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Common control and similar transactions 

This attachment sets out a number of common scenarios and rehearses the issues that 

arise in respect of them.  The object is merely to explore the different issues.  This 

attachment is not intended to convey any views of KPMG LLP.   

The issues that arise are numbered and are not repeated for each scenario unless they 

cast the matter in a different light.   

At the end of the exploration of the individual scenarios is a table of all scenarios and 

issues.  In that table a “√” indicates that an issue is applicable to the scenario in question.  

A “√+” indicates that the scenario may draw out a different aspect of the issue.   
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Case I – New parent added to existing group 

Description  A NewCo is added to the top of an existing group on a share-for-share basis.  Before and after, the existing and relative 

rights of all shareholders remain exactly the same.  All that has occurred is that a new corporate shell has been added. 

Issue 1  (Consol) Is this transaction within IFRS 3 at all?  It is not scoped out by the common control para since the company is 

not controlled pursuant to a contract (para B2).  However, since NewCo does not have any business,it is arguably not a 

business combination and thus never within IFRS 3. 

Issue 2  (Consol) Should the accounting be fair value acquisition accounting or carried-over book value accounting?  Arguably, this 

is a case where the discontinuity wrought by fair value accounting isn’t justifiable and book values should be used.   

Would the answer be different if NewCo were inserted in anticipation of a listing or as part of a third-party takeover? 

Issue 3  (Consol) If the amount required to be recorded, as a matter of law, as capital as a result of this transaction were (or 

approached) the fair value of A, would that change the answer to issue 2, for example because it may be argued that 

NewCo paid fair value to obtain A?  Or, are the concerns around the discontinuity so great that book values should still be 

used?  

Issue 4  (Consol) If book values are used, should the pre-transaction P&L history be reflected (ie, as if the transaction had always 

occurred)?  This may be the case if it is concluded that the discontinuity wrought by the absence of a history isn’t 

justifiable.  

Issue 5  (Consol) How is the book value/ history accounting characterised and its details determined?  Eg, it cannot be called 

‚uniting-of-interests accounting‛ (or  pooling or merger), nor can those rules be looked to, as that has been written out of 

IFRS.  One might view it as IFRS 3 reverse acquisition accounting by analogy (and typically it is called ‚carry over basis‛).   

Issue 6  (SFS) What is the cost of Newco’s investment in A?  This is the one case that is currently addressed by IAS 27.38B.  

However, a minor change in facts would take it out of the scope of that paragraph.  Moreover, what is the logic for that 

treatment? 
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Case II – Demerger by dividend in specie 
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Case II – Demerger by dividend in specie 

Description  In this situation the B/C group is demerged by way of a dividend in specie to the shareholders of A.  For ease a NewCo is 

added to the top of B/C group; this often happens to give a clean TopCo (ie no trade in it) rather than a trading company 

(B) at the top of the demerged group.  Economically a demerger represents a division of the A Group into separate parts. 

The result of a demerger is that the same shareholders own the same group of businesses; the shareholders’ structure 

and their ownership interests are identical both before and after the demerger. 

Applicable issues  Issues 1-6 apply to NewCo with the addition of the following: 

Issue 7  (Consol) If adopting carry-over basis accounting, whose book values and history are adopted: those in the books of B/D 

themselves, or those relating to B/D as included in A’s group accounts?  It might be argued that, from the point of view 

of the external shareholders, the discontinuity wrought by reporting figures inconsistent with those hitherto seen in the A 

group accounts, means that the figures relating to B/D as included in A’s group accounts should be used.   In effect, this 

is asking whether NewCo presents the results of B/D as they would be in B’s consolidated accounts or as a carve-out of 

A’s consolidated accounts.  Mandatorily requiring the group’s book values to be used would mean that B/D report 

different results depending on whether a newco is used. 

Issue 8  (Consol  & SFS) How is the distribution in specie accounted for by A?  If book values are acceptable in transferees, then 

why not in transferors?  IFRIC 17 addresses the accounting for distributions of non-cash assets to owners and states that 

such distributions are stated at fair value (so long as they are within its scope).  This case raises questions as to whether 

the treatment of IFRIC 17 distributions is consistent with the  treatment of near-identical transactions that fall outside of 

its scope.  For example, if A’s controlling party were an individual or another holding company rather than a group of 

investors then the distribution in A’s books could be measured differently because the transaction would be outside the 

scope of IFRIC 17.  It might be difficult to consider BCUCC without re-visiting the conclusions reached in IFRIC 17.  
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Case III – More complex demerger 

Description  This is an example of a more complex version of a demerger.  The starting point is as in Case II.  Here two NewCo’s are 

inserted within the A Group by share-for-share transfers.  The demerger then occurs by A being put into liquidation and 

hence the NewCo’s become directly owned by the shareholders.   

