules in other jurisdictions 
were implemented in the wake of Enron and other failures in the early years of this century, 
and additional regulatory initiatives followed in the wake of the 2008 financial crisis. For many 
organizations, simply catching up to the requirements of the new rules and ensuring they are 
compliant with them has been a full-time task.

Further regulatory initiatives are on the horizon. The Organisation for Economic  
Co-operation and Development (OECD) has initiated a base erosion and profit shifting (BEPS) 
project, which, if adopted by G20 nations and others, will significantly change global tax rules.

Anti-bribery, anti-money laundering, and anti-fraud measures are also an increasing focus 
of many regulators. While some jurisdictions believe more rigorous implementation of 
the current rules will be sufficient to address problems, others believe tougher rules may 
be required. In some instances, senior officers have been found personally liable for their 
organization's failure to implement sufficient anticorruption measures. In other cases, 
organizations have had to pay significant penalties for not meeting requirements to protect 
personal data.

Pay ratios and executive compensation policies are other high priorities. The European 
Commission, for example, has proposed rules around "say on pay" that will give shareholders 
a binding vote on management compensation, while Dodd Frank in the United States gives 
shareholders a non-binding vote on pay.

One of the most recent important state tax cases in the United States was the case of South 
Dakota vs. Wayfair, Inc., in which the US Supreme Court overruled the decades-old sales 
and use tax nexus rule requiring physical presence in a state, finding instead that a “virtual 
presence” is enough. This decision handed down by the Supreme Court sets the stage for 
how individual states tax remote retailers, including Canadian retailers―businesses that sell 
products and services into a sales-tax state using the internet, mail order, or telephone. It is 
essential to educate stakeholders in the tax function, IT, finance, and C-suite regarding the 
ruling’s impact on the business, operations, and the cost of compliance

Emerging technologies like artificial intelligence (AI), machine learning, big data analytics, 
distributed ledger technology, and the Internet of Things (IoT) are making regulatory 
leaders face key challenges such as ways of protecting citizens, ensuring fair markets, and 
enforcing regulations.
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Organizations need to be able to use, analyze, and share their data while ensuring 
compliance with invasive regulatory control and customer/employee privacy expectations. 
Greater reliance on effective data use, combined with increased regulation and control 
requirements, such as the General Data Protection Regulation (GDPR), puts significant 
operational pressure on organizations.

Given the increasing demand for and potential of cryptocurrencies, a number of countries 
have passed regulations affecting these digital assets. A major reason for the volatility 
in the value of cryptocurrencies has been a lack of security. Several regulators, including 
central banks, are struggling to catch up and come to terms with this phenomenon, and are 
considering ways to evaluate and regulate cryptocurrencies to benefit from the opportunity 
and mitigate associated risks.

A variety of measures have been implemented or are being contemplated to further shape 
organizational behaviour, including requirements to disclose the sources of raw materials, 
political contributions, environmental impact, executive health, and the representation of 
women at the board and management levels.

As organizations struggle to meet the many new regulatory requirements being imposed, 
many have yet to make the cultural changes necessary to adapt their business models to the 
changing regulatory landscape. Doing so will be a key priority, since the heightened pressures 
that have existed since 2008 are unlikely to ease in the future—and may well increase, given 
that social and media pressures are increasingly setting regulators' agendas.

Organizations also need to be mindful of social and media concerns since they are becoming 
as important as regulatory measures in affecting the way entities operate and the perceived 
acceptability of their business strategies and practices. This is a tricky process. Public 
perceptions of an organization and its business activities can change quickly with little 
warning, and organizations may suddenly find themselves out of step with their customers 
and other stakeholders.

Boards should ensure that regulation is a topic on their agendas, at least annually, and 
management should be asked to report to the board on new and proposed regulatory 
changes and their plans for responding to them. Boards and management should also have 
open lines of communication with regulators, legislators, and industry associations in order 
to discuss proposed rules and the impact they will have on the organization and its business, 
and alert regulatory authorities to any unintended consequences or unnecessary burdens 
that may be created by a proposed rule change.

Additional resources

2020 Cost of Compliance: New decade, new 
challenges (Thomson Reuters, May 2020)

On the board’s agenda: CEO pay ratio 
(Deloitte US, July 2019)

GRC Vision, 2019 To 2024 - Vision: The 
Governance, Risk, And Compliance Playbook 
(Forrester, January 2019)

US Supreme Court Wayfair decision could 
affect Canadian sellers (Deloitte Canada, 
June 2018)

Board Oversight of Executive Pay: 
Compensation Committee Basics (NACD, 
January 2018)
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Accordingly, every board needs to be satisfied that the organization has a program to assess 
and monitor compliance. For example, an organization that has experienced compliance 
weaknesses or breakdowns may require more oversight, at least in the short- and medium-
terms, than an organization with a clean, long-term record of compliance. It’s also noteworthy 
that compliance oversight, like other board responsibilities, is not a “set it and forget it” 
matter; the board needs to remain vigilant when it comes to monitoring compliance.

Compliance oversight is not something that the board needs to address entirely on its own. 
Boards can and, in some cases, should engage outside advisors to assist them in monitoring 
compliance risks, including assessing whether existing compliance procedures and practices 
are appropriate or, if not, how they might be enhanced. And when a problem arises, boards 
need to consider engaging outside, independent investigators to ascertain key facts.

Board’s responsibilities

The board’s fiduciary duties include ensuring that management has an effective 
corporate compliance program in place, exercising oversight of that program, and taking 
regular steps to stay informed of the program’s content and operation.

Use of professional advisors

The board should have the capacity to monitor and analyze regulatory developments 
and help determine what parts of the organization may be affected by new regulatory 
initiatives. To help perform this, the board should develop a strong network of internal 
and external contacts to gather intelligence regarding developing areas of interest on 
the regulatory agendas. This kind of active marketplace involvement will help identify 
emerging issues and determine the regulatory impact on the organization.
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sk • Do we have a comprehensive code of conduct and policies, procedures, and internal controls surrounding regulation?

• Are we doing enough to publicize our regulations and compliance program to employees so that they are aware of it and of 
the resources available to them?

• Who is responsible for monitoring and enforcing compliance regulations with the program? Do they have adequate 
resources and unfettered access to senior management and us?

• How robust and prompt are we with the organization’s cyber regulations? Are we ensuring compliance with invasive 
regulatory control and customer/employee privacy expectations?

• How do we monitor the effectiveness of our regulations?

• How do we ascertain that the program is effectively enforced consistently across our business?

• Is management demonstrating an appropriate “tone at the top” where regulations are concerned?

• Do we conduct regular risk assessments to help ensure that our compliance efforts are appropriately prioritized 
and focused?

• How are we driving regulation with suppliers and vendors in our extended enterprise environment?

• Does our compliance program satisfy legal and regulatory requirements? How do we keep the program current in response 
to changing requirements and circumstances?
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Reputation
In today's interconnected economy, a blow to an organization's reputation can go 
viral even without any wrongdoing on the part of the organization itself, making the 
management of reputation risk a key priority.

Reputation is what an organization is built on as well as what customers base their loyalty 
on. It’s the culmination of everything that the organization does, from product/service 
quality to employee behaviour and everything in between. When it comes to reputation, 
perception is reality. To effectively promote, protect, and preserve the brand and reputation, 
it must be managed programmatically with ownership and accountability by board members 
and executives.

It's also an incredibly fragile asset: a good reputation built through years of dedicated effort 
can be destroyed almost overnight, especially in today's interconnected world where an 
organization's customers, operations, supply chains, and internal and external stakeholders 
are scattered globally.

Traditionally, an organization's reputation suffers as a consequence of a failure, such as a 
financial or strategic problem. Defective products, poor working conditions, environmental 
damage, fraud or corruption and other problems can all have an impact on reputation. 
Often, such damage can far exceed that which caused the original problem. For example, 
organizations are required to disclose cyber breaches, and even a relatively small breach that 
relates to only a few customer records or minor information can quickly draw both regulatory 
scrutiny and widespread negative public reaction.

Reputational damage can also result from risks outside the organization's direct control, such 
as a failure of a third-party supplier or partner, competitive attacks, or natural disasters and 
other catastrophes.

In today's world of social media, a blow to an organization's reputation may go viral even 
without any actual wrongdoing by the organization itself—perhaps as a result merely of a 
perception of inappropriate behaviour or even just the grievances of one or two individuals. 
Such attacks can have a domino effect, creating other risks—typically, impacts on revenue 
and brand value—that need to be mitigated.

In this challenging and volatile business environment, reputation risk has become the biggest 
strategic business risk. It is an issue boards must actively monitor and oversee as part of 
corporate governance. Because of its significance, the responsibility for managing reputation 
risk resides at the highest levels of the organization: the C-suite and the board.
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Given the rapid speed at which reputation problems can develop, many organizations 
are looking at ways to improve their capabilities for managing this risk. Technology, such 
as analytical and brand-monitoring tools, can help identify what matters most to an 
organization and its reputation. It can also monitor developments occurring at competitors, 
elsewhere within their industry, or among their business partners.

Others may be able to provide early warning of pending problems as well. Analysts and 
investors may provide their perceptions of the organization compared to its peers, and since 
customers and clients are one of the most important stakeholder groups for managing 
reputational risk, organizations should closely monitor their customer touch points, such 
as call centres, walk-in premises, and other points of interaction, to keep tabs on what 
customers think about them.

Boards and management have started to come up with brand and reputation programs to 
align resources and organizational capabilities across strategy, marketing, communications, 
and risk management so as to activate the brand recognition, deepen advocacy, and protect 
the reputation.

