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B. BACKGROUND

The 1996 ATIPP Act plays a critical part in maintaining government
accountability and protecting the public’s personal information. The legislation
treats all public bodies (i.e. - departments, boards, commissions, etc.) as
separate entities. The GNWT currently employs a decentralized approach where
each public body has a designated access and privacy coordinator. The
Department of Justice Access and Privacy Office (APO) provides government-
wide support and leadership to public bodies in complying with the ATIPP Act.

Crowe MacKay LLP was awarded a contract through the competitive Request for
Proposal process that was evaluated by staff from APO and Internal Audit
Bureau (IAB).

C. SUMMARY OF KEY FINDINGS AND RECOMMENDATIONS

The attached audit report, “Department of Industry Investment & Tourism, Access
to Information and Protection of Privacy Act (ATIPP) Part 2”, made a number of
observations and recommendations specific to your department (Schedule I).
The management responses to the recommendations have been incorporated in
the attached report.

The contractor assessed the compliance to ATIPP Act and Regulations as well as
nine privacy principles for your department at three levels:

Assessed Maturity based on the evidence provided by your department
Minimum Maturity required to be compliance to ATIPP Act with a target
date of 12 to 24 months

e Desired Maturity indicates maturity that would take over 24 months to
achieve.

Overall, the privacy risk for your department was assessed to be “medium”
requiring internal control capacity at “defined” level. The current capacity of the
department was at the “repeatable”, meaning that the processes could be
repeated as long as there was no change in staff, policy, procedures or process.
The immediate task for the department was to document the privacy processes
(defined level). Although not necessary from the assessed risk perspective, the
department could identify and address privacy exceptions through monitoring
(managed level). There was no compelling reason for the department to develop
capacity beyond that stage (optimized level) (Chart I refers).
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Appendix A

Notice to Reader

DISCLAIMER: This document has not been approved, disapproved, or otherwise acted upon by any senior technical committees of, and does not represent an
official position of the American Institute of Certified Public Accountants (AICPA) or the Canadian Institute of Chartered Accountants (CICA). It is distributed with
the understanding that the contributing authors and editors, and the publisher, are not rendering legal, accounting, or other professional services in this document.
The services of a competent professional should be sought when legal advice or other expert assistance is required.

Neither the authors, the publishers nor any person involved in the preparation of this document accept any contractual, tortious or other form of liability for its
contents or for any consequences arising from its use. This document is provided for suggested best practices and is not a substitute for legal advice. Obtain legal
advice in each particular situation to ensure compliance with applicable laws and regulations and to ensure that procedures and policies are current as legislation

and regulations may be amended.

Copyright ©2011 by
American Institute of Certified Public Accountants, Inc.
and Canadian Institute of Chartered Accountants.

All rights reserved. Checklists and sample documents contained herein may be reproduced and distributed as part of professional services or within the context of
professional practice, provided that reproduced materials are not in any way directly offered for sale or profit. For information about the procedure for requesting
permission to make copies of any part of this work, please visit www.copyright.com or call (978) 750-8400.
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Minerai Royalty Audit Manual Review 2018

1.0 Executive Summary

1.1 Objective

The objective of this project is to provide recommendations for the existing mineral royalty audit
manual of DRFA (“the manual”) and develop improved processes in fine with industry best
practices. A clearly documented, complete and robust procedures manual is a vital governance
tool. Such a document will reduce learning curves for employees, ensure continuity, promote
quality assurance and efficiency, and provide our clients and stakeholders with confidence that
our audit methodology is best practice.

1.2 Background

The Northwest Territories (NWT) is rich in mineral resources and the responsible development
of these resources provides long-term economic benefits for all Northwest Territories (NWT)
residents.

As of April 1, 2014, the Department of Industry, Tourism and Investment (ITl) became
responsible for the administration of mineral exploration activities on public lands in the NWT.

ITI promotes economic self-sufficiency through the responsible management and development
of NWT minerals to create a prosperous, diverse and sustainable economy.

ITl is responsible for:

Policy development and planning associated with the development of the NWT's mineral
resources,

Administration of third party rights {(e.g., mineral claims), and
Administration of royaities.

