
kpmg business combinations guide
kpmg business combinations guide is an essential resource for understanding
the complexities involved in mergers and acquisitions. This guide provides
comprehensive insights into accounting standards, valuation methods, and
regulatory requirements specific to business combinations. Whether dealing
with acquisitions, mergers, or consolidations, the KPMG framework helps
organizations navigate financial reporting challenges with precision. The
guide covers critical topics such as purchase price allocation, fair value
measurement, and goodwill impairment testing, ensuring compliance with IFRS
and US GAAP. It also addresses practical issues encountered during
integration and consolidation processes. This article will explore the key
aspects of the KPMG business combinations guide, highlighting best practices
and compliance strategies for corporate finance professionals.
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Understanding Business Combinations
Business combinations involve the merging of two or more entities into a
single reporting entity, often through acquisitions or mergers. The KPMG
business combinations guide defines these transactions as those where control
is obtained over one or more businesses. Understanding the nature of the
combination is fundamental as it affects accounting treatment and financial
statement presentation.

Business combinations can be categorized into mergers, acquisitions, and
consolidations, each with distinct implications:

Mergers: Two companies combine to form a new legal entity.

Acquisitions: One company obtains control over another without forming a
new entity.

Consolidations: Entities combine their financials into one reporting
entity.



The guide emphasizes the importance of identifying the acquirer and the
acquisition date, which are critical for applying the acquisition method of
accounting.

Accounting Frameworks and Standards
The KPMG business combinations guide aligns closely with international and
domestic accounting standards, primarily IFRS 3 and ASC Topic 805 under US
GAAP. These standards dictate the recognition, measurement, and disclosure
requirements for business combinations.

IFRS 3: Business Combinations
IFRS 3 requires entities to apply the acquisition method, which involves
identifying the acquirer, determining the acquisition date, recognizing and
measuring identifiable assets acquired, liabilities assumed, and any non-
controlling interest. The standard also mandates recognizing goodwill or a
gain from a bargain purchase.

ASC Topic 805: Business Combinations
Under US GAAP, ASC 805 provides similar guidance, emphasizing the acquisition
method and the need for detailed disclosures. It also outlines specific rules
for contingent consideration, step acquisitions, and business combinations
achieved in stages.

Both frameworks focus on fair value measurement and require detailed
documentation supporting the accounting treatment applied.

Valuation and Purchase Price Allocation
Valuation is a critical component of the KPMG business combinations guide, as
it determines the fair value of acquired assets and liabilities. Purchase
price allocation (PPA) follows valuation and is essential for accurate
financial reporting post-acquisition.

Steps in Purchase Price Allocation

Identify and measure the fair value of acquired tangible and intangible1.
assets.

Recognize liabilities assumed at their fair value.2.

Calculate goodwill as the excess of the purchase price over the net3.
identifiable assets.

Assess any non-controlling interest at fair value or proportionate share4.



of net assets.

The guide stresses the importance of using appropriate valuation techniques
such as discounted cash flow (DCF), market comparables, and cost approaches.
Professional judgment and expert valuation are often required to ensure
compliance and accuracy.

Goodwill and Intangible Assets
Goodwill represents future economic benefits arising from assets that are not
individually identified and separately recognized. The KPMG business
combinations guide provides detailed instructions on the recognition and
subsequent measurement of goodwill and intangible assets.

Goodwill Recognition and Impairment
Goodwill is initially measured as the excess of the purchase consideration
over the fair value of identifiable net assets. The guide highlights the need
for annual impairment testing or more frequent assessments if indicators of
impairment exist. Impairment losses must be recognized promptly to reflect
the decline in recoverable amounts.

Intangible Assets Identification and Measurement
Intangible assets such as patents, trademarks, customer relationships, and
technology should be separately identified and measured at fair value. The
guide discusses criteria for recognition and methods for valuation,
emphasizing the importance of distinguishing between finite-lived and
indefinite-lived intangibles.

Disclosure Requirements and Reporting
Transparency in financial reporting is a key focus of the KPMG business
combinations guide. Both IFRS and US GAAP require extensive disclosures to
provide users with an understanding of the acquisition's impact on the
financial statements.

Mandatory Disclosures

Details of the acquiring entity and acquisition date.

Consideration transferred, including cash, equity instruments, and
contingent consideration.

Fair value of acquired assets and liabilities recognized.



Goodwill recognized and reasons for any goodwill impairment.

Revenue and profit contribution of the acquired business since
acquisition.

Information about contingent liabilities and indemnification assets.

These disclosures ensure stakeholders have clear insights into the
transaction’s financial effects and future implications.

Practical Considerations and Challenges
The KPMG business combinations guide addresses several practical challenges
encountered during business combinations. Effective planning and execution
are necessary to manage complexities in accounting and integration.

