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HIGHLIGHTS
The Accounting Standards Board (AcSB) proposes, subject to comments received following exposure,  
to add COMBINATIONS BY NOT-FOR-PROFIT ORGANIZATIONS, Section 4449 in Part III of the CPA 
Canada Handbook – Accounting to provide a standard to account for the recognition and measurement 
of combinations by not-for-profit organizations (NFPOs) outside the public sector. 

Background
The AcSB has heard from stakeholders and its Not-for-Profit Advisory Committee (the Advisory 
Committee) of a significant increase in the number of combinations that have occurred in the sector in 
recent years. Currently, no guidance exists in Part III of the Handbook for NFPO combinations. This 
lack of guidance has led to diversity in practice including the use of different frameworks to account for 
transactions with similar characteristics. As a result, the Board proposes to introduce a new standard to 
account for the combination of two or more NFPOs. 

Main features of the Exposure Draft
The proposals in this Exposure Draft are as follows:

• The scope of Section 4449 would include a combination involving two or more NFPOs that are 
unrelated parties or related parties.

• The Section would include a set of criteria to determine when a combination is accounted for as  
a merger or as an acquisition.

• The Section would include initial and subsequent measurement, presentation and disclosure 
guidance on how to account for a merger or acquisition.

• The Section would apply on a prospective basis for combinations occurring on or after January 1, 2022 
with early application permitted. 

Consequential amendments
As required, consequential amendments would be made to other standards in Part III of the Handbook.

Plans for finalizing the proposals
The AcSB will deliberate the proposals and consider comments received. Part of the deliberation process 
includes consultation with the Board’s Advisory Committee. The Advisory Committee assists the Board 
in maintaining and improving accounting standards for NFPOs. The Board will also consult with other 
stakeholders through outreach activities, such as holding roundtables and conducting additional field 
testing as necessary.

The Board will provide updates about its deliberations in its decision summaries and on the Combinations 
project page. Once the deliberation process is complete and the due process procedures for finalizing a 
standard are carried out, the Board plans to issue the final standard in the second quarter of 2021 if no 
significant changes are required to the proposals.

Comments requested
Comments are most helpful if they relate to a specific paragraph or group of paragraphs. Any comments 
that express disagreement with the proposals in the Exposure Draft should clearly explain the problem 
and include a suggested alternative, supported by specific reasoning.
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While the AcSB welcomes comments on all the proposals in this Exposure Draft, it particularly welcomes 
comments on the questions listed below:

1. Paragraph 4449.02 proposes that this new Section apply to combinations involving two or more 
related or unrelated NFPOs. The proposed new Section refers to other Sections in the Handbook for 
instances when a for-profit enterprise is contributed to an NFPO, a for-profit enterprise is acquired 
by an NFPO, a group of assets not constituting an NFPO is transferred to an NFPO or a joint venture 
involving an NFPO is formed. Do you agree with this scope? If not, why not? 

2. The proposed scope of this Section includes combinations between two or more related NFPOs. 
However, the proposals do not include specific provisions for such combinations. Do you agree that 
no specific provisions to the criteria in paragraph 4449.07, or to the guidance on accounting for a 
merger or an acquisition are necessary for a combination of related parties? If not, why and what 
specific provisions should be provided?

3. The AcSB proposes to refer NFPOs to the guidance in BUSINESS COMBINATIONS, Section 1582, 
in Part II of the Handbook to account for the acquisition of a for-profit enterprise.  This guidance 
includes the recognition of goodwill, if applicable. Given the rarity of these combinations, the Board 
also proposes to require the acquisition method be applied without exceptions, regardless of whether 
the NFPO chooses to subsequently consolidate or equity account for the for-profit enterprise. Do you 
agree with this approach? If not, why not?

4. Paragraph 4449.07 proposes five criteria to determine whether a combination is a merger or an 
acquisition.  Does each criterion distinguish a transaction that exhibits the characteristics of a merger 
from that of an acquisition? If not, why not?  What amendments to the current criteria or alternatives 
to the current criteria would you recommend? 

5. Prior to a combination, one or more of the combining entities might have applied the exemption 
in TANGIBLE CAPITAL ASSETS HELD BY NOT-FOR-PROFIT ORGANIZATIONS, Section 4433, and/or 
INTANGIBLE ASSETS HELD BY NOT-FOR-PROFIT ORGANIZATIONS, Section 4434,  when the average 
of annual revenues recognized in the statement of operations for the current and preceding period of 
the organization and any entities it controls was less than $500,000. Once the entities combine, the 
exemption might no longer be applicable as the threshold might be exceeded.
(a) In a combination accounted for as a merger, the proposals require that a reporting entity applies 

uniform accounting policies on a prospective basis from the combination date. Do you agree with 
this proposal to apply uniform accounting policies when the exemption in Section 4433 and/or 
Section 4434 were previously applied? If not, why not? Alternatively, do you think an option should 
be provided for organizations to either apply uniform accounting policies for the recognition of 
capital assets and intangible assets on a prospective basis or on a retrospective basis? 

(b) In a combination accounted for as an acquisition, the acquirer might have applied the exemption 
prior to the combination. To determine whether the threshold has been exceeded, the reporting 
entity assesses the average of annual revenues recognized in the statement of operations for 
the current and preceding period by aggregating the revenues of the combining entities and 
any entities it controls as if the entities were combined in those periods. Do you agree with this 
approach? If not, why not and what alternative approach should the AcSB consider?

6. In a combination, the proposals require a reporting entity to disclose information that enables users 
of its financial statements to evaluate the nature and financial effect of the combination.
(a) For a combination accounted for as a merger, do you agree the disclosure requirements in 

paragraphs 4449.19 - .20 meet this purpose? 
(b) For a combination accounted for as an acquisition, do you agree the disclosure requirements in 

paragraphs 4449.62 - .67 meet this purpose?

 If not, which proposed disclosures do not meet this purpose and why? Are there other disclosures 
the AcSB should consider that meet the purpose?     
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7. In an acquisition, the proposals require disclosure of contingent consideration. How common is contingent 
consideration in combinations of NFPOs and what is the purpose of contingent consideration?  

8. To qualify for recognition as part of applying the acquisition method, the identifiable assets acquired 
and liabilities assumed must meet the definitions of assets and liabilities in FINANCIAL STATEMENT 
CONCEPTS FOR NOT-FOR-PROFIT ORGANIZATIONS, Section 1001, at the combination date. There 
are certain exceptions to this recognition principle proposed in paragraphs 4449.36-.45. Do you 
agree with the exceptions? If not, why not?  What other exceptions do you think the AcSB should 
consider and why? 

9. The AcSB decided to not provide guidance on how to determine fair value of deferred contributions 
or deferred capital contributions at the acquisition date. Do you think guidance is necessary on how 
to fair value these deferred balances?  If so, what guidance do you think would be helpful and why?

10. When an NFPO acquires another NFPO, the Section proposes that goodwill is not recognized. 
Instead, when the consideration transferred exceeds the net of the acquisition-date values of the 
identifiable assets acquired and the liabilities assumed, the difference is recognized and presented 
separately in the statement of operations as an expense. Alternatively, if the consideration transferred 
is less than the acquisition-date values of the identifiable assets acquired and the liabilities assumed, 
a gain is recognized and presented separately in the statement of operations. Do you agree with 
these proposals? If not, why not and how should the excess or deficit be accounted for? 

11. Do you agree that the proposed new Section should apply to combinations for fiscal years beginning 
on or after January 1, 2022 on a prospective basis, with earlier application permitted? If not, why not?

The deadline for providing your comment letter to the AcSB is May 14, 2020. Comment on this document 
by uploading your response letter via this online form.
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BASIS FOR CONCLUSIONS 
INTRODUCTION
1 In accordance with the Accounting Standards Board (AcSB) strategy to retain and improve 

accounting standards for not-for-profit organizations (NFPOs) in Part III of the CPA Canada 
Handbook – Accounting, the AcSB proposes guidance related to accounting for combinations  
by an NFPO. 

2 Stakeholders, including members of the AcSB’s Not-for-Profit Advisory Committee (the Advisory 
Committee) informed the AcSB that due to increased competitiveness for funding and pressures to 
reduce costs, NFPOs are considering organizational changes and collaborations. This has led to an 
increase in the number of combinations that have occurred in this sector in recent years.  

3 Currently, no guidance exists in Part III of the CPA Handbook – Accounting on how to account for  
a combination by an NFPO. The lack of guidance has led to diversity in practice including using:
(a) different frameworks; 
(b) multiple frameworks for the same transaction; and
(c) guidance that has been superseded. 

4 In June 2018, the AcSB approved the Combinations project to provide guidance for the recognition 
and measurement of a combination. The proposed guidance would include criteria for determining 
whether the transaction should be accounted for as a merger or an acquisition. The aim of this 
project is to provide guidance for the recognition and measurement of a combination; a topic with 
increasing relevance in practice.

5 In developing these proposals, the AcSB has considered the feedback of its Advisory Committee, 
other private sector NFPO stakeholders and participants in its field testing of the draft proposals. 
The Advisory Committee includes auditors, preparers and financial statement users, with a range 
of backgrounds and experience from across Canada. Members include representatives from 
organizations of differing sizes and in a variety of industries; some organizations provide benefit to 
individuals and society and others serve the public. 

6 To prioritize the combinations project, the AcSB agreed to defer the project on REPORTING 
CONTROLLED AND RELATED ENTITIES BY NOT-FOR-PROFIT ORGANIZATIONS, Section 4450. The 
Section 4450 project was initiated from the feedback received on the 2013 AcSB/PSAB Statement  
of Principles (SOP), “Improvements to Not-for-Profit Standards.” 

7 As the Section 4450 project has been deferred, the AcSB will reassess, based on all its project 
priorities, the appropriate time to restart this project. 

8 In developing this Exposure Draft, the AcSB considered the consequences of adopting it relative 
to the objective of financial statements and the benefit versus cost constraint. As described in 
FINANCIAL STATEMENT CONCEPTS FOR NOT-FOR-PROFIT ORGANIZATIONS, paragraph 1001.12, 
the “objective of financial statements is to communicate information that is useful to members, 
contributors, creditors and other users (‘users’) in making their resource allocation decisions and/or 
assessing management stewardship.”

DEVELOPMENT OF THIS EXPOSURE DRAFT
9 In developing this Exposure Draft, the AcSB conducted extensive research on the:

(a) guidance in other jurisdictions being used by stakeholders to account for combinations such as: 
(i) the U.K. GAAP Financial Reporting Standard 102 and the Charity Statement of 

Recommended Practice (SORP); 
(ii) the U.S. GAAP Financial Accounting Standard 164, Not-for-Profit Entities: Mergers and 

Acquisitions; and 
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(iii) superseded guidance from Canadian GAAP; 

(b) issues that exist with current practice; and
(c) stakeholder perspectives on the issues.

10 This research was conducted by consulting with our Advisory Committee, other NFPO stakeholders 
and by engaging in field testing with preparers and practitioners on some of the proposals. Based on 
this research, this Exposure Draft proposes guidance that the AcSB thinks will address the diversity 
in practice by providing comprehensive guidance on the recognition and measurement of  
a combination involving two or more NFPOs.

AcSB PROJECT ON FINANCIAL STATEMENT CONCEPTS
11 The AcSB is also currently undertaking a project on Financial Statement Concepts. The objective 

of this project is to review the Financial Statement Concepts in Parts II and III of the CPA Canada 
Handbook – Accounting to consider whether they meet the needs of those who use them. The 
project’s scope includes the elements of financial statements, recognition, measurement, disclosure 
and unit of account. The AcSB decided that the project’s first phase would focus on considering 
the financial statement concepts in conjunction with its existing domestic standard-setting projects, 
including the Combinations and Contributions projects. Accordingly, this Exposure Draft seeks the 
views of stakeholders on the interaction between the accounting for combinations and the concepts 
in Section 1001. 

