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CANADA POISED FOR NEW FINANCIAL REPORTING FRAMEWORK

GLOBAL ACCOUNTING STANDARDS

The home stretch
Five-year transition to IFRS this coming January will usher
in a new era for Canada’s publicly accountable enterprises
Canada’s publicly traded companies
will soon be preparing financial
reports using the same accounting
framework used in major economies
around the world. Canadian publicly
accountable enterprises (PAE) and
government business enterprises will
begin to report their financial results
under International Financial Reporting Standards (IFRS) effective January
1, 2011 joining their counterparts in
more than 100 other countries. The
new standards are optional for private
companies and some not-for-profit
organizations.
The Canadian Accounting Standards
Board announced the plan to adopt
IFRS as Canadian generally accepted
accounting principles (GAAP) for PAEs
in 2006, allowing for a lengthy transition process.
“There was a strong case for having
a single set of high quality, globally
accepted accounting standards,” says
Ron Salole, vice-president of standards at the Canadian Institute of
Chartered Accountants. “You’re talking
in the same language. Analysts will be
able to analyze financial statements
right across the world. People looking
at our financial statements from
abroad will be able to understand

them without having to reconcile
Canadian GAAP to IFRS,” he adds. “It
takes away a sort of arbitrage when
there are different national standards
that may not necessarily be understood by investors and analysts in
other countries.”
To illustrate one of the key benefits
of adopting the new international
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standards, Diane Kazarian, CA, CPA,
IFRS practice leader at PwC, uses the
example of a publicly listed mining
company in South Africa that prepares
its financial statements using IFRS,
compared with a mining company in
Canada that currently uses Canadian
GAAP.
Where different national accounting standards exist, it is difficult
to directly compare the financial

performance of both companies.
However, the adoption of IFRS facilitates an easier comparison. “Analysts,
investors—whoever may be reviewing
and reading those statements, along
with the management’s discussion
and analysis, can review information
prepared on the basis of the same
set of standards,” says Ms. Kazarian.
A move to IFRS will thus eliminate
the cost and effort associated with
having to reconcile different reporting languages.
Levelling the playing field on financial reporting standards could open up
new business opportunities in Canada,
whose proportionate share of world
capital markets is less than 4 per cent.
It is hoped the additional assurance
provided to stakeholders, will improve
opportunities for PAEs to access international capital markets.
There are a couple of components
to the definition of what constitutes a
PAE, notes Michael Cox, CA, a partner
with Ernst & Young LLP, and head of
their financial accounting advisory
services practice for Central Canada.
“It could be a company that has publicly listed debt or equity securities,
but also encompasses any enterprise
that has a broad fiduciary responsibility to the public,” says Mr. Cox. That
would include, for example, a bank,
credit union, securities broker/dealer,
insurance company or mutual fund.
McCain Foods Ltd. is a private
Canadian company that has elected to
move to the new standards. Given its
size and global reach, it was felt that
IFRS was a more appropriate option
than the new accounting standards

developed specifically for private
companies.
IFRS was a logical choice for the
company because many of the 20
countries that McCain operates in
have already adopted international
standards, explains corporate controller Richard Burton, CA. “IFRS
makes sense for us because it’s easier
for our subsidiaries to follow IFRS

Ron Salole: “Analysts will be able
to analyze financial statements
right across the world.”
than to follow accounting standards
for private enterprises.
Early in the conversion process,
the adoption of IFRS might have been
viewed by some external stakeholders
as being largely an internal accounting issue. But, with the transition now
in the homestretch, investors, share-

