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Dear IASB, 

I am writing to comment on the Question one in the IASB’s 

ED/2016/1 Definition of a Business and Accounting for Previously 

Held Interests (Proposed amendments to IFRS 3 and IFRS 11). I 

appreciate the opportunity to comment on the Exposure Draft to 

share some of my superficial opinions and contribute to the 

amendments of Definition of a Business . 

Yours Sincerely, 

Fang Duokun 

  

 

 

 

 



 

 

 

                                              

-------------------------------------------- 

Question 1 

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 (ie the identifiable assets and non-identifiable 

assets) is concentrated in a single identifiable asset or group of similar identifiable 

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

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

 

Overall, I can totally understand the IASB’s efforts on tentatively proposed 

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

However, I am quite confused about the definition of business as well as some terms 

the IASB used in B7 to B11, and I do not believe that the proposed amendments of the 

two steps—assessment of concentration of fair value and evaluating whether an 

acquired process is substantive—are helpful in distinguishing between a business and 

a group of assets for several reasons. 

Firstly, it is not clear to me which inputs and processes exactly would have to be 

acquired in order to constitute a business. In particular, in B7 (a), the concept of “Input” 

states that “Examples include non-current assets (including intangible assets or rights 

to use non-current assets), intellectual property, the ability to obtain access to necessary 

materials or rights and employees. ”,and in Example D, the board gives the reason that 



the set is not a business because it does not include another acquired input that the 

workforce could develop or convert into outputs. But if the manufacturing facility is 

just a simple manufacturing factory, it only use materials, facilities and workforce to 

produce low-level products without any intellectual property, in-process research and 

development projects or mineral interests. I can hardly believe that this acquisition is 

just a purchase of assets.  

Furthermore, it is not fully clear to me what kind of stuff is a “sustainable processes”. 

According to the statement given in B12A, “If a set of activities and assets does not, at 

the acquisition date, have outputs (for example, it is an early-stage entity that has not 

started generating revenues), the set is a business only if it includes an organized 

workforce (which is an input) with the necessary skills, knowledge, or experience to 

perform an acquired substantive process (or group of processes).” and these processes 

must be critical to the creation of outputs. It means that the organized workforce is an 

input which can perform process to create output. That is to say, the organized 

workforce and process are both necessary But in example E, the board regards this 

acquisition as a business because the scientists are an organized workforce that has the 

necessary skills, knowledge, or experience to perform processes that, is critical to the 

ability to develop those inputs into a good that can be provided to a customer. I have 3 

questions here, firstly, I can’t see the “process” in this acquisition, are the tangible assets 

“process”? Or scientists’ skills, knowledge, experience? The two assumptions are kind 

of inappropriate in corresponding with the definition of “process” given in B7 (b). The 

second question is that, actually the degree of “critical” seems hard to judge. In this 

case, the final goal is to provide the good or service to the customer. So what if the 

difficulties of putting this R&D into products is the government approval, marketing or 

even financing, we can hardly tell the significance of these “Organized workforce”. 

What’ more, we can’t see the functions of any other process such as management 

process, operational process, financing process. Are they necessary or not? It is not 

fully clear how many processes would have to be included in the acquisition to 

constitute a business since the replacement of missing elements is no longer needed (B8 

sentence 2 has been deleted). 



Secondly, the screening test and the judgement of a “sustainable progress” remains 

confused me which are described in more detail below. 

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 my opinion, 

this requirement is inappropriate. In B11B, it defines “a single identifiable asset” as 

“any asset or group of assets that would be recognized and measured as a single 

identifiable asset in a business combination”. So if two assets are not measured or 

recognized together in business combination, they are just not “a single asset”. For 

example, a production device consists of the integration of closely related intellectual 

property and equipment. The intellectual property might have other uses in 

management and is identified separately in the business combination, but most users 

(whether the buyer or seller) expect to use the integrated facility for production 

activities. 

Another evident example is that in China, the land is owned by the state, so PRC 

accounting standard specifies that “land” should be accounted as intangible assets—

“land use right”. So in practice, the “land use right” and the production facilities such 

as equipment, buildings are often measured and recognized separately in a business 

combination, but seemingly, they should be considered as a single asset. So I suggest 

the Board consider to make further amendments. 

I agree with the idea that assessment of concentration of fair value would simplify 

the judgement on whether such acquisition is a business or an asset to some extent, 

especially in some simple assets purchase cases and significantly reduce the 

complexities in identifying a business and the cost in applying the standard. Whilst this 

step can make some simple consequences much misleading. According to the B11C (e), 

different classes of financial assets (for example, cash, accounts receivable and 

marketable securities) should not be considered a single asset so the second process in 

needed to exam whether the acquisition contains a “substantial process”. Since the 

acquisition of cash, accounts receivable and marketable securities does not constitute a 

business. I think that acquisitions which just contain the different types of financial 



assets should be accounted for asset acquisitions in the early stage in order to save time 

and reduce cost. Therefore, I personally agree with DRSC’s suggestions that the board 

should not prescribe an order for the screening test, but simply state that both conditions 

must be met and the entities can use the two criterions considering the actual situation. 

As for the second step, personally I think the board can conduct the test of “evaluating 

whether an acquired process is substantive processes” depending on whether the 

acquired set of activities and assets has organized workforce instead of the output. My 

reasons are as follows. 

Firstly, the two conditions which are described in B12A and B12B have one common 

criterion which states that the set is a business only if it includes an organized workforce 

(which is an input) with the necessary skills, knowledge, or experience to perform an 

acquired substantive process (or group of processes). And if the acquired set of 

activities and assets don’t include the “organized workforce”, then we should check 

whether the acquired set of activities and assets includes a process (or group of 

processes) that, when applied to an acquired input or inputs, contributes to the ability 

to continue producing outputs, even without the acquisition of an organized workforce, 

and that process (or group of processes) is considered unique or scarce, or cannot be 

replaced without significant cost, effort, or delay in the ability to continue producing 

outputs.(As stated in B12B(a)) 

Another reason is that the definition of “output” is quite blurry. In Example D, the 

board think that the purchased set of activities and assets is not currently producing 

outputs (because it just temporarily close down).It seems to emphasize on the 

“temporary outputs”. While in the Example K, A bank (Purchaser) purchases a 

mortgage loan portfolio from another bank (Seller). The board think that the set of 

activities and assets has outputs (interest revenue) arising from the loan portfolio. But 

I think it might ignore whether the interest payment day is “temporary” and furthermore, 

the debtor might actually can’t afford the payment but the banker just concealed the 

truth…So you can see that the use of “output” has many obstacles in practice, the output 

is the result of the past operation and is disclosure by the seller which might lead to 

fraud or deception. However, if we choose the “organized workforce” as the 



classification basis, things will be much clear and easier to judge. 

The last reason is that, logically, the “temporary output” has no causal relationship 

with the existence of sustainable progress or not, not mention the “business”. In other 

words, if the equity have the adequate input (including the organized workforce) as well 

as the sustainable progress, theoretically it can create the output at any time. 

Consequently, I suggest that the “output” should not be the classification standard, 

instead the “organized workforce” might be more suitable. 

  

 

 


