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RevisionRevision

! Types of valuation – asset or business

! Purpose of valuation – many

! Basis of value – fair value, market value
Fair value = market value in most case

but fair value also used for non-market value for account reporting

! Approach to value

– market, income and cost or asset-based (depends) 

! Reporting standards 
– international, local 

! Qualified valuer 

– knowledge, experience, licenced, able to sign the  
report
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Terms to Remember Terms to Remember -- 11

! Purchase Price Allocation (PPA)

! Generally Accepted Accounting Principles 
(GAAP)

! Financial Accounting Standards Board 
(FASB) US-based

! International Accounting Standards Board 
(IASB) London-based

! Securities and Exchange Commission (SEC) 
US

! Norwalk Agreement (2002) between FASB 
and IASB to make their standards fully 
compatible
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Terms to Remember Terms to Remember -- 22

! Cash Generating Unit (CGU)
! Value-in-use Vs Fair Value
! Statement of Financial Accounting Standards No. 

157, Fair Value Measurement (SFAS No. 157) 
! Statement of Financial Accounting Standards No. 

141, Business Combinations (SFAS No. 141)
! Then, Statement of Financial Accounting 

Standards No. 141R, Business Combinations 
(SFAS No. 141R)

! Statement of Financial Accounting Standards No. 
142, Goodwill, and other Intangible Assets (SFAS 
No. 142)
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Terms to Remember Terms to Remember -- 33
! Purchasing accounting 

– determine the total purchase price paid for an entity and  
allocate that purchase price to the various assets acquired

! Intangible Asset (IA): 
Asset (excluding financial asset) that lack physical substance

! Marketing-related intangible assets, trademarks

! Customer-related intangible assets, customer lists

! Artistic-related intangible assets, books, music

! Contract-based intangible assets, licensing, lease

! Technology-based intangible assets, patent, software

! Intellectual property (IP) include copyrights, 
trademarks, patents, industrial design and trade secrets

! Tax Amortization Benefits (TAB)
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Terms to Remember Terms to Remember -- 44
! The IASC Foundation

- an independent, not-for profit private sector organisation 
working in the public interest. One of its principal objectives 
is to develop a single set of high quality, understandable, 
enforceable and globally accepted international financial 
reporting standards (IFRSs) through its standard-setting 
body, the IASB. 

! IASB

- the independent standard-setting body of the IASC Foundation. 
Its members (currently 15 full-time members – one is Zhang Wei-
Guo from China) are responsible for the development and 
publication of IFRSs. 
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Terms to Remember Terms to Remember -- 55

! More than 100 countries (including Hong Kong) have converged 
with IFRSs for all or some companies or are in the process of 
doing so. 

! Key jurisdictions that have a convergence programme in place 
but have not completed their convergence include the United 
States (where the IASB and the US Financial Accounting 
Standards Board are working to align IFRSs and US GAAP), 
Canada (which plans to require listed companies to use IFRSs 
within five years) and Japan (which has a joint programme for 
convergence with the IASB). 

! Further, Mainland China recently released its Chinese 
Accounting Standards System that brings about substantial 
convergence with IFRSs from 2007 for listed companies.
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Terms to Remember Terms to Remember -- 66
HKICPA – Hong Kong Institute of Certified Public Accountants 

– Under Chapter 50 Laws of Hong Kong – Professional Accountants Ordinance

! Hong Kong Financial Reporting Standards - includes all Hong Kong Financial 
Reporting Standards (HKFRSs), Hong Kong Accounting Standards (HKASs) and 
Interpretations approved by Council and currently in issue.

! HKASs shall be applied to all general purpose financial statements prepared and 
presented in accordance with HKFRSs.

! HKFRS 3 published in 2004. Then, HKFRS 3 Revised 2010 applied to annual 
reporting on or after 1 July 2009. HKFRS set out recognition, measurement, 
presentation and disclosure requirements dealing with transactions and events that 
are important in general purpose financial statements. 

