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Dear Board Members, 
 
Invitation to comment – Exposure Draft ED/2016/1 – Definition of a Business and 

Accounting for Previously Held Interests (Proposed amendments to IFRS 3 and IFRS 11) 
 

Ernst & Young Global Limited, the central coordinating entity of the global EY organisation, 
welcomes the opportunity to offer its comments on the Exposure Draft ED/2016/1 – 
Definition of a Business and Accounting for Previously Held Interests (Proposed amendments 
to IFRS 3 and IFRS 11). 
 
We broadly agree with the proposed amendments to IFRS 3 and IFRS 11 as proposed in the 
exposure draft (ED). We have noted any specific comments we have in the Appendix to this 
letter. 
 
Should you wish to discuss the contents of this letter with us, please contact Leo van der Tas 
on +44 (0)20 7951 3152. 

 
Yours faithfully 
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Appendix 
 

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? 

 
We generally agree with the proposed amendments to IFRS 3, to clarify the definition of a business.  
 
We have, however, the following points to note on specific paragraphs. 
 
Definition of a business (application of paragraph 3) – paragraphs B7 – B11 
 
Paragraph B7(c) 
 
 Output 

 
The proposed definition of output in paragraph B7(c) refers to the provision of goods or services 
to customers. Paragraph BC17 then explains that an entity could acquire a supplier and 
subsequently internally consume all of the output, such that the supplier no longer generates 
revenue after the transaction, and this transaction could still qualify as an acquisition of a 
business. We suggest clarifying, in B7(c), that this assessment is made from the perspective of a 
market participant and that the output does not have to be sold, either internally or externally in 
order for the definition of a business to be met, provided the other elements are present.  
 

 Definition of a business 

The definition of a business in Appendix A of IFRS 3 remains unchanged despite the suggested 
amendments to paragraph B7(c), and the concerns raised in BC15 about the broad description of 
returns (in the context of outputs). We suggest that the definition of a business in Appendix A is 
amended to be consistent with those changes to paragraph B7(c). 

 
 
Paragraph B8 
 
In order for the wording to be consistent with paragraph B7, we suggest that paragraph B8 is re-worded 
to state ‘To be capable of being conducted and managed for the purposes defined, an integrated set of 
activities and assets requires two essential elements – inputs and processes applied to those inputs, 
which together create or have the ability to create contribute to the creation of outputs.’ 
 
Paragraph B8A 
 



3 

 

 

We would suggest moving this paragraph to the section of the standard that deals with the 
assessment of the concentration of fair value (paragraph B11A-C). We believe that this would improve 
the logical flow of the proposed amendments as the concepts are closely linked. 
 
We agree with the basic concept that, if substantially all the fair value of the gross assets (see 
comments on gross assets under B11A) is concentrated in a single asset or a group of similar assets 
(see our comments on similar assets under paragraph B11C), then it is unlikely that a business has 
been acquired. In addition, we believe that, in most cases, applying the principles in B12A and B12B 
would support the conclusion drawn by applying the fair value concentration screening test. We 
suggest however that the link between these paragraphs is explained further in the Basis for 
Conclusions.   

     
As a general point, we think the IASB should consider exploring the conceptual difference between 
accounting for an acquisition of an asset versus the acquisition of a business. It is possible that similar 
transactions will give you a completely different accounting outcome depending on whether they meet 
the definition of a business or not, and the resulting accounting may not reflect the reality of the 
transaction. We believe that this is a broader conceptual issue than whether or not the definition of a 
business is appropriate. We note that the FASB will be investigating this issue in the third phase of 
their project on the definition of a business. We would encourage the Board to consider working 
alongside the FASB on this issue, to ensure continued convergence of the standards.  
 
Assessment of concentration of fair value – paragraphs B11A – B11C 
 
We note that the word ‘assessment’ in the title to this section in the ED needs another ‘s’. 
 
Paragraph B11A 
 
We suggest that the first sentence of this paragraph is amended to state that ‘[A] transaction is not a 
business combination if the transaction is primarily a purchase of a single asset or group of similar 
assets […]’, in order to be consistent with the rest of the paragraph. 
 
