Managing the Transition
to IFRS: Moving forward

January 2009

KPMG IN CANADA

AUDIT = TAX = ADVISORY




P




Managing the Transition to IFRS: Moving forward 1

Moving forward to your IFRS changeover

Time is passing quickly for Canadian enterprises moving to IFRS.
Important deadlines are approaching. Conversion plans need to be
flexible — the path to 2011 is unlikely to be straight and smooth.

How is your enterprise keeping pace?

Most Canadian publicly accountable enterprises that will
adopt IFRS are recognizing how much work is required to
make a successful changeover to IFRS. Nearly 3 years
have passed since the initial announcement in January 2006
by the Accounting Standards Board (AcSB). It has confirmed
that IFRS will become Canadian accounting standards on
January 1, 2011, so no one should count on delays.

Although 2 years remain until IFRS goes live in Canada,

to be ready to create a January 1, 2010 opening balance
sheet, your real deadline is December 2009. For public
companies, progress on their journey will increasingly be
in the public domain. The Canadian Securities Administrators
(CSA) expect that, beginning no later than in the 2008
annual Management'’s Discussion and Analysis (MD&A),
companies will tell investors about the key elements and
timing of their IFRS changeover plans. Investors and other
stakeholders will be comparing a company’'s MD&A
disclosures with those of its competitors and IFRS peers.

As a further complication, for many enterprises, the path to
IFRS will be neither straight nor smooth. Most enterprises

Timeline for Canada’s adoption of IFRS

IFRS opening
balance sheet

2008 annual MD&A

are travelling a route with intersections that offer choices
for reaching the final destination as well as stretches of
road that are still under construction.

What challenges should your enterprise’s plan anticipate?

deciding whether to move to IFRS on January 1, 2011,
or earlier

e for Canadian SEC registrants, deciding whether to
report in IFRS or US GAAP

adapting to ongoing changes to accounting standards —
not only within Canadian GAAP but also changes to
IFRS that extend into 2012 and beyond

dealing with implementation issues arising from a
complex project that has impact throughout your
organization.

How are you progressing?

Your enterprise’s opening IFRS balance sheet is less than
a year away. Given the potential enterprise-wide impacts

of adopting IFRS, how effectively are you making progress
towards the changeover to IFRS?

First annual financial statements
(with IFRS comparatives)

Last reporting under
Canadian GAAP

IFRS go-live

IFRS comparative figures
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Ongoing annual and interim disclosure on
IFRS changeover and its effects
(Begin no later than annual MD&A 3 years

Calendar year periods before changeover to IFRS)

beginning January 1
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Confirming your preferred path

Resolve the timing of your changeover to IFRS.

Will you move in 20117 Might an earlier change be worthwhile?

Or, should US GAAP be your preferred option, at least for the

foreseeable future?

When should you move to IFRS?

Most enterprises consider that meeting the 2011 IFRS
changeover deadline will be enough of a challenge.
Others may want to investigate the pros and cons of
moving early.

In June 2008, CSA staff indicated that, on a case-by-case
basis, they would consider granting exemptive relief to
domestic issuers and allowing early adoption of IFRS
for financial years beginning on or after January 1, 2009.
The CSA expects that a company considering the possibility
of adopting IFRS before 2011 will

e carefully assess the readiness of its staff, board of
directors, audit committee, auditors, investors, and
other market participants to deal with the change

e consider the implications of adopting IFRS before 2011
on its obligations under securities legislation, including
those relating to CEO and CFO certifications, business
acquisition reports, offering documents, and previously
released material forward-looking information.

Only one Canadian company, Thomson Reuters, has
sought and obtained permission to adopt IFRS effective
January 1, 2009, and is pursuing that timing. This company
has been reporting in Canadian GAAPR IFRS and US GAAP
because it has stock exchange listings in Toronto, London
and New York. The CSA has given another company
exemptive relief for early adoption, but it indicates that it
intends to early adopt in 2010. Other companies also
suggest that they plan to seek permission to adopt IFRS
before 2011.
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Who might consider adopting IFRS before 2011?
Some companies may still be considering the option of
early adopting for 2010. Potential candidates might include:

® a company already reporting under IFRS to a parent
company or major investor overseas

e an enterprise with significant foreign operations already
reporting under IFRS for statutory filings

e an SEC foreign filer (can file IFRS financial statements
without reconciling to US GAAP)

* a development-stage enterprise for which IFRS and
Canadian GAAP may pose minimal differences

e an enterprise planning an IPO before 2011.

Is early adoption possible or worthwhile?

For federally regulated financial institutions (FRFls), the
path to early adoption has already been closed. OSFI| has
announced that early adoption will not be permitted for
FRFls, whether publicly-listed or not.

For some entities, other regulatory or legal requirements
may also rule out early adoption in 2009. For example, an
enterprise may have debt agreements and other contractual
arrangements that specifically require Canadian GAAP
financial statements.

For those entities wanting to avail themselves of the
potential additional IFRS 1 exemptions being proposed by
the IASB, such amendments will not be issued until later
in 2009 and could not be incorporated into their transition
balance sheets.

Base your decision on whether to early adopt on your
enterprise’s particular facts and circumstances — there is
no “right approach”.



Options for SEC registrants

Current Canadian SEC registrants have more complex
options, but they too should be resolving which route
they will follow.