SCOPE
12 In June 2018, the AcSB approved a project to explore the accounting for the initial measurement of  

a combination including criteria for determining if a combination is to be accounted for as a merger  
or acquisition and the relevant accounting requirements. 

13 From November 2018 to January 2019, the AcSB developed criteria to determine whether a 
combination should be accounted for as a merger or an acquisition. These criteria were applied 
against different types of not-for-profit combinations and, in limited circumstances, to private 
enterprise combinations that exhibited similar characteristics as an NFPO combination. As a 
result of this testing, the Board determined that the proposed criteria could not be applied to such 
a wide range of combinations. Therefore, the proposed standard is only applicable to private 
NFPO combinations. However, the Board decided to begin a separate research project to consider 
combinations that occur between enterprises within the scope of Part II of the Handbook that exhibit 
similar characteristics as combinations of NFPOs. 

14 Concurrently, the AcSB conducted extensive research to understand the characteristics of different 
types of not-for-profit combinations and how frequently they occur. These included:
(a) combinations of two or more unrelated NFPOs;
(b) combinations of two or more related NFPOs; 
(c) an NFPO acquiring a for-profit enterprise;
(d) an NFPO being gifted a for-profit enterprise;
(e) the purchase of a group of assets that do not constitute an NFPO; and
(f) two NFPOs combining to form a joint venture.

15 Based on this research, the AcSB considered whether the proposed standard should scope in all  
of the above types of transactions.

16 The AcSB concluded that the proposed standard should only apply to a combination involving two  
or more NFPOs that are unrelated parties or related parties.

17 Based on its research and on its Advisory Committee’s advice, the AcSB observed that guidance 
is already available in other parts of the Handbook for the other types of NFPO combinations. For 
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example, in the rare event that an NFPO acquires a for-profit enterprise, the proposed guidance 
would direct the preparer to BUSINESS COMBINATIONS, Section 1582, in Part II of the Handbook. 
The rationale for doing so is that the acquisition of a for-profit enterprise is similar whether the 
acquirer is an NFPO or another for-profit enterprise. As such, consistent with the purpose of Part III 
standards, the transaction is not unique to NFPOs and the guidance in Part II should be used. 

18 Therefore, the proposals limit the scope of the Section to the combination of two or more NFPOs 
while directing stakeholders to existing guidance to account for these other types of combinations. 

EFFECTS ANALYSIS
19 The AcSB is committed to updating accounting standards for NFPOs, as necessary, to ensure these 

standards continue to meet the needs of private sector NFPO financial statement users. In executing 
on this commitment, the AcSB seeks to understand the differing needs of these users. 

20 Many stakeholders advised the AcSB that there is significant diversity in practice regarding the 
accounting for combinations in the not-for-profit sector. Most combinations are accounted for as 
mergers. However, this conclusion is arrived at using guidance from other standards. This results in 
differing measurement and disclosure requirements being applied to communicate the details of the 
combination in the financial statements. This proposed standard seeks to reduce that diversity by 
providing a model for determining whether a combination is a merger or an acquisition through a set 
of criteria as well as guidance on how to apply merger or acquisition accounting. 

21 The AcSB acknowledges that reducing this diversity will result in a change in practice for some 
entities going forward. Recognizing this, the Board proposes the standard will apply on a prospective 
basis to eliminate any restatement of previous combinations.  In addition, the Board thinks, based on 
the proposed criteria, many private NFPO combinations will continue to be accounted for as mergers. 

22 A primary benefit of the proposed new standard is an improvement in the comparability of financial 
reporting by applying the same guidance across all private not-for-profit combinations. The AcSB 
acknowledges that in situations in which a combination is an acquisition, additional costs will be 
incurred to value the assets and liabilities acquired and to have these valuations audited. However, in 
the case that the criteria require a combination to be accounted for as an acquisition, the Board thinks 
applying the acquisition method will provide more decision useful information to financial statement 
users than if the combination were accounted for as a merger. Additionally, as many combinations will 
continue to be accounted for as mergers, these costs are unlikely to affect most organizations. 

DISTINGUISHING BETWEEN A MERGER AND AN ACQUISITION
23 The AcSB decided to propose five criteria that must all be met for a combination to be accounted for 

as a merger.

Criterion #1 – No party is characterized as the acquirer or acquiree
24 The AcSB’s research suggested that it was rare for either party in an NFPO combination to 

be characterized as the acquirer or acquiree. However, in circumstances where one party is 
characterized as the acquirer, this is a clear indication of an acquisition. 

Criterion #2 – Those charged with governance participate in determining  
the terms of the combination
25 The AcSB thinks that for a combination to be accounted for as a merger, it is essential that both 

parties participate in determining the terms of the combination. A key outcome of that participation is 
the establishment of the governance and management structures and the selection of management. 

26 Some members of the Advisory Committee and participants in the AcSB’s field testing of the criteria, 
questioned whether the intent of the combining organizations and their relative size should be factors 
in this criterion. The Board deliberated this feedback and concluded that while the intent of the 
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combining organizations and their size can be factors, it is ultimately the terms of the agreement and 
how those terms were generated that indicate whether the combination is a merger or an acquisition. 

27 For example, consider a large NFPO and a small NFPO that want to combine their operations. If 
prior to the combination, terms are established for the combined organization with participation from 
both parties, that transaction exhibits the elements of a merger. If during the same negotiations, one 
party influences the decision-making process to the disadvantage of the other party, the other party 
has the opportunity to exit negotiations. Therefore, the transaction still exhibits the characteristics 
of a merger. However, during those negotiations, if one of the NFPOs is disadvantaged in the 
negotiations due to factors outside its control and is compelled to accept the disadvantageous terms, 
that transaction exhibits the elements of an acquisition. In both cases, the intent of the parties is 
characterized in the terms of the agreement and the agreement indicates whether the transaction is  
a merger or an acquisition. 

Criterion #3 – Consideration flowing to a third party
28 The AcSB decided that if any consideration flows to a third party, a benefit has been conferred from 

the combination and therefore, that combination should be accounted for as an acquisition. 

29 The Advisory Committee questioned whether transaction costs, including severance costs are a  
form of consideration flowing to a third party. The AcSB considered this feedback and recognized 
that transaction costs are an integral part of many combination arrangements. However, it thinks 
these costs are not a distinguishing factor in whether a combination should be accounted for 
as a merger or an acquisition. Therefore, the Board clarified that such costs are not a form of 
consideration flowing to a third party. 

Criterion #4 – Purposes of the combining NFPOs is encompassed
30 Another factor the AcSB thinks is important in distinguishing a merger from an acquisition is that 

the combined organization encompasses the purpose of the combining organizations. The Board 
acknowledges that some changes to the purposes of the combining organizations is likely. However, 
more than a small change to the purpose is an indicator of an acquisition. 

31 For example, NFPO A and NFPO B decide to combine. During the combination negotiations, aspects 
of NFPO B’s purpose are removed from the collective purpose of the combined organization. This 
will result in a change to the service(s) being provided to NFPO B’s stakeholders. This change in 
the purpose is an indicator that NFPO A’s rationale for combining is to acquire and continue some 
aspects of NFPO B while discontinuing others. Further, if more than a small change to NFPO B’s 
purpose occurs, it will result in the combined comparative balances of the legacy organizations not 
being comparative due to the resulting change in operations. As a result, the AcSB decided that more 
than a small change to the purpose of either of the combining organizations indicates an acquisition. 

Criterion #5 – No significant decline in the client communities served      
32 The last condition the AcSB thinks distinguishes a merger from an acquisition is if there is a decline 

in the client communities served by the combined organization at the combination date. The Board’s 
initial view was that any change in the client communities served is an indicator of an acquisition. 

33 However, feedback from field-test participants and the Advisory Committee was that combinations 
often result in an expansion of the client communities NFPOs serve. This expansion can occur on 
the combination date or soon after and is often a driver for NFPO mergers. For example, NFPO A 
and NFPO B both want to expand the client communities they serve. The initial cost of pursuing that 
expansion has limited their ability to expand. However, by combining their resources and operations, 
they are collectively able to expand the client communities they serve without significantly affecting 
their ongoing activities.     

34 Alternatively, a reduction in the client communities is a clearer indicator that an NFPO is being 
acquired. The acquirer in these combinations only intends to purchase certain aspects of the 
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acquiree. As such, these combinations will manifest in situations where some of the acquiree’s 
programs are reduced immediately on combination and as a result the client communities they 
serve. Further, in these situations, applying acquisition accounting provides more decision-useful 
information as the combined results of the legacy organizations is not comparable to the combined 
entity as it serves a smaller client community overall. 

35 Therefore, the AcSB decided to limit this condition to only situations where the client communities 
served are reduced as a result of a combination. 

Should the guidance default to merger accounting?
36 Participants in the field test and some members of the Advisory Committee suggested a default 

position to merger accounting should exist for NFPO combinations. The rationale for this 
recommendation was that most NFPO combinations are intended to be mergers. 

37 The AcSB considered this view and performed additional consultations in this area. It heard 
that while most NFPO combinations would more appropriately be accounted for as mergers, the 
substance of some transactions recognize an acquirer, even if it is not communicated publicly.

38 The AcSB deliberated the options and decided that each combination needs to be evaluated with 
criteria to determine whether the transaction should be accounted for as a merger or an acquisition. 
The Board is seeking feedback through this Exposure Draft on the proposals to ensure the guidance 
is clear and concise, and therefore no default position is necessary. 

ACCOUNTING FOR A COMBINATION AS A MERGER
39 The AcSB considered the following sources of guidance as reference material when deciding on the 

accounting for a merger:
(a) U.K. GAAP: SORP and Financial Reporting Standard 102; 
(b) U.S. GAAP: Financial Accounting Standard 164; and
(c) Superseded Canadian GAAP: BUSINESS COMBINATIONS, Section 1590 (superseded Section in 

Part V of the Handbook).

Recognition
40 The sources of guidance from U.K., U.S. and Canadian GAAP provide two approaches for applying 

merger accounting.  

41 Under the first approach, the aggregation of assets, liabilities and funds of the combining entities 
are presented as though the entities have always been combined. The combined entity presents 
comparative information showing the aggregated results for the prior period.

42 Under the second approach, the entities are not assumed to have always been combined. The 
merger date is presumed to be the inception date of the combined entity as the merger date is when 
the new reporting entity has been formed. The assets and liabilities recognized in the separate 
financial statements of the merging entities are combined as of the merger date and no historical 
information is available as the merged entity did not exist prior to the merger date. 

43 Based on the AcSB’s research and advice from its Advisory Committee, the Board understands that 
most combinations of NFPOs in Canada do not result in the formation of a new entity. For example, 
in the case of charities, the registration number of one of the combining organizations is retained 
and the other organization is rolled into it. Considering this advice, regardless of the method used to 
effect the combination, the Board decided on the approach for recognition requiring the aggregation 
of assets, liabilities and funds of the combining entities and presentation as though they have always 
been part of the same entity. The proposed guidance would also require the combined entity to 
present comparative information showing the aggregated results for the prior period as if the entities 
have always been combined. The Board thought providing historical information will be helpful to 
financial statement users to assess the effects of the combination. 
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Measurement
44 While the recognition principles for merger accounting varies in different jurisdictions, the 

measurement principle remains the same. Assets, liabilities and fund balances are measured in 
the combined entity at the carrying amount in the accounts of the entities combining. Consistent 
with these principles, the proposed Section requires measurement of the assets, liabilities and fund 
balances at their carrying amount. 

45 An additional proposed requirement is to apply uniform accounting policies and to make retrospective 
adjustments to achieve uniform accounting policies in the combined entity for the comparative period. 
The AcSB thinks that it is essential to provide prior year financial information that is comparative for 
the benefit of financial statement users to assess the effects of the combination. 

