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October 31, 2016 

Submitted electronically via www.ifrs.org 

International Accounting Standards Board 

30 Cannon Street, 1st Floor 

London EC4M 6XH 

United Kingdom 

 

Dear Sirs: 

Re:   Definition of a Business and Accounting for Previously Held Interests (Proposed amendments to  

IFRS 3 and IFRS 11) (ED/2016/1) 

This letter is the response of the Canadian Accounting Standards Board to the International Accounting 

Standards Board’s (IASB) Exposure Draft, “Definition of a Business and Accounting for Previously Held 

Interests,” issued in June 2016. 

Our process 

As part of our due process for these proposals, we consulted with our IFRS Discussion Group.  We took into 

account the results of this discussion when developing this letter.   

Our views 

We continue to strongly support the IASB in its efforts to identify and address standards implementation 

issues.  We agree with the proposed narrow-scope amendments to IFRS 3 Business Combinations and 

IFRS 11 Joint Arrangements.  We think that the narrow-scope amendments clarify the issues raised in the 

Post-implementation Review of IFRS 3.  We commend both the IASB and the U.S. Financial Accounting 

Standards Board (FASB) for taking action to support the interpretation of the standards on business 

combinations that will result in a more consistent application globally. 

Investing is international 

Business combinations transpire across multiple jurisdictions and affect all sectors of an economy.  In 

today’s global marketplace, investing is an international activity and is becoming less restricted to a single 

geographical jurisdiction.  We think that the accounting for business combinations needs to be comparable 

so that investors have the information necessary to assess alternative investments.  Currently, investors 

http://www.frascanada.ca/
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around the world face the challenge of working with multiple accounting frameworks.  We understand, 

based on discussions with our User Advisory Council, that investors: 

(a) rely on financial statements and other reporting documents when making investment decisions; and 

(b) expend a significant amount of effort comparing the financial statements of entities who report using 

different accounting frameworks and that these comparisons are often complex, making investment 

decisions difficult.   

Investors in Canada’s 292 Foreign Private Issuers1 face the challenge of working with two accounting 

frameworks as these entities have the option to prepare their financial statements in accordance with IFRS 

as issued by the IASB or U.S. GAAP2.  Investors in other jurisdictions face similar challenges.  For example, a 

study prepared by the Office for National Statistics in the U.K. illustrates that North Americans beneficially 

held approximately 25% of the value of the U.K. stock market at December 31, 2014.  A U.S. study3 

illustrates that approximately US$16.2 trillion or 21% of U.S. long-term securities were held by foreigners at 

June 30, 2015.  

Overall, we think that financial statement users around the world are seeking a common language when 

reading financial statements.  We think that common financial reporting will help to facilitate efficient 

capital markets, increase investor confidence and potentially reduce the cost of capital.  From that 

perspective, we encourage the IASB and the FASB to, whenever possible, seek high-quality solutions that 

will result in more comparable financial reporting outcomes in the U.S. and globally. 

Our responses to your questions 

The Appendix to this letter, which responds to the questions posed in the Exposure Draft, expands on our 

points above.  Given that some of our comments are directed to “both Boards” and relate to their 

respective proposed amendments, you will note that we have copied the FASB. 

  

                                                 
1  The term “Foreign Private Issuer” is defined by the U.S. Securities and Exchange Commission (SEC) based on 

meeting a set of criteria, including that an entity is not incorporated or organized under U.S. laws and files financial 

statements with the SEC.   
2  There were 292 Foreign Private Issuers domiciled in Canada as at December 31, 2015. Based on data compiled by 

AcSB staff, the market capitalization of 281 of these entities was CDN$1.4 trillion.  Of these 281 entities: 

 70% prepared their financial statements in accordance with IFRS; and 

 30% prepared their financial statement in accordance with U.S. GAAP.  
3  This study was conducted jointly by the Department of Treasury, Federal Reserve Bank of New York and Board of 

Governors of the Federal Reserve System. 

http://www.frascanada.ca/accounting-standards-board/members/committees/item55945.aspx
http://www.ons.gov.uk/economy/investmentspensionsandtrusts/bulletins/ownershipofukquotedshares/2015-09-02#geographic-analysis-of-rest-of-the-world-holdings-of-uk-shares
https://www.treasury.gov/press-center/press-releases/Documents/05.31.16%20TIC%20Final%20Report%20on%20Foreign%20Portfolio%20Holdings%20of%20U.S.%20Securities.pdf
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We would be pleased to elaborate on our comments in more detail if you require.  If so, please contact me 

or, alternatively, Rebecca Villmann, Director, Accounting Standards (+1 416 204‐3464 or email 

rvillmann@cpacanada.ca) or Michael Massoud, Principal, Accounting Standards (+1 416 204‐3286 or email 

mmassoud@cpacanada.ca) or Michelle Thomas, Principal, Accounting Standards (+1 416 204-2979 or email 

mthomas@cpacanada.ca). 

