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中 国 会 计 准 则 委 员 会 
C h i n a  A c c o u n t i n g  S t a n d a r d s  C o m m i t t e e 

 

September 23, 2016 

Mr. Hans Hoogervorst 

Chairman 

International Accounting Standards Board 

30 Cannon Street 

London, EC4M 6XH 

United Kingdom 

 

Dear Mr. Hans Hoogervorst, 

Thank you for offering the opportunity to the Ministry of Finance of China as well as China 

Accounting Standard Committee to comment on the IASB exposure draft ED/2016/1. 

 

We appreciate the efforts made by the IASB to fully consider the practical needs. In the ED 

mentioned above, we are pleased to see IASB clarify some questions based on practical 

situations, which will contribute to eliminate the inconsistency between the relevant standards 

and encourage entities to streamline the accounting treatment. 

 

Please refer to the attachment for our detailed feedback on listed questions, if you have more 

questions, please feel free to contact my colleague Ms. Wang Hong (wanghong@mof.gov.cn). 

 

Best Regards, 

 

                      

Gao Yibin 

Director-General, Accounting Regulatory Department 

The Ministry of Finance, P.R.China 
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Appendix： 

 

Comments on Exposure ED/2016/1 

Definition of a Business and Accounting for Previously Held Interests  

 

 

 

We appreciate IASB’s effort on tentatively proposed clarification and 

amendments to the definition of a business based on practical needs. It 

would help to address the inconsistent judgement and accounting issues in 

determining whether the acquisition of an entity with a single significant 

asset or a group of significant similar identifiable assets, for example an 

investment property or a vessel, with some simple processes associated 

with it, can be considered as a business. It would also simplify the 

judgement on whether such acquisition is a business or an asset, and 

significantly reduce the complexities in identifying a business and the cost 

in applying the standard. However, further clarification is required as 

follows：    

Identification of a single identifiable asset or group of similar identifiable 

assets. Based on requirements in paragraph B11C(a) in the Exposure 

Draft, separately identifiable tangible and intangible assets shall not be 

combined into a single identifiable asset or considered a group of similar 

identifiable assets. In our opinion, this requirement is inappropriate.  

 

The reason is that the key in determining whether two or more assets can 

be considered as a group of similar assets should be analyzing if they are 

closely related regardless of external forms. For example, some smart 

production lines consist of the integration of closely related software and 

hardware. The software might have use value on its own and can be 

Question 1  

IASB (the Board) is proposing to amend IFRS 3 to clarify the guidance on the definition of a 

business. Do you agree with these proposed amendments to IFRS 3? 

 

In particular, do you agree with the Board’s conclusion that if substantially all the fair value of 

the gross assets acquired is concentrated in a single identifiable asset or group of similar identifiable 

assets, then the set of activities and assets is not a business? 

 

Why or why not? If not, what alternative would you propose, if any, and why? 
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identified separately, but both entities and market participants expect to 

use the integrated production line for production activities. It seems 

unreasonable that the general production facilities are generally 

considered as an asset, while a different conclusion will be drawn for 

integrated facilities merely because they are the combination of tangible 

and intangible assets,. In our opinion, whether a group of assets should be 

considered as similar identifiable assets should consider the factors such 

as whether the group of assets share the same risk characteristic and the 

same source of cash flows, etc..     

 

In addition, both illustrative Example A and H mentioned that, although the 

buildings and the land are two different classes of tangible assets, since 

the buildings are attached to the land and cannot be removed without 

incurring significant cost. Therefore, the buildings and the land are 

considered as a single asset. We understand the land is generally freehold 

in certain countries or regions, and it is generally accounted as fixed 

assets in practice. However, in mainland China, enterprises normally 

obtain the land use right for fixed years by paying land transferring fee or 

allocation by the state. The PRC accounting standard specifies that it 

should be accounted as intangible assets, i.e. land use right. As a result, 

the requirement is not aligned with China’s regulatory framework  and 

practical situation, so we are unable to perform appropriate accounting 

according to such requirement. We suggest the Board consider to remove 

it.  