The development of risk intelligent strategies and investing in the right capabilities can help 
organizations drastically reduce the impact of brand and reputation risks while continuing to 
grow and succeed.

Organizations are also looking internally to strengthen their ability to detect and mitigate 
reputation problems. An effective whistle-blower program, for example, can help bring 
to light problems within the organization that may be compromising its reputation. Some 
organizations are considering appointing a reputation risk officer to manage reputation 
risk on a day-to-day basis, while implementing crisis management strategies, including risk 
scenario planning and response rehearsals, can improve the organization's effectiveness at 
quickly resolving reputational issues when they do arise.

Additional resources

Look before leaping (into the future) 
– Reassessing culture, conduct, and 
reputation in the digital age (Deloitte Global 
2020 Directors’ Alert, February 2020)

Identifying And Responding to a 
Dysfunctional Culture: Key Actions 
for Boards (Marsh & McLennan, 
WomenCorporateDirectors February 2019)

Boards Must Play Critical Role in Enhancing 
Company Reputation (Deloitte Global 2018 
Directors’ Alert, 2018)
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The board has a role to play in helping to oversee and advise management and the 
organization in understanding the potential reputational risks associated with strategic 
decisions. Independent directors should bring their external perspectives to assist in this 
process. In some organizations, management presents the strategy by modelling different 
paths of action and then analyzing the associated risks and opportunities created by 
different scenarios. The board plays an active role in this discussion by providing perspective 
and feedback that could lead to changes to the strategic path and the associated identified 
risks and opportunities.

Organizations need to understand the full parameters of their risk environment. Once an 
event becomes publicly associated with an organization—even if it has no legal connection 
to that event—it may still suffer reputational damage. Many organizations, therefore, prepare 
global risk agendas that identify key risks at various levels: by country, corporate level, 
business unit, etc. Boards should ask management to share its risk agenda and assessment 
with them and make reputation risk at least an annual item for discussion.

Board’s responsibilities

With increasing transparency, boards must understand the interests and points of 
view of stakeholders and the organization’s standing in relation to key issues. With this 
knowledge in mind, boards must ensure that public and investor relations functions 
offer clear messaging on matters that matter and a united front for the organization 
as it presents “what we stand for” communications to stakeholders. It is important for 
boards to understand and agree on the issues the organization wishes to address, and 
the themes for the organization’s messaging, so that the full board is on board with the 
positioning and has talking points in mind.

Use of professional advisors

The following key executives can act as your ears inside and outside the organization to 
identity potential exposures and prepare action plans to address them:

• Legal counsel

• Director of marketing

• Director of human resources

• Director of investor relations
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sk • Who “owns” reputational risk within our organization?

• Where does reputational risk rank stand compared to other strategic risks within the organization?

• Does our organization have a plan in place to manage reputational risk?

• Does the organization have a social media policy and what does it cover? Do we think about social media from the 
perspective of both reputation risk and opportunity?

• Does the organization have a communication strategy in place to build firm-wide awareness around reputational risk and 
the role each employee plays in managing it?

• What investments are currently being made to manage reputational risks?

• How does the organization measure reputational risk and how often?

• Does the organization use reputational risk sensing tools? If so, does that team have the training required to mitigate any 
potential damage?

• Where does the responsibility for reputation risk sit with us? Is it a responsibility of the full board, or are activities delegated 
to a committee? If more than one committee is involved, how do we ensure these activities are coordinated so that there 
are no gaps in responsibility?

• What role would we have in responding to a reputational incident, and is that role clearly defined? When did we last respond 
to a crisis, and was there an assessment of its performance? Were the findings of this assessment built into the crisis 
response plans of the organization and the board?
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Supply chain and operational resilience
The success of any organization or business always links to the performance of the 
supply chain and hence, boards should oversee that organizations have robust supply 
chain strategies in place.

Strategy or operational risk arises from one or more future events that will impair the 
effectiveness or viability of the business model in achieving expected financial results 
and creating sustainable value for customers and other stakeholders. It relates to various 
activities along the value chain within which the organization’s business model operates.

Every organization that handles financial contracts, natural resources, raw materials, 
or components is dependent upon a well-functioning, cost-effective supply chain. One 
important source of operational risk relates to the organizations, people, processes, and 
resources that make up the supply chain. In many sectors, organizations increasingly depend 
on the external elements of the supply chain (e.g., suppliers, outsourced partners, third-party 
logistics) as organizations seek to cut costs while increasing capabilities and global reach. 
Thus, it is highly essential for the board to consider its oversight of supply chain risks.

The four critical factors of organizations are—time, cost, quality, and risk. These factors need 
to be considered when identifying potential suppliers, negotiating contracts, and evaluating 
supplier risk and performance throughout the lifespan of a contract. Boards should be 
leery when management emphasizes one or two factors over the others, as this might lead 
to unintended consequences. For example, seeking to reduce procurement costs when 
negotiating supply contracts should not lead to the unintended consequence of taking 
delivery of components that fail to meet critical quality specifications or timing requirements, 
nor should it lead to unnecessary risks. Boards should recognize that silo behaviour in 
procurement can lead to unacceptable risks.

The board should be notified promptly of an event that is likely to require disclosure to 
investors, regulators, or both. The board also should be engaged in:

• Understanding and supporting the strategy for operational resiliency, including 
management’s delineation of those services identified as the most critical;

• Selecting the tolerances used to gauge and measure impact;

• Providing governance and oversight of management’s execution of the operational 
resiliency strategy; and

• Working with the CEO to address mission-critical issues.
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Individual board members are not required to be technical specialists on operational 
resiliency. But directors should collectively possess adequate knowledge, skills, and 
experience to constructively challenge senior management and evaluate decisions that have 
significant operational resiliency consequences. It can be useful for the board members to 
understand how the organization’s operational resiliency-testing program is organized, who 
is responsible for preparing for and responding to various resilience events, and the extent 
to which line-of-business leaders are engaged for specific business services. Directors should 
also expect management to provide appropriate information and periodic reporting on the 
operational resiliency program.

In the banking sector, it is a regulatory imperative to manage third-party risk, and the board 
of directors should be privy to those requirements, especially when board oversight of the 
due diligence, management, and monitoring directed to third-party relationships is expected. 
The rigour of organizational processes for identifying, sourcing, measuring, monitoring, 
and reducing third-party relationship risks should be proportionate to the level of risk and 
complexity of those relationships.

The Coronavirus Disease 2019 outbreak is unprecedented in its scale and severity for 
humans and supply chains, not to mention medical professionals and governments 
scrambling to contain it. The first-order problems deal with medical devices, medical 
products, productive equipment, masks, screeners, disinfectants, etc., which are critically 
necessary for patients. The choking of supply chains is the second-order problem. 
Quick decisions are crucial for addressing the impact. Thoughtful communication by the 
board is key to keeping fearful employees and external stakeholders, such as investors, 
suppliers, and customers, from panicking. Such crisis situations require good protocols and 
strong leadership.

Additional resources

Governing through the pandemic (Deloitte 
US, May 2020)

Managing supply chain risk and disruption 
(Deloitte Global, March 2020)

What boards can do to confront the 
Coronavirus (Financial Management, 
March 2020)
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Short-term strategies should be made by the board to respond to the immediate challenge 
of this virus. Many predict COVID-19 to be the catalyst for boards and management to revisit 
their global supply chain strategy and accelerate the adoption of digital supply network 
models and capabilities. Leaders must recognize and work to understand the factors that 
promote strong risk management in the supply chain. Managing vendor relationships, 
building strong payment protocols, and knowing the geographic challenges associated with 
growth can help the board and management to keep operational risks under control.

Board’s responsibilities

The board needs to ensure that the supply chain capabilities (e.g., delivery time, cost, 
supplier capacity, inventory levels, etc.) are fully aligned with the overall needs of the 
business and with the corporate strategy.

Use of professional advisors

The following leaders will be able to keep the board informed about the state of the 
supply chain function, its contribution to the corporate strategy, and its needs and issues:

• COO

• Lead of logistics and supply chain

• Lead of procurement
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sk • Has management demonstrated a clear understanding of the organization’s dependencies on third-party vendors and the 

level of risk they introduce into the delivery of critical business services?

• Does management’s risk assessment process consider what would happen to the organization’s operations if a key 
sole-source and/or single-source supplier were lost through an unexpected catastrophic event, loss of vital infrastructure, 
or disruption of essential transportation and logistics?

• For critical suppliers, does management monitor supplier cost, quality, and time performance on an ongoing basis? Are 
performance expectations detailed sufficiently in supplier agreements?

• Are exposures to data security risks and access to sensitive information considered?

• Has the pandemic made management aware of any strengths or vulnerabilities in the organization’s supply 
chain management?

• What actions can or should the organization take to remedy those weaknesses or further strengthen the areas in question?

• Does the organization’s supply chain experience during the crisis suggest the need for any reorganizations in how the 
supply chain is managed?

• What does management expect the organization’s supply chains to look like in the future?—Six months? A year? Five years?

• Depending upon the anticipated changes in the organization’s supply chain, what related changes does management need 
to consider in manufacturing processes?

• What resources does management need to make available to assist the organization in making the supply chains more 
“crisis-resistant”?

• Has management identified third-party risk management weaknesses during the crisis?