Yours truly, 

 
Linda F. Mezon, FCPA, FCA 

CPA (MI) 

Chair, Canadian Accounting Standards Board 

lmezon@cpacanada.ca 

+1 416 204‐3490  

cc: U.S. Financial Accounting Standards Board 

  

About the Canadian Accounting Standards Board 

We are an independent body with the legal authority to establish accounting standards for use by all Canadian publicly 

accountable enterprises, private enterprises, not-for-profit organizations and pension plans in the private sector.  We 

are comprised of a full-time Chair and volunteer members from a variety of backgrounds, including financial statement 

users, preparers, auditors and academics; a full-time staff complement supports our work.   

Our standards 

We have adopted IFRS as issued by the IASB for publicly accountable enterprises.  Canadian securities legislation 

permits the use of U.S. GAAP in place of IFRS in certain circumstances.  We support a shared goal among global 

standard setters of high-quality accounting standards that result in comparable financial reporting outcomes regardless 

of the GAAP framework applied. 

We developed separate sets of accounting standards for private enterprises, not-for-profit organizations and pension 

plans.  Pension plans are required to use the applicable set of standards.  Private enterprises and not-for-profit 

organizations can elect to apply either the set of standards developed for them, or IFRS as applied by publicly 

accountable enterprises.   

Our role vis-à-vis IFRS  

Our responsibility to establish Canadian GAAP necessitates an endorsement process for IFRS.  We evaluate and rely on 

the integrity of the IASB’s due process as a whole, and monitor its application in practice.  In addition, we perform our 

own due process activities for each new or amended IFRS to ensure that the standard is appropriate for application in 

Canada.  We reach out to Canadians on the IASB’s proposals to understand and consider their views before deciding 

whether to endorse a final IFRS.  A final standard is available for use in Canada only after we have endorsed it as 

Canadian GAAP.        

mailto:rvillmann@cpacanada.ca
mailto:mmassoud@cpacanada.ca
mailto:mthomas@cpacanada.ca
mailto:lmezon@cpacanada.ca
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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? 

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)? 

Why or why not? If not, what alternative would you propose, if any, and why? 

1. Overall, we welcome the proposed amendments because we think that they will assist stakeholders in 

Canada with the interpretation of what is considered a business.  In our consultations with 

stakeholders on the transition to IFRS in Canada, we noted that one of the most significant challenges 

experienced by companies was the determination of what constitutes a business. 

Minimum requirements to be considered a business 

2. We agree with the proposed amendments that a business must include, at a minimum, an input and a 

substantive process that together contribute to the ability to create outputs, for the reasons identified 

in paragraphs BC9-BC10.  

Definition of an output 

3. We agree that the proposed amendments would narrow the definition of outputs, as the amended 

definition would focus on the revenue-generating activities and provide greater clarity in assessing if a 

transaction qualifies as a business.  

4. However, we are concerned that including the term “other revenue” in the definition of an output 

may create diversity in practice, because the term can be broadly applied and interpreted. 

Furthermore, there is no guidance in the standards or conceptual framework that clarifies the 

elements that make up other revenue.  We suggest that the definition of “other revenue” be clarified 

in the authoritative guidance. 

Fair value of assets acquired is concentrated in a single asset 

5. We agree with the proposed amendments, that if substantially all the fair value of the gross assets 

acquired (i.e., 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, for the reasons identified in paragraphs BC18-BC19.  We commend the IASB for including a 

diagram in paragraph B8A that summarizes the assessment process to determine if the definition of a 
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business is met.  We think it provides clarity and will be helpful in applying the proposed 

amendments.  We suggest expanding the diagram to clearly articulate the thought process a 

stakeholder must follow when evaluating whether an acquired process is substantive as set out in 

paragraphs B12-B12C.  We also commend the IASB for providing clear guidance on how to practically 

determine the fair value of the gross assets acquired in paragraph B11A.  We think it clearly 

articulates how to practically calculate the fair value of the gross assets acquired.  We also think that 

the “screening test” represents an improvement for the reasons identified in paragraphs BC18-BC19.   

6. However, we are concerned with the lack of guidance relating to the terms “single asset or group of 

similar assets”.  We think that the terms are too broad and diversity in practice may arise because we 

think the necessary guidance to apply the screening test is not included as part of the authoritative 

guidance.  We also think that the broad nature of these terms does not practically assist stakeholders 

in determining if a set of activities and assets is not a business. 