The CSA is proposing to continue to permit Canadian SEC
registrants to file domestically in Canada full US GAAP
financial statements. Such entities reporting under US
GAAP would not be required to adopt IFRS in 2011. Any
Canadian SEC registrant can therefore consider whether
to adopt IFRS or US GAAP as its primary basis of accounting,
and, within limits, when to do so.

While the CSA currently allows Canadian SEC registrants
to make this choice, the SEC will ultimately decide whether
the US will also move to IFRS. Carefully consider that
possibility if your company is considering the adoption
of US GAAP instead of IFRS. The SEC has proposed a
“roadmap” outlining the “milestones” against which it
will monitor IFRS. If sufficient progress is made by 2011,
the SEC indicates it would consider adopting final rules
requiring US public companies to use IFRS, on a phased-
in basis, beginning in 2014. It may also permit early adoption
(for fiscal years ending on or after December 15, 2009) by
a very limited number of US companies that are “among
the largest in their worldwide industry and whose industry
uses IFRS more than any other set of standards”.

Thus, all roads may eventually lead to IFRS. For a Canadian
company that is an SEC registrant, how long US GAAP
will continue to be an option is likely to remain unclear
until at least 2011.
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If you still wish to explore using US GAAP as an option
for your company, do so quickly. Making a timely decision
will help you to avoid losing valuable time from your
conversion project. In choosing between IFRS and US
GAAP consider such factors as

e your company's business strategy

e its anticipated capital requirements, now and in the
future

e reporting requirements for any subsidiaries and the
resulting overall efficiencies in financial reporting

e the financial reporting choices of your peers and
competitors.

If you are weighing your reporting options, KPMG can
assist you to evaluate whether and when to adopt IFRS or
US GAAP Several KPMG publications may also be helpful
to you: Managing the Transition: Special consideration for
SEC Registrants; IFRS compared to US GAAP: An overview;
and /IFRS compared with Canadian GAAP: An overview
(Second Edition 2008/9).
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Planning for ongoing changes to
accounting standards

Neither Canadian GAAP nor IFRS will remain static
through 2011 and beyond. Do your changeover plans
effectively anticipate ongoing standards changes?

For Canadian enterprises, the road to IFRS will be neither straight
nor smooth. Changes to accounting standards come from two
primary sources:

e Canadian standards will continue to change as the AcSB
incorporates certain IFRS standards into Canadian GAAP,
This process may reduce some of the differences from IFRS
before Canada's 2011 changeover date.

* New and amended standards from the International Accounting
Standards Board (IASB) will affect Canadian enterprises, both on
transition in 2011 and afterwards.

Canadian GAAP standards converging toward IFRS
before 2011

Some Canadian GAAP standards have already converged with
IFRS — inventories and financial risk management disclosures.
While the new Canadian standard for intangible assets that
recently became effective is “almost IFRS”, enterprises need to
plan for some additional changes required in 2011 to eliminate the
few remaining differences in this area.

The AcSB does plan to revise three significant standards before
2011. However, other than earnings per share, the revised standards
are not expected to be effective before January 1, 2011. The AcSB
will permit entities to early adopt these new standards, giving
them the opportunity to reduce differences from IFRS prior to their
changeover. The three proposed new standards are:

e pusiness combinations and non-controlling minority interests
e joint ventures
e earnings per share.

Canadian enterprises need to understand how these revised
Canadian standards will affect them, what options to consider, and
how conversion plans should address the elements that will change.
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The AcSB has concluded that, before the 2011 changeover,
it will not incorporate into Canadian GAAP the IASB's
anticipated amendments to the accounting standards for
income taxes and discontinued operations. Because the
income tax standard will affect most Canadian enterprises,
we consider it in more detail on page 12.

Business combinations and non-controlling interests
Canada’s proposed new business combinations standards
have been developed in conjunction with new converged
standards issued by the IASB and the US Financial
Accounting Standards Board (FASB). The proposed
Canadian standards and the issued IFRS and US
standards are, however, not identical.

These proposed amendments to the Canadian standards
significantly change the accounting for business combinations
and non-controlling interests, and will affect how certain
transactions are structured. The new standards will require

e most identifiable net assets acquired in a business
combination to be recorded at “full fair value”

e non-controlling interests to be measured at either “full
fair value” or at its proportionate interest in the values
assigned to the identifiable assets acquired and
liabilities assumed

Will the new business combinations standards affect you?

KPMG's publication, New Accounting for Business
Combinations and Non-controlling Interests, provides
more information on

e the acquisition method used in accounting for business
combinations

e examples of the required accounting

e special considerations for particular types of transactions

e differences from previous Canadian GAAP as well as IFRS
and US GAAP

e comparing the new IFRS with the proposed new
Canadian standards

e first-time adoption elective exemptions to consider.

© 2009 KPMG LLP, a Canadian limited liability partnership and a member firm of the KPMG network of
independent member firms affiliated with KPMG International, a Swiss cooperative. All rights reserved

e non-controlling interests to be reported as a component
of equity, thus changing the accounting for certain
subsequent transactions with non-controlling interest
holders, such as acquiring or disposing of non-controlling
interests without gaining or losing control

e some transactions currently accounted for as asset
acquisitions to be within the scope of business
combination accounting, under an expanded definition of
a business that now includes development stage entities.

