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FOREWORD

In January 2010, the Accounting Standards Baard {AC58) released Part | of the CICA Handbaook -~
Accounting, which consists of nternational Financlal Reparting Standards {IFRSs). The AcSE has
approved for publication the contents ofthls document settlng out 1ts ratlonale and process for
adopting those standards, :

This document Is Intended to hel readers undoerstand how the AcsB reached its conelusions In adapting
IFR5s, but It does not include explanations of requirements or gultance on the applicatior of IFRS:.

June 2011
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Buackyground Informaflon and Dosis for Conciusions

INTRODUCTION

This decument surninarizes considerations that were deemed significant by members of the
Accounting Standards Board (AcS8) In reaching Its conclusions about the use of International
Financial Reporting Standards (IFRSs) In Canada, It sets out the AcSB’s rationale for requirlng the use
of IFRSs by publicly accountable enterpriscs and permitting thelr use by ather reporting entitles, the
pracess by which IFRSs were added to the CICA Handbook - Accounting, the key decisions made,
and the principal reasons tor adopting the positions taken and rejecting others. individual Ac5RB
members gave greater welght to some factors than to others.

Nothing in this document Is to be taken as averrlding the requirements of the Handbook. However,
the discussion may help readers to understand how tha AcSE reached Its conclusions in adopting
IFRSs, and the AcSE's Intent with respect to thelr Interpretation and application,

Factors and considerations summarized In this document are explainad more fully In strategle
planning documents previously issucd by the AcSB, Most natably, these include the AcSB's May
2004 Invitatlon to Comment, “Accounting Standards In Canada! Future Directlons” and related
Discusslon Paper, its March 2005 Invitation to Comment, "Accounting Standards In Canada: Future
Directlons — Braft Strateglc Plan,” and its final strateglc plan for 2006-2011, “Accounting Standards
In Canada: New Directlons — Stratepic Plan,” Issued n lanuary 2006.

BACKGROUND

The previous stratepy

In 2004, the ACSB began a process to develop a flve-year strategic plan for the perlad 2006-2011. At
the tlme, the AcSB had a dual strategy of harmaonizing with US gencrally accepted aceounting
principles (GAAP} while working to support the International convergence of accounting standards.
This strategy resulted largely from the recommendations of a task force established by the Canadian
Institute of Charterad Accountants In 1996 to roview accounting standard-sotting activities In
Canada. Among other things, the Task Force on Standard sotting was asked to examine the Issue of
the globalization of business (Le., haw to ellminate differences in accounting and auditing standards
that Impede International business activity and the flow of capital). In addressing its mandate, the
Task Force undertook extensive stakeholder consultations Including Interviews, a request for
comments, an open hearing and meetings with standard-setting boards In other countries.

In the area of accounting standards, the Task Force envisioned a leng-term goal of one set of
Internationally aceepted standards. T this end, the Task Force’s final report, Issued in Aupust 1998,
recommended Lhe twin objectlves Identified In paragraph 4. In recommending these objoctives, the
Task Force showed considerable feresight 1n antlelpating both the emergence of a global standard

setter and the nature of changes to the International Accounting Standards Committee’ that would
be necessary to permit that development,

Given the steady but slow avolution of Internatfonal accounting standars, and the Unlted States’
continuing commitment to the Improvement and harmonization of accounting standards
waorldwlde, harmonlzing Canadlan standards with US standards was seonm as a necessary interlm step

' Tha Intecnational Accaunting Standards Committen |s the predecessar body of the International Accounting
atandards Board (1ASB),
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toward achleving a single set of globally accepted accounting standards. Harmonization with U
GAAP was construed by the AcSE to mean the climination of significant unjustifiable differences
with US standards byt not the topying ol all elements of US GAAP ar even all elements of a
particular US standard,

7 Thesecond objective {i.e,, working to support the International convorpence of accounting
standards) meant the adoption of the highest quality of US and International standards by worklng
with the US Financlal Accounting Standards Board {FASB), the International Accounting Standards
Committee and other standard settors to agree on improvements to existing standards and the
developmont of now standards, Such Inereasing Involvemont globally was intended to reaffirm
Conada’s positlon as a significant participant In the develepment of International standards,

Need for o new strategy

& In 2004, the AcSB concluded that It was timely to recansider its current strategy in light of the
Tollowlng significant developments In the finaneial reporting environment:

(a) Anincreasing stratification of tho unlverse of Canadion reporting entities by type and sizo.

(b} Questions about whether Canadian accounting standards were meeting the financial reporting
necds of all categories of reparting entlty, oven with the Introduction of difforential reporting
for qualifying non-publicly accountable enterprises,

{c) Theincredsing extent of harmanization of Canadian GAAP and US GAAP, and the difficultios
created for Canadian financial statement preparers and awditars by such harmonization,
including the unintended Importation of certaln aspects of US GAAP. These difficulties were
exacerbated by confusion about what "harmonization” means. Conslstent with the view
describad in paragraph 6, the AC3B, In many cases, avpided Importing all of the detallod rules of
U5 standards with which it was harmaonizing. Still, seme stakeholders insisted that “harmonizad
with” should mean “the same as” US GAAP and that entltles must apply the moere detalled us
fules assaciated with a harmonlzed standard in order to comply with Canadlan GAAP. The AcsD -
had not intended this outcome.

Changes In the standard-setting climate as a rosult of recent financlal reporting fallures

Internationally, including greater emphasls on princlples-based standards and more concern

with the extent of rules-based requirements In US GAAP, ' '

{2) Legal changes adopted or proposcd permitting particular public cdmpanies to adopt US GAAP
far same Canadian financial reporting purpeses (see paragraph 13},

(f) Theinereasing trend to global convergence of accounting standards and the emorpence of IFRSs
as a viable basls for achleving tonvergence. Perhaps most significantly, the European Unlon,
Australla, New Zealand and othor countries had recently declded to adopt IFRSs for all public
compantes and, In somg cases, 1! private companles as woll,

—
=8

9 The AcSB declded to scok public input on the stratoglc directions guiding Its current actions before
developing a new stratogle plan, In May 2004, It lssucd an Invitation to Comment, "Accounting
Standards tn Canada; Future Directions,” setting out four key issues requiring resolution, Thase
issUes were whother Canada shaould:

{p) maintaln its own standard-setting capabllity; : -

(b} maintaln its swn GAAP or adopt elther US GAAP (as Interpreted and enforced by the US
Securities and Exchange Commlssion (SEC) = see paragraphs 31-32) or IFRSs;

{c) continue with the twin objectives of harmonlzation and convergence, either as described In
paragraphs 4-7 or in some modified form; and
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(d) eensider modifying current Canadian GAAP requirements to provide better information to the
users of financial statements of various différent types of entities through, for example, a wider
applicatien of differentlal reporting. ' '

The 2004 Invitation to Comment Identifiod several pessible scenarios and the more significant
potential ¢ffects of cach,

Responses recelved on the 2004 invitatlon to Comment expressedd a wide range of views on these
Issues. Commentators understood the need to recansider the AcSBE's existing strategy and most

favoured change. The responses also conllrmed the existence and significance of the stratification
mentloned In paragraph &(a), ‘

It was evident from the comments recelved that many Canadians retained some attachment to the
I[deq of a single set of GAAP able to accommodate all reparting entltles at a high level, but alsg
providing for some differentiation of requirements for the varlous sectors. A number of
respondents suggested that Canadian standards be rostructured Into a “core GAAP” that would
apply to all reporting entitles and “enhaneod GAAP” fequiremaents that could be layered onto the
core requirements to satisty the additional needs of pubtic companics, Based on the views
expressed, the AcSB concluded that it was nat realistie to expect that tho concerns of those who

~were dissatisfled with the differential feparting model in place at the time could be addressed

12

13

14

within the constraints of such an approach.