The Diamonds, Royalties and Financial Analysis (DRFA) division of the Government of the
Northwest Territories (GNWT) is responsible for the collection of royalties and the audit of
royalty returns submitted by mining and petroleum companies with producing facilities in the
NWT. DRFA is also accountable for the administration of the royaity provisions of the Northwest
Territories Mining Regulations (“the regulations”).
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1.3 Opportunities / considerations for improvement

The opportunities / considerations for improvement within this report are broken down by the
following categories of the manual:

Introduction
Planning
Fieldwork

Additionally, we have included a ‘General section that speaks to broad themes that wili be
applicable to the entire manual.

Nine opporiunities for improvement have been identified below, with guidance on suggested
revision or addition. The Canadian Audit and Accountability Foundation (CAAF), Practice
Guides for Auditing Mining Revenues and Financial Assurances for Site Remediation (Guide) is
typically used by legislative audit organizations as a complement to their existing audit
processes and procedures. These guides provide sample objectives, criteria and questions for
auditing mining revenues (including royaities). This guide, along with the Institute of Internal
Auditors (IIA) Standards, informed our review, and has been referenced (when applicable) and
interpreted for the purpose of updating DFRA's audit manual.

1.4 Updated audit manual

Subsequent to providing GNWT with opportunities / considerations for improvement, we have
reviewed the audit manual updates that have been drafted to address the identified
opportunities listed in Section 2 below, and confirm that they do so.
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2.0 Opportunities for improvement

2.1 General

Opportunity #1

The manual includes a number of templates with examples from prior
audits.

Suggested
revision or
addition

In addition to the templates, DRFA should develop process
documentation to support not only the “what” (templates), but also the
‘how” to guide the auditors through the process and encourage
consistency.

Updated audit
manual

We have reviewed several templates that have been drafted to address
the opportunity above, and confirm that they do so.

Opportunity #2

The manual does not contain a quality assurance section.

Suggested
revision or
addition

Quality assurance activities can provide additional comfort over
conformance to the audit manual and other internal policies, as weli as
the effectiveness and efficiencies of past audits. The key considerations
for having a quality assurance and improvement program includes
resources availability, budget constraints, compliance requirements, etc.
DRFA should document the results of their considerations on whether to
include a quality assurance and improvement program in their audit
regiment.

For example:

For each mineral royalty return audited, DRFA relies on its detailed
review process (refer to the ‘Reviewing Audit Working Papers’ document
in the Reporting and Review section) to ensure audit quality and
conformance of audit procedures to the audit manual. Due to the small
size and structure of the DRFA team responsible for auditing mineral
royalty returns, DRFA has found the risk of not implementing an
additional independent quality assurance and imprevement program to
be negligible. The formalization of lessons learned will be performed to
continually improve the effectiveness and efficiencies of audits. In
reviewing the manual on an annual basis to ensure continued relevance
and appropriateness, DRFA will incorporate lessons learned into their
applicable sections of the manual.

Updated audit
manual

We have reviewed the audit manual update that has been drafted to
address the opportunity above, and cenfirm that it dees so.
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2.2 Introduction

Opportunity #3 DRFA's approach to achieving their audit objective is not defined.
Suggested DRFA should clearly define their approach to conducting the
revision or audit/meeting the objective of the mineral royalty audits.

addition

As the DRFA is governed by the Northwest Territories Mining
Regulations, these regulations should form the basis for:

Stating that DRFA audits 100% of the mineral royalty returns
received from the mines producing minerals in NWT,

- Describing the approach used to determine overall materiality,

- Desecribing and justifying DRFA’s higher or lower risk appetite for
the different modules of the mineral royalty return,
Describing the approach used for sampling, and
Describing and justifying the extent to which reliance is placed on
different types of supporting evidence (e.g., unqualified financial
statements).

CAAF Guidance

Similar to the planning phase of an audit, the development of an overall
audit approach involves acquiring knowledge of the business, assessing
risk and conducting analysis. The DRFA should monitor the internal (i.e.
legislation and regulations) and external (i.e. mining sector) environment
for changes that may present risks for all stakeholders. These risk factors
need to be assessed and responded to, as they could prevent the DRFA
from effectively carrying out its responsibilities and meeting its objective.

A Standard(s)

2210 — Engagement Objectives
Interpretation:
Objectives must be established for each engagement.

2210.A1 — Auditors must conduct a preliminary assessment of the risks
relevant to the activity under review. Engagement objectives must reflect
the results of this assessment.

2210.A2 — Auditors must consider the probability of significant errors,
fraud, noncompliance and other exposures when developing the
engagement objectives.

