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IFRS transitiofrelated disclosure in MD&A of Canadian
issuers

(examples and commentary based primarily on aégkel review of over 408nnualMD&A filings by
entitieswith a December 31, 2009 yeandi.e. entities changing to IFR®r their financial years
beginning January 1, 2011)

In the attachment to this memorandum, as an aid to preparers and users, we have compiled some
recent examples of IFR8&lated disclosures in MD&A of Canadian issuers, organized by industry
categories. Ahough we believe each of the selected examples provésemteresting reference point
in at least some respects, we do not comment on their ultimate adequacy for regulatory or other
purposes.

Summary

Overall, the Decendyr 31, 2009 disclosures provideignificant amount of additional information. The
greatmajority of companies appear to be aware of tteéevant CSAtaff Noticg(seeBackground
below)and to have made an attempt to meet its general expectatidast yearend MD&A
communicateat leastan overall description of the IFRS conversion process and a sense of its current
state. Alsg many hrger companiespecifysome of the areawhere differences in accounting standards
aremost likely to be material to their financial reporting.

An incrasing number ofompanies novdescribethe impact of particular aspects of IFRSterms
specific to their businessfor example, a number of companidscusgarticular operating leases that
will likely be treated as capital/finance leases under #Ri8re often, however, thaisclosurdslimited
to objectively describing the major differences between Bd@@d Canadian GAAP for a particular area
impairment of longlived assets may be the most common example ovenaithout providing any
sense othe anticipated impact on the entity itself.

Except for isolatetine items, quantified information about the impact of adopting IER$nains rare at

the current time. Potash Corporation, included as an example below, likely provides the most complete
overall exampldPotash states it may seek to adopt IERSnId to late 201Q)For each area of

significance, the company quantifies, where possible, both the expeaetpdct ontransition and the
estimated future impact, and summarizes these as follows:



Estimated Adjustments to Net Income on Adoption of IFRSs
For the years ended December 31 (unaudited)

in millions of US dollars

2009 2008
Net Income Under Canadian GAAP $ 9878 $ 3,495.2
IFRSs adjustments to net income (based on differences identified to date):
Policy choices
Employee benefits — Actuarial gains and losses 28.6 10
Provisions — Changes in decommissioning liabilities TBD TBD
Other
Employee benefits — Past service costs 173 (7.1)
Employee benefits — Canadian GAAP transition amounts 0.2 1.7
Borrowing costs (8.4) 4.7)
Hedge accounting (1.5) (1.4)
Financial instruments — Dernivatives - (7.3)
Impairment of assets (1.0 (1.0
Income taxes — Tax effect of above differences TED TBD
Income tax related GAAP differences — Quantified differences (126.3) (32.7)
— Not yet guantified TBD TBD

Revised net income under IFRSs not presented since assessment of differences has not been completed for all areas.
The above adjustments assume a date of transition to IFRSs (date of opening statement of financial position) of January 1, 2008. If the
company's actual date of transition to IFRSs were to differ from this assumption, certain transitional adjustments would be re-measured.

TBD = To be determined.

Estimated Adjustments to Shareholders’ Equity on Adoption of IFRSs

As at December 31 (unaudited)
in milliens of LIS dollars
2009 2008 2007
Shareholders’ Equity Under Canadian GAAP $ 6,500.7 $ 4,588.9 $ 6,018.7
IFRSs adjustments to shareholders’ equity (based on differences identified to date):
Policy choices
Employee benefits — Actuarial gains and losses (364.7) (369.3) (119.5)
Provisions - Changes in decommissioning liabilities TBD TBD TBD
Other
Employee benefits — Past service costs 14.2 (3.1) 4.0
Employee benefits — Canadian GAAP transition amounts (2.6) (2.8) (4.5)
Borrowing costs (14.8) (6.4) (1.7)
Hedge accounting 2.4 3.9 5.3
Financial instruments — Derivatives - - 7.3
Impairment of assets 9.4 104 1.4
Income taxes — Tax effect of above differences TBD TBD TBD
Income tax related GAAP differences — Not yet quantified TBD TBD TBD

Revised shareholders’ equity under IFRSs not presented since assessment of differences has not been completed for all areas.
The above adjustments assume a date of transition to IFRSs (date of opening statement of financial position) of January 1, 2008. If the
company’s actual date of transition to IFRSs were to differ from this assumption, certain transitional adjustments would be re-measured.

