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Introduction

The International Valuation Standard Board (IVSB) standard-setter body of the International
Valuation Standard Council (IVSC), has published Eatposure Draft of the Proposed New
International Valuation Standards (IVS). Both theicture and contents of the proposed new IVS
reflect a profound revision of the valuation staidacurrently in force, which were issued before
the recent reform of the IVSC, thanks also to #tmmmendations of the Critical Review Group.

The IVSC is not a professional body and, as suah,rto regulatory power. This is why the new
standards are not intended mainly for valuers buusers of valuations, that is investors, lenders,
auditors, among others.

The Italian Permanent Committee on Business VaondBuidelines (hereinafter IPC) is pleased to
have the opportunity to express its views on thpdsre Draft issued by the IVSC. This letter has
been developed by the members of the Committeatsrmmdntent cannot be construed in any way
as being representative of the official positiortted institutions to which such individual members
belong.

The IPC is promoted by Bocconi University. It catsi of members of academia and
representatives of the professions and other stédets (valuers, auditors, investors, accounting
standard setters, financial markets) and its pa@p®similar to that of the IVSC, that is to advanc
quality improvement in business and asset/liabikgluations through the dissemination of
guidelines and valuation standards. The IPC doekane any expert (from academia or otherwise)
in the field of property valuation. The IPC is refprofessional body and, like the IVSC, has no
regulatory power. However, given the absence ity ltd a standard setter for valuation and a
professional body specialising in corporate vabratj the IPC addresses both valuers and users, as
its mission as a technical body is to advance tnaity of the valuation of companies, financial
instruments and/or real assets, regardless of wdrforms it (professionals, equity analysts,
investment bankers, among others) and why (findmejorting, acquisitions, fairness opinions,
stock market listings and new share issues, in-&ondributions, among others).

Given these shared objectives, the IPC, with itsugee interest in raising the standards of valumatio
quality, is a natural interlocutor of the IVSC.

The outcome of a valuation process is an inforndion, a value judgment which is reached after
considering all the relevant pieces of informatilfrthe process is governed by clear and effective
valuation standards, then the values assignedtsiaess or an asset by two different professionals
operating on the basis of a common body of knowdednd following those standards, should not
vary substantially from each other. Reduced scattegsults engenders also greater user confidence
in the outcome of the valuation process.

Overview



The IPC regards as extremely useful the developroérd widely-shared set of international
valuation standards intended to improve valuatioality and transparency, and consequently the
confidence of those who make decisions (usershemasis of the outcome of a valuation process.
The quality of valuation standards has to be judgedelation to their ability to prevent the
(inevitable) subjectivity of the valuation procdssm being used as an excuse for arbitrariness or
for an (inexplicable) scatter in results. Valuatismot a black box or the mere application of (enor
or less proprietary) valuation formulae or methduig a rigorous and consistent process, conducted
on the basis of clear valuation standards sharddecepted as good practices. The objective of the
valuation standards is to reduce measurement eanarsinwarranted discretionality in valuation. In
principle, given that

Valuation result =True valuet measurement errof valuer bias [1]
the objective of valuation standards should beitdrmse both measurement error and valuer bias.

The key problem is that there is a trade-off betweseasurement error and valuer bias. For
instance, valuer bias can be reduced by settinggtimated value of an asset or a business as equal
to the market price for that asset (thus removimg taluer's discretionality and increasing the
reliability of the estimate) but, since price cavidte substantially from the true value of an asse
this approach is subject to a high risk of measergrarror.

The IPC’s letter of comment is inspired by the abobjective. The considerations developed in the
following notes are designed to bring to light ta@hoices implicit in the ED which - according to
the IPC — might limit to a significant extent thegtical effectiveness of valuation standards.

The IPC’s general comment to the ED is presentelariollowing 9 points.

1) The standards are perhaps too general and do not seem to define a sufficient set of
recognised norms.

