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Pre-deal & Post-deal PPA

REASONS FOR A PPA (PRE-DEAL & POST-DEAL)
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Complete 
integration of the 
acquired company 

Completion of the

transaction 
› Antitrust audit 

› Approval from the 
bank 

› Closing accounts 

› Purchase price 
payment 

Conclusion of

contract 
› Specification of the 

purchase price 

› Finalization SPA 

› Signing

Pre-contractual

phase
› Due Diligence

› SPA design

› Binding offers

› Negotiations

Preparation

phase
› Teaser

› NDA

› Info Memo

› Indicative offers

Pre-deal PPA Post-deal PPA

› Indicative PPA, i.a. based on external benchmarking

› Anticipating accounting effects on (as-if) consolidated 
group accounts resulting from the acquisition

› Structuring of asset deals and of mixed transactions 
involving the acquisition of assets (e.g. IP) and 
company shares

› Initial consolidation in accordance with IFRS 3 and HGB

› Tax PPA for acquisition of asset bundles and shares in 
transparent partnerships

› Final valuation, i.a. based on specific fair values and 
underlying market prices and/or cash flows 
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Basic principles of a PPA



Overview of PPA basics and regulatory basis

BASIC PRINCIPLES OF A PPA
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Purchase price allocations ("PPAs") are valuations carried out in the course of 
accounting that become necessary as a result of business combinations.

Purchase price allocation means... 

› ...the disclosure of all hidden reserves and liabilities of an acquired 

company.

› ...significant impact on future impairment risks. 

› ...the IFRS / HGB balance sheet of the acquired company becomes a 

straight fair value balance sheet.

› ...that previously unrecognized intangible assets are recognized. 

› ...significant impact on the post-PPA balance sheet and income statement.

Basis

IFRS 3, IFRS 13, IAS 36, IDW RS HFA 47 and IDW S 5 

Opening balance sheet

Provisional 
difference

Tangible assets

Working capital

Purchase price 
exceeding 
net assets

Equity

Liabilities

Accruals

Working capital

“Fair value balance sheet”

Goodwill

Working capitalId
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n
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Intangible 
assets

Tangible assets

Working capital

Equity

Liabilities

Accruals

General



From Purchase Price to Goodwill

BASIC PRINCIPLES OF A PPA
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Fair value of 
net assets

Process

Scope of work

Opening balance sheet PPA process „Fair value balance sheet“

Purchase price

Book value of 
net assets

Deferred taxes

New book value of 
net assets

Goodwill

Determination of 
consideration 

transferred

Determination 
of fair values

Calculation of 
deferred taxes

Identification of 
assets and liabilities 

Estimate of the 
remaining useful life 

of the assets

Distribution of  
consideration 
transferred on 

assets and debts

Derivation of 
Goodwill

Additionally 
identified 

intangible assets



Earnings impact on KPIs subsequent to PPA
BASIC PRINCIPLES OF A PPA

8

Deferred 
taxes

New 
book 

value of 
net 

assets
at fair 
value

Purchase 
price

Good-
will

PPA

Book 
value of 

net 
assets

Fair 
value of 

net 
assets

Earnings impact on KPIs (EBIT / EBITDA) in principle dependent on:

› type of asset bearing fair value step-up

› type of depreciation / amortization (regular vs. impairment only-approach)

› useful life (short-term at inventories vs. mid- / long-term at customer relationship / trademark)

Additionally 
identified 
intangible 

assets

Inventory
step-up

COGS EBITDA

Trademark, 
customer 

relationship, 
building

Depreciation EBIT

Goodwill

Impairment 
(IFRS) / 

Amortization 
(HGB)

EBIT

Subsequent consolidation / earnings impact (w/o deferred taxes) 

Additional 
KPI impact

KPI affected



Trademark 
rights/ 

Brand names

Selection of common assets to be valued

BASIC PRINCIPLES OF A PPA
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Marketing related 

intangible assets 

Order backlog

Company brands/ 

own brands/

property rights 

Internet-

domains 

Competitive

restrictions 

Favorable and 
unfavorable 
contracts

Customer 

relationships 

Customer related 

intangible assets 

Userights

Contractual assets

Feed contracts
Land and 
buildings

Tangible assets & debt 

Inventories
Contingent

liabilities / Loan 

Software

Patented

technologies 

Unpatented 

technologies 

Pattern / 

Databases 
Technology related

intangible assets

Concession
Property, plant 
and equipment

Customer lists
Construction

approval



Requirements for the evaluation

BASIC PRINCIPLES OF A PPA
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Objectivity, validity 
& reliability 

Potential acquirer 
(market participant) 

Fiction of an asset
deal (TAB)

Rating to current 
market prices 

Data availability

Type of assets 2. Income approach (IFRS 13 B.10-30 + RS HFA 47.62 ff.)