• What challenges does the organization need to manage for the organization’s third-party vendors when returning to 
the worksite?
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Talent
In most organizations, talent is the essential resource—in fact, your talent is the one 
thing that can distinguish you from your competitors. Without the right people to 
execute and deliver the organization’s strategy and objectives at all levels, the business 
will fail to reach its full potential.

The 21st century workforce is different from its predecessors. It is more global, more highly 
connected, more tech-savvy, and more demanding than the workforces of the past. It is also 
more dispersed and diverse based on a variety of measures including age: today's workforce 
includes both younger (the millennials) and older (the baby boomers) workers, and each 
generation has different needs and expectations.

Technology continues to transform all aspects of the workplace, including recruiting, 
education and training, and analytics. It has also created a new phenomenon: the 
overwhelmed worker; organizations need to find ways to absorb and adapt technologies, 
while also making them simple.

Social, political, and regulatory pressures are changing perceptions of organizations. Today's 
workers are very aware of an organization's mission, purpose, and values. To attract, 
engage, and retain them, organizations need to demonstrate a commitment to corporate 
social responsibility.

According to a Deloitte global survey,10 many organizations are facing four major human 
resource needs.

1. Global leadership development: Organizations need to more quickly develop leaders 
at all levels, in all geographies, and across all functional areas. Many organizations are 
changing dramatically as a result of globalization, digital disruption, and other factors, 
and therefore they may need to look for potential leaders from outside their traditional 
pools of talent if they are to find the people with the skill sets they need in their new 
operating environment. 

Developing leaders involves more than just finding and developing people with the 
required technical skills. Leaders also need to have the necessary "soft skills"—the ability 
to build teams, inspire performance, and work as business partners with the leaders of 
other functions and business units—if they are to succeed. 

Developing all of these skills will require a variety of learning programs, including 
traditional training sessions, acquiring proficiency through online on-demand learning 
programs, and mentoring programs through which current leaders can share and 
transfer their knowledge and skills to the next generation of leaders.
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2. Retention and engagement: Today, the demand for top-skilled, top-talented 
employees is greater than the number of workers with those attributes. Organizations, 
therefore, need more focused strategies for attracting and retaining key people. 
Today's employees want a passionate and compassionate place to work. Career 
growth remains important to them and compensation can take forms other than just 
monetary remuneration, including providing flexible work arrangements, job sharing, 
and allowing employees to bring their own technologies to the workplace. Through the 
feedback received during employees' annual performance assessments and employee 
commitment surveys, organizations can better understand what their employees value, 
and how well they are meeting those expectations.

3. Retooling the HR and talent functions: HR needs to be transformed if it is to 
be successful in meeting the talent challenges facing the organization. In many 
organizations, HR's focus continues to be on administering people rather than on 
enhancing people's performance.

4. Talent acquisition and access: Finding, attracting, and accessing highly skilled people 
is critical in an environment of changing workforce expectations and the shrinking 
half-life of skills and technical knowledge. Social media has changed recruiting into a 
strategic function based on marketing, branding, and new tools and technologies.

While the needs are clear, the Deloitte survey also found that few organizations believe they 
are prepared to respond. Organizations recognize the need to take action but are uncertain 
as to whether they have the ability to deliver results. Many organizations, for example, are 
making use of data analytics in their business, particularly in finance and operations. Few, 
however, have analytics capabilities in their human resource group. Implementing these 
capabilities could enable organizations to better manage their people by allowing them to 
anticipate trends related to retention, advancement, and other attributes.

Oversight of an organization’s talent clearly falls within the board’s responsibilities. 
Traditionally, talent had been focused on hiring the chief executive officer, determining 
executive compensation, planning senior executive succession, and recruiting and 
developing board members. Yet the board’s responsibility for talent extends well beyond 
those duties. The ability to attract, develop, and retain talent, particularly at the leadership 
level, has become a major factor in all capital investments, business strategies, and 
organizational growth.

Additional resources

2020 Deloitte Global Human Capital Trends: 
The social enterprise at work: Paradox as a 
path forward (Deloitte Global, May 2020)

Returning to work in the future of work: 
Embracing purpose, potential, perspective, 
and possibility during COVID-19 (Deloitte US, 
May 2020)

The inclusion imperative for boards (Deloitte 
Insights, April 2019)

Missing pieces report: The 2018 board 
diversity census of women and minorities 
on Fortune 500 boards (Deloitte, 2018)

The New Rules Of Talent Management 
(Harvard Business Review, March 2018)
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https://www2.deloitte.com/us/en/insights/focus/human-capital-trends/2020/covid-19-and-the-future-of-work.html
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Boards play a key role in overseeing that talent strategies are in place to execute on 
the overall business objectives as well as in managing the talent-related risk inherent in 
the commercial world today. In this role, the board should confirm that its organization 
has an effective and robust talent management program capable of delivering value for 
shareholders. Increasingly, boards are nowadays looking for more integration between 
business and talent strategies as well as more talent-related data to take informed decisions.

As noted by the Deloitte Governance Framework, talent is one of the five critical governance 
elements over which the board provides active oversight.

Boards and management teams should focus on understanding the talent strategies 
underpinning the key business objectives. It is of paramount importance for the board 
to understand and receive assurance from management that the talent risk is being 
managed proactively. This is because both leaders and the broader talent base define an 
organizational culture—good or bad.

Boards also should have an interest in encouraging inclusion as well as diversity. The uplift 
organizations receive from having an inclusive culture, and a diverse workforce, is substantial. 
Employees are much more likely to see themselves as part of a high-performing organization 
in which teams collaborate and consistently meet client and customer needs.

When operating under an inclusive culture and inclusive talent practices, organizations can 
generate up to 30 percent higher revenue per employee, are more profitable than their 
competitors,11 and become eight times more likely to achieve positive business outcomes.12

In order to advance such a culture, boards need to hold management accountable for 
developing the organization’s talent—executives, managers, and front-line employees—into 
inclusive leaders.

Commitment, courage, cognizance, curiosity, cultural intelligence, and collaboration stand 
out as signature traits of inclusive leadership that boards can also incorporate in their 
daily interactions and behaviours. Board members can model inclusive leadership in all of 
their daily interactions and behaviours both inside and outside the boardroom. To further 
promote inclusion, boards can encourage management to set these same traits as formal 
competencies for senior leaders by embedding them into the organization’s performance 
management, professional development, and succession planning processes.

Employees see diversity and inclusion as some of the most important factors in deciding 
where to work, and they want these to be fundamental to their daily work experiences. 
Hence, diversity and inclusion education initiatives, with a focus on bias mitigation, should be 
a part of the board’s inclusion strategy to retain talent across different groups and levels.

Creating and sustaining an inclusive culture may be one of the most difficult challenges an 
organization’s leadership, including its board, can undertake. It can require teaching people 
how to rethink or eliminate deeply ingrained and even subconscious perceptions and 
behaviours. But, in return, inclusive leaders recognize and value people and groups based on 
their unique characteristics, smart ideation, and decision-making, reduce the odds of being 
blindsided, and ultimately create a more empowered organization.
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Board’s responsibilities

As the world becomes more complex and business becomes more global, the role the board plays in the oversight of talent 
is all the more critical. The board should ensure that the organization has an effective and robust talent management 
program capable of delivering value for shareholders.

Advising management regarding senior executive succession planning is the most important talent-related issue the 
board faces.

Use of professional advisors

With the rate of technological advancement and the disruption that it is creating, together with hypercompetition in the 
marketplace and a rapidly changing workforce, the role of human resources has never been more important.

This is a great opportunity for CHROs and HR Directors but, at the same time, a challenge because it will require 
transforming HR away from its traditional focus to a much different, more strategic role in the future.
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 a
sk • What is our talent bench strength? How is our organization mitigating succession risks?

• How are inclusive leadership traits and characteristics clearly built into the roles of and expectations for senior and 
executive leaders?

• What plans are in place to bring about smooth succession or substitution of our key talent, if the need arises?  
How is inclusion built into the organization’s leadership succession plans?

• What is the talent strategy that supports our business objectives and capital investments?

• How does our management access the necessary talent to support operational excellence, such as lean and other quality 
and process improvement methods? What improvements are being made?

• What talent KPIs are we monitoring at the board level? How do they connect to our business strategy?

• What metrics are in place to measure the effectiveness of the organization’s inclusion efforts and to identify gaps?  
How is the organization pursuing continuous improvements to enhance its own inclusive practices and outcomes?

• How clearly are our key business objectives communicated within our organization? Can our talent clearly articulate how 
they affect key business objectives?

• What is our external hiring success rate? Do we have an onboarding strategy and do we measure its success?

• What is our social media strategy and how is it connected to our talent strategy?
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Tax
There has been a considerable amount of media and public attention on whether 
corporations are paying their “fair share” of tax. Aggressive tax planning strategies, while 
technically legal, are being viewed negatively by the public and are having a significant 
reputational impact on companies that have implemented them.

Note: This article has been reproduced from the 2019 Deloitte Global Directors’ Alert.

Once considered just another part—and cost—of doing business, tax has become a high-
priority agenda item for both the C-suite and the board. Even amid decreasing corporate 
income tax rates in the United States, the sheer number and range of changes in government 
tax policies warrant close attention, certainly for senior leaders of multinational corporations 
(MNCs) and for most enterprises doing business internationally.

Concerns now extend well beyond achieving financial targets to include managing 
reputational risk, weathering increased scrutiny from media and activist organizations, 
and addressing the impact of tax on everything from business models to investor 
communications. Stakeholder interest in tax matters has also increased. Given this 
heightened profile, organizations should be consciously shaping their tax strategies and 
involving senior executives, the board, and more specifically, the audit committee in the 
process, along with the finance and tax functions.

