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Countdown
Deloitte Canada’s IFRS transition newsletter

March 2009

Welcome to the March 2009 edition of 
Countdown! It may seem hard to believe, but 
spring has now officially arrived, which means 
the IFRS changeover date for calendar year 
publicly-accountable enterprises is now only 
twenty-one months away!

This month we take a closer look at some of 
the annual disclosures relating to IFRS transition in Management 
Discussion and Analysis (MD&A’s). John Hughes, an associate 
partner with Deloitte and formerly a securities regulator, provides 
his insights on the disclosures seen to date. 

The “Lightyear” implementation team continues to grapple with 
implementation issues that we expect are close to home for many 
of you. Last month they worked through property, plant and 
equipment. This month, the focus is on financial instruments. 

We want to continue to understand and meet your needs, so please 
submit ideas regarding matters that you wish us to address to 
deloitteifrs@deloitte.ca.

In addition, please take a moment to complete our IFRS 
transition survey in order to enable us to benchmark progress and 
make comparisons regarding IFRS choices made by companies 
across Canada.

We look forward to hearing more from you and to seeing 
you again next month! 

Don Newell  
National Leader - IFRS services
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IFRS disclosures in management 
discussion and analysis (MD&A)
What are we seeing to date

As public enti-
ties file their 
December 31, 
2008 MD&A, we 
are seeing the first 
substantial wave 
of disclosures by 
Canadian issuers 
about their plans 

and activities for making the tran-
sition to IFRS. These disclosures will 
necessarily become more detailed 
and informative over the next couple 
of years, but even at this stage, they 
provide some interesting and diverse 
insights.

As a quick reminder, the most relevant reference 
point here is Canadian Securities Administrators 
(CSA) Staff Notice 52-320 Disclosure of Expected 
Changes in Accounting Policies Relating to 
Changeover to International Financial Reporting 
Standards (the Notice). In general terms, the 
Notice expects an issuer will be able to provide 
more detail about the impact of IFRS as it moves 
closer to transition. For the most part this will be 
narrative information, but the CSA also envisages 
that an issuer should become progressively better 
able to provide quantified information about 
IFRS’s anticipated impact on its financial state-
ments (most likely during the final year prior to 
the changeover).

The CSA sets out its disclosure expectations 
around the concept of an “IFRS changeover plan,” 
listing the key elements of what a changeover 
plan might include. This includes not only making 
the key decisions about accounting policies, but 
also addressing their impact on matters such as 
internal control over financial reporting or staff 
training, or on other business activities such as 
debt covenants and capital requirements. 

The majority of issuers are reporting at this point 
that they are (at best) in an early stage of plan-
ning, and have little specific information to report. 
Many of these issuers currently provide only a 
few sentences about IFRS. At the other end of 
the spectrum, one issuer’s MD&A contained over 
5,200 words on IFRS conversion alone. This issuer, 
among many other things, identified specific 
financial covenants attached to lending and other 
arrangements, commenting for each on the likely 
impact of IFRS. It also discussed matters including 
conversion plans for information technology, and 
staff training activities.

A few issuers explicitly highlight possible accoun-
ting issues under IFRS. For example, on the 
subject of asset retirement obligations (AROs), 
one company stated it may be required to review 
the business plans of each facility, to determine 
“if there are any actions planned by management 
that would create a constructive obligation to 
record an ARO upon adoption of IFRS.” At this 
point, however, most issuers’ commentary remains 
at a higher level, discussing in factual terms the 
differences between IFRS and Canadian GAAP for 
some key areas, without providing much specific 
commentary about the consequences for their 
own financial statements.

The Notice does not discuss disclosing costs spent 
on IFRS conversion, but at least one issuer did this, 
in the course of explaining the increase in general 
and administrative expenses, compared to the 
prior year. Also, the Notice does not discuss proxy 
disclosure, but issuers may find it makes increasing 
sense to address board-level activities as part of 
their corporate governance disclosures. Several 
issuers provide information about IFRS training 
activities for directors. Some other mention IFRS as 
an explicit component of the CFO’s performance 
goals.

