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Definition of a Business (Amendments to MFRS 3) (“the Amendments”) is word-for-word 
Definition of a Business (Amendments to IFRS 3) issued by the International Accounting 
Standards Board in October 2018. 

The Amendments are intended to assist entities in determining whether a transaction should 
be accounted for as a business combination or as an asset acquisition. 

MFRS 3 establishes different accounting requirements for a business combination as 
opposed to the acquisition of an asset or a group of assets that does not constitute a 
business. Distinguishing between a business and an asset is important because an acquirer 
recognises goodwill only when acquiring a business.  In contrast, when accounting for an 
asset acquisition, the acquirer allocates the transaction price to the individual identifiable 
assets acquired and liabilities assumed on the basis of their relative fair values and no 
goodwill is recognised. 

The Amendments are effective for annual periods beginning on or after 1 January 2020.

Old Definition New Definition

An integrated set of activities and 
assets that is capable of being 
conducted and managed for the 
purpose of providing a return in the form 
of dividends, lower costs or other 
economic benefits directly to investors 
or other owners, members or 
participants.

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.

Introduction

What are the Key Changes?

Change definition 
of business, input, 
process and output1 Clarify the minimum 

requirements to be a 
business2 Introduce optional 

concentration test 
-asset acquisition3

1. Change definition of business, input, process and output
A business consists of inputs and processes applied to those inputs that have the ability 
to contribute to the creation of outputs. The three elements of business are as follows:
(i) Input   (ii) Process  (iii) Output

The Amendments have replaced the wordings in the definition of a business as follows: 



Old Definition New Definition

1. Change definition of business, input, process and output (Cont’d.)
With the changes made in the definition of business as illustrated above, the definition of 
input, process and output have been amended to support the new definition of business:

2. Clarify the minimum requirements to be a business
The existence of a process (or processes) is what distinguishes a business from a set of 
activities and assets that is not a business. Although businesses usually have outputs, 
outputs are not required for an integrated set of activities and assets to qualify as a 
business.) 

Therefore, to be considered a business, 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 outputs.  The Amendments provide a framework to 
evaluate when an input and a substantive process are present (including companies 
during that initial stages of operations that have not generated outputs). To be a business 
without outputs, there will now need to be an organised workforce. 

In summary, the Amendments narrow the definition by:
• Focusing on goods and services provided to customers;
• Including investment income and other revenue;
• Excluding the emphasis from providing a return to shareholders; and
• Excluding returns in the form of “lower costs or other economic benefits”.

Any economic resource that creates, 
or has the ability to create, outputs 
when one or more processes are 
applied to it.

Any system, standard, protocol, 
convention or rule that when applied 
to an input or inputs, creates or has 
the ability to create 
outputs……………These processes 
typically are documented, but an 
organised workforce having…..

The result of inputs and processes 
applied to those inputs that provide 
or have the ability to provide a return 
in the form of dividends, lower costs 
or other economic benefits directly 
to investors or other owners, 
members or participants.

Input

Process

Output

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.

Any system, standard, protocol, 
convention or rule that when applied 
to an input or inputs, creates outputs 
or has the ability to contribute to the 
creation of outputs………These 
processes typically are documented, 
but the intellectual capacity of an 
organised workforce  having…..

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.

Input Substantive
Process

Significantly 
Contribute to 

Ability to 
Create 

Outputs

+ +



How to assess whether the acquired process is substantive?

2. Clarify the minimum requirements to be a business (Cont’d.)
Guidance and illustrative examples have been provided to explain how to assess whether 
an acquired process is substantive. The Amendments outline different analysis depending 
on whether there are outputs at the acquisition date.

Does the acquired set of assets have outputs at the acquisition date?

Yes No

(Paragraph B12C of MFRS 3)

Is the acquired process: 

a. 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 contribute to the ability 
to continue producing outputs and: 
(i) is considered unique or scarce; or 
(ii) cannot be replaced without 

significant cost, effort, or delay in 
the ability to continue producing 
outputs?

(Paragraph B12B OF MFRS 3)

Is the acquired process: 

a. critical to the ability to develop or 
convert an acquired input(s) into 
output(s); AND

b. the inputs acquired include BOTH:
- an organised workforce that has the 

necessary skills, knowledge or 
experience to perform that process 
and 

- other inputs# that the organised 
workforce could develop or convert 
into outputs?

