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BCUCC transactions 

around the world
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 From 2007 to 2018, 1718 listed companies occurred 

BCUCC transactions. 

* Information and Data from : Listed Companies’ financial reports in China

 BCUCC transactions in China*
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 BCUCC transactions in Hong Kong* 
 BCUCC are common. 

 From 2013-2015, at least 113 BCUCC took place among 

listed.

* Information and Data from : IFASS Agenda Paper 2.1, October, 2018
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 BCUCC transactions in Turkey*
 the financial statements and disclosures of companies traded in BIST 100 and 

TKYD Corporate Governance Index are analyzed with respect to the 

explanatory notes and calculations related to BCUCC for the year ending 2017. 

 There were 28 firms with the BCUCC transactions in 2017.

* Information and Data from : ORTAK KONTROLE TABİ İŞLETME BİRLEŞMELERİNDEKİ FİNANSAL 

RAPORLAMA FARKLILIKLARINA İLİŞKİN BIST 100 VE KURUMSAL YÖNETİM ENDEKSİ ŞİRKETLERİNİN 

İNCELEMESİNE YÖNELİK BİR ARAŞTIRMA (Prof. Nalan AKDOĞAN, Başkent Üniversitesi, 2018)
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 BCUCC transactions in Poland*
 In Poland, 187 BCUCC transactions took place in the years 2005–2015.

* Information and Data from : Business combinations under common control in International Financial 

Reporting Standards – is authoritative accounting guidance needed? (Magdalena Janowicz, PhD, 

assistant professor, University of Szczecin, 2017)
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 BCUCC transactions in Italy*
 BCUCC are common.

 out of a total of 284 companies, 128 were analyzed, amounting to about 

45% of the totality of the stock exchange.

 Among the Italian companies analyzed, less than 50% (about 45%) had 

carried out at least one BCUCC transaction during the period 2009-

2012. Among these companies, as many as 48, that is almost 79% (38% 

of the sample), had carried out at least one BCUCC transaction in 2011.

* Information and Data from : Business Combinations Under Common Control (BCUCC): the Italian 

Experience (Paolo Pietro Biancone, University of Turin, 2013)
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 IASB staff desktop review*
 2018.1.1 –2019.3.31

 annual reports written in English

 more than 250 BCUCC transactions

 most prevalent in emerging economies

 developed markets account approximately for ¼

 developing/emerging markets account for ¾ 

* Information and Data from : ASAF Agenda Paper 1A, slide 40, July 2019
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Current accounting practices 

for BCUCC 



 Current accounting practices in China
 Accounting Standard for Business Enterprises No.20——

Business Combination

• Effective as from January 1, 2007

• Distinguish BCUCC and non-BCUCC

• Accounting for BCUCC

- the predecessor approach :

 The assets and liabilities acquired by receiving entity should be

measured at their carrying amounts at the combination date.

- The predecessor approach for BCUCC is implemented generally

well in practice.
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 Current accounting practices in Hong Kong
 No accounting standards but there is an accounting guideline

for applying the predecessor method to BCUCC.

• Accounting Guideline 5 – Merger Accounting for Common

Control Combinations

 Majority of Hong Kong companies applied the predecessor

approach.
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“the combined entity recognises the assets, liabilities and equity of the 

combining entities or businesses at the carrying amounts in the consolidated 

financial statements of the controlling party or parties prior to the common 

control combination. ”



 Current accounting practices in Italy
 No accounting standards but there is some guidance issued

by the Italian auditor association.

 In summary, according to this guidance BCUCC can be

reported in the financial statements of the acquirer using:

• Acquisition method under IFRS 3 if there is economic

substance (ie a significant change in the cash flows

generated by the entity); or

• Predecessor method.
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 Current accounting practices in Poland
 “There are no legal limitations for the use of either method, thus the

decision about which method to be used depends on the management, their

priorities, and the goals they want to achieve. ” (Magdalena Janowicz, 2017)
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 Current accounting practices in Turkey
 Business combinations under common control should be accounted for by the

pooling of interest method and therefore goodwill should not be included in the

financial statements. (Prof. Nalan AKDOĞAN, Başkent Üniversitesi, 2018)
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Comments on BCUCC 

from different stakeholders 



Comments from different stakeholders in 
China

 Through outreach, interview, and survey

 Academics

 Non-controlling Shareholders

 Preparers

 Auditors
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Academics

 Predecessor versus Acquisition: Evidence of 

Business Combination under Common Control 

from China 

 By Professor Qifeng ZHANG, Professor Shimin CHEN, 

Professor  Weifang HAN, from Shanghai Lixin University 

of Accounting and Finance and China Europe 

International Business School (July 2019)

Which method is more value relevant 

to investors?
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 Listed firms from 2011-2016 in the Chinese A-share 

market with an announcement of major asset 

restructuring under BCUCC
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Results from Return Model
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Results from Price Model
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 Main Conclusion from the research
• Based on the classic return model and price model, 

the authors find that 

 net earnings under the Predecessor Method are of 

higher value relevant with respect to share return than 

that under the Acquisition Method

 net incomes under the Predecessor Method are more 

likely to predict future earnings and cash flow than that 

under the Acquisition Method
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Non-controlling Shareholders

 Generally, NCS pays more attention to:
 the growth and development prospects of the invested company 

 whether the transaction consideration was reasonable or infringed 

interests of NCS

 whether the transaction information provided was true and complete

 They show the following views:
 China’s current accounting approach is in favor of users’ judgment and 

decision-making.

