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31 October 2016 

 

 

International Accounting Standards Board 

30 Cannon Street, London EC4M 6XH  

United Kingdom 

 

 

Dear Sir or Madam: 

 

The Korea Accounting Standards Board (KASB) sends its comments on the Exposure Draft: 

Definition of a Business and Accounting for Previously Held Interests (Proposed 

Amendments to IFRS 3 and IFRS 11) 

 

The enclosed comments represent official positions of the KASB after extensive due 

process and deliberation. 

 

Please do not hesitate to contact us if you have any questions regarding our comments. You 

may direct your inquiries either to me (jjang@kasb.or.kr) or to Ms. Seung-Hee Song 

(seung-hee.song@kasb.or.kr), Technical Manager of the KASB. 

 

Best regards, 

 

Jee In Jang 

Chair, Korea Accounting Standards Board 

 

Cc: Se-Hwan Park, Senior Director, Korea Accounting Standards Board 

Jae-Ho Kim, Director, Korea Accounting Standards Board 
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We are pleased to comment on the Exposure Draft: Definition of a Business and Accounting for 

Previously Held Interests (Proposed Amendments to IFRS 3 and IFRS 11). Our comments 

include views from a public hearing and responses collected from the various associations. 

We finalized the comment letter through the due process established in the KASB. 

 

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

(Proposed Amendments to IFRS 3 and IFRS 11) 

 

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 (ie 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? 

[KASB’s comment] 

1. Limitation exists in the assessment of fair value. 

 The IASB ED paragraph B11A addresses that the fair value of the gross assets 

acquired includes the fair value of ‘process, workforce and any other intangible 

asset that is not identifiable’. 

<To use the consideration as a surrogate measure of the fair value of the gross assets 

acquired> 

 In practice, measuring the True Fair Value of process would not be a simple 

requirement and the Consideration could be used as a surrogate measure of the fair 

value. 

 In the phase of screening test, transactions can be judged as below when entities use 

the Consideration as a surrogate measure of the fair value. (For analytic convenience, 

we assume that the set of activities and assets includes a single tangible asset which 

has significant value and a single process.) 
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Judgment  

The truth  
Acquisition of a Business Acquisition of Assets 

Acquisition of a Business - Error A2) 

Acquisition of Assets Error B1) - 

- 1) To judge a transaction as an Acquisition of a Business although it is an 

Acquisition of Assets in truth (Error B) 

A surrogate measure of the fair value (i.e., Consideration) will be calculated too 

highly than True Fair Value of the gross assets when acquirers overpay for an 

acquiree. Consequently, the entity may conclude erroneously that substantially all 

of the fair value of the gross assets acquired is not concentrated in a single 

identifiable asset. (i.e., the value of process is calculated too highly although it is 

low)  

There is the judgmental error arising from the screening test in this case. However, 

there will be no accounting errors if the entity judges that the acquired process is 

not substantive in the second phase of the mechanism. 

- 2) To judge a transaction as an Acquisition of Assets although it is an 

Acquisition of a Business in truth (Error A) 

A surrogate measure of the fair value (i.e., Consideration) will be calculated too 

lowly than True Fair Value of the gross assets when acquirers underpay for an 

acquiree. Consequently, the entity may conclude erroneously that substantially all 

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

asset. (i.e., the value of process is calculated as null value although it is high) 

In this case, accounting errors may occur because it is impossible to correct 

the judgmental error in the second phase of the mechanism subsequently. 

 As mentioned above, although the risk of accounting errors exists, the IASB addresses 

obscurely that using the Consideration ‘may be’ a method to measure the True Fair 

Value for assessment of concentration of fair value in the ED. 

B11A    … The fair value of the gross assets acquired may be determined by adding the fair value of 

the liabilities assumed to the fair value of the consideration paid (plus the fair value of any 

non-controlling interest and previously held interest, if any). 

