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Canadian GAAP - IFRS Comparison Series

Issue 10 — Related Party Transactions

Both IFRS and Canadian GAAP are principle-based frameworks. From a conceptual standpoint, many of the
general principles are the same; however, the application of the general principles in IFRS can be significantly
different from Canadian GAAP. To understand the magnitude of the differences between the two, it is essential

to look beyond the general principles and examine the detailed guidance provided in the standards. This is our
tenth issue in a series of publications, which will provide detailed information on the key differences between IFRS
and Canadian GAAP.

In this issue, concerns regarding related party transactions will be presented, with focus on:
e How to measure related party transactions;
e What needs to be disclosed with regards to related party transactions; and

e First time adoption of IFRS issues.

Be advised that this publication is a guide to the differences between Canadian GAAP and IFRS and is not
meant to be a comprehensive manual. Please contact a BDO Dunwoody representative for specific details
and information.

References

IFRS: IAS 24, Related Party Disclosures (‘IAS 24'); IFRIC 17: Distributions of Non-cash Assets to Owners.

Canadian GAAP: Section 3840, Related Party Transactions; Section 3855, Financial Instruments — Recognition and Measurement; Section 3831,
Non-monetary Transactions; EIC 66, Transfer of a Business between Enterprises under Common Control; EIC 83, — Identification of Related
Party Transactions in the Normal Course of Operations; EIC 89, Exchanges of Ownership Interests between Enterprises under Common
Control: Wholly and Partially Owned Subsidiaries; EIC 103, Related Party Transactions — Meaning of Substantive Change and Measurement in a
Transfer of Ownership Interests.

This is a publication of BDO Dunwoody LLP on developments in the area of Audit and Accounting. This material is general
in nature and should not be relied upon to replace the requirement for specific professional advice. The information in this
document is current as of January, 9, 2009.



Scope of IAS 24 and Definition of Related

Parties

Generally, IFRS and Canadian GAAP have similar requirements in relation to the scope and definition of the
related party standards. However, some differences do exist.

Canadian GAAP

Section 3855, Financial Instruments — Recognition
and Measurement specifies accounting requirements
for measurement on initial recognition of financial
assets and financial liabilities resulting from a related
party transaction.

Section 3840 provides a listing of the most commonly
encountered related parties of a reporting enterprise.
These are similar to IFRS requirements.

Recognition and Measurement

IFRS

IAS 39, Financial Instruments — Recognition and
Measurement (‘IAS 39') does not have any specific
requirements related to the recognition and
measurement of Financial Instruments arising from
related party transactions.

Following IAS 39 would require measurement at fair
value on initial recognition.

IAS 24 also provides examples of relationships
between parties that are considered to be related to
an entity. This includes a post-employment benefit
plan for the benefit of employees of the entity, or

of any entity that is a related party of the entity.
This relationship is not specifically included in the
Canadian GAAP related party definition.

The focus of Canadian GAAP and IFRS standards in relation to related party transactions are very different.
Section 3840, Related Party Transactions contains specific recognition, measurement and disclosure
requirements, whereas IAS 24, Related Party Disclosures contains only disclosure guidance as the title

suggests.

Canadian GAAP

Generally, related party transactions that are in the
normal course of business and have commercial
substance, are measured at exchange amount.

Related party transactions not meeting this criterion,
or other specific criteria, are measured at the carrying
amount of the item transferred, or cost of services
provided, as recognized in the accounts of the
transferor.

IFRS

The general recognition and measurement principles
in IFRSs apply (as appropriate) to related party
transactions, unless a specific scope exclusion exists.

Therefore, the accounting for some related party
transactions might require restatement from
Canadian GAAP where the IFRS recognition and
measurement principles are not the same as Section
3840. However, some of the measurement and
recognition requirements of IFRS may be very similar
to current Canadian GAAP and, therefore, may not
require restatement.

Some IFRSs include specific guidance for how related
party transactions should be measured, while other
IFRSs do not have specific guidance.

Where no guidance is provided, an entity is required
to determine an accounting policy and consistently
follow that policy. The accounting policy chosen may
be similar to current Canadian GAAP requirements.
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Canadian GAAP

IFRS

For example, IFRS 3, Business Combinations
specifically excludes a combination between entities
or businesses under common control. Therefore, an
entity is required to determine an accounting policy
as no specific guidance is provided in IFRSs.

Since there is no IFRS 1 exemption for related party
transactions, in an area where there is no conflict
with specific requirements of IFRS, if an entity
chooses to maintain the Canadian GAAP accounting
for related party transactions, this becomes their
accounting policy choice, and must be applied that
way consistently going forward.

