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S hares of BCE predictably took a tumble, although
not a nosedive, yesterday. This followed reports 
that the banks backing the proposed $52-billion
buyout of the telecom giant were trying to renegoti-
ate their commitments. This hardly comes as a sur-

prise. The fact that the BCE share price has been lagging well
below the $42.75 at which a group led by the Ontario Teachers’ 
Pension Plan agreed to buy the company shows that the market 
didn’t have faith in the deal, at least at that price. Still, the fact 
that BCE continues to trade well above $37 means that themar-
ket doesn’t seem to think that the deal is going to crater. So how
will this soap opera conclude?

According to a story in The New York Times onMonday, the
backers of the BCE purchase — led by Citigroup,Deutsche Bank
and the Royal Bank of Scotland — last Friday unloaded a swath
of tightened terms on the prospective purchasers: Teachers,
Providence Equity Partners,Madison Dearborn Partners,Mer-
rill Lynch and Toronto-Dominion Bank (which is also one of the
backers of the deal).

That the deal’s bankers have cold feet is hardly news. Rumours 
that they might try to pull the plug, or at least improve their pos-
ition, have been persistent since the subprime financial crisis
began to unfold last summer. The banks had always planned to
sell on the debt they took from the BCE deal. However, the crisis
made that amuchmoredifficult prospect. Either they would have
to unload BCE paper at a discount, or hold the debt themselves,
which would also involve recognition of its diminished value.

The thorny issue was — and remains — whether Teachers 
and co. would have to sue the banks to get them to cough up the
cash. This in turn depended — and depends — on how much
“wiggle room” there is in the financiers’ letters of commitment.
We may be sure those commitments have been given the fine-
tooth-comb treatment in recent months.

Another fundamental issue is how enthusiastic Teachers and
its partners are to complete the deal. Given the potential legal
ramifications, it is unlikely that they would express anything
but continued resolution. Still, some private-equity firms have
walked away from deals in recent months, albeit with financial
penalties. There is a clause in theBCE arrangement under which
the buyers could exit the deal in return for a “break fee” to BCE
of $1-billion. However, BCE remains profitable, and although in-
creased competition is emerging with the forthcoming auction
of wireless spectrum, the Teachers consortium claims to remain
strongly committed (although what else could they say?).

The precedent that seems most relevant to BCE is that of
the recent takeover of U.S. communications company Clear 
Channel. There, the financiers, who significantly included the
big three in the BCE deal — Citigroup, Deutsche and RBS— at-
tempted to change the terms of their commitment, and were

sued by Clear Channel’s purchasers, Bain Capital and Thomas 
H. Lee Partners LLP. However, the parties recently reached a
settlement under which the banks changed their terms, and
Clear Channel agreed to accept a lower price of US$36 a share,
versus theUS$39.20 originally offered.

Does this mean that the BCE deal is likely to be repriced?
Such a suggestion would hardly be welcome to BCE’s manage-
ment, board, or shareholders. On the other hand, a repriced
deal is perhaps better than no deal at all. From the purchasers’
perspective, a lower price is much to be desired, so BCE will be
attempting to hold their feet to the fire, although not so close
that they might feel inclined to trigger that $1-billion break fee.

Time is of the essence at BCE. If June 30 really represents a
“drop-dead date” after which, if the deal is not consummated,
everybody can walk away, then we might expect the lawsuits to
start flying immediately.

Suggestions that Telus, which was at one stage a potential rival
for BCE, might emerge once more as a potential acquisitor seem
improbable. Nevertheless, one of the attractions for BCE’s pur-
chasers is the prospect that they might eventually put BCE and
Telus together to form a “national champion,” which could theor-
etically weather the competitive storms if the Canadian telecom-
munications market is opened tomore foreign competition.

The nationalist sensitivies of theBCE acquisition explain why 
Teachers’ U.S. partners have kept their heads down.

A rare exception came in an article in the current issue of
Fortunemagazine, which focuses on JonathanNelson, the head
of Providence. While delivering the stock statement about BCE
that “We are engaging with the company and the banks and ex-
pect everyone will honour their commitments,” Mr. Nelson also
affirmed that BCE continued to look “like a great business to us,
in part as a defensive position in a possible economic downturn.
People don’t shut their phones off.”

Particularly, it seems, if they are lawyers acting for any of the
parties in this case. The main question now is just how litigious
theBCE fandango will become.

How litigious 
willBCE get?

Teachers may have to sue to get the
banks to cough up the cash for the deal

As Canadians adopt international accounting standards,
they should know the rules may change at the last minute

Closing theGAAP

I
t’s rare to think of accountants 
and bold change in the same sen-
tence. However, accountants will
be leading the next wave of ma-
jor regulatory changes affecting

the Canadian business world: the adop-
tion of International Financial Report-
ing Standards (IFRSs).