# Include (i) intellectual property that could be 
used to develop a good or service; (ii) other 
economic resources that could be developed to 
create outputs; or (iii) rights to obtain access to 
necessary materials or rights that enable the 
creation of future outputs.

Yes Yes NoNo

Not a business Not a businessBusiness



2. Clarify the minimum requirements to be a business (Cont’d.)

Scenario Background:
Purchaser purchases a multi-tenanted corporate office park with six 10-storey office 
buildings that are fully leased. The additional set of activities and assets acquired 
includes the land, buildings, leases and contracts for outsourced cleaning, security and 
maintenance. No employees (other assets, other processes, or other activities) are 
transferred. The processes performed through the contracts for outsourced cleaning 
and security are ancillary or minor within the context of all the processes required to 
create the outputs.

Illustrative Example 1: Have Outputs at the Acquisition Date

Application of Requirements

Does the acquired set of activities and 
assets have outputs at the acquisition 
date?

Does the acquired assets meet the 
minimum requirements to be 
considered a business in accordance 
with paragraphs B8–B12D?

Conclusion 

Yes, it generates revenue through the 
leases that are in-place.

Purchaser concludes that the criterion 
in paragraph B12C(a) is not met 
because:
a) the acquired set of activities and 

assets does not include an 
organised workforce; and

b) Purchaser considers that the 
processes performed by the 
outsourced cleaning, security and 
maintenance personnel (the only 
processes acquired) are ancillary or 
minor within the context of all the 
processes required to create 
outputs (see paragraph B12D(c) and, 
therefore, are not critical to the 
ability to continue producing 
outputs.

Purchaser also concludes that the 
criteria in paragraph B12C(b) are not 
met. Either of the following reasons 
justifies that conclusion:
a) the processes do not significantly 

contribute to the ability to continue 
producing outputs.

b) the processes are readily accessible 
in the marketplace. Thus, they are 
not unique or scarce. In addition, 
they could be replaced without 
significant cost, effort, or delay in 
the ability to continue producing 
outputs.

Because none of the criteria in 
paragraph B12C are met, Purchaser 
concludes that the acquired set of 
activities and assets is not a business.

(Source: Amendments to the Illustrative Examples on MFRS 3 Business Combinations)



Scenario Background:
An entity (Purchaser) purchases a legal entity (Entity Biotech). Entity Biotech’s 
operations include: research and development activities on several drug compounds 
that it is developing (in-process research and development projects); senior 
management and scientists who have the necessary skills, knowledge, or experience to 
perform research and development activities; and tangible assets (including a 
corporate headquarters, a research lab, and lab equipment). Entity Biotech does not yet 
have a marketable product and has not yet generated revenue. Each of the assets 
acquired has a similar fair value.

Illustrative Example 2: No Outputs at the Acquisition Date

Application of Requirements

Does the acquired set of activities and 
assets have outputs at the acquisition 
date?

Does the acquired assets meet the 
minimum requirements to be 
considered a business in accordance 
with paragraphs B8–B12D.

Conclusion

No, as the entity does not have a 
marketable product and has not yet 
generated revenue.

Purchaser applies the criteria in 
paragraph B12B. Purchaser concludes 
that those criteria are met because:
a) the acquired processes are critical to 

the ability to develop or convert the 
acquired inputs into outputs; and

b) the inputs acquired include both:
i. an organised workforce that has the 
necessary skills, knowledge, or 
experience to perform the acquired 
processes; and
ii. other inputs that the organised 
workforce could develop or convert 
into outputs. Those inputs include the 
in-process research and development 
projects.

By applying the criteria in paragraph 
B12B, Purchaser concludes that the 
acquired substantive processes and the 
acquired inputs together significantly 
contribute to the ability to create 
outputs. Consequently, Purchaser 
concludes that the acquired set of 
activities and assets is a business.

2. Clarify the minimum requirements to be a business (Cont'd.)

(Source: Amendments to the Illustrative Examples on MFRS 3 Business Combinations)



3. Introduce Optional Concentration Test – Assets Acquisition
The Amendments set out an optional concentration test that allows a simplified 
assessment on whether an acquired set of activities and assets is not a business. The 
test is met if substantially all of the fair value of the gross assets acquired is 
concentrated in a single identifiable asset or a group of similar identifiable assets. An 
entity may elect to apply, or not to apply, the test. An entity may make such an election 
separately for each transaction or other event. The concentration test has the following 
consequences:

a) If the concentration test is met, the set of activities and assets is determined not to 
be a business. In other words, it results in an asset acquisition and no further 
assessment is needed. 

b) If the concentration test is not met, or if the entity elects not to apply the test, the 
entity shall then perform the assessment set out in paragraphs B8-B12D of the 
Amendments (to evaluate whether an acquired process is substantive, as illustrated 
in Section 2 above).

