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Collecting your questions for our Q&A session later
Introduction to Deal Advisory 

Join at 

slido.com
#3662128



5Document Classification: KPMG Confidential© 2022 KPMG AG Wirtschaftsprüfungsgesellschaft, a member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. The name KPMG and the logo are registered trademarks of KPMG International.​​

Leading Global Advisory Firm
Introduction to Deal Advisory 

Sector expertise in all major markets

International network of independent national firms

Global standards in approach and delivery

66,892 employees
US$13.71 bn revenueAmericas 

142,368 employees
US$14.62 bn revenueEMA 

56,386 employees
US$6.31 bn revenueAsia Pacific 

More than 13,100 employees
US$2.28 bn revenue
(€2.17 bn revenue)

Germany 

FY
2022

More than 
265,000
employees
globally

US$34.64 bn 
revenue
globally

Presence in 

143 countries 
and territories

Source: KPMG analysis as of 31 December 2022.
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Our Local Presence
Introduction to Deal Advisory 

Hamburg

Duesseldorf 

Cologne
Frankfurt

Stuttgart

Munich

Berlin

Nuremberg

At 27 Locations Always Within Reach

Source: KPMG analysis as of 31 December 2022.

Hanover

Muenster

Kiel

Bremen

Bielefeld

DortmundEssen

Mainz

Saarbrucken

Augsburg

Regensburg
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Leipzig

Dresden

Mannheim
Karlsruhe

UlmFreiburg

Friedrichshafen
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Deal Advisory at KPMG

Valuation RestructuringStrategyM&A Transaction Services 

Deal Advisory

• Advising national 
and international 
clients in the context 
of corporate sales, 
acquisitions and 
strategic 
partnerships 

• Strategy, value and 
financial analysis in 
the context of 
transactions 

• Negotiation support 
• Advice on financing 

issues 

• Advice on the 
purchase, sale 
merger, etc. of 
companies or parts 
of companies

• Complex and 
relevant (financial) 
due diligence 
analyses - "how 
does the company 
generate cash flow?"

• Analysis of 
opportunities and 
risks from the 
transaction and 
advice on concrete 
recommendations 
for action 

• Valuation of 
companies or (parts 
of) companies and 
individual assets 

• Preparation and 
analysis of corporate 
plans

• Strategies for the 
management of 
companies/portfolios

• Purchase price 
allocations

• Strategy, value and 
financial analysis in 
the context of 
transactions 

• Portfolio analysis 
and optimization

• Market entry, growth 
and distribution 
strategies

• Joint ventures, 
carve-outs, (post-
merger) integration, 
commercial due 
diligence and 
acquisition screening

• Cost optimization 
programs

• Development and 
implementation of 
restructuring 
concepts

• Formal restructuring 
statements in 
accordance with the 
relevant standards 

• Support in all types 
of insolvency 
proceedings 

• Support in 
turnaround and 
performance 
improvement as well 
as formal liquidation 
of companies or 
parts thereof

Introduction to Deal Advisory 
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M&A Process and Due Diligence Service 
Introduction to Deal Advisory

Financial Due 
Diligence

M&A Advice
Tax Due Diligence, 
Tax Structuring

Strategy, 
Commercial Due 
Diligence

Legal Due Diligence 
& Transaction 
Advice

HR Due Diligence

Pension Due 
Diligence

Post Merger Integration / 
Separation and 
Operational Due Diligence

Pre-sale Due 
Diligence

Transaction 

identification

Typical M&A Process

Non-binding 
offer

Due Diligence 

& Valuation
Binding offer

Negotiations

and Closing

Services provided by advisors

ESG Due Diligence Financial Due 
Diligence

M&A Advice
Tax Due Diligence, 
Tax Structuring

Strategy, 
Commercial Due 
Diligence

Legal Due Diligence 
& Transaction 
Advice

HR Due Diligence

Pension Due 
Diligence

Post Merger Integration / 
Separation and 
Operational Due Diligence

ESG Due Diligence

Valuation
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Value and Price of an Entity (1/2)
Valuation

Examples:

Warren Buffett – Price vs. Value

„The price is what you PAY, 
the value is what you GET.“

Berkshire Hathaway Inc., 
Letter to Shareholders, 2008

What are possible reasons for a difference in price and value?

