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International Organization of Securities Commissions
Organisation intemationale des commissions de valeurs
Organiza~ao Internacional das Comissoes de Valores
Organizacion Intemacionai de Comisiones de Valores

3 l October ?016

International Accounting Standards Board
30 Cannon Street
London EC4M 6XH
United Kingdom

RE: IASB Exposure Draft —Definition of a Business and Accounting for Previously Held
Interests, Proposed amendments to IFRS 3 and IFRS ll

Our Ref. 20'16/JE/C 1 /IASB/2016/JE/C UTASB/96

Dear IASB Members:

The International Organization of Securities Commissions (IOSCO) Committee on Issuer
Accounting, Audit and Disclosure (Committee 1 or C 1) thanks you for the opportunity to
provide our comments regarding the International Accounting Standards Board (IASB or the
Board) Exposure Draft: Defi.nitiof~i of a ~3usiness and Accounting far ~'reviously Held

Interests, Proposed amenclm~erits to IFRS 3 cznd ZFRS 11 (thE Exposure DYaft or ED).

IOSCO is committed to promoting the integrity of international markets through promotion

of high quality accounting standards including rigorous application and enforcement.

~✓Iembers of Committee 1 seek to further IOSCO's mission. through thoughtful consideration
of accounting and disclosure concerns and pursuit of improved transparency of global

financial reporting. The comments we have provided herein reflect a general consensus

among the members of Committee 1 and are not intended to include all of the comments that

might be provided by individual securities regulator members on behalf of their respective

jurisdictions.

I. Definition of a Business —Amendments to IFRS 3

We welcome the proposed clarification of the guidance on the definition of a business with

the intent that it will help to determine whether an acquired set of activities and assets

constitutes a business. We support the IASB's initiative to clarify the existing guidance.
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We agree that a transaction should be accounted for as a business when, at a minimum, an

input and a substantive process together have the ability to contribute to the creation of

outputs. We also agree with the proposed amendments regarding the definition of outputs.

We believe that these amendments help to clarify and would have the effect of narrowing the

definition of a business. However, we have noted some aspects of the amendments where we

believe the IASB could improve its proposal. Several of our comments on the proposed fair

value screen relate primarily to whether this test would appropriately distinguish the

substance of the underlying transactions that are acquired businesses versus acquired assets.

Most of our other comments relate more to the operationality of the Board's proposal.

Fair Vc~le~e Se~•een

ThP Mnc~el

Although the definition of a business, as amended, reads as aprinciples-teased qualitative

definition, the concentration of fair value screen is a quantitative rule. As a result, members

believe it is possible that the quantitative screen will produce a financial reporting result for

some transactions that may be in conflict with the qualitative definition. of a business and thus

with the substance of the underlying transaction.

Members expressed concerns that the judgements needed to apply the proposed

model, both judgements about how to analyze a transaction under the model as well

as valuation judgements, are substantial given that management will be using these

judgements to determine how the transaction is recognized, versus solely how the

transaction is measured.

2. Members appreciate that the fair value screen is intended as an expedient to

determining whether an acquired bundle is an asset purchase, as is noted in paragraph

BC 19. However, members observe that in situations where there is more than one

asset acquired there is still a need to perform valuation work on the acquired bundle

regardless of whether the transaction is accounted for as a business or as an asset

purchase, which will tend to mitigate the reduction in cost and effort that the

expedient is intended to illicit.

Members believe the accounting that could result from applying the amendments to

certain transactions where there is low assembled value or low implied goodwill

might result in a perceived business being accounted for as an asset acquisition.

Members question whether, in these circumstances, the quantitative screen is

appropriate or whether, instead, the concept of concentration of fair value is better

dealt with as an indicator that an acquired bundle is an asset acquisition when

significantly all the fair value is concentrated in a single asset or group of similar

assets. This alternative approach to the fair value screen concept might allow for the
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use of judgement in the assessment of whether an acquired bundle satisfies the

qualitative definition of a business or is in substance an asset purchase. However, we

realize that changing the screen from a requirement to an indicator could open up

another series of questions about how and when to, and not to, heed the indicator.

