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Welcome to the July 2009 edition of 
Countdown! As many of our readers head 
off for a well-deserved summer vacation, 
Countdown has a global theme this month, 
with our lead article looking at the use of 
International Financial Reporting Standards 
(IFRSs) around the world and the Lightyear 

implementation team delving into functional currency and foreign 
currency translation matters. 

As always, we want to continue to understand and meet your needs, 
so please submit ideas regarding matters that you would like to see 
us address in Countdown to deloitteifrs@deloitte.ca.

In addition, don’t forget to complete our IFRS transition survey  
in order to enable us to benchmark progress and make comparisons 
regarding IFRS choices made by entities across Canada.

See you again in August!

Don Newell  
National Leader - IFRS services
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IFRS Around the World
John Hughes, Associate Partner

In Canada, there is much 
focus, understandably, on 
the fact that IFRS will be 
the new Canadian generally 
accepted accounting prin-
ciples (GAAP) for publicly 
accountable enterprises 
(PAEs), which includes public 
companies, and the extent 
of any differences between 
our current Canadian GAAP 

and the new financial reporting standards embodied 
in IFRS. There has been less emphasis, as of late, on 
the “I” in IFRSs – that is, the fact that IFRSs are indeed 
International Standards, developed by a global body 
(the International Accounting Standards Board (the 
IASB)) and used by over 100 countries around the 
world, from Abu Dhabi to Zimbabwe.

Many Canadian entities – in particular those listing 
only on domestic exchanges, with primarily Canadian 
operations and/or stakeholders – may not see this 
background as directly relevant to their own conver-
sion challenges. Why then should Canadian compa-
nies keep an eye on the international aspect of IFRS as 
they go through their conversions? A few thoughts:

Access to capital markets: For many commentators, 
the primary benefit of adopting IFRSs is the greater 
ability it provides for comparing investment opportuni-
ties across different jurisdictions, or for accessing inter-
national capital markets without needing to reconcile 
between different accounting policies. When IFRS is 
combined with the potential of XBRL (extensible busi-
ness reporting language), it allows for comparison on 
a common basis irrespective of language.

Researching and understanding IFRSs: Unlike 
the English language, we don’t already speak IFRS 
here in Canada (yet)! Inevitably, it’s not always easy 
in isolation to understand the real intent or impact 
of a particular requirement. For example, IAS 1 – 
Presentation of Financial Statements (IAS 1) states that 
an entity shall present additional line items, headings 
and subtotals when such presentation is relevant 
to an understanding of the entity’s financial perfor-
mance. This might suggest different things to different 
Canadian readers, but reviewing examples from other 
countries really brings home how frequently they build 
non-GAAP measures (as we view them in the current 
Canadian regulatory environment) into their presen-
tation of profit or loss. This doesn’t mean; however, 

that a Canadian company can simply copy anything 
it sees in a foreign example: Canadian regulators, 
for instance, have already expressed views on some 
aspects of IFRS presentation and may do so more in 
future. But these kinds of overseas reference points 
and comparisons at least provide a springboard to 
think more fully about what might be appropriate,  
or acceptable, in a Canadian context.

Developing accounting policies: Under IAS 8 - 
Accounting Policies, Changes in Accounting Estimates 
and Errors (IAS 8), when there is no IFRS that speci-
fically applies to a transaction, management uses its 
judgment in developing and applying an accounting 
policy, and may consider other standard-setting 
bodies, other accounting literature and accepted 
industry practices, to the extent these do not conflict 
with IFRS requirements and with the concepts in 
the IASB’s Framework for the Preparation and 
Presentation of Financial Statements (the Framework). 
This may make overseas industry practice very  
relevant for some entities. Deloitte’s iasplus website 
contains many recent industry-targeted publications, 
from oil and gas to consumer products to real estate. 
Again, disclosed industry practices are only one input 
into developing an accounting policy, but can be 
valuable in opening up trains of thought and possible 
directions.