If the valuation standards set by the IVSB are igaintended for users, they should include
guidance to allow them to understand the possiktkené of both measurement error and valuer bias.
For instance, the user needs to be aware thastimating the investment value of a business, the
assessment of any synergy entails greater measniraarrer and valuer bias compared with the
valuation of the business “as is”. Also, the usegds to be aware that certain valuation models (e.g
the criteria to estimate the value of an optionli@ol to assets not quoted in active markets are no
very reliable as even the smallest of change imtgpnay determine substantial variations in the
valuation result

The IPC feels that the ED does not address thesessand that the choice to deal with high level
principles (for both assets and businesses witb@tinction, without providing any guidance for
the valuation and input selection criteria) in #@9 series of IVS risks missing the true objective
for which the standards are defined. In fact, ie taluation field implementation matters
tremendously.

The IPC shares the view that valuation standardsildhnot be concerned with the details of
valuation techniques and, more generally, with thanner of implementation of valuation
techniques (“the standards are not a training marmum should only indicate “what to do” not
“how to do”). The IPC also shares the view thatua#ibn techniques evolve over time and the
standards should not contain method lists or velodbrmulae. That said, the IPC considers also
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necessary to set out precisely the “what to doth@ form of standards generally accepted by
valuers and easily recognisable by users. The I&4Is fthat, since valuation is an empirical
discipline, the standards should provide cleardatilbns on how to judge the quality of the
valuation. This is not the case when two or moodgasionals, operating on the basis of a common
body of knowledge and following the same valuastandards, reach widely differing results.

In principle, to be internally consistent and effee in its implementation, a set of valuation
standards should unfold along three levels of Hetai

a) The first level — typical of a conceptual framewocrkwould set out the key concepts
underpinning the entire valuation standard system;

b) The second level would lay down the actual staisjaeach of which providing for a
specific subject in light of the conceptual framekvdthus in keeping with the other
standards) in the form of recognised norms;

c) The third level would provide illustrative example$ application of the standards and
manners of application.

While on one hand it is appropriate to have tecmapers and other educational material serve
the purposes of the third level — because valudagohniques evolve over time — on the other it is
equally appropriate for standards to be more thameee description of key concepts (first level)
and to take on a greater degree of detail (defireeggnised norm)sIn other words it is necessary
to draw a clearer line between standards and vaiugchniques.

The IPC feels that in many parts the ED addresgesd at too general a level, which is typical of a
conceptual framework, with the result that matteet should be dealt by the standards would be
covered by the technical papers (to be issueddriuture) while users would be left without useful
recognised norms.

This has two consequences:

a) There is a risk that the standards may be ineffedti their goals to reduce the scatter in the
results obtained by two professionals operating tioe basis of a common body of
knowledge and, consequently, to increase userdidamte in valuations (for instance, with
respect to the direct market comparison approageistdndards do not provide any guidance
for the identification of the comparable factors afbusiness or an asset undergoing
valuation or for any adjustment to multiples, ahds twhile the application of multiples
derived from “false” comparables and/or the uséadfusted” variables for the application
of multiples is undoubtedly one of the most criti@ad unruly areas in valuation practice);

b) The area covered by the standards is limited acdniplete and leaves room for valuers’
arbitrariness (e.g. the problem of premiums andadists in valuation: is this a subject to be
dealt with in relation to valuation techniques? Wdatinot be worthy of consideration at the
standard level? Moreover, is it appropriate fomdtads to consider only valuations for
financial reporting purposes and not many othdec#ht types of corporate valuations such
as share withdrawal, merger, spin-off, in-kind cidmition valuations?)

2) Absence among the standards of intrinsic value and the greater weight given (in general) to
relative valuation criteria.

There are two possible alternative approaches tlucieg measurement errors and valuers’
discretionality:
a) The adoption of a valuation hierarchy that prefefthout exception the price of the
business or asset undergoing valuation over arer e$timate, as recommended by IVS 102
section 7 in the ED as follows “...where directly ebsble prices for identical or similar
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assets are available at or close to the valuatd®, dhe direct market comparison approach
is generally preferred (...)". ;

b) The reduction, in connection with the estimationimtfinsic (or fundamental) value, of
fundamental inputs that are not objectively obdeleraor verifiable. Generally, this
approach is founded on the limited use of long-teyracasts, inputs characterised by highly
volatile or subjective estimates, valuation methmassensitive to discretionary inputs. The
IPC recommends the adoption of this approach.

