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Accounting for Business Combinations KPMG In today's dynamic and competitive global marketplace, mergers and
acquisitions (M&A) are vital strategies for businesses seeking growth, diversification, and enhanced market positioning.
Proper accounting for these complex transactions is essential not only for compliance with international standards but also
for providing transparent and reliable financial information to stakeholders. Among the leading firms offering expertise in
this domain is KPMG, a global network of professional services firms providing audit, tax, and advisory services. This article
explores the intricacies of accounting for business combinations as practiced by KPMG, highlighting key standards,
methodologies, and best practices that ensure accurate financial reporting and compliance.

Understanding Business Combinations and Their Significance
Business combinations occur when one entity obtains control over another, typically through mergers, acquisitions, or other
strategic arrangements. These transactions are significant because they impact financial statements profoundly, affecting
assets, liabilities, equity, and future earnings.

What Constitutes a Business Combination?
A business combination involves the bringing together of separate entities into a single reporting entity. According to IFRS 3
(International Financial Reporting Standards) and ASC 805 (Accounting Standards Codification) under US GAAP, a business
combination is recognized when an acquirer obtains control of a business. Key elements include: - The existence of a
business (an integrated set of activities and assets capable of generating outputs) - The transfer of control to the acquirer -
The transaction being either an acquisition, merger, or a similar arrangement

Why Is Accurate Accounting for Business Combinations Important?
Correct accounting ensures: - Transparent financial reporting - Compliance with applicable standards - Accurate valuation of
assets and liabilities - Clear disclosure of transaction impacts - Better decision-making for management and investors

KPMG’s Approach to Accounting for Business Combinations
KPMG leverages its extensive global expertise and experience to guide clients through the complex process of accounting
for business combinations. Their approach encompasses understanding relevant standards, conducting thorough due
diligence, and implementing best practices for financial reporting.

Core Principles Followed by KPMG
- Adherence to IFRS 3 and ASC 805 standards - Application of the acquisition method (formerly purchase method) - Emphasis
on fair value measurement - Comprehensive disclosures and transparency - Alignment with local regulatory requirements

The Acquisition Method
The cornerstone of accounting for business combinations under both IFRS and US GAAP is the acquisition method, which
involves several key steps: 1. Identifying the acquirer 2. Determining the acquisition date 3. Recognizing and measuring the
identifiable assets acquired, the liabilities assumed, and any non-controlling interest 4. Recognizing goodwill or a gain from a
bargain purchase KPMG assists clients in meticulously applying each step to ensure compliance and accuracy.



Steps in Accounting for Business Combinations According to
KPMG

1. Identifying the Acquirer
- KPMG helps determine which entity has obtained control based on voting rights, contractual arrangements, or other
relevant factors. - Clarifying control is essential for correct application of the acquisition method.

2. Determining the Acquisition Date
- The date when the acquirer obtains control is critical for measurement purposes. - KPMG supports clients in identifying this
date, especially in complex or staged acquisitions.

3. Recognizing and Measuring Identifiable Assets and Liabilities
- Assets and liabilities are measured at fair value as of the acquisition date. - KPMG employs valuation specialists to assist in
determining fair values of tangible and intangible assets, including goodwill.

4. Recognizing Goodwill or a Bargain Purchase
- Goodwill is recognized when the purchase price exceeds the fair value of net identifiable assets. - Conversely, a bargain
purchase results when the fair value of net assets exceeds the consideration transferred. - KPMG provides guidance on
assessing and recording these amounts accurately.

Valuation Techniques and Fair Value Measurement
Accurate valuation is fundamental in business combinations. KPMG employs various valuation techniques, including: - Market
approach: Using comparable market data - Income approach: Discounted cash flow analysis - Cost approach: Reproduction
or replacement cost KPMG’s valuation experts ensure that these methods are correctly applied, and assumptions are
reasonable, transparent, and well-documented.