 There remain significant opportunities for issuers 
to communicate more plainly in their MD&A, and 
elsewhere. Implementing IFRS might provide a 
good opportunity to revisit more comprehensively 
the entity’s strategy for communicating with its 

http://www.osc.gov.on.ca/Regulation/Rulemaking/Current/Part5/csa_20080509_52-320_fin-rpt-standards.pdf
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stakeholders. The Canadian Institute of Chartered 
Accountants’ (CICA) Canadian Performance 
Reporting Board’s (CPRB) publication Pre-2011 
Communications about IFRS Conversion and 
Deloitte’s own publication How to monitor a sea 
change provide some guidance on effective IFRS 
disclosure in MD&A, including a sample tabular 
format for disclosing progress under a changeover 
plan. Only a few issuers so far are taking this 
approach, but it may become more attractive as 
the volume of information to be communicated 
becomes greater. This has the added advantage 
of being in a consistent format that can easily be 
updated by issuers and understood by users of 
financial statements thereby assisting in the 
“translation” of IFRS terminology to plain English.

The CPRB and Deloitte publications also advocate 
highlighting the conversion’s impact on key perfor-
mance indicators. Again, so far there is only scattered 
evidence of this approach. One investment company 
reported that its key performance indicator, net equity 
value per common share, will remain unchanged on 
converting to IFRS, despite describing itself as being at 
an early stage in the transition process.

This initial review seems to confirm that the IFRS-
related MD&A disclosures may be a useful source 
of comparison, insight and perhaps occasional 

controversy over the next few years. We will 
continue to monitor these disclosures over the 
course of transition, which could become more 
interesting as the possibility of early adoption may 
result in some quantified disclosures later this year. 

Just Released – Adopting IFRSs in Canada, II

On March 12, 2009, the Canadian Accounting Standards Board (AcSB) 
issued its second exposure draft (ED) on the adoption of IFRSs in Canada 
(ED II). This is part two of the IFRS adoption series and follows the issuance 
of the first omnibus ED issued in April 2008 entitled Adopting IFRSs in 
Canada (ED I). For further information please click on the attached link.

The Real Deal

What’s the Deal?

Lightyear has the following instruments outstanding:

1. 10 year convertible debt:

Issued in 2006;•	

Convertible into a fixed number of common shares;•	

Canadian GAAP treatment: Lightyear treated the instrument as a compound financial instrument and •	

recorded the conversion option in equity; debt component accounted for using the effective interest 
method.

Lightyear is continuing with its IFRS implementation project. This month the focus is on Financial 
Instruments. Lightyear has segregated Financial Instruments into smaller sub-projects due to the 
complexity of the standards, the different stakeholders involved in each area and the number of transac-
tions or contracts impacted by the Financial Instruments standards. Lightyear has identified the following 
sub-project topics: (1) Liabilities and Equity (classification and measurement); (2) Derivatives, Embedded 
Derivatives and Hedging; (3) Measurement (including Impairment), Recognition and Derecognition. 

In this issue, we take a closer look at Liabilities and Equity with Lightyear.

http://www.cica.ca/download.cfm?ci_id=47511&la_id=1&re_id=0
http://www.cica.ca/download.cfm?ci_id=47511&la_id=1&re_id=0
http://www.iasplus.com/ca/0808seachangeenglish.pdf
http://www.iasplus.com/ca/0808seachangeenglish.pdf
http://www.acsbcanada.org/download.cfm?ci_id=50352&la_id=1&re_id=0
https://www.corpgov.deloitte.com/binary/com.epicentric.contentmanagement.servlet.ContentDeliveryServlet/CanEng/Page%20Copy/Deloitte%20Periodicals/Countdown/2009/March%20special%20edition.pdf
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2. Common shares (not related to the convertible instrument).

3. Operating line of credit which bears interest at Bankers Acceptances plus 85 basis points.

The IFRS project management team has already appropriately concluded that items 2 and 3 do not require 
additional analysis under IFRS. Some analysis is required however for item 1 –  the convertible debt.