46 The AcSB proposes one exception to the retroactive application of uniform accounting policies 
in paragraph 4449.13. In situations in which one or more of the combining organizations applied 
the size exemptions in TANGIBLE CAPITAL ASSETS HELD BY NOT-FOR-PROFIT ORGANIZATIONS, 
Section 4433 and INTANGIBLE ASSETS HELD BY NOT-FOR-PROFIT ORGANIZATIONS, Section 4434, 
for the recognition of capital assets and intangible assets before the combination, but no longer meet 
the exception after combining, the Board proposes uniform accounting policies for the recognition of 
capital assets and intangible assets apply on a prospective basis. The Board thinks this will provide 
relief and cost savings for the combining organizations from having to re-recognize capital assets 
and intangible assets that have already been expensed prior to the merger. The Board is interested  
in stakeholder views about whether an option should be provided to apply uniform accounting 
policies for the recognition of capital assets and intangible assets on a retroactive basis and is  
asking a question in this area in this Exposure Draft. 

Disclosure 
47 The AcSB considered the extent of disclosure requirements needed for mergers to ensure that 

financial statement users received decision-useful information. Given the accounting for mergers 
requires the measurement of assets, liabilities and fund balances on a retrospective basis at the 
carrying amount, it could be difficult for users to distinguish the effects of the merger as it relates  
to each of the combining organizations. 

48 Therefore, the AcSB proposes disclosure requirements that enable users of the financial statements 
to evaluate the nature and financial effect of a combination as it relates to the current year and the 
prior year financials of the combining entities.   

ACCOUNTING FOR A COMBINATION AS AN ACQUISTION
49 The AcSB proposes that the acquisition method be applied for combinations that fail any of the five 

criteria in paragraph 4449.07.  The Board thinks the acquisition method, as detailed in BUSINESS 
COMBINATIONS, Section 1582 in Part II of the Handbook applies to NFPO acquisitions with some 
exceptions for the unique nature of NFPOs. When the Board reviewed the guidance in Section 1582 
as it related to the acquisition of an NFPO by another NFPO, it decided there were enough distinct 
characteristics for NFPOs to provide specific acquisition guidance in the proposed standard.  

Choice to disclose controlled not-for-profit subsidiaries
50 NFPOs have the option to either consolidate acquired NFPOs or to apply disclosure only 

in accordance with REPORTING CONTROLLED OR RELATED ENTITIES BY NOT-FOR-PROFIT 
ORGANIZATIONS, Section 4450. 

51 The AcSB debated whether NFPOs that will disclose the acquiree subsequent to acquisition should be 
required to recognize at fair value the acquired assets and liabilities. During these discussions, the Board 
also considered the existing disclosure requirements for the controlled subsidiary in Section 4450. 
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52 The AcSB decided that these disclosure requirements provide adequate information to financial 
statement users about the resources of the controlled subsidiary without the need to apply the 
acquisition method. As such, the Board decided that the costs of applying acquisition accounting in 
this situation outweigh the benefits. Therefore, the acquisition method will not apply when a controlled 
subsidiary is disclosed. Instead, specific disclosures are required to highlight the combination 
transaction and provide incremental information that can benefit financial statement users. 

Applying the acquisition method
53 As mentioned in paragraph 49, the AcSB thinks the requirements in Section 1582 are relevant unless 

circumstances that are distinct to NFPOs justify a departure from that guidance. The proposed 
standard requires four steps to apply the acquisition method:
(a) Identify the acquirer.
(b) Determine the combination date.
(c) Recognize and measure the identifiable assets acquired and liabilities assumed. 
(d) Recognize and measure the excess consideration transferred or a bargain purchase option. 

Identifying the acquirer
54 The proposed Section directs stakeholders to guidance in Section 4450 for how to identify the 

acquirer. The AcSB thinks applying this existing guidance, rather than duplicating it in this proposed 
standard, in conjunction with the criteria for distinguishing between when merger or acquisition 
accounting applies is sufficient to determine the acquirer.    

Determining the combination date
55 The proposed guidance for determining the combination date is generally consistent with the 

guidance in Section 1582 as the AcSB did not identify anything unique for NFPOs that would warrant 
a different combination date.  

Recognizing and measuring the identifiable assets acquired and liabilities 
assumed
Recognition

56 To qualify for recognition as part of applying the acquisition method, the identifiable assets acquired and 
liabilities assumed must meet the definitions of assets and liabilities in Section 1001, at the combination date.

57 The acquirer’s application of the recognition principle and conditions may result in recognizing some 
assets and liabilities that the acquiree had not previously recognized as assets and liabilities in its financial 
statements. For example, the acquirer recognizes the acquired identifiable intangible assets, such as a 
brand name, license or patent, that the acquiree did not recognize as assets in its financial statements 
because it developed them internally and charged the related costs to expense.  

58 The AcSB deliberated the treatment of favourable and unfavourable lease arrangements based on its 
Advisory Committee’s feedback. The Board thinks that a favourable lease arrangement meets the definition 
of an asset as it does provide a benefit to the acquirer and an unfavourable lease arrangement meets the 
definition of a liability and should be accounted for as such in an acquisition.

59 The AcSB also deliberated whether application of the recognition principle could result in derecognizing 
assets and liabilities that the acquiree has recognized. The Board focused on deferred contributions and 
deferred capital contributions to assess whether these meet the definition of a liability in Section 1001. The 
Board considered the different views expressed in its Contributions and Financial Statement Concepts 
projects and did not conclude on whether deferred contributions and deferred capital contributions 
meet the definition of a liability. The Board will continue these deliberations in the Contributions and 
Financial Statement Concepts projects and seek stakeholder views on these deferred balances through a 
Consultation Paper to be issued May 2020. 
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60 The AcSB then considered what the fair value of a deferred contribution or a deferred capital 
contribution is when these balances exist in the acquiree. The Board concluded that the fair value 
of deferred balances could be affected by the restrictions and refundability of the contribution and 
whether the amounts have been expended or not. For example, the fair value of deferred capital 
contributions related to amounts that have yet to be expended and have no refundability could equal 
the carrying amount in the accounts of the acquiree. However, if the deferred capital contribution 
balance relates to the unamortized portion of the related capital asset(s), the fair value may be less 
than the carrying amount or nil as there is no obligation associated with this liability. 

61 The AcSB considered if a practical expedient could be provided for deferred contributions and 
deferred capital contributions to be valued at the acquisition date carrying amount. However, the 
Board decided to provide no explicit guidance. Instead the Board thinks stakeholders should apply 
their judgment given the facts and circumstances surrounding the contributions to determine the 
fair value of these deferred balances. The Board is also asking questions about the judgments 
stakeholders anticipate applying to determine the fair value of deferred balances, what they think  
the fair value should be and if additional guidance is necessary. 

Measurement

62 Consistent with the guidance in Section 1582, the acquirer shall measure the identifiable assets 
acquired and the liabilities assumed at their acquisition-date fair values.

Exceptions to the recognition principle
Donor relationships

63 In reviewing the exceptions to the recognition principle in Section 1582, the AcSB identified donor 
relationships that are unique to NFPOs. Donor relationships differ from customer relationships that 
typically arise through contractual rights.  The Board thinks that estimating the fair value of acquired 
donor relationships would be difficult and costly. Therefore, requiring acquirers to do so would not 
meet a reasonable cost-benefit test. As such, the proposed guidance states that donor relationships 
should not be permitted to be recognized. 

Exceptions to the measurement principle
Collections

64 COLLECTIONS HELD BY NOT-FOR-PROFIT ORGANIZATIONS, Section 4441, requires collections to 
be recorded on the statement of financial position at either cost or nominal value. As an accounting 
policy choice exists, the AcSB thinks that requiring the fair value for collections is not cost-beneficial 
in all circumstances. Therefore, the acquirer shall recognize the acquiree’s collections based on the 
acquirer’s accounting policy choice of either cost or nominal value. 

Tangible capital assets and intangible capital assets 

65 Currently, NFPOs with revenues less than $500,000 are permitted to limit the application of Section 4433 
and Section 4434. Note that the AcSB plans to re-examine these exemptions in its Contributions project.  

66 Once the acquisition occurs, the $500,000 threshold may be exceeded and the exemptions will no longer 
be applicable. In that case, the proposed standard requires the acquiree’s assets be recognized at their 
fair values as at the acquisition date. If the threshold has not been exceeded,  
the exemption is still applicable, and the acquirer does not need to remeasure the capital assets and 
intangible assets acquired at fair value on the acquisition date.

67 The AcSB deliberated extensively on the appropriate accounting for capital assets and intangible assets 
given the current exemption. The Board reiterated that the exemptions were put in place to assist very 
small organizations with their accounting. If the $500,000 threshold is exceeded, these entities should not 
be permitted any further relief from providing the accounting requirements that the remaining NFPOs must 
apply. In the case of the acquisition method, the fair value of the capital and intangible assets provides 
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beneficial information to the financial statement users.

Exceptions to the recognition and measurement principles
68 The AcSB identified areas in Section 1582 that were removed from the proposed guidance because 

they are not relevant to the acquisition of two or more NFPOs:
(a) Financial instruments classified in accordance to FINANCIAL INSTRUMENTS, Section 3856 in 

Part II of the Handbook. This reference was made for the designation of a derivative instrument 
as a hedging instrument. Stakeholders have indicated to the Board that the use of hedge 
accounting by NFPOs is rare. However, in limited circumstances when combining NFPOs apply 
hedge accounting, the recognition principle in paragraph 4449.27 (similar to paragraph 1582.16) 
provides direction. 

(b) Any future income taxes arising in accordance with INCOME TAXES, Section 3465. Future 
income taxes are not applicable to NFPOs as they are generally tax-exempt entities.  

(c) Share-based awards reported in accordance with STOCK-BASED COMPENSATION AND OTHER 
STOCK-BASED PAYMENTS, Section 3870. Since there are no stocks or shares in NFPOs, this 
concept is not applicable to NFPOs. 

(d) Reacquired rights. On its Advisory Committee’s advice, reacquired rights are not applicable  
to NFPOs. 

(e) Contingent consideration. The Board understands that contingent consideration is uncommon 
in NFPO acquisitions which is why it has been excluded. However, the Exposure Draft asks a 
question to obtain more data on contingent consideration. 

(f) A business combination achieved in stages or achieved without the transfer of consideration (i.e., 
through the acquisition of equity interests). Equity interests are not relevant to NFPOs. Therefore, 
this guidance is not applicable. 

Excess of consideration transferred or a bargain purchase
69 Based on the research conducted, including feedback from its Advisory Committee, the AcSB 

thinks that based on the nature of the combination between two or more NFPOs, any excess of 
consideration transferred recognized as goodwill or a bargain purchase did not provide additional 
insight to financial statement users. Therefore, the proposed guidance requires the reporting entity  
to do either of the following:
(a) In the case of excess of consideration transferred, an expense is recognized and presented 

separately in the statement of operations on the combination date. 
(b) In the case of a bargain purchase, a gain is recognized and presented separately in the 

statement of operations on the combination date.

Disclosure
70 The disclosure requirements remain consistent with Section 1582 with one additional disclosure. The 

AcSB agreed with feedback from its Advisory Committee that including the reason for the acquisition 
for NFPOs is relevant information for financial statement users. Excluding it would only result in users 
having to ask the question of management.    

EFFECTIVE DATE AND TRANSITION
71 Selecting an effective date for amendments is an important step in the AcSB’s due process. 

Considering the proposed transitional provisions, the Board thinks that the proposed effective date 
(fiscal years beginning on or after January 1, 2022), will provide NFPOs sufficient time to implement 
the proposals with earlier application permitted.

72 The AcSB proposes that the standard be applied prospectively. The Board based its proposed 
transition considering the following factors:
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(a) No guidance currently exists in Part III of the Handbook and the scope out in Section 4450 
directs stakeholders to other sources of GAAP.

(b) Combinations do not occur on a regular basis and some of the information on the combination 
might not be retained by the combined entity. Therefore, requiring an NFPO to go back and 
restate prior combinations can be very costly.