The pace of change in government tax policies adds complexity to this inherently technical 
area. Those policies remain a work in progress as tax authorities grapple with the effects 
of digitalization, new business models, new methods of accessing talent, and globalization. 
When you consider that today's tax codes rest on frameworks formulated more than 100 
years ago, the magnitude of the changes and their potential to have a long-term impact 
become clear.

What's driving change?

The impetus for many recent changes can be traced back to the 2008 global financial crisis, 
which forced a number of countries to introduce significant budget-cutting measures. At the 
same time, there was a growing perception that MNCs were using tax planning to erode the 
corporate tax base because international tax law had not kept pace with the increasingly 
globalized and digitalized economy. The G20/Organisation for Economic Co-operation and 
Development's Base Erosion and Profit Shifting Project set out to address these concerns by 
increasing transparency and curtailing international tax planning. This led to unprecedented 
legislative tax changes around the world.

Technology stands among the primary drivers of change in tax policy, as it does in many 
facets of business. Tax practices within and between countries were developed when 
Industry 4.0, artificial intelligence, cryptocurrencies, blockchain, data analytics, and robotics 
were barely imaginable. Rapid adoption has left governments playing catch-up even as those 
technologies and the practices they enable continue to evolve.

Authoritative guidance

Base Erosion and Profit Shifting (OECD)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Consider the challenge that the digitalization of business poses with respect to tax matters. 
Taxation, historically and of necessity, seeks out and draws from value; that is, global transfer 
pricing systems generally aim to tax value where it is physically generated. Therefore, 
business models that generate value from data prompt questions: Does the value that 
should be taxed reside in the data itself? In the processes that analyze or otherwise add 
value to the data? In selling the data? In the technologies that house and manipulate the 
data? And where, exactly, are each of these processes, activities, or technologies physically 
located?

The OECD has been seeking consensus on these fundamental questions of how value should 
be defined and taxed. Unfortunately, agreement on how digitally developed value and digital 
transactions should be taxed has proven elusive. No fewer than four views of the matter have 
emerged: Some countries believe that current tax law can address digital matters. Others 
believe that specific legislative changes are needed to address them. Still others believe that 
the issue extends beyond digital considerations and that a broader revision of tax laws is 
needed. And a fourth group has yet to decide which approach is best.

As the OECD continues its work in this area, the importance of reaching a global consensus 
cannot be overstated. Each country taking unilateral action could result in chaotic complexity, 
double taxation, and impaired cross-border trade and growth. As of this writing, the OECD 
was contemplating three approaches:

• A "digital permanent establishment" with allocations of profits made to jurisdictions based 
on criteria such as number of users in the member country.

• A return to jurisdictions-based approaches, taking into account the value of 
marketing intangibles.

• A minimum tax approach, along the lines of the US Global Intangible Low Taxed Income 
(GILTI) regime, coupled with a secondary approach applicable to companies parented in 
jurisdictions without a corporate income tax or that do not adopt the minimum tax.

The latter two approaches would apply to all businesses and not just those operating in the 
digital economy.

The BEPS project has focused on increasing transparency and curtailing international tax 
planning. The work regarding the digital economy is focused on reaching agreement among 
countries on the allocation of taxing rights. Consensus continues to be a challenge across the 
European Union and globally; some countries have already introduced unilateral measures to 
tax the digital economy and more intend to do so, potentially leading to double taxation.

While some base-broadening initiatives will result in an increase in tax liabilities, governments 
are striving to attract and retain investment and create jobs through reductions in corporate 
tax rates, accelerated depreciation allowances, and other incentives.

Additional resources

Corporate Tax Statistics Database (OECD)

COVID-19: Tax and other incentive measures 
(Deloitte)

Canadian budgets (Deloitte)

Tax strategy for the long term (2019 Deloitte 
Global Director’s Alert, February 2019)

Canada’s Tax System: What’s so Wrong and 
Why it Matters (CPA Canada, 2018)
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Changes in tax policy present opportunities for corporate leaders, including the board, 
to take a more proactive approach to tax policy discussions. Policy makers generally seek 
business leaders' input and certainly consider it. They realize that organizations understand 
their businesses and the operational and financial impacts that changes in tax policy can 
have on individual companies and entire industries. Business leaders are positioned to 
help policy makers visualize what would and would not work from a practical business and 
industry perspective, so it's useful for them to share those perspectives with government in 
the early stages of policy development and thereafter.

Active engagement with tax policy makers by executives and board members can also help 
gauge where tax policy may be headed. The board should confirm that management is 
actively assessing potential legislative developments at the regional, national, and provincial 
or state levels and considering alternative responses. Inputs to scenario planning should take 
into account potential changes to tax laws and their likely impacts.

Deloitte research suggests that changes in tax policy are having a significant effect on 
organizations. As in any situation characterized by rapid change, competing interests, and 
unsettled rules, uncertainty prevails. And uncertainty means risk.

Tax-driven risks

Risks resulting from the foregoing developments can be broadly characterized as financial 
risk, disclosure risk, and reputational risk:

• Financial risk arises when tax authorities could prevail in challenging an organization's 
position, with potential impacts on cash flow, earnings, and other accounts. If a material 
transaction is challenged and the organization’s position is not sustained, financial 
consequences ensue.

• Disclosure risks may arise around how clearly the sustainability of the organization's tax 
policy or effective tax rate is conveyed and uncertainties related to tax assets and liabilities.

• Tax-related reputational risk varies in its forms and across organizations. For example, 
the media or activist groups may portray an organization as underpaying taxes, not 
paying its fair share, paying lower rates than private individuals or smaller businesses, or 
avoiding taxes.

Management should conduct assessments of tax-driven risk and associated risk-return 
tradeoffs and establish explicit tolerances. Senior executives and the board should discuss 
these risks and tradeoffs and approve the related risk tolerances. These practices are 
occurring more frequently given that these issues often impact the broader organization and 
thus fall within the board's risk oversight responsibilities.

Beyond enterprise-specific risks, there are macro-level risks if tax authorities fail to 
develop a coordinated approach in this new environment. There’s significant risk of highly 
uncoordinated, unilateral action being taken around the world, which could lead to multiple 
levels of taxation without offsetting relief. That would almost certainly have a negative effect 
on specific businesses as well as the global economy.

As part of its risk oversight responsibilities, the board must understand these tax-related 
risks and confirm that management has recognized and addressed them. The board’s 
involvement with tax strategy also extends beyond that, particularly regarding longer-term 
considerations.
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Overseeing tax strategy, policy, and risks

Given digitalization and the increasing role of technology in the future of business, tax 
matters will extend well beyond near-term financial, reporting, and reputational impacts. 
The board should ascertain that management has prepared the organization not only for 
immediate tax changes but also for its intermediate- and long-term impacts. Many boards 
include this language in their audit committee charter. Tax considerations are rarely the sole 
factor in a strategic business decision. Yet they should be factored into decisions involving 
technology platforms, the control environment, compliance systems, and assurance 
activities, as well as those involving new business and talent models, new markets, and all 
third-party relationships. These areas present both opportunities and risks to be analyzed 
from a tax perspective, even though tax will generally not be the key determinant in the 
business decision.

The board should also consider the following specific issues that can be influenced by 
tax matters:

• Business strategies and models: Although business strategies and models should not 
be determined solely by tax policy, changes to the tax strategy should be considered. This 
is particularly true of marginal projects or those in which depreciation or the deductibility 
of expenses are affected. However, because taxes follow business models, it is important 
to analyze tax-related risks and opportunities. More change can be expected as legislation 
and litigation occur in countries and as disputes between countries are settled. Changes in 
trade policy, including increased customs duties, can also have a dramatic impact on global 
supply chains.

• Systems and technology: The board should confirm that management has prepared the 
organization's accounting and financial systems to accommodate changes in tax reporting, 
payments, data collection and analysis, and other needs emanating from changes to 
jurisdictional tax policies and the organization's tax strategy. Management should prepare 
the organization to address future tax changes, which can be expected in response to 
ongoing digitalization and political pressure.

• Reputational considerations: Tax strategy should be considered by management and 
the board in the context of overall reputational risk management. Senior management 
and the board need to understand the potential reputation risks associated with the 
organization's tax strategy. Although an organization's tax function should play a significant 
role in informing the board, reputational risk should be assessed through an organization-
wide lens.

• Talent models: Issues involving employment taxes, employee income taxes, and taxes 
on independent contractors may arise, particularly as the gig economy, crowdsourcing, 
and talent mobility continue to increase—the notion of taxing robots has even been 
proposed. As tax laws change, more robust support from the human resources and tax 
functions may be needed to handle the complexities of employment taxes and, in cases 
of foreign employees or locations, home-country/host-country income tax issues. Given 
the widespread use of alternative staffing models, management should closely monitor 
employee classification criteria, such as varying definitions of independent contractors and 
part- time employees.
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• Reporting and disclosures: The increasing emphasis on transparency should prompt 
the board to work with management to assess voluntary disclosures regarding tax strategy 
with an eye toward investors and other interested parties. For example, management 
might discuss the organization's structure and its tax implications or the board's role in 
contributing to the government's tax policy and any related consultations. The organization 
might disclose all taxes it pays beyond income tax to give the public a clearer picture of 
its total contribution to the governments and societies of the countries where it operates. 
Management's goal should be a sustainable tax strategy supported by technology, 
compliance, reporting, and assurance systems that can accommodate numerous changes 
in reasonable time frames at reasonable costs. In terms of reporting and disclosures, 
boards should encourage management to position the organization to proactively respond 
rather than to react to change.