The Amendments do not define “substantially all” in the context of the concentration 
test, and therefore, professional judgement shall be applied based on various 
circumstances. No further guidance was provided on the term “substantially all” 
because the term is already used in several MFRS standards.

How is the fair value of gross assets acquired calculated?

Did the entity elect to apply the 
concentration test?

Consider general guidance 
(Para B8-B12D) 

Consider general guidance 
(Para B8-B12D) 

Is substantially all of the fair value of the 
gross assets acquired concentrated in a 

single or group of similar identifiable 
assets?

Test is met (not a business)

No

No

Yes

Yes

Method 1 Method 2

Fair value of identifiable assets 
the sum of:

+ Fair value of consideration 
transferred

+ Fair value of previously held interests
+ Fair value of non-controlling interests
- Fair value of net identifiable assets 
   acquired
Fair value of gross assets acquired

Fair value of the consideration 
transferred

Fair value of non-controlling interest
Fair value of previously held interest
Fair value of liabilities assumed (other 
than deferred tax liabilities)
Gross assets excluded*
Fair value of gross assets acquired

+
+
+
+

-
==

*Gross assets acquired shall exclude cash and cash equivalents, deferred tax assets and goodwill resulting from 
the effects of deferred tax liabilities [Para B7B(a) of MFRS 3]



Scenario Background:
An entity (Purchaser) holds a 20% interest in another entity (Entity A). At a subsequent 
date (the acquisition date), Purchaser acquires a further 50% interest in Entity A and 
obtains control of it. Entity A’s assets and liabilities on the acquisition date are the 
following:
a) a building with a fair value of RM500;
b) an identifiable intangible asset with a fair value of RM400;
c) cash and cash equivalents with a fair value of RM100;
d) financial liabilities with a fair value of RM700; and
e) deferred tax liabilities of RM160 arising from temporary differences associated with 

the building and the intangible asset

Purchaser pays RM200 for the additional 50% interest in Entity A. Purchaser determines 
that at the acquisition date that the fair value of Entity A is RM400, that the fair value of 
the non-controlling interest in Entity A is RM120 (30% x RM400) and that the fair value 
of the previously held interest is RM80 (20% x RM400).

Fair value of the building
Fair value of the identifiable intangible asset
The sum of:
Fair value of consideration transferred
+ Fair value of non-controlling interest
+ Fair value of previously held interest
-  Fair value of the net identifiable assets acquired

(Fair value of building + Fair value of intangible asset + Cash – 
Fair value of financial liabilities)

Fair value of gross asset

500
400

200
120
80

(300)

1,000

Illustrative Example 3: Determining the fair value of the gross assets acquired

Method 1 Amount (RM)

Application of Requirements

To perform the optional concentration test set out in paragraph B7B, Purchaser needs to 
determine the fair value of the gross assets acquired. Applying paragraph B7B, Purchaser 
determines that the fair value of the gross assets acquired is RM1,000, calculated as 
follows:

(Source: Amendments to the Illustrative Examples on MFRS 3 Business Combinations)

+

=

Fair value of the consideration transferred 
Fair value of previously held interest
Fair value of non-controlling interest
Fair value of liabilities assumed (other than deferred 
tax liabilities)
Cash and cash equivalents, deferred tax assets and 
goodwill resulting from the effects of deferred tax 
liabilities)

Fair value of gross asset

200
80

120
700

(100)

1,000

Method 2 Amount (RM)

+
+
+
-

=

3. Introduce Optional Concentration Test - Asset Acquisition (Cont'd.)



Type of identifiable assets

After calculating the fair value of the gross assets acquired, the entity determines whether the 
fair value is concentrated in a single identifiable asset or group of similar identifiable assets. 

Below is further guidance provided in the Amendments in determining single identifiable 
asset or group of similar identifiable assets:  

• Includes any asset that would be recognised and 
measured as a single identifiable asset in a business 
combination.

• Includes assets that are attached to or cannot be 
removed from other assets without incurring significant 
cost or loss of value to either asset. For example, Land 
and buildings

Assets are grouped when they have a similar nature and 
have similar risks associated with managing and creating 
outputs from the assets.