Disclosures and Post-Transaction Considerations
Proper disclosures are essential for transparency and compliance. KPMG emphasizes comprehensive reporting on: - The
nature of the business combination - The acquisition date fair values - The purchase consideration - Recognized goodwill or
gain from a bargain purchase - Contingent liabilities and assets - The impact on financial statements Post-transaction, KPMG
assists clients in: - Conducting impairment tests for goodwill - Monitoring and adjusting fair values - Ensuring ongoing
compliance with evolving standards

Challenges in Accounting for Business Combinations and How
KPMG Addresses Them
Business combinations pose several challenges, including complex valuation issues, identifying intangible assets, and
ensuring compliance with evolving standards. KPMG addresses these challenges through: - Expertise and experience:
Leveraging global knowledge and industry-specific insights - Advanced valuation tools: Utilizing sophisticated software and
methodologies - Training and updates: Keeping clients informed about standard updates and best practices - Robust
processes: Implementing comprehensive checklists and review procedures
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Emerging Trends and Standards Impacting Business
Combinations
The landscape of business combination accounting continues to evolve. KPMG monitors developments such as: - Changes in
IFRS and US GAAP standards - New guidance on intangible assets and revenue recognition - Enhanced disclosure
requirements - Sustainability and ESG considerations impacting valuation Adapting to these trends ensures clients maintain
compliance and capitalize on best practices.

Benefits of Partnering with KPMG for Business Combination
Accounting
Organizations engaging with KPMG for their business combination accounting benefit from: - Expert guidance from seasoned
professionals - Customized solutions tailored to industry and transaction specifics - Assurance of compliance with
international and local standards - Enhanced transparency and stakeholder confidence - Streamlined processes reducing
errors and delays

Conclusion
Accounting for business combinations is a complex but critical aspect of financial reporting. KPMG’s comprehensive
approach, rooted in adherence to global standards, meticulous valuation practices, and transparent disclosures, ensures that
clients accurately reflect the financial impact of these transformative transactions. As the standards and market conditions
continue to evolve, partnering with KPMG offers organizations the expertise and resources necessary to navigate the
intricacies of business combination accounting effectively. Whether dealing with straightforward acquisitions or complex
mergers, leveraging KPMG’s global expertise can enhance compliance, improve financial statement quality, and support
strategic decision-making.

Accounting for Business Combinations KPMG: Navigating the Complexities of Mergers and Acquisitions Accounting for
business combinations KPMG has become a vital topic for organizations involved in mergers, acquisitions, and other forms of
corporate restructuring. As companies seek growth through strategic alliances, the financial reporting implications become
increasingly complex. KPMG, as one of the leading professional services firms globally, provides extensive guidance to
ensure that businesses accurately reflect these transactions in their financial statements, complying with international
standards and best practices. In this article, we delve into the intricacies of accounting for business combinations, exploring
the frameworks, challenges, and practical considerations that organizations and their auditors face. We will examine the key
standards, such as IFRS 3 and ASC 805, and highlight how KPMG's expertise assists clients in navigating this complex
landscape. Understanding Business Combinations: An Overview A business combination occurs when an entity gains control
over one or more businesses. This can take various forms, including mergers, acquisitions, and other transactions where one
company acquires another or merges to form a new entity. Why is accounting for business combinations important? - It
ensures transparency and comparability across financial statements. - It provides stakeholders with a clear view of the
actual economic substance of the transaction. - It impacts reported earnings, asset values, and liabilities, influencing
investor decisions. Key Types of Business Combinations 1. Purchase (Acquisition) Method: The acquirer recognizes
identifiable assets acquired, liabilities assumed, and goodwill or gain from a bargain purchase. 2. Pooling of Interests: An
older method now largely replaced by the purchase method, used when entities merge on equal footing. 3. Statutory
Mergers and Other Arrangements: Transactions that may fall under specific accounting rules depending on jurisdiction.
Regulatory Framework: IFRS 3 and ASC 805 International Financial Reporting Standards (IFRS) and Generally Accepted
Accounting Principles (GAAP) in the United States have established standards to standardize how business combinations are
accounted for. IFRS 3 - Business Combinations - Mandates the use of the acquisition method. - Requires identifying the
acquirer, determining the acquisition date, recognizing and measuring the identifiable assets acquired, liabilities assumed,
and any non-controlling interest. - Emphasizes fair value measurement. ASC 805 - Business Combinations - Similar to IFRS 3
but tailored for US GAAP. - Focuses on recognizing the fair value of consideration transferred, identifiable assets acquired,