The board needs a clear line of sight into tax developments and management's responses. 
This includes understanding the organization's tax history, including the changes to past 
practices and their impact. This information should be compiled and delivered to the 
board so it can familiarize itself with the organization’s tax audits and the outcomes of 
any tax litigation. Historical matters can be conveyed to new board members in their 
orientation materials.

As a practical matter, many boards rely on the audit committee to keep them informed about 
the organization's tax positions and developments. However, if the board perceives little 
change in the reporting methodology and disclosures related to tax, it may be time to raise 
the matter with the audit committee or for the audit committee to do so with the tax, finance, 
and internal audit functions. Few large organizations remain untouched by the ongoing 
upheaval in tax policies.

In this rapidly changing and highly technical area, tax proficiency in the boardroom will vary 
significantly or, in some cases, may be lacking. External skill in the form of written briefings or 
live presentations on tax changes and their potential impact can be highly valuable to both 
the audit committee and the full board. The full board should now consider discussing tax 
regularly to keep abreast of legislative developments and the organization's responses.

As in many areas that were once seen as relatively static, tax strategy and the related 
technology, administrative, and risk management infrastructure must now be reviewed 
more frequently, in greater detail, and at higher levels of the organization than in the 
past. Considering the long-term impact that tax strategies and policies can have on an 
organization, proactive engagement by the board is clearly warranted.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Board’s responsibilities

The board should confirm that management is actively assessing potential legislative developments at the regional, national, 
and provincial or state levels and is considering alternative responses.

Management should conduct assessments of tax-driven risk and associated risk-return tradeoffs and establish explicit 
tolerances. Senior executives and the board should discuss these risks and tradeoffs and approve the related risk 
tolerances.

Use of professional advisors

The following key executives are the best board advisors in terms of taxation:

• CFO

• Director of taxation

• External tax advisors
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 a
sk • How is our organization's tax strategy aligned with our business strategy? Where do they fail to align? How can management 

better integrate the two, particularly in terms of long-term tax strategy?

• What financial, reporting, and reputational risks does management associate with our tax strategies? What has 
management done to evaluate and address these risks and any associated tradeoffs in the short and long term?

• What tax-related proficiency is available on the audit committee and board? How can we augment resources in areas where 
we may be lacking sufficient or specific skill?

• How can we keep abreast of changes in the government's tax policy and their potential short- and long-term impact on our 
organization and its operational and financial performance?

• How is management preparing our organization to address the operational and financial impacts of proposed changes to 
government tax policy? What has been done so far? What remains to be done?
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Introduction

Lara Gaede
Partner and co-leader of Deloitte's 
Securities Centre of Excellence
lgaede@deloitte.ca
403-267-3294

Corporate reporting is an ongoing challenge for 
boards of directors. Although they do not prepare 
the organization's disclosures, they must approve 
and take ultimate responsibility for them.

There are four key players involved in accurately telling an organization’s financial story in 
its corporate reporting:

• The board of directors, which must have a thorough grasp of the risks to be able to 
effectively assess how the organization is handling the potential pitfalls inherent in its 
business choices.

• Management and the finance team, who must understand the risks in order to 
establish the right processes and systems to manage and contain them.

• The audit committee, who, on behalf of the board, is charged with overseeing the 
adequacy of financial reporting, controls, compliance with laws and regulations, and 
reviewing and monitoring the activities of management and its finance team.

• The independent auditor, who performs an independent examination of the 
organization’s primary external financial report, i.e., the annual financial statements. The 
auditor must assess risk, evaluate the design, implementation, and effectiveness of internal 
controls, and gather evidence to support its audit opinion.

Finance teams are responsible both for compiling the necessary financial filings for the 
organization and for the preparation of the MD&A and other forms of management 
reporting, all within the same tight timeframe. It is important that this financial information 
clearly depict the organization’s story, aligning financial performance with business strategy 
and vision. The challenge is having the right people, processes, and technology in place to 
support the reporting requirements.

Quality financial information requires the combination of a strong finance team and high-
functioning board and audit committee. The auditor ensures that there is an independent 
assessment of the financial statements. The combination of these four key parties helps to 
ensure that information provided to the public is appropriate.

Boards should have a thorough perspective on how well the organization manages risk. This 
means exploring how mature the organization’s resources, systems, and processes are, and 
the ways in which the audit committee’s agenda and actions support or reinforce higher 
quality financial reporting.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Boards should ask themselves key questions to ensure transparent and reliable financial 
reporting. By reflecting on the maturity of the people, processes, and technology, boards 
will be able to identify opportunities to enhance the quality of this reporting. This will also 
lead to insights that are aligned with the strategic priorities of the business. Continually 
striving to make improvements, whether the action is big or small, is what makes 
organizations successful.

Disclosures have grown in volume and complexity over the years. Organizations must meet 
the different and sometimes duplicative requirements set out by accounting standards 
boards and securities regulators. More complexity is added when reporting in different 
jurisdictions. In addition, management has the overarching goal to meet these obligations 
while telling the story of their business in an impactful way. If stakeholders cannot find 
relevant, understandable, and timely information, it may be because the information 
they want was not included in their public disclosures or was difficult to extract. Some 
stakeholders would like to receive more non-financial information than is usually provided or 
would like to see a stronger link between the reporting of financial, governance, operational, 
and strategic matters.

Various organizations have tried to broadly address some of these concerns. Securities 
regulators, accounting standard setters, industry groups, and advocacy organizations have 
all acknowledged these issues and taken some steps to improve corporate disclosures. One 
example of this is the requirement in some jurisdictions to file information using eXtensible 
Business Reporting Language (XBRL) in order to enable users to easily find the information 
they are interested in.

A major cause of the noise in most organizations’ reporting is the inclusion of immaterial 
information. More is definitely not always better. One of the challenges that some regulators 
and standard setters have found when they attempt to reduce requirements is that 
there are often diverse perspectives on what information is essential and what could be 
eliminated. While one of the primary purposes of corporate disclosures is to provide material 
information to stakeholders, organizations and boards are also keen to avoid litigation or 
regulatory scrutiny. Management, those charged with governance, regulators, standard 
setters, legal counsel, auditors, and other consultants all have a role to play in developing, 
preparing, advocating, and allowing for more effective means of communicating what 
is important.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Given the current environment, it is not surprising that regulators and other stakeholders 
are concerned about the amount of boilerplate content and lack of transparency in many 
organizations' disclosures. Regulatory bodies, such as the Canadian Securities Administrators 
(CSA), the IASB, the US FASB and SEC, and the UK FRC are all looking at ways to reduce 
excessive disclosures and improve the quality of information. While some proposals and 
exposure drafts have been issued, such as the CSA’s reduction of regulatory burden 
proposals and the FASB's Proposed Statement of Financial Accounting Concepts, many of 
these initiatives are longer-term efforts.

A good corporate reporting model should communicate clear, succinct information about 
how the organization manages its resources to create value over time. For an organization, 
this means that it must first understand each of its stakeholders’ values and how these 
stakeholders perceive them. Transparent, useful disclosures can do more than just attract 
investors; they can influence other stakeholders, including employees, customers, and 
others, by demonstrating the organization's value proposition.

Societies, governments, consumers, workforces, and investors are becoming more 
attuned to and demanding of organizations’ approaches to ESG (Environmental, Social, and 
Governance) issues. Many stakeholders believe that such disclosures are necessary to assist 
them in making decisions about the organization. They want to know how ESG matters affect 
long-term value creation and strategic and financial risks, as well as how the issuer intends to 
manage these factors. In addition, investors are focused on identifying external factors that 
may not be reflected in current share prices and/or business performance.

The role of boards of directors in conducting their reviews is to question the information 
presented by management until it is satisfied with the final documents being placed in the 
public domain.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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sk • Is the information consistent with our knowledge of the organization and its overall performance for the year?

• Based on our knowledge, are risk disclosures and segment reporting consistent with internal reporting?

• Have boilerplate disclosures been eliminated and are the disclosures tailored to the organization’s circumstances? Is the 
organization’s story front and centre?

• Are the financial statements logically structured and easy to navigate? Are critical note disclosures, including accounting 
policies, prioritized?

• Have all of the disclosure requirements contained in the relevant GAAP and securities regulations been considered?

• Are we satisfied that the financial statements reflect the decisions made by us during the year?

• Does the finance function need additional specialist skills, experience, or resources to prepare the continuous disclosure 
documents and supporting information for us?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Continuous disclosure
Boards are responsible for reviewing and approving various public filings. Continuous 
disclosure is based on the principle that all investors should have equal and timely 
access to information about an organization so as to protect the investor and the 
reputation of the market. 

The financial process starts with the finance function, whose everyday activities influence 
the organization’s ability to manage risk and accurately tell its financial story. Many 
integrated processes, activities, and interactions between various parties are necessary to 
get the financial reporting process right. A typical finance team is being pressed to deliver 
varying and timely information to inform the organization’s strategy decisions, provide 
decision-useful information to external stakeholders, and apply new accounting and 
regulatory requirements. 

The Canadian Securities Administrators' National Instrument 51-102, Continuous 
Disclosure Obligations sets out requirements for public companies. This includes annual 
and interim financial statements, Management Discussion and Analysis (MD&A), information 
circulars, material change reports, and Business Acquisition Reports (BARs). Boards should 
understand the process being followed to determine the content, timing, and trigger behind 
public disclosures.