The ACSB was also aware of the views of some that two or more sets of accounting standards should
not coexist within a single jurisdiction. Praponents of this view were concerned about alack of
comparablliily among reporting entities and the burden placed en financlal statement users,
preparers and auditors of having to be famlllar with more than one set of standards,

The AcSD concluded that, beyond a certaln degree of comparability, the primary concern of financial
statement users Is that they receive Informatlon that Is relevant and reliable for thelr Purposes,
Also, the AcSB observed that, to a limited extent, different sets of standards had been In uscin
Canada for some time without any Indication that slgnificant difficulties had resulted. For example,
some Canadian public companles had adopted US GAAP as tho primary basls of financlal reparting
to their Investors and ereditors as a result of SEC requirgrments and a policy of the Canadian
Securities Adminlstrators, The latter had recently lssued Natlonal Instrument 52-107, "Acceptable
Accounting Princlples, Auditing Standards and Reporting Currency,” which permitted publicly
accountable enterprises that had lssued securities repistered under US socuritios laws to use US
GAAP In place of Canadian GAAP In satlsfying the requirements of provindal securlties laws Far
reporting to lnvestors, subject to certaln conditlans. Under the same regulation, foreign reporting
issuers that were not also rogistered under US scouritios lows were permittod to use IFRSs, In
addltlon, some Canadlan subsidiarles of forcign parents roported to their parent using IFR%s when
this was the parent’s basis of accounting, and may haver also used the same information for
reporting to creditors and othors,

Based on these factors, tho AcSB's experlence in setting standards and the views cxpressed by
stakeholders, the AcSB concluded that [t was no fanger appropriate o assume that It could continue
1o address the needs and concerns of all stakehalders in the Canadian financial reporting system
through a single set of standards, This held true even with the variations on a single st of standards
that had been tried or proposed to satlsfy the differing moeds of the dilferent sectors, Having
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reached this eoncluslon, the Acsh undertook the develapment of separate strategles for each of the
distinct eategories of reporting entity {l.e., publicly accountable chlerprises, prlvate enterprises and
not-for-profit organizatlons). These strategles would reflect the different necds of wsors and cost-
beneflit conslderations for each category resulting fram the different transactions that entitles In
each category undertake and the different clreumstances they cncounter.

The Ac5B undertook this activity only after an extensive propram of consultation with Interested
partles. In addition to Inviting written comments on the issues discussed In its 2004 Invitatlon to
Comment and, later, the proposals In Its March 2005 Draft Strategle Plan (sec paragraphs 35-34),
the AcSH held public roundtablog threughout the strategie planning period to familiarze
stakehalders with the lssues and sollcit oral comments. Representatives of the AcSB alsg met
privately with certain koy stakeholder Eroups Including the AcsB's User Advlsary Cauneil, The input
recelved reflected views from tinanclal statement users, preparers and auditors, as well as from
academe and regulatars. All of this Input was discussed with the Accounting Standards Oversight
Councll {AeS0OC), In public sessions,

stakeholders gencrally supported the AcSB's proposal to develop separate stratepies for the
different catopories of reporting entity. Concerns expressod by responcents on this polnt were
canstdercd managecable. The AcSR intended that all standards for all cotopories of reporting entity
would be based on the same canceptual framework, and would differ only when justiled by the
needs and cost-benefit conslderations of the differont categorles. Clear definitions coutd be
developed to delinpate cach category of reporting entlty, The AeSB would formulate ways of
carrylng out fts strategles without undye stress, In part by allawing a roasonable period of time to

make necessary Infrastructure changes such as modlfications to regulations, contracts and
educational programs,

The remalnder of thf; document describes the evolution and Implementation of thg stratepy for
publicly accountable onterprises, Including the incorporation of IFRSs Inta Part | of tha Handbook, It

also describes how the Acsp declded the applicability of IFRSs to other categoris of roporting
entity.

AcSQC serves the public Interest, by overseeing and providing input to the AcsB’s activities, primarily
In terms of its strategle directlon and priorities, The Councl| played an Integeal part In tho
formulation and exceution of the strategy for publicly accountable enterprises. The Aesa sought the
Councll’s concurrence on all aspects of the strategy, and reported regularly on progress belng made
fn its implementation. Mare detalled informatlon on AcSOC"s Involvement with the strategy |s
provided throughout this dacumont.

THE 2006-2011 STRATEGIC PLAN

Canadlan GAAP as a separate and distinct basis of accounting

The first step In developing a new strategy {or publicly accnuhtnbie enterprises was to decide
whether Canadian GAAP should continue as & scparate and distinet basis of accounting for this

sector, or be replaced by clther US GAAP or IFRSs, it was gencrally accepted that these three optians
were the only viablo alternatives,

oy,
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20 When deciding on this issue, the AcS8 considerad the views of respondents to its 2004 Invitation to
Comment. 5eme respondents favoured the continuation of a separate and distinct Canadian GAAP.
Mest publlc companies operating In demestic capltal markets only saw no need to abandon
Canadian GAAP, at least in the near term. Financial statemont preparers, auditors and usors In this
market strongly disliked US GAAP and appeared to be more comfortable with something resembling
current Canadian GAAP at the time, This perspoctive was reflective of the nature of this scgment,
Statlstical Information obtained by the AcSD when formulating Its strategle plan Indicated that, for
the slze of its economy, Canada has a refatively large number of pullic companies compared with
the United States. Many Canadlan public companles are very small, due In part to Canada’s success
In cultivating a junlor “venture company” exchange. Such companlies would have considored US

GAAP 100 costly to apply. There were also concerns that the Infrastructure necessary to support the
usc of US GAAP did not exist outslde Canada’s largest cltlgs,

21 Other respondents preferring the continuation of 2 scparate Conadlan GAAR favoured a change in
emphasis In terms of the strategics affecting the development of Canadian accounting standards.

Some wished Canadlan GAAP to be brought cven closer to US GAAP. Howcver, a majority thought
international convergence should be the primary goal,

22 A number of respandents questlonaed whether the AcsE would e :jbdlcatlng Its responsibilitics If 1t
were to abandon a separate Canadian GAAP. The AcSB notos that It terms of reference facus on
serving the publie Interest by Improving the quality of financial reporting by Canadian entftles and

pursuing the oblective of global convergence, The terms of reference do nat require the AcSB to
maintaln a separate Canadian GAAR,

23 Comments from a majority of respondents indicated that they were in favour of climinating a
separate Canadlan GAAP for the following reasons:

(a)

(b)

(e}

{d)

(c)

Experience over many years Indleated that there are very few unlque Canadian cireurnstances,
making & separate set of Canadlan GAAP far publicly accountable enterprises Unhecessary,
Some thought the continuation of a separate Canadlan GAAP hindered the evelution of a single,
global set of accounting standards and was inapprapriate (n an era of globalization of cconomlic
actlvity, especially when Canada’s capital markets represent less than three percent af the
global capital market,

For Canadian public companics In International capital markets, stakcholders generally thought
there was no compeliing need for a separate Canadlan GAAP, Bath US GAAF and IFRSs were
considered to be appropriate bases for providing useful Information to Investors and creditors,
Eliminatlan of a separate Canadlan GAAP would also climinate, or at least reduce the number of,
[temns needed to reconclle to financial stalements prepared In accordange with another sot of
accounting standards when meeting the requirements of securities regulators outside Canada -
{see paragraph 43), ‘

The AcSB's exlsting strategy meant that Canadian GAAP was being Influenced Increasingly by US
GAAP and IFRSs. Some considered the changes being made to “Canadianize” the FASE or 1ASB
standards {Le., to conform thern to the Handboak) to be a wasteful use of standard-setting
resources, In addition, such changes olten led to questions about whether the AcSBE Intended
some difference between the arlginal FASE or 1ASB standard and the harmonized Canadian
cquivalent, .