Different
expectations

Asymmetric 
information SynergiesDifferent risk 

preferences
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Value and Price of an Entity (2/2)
Valuation

Subjectivity of a value
There is not the one and only correct value of a company: 

Bandwidth for a settlement 

Mean

Value/price limit from seller perspective

— Value of company „as is“ („Wie es steht
und liegt“).

— Potential loss of synergies increases the 
ask price.

— Taxes on potential profit from sale of 
company increase ask price. Value/price limit from buyer 

perspective

— Synergies with the target.

— Synergies within other group 
companies.

— Potential tax benefits for purchased 
assets (TAB = tax amortization 
benefit).

Upper and lower price from buyer and seller determine potential bandwidth for a settlement 

— If price limits of seller and buyer are equal, the deal does not “create” value, it could therefore be interpreted as a chance of money only.

— Value creation is only related to a deal price above the price limit of the seller or below the price limit of the buyer.



12Document Classification: KPMG Confidential© 2022 KPMG AG Wirtschaftsprüfungsgesellschaft, a member firm of the KPMG network of independent member firms affiliated with KPMG International 
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. The name KPMG and the logo are registered trademarks of KPMG International.​​

Valuation Methods – Overview 

Valuation Methods

“Gesamtbewertungs-
Methoden”

Market approach Income approach

Entity 
approach

DCF approach

Equity 
approach

EquityWACC

Reproduction cost 
method

Liquidation value

Cost approach

“Einzelbewertungs-
Methoden”

Multiples

APV

TCFFCF

Valuation
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Cash Flows Drive Value

Value of a company from a purely financial perspective (IDW S 1 Tz. 4-6)

• The enterprise value is derived solely from the company's ability to generate cash flows that can be distributed to the company's owners.

• Liquidation value as lower value limit.

• Net asset value has no independent significance.

t1 t2 t3 t4 t5
+ + + +

110 100 130 140 100

Terminal value

120
+Cash flows at period t (CFt)

Enterprise value

(1+k)1

(1+k)2

(1+k)3

(1+k)4

(1+k)5

k(1+k)5

(1+ k)
∑

=
=

m

1t
t

tCF
Detailed planning periods =

m
m+1

k x (1+ k)
CFTerminal value

k = cost of capital (discount rate).

Valuation
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Weighted Average Cost of Capital (WACC)

WACC reflects the opportunity costs (= return requirements) of equity and debt providers.

Debt ratio

Equity ratio

Cost of debt Tax Shield

WACC = 

Levered
cost of equity

Risk-free rate

Beta factor

Market risk 
premium+

x

x

Risk premium

=

x

CAPM

kEK = levered cost of equity
kFK = cost of debt 
t = effective tax rate 
EKM = equity at market values
FKM = liabilities at market values
GKM = EKM  + FKM

𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊 =
𝐸𝐸𝐸𝐸𝑀𝑀
𝐺𝐺𝐺𝐺𝑀𝑀

× 𝑘𝑘𝐸𝐸𝐸𝐸 +
𝐹𝐹𝐹𝐹𝑀𝑀
𝐺𝐺𝐺𝐺𝑀𝑀

× 𝑘𝑘𝐹𝐹𝐹𝐹 × (1 − 𝑡𝑡)

+

x

Valuation
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Basic Idea of Multiples

Basic idea

— Allows an initial indicative valuation (rule of thumb); usually in the first phase of sales mandates.

— Multiple describes the ratio between market price and key figure of comparable companies; e.g. EV/sales.

Method

— Equity and entity multiples.

— Applicable to comparable companies or transactions.