Two areas that we believe are likely to result in some
sort of adjustment at transition to IFRS are:

e Transactions recorded at carrying amount
(i.e. adjustment through retained earnings or
contributed surplus); and/or

e Transactions involving a financial instrument that
was not recorded at fair value under Canadian
GAAP.

Distribution of Non-cash Assets to Owners - IFRIC 17

Canadian GAAP

Generally, related party transactions that are in the
normal course of business and have commercial
substance are measured at the exchange amount.

Related party transactions not meeting this criterion,
or other specific criteria, are measured at the carrying
amount of the item transferred, or cost of services
provided, as recognized in the accounts of the
transferor.

A non-monetary non-reciprocal transfer to
owners that represents a spin-off or other form
of restructuring or liquidation is required to

be measured at the carrying amount of the
non-monetary assets or liabilities (i.e. net assets)
transferred.

These transfers do not give rise to a gain or loss in
the financial statements of the transferor, except
for any impairment loss recognized at the time of
disposal.

IFRS

IFRIC 17 provides specific guidance on how to account for
distributions of assets other than cash (non-cash assets)
or when there is a choice of non-cash assets or cash, as
dividends to its owners acting in their capacity as owners.

A dividend payable is recognized when the dividend
is appropriately authorized and is no longer at the
discretion of the entity. A liability to distribute
non-cash assets is recorded at the fair value of the
assets to be distributed.

The dividend payable liability must be reviewed at
the end of each reporting period and at the date of
settlement. Any changes in the carrying amount
of the dividend payable are recognized in equity as
adjustments to the amount of the distribution.

When an entity settles the dividend payable, it shall
recognize the difference, if any, between the carrying
amount of the assets distributed and the carrying
amount of the dividend payable as a separate line
item in profit or loss.

The interpretation applies to pro rata distributions
of non-cash assets, except for common control
transactions, and only applies to distributions

in which all owners of the same class of equity
instruments are treated equally.
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Disclosures

While the Canadian GAAP disclosure requirements are similar to IFRS requirements, some differences do

exist between them.

Canadian GAAP

An enterprise is required to disclose information
about related party relationships only when tran-
sactions occur with related parties. However,

an explanation of how significant influence, joint
control or control is exercised between the reporting
enterprise is required. It is desirable for such an
explanation to include the percentage ownership
between the transacting parties, the extent of
representation on the board of directors of either
party, or details of management contracts between
the parties, depending upon the factor that est-
ablishes the relationship.

An enterprise should disclose the following information
about its transactions with related parties:

e Adescription of the relationship between the
ransacting parties;

e Adescription of the transaction(s), including
those for which no amount has been recognized;

e The recognized amount of the transactions
classified by financial statement category;

e The measurement basis used;

e Amounts due to or from related parties and the
terms and conditions relating thereto;

e Contractual obligations with related parties,
separate from other contractual obligations; and

e Contingencies involving related parties, separate
from other contingencies.

IFRS

An enterprise is required to disclose information

in relation to parents and subsidiary relationships
irrespective of whether there have been transactions
between those related parties.

Disclosures required are:

e The name of the entity’s parent and, if different,
the ultimate controlling parent and the ultimate
controlling party or shareholder if not a parent;

e [f neither the entity’s parent nor the ultimate
controlling party produces financial statements
available for public use, the name of the next
most senior parent (i.e. the first parent in the
group above the immediate parent that produces
consolidated financial statements available
for public use) that does produce financial
statements available for public use.

The identification of related party relationships between
parents and subsidiaries is in addition to the disclosure
requirements in IAS 27, Consolidated and Separate
Financial Statements; IAS 28 , Investments in Associates;
and IAS 31, Interests in Joint Ventures, which require

an appropriate listing and description of significant
investments in subsidiaries, associates and jointly
controlled entities.

An enterprise should disclose information about the
transactions and outstanding balances necessary for an
understanding of the potential effect of the relationship
on the financial statements. At a minimum, the following
information should be disclosed:

Key management personnel compensation;
e The nature of the related party relationship;
e The amount of the transactions;
e The amount of outstanding balances; and:

e Their terms and conditions, including whether
they are secured, and the nature of the
consideration to be provided in settlement; and

e Details of any guarantees given or received,;

e Provisions for doubtful debts related to the
amount of outstanding balances; and

e The expense recognized during the period in
respect of bad or doubtful debts due from
related parties.
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Canadian GAAP

There is no requirement for the disclosures above to
be grouped into categories of related parties.