TBD = To be determinad.

Theother examples attached to this commentary have varying strengths. Some provide a very clear
summary of the progress of thdiFRShangeover plan, highlighting each key activity, related
milestones, and the status at December 31, 2009. Some ddtthehed examples, and many others in
the samplewe reviewed, follow the sample format contained in ddctober 2008 publicatioRre2011
Communications About IFRS Conversithers contain a briefer summary of the changeover plan, but
provide good discisson of major anticipated changes or related matters.
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Background

The mostrelevant reference pointor these disclosures CSA Staff Notice £820,DISCLOSURE OF

EXPECTED CHANGES IN ACCOUNTING POLICIES RELATING TO CHANGEOVER TO INTERNATIONAL
FINANCIAL FPEORTING STANDARB@®ilable atttp://www.osc.gov.on.ca/documents/en/Securities
Category5/csa_20080509 820 _finrpt-standards.pd.

TheStaff Noticdl INBE JA RS& 3JdzA RF y OS | 6 2 dzi -relat&dlisclogure MMD&EAHAIS O G | (i /
the years preceding thehangeoveto IFRS o6 dzA f 4 F NRPdzy R G KS / {! Qa O2y OSLYX
plané ¢KAa A& aSit 2dzi a F2ftt2pay

Key elements odnissé NRa LX 'y YI & | RRNBaa GKS AYLI OG 27F |
w accounting policies, including choices among policies permitted under IFRS, and

implementation decisions such as whether certain changes will be applied on a

retrospective or a prospective basis,

information technology and data systems,

internal control over financial reporting,

disclosure controls and procedures, including investor relations and external

communications plans,

financial reporting expertise, including training requirements, and

business activities, such as foreign currency and hedging activities, as well as

matters that may be influenced by GAAP measures such as debt covenants, capital

requirements and compensation arrangements.

€E€E

€€

Staff Notice 5 Hn Sy @A al 3Sa Srefatedidistiogures i@ Betz$nNdR 31, 2009 yesad
MD&A should provide an update on its changeover plan. It also contains the following specific
requirement:

LY FTRRAGA2YS Iy AaadsSNI aK2dzZ R RSaONROS GKS Yl 2
current accounting policies and those the issuer is required or expects to apply in preparing IFRS
financial statements. Sudtifferences include any difference due to an expected change in

I 002dzyiAy3 LRt AOe S@SYy (K2 ca&dianiGAAP idperindsbN & SEA
under IFRS. While such information may be narrative only at this stage, it should enable an
AYy@Sai2N) G2 dzyRSNREGlI YR (GKS 1S58 StSySyda 2F¥ GKS
by the changeover to IFRS.identifying the accounting policies that an issuer is required or

expects to apply under IFRS, an issuer should consider IS asist at the date the issuer

prepares its MD&A. When an issuer believes it is also appropriate to consider the potential

impactof projects that the International Accounting Standards Board currently has in process in
identifying the accountingolicies the issuer expects to apply on initial adoption of IFRS, the

issuer should disclose any assumptions made about fudiamges toFRS.

This clearly does n@mount to acurrentexpectation that issuershouldquantify any aspects of the
impact of IFRS On the other hand, the Staff Noticentainsi KS F2f t 26Ay 3 3ISYySNIf O2
issuer moves closer to its changeover date,igseier should consider how it might make available


http://www.osc.gov.on.ca/documents/en/Securities-Category5/csa_20080509_52-320_fin-rpt-standards.pdf
http://www.osc.gov.on.ca/documents/en/Securities-Category5/csa_20080509_52-320_fin-rpt-standards.pdf

YSFEYAYy3TFdzZd ljdz2d YGATASR AYF2N¥IGA2Y (G2 |ft26 Ay@dSal

FAYLF YOALI t Issuérdhat &efeSnélliadivériced in their preparations at December 31, 2009, and

that did possess the ability to express some of the implicatiotiseofFRShangeovein numerical

terms, should likely have spent some time considering the merits or practicality of disclosing this

information. For more discussion on this and other greal issues, see our October 2008 publication

Pre2011 Communications About IFRS Conveesidrthe2009 publicationTransition to IFRSs

Communicating the Impact of the Changeover.