The approach under a) suggests that the morefduisded on prices objectively observable in
active markets the more a valuation is reliablas Bolution indicates that price should always be
preferred to estimated value, regardless of thddorental efficiency of the market where that price
is formed and the purpose of the valuation. Thigra@ch reduces discretionality in the valuation
process (lower valuer bias in the equation [1]) Inakes the estimate less relevant from an
economic point of view (greater measurement eriidns because prices may differ (and normally
they do) from fundamental values and financial @yubds markets may produce speculative
bubbles. This approach has two main consequendadeb vith the IPC’s opinion, should be avoided:

a) It fails to recognise intrinsic (or fundamentalju@as an important type of value;

b) It creates a valuation method hierarchy whereixgataluation criteria (multiples) are given

greater importance (or weight) than absolute wanariteria (income-based).

On the other hand, the second approach seems gesutipat the main objective of a valuation
should be the estimate of intrinsic value (whiclthis standard to which all other types of value are
anchored and is the type of value that comes diése¢sie value) and that, to reduce discretiopalit
in the process, such speculative inputs as unpedadiécresults and unreasonably volatile or clearly
inefficient fundamental prices should be avoided.v@luation is only as good as the inputs
underlying it. This approach leads to a limitationthe use of prices when these deviate from
fundamentals, which is a highly frequent occurreats for assets traded in active markets.
Intrinsic value needs to be supported by factseable conditions, short-term forecasts where
visibility is reasonable. Market prices instead nwpture also strongly speculative elements.
Suffice it to think of the internet bubble in 2000hen loss-making companies where traded at
prices that bore no relationship to fundamentalarkdt sentiment often alternates euphoria to
panic. That is why it is important to draw a shdigtinction between the concepts of price and
value (from a fundamental standpoint, price is wai pay and value is what you get) without,
however, failing to reconcile price and value byalgsing the reasons for their difference. The
adoption of this approach means also setting tredsrds that have to govern the valuation process
in terms of completeness of the information obtdiaed input selection (income stream, growth
and risks), to separate what is known from merewdpgon.

Between the two approaches, the IPC prefers tter Jathere the mainbjective of every valuation

is intrinsic (or fundamental) value and the quadifythe valuation process is a function of the ispu
utilised. In fact, the IPC thinks that this is thest way to minimiserheasurement errof valuer
bias’. On the other hand, the former — which makesvtidaation process objective by anchoring it
as much as possible to market prices — risks logingeasurement error the benefits obtained on
the valuer bias front.

The adoption of the second approach means:
a) in principle, attributing greater importance to alboge valuation criteria (income-based)
than to relative ones, based on the assumptionntlaakets are not efficient in terms of
fundamentals (prices and costs nii@yequal, but they do not have todopial, to value);




b) that a different hierarchy of methods is used anlgpecial cases, in relation to special
valuation purposes or requirements. For accourturgoses, for instance, it is obvious that
fair value (= exit value) has to be determined lua hasis of a hierarchy (levels 1, 2 and 3)
capable of ensuring that the estimate is the samie price quoted, or reasonably expected
to be quoted, in an active market for a specifeegdiability or business (regardless of the
efficiency in terms of fundamentals of that maritet expresses that price). In fact, fair
value is a type of value different from fundamentalue. When instead value in use has to
be determined, it is necessary to refer to a furesah (and entity specific) value.

Thus, two of the main limits that the IPC foundlie Exposure Draft are as follows:

a) the absence of intrinsic value in the standdrdthe Anglo-Saxon culture certain commentators
regard intrinsic value as a special kind of invesimvalue. However, in Continental Europe’s
tradition, intrinsic value is a type of value tdyadifferent from investment value for two reasons:
I. investment value reflects the view of a specifiergpor while intrinsic value reflects the view
of a generic market participant;
ii. investment value may express potential value whtkensic value is predicated on current or
short-term earning power.
b) the greater weight (generally) attributed tatieke valuation criteria (direct market comparison
approach) compared with absolute valuation critGiaome approach). The IPC thinks that this
choice, together with an insufficient level of dea the standards (se previous section) — which d
not provide any guidance for the identification aiection of comparable assets and businesses —
is very dangerous as it lends itself to distortsesu

The IPC attributes these limits to the IVSB’s ingfilichoice of wanting to reduce valuer bias in
valuations by limiting room for the valuer's sulgjety, albeit without considering the risk of a
widening gap between estimated value (= price) tamel value at the expense of the economic
relevance of the estimation process.