Foreign operations: Many Canadian entities have 
foreign operations already accounting locally under 
IFRSs, and reconciling to Canadian GAAP for conso-
lidation purposes. These operations can provide a 
valuable advantage through their existing knowledge 
and resources, but may also present some need for 
caution. IAS 27 - Consolidated and Separate Financial 
Statements (IAS 27) specifically requires using uniform 
accounting policies within a group for like transac-
tions and other events in similar circumstances. If 
the accounting policies currently used (and locally 
reported) by a foreign operation under IFRS differ 
from those arrived at by the Canadian parent, the 
implications will need to be carefully thought  

www.iasplus.com
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(IAS 8 or local factors may, for example, place limi-
tations on the subsidiary’s ability simply to adopt the 
same policy as the parent). Also note: IFRS 1- First-
time Adoption of International Financial Reporting 
Standards (IFRS 1) states that if an entity becomes a 
first-time adopter later than its subsidiary (or associate 
or joint venture), it must measure that investee’s assets 
and liabilities at the same amounts as in the investee’s 
financial statements, after adjusting for consolidation/
acquisition-related adjustments. 

Looking forward: Many Canadian entities empha-
sized in their initial IFRS-related management’s discus-
sion and analysis (MD&A) disclosures that the volume 
and breadth of the IASB’s current agenda makes it 
difficult to assess the impact of adopting IFRSs, and the 
current pace is likely to continue into the foreseeable 
future. Possible material future changes in financial 
reporting should be monitored and controlled like 
any other business condition or risk, anticipating, for 
instance, their possible cost and impact on key perfor-
mance indicators, and developing potential strategies 
for managing or mitigating these. This may be easier 
to accomplish after the initial conversion, once mana-
gement and the board of directors fully develop a 
comfort level with IFRS. 

The ultimate timing and form of IFRS adoption or 
convergence in the United States is, of course, another 
major unknown. Any Canadian entity with US opera-
tions, competitors or stakeholders has an interest in 
monitoring this and considering its possible impact.

Of course, for all these items, finding the right infor-
mation can be difficult and time-consuming. Deloitte’s 
iasplus website has a wealth of information in addition 
to that already mentioned. For example, it has infor-
mation on the use of IFRS in specific individual jurisdic-
tions, often with links to valuable reports and compa-
risons or other materials. Our iasplus website also 
contains a jurisdiction section which details accounting 
standards updates by jurisdiction. Additionally, spotli-
ghts on Deloitte IFRS activities and supporting materials 
around the world are featured on the home page.

It is often a great help to learn from those who have 
already gone through the transition. Deloitte can be 
of assistance on that front as we have an interna-
tional network of accounting professionals who share 
knowledge and work together in resolving client issues.

The Real Deal
Foreign Exchange

Lightyear is continuing with its IFRS implementation project. This month the focus is on IAS 21 - The Effects of 
Changes in Foreign Exchange Rates (IAS 21). Lightyear has a number of foreign subsidiaries and also directly 
enters into foreign exchange transactions. 

What’s the Deal?

Lightyear has the following foreign subsidiaries and foreign exchange transactions:

1. Sparky
100% held subsidiary based in South Africa –

Majority of income and expenses denominated in South African Rand –

Sparky’s major source of financing is a loan which is denominated in US Dollars –

2. Picktop
80% held subsidiary based in Australia –

All sales are denominated in Australian Dollars –

All other expenses and borrowings are in Australian Dollars –

3. Lightyear has certain sales and expenses which are denominated in a foreign currency. However, the 
majority of its income, expenses and borrowings are in Canadian Dollars.

www.iasplus.com
http://www.iasplus.com/country/country.htm
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4. The consolidated financial statements of Lightyear reflect a cumulative translation adjustment/difference 
(CTA/CTD) balance of $5 million as a result of translating its self sustaining foreign operations, Sparky and 
Picktop, in accordance with current Canadian GAAP under the requirements of the Canadian Institute of 
Chartered Accountants (CICA) Handbook Section 1651 - Foreign Currency Translation (CICA 1651).

