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IND AS 103 

Para Amended 
DEFINITION AND ELEMENTS OF BUSINESS 
Definition of Business 
As per paragraph B7 of the application guidance of Ind AS 103, a business consists of inputs and 
processes applied to those inputs that have the ability to contribute to the creation of outputs. 
Although businesses usually have outputs, outputs are not  required for an integrated set of activities 
and assets to qualify as a business. 
Analysis: Ind AS 103 defines business as an integrated set of activities and assets that is capable   of 
being conducted and managed for the purpose of providing goods or services to customers, 
generating investment income (such as dividends or interest) or generating other income from 
ordinary activities. 
For a transaction to meet the definition of a business combination (and for the acquisition method 
of accounting to apply), the entity must gain control of an integrated set of assets and activities that 
is more than a collection of assets or a combination of assets and liabilities. It will be straightforward 
in most cases to determine whether a business has been acquired. A business would normally  be 
carrying out a continuing trade with identifiable revenue. This means that the assets or combination 
of assets and liabilities of the acquired entity interact with each other and, importantly, with the 
people who operate the assets as a business. However, determining whether a business has been 
acquired may not be easy and in some cases will require judgement. 
Elements of Business 
The three elements of a business are defined as follows: 
1. Input: Any economic resource that creates outputs, or has the ability to contribute to the 

creation of outputs, when one or more processes are applied to it. 
Example: 
on-current assets (including intangible assets or rights to use non-current  assets),  intellectual 
property, the ability to obtain access to necessary materials or rights and employees. 

2. Process: Any system, standard, protocol, convention or rule that when applied to an input or 
inputs, creates output or has the ability to contribute to the creations of outputs. 
Example: 
Strategic management processes, operational processes and resource management 
processes 
These processes typically are documented, but the intellectual capacity of an organised 
workforce having the necessary skills and experience following rules and conventions may 
provide the necessary processes that are capable of being applied to inputs to create 
outputs. (Accounting, billing, payroll and other administrative systems typically are not 
processes used to create outputs.) 

3. Output: The result of inputs and processes applied to those inputs that provide goods or 
services to customers, generate investment income (such as dividends or interest) or 
generate other income from ordinary activities. 

Further Assessment 
To be capable of being conducted and managed for the purpose identified in the definition of a 
business, an integrated set of activities and assets requires two essential elements—inputs and 
processes applied to those inputs. 
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Therefore, an integrated set of activities and assets must include, at a minimum, an input and a 
substantive process that together significantly contribute to the ability to create output. 
Substantive Process: 
To determine whether acquired process is substantive, following has to be considered: 
1. If a set of activities and assets does not have output at the  acquisition  date,  an  acquired 

process (or group of processes) shall be considered substantive only if- 
a) It is critical to the ability to develop or convert an acquired input or inputs into outputs; 

and 
b) The inputs acquired include both an organised workforce that has the necessary skills, 

knowledge, or experience to perform that process (or group of processes) and other 
inputs that the organised workforce could develop or convert into outputs. 
Those other inputs could include- 
 Intellectual property that could be used to develop a good or service; 
 Other economic resources that could be developed to create outputs; or 
 Rights to obtain access to necessary materials or rights that enable the creation 

of future Outputs. 
2. If a set of activities and assets has outputs at the acquisition date, an  acquired  process (or 

group of  processes) shall be considered substantive if, when applied to   an acquired input or 
inputs, it- 
a) is critical to the ability to  continue producing outputs, and the  inputs acquired include  

an organised workforce with the necessary skills, knowledge, or experience to perform 
that process (or group of processes); or 

b) significantly contributes to the ability to continue producing outputs and- 
o is considered unique or scarce; or 
o cannot be replaced without significant cost, effort, or delay in the  ability  to 

continue producing outputs. 