3) Business and business interest valuation should be treated at the standard level as a special
case of the more general valuation of individual assets

The IVSB considers that all general valuation pples (IVS 100) apply to the valuation of both
individual assets, on one side, and businessesbasthess interests, on the other, and that,
accordingly, the peculiarities associated with taduation of businesses and business interests
should be treated in the general principles oulliaethe level of specific assets (IVS 300).

The IPC does not share this view because the vatuat businesses and business interests differs
from the valuation of any other finite-life assetedo a number of important aspects:

a) a valuation must adopt an indefinite time harizamd this gives rise to the so-called truncation
problem, that is the need to estimate at the eral sgecific future period (of variable length) the
terminal value through a perpetuity calculated ba basis of inputs that, on one side, have
significant effects on the final result and, on titker, are hard to estimate. The indefinite time
horizon approach gives rise to a number of spergfines that need to be addressed at the level of
general principles. For instance, the emphasisgol by fundamental analysis on the completeness
of information and the demonstrability, accuracy aaliability of the valuation inputs are aspects
of a general nature that need to be adequatelyigegdvfor and that go beyond the simple
identification of valuation approaches. For ins@ninn valuing a business, the income approach
may be adopted on the basis of: (i) medium-to-ltargn profits obtained on the basis of simple
extrapolations, a process which may be formallyemirbut which cannot be verified in substance;
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(i) or the company’s proven short-term earning paw The traditional prudential attitude of
Continental Europe’s culture in the area of compsaalpation is the reason for the scepticism
toward long-term forecasts, whose sustainabilitynca be verified objectively. Moreover, given
the same time-horizon estimate (short or long) iacdme metric of reference (current income or
potential future income), particularly importanttise choice of the growth rate (if any) used in
estimating terminal value (which will magnify anystbrtive effects determined by the use of
potential income streams over very long time horg)oln addition, the use of cash flows instead of
income streams may give rise to significant digsog in value estimation, without the necessary
adjustments.
b) the valuation of a business interest requiresdientification of an appropriate unit of valuatio
At the general principle level it is necessary &dite whether the value of a business interest can
and should be obtained on the basis of a valu®ionQ (where P is the price/value of a single
share and Q is the quantity of shares that makéhepbusiness interest) or on the basis of a
valuation that would consider, for instance:

a) that the value of a non-controlling interesticlosely-held company is a function of the

company’s earning power as is where is, which mayalso very different from that

determined by the highest and best use of the coypassets;

b) that the value of a controlling interest in misturally loss-making company has to reflect

the peculiar illiquidity that characterises theastment, etc.
c) The valuation of a business interest may bedasean asset-side approach or an equity-side
approach. However, given a high level of debt, peecentage difference within the range of
possible valuation results obtained on the basikeformer is multiplied by the latter, thus makin
the choice of the valuation approach to be adofdedanore complex. In fact, assuming that the
asset-side values of business A fall within a rave@nce (= maximum value/ minimum value - 1)
of 25% - for instance, due to a maximum value of 100 obtained on the basis of the direct market
comparison approach and a minimum value of CU &8inéd on the basis of the income approach,
whence 100/80 — 1 = 25% -, in the presence of r@mtolwvings equal to CU 50 the
(maximum/minimum - 1) equity-side value range gopso 67% (= (100-50)/(80-30) — 1 = 67%).

4) Guidance should be provided for the selection of the information inputs

The IPC agrees that valuation is based on a pra@rebsshat valuation standards should not contain
lists of valuation models or formulae. Models aodnfulae are largely known also to valuation
users and, in any case, they evolve over time. hedkknown, however, are the criteria to be
utilised in the identification and selection of wation inputs.

The IPC feels that valuation standards should lawrd general principles, to prevent any
paradoxical situation whereby — on certain issuesference would be made to other authoritative
literature. An example is appendix A of IAS 36 (il present value techniques to measure value
in use”), which indicates the main traditional aexpected approaches to be used in the income
approach and the elements to be considered in iclgpite discount rate.

