Accounting Standards for
Private Enterprises (ASPE)
It’s that time of year again…

Change is constant
Change is constant and this holds true for the Accounting Standards
for Private Enterprises (ASPE). ASPE was introduced back in 2009
and since that time we have seen major and minor changes made
to the standards. Change is always easier when you understand
what is changing and have had a chance to consider the resulting
implications.
This alert also addresses recent changes made to ASPE and
future changes we can expect. The alert also highlights points for
consideration as entities prepare for their upcoming year-ends.

Change is always easier when you
understand what is changing and
have had a chance to consider the
resulting implications.
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What has changed?
Last year, the Accounting Standards Board finalized the first two
major ASPE projects since the introduction of the accounting
framework. Section 3462 Employee Future Benefits was issued,
along with a revised definition of discontinued operations in
Section 3475 Disposal of Long-Lived Assets and Discontinued
Operations. The changes were effective for fiscal years beginning
on or after January 1, 2014 and the entities impacted have been
working through transition.
In many ways, the accounting for employee future benefits has been
simplified with the introduction of Section 3462. The deferral and
amortization method has been eliminated as a policy choice, leaving
all entities following the same approach. Periodic re-measurements
of defined benefit obligations and plan assets are recognized
immediately in the income statement and balance sheet numbers are
no longer impacted by the deferral of actuarial gains / losses or past
service costs.

The change to discontinued operations involved modifying and
aligning the definition of discontinued operations with the definition
as found in IFRS 5 – Non-current Assets Held for Sale and
Discontinued Operations. The change is generally expected to result
in fewer disposals classified as discontinued operations but is really
dependent on the circumstances.
As you work through the changes to accounting for employee future
benefits and discontinued operations, reach out to your professional
advisors to better understand the nuances in adopting these changes.
The standard setters were busy again in 2014 and finalized another
two major ASPE projects. In September 2014, two new handbook
sections were issued – Section 1591 Subsidiaries and Section 3056
Joint Arrangements. These new sections aren’t mandatorily effective
until 2016 but nonetheless it’s not too early to start thinking about
what has changed and the resulting impacts.

Although the guidance is generally simpler in Section 3462
compared to the old guidance found in Section 3461, questions
have arisen as to how to interpret certain aspects of the new
guidance. One area that has generated a lot of discussion is around
the option to use either a funding or an accounting valuation to
measure defined benefit obligations. Is this a free choice available to
all plans or only those that meet the definition of a funded benefit
plan? Paragraph 3462.031 seems to suggest that this choice is
available to entities that have unfunded plans as well as funded
plans. The guidance also specifies that the funding valuation for
an unfunded plan is to be prepared on a basis consistent with one
prepared for a funded plan. What does “on a basis consistent with”
really mean? Some professional judgment needs to be exercised in
making that determination.
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Section 1591 Subsidiaries
Next steps

What has changed at a high-level?
• Section 1591 Subsidiaries replaces both Section 1590
Subsidiaries and AcG-15 Consolidation of Variable
Interest Entities.
• Section 1591 requires the use of judgment when determining
whether control has been obtained through means other than
equity interests. Among other things, it provides:
– Explanations of how to apply the existing definitions of a
subsidiary and control of an enterprise when the rights of
equity interests may not be the dominant factor in determining
who controls an enterprise.
– Descriptions of the types of contractual arrangements that may
give one enterprise control over another.
– Other facts and circumstances to consider when assessing
whether an enterprise has control over another enterprise.
– Guidance to distinguish rights that are designed to protect the
interest of the enterprise holding those rights without giving it
control from rights that do confer control.

• Section 1591 provides an entity with an accounting policy
choice to:
– Consolidate its subsidiaries; or
– Account for its subsidiaries that are:
• controlled through voting interests, potential voting interests,
or a combination thereof, using the equity method or the
cost method of accounting; and
• controlled through contractual arrangements or in
combination with voting interests, potential voting interests,
or a combination thereof in accordance with the applicable
handbook sections relevant to the contractual arrangements.

• Entities need to perform
a careful assessment on
all of their relationships
including variable
interest entities as
identified under AcG-15
to determine whether
control exists when
evaluated against
the new guidance in
Section 1591.