Financial reporting is a dynamic process, however, and the importance of particular 
disclosures can change over time. Therefore, issuers must keep up to date with regulatory 
developments and ensure their business activities are disclosed in a coherent and 
transparent manner.

In December 2018, in order to enhance the relevance of financial information, the Accounting 
Standards Board (AcSB) released its non-authoritative Framework for Reporting Performance 
Measures (Framework), which was aimed at responding to the needs of stakeholders about 
performance measures being reported by most entities. The Framework aims to enhance 
the usefulness and transparency of performance measures reported outside of the financial 
statements. It provides guidance on how an organization can select, develop, or report a 
performance measure, a process that is broken down into principles, or building blocks. 

In February 2020, the CSA published, for a second comment period, Proposed National 
Instrument 52-112, Non-GAAP and Other Financial Measures Disclosure and related 
Companion Policy (52-112 or Proposed Instrument), which is intended to replace the existing 
Staff Notice 52-306 issued in 2003. The issuance of 52-112 will give securities regulators 
greater enforcement and compliance tools in an effort to improve the quality of information 
provided to investors.

Authoritative guidance

National Instrument 51-102, Continuous 
Disclosure Obligations (CSA)

National Instrument 52-109, Certification 
of Disclosure in Issuers’ Annual and Interim 
Filings (CSA)

National Instrument 81-106, Investment 
Fund Continuous Disclosure (CSA)

Sarbanes-Oxley Act of 2002, Section 302, 
Corporate Responsibility for Financial 
Reports (SEC)

Sarbanes-Oxley Act of 2002, Section 404, 
Management Assessment of Internal 
Controls (SEC)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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The Proposed Instrument provides an updated definition of a non-GAAP financial measure 
as well as adding clarity around the use of ratios and forward-looking non-GAAP financial 
measures. In addition, the Proposed Instrument introduces concepts such as total of 
segment measures, capital management measures, and supplementary financial measures, 
each with its own disclosure requirements. It does not contain specific limitations or 
industry-specific requirements; rather, it includes comprehensive disclosure requirements 
whose overall goal is to improve the quality of the information provided to investors. While 
the Proposed Instrument is unlikely to be effective prior to the first quarter of 2021, it is 
important that Board members understand how the final rule will affect their organization’s 
public disclosure.

The SEC also published guidance about non-GAAP financial metrics that companies might 
include in securities filings, and the preparation that should go into disclosing those. The SEC 
stressed that when companies disclose such metrics, they must include enough context so 
that investors are not confused or misled.

The SEC rules require companies to explain why the non-GAAP metric was used and to 
reconcile the number back to the closest GAAP metric. The organization should consider 
whether disclosure of estimates or assumptions is necessary to ensure transparency 
around the composition of the metric. The guidance stresses that if there is a change in 
how a non-GAAP financial metric is calculated from one period to the next, it should be 
explained clearly.

CEO and CFO certifications of financial filings have been a regulatory requirement for 
publicly listed companies in Canada since 2004 and in the United States since 2002. These 
certifications aim to prevent fraudulent financial disclosures by emphasizing the CEO’s and 
CFO’s personal accountability for integrity in financial reporting.

The goals of the certification requirements match those of directors: namely, that interim 
and annual filings should fairly present, in all material respects, the organization’s financial 
condition, financial performance, and cash flows. An effective, management-driven 
support process underpinning all elements of the certifications constitutes an important 
organization-level control.

Additional resources

A roadmap to non-GAAP financial measures 
(Deloitte US, September 2019)

Modernization of Regulation S-K Items 101, 
103, and 105 (SEC, August 2019)

Financial reporting: striking all the right 
notes (Deloitte Canada, December 2018)

Framework for Reporting Performance 
Measures (AcSB, December 2018)

Access our toolkit
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The board’s oversight role includes ensuring the content and control certifications made 
by the CEO and CFO have been supported by a formal, documented certification support 
process. However, CSA continuous disclosure reviews suggest that some companies do not 
have an effective process in place to support their certifications. Without such a process, 
companies are exposed to control, financial reporting, and disclosure risk, which can create 
the potential for their certifying officers and directors to face personal civil liability and 
enforcement proceedings.

In Canada, the certification requirements are found in National Instrument 52-109, 
Certification of Disclosure in Issuers’ Annual and Interim Filings, and include the following:

• Content certifications about the completeness, accuracy, and fair presentation of 
the financial information in the interim and annual filings (applicable to TSX-listed and 
venture issuers).

• Control design certifications about the design of internal control over financial reporting 
(ICFR) and disclosure controls and procedures (DC&P) in the interim and annual filings 
(applicable to TSX-listed issuers).

• Control effectiveness certifications, which report on the effectiveness of ICFR 
and DC&P, including the disclosure of any material control weaknesses and the 
communication of any fraudulent financial reporting incidents in the annual MD&A 
(applicable to TSX-listed issuers).

In the United States, the Sarbanes-Oxley Act of 2002, Section 302, “Corporate 
Responsibility for Financial Reports” requires the CEO and CFO of publicly traded 
companies to certify the appropriateness of their financial statements and disclosures and to 
certify that they fairly present, in all material respects, the operations and financial condition 
of the organization.

Section 404, “Management Assessment of Internal Controls” requires the management 
of an organization registered with the SEC to assess and report on the effectiveness of the 
organization's internal control over financial reporting, and requires the independent auditor 
to attest to and report on management's assessment.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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 a
sk • Are we confident that the finance teams have the right capabilities and capacity to achieve the goals of the organization?

• How much attention is given to the system of internal controls?

• ls the data management strategy comprehensive?

• How adequate is our oversight of outsourced services and external parties?

• Are the financial reporting preparations and close processes efficient?

• Is the organization’s risk management process comprehensive? Is management’s oversight of the financial reporting 
process and control environment effective?

• Do the continuous disclosures comply with regulatory requirements?

• Is there a policy regarding the determination of non-GAAP measures? Are the measures consistently prepared from period 
to period in accordance with that policy? Are they comparable to that of its peers? Is the audit committee involved in the 
oversight of the identification and disclosure of non-GAAP measures?

• Is there a clear rationale behind the use of each non-GAAP financial measure and has this purpose been sufficiently 
explained in the document?

• How can we increase transparency without compromising information that we would not want competitors to know about?

• Is there any information that management has omitted from its corporate reporting due to competitive concerns and, if so, 
what is management’s rationale for such omission, and do we agree?

• Does any disclosure contradict what we know about the organization or what is disclosed in other documents?

• Have we met with management to discuss any findings arising from our review? Do we wish to meet with the 
internal auditors?

• Have we considered comments raised by the independent auditor or legal counsel?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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ESG, sustainability, and climate change
Addressing ESG metrics in the MD&A will ensure that material ESG factors are on the 
board’s agenda and part of the overall corporate governance process.

Environmental, social, and governance aspects of business performance and risk are areas 
of increasing interest for a broad group of stakeholders. The environmental component 
of ESG reporting is becoming more central as climate change becomes part of political, 
economic, and social discussions. Many leaders are rethinking the impact of climate change, 
weather-related events, and natural disasters on just-in-time ( JIT) globalized supply chains. 
Management and boards have gone from being able to rely on a relatively benign, continually 
globalizing world with predictable outcomes to realizing that JIT may not embody the resilient 
supply chain of the future. That’s a big shift.

In considering the social part of ESG, business leaders need to focus on employment and 
purchasing practices, inclusion and diversity, and long-term value creation for customers. 
Consumers have the ability to gather information from social media and for organizations to 
be targeted for attention or action. As a result, organizations are assessing their approaches 
to culture, risk management, and controls in a new light. It is clear that management and 
those charged with governance cannot outsource responsibility for key ESG decisions.

The CSA has required non-venture reporting issuers to make certain disclosures relating to 
gender diversity for a number of years. The SEC also encourages board diversity disclosure. 
The federal government, through Bill C-25, has expanded the disclosure required by the 
CSA to all companies and expands the concept of diversity beyond gender diversity only. 
This bill aims to foster diversity at the highest levels of corporate leadership in Canada, 
improve shareholder democracy, and drive shareholder value through better transparency, 
and Canada joins a growing list of countries that are starting to address diversity disclosure 
practices beyond just gender. The four diversity groups include women, Indigenous peoples 
(First Nations, Inuit, and Métis), persons with disabilities, and members of visible minorities.

Authoritative guidance

Climate change disclosure review project 
(Canadian Securities Administrators, 
August 2019)

The Business Impact of Environmental and 
Social Issues (CPA Canada, January 2019)

IOSCO statement on disclosure of 
ESG matters by issuers (International 
Organization of Securities Commissions, 
January 2019)

SASB – Sustainability Disclosures 
(Sustainability Accounting Standards Board, 
December 2016)
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Governance is the final piece of ESG and focuses on articulated strategy, smooth governance 
processes, high-caliber people, solid succession plans, diverse board composition and 
committee structures, and the importance of including directors who are independent in 
both fact and appearance from non-executive directors. There can be specific governance 
factors depending on the geography of operations. For example, there is guidance in the 
United Kingdom that each chair of an important board committee should have been on the 
board for at least a year.

The absence of a generally accepted international framework for the reporting of material 
aspects of ESG contrasts with the existence of well-established standards for reporting 
and verifying financial performance. There are multiple ESG measurements and reporting 
frameworks, but the lack of consistency and comparability of metrics has been identified 
as the pain point that hinders the ability of organizations to meaningfully and credibly 
demonstrate the progress they are making on sustainability.