Evaluating whether an acquired process is substantive 

7. We agree that it is necessary to differentiate whether the acquired set of activities and assets has 

outputs for the reasons identified in paragraph BC23.  However, we think the proposed amendments 

lack clarity on the definition of “critical” and find it difficult to understand the difference between a 

“critical” process and a “substantive process” in paragraphs B12-B12C.  We note that paragraph B12A 

states that a process is not critical if it is ancillary or minor but does not clarify what a critical process 

is.  We suggest adding guidance on when a process would be deemed critical when evaluating 

whether an acquired process is substantive. 

Illustrative Examples 

8. We support the addition of the examples because we think that they will assist stakeholders with the 

interpretation of what is considered a business.  However, we are concerned that the proposed 

illustrative examples do not clearly articulate the facts and circumstances of each scenario and are too 

streamlined when compared to the equivalent FASB proposed amendments.  A few members of our 

IFRS Discussion Group indicated that they referred to the illustrative examples included in the 

“Proposed Accounting Standards Update – Business Combinations (Topic 805): Clarifying the Definition 

of a Business” as issued by the FASB in November 2015, to clarify their understanding on the facts and 

circumstances of each scenario.  As a result, we are concerned that diversity in practice may emerge 

as a result of the difference in wording used in the IASB and FASB examples.  We suggest that further 

details be added to the illustrative examples to better align with the wording in the illustrative 

examples as proposed in the FASB amendments. 

http://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176167640849&acceptedDisclaimer=true
http://www.fasb.org/jsp/FASB/Document_C/DocumentPage?cid=1176167640849&acceptedDisclaimer=true
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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? 

9. We commend both Boards for coordinating and collaborating with each other, with the common goal 

of issuing a set of proposed amendments that are substantially aligned, and encourage both Boards to 

continue to collaborate with each other to issue final amendments that are aligned.  

10. We think that it is important for both the IASB and FASB to amend the definition of a business in a 

manner that results in high-quality and common global reporting between IFRS and U.S. GAAP.  

Accordingly, we recommend that both Boards: 

(a) use the same wording when they both make amendments to achieve the same objective; and  

(b) explain in their respective Basis for Conclusions documents their intentions as to whether or not a 

difference in application is expected when requirements differ in their respective standards. 

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 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? 

11. We are concerned that addressing the remeasurement of previously held interests for changing 

ownership interests on a transaction by transaction basis, rather than holistically, may lead to 

significant confusion and increased diversity in practice.  While transactions involving changes of 

interests in a business that is a joint operation have not been common in Canada, we have been told 

that these transactions are becoming more common.  As a result, there is the potential for increasing 

diversity in practice in this area. 
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12. We understand that the IASB intends to address the remeasurement of previously held interests as a 

result of changing ownership interests for various other types of transactions in its project on equity 

accounting.  However, there will be a significant number of issues to be addressed in that project, 

which is still in its research phase.  As a result, there is uncertainty as to when or if a standards level 

project on equity accounting will be added to the IASB’s agenda.  We think that resolving conflicts in 

accounting for changing ownership interests should be done sooner, on a holistic basis, in order to 

address the significant diversity in practice. 

13. Notwithstanding our concerns with addressing these issues on a standalone basis, we agree with the 

proposed amendments to IFRS 3 and IFRS 11 to clarify the accounting following acquisitions of 

interests in businesses that are joint operations.  

(a) We agree with the IASB’s observations that: 

(i) obtaining control of a business that is a joint operation is a business combination achieved in 

stages; 

(ii) such a transaction results in a significant change in the nature of, and economic circumstances 

surrounding, any interests of the joint operation; and 

(iii) these factors warrant remeasurement at fair value of the previously held interests of the joint 

operation in the manner described in paragraph 42 of IFRS 3. 

(b) Conversely, we also agree that the change that occurs upon the acquisition of joint control over a 

joint operation is not a significant change, and does not warrant remeasurement at fair value of 

the previously held interests. 

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? 

14. We agree that the proposed amendments to IFRS 3 and IFRS 11 should be applied prospectively as the 

alternative of applying the retrospective approach could be costly and impractical.  Furthermore, we 

think that the use of hindsight may not be able to be avoided if retrospective application of the 

amendments is required to determine fair values of the assets acquired and to apply business 

combinations accounting.  
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15. However, we think that the transition guidance should state that when an entity applies the 

amendments early, it will be required to apply the amendments to business combinations with an 

acquisition date on or after the beginning of an annual reporting period.  Similarly, we think that 

guidance is needed when an entity applies the IFRS 11 amendments early.  We think that these 

clarifications are necessary to be consistent with the proposed transition guidance that requires 

application from the beginning of an annual reporting period. 