Concentration Test 
As per paragraph B7A of the application guidance of Ind AS 103, an optional test (the concentration 
test) has been introduced to permit a simplified assessment  of  whether  an  acquired set of activities 
and assets is not a business. 
On the basis of the above test, following will be the consequences: 
Following conditions should be present to meet concentration test: 
As per paragraph B7A of the application guidance of Ind AS 103, the concentration test is met if 
substantially all of the fair value of the gross assets acquired is concentrated in a single  identifiable 
asset or group of similar identifiable assets. For the concentration test: 
a) gross assets acquired shall exclude cash and cash equivalents, deferred tax assets, and 

goodwill resulting from the effects of deferred tax liabilities; 
b) the fair value of the gross assets acquired shall include any consideration transferred (plus the 

fair value of any non-controlling interest and the fair value of any  previously  held  interest) 
in excess of the fair value of net identifiable assets acquired. 

c) a single identifiable asset shall include any asset or group of assets that would  be  recognized 
and measured as a single identifiable asset in a business combination; 
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d) if a tangible asset is attached to, and cannot be physically removed and used separately  from, 
another tangible asset (or from an underlying asset subject to a lease, as  defined in  Ind AS 
116, Leases), without incurring significant cost, or significant diminution in utility or fair value 
to either asset (for example, land and buildings), those  assets  shall  be considered a single 
identifiable asset; 

e) when assessing whether assets are similar, an entity shall consider the  nature of  each  single 
identifiable asset and the risks associated with  managing and creating outputs from the 
assets (that is, the risk characteristics); 

f) the following shall not be considered similar assets: 
i. a tangible asset and an intangible asset; 
ii. tangible assets in different classes unless they are considered  a  single identifiable 

asset in accordance with the criterion in subparagraph (d); 
iii. identifiable intangible assets in different classes 
iv. a financial asset and a non-financial asset; 
v. financial assets in different classes; and 
vi. identifiable assets that are within the same class of asset but  have  significantly  

different risk characteristics. 

Notes: 
1. Concentration test is optional test and the decision to apply is made on a transaction to 

transaction basis. 
2. Does not prohibit an entity from performing a detailed test assessment using definition of 

business given in this standard. 
3. Step process for concentration test: 

a) Measure the Fair Value of Gross Assets acquired. 
b) Identify the single identifiable assets or group of similar identifiable asset. 
c) Determine if substantially all of the value determined in point (a) is concentrated in 

the value determined in point (b) then it is an asset acquisition otherwise needs to 
assess business definition as per Ind AS 103. 

Fair value of gross assets shall be determined as follows ( i+ ii – iii): 
 Fair value of consideration transferred (including fair value of  non-controlling interest and  

fair value of previously interest held) 
 Fair value of liabilities assumed. 
 Cash and cash equivalent and deferred tax assets and goodwill resulting from DTL’s. 

Example 1: On Concentration test 
Entity A holds 20% interest in Entity B. Subsequently Entity A,  further acquires 50% share in  Entity B 
by paying Rs. 300 Crores. 
The fair value of assets acquired and Liabilities assumed are as follows:  
Building - Rs. 1000 Crores 
Cash and Cash Equivalent -  Rs. 200 Crores  
Financial Liabilities - Rs. 800 Crores 
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DTL - Rs.  150 crores 
Fair value of Entity B is Rs. 400 Crores and Fair value of NCI is Rs. 120 Crores (400 x 30%) Fair value of 
Entity A’s previously held interest is Rs. 80 Crores (400 x 20%) 
Entity A needs to determine whether acquisition is  an  asset acquisition  as  per concentration  test. 

 Fair value of consideration transferred (including fair value of  non-controlling interest and  
fair value of previously interest held) = 300 + 120 + 80 = Rs. 500 Crores 

 Fair value of liability assumed (excluding deferred tax) – Rs. 800 crores 
 Cash and cash equivalent – Rs. 200 crores. 