ESG and other factors relevant to sustainable value creation are increasingly material to 
business performance. As such, they should be addressed in the annual report and proxy 
statements and integrated into core business strategy and governance processes. By 
reporting on these factors on a consistent basis, including a discussion of the implications 
for organization strategy and governance, an organization can demonstrate to all its 
stakeholders that it diligently weighs all pertinent risks and opportunities in running its 
business, conducting its governance processes, and contributing to broader economic and 
social progress.

There are a number of ESG reporting initiatives, each with its own set of sustainability-related 
standards. While there are approximately 230 sustainability initiatives globally, there appears 
to be only a handful that are internationally recognized.

Additional resources

Advancing ESG investing: A holistic approach 
for investment management firms (Deloitte 
US, February 2020)

2019 study of climate-related disclosures 
by Canadian public companies: Summary 
report (CPA Canada, January 2020)

Sustainable Value Creation (World Economic 
Forum, January 2020)

The front line of ESG disclosure: The board’s 
role (Deloitte US, November 2019)

Climate-related corporate reporting 
(Financial Reporting Council, October 2019)

It’s time to reassess ESG and sustainability 
reporting (National Association of Corporate 
Directors Blog, October 2019)
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For instance, the EU follows a principle-based approach that allows for innovation but 
does not allow for comparability between organizations. The United States has multiple 
initiatives such as the GRI (Global Reporting Initiative), TCFD (Task Force on Climate-related 
Financial Disclosures), and CDSB (Climate Disclosure Standards Board). These independent 
organizations attempt to assist businesses, governments, and other organizations to 
understand and communicate their impacts on issues such as climate change, human rights, 
and corruption. Additionally, the Sustainability Accounting Standards Board (SASB) in the 
United States develops and disseminates specific sustainability accounting standards for 11 
sectors and 77 industries.

To tackle the fragmented sustainability standards, a new organization, Corporate Reporting 
Dialogue, has brought together multiple groups to develop a unified set of disclosure 
principles and recommend disclosures in climate-related issues. FASB and IASB could act 
as the conveners to put together a coalition of various groups and organizations that would 
try to develop some standardized disclosures in some of the areas of best practices. For a 
comprehensive solution, the IASB and the national standard-setters should work together 
to develop standards and regulations that lead to the right information being disclosed 
to stakeholders.

Some recent research has demonstrated that when organizations focus their sustainability 
efforts primarily on material social and environmental factors, they significantly outperform 
the market, with an alpha (i.e., the excess return of a stock in relation to the overall market) 
of 3 to 6 percent annually.13 This is evidence that when social and environmental factors are 
considered from a business perspective rather than a purely social perspective, they can 
influence shareholder returns.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Q
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 to

 a
sk • What arrangements do we have in place for assessing and considering climate-related issues? What is our view of the 

climate change challenge, and what assumptions are we making?

• Do we consider the climate-related reporting to be fair, balanced, and understandable?

• What information and metrics do we monitor in relation to climate-related issues? How do we establish, monitor, and 
oversee, including modifying, climate-related goals and targets?

• Do we have timely access to the information needed to evaluate risks emerging from environmental and social trends?

• How frequently do we discuss sustainability risks? Do we have a board committee focused on sustainability risk?

• Is sustainability knowledge and experience part of the Board’s competency matrix?

• Do we have a clear understanding of how our long-term strategy considers sustainability risks and opportunities?

• What external sustainability disclosures do we provide and how confident are we that they are complete, accurate, 
and reliable?

• What competence and skills do we feel we need, or need access to, in order to address the challenges that sustainability 
and climate-related issues pose?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Integrated reporting
Various stakeholders are urging organizations to adopt an integrated approach to 
reporting that accounts for all types of assets and capital of the organization 

Over the last 30 years, intangible assets have moved from 20 percent to over 80 percent 
of the value of public organizations, yet decision-making within organizations has failed to 
keep pace. Financial reporting has made even less progress in addressing these changes 
with many decision-useful elements of an organization not being captured by traditional 
reporting. Stakeholders are now urging management and the board to provide additional 
information to the public.

A promising solution to provide comprehensive corporate information using both financial 
and non-financial data about the organization’s footprint is integrated reporting. Not yet 
very popular in North America, it is worth considering its concepts and principles when 
articulating the corporate reporting model.

The International Integrated Reporting Council (IIRC) was founded in 2010 to support the goal 
of long-term value creation. Integrated reporting promotes a more cohesive and efficient 
approach to corporate reporting and aims to improve the quality of information available to 
providers of financial capital to enable a more efficient and productive allocation of capital. 
The IIRC’s long-term vision is a world in which integrated thinking is embedded within 
mainstream business practice in the public and private sectors, facilitated by integrated 
reporting as the corporate reporting norm. Among the worldwide initiatives to improve 
corporate reporting in recent years, the integrated reporting framework has gained the 
most  traction.

“Integrated reporting” is a term used to describe a framework for highlighting all the ways an 
organization can create and continue to create value. It provides a framework of six types of 
capital—financial, intellectual, human, social and relationship, manufactured, and natural. 
These critical elements address the organization’s business model, materiality of issues that 
affect value creation, and stakeholder management. It is a dynamic process focused on how 
an organization creates sustainable value and identifies value at risk, in the short, medium 
and long term.

Additional resources

7 Tips For Adopting Integrated Reporting 
( Journal of Accountancy, September 2019)

Emergence of Integrated Reporting (The 
Conference Board, July 2019)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.journalofaccountancy.com/news/2019/sep/how-to-adopt-integrated-reporting-201921906.html
https://www.conference-board.org/publications/Integrated-Reporting-Emergence
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This approach fosters “integrated thinking,” enabling a better understanding within 
organizations of the factors that materially affect their ability to create value over time, 
especially if the process of integrated reporting is extended to or operates at the board and 
management levels. 

Integrated reporting can help organizations tie together their regulatory reporting as well as 
ESG reports produced for stakeholders. Existing regulatory reporting infrastructure can be 
leveraged in this process and give management more insight into operations, employees, and 
intellectual capital. 

Financial capital is the traditional yardstick of organizational performance and includes 
funds obtained through financing or generated by means of productivity. Intellectual capital 
accounts for intangibles associated with brand and reputation, in addition to patents, 
copyrights, and other intangible assets. Human capital involves the skill set and capabilities 
of employees, along with their commitment, dedication, and motivation to work.

Social and relationship capital encompasses relationships and attendant resources between 
an organization and all its stakeholders, including communities, governments, suppliers, and 
customers. Manufactured capital includes physical infrastructure or the requisite technology, 
such as equipment and tools. Natural capital includes natural resources such as water, fossil 
fuels, solar energy, crops, and carbon sinks, which cannot be replaced and are essential to 
the functioning of the economy as a whole.

There is no single way of creating an integrated report. Most effective integrated reports 
focus on the creation of value and on the interests of the secondary stakeholders, such as 
employees, customers, suppliers, and communities.

The internal and external challenges to implementing integrated reporting include legal risk, 
materiality of reporting, getting buy-in from management, and lack of market around the 
appropriate framework, standards, and metrics to use in the report.

Authoritative guidance

International <IR> Framework (IIRC)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://www.theiirc.org/international-ir-framework/
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Investor relations
Clear, concise, and transparent communication results in strong relationships with 
the stakeholders; increased trust in management and the board; and ultimately 
strengthened value in the market.

We are in a period of a seismic shift from shareholder to stakeholder capitalism. This will 
result in significant changes in how organization strategy is developed and implemented 
and how it is communicated. Purpose-led organizations are the future and an organization’s 
strategy and tone need to be set at the board level to achieve success, aligning an 
organization’s activities to focus on building a more inclusive, equitable, and sustainable 
economy. An integral part of any investor relations function is actively engaging with 
stakeholders, which includes having a robust, transparent, and clear communications 
strategy and plan. It is important to focus on being a purpose-led organization that operates 
for the benefit of all stakeholders. The current economic environment can be used as an 
opportunity to integrate social purpose into communications.

Effective investor relations require a holistic, long-term strategy that evolves over time and 
is customized for an organization’s unique needs. A plan that encompasses all disclosures 
to ensure a consistent message across communication vehicles is essential to turning 
compliance into value creation. This is established through drafting clear, consistent 
messages that not only articulate an organization’s story and objectives, but also progress 
towards these objectives over time.

Investor relations teams connect the board to the investors, providing market insight on 
topics including:

• Stakeholder engagement – Boards should develop and employ a strategic, 
targeted approach to board shareholder engagement in an effort to retain compatible 
institutional investors.

• ESG and sustainability reporting – Boards should demonstrate their understanding 
of economic, social, and environmental responsibilities and provide a clear link between 
strategy, financial performance, and ESG factors.

• M&A – Boards should frame corporate actions within the context of a larger, long-
term strategy.

• Shareholder activism – Disgruntled shareholders are increasingly turning to activism and 
legal action.

All public communications issued by an organization speak to multiple stakeholders, and 
each of these stakeholders is capable of having an impact on shareholder value. Companies 
need to understand this impact and engage with these groups in a meaningful way. 
Messaging needs to be consistent across all platforms, taking into consideration diverse 
perspectives, from the media to consumers to regulators.

Additional resources

From obligation to opportunity: How 
companies can transform corporate 
reporting into an asset (Deloitte, May 2019)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www2.deloitte.com/content/dam/Deloitte/ca/Documents/audit/ca-en-audit-obligation-opportunity-corporate-reporting-asset-aoda.pdf
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The current volatile economic environments are driving investors to manage for risk. 
Companies can tailor their messaging and take a more proactive approach to effectively 
engaging with the market. In times like these, it is important to be direct. Indicate what 
is affecting the business, highlight the areas that remain uncertain, and explain how the 
organization is positioned to weather the storm.