The AcSB expects to issue the final Canadian standards
in the first quarter of 2009. It decided, however, that the
new Canadian standards should be made mandatory for
fiscal years beginning on or after January 1, 2011, with
earlier adoption permitted. For an organization undertaking
an acquisition in 2010, early adopting these proposed
Canadian standards could help to minimize the adjustments
required for the acquisition on changeover to IFRS, as
business combinations occurring after January 1, 2010 will
be required to be restated on adoption of IFRS. However,
the proposed Canadian standards are not identical to IFRS
and, if early adopted, remaining IFRS differences will need
to be adjusted when they fully adopt IFRS.

Joint ventures

The AcSB is taking steps to converge Canadian GAAP
with the proposed amendments to IFRS for joint ventures.
The main change proposed is to require the use of the
equity method in accounting for joint venture entities,
rather than the current requirement to proportionately
consolidate such entities.

Earnings per share

You should also be monitoring the AcSB's plans to align the
existing Canadian accounting standard for earnings per share
with the recently proposed amendments to the equivalent
IFRS standard. The AcSB intends that the proposed new
standard on earnings per share would become effective in
Canada at the same time as required by the IASB, which
may be prior to the changeover to IFRS. For most enterprises,
adopting this new standard would be unlikely to require any
changes to accounting systems and processes.



IFRS — A moving target

Pay attention to the activities of the IASB! It is really
the major source of new or amended standards and
interpretations that can affect your conversion efforts.

Some changes, such as potential amendments to IFRS 1
First-time Adoption of IFRS, should be issued in final form
in the latter half of 2009 and become effective for Canada’s
transition to IFRS. According to the IASB’s ongoing work
program, other standards may be issued in 2010 and
2011, and such standards are likely to have effective dates
of 2012 and 2013. It is unclear whether these standards
will permit Canadian companies to early adopt them on
transition to IFRS.

Be sure to monitor these international standard-setting
activities, because changes can affect your detailed IFRS
impact assessments and, thus, your conversion plans.
If you have not been following the recent developments
in the IASB work plan, get started now.

Potential amendments to IFRS 1
IFRS 1 provides transitional rules and guidance for entities
adopting IFRS for the first time.

The AcSB, with the help of the Canadian IFRS Advisory
Committee, identified areas believed to require additional
relief for Canada'’s transition to IFRS. After pressure from
Canadian standard setters, the IASB agreed to propose
certain amendments to IFRS 1. In September 2008, the
IASB issued Exposure Draft (ED) Additional Exemptions for

IFRS 1 - What does it require?

IFRS 1 First-time Adoption of IFRS requires an entity to
prepare its opening IFRS balance sheet in accordance
with those IFRSs that will be effective at the reporting
date for the entity’s first annual IFRS financial statements
when the entity first adopts IFRS, being December 31,
2011 for calendar yearend companies.

While IFRS 1 generally requires retrospective application
of those IFRS standards on first-time adoption, it provides
limited exemptions from this requirement in specified
areas where the IASB believes the cost of retroactively
restating is likely to exceed the resulting benefits to users
of financial statements.
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First-time Adopters — Proposed Amendments to IFRS 1.
Subject to the comments received from the ED, a final
standard is not expected to be issued until the second half
of 2009. However, once issued, early adoption of this
standard will be permitted.

If approved, the proposed amendments could benefit
Canadian first-time adopters in two specific areas:

e Qil and gas industry — A first-time adopter using full
cost accounting would be allowed certain elections,
subject to impairment testing and specific disclosures.

e Rate-regulated operations — A first-time adopter would
be allowed to use, as its deemed cost under IFRS at
the transition date, its Canadian GAAP carrying amount
of property, plant and equipment used in operations
subject to rate regulation. However, the exemption
would be available only if it is impracticable to either
retroactively restate the carrying amount of such assets
under IFRS or determine the fair value of such assets at
the transition date. An entity is required to apply this
election on an item-by-item basis.

If your enterprise is affected by these proposed changes,
you are strongly advised to continue moving forward on
your conversion projects and not to delay until these
potential IFRS 1 amendments are ratified later in 2009.
Rather, build contingencies into your conversion plans in
the event that the requested amendments are modified
or not completely approved by the IASB.

No further relief likely for arrangements containing a lease
Initially, the AcSB had hoped that Canadian companies
would also benefit from an amendment in a third area —
arrangements containing a lease. Canada had been pushing
for a further amendment that would have allowed Canadian
companies to avoid reassessing arrangements that were
previously assessed under our “equivalent” Canadian
GAAP standard.

The final ED does include a proposed amendment to the
existing IFRS 1 elective exemption in this area. However,
in its current form, the proposed amendment would
provide no additional relief to Canadian companies. The
wording in the final ED suggests that the “equivalent”
Canadian GAAP interpretation (EIC-150) would need to
have identical transitional provisions as the IFRS
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interpretation (IFRIC 4). Unfortunately, this is not the
case. As a result, no further relief, other than that already
provided in IFRS 1, will likely be available to Canadian
companies.

Does your enterprise have arrangements containing a lease?
You will need to assess the merits of two approaches:

e evaluating existing arrangements, including those
previously assessed under EIC-150, based on facts
and circumstances as at the transition date, or

e simply evaluating those arrangements not previously
assessed under EIC-150, based on facts and
circumstances at the inception of the arrangement.

