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Objective 

 
1. The objective of general purpose financial reporting is to provide information about the 

financial position, performance and cash flows of a reporting entity that is useful to 
existing and potential investors, lenders and other creditors in making decisions about 
providing resources to the entity. 

 
2. Entities carry out business combinations under common control (BCUCC) for various 

reasons, including in the context of group restructurings and reorganizations.  
 

3. The International Financial Reporting Standards (IFRS) do not provide guidance on the 
accounting for BCUCC. The fact that BCUCC are scoped out of IFRS 3 Business 
Combinations raises significant financial reporting issues on how to account for such 
business combinations.  
 

4. IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors requires that 
entities develop an accounting policy for transactions not specifically addressed by IFRS. 
Accordingly, a reporting entity needs to develop and apply an accounting policy for 
BCUCC that results in useful information to the primary users of the general purpose 
financial reporting. 

 
5. The objective of this Technical Release is to establish the principles to account for the 

effects of BCUCC and group restructurings in the general purpose financial statements 
of a receiving entity.  
 

6. The Technical Release aims to improve the relevance, reliability and comparability of 
the information that the receiving entity provides in its financial statements about a 
common control transaction.  
 

7. The Technical Release establishes principles and requirements for how the receiving 
entity: 

 
(a) recognises and measures in its financial statements a BCUCC or a group restructuring 

transaction; and 
 
(b) determines what information to disclose to enable users of the financial statements 

to evaluate the nature and financial effects of a BCUCC or a group restructuring.  
 
Scope 

 
8. This Technical Release shall be applied by the receiving entities to account for the 

effects of common control transactions: 
 

(a) BCUCC that are currently excluded from the scope of IFRS 3; and 
 

(b) Group restructurings. 
 
In this Technical Release the BCUCC and group restructurings are termed as common 
control transactions.  

 
9. The receiving entity is the entity which receives control over one or more businesses in 

a BCUCC or a group restructuring transaction. The transferred entity is the entity whose 
control over one or more businesses in transferred to the receiving entity in a BCUCC or 
a group restructuring. 

 
10. IFRS 3 defines the ‘Business combination’ and Business combination between entities or 

businesses under common control’ as under: 
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Business combination as “a transaction or other event in which an acquirer obtains 
control of one or more businesses.”  

 
Business combination between entities or businesses under common control as “a 
business combination in which all of the combining entities or businesses are ultimately 
controlled by the same party or parties both before and after the business combination 
and that the control is not transitory.” 

 
11. The Group restructurings are not defined in the IFRS. In general, group restructurings 

refer to a broad range of transactions or other events that involve transfer of entities or 
businesses between entities under common control but may not satisfy the definition of 
a business combination or BCUCC. Mergers and amalgamations of group entities are the 
most common forms of group restructuring. 

 
12. For understanding and application of this Technical Release, the terms as defined in IFRS 

shall be used, unless those terms conflict with this Technical Release. 
 
Measurement approach 

 
13. A receiving entity shall account for a BCUCC or group restructuring by applying the 

‘Predecessor method’. 
 
Predecessor method 

 
14. 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.  

    
15. In some instances, the receiving entity and transferred entity may account for similar 

assets and liabilities using different accounting policies. Further, in some instances the 
accounting period of receiving entity and transferred entity may differ.  

 
In such circumstances, the receiving entity shall adjust carrying amounts of the assets 
and liabilities of the transferred entity to ensure the uniformity of accounting policies 
and accounting period with those of the receiving entity. Any such change shall be 
applied retrospectively, unless it is impracticable to do so, in accordance with IAS 8.  

 
Further, adjustments shall be made to eliminate intragroup assets, liabilities, equity, 
income, expenses, cash flows and unrealised gains or losses resulting from intragroup 
transactions applying paragraph B86(c) of IFRS 10 Consolidated Financial Statements. 
 

16. 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. 
 

17. The consideration for the common control transaction includes the aggregate of the 
shares and other securities issued and the payment made in the form of cash or other 
assets by the receiving entity to the shareholders of the transferred entity or transferring 
entity or the liabilities assumed or incurred by the receiving entity (other than transferee 
entity’s liabilities). 
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18. The consideration in the form of shares shall be measured at the par value of the shares. 
The consideration paid in assets shall be measured at the fair value of those assets at 
the date of combination transaction. The consideration paid in the form of liabilities 
assumed or incurred (other than transferred entity’s liabilities) shall be measured at the 
carrying amounts of those liabilities determined in accordance with the applicable IFRS 
on initial recognition of those liabilities at the date of common control transaction. 

  
19. The receiving entity shall record the difference (which could be positive or negative) 

between the consideration for the common control transaction and the aggregate 
carrying amount of the net assets of the transferred entity within the equity.  
 
The receiving entity shall consider the statutory and legal requirements to account for 
and present the above difference within the equity, in the financial statements. 

 
20. There shall be no recognition of additional goodwill while accounting for the common 

control transaction. 
 

21. The statement of profit or loss shall reflect the results of the receiving entity and 
transferred entity from the date of common control transaction. 

 
Transaction costs 

 
22. A common control transaction may involve incurrence of transaction costs, such as 

finder’s fees; advisory, legal, accounting, valuation, other professional or consulting 
fees, transfer taxes/charges, levies by regulatory agencies and securities exchanges; and 
general and administrative costs.  

 
23. In a common control transaction, the transaction costs should be accounted for in 

accordance with the guidance provided in IFRS, and accordingly: 
 
(a) Transaction costs relating to the issue of debt or equity instruments in a common 

control transaction shall be recognised in accordance with IAS 32 and IFRS 9. 
 