Multiples

— Depending on performance figure

— Can be derived from:

- Comparable companies

- Comparable transactions

- Initial public offerings (IPOs

Equity
— Net income

Entity
— Sales

— EBITDA

— EBIT

— NOPLAT

Enterprise/Equity Value Performance figure Multiple= X

Valuation object Peers for comparison

Valuation
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Derivation of Multiples

Eq
ui

ty
-

M
ul

tip
le

s
En

tit
y-

M
ul

tip
le

s
Sales 

− COGS

− SG&A

± Other income/expenses

= EBITDA

− D&A

= EBIT

− Financial result

− Taxes

= Net income  

Sales-Multiple

EBIT-Multiple

P/E-Multiple

EBITDA-Multiple

Valuation
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Why Financial Due Diligence?
Transaction Services

■ Underlying EBITDA
■ Net debt
■ Working Capital

Use financial analysis in 

valuation of business

Reliability of financials Assessment of business 

plan

Reduce information 

asymmetries

1. Identification of value drivers (up- and downside potentials) 
2. Identification of risks (potential deal breaker, purchase price mechanisms and guarantees/exemptions in the SPA)
3. Identification of major issues for Post Merger Integration (PMI) phase

Due Diligence as part of Deal Advisory – Key issues of a due diligence Risk-return 
profile
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Enterprise Value to Equity Bridge
Transaction Services

Basis purchase price 
(Enterprise Value, 

e.g. EBITDA Multiple)

- Debt/Cash-free mechanism +/- Working Capital 
adjustments

+/- Investment adjustments = Adjusted equity value 
(purchase price to be paid)

- Based on 
valuation/negotiation

- Regardless of 
financing structure

- Assume adequate 
level of working 
capital

- DCF or multiple

Typical purchase price mechanism in SPA's

- Cash in target is 
paid to the seller

- Financial 
liabilities are 
being deducted

- Deviation from 
working capital 
target is being 
compensated for 
(e.g. 
underfunding of 
10)

- CAPEX analysis

Focus of Financial Due Diligence
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Based on a simple multiple of underlying earnings

1. Trading / transaction multiple

Key concepts guide – How does EBITDA link to the valuation 
model? 

Quality of Earnings & selected topics

Enterprise value (EV) of a business is usually determined by two methods...

(Forward-looking)
underlying

EBITDA
Multiple EVx =

Various market 
and industry 
benchmarks

Headline priceDerived from 
quality of 
earnings 
analysis

Based on a detailed cash flow forecast

2. Discounted Cash Flow (DCF)

Underlying 
EBITDA 

Modelling 
Assump-

tions
EV+

Assumptions 
incorporated into model 
to forecast NPV of 
future cash flows, 
including:
—business plan and 

future growth
—working capital
—capex requirements
—financing and 

taxation
—discount factor...etc

Headline priceThe DCF often uses 
current estimate of 
underlying EBITDA 
as benchmark or 

starting point

This is likely to be 
derived from / 

informed by the 
quality of earnings 

analysis

...the underlying EBITDA of the business is key to both methods!

Transaction Services
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Normalized EBITDA (1/2)
Transaction Services

 Reported historical EBITDA does not (always) reflect actual financial performance, DD procedures aim at 
identifying those items which distort the picture

 “Strip out” non-recurring or non periodic items e.g. one-off income and expenses which do not normally 
arise in the course of trading or relate to other periods

 We do this because:

Investors focus on the future and use 
forecasts to evaluate the company 

The base for forecasts is often 
historical results and the 

reasonableness of forecasts is often 
assessed against past performance

Adjustments seek to establish a 
“clean” track to support the analysis of 

future earnings 
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Reporting example
FY22

€m Adjusted
Sales 2,356             2,356             
Cost of sales (1,022)            (60)                (1,082)            

Gross profit 1,334             (60)                -                -                1,274             
G&A costs (345)               20                  (325)               
Other expenses / income (245)               (100)               (345)               

EBIT 744                (60)                20                  (100)               604                
Add-back D&A 215                215                

EBITDA 959                (60)                20                  (100)               819                

Sale of fixed 
assets

RestructuringRelease of 
provisionFY22A

Normalized EBITDA (2/2)

Which potential normalizing/non-recurring items can you think 
of? 