LA
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Afler considering all of these factors, in early 2005, the Acsh declded that exlsting Canadizn GAAR
should no lonper contlnue as a separate and distinct basls of accounting for publicly accountable

enterprises. The AcSh then needed to chaoso between US GAAP or IFRSs as the appropriate basis of
reporting for this seetar, '

US GAAP or IFRSs?

When deciding on the appropriate replacement for existing Canadlan GAAP, the AcSE considered
the views of those advocating the adoption of US GAAP and athers favouring the adoptlon of IFRSs,

Proponents of US GAAP 7s a replacement polnted out the close links between the Canadian and Us
cconomles, In particutar the capltal markets, and the general similarity of Canadian ang Us GAAP,
some considered US GAAP to be moro developed and, consequently, to pravide better financial
reporting than Canadlan GAAP o [ERSs,

Proponents of US GAAP alse pointed out that a limited number of Canadian entities had already
adopted US GAAF as nither a primary or secondary basls for financial reporting (see paragraph 13).
As a result, there was growing knowledge of US GAAP in Canada and experlence with its appileation,

In contrast, at the time there was very little applicatian of IFRSs In Canada and, accordingly, little
knowledge of those standards or experience with them,

The majorlty of respandents to tha 2004 Invitation to Comment wha favourcd moving away framm o
separate Canadlan GAAP preferred IFRSs over US GAAP. Proponents of IFRSs palnted out that, with
the Increasing trend to flebal convergence of accounting standards, IFRSs had rapidly gained
accentance as a high-quality set of accounting standards, The JASE had already made Improvements
to a number of standards inherited from [ts predecessor and was addrossing new toples of
slgnificance Internationally, The Eurepean Unlon, Australia, New Zealand and a numbper of ather

countries had recently declded to adopt IFRSs for all public companies and, In some cases, all private
companles as wal|, ‘

s0me respondents considered IFRSs closer in character to curront Canadion GAAP, Both wern
principles-based and the cenceptual framewaorks underlying them werg essentially the same. As a
result, they often reached the same or similar tonclusions, Both were also relatively unencumbered |
by the arbltrary exemptions, special treatments ang other rules sometimes faund In Us GAAP, Many
with this view thought It Important far Canada to commit to IFRSs relatively soon (n order 1o

malntaln Its influenee in the furyre evolution of IFRSs and, In particular, aveid the Incarporatlon of
excessive ritles as found In US GAAP,

The AcSB obsarved that more Canadian than US publicly accountablo enterprises have a small
market capitallzation (sec paragraph 20}, and wera less willing to accept the expense and effort of
2pplying detalled and extensive US GAAP, They preferred broad prinelples within'which a company
could determine how best to present its financial position and resyjts af operations i a way that
meets the needs of Its shareholders and tenders,

The AcSB alsa noted the different nature and purpose of IFRSs comparod with US GAAP. The 1450
has a global mandate and Its structure, due procass and compositlen have been designed with a
global perspective, However, US GAAP Is not Just the standards of the FASE, It Is alcn whatever the
LIS Securities and Exchange Commission {SEC) requlrcs, Including a number of rules that arg et
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dircetly by that organization, and can be costly to monitor and satisfy. Thw FASE and the Commlsslon
are responsible for serving the public Interest of the US caplial markets only.

Further, concerns about the cxtent of rules-based requirerments in US GAAP braught about by
recent financlal scandals had resulted in changes to the US system. These changes Increased the
Actlve role of the SEC and the potentlal for regulatory interference In standard sctting. In addition,
members of the US Congress had previously-attempted to Interfere in financial reporting Issues from
time to tima, Such interventions were regarded as not necessarily In the general public interest, The
AcSB agreed with the general view of stakeholders that the US system was unllkely te be responsive

“tathe issues and concerns of Canadian companies and Canadian Investors, and that the IASPE alfered

a more receptive forum for Canadian input and influence,

Another significant factor for Canada In declding between LS GAAP and IFRSs was tho existence of
“legacy” Issues. Those were Issucs that had not been addrossed after the IASB, the FASB and other

.national standard setters began working together an significant projects In order te achicve global

convergence. Hence, these Issues caused ongoing differences between the various sots of standards.
It was Kikely that slgniflcant differences botween US GAAP and other sets of standards would persist
for some time while the FASD dealt with its large body of legacy Issucs, The AcSB concluded that
selecting US GAAP would be a more difflcult and indirect path to the ultimate goal of global
convergence than direet adoptien of IFRSs, More Impartantly, In llght of reeent dovelopments, it
made little sense for entltles not already familiar with US GAAP to fncur the considorable costs
hecessary toJearn and apply It In its cntirety. The FASB had Indicated a desire to eliminate rule-
eriented standards, and, with the Norwalk Agreement of 2002, had engaged with the 1ASB In a
process designed to achleve global convergence of accounting standards, The IASB and the FASD had
agreed to allgn their project agendas and conduct all signiflcant profects fointly. As a result, it was
anticipated that all significant new standards created by the 1ASB and the FASE would be the same,
sav only for those aspects that need to differ to achiave consistency with cach Board’s legacy
standards. If Canada Imported the detalied rules embedded In USlegacy standards by adopting US
GAAP Instead of IFRSs, It would then be faced with the offects of replacing those standards with
higher quality standards as global convergence continues.

With these factors in mind, the AcSB concluded that {FRSs were the more prudent cholce as a
replacement for existing Canadian GAAP, The AcSD also decided that publicly accountable
enterprises should adopt those standards sooner rather than later. Canadian publicly aceountable
enterprises were Increasingly borrowlng, aperating and Investing glabally, IFRSs would provide them
with better access to global capital markets and potentlally reduce their cost of capital, The AcSh
noted that the many similariths between Canadlan GAAP and IFRSs would make It easlor for publicly
accountable enterprises to move to the latter as their new basls of accounting,

The IFRS strategy

In March 2005, the ACSB Issued an Invitation te Comment on a Braft Strategle Plan, addressing all
three categories of reparting entity, that it thought struck an approprlate balance among the
tompeting legitimate needs of its stakeholders and would bost serve the publie Interest, The
proposals in the Draft Strategle Plan had previously been distussed with AcSOC at Jts

I'The tame applles to other Canadian ropartlng entitles choosing to adopt 1FRSs {see “Applicability af IFRSs to
Other Reporting Chtlties"). .
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February 10-11, 2005 rmeeting, In a public sesslon, Councll members Renerally agreed with the
AcSB's approach,

For publicly accountable enterprises, the proposal was for the AcSB to diroct its offorts primarlly to
participating in the movemont toward the global canvergence of accounting standards, In ordor to
achieve the objective of a single sot of globally accepted, high-guality acequnting standards,
Canadlan GAAP would be converged with IFRSs over g transitianat heriod expected to last five years,
At the end of the transitional perlad, entities would be required to adopt the full body of IFRSs then
In existenee as a replacemant for the Canadian accpunting standards in uge up untlt that time, A
separate and distinet Canadian GAAP would Cease to exlst as 3 basls of financial reporting for
publicly accountable entorprisos,

The AcSB thought that by previding a reasonable lead time and a clear transition plan, the costs and
disruption to affocted stakeholders would be minimizod, A flva-year transition perlod was
tonstdered to provide sufficlent timo for publlcly accountable cnterprises to prepare themselves and
users af thelr financlal statements for 1FfRSs. It would also allow other stakeholders, including
securities and financlal Institutions regulators, Actounting educators, accountancy bodies and
viluation professionals, to make the necessary adlustments to thelr processes and requirements.