(b) All other transaction cost should not be included as part of the consideration 

transferred but, rather, all such costs shall be expensed as incurred or when the 
service is received, in accordance with the principle set out in IFRS 3. 

 
Prospective application and presentation  

 
24. The entities or businesses in a common control transaction shall be combined 

prospectively from the date of the transaction.  Therefore, pre-combination information 
in the primary financial statements shall be provided only for the receiving entity. 

 
Disclosures 

 
25. The receiving entity shall disclose information that enables users of its financial 

statements to evaluate nature and financial impact of common control transaction that 
occurs either: 

 
(a) During the current reporting period; or  

 
(b) After the end of the reporting period but before its financial statements are 

authorised for issue. 
 
26. The receiving entity shall disclose information that enables users of its financial 

statements to evaluate the financial effects of adjustments recognised in the current 
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reporting period that relate to common control transaction that occurred in the reporting 
period or previous reporting periods. 

 
This shall include: 

 
(a) The accounting policy applied in accounting for a common control transaction, 

including a discussion of the specific principles and measurement bases applied under 
the policy. 

 
(b) For each common control transaction accounted for during the period, the following 

information shall be disclosed:  
 

(i) the names of the combining entities (other than the receiving entity);  
 

(ii) the date of the common control transaction;  
 

(iii) the composition of the consideration, showing separately the: 
 

 Par value of the shares issued; 

 Fair value of each class of asset; and 

 Carrying value of the liabilities assumed or incurred. 
 

(iv) the amounts at which assets and liabilities of the transferred entity are 
recognised by the receiving entity; 
 

(v) the nature and amount of significant accounting adjustments made to the net 
assets and net profit or loss to achieve consistency of accounting policies or 
accounting period; and 
 

(vi) the amount recognised in equity representing the difference between the 
consideration and net assets of the transferred entity, calculated above. 

 
27. If the specific disclosures required by this and other IFRS do not meet the objectives set 

out in 25 and 26, the receiving entity shall disclose whatever additional information is 
necessary to meet those objectives. 

 
Effective date 

 
28. This Technical Release is applicable on common control transactions that occur on or 

after September 30, 2020. Earlier application is permitted. If an entity applies this 
Technical Release for an earlier period, it shall disclose that fact. 
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This Basis for Conclusions accompanies, but is not part of the Exposure Draft of Technical Release 
Accounting for Common Control Transactions. It summarises the considerations of the Board when 
developing the Exposure Draft. 

 
Introduction 

 
B1 The Exposure Draft of Technical Release sets out proposals for accounting of common 

control business combinations and restructuring transactions in financial statements of 
a receiving entity.  The Exposure Draft responds to need for the provision of accounting 
directive for the IFRS scoped out business combinations under common control.  

 
The Basis for Conclusions is organised as follows: 

 
(a) Need for this Technical Release 
(b) Objective and scope of the Accounting Directive 
(c) The proposals in the Exposure Draft  

 
Need for this Technical Release  
 
B2 The main objective of general purpose financial reporting is to provide information that 

is useful to the primary users of the financial statements. 
 

Paragraph 1.2 of the Conceptual Framework for Financial Reporting (the Conceptual 
Framework) explains that the objective of general purpose financial reporting is to 
provide financial information about the reporting entity that is useful to existing and 
potential investors, lenders and other creditors in making decisions about providing 
resources to the entity. 

 
Those decisions involve decisions about: 

 
(a) buying, selling or holding equity and debt instruments; 
 
(b) providing or settling loans and other forms of credit; or 
 
(c) exercising rights to vote on, or otherwise influence, management’s actions that 

affect the use of the entity’s economic resources. 
 

The Conceptual Framework also explains that many existing and potential investors, 
lenders and other creditors cannot require reporting entities to provide information 
directly to them and must rely on general purpose financial reports for much of the 
financial information they need. Consequently, they are the primary users to whom 
general purpose financial statements are directed. 

 
B3 Whilst there may be other users of the financial statements, the Conceptual Framework 

recognises that the general purpose financial reporting may not specifically address their 
information needs. 

 
B4 Entities carry out BCUCC for many different reasons. Sometimes these reasons can 

originate from internal reorganisations for tax strategy purposes or to potentially spin-
off certain businesses within a group.  
 

B5 However, there is no specific guidance in IFRS on the accounting for BCUCC. 
 
Paragraph 2(c) of IFRS 3 states that the standard does not apply, amongst other things, 
to a combination of entities or businesses under common control. 
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B6 Paragraph 10 of IAS 8 requires that entities develop an accounting policy for transactions 
not otherwise addressed in IFRS. 

 
In the absence of specific guidance in IFRS, transactions involving BCUCC should be 
accounted for in accordance with the ‘hierarchy’ described in paragraphs 10-12 of IAS 8. 
As a consequence, appropriate accounting policies have to be developed and applied 
consistently.  

 
B7 The Board was mindful to the fact that IASB as part of its Research Programme is working 

on the project titled Business Combination under Common Control. Under this project, 
IASB is discussing whether it can develop requirements that would improve the 
comparability and transparency of accounting for combinations under common control 
to help investors compare and better understand information that companies provide in 
financial statements about such transactions.  

 
In this context, the IASB is expected to issue a Discussion Paper (DP) in third quarter of 
2020. The IASB based on the outcome and comments on the DP would decide whether to 
develop or amend an IFRS for BCUCC. 

