
 
 

 

MANDATE OF THE AUDIT COMMITTEE 
 

Purpose 

The Audit Committee (the "Committee") is appointed by the Board of Directors (the "Board") of 
Essential Energy Services Ltd. (the “Corporation” or “Essential”), to assist the Board in fulfilling 
its oversight responsibilities.  The Committee’s primary purposes are to: 

(a) Oversee and monitor the integrity of the Corporation’s accounting and financial 
reporting processes, financial statements and system of internal controls 
regarding accounting and financial reporting and accounting compliance. 

(b) Oversee and monitor management’s identification and management of principal 
financial risks.  

(c) Oversee and monitor the Corporation’s compliance with legal and regulatory 
requirements relating to accounting, internal accounting controls and auditing 
matters. 

(d) Oversee and monitor the qualifications, independence and performance of the 
Corporation’s external auditors. 

(e) Enhance communications among the Board, management and the external 
auditors. 

Composition 

The Audit Committee shall be a committee to the Board of Directors of the Corporation. 

The Committee shall consist of not fewer than three directors, one of whom shall be the 
Chairman of the Committee.  All members of the Committee shall be "independent", having no 
direct or indirect material relationship with the Corporation which could, in the view of the Board, 
reasonably interfere with the exercise of the member’s independent judgment.  Each member 
shall also be financially literate, being able to read and understand financial statements that 
present a level of complexity of accounting issues that are generally comparable to the breadth 
and complexity of issues that can reasonably be expected to be raised by the issuer's financial 
statements. For definitions and guidance as to the meanings of “independence” and “financial 
literacy”, the Committee refers to the requirements or guidelines for audit committees under 
applicable securities laws and the rules of any stock exchange on which the Corporation's 
shares are listed for trading.   

The Committee shall have a Chair who is a full voting member of the Committee.  The 
Committee Chair and its members shall be elected annually by the Board of Directors following 
recommendation of the Compensation and Governance Committee and the Board Chair. Any 
member of the Committee may be removed or replaced at any time by the Board and shall, in 
any event, cease to be a member of the Committee upon ceasing to be a member of the Board. 
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Where a vacancy occurs at any time in the membership of the Committee, it may be filled by the 
Board. 

The Committee composition, including the qualifications of its members, shall comply with the 
applicable requirements of stock exchanges on which Essential lists its securities and of 
securities regulatory authorities, as such requirements may be amended from time to time. 

Operations 

The Committee shall meet at least quarterly to review the interim and year end financial results. 
The Chairman of the Committee may call additional meetings as required including meetings 
with the external auditors to review and approve the annual audit plan and to receive the report 
of the external auditors. In addition, a meeting may be called by the Board Chairman, the Chief 
Executive Officer, or any member of the Committee or by the external auditors. 

Committee meetings may, by agreement of the Chairman of the Committee, be held in person, 
by video conference, by means of telephone or by other electronic communication, or by a 
combination of any of the foregoing. 

The Chairman shall, in consultation with management and the external auditors, establish the 
agenda for the meetings and ensure that properly prepared meeting materials are circulated to 
the members with sufficient time for study prior to the meeting. The Committee may employ a 
list of prepared questions and considerations as a portion of its review and assessment process. 

The Committee shall have the right to determine who shall, and who shall not, be present at any 
time during a meeting of the Committee. 

Directors, who are not members of the Committee, may attend Committee meetings, on an ad 
hoc basis, upon prior consultation and approval by the Committee Chairman or by a majority of 
the members of the Committee. 

The Committee may, by specific invitation, have other resource persons in attendance. 

The Chief Executive Officer, the Chief Financial Officer and the Board Chair will be available to 
attend Committee meetings or portions thereof as requested by the Committee. 

Notice of the time and place of each Committee meeting shall be given in writing and delivered 
by courier, facsimile or email, to each member of the Committee at least 48 hours prior to the 
time fixed for such meeting. Notice of each meeting shall also be given to the external auditors 
of the Corporation. 

A member and the external auditors may, in any manner, waive notice of the Committee 
meeting. Attendance of a member at a meeting shall constitute waiver of notice of the meeting 
except where a member attends a meeting for the express purpose of objecting to the 
transaction of any business on the grounds that the meeting was not lawfully called. 

