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27 October 2016 

 

Mr Hans Hoogervorst 

Chairman 

International Accounting Standards Board 

30 Cannon Street 

London EC4M 6XH 

United Kingdom 

 

(By online submission) 

 

Dear Hans 

 

RESPONSE TO EXPOSURE DRAFT ON DEFINITION OF A BUSINESS AND 

ACCOUNTING FOR PREVIOUSLY HELD INTERESTS 

 

The Singapore Accounting Standards Council appreciates the opportunity to comment on the 

Exposure Draft on Definition of a Business and Accounting for Previously Held Interests 

(Proposed amendments to IFRS 3 and IFRS 11) (the ED) issued by the International 

Accounting Standards Board (the IASB or the Board) in June 2016. 

 

We welcome the IASB’s efforts to provide clearer application guidance to help distinguish a 

business from a group of assets that does not constitute a business, and to address practice 

diversity in the accounting for previously held interests in the assets and liabilities of a joint 

operation in which the activity of the joint operation constitutes a business (hereinafter referred 

to as JO). 

 

Our comments on the specific questions in the ED are as follows: 

 

Question 1  

The Board is proposing to amend IFRS 3 to clarify the guidance on the definition of a 

business (see paragraphs B7–B12C and BC5–BC31). Do you agree with these proposed 

amendments to IFRS 3? 

 

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

of the gross assets acquired (i.e. the identifiable assets and non-identifiable assets) is 

concentrated in a single identifiable asset or group of similar identifiable assets, then the set 

of activities and assets is not a business (see paragraphs B11A–B11C)? 

 

Why or why not? If not, what alternative would you propose, if any, and why? 
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Subject to our comments below, we are generally supportive of the IASB’s proposals, and in 

particular the focus on substantive processes. In our view, these proposals improve the existing 

guidance, with the potential to help entities appropriately and consistently distinguish between 

a business and a group of assets that does not constitute a business.  

 

Minimum requirements to be a business 

 

In principle, we agree that a business must include, at a minimum, an input and a substantive 

process that together have the ability to contribute to the creation of outputs.  

 

That said, it is doubtful whether the acquired set has the ability to contribute to the creation of 

outputs, if the missing elements include inputs that are required to contribute to the creation of 

outputs, but are not readily available. Conversely, if all of the inputs needed to create outputs 

are readily available, it is less important whether or not the entity acquires at least one of those 

inputs from the seller. Therefore, the IASB should consider expanding the minimum elements 

of a business to include inputs that are required to contribute to the creation of outputs, but are 

not readily available. 

 

Assessment of concentration of fair value 

 

We appreciate that the proposed screening test is intended to identify asset acquisitions without 

further analysis, while in most cases, achieving the same non-business conclusion as the 

proposed assessment of substantive process.  

 

However, we note that the screening test may change the conclusion for certain acquired sets 

that are currently considered to be a business. This is particularly the case when an acquired 

set includes an organised workforce that performs the only substantive process(es), but the fair 

value of the organised workforce is insignificant because they are paid at market rates. That 

said, we recognise the constraints of possible refinements to the screening test, such as the 

introduction of a rebuttable presumption or an additional qualitative assessment. The former is 

unlikely to work well when an entity desires to conclude that the acquired set does not 

constitute a business, while the latter risks increasing complexity to such extent that the 

screening test no longer serves its intended purpose.  

 

On the whole, we suggest that the IASB could consider prohibiting an entity from applying the 

screening test, if the acquired set includes an organised workforce. The presence of an 

organised workforce may justify requiring more persuasive evidence that the acquired set is 

not a business. In addition, this approach may be easier to operationalise as it requires less 

judgement.  

 

Single identifiable asset 
 

We appreciate the proposal to require tangible assets to be considered a single identifiable asset, 

when these assets are attached to, and cannot be physically removed and used separately from, 

each other without incurring significant costs or significant diminution in utility or fair value 

to either asset. It achieves a reasonable balance between the conceptual merits of applying the 

same unit of account as the recognition of single identifiable asset, and the practical 

applicability of the proposed screening test to common asset acquisitions.  
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However, it is unclear whether this guidance would apply, when one of the acquired assets is 

a right-of-use asset under IFRS 16 Leases, such as leasehold land and the building thereon, 

which are common in acquisitions involving real estate in certain parts of the world. We note 

that right-of-use assets are neither intangible assets nor an item of property, plant and 

equipment. While IFRS 16 specifies that right-of-use assets are generally accounted for 

applying the depreciation requirements in IAS 16 Property, Plant and Equipment, it has also 

deleted the existing guidance on leased assets in IAS 16.  

 

Furthermore, it is not obvious why separately identifiable tangible and intangible assets cannot 

be considered a single identifiable asset, if they meet the principles underlying the italicised 

conditions, such as specialised plant and related licence. We note that identifiable intangible 

assets include a separately recognised intangible asset that arises from contractual or other legal 

rights but is not separable from other rights and obligations.  

 

We believe that similar considerations should be given to right-of-use assets or intangible 

assets, to the extent that they meet the principles underlying the italicised conditions. We 

therefore suggest expanding the guidance to such assets to ensure that the same requirement is 

applied to like transactions, regardless of the nature of the acquired assets. 

 

Evaluating whether an acquired process is substantive 

 

Consideration of whether acquired set has outputs 

 

We are concerned that the proposed use of different criteria, based on whether the acquired set 

has outputs at the acquisition date, could lead to different business conclusions for similar 

acquisitions. For example, different conclusions could result, depending on whether or not the 

seller has ceased producing outputs at the acquisition date.  