(c) Users of NFPO financial statements typically are concerned about combinations that are taking 
place currently and the impact on the NFPOs financial statements. Historical combinations are 
less of a concern and might not provide additional decision useful information. 

73 As such, in line with the factors stated above and considering the costs and benefits, the AcSB 
decided on prospective application.  



16 | Exposure Draft  — January 2020

Combinations – Initial Measurement and Related Disclosures

GENERAL ACCOUNTING 
SECTION 4449 
combinations by not-for-profit organizations

TABLE OF CONTENTS Paragraph

Purpose and scope .01-.03
Definitions .04
Distinguishing between a merger and an acquisition .05-.08
 Criteria for determining whether the combination is  

accounted for as a merger or an acquisition
.06-.08

 
Accounting for a merger .09-.20
 Recognition principle .09-.10
 Measurement principle .11-.15
 Presentation .16-.17
 Subsequent measurement and accounting .18
 Disclosure .19-.20
Accounting for an acquisition .21-.67
 Identifying the acquirer .23-.24
 Determining the combination date .25-.26
 Recognizing and measuring the identifiable assets  

acquired and the liabilities assumed in the acquiree
.27-.44

 
  Recognition principle .27-.32
   Recognition conditions .28-.30
   Classifying or designating identifiable assets  

acquired and liabilities assumed in a combination
.31-.32

   
  Measurement principle .33-.34
  Exceptions to the recognition or measurement principles .35-.45
   Exceptions to the recognition principle .36-.38
    Contingent liabilities .36-.37
    Donor relationships .38
   Exceptions to both the recognition and measurement principles .39-.42
    Asset retirement obligations .39
    Employee benefits .40
    Indemnification assets .41-.42
   Exceptions to the measurement principle .43-.45
    Collections .43
    Assets held for sale .44
    Tangible capital assets and intangible assets .45
 Excess of consideration transferred or a bargain purchase .46-.48
 Measurement period .49-.54
 Determining what is part of the combination transaction .55-.57



| 17 

Combinations – Initial Measurement and Related Disclosures

Exposure Draft  — January 2020

  Acquisition-related costs .57
 Subsequent measurement and accounting .58-.60
  Contingent liabilities .59
  Indemnification assets .60
 Financial information at different dates .61
 Disclosure .62-.67
Effective date and transition .68
Decision tree 
Illustrative examples 



18 | Exposure Draft  — January 2020

Combinations – Initial Measurement and Related Disclosures

PURPOSE AND SCOPE
.01 This Section provides the accounting requirements for the recognition and measurement of a 

combination and the related disclosures for financial statements of not-for-profit organizations.
Subsequent to the combination, a not-for-profit organization applies REPORTING CONTROLLED 
AND RELATED ENTITIES BY NOT-FOR-PROFIT ORGANIZATIONS, Section 4450, which establishes
the standards for presentation and disclosure of controlled entities of a not-for-profit organization

 

 
.

.02 This Section applies to a combination involving two or more not-for-profit organizations that are
unrelated parties or related parties (see DISCLOSURE OF RELATED PARTY TRANSACTIONS BY
NOT-FOR-PROFIT ORGANIZATIONS, Section 4460, for the definition of related parties).  This 
Section does not apply to:

 
 

(a) the acquisition of a for-profit enterprise by a not-for-profit organization (see BUSINESS 
COMBINATIONS, Section 1582 in Part II of the Handbook);

(b) a contribution of a for-profit enterprise to a not-for-profit organization (see 
CONTRIBUTIONS – REVENUE RECOGNITION, Section 4410);

(c) a contribution of cash or other assets, which do not constitute a not-for-profit organization, 
to a not-for-profit organization (see CONTRIBUTIONS – REVENUE RECOGNITION, 
Section 4410); or

(d) the formation of a joint venture (see REPORTING CONTROLLED AND RELATED ENTITIES BY 
NOT-FOR-PROFIT ORGANIZATIONS, Section 4450).

.03 This Section establishes principles and requirements for how: 
(a) in the case of a combination of two or more not-for-profit organizations accounted for as a 

merger, the reporting entity:

(i) recognizes, measures and presents in its financial statements the combined assets, 
liabilities and net assets of the merged entities; and

(ii) determines what information to disclose to enable the financial statement users to 
evaluate the nature and financial effects of the merger.

(b) in the case of a combination of two or more not-for-profit organizations accounted for as an 
acquisition, the acquirer:

(i) recognizes and measures in its financial statements the identifiable assets acquired 
and the liabilities assumed; and

(ii) determines what information to disclose to enable users of the financial statements to 
evaluate the nature and financial effects of the acquisition.

DEFINITIONS
.04 The following terms are used in this Section with the meanings specified:

(a) An acquiree is the not-for-profit organization or organizations that the acquirer obtains 
control of in a combination.

(b) An acquirer is the not-for-profit organization that obtains control of the acquiree.
(c) The combination date is the date on which a not-for-profit organization merges with or 

acquires another not-for-profit organization.
(d) A combination is a transaction or other event involving not-for-profit organizations that is 

accounted for as a merger or an acquisition based on the criteria in paragraph 4449.07.
(e) Control of a not-for-profit organization is the continuing power to determine its strategic 

operating, investing and financing policies without the co-operation of others.
(f) Fair value is the amount of the consideration that would be agreed upon in an arm’s length 

transaction between knowledgeable, willing parties who are under no compulsion to act.
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(g) An asset is identifiable if it either:

(i) is separable (i.e., capable of being separated or divided from the organization and 
sold, transferred, licensed, rented or exchanged, either individually or together with  
a related contract, identifiable asset or liability, regardless of whether the  
organization intends to do so); or

(ii) arises from contractual or other legal rights, regardless of whether those rights are 
transferable or separable from the not-for-profit organization or from other rights and 
obligations.

(h) An intangible asset is an identifiable non-monetary asset without physical substance.
(i) Not-for-profit organizations are entities, normally without transferable ownership 

interests, organized and operated exclusively for social, educational, professional, religious, 
health, charitable or any other not-for-profit purpose. A not-for-profit organization’s 
members, contributors and other resource providers do not, in such capacity, receive any 
financial return directly from the organization.

(j) In the case of a merger, the reporting entity is the combined not-for-profit organizations 
once the merger occurs. In the case of an acquisition, the reporting entity is the acquirer 
inclusive of the acquiree.

(k) Transaction costs are incremental costs that are directly attributable to the combination 
transaction. An incremental cost is one that would not have been incurred if the reporting 
entity had not undertaken the combination transaction. Transaction costs, in the context 
of paragraph 4449.07(c), include expenditures such as advisory, legal, accounting, other 
consulting fees, general administrative costs, severance costs, lease termination costs and 
other such costs.

DISTINGUISHING BETWEEN A MERGER AND AN ACQUISITION
.05 The accounting treatment for a combination depends on the substance of the transaction, the 

form it takes, and whether there is control exercised over the other organization. Determining the 
appropriate accounting treatment depends on the characteristics of the transaction and whether 
certain criteria are met (see paragraphs 4449.06-.07).

Criteria for determining whether the combination is accounted for as a merger or  
an acquisition

.06 Whether a combination is accounted for as a merger or an acquisition depends on the facts and 
circumstances of the transaction.

.07 A combination is accounted for as a merger when all of the following criteria are met:
(a) No party to the combination is characterized as either the acquirer or acquiree, either by its 

own board or management or by that of the other party to the combination.
(b) Those charged with governance of the predecessor organizations participate in determining 

the terms of the combination. This includes establishing the governance and management 
structures of the combined organization and in selecting management personnel.

(c) Except for transaction costs, no significant consideration flows to a third party of the 
organizations combining to form the reporting entity. A merger generally is accomplished 
by combining all of the assets and liabilities of the combining entities into a single reporting 
entity without a transfer of cash or other assets to a third party of the reporting entity.

(d) When entities combine, the reporting entity must encompass the purposes of each of the 
not-for-profit organizations subject to the combination at the combination date. While a 
combination may result in minor changes to the purpose of the combining not-for-profit 
organizations, a significant change would result in this criterion not being met.
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(e) At the combination date, there is no significant decline or planned significant decline in 
the client communities served by the reporting entity. Subsequent to the combination, 
synergies and shared resources may expand the client communities served by the 
reporting entity.

.08 When two or more entities combine, and the combination meets all of the criteria in paragraphs 
4449.07(a)-(e), it shall be accounted for as a merger in accordance with paragraphs 4449.09-
.20. If all of the criteria are not met, the combination shall be accounted for as an acquisition in 
accordance with paragraphs 4449.21-.67.

ACCOUNTING FOR A MERGER
Recognition principle

.09 As of the combination date, the carrying values of the assets, liabilities and net assets of the 
entities subject to the combination become the combined carrying values of the assets, liabilities 
and net assets of the reporting entity.

.10 Except as discussed in paragraph 4449.13, the reporting entity is not permitted to recognize 
previously unrecognized assets or liabilities, such as internally developed intangible assets.

Measurement principle

.11 The reporting entity shall measure the assets, liabilities and net assets in its combined financial 
statements at the amounts reported in the financial statements of the combining entities as of the 
combination date.

.12 The combining entities might have measured assets and liabilities using different accounting 
policies in their separate financial statements. The reporting entity shall make adjustments to 
achieve uniformity of accounting policies across the combining entities. The uniform accounting 
policies shall be reflected in the current and comparative’ combined financial statements of the 
reporting entity. 

.13 Prior to the combination transaction, one or more of the combining entities might have applied 
the exemption in TANGIBLE CAPITAL ASSETS HELD BY NOT-FOR-PROFIT ORGANIZATIONS, 
Section 4433, and/or the exemption in INTANGIBLE ASSETS HELD BY NOT-FOR-PROFIT 
ORGANIZATIONS, Section 4434, when the average of annual revenues recognized in the 
statement of operations for the current and preceding period of the organization and any entities 
it controls was less than $500,000. Once the entities combine, the exemption may no longer 
be applicable as the threshold might be exceeded. In these situations, the reporting entity shall 
apply uniform accounting policies on a prospective basis from the combination date.

.14 In determining whether the threshold has been exceeded, the reporting entity assesses the 
average of annual revenues recognized in the statement of operations for the current and 
preceding period by aggregating the revenues of the combining entities and any entities it 
controls as if the entities were combined in those periods. 

.15 All transaction costs associated with the merger shall be charged as an expense during the 
period incurred.

Presentation

.16 The assets, liabilities and net assets of the merging entities shall be combined into the financial 
statements of the reporting entity as of the date of the merger. The reporting entity shall present 
comparative information showing the combined results of the prior period as though the entities 
had always been combined. The comparative figures shall be marked as combined figures.

.17 If the merging entities have differing year-ends, the reporting entity shall present comparative 
information for the 12-month period preceding the reporting period chosen for the reporting entity.
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Subsequent measurement and accounting

.18 The reporting entity shall subsequently measure and account for the combined assets, liabilities 
and net assets in accordance with other applicable Sections for those items and the reporting 
entity’s accounting policies.

Disclosure

.19 The reporting entity shall disclose information that enables users of its financial statements to 
evaluate the nature and financial effect of a combination that occurs either:
(a) during the current reporting period; or
(b) after the end of the reporting period but before the financial statements are completed.

.20 The reporting entity shall disclose, during the reporting period in which the merger takes place:
(a) the names and descriptions of the combining entities;
(b) the combination date;
(c) the primary reason(s) for the merger;
(d) a summary of the principal components of the current reporting period’s statement of 

financial position and statement of operations, to indicate:

(i) the amounts relating to the merged entity for the period after the date of the merger; and

(ii) the amount related to each party to the merger up to the date of the merger;
(e) a summary of the principal components of the comparative period’s statement of financial 

position and statement of operations for each party to the merger;
(f) the combined carrying amount of the net assets of each party to the merger, differentiating 

between different fund balances at the date of the merger; and
(g) the nature and amount of any significant adjustments they have made to align accounting policies.