Transaction Services

Redundancy / 
severance and 
restructuring costs

Litigation and 
fines

Profits / loss on 
the disposal of 
assets

M&A costs

Insurance refund 
(analysis required 
regarding the 
costs covered by 
such refund)

One-off bonus 
payments to 
employees

Revenue / costs 
relating to prior 
periods

Sales pushes to 
flood the pipeline 
(‘channel stuffing’)

Purchasing pushes 
to take advantage of 
rebates / deals

Other 
extraordinary 
items
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Typical analysis – Equity vs Enterprise Value 
Transaction Services

(100)

Debt 
position

Cash and 
cash equivalents

200

50

Net debt position
of €(50) million

Enterprise value = 
‘value on a cash and 

debt free basis’

Equity value

Va
lu

e 
(€

m
)

150

Valuation methods

− Multiples
− Comparable companies
− Comparable transactions
− DCF
− Other

Net debt

− Businesses are often purchased 
on a cash-free/debt-free basis 
with the net debt deducted from 
the purchase price (as may be 
defined in the SPA)

− Net debt = debt – cash
− Cash and debt free: Price a 

buyer would be willing to pay if 
there was no debt and cash in 
the business at completion
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— Bank balances / cash on hand
— Cash equivalents (time deposits, call money, "liquid

investments", deposits)
— Cash in transit
— Financial cash – BUT…

— Liabilities to banks, financial institutions, shareholders
— Mortgages, bonds
— Derivatives (including the related market valuation / RST)
— Pension obligations
— Sale and leaseback arrangements; capital / finance lease

liabilities
— ABS / factoring programs
— Future payments from contaminated sites without EBITDA

impact
— Financial debt – BUT…

Net Debt/Cash
Transaction Services

Typical purchase price mechanism in SPA's …what about these items?

!!! Detailed balance sheet analysis is required !!! 

— Cash in hand or credited to any account with a financial
institution

— Marketable securities/shares (watch out for fluctuations,
readily convertible)

— Loans granted to seller or affiliates outside transaction scope
— Surplus assets not required for operations (e.g. property,

plant)
— Capex underspend
— Restructuring costs
— Income taxes
— Risk of re-payment of subsidies/investment grants
— Contingent items (rather indemnity)
— Loans from shareholders and related parties
— Dividends decided/proposed but not paid
— …
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Working Capital Components
Transaction Services

Key elements:
• Inventories

• Trade Receivables

• Trade Payables

• Possibly Advanced payments 
received from clients

Assessment:

Methodology / accounting options / 
areas of judgement of these 
components should be clearly 
defined in the SPA

Broader definition:
• Intercompany (from Trading)

• Outstanding invoices

• Personnel-related recurring 
items

• Provisions for social security

• Provisions for untaken 
holidays and overtime

• VAT

• Liabilities or accruals for 
rents, insurance premiums, 
etc.

• Prepaid expenses

General definition of Working Capital 
Balance sheet items (except cash) of which the amount depends on 
the level of business activity
Important: Items are either Working Capital OR Net Debt
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Target Working Capital
Transaction Services

Signing

€m

Q1
202x

Q2
202x

Q3
202x

Q4
202x

Q1
202x+1

Q2
202x+1

Underlying Level WC

Q3
202x+1

Q4
202x+1

Closing

• The offer (non-binding offer) often refers to a normal level of Working Capital
• The actual amount of the target / benchmark Working Capital is only agreed upon in the SPA (the amount is often 

“hard coded” or defined by a “corridor”)
• This requires detailed knowledge and documentation of the content:

• Definition (what is included in Working Capital)
• Valuation (accounting policies for bad debt provision; slow moving stock, etc.)

• Agreement on normal (= target / benchmark) Working Capital level
• The purchase price adjustment results from the difference between the closing Working 

What does target level of Working Capital mean? 
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Willkommen: Kurzvorstellung 

Name Akhil Kapur

Position Praktikant – Finance & Governance Advisory

Hintergrund • BWL-Studium an der Uni-Münster
• Ursprünglich aus der Nähe von Dortmund

Warum ich bei KPMG bin • Atmosphäre
• Stetiger Lernprozess
• Varietät
• Erfahrung
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Name Hannah Fromme
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