C2NJ AYUSNRY LISNA2R& RdzZNAYy 3 HaGdex
¢ K
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By this time, an issuer will generally be able to discuss in more detail the key decisions and

changes the issuer has made, or will have to make, relating to the changedi#&S. The

AadaadzsSNDa RA&Odzaairzy 2F OKIFy3aSa NBflFGAy3a G2 | OO
accounting policy choices available under IFRBsttime Adoption of International Financial

Reporting Standardsnd other individual IFRS standarthat are relevant to the issuer.

The Notice also discusses expectations for providing quantified information during these interim
periods:

If an issuer has quantified information about the impact of IFRS on the key line items in the

A & & dzS NI statemdnis Bwiil@olelwhen it prepares its interim and annual MD&A for the
FAYFYOALE @SFENJO0SIAYYyAyd 2yS @SINIo6oSTF2NB Iy Aa
this information in its MD&A.

Concluding comments

Although the transitiordisclosures are the most immediately pressing MD&A consequence of

converting to IFRSthese will fall away after conversion. However, for many issuerss VRBave

more fundamental ongoing implications for their MD&A. Some aspects of the finand&hstats may

become more volatile (for example, due to greater use of fair value measurements), requiring enhanced
explanation of the changes and their underlying causes siwiR$equire disclosing some information

not previously provided under Canadi@®AP (for example, on compensation paid to key management
personnel), but this may not be entirely understandable without some commentary in the MD&A. At the

same time however, issuers should guard against merely generating a longer MD&A, and potentially
obscuringh (n@st important decisioreritical aspects. éwell independently of IFRSwe believe many
Ad3ddzSNEQ a53! g2dd R O0SYSTFAG o6& Y2NB Of SINIe& KAIKE
management and audit committees, as a central gditheir IFRS transition work, to consider their

RAAOt 2adzNBEQa 2 @S NI .fThe tranditoronaai pradideyf® pedfectroppBriuriyf td NA ( &
AYUNRRdzZOS ySg F2NXIGA FYR AGNUHz2OGdzZNBas 2N G2 NB2dzD



Indexof examples

Consumer Business
Air Canada

Canadian Tire Corporation Limited

Metro Inc. (12 week period ended December 19, 2009)

Yellow Pages Inconf&ind

Energy and Resources

Acadian Timber Corp

Barrick Gold Corporatidn

Potash Corporation of Saskatchewan

Financialand Professionaervices

Altus Group Incme Fund

Fairfax Financial Holdings Limited

Manulife Financial Corporation

Real Estate

Boardwalk Real Estate Investment Trust

Canadian Real Estaievestment Trust

Riocan Real Estate Investment Trust

Retail, manufacturingand other

Russel Metals Inc.

Sears Canada Inc.

SNCLavalin Group Inc.

TelecommunicationsMedia and Technology

Cineplex Galaxy Income Fund

! Converting to IFRS from US GAAP



Rogers Communications Inc.

Telus Corporation




Air Canada

International Financial Reporting Standards

The Canadian Accounting Standards Board has confirmed January 1, 2011 as the changeowver date for
Canadian publicly accountable enterprises to start using International Financial Reporting Standards (*IFRS") as
issued by the International Accounting Standards Board. IFRS uses a conceptual framework similar to
Canadian GAAP, but there are significant differences in recognition, measurement and disclosures.