B12    When evaluating whether a set of activities and assets includes a substantive process, the 

presence of more than an insignificant amount of goodwill may be an indicator that an 
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acquired process is substantive and the set of activities and assets is a business. However, a 

business need not have goodwill. … 

- The above sentences which use the expression ‘may be’ give entities the option to 

choose between methods so that they can use the Consideration to measure fair 

value. In other words, if entities use the Consideration to measure fair value 

according to paragraph B11A of the ED with a view to mitigating practical 

burden, it may lead to fallibility of accounting. 

<To measure the fair value of the gross assets acquired> 

 Meanwhile, (for the reason that the fallibility of accounting is highly likely to occur) 

an entity which believes the Consideration cannot be used as a surrogate measure of 

the fair value has to measure the True Fair Value for assessment of concentration of 

fair value in a manner that is unconnected to the Consideration. This entity is 

supposed to evaluate each of the factors in the set acquired by identifying each of 

them for the successful assessment as set out in the ED. In this case, the practical 

burden will be increased due to elaborative measuring. Worst of all, the 

fallibility of accounting still exists as below because the ED does not particularly 

consider the case in which the fair value of a substantive process or an organized 

workforce, etc. is calculated lowly even when entities measure the True Fair 

Value. 

Judgment  

The truth  
Acquisition of a Business Acquisition of Assets 

Acquisition of a Business - Error A 

Acquisition of Assets - - 

- Furthermore, the ‘step process’ (the screening test and then the review for 

substantive process) in the ED would become meaningless because the entity can 

measure the True Fair Value only after identifying the factors in the set acquired 

with precision. In other words, considering the definition that a set must include 

an input and a substantive process that together have the ability to contribute to 

the creation of outputs if an integrated set of activities and assets constitutes a 

business, the screening test already requires a detailed analysis of such inputs 

or processes. It means that the step process is likely to be integrated into a 

single process. 
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 Consequently, introducing the screening test would result in a dilemma over The 

Conflict between Practical Burden and Fallibility, and at the same time, would 

not be able to completely prevent the fallibility of accounting even if entities 

measure the True Fair Value despite the practical burden. For these limitations, 

the screening test is an ineffective procedure for judging whether the set 

acquired is a business or not. 

 

2. The diagram in paragraph B8A summarises the assessment process set out in 

paragraphs B11A~B12C. We suggest a more detailed diagram as below. 

 

 

3. Obscurity exists for judging ‘a group of similar assets’ 

 Additional guidance and examples are needed for judging ‘similar assets’ 
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- Paragraph B11C⒞ addresses that identifiable intangible assets in different 

intangible asset classes shall not be considered a group of similar identifiable 

assets and suggests examples including customer-related intangibles and in-

process research and development, et cetera. 

B11C    In addition, for the test in paragraph B11A, the following assets shall not be combined into 

a single identifiable asset or considered a group of similar identifiable assets: 

… 

⒞ identifiable intangible assets in different intangible asset classes (for example, 

customer-related intangibles, trade marks, and in-process research and development); 

… 

- This paragraph could be interpreted as that intangible assets in the same 

intangible asset classes must be treated as similar assets even though these 

intangible assets are various customer-related intangibles or in-process research 

and development which are clearly different from one another. 

 

4. The conditions suggested in the Illustrative Examples need to be clearer and the 

differences among the examples should be highlighted. 

 In Example 4, in particular, under a temporary closed-down, the set acquired is not 

viewed as a business because another acquired input that the workforce could develop 

or convert into outputs is not included in the set (the set does not have outputs, judged 

by paragraph 12A). 

- However, this example seems to conflict with the intuitive conclusion on the 

definition of business. In particular, if an entity purchases both a workforce having 

the significant manufacturing skills and the manufacturing facility without another 

input, but if another input can be supplied easily, the purchaser could produce 

outputs easily. 

- Compared to the above example, the in-process R&D exists in Example 5. 

Considering the industrial differences, it seems that the entity in Example 4 could 

produce outputs reasonably (In other words, the differences between Examples 4 

and 5 are not clear). 
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 In Example 4, to make the ED’s intention clearer, it needs to provide additional 

guidance about what kinds of inputs are required in order for it to become a business 

and to explain about the nature of business compared to Example 5. 

 

 

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? 