4. As also noted in comment number seven, below, members think it would be usefizl for

the IASB to explain whether, in certain fact patterns, the amendments may result in

accounting that conflicts with the substance of the underlying transaction and whether

the Board. perceives this as a reduction in the quality of financial reporting. If the

Board has assessed the impact of the quantitative fair value screen and determined

there is no reduction in the quality of financial reporting, then members think the

Board should share, in the Basis for Conclusions, how t11e impact was assessed and

how the Board concluded that the quality of financial reporting would not be

diminished by the application of the proposed guidance.

Operationality

5. Members believe readers of the amended guidance may have difficulty identifying

whether a group of similar identifiable assets is present when considering acquired

intangible assets, as described in B 11 C (c).

Members understand the fair value screen requires an acquired bundle to

automatically be accounted for as an asset purchase if the fair value of the gross assets

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

However, if the fair value of the gross assets is not concentrated in a single

identifiable asset (or group of similar assets), then a further assessment is performed

applying the requirements of B 12A-B 12C.

B 11 C (c) explains that intangible assets in different classes shall not be combined into

a single asset or a group of similar assets, i.e., buying several intangible assets could

still be accounted for as a business if the transaction otherwise satisfies the guidance

for being accounted for as a business acquisition. Members find this area of the

guidance challenging to apply. It is not clear to members how to determine whether

all of the intangible assets belong to the same class or belong to different classes. The

"intangible" nature of these assets, combined with the fact that there are so many

different types of intangible assets, makes it a challenge to appropriately classify

them.

To further illustrate the concern, members note that in Example S (acquisition of a

drug candidate), the know-how, formula protocols, designs, and final-testing

procedures are considered "a single asset" (i.e., they all belong to the same class) and
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substantially all of the fair value of the gross assets acquired is concentrated in that

single asset and is therefore considered an asset purchase. In contrast, Example F

{license of distribution rights) considers the license to exclusively distribute Product

X and customer contracts to be in different classes of intangible assets (both have

significant fair value), and thus the acquired bundle is evaluated based on whether the

set of activities and assets include an input and a substantive process. Members read

both Example B and Example F as the acquisition of more than one intangible asset

with differing resulting conclusions: one groups the intangible assets into one asset

when applying the fair value screen, while in the other example the intangibles are

considered to be in different classes of intangible assets and therefore are not grouped

together in the application of the screen. Members do not see the distinction between

these two examples clearly enough to be able to understand the different resulting

outcomes. Members are concerned that if they were to attempt to answer the

accounting questions within these two examples without the benefit of the example

conclusions included in the draft, then they could easily reach different conclusions

than those indicated in the examples in the draft. Therefore, members suggest

clarifying the proposed guidance and adding more examples addressing this issue of

acquiring more than one intangible asset so that the concept articulated in the ED

would be clearly understood by readers and users of the standard, and as such will

lead to more consistent application of the guidance across entities.

Further, along these same lines, paragraph B 11 C provides guidance related to the

assessment of concentration of fair value which states that the following assets shall

not be combined into a single identifiable asset or considered a group of similar

identi#iable assets: (a) separately identifiable tangible and intangible assets and (b)

identifiable intangible assets in different intangible asset classes.

However, IAS 38, Intangible Assets, paragraphs 36 and 37 address the recognition of

intangible assets acquired in a business combination together with a related contract,

asset or liability, or the combining of tangible and intangible assets. We encourage the

Board to clarify the interrelationship between B11C and IAS 38.36 and 38.37, in

particular subparagraphs (a) and (c) of B 11 C. This is because the criteria set foT-th in

B 11 C, as written, seem to differ from the guidance included in IAS 38.

Members reconunend that the IASB clarify the guidance about which asset types

could or could not be grouped when assessing the concentration of fair value in

paragraphs B8A and B11C, as well as Examples H and I, which have similar fact

patterns with different conclusions.

7. The guidance in paragraph B 11 A regarding the treatment of liabilities would be more

useful if the IASB clarifies when, or in what types of circumstances, liabilities should

be considered in assessing the value of the bundle acquired. The reference in B 11 A to
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liabilities needs to be expanded so that members understand the point that the IASB

intended to make. Members observe that some of the context to this issue, as noted in

BC21, would be helpful to include in the guidance paragraphs of the standard.

