M&A Transactions

Goodwill & Purchase Price Allocation




WHAT IS PURCHASE PRICE ALLOCATION IN M&A?

Definition of Purchase Price Allocation Ensuring Fair Market Value Accurate Financial Reporting
Purchase Price Allocation (PPA) is an accounting The goal of PPA is to allocate the purchase An accurate PPA ensures that the acquiring
procedure used during mergers and acquisitions purchase price to the acquired assets and acquiring company's financial statements
to assign the purchase price paid for a target assumed liabilities at their fair market value. accurately reflect the true value of the assets
company to its various tangible and intangible value. This process is crucial when a Sale and assets acquired and the liabilities assumed.
assets and liabilities. and Purchase Agreement (SPA). assumed.

PPA is a critical process in M&A transactions, ensuring accurate financial reporting,

reporting, tax compliance and transparency for stakeholders.




KEY COMPONENTS OF PURCHASE PRICE ALLOCATION

Net Identifiable Assets Liabilities Goodwill
This includes both tangible assets like property, Any debts or obligations assumed from the The excess amount paid over the fair value of the
plant, and equipment, and identifiable intangible acquired company. net identifiable assets, reflecting factors like the
assets like patents and trademarks. acquired company's reputation, customer

relationships, and future earnings potential.

Accurately identifying and allocating these key components of Purchase Price Allocation is crucial for
reflecting the true value of the acquisition in the acquiring company's financial statements.



FACTORS INFLUENCING GOODWILL VALUE

Market Position

A strong market position and
competitive advantage of the
acquired company can increase the
value of goodwill.

Synergies

Expected synergies and the
potential for increased efficiencies
or revenue growth from the
business combination can enhance
the goodwill value.

Brand Reputation

Well-established and recognized
brands tend to have higher goodwill
value due to customer loyalty and
brand equity.

Growth Potential

The acquired company's future
growth prospects and earnings
potential can contribute to a higher
goodwill value.

Customer Relationships

Long-term customer contracts, high
customer retention, and strong
customer relationships can boost
the goodwill value of the acquired
company.

Industry Reputation

The acquired company's reputation
and standing within its industry can
positively impact the goodwill value.



WHAT ARE INTANGIBLE ASSETS AND HOW
ARE THEY VALUED IN PPA?

Patents >

Trademarks >

Customer Lists >

Non-compete Agreements >




INTANGIBLE ASSETS

Intangible assets are non-physical assets that provide value to a business and contribute to its competitive advantage. Unlike
tangible assets such as equipment or real estate, intangible assets cannot be touched or seen but are essential for the long-
term success of a company. These assets often include intellectual property like patents, trademarks, copyrights, and trade
secrets, as well as goodwill, brand reputation, and customer relationships. In today’s economy, intangible assets are
increasingly important, particularly in industries driven by innovation, technology, and knowledge.

The value of intangible assets lies in their ability to generate future economic benefits. For example, a strong brand or a
patented technology can create customer loyalty, enable premium pricing, and provide a competitive edge. Intangible assets
like goodwill, which represents the premium paid over the fair market value of a company’s net assets in a merger or
acquisition, reflect the reputation, market position, and synergies expected from the business combination.

Although these assets are harder to measure than tangible ones, they are often critical to a company's overall valuation and
future success.Managing and valuing intangible assets is complex because they do not have a clear market value. Typically,
companies use various valuation methods, such as the income approach, which estimates the present value of future
earnings that the asset is expected to generate. Intangible assets also require careful management, especially regarding
legal protections like patents or copyrights, to ensure they continue providing value. Understanding and leveraging
intangible assets allows businesses to capitalize on their intellectual and creative resources, driving innovation and growth.



HOW TO ALLOCATE PURCHASE PRICE AMONG
ASSETS AND LIABILITIES IN M&A?

Determine the Fair

Identify the Purchase Price . Assign Values to Calculate Goodwill as
) Value of Identifiable S .
and Adjustments Liabilities the Residual
Assets
Start by clearly identifying the Carefully evaluate and assign fair Assess and record the fair values Determine the goodwill as the
total purchase price paid for the market values to all tangible of all liabilities assumed from the difference between the total
target company, including any assets (e.g., property, plant, and target company, including debt, purchase price and the fair value
adjustments such as working equipment) and identifiable accounts payable and other of the net identifiable assets
capital or debt adjustments. intangible assets (e.g., patents, obligations. (assets minus liabilities).

trademarks, customer
relationships) acquired.



KEY CONSIDERATIONS IN ASSET & LIABILITY ALLOCATION

e Fair Value Estimates

Accurately estimating the fair values of acquired assets
and assumed liabilities is crucial for proper allocation of
the purchase price.

e Market Conditions

Current market trends and economic factors can
significantly impact the fair values of the acquired
assets, requiring careful assessment.

e Regulatory Requirements

Ensuring compliance with relevant accounting standards,
such as ASC 805 and IFRS 3, to adhere to GAAP
principles.

e Synergies and Interdependencies

Evaluating potential synergies and the interdependence
of assets and liabilities can help optimize the purchase
price allocation.

e Tax Implications

Considering the tax treatment of allocated assets and
liabilities to minimize the overall tax liabilities of the
acquiring company.



TAX IMPLICATIONS OF PURCHASE PRICE ALLOCATION IN M&A

e Tax Treatment of Goodwill e Tax Treatment of Identifiable

Goodwill is generally not amortizable for tax purposes Inta ng|b|e Assets
but is subject to annual impairment tests.

Identifiable intangible assets can often be amortized over
their useful life, providing tax deductions and enhancing

e Impact of Purchase Price Allocation the book value of the company.
on Tax R'eportmg | e Strategies to Minimize Tax Liabilities
The allocation of the purchase price affects tax
reporting by determining the basis of assets and Strategies include optimal allocation of purchase price to
liabilities for tax purposes. Proper allocation can assets that provide the best tax benefits, utilizing
minimize tax liabilities by maximizing deductible available tax credits and deductions, and engaging with
expenses and appropriately categorizing assets. tax professionals to navigate complex tax regulations and

optimize tax positions.



CONCLUSION

In conclusion, Purchase Price Allocation (PPA) is a cornerstone of M&A, ensuring that the acquisition process is not only
transparent but also aligned with both financial and tax regulations. By accurately assigning the purchase price to the
acquired company's tangible and intangible assets and liabilities, PPA provides a clear financial picture, enhancing the

reliability of financial reporting.

The proper valuation of these components, particularly goodwill, can have a profound impact on the acquiring company’s
financial statements and overall business strategy. Goodwill, often seen as a marker of future growth potential and
synergies, plays a pivotal role in determining the true worth of an acquisition beyond its physical and readily measurable
assets. Accurate determination of goodwill ensures that the premium paid for intangibles like brand reputation, customer
relationships, and market positioning is properly recognized. Moreover, the correct allocation of goodwill and other assets
influences not only financial health but also tax liabilities, making the role of tax professionals indispensable.

Additionally, intangible assets such as patents, trademarks, and technology, though harder to value, often represent the
most critical drivers of future value in today’s knowledge-driven economy. Their correct valuation during PPA allows
companies to better understand the long-term benefits of the acquisition and ensures that these assets are appropriately
reflected in financial reports. Overall, an effective PPA process allows companies to avoid financial misstatements, optimize
tax positions and build trust with stakeholders.
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