Keeping it Real:

Lightyear needs to determine any adjustments required to the convertible debt on transition to IFRS. This is 
done by considering the requirements of the applicable financial instruments standard in conjunction with the 
requirements IFRS 1 First-time Adoption of IFRSs (IFRS 1) including any applicable exemptions and exceptions.

Selection of Exemptions on First-time Adoption

The primary piece of applicable guidance for the convertible debt is IAS 32 Financial Instruments: Presentation 
(IAS 32). Lightyear has also identified several exemptions in IFRS 1 which could have applicability.  
The exemptions and the analysis completed by Lightyear are below.

Exemption Considerations Apply?

Compound financial instruments Applies when the liability portion is 
no longer outstanding at the date of 
transition.

Not available to Lightyear as the 
debt component of the instrument 
is still outstanding. A full IAS 32 
analysis is required.

Designation of previously recognized 
financial instruments

Subject to certain criteria allows 
financial instruments to be desi-
gnated as Fair Value Through Profit 
& Loss (FVTPL) on transition.

Possibly. Lightyear will consider 
whether this exemption should be 
applied. Lightyear knows that their 
decisions around this application 
must be resolved before January 
1, 2010 because the designation of 
all financial assets and liabilities on 
IFRS transition must be made on or 
before January 1, 2010!

Fair value measurement of financial 
assets or financial liabilities at initial 
recognition

This exemption is narrow in scope 
and only relates to an exemption 
from retrospectively applying IFRS to 
defer day one fair value gains and 
losses on initial recognition of finan-
cial instruments when the fair value 
is determined from unobservable 
market inputs. The exemption essen-
tially grandfathers transactions from 
retrospective IFRS treatment to defer 
day one fair value if they were tran-
sacted prior to a specified date.

Lightyear has concluded that they 
did not recognize any day one profit 
or loss on initial recognition of any 
financial instruments and therefore 
this exemption does not apply.

Other considerations for the convertible debt at transition

Allocation to debt and equity components

The convertible debt is not exempt from retrospective application of IAS 32 because Lightyear has properly •	

concluded that the IFRS 1 exemption for compound instruments does not apply.

Lightyear will need to review the method previously used under Canadian GAAP (CICA 3860/3861/3863) to •	

separate the debt and equity components.  IAS 32 is explicit that the debt host contract must be recorded at 
fair value (calculated by a discounted cash flow analysis using a market rate of interest for non-convertible 
debt at date of issuance).  The residual value (fair value of the instrument as a whole less fair value of the 
debt component) is allocated to the equity component with no gain on loss recorded on the issuance date. 
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Canadian GAAP does not prescribe any parti-•	

cular method for assignment of values to the 
liability and equity components.  Accordingly, if, 
under Canadian GAAP, Lightyear did not follow 
the above allocation approach, an analysis will 
be required to retrospectively adjust the alloca-
tion between debt and equity as of the date of 
issuance of the convertible debt (rather than on 
transition date).  An opening transition entry may 
result to reflect the cumulative adjustment to:

the accreted value of the debt using the  –

effective interest method;

the equity conversion option to reflect the  –

revised allocation methodology and;

the resulting difference in opening retained  –

earnings, net of applicable taxes. 

Consideration of possible equity derivative 
implications

Lightyear will also need to consider whether •	

the equity conversion option in the convertible 
debt is eligible for equity treatment under IFRS, 
otherwise the equity conversion option will be 
considered an equity derivative and will have 
to be carried at fair value with changes in fair 
value recorded through earnings.  Two common 
reasons why equity conversion options may be 
considered to be equity derivatives include:

The strike price in the equity conversion  –

option is not fixed such that there will some 
variability in the number of shares issued 
upon conversion; or

The strike price of the conversion option is  –

denominated in a foreign currency.