NO SURPRISES

Keeping stakeholders in the loop
Shifting smoothly to IFRS depends on effective communication with all concerned, experts advise
Get out and communicate with key
stakeholders! That’s a message that
Canadian publicly accountable enterprises are hearing as they shift to International Financial Reporting Standards
(IFRS) for fiscal years beginning on or
after January 1, 2011.
Public entities in some 100 other
countries around the globe that have
already moved to IFRS—including members of the European Union—long ago
discovered the importance of being on
top of the communications game.
“The evidence from Europe has
shown that if preparers don’t ready the
market for the impact of changes to
IFRS, which can be significant, oftentimes the market can be surprised, and
perhaps unnecessarily so,” says Peter
Chant, FCA, a partner in the national
office of Deloitte & Touche LLP.
A key concern is that changes in
financial reports will be misinterpreted by interested third parties. “You
may see entities writing down assets,
and charging significant amounts to
their retained earnings as a consequence of the change,” says Mr.
Chant. “Without sufficient understanding, these adjustments may be
incorrectly interpreted as a signal
there has been some deterioration in
the business that the market did not
understand before.”
Mr. Chant draws an analogy to
Canada’s metric conversion in 1975.
Switching from the Fahrenheit scale
to Centigrade involved a relocation of
scale, including resetting the freezing
point from 32 degrees Fahrenheit to
zero Celsius, with the result being that
different numbers under the old and

new scales meant the same thing—
similar, he says, to what is occurring
as a result of the IFRS transition.
“What happens in the conversion
to IFRS is we have different ways of
measuring assets—in many cases, some
different dynamics. For example, a
transaction we reported one way
under Canadian generally accepted
accounting principles (GAAP) resulting
in an asset on the balance sheet might
result in an expense under IFRS. It’s the
same transaction, but gives out quite
different signals,” he notes.
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IFRS adopters need to ensure that
all their external stakeholders, including shareholders, market analysts,
auditors, regulators, bankers and
creditors, are kept apprised of IFRS
developments. Those parties need to
understand, for instance, that while
financial reporting under IFRS might
present the organization’s financial
position in a new light, this in itself is
not indicative of a change in its
underlying business performance.
There are a number of accounting
decisions that need to be made as part
of the IFRS transition that could have
a significant impact on the financial

statement presentation of assets,
liabilities, revenues or expenses. This
could, in turn, affect the firm’s lending
arrangements if there are covenants
attached based on the maintenance of
certain financial ratios.
If changes to reported financial performance are entirely attributable to a
different measurement basis, “then the
preparers should let the market know
‘there is a change coming; it doesn’t
signal that our business has deteriorated; it just signals that we’ve got a
different way of measuring things,’”
says Mr. Chant.
If investors and potential investors
don’t adequately understand IFRS and
its impact on financial reporting, “it
could affect their investment decisions,”
agrees Anthony Scilipoti, CA, CPA,
executive vice-president of Veritas
Investment Research Corp., and a
member of the Accounting Standards
Board. Some may miss out on trading
opportunities based on an inaccurate
reading of the reported financial
results, he says.
“The reporting entities need to take
the time to communicate information
as early as possible so investors feel
they are being kept informed,” adds
Mr. Scilipoti. “Investors will have more
trust in the financial information
because of those disclosures.”
Educating investors about the
impact of IFRS involves more than
self-interest; it also constitutes part of
regulatory compliance. “The Canadian
Securities Administrators have
requested entities to disclose their
progress, and the likely quantitative
impact of any change in their financial

statements that will incur upon IFRS,
on a quarterly basis,” notes Mr. Chant.
Companies that are adopting IFRS
should be engaging their investor relations staff to help educate the market
about how IFRS will affect their financial reporting.
“We’ve been encouraging our members to get involved in their companies’ IFRS transition teams early into

Anthony Scilipoti: “The reporting entities need to take the time to communicate information as early as possible.”
the process, so they are part of the discussions about making the necessary
changes,” says Tom Enright, president
and chief executive officer of the
Canadian Investor Relations Institute.
“This way they are best prepared for
talking to the street about IFRS and
helping analysts through that learning
curve about the changes happening

