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A purchase price allocation (PPA) should be an 

integrated part of every acquisition process. 

Addressing the PPA very soon during an acqui-

sition process makes it possible to avoid signifi-

cant negative effects as a result of the PPA. Key 

elements of a successful PPA are a well defined 

strategy, standardized processes to identify and 

value intangible assets, sensitivity analyses re-

garding the valuation of newly identified int-

angible assets and the back testing of results in 

order to assess future impairment risks.

Purchase price allocation 
according to IFRS 3 – main challenges



1 Introduction 
Within an acquisition one faces not only strategic, opera-
tional and financial but also accountingrelated challen-
ges. Although IFRS provides comprehensive guidelines 
on business combination there are still numerous pitfalls 
relating to the purchase price allocation (PPA). Therefore, 
the PPA should be an integrated part of an acquisition 
process. In addition, the IFRS requirements as well as 
corporate finance’s best practice need to be considered, 
when valuing the different balance sheet positions.

IFBC performed numerous PPAs for its clients in the 
recent years. Based on this experience we would like to 
highlight the main challenges of a PPA within this paper.

2 Standardised process of a PPA 
The purchase price allocation process can be divided into 
the following steps.

In a first step the transaction structure as well as the 
possible outcomes of the PPA have to be analysed in order 
to be able to define an appropriate PPA strategy. When 

3 Main challenges of a PPA 

3.1 Definition of the PPA Strategy Despite the com-
prehensive guidelines of IFRS the identification of addi-
tional intangible assets as well as the valuation of these 
assets are based on various subjective assessments. The 
value of the newly identified assets has a direct impact 

on the resulting goodwill and, due to the amortisation 
of the additionally recognized intangible assets with de-
finite useful life, on the future earnings of a company 
(see also figure 2). Therefore, the impact of the PPA on 
internal and external KPIs should be assessed in an early 
stage of the acquisition process, and the priorities as well 
as an appropriate target outcome of the PPA should be 
defined in a general framework – the PPA strategy.

having outlined the framework, the total consideration of 
the transaction needs to be determined in a next stage. 
This includes among others the revaluation of already 
held interest in the acquired company as well as the va-
luation of possible earn-out-payments at fair value. In a 
third step the existing assets are revalued. If not already 
recognised, the acquired intangible assets must then be 
identified based on the requirements of IFRS 3 and IAS 
38. Due to the specific characteristics of intangible assets 
this is not always a straightforward process. In a next 
step the fair values of the newly identified intangible as-
sets have to be determined. Again, the specific characte-
ristics of intangible assets can cause some difficulties in 
order to estimate their fair values. Under consideration of 
deferred taxes1 the goodwill is calculated and allocated 
together with the newly identified intangible assets to 
the predefined Cash Generating Units (CGU). Finally the 
results are benchmarked with the impairment model used 
by the company in order to assess a possible impairment 
risk as a result of the PPA.

All these steps involve various accounting and cor-
porate finance related challenges. The most important 
ones are highlighted in the following chapter.
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Figure 1: Stages of a purchase price allocation

Source: IFBC.
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1   In the case of an assets deal no deferred taxes have to be considered.



Another important element of the PPA strategy is the  
definition of the Cash Generating Unit (CGU) the good-
will will be allocated to. According to IAS 36.80 the re-
sulting goodwill has to be allocated to the CGU which 
has the highest benefit as a result of the acquisition. 
However, the management should consider the possib-
le impairment risk when planning the allocation of the 
goodwill. Although IAS 36 includes a comprehensive de-
finition of the CGU, different approaches can be observed 
in practice. It is obvious that if the CGU is defined on a 
higher organisational level the impairment risk decreases  
because possible negative developments in one legal en-
tity can possibly be offset by another entity. In general, 
the definition of the CGU has to be in line with the inter-
nal reporting structure of a company.

3.2 Identification of new intangible assets The identi-
fication of additional intangible assets should be based 
on an efficient and standardized process. Starting with 
a standard list of possible intangible assets in a business 
combination a short list is developed in close cooperation 
with the management of the acquiring company as well 
as of the target company. In a second step the intangible 
assets on the short list are assessed taking the identifi-
cation criteria of IAS 38 into account. Often, a possible  
intangible asset is not recognised because the separabili-
ty criterion2 is not given.

