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Accounting firms, 8
Accounting methods

acquisition method. See Acquisition
method accounting

hedge accounting, 32
history of, 4, 60, 61
investment funds, 252
pooling of interests, 4, 60, 85
purchase accounting, 4, 60–62, 85

Accounting Principles Board (APB), 2,
3, 60

Accounting profession, 8, 9
Accounting standards and statements

Accounting Standards Codification
(ASC). See Accounting Standards
Codification (ASC)

changes in for business
combinations, 3, 4

early standards and statements on
fair value, 2, 3

Financial Accounting Standards
Board. See Financial Accounting
Standards Board (FASB)

international accounting. See
International Accounting
Standards Board (IASB);
International Financial
Reporting Standards (IFRS)

U.S. GAAP. See Generally Accepted
Accounting Principles (GAAP)

Accounting Standards Codification
(ASC)

ASC 280 (SFAS 131), Segment
Reporting, 73

ASC 350-20-35 (SFAS 142), Goodwill
and Other Intangible Assets,
Subsequent Measurement, 288

ASC 350 (SFAS 142), Goodwill and
Other Intangible Assets, 1, 5, 72,
73, 100, 242, 272, 273

ASC 805 (SFAS 141R), Business
Combinations, 1, 4–5, 8, 59, 61,
96, 266, 272, 288, 303. See also
Business combinations

ASC 820-10, 295
ASC 820 (SFAS 157), Fair Value

Measurements and Disclosures,
2, 3, 11–31, 33, 38–52, 55, 56,
62, 100, 102, 104–107, 171, 241,
251–256, 266, 269–271,
283–288, 295, 296, 303, 305,
308, 314–317

ASC 825-10-25 (SFAS 159), The Fair
Value Option for Financial
Assets and Financial
Liabilities—Including an
Amendment of FASB Statement
No. 115, 31–33, 38, 283, 308

Acquirer, identifying, 62–64, 86
Acquisition date, 62, 64, 86
Acquisition method accounting, 4,

60–62, 85
acquirer, identifying, 62–64, 86
acquisition date determination, 62,

64, 86
assets, liabilities, and noncontrolling

interest, recognition and
measurement of, 62, 64–66
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Acquisition method accounting
(Continued )

bargain purchase, recognition and
measurement of goodwill or
gain from, 59, 62, 66, 67, 86, 177

expensed assets, 184
fair value as of date of change in

control, 17
Adjusted economic balance sheet,

101–103, 107, 195, 199
Advanced valuation methods for

intangible assets, 172, 217, 239
binomial option pricing model,

228–234
Black-Scholes option pricing model,

222, 226–229
contingent assets and liabilities, 217,

219
contingent consideration, 217, 219
decision tree analysis, 172, 217, 236,

238, 239
discounted cash flow analysis, 172,

236, 238
Monte Carlo simulation, 172, 217,

234–237, 239
option pricing methodologies, 217,

222–226
real options, 172, 218–223, 239

Aggregation problem, 14
AICPA. See American Institute of

Certified Public Accountants
(AICPA)

Alternative investments. See Private
equity funds and alternative
investments

Alternative Investments Task Force,
252–258

American Auditing Association, 300
American Institute of Certified Public

Accountants (AICPA)
Alternative Investment Task Force,

252–259
Assets Acquired in a Business

Combination to Be Used in
Research and Development
Activities, 178, 179, 212

Auditing Fair Value Measurements
and Disclosures (toolkit practice
aid), 317, 318

Auditing Standards Board, 301
Center for Audit Quality (CAQ), 37,

39, 42
Fair Value Resource Panel, 179,

318
generally accepted accounting

principles. See Generally
Accepted Accounting Principles
(GAAP)

generally accepted auditing
standards. See Generally
accepted auditing standards
(GAAS)

Investment Companies Guide, 258,
259, 263

Professional Standards, 306
Statement on Standards for Valuation

Services No. 1, “Valuation of a
Business, a Business Ownership
Interest, Security or Intangible
Asset,” 104

Valuation Considerations for Interest
in Alternative Investments, 262,
263

American Society of Appraisers,
278

Business Valuation Review, 248
Business Valuation Standards, 104,

105
Amortization

and impairment testing, 71–73, 75,
76, 78

intangible assets, 241, 242, 248, 249.
See also Useful life of intangible
assets

long-lived assets, 72, 73, 84, 85
research and development projects,

71
Analytics, use of in determining useful

life, 244, 247–249
Appraisal Foundation, 178, 313, 320

Best Practices on Contributory
Assets, 190
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Exposure Draft on Contributory
Charges, 190–192

as source of standards and services,
318, 319

Appraisal Institute, 278
Appraisal Issues Task Force (AITF),

319, 320
Assembled workforce, 4, 184, 185, 200
Asset acquisitions, 67, 68
Asset approach, 111. See also Cost

approach
Asset groups, 14, 73, 78, 84, 85, 95. See

also In-use valuation premise
Assets

carried at fair value on a recurring
basis, 12

fair value measurement of, 13, 14
fixed assets, 192, 193, 200
highest and best use, 13, 19–21, 271
identifiable assets acquired in

business combinations, 59, 61,
62, 64–67, 69, 70, 74–76, 78, 85,
185

long-lived assets, 12, 72, 73, 84, 85
nonwasting, 183, 191
and price, 15
wasting assets, 183, 187