 

Applicable issues  Issues 1-8 apply, with the following additional considerations.   

Issue 2  (Consol) If fair value accounting is applied by the Newcos, the result for this case would be that even the ongoing part of 

the group (C) would suffer discontinuity by being remeasured to fair value.  

Issue 7  (Consol) if carry over basis applied, whose book values would Newco use?  To use C’s would mean that the ongoing part 

of the group  suffers a discontinuity of change in book values (albeit not to fair value) 



8 © 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent 

member firms affiliated with KPMG International Cooperative, a Swiss entity. All rights reserved. 

Case IV – New parent added to existing group, with cash 
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Case IV – New parent added to existing group, with cash 

Description  This is similar to Case I but instead of shares in NewCo, the shareholders receive a mixture of shares and cash.  There 

could be two different scenarios: firstly, a fixed number of shares and cash for each share in A.  This might be done 

because the group simply wants to return an unusual amount of cash to shareholders (compared with typical dividends) 

and effecting it via a NewCo may have advantages compared with simply paying a special dividend.   

 A variant would be where shareholders are allowed to elect to vary, within limits, the mix of cash and shares which they 

receive.  The result is that shareholders do not necessarily receive the same amount of shares/cash for each share in 

company A.  The existing and relative rights of all shareholders change somewhat.  This might be done because different 

shareholders might want different mixes and this facility, rather than their privately effecting market transactions, is 

convenient / advantageous.   

Applicable issues  Issues 1-6 apply, with the following additional considerations. 

Issue  2  (Consol) In the fixed case, does the inclusion of cash change the accounting?  On the one hand, it should not as the 

creation of NewCo is only a way of restructuring the capital but does not change the business – which is primarily what 

the accounts should reflect.  On the other hand, does there come a point when the cash amount is so large as to make 

fair values acceptable or required? 

 (Consol) In the variable mix case, does the inclusion of variable cash change the accounting?  The positions of the 

shareholders are changing with respect to each other, and that might suggest so.  However, the changes may be small 

and overall not disrupt the larger picture of the company’s ultimate ownership.  Should small changes allow or force a 

major discontinuity in the accounting?  However, does there come a point when the variability in the cash amount is so 

large as to make fair values acceptable or required?  

Issue 6  (SFS) What is the cost of NewCo’s investment in A given that  the insertion will not meet the conditions in IAS 27.38B 

and IAS 27 has no other definition of cost?  There are at least 5 candidates: 1) the same method as in IAS 27.38B; 2) the 

cash plus the capital value of the shares issued by Newco as determined by company law; 3) the fair value of A; 4) the 

previous carrying value of A in its shareholders’ books; or 5) the cash amount plus the fair value of shares issued. 
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Case V – Demerger by dividend in specie, with new shareholders 
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Case V – Demerger by dividend in specie, with new 

shareholders 

Description  This is a variant of Case II whereby on demerger the spun-off group also raises new money, say by a placing.  The rights 

of original shareholders, relative to each other, remain unchanged but overall are diluted by the new shareholders who 

contributed cash.   

Applicable issues  Issues 1-6 apply, with the following additional consideration.   

Issue 2  (Consol) Now that cash and new shareholders are involved, does that change the accounting?  Whilst that might at first 

seem likely, on the other hand if the B/D group had been spun-off without NewCo, there would have been no fair values 

imposed and the new money would simply have been reflected as a capital-raising exercise.  That being so, should carry-

over basis remain (at least) acceptable?  If so, at what level of new cash/ ownership does the case change?   
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Case VI – Internal reorganisation 
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Case VI – Internal reorganisation 

Description  A group transfers subsidiaries from one intermediate parent to another.  Consideration may or may not be at or near fair 

value.  In some cases, it may be nil. 

Applicable issues  Issues 2-7 apply, with the following additional considerations.   