A majority of Committee members, present in person, by video conference, by telephone, or by 
a combination thereof, shall constitute a quorum. 

If the Chairman of the Committee is not present at any meeting of the Committee, one of the 
other members of the Committee present at the meeting shall be chosen to preside by a 
majority of the members of the Committee present at such meeting. 
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Minutes of each Committee meeting should be succinct yet comprehensive in describing 
substantive issues discussed by the Committee. They should clearly identify those items of 
responsibilities scheduled by the Committee for the meeting that have been discharged by the 
Committee and those items of responsibilities that are outstanding. Minutes of Committee 
meetings shall be sent to all Committee members and to the Chief Executive Officer. 

The Committee shall provide a written or oral report to the Board of its recommendations. In 
respect of matters for which decision making authority has been delegated by the Board to the 
Committee, the Committee shall approve such matters by way of resolutions passed at 
Committee meetings and reflected in the Committee meeting minutes. Otherwise, the 
Committee will make recommendations to the Board of the approval of matters discussed and 
agreed to by the Committee. 

Authority 

Primary responsibility for the Corporation’s financial reporting, accounting systems and internal 
controls is vested in management and is overseen by the Board. The Committee is a standing 
committee of the Board established to assist the Board in fulfilling its responsibilities in this 
regard. While the Committee has the responsibilities and powers set forth in this mandate, it is 
not the duty of the Committee to plan or conduct audits or to determine if the Corporation’s 
financial statements are complete and accurate and are in accordance with generally accepted 
accounting principles. Management is responsible for preparing the Corporation’s financial 
statements and the external auditors are responsible for auditing those financial statements. 
The Committee has an oversight responsibility over management and over the external auditors 
in these respects. 

The Committee has the authority to: 

(a) engage independent counsel and other advisors as it determines necessary to 
carry out its responsibilities. 

(b) set and pay the compensation for any advisors employed by the Committee. 

(c) communicate directly with the external auditors. 

(d) communicate directly with the management and staff as and when the 
Committee deems appropriate. 

(e) determine or direct the training and or professional development of Committee 
members.  

The Committee has the authority to conduct any review or investigation appropriate to fulfilling 
its responsibilities. The Committee shall have unrestricted access to personnel and information, 
and any resources necessary to carry out its responsibility. In this regard, the Committee may 
direct management to particular areas of examination. 

Duties and Responsibilities 

The Committee will work closely and cooperatively with such officers and employees of 
Essential, its auditors, and/or other appropriate advisors and with access to such information as 
the Committee considers being necessary or advisable in order to perform its duties and 
responsibilities, as assigned by the Board, in the following areas: 
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Review of Financial Statements 

(a)  Review and approve the annual audited consolidated and quarterly unaudited 
consolidated financial statements, management's discussion and analysis 
("MD&A") and related press releases before public disclosure of this information 
and make specific recommendations for approval to the Board of Directors.  As 
part of this process the Committee should: 

(i) Review the content of the MD&A in the context of prevailing and 
proposed legislation. 

(ii) Review the appropriateness of any changes to the underlying accounting 
principles and practices. 

(iii) Review the appropriateness of estimates, judgments of choice and level 
of conservatism of accounting principles. 

(iv) Review business risks, uncertainties, unusual transactions, commitments 
and contingent liabilities. 

(v) Be satisfied that adequate procedures are in place for the review of 
Essential's disclosure of financial information extracted or derived from 
the Corporation's financial statements and periodically assess the 
adequacy of these procedures. 

Engagement and Evaluation of External Auditors 

(b) The Committee shall recommend to the Board of Directors the appointment of 
the external auditor for the purpose of issuing an audit report or performing other 
audit, review or attest functions.  The external auditors shall report directly to the 
Committee. 

(c) The Committee shall review and approve the engagement letter.  As part of this 
review the Committee reviews and recommends to the Board of Directors for 
their approval the auditor's fees for the annual audit. The Committee is 
responsible for the direct oversight of the work of the external auditor for the 
purpose of issuing an audit report or related work, and the auditor shall report 
directly to the Committee.   