Assumptions
auditing, 300–302, 304–313, 315, 316,

319, 320
market participants, 18, 30, 174,

187–189, 193, 308
Attrition analysis, 189, 190
Auditing, 299, 300, 320, 321

AICPA nonauthoritative guidance,
317, 318

Appraisal Foundation as source of
standards and services, 318, 319

Appraisal Issues Task Force (AITF),
role of, 319, 320

ASC 820 (SFAS 157), Fair Value
Measurements and Disclosures,
compliance with, 305, 308,
314–317

ASC 825-10-25 (SFAS 159), The Fair
Value Option, 308

assumptions, 300–302, 304–313, 315,
316, 319, 320

audit challenges, 299, 300
audit evidence, 302
audit process, 300–303, 307
audit strategy, 302, 303
Auditing Standards Board (ASB),

301, 306
auditor, role of, 299
auditor’s report, 303, 304
and data or measurements provided

by service organizations, 307
defined, 300
estimates, 303–305
GAAP, conformance with, 299,

301–303, 306–308, 314, 316, 320
generally accepted auditing

standards (GAAS), 303
PCAOB Staff Audit Practice Alert No.

2, Matters Related to Auditing
Fair Value Measurements of
Financial Instruments and the
Use of Specialists, 301, 302,
313–317, 321

pricing service, use of, 316, 317
purpose of audit, 303
SEC audit guidance, 317
Statements on Auditing Standards.

See Statements on Auditing
Standards (SAS)

testing fair value measurements and
disclosures, 308, 309, 320

underlying data, testing, 306, 308,
310, 312, 321

valuation model, testing, 306, 308,
310, 312, 321

valuation specialists, use of, 299,
302, 303, 306, 307, 309, 313,
314, 316, 320

Auditing Fair Value Measurements and
Disclosures (toolkit practice
aid), 317, 318

Auditing Standards Board (ASB), 301,
306

Auditors, 299, 303, 304
Average annual balance method, 192
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Balance sheet, economic, 101–103,
107, 195, 199

Bargain purchase, 59, 62, 66, 67, 86,
177

Bernanke, Ben, 40
Best Practices for Valuations in

Financial Reporting: Intangible
Asset Working Groups, 178

Binomial option pricing model,
228–234

Black, Fischer, 226, 227
Black-Scholes option pricing model,

171, 222, 226–229
Blockage factor, 14
Build-out (Greenfield) method, 172,

206
Build-up method, 173, 207, 210, 211
Business, defined (for business

combinations), 67, 68
Business combinations

accounting differences under U.S.
GAAP and IFRS, 271–277

accounting methods, history of, 4,
60, 61

accounting standards and
statements, changes in, 3, 4

acquirer, identifying, 62–64, 86
acquisition date, 64
acquisition method, 61, 62, 85. See

also Acquisition method
accounting

assets and liabilities, fair value
measurement of, 13, 14

bargain purchase, 59, 62, 66, 67, 86,
177

business defined, 67, 68
change of control, 14, 17, 64, 65
consideration, 68
contingent assets and liabilities, 69,

70, 86
contingent consideration, 61, 68, 70,

86, 217, 219
deferred tax assets and liabilities, 62
defined, 68
disclosures, 288–292, 296
fair value measurement, 1, 12, 33,

59, 61

fair value of acquired business, 68,
69

goodwill, 71–84, 86
identifiable assets acquired and

liabilities assumed, 4, 59, 61–62,
64–67, 69, 70, 74–76, 78, 85,
185

impairment testing, goodwill and
other intangibles, 71–84, 86

in-process research and
development (IPR&D), 62, 70,
71

and in-use versus in-exchange
valuation premise, 20–24

information request, sample,
401–404

intangible assets, fair value
measurement of, 171. See also
Advanced valuation methods for
intangible assets; Intangible
assets

intangible assets, unidentified, 71,
72

long-lived assets subject to
amortization, impairment testing
for, 72, 73, 84, 85

market approach, 137, 167
measurement date, 61, 64
measurement period, 62
measurement period adjustments, 70
noncontrolling interests, 62
nonrecurring measurement, 296
overview, 59, 60, 85, 86
partial acquisitions, 62
post-acquisition adjustments, 62
restructuring costs, 61
statistics on, 271
step acquisitions, 62
tax consequences, 62
transaction costs, 61, 68, 69

Business enterprise value (BEV), 102,
177

Capital asset pricing model (CAPM),
173, 207–210

Capital structure, in calculation of
WACC, 173, 174, 207–210
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Case study, 323–369
learning objectives, 323
suggested solutions, 371–398

Cash flow multiples, 137, 143, 146
Cash-generating unit (CGU), 273–275
Center for Audit Quality (CAQ), 37, 39,

42
CFA Institute Center for Financial

Market Integrity (CFA Center),
282, 283

Change of control, 14, 17, 64, 65
“Clarifications on Fair Value

Accounting,” 41, 42
Collateralized debt obligations (CDOs),

37, 38
Comparable transactions method, 163,

167–170, 260
Competitive advantage, 91–94, 106
Component costs, 119–121, 133
Comprehensive income, 284, 296
A Comprehensive Business Reporting

