P1: OTA/XYZ P2: ABC
JWBT200-Zyla October 20, 2009 10:27 Printer Name: To Come

fm

Contents

Preface xiii
Acknowledgments xvii
About the Author xix
CHAPTER 1 Fair Value Accounting 1
Introduction 1
History of Fair Value in Financiai keporting 2
SFAS 157, Fair Value Measuirxzents 11
SFAS 159, Fair Value Opiic: 31
Conclusion 33
Notes 33
APPENDIX 1A  Fair Value Accounting and the Current Economic Crisis 37

Mark-to-Market Accounting 38
Fair. "7ayue Measurement Concepts 39
The Accounting Implications of Fair Value

Measurements in Illiquid Markets 39
Application of Fair Value Accounting in Tlliquid Market 40
FSP FAS 157-3, Determining the Fair Value of a

Financial Asset When the Market for That Asset Is

Not Active 42
Study on Mark-to-Market Accounting 46
Conclusion of the Report 46

New FASB Project to Improve Measurement and

Disclosure of Fair Value Estimates 48
Additional FASB Staff Positions (FSPs) to Improve

Guidance on Fair Value Measurements and

Impairments 49

vii



P1: OTA/XYZ P2: ABC
October 20, 2009 10:27 Printer Name: To Come

fm  JWBT200-Zyla

viii Contents
Financial Crisis Advisory Group (FCAG) 54
Conclusion 55
Notes 56
CHAPTER 2 Fair Value Measurements in Business Combinations
and Subsequent Testing for Impairment 59
Accounting for Business Combinations 60
Subsequent Accounting for Goodwill and Other
Intangible Assets 71
Conclusion 85
Notes 86
CHAPTER 3  The Nature of Intangible Assets 89
History of Intangible Assets 90
Economic Basis of Intangible Ass<¢s 91
Identification of Intangible As<ct, 92
Examples of Specific Intangitle Assets 93
Types of Intangible Ass<ts 96
Useful Life of an Intangible Asset 99
Intangible Assets:and £conomic Risk 100
Economic Balarice Sheet 101
Valuation V'echniques 102
Conclusion 106
Notes 107
CHAPTER 4  The Cost Approach 111
The Cost Approach under FASB ASC 820,
Fair Value Measurements and Disclosures
(SFAS No. 157) 112
Economic Foundation for the Cost Approach 115
Cost versus Price versus Fair Value 115
The Role of Expected Economic Benefits in the Cost
Approach 117
Reproduction Cost versus Replacement Cost 118
Components of Cost 119
Obsolescence 121



P1: OTA/XYZ P2: ABC
October 20, 2009 10:27 Printer Name: To Come

fm  JWBT200-Zyla

Contents

CHAPTER 5

CHAPTER 6

CHAPTER 7

The Relationships among Cost, Obsolescence,
and Value

Physical Deterioration

Functional (Technological) Obsolescence

Economic (External) Obsolescence

Applying the Cost Approach

Taxes under the Cost Approach

Limitations of the Cost Approach

Conclusion

Notes

The Market Approach

Introduction

Applying the Market Approach in Measuiing
the Fair Value of an Entity or Repertitig Unit of
an Entity

Conclusion

Notes

The Income Approach

Introduction

Discounted Cash. Fiow Method

Multiperiod Excess Earnings Method

FASB Concepts Statement 7

Rates-of Return under the Income Approach
The Tnicome Increment/Cost Decrement Method
Frofit Split Method

Build-Out Method, or “Greenfield Method”
(With and Without)

Weighted Average Cost of Capital Calculation
Conclusion
Notes

Advanced Valuation Methods for Measuring the Fair

Value of Intangible Assets

Introduction
Limitations of Traditional Valuation Methods
Real Options

121
123
124
125
127
132
133
133
134

137
137

139
170
170

171

171
172
177
193
195
200
201

206
200
214
215

217

217
217
219



P1: OTA/XYZ P2: ABC

fm  JWBT200-Zyla October 20, 2009 10:27 Printer Name: To Come

X Contents
Using Option Pricing Methodologies to Value
Intangible Assets 222
Black-Scholes Option Pricing Model 226
Binomial or Lattice Models 228
Monte Carlo Simulation 234
Decision Tree Analysis 236
Conclusion 239
Notes 239
CHAPTER 8  Measuring the Remaining Useful Life of Intangible
Assets in Financial Reporting 241
Introduction 241
FASB Guidance on Determining the Remaiaing
Useful Life 241
Considerations in Measuring Useful Lives of
Intangible Assets 244
Guideline Useful Lives 248
Conclusion 249
Notes 249
CHAPTER 9  Fair Value Measureni=ats of Private Equity and Other
Alternative Invesunents 251
Introduction 251
AICPA’s Aliernative Investment Task Force 252
Accounting Standards Update No. 2009-12,
Lvestments in Certain Entities That Calculated Net
Asset Value per Share (or Its Equivalent) 258
Updated U.S. Private Equity Valuation Guidelines 260
Common Valuation Methodologies of Measuring the
Fair Value of the Fund’s Investment Portfolio 261
Conclusion 262
Notes 263
CHAPTER 10  Fair Value Measurements under IFRSs 265
Convergence of U.S. GAAP and IFRSs 266
SEC Road Map to IFRSs 267
The IASB’s Fair Value Measurement Project 269



P1: OTA/XYZ P2: ABC
October 20, 2009 10:27 Printer Name: To Come

fm  JWBT200-Zyla

Contents xi
IFRSs in Business Combinations and Impairment
Testing 271
IAS 38 Intangible Assets 275
Impairment of Intangible Assets Held for Use 276
International Valuation Standards Council 277
IFRS for Small and Medium Size Entities (SME) 279
Conclusion 279
Notes 279
CHAPTER 11 Disclosures in Fair Value Measurements 281
Introduction 281
The Role of Disclosures 282
Disclosures under FASB ASC 820, Fair Valie
Measurements and Disclosures (SFAS Ne. 157) 283
Fair Value Disclosures in Business COrabinations and
in Subsequent Impairments of Condwill and Other
Intangibles 288
SEC Suggested Disclosures 292
FAS 157—Improving Disclosures about Fair Value
Measurements 294
Conclusion 296
Notes 297
CHAPTER 12  Auditing Fair Value Measurements 299
Introduction 299
The.Audit Process 300
Auditing Estimates in Fair Value Measurements 303
AU Section 328 (SAS 101), Auditing Fair Value
Measurements and Disclosures 306
Testing Management’s Fair Value Measurements 308
Testing Management’s Significant Assumptions, the
Valuation Model, and the Underlying Data 310
Testing the Reliability of Management’s Assumptions 310
Should an Auditor Engage a Valuation Specialist? 313
PCAORB Staff Audit Practice Alert No. 2, Matters
Related to Auditing Fair Value Measurements of
Financial Instruments and the Use of Specialists 313



P1: OTA/XYZ P2: ABC
fm  JWBT200-Zyla October 20, 2009 10:27 Printer Name: To Come

xii Contents
SEC Audit Guidance 317
Nonauthoritative Guidance 317
The Appraisal Foundation 318
Appraisal Issues Task Force (AITF) 319
Conclusion 320
Notes 321

CHAPTER 13  Fair Value Measurement Case Study 323
Learning Objectives 323
Business Background and Facts—Software 323

APPENDIX 13A Suggested Case Study Solutions 371

Information Request—SFAS 142 399

Information Request for Business Combinations—Sras 141R 401

Glossary of International Business Valuation -1 ns 405

Bibliography 415

Index 427