 

The proposed distinction risks resulting in outcomes that do not align well with paragraph 

BC15 of the Basis for Conclusion on the proposed amendments to IFRS 3, which states that 

the business-asset distinction should be based on an assessment of the characteristics of the 

activities and assets acquired. It is also inconsistent with the guidance in paragraph B11 of 

IFRS 3, which requires an assessment based on whether the integrated set is capable of being 

conducted or managed as a business by a market participant and disregards whether the seller 

has operated the set as a business.  

 

In our view, the substantive process assessment should be differentiated based on whether the 

acquired set is capable of creating outputs at the acquisition date. When the acquired set is not 

yet capable of producing outputs, we appreciate requiring more persuasive evidence of the 

required elements of a business. In particular, we are supportive of the greater emphasis placed 

on the intellectual capacity of an organised workforce and its ability to develop or convert the 

required inputs into outputs. We therefore recommend that the IASB should amend the basis 

for differentiating the substantive process assessment accordingly.  

 

Acquired contracts 

 

We note that the proposed guidance on acquired contracts appears to focus on whether they 

can give rise to an acquired substantive process. We believe that the guidance should also 
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address whether acquired contracts can give rise to an acquired input, for example through 

access to an organised workforce.  

 

Furthermore, the proposal appears to introduce a notion of ‘control’ in the assessment of 

substantive process involving acquired contracts. It is unclear whether and why an additional 

control assessment is required when a substantive process is performed by an organised 

workforce accessed through acquired contracts, but not by an organised workforce that is 

acquired directly by the entity. Even in the latter case, the entity does not necessarily control 

the organised workforce and the resulting substantive process acquired. This is supported by 

paragraph 15 of IAS 38 Intangible Assets, which states that an entity usually has insufficient 

control over the expected future economic benefits arising from a team of skilled staff.  

 

In this regard, we suggest that the IASB could consider the drafting in the FASB’s Proposed 

Accounting Standards Update Clarifying the Definition of a Business. 

 

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? 

 

 

In our view, it is imperative that the business combination requirements in IFRS 3 and its US 

GAAP equivalent remain substantially converged.  

 

We reiterate the importance of the IASB and the FASB (collectively, the Boards) working 

together not only to achieve convergence of the requirements, but also to align the wordings of 

the amendments, to the extent that the Boards have reached converged conclusions and that the 

amendments are not inconsistent with the other requirements of IFRSs.  

 

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?  
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Subject to our comments in the ensuing paragraphs, we are generally supportive of the IASB’s 

proposed amendments to IFRS 3 and IFRS 11. 

 

Proposed amendments to IFRS 3 

 

We agree with the IASB’s proposal and rationale of remeasuring previously held interests, 

when an entity that held an interest in the assets and liabilities of a JO obtains control of that 

JO. Furthermore, we appreciate that the proposal would result in consistent accounting 

treatment across different forms of step acquisitions that give an entity control of a business, 

regardless of the nature of and economic circumstances surrounding the previously held 

interests.  

 

Proposed amendments to IFRS 11 

 

We generally support the IASB’s proposal and rationale of prohibiting the remeasurement of 

previously held interests, when a party that participates in a JO acquires joint control of that 

JO. In particular, we appreciate that the proposal would align the accounting for previously 

held interests between a joint operator and a party that otherwise participates in a JO, when 

both parties have rights to the assets and obligations for the liabilities of the JO, and apply the 

same requirements of IFRS 11 to account for their respective interests in the JO, both before 

and after the transaction.   

 

Previously held interests in net assets of JO 

 

We understand that the proposal is not intended to apply when joint control of a JO is obtained 

through additional interest acquired by a party that participates in, but does not have rights to 

the assets and obligations for the liabilities of, the JO prior to the acquisition.  

 

We suggest that the IASB could consider tightening the drafting of the proposed amendments. 

This would prevent an interpretation that the party should consider those amendments, and 

possible application by analogy in accordance with IAS 8 Accounting Policies, Changes in 

Accounting Estimates and Errors, when the party initially applies paragraph 21A of IFRS 11 

to account for its acquisition of an interest in the JO. 

 

Interactions with Basis for Conclusions on IFRS 11 

 

We note that paragraph BC45M of the Basis for Conclusions on IFRS 11 analogises the 

acquisition of an interest in a business that results in the acquirer obtaining joint control of the 

business to the acquisition of additional interest in a business combination achieved in stages. 

A literal reading of paragraph BC45M suggests requiring the remeasurement of previously held 

interests, if the acquisition of additional interest results in a party that participates in a JO 

obtaining joint control of the JO. This appears inconsistent with the proposed amendments to 

IFRS 11. 

 

Accordingly, we recommend that the IASB should consider amending paragraph BC45M as 

appropriate to avoid inconsistencies within the Basis for Conclusions on IFRS 11.  
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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? 

 

 

We agree with the proposed transition requirements and the IASB’s rationale for the proposal.  

 

We hope that our comments will contribute to the IASB’s deliberation on the ED.  Should you 

require any further clarification, please contact our project managers Iris Chung at 

Iris_CHUNG@asc.gov.sg  and Sanjna Punjabi at Sanjna_Rajesh_Punjabi@asc.gov.sg. 

 

 

Yours faithfully  

 

 

Suat Cheng Goh  

Technical Director  

Singapore Accounting Standards Council 
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