Fair value of gross assets acquired - Rs. 1,100 Crores 
In the above scenario, substantially all fair value of gross assets acquired is concentrated in a single 
identifiable asset i.e. building. Hence it should be asset acquisition.  (1,000 /  1,100 =  91% of value of  
gross assets is concentrated into single identifiable asset i.e. building).  A Judgement  is required to 
conclude on the word substantially as the same is not defined in the standard. 
In our view we have considered 91% of the value as substantial to conclude  the  above  transaction 
as asset acquisition. 
Example 2: Simple-business combination 
Company X is a liquor manufacturer and has traded for a number  of  years.  The  company   produces 
a wide variety of liquor and employs a workforce   of   machine   operators, testers, and  other 
operational, marketing and administrative staff. It owns and operates a factory, warehouse, 
machinery and holds raw material inventory and finished products. 
On 1st January, 20X1, Company Y pays USD 80 million to acquire 100% of the ordinary voting    shares 
of Company X. No other type of shares has been issued by the Company X. On the same   day, the 
four main executive directors of the Company Y take on  the same roles in  the Company      X. 
In this case, it is clear that the Company X is a business. It operates a  trade  with  a  variety of     assets 
that are used by its employees in a number of related  activities.  These  assets  and    activities are 
necessarily integrated in order to create and sell the company’s products. As per definition the above 
acquisition includes an inputs (including four main executive directors of Company X)  and thus it  can 
be concluded as  the significant process acquired along with the  other inputs. 
Thus, Company Y obtains control on 1st January, 20X1 by acquiring 100% of the voting rights. 
Example 3: Investment in a development stage entity 
Company D is a development stage entity that  has  not  started  revenue-generating  operations. The 
workforce consists mainly of research engineers who are developing a  new  technology  that has a 
pending patent application. Negotiations to license this technology to  a  number  of  customers are 
at an advanced stage. Company D requires additional funding to complete development work and 
commence planned commercial production. 
The value of the identifiable net assets in Company D is Rs. 750 million. Company A pays Rs. 600 
million in exchange for 60% of the equity of Company D (a controlling interest). 
Although Company D is not yet earning revenues (an example of ‘outputs’) there are a number of 
indicators that it has a sufficiently integrated set of activities and assets that are capable of being  
managed to produce a return for investors. In particular, Company D: 

 employs specialist engineers developing the know-how and design specifications of the 
technology. 

 is pursuing a viable plan to complete the development work and commence production. 
 has identified and will be able to access customers willing to buy the outputs. 
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In addition, Company A has paid a premium (or goodwill) for its 60% interest. In the absence of 
evidence to the contrary, Company D is presumed to be a business. 
 