(d) The Committee shall receive a written statement not less than annually from the 
external auditor describing in detail all relationships between the auditor and 
Essential that may impact the objectivity and independence of the auditor.  The 
Committee shall review annually with the Board of Directors the independence of 
the external auditors and either confirm to the Board of Directors that the external 
auditors are independent or recommend that the Board of Directors take 
appropriate action to satisfy itself of the external auditor's independence. 

(e) The Committee shall resolve disagreements between management and the 
external auditors regarding financial reporting. 
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(f) The Committee shall evaluate the external auditors’ qualifications, performance 
and independence and shall present its conclusions with respect to the external 
auditors to the Board. 

Review and Discussion with External Auditors 

(g) The Committee shall meet on a regular basis with the external auditors (without 
management present) and have the external auditors be available to attend 
Committee meetings or portions thereof at the request of the Chairman of the 
Committee or by a majority of the members of the Committee. 

(h) The Committee shall review and discuss with the external auditors at least 
quarterly: 

(i) All critical accounting policies and practices to be used; 

(ii) All alternative treatments within generally accepted accounting principles 
for policies and practices related to material items that have been 
discussed with management, including the ramifications of the use of 
such alternative disclosures and treatments, and the treatment preferred 
by the external auditors; and 

(iii) Other material written communications between the external auditors and 
management, such as any management letter or schedule of unadjusted 
differences. 

(i) The Committee shall review and approve the hiring policies for the Corporation’s 
hiring of partners, employees and former partners and employees of the present 
and former external auditors. 

(j) The Committee shall review with the external auditors and management the 
annual external audit plans which would include objectives, scope, timing, 
materiality level, fee estimate, quality of and changes in critical accounting 
policies, emerging accounting issues and other communications as required 
under generally accepted auditing principles. 

(k) The Committee shall consider and review with the external auditors: 

(i) performance of management involved in the preparation of financial 
statements. 

(ii) any restrictions on the scope of audit or review work. 

(iii) any difficulties encountered in the course of the external audit or review. 

(iv) the level of cooperation received and access to required information in 
performance of the audit or review. 

(v) any changes required in the planned scope of the external audit plan or 
review. 
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(vi) any unresolved material differences of opinion or disputes between 
management and the external auditors. 

(vii) any transactions or activities which may be illegal, unethical or fraudulent. 

(viii) independence of the external auditor. 

Review and Discussion with Management 

(l) The Committee shall review and assess the adequacy and quality of resources, 
budget, reporting relationships, responsibilities and planned activities of 
management in conjunction with the external audit process and overall 
accounting and financial responsibilities. 

(m) The Committee shall review with management the performance of preparation of 
the financial statements and the external audit. 

Approval of Non-Audit Services 

(n) Review and approve the provision of all permitted non-audit services (including 
the fees and terms thereof) in advance of the provision of those services by the 
external auditors (subject to the de minimus exception for non-audit services 
described in applicable legislation and regulations which are approved by the 
Committee prior to the completion of the audit). 

(o) The Chairman of the Committee may authorize fees related to non-audit and 
audit services, up to a maximum of $25,000 per engagement, with a cumulative 
maximum of $75,000.  If this occurs, the Chairman will present to the Committee 
at the next meeting the particulars of each authorization.  After such meeting, the 
cumulative limit will be reset to zero. 

(p) Delegate, if the Committee deems necessary or desirable, to subcommittees 
consisting of one or more members of the Committee, the authority to grant the 
pre-approvals and approvals described above. The decision of any such 
subcommittee to grant pre-approval shall be presented to the full Committee at 
the next scheduled Committee meeting. 

(q) The Committee may establish policies and procedures for the pre-approvals 
described above, so long as such policies and procedures are detailed as to the 
particular service, the Committee is informed of each service and such policies 
and procedures do not include delegation of the Committee’s responsibilities 
under the applicable legislation and regulations to management. 

Other Review Items 

(r) The Committee shall discuss with management quarterly the Corporation’s 
financial controls environment, including the Corporation’s internal controls over 
financial reporting and the disclosure controls and procedures. 
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Other Responsibilities 

(s) The Committee shall conduct or authorize investigations into any matters within 
the Committee’s scope of responsibilities, including investigation of allegations of 
fraud, illegal acts or conflicts of interest concerning the Corporation’s financial 
information or disclosure. The Committee shall be empowered to retain, obtain 
advice or otherwise receive assistance from independent counsel, accountants, 
or other outside sources to assist it in the conduct of any investigation as it 
deems necessary and the carrying out of its duties. 