Keeping it Real

Lightyear needs to determine any adjustments required in relation to the foreign operations and foreign 
exchange transactions on transition to IFRS. The general rule in IFRS 1 is retrospective application – i.e. 
applying IAS 21 to the consolidated financial statements of Lightyear at the date of transition as if it had 
always been applied. However, there are exemptions which are available and applicable in this area and there-
fore Lightyear will consider the benefits of selecting these upon initial adoption.

Selection of Exemptions on First-time Adoption

The primary piece of applicable guidance for foreign currency transactions is IAS 21. Lightyear has also iden-
tified two exemptions in IFRS 1 which could have applicability. The exemptions and the analysis completed by 
Lightyear are below.

Exemption Considerations Apply?

Cumulative trans-
lation differences 
(CTDs)

IFRS 1 – D12 & 
D13

Allows an entity which is a first-time adopter 
to deem all cumulative translation  
differences to be zero at the date of transition 
(if selected, must be applied to all foreign 
operations).

Yes. Lightyear’s foreign operations have 
active operations and have been in existence 
for many years.  Lightyear believes it will be 
onerous to try and reconstruct the cumulative 
translation balance at the date of transition as 
if IAS 21 had been applied on a retrospective 
basis. This would require recasting the finan-
cial statements of each foreign subsidiary into 
IFRS for all historical periods and retranslating 
the IFRS-compliant subsidiary statements 
each year in order to determine the appro-
priate CTD balance in accordance with IFRS. 
Lightyear knows that this exemption needs 
to be applied to all foreign operations and, 
if applied, on disposal of the foreign opera-
tion no pre-transition CTDs are recycled into 
profit and loss. Prior to consideration of any 
deferred tax impact, there will be a $5M 
retained earnings entry at the date of  
transition to eliminate the accumulated  
gains under Canadian GAAP.

Goodwill and fair 
value adjustments 
arising before the 
date of transition

IFRS 1 – C2

Appendix C, Exemptions for business combi-
nations includes certain provisions relating to 
IAS 21. The guidance is narrow in scope and 
relates to goodwill and acquisition related fair 
value adjustments of a foreign operation that 
were not “pushed down” into the foreign 
operation and treated as foreign currency 
denominated balances and therefore were 
not translated into the functional currency of 
the parent at each balance sheet date. This 
exemption allows an exception from the IAS 
21 requirement for any for any goodwill and 
fair value adjustments that exist on the tran-
sition date that meet the above-noted condi-
tions to be treated as assets and liabilities of 
the parent/acquirer and therefore not require 
subsequent translation. 

Lightyear has concluded that they do not 
have any goodwill or fair value adjustments 
arising on foreign business combinations; 
therefore this guidance is not applicable to 
them. Other provisions around restatement 
of prior business combinations are applicable 
however and were assessed, and deemed to 
be applicable, earlier this year.



© Deloitte & Touche LLP and affiliated entities.    Countdown July 2009    4

Determination of functional currency

Lightyear is required to ensure that any assessments made around 
functional currency under Canadian GAAP continue to be appli-
cable, or are otherwise revised, under IAS 21. The core principles 
in IAS 21 regarding the selection of functional currency are consis-
tent with Canadian GAAP, but there are some differences. For 
example, IAS 21 provides a specific hierarchy of the importance 
of each indicator, whereas Canadian GAAP does not.  IAS 21 is 
also clear that the parent company must also apply the functional 
currency considerations to itself as a stand-alone entity, as this 
assessment is not limited only to subsidiaries and associates. In 
addition, there are also some differences within the specific factors 
and in the terminology that is used. Lightyear has identified the 
following critical points to consider in its assessment:

In preparing financial statements, Lightyear is required to •	

determine the functional currency at the holding/parent entity 
level in accordance with IAS 21 (paras. 9-14) as well for each 
of its foreign operations. There is no concept of a group func-
tional currency in IFRS.

