kpmg business combinations guide

KPMG Business Combinations Guide serves as an essential resource for professionals
navigating the complexities of mergers and acquisitions (M&A). With the financial
landscape constantly evolving, understanding the intricacies of business combinations is
paramount for companies looking to grow, diversify, or streamline their operations. This
guide delves into the key considerations, accounting principles, and strategic insights
necessary for effectively managing business combinations in compliance with relevant
regulations.

Understanding Business Combinations

Business combinations refer to transactions where two or more entities merge to form a
single entity. These can take various forms, including mergers, acquisitions, and
consolidations. The KPMG Business Combinations Guide provides a comprehensive
overview of the principles governing these transactions, ensuring that organizations
approach them with a clear understanding of the associated risks and rewards.

Types of Business Combinations

1. Merger: A merger occurs when two companies agree to combine their operations, often
resulting in the formation of a new entity. This can take the form of a statutory merger or
a consolidation.

2. Acquisition: In an acquisition, one company purchases the assets or shares of another
company, effectively taking control. This can be friendly or hostile, depending on the
circumstances.

3. Joint Venture: A joint venture involves two or more parties coming together to
undertake a specific project while remaining independent in other aspects of their
businesses.

4. Asset Purchase: In this scenario, one company acquires the assets of another, which can
include tangible and intangible assets, rather than acquiring the equity of the company

itself.

5. Reverse Acquisition: A reverse acquisition occurs when a private company acquires a
public company, allowing the private entity to become publicly traded.

Regulatory Framework

The KPMG Business Combinations Guide emphasizes the need to comply with various
regulatory frameworks that govern business combinations. These regulations can vary by



jurisdiction but generally include:

1. International Financial Reporting Standards (IFRS): IFRS 3 provides guidelines on
accounting for business combinations, focusing on the acquisition method, which requires
identifying the acquirer, determining the acquisition date, and measuring the identifiable
assets, liabilities, and any non-controlling interest.

2. Generally Accepted Accounting Principles (GAAP): In the United States, GAAP sets forth
accounting standards for business combinations, which closely align with IFRS but have
specific differences that need to be considered.

3. Securities Regulations: Companies must adhere to securities laws and regulations,
particularly if they are publicly traded. This includes disclosure requirements and
compliance with antitrust laws.

4. Tax Considerations: The tax implications of business combinations can significantly
impact the structure of the deal, necessitating thorough planning and assessment.

Key Steps in the Business Combination Process

The KPMG guide outlines several critical steps involved in executing a business
combination successfully:

1. Strategic Planning:
- Define the strategic rationale for the combination.
- Identify potential targets or partners that align with the company’s objectives.

2. Due Diligence:

- Conduct a thorough analysis of the target company’s financial, operational, and legal
standing.

- Assess risks and opportunities associated with the combination.

- Evaluate the cultural fit and integration challenges.

3. Valuation:
- Determine the fair value of the target company using various valuation methods, such as
discounted cash flow analysis, comparable company analysis, or precedent transactions.

4. Negotiation and Structuring:

- Negotiate terms and conditions of the combination, including purchase price, payment
structure, and contingencies.

- Structure the deal to optimize tax efficiency and regulatory compliance.

5. Integration Planning:

- Develop a comprehensive integration strategy that addresses operational, cultural, and
technological alignment.

- Identify key stakeholders and establish communication plans to facilitate smooth
transitions.

6. Post-Combination Review:



- Evaluate the success of the combination against predefined metrics.
- Conduct lessons learned sessions to improve future business combinations.

Challenges in Business Combinations

The process of executing a business combination is fraught with challenges. The KPMG
Business Combinations Guide highlights several common obstacles that organizations may
face:

1. Cultural Differences: Integrating two distinct corporate cultures can lead to employee
dissatisfaction and retention challenges.

2. Regulatory Hurdles: Obtaining the necessary approvals from regulatory bodies can be
time-consuming and complex.

3. Financial Risk: Misestimating the valuations or failing to uncover financial liabilities
during due diligence can lead to significant financial losses.

4. Integration Issues: Poor integration strategies can result in operational disruptions and
hinder the realization of synergies.

5. Market Conditions: Fluctuations in market conditions or economic downturns may
impact the viability and success of the combination.

Best Practices for Successful Business
Combinations

To mitigate the challenges associated with business combinations, KPMG recommends
several best practices:

1. Thorough Preparation:
- Invest time and resources in planning and preparation to ensure a comprehensive
understanding of the target company and the market.

2. Engage Experts:
- Utilize financial, legal, and industry experts to provide insights and guidance throughout
the process.

3. Focus on Communication:
- Maintain open lines of communication with all stakeholders, including employees,
customers, and investors, to manage expectations and foster trust.

4. Prioritize Integration:
- Develop a detailed integration plan early in the process, with clear timelines and
responsibilities to ensure a seamless transition.



5. Monitor Progress:
- Establish metrics to track the success of the combination and make adjustments as
necessary to stay aligned with strategic goals.

Conclusion

The KPMG Business Combinations Guide serves as a vital tool for organizations
contemplating mergers, acquisitions, or other forms of business combinations. With its
detailed insights into the regulatory landscape, strategic planning, and best practices, the
guide equips companies with the knowledge necessary to navigate the complexities of
these transactions successfully. By adhering to the principles outlined in the guide,
organizations can optimize their chances of achieving their strategic goals while
minimizing risks and maximizing value.

Frequently Asked Questions

What is the purpose of the KPMG Business
Combinations Guide?

The KPMG Business Combinations Guide provides comprehensive guidance on the
accounting and reporting requirements for business combinations under IFRS and US
GAAP, helping organizations navigate the complexities of mergers and acquisitions.

How does KPMG's guide address the identification of a
business?

The guide outlines specific criteria to determine whether an acquired set of activities and
assets constitutes a business, focusing on inputs, processes, and outputs as key
components.

What are the key areas covered in the KPMG Business
Combinations Guide?

Key areas include the definition of a business, acquisition accounting, measurement of
identifiable assets and liabilities, goodwill recognition, and disclosures required under
relevant accounting standards.

How does KPMG recommend measuring the fair value of
acquired assets?

KPMG recommends using appropriate valuation techniques, such as market, income, or
cost approaches, and emphasizes the importance of engaging qualified valuation experts
to ensure compliance with relevant standards.



What challenges do companies face when implementing
the guidance from KPMG's Business Combinations
Guide?

Companies often face challenges such as determining fair value, integrating acquired
entities, and ensuring compliance with complex disclosure requirements, particularly in
cross-border transactions.

Are there any recent updates to the KPMG Business
Combinations Guide?

Yes, KPMG regularly updates its guide to reflect changes in accounting standards,
regulatory requirements, and emerging trends in business combinations, ensuring that
users have access to the most current information.

How does the guide assist with post-acquisition
accounting?

The guide provides insights on how to account for goodwill, identify any impairment
indicators, and require ongoing disclosures related to business combinations post-
acquisition.

What role does due diligence play in the context of
KPMG's Business Combinations Guide?

Due diligence is critical as it helps assess the financial health and risks of the target
business, informing the acquisition decision and ensuring proper valuation and accounting
treatment as outlined in the guide.

Can the KPMG Business Combinations Guide be used
for both IFRS and US GAAP?

Yes, the guide is designed to assist professionals working under both IFRS and US GAAP,
highlighting the similarities and differences in accounting for business combinations under
these frameworks.
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