Model: Financial Re;porting for
Investors, 282

Concept Releases (CON), 10, 193–195
Consideration, 61, 68, 70, 86, 217, 219
Contingent assets and liabilities

business combinations, 69, 70, 86
and option pricing methods of

valuation, 217, 219
U.S. GAAP and IFRS differences, 272

Contingent consideration
business combinations, 61, 68, 70,

86
and option pricing methods of

valuation, 217, 219
Contracts

contractual life of intangible assets,
244, 245

renewal provisions and
determination of useful life of
intangible assets, 243

Contractual-legal criterion for
intangible assets, 4, 65, 93, 95,
106, 107, 185

Contributory asset charge (CAC), 178,
179, 183–186, 191–193, 199,
200, 387

Contributory asset cross charges, 190,
191

Contributory assets, 179, 181–186,
190–193, 199, 200

Control premium, 79, 80, 86, 150–152,
155

Convergence Project, 7, 8, 10, 59, 266,
267, 271, 279

Copyrights and copyright protection,
91, 94–96, 98, 101, 106, 244, 245

Cost, price and fair value compared,
115–117

Cost approach, 27, 28, 102, 111, 133
under ASC 820 (SFAS 157), Fair

Value Measurements and
Disclosures, 112–114

component costs, 119–121, 133
contributory assets, 190
cost, price, and fair value compared,

115–117
defined, 102, 111, 112
economic (external) obsolescence,

112, 114, 118, 119, 121–129,
131, 133

economic foundation for, 113, 115,
133

functional (technological)
obsolescence, 114, 124–126,
128, 129, 131, 133

and future economic benefits, 112,
117, 118, 121, 133

historical cost trending, 128, 129
intangible assets, 112–118, 120–121,

124–127, 130, 132
limitations of, 133, 217, 218
physical deterioration, 112, 114,

121–124, 128, 133
private equity valuation, 260
real estate, 111–113, 120, 121
replacement cost, 112–114, 117–123,

125, 128–131, 133
reproduction cost, 112, 118–123,

128, 129, 133
tax issues, 132
unit cost method, 128–130
unit of production method, 128, 130,

131
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Cost approach (Continued )
use of, 127, 128
and useful life of intangible assets,

241. See also Useful life of
intangible assets

Cost of capital, 102
Costs, fixed and variable, 246, 247
Counterparties and fair value of

liabilities, 24, 25
Cox, John, 228
Credit risk, 24, 25
Cross charges, 190, 191
Crystal Ball, 235
Customer lists, 94
Customer relationships, 94, 177, 179,

184, 190, 191, 244, 248
Customer turnover trends, 244, 247

Databases, 96
DCF. See Discounted cash flow (DCF)

method
Debt, 27. See also Liabilities
Debt discount rate, 210, 212
Debt-free cash flow (DFCF), 146
Debt-free net income, 146
Debt securities, 38, 39
Decision tree analysis, 172, 217, 236,

238, 239
Defensive acquisitions, 13, 22, 23
Defensive (locked-up) value, 22, 23
Deferred revenue, 192
Deferred tax assets and liabilities, 62,

81, 82
Depreciation

assets subject to, 72, 78, 84, 85
depreciation expense as proxy for

return of capital charge, 183,
192

wasting assets, 183
Derivatives, 12, 292
Direct cash flow adjustment, 195
Disclosures, 281, 296

business combinations, 288–292,
295, 296

FASB project on, 294–296
financial statements, 281–284, 292,

294–296

inputs for fair value measurements,
283–296

management’s discussion and
analysis (MD&A), 281, 292–294,
317

private equity funds and alternative
investments, 259, 260

role of, 282, 283
SEC suggested disclosures, 292–294,

317
U.S. GAAP and IFRS differences, 272

Discount rate
and fair value of liabilities, 24
future cash flows, 194, 195

Discounted cash flow (DCF) method,
172–177

and adjusted economic balance
sheet, preparing, 101

auditing assumptions under, 310, 311
build-up method, 173
capital asset pricing model (CAPM),

173, 207–210
cash flows to equity holders,

173–175, 206, 207. See also
Weighted average cost of capital
(WACC)

debt-free cash flows, 173, 174, 176,
177, 206, 207. See also Weighted
average cost of capital (WACC)

defined, 172
inputs, 172, 173
internal rate of return (IRR), 177
investment portfolio valuation, 262
limitations of, 193–195, 218
management forecasts, 79–81
reporting units, 79
use in advanced valuation methods,

172, 236, 238
use in calculating useful life of

intangible assets, 246
value in use, 277
weighted average cost of capital

(WACC), 174, 177, 206–214
Domain names, 93, 94, 160, 162–165,

167, 170, 179, 242
Due diligence, 256, 257
Duress, 19
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Earn-outs, 68
Earnings before interest, taxes,

depreciation, and amortization
(EBITDA). See EBITDA

Earnings before interest and taxes
(EBIT). See EBIT multiples

Earnings multiples, 137, 138
EBIT multiples, 146, 148, 155
EBITDA

and 25 percent profit split method,
205, 206

multiples, 138, 146, 148, 155, 262
Economic balance sheet, 101–103, 107,

195, 199
Economic crisis of 2008–2009

“Clarifications on Fair Value
Accounting,” 41, 42

and collateralized debt obligations
(CDOs), 37, 38

and criticisms of fair value
accounting, 40–42

debt securities, measuring value of,
38, 39

distressed market and fair value
hierarchy, 39, 56

fair value hierarchy, illiquid and
distressed markets, 39–41,
43–45, 47, 50, 51, 56