In deciding the preferred approach for your enterprise,
consider the volume and age of the arrangements you
have in place and the difficulty of making this assessment
at the earlier date. Also factor in the likelihood that you
might reach a different conclusion if you re-evaluated
these arrangements at the transition date.

Changes to IFRS and interpretations during changeover
The IASB’s work program shows several important IFRS
standards to be issued in 2009, with others coming during
our changeover in 2010 and 2011. Standards issued in
2009 may well be effective in 2011, thus affecting enterprises
on adoption of IFRS. However, those issued in 2010 and
2011 will likely have effective dates of 2012 and 2013.
Some of these projects involve complex topics,

How can KPMG help?

KPMG can assist you in

e keeping abreast of accounting standards changes and
understanding how they may affect your enterprise.

e analyzing the pros and cons of the IFRS elective
exemptions available to first-time adopters.

e exploring whether to early adopt a specific IFRS
standard and avoid further accounting changes shortly
after you first adopt IFRS.

4

For more information, refer to “KPMG's IFRS resources’
near the end of this publication.
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however, and many recent IASB projects have experienced
repeated delays. The timing for issuing the final standards
is therefore not certain.

Canadian enterprises should note that certain proposed
amendments to IFRS standards will introduce further
differences from Canadian GAAP in recognition and
measurement. Other amendments will or may eliminate
some existing differences.

Two significant proposals in the pipeline for 2009 may
well affect enterprises on adoption of IFRS:

e Consolidations — The IASB proposes a single control
model to be applied to all entities, including special
purpose (structured) entities, but the proposed new
standard is not designed to converge with US GAAPR
The ED sets out new criteria for the determination of
control, which focuses on the power of the reporting
entity to direct the activities of another entity to
generate returns for its benefit.

e Discontinued operations — As part of a joint project with
the FASB, the IASB proposes to amend the definition
of discontinued operations and also requires additional
disclosures related to disposals of components of an
entity, irrespective of whether they qualify as discontinued
operations. Under the amendments, a discontinued
operation will be a component of an entity that has been
(or will be) disposed of and that meets the definition of
an operating segment, aligned with Canadian GAAP
The amendments will not, however, reflect the current
requirement under Canadian GAAP to consider whether
there is significant continuing involvement in the
operations of the component. It is therefore possible
that certain disposals, which did not previously qualify
as discontinued operations under Canadian GAAP
because of continuing involvement, may now be required
to be presented as a discontinued operation under IFRS.

In addition, the IASB plans to issue two important
proposed amendments in 2010:

e |AS 37 Provisions, Contingent Liabilities and
Contingent Assets — The ED proposes that the
probability criterion that is currently used to determine
whether an item should be recognized as a liability
would no longer be a threshold of recognition. Rather,
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a liability would be recognized for all present obligations

from past events, and the probability of various outcomes
would be taken into account in measuring a liability for
past events. Although the proposals were initially exposed
for comment in 2005, the IASB continues to deliberate
the final standard. It is expected to be issued in late 2009
or early 2010, with a possible effective date of 2012.

¢ |AS 12 Income Taxes — This long-awaited ED is expected
to eliminate some existing differences between IFRS
and Canadian GAAR although other important
differences will remain. Currently, the expected timing
includes an ED in early 2009, with a final standard
possibly being issued in 2010, likely becoming effective
in 2012. For more detail on this standard, refer to page 12.

Deciding when to adopt these expected standards

In general, if a new or amended standard is effective in
a later period, a first-time adopter can voluntarily apply
the new or amended standard in its first IFRS financial
statements only if the individual standards themselves
permit early adoption. It is currently unclear whether
Canadian companies will be able to early adopt any of the
revised standards that will be issued in 2010 or 2011 but
will not become effective until after Canada’s changeover.
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Whether early adoption will be permitted is often only
made clear later in the standard setting process.

Initially, you may find it appealing to early adopt these
new standards and avoid a further accounting change in
2012. Carefully consider such a decision. This approach
may be appropriate if the amended standard is more
closely aligned with Canadian GAAP and early adopting it
would help to reduce conversion efforts. However, these
conditions are unlikely, except for the standard for income
taxes. For other standards, such as provisions, the
amendments will likely create further measurement
challenges and complexities. In addition, you will
generally encounter more recognition differences from
Canadian GAAP than are present in the existing IFRS
requirements.

If your enterprise is considering the early adoption of such
standards, be sure to recognize that you will likely be
applying these new requirements before any other
existing IFRS reporting entities. In interpreting and
applying these new principles, a Canadian enterprise
would not be able to benefit from the previous
experiences of others.
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Changes in IFRS expected post-changeover

Of course, IFRS will continue to evolve. Provisions and income taxes
are two current examples of standards that may require a first-time
adopter to adopt an existing IFRS standard and then face a change in
accounting policies when a new or amended standard is issued. Other
significant active projects of the IASB may create similar situations that
will effectively extend your enterprise’s conversion efforts beyond 2011.

