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International Accounting Standards Board 
30 Cannon Street 
London EC4M 6XH 
United Kingdom 

 

Dear Sirs, 

 

Re: Post-implementation Review: IFRS 3 Business Combinations (January 2014 RfI) 

This letter is the response of the Canadian Accounting Standards Board (AcSB) to the 
International Accounting Standards Board’s (IASB) Request for Information, “Post-
implementation Review: IFRS 3 Business Combinations”, issued in January 2014. 

The AcSB is Canada’s national accounting standard-setting body, which has adopted a strategy 
of importing IFRSs into Canada for publicly accountable enterprises. The AcSB consists of 
members from a variety of backgrounds, including financial statement users, preparers, 
auditors, and academics.  Additional information about the AcSB can be found at 
www.frascanada.ca. 

The AcSB consulted with Canadian preparers, auditors, securities regulators and financial 
statement users, including a meeting with members of the AcSB’s User Advisory Council in 
which IASB staff participated.  Some of these meetings were specific to industries such as 
financial services, media, mining, oil and gas, real estate, and retail. This letter represents the 
views of the AcSB after considering the input received from these consultations as well as input 
from individual members of the AcSB and its staff.  These views are not formal positions of the 
AcSB, which are developed only through due process. 

To provide context for our response, we note that our collective experience in Canada on 
business combinations accounting has been with the purchase method and the application of 
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fair value measurement concepts that are similar to the requirements in IFRS 3 (2008) even 
prior to Canada’s adoption of IFRSs in 2011.  (Also see our response to Question 1.) 

The AcSB strongly supports post-implementation reviews and welcomes the IASB’s second 
such review and the opportunity to comment on the implementation of IFRS 3 Business 
Combinations.  In general, we think that IFRS 3 has broadly achieved its “… objective … to 
improve the relevance, reliability and comparability of the information that a reporting entity 
provides in its financial statements about a business combination and its effects.”  IFRS 3 is a 
workable standard.  However, some aspects of it are challenging and present difficulties from 
an application perspective and this letter describes these challenges and difficulties.  By far the 
single biggest challenge that we heard from our outreach is in the determination of what 
constitutes a business.  This challenge has resulted in extensive discussions between 
preparers, auditors, and securities regulators on whether an acquisition is that of a business or 
an asset.  We explain this issue in our response to Question 2. 

We encourage the IASB and the FASB to work together in making any changes as a result of 
the post-implementation reviews of their business combinations standards, so as to maintain or 
increase the high degree of convergence of these standards.  

Our responses to the Request for Information questions are included in Appendix A. 

We would be pleased to elaborate on our comments in more detail if you require.  If so, please 
contact me, Rebecca Villmann, Director, Accounting Standards at +1 416-204-3464 (email 
rvillmann@cpacanada.ca), or Nancy Estey, Principal, Accounting Standards at 
+1 416 204-3271 (email nestey@cpacanada.ca). 

 

Yours truly, 

 
Linda F. Mezon, FCPA, FCA 
CPA (MI) 
Chair, Canadian Accounting Standards Board 
lmezon@cpacanada.ca  
+1 416 204‐3490 
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Appendix A 

Question 1 — Your background and experience 

Please tell us: 

(a) about your role in relation to business combinations (ie preparer of financial statements, auditor, 
valuation specialist, user of financial statements and type of user, regulator, standard-setter, academic, 
accounting professional body etc).(a) 

(b) your principal jurisdiction. If you are a user of financial statements, which geographical regions do you 
follow or invest in? 

(c) whether your involvement with business combinations accounting has been mainly with IFRS 3 (2004) or 
IFRS 3 (2008). 

(d) if you are a preparer of financial statements: 

(i) whether your jurisdiction or company is a recent adopter of IFRS and, if so, the year of 
adoption; and 

(ii) with how many business combinations accounted for under IFRS has your organisation been 
involved since 2004 and what were the industries of the acquirees in those combinations. 

(e) if you are a user of financial statements, please briefly describe the main business combinations 
accounted for under IFRS that you have analysed since 2004 (for example, geographical regions in which 
those transactions took place, what were the industries of the acquirees in those business combinations 
etc). 

(a) Type of user includes: buy-side analyst, sell-side analyst, credit rating analyst, creditor/lender, other (please specify). 

 
1. This response is from the AcSB, Canada’s national accounting standard-setting body, 

following consultations with Canadian preparers, auditors, securities regulators and users 
of financial statements. 

2. Our consultation focused on our involvement with business combinations accounting in 
IFRS 3 (2008), which was the IFRS standard in place when Canada adopted IFRSs in 
2011.  From January 2009 until the adoption of IFRSs in 2011, the AcSB made available a 
new Canadian standard that was fully converged with IFRS 3 (2008) to facilitate an 
entity’s transition to IFRSs.  Prior to 2011, the relevant Canadian standard was converged 
with U.S. Financial Accounting Standards Board (FASB) Statement of Financial 
Accounting Standards (FAS) No. 141 (Revised 2007), Business Combinations1, which 
itself was largely converged with IFRS 3 (2004).  

 

                                                 
1 Under FASB Accounting Standards Codification, FAS 141R is codified as Topic 805 – Business Combinations. 
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Question 2 — Definition of a business 

(a) Are there benefits of having separate accounting treatments for business combinations and asset 
acquisitions? If so, what are these benefits? 