IFRS 1 exemption on designation of financial 
liabilities

As previously noted, the Company will have to •	

designate the debt component of the conver-
tible debt as either FVTPL or as Other Liabilities 
on or before January 1, 2010.  Lightyear can 
choose an IFRS designation category which 
differs from the Canadian GAAP designation; 
however, this will make the dual reporting in 
2010 more challenging.

Other matters

Lightyear concluded that they had previously •	

reviewed the convertible debt for embedded 
derivatives which may require bifurcation under 
CICA 3855 when the debt was issued in 2006; 

however, they believe it is appropriate to assess 
the differences between Canadian GAAP and 
IFRS relating to embedded derivatives to see if 
their original conclusions would change. 

The Company also notes that they had  –

previously elected to grandfather their search 
for embedded derivatives as permitted when 
they adopted CICA 3855 but since IFRS does 
not have any grandfathering provisions, they 
will need to review all previously grandfa-
thered financial instruments and contracts that 
will be outstanding on the IFRS transition date.

Finally, IFRS requires transaction costs to be •	

capitalized as a component of the initial fair 
value for all financial instruments, except those 
classified as FVTPL.  If Lightyear had elected to 
expense transaction costs under the accounting 
policy options provided in CICA 3855.57, they 
may be required to adjust the IFRS carrying 
values of the debt and equity components for 
transaction costs.

Next Steps: The implementation team at Lightyear has determined that 
they will be required to adjust the values allocated to the debt and equity 
components because they did not use an IAS 32 compliant method.  
Given the complex nature of the fair value calculations, they have elected 
to request assistance from their investment banker to recalculate the 
debt and equity components of the convertible debt on the debt issuance 
date as the investment bankers were originally involved in the issuance 
of the convertible debt.  Lightyear has also determined, after a detailed 
analysis of the contractual terms of the convertible debt contract, that 
there are no new embedded derivatives and that the conversion option is 
eligible for classification as an equity instrument as it does not meet the 
definition of a derivative under IAS 39.

They have presented their analysis to the audit team and are in the 
process assessing the analysis and the conclusions. Lightyear will continue 
to work through the Financial Instruments standards in the coming 
months. 

Next Month for Lightyear we look at past and present Business 
Combinations!



Deloitte IFRS publications and events
A comprehensive summary of Deloitte 
IFRS publications and events is 
available here.

Please first login, first time visitors will need to 
complete a short registration form. Below we have 
included new publications and events most rele-
vant to Canadian companies. 

IFRS e-learning for directors: Helping 
Boards and Audit Committees 
maintain financial literacy

To effectively fulfill their oversight responsibilities 
throughout and after the transition from Canadian 
GAAP to IFRS, Board and Audit Committee 
members must maintain their financial literacy. 
With IFRS conversion activities already unde-
rway now is the time to start the IFRS education 
process. Deloitte has developed an IFRS e-learning 
program tailored to the needs of Directors – 
focused on awareness-building rather than 
technical details.

Contact your local Deloitte 
office to access our IFRS 
e-learning program for  
Directors on CD or online.

iGAAP 2008: IFRS for Canada - Online 
version now available

Deloitte has developed iGAAP 2008: IFRS for 
Canada, which has been published by CCH. It is 
a comprehensive reference book on the conver-
gence of Canadian GAAP with IFRS. The book 
provides a roadmap to help companies understand 
how to effectively transition from Canadian GAAP 
to IFRS. It can be purchased through www.cch.
ca/product.aspx?WebID=2424. This text is now 
available as a part of CCH Online Accounting 
Module. In its electronic form, the text is fully 
cross-referenced to the IFRSs themselves, along 
with all related documents issued by the IASB. 
iGAAP online is updated continually as new docu-
ments are released. For more details see www.cch.
ca/ifrscda.

Beyond compliance:  Strategic choices 
on the conversion to IFRS.

Entities undertaking the IFRS conversion process 
have strategic choices to make throughout the 
process. This new publication is intended to 
provide insights on ten significant issues our clients 
are telling us are the most important to them. 
Click here for the publication (login required). 

How to Monitor a Sea Change

Deloitte Canada has developed a publication 
which addresses disclosure of IFRS changeover 
plans in MD&A. Click here for the publication. 