 

Issue 9  (Consol) If fair value accounting were thought appropriate because of the magnitude of the price paid (say),  one of B, C, 

D or E  (or a combination thereof) would have to be the acquirer.  How would one determine which one, other than 

arbitrarily?  Is this persuasive of the need to adopt  a carry-over basis?  Alternatively, could a legalistic view as to how to 

determine the acquirer in a BCUCC be developed? 

Issue 10  (A’s SFS) A has legally given up its shareholding in C.  On the face of it, what it owns before and after the transaction is 

the same and so one could argue that there is no profit and loss effect.   Alternatively, could A record a profit or loss on 

the disposal of C?  Does the level of consideration that changes hands influence which is the appropriate outcome?  

Should any ‚gain‛ or ‚loss‛ be treated as a capital contribution to / distribution from B? 
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Case VII – Another internal reorganisation 
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Case VII – Another internal reorganisation 

Description  This is Case VI but with a NewCo used. 

Applicable issues  Issues 1 – 7 and 9 apply, with the following additional considerations.   

 

Issue 9  (Consol) This case raises a number of questions surrounding ‚who is the acquirer‛ in both B ‘sand Newco’s financial 

statements. Applying IFRS 3, it is not clear that B will be the acquirer in its consolidated financial statements (it could be 

B, C, E, or the combined C &E).  At the same time, it is not clear who is the acquirer in Newco’s consolidated financial 

statements (Newco, or C&E) or whether there has been a business combination in those financial statements at all.   
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Case VIII – Variant on case VII 
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Case VIII – Variant on VII 

Description  This is Case VI but with a NewCo used. 

Applicable issues  Issues 1 - 7, 9 and10 apply, with the following additional consideration.   

 

Issue 10  (A’s SFS) Does the fact of A’s legally giving up holdings of both C and E, and getting an entirely new investment, NewCo, 

change the accounting?  That would seem to be a very legalistic/ financial instruments point of view.  
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Case IX - Reorganisation of entities owned by common non-corporate 
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Case IX - Reorganisation of entities owned by common 

non-corporate controller 

Description  This is the same as Case VI save that the common controller is not a body corporate that prepares accounts, but an 

individual.  Alternative cases would include, for example, entities that are Government-owned.   

Applicable issues  Issues 2-7, 9 and 10 apply, with the following additional consideration.  

Issue 7  (Consol) As Mr A never previously prepared consolidated accounts for himself, there are no group accounts that one 

might refer to when identifying book values and history.  Does this suggest that in such a case the C/E sub-group’s own 

book values and history should be used? 
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Case X – Reorganisation of entities owned by common non-
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Case X – Reorganisation of entities owned by common non-

corporate shareholders, with change in shareholder 

Description  In this case there are two common shareholders of A and NewCo.  However the other shareholder has changed with a 

different VC House now owning 20%.  If all that had happened was that VC House No 1 sold its shares (at fair value) to 

VC House No 2 there would be no transaction involving the companies.  However instead of a simple sale being effected, 

a NewCo comes into existence.  Despite the fact that the same two shareholders own 80% neither of them have control 

(nor do they have a contract to share control).  In addition, it is the case that the existing and relative rights of all 

shareholders do not remain exactly the same.   

Applicable issues  Issues 1-6  apply, with the following additional consideration. 

Issue 2  (Consol) Does the existence of a new shareholder change the accounting?  On the one hand, all that has happened is that 

A/B’s business has continued but NewCo was a device to effect a sale of a shareholding by a shareholder.  However, 

might one characterise NewCo as VC House No 2’s acquisition vehicle?  Like Case V, is there a limit to how sizeable the 

change of shareholder may be before fair values become applicable? 
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Case XI – Sale effected by a Newco 
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Case XI – Sale effected by a Newco 

Description  PE acquires a sub-group from an existing group.  As part of the acquisition, a Newco is inserted above the acquired 

group.   

Applicable issues  Issues 1-7, 9 apply, with the addition of the following. 

Issue  11  It is unclear whether the insertion of Newco is subject to common control or not.  If C&E were reorganised under Newco 

within the A group it would be common control.  If PE set up Newco then it appears not to be common control, in which 

case fair value accounting would be applied to the acquisition of C&E (ie, newco is PE’s vehicle and so should apply PE’s 

perspective – acquisition accounting) with C&E as the acquiree).  However, is the substance the same  regardless of 

which entity created Newco.   
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Case XII – Another sale effected by a Newco 
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Case XII – Another sale effected by a Newco 

Description  This is the same as Case XI  except that PE acquires a number of entities that didn’t previously form a sub-group of A.  