IAS 21 describes primary factors (the currency that mainly •	

influences sales prices (including by virtue of competitive 
forces and regulations) and the currency that mainly influences 
labour, material, and other costs of providing goods or 
services) and secondary factors (the currency of financing and 
that in which receipts from operating activities are usually 
retained) to be taken into account when determining the func-
tional currency of an entity. These factors are not identical to 
CICA 1651, and CICA 1651 does not give different weighting 
to different factors i.e. primary and secondary factors.

If there is no clear answer regarding the functional currency •	

after only considering the primary factors, then the secondary 
factors mentioned above are considered to determine the func-
tional currency. In perfoming the assessment using the secon-
dary factors, IAS 21 also has additional factors to consider 
when assessing the functional currency of a foreign operation 
(IAS 21 para.11). These factors make reference to the activities 
of the foreign operation; proportion of transactions with the 
reporting entity; extent to which cash flows affect cash flows 
of the reporting entity; and whether cash flows of the foreign 
operation are sufficient to service existing and normal debt 
obligations of the operation itself. These factors are similar but 
not identical to the factors listed in CICA 1651.10.

Lightyear has reviewed the factors referred to above and has •	

determined the following:

Lightyear has a functional currency of the Canadian Dollar  –

since the majority of its income and expenses are denomi-
nated in Canadian Dollars. They reached this conclusion 
based on the primary factors outlined in IAS 21.

Picktop has a functional currency of the Australian Dollar for  –

the same reasons as outlined above for Lightyear.

Sparky requires further analysis. Using the primary  –

indicators, Sparky has a functional currency of the South 
African Rand (sales and expenses in South African Rand). 
Even though Sparky’s main source of financing is denomi-
nated in US Dollars, this is only a secondary indicator and, 
due to the fact that it is clear from looking at the primary 
indicators that the functional currency is the South African 
Rand, Lightyear has concluded that the functional currency 
for Sparky is the South African Rand, which is consistent 
with the previous Canadian GAAP analysis.

In order to avoid full retrospective application of IAS 21,  –

Lightyear has decided to avail itself of the IFRS 1 exemption 
relating to cumulative translation differences. This will result 
in Lightyear resetting its CTA balance to zero at the date of 
transition and then from date of transition onwards account 
for Sparky using a functional currency of the South African 
Rand. Lightyear realizes that one of the requirements of the 
exemption is that it needs to be taken for all foreign opera-
tions. Accordingly, Lightyear will also reset the CTA balance 
for Picktop as well.

Presentation currency

Unlike the functional currency, the presentation currency is •	

a free choice for entities. Lightyear has decided to use the 
Canadian Dollar as the presentation currency for the consoli-
dated financial statements. 

Translating to the presentation currency

Operations with a functional currency different from the repor-•	

ting entity are translated in a way similar to self-sustaining 
foreign operations under current Canadian GAAP, the current 
rate method. 

Both Sparky and Picktop have a functional currency which is •	

different from Lightyear’s functional currency. Therefore, the 
method used to translate these balances into the reporting 
currency of the group will be the current rate method.

Operations with a functional currency which is the same as •	

the reporting entity are translated in a way similar to inte-
grated foreign operations under current Canadian GAAP, the 
temporal rate method. 
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Tax Effects of All Exchange Differences

Gains and losses on foreign currency transactions 
and exchange differences arising on translating the 
results and financial position of an entity (including 
a foreign operation) into a different currency may 
have tax effects. IAS 12 - Income Taxes (IAS 12)
applies to these tax effects. IAS 12 requires tax to 
be charged or credited to other comprehensive 
income or directly to equity if it relates to items that 
are credited or charged, in the same or a different 
period, to other comprehensive income or directly 
to equity respectively – a backward tracing concept. 
This differs from Canadian GAAP which states that 
current and future income taxes are charged or 
credited to equity only when they relate to items 
recognized in equity in the current period.