 
The Board noted that in accordance with the IASB due process the development and 
application of IFRS requirements for BCUCC still involves significant stages, requiring 
further time.  

 
B8 The Board noted that owing to lack of guidance under IFRS, internationally, various 

national accounting standard-setters have issued local accounting requirements for 
common control transactions.  Since, the transactions involving BCUCC are also frequent 
in Pakistan, it was considered necessary that accounting requirements for such 
transactions are developed and prescribed. 

 
B9 Further, lack of guidance under IFRS has resulted in diversity of practices in accounting 

for BCUCC transactions in Pakistan. Accordingly, the Board considered it needful to 
develop and prescribe accounting requirements for common control transactions so that 
diversity of accounting practices could be eliminated and users of financial statements 
are provided with relevant, comparable and faithful presentation of financial 
information. 

 
Objective and scope of the Technical Release 
 
B10 The objective of the Exposure draft is to improve how BCUCC and group restructuring 

transactions are accounted for and presented in the general purpose financial statements 
of a receiving entity that is a reporting entity. 

 
B11 Defining the reporting entity is essential to resolving the issue of initial recognition and 

measurement of common control transactions. Throughout this Technical Release the 
receiving entity is a reporting entity, and the financial reporting of the common control 
transaction is considered from its perspective.  

 
The description of a reporting entity is intended to be consistent with the objective of 
general purpose financial reporting. This is because the boundaries of a reporting entity 
are set to ensure that the information that is reported is useful for resource allocation 
decisions to be taken by existing and potential equity investors, lenders and other 
creditors. 

 
B12 A transfer of business would generally involve the following parties:  

 
(a) the controlling entity or parent;  
 
(b) the transferring entity or transferor;  
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(c) the transferred entity (entity or business); and  
 
(d) the receiving entity. 

 
B13 This Technical Release focuses on information about the accounting transaction provided 

in the general purpose financial statements of the receiving entity in a common control 
transaction. 

 
A controlling entity is the entity that controls both the combining entities or businesses.  
A receiving entity is the entity that assumes the assets and liabilities of the transferred 
entity. The transferee / transferred entity is the entity whose control in a business 
combination is transferred to the receiving entity. On the other hand, a transferor in a 
business combination is the entity which transfers its interests in the transferee to the 
receiving entity. 

 
The consequences of such a transfer can be analysed from the point of view of the parties 
involved in such transaction as discussed below (this analysis assumes that the parties 
involved in the transaction are reporting entities):  

 
 The controlling party or parent: from the perspective of the controlling party, the 

transaction does not change the entities or businesses that the party controls. If 
there is no non-controlling interest (NCI) affected by the transfer, the accounting 
consequences of such a transfer are generally eliminated in full from the parent’s 
consolidated financial statements according to IFRS 10 Consolidated Financial 
Statements (paragraph B86 of IFRS 10). If there is NCI affected by the transaction, 
the transfer would involve a transaction with NCI and the parent may need to 
recognise a change in its ownership interest in the transferred business. Accounting 
for such a change in ownership interest is also covered by IFRS 10 (paragraphs 22–24 
of IFRS 10). 

 
 The transferring entity or transferor: from the perspective of the transferring party, 

the transaction results in a disposal of an entity or business. The transferor loses 
control over the transferred entity or business and accounts for the transaction 
according to IFRS 10 (paragraphs 25 and 26 of IFRS 10). 

 
 The transferred entity (entity or business): from the perspective of the transferred 

party, the transaction results in a change in its immediate parent. IAS 24 Related 
Party Disclosures requires an entity to disclose the name of its parent and, if 
different, the ultimate controlling party (paragraph 13 of IAS 24).  

 
 The receiving entity: From the perspective of the receiving party, the transaction 

results in a change in entities or businesses that the receiving party controls and 
needs to report on. After the transaction, its financial statements will also need to 
include financial information about the transferred entity.  

 
The accounting for such transactions by a receiving entity is not covered by existing IFRS. 

  
B14 In context of this Technical Release a distinction is made between a receiving entity and 

an acquirer. The term ‘receiving entity’ is used to describe when an entity receives one 
or more businesses either directly (as a parent) or from the ultimate parent entity. This 
term is used in the Technical Release to avoid suggestions that one of the combining 
entities is the accounting acquirer. 
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Scope  
 
B15 BCUCC are not in the scope of IFRS. BCUCC refer to combinations of entities or businesses 

that are ultimately controlled by the same party or parties both before and after the 
business combination.  

 
Paragraph B1 of IFRS 3 describes BCUCC as business combinations 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. 

 
B16 The key components of BCUCC therefore include: 
 

(a) The transaction is a business combination.  
 

IFRS 3 defines a business combination as “[a] transaction or other event in which an 
acquirer obtains control of one or more businesses.”  
 
Typically, a business combination occurs when an entity purchases the equity 
interests or the net assets of one or more businesses in exchange for cash, equity 
interests of the acquirer, or other consideration. However, the definition of a 
business combination applies to more than just purchase transactions: it incorporates 
all transactions or events in which an entity or individual obtains control of a 
business. 
 
Further, for a transaction to meet the definition of a business combination, the entity 
or net assets acquired must meet the definition of a business. IFRS 3 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 set of assets and activities to be business, it must include, at a minimum, an 
input and a substantive process that together significantly contribute to the ability 
to create outputs. These outputs include provision of goods or services to customers, 
investment income or other income from ordinary activities.   

 
(b) The transaction results in control of one or more businesses. Control has to be 

considered in context of the legal and statutory requirements along-with the 
guidance provided in IFRS 10. 