Obviously, there are important questions relatethéinformation inputs concerning growth rates
in terminal value, forecast horizons, risks.

It would be necessary to add a section in the gémert devoted specifically to the selection of
pertinent inputs for purposes of liability estinoeti

5) The applications should include many types of valuation that are as important as those for
financial reporting purposes.



The IPC feels that the 200 series of IVS is skewmsard valuations for financial reporting
purposes. Generally speaking such valuations aimiiamise valuer bias. The accounting standard
setter is aware that accounting estimates mayddsate substantially from the true value of the
asset or the business, but this choice is dicthte@d need for valuation objectiveness. In this
respect, it can be said that fair value under aabog standards is a conventional value for all the
assets held by the company to carry out its opersijand not to be sold).
The IPC fees that all equity-related transactiomsaspecial area of application of the standards
and methods of valuation of businesses and asdsse transactions (which fall in general under
one of the following macro-categories: in-kind admitions /divestments, mergers, spin-offs,
capital increases, shareholder withdrawals, IP@ssters under common control and related-party
transactions) are carried out by different typegaifessional operator, with varying skills and
functions (which fall in general under one of tledldwing macro-categories: valuers, corporate
lawyers, accountants, auditors), who play a “wabchdole” on behalf of non-controlling
shareholders and stakeholders. Valuations carugdon these purposes must reduce as much as
possible both valuer bias and measurement errce. type of value adopted in these cases is
generally intrinsic value (i.e. the type of valleser to the true value of the asset or the bus)nes
Consequently, valuations performed to protect putinfidence (“public watchdog”) are different
from valuations for financial reporting purposesl amould be treated under specific standards. All
user categories have to be able to understand:

¢ the peculiarities of the specific transaction;

¢ the limits and the constraints that might charastethe valuations in relation to the specific

context/purpose.

This can happen only if the valuations are condldte keeping with certain conceptual and
operational rules capable of ensuring integrity famchess.
Obviously in this area valuation choices are coodéd as there are legal constraints and national
regulations. However, there are general princigh@$ should inform all valuations performed for
public confidence purposes which should be adopyeitie international standards.

Another area where the standards should providergeprinciples is damage estimation.
6) Thetreatment of taxesin valuations should be addressed.

Taxation is a factor capable of affecting to a Higant extent the outcome of a valuation.
Professional practice is lacking guidance for tteatment of taxation in connection with certain
critical aspects:

a) in determining discount rates. As an example, tfablpms relate to the usability of the
Modigliani-Miller model (with corporate income taje the Miller model (with personal
income taxes, too) and the estimation of the betared and unlevered on the basis of
Hamada’'s formula with or without taxes;

b) the manner of appreciation of the tax shield ont déioectly, through the adjusted present
value and the valuation of the individual tax stiéebr, indirectly, through the calculation of
the weighted average cost of capital);

c) the manner of use of the valuation approachespatyang the cost approach is it necessary
to consider costs net of the tax benefit and tbeadtd the Tax Amortization Benefit (TAB)?
When does the market approach consider the TABnuath does it not?

7) Mixed valuation criteria should be addressed, as these are used extensively in the valuation of
businesses and businessinterests.

The IPC feels that the identification of the threduation approaches — market, income, cost —
within the general principles is appropriate foe taluation of individual assets. In the case of

8



business and business interest valuation, theaa iscreasing use of mixed criteria (typically the
Residual Income Model). The benefit of these modelhe reduction of the weight of terminal
value in income-based valuations. The IPC recomsémel inclusion within the 100 series of IVS
(general principles) of a standard specifically ated to the identification of the criteria and
approaches that can be adopted to value busingsddsusiness interests and contemplating the use
of mixed valuation models. The popularity in Ewopf the mixed income- and asset-based
company valuation method dates back to 1961, wheonamission of the Union Européenne des
Experts Comptables Economiques et Financiers (stmgiof Otto Bredt from Germany, Jacob
Viel from Switzerland, Karl Hax from Germany and idiwe Renard from France) showed for the
first time a preference for it.

8) Issuesrelated to the treatment of uncertainty in valuations should be addressed

One of the most important aspects in any valuadhe treatment of uncertainty. Usually this can
be addressed by acting on different elements:

a) choice of valuation approach;

b) forecast time horizon;

c) income streams to be discounted to PV,

d) adoption of different scenarios;

e) discount rate;

f) future income growth rate;

g) target financial structure.