holders, analysts and regulators, who
vigilantly follow financial reports, are
becoming keenly interested in
what impact IFRS will have. They
are focused on earnings and other
financial numbers—especially after
decisions are made regarding several
one-time presentation options the
new framework makes available to
first-time adopters.
“In some instances, the results
might not change very much; and in
other instances, depending upon the
industry, they may,” Ms. Kazarian
notes. “So, as we come closer to the
changeover, it is very healthy to be
educating the capital markets in terms
of the potential impact of IFRS on that
company or industry to help manage
the reaction to those results.”
The Canadian Securities Administrators (CSA), an umbrella group of
provincial securities commissions, has
been monitoring public companies
in the transition process and recently
released its IFRS Transition Review
Disclosure report. The CSA found an
overall improvement in IFRS disclosure in 2009, compared with 2008. The
document also provides guidelines to
companies about preparing future
IFRS disclosures in their management
discussion and analysis.
“We have, and will continue to
speak to various market participants,
including public companies, audit
committees, analysts, auditors and
law firms about what they need to
know to facilitate a smooth transition
to IFRS,” says Kelly Gorman, deputy
director of corporate finance at the
Ontario Securities Commission.
in their company or industry,” says
Mr. Enright.
Saskatchewan-based PotashCorp,
often recognized for excellence at the
Corporate Reporting Awards presented
annually by the Canadian Institute
of Chartered Accountants, has made
communication with external stakeholders a priority throughout its IFRS
preparations. “We have made a concerted effort to keep people up to speed
throughout the process,” says Denita
Stann, senior director of investor relations. “Quite honestly, we have not
received any queries from users of our
financial statements above and beyond
the information we have made available.”
If the transition is to go smoothly,
both preparers of financial statements
and the investment community have
work to do. “The investment community needs to familiarize itself with the
differences, so they can ask the appropriate questions to be able to discern
between financial impacts that are
based on operating results versus
accounting choices,” says Mr. Scilipoti.
Investors also need to understand
the impact that some accounting
measurement changes, such as those
for mergers and acquisitions, might
have on an organization’s financial
reporting on an ongoing basis. “Those
are the ones that are going to take a
little more work,” Mr. Chant says.
“They won’t just happen once upon
conversion. They will continue to
affect the reporting of an enterprise’s
financial position and income.”
“The interesting part when you talk
to analysts on the street or you talk to
the business media, is that their level
of knowledge of IFRS is actually quite
limited at this point,” says Mr. Enright.
“This a good opportunity for investor
relations people to educate about IFRS.
They need to introduce it in a very real,
tangible way—so [everyone is] really
well prepared when the reporting
transition starts, which is just around
the corner.”

Boards play key role
An entity’s transition to IFRS is a
significant undertaking. While the
responsibility for executing the conversion rests with management,
board members carry an important
oversight responsibility.
Board members should expect
management to provide regular reports
on the progress of the transition, its
scope and the impact on reported
performance. At this stage in the transition they should also be asking two
key questions: will the company be

ready to successfully transition to IFRS
and begin reporting under the new
framework by the changeover date;
and, is an effective communication
strategy in place to inform external
stakeholders about the progress of the
transition strategy and the changes
they may expect to see in the IFRS
financial statements.
Audit committee members will
want to review with management
accounting changes that are being
made. This will normally include dis-

cussing the reasons for selecting a
particular accounting policy when a
choice is available and any one-time
IFRS exemptions the company expects
to elect to use. Audit committees
might also question whether spreadsheets are being utilized rather than
changes to mainstream systems; and
if so, at what risk to the organization.
Helpful resources for boards and
audit committees are available on the
CICA’s designated IFRS website at
www.cica.ca/IFRS.

Transition resources
The Canadian Institute of Chartered
Accountants is committed to supporting members and the wider
business community through the
IFRS transition.
The CICA’s special IFRS website
(www.cica.ca/IFRS) offers a robust
collection of free, user-friendly tools
and resources including:
The IFRS Changeover:
A Guide for Users of Financial
Reports

20 Questions Directors and Audit
Committee Members Should Ask
about IFRS Conversions
Get to the Point
(downloadable IFRS tool for
small and mid-sized companies)
In the Loop
(e-post that provides timely
insights to support your transition)
A range of IFRS transition issues
will be addressed at three upcoming
conferences in Toronto: IFRS in North

America 2010 (November 22 – 24);
The Canadian Institute of Chartered
Accountants 13th Annual Financial
Reporting and Accounting Conference
(November 25 – 26) and IFRS Conference for Financial Statement Users
(November 25).
For further information visit
the IFRS website of the Canadian
Institute of Chartered Accountants
at www.cica.ca/IFRS

