
Contents

Preface xi

Acknowledgments xv

CHAPTER 1
What Is Fair Value? 1

FASB Is Pushing Fair Value 3
Financial Instruments and the Legacy of Enron 3
Theoretical Merits of Fair Value Accounting 5
Fair Value Is the New Paradigm 6

How Reliable Are Fair Values? 7
Relevance of Fair Value 9
How Exact Can the Determination of Fair

Value Be? 11
Deal Expenses 13
Managing Earnings: The Potential for Manipulation 15

CHAPTER 2
Valuation of a Business: What is It Really Worth? 19

Fundamental Basis of All Values 22
Comparable Assets Can Determine Fair Value 23
Discounted Cash Flow—The Income Approach 25
Developing Supportable Cash Flow Projections 26

Earnings Before Interest, Taxes, Depreciation, and
Amortization (EBITDA) 29

Myth of Comparable Companies—Making
Adjustments 30

Definition of a Business 31
Valuing a Start-Up (Early-Stage) Business 32
Misuse of Valuation Reports 35
Business Enterprise Valuations (BEVs) 37

vii

CO
PYRIG

HTED
 M

ATERIA
L

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



viii CONTENTS

CHAPTER 3
Litigation and the ‘‘True’’ Determination of Value 40

Valuation for Divorce Proceedings 40
Appraisal Reports that Are ‘‘Made as Instructed’’ 44
Audience for Appraisal Reports 46
Buy and Sell Agreements 52
Don’t Use a Formula! 55
Periodic Valuations of Partnerships, Joint Ventures,

and Closely Held Companies 56

CHAPTER 4
Accounting For Merger-and-Acquisition Transactions 58

SFAS 141: Allocation of Purchase Price 58
Fair Values Impact Future Reported Income 61
Market Participants 63
Choice of Life for Amortization and Depreciation 64
Asset Lives 65
Lives for Intangible Assets: Indefinite versus Fixed 67
Minimizing Reported Income 69
Goodwill 71
Solvency Opinions 73

CHAPTER 5
Due Diligence: What Is the Real Value of the Target’s Business? 76

Financial Projections 80
Estimating the Value of Working Capital 82
Estimating the Value of Property, Plant, and Equipment 84
Estimating the Value of Liabilities 87
Estimating the Value and Life of Intangible Assets 88
Lives for Amortization 92
Goodwill on the Target’s Books 94
Estimating the Value of Contingent Liabilities 94

CHAPTER 6
Valuation of Liabilities 97

The FASB’s Motives for Changing SFAS 5 98
Regulatory Response to the Potential for Manipulation 102

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Contents ix

Auditing of Valuation Reports 104
Valuation of Contingent Payments 106
Environmental Liabilities 110

CHAPTER 7
Fair Value; Property, Plant, and Equipment; and Sarbanes-Oxley 112

Required Controls Over PP&E 113
Benefits of a Good Property Record System 117
Summary and Conclusions 122

CHAPTER 8
Allocation of Purchase Price in a Business Combination 124

Adjusted Purchase Price 125
Financial Projections 127
Fair Value of Working Capital 128
Property, Plant, and Equipment (PP&E) 131
Valuation of Intangibles 133
Duplicate Assets—Exit Value and Market Participants 135

CHAPTER 9
Testing for Impairment 138

How Does the Market Respond to Impairment
Write-Offs? 139

Can We Control the Timing and Amount of
Impairment Charges? 140

Testing Goodwill for Impairment 143
Can You Control Impairment Charges? 145
Choice of Reporting Unit 148
Trade-Off Between Assigning Value to Intangibles and

to Goodwill 149
Summary and Conclusion 150

CHAPTER 10
Customer Relationships 151

What Is a Customer Relationship? 152
Defining a Customer Relationship 153

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



x CONTENTS

How to Interpret the EITF Definition of Customer
Relationship 156

One Major Customer 158
Selling New Products or Services 159
Returns on Other Assets 161
Testing Customer Relationships for Impairment 163

CHAPTER 11
Selecting and Working with an Appraisal Specialist 165

Evaluating an Appraiser’s Experience 167
Independence and Ethics in Fair Value 171
Auditors: Are They the Final Quality Check? 174
Experience in Your Industry versus Overall Experience 176
Reducing Costs—Working with Independent Auditors

and the SEC 177
SEC Interaction 180
Summary and Conclusions 183

APPENDIX Sample Capital Stock Report 184

Index 239

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om