The AcSB noted that some entities, Including publicly accountabic enterprises with parent
compantes already. reporting in accordance with IFRSs, might wish to adopt 1FRSs In advance of the
mandatory changeover date {|.e., the date by which an entity was required to begin reparting in
accordance with 1FRSs), The AcSe proposed to permit the earlier adoptlon of the fyll set of IFRSs,
rather than Individual standards or Inturpreratlr:ms, and Ineluded In its plans a process for making
the standards available (n Canada in a Umely fashion In order ta make this possible (sec paragraph
G5(f}). The AcSB noted that, notwithstanding its plans, entities subject to the requirements of
regulators such as the Canadlan Sceurities Administrators and the Office of the Suparintendent of

Flnancial Institutlons would need to abide by the declslons of those regulaters concerning earlior
adoptlan.

The responses to the 2008 Invitation ta Comment were generally supportive of the stratogle
directlons proposed by the AcSB, However, some respondents expressed concerns about partlculas
Aspects of the Draft Strategle Plan, including the propased adoptlon of IFRSs, For example, i number
were concerned that smaller publicly accountable enlerprises would have difficulty coplng with a
changeover ta IFRSs bocause they have fewer resources avallable to deal with the challonges. On
this polnt, the AcSB noted in its final strateplc plan for 2006-2011 that the principal issue to he
addrossed when Implementing the plan would be progress In Canada In deating with IFRS
implementatian Issues. This includad efforts by individuaf affected enterprises to plan and carry owt
necessary changes, with particular attention to the circumstances of smallor entltles, The
expectation was that smaller entities wauld tend to start their preparations for IFR%s later and
attempt to beneflt from the experlences of those that started carller. The AcSB obsorved that
smaller entltles may have loss complex buslnesses and transactlons, which would tend to simplify
the changeover. Further, It was cxpected that additional resources would become available to those
entitles through Canada’s accountlng flrms and other sources. The AcSB was aware that many
smaller entitles were serveg by audit firms other than the “Blg Four”, and worked with the
provinclal accountancy badles and the Canadlan Public Accountabllity Board to make known the
details of its IFRS conversion Implementation plan {sce “The IFRS Convergence Implementation
Plan” below), As a result, all affected entitles, Including smaller publlcly accountable enterprises,
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could make full use of the time avallable prior to the changeover date to plan and Implement Lhelr
eanversion to IFRSs, ‘

40 Another area of concern was the loss of control over Canadian GAAP by the AcSB that would result

41
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from a changeover to IFRSs, The AcSE noted that by adopting its existing dual strategy, it had
already dicided ta rely heavily on the deeislans of another standard setter {L.e., the FASE) while
continuing to participate In the development of new, high-quality standards on toples on the
common global stondard-setting agenda. The only changes resulting from IFRS convergence woulg
be In the party upon whom the AcSE was placing rellanee and the dogree of that rellance. As had
been the case with the FASE, such rellance would be offset, In part, by the assurance that could bo
placed on the due pracess af the IASE, Morcaver, the AcSB would retain the authority ta decide
what should constitute Canadian GAAP {see paragraph 4G), :

An Issue critleal to a number af majar Canadlan publicly accountable enterprises was whether a
changeover ta IFRSs would impalr thelr access to US capltal markets. The AcSB coneluded that thore
was na need for concern, By the time of the changeover, a signiflcant number of campanies from
Europe, Australia and other countrles wauld have been providing IFRS-based Information ta US
markets for several years, As a result, US markets would have some degree of famillarity with that
type of information. IFRSs and US GAAP would alsn have converged further by the changeover date,
In any case, Canadlan enterprises active in US markots have the optlen of adepting US GAAP instoard
of IFRSs, as long as securitieg regulators continue to permit this,

Some respondents gencrally in favaur of the adoption of IFRSs In Canada thought that any decision
to adopt, as well as the Viming, should be dependent on carresponding decislons taken by the US. A
number of Canadian registrants with the 5£C thought that the olimination of the requirement of
that securities regulator for fareign roglstrants to reconclle thelr financial staterments to US GAAP

should be a prerequisite for tho adoption of IFRSs, Others recommended that Canada walt to adopt
IFRSs until the US had done so,

The AcSB declded that actlons taken or not taken In the US regarding IFRSS should not be a
necessary condition for proceeding with Its strategy. Canada was one of very few developed
cconomics other than the US that had not yet adopted a formal plan to converge with IFRSs. tn fact,
there was no guarantee that the US would ever da so. The benefits of Canada adoepting IFRS: In the
timeframe proposed, as summarlzed in this documont and cxplalned more {ully In the strategle
plannlng documnents referenced In paragraph 3, were considered ta outwelgh the costs, even
without any changes In the United States. In torms of the need for Canadian entlties to reconclle
thelr financlal statements to US GAAP, the AcSB noted that while adopting US GAAP would be the
only surc way of eliminating the offoct of this requirement, this would be unacceptable to most
Canadlan publle companies. However, the SEC had been helding out the prospoct that It weuld
conslder eliminating its current requirement, but only for reglstrants reporting in accordance with
IFRSs,? Convergence with IFRSS appeared ta be tho inast promising path to eliminating, at the

carllest possible time, the need for Canadlan registrants with the SEC ta provide GAAP
reconciliations,

' The requirement was eliminated, with this conditlon, In Deeembar 2007, The rew rules took offeel in carly

March 2008,
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A specific implementation issue ralsed In the 2005 Invitatlon to Comment was the question of
whether the changeavor to IFRSs should be accormplished In 5 single step or gradually over an
extended phase-In period with multiple suecesslve accounting changes. A clear majority of
respondents preferred a one-time, single-step changeover. The AcSE had already embarked on
standard-setting projects to adopt particular elements af IFRSs or reduce differcnces botwoen
Canadian GAAP and I¢FRSs, Changes to Canadian GAAP resulting from those projects would corme
into effect before any wholpsale changrover to IFRSs, Therefars, tho changeover, whetlier sinple-

step or gradual, would apply only to those Indlvidual IFRSs that had not already been Incorporated
Into Canadlan GAAP,

In January 2006, after consldering all the Input recelved from the public and the views of AcSOC,”
the Acsh adopted its 2006-2011 Strategic Plan, including the propasals for publlely accountable
enterprises described in paragraphs 36-38. 1t then set about developing an IFRS convorgence
Implementation plan {see “The IFRS Convergence Implementation Plap” below),

IFRSs WITHOUT MODIFICATION

As the accounting standard sotter In Canada, the AcSE decldes the composition of Canadian GAAP.,
Therefore, it has the ability to amend particular aspects of an individual IFRS belore approving It for
Incorporation into the Handbook, However, from the outset, the ACSH stated Its Intent(an to bring
IFRSs Into the Handbook in full and without modification, To do otherwlse would result in multiple
and passibly canflicting versions of IFR5s globally, If enough other natlonal standard sctiers did the
same. That would defeat the RPurpose of glebal convergence, which Is to move toward a singlo sot of
high-quallty accounting standards for use throughout the world,

Mearcover, International Finaneial Reporting Standard IFRS 1 First-time Adoption of International
Financial Reporting Standards, which provides transitional puldance and rellef for entltjes adopting
IFRSs for the first time, applies anly when an entity makes an explicit and unreserved statement of
compllance with IFRSs, For thig reason, the AcSE belloves It s important that Canadfan GAAP for
publiely accountable entorprisos be the 5ame a5 IFRSs.