The concept of gross assets in the context of the definition of a business is a new one and we support 
the guidance provided in paragraph B11A. We believe that in practice, gross assets will be determined 
most commonly by working from the starting point of the consideration paid, as suggested in the last 
sentence of paragraph B11A. However, in some cases, the consideration paid may not be the most 
appropriate starting point for calculating the gross assets, for example, there may have been a 
significant bargain purchase component to the transaction, and using this figure as a starting point for 
the calculation of the gross assets may not accurately reflect the fair value of the gross assets. We 
suggest the Board reconsider whether the screening test is sufficiently conclusive in the case of a 
bargain purchase, or whether further analysis needs to be done. 
 
Paragraph B11B 
 
We recommend that the Board clarify whether right of use assets and other intangible assets may be 
combined with a tangible asset to which they relate, and therefore treated as a single asset for the 
purposes of the screening test. For example, an acquirer of a building commonly also acquires a 
ground lease on the land (i.e., the acquirer owns the building but leases the land). Although the land 
and building are attached and could not be used separately without incurring significant cost or 
significantly diminishing the utility or fair value of either asset, we do not believe that they could be 
combined using the guidance in the Draft if the right of use asset (on the land) is considered an 
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intangible asset. A similar situation may arise when evaluating whether an acquisition of a pipeline and 
the easements required to operate the pipeline meet the proposed requirements. 

 
Paragraph B11C 

 
Some entities may group assets for reporting purposes in the same major asset class, even though the 
individual assets may have different risk, economic or other characteristics. Paragraph B11C(c), for 
example, indicates that intangible assets in different major intangible asset classes may not be 
combined or be considered a group of similar assets, therefore suggesting that assets within the same 
major intangible asset class could be considered similar. Is this the conclusion the Board intended? As 
an example, an oil and gas entity may conclude that proved and unproved mineral interests are similar 
because they are included in the balance sheet in the same major asset class. However, they may not 
be similar at all, because they have different risks and impairment models. This may mean that some 
acquisitions will fail the fair value screening test, if the fair value is concentrated in that one asset class. 
We believe it would be helpful if the guidance stated whether tangible or intangible assets within the 
same major asset class would be considered similar for the purposes of this analysis or whether an entity 
should further evaluate the nature, risks and characteristics of assets within the same asset class to 
determine whether they are indeed similar. 
 
Evaluating whether an acquired process is substantive – paragraphs B12 – B12C 
 
Paragraph B12A 
 
 Workforce – process or input? 

 
It is not clear to us what is meant by the concept of an ‘organised workforce’. We think some 
clarity around this concept would be useful. Further, paragraph B7(b) indicates that the 
intellectual capacity of an organised workforce may be considered a process. Paragraph B12A 
states that an organised workforce is an input. We recommend that the Board clarify the 
manner in which an organised workforce is considered pursuant to the proposed amendments.   

 
 Definition of a substantive process 

 
We believe that the proposed guidance on determining whether an acquired process is 
substantive lacks sufficient clarity. While we agree that defining a substantive process across 
all entities may be difficult (BC22), we think that further guidance around what are typical 
characteristics of a substantive process would be useful. Further, we note that paragraph 
B12A (set does not have outputs) requires an acquired substantive process to be critical to 
the ability to develop or convert another acquired input/inputs into outputs. That assumes 
that some substantive processes may be not critical, yet still substantive? We suggest that the 
Board clarify the difference between substantive processes and critical substantive processes.  

 
Paragraph B12B 
 
We note that paragraph B12B does not refer to a substantive process at all. This is inconsistent with 
paragraphs 12A and 12C and adds to the confusion around which processes are considered 
substantive or not. 
 
Paragraph B12C 
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It is unclear whether the context of this requirement is control over the in-substance workforce 
(meaning, an ability to direct their activities through contract or otherwise), or control over another 
acquired process that the outsourcing arrangement provides. It is also not clear how one would evaluate 
duration and renewal terms of the contract in the context of evaluating whether the organised 
workforce performs a substantive process that the entity controls. Alternatively, when evaluating 
whether a contract represents an in-substance organised workforce, would one be required to evaluate 
the terms of the arrangement to understand whether they have power or control to direct the activities 
or decision making relative to the service being provided? It may be more helpful to include some 
illustrative examples supporting what is meant by the term ‘control’ in this context. 
 
Illustrative examples 
 
Example C – We find it difficult to understand why a television station would not have outputs? 
 