Incremental cash flow 
method

Relief-from-royalty 
method

Multi-period excess 
earnings method

Direct cash flow 
method

3. Cost approach (IFRS 13 B.8-9 + RS HFA 47.67-70)

Replacement cost 
method

Reproduction cost 
method

1. Market approach (IFRS 13 B.5-7 + RS HFA 47.59 ff.)

Market prices, 
Market multiples

Analogy methods



Selected valuation approaches at a glance

BASIC PRINCIPLES OF A PPA
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Multi-period excess earnings method (MEEM)
Valuation Date
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- Contributory asset charges

Discounting with WACC

+ Tax amortization benefit

= Fair Value

Forecasts

- Tax expense

Relief-from-royalty method

= Fair Value
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x Royalty rate

Discounting with WACC

+ Tax amortization benefit

Forecasts

- Tax expense

Direct cash flow method
Valuation Date

Discounting with WACC

+ Tax amortization benefit

= Fair Value

Forecasts
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Reproduction cost method

Time

Date of acquisition

Reproduction
cost 

PPA 
Valuation 

Date 

PPA - Adjustment

Initial
book value 



Content of Goodwill and sources of information

BASIC PRINCIPLES OF A PPA
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Example illustration of CF allocation to asset categories

› Information Memorandum

› Company presentation

› Due Diligence Reports (i.a. Commercial, Financial, Tax)

› Business Plan (integrated P&L, BS, CF; > 3-5 years, incl. e.g. country, product & 
customer level split, adjusted for buyer specific synergies)

› Annual financial statements and asset register

› Lists of inventories and advance payments received

› Best customers (respective revenues and EBITDA margins)

› Order backlog (volume and EBITDA margin at closing)

› Sales contribution of trademarks and brand appeal

› License agreements regarding the licensing of technologies or brands

Typical information requirements and key contacts during PPA process

Typical information requirements

CEO CFO
Head of 
Finance

Head of 
Marketing

Head of 
Accounting

Head of 
Controlling

Head of 
Sales

Additional key 
personnel



Pre-deal PPA: Reasons and concept

BASIC PRINCIPLES OF A PPA
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Informed decision-making

Estimation of economic useful lives of 
identified intangible assets

Preliminary deferred taxes

Reasons for a pre-deal PPA

Identification and indicative valuation of 
intangible assets

Identification of (potential) hidden reserves 
and liabilities

Determination of indicative Goodwill 

Indicative D&A-Effects

Integration of pre-deal PPA into the M&A-process allows preliminary assessment of PPA impact 
on the balance sheet and key performance indicators such as earnings per share (EPS) or EBIT.

Increased deal transparency Better risk assessment

Pre-deal PPA supports long-term success of a transaction through:

Based on indicative company analysis and industry benchmarking



Pre-deal PPA: industry benchmarking exemplary for the software industry

BASIC PRINCIPLES OF A PPA
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› The adjacent illustration shows a benchmarking of the software industry in 
Europe using PPA specific databases to determine the average share of 
Goodwill in the industry. 

› The average share of Goodwill in the software sector is around 50%.

› The analysis included 208 transactions in Europe. 

› Customer relationships and technologies are typically the significant 
intangible assets in the software industry. “Others” could i.a. include 
trademarks, order backlog or deferred revenue.

› The carrying amount of the acquired assets in the opening balance sheet 
amounted to an average of 18% of the purchase price.

Benchmarking – average allocation in % of consideration transferred

49%
13%

10%

10%

Goodwill

Technologie

Kundenbeziehungen

Sonstiges

Average 
industry

benchmarking

Carrying 
amount of 
the acquired 
assets

Intangible
assets

Source: WTS Advisory analysis

Goodwill

Technology

Customer relationships

Other

82%

18%

Methodology and results



Pre-deal PPA: Interpretation of Goodwill / Badwill

BASIC PRINCIPLES OF A PPA
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Expected synergies, 
strategic premia

Business growth 
(e.g. new markets, new 

technologies, new 
customers)

Going concern 
(beyond useful lives)

Valuation errors in 
purchase price

Assets, which do not 
meet recognition criteria 

(e.g. workforce; 
HGB: often customer 

relationships)

Possible contents of Goodwill, e.g.