Next Steps: The implementation team at 
Lightyear has decided to elect to use the 
optional exemption relating to cumulative 
translation differences. Lightyear has also  
determined that the approach for transla-
ting foreign operations into the presentation 
currency is largely consistent with Canadian 
GAAP and no adjustments are required in 
relation to this. Due to the more complicated 
nature of the tax effects of exchange  
differences, Lightyear will continue with their 
analysis of this with the help of their tax 
advisors. 

Tune in again next month for more on 
Lightyear’s implementation!

Public sector accounting board (PSAB) 
exposure draft
Financial reporting by certain government organizations 

PSAB has issued an exposure draft (ED) in July 2009 
which proposes to revise the Introduction to Public 
Sector Accounting Standards (the Introduction).  
The comment period for this exposure draft ends 
August 7, 2009.

One significant proposed change is the classification 
of government business-type organizations (GBTOs) 
in the PSA Handbook, which would be eliminated. 
These organizations would be categorized as either 
other government organizations (OGOs) or govern-
ment not-for-profit organizations (GNFPOs). OGOs 
will be required to base their financial reporting on 
the PSA Handbook, unless IFRS is considered a more 
appropriate basis of accounting – factors to be consi-
dered when determining the most appropriate basis 
of accounting are included in the ED. Adoption of 
the PSA Handbook by OGOs would be accounted for 
by retroactive application with restatement of prior 
periods to enhance comparability.

GAAP for private enterprises is not being included as 
an available base of accounting for OGOs as govern-
ment organizations do not have the ability to ask for 
and generally receive financial information in addition 
to the financial statements.

The definition of a Government Business Enterprise 
(GBE) has been retained and GBEs are required to 
adopt IFRSs from January 1, 2011.

While this will allow for some more flexibility as to 
the basis of accounting they apply, this is meant 
to result in a more consistent basis of accounting 
amongst government organizations with similar 
circumstances.

http://www.psab-ccsp.ca/documents-for-comment/item28510.pdf
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Exposure draft - financial instruments
Classification and measurement 

This exposure draft proposes various changes to 
IAS 39 - Financial Instruments: Recognition and 
Measurement (IAS 39), the key items are highlighted 
below:

Classification approach - two primary measure-
ment categories for financial instruments have been 
proposed. A financial asset or liability would be 
measured at amortized cost if the instrument has 
basic loan features and the instrument is managed 
on a contractual yield basis. If it does not meet these 
conditions, it would be measured at fair value. 

Embedded derivatives – it is proposed that a hybrid 
contract with a host that is within the scope of the 
proposed IFRS is classified in its entirety in accordance 
with the proposed classification approach.

Fair value option – the ED would require financial 
instruments that do not have a basic loan feature or 
are not managed on a contractual yield basis to be 
measured at fair value and would 
eliminate the requirement to identify 
and account for embedded deriva-
tives separately.

Reclassification – under the 
proposal reclassification of financial 
assets and liabilities between the 
amortized cost and fair value cate-
gories would be prohibited.

Investments in equity instru-
ments that do not have a 
quoted market price and whose 
fair value cannot be reliably 
measured – this ED proposes that 
all investments in equity instruments 
(and derivatives on those equity 
instruments) should be measured at 
fair value.

Investments in equity instruments that are 
measured at fair value through other compre-
hensive income – this ED proposes to permit an 
entity, on initial recognition of investments in equity 
instruments that are not held for trading but are held 
for purposes other than realizing direct investment 
gains, to make an irrevocable election to present 
changes in the fair value of those investments in 
other comprehensive income.

Effective date and transition – the IASB will review 
the effective date in due course, but expects that the 
new requirements will not be mandatorily effective 
before January 2012. The ED proposes to amend 
IFRS 7 - Financial Instruments: Disclosures (IFRS 7) to 
require additional disclosures if an entity decides to 
adopt the proposed IFRS before its mandated effec-
tive date. The comment period for this ED ends on 
September 14, 2009.

http://www.iasb.org/NR/rdonlyres/D1598224-3609-4F0A-82D0-6DC598C3249B/0/EDFinancialInstrumentsClassificationandMeasurement.pdf
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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. 

