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Introduction 

The Public Interest and Integrity Committee (PIIC) of the Canadian Institute of Chartered 
Accountants released in September 2002 for public comment a new draft independence standard 
to apply to Canadian auditors and other assurance providers. 

The draft standard reflects the updated global standard and represents a significant strengthening 
of Canada’s audit independence standard. It proposes a shift to a more rigorous, ‘principles-
based’ code. It describes apparent and actual threats to auditor independence as well as 
safeguards that can be put in place to protect independence. It also recognizes that there are 
certain activities for which there cannot be adequate safeguards, so it prohibits auditors from 
providing a number of non-assurance services to their clients. 

Consultation Process 

Public comment on the draft standard was accepted until October 31, 2002 and approximately 
180 responses were received. 

Generally, the responses recognize the need for a new independence standard that provides 
enhanced guidance to practitioners and signals a renewed commitment to high standards that 
protect the public interest and acknowledge the realities of today’s global environment. 

While the responses indicate broad-based support for the principles articulated in the draft 
standard, a number of concerns and suggestions for improvement have emerged from the 
consultation process. 

The PIIC met in December and again in late January to discuss the issues raised during the 
exposure period. The Committee has agreed to specific actions to address a number of these 
issues as listed below. 

• Length and clarity 
Respondents noted that the proposed standard is repetitive and difficult to follow in 
places. The Committee will shorten and clarify the draft rule and council interpretation. 
In addition to preparing a users’ guide in plain language, the Committee is also 
considering developing a flow chart, decision tree or similar tool to help readers with the 
proposals.  

• Services provided to small owner-managed clients 
Some respondents noted that many small owner-managed clients lack the internal 
resources to prepare complete financial statements and consequently rely on their CAs to 
assist in this process. They expressed concern that the draft standard would prevent CAs 
from providing this assistance if they also audited or reviewed these financial statements.  



The draft standard was not intended to unduly restrict the provision of bookkeeping and related 
services to these clients. The Committee recognizes the special needs of small businesses and has 
agreed to make the standard clear that there are, in most cases, safeguards that can be put into 
place by CA firms of all sizes to address the threat to independence that arises when the CA 
provides these services to an audit or review client. 

• Ownership of equity securities of an audit client of a firm 
Some respondents disagreed with the draft standard’s proposal to permit partners who are 
not on the engagement team to own up to five percent of the equity securities of an audit 
client of the firm. The U.S. Securities and Exchange Commission (SEC) recently 
implemented this provision to recognize the problems confronting dual career families 
and partners of large accounting firms. The Committee believed this provision would also 
be appropriate for Canada, but based on the feedback received, has agreed to reduce the 
threshold to one percent in Canada.  

• Application of proposed standard to small public companies 
Some respondents expressed concern about the application of the proposed standard to 
the auditors of small public companies, particularly its provisions dealing with the 
preparation of accounting records and financial statements, and the rotation of audit 
partners.  The Committee is exploring with appropriate regulators options to address 
these concerns, including the implications of providing an exemption from the listed-
entity provisions for smaller entities.  

Next Steps 

When the draft standard was released in September, the Committee indicated that it would 
monitor changes to SEC requirements relating to auditor independence resulting from the 
passage of the Sarbanes-Oxley Act. The Committee will review details of the revised SEC 
regulations shortly and will modify the Canadian independence proposals as appropriate to 
protect the public interest in Canada. 

The actions outlined above, as well as consideration of the other comments received and the 
revised SEC regulations, will occur over the next few months. The Committee will continue to 
communicate with stakeholders as it develops these and other refinements to the proposed 
standard in order to ensure that concerns are addressed and that the final document is clear and 
meets its objectives. 

Effective Date of New Standard 

As a result of the timing of the release of the revised SEC regulations, the Committee has been 
required to adjust its timetable for the release of the new standard. The Committee confirmed, 
however, its intention to finalize the new standard this year to have application for assurance 
engagements commencing after December 31, 2003. This will necessitate special general 
meetings of the members of the profession in the fall of this year.  

 