Q
ue

st
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ns
 to

 a
sk • What is the outlook for the next quarter and beyond?

• How is the organization responding to the overall economic environment?

• Is the organization staying on strategy? If not, why not?

• How has the organization’s earnings profile changed? How much do we expect it to change?

• What does the organization’s cost profile (both operating costs and general and administrative costs) look like?

• What does the organization’s capital spend look like?

• Does the organization have access to adequate liquidity? Has the balance sheet been stress-tested?

• Does the share price reflect the organization’s performance?

• How is the organization’s narrative communicated to the market?

• How are long-term investors effectively engaged? 

• How are purpose and profit balanced?

• How are acquisitions messaged to ensure stakeholders understand the value?

• What steps should be taken to respond to criticism from significant investors?

• How can AGMs and Investor Days be more meaningful and help to drive our story?

• How can the value of investor relations be maximized?

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
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Concluding thoughts

Chantal Rassart
Knowledge Management Officer
crassart@deloitte.ca
514-393-5048

Being a director today is not an easy task. A director who does not feel overwhelmed is probably 
not at the right place. Everything is in constant change. Expectations from all stakeholders are 
constantly increasing. Regulatory frameworks are changing, but not fast enough. The volume 
of information available is increasing. The communication of information, reliable or not, has 
become more democratic due to social media. Reputations are made and broken based on the 
moods of social media players.

Under these conditions, how can you be a good director? There is no magic recipe, but here is 
the fruit of our seasoned specialists’ thoughts:

• Be informed, stay abreast of the various requirements, the organization’s activities and the 
expectations of stakeholders.

• Be courageous, ask questions until you are satisfied with the answers you get.

• Have integrity, do the right thing because it’s the right thing to do.

• Be available, the workload has increased significantly in recent years. Being a director is not 
a hobby, you need to invest enough time to effectively fulfill the responsibilities expected of 
a director.

• Be independent, in both fact and appearance, make good decisions without undue influence.

We are confident that this guide will enable you to have informed conversations on just about 
any topic you may have to discuss as a director. Our toolkit includes sample mandates, checklists, 
self-assessments, etc., that will help you prepare for your board meetings.

You are not alone. Many resources are at your disposal, several organizations and discussion 
groups exist. Feel free to contact your Deloitte resource or one of our specialists who helped 
write this guide about what concerns you, regardless of whether the issue has been addressed 
in this guide or not.

The last question you want to be 
asked is ... Where were the directors? 
The best way not to miss a red flag is to consider 
the effect that a proposed strategy will have on 
the organization’s entire ecosystem. In other 
words, directors should not only look at the 
immediate effects of a decision, but also at the 
domino effect it will have on all stakeholders, 
both in the short and longer term.

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
mailto:crassart@deloitte.ca
https://www.linkedin.com/in/chantalrassart/
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Meet our specialists

Jacklyn Mercer
Partner and co-leader of Deloitte’s National 
program for Boards of Directors
jamercer@deloitte.ca
902-721-5505

Lara Gaede
Partner and co-leader of Deloitte's 
Securities Centre of Excellence
lgaede@deloitte.ca
403-267-3294

Prashant Masand
National Governance, ERM and Public Sector 
Internal Audit Leader
prmasand@deloitte.ca
416-643-8974

Timothy Wilson
Partner, Audit & Assurance
tiwilson@deloitte.ca
416-601-6186

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.linkedin.com/in/jacklyn-mercer-49b27a26/
mailto:jamercer@deloitte.ca
mailto:lgaede@deloitte.ca
mailto:prmasand@deloitte.ca
mailto:tiwilson@deloitte.ca
https://www.linkedin.com/in/tim-wilson-5541778/
https://www.linkedin.com/in/prashant-masand-67722225/
https://www.linkedin.com/in/lara-gaede-fcpa-fca-cfa-icd-d-74920629/
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Endnotes

1. 2019 Proxy Paper™ Guidelines - Canada: An Overview of the Glass Lewis Approach to Proxy Advice (Glass Lewis) 
and Canada - Proxy Voting Guidelines for TSX-Listed Companies Benchmark Policy Recommendations (ISS)

2. Accelerated Filer and Large Accelerated Filer Definitions (SEC)

3. Governance of Subsidiaries: A survey of global companies (Deloitte India, 2013)

4. Audit Analytics – Critical Audit Matters Dashboard (Subscription required)

5. An Update on CAMs (Audit Analytics, May 19, 2020)

6. Audit Analytics report, Trends in Cybersecurity Breach Disclosures (paid subscription required to access the 
full report.)

7. DataReportal – Statistics as of July 2020

8. World Economic Forum – The Global Risk Report 2020 (January 2020)

9. Fortune Magazine - 75% of companies report coronavirus has disrupted their supply chains (March 11, 2020)

10. Deloitte Global – Human Capital Trends

11. Stacia Sherman Garr, Candace Atamanik, and David Mallon, High-impact talent management: The new talent 
management maturity model, Bersin by Deloitte, 2015

12. Juliet Bourke and Bernadette Dillon, “The diversity and inclusion revolution: Eight powerful truths,” Deloitte 
Review 22, January 22, 2018

13. Where ESG Fails (Institutional Investor, October 2019)

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
https://www.glasslewis.com/wp-content/uploads/2018/10/2019_GUIDELINES_Canada.pdf
https://www.issgovernance.com/file/policy/active/americas/Canada-TSX-Voting-Guidelines.pdf
https://www.sec.gov/corpfin/secg-accelerated-filer-and-large-accelerated-filer-definitions
https://www2.deloitte.com/content/dam/Deloitte/in/Documents/risk/Corporate Governance/in-gc-governance-of-subsidiaries-a-survey-of-global-companies-noexp.pdf
https://www.auditanalytics.com/0002/company-search-cams.php
https://blog.auditanalytics.com/an-update-on-cams/
https://blog.auditanalytics.com/trends-in-cybersecurity-breach-disclosures-2/
https://blog.auditanalytics.com/trends-in-cybersecurity-breach-disclosures-2/
https://datareportal.com/global-digital-overview
https://fortune.com/2020/03/11/75-of-companies-report-coronavirus-has-disrupted-their-supply-chains/
http://www3.weforum.org/docs/WEF_Global_Risk_Report_2020.pdf
https://fortune.com/2020/03/11/75-of-companies-report-coronavirus-has-disrupted-their-supply-chains/
https://fortune.com/2020/03/11/75-of-companies-report-coronavirus-has-disrupted-their-supply-chains/
https://www2.deloitte.com/ca/en/pages/human-capital/topics/human-capital-trends.html
https://www2.deloitte.com/ca/en/pages/human-capital/topics/human-capital-trends.html
https://joshbersin.com/2007/07/high-impact-talent-management-the-top-22/?subject=
https://www2.deloitte.com/content/dam/insights/us/articles/4209_Diversity-and-inclusion-revolution/DI_Diversity-and-inclusion-revolution.pdf?subject=
https://www.institutionalinvestor.com/article/b1hm5ghqtxj9s7/Where-ESG-Fails
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Contributors

CPA Canada
Chartered Professional Accountants of Canada (CPA Canada) represents the Canadian accounting profession, both 
nationally and internationally. Operating in the highly complex and global accounting eco-system, CPA Canada is a 
convener, facilitator, contributor, and disseminator of information that advances the profession. The organization 
works closely with the provincial, territorial, and Bermudan CPA bodies to champion best practices that benefit 
business and society. With more than 217,000 members, CPA Canada is one of the largest national accounting bodies 
in the world. The organization supports the setting of accounting, auditing, and assurance standards, advocates for 
economic and social development in the public interest, and develops leading-edge thought leadership, research, 
guidance, and educational programs.

ThinkTWENTY20
ThinkTWENTY20 is an innovative magazine for financial professionals who want a deep dive into contemporary 
issues and who want a better understanding of how these issues will affect the profession and its practitioners. 
ThinkTWENTY20 helps professionals keep up with the incredible speed of change in the world of finance and 
accounting. The magazine’s name refers to the year 2020 – the year the world effectively stood still and then 
everything transformed in the blink of an eye. 

ThinkTWENTY20 explores the post-Covid accounting and financial landscape, how financial professionals can meet 
the challenges it poses and take advantage of the opportunities it offers.

Trisura Guarantee Insurance Company
Trisura Guarantee is a Canadian specialty lines insurance and surety company. Through a select network of national 
and regional brokerage firms, Trisura Guarantee provides innovative solutions and expertise in Contract, Developer 
and Commercial Surety, Directors’ and Officers’ Liability, Fidelity, Professional Liability including Media, Technology 
and Cyber Liability, Property, Casualty, and Warranty products. Trisura Guarantee is rated A- (Excellent) by A.M. 
Best Company.

Trisura Guarantee is a subsidiary of Trisura Group Ltd., a leading international specialty insurance provider operating 
in the surety, risk solutions, corporate insurance, and reinsurance segments of the market. Trisura Group has three 
principal regulated subsidiaries: Trisura Guarantee Insurance Company, Trisura International Insurance Ltd., and 
Trisura Specialty Insurance Company. Trisura Group is listed on the Toronto Stock Exchange under the symbol "TSU."

https://www.iasplus.com/en-ca/toolkit/corporate-governance-toolkit
http://thinktwenty20.com/
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