liabilities assumed, and non-controlling interests. - Also emphasizes the recognition of goodwill or gain from a bargain
purchase. Key Differences between IFRS 3 and ASC 805 - Treatment of transaction costs. - Measurement of non-controlling
interests. - Recognition of contingent consideration. KPMG’s professionals guide clients through these standards, ensuring
compliant and comparable reporting. The Acquisition Method: Step-by-Step Approach The acquisition method is the
cornerstone of modern accounting for business combinations. It involves several critical steps: 1. Identifying the Acquirer
Determining which entity controls the combined entity is essential. This involves analyzing voting rights, potential voting
rights, and contractual arrangements. 2. Determining the Acquisition Date The date when control is transferred. Precise
identification is crucial for measurement purposes. 3. Recognizing and Measuring the Consideration Transferred Includes
cash, equity instruments, or other assets exchanged. Fair value measurement is vital here. 4. Recognizing Identifiable Assets
Acquired and Liabilities Assumed Assets and liabilities are recognized at fair value at the acquisition date, including tangible,
intangible, and contingent assets/liabilities. 5. Recognizing Goodwill or Gain from a Bargain Purchase - Goodwill: Excess of
consideration transferred over the net identifiable assets. - Bargain Purchase: When consideration exceeds the fair value of
net assets, resulting in a gain. KPMG’s expertise ensures accurate application of each step, especially in complex scenarios
involving earn-out arrangements or contingent considerations. Valuation Challenges in Business Combinations Valuation is
at the heart of accounting for business combinations, yet it often poses significant challenges: - Fair Value Measurement:
Requires judgment and assumptions about market conditions, future cash flows, and risk factors. - Intangible Assets:
Identifying and valuing intangible assets like trademarks, customer relationships, and proprietary technology. - Contingent
Consideration: Estimating probable future payments based on earn-outs or performance targets. - Non-controlling Interests
(NCI): Measuring NCI either at fair value or at the NCI’s proportionate share of net assets. KPMG’s valuation specialists
employ sophisticated models and industry experience to support clients in making accurate, supportable estimates. Post-
Combination Accounting: Goodwill and Impairment Once the initial accounting entry is made, organizations must manage
ongoing accounting for the acquired assets and goodwill. Goodwill - Represents future economic benefits arising from assets
not individually identified and separately recognized. - Not amortized but tested annually for impairment. - Impairment
testing involves comparing the carrying amount to the recoverable amount, often requiring complex valuation models.
Impairment Testing - Conducted at the cash-generating unit (CGU) level. - Requires assumptions about future cash flows,
discount rates, and market conditions. - KPMG assists clients with impairment testing to ensure compliance and accuracy.
Other Post-Acquisition Considerations - Adjustments to initial measurements. - Recognition of deferred taxes. - Disclosures
regarding the nature and financial effects of the business combination. Practical Challenges and How KPMG Supports Clients
While the standards provide a framework, practical implementation often involves complex judgments and significant
documentation. Some common challenges include: - Gathering and verifying valuation data. - Ensuring consistency across
reporting periods. - Managing disclosures for transparency. KPMG offers a comprehensive suite of services to address these
challenges: - Due Diligence and Purchase Price Allocation (PPA): Deep dives into valuation and identification of
assets/liabilities. - Technical Advisory: Guidance on interpreting standards and applying best practices. - Impairment Testing
Support: Assisting with complex impairment assessments. - System Integration: Ensuring accounting systems accommodate
the requirements of business combination accounting. - Training and Education: Building internal capacity for ongoing
compliance. The Future of Business Combination Accounting As the global economic landscape evolves, so do the standards
governing business combinations. Recent developments include: - Enhanced disclosure requirements to improve
transparency. - Increased focus on fair value measurements and disclosures. - Evolving standards around non-controlling
interests and contingent considerations. KPMG continuously updates its guidance, leveraging industry insights and technical
expertise to help clients stay ahead of regulatory changes and best practices. Conclusion Accounting for business
combinations KPMG represents a complex yet crucial aspect of corporate financial reporting. Accurate application of
standards such as IFRS 3 and ASC 805 ensures that stakeholders receive a transparent and fair view of a company’s
financial position post-transaction. With the high degree of judgment involved, organizations benefit greatly from the
expertise of seasoned professionals who can navigate valuation complexities, ensure compliance, and support ongoing
reporting obligations. As M&A activity continues to be a key driver of corporate strategy, understanding the nuances of
accounting for these transactions is more important than ever. KPMG’s comprehensive services and deep industry
knowledge position it as a trusted partner for organizations seeking to master the challenges of business combination
accounting and to present their financials with confidence. Note: This article provides a broad overview intended for
informational purposes. For specific advice tailored to individual circumstances, consulting with qualified accounting
professionals is recommended.
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Questions & Answers About accounting for business
combinations kpmg