We also would like to highlight the fact that the new-
ly identified intangible assets should be in line with the 
communicated reasons of the acquisition. If, for example, 
strong client relationships of the target or a strong brand 
were one of the communicated drivers of the acquisi-
tion, then theses assets should also be recognised as a 
result of the PPA. Therefore, it is advisable to initiate 
the identification process already before the acquisition 
is published. 

3.3 Valuation of newly identified intangible assets  
According to IAS 38 the intangible assets have to be  
valued using the following valuation approaches with 
decreasing priority:

Market approaches
Income approaches
Cost approaches

Nevertheless, market prices of comparable transactions 
can be used only in very few cases for valuing intangi-
ble assets due to the specific characteristics of intangi-
ble assets. The most commonly applied valuation me-
thods are income approaches like the residual income 
method (common approach for the valuation of client 
relationships) or relief from royalty method (common  
approach for brand valuations). 

An important parameter of any income method is the 
discount rate to be applied, which is often based on the 
weighted average cost of capital (WACC) of the respective 
company. In accordance with IFRS an asset should be va-
lued applying a discount rate which reflects the specific 
risk of this asset. For this reason additional premiums are 
typically taken into account to reflect the higher risk of 
intangible assets compared to fixed assets or net working 
capital. Nevertheless, it is important that the applied dis-
count rate is in line with the cost of capital used within 
the acquisition process and in the model for impairment 
testing. A difference in the cost of capital concept could 
increase the future impairment risk.

As in any valuation, the resulting fair values of the 
intangible assets largely depend on the underlying as-
sumptions regarding the key value drivers (e.g. sales 
growth, operating margin, discount rate, useful lifetime 
etc.). Therefore, sensitivity analysis must be an integrated 
part of the valuation process in order to assure the align-
ment with the PPA strategy.

3.4 Back testing of PPA results After the identified int-
angible assets and the resulting goodwill are allocated 
to the respective CGU based on preliminary results the 
new carrying amount of the CGU should be tested apply-
ing the company specific model for goodwill impairment 
testing. This step is a key element of a PPA in order to 

■

■

■

2 An intangible asset meets the separately identifiable criterion if it is capable of being separated or divided from the entity or arises from contractual or other rights.
 Ways in which an asset can be separated from the entity include that it can be independently sold, leased, rented or exchanged – either on its own or together with
 a related contract, asset or liability. 2
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Figure 2: Impact of PPAs on company‘s earnings and impairment risks

Goodwill
Goodwill

Intangible assets
Intangible assetsTotal consideration

less revalued
existing net
asset value

- Higher ordinary amortisations
       lower earnings
- Lower risk for impairments
- Lower volatility of earnings

- Higher earnings due to lower
  order amortisations
- Higher risk for impairments
- Higher volatility of earnings due
  to possible impairments

Source: IFBC.



assess the possible risk of future impairment losses. For 
this back testing not only the latest business plan should 
be used but also different business plan scenarios to co-
ver and to assess possible developments of the operating 
business of the respective CGU.

4 Conclusion 
There are a lot of accounting and corporate finance re-
lated challenges regarding the implementation of a PPA 
in accordance with IFRS. Negative effects can be avoided 
if the purchase price allocation is addressed early during 
the acquisition process. An appropriate and well defined 
PPA strategy gives guidance for the whole PPA process 
and ensures an efficient process. The identification of 
new intangible assets largely depends on the assessment 
of the management. Therefore, a standardized process to 
identify intangible assets should be in place to efficiently 
support the respective people. The newly identified assets 
must be valued in accordance with IFRS and corporate 
finance’s best practice. Nevertheless, the resulting values 
are based on the subjective assessment concerning the 
main value drivers and are sensitive to changes in the 
underlying assumptions. In order to assess possible im-
pairment risks in the future, the results of the PPA should 
be back tested with the existing impairment models.
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IFBC - your partner for IFRS Advisory

IFBC is a Zurich-based consulting firm which is specialised in the fields of corporate finance, financial advisory, value 
based management and IFRS Advisory. In the field of IFRS Advisory we focus on the following topics:

Purchase price allocation
Impairment model
Determination of cost of capital in accordance with IFRS
Valuation of share-based payments
Valuation of financial instruments

In the recent years, we supported our clients in numerous IFRS challenges. Please find below an overview of  
selective IFRS projects of IFBC.
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