The following complex standards are currently expected to be issued
in 2011 and become effective in 2013:

e Post-employment benefits — a project to significantly amend the
classification, recognition, and measurement of post-employment
benefits, in accordance with the discussion paper IAS 19 Employee
Benefits. The IASB'’s preliminary view is that deferral mechanisms
should be removed for the recognition of actuarial gains and losses,
and past service costs. Rather, all changes in the value of plan
assets and post-employment benefit obligations should be recognized
immediately. The Discussion Paper considers possible options:
recognizing such changes through profit or loss in their entirety, or
recognizing a portion of such changes in profit or loss, with certain
changes being recognized in comprehensive income.

e Revenue recognition — a joint project with the FASB seeking to
develop a single comprehensive set of principles for revenue
recognition. The joint board is exploring a contract-based revenue
recognition model based on changes in assets and liabilities, rather
than the earnings-type model used under the current revenue
recognition model.

e Leasing — a joint project with the FASB reconsidering the entire
accounting model for leasing arrangements, whereby all leasing
arrangements would be recognized on the balance sheet by lessees.

e Financial statement presentation — a joint project with the FASB
representing a fundamental reconsideration of the contents of
primary financial statements.

Monitoring ongoing changes in IFRS

Every Canadian enterprise should be deliberately monitoring IASB
activities. You should assess the impact of any changes on your
financial reporting processes and your conversion plans. Any fatigue
your financial reporting group has experienced in recent years with
accounting standards will certainly continue beyond 2011. Be sure
your conversion project provides the necessary flexibility to address
ongoing changes in accounting standards, and that you will maintain
appropriate resources beyond 2011!
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Understanding the impact of IFRS on tax reporting

IFRS will affect an enterprise’s reported pre-tax profits, tax provision

and tax returns. How effectively is your IFRS changeover plan

considering potential tax impacts?

As noted earlier, the long-awaited ED for IAS 12 Income
Taxes is expected to eliminate some existing differences
between IFRS and Canadian GAAPR but important differences
will likely remain. The expected timing currently includes an
ED in early 2009 and a final standard, possibly issued in
2010 and likely to become effective in 2012.

With the continuing delays in the amendments to IAS 12,
many Canadian enterprises have not yet assessed how

adoption of IFRS will affect their accounting for income taxes,
nor incorporated this thinking into their changeover plans.

Which IAS 12 standard to adopt in 2011?

The transitional provisions of amended IAS 12 for first-
time adopters of IFRS remain unclear. Nevertheless,
the options for Canadian enterprises have serious
implementation consequences:

e Adopt existing IAS 12 - Given the number and
significance of existing differences with Canadian GAAP
many Canadian enterprises are apprehensive about
adopting existing IAS 12 on a retroactive basis, as it will
increase conversion efforts.

e Early adopt revised IAS 12 — If the IASB permits early
adoption of this revised IFRS standard, a Canadian
enterprise should consider the pros and cons of adopting
this revised standard as part of its IFRS transition,
particularly if consequential amendments to IFRS 1
First-time Adoption of IFRS provide elective relief from
the retrospective application of the amended income
tax standard. Early adoption would allow an enterprise
to avoid adopting the existing standard and then
facing another change in accounting policy shortly
after transition.
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Early adopting the revised standard does, however,
have its downside — Canadian enterprises would be
implementing the revised accounting standard before
existing IFRS users. Thus, any issues regarding application
and interpretation will likely not have been considered
elsewhere in the world.

Remember that many IFRS standards affect tax
reporting

The potential effect of IFRS on an enterprise’s income taxes
is much broader than just IAS 12. The full implementation
of all IFRS standards will affect an enterprise’s pre-tax
reported profits and equity. You should therefore engage
your tax professionals in the complete IFRS project, not
just in IAS 12. To determine the proper treatment for
preparation of tax returns and computation of the tax
provision, tax professionals will need to understand
the impact of all IFRS standards — at the time when
IFRS is adopted as well as on an ongoing basis. Many
IFRS adjustments will create new or additional temporary
differences that will need to be recognized in tax
provisions and possibly on tax returns.

The views of Canada’s tax authority

The Canada Revenue Agency (CRA) has not expressed
any concerns about Canada’s move to IFRS and the
computation of income taxes payable. It recently confirmed
that new accounting standards do not alter its interpretation
of the Income Tax Act, indicating that the law, not accounting
standards, ultimately determines how the Act is applied
and how taxable income is computed. This comment
suggests that the move to IFRS will not affect cash taxes
payable, but it is still too early to tell. Nevertheless, the CRA
has stated that, in reviewing a taxpayer's determination
of profit under GAAR it will consider how the taxpayer
determined an amount under any new accounting standards.



Apply tax expertise — broadly and early

Each IFRS conversion team should include people
knowledgeable in accounting for income taxes.
Depending on the size and complexity of an enterprise’s
organizational structure and its tax provision calculations,
identifying a separate project team to address IAS 12
may prove worthwhile. Regardless of the project structure,
for a successful implementation, your conversion teams
must have the expertise and time to address the income
tax consequences of all IFRS accounting changes.

Do not leave income tax computations to the last minute!
Understand early how IFRS standards, including IAS 12, will
affect your effective tax rate. You will need this knowledge
not only for recasting financial budgets and forecasts, but
also to communicate the impact of the IFRS changeover
to stakeholders.
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Making appropriate disclosures about

your changeover

Many enterprises need to provide investors and other

market participants with timely and meaningful information
about their changeover to IFRS. How will your MD&A

disclosures measure up?

