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28 October 2016

Dear Board Member,

Re: Exposure Draft ED/201611 Definition of a Business and Accounting for
Previously Held Interests Proposed amendments to IFRS 3 and IFRS

BUSINESSEUROPE is pleased to have the opportunity to respond to Exposure Draft
ED/2016/1 Definition of a Business and Accounting for Previously Held Interests
Proposed amendments to IFRS 3 and IFRS 11 (the ED).

We welcome the objective of the ED, which is to provide clearer guidance on how to
determine whether an acquired set of assets and activities comprises a business, and
we think that the proposals should help to focus the application of IFRS 3 and exclude
transactions which are considered to be asset acquisitions by many preparers.

We think that the fair value concentration test proposed will be a practical approach to
filtering out the most straightforward cases of asset acquisitions and thus relieve
preparers of the burden of more detailed analysis. However, the concept of the “group
of similar identifiable assets” should be refined to make it clearer and take into account
generally accepted practices for the grouping of assets in business combinations in
industry sectors. In addition, it would be helpful to provide more guidance on how
contracts should be considered in this test.

Although we agree with the general direction taken in the approach to the analysis of
the existence of a business using the input/process/output criteria, including the
different approaches to activities with outputs and those without, we think that the
drafting could be tightened. The explanation of the significance of acquired contracts
should also be more clearly explained.

We welcome the inclusion of examples to explain the application of the principles
involved. However, we think that some of the examples could be improved by the
inclusion of a discussion of the type of change in facts that could cause the conclusion
to be different. This would help provide an understanding of the way judgement should
be applied.
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Finally, and notwithstanding the above, we urge the Board to ensure that in all parts of
the amendments it remains clear that this is a principles-based standard and that the
guidance is intended to help entities apply judgement appropriately rather than to
provide rules for specific situations.

Our detailed responses to the questions posed in the ED are included in the Appendix.
If you require any further information on our comments, please do not hesitate to
contact us.

Yours sincerely,

Jérôme P. Chauvin
Deputy Director General
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APPENDIX

Question I The Board is proposing to amend IFRS 3 to clarify the guidance on the

definition of a business (see paragraphs B7—BI2C and BC5—BC3I). Do you agree with

these proposed amendments to IFRS 3? 117 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/dent/flab/c assets, then the set of activities and assets is not a

business (see paragraphs BIIA—BI1C)? Why or why not? If not, what alternative

would you propose, if any, and why?

We think that it is important that IFRS remains a principles-based accounting

framework. While we agree with the intention and overall direction of these proposed

amendments, we would urge the Board to ensure that the standard is not amended in

such a way that it seems to be defining rules for particular situations, and to emphasise

that application of the standard requires judgement based on the facts and

circumstances of each individual transaction. As an example, while decision trees or

flowcharts can be very helpful in guiding entities through the complex thought process

required to arrive at a conclusion, there is a risk that they can be seen to be a series of

relatively simple binary decision points and thus lead to their being given the status of

rules. This is also important in the context of the illustrative examples since, although

they do not form part of the standard, they are often seen as best practice and can lead

to inappropriate analogies being applied to more complex cases.

Definition of a business

We agree with the focusing of the assessment of the existence of outputs on the goods

and services provided to customers and the elimination of the reference to a market

participant’s ability to provide the missing inputs or processes. We think that this will

help ensure that transactions accounted for as business combinations are restricted to

those that involve an existing business.

The decision to retain in paragraph Blithe phrase “is capable of being conducted and

managed as a business by a market participant” as the primary basis on which to

analyse the transaction is justified by the Board on the grounds that this emphasises

the fact that the assessment must be “fact-driven”. In view of the refocus of the

assessment in paragraphs B7 and B8, we think it might be better to redraft 811 to be

consistent with what precedes.

The ED does not make it clear why the phrase “create outputs” has been replaced in

B7 and elsewhere by “contribute to the creation of outputs”. The US proposal appears

to retain the former. We are concerned that the IASB’s proposed phrase may

introduce a broadening of scope such as that that was introduced by the use of the

phrase “capable of” in previous amendments.
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The test for the existence of a business, in paragraph B8, B8A etc., includes the
determination of the inclusion of a ‘substantive process”. The evaluation of whether an
acquired process is substantive includes whether the process is “critical”. Within this

evaluation, B12A refers to an “acquired substantive process” being critical whereas
B12B refers to an “acquired process” being critical. In order to avoid confusion about
whether different thresholds are being applied to these two assessments it would be
helpful to harmonise the usage of the words “substantive” and “critical” throughout this
section (B12 to B12C). Furthermore, the use of the phrase “acquired substantive
process” as part of the definition of how to evaluate “whether an acquired process is
substantive” could be confusing.