 
(c) The combining entities or businesses are ‘under common control’. The common 

control exists if the entities or business are ultimately controlled by the same party 
both before and after the business combination regardless of whether such entities 
and businesses are part of the same consolidated financial statements. 

 
(d) The common control is ‘not transitory’ in order to avoid business combinations at 

arm’s length being structured so that for a short period immediately before the 
combination, the combining entities or businesses are under common control.  

 
Assessing whether common control exists 
 
B17 In IFRS Standards, the guidance on determining control is provided in IFRS 10. Under IFRS 

10, an entity has control over an investee when all of the following elements are present: 
 

(a) Power over the investee 
 
(b) Exposure, or rights, to variable returns from its involvement with the investee 
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(c) The ability to use its power over the investee to affect the amount of the investor’s 
returns 

 
The entity shall also consider the legal and statutory explanations to determine whether 
common control exists.  

 
B18 An entity may be controlled by an individual or by a group of individuals acting together 

under a contractual arrangement. The individual or group of individuals may not be 
subject to the financial reporting requirements of IFRS. Therefore, in accordance with 
IFRS 3 paragraph B3, it is not necessary that combining entities be included as part of 
the same consolidated financial statements for a business combination to be regarded as 
one involving entities under common control. Control can be exercised by an entity, such 
as a parent company or partnership, by an individual, or by a government. For example, 
entities would be under common control if they were wholly owned by an individual 
shareholder who was not required to prepare financial statements. 

 
Transitory common control 

 
B19 For a transaction to qualify as a common control transaction, IFRS 3 requires that the 

combining entities or businesses are ultimately controlled by the same party or parties 
before and after the combination. The control must not be transitory.  Under IFRS 3 
paragraph B1, common control must exist both before and after the business combination 
so that control is not transitory. 

 
B20 The IASB had decided to require common control not to be ‘transitory’ to avoid business 

combinations between parties acting at arm’s length being ‘structured’ through the use 
of “grooming” transactions [with the intention to avoid the application of the 
requirements in IFRS 3], so that, for a brief period immediately before the combination, 
the combining entities or businesses are under common control’. Therefore, the reason 
for this condition is to prevent the use of “grooming transactions,” whereby, for only a 
brief period immediately before the combination, the combining entities or businesses 
are under common control. 

 
B21 A reorganization may involve the formation of a new entity to facilitate the sale of part 

of a group. The IFRIC considered whether this is a business combination under IFRS 3 if 
control of the new entity is transitory. In the IFRS Updates in March 2006 and July 2011, 
the IFRIC clarified that when combining entities or businesses have been under common 
control for a period before the combination, control is not considered transitory. A 
reorganization within a group to facilitate a spinoff or an initial public offering is a 
business combination involving entities under common control. This is still the case when 
the parent loses control shortly after the transaction. This constitutes a disposal 
transaction. The entity has lost control of the business. The disposal may be an 
acquisition by another party or it may be a disposal to the wider market. The 
reorganization that occurs before the disposal is not an acquisition under IFRS 3. It may 
be a business combination amongst entities under common control provided that more 
than one business is combined in the new entity. 
 

B22 If control over the combining entities or businesses by the same party (or parties) is 
considered ‘transitory’, the business combination:  
 
(a) does not satisfy the description of business combination under common control; and  

 
(b) is accounted for applying the acquisition method set out in IFRS 3. 

 
B23 If control over the combining entities or businesses by the same party (or parties) is not 

considered ‘transitory’, the business combination:  
 

(a) satisfies the description of a business combination under common control; and  
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(b) is excluded from the scope of IFRS 3 (and required to be accounted for applying the 

requirements of IAS 8 (paragraphs 10–12). 
 
Group restructurings 
 
B24 ‘Group restructuring’ is not a defined term and its meaning is not discussed in existing 

IFRS.  
 

B25 In common language, restructuring means organizing components of the whole in a 
different way. In the context of a group, restructuring would involve organizing entities 
or businesses within the group in a different way. Such changes in the group structure 
would involve transferring control over entities or businesses between existing or newly 
created entities under common control. Some of those transfers would satisfy the 
description of business combinations under common control whereas others would not 
as the definition of ‘business combination’ is not met. 

 
B26 The most common types of restructurings involving entities under common control are 

as follows: 
 

(a) Creation of a New Company (NewCo) and transfer of business to the NewCo (also 
referred to as spin-offs) in anticipation of a listing of securities or sale of business or 
debt raising or taking benefit of a tax advantageous territory etc. There could be 
several forms in which these transactions are structured. 

 
(b) Group reorganisation involving moving of assets or entities within the group mainly 

driven by tax or financial considerations or for simplification of group structure. 
Similar to spin-offs, these could take several forms as these reorganizations are 
driven by varied necessities. 

 
Mergers and amalgamations of group entities are the most common forms of group 
restructuring. 

 
B27 IFRS 3 defines business combination as a transaction in which an ‘acquirer’ obtains 

control of one or more businesses. A key component of a transaction that is a ‘business 
combination’, involves identification of an acquirer. 

 
B28 If the acquirer can be identified, the transaction satisfies the description of a business 

combination and may also relate to a common control. Such a transaction is not covered 
by existing IFRS Standards as IFRS 3 scopes out common control business combinations. 
These common control business combination transactions are included in the scope of 
this Technical Release. 
 

B29 If none of the combining parties can be identified as the acquirer according to IFRS 3. 
The transaction does not satisfy the description of business combination under common 
control because it does not meet the definition of business combination. However, such 
a transaction changes the structure of the group, involves the transfer of a business and 
is not covered by existing IFRS Standards. Such transactions (i.e. Group restructurings) 
are also included in the scope of this Technical Release. 

