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Dear Mr. Hoogervorst: 

Re: Exposure Draft (ED/2016/1) – Definition of a Business and Accounting for Previously Held 
Interests - Proposed amendments to IFRS 3 and IFRS 11 

The Canadian Bankers Association1 (CBA) would like to thank the Board for the opportunity to 
comment on the IFRS Exposure Draft Definition of a Business and Accounting for Previously 
Held Interests - Proposed amendments to IFRS 3 and IFRS 11 (the “Exposure Draft”).  We 
support the Board’s effort to clarify the interpretation of the definition of a business in IFRS 3, 
Business Combinations.  We ask the Board to incorporate certain changes to the Exposure Draft 
to ensure that the intended result is achieved.  These changes are discussed below and in the 
Appendix to this letter.   

We ask the Board to incorporate the points below as modifications to the screening test to 
improve its application efficiency.   

Firstly, we recommend the IASB consider changing the screening test from a quantitative 
preliminary pass / fail test to one of the following: i) an optional test, or ii) a test that considers 
both qualitative and quantitative factors.  The use of a screening test, as it is currently 
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contemplated, may not be appropriate in all circumstances.  For example, in the acquisition of a 
multi-billion dollar mortgage loan portfolio that is in substance a business, the relative fair value 
of all other assets (both identifiable and non-identifiable) may be minimal compared to the fair 
value of the loan portfolio, which could result in a failed screening test, despite the presence of 
inputs, substantive processes and outputs. 

Secondly, we ask the Board to provide additional guidance on how non-identifiable intangible 
assets (especially the workforce and goodwill), and liabilities should be included in the evaluation 
for the screening test.  For example, in the acquisition of a service company, substantially all of 
the fair value is related to the workforce, and as such would be recorded as goodwill.  It is 
unclear how this type of transaction should be evaluated with regards to the screening test. 

Finally, we ask the Board to provide additional guidance as to what constitutes a single asset or 
group of assets.  The current guidance provides a list of assets which cannot be grouped; 
however, it is unclear as to whether the assets can be further characterized based on financial 
statement line item, or other characteristics.   

Please see the Appendix of this letter for additional comments related to the screening test. 

We note that the Financial Accounting Standards Board (“FASB”) undertook a similar clarification 
exercise issuing a draft accounting standard update in respect of the definition of a business in 
Topic 805, Business Combinations.  We request the IASB and the FASB boards jointly deliberate 
their proposed guidance to address the various instances where there are drafting differences to 
ensure there are no unintended interpretation differences.  The Canadian banks are uniquely 
positioned relative to other regions as our financial statements are prepared in accordance with 
International Financial Reporting Standards (IFRS) and we operate in close proximity to the U.S., 
and as such convergence of IFRS and US GAAP as issued by the IASB and the FASB, 
respectively, is of considerable importance to us. We therefore strongly support continued 
alignment of the IASB’s and the FASB’s amendments in respect of the definition of a business in 
IFRS 3 and Topic 805, including the effective date of the standards, as this would provide banks 
globally with a consistent reporting basis to ensure comparability of reported results. 

The CBA also supports the amendment to clarify that upon obtaining control, an entity should 
remeasure previously held interests in the assets and liabilities of a joint operation in the manner 
described in paragraph 42 of IFRS 3.  This will provide clarity and reduce variability in practice. 

We agree with the proposed prospective application with optional early adoption for both the 
IFRS 3 and the IFRS 11 amendments, providing that disclosure accompanies early adoption. 

If you have any questions, we would be pleased to discuss them.  

 

Sincerely, 
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Appendix 
 
Question 1 
The Board is proposing to amend IFRS 3 to clarify the guidance on the definition of a 
business (see paragraphs B7–B12C and BC5–BC31). Do you agree with these proposed 
amendments to IFRS 3? 
 
We support the Board’s effort to clarify the interpretation of the definition of a business in IFRS 3, 
Business Combinations. 
 