Consistent with the AcSB's “no tinkerlng” approach to the adoption of IFRSs In Canada, the AcSB
decided that it will generally not issuc application ar Intorpretatlve Buldanee on those standargs.
The AcSE also declded that all of It exlsting Accountlng Guldelines and Interpretative guldance
{l.e., Emerging Issues Commitioe Abstracts of Issyos Dlscussed) would cease to apply to publicly
accountable entorprises at the changeover date, The AcSB established a task force to determine if
any lssues addressed In the EIC Abstracts should be referred to the 1ASRs interpretative commmitton
the iFRS Interpretations Commlttee, or be the subject of new guldance issued by the AeSB, beeause
the lssue |5 affected by specific Canadian legal, tax, ropulatory or other tlreumstances that do not
apply In other countrios and, therefore, arg unlikely to be addresseg by the 1ASB,

’

The task force completed Its roview of all then-current EIC Abstracts In May 2008, The AcSB agreed
with the conclusion of the task foree that formal Interpretations of the issues addressed by the EIC
Abstracts would not be required for publicly accountable enterprises once [ NS5 were adopted in
Canada. Accordingly, the AcsE decided to withdraw all EIC Abstracts and not issue now
interpretatlve guldance on those ssues, The AcSB also decided the following:

&

10

These views woera exproessed ot the Councll meeting of Octohar 27-28, J005, In o publle so15lamn,
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(a) Key principles from EIC Abstracts of relevance to Canadian reporting ontities not required, or, in
some cases, not permitted to adopt IFRSs, would be considered by the AcsB when developing
- new financial reporting models for those entities {see "Definition of a Publicly Accountable
Enterprise” and "Applicabllity of IFRSs to Other Reporting Entitics” below).
{b} Te the extent that issues addressed In particular EIC Abstracts:
{I} might be helpful to the AcSB’s review of JASB exposure drafts;
({il} should be considered by the forum ptanned by the AcSB for the discussion of Tinancial
reporting Issues arising from the application of IFRSs;
() could assist in the advancement of an 1ASE project; or
(v} refate to areas In which IFRSs currently do not provide guldance and, therefore, should
perhaps be brought to the attention of the IFRS tnterpretations Committee;
the staff of the AcSB would cammunicate them to the appropriate parties.

DEFINITION OF A PUBLICLY ACCOUNTABLE ENTERPRISE

50 A key clement of the scope of the AcSB's IFRS strategy was the definition of a publicly accountable

enterprise, That definitlon distinguishes those entitics required to adopt IFRSs under Canadlan
GAAR® '

51 The AciB's definition for the term “publicly accountable enterprise” was based largely on the

corresponding definltion propesed by the 1ASB when developing Its Internationa! Fingncial Reparting
Standard for Smaoil and Mediym-sized Entities, and the experlences of the AcSB with non-publicly
accountable enterprises when developing and maintaining DIFFERENTIAL REPORTING, Section 1300,

+ In the pre-changoover standards in Part V of the Handbook. The AcSB provided Canadiang the
opportunity to comment on Its proposed definition bofore approving it for Inclusion In the Freface
10 the CICA Handbook ~ Accounting (see paragraph 76),

52 The deflnitlon first proposed by the AcSB was expliclt In scoping out public sector entitles, However,

[Fg}

o

It went on to oxplain that the CICA Public Sector Accounting Handbook deemed some such entitios,
to be publicly accountable enterprises for financlal reporting purposes and specifled that they
should adhere to the standards applicable to publicly accountable entorprises in the CICA Handbook
— Accounting, unless otherwise directed. Despite the views of same stakeholders that the CICA
Handbook = Accounting should address the applicabllity of tFRSs to public sector entlties, the Acsh
decided to remove from the defipition any mentlon of those entitics. Gavernmoents and other
“entities In the public sector refer to the CICA Publlic Seetor Accounting Handbook, not the CICA

Handbook = Accounting, to determine the basls of accounting lor purposos af thelr financlal
reporting.

Althaugh pension plans are publicly accountable, the AcSD declded that Its IFRS strategy should not
affect these reporting entities Immedlately. Sharing the views of 2 numbeor of other countries that
IAS 26 Accounting and Regorting by Retirement Benefit Plons reguires substantlal improvement, the
Acsll concluded that this IFRS would not represent an Improverment over PENSION PLANS, Section
4100, in the pre-changeover standards in Part V of the Handbook., Further, It cencluded that
internatlonal convergence in this area at this time would not provide signiflcant benefits to
Canadian penslon plans or the users of thelr financlal statements. The AcSB declded ta cncourape

L

Entitles other than publicly accountable enterprises may be required to adopt IFfSs by regulation or cantract, or
riay wish to do so for other reasons, All Canadlan reporting entities within the Ae5B's mandate are peemitted to
adopt IFRSs at any time {see paragraphs 57-61),

11
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the 1ASE ta roplace IAS 26 and set out to develop an appropriate financlal reporting maodet for use by
Canadian penslon plans in the meantime. In Aptlt 2010, the AcSB relpased accounting standards for
pension plans {Part IV of the Handboak}. A separate Background Information and Rasls for
Conclusions document sets out the AcS8s rationale for those standards. The AcS8 intends the
standards to be replacnu eventually by an Improved verslon of 1AS 76 onee it becomes avallable,

Fidueiary capacity

The AcSB's definltion of a publicly accounting enterprise Includes a criterion incarporating the
notlon of fiduclary capacity. Stakeholders commenting on an early vorsion of the definltian
requested clarificatlon of the term “flduciary gapacity”, The AcSB decided to expand the deflnition
ta expiain that an entity is not considered to hold a5sets Ina flduciary capacity If, far reasons
Incidental to a primary business, it holds and manages {Inanclal resources entrustod to 1t by clients,
Customers or members not Invelved In the management of the entity,

The definition includes a list of entitles that may hald assets In a flduclary capacity for reasons
incldental to a primary buslness and, thercfore, may not be publicly accountable, Consistent with an
amendment made by tho 1ASE to Its definition, and to assist Handbook users In understanding the
concept of “incidental to a primary business”, the AcSB expanded the llst provided In Its definiten to
include “sellers that recelve payment in advance of delivery of the poods or services such as utlllty
companles”. The AchB noted that even with the examples provided and the definitlon’s stated
eriterla, Handbook users will sometimes necd ta exerclse Judgment when deciding if a particular
entity ar entitles in a particular Industry meect the definltion of 2 publicly accountable enterprise.