and fair value of securitized
subprime mortgages, 39

Financial Crisis Advisory Group
(FCAG), 54, 55

FSP 157-3, Determining the Fair
Value of a Financial Asset When
the Market for That Asset Is Not
Active, 42–46, 50, 55, 56

illiquid markets and fair value
measurement, 39–42, 55

and mark-to-market accounting, 38,
39, 46–48

and subprime lending, 37–39
Economic decay curve, 246
Economic environment and increase in

intangible assets, 6
Economic (external) obsolescence,

112, 114, 118, 119, 121–129,
131, 133

Economic life of intangible assets, 189,
190, 244–247

Employees, share-based payments to,
11

Entry price, 18, 261
Equity method of accounting, 32
Equity multiples, 138, 143, 146, 148
Equity rate of return, calculating,

207–210
Exit price, 11–13, 15–16, 18, 19, 25, 26,

40, 68, 270, 272
eXtensible Business Reporting

Language (XBRL), 268

Fair value
contingent consideration in business

combinations, 61, 68, 70, 86,
217, 219

cost and price compared, 115–117
definition, 12–24, 39, 270
hierarchy. See Fair value hierarchy
inputs, 30
liabilities, 24–27
valuation approaches, 27–30. See

also Valuation approaches
Fair value hierarchy, 30, 31, 78, 283,

284, 287, 289, 290, 293, 294,
296, 314–316

in illiquid and distressed markets,
39–41, 43–45, 47, 50, 51, 56

Fair value less costs to sell, 274, 277
Fair value measurement. See also

Valuation approaches
auditing. See Auditing
business combinations, 1, 12, 33, 59,

61
and international accounting

standards, 265
Fair value option, 31–33
Financial Accounting Standards Board

(FASB)
authority to set accounting

standards, 10
CON 7, Using Cash Flow Information

and Present Value in
Accounting Measurements,
193–195
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Financial Accounting Standards Board
(FASB) (Continued )

and convergence of U.S. GAAP with
IASB, 4, 6–10, 59, 86, 266, 267,
271, 279, 308

Credit Crisis Projects, 48, 49
disclosures, project on, 294–296
disclosures required by, 281
early standards and statements on

fair value, 3, 4
and fair value as measurement of

value, 1
Staff Position (FSP)

FSP FAS 107-1, Interim Disclosures
about Fair Value of Financial
Instruments, 48, 50, 53, 54

FSP FAS 115-2, Recognition and
Presentation of
Other-Than-Temporary
Impairments, 48, 50, 52, 53

FSP FAS 142-3, Determination of
the Useful Life of Intangible
Assets, 243, 245, 247

FSP FAS 157-3, Determining the
Fair Value of a Financial Asset
When the Market for That Asset
Is Not Active, 42–46, 50, 55,
56

FSP FAS 157-4, Determining Fair
Value When the Volume and
Level of Activity for the Asset or
Liability Have Significantly
Decreased and Identifying
Transactions That Are Not
Orderly, 48, 50–52

FSP FAS 157-e, Determining
Whether a Market Is Not Active
and a Transaction Is Not
Distressed, 49, 50

Statements of Financial Accounting
Standards (SFAS). See also
Accounting Standards
Codification (ASC)

SFAS 124-2, Recognition and
Presentation of
Other-Than-Temporary
Impairments, 50

SFAS 141(R)-1, Accounting for
Assets Acquired and Liabilities
Assumed in a Business
Combination That Arise from
Contingencies, 69, 70

SFAS 157-f, Measuring Liabilities
under FASB Statement No. 157,
25, 26

SFAS 157-g, Estimating the Fair
Value of Investments in
Investment Companies that
Have Calculated Net Asset Value
per Share in Accordance with
the AICPA Audit and
Accounting Guide, 263

statements on business
combinations, 60, 61

useful life of intangible assets,
guidance on, 241–243

Valuation Resource Group (VRG),
255, 294, 320

Financial assets and liabilities, fair
value measurement, 38

Financial buyers, 21, 22, 187, 188
Financial instruments, fair value

option, 31–33
Financial options, 219–222, 224, 239
Financial reporting

disclosures. See Disclosures
foreign registrants in the U.S., 10
intangible assets, useful life

measurement, 241–249
International Financial Reporting

Standards (IFRS), 265. See also
International Financial
Reporting Standards (IFRS)

investment funds, 251. See also
Private equity funds and
alternative investments

management’s discussion and
analysis. See Management’s
discussion and analysis (MD&A)

objective of, 33
Financial statements

disclosures, 281–284, 292, 294–296
footnotes, 281
material misstatements, 308, 309, 316
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Fixed asset contributory charges, 192,
193, 200

Fixed costs, 246, 247
Foreign companies, financial reporting

in the U.S., 10
Form 10-K, 281
Form 10-Q, 281
Franchise agreements, 95, 96, 244
Functional (technological)

obsolescence, 100, 107, 114,
124–126, 128, 129, 131, 133,
244, 246, 247, 249

Fund of funds, 251, 253. See also
Private equity funds and
alternative investments

