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31 October 2016 

 

International Accounting Standards Board 

30 Cannon Street 

London  

EC4M 6XH 

United Kingdom 

Email: CommentLetters@ifrs.org 

 

 

Dear Sir/Madam 

 

FRSC SUBMISSION ON INVITATION TO COMMENT ON ED/2016/1 – DEFINITION 

OF A BUSINESS AND ACCOUNTING FOR PREVIOUSLY HELD INTERESTS  

  

In response to your invitation to comment on ED/2016/1 Definition of a Business and 

Accounting for Previously Held Interests, attached is the comment letter of the Financial 

Reporting Standards Council (FRSC) of South Africa based on the input of its Financial 

Reporting Technical Committee (FRTC). This comment letter is a result of FRTC deliberations, 

including representation from public accounting, professional bodies, members in business, 

academics, standard-setting bodies, regulators, government, and users, and the review of the 

FRTC.  

 

We are grateful for the opportunity to provide comments on this document. Please do not hesitate 

to contact us should you wish to discuss any of our comments. 

 

Yours faithfully, 

 

 

 
 

Suresh Kana          

Chairman of the FRSC 
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ED/2016/1 – DEFINTION OF A BUSINESS AND ACCOUNTING 

FOR PREVIOUSLY HELD INTERESTS 
 
We welcome the Boards project to distinguish between business and asset acquisitions. The need 

for this distinction is driven by the different treatment applied to business and asset acquisitions. 

In addition we welcome the Boards project to address previously held interest in a joint operation 

as this will aid in eliminating diversity in practice. Therefore guidance in these areas is useful to 

preparers. 

 

Q1. Guidance on the definition of a business 

Do you agree with the 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 a set of activities and assets is 

not a business? Why or why not? If not, what alternative(s) do you propose and why? 

While we agree that the amendments will help achieve consistency in classifying transactions as 

a business combination or asset acquisition, we have a number of comments on the factors 

included in the ED. Our comments focus on the following areas. 

i. Concentration of fair value 

ii. Similar identifiable assets 

iii. Alignment with IFRS 3 

iv. Acquired set of activities on assets with or without outputs 

v. Acquired set of activities with outputs 

vi. Other comments 

i. Concentration of fair value 

B11A focuses on whether a transaction comprises the purchase of a single asset or group of 

assets, and concludes that a concentration of fair value in a single asset or group of similar assets 

is not a business. We do not believe this will be true in all circumstances. For example an 

acquisition of a debtor’s book with a collection process may be considered a business under the 

current requirements in IFRS 3 as the acquiree has inputs and processes which are used to 

generate outputs. Applying the proposed amendments, the acquiree will only be considered a 

business if the collection process/ workforce has a fair value that is significant in relation to the 

debtor’s book. If not, the fair value will be concentrated in a group of similar assets. 
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 Although the fair value of the collection process may not be significant in relation to the 

debtor’s book, the operation (which is managed as a business prior to acquisition) should not 

change its nature to an asset acquisition.  

Further to this, we are concerned that certain acquisitions that should be regarded as businesses 

would not be business as identified below: 

 A service entity producing a single service as most of the value would be concentrated in the 

assembled workforce. This would therefore not be regarded as a business under B11A.  

 Acquisition of two identical activities and assets consisting of the same operations, buildings, 

acquired organised workforce and processes, the only difference is the fair value of the 

property it is situated on. Assume for instance that the fair value of the second property is 

significantly higher than the first as such the fair value of the second property is substantially 

all of the fair value of the gross assets acquired and is therefore concentrated in a single asset. 

Based on this, the second scenario would not meet the requirements of B11A to B11C as 

explained in more detail below:  

1. An entity purchases a shopping mall that is fully leased. The acquired set of activities and 

assets includes, the land, buildings, leases, employees responsible leasing and tenant 

management. The shopping mall is situated in an area with moderate property prices, the 

fair value of the purchase can be attributed to both the identifiable and not identifiable 

assets. In this scenario the purchase would meet the criteria included in paragraph B11A to 

B11C. 

2. Assume the same facts as example 1, however the shopping mall is situated in an area 

where property is purchased at a premium, when determining whether substantially all the 

fair value of the gross assets acquired is concentrated in a single identifiable asset, the 

purchase of the land and building would be substantially all the fair value of the acquired 

assets, even though the fair value of gross assets purchased includes, contracts, processes 

and an organised workforce. Therefore the purchase would not meet the criteria of B11A to 

B11C. 

We note also that the illustrative examples only refer to an assembled workforce as an example 

of a non-identifiable asset, we request that the board include other examples.  

ii. Similar identifiable assets 

B11A also applies to groups of similar assets identifiable assets we ask that the board clarify the 

factors that would result in a group assets being classified as similar. This may include 

geographic location, risk profile, customer base, amongst others.  
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This comment is relevant to Example A regarding the acquisition of single-family homes in 

IE74. The example concludes that a group of 10 single-family homes is a group of similar assets 

as they are similar in nature. We question whether this conclusion is appropriate if the homes are 

in separate geographic locations (for example, different regions, cities or countries). By contrast, 

if the properties were shopping malls in different areas of a city, and they had different tenants or 

customer profiles, they could be considered similar in nature (shopping malls) and geographic 

location (city), but have different risk profiles.  