As part of the acquisition, a newco is inserted above the acquired ‚group‛. 

Applicable issues  Issues 1-7,9,11 apply, with the following additional consideration. 

Issue  7  Because C & D did not previously form a sub-group, the sub-group does not have its own book values.  If carry-over 

accounting is appropriate in Newco, it is not clear whose book values should be used or how they should be obtained.  

Does the fact that no previous sub-group existed imply that the only available choice is the values included in A’s 

consolidated financial statements.  If so, would that lead to a difference between the values in C & D’s own books and 

those in Newco’s and in PE’s?  Would that answer be consistent with the answer that would be obtained if A 

reorganised its group before the sale? 

Issue  11  Does the fact that C & D did not previously form a sub-group alter the conclusion about whether the transaction is within 

common control, ie as an independent pre-sale reorganisation.? After all, C & D cannot easily be sold from a starting point 

of the original A group structure.  Even to begin to seek buyers, A needs first to bring C & D together.   
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Case XIII – Hive across 
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Case XIII – Hive across 

Description  In this case the business combination does not involve transfers of legal entities – it is Case VI with unincorporated 

business transfers.  C transfers the entire undertaking of its trade and net assets to B.  B pays either in cash or shares.  

The cash payment  might be fair value or (typically) the carrying value of C’s net assets.  C becomes a dormant company 

and if the consideration is not fair value, then C may no longer be worth its former carrying amount in A’s separate 

financial statements.   

Applicable issues  Issues 2-5, 7-9 apply, with the following additional issue and consideration.   

Issue 4  (SFS) In separate financial statements on the carry-over basis, should the history of C’s business be brought in?  This 

would involve, eg, restating comparatives for transactions that, as a matter of fact, B was not a party to.  This is different 

from the consolidated accounts case; consolidated accounts are, in a sense, a fiction – a representation of what the 

company’s results would have been if it and all its subsidiaries were single legal entity.  Separate financial statements, 

however, show what are the actual results of a specific entity.  

Issue 12  (A’s SFS) If A’s investment in C is no longer supported, what happens to the excess amount?  It seems wrong to make 

an impairment charge here.  The company has not in fact sustained a loss as a result of the hive-across.  It could be 

argued that the excess should, at the time of hive up, be transferred over to become part of the cost of investment in B.  

Standards accommodate this: IAS 36 para 75 requires the book value of a CGU to be determined on a consistent basis 

with the way the recoverable amount is determined: thus if the business that generates C’s cash flows available for 

dividend has moved across to B, the recoverable amount of B will now be determined by those cash flows and 

accordingly it would be within standards to determine the carrying amount of the B CGU by a transfer of some of the 

former carrying value of the C CGU.  
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Case XIV – Hive up 
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Case XIV – Hive up 

Description  This is the same sort of situation as Case XIII, save that the business is transferred upwards rather than sideways. 

Applicable issues  Issues 1-5, 7-9, 12 apply, with the following additional considerations. 

Issue 1  (A’s SFS) It might be argued that no business combination has occurred at all here.  A already had control of B and hence 

of B’s business.  A has, on that view, not acquired control as a result of this transaction.  On the other hand, from the 

perspective of A’s SFS, those accounts are now required to accounts for the first time for control of a business (rather 

than an investment); why should that not, at A’s SFS level, be within the scope of a standard dealing with business 

combinations under common control? 

Issue 2  (A’s SFS) If the addition of the excess to the consideration raises the amount towards fair value, does this change the 

accounting away from the carry-over basis? Ie should IFRS 3 accounting be mandated?  In addition, does the problem 

examined below also suggest that IFRS 3 accounting is preferable or necessary?  On the other hand, that is a significant 

change wrought on the accounts, simply because of such concerns.   

Issue 12  (A’s SFS) When applying the carry-over basis (say to use B’s figures), the excess carrying value cannot be added to any 

cost-of-investment, and, as before, the recording of a loss seems inappropriate.  However, it is hard to see what should 

be done with the excess.  Recording the debit in equity seems inappropriate since A has not had any transaction with its 

shareholders.  It is not consideration transferred at fair value and so it is hard to see how it can be described as 

‚goodwill‛ without applying all of IFRS 3.  It is also hard to find a justification (or basis) for apportioning across the book 

values of the assets and liabilities recorded (and, even if it were, they would no longer be at book value).   
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Case XV – Many to one combination 
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Case XV – Many to one combination 

Description  In this case, a number of entities that exist within a group are combined under one new parent.   

