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Introduction
This year provided further examples signifying the end of the IASB and FASB convergence efforts. 
For some projects, such as leases and insurance, it was already clear that convergence was no 
longer the main objective in the completion of the project. However, 2015 saw the finality of that 
decision as the Boards prepared non-converged ballot drafts of their new standards on lease 
accounting because they were unable to reconcile their views on the lessee accounting model. 
This year also brought an unexpected change in the convergence agenda which saw the IASB 
and the FASB propose different changes to their previously fully converged standards on revenue 
recognition issued in 2014. These different approaches will result in new revenue standards that 
are no longer converged, albeit both with the same effective date of January 1, 2018. The lack 
of convergence of IFRS and US GAAP for these major topics is particularly relevant for Canadian 
companies as both frameworks are used by Canadian companies and US GAAP continues to be 
prevalent in certain industries in North America. Messages from the FASB Chairman indicating 
that it is unlikely that IFRS will be adopted in the US in the near term suggest that the lack of 
convergence will continue for years to come.

The closing years of this decade will see a period of major accounting changes for public 
companies. The IASB’s and FASB’s new Revenue and Financial Instruments Standards will take 
effect in 2018 (and in 2019 for the FASB’s Impairment Standard), followed by Leases one year 
later (in 2019). Collectively, the adoption of these standards will require significant time and 
resources. Companies should begin implementation efforts early to best position themselves 
for successful transition.

Focus on Financial Reporting is intended to help boards of directors, audit committee 
members, corporate management and other interested parties to identify and address 
international, Canadian, US regulatory and other financial reporting developments that may 
affect their organizations. To facilitate ease of finding the information most relevant to your 
organization, we have arranged this publication by organization type and the applicable 
financial reporting framework.

The information in this issue is based on pronouncements released prior to November 15, 2015. 
For pronouncements released after this date, please refer to the official pronouncements on 
the website of the standard setter or regulator in question, or contact your KPMG adviser.

Focus on Financial Reporting is of a general nature, intended solely to increase awareness of 
financial reporting developments. Readers should consult the original pronouncements and/or 
their financial advisers for detailed guidance on the application of these standards.

Ways KPMG can help
KPMG professionals assist clients in understanding their financial reporting framework, 
be it IFRS, ASPE, or standards applicable to not-for-profit or public sector organizations 
or pension plans. Additionally, we have a range of publications and resources addressing 
developments in these areas and the implications for Canadian enterprises.
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Publicly Accountable Enterprises

Update on IFRS
In the past year, there have been a number of IFRS developments, including new and proposed standards, 
interpretations and narrow-scope amendments, some of which could raise significant implementation 
and reporting concerns for Canadian companies in the near future. A number of new standards will also 
become effective commencing with annual periods beginning on or after January 1, 2016.

New guidance issued – Amendments to existing standards
The following is a summary of new guidance issued by the IASB since the previous edition of Focus on 
Financial Reporting was released. This edition covers IFRS developments up to November 15, 2015.

Disclosure Initiative (Amendments to IAS 1)
In December 2014, the IASB issued its Disclosure Initiative (Amendments to IAS 1 Presentation of 
Financial Statements) to address some concerns expressed about existing presentation and disclosure 
requirements and to ensure that companies exercise judgments when applying IAS 1. The amendments 
clarify that:

 — information should not be obscured by aggregating or by providing immaterial information;

 — materiality considerations apply to all parts of the financial statements, even when a standard requires 
a specific disclosure;

 — the list of line items to be presented in the statement of financial position and statement of profit or 
loss and other comprehensive income (OCI) can be disaggregated and aggregated as relevant and 
provide additional guidance on subtotals in these statements; and

 — an entity’s share of OCI of equity-accounted associates and joint ventures should be presented in 
aggregate as single line items based on whether or not it will subsequently be reclassified to profit 
or loss.

The amendments are to be applied retrospectively for annual periods beginning on or after January 1, 2016. 
Early adoption is permitted.

For more details, refer to KPMG’s publication IFRS Breaking News – Making Financial Statements 
more Relevant.

Investment entities: Applying the consolidation exception
In December 2014, the IASB issued Investment Entities: Applying the Consolidation Exception 
(Amendments to IFRS 10 Consolidated Financial Statements, IFRS 12 Disclosure of Interests in Other 
Entities and IAS 28 Investments in Associates and Joint Ventures). The amendments clarify:

 — that a subsidiary providing investment-related services should not be consolidated if the subsidiary 
itself is an investment entity;

 — the exemption from preparing consolidated financial statements is available to an intermediate holding 
entity held by an investment entity, even though the investment entity does not consolidate the 
intermediate; and

 — that a non-investment entity has an accounting policy choice (based on practicability) in determining 
the equity accounting pick up for a stake in an investment entity; that is the equity accounting pick up 
could be based either on investment entity’s fair value accounting or as if the investment entity had 
consolidated all of its subsidiaries.

The amendments are to be applied retrospectively for annual periods beginning on or after January 1, 2016. 
Early adoption is permitted.

For additional information, refer to KPMG’s publication IFRS Breaking News – Investment Entities – 
Consolidation Accounting.
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Guidance currently under development – Update on major projects
The following is a summary of guidance currently under development by the IASB:

Revenue from contracts with customers
As mentioned in the previous edition of Focus on Financial Reporting, in May 2014 the IASB and the FASB 
(the ‘Boards’) issued their new joint standard on revenue recognition – IFRS 15/ASC Topic 606 Revenue 
from Contracts with Customers. This standard replaces all of the guidance on revenue recognition that 
currently exists under IFRS and most of the guidance that exists in US GAAP.

The impact of the new standard will vary by industry. For some, the standard will significantly change 
the amount and the timing of revenue recognized for major business lines. Others may encounter lesser 
changes to items such as methods for allocating the transaction price or capitalizing costs of obtaining a 
contract. However, all companies will be subject to extensive new disclosure requirements included in 
the new standard.

Standards Development and Changes
Shortly after the issuance of IFRS 15 and ASC Topic 606, a Joint Transition Resource Group for Revenue 
Recognition (TRG) was formed by the Boards to discuss issues arising from implementation of the 
new standard and inform the Boards about those implementation issues. The TRG discussion on most 
issues considered to date has indicated that stakeholders should be able to understand and apply the 
new standard without further guidance. For some issues, the discussion has identified the potential 
for diversity in practice to arise. To address these issues, the IASB and the FASB decided to provide 
clarifications and amendments to their respective standards. However, for most topics, the IASB and the 
FASB are making different changes, which will result in Revenue Standards that are no longer converged.

On June 30, 2015, the IASB published a single Exposure Draft that includes proposals to amend the 
following guidance in IFRS 15:

 — identifying performance obligations (step 2 of the model);

 — licenses of intellectual property;

 — principal-agent guidance; and

 — transition.

In contrast to the IASB approach of publishing a single Exposure Draft, the FASB has published a series 
of Exposure Drafts, each of which addresses several topics. For most of the topics mentioned here, the 
FASB and the IASB will make different amendments; however, the proposals on principal-agent guidance 
are broadly similar. In addition, the FASB will, in some cases, make more extensive changes, which 
includes the re-articulation of principles and additional examples.

The FASB is also proposing additional amendments on:

 — identifying performance obligations:

 – clarifying that there is no need to consider immaterial goods or services;

 – providing an accounting policy choice on some shipping and handling activities (and providing 
additional guidance on costs associated with such activities);

 — non-cash consideration;

 — assessing collectability; and

 — presentation of sales tax.

Redeliberations on most of the topics above will continue until the end of the year. However, the FASB 
has tentatively decided to adopt the clarifications and amendments as proposed in their first Exposure 
Draft (which included clarifications on identifying performance obligations and licences). The FASB intends 
to issue a final Accounting Standard Update covering all topics before the end of 2015. The IASB final 
amendment to the Revenue Standard is expected in Q1 2016.

Although the new Revenue Standards will no longer be converged, the Boards hope that the wording 
differences will not result in significantly different outcomes in practice.

New effective date 
In July 2015, after having conducted outreach activities, both the IASB and the FASB decided to defer 
the effective date of the new standard from January 1, 2017 to January 1, 2018 (for US public business 
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entities: for fiscal year beginning after December 15, 2017, and interim periods within those fiscal years). 
Early adoption of the standard is still permitted under IFRS 15. Under US GAAP, early application is 
permitted, but not before the original effective date of December 16, 2016.

Many comments received by the Boards stated that the implementation efforts were more significant and 
time-consuming than anticipated. Accordingly, companies are encouraged to begin the implementation 
process quickly and use the extra year to complete necessary changes to accounting systems, processes, 
and internal controls.

For additional information relating to proposed IASB’s amendments, refer to KPMG’s publication 
New Revenue Standard – A clearer view of IFRS 15. For the latest news on the Revenue Standard and 
additional publications, refer to KPMG International and US websites IFRS – Revenue and Latest on 
Revenue Recognition.

Update on Leases Project
After almost ten years of drafting, outreach, and deliberations, the IASB and FASB have finally concluded 
their redeliberations of their lease accounting projects. The IASB plans to issue a final leases standard 
by the end of 2015 whereas the FASB’s standard is expected to be published in early 2016. The new 
leases standards will be effective for accounting periods beginning on or after January 1, 2019 (US GAAP 
public companies – for fiscal years, and interim periods within, beginning after December 15, 2018). Early 
adoption will be permitted for all companies under US GAAP, while under IFRS it will be permitted only 
if the company has adopted IFRS 15 Revenue from Contracts with Customers. Once released, the new 
standards will replace existing lease guidance in IFRS and US GAAP and related interpretations.

It is now certain that the Boards will have achieved one key objective of the leases project – more leases 
are coming on-balance sheet for lessees. A summary of the more significant decisions made this year by 
the Boards and a reminder of other significant decisions made in prior years is provided here.

While both the IASB and the FASB are committed to on-balance sheet recognition of leases by lessees, 
the IASB decided that lessees would apply a single lease accounting model under which all leases would 
be treated as the purchase of an asset on a financed basis. The FASB, however, decided that the expense 
recognition would depend on lease classification (“dual model”). Under this dual model, many property 
leases would have straight-line recognition of lease income/expense (operating lease), whereas many 
leases of other assets would have front-loaded recognition of lease income/expense (finance lease). 
Lease classification would be determined much like it is under existing US GAAP, but without explicit 
bright lines.

In addition both the IASB and the FASB agreed to abandon many aspects of their proposed models on 
lessor accounting and decided to retain substantially all of the existing guidance under current standards. 
As such, leases that transfer substantially all of the risks and benefits of owning the leased asset would 
be accounted for as financing transactions, while other leases would be accounted for as operating 
leases. Lessors would apply lease classification criteria similar to current IFRS guidance.