In May 2008, CSA staff outlined the disclosures expected
from issuers and investment funds adopting IFRS on
or before January 1, 2011. The CSA intends that these
disclosures will provide investors and other market
participants with timely and meaningful information on how
the company is preparing for the move to IFRS and the
likely impact on its financial statements. Obviously, such
public disclosures will provide strong encouragement to
enterprises to move forward effectively in their conversion
process, and keep pace with their competitors and peers.

While the CSA staff focus on disclosure in MD&A, they
also encourage issuers to consider whether additional
disclosure beyond MD&A might help to inform investors
about how the issuer expects it will be affected by the
changeover to IFRS. Similarly, other securities legislation
may also require disclosure of specific information about
the broader implications of an enterprise’s changeover
to IFRS.

Disclosure requirements for financial institutions

For financial institutions, the CSAs requirements apply
only to Federally Regulated Financial Institutions (FRFIs)
that are subject to securities regulations. Nevertheless,
the Office of the Superintendent of Financial Institutions
(OSFI) indicates that not only does it expect all FRFIs to
apply the CSA disclosure requirements in the financial
statements provided to OSFI, but it has also asked for
additional disclosures for regulatory reporting purposes.
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Incremental approach to disclosure

The CSA recognizes that an issuer’s ability to provide
information will increase over time.

The accompanying table outlines, for 2011 first-time
adopters with December 31 year ends, the CSAs
incremental approach to disclosure — the level of detail
and the amount of quantified information increases as
issuers move closer to their changeover date.

Over time, investors should be able to understand which
key elements of the financial statements will be affected
and, on a quantified basis, the likely impact. Of course, if
an enterprise is well-advanced in its changeover project,

more detailed disclosures are expected earlier.

For 2011 first-time adopters, an enterprise should discuss,
no later than its annual 2008 MD&A, the status of the key
elements and timing of its changeover plan.

When enterprises are reporting in fiscal year 2009,
virtually all should have started and be making good
progress on their IFRS convergence projects.

For many enterprises, around the time they complete
their 2009 annual financial statements, they will also be
creating their opening 2010 balance sheets under IFRS.

As the year progresses, to meet IFRS 1 requirements for
comparative information and on reconciliations to IFRS,
enterprises may also have to provide relevant information
on the impact of IFRS on the 2010 annual financial
statements.
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MD&A Expected disclosure

2008 Annual Discuss the status of key elements and timing of changeover plan.
2009 Interim Provide update of progress and any changes in plan.
2009 Annual Discuss preparations for IFRS changeover, building on aspects discussed

in 2008 and 2009 interim MD&A.

Provide a narrative description of the major identified differences between
the enterprise’s current accounting policies and those it is required or
expects to apply in preparing IFRS financial statements, including any
assumptions about future changes to IFRS.

2010 Interim and Annual Update on preparations for IFRS changeover, building on aspects
discussed in 2008, 2009, and interim MD&A to date.

Discuss in more detail the key decisions and changes made, or to be
made, relating to the changeover to IFRS, including decisions about
accounting policy choices under IFRS 1 and other IFRS.

Include quantified information, if available*, on the impact of IFRS on the
key line items in the enterprise’s financial statements for the interim and
annual periods for the year before changeover.

(*Such information is likely to be available because of the reconciliation
requirements for the first IFRS 2011 interim financial statements.)

The CSA suggest that key elements of a changeover
plan would include addressing the impact of IFRS on

e accounting policies, including choices among policies e sufficiency of financial reporting expertise, including

permitted under IFRS, and implementation decisions, training requirements

such as whether certain changes will be applied on e business activities, such as foreign currency and

a retrospective or a prospective basis hedging, as well as matters that may be influenced
¢ information technology and data systems by GAAP measures, such as debt covenants, capital
e internal controls over financial reporting requirements and compensation arrangements.

e disclosure controls and procedures, including investor
relations and external communications plans
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Managing your IFRS changeover

Adopting IFRS will likely have enterprise-wise implications

for the entire organization. Do you have the right project

manager?

Your accounting and reporting functions will obviously be
affected, but so might your IT systems, internal controls
and processes, and budgeting systems. The impact of
adopting IFRS on your business systems and people
further drives the need to draw in resources from outside
the finance function — IT, compensation, treasury, and
investor relations.

Have you selected the right project manager? Choosing
well will help you to achieve the goal of “IFRS — business
as usual”. The magnitude of this project and the change
management requirements for fully implementing IFRS
mean that many enterprises will identify at least one
person internally to focus exclusively on this project.
This person should have not only proven accounting skills,
but also a strong working knowledge of your business.
Through existing relationships with your various business
and finance leaders as well as your operations groups, your
project manager will be able to draw on the knowledge
and support of these other departments. This individual
will also help coordinate the efforts of external conversion
advisers.
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An integral part of the project management function

is establishing the appropriate project management
disciplines and governance structure from the outset.
Pay close attention to several critical elements:

e The appropriate project sponsorship sets the tone and
will help ensure the project receives the level of
commitment from the affected departments.

e Clearly defined roles and responsibilities for the steering
committee and work stream leads will help ensure
accountability to advance the project.

e A detailed budget and resource plan for the design and
implementation of the IFRS changeover is fundamental
for effectively controlling costs and achieving milestones.

e An issues resolution process that categorizes and resolves
issues in a timely and effective manner will be essential
to avoid delays in the project timeline.

e Regular and informative communications to the project
team, the audit committee, and other key stakeholders
will be vital to ensure key issues are addressed at the
front end of the project and help ensure effective change
management throughout the implementation phases.

e Ensure that your project manager has the requisite
skills — and the active support of senior management —
to deliver the results you require.
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Applying a robust project methodology

Of course, your end goal is “IFRS — business as usual”. To achieve

it, your conversion methodology needs to ensure that all relevant

issues are effectively identified, resolved and communicated.