 Investment targets’ long-term and short-term investment value is 

remote from the information under the current value approach or under 

the predecessor approach.

 Carrying amount infromation helps to improve the reliability of 

information and the judgment of the combined performance based on a 

consistent accounting basis.
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Non-controlling Shareholders

 CITIC Securities Company Limited

“In our view, the choice between predecessor approach 

and current value approach has no impact on NCS’ 

equity and thus shall not affect our investment 

decisions.”
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Non-controlling Shareholders

 ICBC Credit Suisse Asset Management Co., Ltd.

“Prior to the transaction:
Before the transaction happens, the non-controlling shareholders 

will pay more attention to the reasonableness of the transaction 

consideration and whether their own interests are guaranteed.

After the transaction is completed:
The focus of non-controlling shareholders will be on whether the 

merged enterprises can continue to generate profits for 

themselves.

These concerns also need to be combined.”
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Non-controlling Shareholders

 China Asset Management Co.,Ltd. 

“We believe that account balance method for business combination under the same 

control is more conducive for investor’s decision-making，mainly based on the 

following points:

 In investment ，the parameters we input in valuation models （P/E ratio 

method、P/B ratio method 、DCF） are mostly based on book value

 Book value valuation is more conducive to use in the  comparison of 

companies and industries，and it is more consistent with accounting 

principles of consistency and comparability

 Since the major stockholder, rather than common stockholders, is usually in 

a dominant position，thus the reliability of fair value valuation is in doubt.

NCI’s  benefits relies on supervision of the authority，rather than 

accounting standards”
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Non-controlling Shareholders

Bank of Communications

Schroder Fund Management Co., Ltd.
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•Does not weaken the relevance of 

financial information

•Does not affect investors’ judgment 

and understanding 

•Strong consistency in accounting 

treatment, increasing investor 

convenience

Predecessor 
Method 

•Change the measurement basis of the 
acquisition target

•historical data cannot be used

•Investors still need to adjust to 
book value for various financial 
indicators assessment 

Current Value 
Method 



Preparers
 They think predecessor approach is better for BCUCC .

• Not impair the relevance of financial information

• More applicable and lower cost in practices 

• Able to keep the consistence of the accounting methods and the sustainability of the accounting data 

before and after the combination

 Concerns on Current Value Approach 

 Complexity
• Fair value is difficult to estimate, especially for long-term assets without active market

• Goodwill accounting under acquisition method is difficult

• Adjust acquiree’s net assets fair value to book value in the ultimate controlling party’s consolidated 

financial statements

 Practical Issues
• Involve significant judgements and estimates 

• Earnings per share and net asset yield will be negatively affected

• The risk of goodwill impairment

• In the event of step acquisition, it is likely to result in some “unexpected” non-cash income and an 

increase in goodwill at the same time

 Costs and benefits
• The costs can't be justified

• Huge costs for subsequent adjustments



Auditors

 A predecessor approach is straightforward, understandable, and

practical.

 A predecessor approach can better reflect the business substance

of BCUCC.

 There are many practical issues on Current Value Approach.

 Auditing difficulties and workloads will increase significantly.

 Involvement of professional judgements and supports from experts.

 The chances of manipulating asset size and profits through BCUCC.
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 Nature of the BCUCC Transactions
 Instead of acquiring any new business from the outside, a BCUCC 

transaction means: 
• the receiving entity is short of the power of control.

• the acquired entity’s ultimate control is not transferred.

• the business, management, and even the future strategy continue as usual, under the direction of the 

controlling party.

• the resources under the control which will be integrated, the format and amount of consideration, 

and the performance measurement, are directed by the controlling party.

 Thus, BCUCC transactions have different nature, compared with the non-

BCUCC transactions.

The nature of BCUCC could be described as the transfer of assets ‘from one 
pocket to another pocket’ (Pan, 2002). 

Reconsideration on the nature of BCUCC 
transactions
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Suggestion on measurement 
approach



The Measurement Approach for BCUCC
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predecessor approach is 

better for BCUCC 



Questions to discuss

 What are the current practices in your jurisdictions?

 Do you think whether the BCUCC transactions are different 

with the non-BCUCC transactions?

 Do you support that different approaches, such as current 

value approach and predecessor approach, could be applied to 

the BCUCC transactions?

 Do you support, based on the condition that equity instruments 

of the receiving entity are traded in a public market or not, to 

select different approaches?
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Thank you!