Both the IASB and the FASB have agreed to scope-out short-term leases from the standard. Leases 
would be considered short-term if the minimum contractual term is not greater than 12 months and it is 
not reasonably certain that the lessee will exercise any contractual option to extend the minimum term 
beyond 12 months. In 2015, the IASB confirmed that the new standard will also include a small-ticket 
exception. Leases that are small in value and/or secondary to a company’s business operations would 
not be required to be capitalized and could be accounted in the same manner as existing operating leases. 
This exemption was rejected by the FASB.

In 2015, the Boards also agreed on a fully converged definition of a lease. A lease would be a contract that 
conveys the right to use an identified asset for a period of time in exchange for consideration. A contract 
would convey these rights if the customer could both direct use of the asset and derive substantially all 
of the benefits from its use.

On transition to the new lease standard, companies would have had to review all of their existing 
contracts with suppliers against the new definition of a lease to assess which contracts are, or contain, 
leases. However, as a relief, the IASB and the FASB decided to permit, but not require, companies to 
continue with their existing assessment of which contracts in place at the date of initial application of 
the new standard are, or contain, leases.
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On transition, both Boards also agreed to allow a modified retrospective transition approach; however, 
the IASB will also permit full retrospective.

The Boards also agreed on the overall disclosure objective, but disagreed on the detailed qualitative and 
quantitative information that a lessee would be required to disclose.

For additional information, refer to KPMG International and US websites: Leases and Latest on Leases.

Update on Insurance Contracts Project
As mentioned in the previous edition of Focus on Financial Reporting, in June 2013, the IASB proposed 
a new accounting and reporting model for insurance contracts by issuing a revised Exposure Draft. The 
proposals apply not only to entities that are generally considered insurance entities, but to all entities that:

 — issue insurance or reinsurance contracts;

 — issue or hold reinsurance contracts;

 — issue investment contracts with a discretionary participation feature (provided that they also issue 
insurance contracts); or

 — issue certain financial guarantees.

Since January 2014, the Board has been redeliberating issues raised through the comment process on 
the revised Exposure Draft. In 2015, most of those redeliberations focused on accounting for participating 
contracts and the interaction of IFRS 4 Insurance Contracts with IFRS 9 Financial Instruments. The 
interaction with IFRS 9 has become important to many insurers because the release of a final standard 
will not be until later in 2016, and will likely not be effective before 2020 – well after the effective date of 
IFRS 9 in 2018.

The expected differing effective dates of the forthcoming insurance contracts standard and that of IFRS 
9 created some concerns related to temporary volatility and accounting mismatches in profit or loss 
(i.e., because IFRS 9 will cover a large majority of an insurer’s investments). Consequently, the IASB has 
tentatively decided to amend IFRS 4 to provide optional transitional relief as follows:

 — permit a reporting entity whose activities are predominantly insurance a temporary exemption from 
applying IFRS 9 until January 1, 2021 (the ‘deferral approach’); and

 — give entities issuing insurance contracts that implement IFRS 9 the option to remove from profit or loss 
some of the accounting mismatches and temporary volatility that could occur before the forthcoming 
insurance contracts standard is implemented (the ‘overlay approach’).

The IASB is expected to publish this Exposure Draft amending the existing IFRS 4 Insurance Contracts in 
December 2015.

A major topic also debated in 2015 relates to participating contracts. For these contracts, the Board 
decided not to proceed with the mirroring approach as proposed in the Exposure Draft. Instead, for 
direct participating contracts, the Board decided to require unlocking of the contractual service margin for 
changes in the estimate of the variable fee for service that the entity expects to earn – i.e., the entity’s 
expected share of returns on underlying items less any expected cash flows that do not vary directly with 
the underlying items. The variable fee for service is expected predominantly to be the difference between 
returns from underlying items and payments promised to the policyholder. The Board also decided to 
define direct participating contracts as those that meet the following criteria:

 — contractual terms specify that the policyholder participates in a defined share of a clearly identified pool 
of underlying items;

 — entity expects to pay to the policyholder an amount equal to a substantial share of returns from the 
underlying items; and

 — substantial portion of the cash flows that an entity expects to pay to the policyholder is expected to 
vary with the cash flows from the underlying items.

For more details, refer to KPMG’s publication IFRS Newsletter: Insurance and KPMG’s website 
IFRS – Insurance.
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Guidance Currently Under Development – Exposure Drafts
Exposure Draft: Classification and Measurement of Share-Based Payment Transactions
In November 2014, the IASB issued an Exposure Draft entitled Classification and Measurement of Share-
based Payment Transactions to resolve ambiguity about how to account for certain types of arrangements 
in IFRS 2 Share-based Payment.

The three types of arrangements that would be affected are as follows:

 — Cash-settled share-based payment transactions that include performance conditions – Under the 
proposals, a cash-settled share-based payment would be measured using the same approach as for 
equity-settled share-based payments (i.e., the modified grant date method).

 — Share-based payments settled net of tax withholdings – Some share-based payment arrangements 
permit or require the company to withhold a portion of the shares that would otherwise be issued to 
the employee, and to pay the tax authorities on the employee’s behalf. The Exposure Draft clarifies 
when a share-based payment transaction with employees is accounted for as equity-settled.

 — Modification to a share-based payment transaction that changes the classification from cash-settled 
to equity-settled – The Exposure Draft proposes to provide guidance for cash-settled share-based 
payments that are modified. Specifically, at the modification date, the liability for the original cash-
settled share-based payment would be derecognized, and the equity-settled share-based payment 
would be measured at its fair value as at the modification date and recognized to the extent that 
the services have been rendered up to that date, with the difference recognized in profit or loss 
immediately.

If adopted, the proposals in the Exposure Draft could affect the classification and/or measurement 
of these arrangements – and potentially the timing and amount of expense recognition for new and 
outstanding awards.

For more details, refer to KPMG’s publication In the Headlines, Issue 2014/22. For information about the 
redeliberation status, refer to the IASB Work Plan.

Exposure Draft: Disclosure Initiative: Proposed Amendments to IAS 7
In December 2014, the IASB issued an Exposure Draft aiming to bring clarifications to IAS 7 Statement 
of Cash Flows.

These amendments would address investor requests for more information on a company’s net debt by 
providing more useful information on changes in the company’s liabilities that relate to cash flows from 
financing activities.

The proposed amendments would require companies to provide a reconciliation of net debt in the financial 
statements.The proposed amendments would also require additional disclosure about information that is 
relevant to an understanding of the liquidity of a company. This includes any restrictions that would affect 
the decision of a company to use its cash and cash equivalent balances in a particular way (e.g., any tax 
liabilities that would arise on repatriation of foreign cash and cash equivalent balances).

For more details, refer to KPMG’s publication IFRS Breaking News – Disclosures on Financing Activities 
and Liquidity. For information about the redeliberation status, refer to the IASB Work Plan.

Exposure Draft: Classification of Liabilities (Proposed amendments to IAS 1)
In February 2015, the IASB issued an Exposure Draft titled Classification of Liabilities (Proposed 
Amendments to IAS 1). Under IFRS, most companies present a balance sheet that classifies liabilities as 
either current or non-current. This split has traditionally been helpful in understanding a company’s ability 
to meet its liabilities in the short term. However, companies have struggled with the application of these 
classification requirements, particularly for loans.

The proposals confirm that the classification as current/non-current is based on facts and circumstances at 
the reporting date, and that the probability of continuing to meet conditions is irrelevant for classification, 
which is consistent with how breaches of covenants are assessed today.

In current guidance, one situation that requires an entity to classify a liability as current is when it does not 
have an unconditional right to defer settlement of the liability for at least twelve months after the reporting 
period. However, if an entity expects, and has the discretion, to refinance or roll over an obligation for at 
least twelve months after the reporting period under an existing loan facility, it classifies the obligation as 
non-current, even if it would otherwise be due within a shorter period.
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Under the proposals:

 — a company would need to have a right – rather than an unconditional right – at the end of the reporting 
period to defer settlement for at least 12 months in order to classify the liability as non-current 
(assuming that the other criteria are met); and

 — references to ‘discretion’ are replaced by reference to a ‘right’ in referring to rollover.

For more details, refer to KPMG’s publication IFRS Breaking News – IAS 1 Classification of liabilities. For 
information about the redeliberation status, refer to the IASB Work Plan.

Exposure Draft: Conceptual Framework for Financial Reporting
In May 2015, the IASB released an Exposure Draft proposing a revised Conceptual Framework for 
Financial Reporting.

The Conceptual Framework for Financial Reporting is the IASB’s foundation for developing accounting 
standards. As such, the Board’s commitment to revise it could have major consequences for IFRS in the 
future. The project is no small task, and stakeholder expectations are high. If the core underlying principles 
are robust, it should lead to a set of internally consistent accounting standards that reduce complexity, 
improve comparability and lead to a faster, less controversial standard-setting process. However, some 
areas of controversy in financial reporting (e.g., the distinction between liabilities and equity) have been 
removed from the project’s scope, and are being dealt with in separate projects.

The proposals address some areas that have been long-standing issues and any proposed changes 
will come with challenges. However, it should be noted that the proposal seems unlikely to resolve the 
debate: what is the dividing line between profit or loss and other comprehensive income (OCI)? Without 
defining financial performance or specifying the characteristics of income and expenses that require their 
presentation in OCI, some believe that this proposal will not bring needed clarity to this issue.

For more details, refer to KPMG’s publications IFRS Breaking News – The future direction of IFRS and 
IFRS Breaking News – Performance reporting – Conceptual Framework. For information about the 
redeliberation status, refer to the IASB Work Plan.

Exposure Draft: Remeasurement on Plan Amendment, Curtailment or Settlement/Availability 
of a Refund from a Defined Benefit Plan
According to stakeholder feedback received by the IASB, defined benefit plan accounting under current 
IFRS lacks clarity in some areas. To address this, in June 2015, the Board has proposed targeted 
amendments to IAS 19 and IFRIC 14.

Currently, when a defined benefit plan is amended, curtailed or settled during a reporting period, the entity 
needs to update the assumptions about its obligation and the fair value of its plan assets to calculate costs 
related to these changes. The proposed amendments to IAS 19 Employee Benefits clarify the accounting 
for such plan amendments, curtailments or settlements. Specifically, the proposals clarify that:

 — past service cost, or gain or loss on settlement, would be calculated based on the whole deficit or 
surplus in the plan (i.e. excluding the effect of the asset ceiling); and

 — current service cost and net interest for the period followed by these changes would be based on the 
updated actuarial assumptions (applied when remeasuring the net benefit liability/asset).