We recommend the following be included within the definitions or as guidance: 

Similar identifiable assets, would include assets that are based on similar risk profiles, 

geographic locations or nature. For example an investment portfolio with similar risk profiles, 

freestanding houses based in the same location and block of apartments consisting of simplex 

units. 

Group of assets, consist of assets both identifiable and not identifiable, which may or may not be 

recognised in terms of IFRS. These assets will be taken into account when determining whether 

the fair value of the gross assets acquired is concentrated in a single identifiable asset.   

iii. Alignment with IFRS 3 

IFRS 3-B7 notes that, because an assembled workforce is not an identifiable asset, any value 

attributable to it is subsumed into goodwill. This is also the case for other items that are 

subsumed into goodwill.  

Paragraph B11A of the ED notes that the fair value of the gross assets acquired includes the fair 

value of any acquired input, contract, process, workforce and any other intangible asset that is 

not identifiable. Therefore, in order to establish whether an entity is a business, an acquirer may 

need to perform a valuation of an assembled workforce and acquired processes, which may not 

be recognised as assets and be fair valued in terms of IFRS 3.  This seems to be an onerous 

requirement as it would result in entities fair valuing such assets, to prove existence of goodwill, 

and then subsuming this amount into the overall goodwill calculation if a business is identified. 

This would essentially require entities to perform a purchase price allocation to establish a single 

asset acquisition or not.  

iv. Acquired set of activities of assets with or without outputs 

B12A states that a set of activities or assets with no outputs may only be classified as a business 

if it includes an organised workforce with particular characteristics. Additional examples should 

be included to demonstrate the principles of why an organised workforce is necessary to a 

process and how this principle will be affected by automated processes where there is no need to 

have an organised workforce. We ask that the Board considers the impact of automated 
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processes in making this assessment, for example, a manufacturing facility that is fully 

automated and only requires administrative personnel.  

We also draw your attention to Example D paragraphs IE83 and IE85.  In this example, a 

manufacturing facility is purchased along with employees (temporarily closed). The example 

concluded that the facility does not constitute a business because it does not include other 

acquired inputs. Some respondents question whether the addition of an input (for example raw 

materials or work-in-progress), which the workforce that could be convert to outputs, would 

change the nature of the acquisition. If the addition of an input, such as raw materials, could 

result in the facility being classified as a business, we are concerned that there are structuring 

opportunities to change the nature of the acquisition by including or excluding certain items from 

the transaction.  B12B provides guidance for a set of activities and assets that has outputs. 

B12B(a) permits a set of activities or assets to be classified as a business, where it has a unique 

or costly process,  even in the absence of a assembled workforce. It is unclear why this criterion 

should apply where the acquiree has outputs. For example, an entity may purchase a mine that is 

on a care and maintenance, without acquiring a workforce. Although not currently producing 

outputs, the acquisition includes unique technical know-how, mining methodologies, plans and 

production processes to generate outputs. We request clarity on why this would not constitute a 

business. 

This compares to the acquisition in Example G paragraphs IE92-94, where the acquiree seems to 

have current outputs (although this is not clear from the facts in IE92), but no acquired 

workforce, and meets the definition of a business. It is not clear why the acquisition described 

above should be classified differently, when the only difference is that one has current outputs 

and the other doesn’t, but the substance of what is acquired is not substantially different. 

v. Other comments 

Use of consistent terminology. The exposure draft refers to an organised workforce while IFRS 3 

refers to an assembled workforce, we suggest that the final amendments use consistent 

terminology. 

In addition to the examples included in the ED, we suggest additional examples be included to 

demonstrate the principles of:  

 Paragraph B12B (a), focusing on what would constitute a unique or scarce process that 

cannot be replaced without significant cost; 

 The purchase of assets or a set of activities that at acquisition date does not have outputs; 

 Additional examples that do not focus on an organised workforce, as most examples 

included in the illustrative examples focus on an organised workforce.   
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Furthermore, the respondents highlighted that the principles contained in the ED were only made 

clear when reading them in conjunction with the illustrative examples. We recommend the Board 

include additional guidance within the standard, such as the guidance mentioned in iii above.  

Q2.  Do you have any comments regarding the differences in proposals, including any 

differences in practice that could emerge as a result of the different wording? 

 

As IFRS users, we do not have any comments regarding the differences in proposals. 

 

Q3. 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?  

 

The general view expressed by the respondents is that the guidance is consistent with other 

principles included within IFRS. However, we suggest a few changes for clarity.  

 

With reference to IFRS 3 paragraph 42A, we would like to suggest this paragraph be 

reworded to read, “obtaining control of a business that is was a joint operation prior to 

obtaining control (as defined in IFRS 11 Joint Arrangements) for which the acquirer held an 

interest in its assets and liabilities immediately before the acquisition date (either as a joint 

operation or as a party to a joint arrangement as defined in IFRS 11) is a business 

combination achieved in stages. Therefore, the acquirer shall apply the requirements for a 

business combination achieved in stages, including remeasuring previously held interests in 

the joint operation in the manner described in paragraph 42. As this encapsulates that true 

essence of the transaction.  

 

 

Q4. 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? 
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We agree with the proposed transition requirements proposed by the IASB due to practical 

considerations and the avoidance of the risk of using hindsight to determine whether a 

transaction was in fact a business combination. 