Acquired Investment Property

$. Memhers observe that there may be unintended consequences of the draft amendment,

in particular, in the area of acquired investment property. Members observe that an

acquired group of investment properties accounted for under IAS 40 might be

determined under the proposed guidance to be either a business or a group of assets.

Members observe that the economies of scale of a large portfolio of like assets, such

as investment properties, may have the effect of distorting the accounting conclusions

reached from the application of the amended guidance. To illustrate, consider a

transaction in which a very large portfolio of similar investment properties is

acquired, those properties are considered a group of similar identifiable assets, and

the fair value of the investment properties is substantially all that is acquired due to

the very larger relative value of the portfolio. In this scenario, an otherwise

substantive process may not be relevant to the assessment of whether the acquired

bundle is a business or an asset acquisition because of its relatively small value as

compared to the total value of the acquired set. However, if a smaller portfolio were

acquired, with the same sized substantive process (e.g.; the rental and tenant screening

and billing process{es)) that might be needed to run any portfolio of investment

properties, large or small, then the fair value of the gross assets acquired may not be

concentrated in a group of similar assets and could be determined to be a business

based on an evaluation of whether the set of activities and assets include an input and

a substantive process. This is counterintuitive to members to have a small portfolio

be considered a business and a large portfolio be considered an asset acquisition. As

such, members recommend the Board consider this possible outcome and consider

revising or further explaining how portfolios of similar assets should be assessed

under the amended definition of a business so that the resulting accounting treats

sunilar transactions similarly.

Members also notice that the application of the proposed amendments may result in

more cases of "day one profit" arising from the revaluation of acquired investment

properties accounted for as an asset acquisition. The IFRS Interpretations Committee

recently discussed this accounting which results from the provisions of IAS 12.15(b)

which prohibit the recognition of a deferred tax liability at the initial recognition of an

asset acquisition. Prior to the acquisition, the acquired entity might have recobnized a

deferred tax liability as a result of previous revaluations of the investment property.

In cases where the consideration paid for the acquisition of the entity differs from the

value of the underlying investment properties acquired (i.e., the consideration was set
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based on the economic value of the entity that included the deferred tax) and a

deferred tax liability is not recognized irz light of IAS 12.15(b), the acquirer will

recognize a gain From the revaluation of the asset immediately after its initial

recognition. Members recommend the Board consider this implication of the

proposed guidance and consider whether anything more should be done to address the

accounting in these types of situations.

9. The resulting conclusions in Examples H and I, which are each acquisitions of

Investment Properties, are not intuitive to members. Example H groups the building

lease, an intangible, with the building when assessing whether a fair value

concentration exists. This seems to group the intangible lease with the tangible

building, which seems to contradict the guidance in paragraph B11C. We recommend

the Board clarify the analysis of these examples so that readers will be able to better

understand the subtleties of the application of the amended guidance in these example

fact patterns.

Elements of a Business

We welcome examples for illustrating the application of the proposed guidance. However,

we believe the examples would be more useful if they each included a more comprehensive

discussion about how the assumed fact-set in the example was analyzed under the proposed

amendments, considering each fact in the fact-set and how, if at all, it impacts the analysis in

reaching the conclusion put forth in each example. Members further note that some examples

illustrate the risk that the proposed amendments might result in accounting outcomes that

conflict with the substance of the transaction {E!:amples C and D, for example), while others

suggest that the application of the definition of a business is not sufficiently clear (Examples

A, D, H, and I). We have noted below several instances where members stniggle with the

guidance about identifying and analyzing different elements of a business and in some cases

we refer to illustrative examples that highlight members' concerns about how to apply the

guidance.

Workforce and Assets

10. Members believe that more guidance on what constitutes an organized workforce

would help readers better understand where to draw the line about what is part of the

acquired set.

As members considered the facts and analysis of Example D and Example E, they

contemplated whether the workforces were highly skilled and whether this factored

into the conclusions of these two examples. In Example D there is no notation about

the employees being highly skilled but they are referred to as an "organized

workforce." In contrast, Example E implies that the scientists' intellectual capacity
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(skills, laiowledge, or experience) leads to a conclusion that they embody an

undocumented significant process. Members suggest that the Board expand the

analysis of these examples to illustrate and explain the assessment of the workforces

in each of Example D and Example E so readers can better understand the guidance.