Example 4: Acquisition of an entity holding investment properties 
Company A acquires 100% of the equity and voting rights of Company P,  a  subsidiary  of  a  property 
investment group. Company P owns three investment properties. The properties are single-tenant 
industrial warehouses subject to long-term leases. The leases oblige Company P to provide basic 
maintenance and security services, which have been outsourced to third party contractors. The 
administration of Company P’s leases was carried out by an employee of  its  former parent company 
on a part-time basis but this individual does not transfer to the new owner. 
In most cases, an asset or group of assets and liabilities that are being capable of generating revenues, 
combined with all or many of the activities necessary to earn those revenues, would constitute a 
business. However, investment property is a  specific case  in  which earning a  return for investors is 
a defining characteristic of the asset.  Accordingly,  revenue  generation  and activities that are specific 
and ancillary to an investment property and its  tenancy agreements  should therefore be given a 
lower ‘weighting’ in assessing whether the acquiree is a business. 
Further process (i.e. Basic maintenance, security services  and  administration) is  not  critical to the 
ability to continue producing outputs. Also process (i.e. Basic maintenance, security services and 
administration) is not unique and it can be replaced easily without significant cost. 
In our view the purchase of investment property with tenants and services that  are purely ancillary  
to the property and its tenancy agreements should generally be accounted for  as  an  asset purchase. 
Example 5: Acquisition of an entity holding investment properties 
Company A acquires 100% of the equity and voting rights of Company Q, which owns three 
investment properties. The properties are multi-tenant residential condominiums subject to short- 
term rental agreements that oblige Company Q to provide substantial maintenance and security 
services, which are outsourced with specialist providers. Company Q  has  five  employees  who  deal 
directly with the tenants and with the outsourced contractors to resolve any  non-routine  security 
or maintenance requirements. These employees are involved in a variety of lease management tasks 
(e.g. identification and selection of tenants; lease negotiation and rent reviews) and marketing 
activities to maximise the quality of tenants and the rental income. 
In this case, Company Q consists of a group of revenue-generating assets, together  with  employees 
and activities that clearly go beyond activities ancillary to the properties and  their tenancy 
agreements. 
Further process (i.e. identification and selection of  tenants; lease negotiation and rent reviews)    is 
critical to the ability to continue producing outputs (i.e. in terms to maximise quality of tenants and 
the rental income). 
The assets and activities are clearly integrated so Company Q is considered a business. 
Example 6: Seller retains some activities and assets 
Company S is a manufacturer of a wide range of products. The company’s payroll and accounting 
system is managed as a separate cost centre, supporting all the operating segments and the head 
office functions. 
Company A agrees to acquire the trade, assets, liabilities and workforce of the operating segments  
of Company S but does not acquire the payroll and accounting cost centre or any head office 
functions. Company A is a competitor of Company S. 
In this case, the activities and assets within the operating segments are capable of being managed as 
a business and so Company A accounts for the acquisition as a business combination. The payroll, 
accounting cost centre and administrative head office functions are typically not used to create 
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outputs and so are generally not considered an essential element in assessing whether an integrated 
set of activities and assets is a business or not. 
Example 7: Acquisition of a shell company 
Company A is a property development company with a number of subsidiary companies, each of 
which holds a single development. After completion of the development,  Company  A  sells  its equity 
investment because the applicable tax rate is lower than that applicable to the sale of the underlying 
property. 
Company A is planning to start the development of a large new retail complex. Rather than 
incorporating a new company, Company A acquires the entire share capital of a ‘shell’ company. 
The shell company does not contain an integrated set of activities and assets and so does not 
constitute a business. Consequently, Company A should account for the purchase of the shell 
company in the same way as the incorporation of a new subsidiary. In the consolidated financial 
statements, any costs incurred will be accounted for in accordance with their nature and applicable 
Ind AS. No goodwill is recognised. 

Question 100  

Company A is a pharmaceutical company. Since inception, the Company had been conducting in- 
house research and development activities through its skilled workforce and recently obtained an 
intellectual property right (IPR) in the form of patents over certain drugs. The Company’s has a 
production plant that has recently obtained regulatory approvals. However, the Company has not 
earned any revenue so  far and does not have any customer contracts for sale of  goods. Company  B 
acquires Company A. 
Does Company A constitute a business in accordance with Ind AS 103? 
Solution 
The definition of business requires existence of inputs and processes. In this case, the skilled 
workforce, manufacturing plant and IPR, along with  strategic  and  operational  processes constitutes 
the inputs and processes in line with the requirements of Ind AS 103. 
When the said inputs and processes are applied as an integrated set, the Company A will be  capable 
of producing outputs; the fact that the Company A currently does not have revenue is not relevant 
to the analysis of the definition of business under Ind AS 103.  Basis this and presuming that Company 
A would have been able to obtain access to customers that  will  purchase  the outputs, the present 
case can be said to constitute a business as per Ind AS 103. 

Question 101  

Modifying the above illustration, if Company A had revenue contracts and a sales force, such that 
Company B acquires all the inputs and processes other than the sales force, then whether the 
definition of the business is met in accordance with Ind AS 103? 
Solution 
Though the sales force has not been taken over, however, if the missing inputs (i.e., sales force)   can 
be easily replicated or obtained by the market participant to generate output, it may be concluded 
that Company A has acquired business.  Further, if Company B is  also into similar line   of business, 
then the existing sales force of the Company B may also be relevant to mitigate the missing input. As 
such, the definition of business is met in accordance with Ind AS 103. 