In particular, do you agree with the Board’s conclusion that if substantially all the fair 
value of the gross assets acquired (ie the identifiable assets and non-identifiable assets) 
is concentrated in a single identifiable asset or group of similar identifiable assets, then 
the set of activities and assets is not a business (see paragraphs B11A–B11C)? 
 
We are in agreement with the addition of a screening test to identify if the acquisition represents 
substantially a single asset or single group of assets; however, we disagree with the notion the 
test should be a screening test to determine whether the transaction is eligible for business 
combination accounting.   
 
Why or why not? If not, what alternative would you propose, if any, and why? 
 
As mentioned above, we believe the screening test in its current form, may not be appropriate in 
certain situations.   

1) We recommend the IASB consider one of the following ideas regarding the screening 

test:  

i) The test is optional – In this format, an acquirer could choose to perform the 

screening test.  The screening test, if selected, would be determinative regarding 

whether the acquisition is an asset or business acquisition.  If the screening test is 

not selected on the basis that it may not be appropriate in light of the relevant 

facts and circumstances (i.e. the acquisition of a mortgage portfolio), the 

qualitative assessment regarding whether inputs, processes and outputs, as 

described in the exposure draft would be applied. 

ii) The test is qualitative and quantitative – In this format, the screening test would be 

applied quantitatively first; and then a qualitative analysis would be performed if 

substantially all of the fair value was concentrated in a single asset (group of 

assets).   

 

In circumstances involving large transactions, the relative value of one particular asset 

(i.e. a mortgage loan portfolio) compared to the total acquired assets could be very high.  

In the example of the acquisition of a mortgage loan portfolio, example K (IE105-107), 

there is an assumption that the purchase price will be significantly higher than the fair 

value of the loan portfolio, and will therefore pass the screening test (no single asset 

concentration); however, in the event of a large portfolio, the relative value of the portfolio 

to the other assets may not result in a purchase price which is significantly higher than 

fair value.  The screening test could result in an asset acquisition, whereas absent the 
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screening test, the inputs and substantive processes associated with this acquisition 

would have clearly resulted in the acquisition of a business.   

 

2) The current language in paragraph B11A states the fair value of all assets acquired 

including any other intangible asset which is not identifiable, which would theoretically 

include goodwill, and an organized workforce, should be included in the determination of 

whether substantially all of the fair value is concentrated in single asset or a single group 

of assets.   

 

The separation of the workforce among the acquired assets is inconsistent with the 

current accounting guidance in IFRS 3.B37, and IAS38.15 where the organized workforce 

is not evaluated as a separate intangible asset, but is included in goodwill.  The 

evaluation of the workforce is not part of normal practice and as such including it here 

could result in additional cost, and divergence in practice.  The Board should consider if 

the workforce needs to be evaluated as a separate asset, how this evaluation would be 

determined and whether this would accomplish the Boards goal of reducing the cost of 

purchase accounting implementation.  

 

We recommend the IASB include an illustrative example clarifying how the workforce, 

and goodwill, should be considered in the context of the screening test.  We would also 

request that an example including both assets and liabilities be included in illustrative 

examples relating to the application of the screening test. 

 

3) We recommend that additional guidance be provided as to what constitutes a single asset 

or group of assets.  While paragraph B11C discusses certain assets which cannot be 

grouped together, it is unclear whether assets should be further characterized based on 

the split of assets identified in the categories that would be used for acquisition 

accounting, the acquired business’ financial statement categories as prepared in 

accordance with IFRS, or an alternative basis such as nature or risk characteristics. 

Without additional guidance, there could be divergence in the determination of the single 

asset or group of assets, and thereby divergence in the application of business 

combination accounting. 

 
Question 2 
The Board and the FASB reached substantially converged tentative conclusions on how 
to clarify and amend the definition of a business. However, the wording of the Board’s 
proposals is not fully aligned with the FASB’s proposals.  Do you have any comments 
regarding the differences in the proposals, including any differences in practice that could 
emerge as a result of the different wording? 
 