2210.A3 — Adequate criteria are needed to evaluate governance, risk
management and controls. Auditors must ascertain the extent to which
management has established adequate criteria to determine whether
objectives and goals have been accomplished. If adequate, auditors
must use such criteria in their evaluation. If inadequate, auditors must
identify approptiate evaluation criteria through discussion with
management.

Updated audit
manual

We have reviewed the audit manual updates that have been drafted to
address the opportunity above, and confirm that they do so.
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Opportunity #4 Joint audits with INAC are included within the GNWT Royalty Audit
Manual.

Suggested As an audit manual is a generally static document, DRFA should

revision or | document the joint audits with INAC separately.

addition

Updated audit

Per discussion with DRFA, the audit manual will be updated to remove

manual the joint audit procedures as noted in the opportunity above.

Opportunity #5 The manual does not include the requirements of an audit feam.
Suggested DRFA should document the basic requirements of an audit team such as
revision or qualifications, proficiencies, independence, efc. It is important to not be
addition overly restrictive, given the challenges of staffing in the North.

For example:
Dependent on the role, the audit team member should, at a minimum:

k- Have XX years of audit and/or industry experience,
i Have a relevant bachelor's degree,

& Have/pursuing XX certifications/designation, and

& Be independent from the mine being audited.

lIA Standard(s)

1100 —~ Independence and Objectivity
interpretation:

The audit activity must be independent, and auditors must be objective in
performing their work. Independence is the freedom from conditions that
threaten the ability of the auditor activity to carry out audit responsibilities
in an unbiased manner. Objectivity is an unbiased mental attitude that
allows auditors to perform engagements in such a manner that they
believe in their work product, and that no quality compromises are made.
Objectivity requires that auditors do not subordinate their judgment on
audit matters to others. Threats to independence or objectivity must be
managed at the individual auditor, engagement, functional and
organizational ievels.

1200 — Proficiency and Due Professional Care
Interpretation:

Audits must be performed with proficiency and due professional care.
Auditors must possess the knowledge, skills and other competencies
needed to perform their individual responsibilities. The audit team
collectively must possess or obtain the knowledge, skilis and other
competencies needed to perform its responsibilities. Auditors must appiy
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the care and skill expected of a reasenably prudent and competent
auditor. Due professional care does not imply infallibility.

Updated audit
manual

We have reviewed the audit manual updates that have been drafted to
address the opportunity above, and confirm that they do so.

Opportunity #6

The manual does not define the roles and responsibilities of an audit
team.

Suggested
revision or
addition

DRFA should define the roles and responsibilities of resources at each
level involved in the audit activity (i.e. outlining overall responsibilities,
specific responsibilities).

For example:
Chief (Director) of DRFA

The Director provides guidance and oversees all audits performed by
DRFA. The Director conducts high level reviews of the audits and
provides the final sign off on the Audit Report and Letters.

Manager

The Manager reports to the Director of DRFA and takes the lead in
planning and overseeing all phases (i.e. planning, fieldwork and
reporting) of the audit. The Manager works closely with the client and is
responsible for supervising the audit team.

Auditor

The Auditor reports to the Manager and is involved in aill phases of audit
activity (i.e. planning, fieldwork and reporting) under their supervision.
The auditor will perform detailed testing and documentation review and
will support the audit team by taking notes in interviews and meetings.

{lA Standard(s)

2230 - Engagement Resource Aliocation
Interpretation:

Auditors must determine appropriate and sufficient resources to achieve
engagement cbjectives based on an evaluation of the nature and
complexity of each engagement, time constraints and available
resources. Appropriate refers to the mix of knowledge, skills and other
competencies needed to perform the engagement. Sufficient refers to the
quantity of resources needed to accomplish the engagement with due
professional care.
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2340 — Engagement Supetrvision
Interpretation:

Engagements must be properly supervised to ensure objectives are
achieved, quality is assured and staff is developed.

Updated audit
manual

We have reviewed the audit manual updates that have been drafted fo
address the opportunity above, and confirm that they do so.

2.3 Planning

Opportunity #7

Formalization of guidance on performing risk assessments.

Suggested
revision or
addition

The Preliminary Survey Template document in the planning section of the
manual consists of the results of a risk assessment, but does not include
guidance on how the risk assessment was performed. DRFA should
formalize guidance on how to perform risk assessments that will enable
an auditor to gain insight, perspective and other pertinent information that
will lead to establishing audit priorities. For example, the guidance may
include how the following activities will be performed as part of the risk
assessment:

interview key stakeholders,

Gather relevant historical and current financial information,
Identify where there is a lack of information available o the
auditor,

Identify areas which may warrant further investigation,
Perform quantitative and qualitative analysis, and
Validation, synthesis and analysis of findings.