Applicable issues  Issues 1-7, 9 and10 apply, with the following additional considerations. 

Issue 9  (Consol) If we accept that business combination accounting occurs in Newco, a question arises as to who is the acquirer.  

Is it one of D-F (in which case the other two would be stepped up to fair value with the acquirer applying carry-over 

accounting); is it Newco, in which case all three would be stepped up to fair value; or is it the combined D-F in which 

case all three would be subject to carry-over accounting? 
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Case XVI – Many to one combination (variation) 
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Case XVI – Many to one combination (variation) 

Description  In this case, a number of trades that exist within a group are combined  into one of the pre-existiing entities.  On the one 

hand, this could be seen as being little different to Case XV. On the other, it could be seen as being little different to a 

hive-across. 

Applicable issues  Issues 2-7, 9 and10 apply, with the following additional considerations. 

Issue 9  (Consol and SfS) Does the fact that the trade and assets remain within one of the existing entities alter the conclusion as 

to which entity is the acquirer?  Following the legal form, it might be argued that entity D should be the acquirer but that 

would appear to allow a choice of acquirer in Case XV. 
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Case XVII – Legal merger (downstream) 

Before After 

A 

C 

D 

B 

A 

D (incl C) 

B 
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Case XVII – Legal merger (upstream) 

Before After 

A 

C 

D 

B 

A 

C (incl D) 

B 
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Case XVII – Legal merger (Amalgamation) 

Before After 

A 

C 

D 

B 

A 

Amalgco  

(incl C and D) 

B 
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Case XVII – Legal Merger 

Description  This case could be seen as a variation of either case XIV or case XIII but, rather than taking the form of a hive up or hive 

down, a legal merger mechanism is utilised.  Depending on the jurisdiction, the legal merger may result in a new entity 

being formed which survives in place of the existing entities after the merger (sometimes this is known as an 

amalgamation).  In other cases, one of the entities merges into the other: downstream, D survives; upstream, C survives.    

 A legal merger is a process of law whereby one of the companies ceases to exist as a separate legal entity and as a 

matter of law the survivor is the successor to all of the asset, liabilities and activities of the other company.  An 

amalgamation is when both companies cease to exist and a new company is successor to both.  One might query 

whether the identification of the survivor has substance or is just the legal form as to whose company registration is 

carried forward and whose is deleted.   

Applicable issues  Issues 1-10 and 12 apply, with the following additional consideration. 

Issue 9  Does the legal form of the merger alter the conclusion as to who is the acquirer?  In particular, if the nature of separate 

financial statements is seen as being to present the results of a legal entity, does the decision as to whether the 

transaction is seen as a hive-up or hive-down depend on the legal form of the surviving entity?  If the legal form affects 

the accounting, what would be the answer where an amalgamation results in a new entity surviving? 
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Summary of cases and issues arising 
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    1 2 3 4 5 6 7 8 9 10 11 12 

I Newco on top √ √ √ √ √ √             

II Demerger by divi in specie √ √ √ √ √ √ √ √         

III More complex demerger √ √+ √ √ √ √ √+ √         

IV Newco & cash √ √+ √ √ √ √+             

V Demerger &new shareholder √ √+ √ √ √ √             

VI Internal reorganisation   √ √ √ √ √ √   √ √     

VII Another reorganisation √ √ √ √ √ √ √   √+ √     

VIII Variant on VII √ √ √ √ √ √ √   √ √+     

IX Re-org’n non-corp controller   √ √ √ √ √ √+   √     

X Change in one shareholder √ √+ √ √ √ √           

XI Sale via newco √ √ √ √ √ √ √   √   √+   

XII Another sale via newco √ √ √ √ √ √ √+   √   √+   

XIII Hive across   √ √ √+ √   √ √ √     √ 

XIV Hive up √+ √+ √ √ √  √ √ √ √   √+ 

XV Many-to-one  √ √ √ √ √ √ √   √+ √     

XVI Many-to-one (variation) √ √ √ √ √ √   √+ √     

XVII Legal merger √ √ √ √ √ √ √ √ √+ √   √ 
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