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Brief facts of the enquiry: 
 
The Accounting Standards Board (the Board) received an enquiry, wherein, the Board’s guidance had 
been sought on measurement of acquired assets and liabilities by a company in a common control 
group reorganization transaction in the light of the requirements of ICAP’s draft Technical Release 
(draft TR) Accounting for Common Control Transactions. 
 
In the submitted fact pattern, a Scheme of Arrangement (SoA) was executed between companies 
under common control in which one company (receiving company) received certain assets and 
liabilities from another associated company (transferred company). As a consideration for transfer of 
assets and liabilities by the transferred company, the parent company of the receiving company 
(parent company) cancelled its direct shareholding in the transferred company. 
 
The receiving company, while accounting for the above transaction in its financial statements, 
measured the assets and liabilities received under the SoA at the value of parent company’s cancelled 
shares. This value was calculated on the basis of proportionate net assets of the transferred company 
as reported in its consolidated financial statements. 
 
The enquirer requested the Board to guide on the propriety of the accounting treatment adopted by 
the receiving company for measurement of assets and liabilities under the SoA. 
 
The Accounting Standards Board comments and conclusion: 
 
1. The Board noted that the submitted SoA is a common control transaction and IFRS Standards do 

not contain accounting requirements and guidance for common control transactions. 

 

In the absence of accounting and reporting specific requirements of IFRS Standards, IAS 8 

Accounting Policies, Changes in Accounting Estimates and Errors requires that management 

should use judgement to develop an accounting policy, drawing from sources based on the 

following hierarchy:  

 

 The requirements within other IFRS Standards which deal with similar and related issues;  
 

 The definitions, recognition criteria and measurement concepts for assets, liabilities, 

income and expenses in the Framework; 
 

 Pronouncements from other similar standard-setting bodies as well as other accounting 

literature and industry practice (to the extent they do not conflict with the above). 

 

2. With regards to the draft Technical Release (draft TR) Accounting for Common Control 
Transactions, the Board noted that it was issued in June 2020, outlining guidance for accounting 
of common control transactions.  

 
Paragraph 13 of the draft TR requires a receiving entity to account for a common control 

transaction by applying the ‘Predecessor method’, under which (emphasis added): 

 

“The receiving entity shall recognise the assets and liabilities of the transferred entity 

at their carrying amounts as reflected in the financial statements of the transferred 

entity, on the date of common control transaction. 
 

There shall be no: 

(a) Fair-value adjustment to the assets and liabilities of the transferred entity; or 

 

(b) Recognition of new assets and liabilities for the transferred entity.” 

 
3. Further, paragraph 15 of the draft TR outlines that (emphasis added):  
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“In some instances, the court’s approved scheme/arrangement may also specify the 

amounts of the assets and/or liabilities or the methods to determine those amounts, of 

the transferred entity. In such circumstances, the receiving entity shall use such 

prescribed amounts and methods for accounting for the common control transaction 

under the predecessor method.” 

 

4. The Board observed that the draft TR issued by ICAP sets-out recognition of assets and liabilities 

acquired/assumed by a receiving entity in a common control transaction at their respective 

carrying values as reflected in the financial statements of transferred entity. 

 

5. Further, under the draft TR, in circumstances where a court order approving a scheme of 

arrangement prescribes the values of transferred assets and liabilities, then the receiving entity 

should recognise the assets and liabilities acquired/assumed at such carrying values. 

 

In the context of the submitted fact pattern and information received from the enquirer, the 

Board noted that the Court Order of Honorable High Court of Sindh sanctioned SoA. Further, 

under the Court Order, the measurement was based on the carrying value of assets in the audited 

(standalone) financial statements of transferred entity for the year ended June 2018. 

 

6. The Board also observed that as a result of the SoA, there is no change in the economic interest 

of the group from the pre-SoA position. Consequently, there is no dilution or increase in the 

economic interest of transferred entity’s shareholders in the investment.  

 

7. Though the Board in consideration of enquirer’s specific request, analysed the matter under the 

draft TR, however, the Board also considered it important to highlight that the draft TR was 

issued by the ICAP for comments of general membership on June 8, 2020. Whereas, the subject 

SoA had the effective date of July 01, 2018 and accordingly, was accounted for in the financial 

statements of the Company for the year ended June 30, 2019. Further owing to the draft status 

of the TR, its requirements cannot be considered authoritative.  

 

8. Based on above discussion and the specific request of the enquirer to consider the enquired 

matter under the draft TR, the Board concluded that: 

 

 The receiving company, pursuant to the SoA being a common control transaction, would 

have accounted for the assets and liabilities acquired/assumed in its financial 

statements, at their respective carrying amounts (unless specific amounts are provided 

in the court order sanctioning the scheme).  

 

 The respective carrying amounts would be determined on the basis of the amounts 

reflected in the financial statements of the transferred company, on the effective date 

of SoA. 

 
(Issued in November 2020) 

 

 