ACCOUNTING FOR AN ACQUISITION
.21 An entity shall account for an acquisition by applying the acquisition method.  If the reporting 

entity chooses to disclose its controlled not-for-profit organizations in accordance with 
REPORTING CONTROLLED AND RELATED ENTITIES BY NOT-FOR-PROFIT ORGANIZATIONS, 
Section 4450, it shall identify the acquirer, determine the combination date and apply the 
disclosure requirements in paragraphs 4449.62-.67. If the reporting entity chooses to consolidate 
its controlled not-for-profit organizations subsequent to initial recognition, in accordance with 
Section 4450, the guidance in paragraphs 4449.22-.67 shall be applied.

.22 Applying the acquisition method requires:
(a) identifying the acquirer;
(b) determining the combination date;
(c) recognizing and measuring the identifiable assets acquired and the liabilities assumed; and
(d) recognizing and measuring the excess consideration transferred or a bargain purchase.

Identifying the acquirer

.23 For each acquisition, one of the combining entities shall be identified as the acquirer.

.24 The guidance in REPORTING CONTROLLED AND RELATED ENTITIES BY NOT-FOR-PROFIT 
ORGANIZATIONS, paragraphs 4450.04-.08 shall be used to identify the acquirer. 
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Determining the combination date

.25 The acquirer shall identify the combination date, which is the date on which it obtains control of 
the acquiree.

.26 An acquirer shall consider all pertinent facts and circumstances in identifying the combination 
date. The date on which the acquirer obtains control of the acquiree may be the date on which 
the acquirer legally transfers any consideration, acquires the assets and assumes the liabilities  
of the acquiree — the closing date. However, the acquirer may obtain control on a date that is 
either earlier or later than the closing date. For example, the combination date precedes the 
closing date if a written agreement provides that the acquirer obtains control of the acquiree on 
a date before the closing date.

Recognizing and measuring the identifiable assets acquired and the liabilities assumed 
in the acquiree

Recognition principle

.27 As of the combination date, the acquirer shall recognize the identifiable assets acquired and 
the liabilities assumed in the acquiree. Recognition of identifiable assets acquired and liabilities 
assumed is subject to the conditions specified in paragraphs 4449.28-.30.

Recognition conditions

.28 To qualify for recognition as part of applying the acquisition method, the identifiable assets acquired 
and liabilities assumed must meet the definitions of assets and liabilities in FINANCIAL STATEMENT 
CONCEPTS FOR NOT-FOR-PROFIT ORGANIZATIONS, Section 1001, at the combination date. For 
example, costs the acquirer expects but is not obliged to incur in the future to affect its plan to exit 
an activity of an acquiree or to terminate the employment of or relocate an acquiree’s employees 
are not liabilities at the combination date. Therefore, the acquirer does not recognize those costs as 
part of applying the acquisition method. Instead, the acquirer recognizes those costs in its post-
combination financial statements in accordance with other Sections.

.29 In addition, to qualify for recognition as part of applying the acquisition method, the identifiable assets 
acquired and liabilities assumed must be part of what the acquirer and the acquiree exchanged in 
the combination transaction rather than the result of separate transactions. The acquirer applies the 
guidance in paragraphs 4449.55-.56 to determine which assets acquired or liabilities assumed are 
part of the exchange for the acquiree and which, if any, are the result of separate transactions to be 
accounted for in accordance with their nature and the applicable Sections.

.30 The acquirer’s application of the recognition principle and conditions may result in recognizing 
some assets and liabilities that the acquiree had not previously recognized as assets and 
liabilities in its financial statements.  For example, the acquirer recognizes the acquired 
identifiable intangible assets, such as a brand name, license or patent, that the acquiree did 
not recognize as assets in its financial statements because it developed them internally and 
charged the related costs to expense. An identifiable asset may be associated with an operating 
lease if the terms are favourable relative to market terms or a liability may be associated with an 
operating lease if the terms are unfavourable relative to market terms.

Classifying or designating identifiable assets acquired and liabilities assumed in a combination

.31 At the combination date, the acquirer shall classify or designate the identifiable assets acquired 
and liabilities assumed as necessary to apply other Sections subsequently. The acquirer shall 
make those classifications or designations on the basis of the contractual terms, economic 
conditions, its operating or accounting policies and other pertinent conditions as they exist at the 
combination date.
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Contingent liabilities

Donor relationships

Asset retirement obligations

.32 This Section provides an exception to the principle in paragraph 4449.31 for the classification of 
a lease contract as either an operating lease, capital lease, sales-type lease or a direct financing 
lease in accordance with LEASES, Section 3065 in Part II of the Handbook. The acquirer shall 
classify those contracts on the basis of the contractual terms and other factors at the inception of 
the contract (or, if the terms of the contract have been modified in a manner that would change its 
classification, at the date of that modification, which might be the combination date).

Measurement principle

.33 The acquirer shall measure the identifiable assets acquired and the liabilities assumed at their 
acquisition-date fair values.

.34 Paragraphs 4449.39-.45 specify the types of identifiable assets and liabilities that include items 
for which this Section provides limited exceptions to the measurement principle.

Exceptions to the recognition or measurement principles

.35 This Section provides limited exceptions to its recognition and measurement principles.  
Paragraphs 4449.36-.45 specify both the particular items for which exceptions are provided 
and the nature of those exceptions. The acquirer shall account for those items by applying the 
requirements in paragraphs 4449.39-.45, which will result in some items being:
(a) recognized either by applying recognition conditions in addition to those in paragraphs 

4449.28-.30 or by applying the requirements of other Sections, with results that differ from 
applying the recognition principle and conditions; and

(b) measured at an amount other than their acquisition-date fair values.

Exceptions to the recognition principle

.36 CONTINGENCIES, Section 3290 in Part II of the Handbook, defines a contingency as an existing 
condition or situation involving uncertainty as to possible gain or loss to an entity that will 
ultimately be resolved when one or more future events occur or fail to occur. Resolution of the 
uncertainty may confirm the acquisition of an asset or the reduction of a liability or the loss or 
impairment of an asset or the incurrence of a liability.

.37 The requirements in CONTINGENCIES, Section 3290, do not apply in determining which 
contingent liabilities to recognize as of the combination date. Instead, the acquirer shall recognize 
as of the combination date a contingent liability assumed in a combination if it is a present 
obligation that arises from past events and its fair value can be measured reliably. Therefore, 
contrary to Section 3290, the acquirer recognizes a contingent liability assumed in a combination 
at the combination date even if it is not likely that a future event will confirm that an asset had 
been impaired or a liability incurred at the date of the financial statements. Paragraph 4449.59 
provides guidance on the subsequent accounting for contingent liabilities.

.38 An organization may acquire a donor list externally or develop a donor list internally. Donor lists 
shall not be recognized as a result of a combination.

Exceptions to both the recognition and measurement principles

.39 The acquirer shall recognize and measure an asset retirement obligation associated with the 
assets acquired in a combination in accordance with ASSET RETIREMENT OBLIGATIONS, Section 
3110 in Part II of the Handbook.
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Employee benefits

Indemnification assets

Collections 

Assets held for sale

Tangible capital assets and intangible assets

.40 The acquirer shall recognize and measure a liability (or asset, if any) related to the acquiree’s 
employee benefit arrangements in accordance with REPORTING EMPLOYEE FUTURE BENEFITS 
BY NOT-FOR-PROFIT ORGANIZATIONS, Section 3463.

.41 The acquiree in a combination may contractually indemnify the acquirer for the outcome of a 
contingency or uncertainty related to all or part of a specific asset or liability. For example, the 
acquiree may indemnify the acquirer against losses above a specified amount on a liability arising 
from a particular contingency; in other words, the acquiree will guarantee that the acquirer’s 
liability will not exceed a specified amount. As a result, the acquirer obtains an indemnification 
asset. The acquirer recognizes an indemnification asset at the same time that it recognizes the 
indemnified item measured on the same basis as the indemnified item, subject to the need for a 
valuation allowance for uncollectible amounts. Therefore, if the indemnification relates to an asset 
or a liability that is recognized at the combination date and measured at its acquisition-date fair 
value, the acquirer shall recognize the indemnification asset at the combination date measured at 
its acquisition-date fair value. For an indemnification asset measured at fair value, the effects of 
uncertainty about future cash flows because of collectability considerations are included in the fair 
value measure and a separate valuation allowance is not necessary.

.42 In some circumstances, the indemnification may relate to an asset or a liability that is an 
exception to the recognition or measurement principles. For example, an indemnification may 
relate to a contingent liability that is not recognized at the combination date because its fair 
value is not reliably measurable at that date. Alternatively, an indemnification may relate to an 
asset or a liability (for example, one that results from an employee benefit) that is measured on 
a basis other than acquisition-date fair value. In those circumstances, the indemnification asset 
is recognized and measured using assumptions consistent with those used to measure the 
indemnified item, subject to management’s assessment of the collectability of the indemnification 
asset and any contractual limitations on the indemnified amount. Paragraph 4449.60 provides 
guidance on the subsequent accounting for an indemnification asset.

Exceptions to the measurement principle

.43 The acquirer shall measure assets of the acquiree  that will be included in the acquirer’s 
collections in accordance with COLLECTIONS HELD BY NOT-FOR-PROFIT ORGANIZATIONS, 
Section 4441, using the acquirer’s accounting policy, at either cost or nominal value in 
accordance with paragraph 4441.06.

.44 The acquirer shall measure an acquired non-current asset (or disposal group) that is classified as 
held for sale at the combination date in accordance with DISPOSAL OF LONG-LIVED ASSETS AND 
DISCONTINUED OPERATIONS, Section 3475 in Part II of the Handbook, at fair value less costs to 
sell in accordance with paragraphs 3475.13-.22.

.45 The acquirer may have applied, prior to the combination date, the exemptions in TANGIBLE CAPITAL 
ASSETS HELD BY NOT-FOR-PROFIT ORGANIZATIONS, Section 4433 and/or INTANGIBLE ASSETS 
HELD BY NOT-FOR-PROFIT ORGANIZATIONS, Section 4434, when the average of annual revenues 
recognized in the statement of operations for the current and preceding period of either entity and 
any entities either one controls, were less than $500,000. Once the acquisition occurs, the exemption 
might no longer be applicable, as the threshold might be exceeded. In determining whether the 
threshold has been exceeded, the reporting entity assesses the average of annual revenues 
recognized in the statement of operations for the current and preceding period by aggregating the 
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revenues of the combining entities and any entities it controls as if the entities were combined in those 
periods. If this results in the threshold being exceeded, the assets of the acquiree shall be recognized 
at their fair values as at the date of the acquisition. If the threshold has not been exceeded by the 
reporting entity, the exemption is still applicable and the reporting entity need not measure the fair 
values of the capital assets and intangible assets acquired at the date of the acquisition.

Excess of consideration transferred or a bargain purchase 

.46 The acquirer shall determine on the combination date the difference between (a) and (b) below:
(a) the consideration transferred which requires acquisition-date fair value; and
(b) the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities 

assumed measured in accordance with this Section.

.47 When paragraph 4449.46(a) exceeds paragraph 4449.46(b), an expense is recognized and 
presented separately in the statement of operations of the reporting entity on the combination date.

.48 When paragraph 4449.46(b) exceeds paragraph 4449.46(a), a bargain purchase has occurred. 
In these situations, a gain is recognized and presented separately in the statement of operations 
on the combination date.