Future cash flows, 24, 193–198
Future economic benefits, 112, 117,

118, 121, 133

Galileli, Galileo, 91
Generally Accepted Accounting

Principles (GAAP)
and audit report, 303
auditing challenges, 299
and auditing standards, 301,

302
conformance with, 299, 301–303,

306–308, 314, 316, 320
convergence with IASB, 4, 6–10, 59,

86, 266, 267, 271, 279, 308
and mixed-attribute reporting, 283,

296
Generally accepted auditing standards

(GAAS), 303. See also Auditing;
Statements on Auditing
Standards (SAS)

“Global Capital Markets and the Global
Economy: A Vision from the
CEOs of the International Audit
Networks,” 8, 9

“Global Dialogue with Capital Market
Stakeholders: A Report from the
CEOs of the International Audit
Networks,” 9

Global Public Policy Symposium, 8
Globalization, 6–8, 90, 106

Goodwill. See also Intangible assets
accounting for in business

combinations, 4, 5, 59–62,
65–68, 70–84, 86

assembled workforce. See
Assembled workforce

bargain purchases, 59, 62, 66, 67, 86,
177

and comparison of IRR and WACC,
177

components of, 74, 75
and contributory asset charges under

MPEEM, 185, 186
core goodwill, 75
and deferred tax assets and

liabilities, 81, 82
defined, 74, 98, 107
economic attributes of, 73, 74
impairment testing. See Impairment

testing
as intangible asset, 96, 98, 99
and licensed assets, 185, 186

Greenfield method, 172, 206
Guideline public company method, 79,

101, 138, 139–152, 170, 177, 262
Guideline transaction method, 79, 138,

139, 152–161, 170, 262
Guideline useful lives of intangible

assets, 248, 249

Harmonization of accounting
standards, 8

Hedge accounting, 32
Hedge funds, 251, 252, 318. See also

Private equity funds and
alternative investments

Held to maturity (HTM) price, 38, 40
Highest and best use, 13, 19–21, 271
Historical background, 2–5, 12
Historical cost trending, 128, 129
Hyden, Steven D., 102
Hypothetical lease payment, 183, 184

Identifiable assets acquired and
liabilities assumed in business
combinations, 4, 59, 61–62,
64–67, 69, 70, 74–76, 78, 85, 185
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Impairment losses, 275, 288
Impairment testing

accounting differences, U.S. GAAP
and IFRS, 272, 273

carry forward valuation, 83, 84, 86
and control premium, 79, 80, 86
and fair value measurement, 1, 33
goodwill, 5, 12, 71–84, 86
guidance for, 72, 73
in-process research and

development (IPR&D), 71
intangible assets, 72, 73
judgment required, 77
long-lived assets, 72, 73, 84, 85
order of testing and level of value,

73, 86
process, 75–77
reporting units and operating

segments, issues with
comparing fair value to carrying
value, 77–84

tax issues, 82, 83
two-step process, 73, 75, 77, 86

In-exchange valuation premise, 20, 22,
24

In-process research and development
(IPR&D), 23, 24, 62, 70, 71, 98,
99, 179, 200

In-use valuation premise, 19–24,
271

Income approach, 29, 30, 102, 171,
172, 214, 215

build-out (Greenfield) method, 172,
206

CON 7, Using Cash Flow Information
and Present Value in
Accounting Measurements,
193–195

definitions of, 104, 171, 172
discounted cash flow method. See

Discounted cash flow (DCF)
method

income increment/cost decrement
method, 172, 200–203

limitations of, 217, 218
multi-period excess earnings method

(MPEEM), 171–172, 177–193

multi-scenario methods, 172. See also
Advanced valuation methods for
intangible assets

present value models, 171, 172
private equity valuation, 260
profit split method, 172, 201,

204–206
rates of return, 195, 199, 200
single scenario methods, 172
use of, 171
and useful life of intangible assets,

241. See also Useful life of
intangible assets

weighted average cost of capital
(WACC), 177, 206–214

Income increment/cost decrement
method, 172, 200–203

Indefinite-lived assets, useful life, 242,
243

Independent and knowledgeable
buyers, 13, 15

Information request
for business combinations (SFAS

141R), 401–404
financial information (SFAS 142),

399
Inputs

auditing underlying data, 306, 308,
310, 312, 321

disclosures, 283–296
fair value hierarchy, 30, 31
observable, 25, 26, 30, 31, 40, 284,

305
unobservable, 30, 31, 40, 188, 284,

305
Intangible assets

accounting differences under U.S.
GAAP and IFRS, 275–277

and adjusted economic balance
sheet, use of, 101–103, 107, 195,
199

advanced valuation methods. See
Advanced valuation methods for
intangible assets

artistic-related, 94, 95, 97, 107
asset acquisition versus business

combination, 67, 68
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in business combinations, 4, 5, 65,
66, 71–73

cash flows attributable to, 200, 201
contract-related, 95–97, 107
contractual-legal criterion for

intangible assets, 4, 65, 93, 95,
106, 107, 185

cost approach, 112–118, 120–121,
124–127, 130, 132

customer-related, 94, 97, 107
defined, 89, 96
defined (IFRS), 275
economic basis of, 91, 92, 100
and economic risk, 100, 101
examples of, 93–96
goodwill, 89, 98, 99. See also