The placing of the reference to the existence of goodwill as the introduction to the

section on evaluation of the acquired process may lead to confusion as it might be

thought to be one of the criteria for identifying a substantive process. In addition, as
with the current text of IFRS 3, it is unclear whether this refers to “accounting goodwill”,
which can only be evaluated at the end of the business combination accounting
process, goodwill recognised in the balance sheet of the acquired business or

“economic goodwill” which is a premium knowingly paid by the acquirer over the market
price of the entity or the fair value of the net assets acquired. We note that paragraph
Bi 1A refers to elements of this nature as making up the fair value of the gross assets
acquired in the test of the concentration of fair value. We think that the best approach
(because it is the least confusing) is to eliminate the reference to the presence of
goodwill altogether, as it is unnecessary. Failing that, we think this discussion may sit
better at the end of the section on the evaluation of the acquired process (after
paragraph B12C) or even in the Basis for Conclusions.

Finally, we note that the IASB’s proposals also do not include a modification to the
definition of a business in Appendix A of IFRS 3, and thus do not appear to be
consistent with the proposals in paragraph B7 of the ED in that the reference to lower
costs or other economic benefits has been retained in the definition. We are therefore
unsure as to whether this is a temporary situation or a deliberate choice for the future,
and if the latter, why this is the case.

The test of concentration of fair value

We welcome the introduction of a filter which we understand is a practical expedient
intended to eliminate unnecessary analysis in cases which are fairly straightforward
and in which the assessment of the existence of a business would lead to the same
conclusion.

We think that the proposed approach will work satisfactorily in simple cases. We
wonder, however, whether the criteria for making the judgment about what constitutes
a single identifiable asset are sufficiently clear: the description of the single identifiable
asset appears to fall somewhere between the “line items” of lAS 1 and the “asset
classes” of lAS 16 and lAS 38, since it includes in paragraph B11B the test of whether
items can in practice be readily separated or replaced and whether they would be
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accounted for as a single identifiable asset in a business combination. We are aware

that in the oil and gas production industry the accepted practice in specific

circumstances is to classify licences, expenditure on exploration, evaluation and

development assets and related property, plant and equipment together as Property,

Plant and Equipment.

The significance of acquired contracts

The role of acquired contracts in the various parts of the assessment process warrants

further clarification.

Paragraph B12C states that an acquired contract is not a substantive process in itself

but may provide access to an organised workforce and thus control over a substantive

process. Some interpret this to mean that only an acquired contract giving access to

an organised workforce can be taken into account in the assessment of the process.

This conclusion is supported by the arguments in paragraph 1E91 of Example F.

However, this would mean that, for example, an acquired contract which gives

unopposable access to an automated critical process would be ignored in the business

assessment, even if that process is one which would satisfy the criteria of B12B(a).

This would not always be the correct conclusion, in our view.

Paragraph Bi 1A of the concentration test states that the fair value of the acquired

gross assets includes, amongst other things, the fair value of an acquired contract. In

Example G the acquired supply contracts are taken into account in the assessment,
even if they are priced at the market price for the raw material and consequently have

nil fair value, since they provide access to input in the form of raw material. In our

view, it is correct to take these acquired contracts into account in the assessment of the

existence of inputs, in accordance with paragraph B7(a).

We think it would be helpful to clarify how contracts should be taken into account in the

fair value concentration test, and in each of the three parts of the business assessment

— input, substantive process and output. This could be done by a description in the

body of the application guidance and by clearer illustration in the illustrative examples.

Illustrative examples

We think that the examples are very useful aids to the understanding and the

application of the standard. However, although we recognize that it is not easy to

provide comprehensive fact patterns, there are some instances where more

information or explanation would be helpful.

As an illustration of this, in Example D it would help if an example of what additional

input (such as secure access to raw materials) would be required in order to change

the conclusion of the analysis, i.e. to determine that the set of activities and assets is a

business.
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We recognise that the Board may think that such detailed examples may become too

long for inclusion in the standard and suggest that if this is the case, they might be
used as educational material, provided that this is made available without undue delay.

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?

The Board has carried out its own analysis of the differences in wording and concluded
that there is no material risk of significant differences in practice emerging. In order for
stakeholders to comment on this area without undertaking substantial and duplicative
additional effort it would be helpful if the Board were to make available its analysis of
the differences in wording and a copy of the FASB’s proposals along with the IASB’s
ED.

We have therefore not analysed the alignment between the two proposals in detail.

We have however noted that the definition of a business in the FASB proposal (see
below) appears unchanged from the current definition in Appendix A of IFRS 3:

“805-10-55-3A A business is an integrated set of activities and assets that is capable of
being conducted and managed for the purpose of providing a return in the form of
dividends, lower costs, or other economic benefits directly to investors or other owners,
members, or participants. [To be considered a business, an integrated set must meet
the requirements in paragraphs 805-10-55-4 through 556 and 805-10-55-8 through 55-
9C.],,

As noted in our response to Question 1, the IASB has also not modified this definition
and we wonder whether this is an omission or is intentional.

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?

We agree with these amendments.
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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 requirement to apply the amendments to business combinations or

acquisitions of joint control with an acquisition date on or after the effective date

(prospective application) and with the possibility to apply to an earlier period.

* **