Measurement period

.49 If the initial accounting for a combination is incomplete by the end of the reporting period in which 
the combination occurs, the acquirer shall report in its financial statements provisional amounts for 
the items for which the accounting is incomplete. During the measurement period, the acquirer shall 
retrospectively adjust the provisional amounts recognized at the combination date to reflect new 
information obtained about facts and circumstances that existed as of the combination date and, if 
known, would have affected the measurement of the amounts recognized as of that date. During 
the measurement period, the acquirer shall also recognize additional assets or liabilities if new 
information is obtained about facts and circumstances that existed as of the combination date and, 
if known, would have resulted in the recognition of those assets and liabilities as of that date. The 
measurement period ends as soon as the acquirer receives the information it was seeking about 
facts and circumstances that existed as of the combination date or learns that more information is not 
obtainable. However, the measurement period shall not exceed one year from the combination date.

.50 The measurement period is the period after the combination date during which the acquirer may 
adjust the provisional amounts recognized for a combination. The measurement period provides 
the acquirer with a reasonable time to obtain the information necessary to identify and measure the 
fair value of the identifiable assets acquired and liabilities assumed as of the combination date in 
accordance with the requirements of this Section.

.51 The acquirer shall consider all pertinent factors in determining whether information obtained after the 
combination date should result in an adjustment to the provisional amounts recognized or whether 
that information results from events that occurred after the combination date. Pertinent factors include 
the date when additional information is obtained and whether the acquirer can identify a reason for a 
change to provisional amounts. Information that is obtained shortly after the combination date is more 
likely to reflect circumstances that existed at the combination date than is information obtained several 
months later. For example, unless an intervening event that changed its fair value can be identified, 
the sale of an asset to a third party shortly after the combination date for an amount that differs 
significantly from its provisional fair value determined at that date is likely to indicate an error in the 
provisional amount.

.52 The acquirer recognizes an increase (decrease) in the provisional amount recognized for an 
identifiable asset (liability) by means of a decrease (increase) in the amount to be separately 
measured and disclosed as an expense (gain) relating to paragraphs 4449.46-.48 during the period. 
However, new information obtained during the measurement period may sometimes result in an 
adjustment to the provisional amount of more than one asset or liability.
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.53 During the measurement period, the acquirer shall recognize adjustments to the provisional 
amounts as if the accounting for the combination had been completed at the combination date. 
Thus, the acquirer shall revise comparative information for prior periods presented in financial 
statements as needed, including making any change in depreciation, amortization or other 
income effects recognized in completing the initial accounting.

.54 After the measurement period ends, the acquirer shall revise the accounting for a combination only to 
correct an error in accordance with ACCOUNTING CHANGES Section 1506 in Part II of the Handbook.

Determining what is part of the combination transaction 

.55 The acquirer and the acquiree may have a pre-existing relationship or other arrangement 
before negotiations for the combination began, or they may enter into an arrangement during 
the negotiations that is separate from the combination. In either situation, the acquirer shall 
identify any amounts that are not part of what the acquirer and the acquiree exchanged in the 
combination (i.e., amounts that are not part of the exchange for the acquiree). The acquirer  
shall recognize as part of applying the acquisition method only the assets acquired and  
liabilities assumed in the exchange for the acquiree. Separate transactions shall be  
accounted for in accordance with the relevant Sections.

.56 A transaction entered into by or on behalf of the acquirer or primarily for the benefit of the 
acquirer or the combined entity, rather than primarily for the benefit of the acquiree before the 
combination, is likely to be a separate transaction. The following are examples of separate 
transactions that are not to be included in applying the acquisition method:
(a) a transaction that in effect settles pre-existing relationships between the acquirer  

and acquiree;
(b) a transaction that remunerates employees of the acquiree for future services; and
(c) a transaction that reimburses the acquiree for paying the acquirer’s acquisition- 

related costs.

Acquisition-related costs

.57 Acquisition-related costs are costs the acquirer incurs to effect an acquisition. Those costs 
include finder’s fees, advisory, legal, accounting, valuation and other professional or consulting 
fees and general administrative costs. The acquirer shall account for acquisition-related costs as 
expenses in the periods in which the costs are incurred and the services are received.

Subsequent measurement and accounting 

.58 In general, an acquirer shall subsequently measure and account for assets acquired, liabilities 
assumed or incurred in a combination in accordance with other applicable Sections for those 
items, depending on their nature. However, this Section provides guidance on subsequently 
measuring and accounting for the following assets acquired, liabilities assumed or incurred in  
a combination:
(a) contingent liabilities recognized as of the combination date; and
(b) indemnification assets.

Contingent liabilities

.59 After initial recognition and until the liability is settled, cancelled or expires, the acquirer shall 
measure a contingent liability recognized in a combination at the higher of:
(a) the amount that would be recognized in accordance with CONTINGENCIES, Section 3290; and
(b) the amount initially recognized.

 This requirement does not apply to contracts accounted for in accordance with FINANCIAL 
INSTRUMENTS, Section 3856 in Part II of the Handbook.
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Indemnification assets

.60 At the end of each subsequent reporting period, the acquirer shall measure an indemnification 
asset that was recognized at the combination date on the same basis as the indemnified liability 
or asset, subject to any contractual limitations on its amount and, for an indemnification asset that 
is not subsequently measured at its fair value, management’s assessment of the collectability of 
the indemnification asset. The acquirer shall derecognize the indemnification asset only when it 
collects the asset, sells it or otherwise loses the right to it.

Financial information at different dates

.61 The presentation of consolidated financial statements when the reporting entity and the controlled 
entity’s reporting periods do not substantially coincide is addressed in CONSOLIDATED FINANCIAL 
STATEMENTS, paragraph 1601.34 in Part II of the Handbook. The guidance in Section 1601 is 
appropriate for consolidations of both controlled profit-oriented enterprises and controlled not-for-
profit organizations with reporting periods that differ from that of the reporting organization.

Disclosure 

.62 The reporting entity shall disclose information that enables users of its financial statements to 
evaluate the nature and financial effect of a combination that occurs either:
(a) during the current reporting period; or
(b) after the end of the reporting period but before the financial statements are completed.

.63 The reporting entity shall disclose the following information for each material combination:
(a) the name and a description of the acquiree;
(b) the combination date;
(c) the primary reason(s) for the acquisition; and
(d) if the reporting entity is consolidating the acquiree subsequent to initial measurement in 

accordance with REPORTING CONTROLLED AND RELATED ENTITIES BY NOT-FOR-PROFIT 
ORGANIZATIONS, Section 4450:

(i) the acquisition-date fair value of the total consideration transferred and the 
acquisition-date fair value of each major class of consideration, such as:

(1) cash;

(2) liabilities incurred (for example, a liability for contingent consideration); and

(ii) a description of the arrangement and the basis for determining the amount of the 
payment for indemnification assets.

.64 In addition to the information listed in paragraph 4449.63, the reporting entity shall disclose a 
condensed statement of financial position showing the amounts recognized as of the acquisition 
date for each major class of assets acquired and liabilities assumed, when a material acquisition 
consists of a subsidiary that is consolidated. 

.65 For individually immaterial acquisitions occurring during the reporting period that are material 
collectively, the reporting entity shall disclose the following information:
(a) the number of organizations acquired and a brief description of those organizations; and
(b) if the reporting entity is consolidating the acquiree subsequent to initial measurement in 

accordance with REPORTING CONTROLLED AND RELATED ENTITIES BY NOT-FOR-PROFIT 
ORGANIZATIONS, Section 4450:

(i) the acquisition-date fair value of the total consideration transferred; and

(ii) a description of the arrangement and the basis for determining the amount of the 
payment for contingent consideration arrangements and indemnification assets.
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.66 If the date of an acquisition is after the end of the reporting period but before the financial 
statements are completed, the reporting entity shall disclose the information required by 
paragraphs 4449.63-.65 unless the initial accounting for the acquisition is incomplete at the time 
the financial statements are completed. In that situation, the reporting entity shall describe which 
disclosures could not be made and the reasons why they cannot be made.

.67 If the specific disclosures required by this and other Sections do not meet the objectives set 
out in paragraph 4449.62, the reporting entity shall disclose whatever additional information is 
necessary to meet those objectives.

EFFECTIVE DATE AND TRANSITION
.68 This Section applies to annual financial statements relating to fiscal years beginning on or after 

January 1, 2022.  An entity applies this Section prospectively to new combinations entered 
into from the beginning of the fiscal year in which the amendments are first applied. Earlier 
application is permitted.

DECISION TREE – INITIAL MEASUREMENT OF A COMBINATION 
INVOLVING NOT-FOR-PROFIT ORGANIZATIONS

 This Decision Tree is illustrative only.

 The following Decision Tree illustrates how the accounting treatment specified in this Section 
might be applied in particular situations. Matters of principle relating to particular situations 
should be decided in the context of this Section.

 

Is the transaction or other event a 
combination of two or more not-

for-profit organizations (NFPOs)? No

Yes

When an NFPO acquires a for-profit enterprise the 
combination is recognized as an acquisition and 

applies the guidance in BUSINESS 
COMBINATIONS, Section 1582 

in Part II of the Handbook.
 

When the NFPO is contributed a for-profit 
enterprise or receives a contribution of assets, the 
NFPO applies the guidance in CONTRIBUTIONS –

REVENUE RECOGNITION, Section 4410. 

Does the transaction or other 
event meet the criteria for a 

merger based on paragraphs 
4449.06-.07?

The combination is recognized 
as a merger and applies the 

guidance in paragraphs 
4449.09-.20.

The combination is recognized as an acquisition. 
If the reporting entity reports its controlled 

organizations by consolidating in accordance with 
REPORTING CONTROLLED AND RELATED 
ENTITIES BY NOT-FOR-PROFIT ORGANIZA-
TIONS, Section 4450, the reporting entity shall 
apply the guidance in paragraphs 4449.21-.67. 

If the reporting entity reports its controlled 
organizations by disclosure only in accordance 

with Section 4450, the reporting entity shall apply 
the guidance is paragraphs 4449.22(a)-(b), 

4449.23-.26 and 4449.62-.67. 

Yes

No
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ILLUSTRATIVE EXAMPLES  
 This material is illustrative only.

 These examples illustrate how the accounting treatment specified in this Section might be 
applied in particular situations. Matters of principle related to particular situations should  
be decided in the context of this Section.

Distinguishing between a merger and an acquisition

 Example 1 – Charity A and Charity B combination

 Example 2 – University combination

 Example 3 – Golf club combination (member benefit organizations)

 Example 4 – Charity A and Charity B combination

Disclosures

 Example 5 – Merger disclosures

Example 1 – Charity A and Charity B combination

 Charity A and Charity B see opportunities for collaborative efforts based on their:
(a) geographic proximity and service areas;
(b) similar missions, programs, and operating practices; and
(c) complementary financial strengths with one having a much larger base of current 

contributors and unpaid volunteers and the other having a larger endowment and base  
of investment income.

 Charity A is 30 to 40 percent larger than Charity B in terms of most individual financial  
measures, including income and net assets.

 In February 20X0, the Boards of Directors of Charity A and Charity B authorize the formation 
of an Exploratory Committee to recommend whether the two charities should combine and, if 
so, to develop a plan for implementing a combination. The Committee consists of three Board 
members from Charity A and two Board members from Charity B. The Committee is also 
provided with administrative support from the legal counsel of each entity. Each of the five 
Committee members has one vote, and a recommendation of the Committee requires at least 
four assenting votes. Its recommendation is to be accompanied by the reasons underlying both 
the recommendation of the Committee and any dissenting votes.

 In July 20X0, after completing its discussions, the Committee recommended, with the full  
support of all five of its members, that Charity A and Charity B combine under an agreement  
with the following key provisions:
(a) A new entity named Charity AB is to be formed; Charity A and Charity B will continue to 

exist until such time as deemed necessary. The assets and liabilities of Charity A and 
Charity B will be transferred to Charity AB. Thus, in effect, both Charity A and Charity B  
will no longer exist in their pre-combination forms.

(b) On the date the combination becomes effective the new organizations expanded mission 
will include Charity B’s research and advocacy functions as well as the charitable  
functions of both entities.

(c) The CEO of Charity B will be offered the position of CEO of Charity AB for a term of at  
least two years.
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(d) The initial Board of Charity AB will consist of 15 members:

(i) Charity A will appoint nine of the initial members, preferably from the members of  
its existing 25-member Board and its current CEO.

