
Question 23 
Should the IASB define ‘business model’ why or why not? 
Answer 
IASB should not define business model, in the context of setting of international financial reporting standards, in generic terms. 
Business model cannot be precisely defined. Business model is a holistic concept that encompasses a wide range of features ranging from 
an entity’s legal structure to organization and management structure to business strategy to business tactics to cultural and behavioral 
aspects. There are many components of a business model, all interconnected. Some of the concepts are subjective in nature. 
Business model also encompasses an entity’s vision, its mission, its values which all impact its strategy. Strategy is reviewed annually and 
adjustments made in response to changing business landscape, business environment and shareholders aspirations. In this sense, business 
model is a dynamic concept. Business model is a choice. 
Strategy refers to the exercise of choice by the business in terms of effective use of its resources (people, systems, assets, technology) in 
order to achieve its objective – objective could be anything ranging from gaining a certain market share, achieving stated growth, increasing 
oil reserves etc. Market values a company based on its performance relative to its stated objectives. 
For example, let us assume there are two oil and gas producing companies X and Y, which has a similar portfolio of assets – in terms of 
price exposure, reserves, geographical spread, fiscal exposures etc. You expect both the companies’ cost per barrel of oil equivalent to be 
comparable. If it is not, then, a plausible reason is the business model adopted by the two companies. X could have a flat organization 
structure and Y could be having a heavier structure that drives the variance. Again, efficient and effective use of appropriate technology 
could be a driver. Further, one company may be having a competitive edge in terms its contracting strategy. It is virtually impossible to define 
each company’s business model in precise quantitative terms. 
Accounting is ‘looking back’ while economics is ‘looking forward’ (or a full cycle including past). Economics is driven by the business model 
and its assumptions. A substantial chunk of the market price is attributable to future value of business as perceived by the shareholders. 
True, financials provide the results of performance and financial condition at a point in time, which reflects the business model an entity has 
adopted. The point here is that we should distinguish between management’s intention relating to a particular transaction or group of 
transaction, and a wider business model. Standards should address these particular assumptions or intention as appropriate in the relevant 
standard, and perhaps include as part of accounting policies including specific assumptions or intentions adopted by the entity. 
In conclusion, accounting standard setters should not define business model for the reasons mentioned above. 

 