[KASB’s comment] 

1. In the main phase after the screening test, ‘Organised Workforce’ is an important 

concept in judging whether an acquired set is a business. If the set has outputs and at the 

same time includes an organised workforce, the set is therefore a business. If the set does 

not have outputs, the set can be a business only when there exists an organised workforce. 

 In the ED’s Application guidance, paragraphs B7, B12A, B12B, and B12C refer to 

organised workforce. 

- In the ED’s Illustrative examples, paragraphs IE83(Example D), IE88(Example E), 

IE101(Example I), and IE107(Example K) conclude that the set acquired includes 

an organised workforce. 

 Even though ‘Organised Workforce’ is of paramount importance in the definition of a 

business, it is merely described like a general term without a separate definition. 

- The FASB’s ED, using a separate paragraph as below, notes that ‘Organised 

Workforce’ is an important concept and addresses its correlation with the acquired 

contract. 

805-10-55-5D  For purposes of the analysis in paragraphs 805-10-55-5A through 55-5B
*1

, an 

organized workforce could consist of employees and/or certain contractual 

arrangements that take  the place of employees (for example, a property or 

asset management contract). An entity should consider whether the service 

provided through a contractual arrangement performs an acquired process (or 
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group of processes) that is critical to the ability to create outputs when applied to 

another acquired input or inputs or if the contractual arrangement is an acquired 

input. 

*1 paragraphs 805-10-55-5A through 55-5B : guidance for identifying whether an acquired process 

is substantive 

 Similar to the FASB ED, for improving understandability of accounting standards, the 

IASB ED also needs to make a separated paragraph and explain ‘Organised 

Workforce’ which is one of the key concepts. 

 Moreover, as it is expected that there could be practical difficulties in judging 

whether a set includes an organised workforce with the necessary skills, 

knowledge, etc. which are critical to producing outputs according to paragraph 

B12B⒝, it is necessary to provide additional guidance. 

- For example, there may be a case where a small number of employees manage 

patent rights or trademark rights in an entity. It is necessary to add further 

guidance to paragraph B12B⒝ on whether this workforce can be judged as 

‘organized workforce’. 

2. The IASB ED omitted the word ‘after’ as shown below in relation to paragraph 

B12B. Unless the omission was intended, including the word ‘after’ would make the 

paragraph clearer. 

<IASB ED> 

B12B    If a set of activities and assets has outputs at the acquisition date (for example, if it 

generates revenue before the acquisition), the set is a business if either: 

… 

<FASB ED> 

805-10-55-5B   When the set has outputs (that is, there is a continuation of revenue before and 

after the transaction), the set would have both an input and a substantive process 

that together contribute to the ability to create outputs when any of the following 

are present: 

… 
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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: 

⒜ 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 

⒝ 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? 

[KASB’s comment] 

We agree with it. 

① To obtain control 

 We agree with the proposed amendment to IFRS 3 since obtaining control of a joint 

operation is consistent with the definition of a business combination achieved in 

stages and the amendment is made to clarify accounting for this type of transaction. 

② To obtain joint control 

 We generally agree with the proposed amendment to IFRS 11 because obtaining joint 

control of a business that is a joint operation does not result in a change in the group 

boundaries and the method of accounting for the previously held interest in the joint 

operation.  

- However, some of our constituents noted that the proposed amendment is not 

consistent with the existing requirements of IAS 28 and IFRS 3
*
 which requires 

that previously held interests in a financial asset in accordance with IFRS 9 are 

remeasured when an entity obtains significance influence (or joint control) by 

acquiring an additional interest in the financial asset. 

* According to paragraph 26 of IAS 28, the concepts underlying the procedures used in accounting 

for the acquisition of a subsidiary are also adopted in accounting for the acquisition of an 

investment in an associate or a joint venture. Thus, when an entity obtains significant influence (or 

joint control) by acquiring an additional interest in a financial asset, previously held interest in the 
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financial asset shall be remeasured in accordance with the requirements for a business combination 

achieved in stages in paragraphs 41-42 of IFRS 3. 

 

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? 

[KASB’s comment] 

We agree with it. 

  