The AcSB continued ta receive questions about how a partieutar entity (ar entitles In a particular
industry, far example, credit unlans and simllar organizations) could determine whether It “holds
as5¢1s In a flduciary eapacity for 8 broad eroup of outslders as one of I1s primary busingsses”,
However, the AcSB declded agalnst amending the definltion ta provide further guldance on this
Issue, Whether or nat an entity has a fidueiary responsibllity as a rosult of one of |ts primary
businesses depends on the particular entlty’s facts and cireumstances. The definition coutd not be
expanded to address all situatians, Further, amending the definition te address this lssun more
completely would rermovoe the exlsting symmetry between the AcSB's definltlon and that of the 1ASD,

The AcSB noted thot other Jurisdietions besides Canada must deal with similar lssues concerning
public accountabillty,

APPLICABILITY OF IFRSs TO OTHER REPORTING ENTITIES

By definitlan, private enterprises are not publicly accountable. Thercfore, they are not required to
adopt IFRSs. Not-for-prafit organizations are also not required to adopt IFRSs, even though all such
organizations have a form of publle accountability to the providers of thelr funding,” The Acsh
undertook separate Inltlatlves to develap appropriate financlal reporiing models for both those
sectors, and subsequently releaseg ac«:nun;lﬁg standards for private enterprises and for not-for-
profit organlzations (Parts Il and 11l of the Handbook, respectively). Separate Background

Infarmation and Basls for Conclusione doctments set out the AcSB's rattonale for each of those sets
of standargs, -

* The AcSB notes that (PRS2 are not deslgned with not-for-profit urganizations In mingd, although such
arganlzations may find them approprhute,

12
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Background information and Basis for Corclusiany

Some private enterprlses have, or may have in the {iture, an intentlon of "galng public” and wish ro
bie able to provide financlal statements preparcd on the same basis as publicly accountable
enterprlses In advance of taking that step. Some larger private enterprises might wish to meet the
reporting requirements for publicly accauntable enterprises to obtain financing or to meet industry
regulatory requirements, Similarly, large national not-for-proflt organizatlons or arganizatians with
global alfiliations sometimes carry on operatlens In a comnmerctal manner that seeks investment in
the capital markets through the issuance of deit obligations, and may also barrow from banks and
other lenders, As a result, entltics in both these soctors might wish to prepare thelr flnancial
statements using the same standards as an entity meeting the definition of a publicly accountable
enterprise Included in the Preface to the CICA Handbook - Accounting,

The Ac5B decided that, regardless of the outcome of the process 1o develop new standards for cach
of private enterprises ang not-for-profit organlzations, entities in thoge two categorics of reporting
entity should have a free cholee botween those standards and [FRSs, An entlty would make this
choice based on Its assessment of the needs of the users of its linancial statements,

The AcSB also decided that this choice should be avallable to private enterprises and not-for-profit
organizatlons not only an the mandatory changeover date speclfled In Parts I or 11 of the Handbaok,
respectively, but any time before or afterwards. The AcsB noted that, in the case of an gntity that
applies Part I or Part 1N for a time and subsequently moves to Part 1, IFRS 1 First-time Adoption of

Internationaf Financial Reporting Standards stipulates how the entity must prepare lts first financia)
statements using the standards In Part I,

References in the remalnder of this document to the adoption of IFRSs by publicly aceountable

enterprises apply cqually to private enterprises and not-for-profit organizations chaosing to adopt
Fart | Instead of Parts 1l or 111, respectively.

THE IFRS CONVERGENCE IMPLEMENTATION PLAN

Executlon of the IFRS strategy for publicly accountable enterprises required the AcSB to make IFRSs
avallable in Camada as early as possible before danuary 1, 2011, When considering how best to
achleve this, the AcSB declded against simply rescinding the exlsting Canadian accounting standards
applicable ta publicly accountable enterprises, and Instructing those entities to apply IFRSs as lssued
by the 1A58 and found In its Bound Volumes of IFRSS, Doing so would nat fulflll the Acst’s
responsibllity to provide, as part of Canadlan GAAP, a set of accounting standards for use by this
category of reporting entity,

Tho AcSB also noted the many requirements in Canacllan legislation and eommerelal contracty to
prepare financlal statements in accordance with Canadlian GAAF, including the accounting standards
in the CICA Handbook (or other words to that effact). Having those roferences removed by the
appropriate partles and replaced by a direct reference to IFRSs wauld be a difficult and time-
Consuming procoss,

nstead, the AcSB decided to incorporate IFRSs {excluding the tnternational Financig! Reporting
Standard for Small and Medium-tlized Entities) inta the Handbook as a replacement for the Canadlan
standards then applicable to publiely accountable cnterprises. Thus, IFRSs would become Canadian
GAAP, alonig with the standards In the other Parts of the Handbaook, However, the AcSB's ultimate

objective was lor enterprises to be able to report compllance with IFRSs, as wall as with Canadian
GAAP,

13



Adaphion of Internations! Finangial Hoporting Stendards

" 65 In January 2006, the Acsh atlopted an Implementation plan far Incarporating IFRSs, as lssued by the
IASE, Into Canadian GAAP over the transitional perlod. The major components of this plan were as
follows: ‘ '

14

{a)

(b)

(d)

{e)

(n

Standards newly developed by the IASB that were cenverged with standards issued by the FASR
wauld be adopted in Canada as they were issued. This waould reduce the number af IFRSs
differlng frorm Canadian GAAP at the changeovor date and, therefore, Lhe depree of changn
required to be made by Canadlan Chtitles,

The AchB would adopt a policy of nat imposing changes to standards that might requlre
extensive systoms changes or information gathering that would become redundant at the
changeover date, Accordingly, the Acs3 generally would not adopt any new FASE requirements

-If they created a new conflict betwoen Canadian GAAP and IFRSs.

The AcSB would also ptan not to adopt IFRSs during the transitional perlod that would create
new conflicts with US GAAP, However, If the |ASA thanged a standard with the result that no
such conflict was creatod, the Acss might conslder adopting the now IFRS durtng the transitianal
perlod I it enhanced the quality of Canadian GAAP,

Some Canadlan standards, such as those addressing impalrment, variable interest entitles any
transfers of receivables, had ahigh degree of similarity to their US counterparts, but were
difforent fram IFRSs. If the FASE changed any such standards, the AcS8 would consider ity
course of action on a case-by-cese basls. In dolng so, it would balance transitional Issucs (such as
the daslre to avold mare than one change to GAAP whenover passible) with the enhancement
offered by the change the FASD had adopted and the lifespan of any such change if incorporated
Into pre-changeaver Canadlan GAAP. The consequences of not adopting the revised FASE
positlon and the effict that would have an reconclling items for Canadlan registrants with the
3EC would alse be congiderpd,

Differences between exlsting Canadlan standards and thelr IFRS counterparts would cause
changes for ontlties when they adopted IFRSs. A comparison of the two sets of accounting
standards performed by the Adsn staff, and made avallable on the AcSB's website, assisted In
the fdentification of the standa:rds lkely to cause the most signlflcant changes. Durlng the
transitional perlod, the AcSE would attempt to reduce the significance of such changes in a
varlety of ways, Including possibly approaching the tASE o request that particular subjects
becorme part of its agenda. When the Ac30 declded that an IFRS was of higher quallty than the
exlsting corresponding Canadian standard, It might Initiate its own project to bring Canadian
GAAP closer ta the IFRS before tho changeover date. The AcSH's IERS Advisory Cormmittee,
cstablished to assist with the assessment of technlcal issues assoclated with the maove ta IFRSs,
would contrifzute to the Ac5B’splans for mitigating the challenges posed by the steniflcant
changes discussed above, |

Due process requiros the Acss to expose, for public comment, all proposed changes to the
Handhook. Accordingly, the AcSE has a responsibility to expose IFRSs in Canada before
approving them for incorporation Into the Handbook. The AcsB planned to approve IFRSs well in
advance of the changeover date, whon they would become effective. Once approved, the
standards would be incorporntéd into the Handbaok, serving as a benchmark of the standards
and interprotations to be adopted at the changeover date, This benchmark would allow entitles
to become famifiar with IFRSs and begih the selection of their past-changeover accounting
policles. It would also make Posslble the earlier adoption of |FRSs Ly Canadian entitles,
Paragraphs 73-81 doseribe the approach taken by the Acsh to cxposing IFRSs In Canaga.

{FR3s might change both before the ehangeaver date and afterwards, in which case the AcSB
would lssue corresponding oxposure drafts to incorporate the changes into Canadian GAAP, This
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would ensure that, at any point in time, the Handbook In¢luded the mast curront version of

[FRSS.