CAAF Guidance

The practice guide states that, in order to establish the audit focus, the
auditor must conduct further research in areas identified as relevant and
important (i.e. perform a risk assessment). The guide provides a sample
of high-level questions that the DRFA can research to determine the
extent to which the audit will focus on revenues from the extraction of
minerals. These include;

- What is the variance between forecasted and actual revenues? Is
- there an expilanation? s it in line with current market conditions
and production levels?

Is there new legislation or regulation? Have there been recent
significant changes made to existing legislation or regulation?

Do the financial statements identify any issues related to the
collection of revenues?
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While the list of questions are not exhaustive, lines of inquiry at this level
can direct an auditor's focus to higher risk sections of a mining royalty
return.

A Standard(s)

2201 — Planning Considerations
Interpretation:
in planning the engagement, auditors must consider

- The strategies and objectives of the activity being reviewed and the
means by which the activity controls its performance.

- The significant risks to the activity’s objectives, resources and
operations, and the means by which the potential impact of risk is
kept to an acceptable level.

- The adequacy and effectiveness of the activity’s governance, risk
management and control processes compared to a relevant
framework or model.

Updated audit
manual

We have reviewed the audit manual updates that have been drafted to
address the opportunity above, and confirm that they do so.

2.4 Fieldwork

Opportunity #8 Formalization of risk-based sampling methodology and procedures.
Suggested DRFA should document the sampling approach, why it is performed, the
revision or methodology being undertaken and how it is to be applied across the
addition different categories of transactions. Document in detail DRFA’s step by

step process of risk-based sampling. Where applicable, detail the NWT
mining regulations section(s) that support the sampling rationale.

Documenting the rationale and approach behind the sampling
methodology will not only guide a reader on how to perform risk-based
sampling, but enable consistency across audits.

Refer to Appendix 3.1 for an example of a sampling memo.

Updated audit

We have reviewed the audit manual updates that have been drafted to

manual address the opportunity above, and confirm that they do so.

Opportunity #9 Additional working paper details.

Suggested DRFA can include additional details such as population and sample size
revision or rationale, test procedures, risks, conclusions, notes/comments, etc., to
addition provide clarity and insight that could help facilitate completeness of work,

more easily align procedures and risks, and support the review process
of the audit file.
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Refer to Appendix 3.2 for an example of a working paper.

A Standard(s)

2330 — Documenting Information

Interpretation:

Auditors must document sufficient, reliabie, relevant and useful
information to support the engagement results and conclusions.

Updated audit
manual

We have reviewed the audit manual updates that have been drafted to
address the opportunity above, and confirm that they do so.
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3.0 Appendices

3.1 Example sampling memo

Sampling Methodology and Selection

Audit Criterion 2.2: Key controls, within the travel processes, are operating effectively to support
accuracy and appropriateness of transactions, including externai reporting.

Audit Procedure 2.2.1: Perform detailed testing of key controls within the travel expenditure

process to determine if controls are operating effectively and in compliance with policies.

Criterion 2.2 requires sampling to complete the planned audit steps. The genera! methodology that wiil
be applied to all samples is based on the following:

Internal audit has conducted a risk assessment for the processes that encompass travel
management, through walkthroughs with key personnel and documentation review. Using
professional judgement, the audit team has assessed the travel management controls as having
limited inherent risk of material non-compliance due to the following factors:

o Policies and procedures exist for different types of travel management actlvmes, and, in
general, travel management activities are routine.

o Travel management was previously audited in 2018 and there were no high priority
findings. In addition, the process has not changed substantially since the 2016 audit.
However, in the 2016 audit, there were several instances of non-compliance with policy
found during testing, especially with respect to non-staff travel. Management conducted
training, developed tools and implemented periodic monitoring procedures to reduce the
likelihood of errors occurring in the future.

o No significant concerns or risks were identified durmg the planning phase.

o The external auditor inciuded executive and hoard travel and hospitality expenses in their
2017-2018 annual financial audit and found no significant concemns.

Sampling Approach: Based on Internal Audits sampling methodology, a judgemental sample
(non-statistical) will be used. The audit will not extrapolate the results throughout the entire
population. The data will be reviewed and judgement will be exercised in an attempt to select a
representative sample that includes expenses from both Location1 and the regional offices to
ensure different interpretations of the policies and procedures are tested. Priority will be given to
high dollar value expenses, when selecting samples. Testing will identify common rigk themes
and, if a theme or commonality is identified that poses a risk, addltlonal testing may be
conducted.