Members note that in paragraph BC24 the second sentence from the end describes

that "the intellectual capacity of an organized workforce" which has the intellectual

capacity to perform an undocumented process "is a process.'' Members find this logic

a bit confusing to grasp in conjunction with the specific guidance on organized

workforces and significant processes. We therefore suggest that the Board add more

discussion about this concept that a process can effectively be embedded within an

organized workforce that has a highly intellectual capacity relative to the nature of the

business being assessed, if that is the intention of what is described in BC24.

Members believe, in order for this concept to be applied consistently, that more

guidance should be provided about how one determines whether- a workforce is an

organized workforce that has the intellectual capacity to perform an ~indocumented

process and therefore is a process, and whether this type of process would

automatically be considered significant.

Additionally, in considering the facts in Example D, which is an acquisition of a

shuttered manufacturing facility, members find it hard to understand that if the

manufacturing plant has been truly shuttered (as opposed to shut for a few weeks

annual vacation or maintenance period), then how the acquired set "includes an

organized workforce" as noted in paragraph IE85. The example seems to suggest that

the workforce was not employed at the manufacturing plant at the time of the

acquisition yet was available to be hired directly by the acquirer. The treatment of

these en7ployees in this example causes members to wonder how acquiring elements

(employee workforce in this example) directly from a third party, versus acquiring

them as part of the transaction with the seller, of the shuttered plant in this case, is

considered an element of the acquired set to which IFRS 3 should be applied.

Members believe the Board should explain how the workforce in this example is

considered organized and how these employees, or other elements acquired or

accessed outside of the transaction between a buyer and a seller, should be considered

under the proposed guidance.

Members also consider whether in Example D there would likely be raw materials

acquired as part of the acquired set due to the nature of the set-up to the example;

namely, a manufacturing facility that contains machinery. Members believe the

example would be more informative if the potential existence of raw materials were

addressed in the example.
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i 1. Members believe more guidance and explanation is needed about whether contract

employees should be considered an input, an organized workforce, or a process, and

under what circumstances contract employees night constitute one or the other of

these key elements to a business assessment.

B 12C does not clarify, nor does BC 27, how to handle contract employees when

assessing whether an acquired bundle constitutes a business and it is unclear how

B 12C should be applied in the context of Example D, or similar fact patterns.

Members believe it would be helpful to expand on BC12 and provide more

description of the analysis done in Example D, and other relevant examples, about

how the concepts in B12C apply in this and similar fact patterns.

Members understand that contracted employees are often a mainstay for running

businesses in some prominent global industries, such as oil and gas, mining, biotech,

and pharmaceuticals. Increased guidance and examples) that illustrates the treatment

and analysis of such contracted employees and their related contracts are required to

ensure consistent understanding and application.

Members suggest the Board include explanation in the guidance of its intent with

regard to the following questions:

Should contract workers be considered an organized workforce or should the

contract be treated as an acquired contract that could be replaced?

Are these two questions mutually exclusive, meaning the contract employees

will always, or most likely, be either- an organized workforce, or, an acquired

contract, but not both?

In these situations would the contract employees always, sometimes, or never

be considered an acquired process, when and when not?

In order for the proposed guidance to be applied consistently across entities, members

believe readers need to understand how the Board would answer the above questions

because these are questions readers will need to consider as they apply the proposed

guidance to transactions involving contract workers.

Substantive Processes

Members struggle with some of the proposed guidance around whether acquired

processes are substantive. Although we agree with what the IASB is trying to achieve

with these amendments, several paragraphs (including those in B12A & B12B) are

difficult to understand. In this respect, members believe the related Basis for

Conclusions paz~agraphs better explain the accounting treatment and as such members
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suggest that the Board consider integrating parts of the Basis for Conclusions into the

text of the standard. For- instance, Basis paragraph BC 19 that discusses the

relationships between substantive processes and significant concentrations of fair

value in an asset or group of assets provides clarity that members think should be

included in the body of the standard or the application guidance.

12. Members read the phrase "usually, the fair value of a substantive process would be

more than insignificant" in the second to last paragraph of BC19 to infer that readers

are going to need to make a fair value assessment of processes acquired in order to

determine whether the processes are substantive, regardless of whether such processes

are recognized for accounting purposes.