Webinar - Introduction to IFRS 1 
First-time Adoption of IFRSs

Karen Higgins, Partner, and Clair Grindley, Senior 
Manager, will be hosting a webinar on IFRS 1 First-
time Adoption of IFRSs in conjunction with the 
CICA. The webinar will move beyond the initial 
overview of the theory behind IFRS 1 and into the 
practical application of the IFRS rules, options and 
requirements.  The webinar, which takes place 
on April 27, 2009 at 12:30pm, can be accessed 
through registering via this link.

Webcast

International Financial Standards (IFRS) 
Moving beyond the initial scoping work Webcast

Thursday, May 7, 2009 - 2:00 to 3:30 pm EDT•	

For more details click here.
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https://www.corpgov.deloitte.com/binary/com.epicentric.contentmanagement.servlet.ContentDeliveryServlet/CanEng/Documents/Deloitte%20Publications/IFRS_Publications.pdf
https://www.corpgov.deloitte.com/site/CanEng/template.LOGIN/
www.cch.ca/ifrscda
www.cch.ca/ifrscda
https://www.corpgov.deloitte.com/binary/com.epicentric.contentmanagement.servlet.ContentDeliveryServlet/CanEng/Documents/Financial Reporting/IFRS/09-123 IFRS Vol II booklet final.pdf
https://www.corpgov.deloitte.com/site/CanEng/template.LOGIN/
http://www.iasplus.com/ca/0808seachangeenglish.pdf
http://www.snwebcastcenter.com/event/?event_id=343
http://event.on24.com/eventRegistration/prereg/register.jsp?clientid=733&eventid=141029&sessionid=1&key=B20C3385600B7625A0ED614A7A0EAD0D
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IFRS for the Canadian Oil and Gas 
Sectors

Deloitte is working with the Institute of Chartered 
Accountants of Alberta, together with IASeminars, 
to provide practical and relevant IFRS information 
to the Canadian Oil and Gas sector.

To that end, we are pleased to inform you about a 
two-day workshop, being offered on May 12-13, 
2009 or June 16-17, 2009, that has been specifically 
developed for Canadian public accountable enter-
prises in the Oil and Gas sector, in order to assist 
them with the transition from Canadian GAAP to 
IFRS. For more information please click here.

Our Deloitte professionals will also be speaking at 
the following conferences. Contact us to find out 
more.

Toronto

May 26 – 27: Acumen - •	 IFRS in Canada – 
Business Issues and Conversion Strategies

May 28 – 29: Institute of Chartered Accountants •	

of Alberta  - Reporting for Natural Resources

June 9: •	 LOMA Canada Annual Conference

Saskatoon

April 9: Institute of Internal Auditors - The •	

Canadian Conversion to IFRS – A Preparer’s 
Perspective and the North American Conversion 
Effort

IAS Plus Newsletters

Deloitte has issued two special-edition IAS Plus 
Newsletters this month summarizing and providing 
our views on recent standard-setting activity:

IFRS 7 Amended to Improve Disclosures about •	

Financial Instruments

Clarification Regarding Assessment of •	

Embedded Derivatives (IFRIC 9 and IAS 39)

International Round-up 
Updates and news from the IASB  

March 23, 2009: New checklist of 
standard-setting activities in Canada

This checklist is a monthly newsletter from Deloitte 
(Canada) that briefly describes new rules and stan-
dards that affect financial reporting from Canadian 
standard-setters and regulators. We have posted 
the February 2009 issue.

March 21, 2009: IASB request for 
views on FASB proposals

The IASB has published a request for views on 
proposals from the US Financial Accounting 
Standards Board (FASB) that deal with guidance 
on fair value measurement and impairments of 
financial instruments. The proposals are: 

Proposed FSP FAS 157-•	 e Determining Whether 
a Market Is Not Active and a Transaction Is Not 
Distressed 

 •	 Proposed FSP FAS 115-a FAS 124-a, and EITF 
99-20-b Recognition and Presentation of Other-
Than-Temporary Impairments

The IASB believes that it would be useful to seek 
the views of interested parties. You can Download 
the IASB Request for Views or Download the Heads 
Up Newsletter for more information. 