As a result, the Corporation has developed a plan to convert its consolidated financial statements to IFRS
establishing a cross-functional IFRS team represented by managers in the areas of Accounting, Taxation, IT
and Data Systems, Internal Control and Processes, Planning, Compensation, Treasury, Investor Relations and
Legal. Updates regarding the progress of the conversion plan are provided to the Corporation’s Audit, Finance
and Risk Committee on a quarterly basis.

The Corporation has identified the following major differences between its current accounting policies and those
required or expected to apply in preparing IFRS financial statements.

Passenger and Cargo Revenues

Current accounting policy

Airline passenger and cargo advance sales are deferred and included in Current liabilities. Advance sales also
include the proceeds from the sale of flight tickets to Aeroplan, a corporation that provides loyalty program
services to Air Canada and purchases seats from Air Canada under the CPSA. Passenger and cargo revenues
are recognized when the transportation is provided, except for revenue on unlimited flight passes which is
recognized on a straight-line basis over the period during which the travel pass is valid. The Corporation has
formed alliances with other airlines encompassing loyalty program participation, code sharing and coordination
of services including reservations, baggage handling and flight schedules. Revenues are allocated based upon
formulas specified in the agreements and are recognized as transportation is provided.

The Corporation performs regular evaluations on the deferred revenue liability which may result in adjustments
being recognized as revenue. Due to the complex pricing structures; the complex nature of interline and other
commercial agreements used throughout the industry; historical experience over a period of many years, and
other factors including refunds, exchanges and unused tickets, certain relatively small amounts are recognized
as revenue based on estimates. Events and circumstances may result in actual results that are different from
estimates.

Expected IFRS accounting policy

Mo significant changes have been identified from the Corporation’s current accounting policy.
Employee Future Benefits

Current accounting policy

The cost of pensions, other post-retirement and post-employment benefits earned by employees is actuarially
determined annually as at December 31. The cost is determined using the projected benefit method prorated
on service, market interest rates, and management's best estimate of expected plan investment performance,
salary escalation, retirement ages of employees and health care costs.

A market-related valuation method is used to value plan assets for the purpose of calculating the expected
return on plan assets. Under the selected method, the differences between investment returns during a given
year and the expected investment returns are amortized on a straight-line basis over four years.



Past service costs arising from plan amendments are amortized on a straight-line basis over the expected
average remaining service period of employees active at the date of amendment. This period does not exceed
the expected average remaining service period of such employees up to the full eligibility date. The expected
average remaining service period of active employees (or expected average remaining life expectancy of retired
members for a plan with no active members) is between 7 and 16 years for pension plans and between 10 and
11 years for post retirement and post employment benefit plans.

Cumulative unrecognized net actuarial gains and losses in excess of 10% of the greater of the projected benefit
obligation or market-related value of plan assets at the beginning of the year are amortized over the expected
remaining service life of active employees.

Expected IFRS accounting policy

Defined benefit plans

Actuarial gains and losses
Under IAS 19 Employee benefits (*IAS19"), actuarial gains and losses may either be:

+ Deferred up to a maximum, with any excess amortised in profit or loss (the “corridor approach’),
+ Recognised immediately in profit or loss, or
* Recognised immediately in other comprehensive income without subsequent recycling to income.

Under the corridor approach under I1AS 19, cumulative actuarial gains and losses in excess of 10% of the
greater of the obligation and the fair value of plan assets at the beginning of the period are amortized in profit or
loss over the average remaining working lives of the employees. Under current Canadian GAAP, the corridor
approach is used and cumulative actuarial gains and losses in excess of 10% of the greater of the obligation
and market-related value of plan assets at the beginning of the period is amortized in profit or loss.

The Corporation has not finalized its decision with respect to the accounting for actuarial gains and losses.
Fair value of plan assefs vs market-related value of plan assets

Under 1AS 19, a market-related valuation method can not be used to value plan assets. Under current
Canadian GAAP, a market-related value of assets whereby the difference between actual and expected return
is gradually recognized over four years is used.