Each enterprise usually begins its changeover project with
a high-level assessment: What areas of IFRS are likely to
have the biggest impact on its financial reporting? How
complex is its changeover likely to be? What challenges
might it encounter during implementation? \Who needs to
be involved in the changeover project?

After completing this initial scoping and mobilizing the
necessary resources, the project team moves to a more
detailed level. Team members will undertake systematic
and detailed gap analyses to establish the potential impact
of conversion. These detailed gap assessments require

Accounting and Reporting

¢ |dentify GAAP differences

e |dentify additional IFRS disclosure requirements
e Update accounting policies and procedures

e Assess impact on tax and regulatory reporting
e Modify financial statements presentation

e Revise and/or design and implement templates
for data gathering

Business

e Develop communication plans for all
stakeholders, including:
— Audit committee/Board
— Corporate units and lines of business
Regulators
Shareholders/debt holders/analysts
External auditors

e Assess internal reporting and key performance indicators

e Assess impact on general business issues, such as
contractual terms, treasury practices, risk management
practices

nber firm of the KPMG network of
ss cooperative. All rights reserved
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significantly more time and effort by the conversion team —
time invested at this early stage will contribute to a
smoother changeover to IFRS.

Doing this work well the first time is essential — it creates
the “blue print” for the design and implementation phases
of the project and sets the foundation for addressing the

project’s impact across your organization. We encourage

you to think of these impacts in four clusters: systems and
processes, business-related issues, the “people” function,
and, of course, accounting and reporting. The accompanying
illustration shows some major actions required in each area.

Systems and Processes
e |dentify information “gaps” for conversion
e Assess impact on internal controls and certification processes

e |dentify current system functionality/suitability, related new
IT system needs, and period-end-close contingency plans

e Tailor chart of accounts considering regulatory and IFRS
accounting needs

People
e Develop and execute training plans for all
corporate units and lines of business:

— IFRS technical topics
— New accounting policies and reporting procedures
— Changes in processes and controls

e Revise performance evaluation targets and measures, and
communicate to affected personnel

e Consider impact on incentive compensation programs



In projects where KPMG teams apply our Global Conversion
Services methodology, we find it useful to treat each of
these clusters as a work stream. To support your planning,
we highlight some important actions to consider.

Accounting and reporting
Focus your detailed assessment on such actions as

e mapping each line of the financial statements, notes
and MD&A to the applicable IFRS standard

e conducting a systematic gap analysis of the differences
between IFRS and your current accounting policies and
detailed practices relating to balance sheet items,
income statement items, general or special topics, and
disclosure issues

¢ weighing the pros and cons of the many IFRS 1 elective
exemptions to help reduce the burden of applying IFRS
standards retroactively to past transactions

e assessing the impact of various accounting policy choices
available under IFRS (such as revaluation or amortized
cost methods of measuring property, plant and equipment).

Systems and processes

Decisions in all the other work streams will affect
systems, processes and controls. Assess their impact by

e addressing the level of flexibility for changes in the
current system'’s ledger structure, chart of accounts,
mapping, functionality and suitability

e understanding the current IT project priorities and
determining whether any planned projects should be
deferred or revised

e assessing the impact on current data gathering
processes in which additional information is required or
will change under IFRS

e determining the effect on your internal control
certification process. Which key controls identified and
tested as part of this process are potentially at risk or
could change with the implementation of IFRS? Two
factors — the extent of change in financial reporting
from the IFRS conversion and the complexity of the
transitional reporting requirements through 2011 —
mean that maintaining compliance with the certification
program will be challenging.
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e evaluating the impact of dual reporting requirements
during 2010. Enterprises will be continuing to report
2010 financial statements under Canadian GAAP Under
IFRS, financial statements must be accompanied by
comparative financial statements; therefore, 2010
financial statements must also be presented under
IFRS as comparative information to the 2011 financial
statements. Further, enterprises in rate-regulated
industries may, in certain cases, be required to maintain
a separate set of accounts for the regulator.

Business and people

Address the impact of IFRS throughout your business and
on your people by

e providing training for your people. Since IFRS will be
Canada’s new accounting language, many people who
provide, support or use financial information may need
to understand the new accounting technical standards
that will affect your organization and any new processes
you will need to implement

e investigating impacts on normal business and financial
contracts (e.g., debt covenants), budgeting processes,
performance management metrics, incentive
compensation plans, and other operations

e analyzing the likely effect on tax calculations and reporting

e evaluating the implications for regulatory submissions in
a rate-regulated environment

e formulating and implementing communication plans
for your enterprise’s many stakeholders who will need
to understand the IFRS changeover from a variety of
perspectives.