Type of Sampling Plan: Control (attribute) testing given that the population is nonmonetary, In
this type of sampling, the audit will be examining decumentation and information (called an
attribute) that supports the assertion that the control is effective (functioning as intended).

This audit will focus on the controls within the travel management part of the process and will not
test controls within the payment process of travel expense claims. The process to pay a travel
expense claim is part of the standard corporate accounting payment process, whlch was tested in
another Audit.

Specific information for determining populations and samples is detailed below.

Sample Selection — Staff, Non-staff, and other
18(a)
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Other travel expenses

In accordance with internal Audit sampling methadoiogy, for small populations between 24 and 52, a
sample size of 5-9 should be tested. This is also subject to professional judgment, which considers the
risk assessment.

18(a)

Sampling Unit:
18(a)

Sample Selection — Corporate Accounting Reconciliations
18(a)

Completeness of population

18(a)

Population determination
18(a)

Sampling methodology

Per Internal Audit sampling methodology, controls that do not occur frequently (i.e. quarterly) have a
sample size of 2.

Sampling unit
18(a)
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3.2 Example working paper

Diamands, Raysltiss and Finaniéali Analysis [DFRA)
Mineral Royalty B Audit {(Organfeation, Date] -
WP reference: <inier! fife refercpres ’
Prapared by: <Auditor, DFRA, date>
Raviewed by: sMunager, DFRA, date>

Goneral

<Define the purpase of this working paper; referénce regulation section if opplicabis »
%Define the audit :c:i'j"!::e'h'a'>

Testlng strategy

<Provide detalls an the ficture of the population L2, G xpensé listing) end s soircs fi.e. cliem ERP's ystem, manual liitings, elc.), referte
odditional vrorking papers/tabs for full pogiotion listings
<Detail the testing period>
<Detojl the population sizes :
<Detall ihe somple size® !
<Detwi! the sampling opproch, refer lo additionat @Biﬁiﬁ'g'papersﬂnbs for procéduics performed on the populationfs} for éhnlpllng, reference
DFRA's 5@@_0_.’!1_1@ nethodology document or qudit monual> a '

Testing procedure

processed mippils,
generol odministration
expanses>

<Datail the resplts, of sample jesting
using proceduce A>

sty <Detuil the results of sample testing

using procedure B>

Procedure(s)

leDevétop testing procedure to satisfy audit criterias

( oy veloy additiorinl i6sting procedure fo satisfy ovdit ¢

Concluston
<Detail e oudit criteria ond results of test ing agamst these ériterio>

<if app.!;’c_;;{bg’e_, provide detail oround exceptions to test procedures> -
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B. BACKGROUND

Section 6 of the Territorial Parks Act empowers the Minister to enter into
agreements with persons, sole proprietorships, societies, associations,
partnerships, municipalities or other bodies to operate and maintain the
territorial parks. At the time of the audit, ITI was directly responsible for the
management of 15 parks, while 19 parks were managed by independent
contractors. The audit focused on the management contracts established with
the 19 independent contractors.

The audit contract was awarded to Grant Thornton by a Request of Proposal
evaluation team composed of ITI and Internal Audit Bureau (IAB) staff. An IAB
auditor was assigned to support the work of the contractor.

C. SUMMARY OF KEY FINDINGS AND RECOMMENDATIONS

The attached report by Grant Thornton Audit of Territorial Parks made a number
of observations and 17 recommendations.

Four recommendations did not require any additional action as internal controls
were already implemented to mitigate the identified risk or management has
accepted the risk:

1) Reporting and reconciling of revenue

2) Data integrity of historical financial transactions

3) WSCCrequirements relevant to park operations

4) Payments to contractors are in accordance with contract.

Management developed action plans to address the risk identified in 9 areas
covering 13 recommendations:

1) Invoicing requirements for contractors

2) Revenue recognition and forecasting

3) ORS user access manual and prescribed role functionality
4) Conducting and documenting park inspections

5) Park signage updating

6) Emergency procedure updating.

The 1AB will follow-up on the status of the management action plan for the 13
recommendations during our scheduled follow-up audits. '

ITI, Territorial Parks Contracts Management October 2016 CONFIDENTIAL Page 2 of 3
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