Throughout the transitional perlod, the AcSB would monitor Canada’s progress inimplementing

the [FRS convergence strategy, and the readiness of the investar and bhusiness communitics, The

manltoring process would include a “progross review”, within 24 moenths of the publication of
the 2006-2011 Stratepic Plan, Intended to identify and assess any new infarmation or new issyes
that would affect the Implementation of the strategy (see “Progress Review" bolow).

(i} Communications would be an important part of the Implementation plan. The AcSB would
update the plan perlodically to inform stakeholders of the progress of the Implementation of
IFRSs for publicly accountable enterpriscs. it would also:

() contlnue to distrlbute a series of bulicting to senlor executives in business and government
and other Interested parties to make them aware of the AcSB's 2006-2011 Strategic Plan;
(I} continue ongoing communlcations with other stakeholder groups;
(it} communicate with gavernments and other regulatory badies throughout the transition
process to obtain their Imput and to enhance thelr understanding of the process, thereby
Impraving the understanding of thelr stakehalders;” and

{ivl consult with Its advisory committecs throughout the process to ensure optimal
communlcatlons with stakehaolders.

—
o

56 Events rclating to the execution of the AcsB's IFRS strategy transplred largely as planned,

Deliberations and declsions of the AcSh relating to some of thosy events are described in maore
detali below.

PROGRESS REVIEW

67 The progress review mentioned in paragraph 65(h) began in 2007, The AeSB made clear that the
purpose of thls review was not to develap a new or slgnlflcantly revised strategy, nor to provide an
oppertunity for those who disagreed with the [FRS canvergence stratepy to rolterate thelr views,
The AcSB would only consider the posslbllity of a change In strategic direction In the unlikely cvent
ef a fundarnental charge In circumstances ncgating the rationale for the strategy, Rather, the results

of the progress review were used to fine-tune and finalize the IFR3 convergence implementation
plan, including the changeover date,

68 The progress review considerod the following factors:

(A Frogress made in Canada in cstablishing the infrastructure for IFRS implementatlon. This
Included efforts by individual affected enterprises to plan and earry out neeessary changes.
Particular attentlon was given to tho clrcumstances of smallsr publicly accountable enterprises.
The review alse considered preparedness in various processes that support the application af
Canadian GAAP, suci as professional disciplinary and Inspection systems, market regulation
systems and education programs,

(b) Any slgnificant difficultics uncountered In the Initial adoptian or ongolng application of IFRSS in

the European Union, Australia and other countrles that the AcSE should conslder when finalfzing
the changeover date, '

7 Reyulatory bodles with which the AcSD cammunlicatod lncluded the Canadian Securltlas Regulators, the Office of
the Superintendent of Financial Institutlons and Canada Revenue Agency, the latter with regords to the potential
income tax Implleations of the [FRS strotegy,
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{c} The abllity of the IASB to contlnue to develop high-quality standards that aro accepled as
contributing to the Improved functioning of glohal capital markets,

The A¢SB made available, on Its website, reports on the seope and purpose of the progress revigw,
the eriteria for assessmant and the infarmation considored when conducting the review. A ‘
preliminary report on the progress review was discussed with AcS0C at its October 25-26, 2007
meeting, in a public session. The AcSE then issued the preliminary report at the end of October, A
final report followed in February 2008. '

Although acknowtedging challenges and coneerns [n each of the areas identified In paragraph G5,
the AcSB concluded that rono warranted a defay In settlng the changeaver date, At its February 7-8,
2008 meeting, In a public session, AcSQC was asked to provide advice on any additional matters the
AcSB should take into account before finallzing the changeover date, The Council was satislicd that
the AcSB had fallowed due pracess In setting the changeover date and apreed with the decision to

conllrm the 2011 changeover, Many stakeholders agreed, and urged the Acsh to sof the changcover
dato Immediately,

On February 13, 2008, In 3 media release, the AcSB confirmed that publlely acenuntable profit.
orlented enterprises were expected to prepare thelr first financial staterments in accordance with
IFRSs for interim and annual financlal statements relating to annual periods beglnning on or after
lattuary 1, 2031, This pravided entitles the cortalnty they needed to plan for the changcaver,

In November 2008, AcSOC reviewed developments to Improve financlal reporting In lipht of the
recent global finanelal turmoll. Councl| members reconfirmaed their support for the AcSH's IFRS
strategy. In a media release, the Chalr of AcS0C noted that the need fgp 3 single set of high-quality,
globally accoptod accounting standards, developed by an independent stangard setter, had never
been more ovident than under current conditlons in glabal ¢apltal markets,

EXPOSING IFRSs FOR PUBLIC COMMENT IN CANADA

The AcSB planned 1o expose the IFRSs to be Incorporated Into Canadlan GAAP as a resylt of the
actlons deserlbed In paragraphs &65(a} and (c) Individually, elther at the same time they wore
exposed by the 1AS8 or as docided by the AcSB. That left the remainder of the body of IFRSs In
exlstenee at the changeover date to be exposed some time bolorchand, Due to the valume of
standards to be exposed, the Acss declded that would best e achleved through a serics of omnlbus
exposure drafts, Each exposure draft would Inelude a number of IFRSs for public comment,

The first Exposure Oraft, "Adopting IFRSS In Canada,” lssued in Aprll 2008, expesed for publle
comment In Canada the IFRSs included fn the IASR's 2007 Bound Velume of IFRSs, "Adopting IFRSs in
Canada, II” followed In March 2009, It expased changes made to IFRS: afrep the 2007 Bound volume
and ineluded In the 2008 Bound Volume, The AcSB lssuog its third and final Exposure Draft of IFRSs,
“Adopting IFRSs In Canada, II," In October 2009, That Exposure Dralt exposed 15 amendments to
IFRSS or hew interpretations, as well as bwo [AS8 oxposure drafts not proviously published In
Canada.

5 The key question posed by each of the Exposure Drafts was whetheor the IFRSs being exposed would

produce Inapproprlate results |f applled In Canaca, dospite the 1ASa's due process and accoptance of
the standards in ather countries, Comment was also saught on several key Issues associated with
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adopting IFRSs, Including Interpretations of thoge standards and the application of IFRS 1 Flrst-time
Adoption of interngtional Financial Reporting Standards by Canadian first-time adopters.

76 The Exposure Drafts also provided stakoholders the oppartunity to provide their views on a draft
Preface to the Handbook as it would appear ance restructured to accommodate the varlous sets of
standards applicable to different categorics of reparting entity, Among ather things, the draft
Preface Included tho AcsB's proposed deflnitian of a publicly accountablpe enterprise (see
paragraphs 50-56).