(ii) Charity B will appoint six of the initial members, preferably from its existing 
15-member Board.

(iii) The Terms of Reference for Charity AB will provide for a maximum of 25 Board 
members. The Committee recommended that a search be undertaken to add six  
new members within a year, with each new member requiring approval by a  
minimum of 10 of the 15 initial members.

(e) The head office of Charity A and its underlying lease (which has eight remaining years)  
will be retained.

(f) A transition committee consisting of two members each from the current Boards of  
Charity A and Charity B, under the authority of Charity AB’s CEO, will be appointed to:

(i) Seek opportunities to sublease the headquarters space of Charity B for the  
remaining two-year lease term or to utilize that space for program activities.

(ii) Interview existing staff and other candidates for senior management positions.

(iii) Make recommendations about:

(1) eliminating program and operating redundancies, including severance 
packages for any terminated staff;

(2) improving the current operating policies and practices of Charity A and Charity 
B; and

(3) revising employee benefit plans with the objective of adopting unified plans for 
Charity AB’s employees without diminishing the overall benefits being offered to 
existing employees.

 The Exploratory Committee report notes that the Committee interviewed the current CEOs 
of Charity A and Charity B and found both well-qualified to serve as the CEO of Charity AB. 
However, the Committee recommended the CEO of Charity B be appointed as CEO of Charity 
AB. The Committee saw no need to open the CEO search to other candidates.

 In August 20X0, the Boards of Directors of Charity A and Charity B tentatively approve the 
Committee’s recommendations and appoint its members to the recommended Transition 
Committee. The Boards also ask their respective Nominating Committees to make 
recommendations to each of their Boards about the initial members to be appointed to the Board 
of Charity AB. In October, each board approves the plan for their combination. The combination 
becomes effective on January 1, 20X1, as proposed.

 Should this combination be accounted for as a merger or an acquisition?

 Criterion (a) – Met
• Neither Charity A nor Charity B are characterized as the acquirer or acquiree by their Board 

members or management.

 Criterion (b) – Met
• Charity A and Charity B have Board members represented on the Exploratory Committee.
• The Boards of Directors of Charity A and Charity B appoint the CEO of Charity AB.
• The Boards of Directors of Charity A and Charity B establish the governance and 

management structures of Charity AB.
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 Criterion (c) – Met

 No consideration flows to a third party of Charity A or Charity B.

 Criterion (d) – Met

 Charity AB encompasses the purposes of Charity A and Charity B which had similar purposes 
before combining.

 Criterion (e) – Met

 There is no significant decline or planned significant decline in the client communities served, as 
Charity AB will continue to serve the same geographic locations Charity A and Charity B served 
before the combination. 

Example 2 – University combination

 For this example, assume the universities are not-for-profit organizations that apply Part III of the CPA 
Canada Handbook – Accounting.

 University A is a large comprehensive university offering undergraduate and graduate education with 
research strengths in a variety of program areas. Its Faculty of Education is focused on providing 
programs leading to a Bachelor of Education degree and diplomas in Technical Education and 
Childhood Education. It also offers a Master’s in Teaching degree with limited success. University A has 
an April 30 year-end.

 University B is small university focusing exclusively on graduate studies and research in the field 
of development in education and teacher education. It is interested in the pursuit of education in 
the context of broad social issues and life-long learning while maintaining the highest standards of 
professional excellence. University B has an April 30 year-end.

 On July 1, 20X0, both universities entered into an agreement to integrate University B with University 
A’s Faculty of Education to form an integrated faculty of education within University A. The terms of the 
agreement were drafted by a six-member committee comprised of four Board members from University 
A and two Board members from University B. The charter for the Committee required that the terms 
of any combination agreement be unanimously approved by all committee members prior to formal 
approval by the Boards of Universities A and B.

 In executing the terms of the agreement, University A assumed ownership of the assets and assumed 
the liabilities of University B. All grants and contracts were to be governed by University A’s policies 
and procedures which were more detailed, but also be consistent with the policies and procedures 
of University B. All degrees were to be issued under University A and University B ceased to issue 
separate degrees. On July 1, 20X0, University A also took over the operations of University B’s building 
and its related food service and parking operations. University B’s employee defined benefit pension 
plan became a closed plan and all new employees of the integrated faculty became members of 
University A’s defined benefit pension plan. University B’s Board of Governors was dissolved. The 
governing body of the integrated faculty was to be a Faculty Council established in accordance with 
University A’s practices. Its membership would include faculty, staff, and students of the integrated 
faculty. Five Board members of University B joined the existing 40-member Board of University A. 
University B’s senior finance team were provided with severance packages (which are material from the 
perspective of the combined entity). Some members of University B’s senior academic leadership joined 
the Faculty Council. To complete the due diligence and other legal activities, costs of $1,000,000 were 
incurred to complete the transaction (which are material from the perspective of the combined entity).

 A donor of both University A and University B who supported the integration made funds available 
for the next five years for severance costs, voluntary early retirements, alterations and renovations, 
including the cost of restructuring programs and services. Ownership of the buildings and land that was 
previously rented by University B from the donor was transferred to University A. When the transaction 
was completed, a full-page advertisement was released in national newspapers titled “It’s all ABout the 
future! Universities join hands for a better tomorrow.”
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 Should this combination be accounted for as a merger or an acquisition?

 Criterion (a) – Met
• The full-page advertisement in the newspapers is titled “It’s all ABout the future! 

Universities join hands for a better tomorrow.” Neither party is portrayed as the acquirer or 
acquiree.

 Criterion (b) – Met
• University A and University B have Board members represented on the committee which 

negotiated the combination agreement.
• Five Board members of University B joined the existing 40-member Board of University A.
• The universities decided to continue with the governance and management structures of 

University A subsequent to the combination.

 Criterion (c) – Met

 The costs to complete the transaction and severance costs are transaction costs that are 
specifically excluded in paragraph 4449.07(c). No other consideration is flowing to a third party. 

 Criterion (d) – Met

 University A and University B had similar purposes prior to the combination. University A’s 
purpose is retained subsequent to the combination.

 Criterion (e) – Met

 There is no significant decline or planned significant decline in the client communities served as 
University A is continuing University B’s programming as previously offered. 

Example 3 – Golf club combination (member benefit organizations)

 In 20X5, news broke of a Coolville-area, members-only golf club (Club A) that was experiencing 
financial difficulty and was likely going to shut down. Upon hearing of this news, a Warmville-
area, members-only golf club (Club B) with shared reciprocity privileges1 with Club A called a 
special general meeting of its members. Club B’s members voted in favour of combining with 
Club A including accepting a special assessment of fees to ensure that Club A is not sold to 
another third party.

Coolville-area golf club (Club A)

 Club A is a members-only club that has existed for over 50 years. In the last five years, due to 
continued attrition of its membership, Club A was no longer able to cover its regular operational 
costs. As a result, it had levied multiple special assessments2 on its membership which further 
reduced overall membership. In 20X5, following a special general meeting, Club A’s members 
voted to search for a real estate developer or other buyer to purchase the club.
Combined Coolville-area and Warmville-area golf clubs (Club AB)

 At the end of 20X5, no third parties were identified to purchase Club A. At the same time, Club 
B created a special committee which offered to combine Club B with Club A under the following 
conditions:
(a) No cash would be paid by Club B to Club A. Instead, Club B would assume the outstanding 

liabilities of Club A in the transaction. As a step in the transaction, these liabilities would be 
discharged from the funds made available for the transaction by the membership of Club A.
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(b) The existing assets and employees of Club A would be transferred to Club B. Any duplicate 
employee functions such as administration, marketing etc. in Club A would be terminated 
and severance would be arranged accordingly. The severance would be paid on the date 
the combination is effective and represents a material amount in Club AB.

(c) Club B’s existing members would pay a special assessment and use Club B’s surplus 
funds to complete the financing for the transaction. Club A’s existing members would have 
the option to purchase membership in Club AB. Club B’s existing members would not be 
required to purchase membership in Club AB.

(d) The Board composition of Club AB would include five existing members of Club B and one 
existing member of Club A. The new Board would then decide on whether any additional 
management personnel are needed beyond those in Club A that were retained in Club AB.

(e) After the completion of all administrative requirements of the transaction, Club A would be 
dissolved, and Club B would continue in its new form as Club AB.

 Should this combination be accounted for as a merger or an acquisition?

 Criterion (a) – Not Met

 Club A is being offered for sale. As such, they are characterized as the acquiree of any party  
that ultimately acquires Club A.

 Criterion (b) – Not Met

 Club B prepared an offer to purchase Club A without the participation of Club A. All the terms 
for the execution and subsequent structuring of the combined entity were determined by Club B. 
Club A was not able to renegotiate the terms presented to it by Club B due to its financial distress 
and inability to identify another party to combine with. As a result, it did not participate  
in determining the terms of the combination.

 Criterion (c) – Not Met

 The members of Club B are assuming the liabilities of Club A and discharging these liabilities 
at the acquisition date or soon thereafter. While the members of Club B are not receiving these 
payments, the third parties that would otherwise not be paid had Club A dissolved are receiving 
the consideration transferred from the membership of Club B. Therefore, this criterion is not met.

 Criterion (d) – Met

 The purposes of the legacy Club A and Club B to provide golfing activities is continuing in the 
new organization.

 Criterion (e) – Met

 The client communities served remain the same as both golf courses remain open and serving 
golfers in their communities.

 On the basis of criteria (a), (b) and (c) not being met, it is determined that the combination is an 
acquisition.

Example 4 – Charity A and Charity B combination

 Charity A is a clothing bank located in a suburb of a metropolitan city. It has various programs 
for providing new and used clothing to individuals and families living in poverty. This includes 
operating a clothing bank site, door-to-door pickup of new-and-used-clothing donations, door-to-
door delivery of new and used clothing and other community-outreach programs.

 Charity B is a clothing bank located in the metropolitan city. It operates three new-and-used-
clothing sorting and distribution sites in the city. Its other activities are limited outreach activities 
to identify individuals and families in the city who require the clothing.
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 Both Charity A and Charity B receive the majority of their funding from the Provincial Government 
to sustain their operations. They also receive monetary donations directly from individuals and 
organizations, which accounts for approximately 25 percent of their costs.

 Over the last few years, Charity A has experienced inconsistent financial results fluctuating 
between large surpluses and deficits. Charity B operates at nearly break even on a year over 
year basis and in some years has also generated a small surplus.

 The Provincial Government advised Charity A to explore combining their operations with another 
similar charity. The Provincial Government suggested Charity A approach Charity B to discuss 
a possible combination into one charity to ensure the continuation of clothing distribution in the 
region. If Charity A were unable to find a partner to combine with, the Provincial Government 
indicated that it would cease funding Charity A’s operations.

 In February 20X0, the Boards of Directors of Charity A and Charity B authorized the formation  
of an Exploratory Committee to recommend whether the two charities should combine and,  
if so, to develop a plan for implementing a combination that would result in a sustainable, 
combined organization. The Committee consists of two Board members from Charity A, and 
three Board members from Charity B, with administrative support and legal counsel of each 
entity. Each of the five Committee members has one vote, and a recommendation of the 
Committee requires a majority vote. Its recommendation is to be accompanied by the reasons 
underlying both the recommendation of the Committee and any dissenting votes.

 In July 20X0, after completing its discussions, the Committee recommends, with the full support 
of all five of its members, that Charity A and Charity B combine under an agreement with the 
following key provisions:
(a) A new entity named Charity AB is to be formed. Charity A and Charity B will continue to 

exist until such time as deemed necessary. The assets and liabilities of Charity A and 
Charity B will be transferred to Charity AB. Thus, in effect, both Charity A and Charity B  
will cease to exist in their pre-combination forms.