The presence of all these elements on which valcemsact on to address the uncertainty issue
makes it hard for users to understand how valuataptures the risk profiles that are pertinent in
the estimation of the individual asset or the bessnas a whole. For instance, the valuation of an
income stream based on a higher discount rate almiver income growth rate in perpetuity
(apparently using a more prudent approach thamtteme-based method) may turn out to be far
more aggressive than another valuation only becausges explicit forecasts over a longer time
horizon with a very fast income growth rate. Rartmore, a valuation based on the direct market
comparison approach may be unsuited to expressvdahee of a business when comparable
companies are larger than the company to be vadiéfidrent demand risk) or the latter has too
short a history or is characterised by differergrées of operating and financial leverage.

The IPC invites the Board to consider the possjbtlb add in the series 100 of IVS a standard
specifically designed to provide high level pride for the treatment of uncertainty in asset or
business valuations and the manners of disclodutieecsolutions adopted to incorporate risks in
the valuation process.

9) Guidance should be provided for the reconciliation of the different types of value.

The IPC feels that one of the most important aspeicthe valuation process is transparency of the
choices made by the expert in relation to the $igetype of value that he or she is trying to
estimate. Transparency is necessary to recondiewdhat are different from one another as they
refer to different types of value.

If, for instance, the expert estimates the intdnailue of the equity of a listed company to bea¢qu
to CU 100 while the company’s market capitalisat®iCU 80, then the expert should account for
the difference between the two. Furthermore, ifékpert sets the investment value of a majority
equity stake (60%) in the same company for a sipesifategic buyer at CU 70, then the expert
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should explain the reason for the difference wapect to the pro-rata intrinsic value (= 60% x 100
= 60) and the pro-rata market capitalisation (86080 = 48).

Our comments on specific questions in the exposudzaft

GENERAL QUESTIONS:

Comment to Q1: Do you find the new structure ofStendards to be logical and easy to follow ? If
not, what alternative would you propose ?

The IPC thinks that the standards are structuredviray that might make it hard for them to fulfil
their purposes, for the following reasons:

a) Standard IVS 101 should be expanded and shoulchieetioe conceptual framework of the
standards and should not be itself a standard;

b) The other standards of the 100 series — which dheetl out high level principles — should
include two additional standards specifically dedbto:

a. The valuation of businesses and business intemsth, for the reasons indicated in
section 3 of the overview, requires its own higrelgrinciples:

b. The purposes of the valuation, which are not oolydticive to the determination of
different types of relevant value but are founddso aon different high level
principles, as illustrated in section 5 of the avew;

c. The treatment of uncertainty in valuations for teasons outlines in section 8 of the
overview;

c) The standards of the 200 series deal mainly withatens for financial reporting purposes
(IFRSs) while they should address also other agiptins (shareholder withdrawals,
mergers, spin-offs, common control transactionigted-party transactions, valuations for
tax purposes, etc.). Furthermore, IVS 201.01-20&ar@4simple references for IFRSs but do
not provide any additional information of interést users;

d) The standards of the 300 series do not add any valdhe high level principles. Mostly
they refer to the 100 series of IVS. The varioukiation considerations for the different
classes of assets are merely descriptive anchésssues without setting out any norm as to
what to do.

In our opinion the standards should be supportetbages for conclusions” so as to allow users to
have a better understanding of the rationale uyidgrithe standard setter’s choices. This because
international valuation standards should be condutd a progressive harmonisation of different
“valuation” cultures. In our view the current stands are excessively terse; they need logical
underpinnings and any reference to foster the sacgsonsensus and to understand the rationale
of the choices made.

Lastly, also this new version of the standardsesaffrom the original approach, in that it is skdwe
toward the valuation of real property more thaniesses and business interests.

Comment to Q2: Do you consider that the combinadiomackground information and specific
directions to be helpful ? Would you prefer all kgound information and explanatory
information on asset classes to be removed frorstdraards so that only the specific directions
applicable to each application or asset type reradif?
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The IVS of the 300 series may be a bit too desegpnd do not seem to provide clear rules to be
followed in valuing specific assets. If all the ckground and explanatory information were
removed, it would be clear that the 300 seried/& $hould be expanded.