However, BC28 indicates that the Board amended paragraph B 12 to "remove the

presumption that the presence of goodwill indicates that the acquired set of activities

and assets is a business.'" So, members are confused by the inference in the second to

last sentence in BC19 which seems to indicate that in at least some circumstances

readers will need to employ the same concept that the Board indicates in B 12 and

BC28 that it removed from the standard. Members recommend clarifying what is

meant by the guidance in B 12 in relation to what is said in BC 19 and suggest

clarifying how BC 19 is to be considered in practice and how the guidance in B 12

should be applied in practice.

13. With regard to assessing whether processes are substantive, members suggest moving

the details of Example 1, the idea of significant cost and delay if the processes were

to be replaced, to the body of B 12B.

14, In Example K, members wonder if there should be a more explicit indication that a

process is acquired and what that process represents beyond what is stated currently.

The current set-up in Example K links the processes with the ̀ `take-over of

employees of the Seller that manage the credit risk of the portfolio and the

relationships with the borrowers." In this phrase, the processes are implied to be part

of the bundle acquired and members think it would be clearer if this was stated

explicitly and addressed in the analysis part of this example.

Ou uts

1 S. Members note that in Example C (acquisition of a television station), IE82 states that

the set of activities and assets does not have outputs. However, according to B 12B,

what is relevant is whether the set of activities and assets has outputs at the

acquisition date, for example, if it generated revenue before the acquisition. It is not

clear from Example C whether the set of activities and assets acquired generated

revenue before the acquisition. Members believe it should be clarified whether the

9
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assertion that the set of activities and assets does not have outputs is an assumption m

the set-up of this example, and be stated as such, or instead is the application of the

entity's judgement, which should be stated and addressed in the analysis of this

example. If it is the application of judgement, then members suggest the IASB add

language to explain the basis for this judgement.

Convergence

Members think the IASB should clarify whether the IFRS and FASB amended guidance and

examples are intended to produce similar or different results and why, if the words in the

guidance and examples will differ. Members believe it may be necessary to modify some of

the words in order to minimize differences from the application of the two standard setters'

guidance. Members believe the intention is for the two standards to be converged, and

therefore encourage the IASB to cooperate with the FASB to maintain convergence after the

amendments.

Transition

With regard to transition, members agree with the proposal that the arnendrnents to IFRS 3

should be applied retrospectively on an optional basis.

II. Accounting for Previously Held Interests — Amendments to IFRS 11

We support the proposal to clarify the accounting for previously held interests in a joint

operation when an entity obtains control over that joint operation. We have one comment, as

noted below.

Paragraph 42 states that obtaining control of a business that is a joint operation is a business

combination achieved in stages and therefore the acquirer shall apply the requirements for' a

business combination achieved in stages. BC3 clarifies that the application of the

requirements for a business combination achieved in stages includes remeasuring previously

held interests in the assets and liabilities of the joint operation to fair value. We suggest the

IASB move this clarification from the Basis for Conclusions to the standard itself, as it comes

across as a rec~uireinent. In addition, the Basis for Conclusions could clarify that in such a

remeasurement the fair value of assets and liabilities recognized represents the respective

share of the fair value of assets and liabilities as measured in the purchase price allocation

(IFRS3.18).

Members also note that the IFRS Interpretations Committee is aware of other cun~ent practice

questions about changes in ownership of entities in which there is a previously held interest

10



'7'•~r~'

,:~.

t. ~` -

International Organization of Securities Commissions
Organisation intemationale des commissions de valeurs
Organiza~ao Intemacional das Comissoes de Valores
Organization Intemacional de Comisiones de Valores

with respect to whether remeasurement is required. We would support progress in the

Board's work to address these other practice issues.

With regard to transition, members agree with the proposal that the amendments to IFRS 11

should be applied retrospectively on an optional basis.

We appreciate your thoughtful consideration of the comments raised in this letter. If you

have any questions or need additional information on the recommendations and commezats

that we have provided, please do not hesitate to contact me at 202-551-5300.

Sincerely,

~~
Julie A. Erhardt
Chair
Committee on issuer Accounting, Audit and Disclosure

International Organization of Securities Commissions
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