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Mergers and acquisitions (M&A) have
become an important growth strategy
for many companies. Yet before en-
gaging in any such activity, companies
will need to consider the financial re-
porting implications of the transaction.
This requirement has become espe-
cially important following the latest
amendments to International Financial
Reporting Standard (IFRS) 3 Business
Combinations, which will apply to ac-
quisitions that occur on or after Janu-
ary 1, 2020.

From an accounting point of view,
the impacts on a buyer’s financial
statements will differ depending on
whether the buyer has acquired a busi-
ness or simply a group of assets. Ac-
counting for the former is generally
more complex. Differences exist in the
recognition of goodwill, recognition
and measurement of contingent con-
sideration, accounting for transaction
costs, and deferred tax accounting,
among others. Over the years, many
 financial statement users have
 complained that the current definition

of a business in IFRS 3 was too broad,
resulting in too many transactions
qualifying as business combinations.
The latest amendments to IFRS 3, pub-
lished in October 2018, aim to make
the distinction easier by revising the
definition. This change will likely re-
sult in more transactions being ac-
counted for as asset acquisitions, rather
than business combinations. The
 impact will be seen across all indus-
tries, particularly in real estate, phar-
maceuticals, and oil and gas.

New definition of a business
Under the new definition, to be

considered a business, an acquisition
would have to include an input and a
substantive process that together sig-

nificantly contribute to the ability to
create outputs. The definition empha-
sises that the outputs are goods and
services provided to customers. The
new guidance also introduced a
framework to evaluate when an input
and a substantive process are present
(including for early stage companies
that have not generated outputs). To
be a business without outputs, there
will now need to be an organised
workforce.  

The amended guidance also allows
buyers to apply a concentration test
that, if met, eliminates the need for fur-
ther assessment. The test provides a
shortcut for accountants to conclude
whether the acquired set of assets is
not a business, thus avoiding the costs

and complexities of performing a fur-
ther assessment.

Under this optional test, a set of ac-
quired assets is not a business when
substantially all of the fair value of the
gross assets is concentrated in a single
asset, or a group of similar assets.
Gross assets acquired exclude cash,
deferred tax assets, and any goodwill
that results from the effects of deferred
tax liabilities. 

The optional concentration test in-
cludes the concept of aggregating sim-
ilar assets. In the real estate industry,
for example, it is common for acquisi-
tions to include several properties.
Companies should carefully consider
the specific facts and circumstances –
including class of property, location,
risk characteristics, and so on – when
concluding whether assets purchased
in a transaction are similar.

To illustrate, take the case of a real
estate company buying a portfolio of
10 residential homes. All homes are
leased out to separate tenants and
comprise land and buildings. Each
home is considered to be a separate in-
vestment property for accounting pur-
poses, and has a different design and
layout. However, all homes are lo-
cated in the same geographical area
and the risk profile of the real estate
market across that area is similar. In
addition, no employees, other assets,
or other activities are transferred.

With the concentration test the
buyer would be able to conclude that

this is an asset acquisition, and not a
business acquisition. This is because
substantially all of the fair value is
concentrated in a group of similar 
assets.

However, it should be noted that a
transaction is not automatically a busi-
ness combination if the optional con-
centration test does not result in an
asset classification. The buyer would
need to assess the transaction in more
detail under the full framework of
IFRS 3 in order to make a conclusion.

Looking ahead
The latest amendments to IFRS 3

are effective for business combinations
for which the acquisition date is on or
after the beginning of the first annual
reporting period beginning on or after
January 1, 2020, as well as for asset ac-
quisitions that occur on or after the be-
ginning of that period. Early
application is permitted. 

IFRS 3 itself and the amendments
do not explicitly require additional sys-
tems and processes. However, there
are a number of features of the stan-
dard that could have implications for
systems, controls, and the level of ex-
pertise required within an entity.

Any organisation in Vietnam en-
gaging in cross-border M&A with
businesses based in IFRS jurisdictions
would be well advised to determine the
accounting treatment for transactions
and make necessary preparations
ahead of time.n
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SonKim Land Corporation, a
pioneering luxury property
developer in Vietnam, last
week announced the success-

ful closing of approximately $121 mil-
lion in fundraising from an
international investor consortium.