The proposed amendments to IFRIC 14, IAS 19 – The Limit on a Defined Benefit Asset, Minimum Funding 
Requirements and their Interaction, addresses the issue of how to determine an entity’s right to a refund 
when other parties, such as trustees, have the ability to enhance pension benefits and/or wind up the 
plan without the entity’s consent. The amendments aim to clarify the effects of such third party powers 
as follows:

 — When an entity considers its right to a refund from the plan, it would not include amounts that a third 
party can use for other purposes (e.g. to enhance pension benefits) without the entity’s consent;

 — If a third party can wind up the plan without the entity’s consent, then the entity would not be able 
to assume a right to a refund on the basis of gradual settlement of plan liabilities.

For additional information, refer to KPMG’s publication IFRS Breaking News – Pensions – Clearer 
accounting for defined benefit plans. For information about the redeliberation status, refer to the 
IASB Work Plan.
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Exposure Draft: Effective Date of Amendments to IFRS 10 and IAS 28
Under current IFRS, an accounting conflict arises when a parent loses control of a subsidiary in a 
transaction with an associate or joint venture because there is a conflict between the guidance on 
consolidation and equity accounting.

As reported in the previous edition of Focus on Financial Reporting, to address this conflict, the IASB 
issued in September 2014 the final amendments, Sale or Contribution of Assets between an Investor and 
its Associate or Joint Venture (Amendments to IFRS 10 Consolidated Financial Statements and IAS 28 
Investments in Associates and Joint Ventures).

In these circumstances, the amendments require the full gain or loss to be recognized when the assets 
transferred meet the definition of a “business” under IFRS 3 Business Combinations. A partial gain or loss 
is recognized when a transaction involves assets that do not constitute a business, even if these assets 
are housed in a subsidiary.

The effective date for the amendments had been established as January 1, 2016. However, in issuing 
these amendments, the Board also introduced some new, unexpected and complex accounting for certain 
transactions. Consequently, in August 2015, the Board issued a formal proposal to defer the effective 
date of these amendments for an indefinite period. The Board believes that these amendments could be 
affected by the outcome of its current research project on the equity method of accounting.

Early adoption of these amendments would nonetheless continue to be permitted under the proposal.

For additional information, refer to the IASB press release.

Exposure Draft: IFRS Practice Statement – Application of Materiality to Financial Statements
Too often, immaterial information either obscures or takes the place of information that would be useful 
to users of financial statements. In October 2015, the IASB issued a draft practice statement aiming to 
clarify the materiality concept and provide practical guidance to help management apply it to financial 
statements. This new proposal is the latest step in the Board’s disclosure initiative and complements 
Amendments to IAS 1 Presentation of Financial Statements.

Deciding what information is material is a matter of judgment – not a compliance exercise – and depends 
on a range of factors. The practice statement should help management to become more confident in 
exercising their judgment as it provides guidance on the key challenges encountered when applying the 
materiality concept:

Key challenges Guidance

Tendency to focus on quantitative 
aspects

 — How to factor qualitative factors into the materiality 
assessment

Deciding how to present or disclose 
information

 — When to aggregate and disaggregate information

 — Whether to include information in the primary financial 
statements or the notes

 — How to deal with immaterial information

Assessing whether omissions and 
misstatements of information are 
material

 — Current period and prior period misstatements

 — Intentional misstatements

Comments are due by February 26, 2016. For more details, refer to KPMG’s publication IFRS Breaking 
News – Disclosures – Applying Materiality.
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Guidance Currently Under Development – Proposed Interpretations of Standards (Draft IFRICs)
Draft IFRIC: Foreign Currency Transactions and Advance Consideration
Under current IFRS, foreign currency transactions are recorded in the company’s functional currency by 
applying the spot exchange rate on the date of the transaction (i.e., on the date when the transaction first 
qualifies for recognition).

However, when foreign currency consideration is paid or received in advance of the item it relates to – which 
may be an asset, an expense or income – IAS 21 The Effects of Changes in Foreign Exchange Rates is not 
clear on how to determine the date of the transaction. This has resulted in diversity in practice when translating 
the related item. To address this, the IFRS Interpretations Committee has issued a Draft Interpretation.

The interpretation would apply when a company:

 — pays or receives consideration denominated or priced in a foreign currency; and

 — recognizes a non-monetary prepayment asset or deferred income liability (e.g., non-refundable advance 
consideration) before recognizing the related item at a later date.

The date of the transaction – which is required to determine the spot exchange rate for translation – 
would be the earlier of:

 — date of initial recognition of the non-monetary prepayment asset or deferred income liability; and

 — date that the related item is recognized in the financial statements.

Comments are due by January 19, 2016.

For additional information, refer to KPMG’s publication IFRS Breaking News – Foreign currency 
transactions – Advance consideration.

Draft IFRIC: Uncertainty over Income Tax Treatments
The IFRS Interpretations Committee issued a draft IFRIC that seeks to clarify the accounting for income 
tax treatments that have yet to be accepted by tax authorities, while also aiming to enhance transparency. 
More specifically, the draft IFRIC aim to address the issue: how do you reflect uncertainty in accounting 
for income tax?

In the proposed approach, uncertainties related to income tax would be accounted for under IAS 12 
and not IAS 37. An entity would reflect an uncertainty in the amount of tax payable (recoverable) if it is 
probable that it will pay (or recover) an amount for the uncertainty.

Key to the proposals is the assumption that tax authorities will have full knowledge of all relevant 
information in assessing a proposed tax treatment. This is an area where the proposals bring clarity.

The uncertainty would be reflected using the measure that provides a better prediction of how the 
uncertainty will be resolved – either:

 — the most likely amount; or

 — the expected value.

The proposals also provide specific guidance for when and how to subsequently update the uncertain 
tax in the accounts if circumstances change (e.g., when a tax authority’s right to challenge a treatment 
expires, or when a clarification is issued). The impact of these proposals would depend on an entity’s 
current practice.

Comments are due by January 19, 2016.

For more details, refer to KPMG’s publication IFRS Breaking News – Accounting for uncertain  
tax treatments.

Reminders of Guidance that Become Effective in 2016
The following is a reminder of some of the more broadly applicable standards and amendments that will 
become effective for the first time in 2016 – more precisely, for financial reporting periods beginning on or 
after January 1, 2016.

Accounting for Acquisitions of Interest in Joint Operations (Amendments to IFRS 11)
In May 2014, the IASB issued amendments to IFRS 11 Joint Arrangements in response to diversity in 
practice over whether IFRS 3 Business Combinations applies when an entity acquires an interest in a joint 
operation that meets the definition of a business.
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The amendments clarify that business combination accounting is required to be applied to acquisitions 
of interests in a joint operation that constitutes a business (i.e., recognize goodwill and deferred tax, and 
expense acquisition-related costs for the transactions). Business combination accounting also applies 
to the acquisition of additional interests in a joint operation while the joint operator retains joint control. 
The additional interest acquired will be measured at fair value. The previously-held interests in the joint 
operation will not be remeasured.

The amendments are to be applied prospectively. Early application is permitted. For additional information, 
refer to KPMG’s publication In the Headlines, Issue 2014/07.

Clarification of Acceptable Methods of Depreciation and Amortization (Amendments to IAS 16 
and IAS 38)
In May 2014, the IASB issued amendments to IAS 16 Property, Plant and Equipment and IAS 38 Intangible 
Assets to introduce a rebuttable presumption that the use of revenue-based amortization methods for 
intangible assets is inappropriate. The amendments to IAS 16 also explicitly state that revenue-based 
methods of depreciation cannot be used for property, plant and equipment.

The amendments are to be applied prospectively. Early application is permitted. For additional information, 
refer to KPMG’s publication In the Headlines, Issue 2014/08.

Annual Improvements to IFRSs 2012–2014 Cycle
As part of its annual improvements process, which proposes non-urgent but necessary amendments 
to IFRSs, the IASB issued in September 2014 Annual Amendments: 2012–2014 Cycle, amending the 
following standards:

 — IFRS 5 Non-Current Assets held for sale and discontinued operations

 – Changes in method of disposal

 — IFRS 7 Financial Instruments: Disclosures

 – Continuing involvement’ for servicing contracts

 – Offsetting disclosures in condensed interim financial statements

 — IAS 19 Employee Benefits

 – Discount rate in a regional market sharing the same currency (e.g., the Eurozone)

 — IAS 34 Interim Financial Reporting

 – Disclosure of information ‘elsewhere in the interim financial report’.

Earlier application is permitted, in which case the related consequential amendments to other IFRSs 
would also apply. For additional details, refer to KPMG’s publication IFRS Newsletter – The Balancing 
Items – Issue 7.
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Canadian Regulatory Developments  
Applicable to all Issuers
The following is a summary of recent Canadian securities regulatory rules, instruments, policies, and 
documents that are applicable to a broad range of issuers. The summary discusses a number of proposed 
and final amendments, as well as staff notices issued since the previous edition of Focus on Financial 
Reporting. As a result of the harmonization efforts of the Canadian Securities Administrators (CSA), 
securities markets are governed by a number of largely harmonized national or multilateral instruments, 
which are on CSA member websites. Many of the links in this document refer to the Ontario Securities 
Commission (OSC) website; however, readers should refer to the member site in their own jurisdiction.

Ongoing Requirements for Issuers and Insiders
Continuous Disclosure Review Summary for Year Ended March 31, 2015
In July 2015, CSA Staff Notice (SN) 51-344 Continuous Disclosure Review Program Activities for the fiscal 
year ended March 31, 2015, which summarizes the results of the program, was released.

The goal of the program is to improve the completeness, quality and timeliness of continuous disclosure 
provided by reporting issuers in Canada. This program was established to assess the compliance of 
continuous disclosure documents and to help issuers understand and comply with their obligations under 
the continuous disclosure rules so that investors receive high quality disclosure.

The fiscal 2015 results were comparable to those of 2014, with 59% of review outcomes requiring 
issuers to take action to improve and/or amend their disclosure. In some cases, issuers were referred to 
enforcement, cease traded or placed on the default list.

For additional details, see CSA Staff Notice 51-344.

OSC Corporate Finance Branch 2014–2015 Annual Report
In July 2015, the OSC issued SN 51-725 Corporate Finance Branch 2014–2015 Annual Report. This report 
provides key information to help regulated individuals and entities, investors and advisors comply with 
regulatory obligations. It contains observations and guidance from compliance work conducted by the 
Corporate Finance Branch in fiscal 2015 in several areas.