Accounting transactions are governed
by a set of rules known as Generally Ac-
cepted Accounting Principles (GAAP).
Each country has its ownGAAP; the goal
behind IFRS is to create the same set of
accounting standards for all nations,
which should ultimately make it easier
to conduct business internationally and
raise funds in global capital markets. 

More than 100 countries around the
world, including Australia,New Zealand,
and members of the European Union,
have already adopted IFRS. Canada is
next, and there’s not much time. IFRS will
be mandatory for all publicly account-
able companies, starting in January, 2011. 
That will be less than three years follow-
ing the official go-ahead given in Febru-
ary, 2008, by the Canadian Accounting
Standards Board, the organization that 
sets accounting rules inCanada. 

Canadian businesses migrating to-
ward the change are getting worried
about the immensity of the conversion
challenge. Not only will systems changes 
be required, but net income for a com-
pany may change simply as a result of
different accounting calculations. This 
could impact compensation plans, debt
covenants, and investor reports. 

While many business professionals
have accepted the move to IFRS as man-
datory, many individuals may not realize
that the accounting standards have still
not been finalized. There is inconsistent
application of the standards throughout
Europe and the one large economy miss-
ing from the list of adopters is theUnited
States.

The United States is accustomed to
setting its own rules and waiting for
the rest of the world to fall in line. This 
time, however, the tables are turned. The
European Union has steadily gained in
economic power over the past decade,
and more and more money is being
raised in capital markets outside the
U.S. Although the Securities Exchange
Commission (SEC) in the United States 
initially had a cool reception to IFRS, it
recently started allowing non-U.S. com-

panies listed on stock exchanges in the
U.S. to file financial statements using
IFRS. In addition, American multi-
nationals whose subsidiaries use IFRS
are applying pressure on the Financial
Accounting Standards Board (FASB), the
U.S. accounting regulator, to adopt IFRS
to lessen their cost of consolidating fi-
nancial statements.

All these factors are slowly pushing the
United States to adopt IFRS and experts

say that Canada’s decision to adopt IFRS
has been instrumental to encouraging the
U.S. “Don’t underestimate the impact Can-
ada has on theU.S.,” says Sir David Tweed-
ie, head of the International Accounting
Standards Board (IASB). “If anyone would
have expected Canada to change stan-
dards, they would have expected Canada
to adopt U.S. GAAP. Canada’s decision to
adopt IFRS took the world by surprise. 
The U.S. is looking around at all the big
economies and the only one that hasn’t ac-
cepted IFRS is theU.S.”

However, we can’t expect the U.S. to
simply fall in line with the rest of the

world. The FASB has been working
closely with the IASB to “converge” U.S. 
GAAP with international standards. This 
does not mean simply making changes 
to the U.S. GAAP. As Bob Hertz, head
of the FASB, explained to more than
800 accountants at a conference jointly
sponsored by the Canadian Institute of
Chartered Accounts (CICA) and IASB in
Toronto in April, “Both of our standards 
[the U.S. and the IASB] are in some des-
perate need of overhaul. If the U.S. is go-
ing to adopt IFRS in the future, we have
tomake sure it makes sense for everyone
rather than just adopt it.”  In a joint pres-
entation with Hertz, Tweedie acknow-
ledged that “the IASB is making some
adoptions of U.S. standards; the U.S. is
making some adoptions of IFRS.”

The United States and the IASB are
jointly reviewing several topics from the
technical accounting for mergers and ac-
quisitions to the way information is pre-
sented in financial statements. In fact,
in a few years, we can expect financial
statements to look substantially differ-
ent from the way they do now, whether 
inNorthAmerica or in Europe.

Hertz’s comment summarizes the
United States’ lack of acceptance of IFRS
and the country’s philosophy of modi-
fying it before adopting it. “This is all
about change and some people do not
often take to change that well for a var-
iety of reasons. ... Whether it’s about the
U.S. taking an IFRS standard and mak-
ing it U.S. GAAP or together creating a
new standard, it’s all about change.”  

In other words, we should expect the
United States to use its power and influ-
ence to make changes to IFRS before it
agrees to adopt it. We should also expect
to see the IASB agree to these changes in
order to obtain the buy-in fromone of the
world’s largest economies. What does this
mean for companies that are working
hard to adopt the new accounting stan-
dards? IFRS is amoving target and until
theUnited States buys into the standards,
we cannot consider it finalized. Canadian
companies should still begin their con-
version efforts immediately, since there is
a lot of work ahead, but they should also
plan to make further changes and refine-
ments down the road.
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Until theU.S. buys 
into the standards,

they won’t be finalized

Immigration Minister Diane Finley 
argues that theHarper government is

promoting its new immigration bill be-
cause of a commitment to reducing the
backlog of some 900,000 applicants for
Canadian permanent residence and re-
duce wait times.