Question 102  

Veera Limited and Zeera Limited are both in the business of manufacturing and selling of Lubricant. 
Shareholders of Veera Limited and Zeera Limited agreed to join forces to benefit from lower delivery 
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and distribution costs. The business combination is carried out by setting  up  a  new entity called 
Meera  Limited that issues 100  shares  to  Veera Limited  shareholders 
and 50 shares to Zeera Limited shareholders in exchange for the transfer of  the shares in  those 
entities.  The number of shares reflects the relative fair values of the entities before the 
combination. Also respective company’s shareholders get the voting rights in Meera Limited based 
on their respective shareholdings. 
Determine the acquirer by applying the principles of Ind AS 103 ‘Business Combinations’ 
Solution 
As per para B15 of Ind AS 103, in a business combination effected primarily by exchanging equity 
interests, the acquirer is usually the entity that issues its equity interests. However, in some business 
combinations, commonly called ‘reverse acquisitions’, the issuing entity is the acquiree. Other 
pertinent facts and circumstances shall also be considered in identifying the acquirer in a business 
combination effected by exchanging equity interests, including: 
The relative voting rights in the combined entity after the business combination - The acquirer is 
usually the combining entity whose owners as  a  group retain or receive the largest portion  of the 
voting rights in the combined entity. 
Based on above mentioned para, acquirer shall be the either of the combining entities (i.e. Veera 
Limited or Zeera Limited) whose owners as a Group retain or  receive  the  largest portion of the 
voting rights in the combined entity. 
Hence in  the above scenario Veera Limited shareholder gets  67% Share [(100/150) x100]   and Zeera 
Limited shareholder gets 33.33% share in Meera Limited. Hence Veera Limited is acquirer as per the 
principles of Ind AS 103. 

Question 103 Business Combination Achieved by Contract Alone 

Sita Ltd and Beta  Ltd decides  to  combine together for forming a  Dual  Listed Corporation (DLC).  As 
per their shareholder’s agreement, both the parties will retain original listing and Board of DLC  will 
be comprised of 10 members out of which 6 members will be of Sita Ltd and remaining 4 board 
members will be of Beta Ltd. 
The fair value of Sita Ltd is Rs. 100 crores and fair value of Beta Ltd is Rs. 80 crores. The fair value of 
net identifiable assets of Beta Limited is Rs. 70 crores. Assume non-controlling Interest (NCI) to be 
measured at fair value. 
You are required to determine the goodwill to be recognised on acquisition. 
Solution 
Sita Ltd has more Board members and thereby have majority control in DLC. Therefore, Sita Ltd is 
identified as acquirer and Beta Ltd as acquiree. 
Since no consideration has been transferred, the goodwill needs to be calculated as  the  difference 
of Part A and Part B: 
Part A: 
Consideration paid by Acquirer. -  Nil 
Controlling Interest in Acquiree –  Rs. 80 crores 
Acquirer’s previously held interest -   Nil  
Part B: 
Fair value of net identifiable asset  –  Rs. 70 crores 
Goodwill is recognised as Rs. 10 crores (80 – 70 crores) in business combination achieved through 
contract alone when NCI is measured at fair value. 

Question 104  
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How will the financial statement of the prior periods be restated under common control in the 
following scenarios: 
a) Common Control period extends beyond the start of comparative period 

XYZ Ltd acquired PQR Ltd in a common control transaction on 1 October 20X9. The year-end 
of XYZ Ltd is 31 March.  Both  XYZ  Ltd and  PQR Ltd have been  controlled by shareholders 
since  their incorporation. 

b) Common Control period started in the comparative period 
ABC Ltd acquired DEF Ltd in a common control transaction on 1 October 20X9. The year end 
of  ABC Ltd is 31 March. Both ABC Ltd and DEF Ltd are controlled by shareholder A. A  made 
investment in ABC Ltd in 20X0 and made investment in DEF Ltd on 1 October 20X8. 