The Corporation will use the fair value of plan assets under IAS 19.
The Limit on a Defined Benefit Asset, Minimum Funding Reguirements and their Interaction

In July 2007, the IASB issued IFRIC 14 IAS 19 — The Limit of a Defined Benefit Asset, Minimum Funding
Reguirements and their Iinferaction (*IFRIC 147). The Interpretation addresses the application of paragraph 58 of
IAS 19 which limits the measurement of a defined benefit asset to "the present value of economic benefits
available in the form of refunds from the plan or reductions in future contributions to the plan” plus cumulative
unrecognised net losses and past service cost. Questions have arisen about when refunds or reductions in
future contributions should be regarded as available, particularly when a minimum funding requirement exists.
Further, minimum funding requirements may give rise to a liability if the required contributions will not be
available to the entity once they have been paid.

IFRIC 14 provides guidance regarding (a) when refunds or reductions in future contributions should be regarded
as available in accordance with paragraph 58 of IAS 19, (b) how a minimum funding requirement might affect
the availability of reductions in future contributions and (c) when a minimum funding requirement might give rise
to a liability. This is a detailed piece of guidance for which there is no Canadian-specific equivalent. In addition,
there is some lack of clarity around how the requirements of the IFRIC are to be interpreted in a Canadian
environment.

The Corporation has not finalized the impact of IFRIC 14 with respect to the accounting for the limits of any
defined benefit assets.



Other fong-term employee benefits

Under Canadian GAAP, there is no separate category for other long-term employee benefits. IFRS takes the
approach that the introduction of, or changes to, other long-term employee benefits rarely causes a material
amount of past service cost. For these reasons, IAS 19 requires a simplified method of accounting for other
long-term employee benefits. This method differs from the accounting required for post-employment benefits as
follows:

+ actuarial gains and losses are recognised immediately and no ‘corridor’ is applied; and
« all past service cost is recognised immediately.

The Corporation will adopt this revised accounting policy on transition to IFRS for other long-term employee
benefits.

Income Taxes

Current accounting policy

The Corporation utilizes the assets and liability method of accounting for income taxes under which future
income tax assets and liabilities are recognized for the estimated future income tax consequences attributable
to differences between the financial statement carrying value amount and the tax basis of assets and liabilities.
Management uses judgment and estimates in determining the appropriate rates and amounts in recording
future taxes, giving consideration to timing and probability. Actual taxes could significantly vary from these
estimates as a result of future events, including changes in income tax law or the outcome of reviews by tax
authorities and related appeals. The resolution of these uncertainties and the associated final taxes may result
in adjustment to the Corporation’s tax assets and tax liabilities.

Future income tax assets are recognized to the extent that realization is considered more likely than not. The
Corporation considers past results, current trends and outlooks for future years in assessing realization of
income tax assets.

Expected IFRS accounting policy

The Corporation has not finalized analyzing the impact of IAS 12 Income faxes with respect to the accounting
for income taxes.

Impairment of Long-Lived Assets

Current accounting policy

Long-lived assets are tested for impairment whenever circumstances indicate that the carrying value may not be
recoverable. When events or circumstances indicate that the carrying amount of long-lived assets, other than
indefinite life intangibles, are not recoverable, the long-lived assets are tested for impairment by comparing the
estimate of future expected cash flows to the carrying amount of the assets or groups of assets. If the carmrying
value is not recoverable from future expected cash flows, any loss is measured as the amount by which the
asset's carrying value exceeds fair value and recorded in the period. Recoverability is assessed relative to
undiscounted cash flows from the direct use and disposition of the asset or group of assefs.

Indefinite life intangible assets are subjected to impairment tests on an annual basis or when events or
circumstances indicate a potential impairment. If the carrying value of such assets exceeds the fair values, the
assets are written down to fair value.

Expecied IFRS accounting policy

Impairment testing of long-term assets is based on a two-step approach under current Canadian GAAP, while it
is based on comparing the carrying amount to the recoverable amount under 1AS 36 Impairment of Assets ("IAS
36"). In addition, IAS 36 requires, under certain circumstances, the reversal of impairment losses, which is not
allowed under current Canadian GAAP.
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