In its discussion on compliance, the report includes an overview of the Continuous Disclosure Review 
Program and discussion on participation fees, outcomes for fiscal 2015, and issue-oriented review staff 
notices published through the year. The compliance section of the report also includes statistics, trends 
and guidance on public offerings and exemptive relief applications. The section concludes with guidance 
and filing tips on insider reporting and information on reviews of Designated Rating Organizations.

The final section of the report, Responsive Regulation, summarizes significant policy initiatives with which 
the OSC is involved, including exempt market initiatives, venture issuer regulation, and women on boards 
and in executive officer positions.

For additional details, see the annual report.

Continuous Disclosure, Prospectus and Audit Committee Changes
In June 2015, the CSA published amendments to National Instrument (NI) 51-102 Continuous Disclosure 
Obligations, NI 41-101 General Prospectus Requirements and NI 52-110 Audit Committees. The 
amendments primarily impact venture issuers, and are intended to make the disclosure requirements 
more suitable and manageable for issuers at their stage of development. The amendments address 
continuous disclosure and governance obligations as well as disclosure for prospectus offerings.

The amendments are designed to focus disclosure of venture issuers on information that reflects the 
needs and expectations of venture issuer investors and eliminate disclosure obligations that may be 
less valuable to those investors. One of key changes is that venture issuers have the ability to provide 
streamlined MD&A in the form of Quarterly Highlights to meet interim disclosure requirements.

For additional details, see CSA Notice of Amendments.
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Proposed Whistleblower Policy
In October 2015, the OSC published proposed OSC Policy 15-601 Whistleblower Program which would 
encourage the reporting of serious securities-related misconduct in Ontario to the OSC. The program would 
be the first of its kind for securities regulators in Canada, and under the proposed policy, a whistleblower 
could be awarded up to $5 million upon the final resolution of an administrative matter. The OSC aims to 
have a whistleblower program in place in the spring of 2016.

For additional details, see OSC website.

Women on Boards
In September 2015, the CSA published Multilateral SN 58-307 Staff Review of Women on Boards 
and in Executive Officer Positions – Compliance with NI 58-101 Disclosure of Corporate Governance 
Practices. The intention of NI 58-101 Disclosure of Corporate Governance Practices, which came into 
effect December 31, 2014, was to increase transparency for investors and other stakeholders regarding 
the representation of women on boards and in executive officer positions. Increased transparency may 
assist investors when making investment and voting decisions. The Rule requires non-venture issuers to 
disclose information related to representation of women on boards and in executive officer positions on 
an annual basis.

If a non-venture issuer has not adopted certain mechanisms, policies or targets, or does not consider the 
representation of women, it is required to explain its reasons for not doing so.

This Staff Notice summarizes the findings of the review of the corporate governance disclosure of 722 
issuers who had a year-end between December 31, 2014, and March 31, 2015, and released disclosure 
on corporate governance as it relates to the Rule Amendments.

It was determined that many non-venture issuers require additional guidance concerning the level and 
detail of disclosure that is necessary to satisfy the requirements of the Rule. The Staff review provides 
guidance for issuers in an effort to improve issuer disclosure.

The CSA indicates it will continue to evaluate these disclosures to ensure that meaningful disclosure 
is provided regarding the representation of women on boards and in executive officer positions and to 
measure if the disclosure ultimately achieves its intended purpose of increasing transparency.

For additional details, see OSC website.

REIT Distributions Disclosure
In January 2015, the OSC released SN 51-724 Report on Staff’s Review of REIT Distributions Disclosure. 
The review identified that a significant number of REITs were distributing more than they generate in 
cash without sufficiently highlighting this risk to investors. The OSC identified that guidance contained 
in NP 41-201 Income Trusts and Other Indirect Offerings, which was intended to guide staff disclosure 
expectations where excessive distributions have been paid, has not been consistently followed in REIT 
continuous disclosures.

For additional details, see OSC Staff Notice 51-724.

Related Party Transaction Disclosure
In January 2015, the OSC released SN 51-723 Report on Staff’s Review of Related Party Transaction 
Disclosure and Guidance on Best Practices. The OSC reviewed 100 issuers to assess related party 
transaction (RPT) disclosure. The review found that there is a general awareness of the need to provide 
information on RPTs in both the financial statements and the MD&A; however, in some instances the 
disclosure lacked an appropriate level of detail.

The notice provides insight into areas where issuers can focus on improving their disclosure, including 
examples. In addition, boards can consider this guidance in developing policies for the identification and 
review of RPTs and ensuring that sufficient detail of the RPT is included in the issuers’ public filings.

For additional details, see OSC Staff Notice 51-723.

Issuers Entering into New Business Opportunities
In February 2015, CSA SN 51-342 Staff Review of Issuers Entering into Medical Marijuana Business 
Opportunities, was released. While the Staff Notice focused on issuers entering into the medical 
marijuana business, the guidance will be helpful for other issuers considering a change in business.
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There was concern that by selectively omitting important information related to their change in business, 
issuers were not meeting Continuous Disclosure Obligations, and benefiting from a positive impact 
on their share price by announcing their interest in the industry, while selectively omitting important 
information, such as the stage of their plans and any risks and uncertainties related to those plans. 
In general, it was found that issuers’ disclosure was often unbalanced and promotional in nature, 
generating worry that investors were not provided with sufficient information to understand the 
business changes being proposed by these issuers

For additional details, see CSA Staff Notice 51-342.

Reports Relating to Prospectus
Listing of Emerging Market Issuers
In July 2015, the Toronto Stock Exchange (TSX) released SN 2015-0001, providing guidance to applicants 
and issuers with significant connections to emerging market jurisdictions (“Emerging Market Issuers”). 
The intention of the notice is to improve the transparency of TSX practices and procedures with a view 
to facilitating the listing process and supporting successful listings on the TSX. At the same time, a 
corporate finance bulletin outlining the same guidance principals with respect to listings on the TSX Venture 
Exchange (TSX V) was released (Policy 2.10 Listing of Emerging Market Issuers). The focus is on issuers 
in jurisdictions outside of Canada, the United States of America, the United Kingdom, Western Europe, 
Australia and New Zealand. The exchanges recognize that the risks of certain resource issuers may be 
mitigated in certain circumstances.

For additional details, visit TSX website.

Structured Notes Distributed under the Shelf Prospectus System
In January 2015, the CSA published SN 44-305 Structured Notes Distributed Under the Shelf Prospectus 
System. The notice updates and supplements existing guidance found in SN 44-304 regarding:

 — disclosure issuers should consider when preparing prospectus supplements for their structured notes;

 — disclosure issuers should consider providing regarding their structured notes on an on-going basis; and

 — the filing process to pre-clear novel supplements and for subsequent offerings of pre-cleared products.

For additional details, see SN 44-305.

Take-Over Bids
In March 2015, the CSA published Proposed Amendments to Multilateral Instrument (MI) 62-104 
Take-over Bids and Issuer Bids, the related companion policy and related consequential amendments.

The amendments are intended to enhance the quality and integrity of the take-over bid regime and 
rebalance the current dynamics among offerors, offeree issuer boards of directors (offeree boards), 
and offeree issuer security holders by (i) facilitating the ability of offeree issuer security holders to 
make voluntary, informed and co-ordinated tender decisions, and (ii) providing the offeree board with 
additional time and discretion when responding to a take-over bid.

The CSA is also proposing amendments to other aspects of the take-over bid regime relating to these 
key amendments, with the result of harmonizing take-over bid regulation across all Canadian jurisdictions 
in a single instrument.

For additional details, visit OSC website.

Existing Security Holder Prospectus Exemption
In November 2014, the OSC announced that it was implementing amendments to OSC Rule 45-501 
Ontario Prospectus and Registration Exemptions and the related companion policy and consequential 
amendments to NI 45-102 Resale of Securities. The amendments are similar to and substantially 
harmonized with the other CSA jurisdictions. The exemption allows publicly listed issuers on specified 
Canadian exchanges to cost-effectively raise capital from their existing investors in reliance on the 
issuer’s continuous disclosure record.

For additional details, see Notice of Amendments to OSC Rule 45-501.
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Amendments to Prospectus and Registration Exemptions
In February 2015, rule amendments to NI 45-106 Prospectus and Registration Exemptions, NI 45-102 
Resale of Securities and OSC Rule 45-501 Ontario Prospectus and Registration Exemptions were 
implemented by the OSC together with guidance set out in related Companion Policies, with a number 
of further amendments published in April. The amendments relate to: Family, Friends and Business 
Associates Exemptions; Accredited Investor and Minimum Amount Investment Prospectus Exemptions; 
and Short-term Debt Prospectus Exemption and Short-term Securitized Products.

For additional details, see 45-106 – Prospectus Exemptions.

Amendments related prospectus exemption for rights offerings
In September 2015, the CSA published Notice of Amendments Relating to Rights Offerings to National 
Instrument 45-106 Prospectus Exemptions, National Instrument 41-101 General Prospectus Requirements, 
National Instrument 44-101 Short Form Prospectus Distributions, and National Instrument 45-102 Resale 
of Securities and Repeal of National Instrument 45-101 Rights Offerings.

The amendments and policy changes are intended to address CSA concerns that issuers seldom use 
prospectus-exempt rights offerings to raise capital because of the associated time and cost. At the same 
time, rights offerings can be one of the fairer ways for issuers to raise capital, as they provide existing 
security holders with an opportunity to protect themselves from dilution. The amendments are designed 
to make prospectus-exempt rights offerings more attractive to reporting issuers, while maintaining 
investor protection.

The amendments create a streamlined prospectus exemption (the Rights Offering Exemption) that is 
available only to reporting issuers, but not to investment funds subject to NI 81102 Investment Funds. 
The Rights Offering Exemption removes the current requirement for a regulatory review prior to use of 
the rights offering circular.

For additional details, see CSA Notice of Amendments.

Offering Memorandum Exemption
In October 2015, the CSA published a multilateral Notice of Amendments to NI 45-106 Prospectus 
Relating to the Offering Memorandum Exemption. The amendments introduce an offering memorandum 
prospectus exemption in Ontario and will modify the existing offering memorandum exemption in Alberta, 
New Brunswick, Nova Scotia, Québec and Saskatchewan to strengthen investor protection. As a result of 
the amendments, the offering memorandum exemption will now be available in all jurisdictions of Canada. 
The offering memorandum exemption was designed to facilitate capital-raising by allowing issuers to 
solicit investments from a wider range of investors than they would be able to under other prospectus 
exemptions, provided that certain conditions are met.