(b) On the date the combination becomes effective, the new organization’s mission will remain 
consistent with Charity A’s and Charity B’s missions prior to the combination.

(c) Most of the programs Charity A currently conducts, such as the door-to-door clothing-
donation pickup and delivery along with the majority of its community-outreach programs, 
will be terminated. Charity AB will focus primarily on operating the three clothing banks in 
the metropolitan area and the existing clothing bank in the suburb. One additional clothing-
bank location will be added in the suburb at the existing location of Charity A’s head office 
to compensate for some of the lost coverage from cancelling Charity A’s legacy programs. 

(d) The initial Board of Charity AB will consist of 15 members:

(i) Charity A will appoint six of the initial members, preferably from the members of its 
existing 15-member board.

(ii) Charity B will appoint nine of the initial members, preferably from its existing 
15-member board and its CEO.

(iii) Charity AB’s Terms of Reference will provide for a maximum of 25 board members. 
The Committee recommended that a search be undertaken to add five new members 
within a year, with each new member requiring approval by a minimum of 10 of the 15 
initial members.

(e) Charity B’s head office and its underlying lease (which has five remaining years) will be 
retained.

(f) A transition committee consisting of two members each from the current boards of Charity 
A and Charity B, with the assistance of Charity AB’s CEO, will be appointed to:

(i) interview existing staff and other candidates for senior management positions;
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(ii) terminate staff from discontinued programs and offer the staff severance packages;

(iii) make recommendations about:

1. improving the current operating policies and practices of Charity A and Charity 
B to ensure Charity AB is less likely to encounter future financial difficulties as 
was the case with Charity A;

2. revising employee benefit plans with the objective of adopting unified plans for 
Charity AB’s employees without diminishing the overall benefits being offered to 
existing employees.

 

 

 

 

 

 

 

 

 

 

 

 

During August 20X0, the Boards of Directors of Charity A and Charity B tentatively approved 
the Committee’s recommendations and appointed its members to the recommended Transition 
Committee. The Boards also asked their respective Nominating Committees to make 
recommendations to each of their Boards about the initial members to be appointed to the board 
of Charity AB. In October, each Board approved the plan for their combination. The combination 
became effective on January 1, 20X1, as proposed.

Should this combination be accounted for as a merger or an acquisition?

Criterion (a) – Met
• Neither the Board nor management of either Charity A or Charity B characterize their 

organizations as being the acquirer or acquiree.

Criterion (b) – Met
• Charity A and Charity B have Board members represented on the Exploratory Committee 

that negotiated the combination agreement.
• Charity A and Charity B appoint Board members to the new Board of Charity AB.
• The CEO of Charity B is appointed in the terms of the combination.
• Charity AB’s governance structure is established in the terms of the combination.
• The Transition Committee consisting of representation from Charity A and Charity B are 

engaged in appointing the remaining management personnel.

Note: If the government required Charity B to combine with Charity A and Charity A had no 
option but to accept the terms offered by Charity B, this criterion would not be met because 
Charity A would not have participated in determining the terms of the combination.

Criterion (c) – Met

No consideration flows to a third party.

Criterion (d) – Met

The purposes of the legacy Charities A and B to provide clothing aid is continuing in the new 
organization.

Criterion (e) – Not Met

Several programs of Charity A were terminated as of the date of the combination or are 
planned to be cancelled soon after the combination. As such, there is a reduction in the client 
communities served which is not fully compensated by the opening of a second clothing bank in 
the suburbs.

On the basis of criterion (e) not being met, it is determined that the combination is an acquisition.
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Example 5 – Merger disclosures

Assume the facts and circumstances for Example 2 apply for these disclosures

University A

Notes to the Financial Statements

Year ended April 30, 20X1

Combination of University A with University B and the impact of aligning accounting 
policies

On July 1, 20X0, University A combined with University B to collectively improve operational 
efficiencies and enhance their teaching programs. The combined entity retained the name 
University A. The combination allows rapid improvement in the educational offerings for 
candidates pursuing an education in teaching. The combination is accounted for as a merger in 
accordance with Section 4449, Combinations by Not-for-Profit Organizations in Part III of the 
CPA Canada Handbook.

The results for the year ended April 30, 20X1 are the aggregated results for the period May 1, 
20X0 – June 30, 20X0 for the two universities when they were operating independently and the 
results of the combined entity for the period July 1, 20X0 – April 30, 20X1.

The prior year comparative figures show the aggregated results for the two universities when 
they were operating independently. The aggregated results include adjustments made to the 
comparative balances of both organizations to align the prior year accounting policies with  
those of the combined organization. The adjustments are as follows:

Aggregated Statement of Financial Activities, Year ended April 30, 20X0:

University A University B Adjustments Total
Total revenue $ XXX $ XXX $ XXX $ XXX
Total expenses    XXX    XXX    XXX    XXX
Surplus/(Deficiency) of 
revenue over expenses $ XXX $ XXX $ XXX $ XXX

Aggregated Statement of Financial Position, Year ended April 30, 20X0:

University A University B Adjustments Total
Total assets $ XXX $ XXX $ XXX $ XXX
Total liabilities    XXX    XXX    XXX    XXX
Fund balances:
   E xternally restricted    XXX    XXX    XXX    XXX
   Internally restricted    XXX    XXX    XXX    XXX
   Unrestricted    XXX    XXX    XXX    XXX

Significant adjustments included in the above tables are as follows:

To reclassify the amount previously recognized as internally restricted to the unrestricted fund, 
the opening internally restricted fund balance was decreased by $XXX, the opening unrestricted 
fund balance was increased by $XXX and the opening restricted fund balance was decreased by 
$XXX. During the comparative period, additional appropriations of $XXX were approved from the 
internally restricted fund to the unrestricted fund.

To align the accounting policies for the deferral of externally restricted amounts which are 
received for non-endowment purposes, the opening externally restricted fund balance 
was decreased by $XXX, the opening unrestricted fund was increased by $XXX and the 
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At the date of transition to accounting standards for not-for-profit organizations, a first-
time adopter recognizes all its assets and liabilities that were acquired or assumed in a 
past business combination, except for financial assets and liabilities derecognized in prior 
periods (see paragraph 1501.24). Any resulting change is accounted for by adjusting net 
assets unless the change results from the recognition of an intangible asset that was 
previously subsumed within goodwill or expensed upon initial recognition.

deferred revenue liability was increased by $XXX. During the comparative period, additional 
appropriations of $XXX were approved from the externally restricted fund to the unrestricted  
fund and the revenues and expenses were increased by $XXX and $XXX respectively.

 At the combination date, the principal components of the statement of financial position are as 
follows:

University A University B Adjustments Total
Total assets $ XXX $ XXX $ XXX $ XXX
Total liabilities    XXX    XXX    XXX    XXX
Fund balances:
   Externally restricted    XXX    XXX    XXX    XXX
   Internally restricted    XXX    XXX    XXX    XXX
   Unrestricted    XXX    XXX    XXX    XXX

 For the period between May 1, 20X0 and June 30, 20X0, the principal components of the 
statement of operations are as follows:

University A University B Adjustments Total
Total revenue $ XXX $ XXX $ XXX $ XXX
Total expenses    XXX    XXX    XXX    XXX
Surplus/(Deficiency) of 
revenue over expenses

$ XXX $ XXX $ XXX $ XXX

 Since the combination on July 1, 20X0 to the year ended April 30, 20X1, the total revenues 
are $XXX and the total expenses are $XXX resulting in a surplus/(deficiency) of revenue over 
expenses of $XXX.

 CONSEQUENTIAL AMENDMENTS
 The following significant consequential amendments to Part III of the Handbook have been 

identified. Additional text is denoted by underlining and deleted text by strikethrough.

FIRST-TIME ADOPTION BY NOT-FOR-PROFIT ORGANIZATIONS – Section 1501
…

RECOGNITION, MEASUREMENT AND PRESENTATION
…

 Business c Combinations
.12   A first-time adopter accounts for a past business combination that was accounted for as an 

acquisition as follows:

(a)    The first-time adopter retains the same acquisition classification (for example, as 
an acquisition, a reverse acquisition or as a pooling of interests) as in its previous 
financial statements.

(b)    
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The carrying amount of any goodwill in the opening statement of financial position 
is recognized at its carrying amount in accordance with previous financial reporting 
standards at the date of transition to accounting standards for not-for-profit 
organizations, after the following adjustments from paragraph 1501.12(a)-(c) if 
the goodwill arose from the acquisition of a for-profit enterprise by a not-for-profit 
organization. If the goodwill arose from the acquisition of a not-for-profit organization, 
the goodwill is excluded from the opening statement of financial position and 
accounted for by adjusting net assets.

Goodwill arising from a previous acquisition of a for-profit enterprise by a 
not-for-profit enterprise is increased by the amount of any item recognized as 
an intangible asset under previous financial reporting standards that does not 
qualify for recognition as an intangible asset under accounting standards for 
not-for-profit organizations. Similarly, goodwill is decreased by the amount of 
any item recognized as an intangible asset under accounting standards for 
not-for-profit organizations that was not recognized as an intangible asset under 
previous financial reporting standards but was included in goodwill.

Goodwill arising from a previous acquisition of a for-profit enterprise by a 
not-for-profit enterprise is tested for impairment at the date of transition to 
accounting standards for not-for-profit organizations in accordance with 
GOODWILL AND INTANGIBLE ASSETS, Section 3064, if circumstances indicate 
that the carrying amount of the reporting unit to which the goodwill is assigned 
may exceed the fair value of the reporting unit.

A first-time adopter accounts for a past combination that is accounted for as a merger, by 
applying the provisions in COMBINATIONS, paragraph 4449.68 at the date of transition to 
accounting standards for not-for-profit organizations.

Except as specified in paragraphs 1501.36-.40.41, this Section applies to annual financial 
statements relating to fiscal years beginning on or after January 1, 2012. Earlier application 
is permitted.

Amendments to paragraph 1501.12 and new paragraph 1501.12A apply to annual financial 
statements relating to fiscal years beginning on or after January 1, 2022. Earlier application 
is permitted.

(c)    The first-time adopter excludes from its opening statement of financial position any 
item recognized under previous financial reporting standards that does not qualify 
for recognition as an asset or liability under accounting standards for not-for-profit 
organizations. Any resulting change is accounted for by adjusting net assets, unless 
the change results from an intangible asset that is reclassified as part of goodwill.

(d)    If an asset acquired, or liability assumed, in a past business combination was 
not recognized previously, it does not have a deemed cost of zero in the opening 
statement of financial position. Instead, the acquirer recognizes and measures the 
item in its consolidated statement of financial position on the basis that the standards 
would require in the statement of financial position of the acquiree.

(e)    

(i)    

(ii)    

.12A  

…

EFFECTIVE DATE AND TRANSITION
.35  

…
.41  
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COMBINATIONS, Section 4449, applies to a combination between not-for-profit 
organizations. BUSINESS COMBINATIONS, Section 1582 in Part II of the Handbook, does 
not apply to a combination between not-for-profit organizations, applies to nor does it 
apply to the acquisition of a profit-oriented enterprise by a not-for-profit organization. Until 
further guidance is issued that addresses combinations of, or acquisitions by, not-for-profit 
organizations, other sources of GAAP that specifically relate to such matters may be 
applied as described in GENERALLY ACCEPTED ACCOUNTING PRINCIPLES, Section 1101.

Except as specified in paragraphs 4450.51-.52, this Section applies to annual financial 
statements relating to fiscal years beginning on or after January 1, 2012. Earlier application 
is permitted.

REPORTING CONTROLLED AND RELATED ENTITIES BY NOT-FOR-PROFIT 
ORGANIZATIONS, Section 4450
…
PURPOSE AND SCOPE
…
.01A 

…
EFFECTIVE DATE AND TRANSITION
.50  

…
.52  Amendments to paragraph 4450.01A apply to annual financial statements relating to fiscal 

years beginning on or after January 1, 2022. Earlier application is permitted.
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