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What we’ll cover today:
ASC 805 Explained

Assessing & evaluating the transaction

Valuing intangibles & purchase price allocation

Common accounting and valuation missteps
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What your auditors will expect

Our 5-Step Process
US GAAP brings 100’s of pages of M&A
guidance; we break it into the following
key steps:

Identify a 
business 
combination

Identify purchase 
price and 
determine fair 
value

Identify assets 
and liabilities 
received and 
determine fair 
value

Allocate 
purchase price

Recognize 
Goodwill (or 
bargain 
purchase gain)

WEBINAR
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Business Combination 
Common Types
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Equity/
share purchase 

(50%+ of equity)

Merger of multiple 
companies

Asset purchases/ 
acquisitions

Components include:

What is the 
Purchase Price?
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Cash paid

Debt or liabilities to seller

Equity issued

Contingent consideration

Seller transaction costs 
typically accrued 

or included as cash paid

Buyer transaction costs 
are expensed
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“Fair value doesn’t always match 
negotiated deal terms”

GAAP vs. the Deal
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Buyer-seller negotiations may 
NOT equal accounting valuation

Auditors want valuation best 
practices, not just legal agreements

Typical forms of 
Consideration
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High-level examples: Contingent consideration, 
equity consideration, seller notes, earn-outs

Challenge: Estimating inputs for FV 
(e.g., probabilities, models, scenarios)

What auditors will expect to see: Fair value 
consistent with latest guidance

(that may require fair value assessment)
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Valuing What You Get
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Generally, all opening balance 
sheet items recorded at fair value

 Cash
 AR
 Inventory
 Prepaids
 Other Current Assets
 PP&E
 Intangible Assets

 AP / Accrued Liabilities
 Debt
 Deferred Taxes

Exceptions:
 Revenue (ASC 606)
 Leases (ASC 842)

 Cash
 AR
 Inventory
 Prepaids
 Other Current Assets
 PP&E
 Intangible Assets

 AP / Accrued Liabilities
 Debt
 Deferred Taxes

Exceptions:

Common Intangibles in Biz Combos
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Trade Names / Brands

Customer Relationships

IP / Technology

Assembled Workforce (as part of goodwill)

Favorable/Unfavorable Leases
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Favorable/Unfavorable Leases
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Typical Methodology: Above/Below Market Analysis

Key Valuation Inputs:

Market Rental Rate

Discount Rate

Trade Names / Brands
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Typical Methodology: Relief from Royalty Method

Royalty Rate

Discount Rate for Intangible Asset

Economic Life

Key Valuation Inputs:
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Key Valuation Inputs:

IP / Technology
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Typical Methodology: Relief from Royalty Method

Royalty Rate

Discount Rate for Intangible Asset

Economic Life

Obsolescence Factor

Customer Relationships
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Typical Methodology: Multi-Period Excess Earnings Approach

Customer Attrition

Royalty Rate for Use of Intellectual Property

Calculation of tax/economic depreciation

Rates of Return for Contributory Assets

Key Valuation Inputs:
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Customer Relationships
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Typical Methodology: Multi-Period Excess Earnings Approach

Discount Rate for Intangible Asset

Key Valuation Inputs:

Assembled Workforce 
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(as part of goodwill)
Typical Methodology: Cost to Recreate Method

Developer Profit Margin

Rate of Return for Intangible Asset

Key Valuation Inputs:
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Purchase Price Allocation (PPA)
$100M purchase price → Allocated across assets, liabilities, goodwill
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$100 Million
Purchase Price

$60 Million
Assets/Liabilities

Acquired

Remaining
$40 Million 
Goodwill

Purchase Price Allocation (PPA)
Bargain Purchase Gain
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$40 Million
Purchase Price

$60 Million
Assets/Liabilities

Acquired

$20 Million 
Bargain 

Purchase Gain
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What Do I Need?
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For auditors, be prepared to provide:

Technical accounting memo

Opening balance sheet/PPA workbook

Financial statement disclosures

Funds flow

“Auditors 
don’t want 

just a 
spreadsheet, 

they want 
support”

All agreements and documents

Valuation report

Typical Audit Questions
WEBINAR

Questions from auditors are typical – and they are geared 
towards gathering support for their internal memos.
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Technical Accounting &
Valuation Audit

Why use a specialist?
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Aligns with audit expectations

Reduces back-and-forth

Adds credibility to inputs

Triangle of 
Alignment

Client

Top 
Takeaways
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Kyle's Perspective
• Don’t assume an “asset 

purchase” is excluded
• ASC 805 can apply even if not 

a share purchase or merger

Koji's Perspective
• Get auditor buy-in early, not at 

the finish line
• Remember, this is an 

accounting exercise!
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Questions?
Want help with 
a transaction?

Let’s Talk    

Koji BratcherKyle Geers
Managing Director | Helios Consulting CEO/Co-Founder | Zeroed-In Consulting

kyle@zi.consulting koji@heliosconsultinginc.com 

+1 909-953-9718 +1 909-788-6014
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