The follow-up round of fundrais-
ing for SonKim Land, after a success-
ful initial investment of approximately
$37 million in 2013 and $46 million in
2016, is sponsored, advised, and led by
EXS Capital, an independent invest-
ment group based in Hong Kong and
dedicated to the Asia Pacific region.

With the fresh fundraising,
SonKim Land will again partner with
existing investors ACA Investments,
one of the best-performing Japanese
fund managers based in Singapore,
and Lemongrass Master Fund (an
 entity managed by EXS Capital), both
of whom have committed additional
funds to this round of fundraising.

Hiroyuki Ono, partner at ACA In-
vestments, said, “We are delighted to
increase our investment into SonKim
Land more than five times from the
initial investment in 2016. We
 congratulate chairman Nguyen Hoang
Tuan and CEO Andy Han for the well-
 deserved fundraising as they prove to
us every year that they can  deliver the

best projects in  Vietnam.”
“We are pleased to correspond to

their achievements by bringing more
capital together with new investors.
We continue to support SonKim Land
and look forward to bigger successes,”
he added.

Eric Solberg, CEO of EXS Capital
said, “We are pleased to sponsor this
third round of investment. As our part-
ner since 2013, SonKim Land contin-
ues to deliver strong results and
reinforce its reputation as one of Viet-
nam’s best real estate developers. We
look forward to working with the new
co-investors on the company’s contin-
ued success.”

In addition, SonKim Land is work-

ing with other new investors for this
round of fundraising including Sky-
mont Capital, an Asian-based invest-
ment management group, as well as
Credit Suisse, one of the most active
global financial institutions in Viet-
nam. Credit Suisse’s Rehan Anwer, co-
head of Southeast Asia and Frontier
Markets Investment Banking and Cap-
ital Markets, said, “Credit Suisse is
committed to serving the diverse fi-
nancing needs of entrepreneurs and we
are proud to play a role in supporting
SonKim Land’s further growth as it
fulfils its ambitions to be among Viet-
nam’s leading real estate investment
and development companies.”

Alex Lin, managing partner at

Skymont Capital, commented, “We
look forward to working with SonKim
Land as well as the co-investors to cre-
ate exceptional value for all stakehold-
ers in one of the fastest growing
markets in the region. This investment
exemplifies Skymont’s continued
commitment to the region.”

Alongside these investors, parent
company SonKim Investments will
also be participating in this fundraising
round to continue fuelling the com-
pany’s growth. The investor consor-
tium and SonKim Investments are
placing money through a combination
of redeemable convertible loans and
common equity. 

Since 2013, SonKim Land has

grown rapidly, with its latest award-
winning luxury properties in Ho Chi
Minh City including Serenity Sky Vil-
las and the launch of Metropole Thu
Thiem. The developments have won
several awards in Vietnam and glob-
ally, including Best Condominium in
Asia-Pacific and Best International
Condominium at the 2018 Interna-
tional Property Awards in London.
SonKim Land also won Best Boutique
Developer in Vietnam and Asia, fur-
ther reinforcing its reputation as a
world-class real estate company.

With this latest round of fundrais-
ing, SonKim Land aims to continue in-
creasing its pipeline of attractive
developments across the country in-
cluding luxury residential, commer-
cial, and hospitality developments in
Ho Chi Minh City.

SonKim Land chairman Tuan
said,  “The success of this $121 mil-
lion fundraising with investment
from prestigious international in-
vestors has marked a great milestone
for us. We will continue to uphold
our reputation as the pioneering lux-
ury property  developer in Vietnam,
as well as  further expand our busi-
ness in larger-scale projects in resi-
dential, commercial, and hospitality
sectors. The real estate market of
Vietnam will be kept amazed by our
world-class quality projects.”n

SonKim Land prevails in fundraising

SonKim Land continues receiving large investments from existing and reputable international investors