March 19, 2009: IASB publishes preli-
minary views on leases

IASB and the FASB have published, for comment, 
a discussion paper (DP) Leases: Preliminary Views. 
Comments are requested by 17 July 2009. The DP 
is available on the ‘Open for Comment’ Section of 
the IASB Website. 

In the DP the IASB and the FASB propose a possible 
new model for lease accounting. The model is 
based on the principle that all leases give rise to 

http://www.deloitte.com/dtt/event/0,1008,sid%253D152664%2526cid%253D241905,00.html
http://www.acumeninformation.com/etax21/events1.html
http://www.acumeninformation.com/etax21/events1.html
http://www.canadianinstitute.com/legal/Reporting_for_Natural_Resources.htm
http://www.lomacanada.ca/en/conference/index.htm
http://www.iasplus.com/iasplus/0903ifrs7amendments.pdf
http://www.iasplus.com/iasplus/0903ifrs7amendments.pdf
http://www.iasplus.com/iasplus/0903ifric9ias39.pdf
http://www.iasplus.com/iasplus/0903ifric9ias39.pdf
http://www.deloitte.com/ca/standards
http://www.iasplus.com/usa/fasb/0903fspfas157e.pdf
http://www.iasplus.com/usa/fasb/0903fspfas115a.pdf
http://www.iasplus.com/usa/fasb/0903fspfas115a.pdf
http://www.iasb.org/NR/rdonlyres/828B2916-D11D-47A6-9B18-4E970619476A/0/RequesViews19March.pdf
http://www.iasplus.com/usa/headsup/headsup0903.pdf
http://go.iasb.org/Open-For-Comment
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liabilities for future rental payments and assets (the 
right to use the leased asset) that should be reco-
gnised in an entity’s statement of financial position. 
Click here for IASB Press Release.

March 12, 2009: IFRS on embedded 
derivatives on reclassification

The IASB has amended IFRIC 9 Reassessment 
of Embedded Derivatives and IAS 39 Financial 
Instruments: Recognition and Measurement to 
clarify the accounting treatment of embedded 
derivatives for entities that make use of the 
Reclassification Amendment issued by the IASB 
in October 2008. These amendments clarify that 
on reclassification of a financial asset out of the 
‘fair value through profit or loss’ category, all 
embedded derivatives in the reclassified instrument 
have to be assessed and, if necessary, separately 
accounted for in financial statements. The amend-
ments apply retrospectively and are effective for 
annual periods ending on or after 30 June 2009. 
Click here for the IASB Press Release.

March 10, 2009: 2009 Bound Volume 
is now available

The IASB has published International Financial 
Reporting Standards 2009 Bound Volume in both 
printed and electronic formats.

March 5, 2009: IASB enhances the 
IFRS 7 Financial Instruments: 
Disclosure (IFRS 7)

The IASB has issued Improving Disclosures about 
Financial Instruments (Amendments to IFRS 7). The 
amendments require enhanced disclosures about 

fair value measurements and liquidity risk. Among 
other things, the new disclosures: 

Clarify that the existing IFRS 7 fair value disclo-•	

sures must be made separately for each class of 
financial instrument;

Add disclosure of any change in the method for •	

determining fair value and the reasons for the 
change and;

Establish a three-level hierarchy for making fair •	

value measurements. 

Entities are required to apply the amendments for 
annual periods beginning on or after January 1, 
2009, with earlier application permitted. An entity 
will not be required to provide comparative disclo-
sures in the first year of application. 
Click here for the IASB Press Release. 

http://www.iasplus.com/pressrel/0903leasedp.pdf
http://www.iasplus.com/standard/ias39.htm#reclass
http://www.iasplus.com/pressrel/0903amendmentembedded.pdf
http://www.iasplus.com/pressrel/0903ifrs7amendments.pdf
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