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Dear IASB Members, 
 
Invitation to comment – Exposure Draft ED/2019/3 Reference to the Conceptual 
Framework – Proposed amendments to IFRS 3 
 
Ernst & Young Global Limited, the central coordinating entity of the global EY organisation, 
welcomes the opportunity to offer its views on the Exposure Draft Reference to the 
Conceptual Framework – Proposed amendments to IFRS 3 (the ED).  
 
We generally agree with the proposed amendments to IFRS 3. We note that, in March 2018, 
the Board updated and aligned most references to the 2018 Conceptual Framework in other 
IFRS Standards, to promote consistency in financial reporting and to avoid potential confusion 
from having more than one version of the Conceptual Framework in use. For the same reasons, 
we support updating the reference to the 2018 Conceptual Framework in IFRS 3. 
 
We also support the Board’s efforts to avoid day 1 recognition of certain liabilities in a business 
combination, only to derecognise them on day 2, when IFRIC 21 or IAS 37 applies. However, 
some concern remains as to whether the analysis performed is complete in identifying all 
potentially significant unintended consequences. Day 2 gains or losses might also arise from 
differences in measurement requirements between IFRS 3 and other IFRS Standards 
applicable after the date of acquisition. We believe that the Board should take this opportunity 
to address the issue of day 2 gains or losses following a business combination more 
comprehensively. 
 
We also suggest that the Board consider resolving the potential confusion around recognition 
of contingent assets, when IFRS 3.BC276 and IAS 37.33 are read together. 
 
Our detailed responses to the questions in the ED are set out in the Appendix to this letter.  
 
Should you wish to discuss the contents of this letter with us, please contact Leo van der Tas 
at the above address or on +44 (0)20 7951 3152. 
 
Yours faithfully 
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Appendix – Responses to questions in ED/2019/3 
 

Question 1  
 
The Board proposes to: 
 
a) update IFRS 3 so it refers to the 2018 Conceptual Framework instead of the 1989 

Framework.  
b) add to IFRS 3 an exception to its recognition principle. For liabilities and contingent 

liabilities that would be within the scope of IAS 37 or IFRIC 21 if incurred separately, an 
acquirer should apply IAS 37 or IFRIC 21 respectively, instead of the Conceptual 
Framework, to identify the obligations it has assumed in a business combination. 

c) add to IFRS 3 an explicit statement that an acquirer should not recognise contingent 
assets acquired in a business combination. 

 
Do you agree with these proposals? If not, why not, and what do you recommend instead? 
Paragraphs BC21–BC29 describe alternative approaches considered by the Board and explain 
why the Board is not proposing them. 
 

 
We generally agree with the proposals in the ED. However, we wish to raise the following 
points: 
► Paragraphs BC7 - BC14 of the ED set out the work performed to identify whether 

updating the reference to the 2018 Conceptual Framework in IFRS 3 could have 
unintended consequences. Specifically, the Board considered: (1) liabilities accounted for 
after the acquisition date, applying IFRIC 21 or IAS 37; and (2) assets and liabilities with 
a low probability of future inflows or outflows of economic benefits. Paragraph BC15 
concludes that “significant unintended consequences would be confined to the day 2 
gains that could arise for labilities accounted for after the acquisition date applying 
IFRIC 21 or IAS 37”. 

Some remain concerned about the completeness of the analysis, that is, whether all 
potentially significant unintended consequences have been identified. For example, 
IFRIC 23 uses a ‘probable’ threshold for the recognition of uncertainty over income tax 
treatments, while the 2018 Conceptual Framework removed from the definitions of an 
asset and a liability, the need for inflows and outflows, respectively, to be ‘expected’. 
Consequently, we think that updating the reference to the 2018 Conceptual Framework 
could potentially result in day 2 gains or losses for uncertain current tax positions.  