! Also, HKASs –

! 16 – Property, Plant and Equipment

! 36 – Impairment of Assets 

! 38 – Intangible Assets

! 40 – Investment Property
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Development Development -- 11
Relationship between IFRSs and HKFRSs

! Preface to Hong Kong Financial Reporting Standards 
! Council has mandated the Financial Reporting Standards Committee (FRSC) to 

develop financial reporting standards to achieve convergence with IFRSs issued 
by the International Accounting Standards Board (IASB). Within this remit, 
Council permits the FRSC to work in whatever way it considers most effective 
and efficient and this may include forming advisory sub-committees or other 
forms of specialist advisory groups to give advice in preparing new and revised 
HKFRSs. In 2001, Council adopted the policy of achieving convergence of 
HKFRSs with IFRSs. HKFRSs were fully converged with IFRSs with effect from 
1 January 2005.

! Council understands that close co-ordination between the HKICPA’s and IASB's 
due processes is important to the success of achieving convergence of HKFRSs 
with IFRSs. Council has aligned the HKICPA’s due process, including the 
timing of issuing exposure drafts, standards and interpretations, as closely as 
possible with the IASB’s due process as a result of its convergence policy.

" following publication of the finalised IFRS or Interpretation of IFRS, 
considering the changes made, if any, by the IASB and adopting the finalised 
IFRS or Interpretation of IFRS in Hong Kong with the same effective date;
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Development Development -- 22

! Version 1
! HKFRS 3 (August 2004)

! IFRS 3 (April 2004)

! SFAS No.141 (June 2001)

! Version 2
! HKFRS 3 (Revised) (May 2010)

! IFRS 3 (Revised) (2008)

! SFAS No. 141R (Dec 2007)
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DifferencesDifferences
! The revised requires an acquirer to recognize all of the assets acquired and 

all of the liabilities assumed, as well as any minority (that is, noncontrolling) 
interest (in acquisitions of less than 100 percent of the target company's 
stock), at their respective fair values at the acquisition date.

! It deals with so-called bargain purchases, that is, acquisitions where the sum 
of the fair values of the identifiable net assets acquired exceeds the 
consideration paid. These so-called "negative goodwill" situations arise 
where goodwill is measured on a residual basis as the excess of the 
consideration paid over the fair values of the identifiable net assets acquired, 
is negative. In other words, goodwill is measured as the difference at 
acquisition date between the fair value of any investment in the business 
held before the acquisition, the consideration transferred and the net assets 
acquired. Negative goodwill will appear in P&L, not balance sheet. 

! Acquisition-related costs are generally recognised as expenses (rather than 
included in goodwill). 

! Contingent consideration. Contingent consideration must be recognised and 
measured at fair value at the acquisition date. Subsequent changes in fair 
value are recognised in accordance with other IFRSs, usually in profit or loss 
(rather than by adjusting goodwill). 
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When PPA is RequiredWhen PPA is Required

For the allocation of an overall business 
purchase price for financial accounting 
purpose. 
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ConditionsConditions
! Business combination 

- whereby one company (the acquirer), 
when purchasing a second company (the 
target), a going-concern business, assigns 

new values to the target‘s assets and 

liabilities based on the price paid.

! Purchase price allocations are performed in 
conformity with the purchase method of 
merger and acquistion accounting. This is a 
deal-based.
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From a ValuerFrom a Valuer’’s Perspectives Perspective
! More accurately reflect components of a

company’s Worth

! Give investors more information about a  
company’s intangible value

! Give more job (valuation) opportunities – PPA 
(by stages), Impairment Test on CGU / 
Goodwill, Intangible Asset
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How? How? 
! Fair value – accounting term, guidance on measuring fair value is 

distributed across many IFRSs, and it is not always consistent. 

! Fair value may or may not equal to market value from a valuer’s 
perspective

! Fair value is the amount for which an asset could be exchanged, or 
a liability settled, between knowledgeable, willing parties in an 
arm’s length transaction.

! Market value is the estimated amount for which a property should 
exchange on the date of valuation between a willing buyer and a 
willing seller in an arm’s-length transaction after proper 
marketing wherein the parties had each acted knowledgeably, 
prudently, and without compulsion. 
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Theory Theory -- 11
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Theory Theory -- 22

! A procedural valuation by allocating the 
purchase price to the acquired assets and 
liabilities at their fair values as at the 
acquisition date. 

! Fair value approach is required. 