Goodwill
held for use, 276, 277
historical background, 90, 91
identifiable, 92, 93, 275
impairment testing, 72, 73, 276,

277
income approach, 171. See also

Income approach
increase in, 6
intellectual property, 90, 96, 98
internally generated, 276
licensed entities, 185, 186, 206
market approach, 137–139,

161–170
marketing-related, 93, 94, 97, 107
network effect, 92, 100, 106
nonrivalry scalability, 92, 100, 106
overview, 89, 106, 107
and real options, 219, 223, 239
remaining useful life, measurement

of in financial reporting,
241–249

separability criterion, 4, 65, 92, 94,
106, 107, 185

technology-related, 96, 97, 107,
177–179, 189–191, 200, 204,
205, 210, 212

and trend toward fair value
measurement, 6

useful life. See Useful life of
intangible assets

valuation approaches. See Valuation
approaches

value drivers, 91, 92, 106
Intellectual property, 96, 98, 106

profit split method, 201, 204–206
protection of, 90, 91, 98, 101, 245
and trend toward fair value

measurement, 6
Interactive data format for filing

financial information, 268
Internal rate of return (IRR), 177
Internal Revenue Service, Committee

on Appeals and Review
Memorandum (ARM) 34, 178,
179

International Accounting Standards
Board (IASB), 265

Fair Value Measurement Project,
269–271

and IFRS convergence with U.S.
GAAP, 4, 6–10, 59, 86, 266, 267,
271, 279, 308

International Accounting Standards
Committee Foundation (IASCF),
8, 267, 268

International Accounting Standards
Committee (IASC), 265

International Accounting Standards
(IAS), 265

International Auditing and Assurance
Standards Board (IAASB),
299

International Financial Reporting
Standards (IFRS), 265

in business combinations, 271–276
convergence with U.S. GAAP, 4,

6–10, 59, 86, 266, 267, 271, 279,
308

and financial reporting for foreign
registrants in the U.S., 10, 266

and IASB Fair Value Measurement
project, 269–271

IFRS 3, Business Combinations, 59
IFRS 3R, Business Combinations,

266
intangible assets, 275–277
reconciliation to U.S. GAAP, 10, 266
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International Financial Reporting
Standards (IFRS) (Continued )

SEC roadmap for adoption of, 267,
268

U.S. companies, use of, 10
International Valuation Standards

Council (IVSC), 277, 278
Invested capital, 14, 102
Invested capital multiples, 138, 143,

146, 148
Invested capital to earnings before

interest, taxes, depreciation, and
amortization multiple
(INVCAP/EBITDA), 138

Investment funds. See Private equity
funds and alternative
investments

Investment portfolio valuation
methodologies, 261, 262

Iowa curve studies, 248

Judgment
and auditing challenges, 299, 300,

308
in fair value accounting, 1, 2, 33,

293, 294
impairment testing, 77
in selection of valuation technique,

107

Lattice model. See Binomial option
pricing model

Leases, 95, 244
Legal life, intangible assets, 244, 245
Lev, Baruch, 91, 92
Level payment method, 192, 193
Liabilities

adjustments to value, 26
assumed in business combinations,

59, 61, 62, 64–67, 69, 70, 74–76,
78, 85

carried at fair value on a recurring
basis, 12

contractual restriction on transfer of,
26

and credit risk, 24, 25

fair value measurement, 13, 14,
24–27, 270

financial, 24
groups of, 14
nonfinancial, 24
and price, 15

Licenses
contract-related intangible assets, 95
licensed entities, 185, 186, 206
and profit split method, 201, 204–206
technology-related intangible assets,

96
Lifecycle analysis, 189, 190
Loan-servicing assets and liabilities, 12
Long-lived assets, 12, 72, 73, 84, 85

Management assumptions, auditing.
See Auditing

Management’s discussion and analysis
(MD&A), 281, 292–294, 317

Mard, Michael J., 102
Mark-to-market accounting, 1, 38, 39,

42, 46–48, 294
Market approach, 28, 29, 102, 137, 138,

170
business combinations, 137, 167
defined, 104, 138
guideline company method, 79, 101,

177
guideline public company method,

101, 138, 139–152, 170
guideline transaction method, 138,

139, 152–161, 170
intangible assets, 137–139, 161–170
limitations of, 217, 218
market multiples, 137–141, 143,

146–148, 150, 152, 153, 155,
161, 163, 167

private equity valuation, 260
reporting units, 79, 137–139, 153, 170
and useful life of intangible assets,

241. See also Useful life of
intangible assets

Market multiples, 137–141, 143,
146–148, 150, 152, 153, 155,
161, 163, 167, 262
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Market participants, 13, 15–18
assumptions, 18, 30, 174, 187–189,

193, 308
and differences between ASC 820

and IFRS, 270
financial buyers and strategic buyers,

21, 22
and guideline useful lives, 248, 249
and highest and best use of assets,

19–21. See also Highest and best
use

investors in private equity and
alternative investments, 253,
254, 256, 258

selection of, factors considered, 18
Market risk adjustment, 195
Market risk premium, 195
Material misstatements, 308, 309, 316
Mears, Chris, 315
Measurement date, 61, 64
Measurement period, 62
Measurement period adjustments, 70
“Measurements of Fair Value in Illiquid