(t) The Corporation shall provide for appropriate funding, as determined by the 
Committee in its capacity as a committee of the Board, for payment (i) of 
compensation to the external auditors for the purpose of issuing an audit report 
or performing other audit, review or attest services for the Corporation, (ii) of 
compensation to any advisors employed by the Committee and (iii) of ordinary 
administrative expenses of the Committee that are necessary or appropriate in 
carrying out its duties. 

(u) The Board may from time to time refer to the Committee such matters relating to 
the financial affairs of the Corporation as the Board may deem appropriate. 

(v) The Committee is generally responsible to ensure that it satisfies those 
responsibilities set out by applicable legal and regulatory requirements relating to 
accounting, internal accounting controls and auditing matters. 

(w) The Committee is responsible for monitoring Essential's financial risk 
management processes. 

Handling of Complaints 

(x) The Committee shall maintain procedures for the receipt, retention and treatment 
of complaints received by the Corporation regarding ethical, moral, accounting, 
internal accounting controls or auditing matters, and the confidential, anonymous 
submission by employees of the Corporation of concerns regarding questionable 
accounting or auditing matters (a "whistleblower policy"). 

Annual Review 

(y) The Committee shall review and assess the adequacy of its mandate annually, 
report to the Board of Directors thereon and recommend any proposed changes 
to the Board of Directors for approval.  The Committee shall also perform an 
annual evaluation of the performance of the Committee and shall report the 
results of the evaluation to the Chairman of the Governance Committee of 
Essential's Board of Directors. 

Accountability 

The Committee shall report its activities and proceedings to the Board by distributing the 
minutes of its meetings or by oral or written report at the next Board meeting. 
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Standards of Liability 

Nothing contained in this mandate is intended to expand applicable standards of liability under 
statutory, regulatory, common law or any other legal requirements for the Board or members of 
the Committee.  The purposes and responsibilities outlined in this mandate are meant to serve 
as guidelines rather than inflexible rules and the Committee may adopt such additional 
procedures and standards as it deems necessary from time to time to fulfill its responsibilities. 

Committee Timetable 

The major activities of the Committee with respect to scheduled meetings will be outlined in an 
annual schedule.  

 



Mandate of the Audit Committee 
Page 9 of 9 

 

TERMS OF REFERENCE FOR THE AUDIT COMMITTEE CHAIR 

 

The Chair is appointed annually by and reports to the Board. The Chair's primary role is 
managing the affairs of the Committee, including ensuring the Committee is organized properly, 
functions effectively and meets its obligations and responsibilities. The Chair works with the 
Board Chair and the Chief Financial Officer of the Corporation to ensure effective relations with 
Committee members. The Chair maintains on-going communications with the Board Chair and 
the Chief Financial Officer and with such other Officers of the Corporation as the Chair 
determines appropriate. The Chair, in conjunction with the Committee, maintains ongoing 
communications with the Corporation's external auditors. The Chair has the responsibility to 
lead the Committee and report to the Board after each Committee meeting. 

The Chair also has the responsibility to ensure the Committee is alert to its obligations to the 
Board and pursuant to law and to chair Committee meetings. 

The Chair must also: 

(a) assist the Board in its recommendation of Committee members and its review of 
the performance and suitability of the Committee; 

(b) ensure the co-ordination of the agenda, information packages and related events 
for Committee meetings in conjunction with the Board Chair, the Chief Financial 
Officer and the Corporate Secretary; 

(c) maintain a liaison and communication with Committee members, other Directors 
and the Board Chair to co-ordinate input from Committee members and 
Directors, and optimize the effectiveness of the Committee; 

(d) in collaboration with the Chief Financial Officer and other Officers, ensure 
information requested by Committee members is provided and meets their 
needs; 

(e) in conjunction with the Compensation and Governance Committee, the Board 
and the Board Chair, review and assess Committee attendance, performance 
and compensation and the size and composition of the Committee; and 

(f) in conjunction with the Compensation and Governance Committee, lead the 
Committee in assessing the performance of the Corporation's financial 
management team.  

 