(b) What are the main practical implementation, auditing or enforcement challenges you face when assessing 
a transaction to determine whether it is a business? For the practical implementation challenges that you 
have indicated, what are the main considerations that you take into account in your assessment? 

Separate accounting treatments 

3. No; we have not identified any benefits of having separate accounting treatments for 
business combinations and asset acquisitions.  We do not think that there is any 
conceptual reason that items such as acquisition-related costs, contingent consideration 
and deferred taxes should be accounted for differently depending on whether the 
transaction is a business combination or an asset acquisition.  Stakeholders have 
informed us that they do not understand why there is a difference in the accounting 
between business combinations and asset acquisitions.  They view acquiring a business 
or acquiring a collection of assets as inherently similar transactions.  Financial statement 
users have told us that this difference in the accounting adds complexity and creates 
confusion for them in understanding financial statements that report acquisitions, and 
does not provide any information value.  Separate accounting treatments for business 
combinations and asset acquisitions also make it critical to have a clear definition of a 
business that can be applied to a variety of acquisitions. (Also see our comments in 
paragraph 5 below.)   

4. We do not view recognition of goodwill as a “separate accounting treatment” for business 
combinations and asset acquisitions.  We think that the acquisition of assets rarely, if 
ever, generates goodwill.  We also think that goodwill is an intangible asset that is an 
inherent part of what is acquired in most business combinations and represents value in 
addition to other recognized net assets that will contribute to generating future cash flows. 
Whether goodwill can exist in an asset acquisition or only in a business combination 
depends on the definition of a business.  Using the current definition of a business, we 
think that the existence of goodwill in an asset acquisition would be very unlikely.  If 
goodwill occurs only in a business combination, then the use of goodwill accounting for 
business combinations does not represent a separate accounting treatment for business 
combinations versus asset acquisitions, but the accounting for an asset that is unique to 
business combinations.  If goodwill were to occur in an asset acquisition, we see no 
conceptual argument for not recognizing it or not accounting for it in a manner consistent 
with that required for a business combination.   

Main challenges in determining whether a transaction involves a business 

5. In our consultations, we heard that the single biggest challenge in accounting for an 
acquisition is the determination of what constitutes a business.  There are many different 
types of business combinations with different terms and conditions set out in acquisition 
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agreements and that involve different combinations of assets, liabilities, inputs and 
processes.  In practice, it can be difficult to apply the guidance in IFRS 3 to specific facts 
and circumstances.  The determination of what constitutes a business has been the 
subject of extensive discussions between preparers, auditors, and securities regulators.  It 
was also the subject of an IFRS Interpretations Committee paper in May 2013 that 
summarizes the Committee’s outreach activities on this issue and demonstrates 
application issues arising in a variety of industries.  

6. Furthermore, this determination is important because of the different accounting 
treatments and disclosure requirements for business combinations and asset acquisitions.  
We also note that a clear definition of a business has importance beyond IFRS 3 because 
this definition is also used in other standards.  For example, the recent narrow-scope 
amendments “IFRS 10 Consolidated Financial Statements and IAS 28 Investments in 
Associates (2011): Sale or Contributions of Assets between an Investor and its Associate 
or Joint Venture,” and “IFRS 11 Joint Arrangements: Acquisition of an Interest in a Joint 
Operation” both rely on the definition of a business in IFRS 3.   

Inputs and processes 

7. We have heard that a key difficulty in determining what constitutes a business pertains to 
applying the guidance on inputs and processes such as “inputs and processes applied to 
those inputs that have the ability to create outputs” (paragraph B7) and “whether the 
integrated set [particular set of assets and activities] is capable of being conducted and 
managed as a business by a market participant” (paragraph B11).  Issues arise about 
whether an acquisition includes sufficient inputs and processes to be classified as a 
business acquisition, as discussed below. 

Acquiree’s processes and activities outsourced 

8. When some of the acquiree’s processes and activities were outsourced to third parties 
(which occurs often in Canada) before an acquisition, it is unclear whether some or all of 
the related contracts need to be taken over by the acquirer for the transaction to be 
considered an acquisition of a business.  Some accounting firms have issued internal 
guidance that requires at least one of the acquiree’s significant processes and activities 
(or a contract for such a process or activity) to be taken over by the acquirer for an 
acquisition to be classified as a business. 

Existence of other agreements 

9. An entity may enter into an asset acquisition agreement with another entity.  There may 
also be a separate agreement that results in processes being acquired such as a supply 
agreement, or research and development agreement.  When the asset acquisition 
agreement and the separate agreement on processes are considered together, the 
acquisition may be classified as a business.  Disagreements can arise in practice about 
whether to treat the two agreements as a single transaction for purposes of deciding 
whether there is an acquisition of a business.  
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Identification of market participant 

10. There is limited guidance in IFRS 3 on how a market participant should be identified for 
the purposes of applying the definition of a business under IFRS 3.  It would be helpful to 
clarify whether the definition and guidance related to “market participant” in IFRS 13 Fair 
Value Measurement should be applied.  In particular, questions arise such as how to 
practically assess whether a market participant is able to replace the acquiree’s own 
inputs and processes and continue to produce outputs (and this assessment is especially 
difficult when an acquisition is of a highly specialized nature). 