! Similar to Asset-based Approach, but on 
the reverse side

© Copyright 2010. LCH (Asia-Pacific) Surveyors Limited



Theory Theory -- 33

! The overall business purchase price of a target company 
should be properly pertain, on a separate basis, to 
working capital; Plant, Property, and Equipment; and 
identifiable intangible assets; and the difference between 
the sum of the fair value of each asset and the total 
purchase prices shows up as goodwill. In other words, 
valuer is required to structure the overall business 
purchase price of the target company by appropriately 
allocating the overall business purchase price of the 
target company into different category of assets of a 
balance sheet to serve the requirements of the 
applicable accounting standards as at acquisition date. 
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Keys to SuccessKeys to Success

! Determine the purchase price – more than cash

! Equity valuation of the acquirer (a closely held) 
to determine its stock’s value if purchase price 
includes the payment of its stock

! Identify all acquired assets, tangible and 
intangible

! Identify if the sum of the fair values of the 
assets may exceed the purchase price

! Be prepared to deal with indefinite life / 
unknown life of assets

! Goodwill is a procedural residue value, by 
calculation, not by valuation
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ProceduresProcedures
! Determine Purchase Price and Total Asset Base

! Identify Components of Total Asset Base

! Current Assets 

! Tangible Assets

! Intangible Assets

! Goodwill (remainder)

! Allocate Value to Company’s Asset Components 
(Valuation on asset-by-asset)

! Reconciliation of Asset Conclusions
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Identified AssetsIdentified Assets
! Current Assets

– cash, inventory, account receivables

! Marketable Securities

! Non-marketable Securities 

- Investment (subsidiaries or associates)

! Property, plant and equipment

! Identified IA:
! Software

! Assembled workforce

! Trademark

! Trade Name

! Agreements (exclusive or non-compete)

! Technology

! In-process Research

! Customer Relationship

! Goodwill
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Valuation Approach Valuation Approach -- 11
! Income Approach
! Project Cash Flows Attributable to Asset Over its

Useful Life  – Similar to Discounted Cash Flow 
Analysis

! Market Approach
! Identify Transactions of Similar Assets and Use as 

a Guideline to Value

! Cost Approach
! Cost to Replace an Asset
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Valuation Approach Valuation Approach -- 22
! Current Assets

– cash, inventory, account receivables

! Marketable Securities

! Non-marketable Securities 

- Investment (subsidiaries or associates)

! Property, plant and equipment

! Identified IA:
! Software

! Assembled workforce

! Trademark

! Trade Name

! Agreements (exclusive or non-compete)

! Technology

! In-process Research

! Customer Relationship

! Goodwill
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Valuation Approach Valuation Approach -- 33
! IA

! Cost or Income

" Cost to re-create - record

" Relief from Royalties – royalty rate, discount rate

" Before and after DCF – growth rate, discount rate 
and remaining life

" Multi-period Excess Earnings (NPV) – growth rate, 
discount rate and remaining life

! Market? No way.
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Valuation Approach Valuation Approach -- 44

! Discount rate

! Different asset has different rate

! IA higher than fixed asset or working capital, in 
most cases, cost of equity is used for IAs are funded 
by equity

! Usually:
! Working capital – short term lending rate

! Fixed assets – market return, the lowest – financing rate

! Workforce, customer relationship, trademarks and trade 
name – WACC for young companies

! Patent – WACC or high risk adjustment

! Others – market or relevant risks
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Valuation Approach Valuation Approach -- 55

! Determine Goodwill Value

! Goodwill = Amount Paid in Excess of Identified 
Assets

! Value of Goodwill = Total Asset Base – Identified 
Assets

! Goodwill is the Value Remaining

! Reasons for Goodwill include Expected Synergies,

! Factors Difficult to Quantify

! Negative Goodwill: Value Assets>Purchase Price
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Outcome 1Outcome 1 From CATIC ShenZhen Holdings Limited
Annual Report 2008
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Outcome 2Outcome 2

! Re-structure balance sheet

From CATIC ShenZhen Holdings Limited
Annual Report 2008
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Outcome 3Outcome 3

! Re-structure balance sheet

From CATIC ShenZhen Holdings Limited
Annual Report 2008
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Outcome 4Outcome 4 From I.T. Limited Annual Report 2008/2009
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Outcome 5Outcome 5
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