 
Nature of the transaction — group of assets or business 
 
B30 Determining if a transfer between entities under common control constitutes the 

transfer of a group of ‘assets’ or a ‘business’ is critical. The acquisition of a group of 
assets or net assets should be accounted for as an asset acquisition under the 
requirements of IFRS 3 paragraph 2(b), regardless of whether that acquisition is a 
common control transaction. 
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The acquisition of a single asset is governed by other IFRS, for example, IAS 16, Property, 
Plant and Equipment, or IAS 38, Intangible Assets. Those standards would apply 
regardless of whether the transaction qualifies as a common control acquisition. The 
seller or transferor will account for the transaction under appropriate IFRS and may 
recognize a gain or loss on the transaction. 

 
B31 The accounting for common control transactions at subsequent measurement in the 

separate or consolidated financial statements of the receiving entity are not discussed 
in the Technical Release. The receiving entity is required to subsequently measure the 
assets acquired, liabilities assumed or incurred and equity instruments issued in 
accordance with applicable accounting and reporting standards. 

 
Proposals in the Exposure Draft  
 
Measurement approach 

 
B32 According to the Conceptual Framework for Financial Reporting (Conceptual 

Framework), the objective of general purpose financial reporting is to provide useful 
information to primary users that enables them to make decisions relating to providing 
resources to the entity.  

 
B33 The primary users of financial statements include the existing and potential investors, 

lenders and other creditors. Paragraph 1.8 of the Conceptual Framework states that 
individual primary users of general purpose financial statements have different and 
possibly conflicting information needs and desires. 
 

B34 Paragraph 2.4 of Conceptual Framework states that financial information is useful to 
primary users if it is relevant and faithfully represents what it purports to represent. The 
usefulness of financial information is enhanced if it is comparable, verifiable, timely and 
understandable. 
 

However, as outlined in paragraph 2.39 of the Conceptual Framework it is important to 
consider the cost constraint on useful financial reporting, i.e. whether the costs are 
justified by the benefits of reporting information. 

 
B35 Paragraph 6.1 of the Conceptual Framework states that the elements recognised in 

financial statements are quantified in monetary terms, and this requires the selection of 
a measurement basis. 

 
For the selection of measurement basis, the qualitative characteristics of useful financial 
information and the cost constraint are the likely determining factors. 

 
B36 The Boards’ considerations, accordingly, in developing the measurement approaches for 

transactions within the scope of this Technical Release, were the: 
 

(a) The information needs of primary users of the entity's financial statements. 
 
(b) Whether useful information can be provided at a cost justified by the benefits of that 

information. 
 
B37 Paragraphs 11 and 12 of IAS 8, require management, when there is no specifically 

applicable standard or interpretation, to develop a policy that is relevant to the decision-
making needs of users and is reliable. The entity first considers requirements and 
guidance in other IFRS dealing with similar issues, and then the content of International 
Accounting Standards Board’s (IASB) Conceptual Framework. Management might consider 
the pronouncements of other standard-setting bodies that use a similar conceptual 
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framework to the IASB’s, provided that they do not conflict with the IASB’s sources of 
guidance. 

 
When there is no specific IFRS governing a transaction, IAS 8 paragraph 11(a) requires 
reference to IFRS dealing with similar and related issues. IAS 8 also allows reference to 
guidance issued by certain other standard-setting bodies. 
 

B38 IAS 8 also requires that the financial statements need to be both relevant to the 
economic decision making needs of users, and reliable. Paragraph 10 of IAS 8 notes that 
reliable means that the financial statements: 
 
 Represent faithfully the financial position, financial performance and cash flows of 

the entity. 
 Reflect the economic substance of transactions, other events and conditions, and 

not merely the legal form 
 Are neutral (i.e. free from bias) 
 Are prudent, and 
 Are complete in all material respects. 
 

B39 The accounting method or BCUCC should be capable to satisfy the needs of users of 
financial statements. The users are diversified groups and may have different needs.  

 
The Board noted that in considering the needs of users, the cost of each alternative 
method and the benefits to be derived should be considered.  

 
B40 The desk study of requirements and guidance issued by various international jurisdictions 

shows that the common control transactions are typically reported either by applying a 
form of a predecessor approach or applying acquisition method, or a variant on it. 
  

B41 It was also noted that some of the largest jurisdictions such as United States, China and 
India only allow the Predecessor method (or a variant of this method) for accounting of 
common control transactions. 
 

B42 However, it is also recognised that more than one measurement approach for common 
control transactions results in limited comparability of information provided in financial 
statements about similar transactions and creates complexity for users of financial 
statements. 
 
Accordingly, the Board noted that two measurement approaches for transactions within 
the scope of the Technical Release would increase complexity and decrease 
comparability.  
 

B43 The use of the predecessor method results in the recognition of assets and liabilities at 
their carrying amounts. There are no fair value remeasurements and recognition of 
goodwill.  Any difference between the consideration and the carrying amounts of the net 
assets is recognized in equity. 

 
B44 IFRS 3 explains the acquisition method. The use of the acquisition method results in a 

reassessment of the carrying amounts of assets and liabilities i.e. fair value, and the 
recognition of goodwill and certain intangible assets, which otherwise would not be 
permitted. Any difference between the consideration and the fair value of the net assets 
is recognized as goodwill or bargain purchase. 