We suggest that, instead of adding to IFRS 3 a further exception to its recognition 
principle (the second proposed amendment in the ED), the Board could consider 
extending the existing exception for deferred income taxes in paragraph 24 of IFRS 3 to 
include current income taxes. This would also resolve a potential day 2 measurement 
inconsistency (see Question 2 below) and seems consistent with paragraph IN9 of the 
Introduction that accompanied the revised IFRS 3 when it was issued in January 2008: 
“The IFRS provides limited exceptions to these recognition and measurement principles: 
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… (c) Some assets and liabilities are required to be recognised or measured in accordance 
with other IFRSs, rather than at fair value. The assets and liabilities affected are those 
falling within the scope of IAS 12 Income Taxes, …”. 
 
Furthermore, rather than relying solely on individual exceptions to the principles in 
IFRS 3 to avoid day 2 gains or losses, we suggest elevating the rationale expressed in 
paragraph BC6 of the ED into the standard as a ‘guiding principle’; that is, recognising 
day 2 gains or losses would not be a faithful representation of any aspect of the 
acquirer’s financial performance. This may help to alleviate the broader concern 
expressed above.  

► Paragraph BC31 of the ED refers to paragraph BC276 of the Basis for Conclusions 
accompanying IFRS 3, which deals with contingent assets acquired in a business 
combination. Paragraph BC276 states: “… contingent assets should not be recognised, 
even if it is virtually certain that they will become unconditional or non-contingent” 
[emphasis added]. However, paragraph 33 of IAS 37 states: “… when the realisation of 
income is virtually certain, then the related asset is not a contingent asset and its 
recognition is appropriate” [emphasis added].  
 
The combination of these paragraphs is confusing and may result in an acquirer 
recognising a day 2 gain if the acquired business includes a ‘virtually certain’ contingent 
asset. We do not believe this was the Board’s intention, considering the second proposed 
amendment in the ED (which aims to avoid the problem of day 2 gains or losses), nor do 
we believe this would faithfully represent the acquirer’s economic performance. 
Therefore, we suggest that the Board amend paragraph BC276 of the Basis for 
Conclusions accompanying IFRS 3, by removing the words “even if it is virtually certain 
that they will become unconditional or non-contingent”. Consistent with paragraph 33 of 
IAS 37, we believe that if realisation is virtually certain, the asset in question is not, in 
fact, a contingent asset. 

► We suggest that the wording of paragraphs 21A – 23 of the ED is unclear. For example, 
some consider it confusing that the definition of a contingent liability in IAS 37 (included 
in paragraph 22 of IFRS 3) includes recognition guidance within it (i.e., that a contingent 
liability is not recognised if it is not probable that an outflow of economic benefits will be 
required). While we think ED paragraphs 21A - 23 are technically correct, we recommend 
that the Board considers providing further clarification on the difference in recognition 
criteria of a contingent liability in IFRS 3 versus IAS 37.   

► We support prospective application of the proposed amendments and the Board’s 
proposal to allow early adoption provided that an entity then also applies all the 
amendments made by Amendments to References to the Conceptual Framework in 
IFRS Standards (issued in March 2018). However, as a matter of principle, we consider it 
appropriate for entities that apply the proposed amendments early to disclose that fact. 
While the Board noted in ED paragraph BC39 that the amendments “should not 
significantly change the population of assets and liabilities recognised in a business 
combination” [emphasis added], any impact cannot be precluded. 
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Question 2 
 
Do you have any other comments on the proposals in this Exposure Draft? 
 

 
Apart from the points noted above, we have the following comments: 

► Paragraph BC6 of the ED explains that day 2 gains or losses do not depict an economic 
gain or loss and, therefore, their recognition would not faithfully represent any aspect of 
the acquirer’s financial performance. We appreciate that the Board’s primary objective in 
its current project is to update IFRS 3; as such, it refers to the 2018 Conceptual 
Framework, and that the second proposed amendment was mainly just to avoid 
unintended consequences.  

Nevertheless, we believe that the Board should also take this opportunity to acknowledge 
and address the arguably more significant and widespread issue of day 2 gains or losses 
arising from different measurement requirements on day 1 versus day 2 (i.e., initial 
measurement at fair value versus subsequent measurement in accordance with the 
applicable standard). Examples include provisions, levies and current tax assets or 
liabilities. 

 


