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Objective of AOSSG discussion 

1. While some AOSSG members have had discussions in the past, either within its jurisdiction 
or with ASAF, or developed a view on accounting for Business Combinations under 
Common Control ("BCUCC") the AOSSG has not discussed this topic collectively.  

2. HKICPA therefore would like to generate initial discussion as a group at the annual meeting.  
We propose to do so by starting with a blank slate using the Conceptual Framework (per the 
latest IASB tentative decisions) and disregarding any accounting methods or views 
developed in practice.  

3. The discussion at the annual meeting seeks to consider the Conceptual Framework, and 
discuss the possible conceptual rationale that would form the principles for developing a 
method of accounting for BCUCC.  

Overview of issue at hand 

4. IFRS 3 Business Combinations scopes out BCUCC.  As such, there is no accounting 
standard for BCUCC.   

5. Management selects an accounting policy in the absence of an IFRS.  The accounting 
policy is either to apply acquisition accounting under IFRS 3 or a 'predecessor method' or 
any other method.  There is therefore diversity across and within jurisdictions when 
accounting for similar BCUCCs. 

IFRS 3 Business Combinations 

6. IFRS 3 defines a business combination as a transaction or other event in which an acquirer 
obtains control of one or more businesses. 

7. It also requires that the assets acquired and liabilities assumed constitute a business.  If the 
assets acquired are not a business, the reporting entity shall account for the transaction or 
other event as an asset acquisition. 
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8. IFRS 10 Consolidated Financial Statements states that control exists only if the investor has: 
(a) power over the investee; (b) exposure, or rights, to variable returns from its involvement 
with the investee; and (c) the ability to use its power over the investee to affect the amount 
of the investor’s returns. 

9. Business combinations often take place to maximize economic benefits of the reporting 
entity by expanding via vertical and/or horizontal integration.  

10. IFRS 3 does not apply to BCUCC. 

BCUCC 
 
11. IFRS 3 defines BCUCC 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 control is not transitory. 

12. It also states that a group of individuals shall be regarded as controlling an entity when, as a 
result of contractual arrangements, they collectively have the power to govern its financial 
and operating policies so as to obtain benefits from its activities. 

13. BCUCC are often performed by the controlling party to: 
(a) maximize operating efficiencies by streamlining management and/or cash generating 

units; or    
(b) for private companies for the purposes of listing/IPO. 

 
14. BCUCC can also be undertaken for the same purposes as business combinations, that is, to 

maximise the reporting entity's economic benefits. 
 

Are BCUCC's different from other business combinations? 

15. IASB staff think that, arguably, BCUCC's could be different from other business 
combinations as they could be internally directed transactions rather than arm's-length 
exchanges.  Also, they think that the purpose of such transactions could be different (e.g. to 
maximize internal synergies). 

16. In practice, entities may have elected to account for BCUCC using IFRS 3's acquisition 
method by justifying that the BCUCC is an arms-length transaction and has economic 
substance.  However, the factors that determine whether a transaction has underlying 
economic substance may not be apparent, and at times, subjective.  As such, HKICPA is 
aware that there could be BCUCC with similar fact patterns that are accounted for differently.   

Current situation with accounting standards 

17. BCUCC are scoped-out of IFRS 3 and there is no accounting standard for these types of 
transactions.  Under IAS 8 Accounting Policies, Changes in Accounting Estimates and 
Errors, entities are required to consider how to account for BCUCC in the absence of an 
IFRS that specifically applies to the transaction.  
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18. Possible methods of accounting that have been considered in practice, include: 
Acquisition (under IFRS 3) Predecessor Fresh start 

'Reporting entity' perspective:w 

 Acquisition of business(es) 
at arm's length—
acquisition from outside 
the group.  

 The group obtains new 
synergies—'controlling 
party' obtains control over 
new entity.  

 Fair value all assets and 
liabilities of transferred 
entity as of acquisition 
date. 

 Difference between 
consideration paid and fair 
value of the net assets 
acquired is recognised as 
goodwill, or a credit to the 
income statement. 

'Controlling party' perspective:   

 No acquisition has 
occurred from the group's 
perspective because it is 
within the group. 

 Assumes continuation of 
the risks and synergies to 
the 'controlling party'.  

 Carry-forward all book 
values of transferred entity 
as last reported by 
'controlling party' (no fair 
value). 

 Difference between 
consideration paid and net 
book value goes to equity.  

 

'New combined entity' 
perspective: 

 There may be new 
synergies and value 
creation from 
reorganization 

  Establishes a new basis 
for financial reporting for 
the newly combined group 
as a whole  

 Fair value all assets and 
liabilities of the newly 
formed/combined group as 
of acquisition date. 

 Difference between 
consideration paid and fair 
value of the net assets 
acquired is recognised as 
goodwill, or a credit to the 
income statement.  

 

Overview of the IASB's project 

19. BCUCC has been added to the IASB's Work Plan as a high priority project.  The topic was 
last discussed in April 2016, at both the ASAF and IASB meetings.  The meeting summaries 
are provided as Annex 2 and Annex 3.   

20. IASB staff will recommence research and discussion on the project when the IASB has 
issued its revised Conceptual Framework.  IASB staff are aware of the AOSSG's discussion 
and welcome members' feedback from the annual meeting.   

Conceptual Framework Considerations 

21. The purpose of the Conceptual Framework is to: (a) assist the IASB to develop Standards 
that are based on consistent concepts; (b) assist preparers to develop consistent accounting 
policies when no Standard applies to a particular transaction or event, or when a Standard 
allows a choice of accounting policy; and (c) assist all parties to understand and interpret 
the Standards. 

22. Taking the advice of ASAF1, HKICPA would like AOSSG members to consider, starting with 
a blank slate and disregarding any accounting methods or views developed, whether and 
why some or all BCUCC should be accounted for differently compared to business 
combinations that are not under common control.   

                                                 

1 Refer paragraphs 43 to 44 of Annex 4 'Extract of ASAF update April 2016'. 
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23. Slides in section "AOSSG discussion points" of Annex 1 illustrate three simplified scenarios 
for our discussion at the meeting, which focus on:  
(a) who are the primary users of the general purpose financial reports; 
(b) what is the underlying economics of the transactions; and 
(c) what are the characteristics of useful information. 

24. The discussion points are meant to be broad so that we do not unintentionally narrow the 
scope of live examples.  Members are encouraged to develop and share their own 
assumptions when responding to the questions and note if different assumptions would lead 
to different responses.  

25. Refer to the IASB's 2015 exposure draft on the Conceptual Framework for Financial 
Reporting (Annex 4) and a summary of the IASB's tentative decisions on the exposure draft 
as at October 2016 (Annex 5) for details of the relevant conceptual references. 

Next steps 

26. The discussion feedback from this AOSSG meeting will be shared with the IASB staff to 
facilitate its BCUCC project.  

27. At future AOSSG meetings, HKICPA staff would like to discuss:  
(a) the possible methods of accounting and the mechanics of those methods; and 
(b) what is the most appropriate accounting method for BCUCC that balances both the 

conceptual principles and practical challenges in applying the concepts.  

HKICPA's research project 

28. HKICPA is undertaking a research to understand the types of common control combinations 
in Hong Kong.  

29. Our research is still at a preliminary stage but we will share some initial findings and 
feedback at the annual meeting.  

 

 

 

 

 

 