Control — definition and assessment 

11. We note that the definition of control in paragraphs IFRS 3.B2-B3 has not been updated 
to reflect the control principle in IFRS 10 Consolidated Financial Statements.  It is unclear 
whether the IASB intended this inconsistency or whether it was an oversight.  Paragraph 
IFRS 3.B2 defines control as the power to govern financial and operating policies so as to 
obtain benefits from its activities.  This definition originated from superseded IAS 27 
Consolidated and Separate Financial Statements.  However, IFRS 10 introduced a new 
definition of control — an investor controls an investee when it is exposed, or has rights, 
to variable returns from its involvement with the investee and has the ability to affect those 
returns through its power over the investee.  This new definition of control in IFRS 10 
reflects that an investor can achieve power over an investee in many ways, not just 
through governing financial and operating policies as in superseded IAS 27.  Under 
IFRS 10, the investor must also assess whether it has rights to direct the relevant 
activities. 

12. We have also heard that uncertainty exists in some circumstances when assessing 
control as a result of the interaction between IFRS 3 and IFRS 10 even though paragraph 
IFRS 3.7 provides guidance in this regard.  For complex acquisitions, it may not be clear 
what weighting to give to the IFRS 10 and IFRS 3 factors because it is necessary in 
practice to review the guidance in both standards at the same time.   

Challenges in specific industries 

13. We note that determining what constitutes a business is particularly challenging in 
industries such as technology, mining, oil and gas, life sciences (for example, 
pharmaceuticals), and real estate that evolve through a continuum from early stage work 
that generally will not constitute a business to later stages that clearly do constitute a 
business.   It is the middle of this continuum that is the most difficult to assess.  For 
example, an oil and gas property may progress from unexplored land (not a business) to a 
producing property (a business).  It can be unclear whether an acquisition of a property in 
an intermediate state, such as a property with some exploration having been carried out 
and possibly some development planning having been commenced, is an acquisition of a 
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business or not.2  

 

Question 3 — Fair value 

(a) To what extent is the information derived from the fair value measurements relevant and the information 
disclosed about fair value measurements sufficient?(a)  If there are deficiencies, what are they? 

(b) What have been the most significant valuation challenges in measuring fair value within the context of 
business combination accounting? What have been the most significant challenges when auditing or 
enforcing those fair value measurements? 

(c) Has fair value measurement been more challenging for particular elements: for example, specific assets, 
liabilities, consideration etc? 

(a) According to the Conceptual Framework information is relevant if it has predictive value, confirmatory value or both. 

Information on fair value measurement 

14. Financial statement users informed us that in general the information derived from fair 
value measurement of business combinations is relevant for their analysis, and the 
information disclosed about fair value measurement, including assumptions, is useful and 
important.  However, we understand that Canadian academics have found that level 3 fair 
value information is heavily discounted by financial statement users when estimating 
future earnings.  This result arises from estimation uncertainty, which we address in 
paragraphs 16-18 below. 

15. IFRS 13 Fair Value Measurement was effective for 2013 and may positively affect the 
information provided on fair value measurements.  At this time, there has been insufficient 
experience with IFRS 13 for us to determine whether the adoption of IFRS 13 has, in fact, 
improved the information on fair value included in financial statements.   

Challenges 

Estimation uncertainty and subjectivity with level 3 inputs 

16. In our consultations, we heard that the most significant valuation challenge is the degree 
of estimation uncertainty and subjectivity in the fair value measurement of identifiable 
assets acquired and liabilities assumed when level 3 inputs are used.  This challenge 
affects the reliability and comparability of level 3 fair value information in the financial 
statements.  IFRS 13 includes guidance on determining level 3 inputs.  IFRS 13 only 
became effective for 2013 so it is likely too soon to understand the effect in terms of 
level 3 estimates of fair value.  However, much of that guidance was carried forward from 
IAS 39 Financial Instruments: Recognition and Measurement, so IFRS 13 may not have 
had a significant effect in Canada on the determination of level 3 inputs. 

                                                 
2 Difficulties applying the guidance on inputs and processes for the mining, and oil and gas industries have been discussed in the Chartered 
Professional Accountants of Canada publications  on “Asset Acquisition versus Business Combination” dated October 2012 and May 2013, 
respectively — see Applying an Existing Standard – Mining and Applying an Existing Standard – Oil and Gas.   

http://www.cica.ca/applying-the-standards/financial-reporting/international-financial-reporting-standards/item71142.aspx
http://www.cica.ca/applying-the-standards/financial-reporting/international-financial-reporting-standards/item71144.aspx
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17. Examples of when the valuation of specific assets and liabilities can be particularly 
challenging include: 

(a) intangible assets such as broadcast licenses, customer lists and customer 
relationship contracts (for example, a wealth management business acquired by a 
bank or a customer prescription file acquired by a retail drug company), especially 
given the use of different valuation methodologies; 

(b) unique assets such as real estate properties because of the difficulties in finding 
comparable assets and identifying market participants;  

(c) resource properties due to the use of highly subjective geological interpretations and 
commodity price assumptions; and 

(d) contingent consideration given the uncertainty of the outcome of the contingency. 

These challenges can be compounded by an acquirer’s unfamiliarity or lack of history with 
a specific market.  In some cases, there may be a range of reasonable estimates of fair 
value that are acceptable.  The specific estimate used will affect the amount of goodwill 
recognized.  In practice, especially in resource industries, we heard that there is often a 
bias to try to avoid recognizing goodwill.   

18. In Canada, valuations are often done by independent valuators as preparers may not 
have the expertise to do valuations in-house.  Although auditors and securities regulators 
receive a certain degree of comfort from valuations performed by professional valuators, 
they noted the extensive use of their time and effort in assessing the quality of these 
valuations, including testing the reasonableness of the assumptions and the valuation 
methodologies.   