Solution 
Paragraph 9(iii) of Appendix C to Ind AS 103 states that the financial information in the financial 
statements in respect of prior periods should be restated as if the business combination  had occurred 
from the beginning of the preceding period in the financial statements, irrespective of the actual date 
of the combination. However, if business combination had occurred after that date, the prior period 
information shall be restated only from that date. 

a) In accordance with Paragraph 9(iii) above, the entity will be required to restate its financial 
statements as if the business combination had occurred from the  beginning  of  the  preceding  
period in the financial statements, accordingly in the present case XYZ Ltd will have to restate 
its comparatives  for   the  financial  year  20X8-20X9  as   if  the  acquisition  had   occurred  
before      1 April 20X8. Additionally, the results of current year of PQR Ltd will be required to 
include XYZ's financial statements for the period from 1 April 20X9 to 30 September 20X9. 

b) In accordance with paragraph 9(iii) above, ABC Ltd  will have to  restate its comparatives for  
the financial year ended 20X8-20X9 as if the acquisition had occurred on 1 October 20X8, but 
not earlier. Additionally, the results of current year of DEF Ltd will be required to include the 
financial statements of ABC Ltd for the period from 1 April 20X9 to 1 October 20X9. 

Question 105  

Entity A owns 100% equity shares of entity B since 01.04.20X1.  Entity  A  arranges loan  funding from 
a financial institution in a new wholly-owned subsidiary called “Entity C”. The loan is used by Entity C 
to acquire 100% shareholding in entity B, for cash consideration of Rs. 2,00,000. Entity A applies Ind 
AS 103 to account for common control transactions and Entity C will adopt the same  policy. Fair 
Value of Net identifiable Assets is Rs. 1,50,000 and Carrying Value of Net Identifiable Assets is Rs. 
1,00,000. 
How will Entity C apply acquisition accounting in its consolidated financial statements? 
Solution: 
As per para 2 of appendix C of Ind AS 103, Common control business combination means a    business 
combination involving entities or businesses in which all the combining entities or  businesses are 
ultimately controlled by the same party or parties both before  and  after  the    business combination, 
and that control is not transitory. 
In the above scenario, the Entity A controls Entity B before and after the acquisition. After  
acquisition, entity A controls entity B through entity C. 
As per para 8 of appendix C of Ind AS 103, Business combinations involving entities or businesses 
under common control shall be accounted for using the pooling of interest method. 
As per para 9(i) of appendix C of  Ind AS 103, the pooling of  interest method is considered to    involve 
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the assets and liabilities of the combining entities are reflected at their carrying amounts. 
Based on the above analysis, Entity C cannot be the acquirer. Entity A has created Entity C and is  the 
seller, so Entity C has effectively been formed and issued shares to effect the business combination. 
Entity C is not a business and the transaction between entity B and Entity C is not a business 
combination. It is a reorganisation of entity B.  As  a  result,  entity  B’s  assets  and   liabilities are 
included in Entity C consolidated financial statements at  their   pre-combination  carrying amounts 
without a fair value uplift 

Question 106  

Entity A and entity B provide construction services in India. Entity A is owned by a group of individuals, 
none of whom  has control and does not have a  collective control agreement.  Entity B is owned by 
a single individual, Mr. Ram. The owners of entities A  and B  have  decided to combine their 
businesses. The consideration will be settled in shares of entity B. Entity B issues new shares, 
amounting to 40% of its issued share capital, to its controlling shareholder, Mr. Ram. Mr. Ram then 
transfers the shares to the owners of  entity  A  in exchange for their interest in entity A. At this point 
Mr. Ram controls both entities A and B, owning 100% of entity A and 71.42% of entity B. Mr. Ram 
had a controlling interest in both  entity A and entity B before and after the contribution. Is the 
combination of entities A and B a combination of entities under common control? 
Answer 
No. This is not a business combination of entities under common control. Mr. Ram’s control of both 
entities before the business combination was transitory. The substance  of  the  transaction is that 
entity B has obtained control of entity A. Entity B accounts for this  transaction as a business 
combination under Ind AS 103 using acquisition accounting. 
 


