
pwc business combinations guide
PwC Business Combinations Guide is an essential resource for understanding the
complexities of mergers and acquisitions (M&A). It provides comprehensive insights into the
accounting and reporting requirements associated with business combinations, as outlined
by the International Financial Reporting Standards (IFRS) and the Generally Accepted
Accounting Principles (GAAP). This guide serves as a crucial tool for financial professionals,
enabling them to navigate the intricacies of business combinations effectively.

Understanding Business Combinations

Business combinations refer to transactions in which an acquirer gains control over one or
more businesses. These transactions can take various forms, including mergers,
acquisitions, and consolidations. The primary objectives of business combinations often
include:

- Expanding market reach
- Achieving economies of scale
- Gaining access to new technologies or products
- Diversifying product lines

The accounting treatment of these transactions is governed by a set of specific standards
and regulations, which vary depending on the jurisdiction and the applicable financial
reporting framework.

Key Concepts in Business Combinations

Acquirer Identification

One of the first steps in accounting for a business combination is identifying the acquirer.
The acquirer is the entity that obtains control of the acquiree. Control is defined as the
power to govern the financial and operating policies of an entity to obtain benefits from its
activities. Factors that influence this identification include:

- Ownership of voting rights
- The ability to appoint the majority of the governing body
- Contractual agreements

Purchase Price Allocation

Once the acquirer is identified, the next step is to determine the purchase price. This
includes not only the cash paid but also any contingent consideration. The total purchase
price is then allocated to the identifiable assets acquired and liabilities assumed based on
their fair values at the acquisition date. This process involves:

1. Identifying the acquired assets and assumed liabilities.
2. Assessing the fair value of each asset and liability.
3. Recognizing any goodwill or gain from a bargain purchase.

Goodwill and Bargain Purchases



Goodwill is an intangible asset that represents the excess of the purchase price over the
fair value of the identifiable net assets acquired. It reflects factors such as brand reputation,
customer relationships, and employee expertise. Goodwill is tested for impairment
annually, and any impairment losses must be recognized in the financial statements.

Conversely, if the fair value of the net assets exceeds the purchase price, the acquirer
recognizes a gain from a bargain purchase. This situation is relatively rare and often
indicates that the transaction was a distress sale.

Accounting Standards Governing Business Combinations

IFRS vs. GAAP

The accounting treatment for business combinations is primarily governed by IFRS 3 and
ASC 805 under GAAP. While both frameworks share similarities, there are key differences
that professionals must be aware of:

- Measurement of Goodwill: Under IFRS, goodwill is measured as the excess of the total
purchase price over the fair value of identifiable net assets. GAAP also follows this principle
but has specific guidelines on how to calculate fair value.

- Contingent Consideration: IFRS requires the recognition of contingent consideration at fair
value at the acquisition date, with subsequent changes recognized in profit or loss. GAAP
allows for a more flexible approach, permitting changes in the measurement of contingent
consideration to be recognized either in earnings or as a part of goodwill.

Disclosure Requirements

Both IFRS and GAAP have stringent disclosure requirements for business combinations.
These disclosures are essential for providing stakeholders with transparency regarding the
transaction's impact on the financial statements. Key disclosure areas include:

- The nature of the business combination
- The purchase price and any contingent consideration
- The fair values of identifiable assets and assumed liabilities
- The reasons for the business combination

Practical Considerations for Implementing the PwC Business Combinations Guide

Implementing the guidelines outlined in the PwC Business Combinations Guide requires a
structured approach. Organizations must consider the following practical steps:

Conducting Due Diligence

Thorough due diligence is crucial for identifying potential risks and opportunities associated
with the target business. This process involves:

1. Reviewing financial statements and tax records.
2. Assessing legal liabilities and compliance issues.
3. Evaluating operational aspects such as management quality and employee relations.



Developing a Integration Plan

Post-acquisition integration is critical for realizing the anticipated synergies from a business
combination. A well-crafted integration plan should address:

- Cultural alignment between organizations
- Integration of systems and processes
- Communication strategies for employees and stakeholders

Continuous Monitoring and Reporting

Once the acquisition is complete, ongoing monitoring is essential to ensure that the
transaction meets its objectives. Financial professionals should regularly assess:

- The performance of the acquired business against projections.
- The effectiveness of the integration plan.
- The implications of any changes in market conditions or regulatory requirements.

Challenges in Accounting for Business Combinations

Complexity of Valuation

Valuing acquired assets and liabilities can be challenging, especially when it comes to
intangible assets. In some cases, determining fair value requires sophisticated valuation
techniques, which may involve significant judgment and estimation.

Changes in Accounting Standards

Frequent changes in accounting standards can complicate the accounting for business
combinations. Organizations must stay abreast of the latest developments and ensure
compliance with new regulations.

Cross-Border Transactions

In cross-border business combinations, differing accounting standards and regulatory
frameworks can pose additional challenges. Companies must navigate these complexities
to ensure that their financial reporting is accurate and compliant.

Conclusion

The PwC Business Combinations Guide is an invaluable resource for professionals involved
in mergers and acquisitions. By understanding the key concepts, accounting standards, and
practical considerations outlined in this guide, organizations can effectively navigate the
complexities of business combinations. From identifying the acquirer to conducting due
diligence and implementing integration plans, financial professionals are better equipped to
achieve the strategic objectives associated with these transactions. As the landscape of
business combinations continues to evolve, staying informed and adapting to new
developments will remain critical for success.



Frequently Asked Questions

What is the purpose of the PwC Business Combinations
Guide?
The PwC Business Combinations Guide provides comprehensive guidance on accounting for
business combinations in accordance with IFRS and US GAAP, helping companies
understand the complexities of mergers and acquisitions.

How does the PwC guide address the identification of a
business?
The guide outlines criteria for identifying a business, including the presence of inputs and
processes that significantly contribute to the ability to create outputs, helping entities
determine the scope of business combinations.

What are the key steps outlined in the guide for
performing purchase price allocation?
The guide details key steps such as identifying the acquirer, determining the acquisition
date, measuring the fair value of acquired assets and liabilities, and allocating the purchase
price to the identifiable net assets.

Does the PwC Business Combinations Guide cover
goodwill measurement?
Yes, the guide provides insights into the measurement and recognition of goodwill, detailing
how to calculate it as the excess of the purchase price over the fair value of identifiable net
assets acquired.

What are the common challenges in business
combinations addressed in the guide?
The guide discusses challenges such as determining fair value, assessing contingent
liabilities, and understanding the complexities of tax considerations in business
combinations.

How does the guide assist with the treatment of non-
controlling interests?
The PwC guide explains the accounting for non-controlling interests, including how to
measure them at fair value or at the proportionate share of the acquiree's identifiable net
assets.



What updates does the PwC Business Combinations
Guide include regarding recent accounting standards?
The guide provides updates on recent changes in accounting standards, including impacts
from IFRS 3 and ASC 805, ensuring that users are informed on the latest regulatory
requirements.

Can the PwC guide help with post-combination
accounting issues?
Yes, the guide offers insights on post-combination accounting issues, including how to
handle integration costs and the ongoing assessment of goodwill and other intangible
assets.
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