19. We also report below on other areas in which applying fair value measurement can be 
difficult. 

Option to fair value non-controlling interest 

20. Both approaches permitted by IFRS 3 for initial measurement of a non-controlling interest 
are used in Canada.  However, the fair value option is used less frequently in practice 
than the proportionate share option because of the additional work involved in determining 
fair value.  Also see our response to Question 6. 

Restricted shares issued as consideration by the acquirer in a business combination   

21. Difficulties also arise with the fair value measurement of shares issued by the acquirer in a 
business combination that are subject to restrictions by a separate agreement (i.e., the 
restrictions on the shares are not a characteristic of the shares themselves).  This issue 
was discussed at the September 2013 meeting of the AcSB’s IFRS Discussion Group.  An 
extract from the meeting report is provided in Appendix B to this letter.  

Provisions assumed in a business combination 

22. Differences between the measurement provisions of IAS 37 Provisions, Contingent 
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Liabilities and Contingent Assets and IFRS 13 cause difficulties with respect to provisions 
for decommissioning liabilities and similar items.  Views on the appropriate methodology 
to use in measuring these provisions are as follows: 

(a) View 1: Some entities initially measure the provisions at their acquisition-date fair 
value in accordance with IFRS 13.  Subsequent to initial measurement (i.e., Day 2) 
these entities measure the provisions using the principles in IAS 37, which results in 
an adjustment to the initial measurement value — a Day 2 gain or loss. 

(b) View 2: Some entities initially measure the provisions on the acquisition date using 
the measurement techniques in IAS 37.  On Day 2, no adjustment would be made.  

We were told that these different views can result in material differences in the 
measurement of provisions.  Furthermore, these measurement differences can lead to 
comparability issues as well as differences in the amount of goodwill recognized at the 
acquisition date.  Financial statement users and preparers do not think that a Day 2 gain 
or loss is representationally faithful or provides relevant information.  

23. Given the significance of this issue, the AcSB’s IFRS Discussion Group plans to discuss it 
at its meeting in June 2014.  Upon request, we can provide you with details of that 
discussion. 

Uncertain tax positions acquired in a business combination    

24. There are different views on whether an uncertain tax position that is acquired through a 
business combination is subject to the recognition and measurement exception in IFRS 3 
relating to income taxes and, therefore, should not be measured at fair value.  This issue 
was discussed at the April 2012 meeting of the AcSB’s IFRS Discussion Group.  An 
extract from the meeting report is provided in Appendix C to this letter.  This issue is 
related to the broader issue of whether IAS 12 Income Taxes or IAS 37 is the appropriate 
standard applicable to uncertain tax positions. 

Asset acquisitions 

25. Although an acquisition of an asset or a group of assets that does not constitute a 
business does not fall under the scope of IFRS 3,  the standard guides users to account 
for the transaction as an “asset acquisition” meaning the cost shall be allocated to the 
identifiable assets and liabilities based on the “relative fair value” approach.   IFRS 3 
provides exceptions to the fair value requirements for specific assets acquired and 
liabilities assumed in a business combination such as for the acquiree’s employee benefit 
arrangements under IAS 19 Employee Benefits.  When there is an asset acquisition, all 
assets acquired and liabilities assumed have to be measured at fair value; there do not 
appear to be any similar exceptions available.  We understand that it is a challenge in 
practice to determine the fair value of those items for which IFRS 3 provides exceptions.  
While it may be relatively uncommon to have an asset acquisition that includes such 
assets and liabilities, we note that these circumstances have arisen in practice in Canada. 
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Question 4 — Separate recognition of intangible assets from goodwill and the 
accounting for negative goodwill 

(a) Do you find the separate recognition of intangible assets useful? If so, why? How does it contribute to 
your understanding and analysis of the acquired business? Do you think changes are needed and, if so, 
what are they and why? 

(b) What are the main implementation, auditing or enforcement challenges in the separate recognition of 
intangible assets from goodwill? What do you think are the main causes of those challenges? 

(c) How useful do you find the recognition of negative goodwill in profit or loss and the disclosures about the 
underlying reasons why the transaction resulted in a gain? 

 
26. Financial statement users have informed us that they find the separate recognition of 

intangible assets useful as it provides a fuller understanding of what was acquired.  There 
is often significant value in the intangible assets that are included in a business 
combination.  Separate recognition of these intangible assets can be important for users 
to understand the inherent value of an acquisition.  Auditors and also users pointed out 
that separation recognition facilitates separate impairment tests for intangible assets and 
goodwill, and thus, provides information about any loss in value of intangible assets.  The 
securities regulators that we consulted also supported this separation because they think 
it provides meaningful information to financial statement users. 

Challenges 

Estimation uncertainty and subjectivity with level 3 inputs 

27. From our consultations, we heard that the main challenge in recognizing identifiable 
intangible assets separately from goodwill relates to the estimation uncertainty and 
subjectivity associated with the fair value measurement of intangible assets.  Such 
measurement often requires the use of level 3 inputs because quoted prices are not 
available.  See our response to Question 3 in paragraphs 16-18. 