Common Challenges

Valuation complexities: Accurately measuring fair value can be difficult
due to market volatility or lack of comparable data.

Integration issues: Aligning accounting systems and processes post-
combination requires careful coordination.

Contingent consideration: Estimating and accounting for contingent
payments involve significant judgment.

Regulatory compliance: Navigating varying standards and disclosure
requirements across jurisdictions can be challenging.

Best Practices
The guide recommends early involvement of valuation experts, thorough due
diligence, and clear communication among stakeholders to address these
challenges. Maintaining detailed documentation and adopting robust internal
controls are also emphasized to ensure compliance and accuracy in reporting.

Frequently Asked Questions

What is the primary purpose of the KPMG Business
Combinations Guide?
The primary purpose of the KPMG Business Combinations Guide is to provide



comprehensive guidance on accounting for business combinations in accordance
with IFRS and US GAAP, helping professionals navigate complex transactions
and ensure compliance.

How does the KPMG Business Combinations Guide
address purchase price allocation?
The guide offers detailed methodologies for purchase price allocation,
including identifying and valuing assets acquired and liabilities assumed,
ensuring accurate reflection of fair value in financial statements.

Does the KPMG Business Combinations Guide cover
goodwill impairment testing?
Yes, the guide includes best practices for goodwill recognition and
impairment testing post-business combination, aligning with relevant
accounting standards to assist entities in monitoring and reporting goodwill
accurately.

How can the KPMG Business Combinations Guide assist
in dealing with contingent consideration?
The guide provides insights on recognizing, measuring, and accounting for
contingent consideration in business combinations, outlining approaches to
estimate fair value and subsequent measurement challenges.

Is the KPMG Business Combinations Guide updated to
reflect recent changes in accounting standards?
KPMG regularly updates the Business Combinations Guide to incorporate the
latest amendments and interpretations in accounting standards, ensuring users
have access to current and relevant information for compliance and best
practices.

Additional Resources
1. KPMG Guide to Business Combinations and Accounting
This comprehensive guide by KPMG offers detailed insights into the accounting
principles and practices related to business combinations. It covers topics
such as purchase price allocation, goodwill impairment, and consolidation
techniques. The book is an essential resource for accountants and finance
professionals navigating complex mergers and acquisitions.

2. IFRS 3 Business Combinations: Practical Guide
Focusing on the International Financial Reporting Standard (IFRS) 3, this
book provides a practical approach to accounting for business combinations.
It explains recognition and measurement principles, disclosure requirements,



and provides case studies to illustrate common challenges. Ideal for
practitioners working with IFRS in cross-border transactions.

3. Mergers and Acquisitions Accounting: An Insider’s Guide
This book delves into the accounting treatment of mergers and acquisitions
from the perspective of financial reporting and regulatory compliance. It
discusses strategic considerations, valuation techniques, and post-
combination accounting adjustments. The author offers expert advice to help
professionals handle complex transactions efficiently.

4. Business Combinations and Consolidations: A CPA's Handbook
Designed for certified public accountants, this handbook covers the technical
and practical aspects of business combinations and consolidations. It
includes detailed explanations of purchase accounting, non-controlling
interests, and intercompany transactions. The book serves as a valuable
reference for audit and advisory services related to M&A activities.

5. Accounting for Business Combinations under US GAAP
This title explores the nuances of accounting for business combinations in
accordance with US Generally Accepted Accounting Principles (GAAP). It
provides guidance on identifying acquirers, measuring consideration
transferred, and accounting for goodwill and intangible assets. The book is a
must-have for professionals dealing with domestic and international
acquisitions.

6. Valuation Techniques in Business Combinations
Valuation is a critical element in business combinations, and this book
focuses on the methodologies and best practices for accurate valuation of
assets and liabilities. It covers discounted cash flow, market multiples, and
other valuation models. Readers will benefit from practical examples and
insights on selecting appropriate techniques for different scenarios.

7. Post-Merger Integration: Financial and Operational Strategies
This book addresses the challenges faced after a merger or acquisition,
emphasizing financial reporting and operational integration strategies. It
discusses aligning accounting systems, managing goodwill impairment, and
streamlining consolidated financial statements. The author provides
actionable guidance for ensuring a smooth transition and maximizing value.

8. International Perspectives on Business Combinations
Offering a global viewpoint, this book examines how different jurisdictions
approach business combinations and related accounting standards. It compares
IFRS, US GAAP, and other local frameworks, highlighting key differences and
compliance challenges. This resource is particularly useful for multinational
companies and cross-border transaction advisors.

9. KPMG Insights: Trends and Developments in Business Combinations
This publication compiles the latest trends, regulatory updates, and industry
insights from KPMG experts on business combinations. It includes analysis of
emerging accounting issues, technological impacts, and evolving best
practices. Readers will gain a forward-looking understanding of how the



business combinations landscape is changing and how to adapt effectively.
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