No Question Answer

1 What are the key accounting
considerations for business combinations
under KPMG guidelines?

Key considerations include identifying the acquirer, determining the
acquisition date, recognizing and measuring the identifiable assets
acquired and liabilities assumed, and accounting for goodwill or a gain
from a bargain purchase, all in accordance with relevant accounting
standards such as IFRS 3.

2 How does KPMG recommend handling
acquisition-related transaction costs?

KPMG advises that transaction costs directly attributable to the
acquisition should be expensed as incurred and not included in the
measurement of goodwill or other assets acquired.

3 What is the role of fair value
measurement in accounting for business
combinations according to KPMG?

Fair value measurement is central, as assets acquired and liabilities
assumed are recognized at their fair values at the acquisition date,
ensuring accurate valuation for financial reporting purposes.

4 How should goodwill be recognized and
tested for impairment according to KPMG
practices?

Goodwill is recognized as the excess of the purchase consideration over
the fair value of identifiable net assets. It should be tested annually for
impairment or more frequently if impairment indicators arise, following
the guidance of applicable standards like IFRS 3 and IAS 36.

5 What are common challenges companies
face when applying accounting
standards for business combinations, as
highlighted by KPMG?

Common challenges include accurately identifying the acquirer,
measuring fair values of assets and liabilities, recognizing contingent
considerations, and ensuring proper consolidation procedures, all of
which require careful judgment and expertise.

6 How does KPMG suggest companies
manage the disclosure requirements
related to business combinations?

KPMG recommends comprehensive disclosures including details of the
acquisition, the acquisition date, the consideration transferred,
recognized assets and liabilities, goodwill, and the impact on financial
statements to ensure transparency.

7 What are the recent updates or changes
in accounting standards for business
combinations that KPMG emphasizes?

KPMG highlights updates such as the revised IFRS 3 and amendments to
related standards, emphasizing increased disclosure requirements,
measurement principles, and guidance on step acquisitions and
contingent considerations.

8 How can companies ensure compliance
with KPMG's recommended practices for
business combination accounting?

Companies should establish robust internal controls, engage
experienced valuation specialists, stay updated on standards, and
perform detailed due diligence and documentation throughout the
acquisition process.

9 What are the implications of misapplying
accounting standards for business
combinations, as per KPMG insights?

Misapplication can lead to misstated financial statements, regulatory
penalties, loss of stakeholder trust, and potential restatements,
underscoring the importance of adherence to the established
accounting frameworks and professional judgment.

10 Where can companies find authoritative
guidance on accounting for business
combinations from KPMG?

Companies can refer to KPMG's published think tanks, technical alerts,
IFRS and GAAP guides, and direct consultation with KPMG professionals
for authoritative and tailored guidance on business combination
accounting.

business combinations, kpmg accounting, acquisition accounting, consolidation procedures, fair value measurement,
goodwill calculation, purchase price allocation, IFRS 3, ASC 805, transaction accounting
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