28. We heard that it can be challenging to estimate separate fair values for two intangible 
assets when a strong interrelationship exists between the cash flows of these intangible 
assets.  For example, in the media industry, an acquirer may be faced with the challenge 
of having to separate the fair value of a franchise right such as a sports team from that of 
a customer relationship contract such as one represented by season ticket holders.  
However, the fair value of the customer relationship contract affects the fair value of the 
franchise right, and thus, it is difficult to separate these fair values.  This separation is 
important because these intangible assets have different measurement bases.  The 
franchise right is an intangible asset with an indefinite life subject to an annual impairment 
test.  The customer relationship contract is a depreciable intangible asset subject to 
annual amortization. 
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Negative goodwill 

29. We understand that negative goodwill arises in a number of business combinations in 
Canada.  While it is not common, it is not rare.  For example, negative goodwill may arise 
when an acquirer purchases a business that is under financial distress in order to realize 
its tax benefits. 

30. Financial statement users generally have difficulty understanding negative goodwill and do 
not find it meaningful for assessing the acquired business’ performance for a period.  As a 
result, they usually ignore it in their analyses.  Some users think that negative goodwill 
only arises when there are measurement errors in the purchase price equation.  However, 
some users explained that negative goodwill may arise when a healthy company takes 
advantage of distressed opportunities.  Thus, they find information about negative 
goodwill indicates that the fair value of net assets acquired exceeds the fair value of the 
consideration transferred by the acquirer. 

31. Many stakeholders question how a gain could arise from an acquirer purchasing another 
business for consideration that was agreed to at the date of negotiation.  They compare 
purchasing a business to purchasing assets such as property, plant and equipment, or 
inventory, at a bargain price.  They point out that a gain is not recognized on those asset 
purchases.  Preparers also noted that they have difficulty explaining the concept of 
negative goodwill to their financial statement users and to company management.   

32. Negative goodwill (and a gain) can also arise when an acquirer issues its own equity 
shares as consideration for an acquired business and there is a fall in the share price 
between the date the acquisition is negotiated and the date on which the acquirer obtains 
control of the acquire (i.e., the acquisition date that is used in applying the acquisition 
method).  This circumstance is particularly common in the resource industries as share 
prices are often significantly affected by short-term commodity price changes while 
reserve prices are affected by long-term commodity price changes.  As a result, the fair 
value of the consideration declines by a greater amount than the decline in the reserve 
values.  In addition to recognizing negative goodwill, the company will recognize higher 
amortization subsequently than if the reserves were measured at the amount of the 
consideration.  Amortization is included by financial statement users in some key metrics.  
The result is that the negative goodwill credit is ignored by users but the equivalent 
amortization debit is not ignored.  Most stakeholders do not find this accounting provides 
relevant information.  

33. Similarly, stakeholders also have difficulty with the relevance of recognizing goodwill when 
subsequent measurement results in an impairment charge.  For example, when an 
acquirer issues its own shares as consideration for an acquired business, an increase in 
the share price of the acquirer will increase the amount of reported goodwill.  It is possible 
that this increase in goodwill may lead to impairment upon subsequent measurement (i.e., 
Day 2) because the future cash flows of the acquiree do not change. 

34. When negative goodwill is recognized for an acquisition involving contingent 
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consideration, the ultimate settlement of that contingent consideration may result in a loss 
being recognized in a subsequent period.  Preparers expressed concern about having a 
positive earnings amount in one period followed by a loss in a subsequent period both of 
which relate to the same transaction. 

35. Similar issues arise in the following circumstances: 

(a) when significant restructuring charges related to the acquisition are planned in 
subsequent reporting periods; and 

(b) when negative goodwill is recognized in a reporting period while the finalization of 
the purchase price allocation results in a reduction or elimination of negative goodwill 
in a subsequent reporting period. 

 

Question 5 — Non-amortisation of goodwill and indefinite-life intangible assets 

(a) How useful have you found the information obtained from annually assessing goodwill and intangible 
assets with indefinite useful lives for impairment, and why? 

(b) Do you think that improvements are needed regarding the information provided by the impairment test? 
If so, what are they? 

(c) What are the main implementation, auditing or enforcement challenges in testing goodwill or intangible 
assets with indefinite useful lives for impairment, and why? 

Information value 

36. Financial statement users that we consulted generally exclude impairment charges from 
their analyses.  However, some users find that the existence of an impairment charge 
provides useful information as it may confirm their understanding of a deterioration of a 
business and also have implications for their assessment of management.  Users that we 
consulted would not support amortizing goodwill as this provides no information value. 

37. Users also find the impairment disclosures including assumptions and other information 
used in the impairment tests of goodwill and intangible assets with indefinite lives useful.  
For example, users find it useful to review the impairment assumptions when performing 
evaluations of an entity.  They also find the discount rate information associated with the 
impairment information useful as it allows them to compare to the discount rate 
information used in their cash flow analyses of an entity.   

38. We would like to make you aware of a study published in December 2013, 
“2013 Canadian Goodwill Impairment Study,” by the Canadian Financial Executives 
Research Foundation and Duff & Phelps.  This study reports and examines general and 
industry trends of goodwill and goodwill impairment of Canadian publicly-traded 
companies through December 2012.  (Note: 2010 through 2012 reflects companies 
reporting on an IFRS basis.)  It also provides a comparison to survey findings documented 
in sister publications covering goodwill impairment trends in the European and the U.S. 
markets.  In addition, it incorporates the perspectives of senior Canadian financial 

http://www.duffandphelps.com/intl/en-ca/Pages/newsDetail.aspx?itemID=586&list=News
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executives about impairments and the impairment testing process under IFRSs.    