St. John’s Newfoundland

September 20-23, 2009:

Canadian Insurance Accountants Association – 
Annual Conference.  
For more information please click here.

Toronto

September 16-18, 2009: 

CICA – Financial Reporting and Accounting 
Conference. 
For more information please click here.

Calgary

September 15-16, 2009 (two-day workshop):

IFRS for the Canadian Oil and Gas Sectors. 
For more information please click here.

September 22-23, 2009:

INFONEX – Internal Controls Calgary 2009. 
For more information please click here.

Vancouver

August 25-28, 2009: 

Infonex - IFRS Implementation for Mining 
For more information please click here.

International Round-up 
Updates and news from the IASB  

June 25, 2009: IASB invites comments 
on expected loss model

The IASB has published a Request for Information 
on the feasibility of using an expected loss model 
for the impairment of financial assets. Impairment 
is one of the issues that the IASB is addressing in 
the second phase of its Comprehensive Review of 
IAS 39. The IASB invites responses to its Request 
for Information by September 1, 2009. Click here 
to see the IASB request. 

July 9, 2009 IASB issues IFRS for Small 
and Medium-sized Entities (SMEs)

The IASB has issued the IFRS for SMEs. The appli-
cability of this IFRS is to be determined on a juris-
diction by jurisdiction basis. It is important to 
note that, at present, this IFRS will NOT be 
available to Canadian companies and will not 
form part of the CICA Handbook.  

The Canadian Accounting Standards Board has 
chosen not to move in the IASB’s direction and has 
issued an ED on Private Enterprise GAAP. The AcSB 
will monitor the implementation and progress of 
the IFRS but there are no plans to adopt this and 
accordingly this news is included for informational 
purposes and for considerations regarding private 
companies outside of Canada. Click here for 
further details.

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/
http://www.ciaa.org/ciaaevents.html
http://www.cpd.cica.ca/frac
http://www.deloitte.com/dtt/event/0,1008,sid%253D152664%2526cid%253D264877,00.html
http://www.infonex.ca/887/overview.shtml
http://www.infonex.ca/887/overview.shtml
http://www.acsbcanada.org/documents-for-comment/item18020.pdf
http://www.iasb.org/News/Press+Releases/IASB+publishes+IFRS+for+SMEs.htm
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July 23, 2009: IASB Exposure Draft on 
Rate-Regulated Activities.  

The IASB has issued an Exposure Draft on Rate-
Regulated Activities. Currently, there is no IFRS 
which specifically focuses on rate regulated acti-
vities and the proposed standard seeks to clarify 
whether regulated entities should or could reco-
gnize an asset or liability as a result of rate regula-
tion. The ED includes provisions which are relevant 
to first-time adopters of IFRSs, following requests 
from the Canadian standard setters to provide 
relief to rate-regulated entities, and accordingly 
the proposals will be of relevance to Canadian 
entities adopting IFRSs and dealing with transi-
tional issues relating to rate-regulated activities. 
The comment period ends on November 20, 2009.

July 23, 2009: Amendments to 
IFRS 1 – First-time Adoption of IFRSs 

The IASB has amended IFRS 1 to include two 
additional exemptions which will now be available 
to Canadian entities adopting IFRSs in 2011. The 
first exemption relates to oil and gas activities and 
allows a first-time adopter to elect to use their 
predecessor GAAP asset value as the starting point 
for IFRS transition for qualifying assets. The second 
additional exemption relates to leases and seeks 
to clarify and expand the circumstances when a 
first-time adopter can avoid reassessing certain 
arrangements that could contain a lease when 
a corresponding requirement was contained in 
predecessor GAAP. Stay tuned for more on these 
additional exemptions next month.

http://www.iasb.org/NR/rdonlyres/E934E979-B3CF-44EE-AC62-C21C73F5CE6E/0/Rate_regulated_Activities_Standard.pdf
http://www.iasb.org/NR/rdonlyres/E934E979-B3CF-44EE-AC62-C21C73F5CE6E/0/Rate_regulated_Activities_Standard.pdf
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