Section 3840 does not apply to management
compensation arrangements, such as employee
future benefits; expense allowances; and other
similar payments, including loans and receivables, to
individuals in the normal course of operations.

IFRS

The disclosures above for transactions between related
parties are required to be made separately for each of the
following;

e The parent;

e Entities with joint control or significant influence
over the entity;

e Subsidiaries;
e Associates;
e Joint ventures in which the entity is a venturer;

e Key management personnel of the entity or its
parent; and

e  Other related parties.

However, items with a similar nature may be disclosed in
an aggregated form, except when separate disclosure is
necessary for an understanding of the effects of related
party transactions on the financial statements of the entity.

IFRS specifically includes key management compensation
within the scope of IAS 24.

The entity needs to disclose key management personnel
compensation, in total and for each of the following
categories:

e  Short-term employee benefits, which include: wages,
salaries and social security contributions, paid annual
leave and paid sick leave, profit-sharing and bonuses
(if payable within twelve months of the end of the
period) and non-monetary benefits (such as medical
care, housing, cars and free or subsidised goods or
services) for current employees;

e Post-employment benefits, which include: pensions,
other retirement benefits, post-employment life
insurance and post-employment medical care;

e  Other long-term benefits, which include: long-service
leave or sabbatical leave, jubilee or other long-service
benefits, long-term disability benefits and, if they are
not payable wholly within twelve months after the end
of the period, profit-sharing, bonuses and deferred
compensation;

e Termination benefits; and
e Share-based payment.
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First Time Adoption Issues

As mentioned above, the recognition and measurement of related party transactions is governed by the
recognition and measurement requirements of related IFRSs. The accounting for some related party
transactions may require restatement where the IFRS recognition and measurement principles are not the
same as in Section 3840. However, some of the measurement and recognition requirements of IFRS may be
very similar to current Canadian GAAP and may not require restatement of related party transactions.

Where no specific measurement requirements exist in IFRS, a policy choice can be made to maintain the
current Canadian related party measurement requirements; however, this is a policy choice that must be
consistently followed beyond initial adoption.

The Future of Related Party Transactions under IFRS

In December 2008, the International Accounting Standards Board (IASB) released a revised Exposure Draft
(ED) proposing to amend IAS 24 with respect to relationships with the state.

The purpose of the 2008 ED is to simplify the disclosure requirements that apply to entities that are
controlled, jointly controlled or significantly influenced by a state (‘state-controlled entities’) under

the existing IAS 24 — which, prior to the current version of IAS 24, were exempted from the related party
disclosures. These disclosure requirements had become burdensome and unwieldy, impairing understand-
ability and usefulness of the financial statements in countries where state-controlled entities are a major
part of the local business environment. These amendments may be particularly important to Government
Business Enterprises or Government Business Type Organizations that adopt IFRS.

Under the ED, the revised proposal would exempt an entity from disclosing transactions with the state, as

well as other state-controlled entities, regardless of whether influence actually exists in such relationships.
However, the proposal would require an entity to disclose information necessary to draw attention to such
transactions (e.g. the types and extent of significant transactions).

Another minor amendment is also included in the ED. That amendment would result in treating two entities
as related to each other whenever a person or a third entity has joint control over one entity and that person
(or a close member of that person’s family) or the third entity has joint control or significant influence over
the other entity or has significant voting power in it.

Comments on the ED close March 2009 with a new standard likely to be effective after the adoption of IFRS
in Canada, although early adoption is likely to be permitted. If this is the case, then a Canadian entity may
want to adopt the revised standard early to avoid a potential double change in accounting (i.e. i) on adoption
of IFRS and ii) on adoption of the revised standard a year or so after adopting IFRS).

The IASB also has commenced a preliminary research project on the accounting for common control
transactions. This project will consider the definition of common control and the methods of accounting
for business combinations under common control in the acquirer's consolidated and separate financial
statements. The project will also consider the accounting for demergers, such as the spin-off of a subsidiary
or business. Any new standard or amendments to existing standards is unlikely to occur prior to the
adoption of IFRS in Canada.

Conclusion

The principles relating to accounting for related party transactions under Canadian GAAP and IFRS have few
similarities, with clear differences arising for recognition and measurement. In general, the adoption of IFRS
could result in the same accounting policy as required under Canadian GAAP or a different policy, according
to specific IFRS requirements.

If you require further guidance on related party transactions under IFRS, or any other IFRS information or
reference sources, please contact your local BDO Dunwoody LLP office or visit www.bdo.ca/ifrs.
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