Challenges  

39. We heard that issues exist with preparing and reviewing impairment testing information on 
an annual basis.  We understand that many stakeholders spend a significant amount of 
time and effort either preparing or reviewing impairment information such as future cash 
flows and assumptions by cash generating units.  As a result, some stakeholders question 
whether the costs of the impairment process exceed the benefits associated with this 
information.   

40. Specifically, we heard that a significant amount of time and effort is incurred on the 
following issues associated with impairment testing: 

(a) deciding what is included in a cash-generating unit, and deciding on the appropriate 
group of cash-generating units; and 

(b) gathering forward-looking information such as cash flow projections because of the 
significant amount of estimation involved. 

41. We heard that it is relatively common in Canada for goodwill not to be allocated to 
individual cash-generating units, but instead for goodwill to reside at the operating 
segment level, based on the application of paragraph 80 of IAS 36 Impairment of Assets.  
If individual cash-generating units subsequently become impaired, the identified tangible 
and intangible assets are written down while the carrying amount of goodwill is unaffected.  
We think that this is an anomalous result in cases when it is clear that the goodwill arose 
largely or entirely from the acquisition of the cash-generating unit.  Such a result can 
eventually lead to a statement of financial position in which goodwill is the dominant asset.  
We are aware of examples of this issue arising in practice in Canada. 

 

Question 6 — Non-controlling interests 

(a) How useful is the information resulting from the presentation and measurement requirements for NCIs? 
Does the information resulting from those requirements reflect the claims on consolidated equity that are 
not attributable to the parent? If not, what improvements do you think are needed? 

(b) What are the main challenges in the accounting for NCIs, or auditing or enforcing such accounting? Please 
specify the measurement option under which those challenges arise. 

To help us assess your answer better, we would be grateful if you could please specify the measurement 
option under which you account for NCIs that are present ownership interests and whether this 
measurement choice is made on an acquisition-by-acquisition basis. 

 
42. As noted in our response to Question 3 in paragraph 20, both approaches permitted by 

IFRS 3 for initial measurement of a non-controlling interest (NCI) are used in Canada.  
However, the fair value option is used less frequently in practice than the proportionate 
share option because of the additional work involved in determining fair value.  (These 
findings are consistent with survey information referred to in our response to the previous 
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Question.)  

43. Financial statement users are generally satisfied with the presentation of NCI, although 
they do not understand why there is choice between two measurement methods.  They 
suggest requiring a single approach to enhance consistency and comparability between 
entities.  Some users would like more detail in the composition of NCI such as the 
following: 

(a) the classes of share capital of subsidiaries issued to a third party (for example, 
preferred shares, common shares or other classes); 

(b) the percentage of each of the holdings; and 

(c) a breakdown by legal entity when there is a large organization with many 
subsidiaries. 

44. The accounting for options granted to NCI holders continues to be an issue as explained 
in our letter to the IFRS Interpretations Committee dated October 1, 2012.  We are aware 
that this issue is currently being considered by the IASB in its narrow-scope amendment 
project, “Put Options Written on Non-controlling Interests (Proposed amendments to 
IAS 32).” 

 

Question 7 — Step acquisitions and loss of control 

(a) How useful do you find the information resulting from the step acquisition guidance in IFRS 3? If any of 
the information is unhelpful, please explain why. 

(b) How useful do you find the information resulting from the accounting for a parent’s retained investment 
upon the loss of control in a former subsidiary? If any of the information is unhelpful, please explain why. 

 
45. Financial statement users that we consulted generally find the information resulting from 

the step acquisition guidance in IFRS 3 and the information resulting from the accounting 
for a parent’s retained investment upon the loss of control in a former subsidiary in 
IAS 27 (2011) Separate Financial Statements useful.   
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Question 8 — Disclosures 

(a) Is other information needed to properly understand the effect of the acquisition on a group? If so, what 
information is needed and why would it be useful? 

(b) Is there information required to be disclosed that is not useful and that should not be required? Please 
explain why. 

(c) What are the main challenges to preparing, auditing or enforcing the disclosures required by IFRS 3 or by 
the related amendments, and why? 

Other information  

46. We provide the following comments on the need for other information.   

Pro-forma information 

47. Financial statement users would like pro-forma prior year comparative information for the 
combined entity for purposes of their trend analysis.  The current disclosure requirements 
include revenue and profit or loss for the current reporting period as if the combination 
occurred at the start of the year.  However, we heard that this information only meets user 
needs to a limited extent because it does not provide prior year data.  We note that users 
are sympathetic to the difficulties that preparers may encounter in providing prior year 
data.   

48. It is often not clear how to comply with the current pro-forma disclosure requirement and 
as a result there is diversity in practice.  For example, revenue and profit or loss figures 
may be added together without appropriate adjustments for different accounting policies 
or non-coterminous financial reporting periods.  It is unclear whether synergies between 
the acquirer and the acquiree should be assumed, and if assumed, whether the synergies 
should be assumed to begin at the start of the year, consistent with the assumption that 
forms the basis of the pro-forma financial statements.  There can also be practical 
difficulties in obtaining financial information for the acquiree for the time before the 
acquisition, particularly if the acquiree is part of a larger company or was a private 
company and the acquisition agreement does not provide for the disclosure of such 
information.  In many cases, the pro-forma disclosure requirement is not provided on the 
basis of impracticability. We believe that the impracticability provision is of importance 
given the practical difficulties referred to above and the potentially short time period 
between the acquisition date and the financial statements date.  We do not believe that 
the financial statement users are aware of the choices that may be made in preparing the 
pro-forma information or of the diversity in practice.  