She also claimed in a recent letter to
the Financial Post (May 16) that Canada
welcomed 429,000 “newcomers” last 
year, the highest number in history. This 
is incorrect. Newcomers, even in the gov-
ernment’s own literature, are comprised
of only permanent resident visa hold-
ers. The number 429,649 includes about
195,000 temporary permit holders, in-
cluding study visas and work visas.

Current immigration levels, moreover,
are actually lower than they were in the
early 1990s as a percent of population. 
Ms. Finley is the first to lump all three
categories into one statistical measure.
Why would she do this?

More important, the immigration
backlog she refers to is grossly exagger-
ated and highly misunderstood. Here is
why. 

The 900,000 backlog is largely derived
from countries where the government 
intentionally allocates insufficient re-
sources. Each year, the Immigration de-
partment informally establishes quotas
and staffs government offices so that its
missions cannot process more visas than
its established quota.

For example, the overall annual quota,
expressed by the government as “target 
numbers” of visas, for the Buffalo, N.Y.,
office is about 24,500. The Buffalo mis-
sion currently has an inventory of ap-
proximately 45,000 applicants. On the
other hand, the Canadian mission in
New Delhi, India, has an annual quota of

only 10,500 against a pending inventory
of approximately 135,000 cases.

At missions in India,China, thePhilip-
pines, Pakistan and Syria, processing de-
lays of four to eight years exist. These are
clearly the “underperforming” missions. 
They are underperforming because their
resources are strategically allocated by
Ottawa to ensure underperformance.

Aside from the underperforming mis-
sions, most visa offices process appli-
cations in about 18 to 24 months. Most
applicants outside the underperforming
offices do not complain of long process-
ing delays. Applicants who are highly
motivated can come to Canada sooner by 
making use of the Provincial Nominee
Program and the federal Temporary For-
eign Worker program if they are being
sponsored by a Canadian employer. 

Current immigration legislation also
provides ample authority for the govern-
ment to establish limits on the number
of applications that may be processed or
approved in a year, the number of visas
that may be issued in a year, and the
measures to be taken when that num-
ber is exceeded. There is therefore no
valid reason to provide theminister with
highly discretionary power to select im-
migrants.

Furthermore, the rule changes cannot 
possibly address the backlog of skilled
workers because the new law would only
take effect from Feb. 28, 2008, onwards. 

The system needs fixing. But Canad-
ians should be concerned with the feder-
al government’s claim that it aims to re-
duce the backlog. The credibility of this 
department is highly dubious. In 2003,
in the leading federal court decision of
its time, the department’s most senior 
bureaucrat was admonished for misin-
forming Parliament on the effects of new 
legislation. The following year, a former
immigration minister came under fire

over her office’s decision to approve a
Canadian permanent residence applica-
tion ahead of the queue to a Romanian
stripper who volunteered on her re-elec-
tion campaign. 

Last week, the majority (Liberal, Bloc
andNDP) members of the standing com-
mittee on citizenship and immigration
proposed that implementation of the
new immigration rules be delayed pend-
ing further study “with a view to finding
a consensus on preferred alternative
means on addressing identified challen-
ges.”

Canadians should be asking: Why is
this government trying so hard to con-
vince us that it must pass such a contro-
versial law without any meaningful study 
of its purposes and possible effects?

In law, when the government exercises
a discretionary authority legally delegat-
ed to it by Parliament, no one can ques-
tion the rationale for its decision-mak-
ing. Who knows what thinking will influ-
ence policymakers in the future? I have
no evidence for this, but such authority 
could give a party in power a valuable
tool at the grassroots level. 

Party organizers could approach eth-
nic groups inCanada’s largest immigrant 
communities and hold out the promise
that the federal immigration minister 
will be able to quickly bring their family 
and friends to Canada, ahead of others in
the queue at the underperforming mis-
sions. 

Logic and reason dictates that further
meaningful study must be conducted be-
fore an important legislative initiative of
this magnitude takes hold — especially
since the stated objectives will not be
achieved through these reforms. 
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Sir David Tweedie, chairman of the
International Accounting Standards 
Board, admits it “is making some
adoptions ofU.S. standards.”

Terence Corcoran on a shift to the left 
in the “new opinion pages” of TheWall Street 
Journal.
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