The determination of business when the set of activities and assets has 

outputs but does not include an organized workforce. According to 

paragraph B12B in the Exposure Draft, an acquired set of activities and 

assets is a business, if the set has outputs at the acquisition date and 

includes a substantive process that, when applied to an acquired input or 

inputs, contributes to the ability to continue producing outputs. We are of 

the opinion that the thought above is more theoretical than practical to 

understand and apply. Therefore, we suggest the Board make further 

clarification.    

About market participants. The requirement has been removed from 

Paragraph B8 in the Exposure Draft regarding analyzing market 

participants’ capability of replacing missing elements (i.e., determining 

whether a particular set of activities and assets is a business should be 

based on the acquired elements themselves), while the requirement has 

been reserved in paragraph B11 regarding analyzing whether an acquired 
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set of activities and assets is a business should be based on whether the 

integrated set is capable of being conducted and managed as a business 

by a market participant. The logic inconsistency of the statements in the 

above two paragraphs makes it difficult to understand and apply the 

standard. For instance, assuming the operation of an acquiree already has 

outputs when an acquirer acquires the acquiree’s whole set of production 

lines, inventories and other important assets; the acquirer has sufficient 

workforce and will not continue to hire the acquiree’s employees; the 

acquiree’s operation is a general process in the industry (i.e., the criteria of 

a process that is unique or scarce, or cannot be replaced without 

significant cost in paragraph B12B are not met), so the acquirer can 

mobilize its existing workforce or other market participants can supplement 

the workforce quickly to continue to operate the acquired assets and 

process without incurring significant replacement costs. In this case, 

whether the conclusion is made according to B8 and B12 as not an 

acquisition of business or according to B11 as an acquisition of business 

from market participants’ perspective? We suggest the Board further clarify 

the internal logic between the three paragraphs of B8, B11 and B12B.      

 

 

 

 

As stated under paragraph 6 of the Basis for Conclusions of the Exposure 

Draft, though worded differently, the amendments proposed by the Board 

and those proposed by FASB are based on substantially converged 

tentative conclusions. We do not believe certain different wording would 

result in any differences in practice when entities apply the standards, but 

we still suggest the Board and FASB conduct further negotiation, reaching 

a consistent conclusion to avoid unnecessary differences.       

 

Question 2 

The Board and the FASB reached substantially converged tentative conclusions on 

how to clarify and amend the definition of a business. However, the wording of the 

Board’s proposals is not fully aligned with the FASB’s proposals.  

 

Do you have any comments regarding the differences in the proposals, including 

any differences in practice that could emerge as a result of the different wording?   
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We generally agree with the amendments on the grounds that the 

amendments in the Exposure Draft are basically in line with those in 

paragraph 42 of current IFRS 3 and paragraph 24 of current IAS 28. 

 

 

 

We agree with these the transition requirements. The reason is that if the 

amendments are applied retrospectively, entities will have to reanalyze all 

transactions regarding acquisition of assets and businesses according to 

the amendments, which is costly and sometimes impracticable for entities.  

 

 

Question 4  

The Board is proposing the amendments to IFRS 3 and IFRS 11 to clarify the guidance on 

the definition of a business and the accounting for previously held interests be applied 

prospectively with early application permitted.  

 

Do you agree with these proposed transition requirements? Why or why not? 

 

 

 

 

Question 3 

To address diversity of practice regarding acquisitions of interests in businesses 

that are joint operations, the Board is proposing to add paragraph 42A to IFRS 3 and 

amend paragraph B33C of IFRS 11 to clarify that:  

 

(a) on obtaining control, an entity should remeasure previously held interests in 

the assets and liabilities of the joint operation in the manner described in paragraph 42 

of IFRS 3; and 

 

(b) on obtaining joint control, an entity should not remeasure previously held 

interests in the assets and liabilities of the joint operation. 

 

Do you agree with these proposed amendments to IFRS 3 and IFRS 11? If not, 

what alternative would you propose, if any, and why? 

 