(or Less Liquid) Markets,” 39, 40
Memorandum of Understanding

(MoU), Convergence Project, 7,
8, 266, 267, 269

Merton, Robert, 226
A Method for Valuing High-Risk Long

Term, Investments: The Venture
Capital Method, 212–214

Microsoft Excel, Black-Scholes model,
227–229. See also Black-Scholes
option pricing model

Mid-size businesses, transition to
international standards, 9

Mixed-attribute reporting model, 283,
296

Monte Carlo simulation, 172, 195, 217,
234–237, 239

Mortgages, 37, 38
Most advantageous market, 13, 16–19,

253–254, 271
Multi-period excess earnings method

(MPEEM), 171–172, 177–193,
246

Multi-scenario methods, 172. See also
Advanced valuation methods for
intangible assets

Net asset value, 79, 253–256, 258, 259
Net asset value per share, 258, 259, 263
Network effect of intangible assets, 92,

100, 106
Noncompetition agreements, 94, 184,

201–203
Noncontrolling interests, 62, 272
Nonfinancial assets and liabilities, 12
Nonperformance risk, 24
Nonrecurring measurement, 284,

286–289, 291, 296
Nonrivalry scalability of intangible

assets, 92, 100, 106
Nonwasting assets, 183, 191
Norwalk Agreement, 266, 267, 271. See

also Convergence Project

Ongoing monitoring features, private
equity funds and alternative
investments, 258

Operating segments, 73, 77, 84
Option pricing methodologies, 217,

222–226

Partial acquisitions, 62
Patents, 96, 98, 101, 106, 244, 245
PCAOB Staff Audit Practice Alert No. 2,

Matters Related to Auditing Fair
Value Measurements of
Financial Instruments and the
Use of Specialists, 301, 302,
313–317, 321

Performance multiple inputs, 260
PFI. See Prospective financial

information (PFI)
Physical deterioration, 112, 114,

121–124, 128, 133, 183
Pooling of interests accounting

method, 4, 60, 85
Post-acquisition adjustments, 62
Prada, Michel, 278
Present value models, 171, 172
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Price, 15, 115–117
Price earnings (P/E) ratio, 138, 146, 147
Pricing multiples, 138
Pricing service, use of, 316, 317
Principal market, 16–19

alternative investments, 254
defined, 13
differences between ASC 820 and

IFRS, 271
private equity funds and alternative

investments, 253, 254
Principles-based accounting standards,

9, 265
Private equity funds and alternative

investments, 251, 252, 262, 263
Alternative Investments Task Force

guidelines, 252–258
disclosures, 259–260
and fair value measurement, 251,

252, 262
and features of alternative

investments, 256, 257, 263
investment portfolio, valuation

methodologies, 261, 262
net asset value, 253–256, 258, 259
net asset value per share, 258, 259,

263
ongoing monitoring features, 258
principal or most advantageous

market, 253, 254
subsequent rounds of financing and

fair value, 261
unit of account, 253
U.S. Private Equity Valuation

Guidelines, 260, 261, 263
Private Equity Industry Guidelines

Group (PEIGG), 260
Private equity valuation, 260
Profit split method, 172, 201, 204–206
Property, plant, and equipment

in business combinations, 85, 86
wasting assets, 183

Prospective financial information (PFI),
186–190, 193, 194, 218, 241

Public Company Accounting Oversight
Board (PCAOB), Staff Audit
Practice Alert No. 2, Matters

Related to Auditing Fair Value
Measurements of Financial
Instruments and the Use of
Specialists, 301, 302, 313–317,
321

Purchase accounting, 4, 60–62, 85

QED Report on Venture Capital
Financial Analysis, 212–214

Rates of return, 102, 195, 199, 200
Real estate

cost approach, 111–113, 120, 121
international valuation standards,

278
partnerships, 251, 252. See also

Private equity funds and
alternative investments

Real options, 172, 218–223, 239
Recurring measurement, 284–286,

288–290, 296
Related parties, 19
Relief from royalty method, 161–163,

170, 190, 193, 201, 206
Replacement cost, 112–114, 117–123,

125, 128–131, 133
Reporting units

accounting differences, U.S. GAAP
and IFRS, 273, 274

fair value determination, 78, 79
and fair value measurement of

invested capital, 14, 79
and groups of assets and/or

liabilities, 14
and impairment testing, 5, 73–84, 86
market approach, 79, 137–139, 153,

170
Reproduction cost, 112, 118–123, 128,

129, 133
Research and development (R&D)

activities, 178, 179. See also
In-process research and
development (IPR&D)

Restructuring costs, 61
Revenue Ruling 59-60, 16
Revenue Ruling 68-609, 178, 179
@Risk, 235
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Risk-free rate, 195, 222
Risk premium, 194, 195, 208–211, 214
“Roadmap for the Potential Use of

Financial Statements Prepared in
Accordance with International
Financial Reporting Standards
by U.S. Issuers,” 10

Ross, Stephen, 228
Royalty rates, 184, 192, 193, 205–206
Rubinstein, Mark, 226
Rules-based accounting, 9, 265