For additional details, see CSA Notice of Amendments.

Crowdfunding and start-up crowdfunding exemptions
In November 2015, the CSA published MI 45-108 Crowdfunding, relating to the offering memorandum 
exemption. The amendments will allow businesses to raise capital from a potentially large number 
of investors through an online portal registered with the securities regulatory authorities in Ontario, 
Manitoba, Québec, New Brunswick and Nova Scotia. The crowdfunding regime is aimed primarily at 
start-ups and small to medium sized enterprises based in Canada. The MI 45-108 crowdfunding regime 
will coexist and is viewed to be complementary with the start-up crowdfunding exemptions by those 
jurisdictions that adopted them on May 14, 2015 in Manitoba, Saskatchewan, Québec, New Brunswick 
and Nova Scotia under Multilateral CSA Notice 45-316 Start-up Crowdfunding.

For additional details, see 45-108 – Crowdfunding and Nova Scotia Securities Commission website.

Proposed changes to private placement reporting
In August 2015, the CSA, published Proposed Amendments to National Instrument (NI) 45-106 
Prospectus Exemptions relating to Reports of Exempt Distribution. While the proposed amendments will 
harmonize reporting across all jurisdictions in Canada, harmonization will require broader disclosure. The 
proposed amendments would require that issuers provide enhanced disclosure in the exempt trade report 
and change the deadline for investment funds reporting annually to be within 30 days after the calendar 
year-end (i.e., by January 30) to improve the comparability and timeliness of the information collected.

For additional details, visit OSC website.
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Industry Specific Guidance
Annual Summary Report for Dealers, Advisers and Investment Fund Managers
In September 2015, the OSC published SN 33-746 Annual Summary Report for Dealers, Advisers and 
Investment Fund Managers. The annual summary provides information in the following areas: key policy 
initiatives impacting registrants; outreach to registrants; registration of firms and individuals; Information 
for dealers, advisers and investment fund managers; Acting on registrant misconduct; Additional 
resources; compliance and registrant regulation branch and contact information for registrants.

For additional details, see SN 33-746.

Other industry specific guidance that has been released is listed below:

 — CSA Staff Notice 51-345 Disclosure of Abandonment and Reclamation Costs in National 
Instrument 51-101 Standards of Disclosure for Oil and Gas Activities and Related Forms

 — 91-507 – Trade Repositories and Derivatives Data Reporting

 — 31-103 – Registration Requirements, Exemptions and Ongoing Registrant Obligations

 — Information on IFRS, including IFRS Releases

 — IFRS Release 4, Tips for Year End

 — Investment Funds Practitioner

 — Point of Sale Disclosure for Mutual Funds (POS Project)

 — 81-325 – Status Report on Consultation under CSA Notice 81-324 and Request for Comment 
on Proposed CSA Mutual Fund Risk Classification Methodology for Use in Fund Facts

 — Guidance for Portfolio Managers, Exempt Market Deals and Other Registrants

 — CSA Staff Notice 81-326 Update on an Alternative Funds Framework for Investment Funds

 — Summary Report for Investment Fund and Structured Product Issuers – 2014

 — 91-703 – OSC Staff Notice 91-703: Staff Recommendation on the Reporting of Inter-Affiliate 
Transactions by End-Users under OSC Rule 91-507 Trade Repositories and Derivatives Data Reporting

 — 81-728 – OSC Staff Notice 81-728 – Use of “Index” in Investment Fund Names and Objectives

 — CSA Staff Notice 31-342 – Guidance for Portfolio Managers Regarding Online Advice

 — OSC Rule 91-507 Trade Repositories and Derivatives Data Reporting and Companion Policy 91-507CP 
to OSC Rule 91-507 Trade Repositories and Derivatives Data Reporting

 — 43-309 – Review of Website Investor Presentations by Mining Issuers
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US GAAP Update & US Regulatory Developments
The FASB Chairman recently announced: “It has become increasingly clear that the United States is 
unlikely to adopt International Financial Reporting Standards, or offer US public companies the option 
to use IFRS when they file their financial statements with the Securities and Exchange Commission.” 
He also stated that the FASB continues to believe that “global accounting standards should be as 
comparable as possible”.

However, the SEC and its staff continue to publicly express an ultimate objective of achieving a single 
set of high-quality, globally accepted accounting standards that are consistently applied and enforced. 
The SEC’s 2010 strategy for potentially incorporating IFRS into US financial reporting depended heavily 
on the success of the FASB and IASB convergence agenda, which has fallen short of the objectives 
originally outlined by the Boards. The SEC is now considering its next steps.

For Canadian SEC registrants that have chosen to adopt US GAAP as their reporting framework, the 
challenge to keep abreast of developments in US GAAP will remain. KPMG US’s website provides the 
resources needed to help stay current with US GAAP and regulatory developments.

The Quarterly Outlook publications, from KPMG US, summarize major developments including upcoming 
financial reporting matters and ongoing standard setting and other activities, including FASB, EITF, SEC 
and PCAOB activities. They also discuss the status of the IASB’s and FASB’s major convergence projects 
between IFRS and US GAAP, including revenue recognition, leases and financial instruments.

Highlighted below are a summary of some of the significant financial reporting issues in 2015 that may 
affect companies reporting under US GAAP. For more detailed information, please refer to the links 
following the summary and the Quarterly Outlook publications.

New Guidance Issued and Effective in 2016
The following are significant accounting standards affecting public business entities for the first time 
in 2016, more precisely for fiscal years, including interim periods within those years, beginning after 
December 15, 2015.

Customer’s Accounting for Fees Paid in a Cloud Computing Arrangement
The previous edition of Focus on Financial Reporting reported that the FASB had issued a proposal on 
customer’s accounting for fees paid in a cloud computing arrangement. In 2015, the FASB issued the 
related Accounting Standards Update that clarifies that if a cloud computing arrangement includes a 
software license, the customer should account for the license consistent with its accounting for other 
software licenses. However, if the arrangement does not include a software license, the customer should 
account for the arrangement as a service contract.

Companies may adopt the new guidance either prospectively for all arrangements entered into 
(or materially modified) after the effective date, or retrospectively.

For more information, refer to FASB ASU 2015-05 and Defining Issues 15-15.

New Consolidation Guidance
In 2015, the FASB issued a new consolidation standard which includes the following:

 — Changes the evaluation of whether limited partnerships (and similar legal entities) are variable interest 
entities (VIEs);

 — Eliminates the presumption that the general partner of a voting interest limited partnership should 
consolidate that partnership; and

 — Changes the analysis for determining when fees paid to a decision maker (or service provider) 
represent a variable interest in a VIE and how interests of related parties affect the primary beneficiary 
determination.

Companies generally will need to reconsider and re-document their previous consolidation conclusions 
because their basis is likely to change, even if the conclusion itself does not (which may also affect 
disclosure requirements).

For more information, refer to FASB ASU 2015-02, Defining Issues 15-6, and Webcast.
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Disclosures about Short-Duration Insurance Contracts
As part of its Insurance project (see section Other FASB Projects for more information), the FASB recently 
released a new standard that requires additional disclosure about the liability for unpaid claims and claim 
adjustment expenses, including:

 — Disaggregated incurred and development information for periods that need not exceed 10 years 
(periods prior to the current year will be considered supplementary information);

 — Significant changes in methodologies and assumptions used to calculate the liability for unpaid claims 
and claim adjustment expenses; and

 — Quantitative claims frequency information.

The new standard requires comparative disclosures for each period presented, except for those 
requirements that apply only to the current year, and may be early adopted.

For more information, refer to Latest on Insurance.

Audit Developments Affecting Financial Statement Preparers
COSO 2013 Transition
Approximately 75 percent of SEC registrants transitioned to the COSO 2013 Framework for their 2014 
assessments of the effectiveness of internal control over financial reporting (ICOFR). Feedback on the 
transition suggests that the effort required to improve documentation and address the additional structure 
required by the explicit 17 principles and 5 components has been greater than anticipated. Although the 
effort generally has not been as significant as the introduction of the Sarbanes-Oxley regulations in 2002, 
transitioning to COSO 2013 usually requires more than a simple mapping exercise. Companies should 
use this opportunity to improve ICOFR by reconsidering the efficiency and effectiveness of business 
processes, the related risk, and the controls that are responsive to those risks.

The expectation is that the remaining registrants will adopt the COSO 2013 Framework at their next 
ICOFR assessment date. Representatives from both the SEC’s Office of the Chief Accountant and the 
Division of Corporation Finance have publicly stated that the SEC staff is more likely to question the use 
of an outdated framework with the passage of time.

For more information: COSO Website, Defining Issues 13-026, Defining Issues 13-036, and KPMG’s CFO 
Financial Forum Webcast COSO 2013 Series.

Major Joint Projects 
Revenue
Refer to the IASB section for an update on the new Revenue Standard.

Leases
Refer to the IASB section for an update on the Leases project.

Financial Instruments
While financial instruments began as a joint project, the FASB and IASB will not converge on classification 
and measurement or impairment. As mentioned in the previous edition of Focus on Financial Reporting, 
the IASB completed in 2014 its redeliberations and issued its final Financial Instruments Standard in 2014, 
which includes classification and measurement, impairment, and hedge accounting. However, the FASB 
continued its redeliberations on both classification and measurement and impairment in 2015.

In November 2015, the FASB decided the effective date of the upcoming standards. Public business 
entities will be required to apply Financial Instruments: Recognition and Measurement of Financial 
Assets and Financial Liabilities (Classification and Measurement) for fiscal year beginning after December 
15, 2017. The FASB also directed the staff to draft a final Standard for vote by written ballot. Financial 
Instruments – Credit Losses (Impairment) will be effective for public business entities for fiscal years 
beginning after December 15, 2018, including interim periods within those fiscal years. It is expected 
that both final Standards will be issued before the end of the year.

© 2016 KPMG LLP, a Canadian limited liability partnership and a member firm of the KPMG network of independent member 
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved. 17

http://www.kpmg-institutes.com/institutes/financial-reporting-network/articles/campaigns/insurance-campaign.html
http://www.coso.org/
http://www.kpmg-institutes.com/institutes/financial-reporting-network/articles/2013/05/di-13-26-coso-releases-int-contr-integr-frmwk-2013.html
http://www.kpmg-institutes.com/institutes/financial-reporting-network/articles/2013/07/di-13-36-transition-date-coso.html
https://www.kpmg-institutes.com/institutes/financial-reporting-network/events/2014/04/4-17-2014-coso-part1-control-environment-risk.html
https://www.kpmg-institutes.com/institutes/financial-reporting-network/events/2014/04/4-17-2014-coso-part1-control-environment-risk.html


Focus on financial reporting | 2015 Annual update

Classification and Measurement
The Board decided to substantially retain the existing accounting for investments in debt securities and 
loans. However, the Board decided not to affirm the proposed disclosures about core deposit liabilities 
that was mentioned in the previous edition of Focus on Financial Reporting.