49. Securities regulation in Canada requires a reporting issuer to file a business acquisition 
report when it completes a significant acquisition (as defined in securities regulation).  We 
think that some of the information required to be provided in such reports would be helpful 
if added to the guidance on pro-forma disclosures in IFRS 3 (for example, the objective of 
such information and guidance on non-coterminous year-ends and acceptable 
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adjustments).  See Appendix D to this comment letter.  However, we note that these 
requirements are not subject to audit and may be difficult to audit in practice. 

Fair value adjustments and carrying amount of assets acquired and liabilities assumed 

50. Financial statement users provided us with mixed views on whether they would like to see 
a requirement to disclose the acquiree’s carrying amount of the assets acquired and 
liabilities assumed by the acquirer at the acquisition date and any fair value adjustments 
to these amounts.  Some users favoured such a disclosure requirement.  They thought 
that knowing which types of assets had significant increases in value over the carrying 
amount in the acquiree’s financial statements would be useful to them in evaluating the 
post-acquisition statement of financial position.  They wanted information about the 
assumptions used to estimate future cash flows for different classes of assets.  This 
information would enable them to understand the drivers behind the fair value of the 
different classes of assets including their similarities and differences.  However, some 
users did not support this disclosure requirement for an accounting standard.  They did 
not consider the carrying amount of the identifiable assets in the acquiree’s financial 
statements to be useful information for their analysis.  They also questioned the 
auditability of such information. 

Boilerplate information 

51. We heard that some disclosure requirements (for example, disclosure of the reasons why 
a bargain purchase transaction resulted in a gain in paragraph B64(n)(ii)) may result in a 
vague boilerplate explanation (i.e., imprecise and readily subject to different 
interpretations).  Some stakeholders suggested rewording the disclosure requirements to 
make it clear that entity specific disclosures are required. 

Challenges  

Aggregation of individually immaterial business combinations 

52. Some financial statement users told us that certain companies disclose information on 
individually immaterial business combinations separately when it would be more useful to 
them on an aggregated basis.  While IFRS 3 provides guidance on this issue, in practice it 
is a judgment call by the company.  We think that the proposed amendments to IAS 1 on 
materiality and aggregation in the IASB’s March 2014 Exposure Draft, “Disclosure 
Initiative (Proposed amendments to IAS 1),” may be helpful with regard to this issue. 

Line item information 

53. From our consultations with financial statement users and securities regulators, we often 
heard of difficulties in relating required disclosures of the acquisition-date fair value of 
each major class of consideration to changes in specific line items in the statement of 
financial position.  This issue was a particular problem when multiple acquisitions 
occurred in a year.  Users suggested that the IASB require disclosure of the acquisition-
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date fair values to be provided in the same level of detail as the acquirer’s statement of 
financial position, rather than by major class of consideration.  

Other 

54. Financial statement users did not identify any other useful disclosures or any disclosures 
that are not necessary. 

 

Question 9 — Other matters 

Are there other matters that you think the IASB should be aware of as it considers the PiR of IFRS 3? 

The IASB is interested in: 

(a) understanding how useful the information that is provided by the Standard and the related amendments 
is, and whether improvements are needed, and why; 

(b) learning about practical implementation matters, whether from the perspective of applying, auditing or 
enforcing the Standard and the related amendments; and 

(c) any learning points for its standard-setting process. 

Business combinations of entities under common control 

55. We heard that difficulties arise in Canada in determining if there is common control.  
Examples include business combinations involving related parties and newly formed 
companies to effect an acquisition.  Some business combinations involve complex 
structures (often ones set up for income tax purposes) and this complexity can make 
applying the guidance on what constitutes common control difficult.  The explanation of 
common control in IFRS 3 includes the term “transitory”, but it is unclear how to interpret 
this term.   

56. We welcome the recent news that the IASB plans to begin a research project shortly on 
this topic.  Adding guidance in this area would reduce the number of different accounting 
policies currently used to account for these transactions, reduce diversity in practice, and 
increase comparability between entities. 

Convergence 

57. IFRS 3 and FAS 141R on business combinations are largely converged.  We think that 
any changes to these standards by the IASB and FASB following their respective post-
implementation reviews should maintain or increase this convergence.  

58. Differences arise in the application of these standards even though the wording in the 
standards is converged (for example, the definition of a business).  We think that the 
Boards should consider whether additional clarification is required in the standards to 
address these differences. 
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Other helpful guidance 

59. We suggest that any IFRS 3 issues that have been considered by the IFRS 
Interpretations Committee but not added to its work program (i.e., items not taken onto 
the agenda) be reviewed to identify potential clarifications to the standard.  If the IASB 
decides to begin a project to amend IFRS 3 following this post-implementation review, it 
could consider these clarifications at that time. 

 

Question 10 — Effects 

From your point of view, which areas of IFRS 3 and related amendments: 

(a) represent benefits to users of financial statements, preparers, auditors and/or enforcers of financial 
information, and why; 

(b) have resulted in considerable unexpected costs to users of financial statements, preparers, auditors 
and/or enforcers of financial information, and why; or 

(c) have had an effect on how acquisitions are carried out (for example, an effect on contractual terms)? 