 
B45 The acquisition method set out in IFRS 3 is required for business combinations that are 

not under common control.  
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B46 In context of drawing analogy from IFRS for accounting of BCUCC under acquisition 
method, the Board noted that this accounting method is principally for acquisitions. 
BCUCC and ordinary business combinations are different in nature.  
 

Importantly, IFRS 3 specifically scopes out the BCUCC.  
 

B47 If any analogy to IFRS 3 is valid, then all the requirements of IFRS would have to be 
applied. 

 
Further, for a common control transaction, it would be difficult to apply IFRS 3 because 
an acquirer is not always identifiable and BCUCC transactions might not be transacted 
at arm’s length basis. 

 
B48 The Board also noted that the use of acquisition accounting could also create 

restructuring opportunities for groups, since entities might recognise income in profit or 
loss by changing ownership within the same ultimate legal entity.  
 

B49 The desk study of financial statements of few companies indicated that BCUCC and group 
restructuring involved subsidiaries that were either wholly owned or had limited non-
controlling interest. In substance, the business in a common control transaction was 
simply moved from one part of a group of entities under common control to another.  
 

B50 As noted earlier BCUCC and ordinary business combinations are different in nature. In 
addition, BCUCC are transactions that occur in a great variety of forms. While common 
control transactions may result in a change in control from the perspective of a 
standalone reporting entity, common control transactions do not result in a change in 
control at the ultimate parent or the controlling shareholder level. In substance, in a 
BCUCC there is no change in the economic substance of the combined entities or group.   
 

It can also be argued that if there is no economic substance to the BCUCC and the 
business combination is undertaken solely for the controlling parent’s purposes, then the 
costs of making the required fair value measurements of both entities can exceed the 
benefits of making those measurements. Therefore, unlike accounting for business 
combinations, common control transactions should not be accounted for at fair value. 
 

B51 In above scenarios, the accounting of common control transactions without fair value 
adjustments to the carrying amounts of asset and liabilities of the transferring entity 
would be providing relevant and faithful information to the primary users. Further, the 
use of carrying amounts rather than fair values would be more cost effective.   
 
Furthermore, this measurement approach can also be considered from the perspective 
of controlling investors, as the controlling entity does not need to rely on the receiving 
entity’s financial statements for meeting its information needs.  
 

B52 The primary users of financial statements also include lenders and other creditors, and 
that can be affected by the common control transactions. Different classes of lenders 
and other creditors can have different information needs and different levels of access 
to information beyond information provided in the receiving entity’s general purpose 
financial statements. They can perform their own analysis or can rely on the analysis 
published by other parties such as credit rating agencies. 
 

B53 The three fundamental respects in which claims held by lenders and other creditors of 
the receiving entity in a BCUCC or group restructuring are different are typically 
different from claims held by the equity investors: 
 
(a) contractual cash flows on a debt instrument as opposed to discretionary cash flows 

on an equity instrument; 
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(b) contractual maturity of a debt instrument as opposed to a perpetual nature of an 

equity instrument; and 
 
(c) different priority of the claims in the event of liquidation or bankruptcy. 

 
The above characteristics of the claims held by lenders and other creditors have an 
influence on both the information required for credit analysis and the way information 
is used. Generally, debt investors and credit analysts use information in the entity’s 
general purpose financial statements to assess the entity’s ability to service the existing 
debt and to raise new debt. They use that information both in assessing recoverability 
of the existing debt and in making decisions about providing resources to the entity, for 
example in negotiating a loan agreement, but the focus of their credit analysis always 
remains on the entity’s ability to service its debt. In contrast, equity investors are 
generally interested in maximising the returns on their equity investments and tend to 
focus on valuation. 

 
B54 The Board noted that lenders and other creditors are exposed to credit risk of their debt 

investments that reflects liquidity risk of the borrower.  
 

The debt investors and credit analysts are mostly interested in information about 
nominal amounts due rather than the fair value of the debt.  

 
The cash flow analysis seems predominant in credit analysis, including in the ratio 
analysis performed by debt investors and credit analysts. Profitability ratios are also used 
in credit analysis, but they tend to play a secondary or complementary role compared to 
cash flow analysis. In general, the debt investors and credit analysts do not tend to focus 
on the statement of financial position apart from analyzing the entity’s debt. 

 
B55 The Board noted that different measurement approaches for accounting of common 

control transactions would not only increase complexity and reduce comparability, but 
would also have cost implications. Therefore, the Board decided that providing a free 
accounting policy choice for accounting of common control transactions would not be a 
suitable approach.   

 
B56 The Board also noted that the acquisition method for common control transactions would 

involve costs for fair value accounting and in general would not be reflective of the 
common control transaction where in substance there is no economic change at the 
combined entities or group level. Further, drawing an analogy from IFRS 3 would also not 
be a straightforward approach considering the fact that IFRS 3 has specifically excluded 
BCUCC from its scope.   
 

B57 The Board, for measurement approach for common control transactions, based on above 
factors, concluded that the ‘Predecessor method’ provides the relevant and faithful 
financial information to the primary users of receiving entity’s general-purpose financial 
statements. 

 
Predecessor method 

 
B58 There is diversity in practice in reporting carrying amounts applying a predecessor 

approach.  
 