The Board also decided that the available-for-sale classification for investments in equity securities would 
no longer be permitted. Equity investments would instead be measured at fair value with changes in 
fair value recognized in net income. In addition, for financial liabilities for which the fair value option was 
elected, the portion of their change in fair value change attributable to instrument-specific credit risk would 
be recognized separately in other comprehensive income.

In 2015, the Board also decided to separately issue a proposed Accounting Standard Update on 
disclosures on hybrid financial instruments containing bifurcated embedded derivatives. The proposed 
amendments would require a company to disclose (in both interim and annual reporting periods) the 
carrying amount, the measurement attribute, and the balance sheet and the income statement line items 
in which each bifurcated embedded derivative and its related host contract are presented. This information 
is expected to provide users with decision-useful information that reflects the overall economics and cash 
flows for the entire hybrid financial instrument.

For more information: Proposed ASU and Defining Issues 15-7.

Impairment
As mentioned in the previous edition of Focus on Financial Reporting, the forthcoming standard on 
impairment will significantly change how entities measure and recognize credit impairment for most 
financial assets. The new current expected credit loss model (CECL) will require companies to recognize 
lifetime expected credit losses rather than incurred losses.

In 2015, the FASB decided that financial guarantee contracts that are not accounted for as insurance or at 
fair value through net income would be in the scope of the current expected credit loss model.

Hedging
The FASB decided this year to change the hedge accounting model to broaden its use and decrease 
operational difficulty.

 — The Board decided to permit hedge accounting for certain components of nonfinancial hedged items, 
and to make changes related to effectiveness testing, hedge documentation, line item presentation, 
and disclosures.

 — For hedging interest rate risk, hedge accounting would be permitted for contractually specified variable 
rates, a new benchmark fixed rate, and benchmark components of a total coupon. Additionally, a 
portion of a financial instrument’s term may be designated as a hedged item.

 — Entities may apply a long-haul effectiveness method if it is determined that the shortcut method should 
not have been used or using it is no longer appropriate.

 — The FASB decided to retain the highly effective qualifying threshold for all hedging relationships.

 — Hedge accounting would be permitted for more financial and nonfinancial hedging strategies than 
what is currently allowed by US GAAP.

 — The required effectiveness testing and hedge documentation would be less burdensome.

 — A significant disincentive to using the shortcut method would be removed.

The Board expects to issue an exposure draft on hedge accounting in Q4 2015.

For more information, refer to Latest on Financial Instruments.
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Other FASB Projects
Insurance
The FASB has limited the insurance project’s scope to insurance entities and has decided to split its 
project into short-duration and long-duration phases.

Short-Duration Contracts
The short-duration phase focused on financial statement disclosure and not on classification and 
measurement. In May 2015, the FASB issued the final standard on short-duration insurance contract 
(see section New guidance issued and effective in 2016).

Long-Duration Contracts
The long-duration phase continues in 2015 as the Board is reviewing classification and measurement. 
So far, the Board has tentatively decided to:

 — Require annual update of all assumptions for traditional long-duration contracts, limited-payment 
contracts, and participating life insurance contracts. The assumptions would no longer include a 
provision for adverse deviation.

 — A retrospective/immediate approach would be used to calculate the effect of liability assumptions 
updates on certain long-duration contracts;

 – The net premium ratio would be unlocked and updated for changes in cash flow assumption on 
a retrospective basis through earnings.

 – The effect of discount rate changes would be recorded immediately in other comprehensive income.

 — Liability for future policyholder benefits for participating life insurance contracts would be measured 
using assumptions for expected investment yields, mortality, termination (lapse), expense, and 
dividend payments. Insurers would use a high-quality, fixed-income instrument yield to discount their 
best estimated of future cash flows.

 — Deferred acquisition costs (DAC) would be amortized over the expected life of a book of contracts 
in proportion to the balance of insurance in-force. If the insurance in-force is variable and cannot be 
reliably predicted or is not readily determinable, the amortization would occur in proportion to the 
number of contracts outstanding. No interest would accrue to the undiscounted balance of deferred 
acquisition costs.

 — Discount rate used in the calculation of the liability for future policy benefits: should be determined 
using a reference portfolio of high-quality, fixed-income instruments, which is consistent with 
measuring pension liabilities.

 — Certain benefits (e.g., guaranteed minimum death benefits) in long-duration insurance contracts with 
other-than-nominal capital-market risk would be measured at fair value.

At a future meeting, the Board will continue to deliberate other targeted improvements to the accounting 
for long-duration contracts.

For more information, refer to Latest on Insurance.
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FASB Simplification Initiative
The FASB has progressed quickly on its simplification initiative, issuing five final standards and publishing 
three Exposure Drafts in 2015 – with one more expected before the end of 2015. While the Board has not 
addressed broad complexity in financial reporting, it has addressed some specific areas.

Final Standard

Topics Effective date for 
public business entities

For more information

Eliminating the Concept of 
Extraordinary Items

Fiscal years beginning 
December 15, 2015

FASB ASU and Defining 
Issues 15-2

Simplifying the Presentation of Debt 
Issuance Cost

FASB ASU and Defining 
Issues 15-14

Practical Expedient for the 
Measurement Date of an 
Employer’s Defined Benefit Plan

FASB ASU and Defining 
Issues 15-17

Business combinations: Simplifying 
the Accounting for Measurement- 
Period Adjustments

Defining Issues 15-43

Inventory – Changes to lower of cost 
or market to lower of cost and net 
realizable value

Fiscal years beginning 
December 15, 2016

FASB ASU and Defining 
Issues 15-33 

Emerging Issues Task Force (EITF) Activities
The following table presents a list of significant issues discussed by the FASB’s EITF in 2015.

Topics Effective date for public 
business entities

For more information

Recognition of Breakage for Certain 
Prepaid Stored-Value Cards

Fiscal years beginning after 
December 15, 2017

Defining Issues 15-53

Effect of Derivative Contract Novations 
on Existing Hedge Accounting 
Relationship

Fiscal years beginning after 
December 15, 2016

Evaluation of Contingent Put and 
Call Options Embedded in Debt 
Instruments
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Private Enterprises
When Canada’s Accounting Standards Board (the “Board” or “AcSB”) published Accounting Standards 
for Private Enterprises (ASPE) in 2009 for implementation in 2011, the AcSB committed to minimizing 
the frequency of changes to the standards to enhance their cost effectiveness. In keeping with 
that commitment, the AcSB published two standards in 2014, Interests in Joint Arrangements and 
Subsidiaries, and amended Section 3051 Investments. The new and amended sections are effective 
for fiscal years beginning on or after January 1, 2016. As enumerated below, the Board also continued 
its annual improvements process with several minor improvements becoming effective in 2015.

Developments in Accounting Standards for Private Enterprises
Updates to ASPE are done in two ways:

 — Through Major Improvements, and

 — Through Annual Improvements for clarifications on guidance or wording, or to correct for relatively 
minor unintended consequences, conflicts or oversights.

New Guidance Issued/Guidance Effective in 2016
Joint Arrangements
The Board published the new Section 3056 Interests in Joint Arrangements in September 2014, replacing 
Section 3055 Interests in Joint Ventures. Significant changes are as follows:

Jointly Controlled Operations and Jointly Controlled Assets
Section 3056 requires an investor with an interest in jointly controlled operations or jointly controlled 
assets to recognize its interest in the individual assets, obligations, revenues and expenses of the joint 
arrangement. This accounting is similar to the proportionate consolidation method of accounting from 
Section 3055 but may produce different results depending on the details of the joint arrangement.

Jointly Controlled Enterprises
An investor in a jointly controlled enterprise may account for that interest using the equity method or 
cost method. If the investor has the rights to the individual assets and the obligations for the individual 
liabilities, the investor would have an accounting policy choice to recognize its share of assets controlled, 
liabilities incurred, revenues and expenses. To adopt this policy option, the investor would be required 
to undertake an analysis to demonstrate it has the rights to the individual assets and obligations for the 
individual liabilities, and not an interest in the net assets of the jointly controlled enterprise.

Contributions and Transactions
Section 3056 does not carry forward the requirement in Section 3055 for the investor to defer and 
amortize the portion of a gain resulting from a transaction between an investor and a joint arrangement 
that does not relate to the amount of cash received or fair value of other assets.

The new standard is effective for fiscal periods beginning on or after January 1, 2016. Early adoption 
is permitted.

The Board has provided transitional provisions to minimize the cost of adopting the new standard as 
follows:

 — When an investor must transition from proportionate consolidation to cost or equity, the investment 
in the net assets of the joint arrangement should be measured at the beginning of the earliest period 
presented at an amount equal to the aggregate of the carrying amount of the assets and liabilities that 
the investor had previously proportionately consolidated.

 — When the investor must transition from the cost or equity method to directly accounting for interest 
in individual assets and obligations for the individual liabilities, the investor has the option to use either 
the carrying amounts of the assets and liabilities in the financial statements of the joint arrangement 
at the beginning of the fiscal year immediately preceding adoption or the fair value of the assets and 
liabilities of the joint arrangement on the same date.
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Investments
In conjunction with the issuance of Section 3056 Interests in Joint Arrangements, the Board amended 
Section 3051 Investments to provide clearer guidance on how to account for transactions, including 
contributions, between an entity and an equity-accounted investee to be consistent with Section 3056, 
such that any gain or loss is recognized in income only to the extent of the interests of the other non-
related investors, except where the transaction provides evidence of reduction in net realizable value 
or carrying amount of the relevant assets.

Consolidations
The Board published the new Section 1591 Subsidiaries in September 2014. The new section provides 
amended guidance on circumstances in which an enterprise controls another entity through mechanisms 
other than voting rights associated with a majority shareholding. With the issuance of the new standard, 
the existing accounting guideline AcG-15 Consolidation of Variable Interest Entities was withdrawn, 
fulfilling a commitment made by the Board when ASPE were originally published. The following is a 
synopsis of key changes due to the new section:

 — In assessing whether an entity has control through mechanisms other than voting rights, consideration 
would be given to:

 – Involvement of the entity in establishing the purpose and design of the other entity;

 – How decisions are made about strategic policies of the other entity that could affect the right and 
ability to obtain future economic benefits and related risks;

 – Risks to which the other entity was designed to be exposed;

 – Call rights and put rights, liquidation rights and rights to make decisions about activities that affect 
the entity’s ability to obtain future benefits; and

 – Rights that are designed to protect the interest of the entity holding those rights without giving it 
control would need to be distinguished from rights that confer control.