The impact from adopting Section 1591
will be dependent on facts and circumstances
and could result in more or fewer entities
being identified as subsidiaries.
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Section 3056 Joint Arrangements
Next steps

What has changed at a high-level?
• Section 3056 Interests in Joint Arrangements replaces
Section 3055 Interests in Joint Ventures.
• The definitions of jointly controlled operations, jointly
controlled assets and jointly controlled enterprises, guidance on
contributions and transactions for jointly controlled operations
and jointly controlled assets have been carried forward from
Section 3055.
• The option to account for all types of joint arrangements using
the proportionate consolidation method, cost method or equity
method has been eliminated.
– An investor in a jointly controlled operation or a jointly
controlled asset should account for its interest in the joint
arrangement by recognizing its share of assets controlled,
liabilities incurred, revenues and expenses.
– An investor in a jointly controlled enterprise has a policy
choice to account for all its interests using the cost method,
equity method or performing an analysis on each interest to
determine whether such interest is an interest in the individual
assets and liabilities of the joint arrangement rather than an
interest in the net assets and, if so, it should account for those
individual assets and liabilities.

• For contributions to a joint arrangement, the requirement to
defer and amortize the portion of a gain that does not relate
to the amount of cash received or fair value of other assets
received that do not represent a claim on the assets of the joint
arrangement has been removed.
• Terminology changes have also been made such as joint ventures
now being referred to as joint arrangements

• Entities need to take a
close look at each of
their joint arrangements
and confirm that they
have been appropriately
classified as either jointly
controlled operations,
jointly controlled
assets or jointly
controlled enterprises.
• Policy choices for each
of jointly controlled
operations, jointly
controlled assets and
jointly controlled
enterprises will need to
be evaluated against
the choices available in
Section 3056.
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Lastly in 2014, minor changes to the standards were made as a
result of the annual improvements process. As you may know,
the annual process is intended to collect minor changes and
clarifications to the standards which are then issued in a single
update to the handbook. The changes resulting from the 2014
process are effective for annual periods beginning on or after
January 1, 2015. At any time, interested parties are encouraged to
submit topics for consideration by the Private Enterprises Advisory
Committee for inclusion in the annual improvements process. These
topics can be submitted on the Financial Reporting and Assurance
Canada website. (www.frascanada.ca)

For all accounting changes it’s imperative for management of
private entities to start by fully understanding the extent of the
changes and be in a position to answer the following questions:
• How will line items in the financial statements be impacted?
• What information will be needed to implement the changes,
including financial statement presentation and note disclosures?
Where are the data gaps?
• Will covenants, compensation or other agreements be impacted?
• How will users perceive or be impacted by the financial
statement changes?
You are encouraged to start early on working through the transition
to new guidance and reach out to your professional advisors for
assistance along the way.
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Future changes to ASPE
The changes to ASPE will continue as evidenced by the Accounting Standard Board’s (AcSB) project plan. Within the next year, we can
expect to see more on the following projects:

Redeemable Preferred Shares Issued
in Tax Planning Arrangements

An exposure draft was issued in Q3 2014 with comments due
by January 15, 2015.

At a high-level, the exposure draft is proposing to remove paragraph .23 in Section 3856 Financial Instruments. This paragraph
requires redeemable preferred shares issued in certain tax planning arrangements to be classified as equity until such time that the shares
are redeemable.
Tax planning arrangements that are meant to be captured by this guidance include estate freezes or other roll-over arrangements, whereby
a business can be passed to the next generation on a tax-deferred basis. Without the Section 3856.23 exemption, preferred shares issued
in connection with such tax planning arrangements, would be classified as financial liabilities as they are mandatorily redeemable by
the holder. The problem with liability classification is that it requires the shares to be measured at their redemption amount which is the
fair value of the business being transferred. The corresponding impact would be a reduction in equity, which could result in the entity
appearing to be in a deficit position. There was concern that financial statement users would be confused and led to believe that profitable
entities were actually doing poorly. The negative impact on equity was the determining factor for including 3856.23 in the Handbook.
As interested parties draft their response to the exposure draft, they will have to evaluate whether it’s time for a change. Does it make
sense to treat preferred shares issued in tax planning arrangements differently than other shares issued with similar terms and conditions?
Could appropriate and detailed communication with financial statement users alleviate financial statement confusion or misconceptions?
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Section 3856 Financial Instruments

A Post Implementation Review is being performed with a
Request for Information issued in Q4 2014 with comments due
by February 15, 2015.