One approach involves recognition of assets and liabilities of the transferred entities or 
businesses at the carrying amounts included in the financial statements of a controlling 
party (i.e. in the consolidated financial statements). While, the other approach involves 
accounting of the transaction using the carrying amounts reported by the transferred 
entities.  
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B59 The Board considered various aspects of the two approaches and concluded that the 

receiving entity shall apply the predecessor method, using the carrying amounts of the 
transferred entity. Under this method the assets and liabilities of the transferred entity 
shall be recorded by the receiving entity at their carrying amounts as of the date of 
common control transaction (after making necessary adjustments). However, the 
carrying amount of the assets and liabilities should not include fair value adjustments or 
impact. 
 

B60 In general, if the transferred entity or business has been always part of the same group, 
the carrying amounts of the assets and liabilities of that entity or business included in 
the consolidated financial statements of its controlling party (including the immediate 
parent, an intermediate parent and the ultimate parent) will generally be equal—subject 
to intercompany adjustments—to the carrying amounts recognised by the transferred 
entity or business itself.  

 
Where a combining entity has previously been acquired in an acquisition, the carrying 
amounts of the combining entity’s assets and liabilities in its separate financial 
statements may be different to the carrying amounts of those assets and liabilities in the 
controlling entity’s financial statements (i.e. in the consolidated financial statements). 

 
B61 The argument for using the amounts included in the financial statements of a controlling 

party could be that this approach is appropriate because business combinations under 
common control are directed by the controlling party and accounting should reflect that 
party’s perspective. Another argument could be that the transferred entity, or business, 
may not have prepared financial statements in accordance with the IFRS Standards, or 
may not have prepared audited financial statements. 

 
B62 However, based on IASB outreach carried out under its BCUCC project, most regulators 

expressed the view that carrying amounts of the transferred entity should be used. 
Further, the use of amounts recognised by the controlling party would be a form of 
‘pushdown accounting’ and which is not permitted by IFRS. 
 

B63 Another significant argument for using the carrying amounts reported by the transferred 
entity is that amounts recognised by the controlling party are irrelevant from the point 
of view of the combining entities. 

 
B64 The Board also noted that the use of the carrying amounts of assets and liabilities 

included in the financial statements of the transferred business would:  
 
(a) ensure comparability with the historical financial information of that entity or 

business. This would help both lenders and other creditors and potential equity 
investors in performing trend analysis comparing the performance of the transferred 
business post combination with its pre-combination performance.  

 
(b) result in consolidated or combined financial statements of the combined entities or 

businesses that reflect the perspective of those entities rather than its controlling 
party and reflect continuation of those entities or businesses in a new legal form. 

 
B65 As explained above, where a transferred entity has previously been acquired in an 

acquisition, the carrying amounts of the transferred entity’s assets and liabilities in its 
separate financial statements may be different to the carrying amounts of those assets 
and liabilities in the controlling entity’s financial statements (i.e. in the consolidated 
financial statements). However, under the predecessor method the fair value 
measurements in the financial statements of the controlling entity are not pushed down 
to the combining entity. 
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B66 Paragraph 19 of IFRS 10 requires the use of uniform accounting policies for like 
transactions and other events in similar circumstances in preparation of consolidated 
financial statements. Therefore, the only adjustments that are made are to align 
accounting policies of the combining entities or businesses. 

 
Consideration paid by the receiving entity 
 
B67 Applying a predecessor approach, assets and liabilities received in a business 

combination under common control would be recognised by the receiving entity at their 
predecessor carrying amounts and any difference between the consideration paid and 
the carrying amounts of those assets and liabilities would be recognised in the receiving 
entity’s equity.  

 
B68 The consideration paid by the receiving entity could be either of or a combination of the 

following: 
 
 Consideration in the form of own shares 
 Consideration in cash 
 Consideration in the form of other assets (other than cash) 
 Consideration in the form of liabilities assumed (other than transferred entity’s liabilities) 
 

B69 The measurement of the consideration paid in the form of own shares would affect 
presentation within the receiving entity’s equity but would not affect the total carrying 
amount of the entity’s equity or any assets, liabilities, income or expenses recognised 
by the receiving entity.  

 
However, the receiving entity shall measure the consideration in the form of shares at 
the par value of the shares. 

 
B70 The review of existing IFRS outlines that a gain or loss on disposal of assets is typically 

required to be recognised and such an outcome would be achieved if the consideration 
paid in the form of assets in a business combination under common control is measured 
at fair value of those assets and would not be achieved if such consideration is measured 
at the carrying amounts of those assets. 

 
B71 Furthermore, the Board noted that the requirements of IFRIC 17 Distributions of Non 

cash Assets to Owners should also be considered. IFRIC 17 requires an entity to measure 
a liability to distribute non-cash assets as a dividend to its owners at the fair value of 
the assets to be distributed. When the entity settles the liability, it recognises the 
difference between the carrying amount of the assets distributed and the carrying 
amount of the liability in the statement of profit or loss. 
 

B72 The receiving entity shall measure the consideration paid in the form of assets at fair 
value of those assets at the date of combination. The Board considers that the common 
control transactions involving consideration in the form of other assets of the receiving 
entity would be very limited. The Board accordingly thinks that requiring consideration 
paid in the form of assets to be measured at fair value would appropriately consider both 
the benefits of the resulting information and the costs of providing such information. 
 

B73 A receiving entity might provide part or all of the consideration for a business 
combination under common control by incurring new liabilities, or by assuming existing 
liabilities of the transferor entity. Examples of liabilities that can be incurred or assumed 
by the receiving entity in exchange for a business transferred in a business combination 
under common control include, but are not limited to, financial liabilities, performance 
obligations, pensions, provisions. 
 