There are many cases of drafting differences between the two documents.  We recommend that 
where possible the language in both standards use the same language to minimize differences in 
interpretations.  We have not provided a comprehensive listing of all the differences here, but do 
note the following: 

 Definition of a business - there are a number of drafting differences and in particular it is 

possible that the IASB's use of "contribute to the creation of outputs" could be interpreted 
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more broadly than the FASB's reference to "creating outputs".  We note that the FASB 

employs differing definitions within its draft standard about how outputs are characterized. 

 Screening test - there are several differences in the guidance about what assets can be 

grouped for the screening test. It is not clear that these differences are needed and, more 

importantly, these differences could lead to interpretive differences in application. Two 

differences which could result in different accounting under IFRS and US GAAP are 

outlined below:  

 Under the FASB’s proposed amendment, in some cases business combination 

accounting results in a fair value adjustment and the item it relates to being 

recorded separately, as in the case of leases where the contract terms are 

favorable or unfavorable to market at acquisition date.  Under the FASB’s 

proposed amendments, the market adjustment for the lease component would be 

identified as a separate asset (805-10-55-9C a) and excluded from the screening 

test, whereas under IFRS (example IE75a), the market adjustment on the lease 

would be included in the fair value for the screening test.  In periods of fluctuating 

market rates, this difference could result in an acquisition being accounted for as a 

business combination under one basis of accounting and as an asset acquisition 

under the other.  We therefore suggest consistency in the language used for 

grouping valuation adjustments and the associated underlying assets. 

 Under the FASB’s proposed amendments, the screening test discusses “major 

classes” of assets (805-10-55-9C); whereas the IASB does not use the word 

“major” in describing the asset classes used.  Similar to the point above, these 

drafting differences could result in different assets included for the screening test 

under the two different bases of accounting, and therefore result in different 

conclusions. 

 
The CBA considers maintaining harmonized guidance on whether an acquired set is an 
acquisition of assets or a business to be a high priority to promote comparability of financial 
reporting globally.  Further as some of the Canadian banks have subsidiaries that report under 
US GAAP, it is a significant area of focus and implementation cost if a GAAP difference is 
created.  The operational risk and implementation cost associated with final rule interpretation 
resulting from differences due to drafting is of significant concern to us, and would introduce 
confusion for financial statement readers. As a result we strongly urge the boards to jointly re 
deliberate this draft guidance with a focus on maintaining accounting rule harmonization. 
 
Question 3 
To address diversity of practice regarding acquisitions of interests in businesses that are 
joint operations, the Board is proposing to add paragraph 42A to IFRS 3 and amend 
paragraph B33C of IFRS 11 to clarify that: 
 

(a) on obtaining control, an entity should remeasure previously held interests in the 
assets and liabilities of the joint operation in the manner described in 
paragraph 42 of IFRS 3; and 
(b) on obtaining joint control, an entity should not remeasure previously held 
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interests in the assets and liabilities of the joint operation. 
Do you agree with these proposed amendments to IFRS 3 and IFRS 11? If not, what 
alternative would you propose, if any, and why? 
 
We agree with this proposed clarification and believe it will not change practice for Canadian 
banks in any significant way. 
 
 
Question 4 
The Board is proposing the amendments to IFRS 3 and IFRS 11 to clarify the guidance on 
the definition of a business and the accounting for previously held interests be applied 
prospectively with early application permitted. Do you agree with these proposed 
transition requirements? Why or why not? 
 
We agree with prospective application and permitted early adoption.  We agree with the IASB’s 
disclosure requirements that early adoption is permitted the appropriate disclosure.  As noted in 
the response to Question 2, harmonizing IFRS and US GAAP is a high priority for Canadian 
banks, so we ask that the Boards jointly deliberate to set a single effective date for both 
standards. 

 

 

 

  

 

 

 

 

 

 
  

 
 
 