 — Contractual arrangements between entities under common control are excluded from the scope of 
Section 1591. Such arrangements are to be accounted for according to the nature of the contractual 
arrangement (e.g., as a lease). This relief from the application of the control concept is expected to 
provide significant cost savings for private companies.

The new standard is effective for fiscal periods beginning on or after January 1, 2016. Early adoption 
is permitted.

The Board has provided transitional provisions to minimize the cost of adopting the new standard 
as follows:

 — The controlling entity has the option to measure the assets, liabilities and non-controlling interests 
of a subsidiary that was not previously consolidated using either the acquisition method or the 
carrying amounts of the assets and liabilities of the previously unconsolidated enterprise based on 
the information available. An enterprise would be permitted to measure any item of property, plant 
and equipment at fair value at the beginning of the comparative period.

 — If information is lacking, the enterprise would measure the assets, liabilities and non-controlling 
interest of the previously unconsolidated enterprise by applying the acquisition method without 
recognizing any goodwill or intangible assets, as at the beginning of the comparative period.

Annual Improvements
2014 Annual Improvements
In October 2014, the Board issued the following amendments to Section 3856 Financial Instruments, 
which are effective for annual periods beginning on or after January 1, 2015:

 — Clarification that if a reporting period ends between the date a hedged transaction occurs and the date 
the hedging item matures, the hedging item is re-measured at the balance sheet date using the spot 
rate in effect at that date, with any gain or loss included in income.

 — Clarification of the disclosure requirements for trade accounts receivable. Prior to the amendment, 
Section 3856 required an entity to disclose the carrying amount of impaired financial assets by type of 
asset, and the amount of any related impairment. The amendment recognizes that for certain financial 
assets, such as accounts receivable, impairment may be assessed on a group basis and as result the 
disclosure requirement for the allowance for doubtful accounts for trade receivables should be the 
allowance in total.
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2015 Annual Improvements
In October 2015, the Board issued the following amendments which are effective for annual periods 
beginning on or after January 1, 2016:

 — Amendment to Section 1582 Business Combinations to make clear that where a business combination 
is achieved through the direct acquisition of assets and assumption of liabilities rather than an acquisition 
of a subsidiary, the requirement to disclose the amounts recognized for each major class of assets 
acquired and liabilities assumed applies.

 — Amendment to Section 3051 Investments and Section 3065 Leases to require the disclosure of the 
amount of any impairment loss or reversal of a previously recognized impairment loss, similar to the 
requirement for financial instruments under Section 3856 Financial Instruments.

 — Amendment to Section 3061 Property, Plant and Equipment to remove specific wording that could 
have implied that there is a requirement to disclose the amount of amortization for each item of 
property, plant and equipment.

 — Amendment and additions to Section 3462 Employee Future Benefits to provide clarification as 
to when a funding valuation can be used to measure the defined benefit obligation for a defined 
benefit plan.

Other Projects
Redeemable Preferred Shares Issued in a Tax Planning Arrangement – a Liability
The Board and the Private Enterprise Advisory Committee have discussed the suggestions received from 
stakeholders in response to the AcSB’s Exposure Draft, Redeemable Preferred Shares Issued in a Tax 
Planning Arrangement, which was issued in October 2014. Those suggestions included:

 — amending paragraph 3856.23 to remove references to specific sections of the Income Tax Act and 
instead restrict the use of the paragraph by describing the types of transactions to which it applies;

 — providing application guidance to support the use of judgment in determining when the paragraph is 
applicable and to address application issues, such as the requirement to reclassify as a liability “when 
redemption is demanded”;

 — adding disclosure requirements to better inform users about the nature of the arrangement that gave 
rise to the issuance of the preferred shares and the characteristics of those shares; and

 — allowing an accounting policy choice, as was previously permitted under pre-changeover GAAP.

At its May 2015 meeting, the Board decided that the effective date of any change will be no earlier than 
January 1, 2018.

Agriculture
The Board continues its work on a project for accounting for biological assets held by agricultural entities. 
The project is intended to address issues including whether biological assets are inventories or property, 
plant and equipment, initial and subsequent measurement of such assets and how to account for 
agricultural produce at the point of harvest. The Board expects to issue a discussion paper in December 
2015 which will discuss the measurement of agricultural produce and animals held for sale and present 
the Board’s preliminary view that these types of biological assets should be measured at current value, 
provided certain conditions are met, or cost, when those conditions are not met. The discussion paper 
will also include potential disclosures related to current value.

Subsidiaries and investments subject to significant influence accounted  
for using the cost method
The Board has issued an exposure draft proposing to amend Section 1591 Subsidiaries and Section 3051 
Investments to address the accounting for a subsidiary and an investment subject to significant influence 
when the cost method is used. The Board recognizes that there has been diversity in practice in the 
application of the cost method. The underlying principle of the exposure draft is that a consistent approach 
should be applied to investments and interests in subsidiaries that are accounted for using the cost 
method; the initial measurement of an interest in a subsidiary that is subsequently accounted for using 
the cost method should be on a basis similar to other business combinations, specifically as it relates to 
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acquisition related costs, contingent consideration, pre-existing relationships and subsequent accounting 
for contingent consideration.

The key aspects of the Exposure Draft on Subsidiaries are as follows:

 — Initial cost would be measured at the acquisition-date fair value of the consideration transferred, 
including contingent consideration. Contingent consideration is re-measured when the contingency 
is resolved.

 — Acquisition-related costs are expensed as incurred.

 — Pre-existing relationships would be required to be separately identified and settlement of such 
relationships are considered a separate transaction.

 — No recognition of bargain purchase gains (i.e., “negative goodwill”).

 — For a step acquisition, no re-measurement of the previously held interest. This includes where 
acquisition related costs have been capitalized in accordance with Section 3856 Financial 
Instruments. It would however be required to consider whether the cost of the additional interest 
acquired indicates impairment.

 — At a reporting date, where the initial accounting is incomplete as a result of working capital adjustment 
clauses or other reasons, the carrying amount of the interest in the subsidiary is based on provisional 
amounts. Such provisional amounts are adjusted in the period they are finalized, with the measurement 
period not to exceed one year from the acquisition date. Adjustments to provisional amounts are not 
retrospectively recognized in the prior period.

The key aspects of the exposure draft on Investments subject to significant influence are as follows:

 — Initial cost would be measured at the acquisition-date fair value of the consideration transferred.

 — Acquisition-related costs are expensed as incurred.

 — For acquisitions of additional interests there is no re-measurement of previously-held interest. This 
includes where acquisition related costs have been capitalized in accordance with Section 3856 
Financial Instruments. It would however be required to consider whether the cost of the additional 
interest acquired indicates impairment.
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Not-For-Profit Organizations

Accounting Standards for Not-for-Profit Organizations (Part III of 
the CPA Canada Handbook – Accounting)
This section discusses developments in accounting standards for Not-for-Profit Organizations (NPOs) 
since the previous edition of Focus on Financial Reporting.

Investment in joint ventures
Reporting controlled and related entities by not-for-profit organizations has been amended to include 
the definition of proportionate consolidation. There has been no change in the option to apply the 
proportionate consolidation method of accounting for investments in joint ventures under Part III. The 
section previously referred to Part II, Section 3055 that was replaced by Part II Section 3056 which 
no longer permits proportionate consolidation. This change is effective for years commencing on or 
after January 1, 2016.

Joint Not-for-Profit review
The Statement of Principles on Improvements to Not-for-Profit Accounting Standards was jointly issued 
by Canada’s Accounting Standards Board (AcSB) and the Public Sector Accounting Board (PSAB). This 
Statement proposed to remove many of the special rules that not-for-profit organizations use today in 
preparing their financial statements and would have required that not-for-profit organizations more closely 
follow the rules that apply to the commercial or public sector, depending on their reporting structures. 
The Statement of Principles was closely followed by the Not-for-Profit community and, based on the 
feedback the Boards received, the proposals did not proceed further through the accounting standards 
development process.

In March 2015, citing different financial reporting challenges, user needs and differing priorities faced 
by PSAB and the AcSB, the Boards announced that they would independently pursue improvements to 
not-for-profit accounting standards, but collaborate on common issues.

The AcSB included not-for-profit organizations in its issued-for-comment draft strategic plan for 2016–2021. 
The proposed core strategy includes maintaining a separate set of accounting standards for areas unique 
to not-for-profit organizations while continuing to direct them to Part II of the CPA Canada Handbook – 
Accounting for non-unique areas (such as employee future benefits and financial instruments). The AcSB 
has formed a not-for-profit advisory committee to provide input into this process.

The AcSB has approved three projects to address the proposals in the Statement of Principles. These 
three projects are outlined below:

i. Accounting Standards Improvement – Phase 1

 – Tangible capital assets

 – Intangible assets

 – Works of art, historical treasures, collections and similar items

 – Related party transactions

 – Allocated expenses

ii. Accounting Standards Improvement – Phase 2

 – Controlled and related entities

 – Expense reporting by function and object

 – Economic interests

iii. Contributions – Revenue Recognition and Related Matters

 – Contributions

 – Size exemption ($500,000) for tangible capital assets and intangibles

 – Financial statement presentation

The AcSB has indicated that it anticipates the release of an Exposure Draft related to Accounting 
Standards improvement – Phase 1 in 2016.
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Public Sector Entities

Developments in Public Sector Accounting Standards
The following section discusses developments in public sector accounting standards since the previous 
edition of Focus on Financial Reporting:

New guidance issued
Handbook Improvements/Financial instruments
The Public Sector Accounting Board (PSAB) issued amendments to Section PS2601 Foreign Currency 
Translation and Section PS3450 Financial Instruments to amend the effective date for governments and 
other government organizations who have not previously applied these standards, to years commencing 
on or after April 1, 2019. For government organizations who applied the CPA Canada Handbook – 
Accounting prior to their adoption of Public Sector Accounting Standards, the effective date was years 
commencing on or after April 1, 2012.

An Exposure Draft Financial Instruments: Transition was issued in October 2014 which proposed changes 
to clarify a number of transitional issues and other items related to Section PS3450 Financial Instruments. 
The replies to the Exposure Draft have been received and the Board has deferred consideration of the 
amendments to a later date.

Restructuring Transactions
PSAB issued Section PS3430 Restructuring Transactions which establishes standards for recognizing and 
measuring the assets and liabilities transferred in a restructuring transaction.