Example D – We do not understand what inputs are missing in this example to make it fail the definition 
of a business. We also do not understand whether the purchase of the manufacturing facility and the 
employees are a single transaction, or two separate transactions. Further, we do not understand the 
significance of the fact that the manufacturing facility is temporarily closed down. We find the 
conclusion in this example to be counter-intuitive to the proposals. We do not believe that it adds any 
further understanding or guidance and suggest that it is removed or revised. 
 
Example K – when reading this example, it appears that the fact pattern is more of the nature of a 
‘run-off’ scenario, and no new business is being created. We would not think that collecting amounts 
owed is necessarily an output, therefore we would question the conclusion that the acquisition is a 
business. However, the fact that the full workforce has been taken over from Seller and that we are 
told that the purchase price is significantly higher than the estimated fair value of the portfolio, leads 
us to question whether there are other facts in the example which need to be further explained, to 
support the conclusion that the acquisition is 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? 

 
We have no comments on this question. The FASB are currently finalising their amendments based on 
the comments they received on their ED, and their thinking may have evolved. We have taken account 
of this ongoing process in providing our comments in this letter. 
 
 

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: 
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(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 generally agree with the proposed addition of paragraph 42A in IFRS 3 and the proposed 
amendment to paragraph B33C of IFRS 11. We have some points to note below. 
 
 
IFRS 11.B33C 
 

The paragraph refers to ‘a party that participates in but does not have joint control’. We think that it 
would be helpful to clarify that such a party would need to have rights to the assets and obligations for 
the liabilities of the joint operation. This would mean that the party applied IFRS 11 accounting prior 
to acquiring the additional interest in the joint operation, and therefore the argument in BC2 that 
there is no change to the method of accounting would be more correct.  

 
IFRS 3.BC2 and IFRS 11.BC2 
 
In IFRS 11.BC2, the Board states that remeasurement of previously held interests is not appropriate 
because (inter alia) the method of accounting is the same before and after the transaction (please also 
refer to our point on IFRS 11.33C below). IFRS 3.BC2 states however that remeasurement of 
previously held interests is required when obtaining control over a joint operation because of the 
‘significant change in the nature of, and economic circumstances surrounding, any interests in the 
joint operation.’ It does not address whether a change in the method of accounting is relevant or not. 
In the case of a joint operation that is not structured through a separate vehicle, a 50% share of an 
asset (under joint control) could arguably be accounted for in the same manner as a 100% share of the 
same asset, once control had been obtained. If the method of accounting has not changed, some could 
argue that remeasurement of previously held interests is not required, applying the logic in IFRS 
11.BC2. On the other hand, some consider that when a party to a joint operation obtains joint control, 
this represents a significant economic event, even though the accounting by the party to the joint 
operation remains the same when moving to joint operator status, and therefore remeasurement of 
previously held interests by the party is required. We suggest therefore that the conceptual basis for 
remeasurement or not of previously held interests is further considered by the Board, in the context 
of all the different permutations of changes in ownership, to ensure that it is clear whether 
remeasurement of previously held interests is based upon the significance of the economic event or 
the change in the method of accounting. 
 
 

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

 
We agree with the proposed transition requirements in IFRS 3 and IFRS 11 based on cost-benefit 
considerations. Retrospective application of amendments would mean that the entity would need to 
determine the fair value of previously held interests and gross assets acquired in the past which may 
require undue cost and effort. In addition, we agree with the Board’s view in BC 32 that such 
retrospective measurements under amended IFRS 3 may involve the use of hindsight. 
 
Proposed paragraph 64N currently refers only to ‘business combinations’. We note however that the 
definition of a business in IFRS 3 is applied in some circumstances that are not business combinations 
as contemplated by IFRS 3, for example losing control over a business (following the issuance of Sale 
or Contribution of Assets between an Investor and its Associate or Joint Venture (Amendments to IFRS 
10 and IAS 28). Our concern is that it may not be obvious to those that had previously applied the 
definition of a business in IFRS 3 outside of typical business combinations scenarios, to apply the 
amendments prospectively, and they may consider that it is necessary to apply the revised definition 
of a business retrospectively. Further, the concept of a business is used in other areas of IFRS, such as 
IFRS 8 – it is not clear to us whether the amendments would apply to those areas too. We would 
suggest that the Board clarify this point in the Basis for Conclusions. 
 
 
 