B74 The Board noted that consideration paid in a common control transaction by incurring 
liabilities to or assuming liabilities from the transferor should be measured at their 
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carrying amounts determined using applicable IFRS Standards on initial recognition of 
those liabilities, at the date of combination. Furthermore, using IFRS that apply on initial 
recognition of liabilities would provide the most useful information about those liabilities 
in such transactions––and those Standards would continue to apply to subsequent 
measurement of those liabilities. 

 
The difference between the consideration paid and the carrying amounts of the transferred 
entity 
 
B75 Applying a predecessor approach, the difference between the consideration paid and the 

carrying amounts of assets and liabilities received in a business combination under 
common control is recognised in equity.  

 
B76 Applying IFRS, changes in equity arise from one of two sources: transactions with owners 

acting in their capacity as owners or comprehensive income. It can be argued that 
economically the difference that may arise applying a predecessor approach does not 
arise from either of those phenomena, or at least not the entire difference––although a 
portion of that difference could in some cases represent a contribution from or a 
distribution to the receiving entity’s owners and a portion of that difference could 
represent income or expense. 
 

B77 Applying the Conceptual Framework, from the point of view of the receiving entity, the 
difference in its entirety does not appear to represent any element of the financial 
statements defined in the Conceptual Framework nor does it reflect any measurement 
basis discussed in the Conceptual Framework. From the point of view of the combined 
entity, the difference represents a change in the combined entity’s assets and liabilities. 
That change does not, at least not in its entirety, result from transactions with owners 
acting in their capacity as owners. Furthermore, it does not constitute an item of income 
or expense that could be recognised in other comprehensive income. This is because this 
change does not arise from a periodic remeasurement. Finally, recognising the change 
in the combined entity’s assets and liabilities in its entirety in the statement of profit or 
loss would not appear to provide relevant information or provide faithful representation 
of the transaction. 
 

B78 Further, the presentation of the difference in equity may involve statutory and legal 
provisions applicable to the receiving entity and / or transferred entity. The Board 
observed that it could not prescribe the form of presentation within a reporting entity’s 
equity or measurement of issued shares because these matters are affected by legal and 
statutory provisions applicable to respective entities. The Board accordingly does not 
prescribe that in which component, or components, of equity that difference shall be 
presented. 

 
Consistency of the accounting policy 

 
B79 Paragraph 13 of IAS 8 requires that accounting policies are applied consistently for similar 

transactions, other events and conditions, unless a standard or an interpretation 
specifically requires or permits categorization of items for which different policies might 
be appropriate. Accordingly, in context of common control transactions, the accounting 
policy based on the predecessor approach shall be applied consistently from period to 
period. 

 
Transaction costs 

 
B80 Applying the Conceptual Framework, transaction costs are added in the initial 

measurement of an asset, and deducted in the initial measurement of a liability if that 
asset or liability is measured at historical cost; if the asset or liability is measured at 
current value, transaction costs are typically recognised as an expense when incurred 



Basis for Conclusions on Exposure Draft  
 

Technical Release  
Accounting for Common Control Transactions 

 

 The Accounting Standards Board 19 

(except when the asset or liability is measured at current cost, which is not a commonly 
used measurement basis in IFRS Standards). 

 
B81 In accordance with the principle outlined in IFRS 3 (paragraph 53), acquisition-related 

costs are considered separate transactions and should not be included as part of the 
consideration transferred but, rather, expensed as incurred or when the service is 
received. In developing IFRS 3, the IASB and the US Financial Accounting Standards Board 
concluded that acquisition-related costs are not part of the exchange between the buyer 
and the seller for the business. Rather, they are separate transactions in which the buyer 
pays for the services received. In addition, the boards also observed that those costs do 
not represent assets of the acquirer because the benefits are consumed as services are 
received. 

 
B82 These costs are not considered part of the fair value of a business and, by themselves, 

do not represent an asset. Acquisition-related costs represent services that have been 
rendered to and consumed by the acquirer. 

 
B83 While applying a predecessor approach transaction costs should be recognised as an 

expense in the statement of profit or loss in the period in which they are incurred––
except that costs to issue debt and equity instruments should be recognised in 
accordance with IAS 32 and IFRS 9.  

 
Prospective application and presentation  

 
B84 The combining entities or businesses are included in the receiving entity’s financial 

statements from the date of combination. Pre-combination information in the primary 
financial statements is provided only for the receiving entity. 

 
B85 The pre-combination information for all combining entities is useful, such information 

would be particularly useful to potential equity investors in an IPO. However, 
retrospective presentation can be challenged because it would provide a picture of a 
group that did not exist in the past. Requiring full pre-combination information for all 
combining entities to be presented in the primary financial statements could also create 
audit complications, particularly if the pre-combination information for some of the 
combining entities has not been audited. 

 
B86 The combining entities should be combined from the date on which the transaction takes 

place, and that pre-combination information in the primary financial statements should 
be that of the receiving entity only. Presenting combining entities or businesses as if 
they had always been combined would result in pro forma information. There can be 
operational challenges and costs involved in preparing such pro-forma information. 

 
B87 During IASB outreach in its BCUCC project, regulators (who participated in those initial 

discussions with IASB) have expressed a view that combining entities or businesses should 
be combined from the date on which the transaction takes place and pre-combination 
information in the primary financial statements should be provided for the receiving 
entity only. 
 

B88 The presentation of pre-combination information in the primary financial statements for 
the receiving entity would also be consistent with the requirements of IFRS 3 and IFRS 
10, that require the consolidation of an acquired business or subsidiary from the date of 
acquisition. In addition, it would be less costly for prepares to apply than providing full 
pre-combination information for all combining entities. 

 
 