Sarbanes-Oxley Act, 281
Scenario analysis, 194, 195
Scenario method, 200. See also Income

increment/cost decrement
method

Scholes, Myron, 226, 227
Second to market business strategy,

218, 219
Securities and Exchange Commission

(SEC)
audit guidance, 317
authority to set accounting

standards, 10
Concept Releases, 10
and convergence of GAAP with

IASB, 7, 10, 11, 266
disclosures required by, 281
disclosures suggested by, 292–294,

317
filings with as source of useful life

guidelines, 248
and international accounting

standards, 10, 11
oversight of public companies, 10
roadmap for adoption of IFRS, 267,

268, 279
Topic D-108, licensed assets, 185,

186
Separability criterion for intangible

assets, 4, 65, 92, 94, 106, 107,
185

Service marks, 98
Service organizations, 307
SFAS 157 Fair Value Measurements:

Implementation Challenges for

the Alternative Investment
Industry, 315

Share-based payments, 11
Single scenario methods, 172
Small businesses, transition to

international standards, 9
Software

copyright protection, 245
economic risk in development of,

100, 101
Microsoft Excel spreadsheets for

Black-Scholes option pricing,
227–229

Monte Carlo simulations, 235
statistical software for measuring

useful lives, 247, 248
technology-related intangible assets,

96
Stand-alone value of assets. See

In-exchange valuation premise
Statements of Financial Accounting

Standards (SFAS). See also
Accounting Standards
Codification (ASC); Financial
Accounting Standards Board
(FASB)

SFAS 141, Business Combinations,
60, 61

SFAS 141(R). See Accounting
Standards Codification (ASC)

SFAS 142. See Accounting Standards
Codification (ASC)

SFAS 144, Testing for Impairment of
Long Lived Assets, 1

SFAS 157. See Accounting Standards
Codification (ASC)

SFAS 159, Fair Value Option for
Financial Assets and Liabilities,
31–33, 38, 283, 308

Statements on Auditing Standards (SAS)
AU Section 324 (SAS 70), Service

Organizations, 307
AU Section 328 (SAS 101), Auditing

Fair Value Measurements and
Disclosures, 301–302, 304,
306–309, 311–312, 314, 320–321

AU Section 336, SAS 73 memo, 313
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Statements on Auditing Standards
(SAS) (Continued )

AU Section 336 (SAS 73), Using the
Work of a Specialist, 316

AU Section 342 (SAS 57), Auditing
Accounting Estimates, 303–305

Step acquisitions, 62
Stochastics, 234
Strategic buyers, 21, 22, 187, 188
Subprime lending, 37, 38
Supply contracts, 95
Survivor curves, 247

Tax issues, 62, 132
Technology-based intangible assets,

96, 97, 177–179, 189–191, 200,
204, 205, 210, 212

Thompson, Sir William (Lord Kelvin),
91

Trade dress, 93, 94
Trade names, 93, 94, 184, 200,

242–244
Trade secrets, 96, 98
Trademarks, 93, 94, 96, 98, 244, 245
Traditional accounting, 1, 5, 33
Traditional valuation methods,

217–219
Transaction costs, 17, 61, 68, 69
Transaction price, 18, 19, 270, 271
Transparency of financial reporting, 59,

281–283, 293, 296
Trend toward fair value accounting,

5–7, 33
Trott, Edward W., 102

Unit cost method, 128–130
Unit of account, 14, 19, 253
Unit of production method, 128, 130,

131
Unrealized gains and losses, 284,

296
Unrelated parties, 15
U.S. GAAP. See Generally Accepted

Accounting Principles (GAAP)
U.S. Private Equity Valuation

Guidelines, 260–261

Useful life of intangible assets, 99, 100,
107, 241, 249

and amortization of intangible assets,
241, 242, 248, 249

analytics (historical turnover), 244,
247, 248

contractual life, 244, 245
determinants, 244–249
economic life, 244–247
FASB guidance on, 241–243
functional and technological

obsolescence, 100, 107, 244,
247

guideline useful lives, 248, 249
indefinite-lived assets, 242, 243
legal life, 244, 245

Valuation approaches, 27–30, 102–107,
241. See also Cost approach;
Income approach; Market
approach

advanced methods for intangible
assets. See Advanced valuation
methods for intangible assets

limitations of traditional methods,
217–219

multiple techniques, use of, 104,
105, 107

Valuation model, testing, 306, 308, 310,
312, 321

Valuation specialists
and Appraisal Issues Task Force

(AITF), 319, 320
investment funds, 252, 253
use of, 214, 299, 302, 303, 306, 307,

309, 313, 314, 316, 320
Valuation techniques. See Valuation

approaches
Value in use, 271, 274, 277
Variable costs, 246, 247
Venture capital, rate of return

estimates, 207, 210, 212–214
Venture capital funds, 251, 252. See

also Private equity funds and
alternative investments

Wasting assets, 183, 187
Weibull function, 248
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Weighted average cost of capital
(WACC), 101, 102, 174, 177,
206–214

White papers
“Global Dialogue with Capital

Market Stakeholders: A
Report from the CEOs of
the International Audit
Networks,” 9

“Measurements of Fair Value in
Illiquid (or Less Liquid)
Markets,” 39, 40

Willing buyer and seller, 15, 19
With versus without method, 201. See

also Income increment/cost
decrement method

Workforce. See Assembled workforce
Working capital, 183, 191, 192, 200
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