There are a wide range of restructuring transactions among public sector entities such as amalgamations, 
transfers of programs/operations and shared service arrangements related to a transfer of services from 
a number of entities. A restructuring transaction is differentiated from an acquisition as a restructuring 
transaction is the transfer of an integrated set of assets and/or liabilities together with the related program 
or operating responsibilities without consideration based on the fair value of the assets and liabilities.

The accounting will include the transfer of assets and liabilities in a restructuring transaction at their 
carrying amounts at the transaction date. Both the transferor and the recipient will report the change in 
net assets or net liabilities resulting from the transactions, adjusted for any compensation made between 
them, as revenue or expense. Any related incremental costs incurred (such as legal accounting or other 
professional services) will be expensed when incurred and not included in the restructuring transaction. 
Prior period financial statements are not adjusted by either the transferor or the recipient.

Disclosure of sufficient information about the restructuring transaction should be made by the entities 
involved to allow the reader to assess the nature of the transaction and the financial impact on their 
financial position and operations.

The section is effective for restructuring transactions occurring in years commencing on or after April 1, 2018.

Assets
PSAB issued Section PS3210 Assets which provides a definition of assets.

Assets are defined as follows:

 — Assets embody future economic benefits that involve a capacity, singly or in combination with other 
assets, to provide goods and services, to provide future cash inflows, or to reduce cash outflows.

 — The public sector entity can control the economic resource and access to the future economic benefits.

 — The transaction or event giving rise to the public sector entity’s control has already occurred.

The standard includes disclosure requirements related to economic resources that are not recorded as 
assets to provide the user with better information about the types of resources available to the public 
section entity.

This standard is effective for fiscal periods beginning on or after April 1, 2017.
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Contingent Assets
PSAB issued Section PS3320 Contingent Assets which defines and establishes disclosure standards 
for contingent assets.

Contingent assets have two basis characteristics:

 — An existing condition or situation that is unresolved at the financial statement date.

 — An expected future event that will resolve the uncertainty as to whether an asset exists.

The standard also has specific disclosure requirements for contingent assets when the occurrence of the 
confirming event is likely.

This standard is effective for fiscal periods beginning on or after April 1, 2017.

Contractual Rights
PSAB issued Section PS3380 Contractual Rights which defines contractual rights to future assets and 
revenue and establishes disclosure requirements.

Information about a public sector entity’s contractual rights should be disclosed in notes or schedules to 
the financial statements and should include descriptions about their nature and extent and the expected 
timing. The standard also indicates that the exercise of professional judgment would be required when 
determining contractual rights that would be disclosed.

Factors to consider include, but are not limited to:

a. contractual rights to revenue that are abnormal in relation to the financial position or usual business 
operations; and

b. contractual rights that will govern the level of certain type of revenue for a considerable period into 
the future.

This standard is effective for fiscal periods beginning on or after April 1, 2017.

Related Party Transactions
PSAB issued Section PS2200 Related Party Transactions which defines related party and provides 
disclosures requirements. Related parties could be either an entity or an individual. Related parties exist 
when one party has the ability to control or has shared control over another party. Individuals that are key 
management personnel or close family members may also be related parties.

Disclosure is only required when the transactions or events between related parties occur at a value 
different from what would have been recorded if they were not related and the transactions could have 
a material financial impact on the financial statements. Material financial impact would be based on 
an assessment of the terms and conditions underlying the transaction, the financial materiality of the 
transaction, the relevance of the information and the need for the information to enable the users to 
understand the financial statements.

This standard also specifies the information required to be disclosed including the type of transactions, 
amounts classified by financial statement category, the basis of measurement, and the amounts of any 
outstanding items, any contractual obligations and any contingent liabilities. The standard also requires 
disclosure of related party transactions that have occurred where no amounts has been recognized.

This standard is effective for fiscal periods beginning on or after April 1, 2017.

Inter-entity Transactions
PSAB issued Section PS3420 Inter-entity Transactions that specifies how to account for transactions 
between public sector entities within the government reporting entity.

This standard relates to the measurement of related party transactions for both the provider and the 
recipient and includes a decision tree to support the standard.
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Transactions are recorded a carrying amounts with the exception of the following:

 — Transactions in the normal course of business are recorded at exchange amount.

 — Transactions with fair value consideration are recorded at exchange amount.

 — Transfer of an asset or liability at nominal or no consideration is recorded by the provider at carrying 
amount and the recipient has the choice of either carrying amount or fair value.

 — Cost allocations are reported using the exchange amount and revenues and expenses are reported on 
a gross basis.

 — Unallocated costs for the provision of goods or services may be recorded by the recipient at carrying 
amount, fair value or another amount dictated by policy, accountability structure or budget practice.

This standard is effective for fiscal periods beginning on or after April 1, 2017.

Introduction to Public Sector Accounting Standards
The introduction was amended and now provides the framework to be followed by government 
partnerships. Government business partnerships (with all public sector partners) are to follow the 
standards applicable to publicly accountable entities in Part I of the CPA Canada Handbook Accounting. 
Non-business government partnerships with only government partners can chose either PSA Standards 
or the standards applicable to publicly accountable entities in Part I of the CPA Canada Handbook 
Accounting. Government partnerships that have one or more private sector partners should use the 
standards determined by the partners. This section also requires government organizations that meet 
the new definition of government components to apply the PSA Standards.

This standard is effective for fiscal periods beginning on or after January 1, 2017.

Reminders of Certain Guidance Previously Issued
As a reminder, PSAB issued the following sections that are effective in 2015 or future years:

Sections Effective for fiscal years

Liability for Contaminated Sites, 
Section PS3260

Beginning on or after April 1, 2014

Financial Instruments, Section PS3450 Beginning on or after April 1, 2019, with early 
implementation for government organizations transitioning 
from Part V of the CPA Canada Handbook – Accounting. 
Early adoption is permitted.

Portfolio Investments, Section PS3041

Foreign Currency Translation,  
Section PS2601

Financial Statement Presentation, 
Section PS1201

PSAB Projects Underway
The following section discusses the major projects currently with the Public Sector Accounting Board:

Concepts Underlying Financial Performance
The objective of this project is to review and amend, if necessary, the conceptual framework in Sections PS1000 
Financial Statement Concepts and PS1100 Financial Statement Objectives. This project will consider the 
concepts underlying the measure of financial performance and could also affect Section PS1021 Financial 
Statement Presentation. PSAB issued a third consultation paper in March 2015. PSAB is now deliberating on 
the comments received and anticipates the issue of a Statement of Principles in the third quarter of 2016.
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Revenue
A Statement of Principles titled Revenue was issued in August 2013 with the objective of providing 
recognition, measurement and presentation guidance for revenues common to government and 
government organizations other than tax revenue and government transfers. The proposals focus 
on two main areas of revenue – exchange transactions and unilateral (non-exchange) transactions. 
Exchange transactions would require a government to recognize revenue consistent with the satisfaction 
of performance obligations, where performance obligations are an enforceable promise to provide goods 
or services. Unilateral transaction revenues would be recorded when there is authority to record the 
revenue and the event has occurred that gives the entity the right to the revenue. The statement also 
clarifies that revenue is not reduced if collection is uncertain, but rather revenue is recorded and an 
allowance for doubtful accounts would also be recorded. As a result of the responses received to the 
Statement of Principles, PSAB is conducting further research. An Exposure Draft is anticipated in Q3 2016.

Retirement Obligations
A Statement of Principles titled Retirement obligations was issued in August 2014 and proposes 
principles for the recognition, measurement, presentation and disclosure of legal obligations associated 
with the retirement of tangible capital assets currently in productive use. The proposal includes retirement 
obligations based on an agreement, contract, legislation or a constructive or equitable obligation and 
where the acquisition, construction, development, change in circumstance or subsequent use of the 
tangible capital asset creates the liability. It is proposed that the related costs be recorded as part of 
the tangible capital asset and expensed over time on a rational and systematic basis. The proposal also 
provides guidance on accounting for a change in measurement of the liability, through the tangible 
capital asset or expensed as appropriate. Retirement obligations are to be measured using best 
estimate methodology and include post-retirement operation, maintenance and monitoring. Comments 
were received and are being deliberated. An Exposure Draft is expected in Q2 2016.

Post Implementation Review
PSAB has commenced its first post implementation review to assess any implementation challenges 
encountered by stakeholders, and the nature, extent and cause of any ongoing issues. The review 
commenced in 2015 and relates to PS3410 Government Transfers. PSAB is in the process of reviewing 
the responses received and anticipates a feedback statement in Q1 2016.

Other Projects Underway
PSAB was working on other projects on fiscal sustainability and impairment of non-financial assets. 
These projects have been deferred.

PSAB has approved a project on Employment Benefits which will review Section PS3250 Retirement 
Benefits and Section PS3255 Post-employment Benefits, Compensated Absences and Termination 
Benefits. The project examines issues such as deferral of experience gains and losses, discount rate, 
shared risk plans, multi-employer defined benefit plans and vested sick leave benefits. PSAB anticipates 
a new Handbook section on Employment Benefits to replace the two existing sections. An invitation to 
comment is anticipated in Q2 2016.
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Appendix

Acronyms
AICPA American Institute of Certified Public 

Accountants (CPAs)

ASC Alberta Securities Commission

AcSB Accounting Standards Board

ASPE Accounting Standards for Private 
Enterprises

CICA Canadian Institute of Chartered 
Accountants

CPA Chartered Professional Accountant

CPAB Canadian Public Accountability Board

CSA Canadian Securities Administrators

EITF Emerging Issues Task Force (FASB)

FASB Financial Accounting Standards 
Board (US)

GAAP Generally Accepted Accounting Principles

IAS International Accounting Standard

IASB International Accounting Standards Board

IFRIC International Financial Reporting 
Interpretations Committee, now known 
as the IFRS Interpretations Committee

ICFR Internal Controls over Financial Reporting

IFRS International Financial Reporting 
Standards

MD&A Management’s Discussion and Analysis

MI Multilateral Instrument

NI National Instrument

NP National Policy

OCI Other Comprehensive Income

OSC Ontario Securities Commission

PCAOB Public Company Accounting 
Oversight Board

PSA Public Sector Accounting

PSAB Public Sector Accounting Board

SEC Securities Exchange Commission

TRG Transition Resource Group

US United States

Websites
ASC www.albertasecurities.com

AICPA www.aicpa.org

FASB www.fasb.org

IASB www.iasb.org

KPMG www.kpmg.ca

OSC www.osc.gov.on.ca

SEC www.sec.gov
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