Financial instruments guidance changed significantly on changeover to ASPE back in 2009. The AcSB is undertaking an initiative to perform
a post implementation review on Section 3856 Financial Instruments to better understand and assess the effectiveness of the guidance.
Is it useful? Are there unexpected costs or challenges when applying the guidance? Are there interpretative issues or concerns? Are preparer
and user needs being met? When the feedback is obtained, the AcSB has committed to hosting a series of public discussion forums to
discuss the implications further. The guidance in Section 3856 may or may not change as a result of the post implementation review but
this is certainly a great opportunity to provide feedback. Comments are due mid-February and the dates for the public forums will be
posted on the Financial Reporting and Assurance Canada website. (www.frascanada.ca)

Agriculture

A discussion paper is scheduled to be issued in Q1 2015.

ASPE is currently silent on accounting for agriculture. The decision has been made that guidance is needed on this topic given the
significance of the agriculture industry in Canada and the wide divergence in current practices in accounting for biological assets. We will
have to wait until Q1 2015 to read about the research done to date and to provide our feedback on the direction of this project.

Subsidiaries

Responding to
exposure drafts and
other documents
put out for comment
by the AcSB is a
great opportunity to
influence the future
direction of the
accounting
standards. Don’t
miss an opportunity
to have your say and
make an impact.

An exposure draft will be issued in Q2 2015.

ASPE provides policy choices when it comes to accounting for an entity’s subsidiaries – consolidation, cost method or the equity method.
The choices are intended to simplify the accounting, but have resulted in a number of questions on how transactions should be treated
when the cost or the equity method is the chosen policy. It is not always clear the extent to which Section 1582 Business Combinations
comes into play when an entity is using the cost or the equity method. This exposure draft is intended to address a number of areas that
have given rise to questions in practice. Stay tuned until Q2 2015 for further details on this project.
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Preparing for year-end
It’s that time of year again when many entities are preparing for upcoming year-end processes and the preparation of annual financial
statements. To help you be proactive and think strategically, the following chart is intended to highlight areas for consideration. The chart
is intended to provide examples only. Each private enterprise will need to do its own assessment of its financial statements and processes to
develop a tailored list of focus areas for its upcoming year-end.

Changing
accounting policies

• Remember, Handbook Section 1506.09 allows certain policies to be changed without meeting
the reliable and more relevant criteria in Handbook Section 1506.06(b).
• Should any of the policies listed in Handbook Section 1506.09 be changed? It is important to
remember that if a policy is changed it must be done so retrospectively.

Review of estimates
including amortization
methods and useful
life policies

• Remember to review and assess the appropriateness of estimates.
• Is it time to revisit amortization methods and useful life policies to ensure they are reflective of an
asset’s actual and expected life?
• What about bad debts, inventory obsolescence, fair value of financial assets and liabilities,
warranty obligations, or contingent liabilities? The list continues….

Impairment

• Remember to consider whether there are any impairment indicators that would suggest the
carrying amount of assets may not be recoverable.
• Has consideration been given to the appropriateness of reversing impairment losses on assets or
groups of assets that fall within Handbook Section 3856?

Tax considerations

• For entities applying the future income taxes method, has consideration been given to the
recoverability of future tax assets?

It’s that time of year again - Accounting Standards for Private Enterprises (ASPE)

9

Bank covenants

• Has consideration been given to bank covenants and whether there is a possibility that they may
be breached at year-end?
• Have you had discussions with lenders with respect to making alternate arrangements or
obtaining a waiver, if necessary?

Financial statement
considerations

• Handbook Sections 1510, 1520, 1521 and 1540 outline financial statement presentation and
disclosure requirements.
• Is there an appropriate process in place to do a comparison of the draft financial statements to
the requirements in the handbook to identify presentation and disclosure deficiencies?

Significant or unusual
transactions

• Will the entity be impacted by any significant or unusual transactions?
• How will the financial statements be impacted? What information will be needed to do the
accounting and meet the minimum disclosure requirements?
• How will users be impacted or perceive the financial statement impacts?
• Is coordination necessary or appropriate with any third party specialists? (Such as valuation,
actuarial, tax, etc.)
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You are invited to attend the ASPE webcast
“It’s that time of year again…” scheduled for
December 10, 2014 which will discuss in more
detail, the topics in this alert.
To register for the webcast, click on the link below.
Click here to register
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For more information please contact:
Diana De Acetis
Partner
Audit
ddeacetis@deloitte.ca

Jennifer Millar
Senior Manager
Audit
jemillar@deloitte.ca
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