   
60. Financial statement users have told us that IFRS 3 generally provides them with useful 

information, although they would like disclosures to provide clearer information about 
business combinations (see our response to Question 8).  Preparers have informed us 
that the increase in the identification of intangible assets causes additional work.  While 
measuring assets acquired and liabilities assumed at fair value can be a costly and 
complex task (see our response to Questions 3 and 4), preparers generally accept that 
this task is necessary.  

61. Since Canadian stakeholders applied a domestic standard that was similar to 
IFRS 3 (2004) even before the adoption of IFRSs in 2011, we are not in a position to 
respond to part (c) of Question 10.  
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Appendix B 
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Appendix C 

 



 
AcSB response to the IASB Request for Information — May 30, 2014 
Post-implementation Review: IFRS 3 Business Combinations  
 

 

   Page 23 of 26 

 



 
AcSB response to the IASB Request for Information — May 30, 2014 
Post-implementation Review: IFRS 3 Business Combinations  
 

 

   Page 24 of 26 

 



 
AcSB response to the IASB Request for Information — May 30, 2014 
Post-implementation Review: IFRS 3 Business Combinations  
 

 

   Page 25 of 26 

Appendix D 

Securities Regulation — Pro-forma Disclosure Requirements 

As noted in our response to Question 8 on disclosures, securities regulation in Canada requires 
a reporting issuer to file a business acquisition report when it completes a significant 
acquisition.    
  
Relevant extracts from Companion Policy 51-102CP Continuous Disclosure Obligations3 are 
provided below. 
 
8.7 Preparation of Pro Forma Financial Statements Giving Effect to Significant 
Acquisitions 
 
(1) Objective and Basis of Preparation – The objective of pro forma financial statements is to 
illustrate the impact of a transaction on a reporting issuer’s financial position and financial 
performance by adjusting the historical financial statements of the reporting issuer to give effect 
to the transaction. Accordingly, the pro forma financial statements should be prepared on the 
basis of the reporting issuer’s financial statements as already filed. No adjustment should be 
made to eliminate discontinued operations. 
… 
(3) Non-coterminous Year-ends – Where the financial year-end of a business differs from the 
reporting issuer’s year-end by more than 93 days, paragraph 8.4(7)(c) requires a statement of 
comprehensive income for the business to be constructed for a period of 12 consecutive months. 
For example, if the constructed reporting period is 12 months and ends on June 30, the 12 
months should commence on July 1 of the immediately preceding year; it should not begin on 
March 1st of the immediately preceding year with three of the following 15 months omitted, such 
as the period from October 1 to December 31, since this would not be a consecutive 12 month 
period. 
 
(4) Effective Date of Adjustments – For the pro forma income statements included in a business 
acquisition report, the acquisition and the adjustments should be computed as if the acquisition 
had occurred at the beginning of the reporting issuer’s most recently completed financial year and 
carried through the most recent interim period presented, if any. However, one exception to the 
preceding is that adjustments related to the allocation of the purchase price, including the 
amortization of fair value increments and intangibles, should be based on the acquisition date 
amounts of assets acquired and liabilities assumed as if the acquisition occurred on the date of 
the reporting issuer’s most recent statement of financial position filed. 
 
(5) Acceptable Adjustments – Pro forma adjustments are generally limited to the following two 
types of adjustments required by paragraph 8.4(7)(b) of the Instrument: 
(a) those directly attributable to the specific acquisition transaction for which there are firm 
commitments and for which the complete financial effects are objectively determinable, and 

                                                 
3 Companion Policy 51-102CP Continuous Disclosure Obligations is available at 
http://www.bcsc.bc.ca/uploadedFiles/securitieslaw/policy5/51-102_[CP]_Post-IFRS_Feb8-2013.pdf.  
The Companion Policy supports the requirements in Part 8 of National Instrument 51-102 Continuous Disclosure Obligations that is available 
at http://www.bcsc.bc.ca/uploadedFiles/securitieslaw/policy5/51-102_[NI](3).pdf.   

http://www.bcsc.bc.ca/uploadedFiles/securitieslaw/policy5/51-102_%5bCP%5d_Post-IFRS_Feb8-2013.pdf
http://www.bcsc.bc.ca/uploadedFiles/securitieslaw/policy5/51-102_%5bNI%5d(3).pdf
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(b) adjustments to conform amounts for the business or related businesses to the issuer’s 
accounting policies. 
 
If financial statements for a business or related businesses are prepared in accordance with 
accounting principles that differ from the issuer’s GAAP and the financial statements do not 
include a reconciliation to the issuer’s GAAP, pro forma adjustments as described in item (b) 
above will often be necessary. For example, financial statements for a business or related 
businesses may be prepared in accordance with U.S. GAAP, or in the case of a venture issuer, in 
accordance with Canadian GAAP applicable to private enterprises, in each case without a 
reconciliation to the issuer’s GAAP. Even if financial statements for a business or related 
businesses are prepared in accordance with the issuer’s GAAP, pro forma adjustments as 
described in item (b) may be necessary to conform amounts for the business or related businesses 
to the issuer’s accounting policies, including, for example, the issuer’s revenue recognition 
policy where the revenue recognition policy of the business or related businesses differs from the 
issuer’s policy. 
 
If the presentation currency used in financial statements for a business or related businesses 
differs from the presentation currency used in the issuer’s financial statements, the pro forma 
financial statements must present amounts for the business or related businesses in the 
presentation currency of the issuer’s financial statements. The pro forma financial statements 
should explain any adjustments to conform presentation currency. 

 

 