Preparing for implementation

When preparing for implementation, an enterprise must
consider training strategies, necessary budgets, finance,
IT and internal control changes, and integration with other
key initiatives, such as systems or post-merger integration
initiatives.

A key priority — bring all these considerations together to
help ensure a smooth transition in what is really an exercise
in change management.
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KPMG's IFRS resources

Look to KPMG for information and assistance in
your changeover to IFRS.

KPMG provides many materials that may help Canadian
enterprises in not only understanding the standards and
their ongoing evolution, but also developing and refining
their own plans for adopting IFRS. A few examples:

® |FRS compared to Canadian GAAP: An overview (Second

Edition 2008/9) can help you to understand the

significant differences between IFRS and Canadian GAAPR

This second edition of our publication has recently been
updated to include numerous changes to IFRS over the
past year.

e QOur series of brief, industry-specific publications highlight

the top IFRS accounting issues for a wide variety of
sectors.

e Other publications in our Managing the Transition series
can help you to plan and implement your enterprise’s
move to IFRS, for example: Managing the Transition to
IFRS: Clearing the path to 2011, Managing the Transition

More technical publications focus on specific new IFRSs,
for example: New Accounting for Business Combinations
and Non-controlling Interests and Converting to IFRS: Get
Ready for a Revised Accounting Standard on Income Taxes.

For more detailed guidance on the application of IFRS in
practice, you may want to refer to such sources as
Insights into IFRS: Practical guide to IFRS and The
Application of IFRS: Choices in practice. These
publications are available in electronic, searchable format
through Accounting Research Online at
www.aro.kpmg.com. Take advantage of a free trial
subscription.

IFRS Briefing, our regular electronic newsletter, can help
you to track IFRS developments internationally and in
Canada.

Visit our Web site, www.kpmg.ca/ifrs, for easy access to
these and other KPMG publications.

to IFRS: The journey to 2011; and Managing the Transition
to IFRS: Special considerations for SEC registrants.

e The Effects of IFRS on Information Systems can help you
to benefit from the IFRS implementation experience in
Europe and Australia. Many companies found that, while
their conversion initially appeared to be an accounting

Curious about how your enterprise’s progress
compares with others?

KPMG's IFRS Readiness Questionnaire can help you to
benchmark your enterprise’s readiness compared to a

challenge, it quickly evolved into a multifaceted business customized peer group. A goal of this tool is to answer a

initiative involving systems and processes, people and very frequently asked question, “Where do | stand against

change management, and other business considerations. my peers?” The results may indicate that your enterprise

is behind, on track, or even ahead of schedule.

To learn more about the /FRS Readiness Questionnaire
please contact your local KPMG adviser.
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Contacts us

If you have questions or issues you would like to discuss, please
get in touch with a member of your KPMG engagement team or
one of our IFRS professionals, some of whom are listed below.

National IFRS Leaders
Doug Reid

(902) 492-6013

(416) 777-8713
dougreid@kpmg.ca

Marilyn Stitt
(416) 777-3085
mstitt@kpmg.ca

British Columbia
Peter Greenwood
(604) 691-3187
pgreenwood@kpmg.ca

Barb Livingston
(604) 691-3336
blivingston@kpmg.ca

Jim Pickles
(604) 691-3572
jpickles@kpmg.ca

Shaun Wilson
(604) 691-3188
shwilson@kpmg.ca

Alberta
Leontine Atkins
(403) 691-7975
latkins@kpmg.ca

John Jackson
(403) 691-8258
johnejackson@kpmg.ca

Sheldon Jacobs
(780) 429-7331
sfjacobs@kpmg.ca

Suzanne Nickerson
(780) 429-7387
senickerson@kpmg.ca

Murray Suey
(403) 691-8474
msuey@kpmg.ca

JeffThomas
(403) 691-8012
jwthomas@kpmg.ca

Elaine Wong
(403) 691-7924
ewongb@kpmg.ca

Saskatchewan
Mark Lang

(306) 791-1283
marklang@kpmg.ca

Scott Verity
(306) 934-6232
sdverity@kpmg.ca

Manitoba

Deborah Grenier

(204) 957-2214
deborahgrenier@kpmg.ca
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Ontario

Nicola Davis
(416) 777-8457
ndavis2@kpmg.ca

Andrea Freeborough
(416) 228-7040
afreeborough@kpmg.ca

Valerie Gillis
(416) 777-3030
vgillis@kpmg.ca

Sheldon Gunn
(613) 212-2893
sheldongunn@kpmg.ca

lan Kramer
(416) 777-8636
iankramer@kpmg.ca

Tom Mennill
(519) 747-8221
tmennill@kpmg.ca

Mahesh Narayanasami

(416) 777-8567

mnarayanasami@kpmg.ca

Clever Ngorima
(416) 777-3639
cngorima@kpmg.ca

Brad Owen
(416) 777-8595
bradjowen@kpmg.ca

Michel Picard
(416) 777-8414
mpicard1@kpmg.ca

Québec

André Dugal

(514) 840-2226
andredugal@kpmg.ca

Sylvie Monette-House
(514) 840-2687
smonettehoule@kpmg.ca

Atlantic Canada
Jamie O'Neil
(902) 492-6076
joneil@kpmg.ca
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