Possible contents of Badwill, e.g.

Planned exit/
forced sale

Valuation errors with 
regard to intangible 

assets
Bargain purchase

Expectation of future 
losses lowers the 

purchase price (e.g. 
negative purchase price)

Liabilities, which do not 
meet recognition criteria

Individual PPA results and the amount and share of Goodwill in the purchase price must be interpreted on the basis of the 
specific transaction situation.
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Importance for individual 
stakeholders



Lenders

› Provides clear understanding of the value of (intangible) assets 
available as collateral post-acquisition.

› Increase transparency, reducing the risk associated with lending 
and facilitating more informed credit decisions.

Investors and shareholders (combined entity)

› Transparency for investors and shareholders through accurate 
reflection of the value of the acquired business and its assets.

› Helps investors and shareholders to evaluate the potential for 
value creation and assess the long-term profitability of the 
combined entity.

The PPA has important implications for various stakeholders

IMPORTANCE FOR INDIVIDUAL STAKEHOLDERS
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Target

› Standardization of accounting (e.g. IFRS conversion) and reporting as 
required by the acquirer.

› PPA effects (e.g. assets, effects on earnings) are often allocated to 
the acquired legal entities and business units (so-called push down) 
with effects on planning and earnings targets.

Acquirer

› Resulting Goodwill as a reflection of the transaction in terms of 
purchase price, acquired assets, transaction process (e.g. bidding 
process), expectation and remuneration of synergies.

› PPA as a reflection of the transaction relevant for future impairment 
tests (e.g. Goodwill, intangible assets).

› Acquisition financing: definition of earnings effects often as items 
eligible for adjustment for covenant purposes.

› Subsequent effects on reporting (potential adjustment).

› No impact on target company valuation in future transactions.

PPA
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Key factors for a successful 
PPA process



Key factors required for a successful PPA process

KEY FACTORS FOR A SUCCESSFUL PPA PROCESS

Plan the PPA as a dedicated project!

› Scope of advise (“make or buy”)

› Type of external support: advisor vs. 
independent expert

› Integration into overall PMI schedule

› Resolve conflicting objectives and capacity 
bottle necks – at target and acquirer

› I.a. for capital market-oriented acquirers:

› Integration of PPA results into reporting 
obligations and schedules

› Potential start of IFRS conversion and PPA 
before closing, if necessary

Ensure information availability!

› Requires a close alignment with the client and 
deep understanding of the business model

› Information requirements, e.g.:

› Opening balance sheet on acquisition date in 
relevant group reporting standard

› Multi-year business plan (c.f. page 12) 

› Templates can help clients to provide 
necessary information

Define key contact persons!

› Availability of personnel in key areas of the 
acquirer and target company (e.g. PMI tasks, 
day-to-day business)

› Ongoing involvement of the group auditor from 
an early stage!



KEY FACTORS FOR A SUCCESSFUL PPA PROCESS
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Exemplary indicative project plan
(Assumption: Closing mid of Q2/2024, unrestricted information access)

Stages Mar 24 Apr 24 May 24 Jun 24 Jul 24 Aug 24 Sep 24 Oct 24 Nov 24 Dec 24 Jan 25 Feb 25

Purchase price allocation (PPA)

› Information and data generation

› Identification analysis

› Business plan und and valuation 

› Reporting 
(incl. notes for PPA)

› Ongoing coordination with your 
group auditor

The Gantt chart above is only an exemplary plan and may be different in actual projects.

Milestone: Coordination of identification with group auditor



Your contact @WTS Advisory
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Christian Hörmann
Director | Transaction Advisory |
Chartered Financial Analyst

T: +49 89 286461886
M: +49 160 97228836

christian.hoermann@wts.de

Thomas Kupke
Transaction Advisory
Partner | Managing Director |
Certified Public Accountant |
Certified Tax Advisor

T: +49 89 28646-2725
M: +49 151 11181132

thomas.kupke@wts.de
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