Examples of combinations not considered to be similar 
assets:
• tangible asset and intangible asset
• tangible assets in different classes
• identifiable intangible assets in different classes
• financial asset and non-financial asset
• financial assets in different classes
• identifiable assets that are within the same class of 

asset but have significantly different risk characteristics

Single identifiable asset
[Para B7B (c) & (d)]

Group of similar 
identifiable assets
[Para B7B (e) & (f)]

(Assume the same facts in Illustrative Example 3)
In accordance with Paragraph B7B(f)(i) of the Amendments, tangible assets and 
intangible assets are not considered to be similar identifiable assets. As such, the 
building and the intangible asset is analysed separately for the purpose of the 
concentration test.

An example of the calculation of the concentration test is as follows:

As the term “substantially all” is not defined in the context of the concentration test, and 
therefore, professional judgement shall be applied to assess if the concentration test is 
met.

Building

Intangible asset

Fair Value (RM) [A]

500

400

Total Fair Value of 
Gross Assets (RM) [B]

1,000

1,000

Fair Value Concentration 
(%) [A / B]

50%

40%

Illustrative Example 4: Type of identifiable assets

3. Introduce Optional Concentration Test - Asset Acquisition (Cont'd.)



3. Introduce Optional Concentration Test - Assets Acquisition (Cont’d.)

Scenario Background:
An entity (Purchaser) purchases a portfolio of 10 single-family homes, each having an 
in-place lease. The fair value of the consideration paid is equal to the aggregate fair 
value of the 10 single-family homes acquired. Each single-family home includes the 
land, building and property improvements. Each home has a different floor area and 
interior design. The 10 single-family homes are located in the same area and the 
classes of customers (e.g. tenants) are similar. The risks associated with operating in 
the real estate market of the homes acquired are not significantly different. No 
employees, other assets, processes, or other activities are transferred.

Illustrative Example 5: Acquisition of Real Estates

Application of Requirements

Does the entity elect to apply the 
concentration test?

Is a single identifiable asset or a group 
of similar identifiable assets acquired?

Is substantially all of the fair value of 
the gross asset acquired concentrated 
in a single identifiable asset or a group 
of similar single identifiable asset?

Conclusion

Yes

Each single-family home is considered a 
single identifiable asset in accordance 
with paragraph B7B for the following 
reasons:
a. the building and property 

improvements are attached to the 
land and cannot be removed without 
incurring significant cost; and

b. the building and the in-place lease are 
considered a single identifiable asset, 
because they would be recognised 
and measured as a single identifiable 
asset in a business combination

The group of 10 single-family homes is a 
group of similar identifiable assets 
because the assets (all single-family 
homes) are similar in nature and the 
risks associated with managing and 
creating outputs are not significantly 
different. This is because the types of 
homes and classes of customers are 
not significantly different.

Yes, substantially all of the fair value of 
the gross assets acquired is 
concentrated in a group of similar 
identifiable assets.

Purchaser concludes that the acquired 
set of activities and assets is not a 
business.

(Source: Amendments to the Illustrative Examples on MFRS 3 Business Combinations)



Summary

The changes to the definition of a business will likely result in more acquisitions being 
accounted for as asset acquisition. An entity would be required to follow the steps below to 
assess whether an acquisition is a business or a group of assets. 

Did the entity 
elect to apply the 

concentration 
test?

Is substantially all of the fair value of the 
gross assets acquired concentrated in a 

single or group of similar identifiable 
assets?  [Para B7A – B7C]

Evaluate whether an acquired process is substantive

Does the acquired set of activities and assets have outputs?

Yes

No No

Yes
Not a 

business

Have outputs No outputs

(Paragraph B12C of MFRS 3)

Is the acquired process: 

a. 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: 

(i) is considered unique or scarce; or 
(ii)cannot be replaced without 

significant cost, effort, or delay in the 
ability to continue producing 
outputs?

(Paragraph B12B OF MFRS 3)

Is the acquired process: 

a. critical to the ability to develop or 
convert an acquired input(s) into 
output(s); AND

b. the inputs acquired include BOTH:
- an organised workforce that has the 
necessary skills, knowledge or 
experience to perform that process 
and 
- other inputs# that the organised 
workforce could develop or convert 
into outputs?

# Include (i) intellectual property that could be 
used to develop a good or service; (ii) other 
economic resources that could be developed to 
create outputs; or (iii) rights to obtain access to 
necessary materials or rights that enable the 
creation of future outputs.

Yes Yes NoNo

Not a business Not a businessBusiness
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