77 A substantial majorlty of respondents to the AcSB's three orpnib:us Exposure Drafts of IFRSS
Identifled ro standards that would produce Inappropriate results If applied In Canada. However,
stakehalders of two particular Industry Ereups — Investinent companics and entities with rate-
repulated activitles — oxpressed concerns about being requiredito apply IFRSs as they currently
exlsted. lnvestment companies thought It Inappropriate to consolidate tholr cantrolling interests In
Investees, as required under exlsting IFRSs. They wished to retaln their current abllity under
Canadian GAAF to measure controlling interests at fair value Instead, Entitios with rate-regulated
activities warre congerned that, unlike Canadian and US GAAPR, iFRSs digd not address their specifis
circumstances. They were uncertaln of thelr ablllty te continue-to recognize assets and Habllitics to
reflect the effects of rate regulation, and of what to do with regulatory assets and regulatary
labllities an their balance shoots at the changeover date, ‘ '

78 The AcSB declded against rernoving efther of theso two Eraups from the scope of its |FRS strategy,
mest probably by adjusting the definttion of a publicly accountable enterprise, Instead, It declded to
monitor ¢losely ongoing IASB projects affecting the groups and to consider action in the future If

necessary. In the meantlme, the AcSB and its staff woarked dlligchtly with these sectors and the 1458
to understand and reselve thelr [ssues,t '

79- At Its December 10, 2009 meeting, the AcSB concluded that, In llght of the comments recolved on all
three omnibus Exposure Drafts of IFRSs, It should proceod to Incarporate the {FRSs exposed inta
Canadian GAAP as planned, The AcSB also decided it was unnecessary for it to provide
interpretative guidance In addition to that included In the IFRSs, 'or to seek amendments ta IFRS 1
First-time Adoption of international Elnancial Reporting Standards to facllltate the transition to

IFRSs, beyond those already sought by the AcSE staff (see “IFRS 1" below). Finally, the AcSB finalized
its definition of a publicly accountable enterprise, 3

20 With the omnibus exposure draft process completed, the AcSB continued with the process it had
already begun of exposing all 1ASB proposals concurrently in Canada threugh corresponding AcSB .
exposure drafts, That process wauld permit real-time updates of IFRSs in the HandbLook.

Languageo

81 Prior to adopting Ity 2006-2011 Strategle Plan, the AcSE had 4 d@e pracess policy of Issuing all
exposure drafte and final standards In both English and French. The texts of the standards have
equal authority In both languages in Canada. The AcSE wished to maintain its bilingualism policy ps

" In September 2010, the ACSB announced a deferral of the mandatory date for adoption of [FRSs by qualitylng
entlties with rate-regulated activities, and by Investment companles apd segrepated accounts of life insurance

enterprises. Separate Background informatlon and Rasis Tor Conclusions documents provide the AcSt's rationale
tor those deferrals,
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part of its IFRS stratopy, oven though the approved toxt of any discussion document, exposure draft
oF IFRS lssucd by the 1ASB is in Engfish anly. As stated In the 1asn%s Preface to International Financial
Reporting Standards, the 1ASD may approve translations in other languages, provided It is assyred of
the quallty of the translation, It may also llcensg ather translations, Durlng the transition period, the
ACAR went to great offorts to provide the IASB with timely, high-quality Freneh translations of all of
that Board's exposure drafts and final standards. The AcSB Is working to ostablish 2 mare permanent
arranpemaont for French transiatlons of 1A5E doctmonts that meets the needs of Canadlans and is
acceptable ta the 1ASR, :

IFRS 1 .

The ACSE noted the Importance of IFRS 1 First-time Adaption of International Fingncial Reporting
Standards to fiest-thne adopters of IFRSs in any Jurisdletion and instances where additjonal
trarizitional roflef might e necessary to deal mare elfectlvely with the circumstancaos of Canadlan
first-time ndfopters. The AcSB consldered developlng a Canadlan version of [FRS 1 to be used along
with, o7 In place of, the International standard, However, It decided against that approach because it
would not provide a basls for Canadlan entities to claim Full compllance with IFRSs a5 Issued by the
IAS8 {sce paragraph 47), ‘ :

The AcS8 also considered, but rejected, restricting the abllity of Canadlan entities to apply the full
range of aptlons included In |FRS 1.upon transition to IERSs, Some of thesc options are botter suited
to entitles following a pre-changeover matlonal GAAP that Is sebstantially less wel| developed than
Canadian GAAP. However, the AcSH wished to avald the possibllity of Canadian entities belng at a
dlsadvantage compared with thelrcounterparts In ather Jurlsdictions with no such restriction.

The AcSB decided to approach the EIASB wIith a request to amend IFRS 1 1n arder to make It marg
useful te Canadlan entities and entltles In other cauntrles adopting IFRSs for the first time inar
areund 2011, \n December 2007, the AcSB stoff posted to the AcSH's wobsite an invitation to
stakeholders to submit suggestlons for posslble modifleations to (RS 1, These considored to have
merit were Ineludod In g written Proposal ta the 1ASB, and resulted In several amendments to 1FRS 1
benefiting Canadian first-time adopters. Twa of those amendments Invalved expanding IFRS 1 to
irtlude deemed cast exemptions bencfiting Canadlan first-time adopters In the oil and gas Industry
uslng the full cost accounting method, and entltles with rate-repulated activitios. The staff of the
ACSB worked closely with each of these sectors to ensure the valldity of the [ssues they ralsed, ang
with the IASE to ensure It understood the ratlonale far the amendments betng requested and the
need to amend IFRS 1 1n a timely manner.

Tho AcSE's omnibus Exposure Drafts of IFRSs provided stakeholders with furthar opportunitios to
suggest possible modifications to IFRS 1 in respect of the IFRSs Includod in the partleular Exposure
Draft. Based on the responses recelved, the AcSB decided that no additianal amendments to IFRS 1
before the changoover date were warranted solely to accommaodate Canadlan first-time adapters,

ADVANCE DISCLOSURES ABOUT IFRSs

As noted In paragraph 68(b), when tonducting Its progross review, the AcSB considered the
cxperlences of countries that had afrc-ady adopted IFRSs, ACSB staff reviewed studies of the
adoptlon of FRSs in such cauntries, as well as general business media reports published In the two
years leading up to the progress review. Also, the AeSB Chair and staff met with ather national
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standard setters, securities regulators and representatives of major accounting firms ta enquire as
I
to thelr experiences with the adoption and application of IFRSs.

Although IFRS adoption In other countries seemed to have gone smaothly, some executives in
Europe and elsewhere expressed concern that adoption of IFRSs was costly and made it more
difficult for entities to explain their financlal results. The costs td'conwert accounting systems can be
oxtensive, and the benefits {including reduced costs of capital) a:re often harder ta ldentily and da
not arlse until later. It was the experience of thuse executives that communication by entitles about
the effect on finanelal reporting of the transition to IFRSs had been bemeficial In alding the
understanding by users of financfal statements, This suggested to the AcSE that Canadian ontltics

- should pay attentlon to management discussion and analysis (which Is not provided as widely in

other Jurisdictions as In Canada) and other supp|ementary disclosures as the vehicle for conveylng
thelr perspectives on the adoption of IFRSs. This abservation was included In the AcSB's final report
on its pregress review, The experlences of other countrics with advance disclosures about IFRSs
were consistent with the views cxprossed by analysts the AcSB cansulted on this topic. Those
stakeholders emphasized the fact that the markets do not like "sUrpriges”,

The A58 alsa discussed with the Canadian Securitics Adminlstratars the importance of "markat
grooming” disclosures {i.c., disclosures by an entity Intended to provide financial statement usors
wilth a general understanding of the future effectsof adopting IFRSs). The AcSB supparted the pians
of the Canadian Securitics Administrators to issue guidance an this [ssue and concluded that such
guldance, even though outside an entity’s financial statermnents, would provide the necessary
disclosures by entitics subject to the requircments of the securitles regulators. The AcSB thought it
unnecessary to develop similar reguirements for the limited number of publlely accountable
enterprises not subject to such requirements, ‘

ACCOUNTING CHANGES, paragraph 1506,30 In the pre-changeover standards In Part V of the Handbook,
requires that an entity disclose information relating to a now primary source of GAAP that has been
issued but s not yet effective and that the entity has not yet applicd. The AcSB intended this
requirement te apply ta a change In an individual accounting sta:ndard withln the pre-changeover
standards and not to the wholesale replacement of 5 complere set of standards, as would oceur at
the IFRS changeover date, In June 2005, the AcSB Issued an amc;ndment to the scope of Sectlon
1506 [n order ta make clear that Intention. :
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