Comment to Q3: Which delivery method for the neioadof the standards are you or your
organization likely to use ?

A hard copy of the standards would be necessasyibolr suggestion were followed and a “basis
for conclusion” section were added in each standaith an explanation of the rationale for the
choices adopted. In this case the document woultlkger and its consultation in hard copy would
be more convenient.

IVS 101 — GENERAL CONCEPTS AND PRINCIPLES

Comment to Q4Do you consider that this objective has been ni2b You consider that there are
any additional valuation concepts and principleattbhould be considered and discussed in this
standard ?

This standard should include the following concepts

a) unit of valuation;

b) distinction between businesses and assets.

The definition of value as the “estimate of theslikprice to be paid for goods and services” is
different from our definition of the concept of ual

Comment to Q5: Are you in agreement with this apphoor would you prefer the word
“valuation” either not to be used at all or alwaysed with qualifying words to indicate the
intended meaning, for example “valuation process*waluation result” ?

The standard clarifies that valuation is based proaess. In our opinion, it is not necessary to
distinguish in the text between valuation process\aluation result.

IVSC 102 — VALUATION APPROACHES

Comment to Q 6: Do you agree that these three amtres encompass all methods used in the
assets or liabilities that you value ? If not, gealescribe what approaches you feel have been
omitted

In general the three approaches — market-incomeearoMIC — are the main methods to value
individual assets and liabilities.

In valuing businesses and business interests useadeg very often of mixed approaches, such as
the residual income model. The standard does msider these “mixed” approaches.

The three approaches should be described moreuiidso Generally speaking, it might be a good
idea to identify the approach to which the différg@ossible valuation techniques refer. If, for
instance, to distinguish between the market appraad the income approach reference were made
to the nature of the main inputs used in the vaunaprocess, the classification of the valuation
techniques might be different from that proposedthby IVSB. For example, in IVS 301.2
(valuation of intangible assets) the relief-fronyatty method is classified under the income
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approach, even though the main input used withvétteation technique (royalty rate) is typically
observable in the market. Actually, many authomkitof relief-from-royalty as part of the market
approach.

Comment to Q7: Do you agree with this hierarchy dod/ou consider it helpful? If not explain if
you would prefer to see no reference to a hieramhyould prefer an alternative hierarchy.

We do not agree with the creation of a hierarchyaluation approaches. We think that the
hierarchy of approaches will change in relatiothi® purpose of the valuation and the type of value
to be determined. If the valuation is intended stineate intrinsic value, the proposed hierarchy
would not be of great help.

Comment to Q8:Do you find this change of terminology to be hdl@flf not please explain what
alternative you would prefer and why.

We feel that the term direct comparison market @ggin might engender confusion, as it seems to
define a valuation technique more than a valuajgproach.

IVSC 103 — BASES OF VALUE
Comment to Q9o you agree with the proposed change to the defim? If not indicate what
alternative you prefer and why

In valuation practice in Italy, the term “assumptidcs used. We recommend the use of
“fundamental assumptions”.

Comment to Q10Do you agree with this proposed change? If notagdeexplain why and what
you believe the distinction is between investmaloievto a prospective purchaser and special value
to a prospective buyer who can realise that speaéle to be ?

In our opinion the new definition of investmentwalis misleading. The adoption of the new
definition implies the choice of not including imsic value among value standards (which would
become a special case of investment value). Faetmons explained in the overview, investment
value and intrinsic value are totally different.eTi?C would consider favourably the adoption of
intrinsic value as a specific type of value in didai to the others already identified by the IVSB.

Comment to Q11: Do you support the continued usleeoferm “Investment Value” or would you
prefer an alternative ? If so, what would that atiative be ?

Investment value is used extensively in professiprectice and we think it is appropriate to
continue to use it.

Comment to Q12Do you agree with the approach taken in IVS ? tf egplain why not and give
examples where you believe the highest and beshagde different from the market value.

Highest and best use may be different from mar&kte; when the unit of valuation is not the same
as the unit of exchange in the market. Acceptirglts approach means agreeing, for instance,
that the controlling interest in a company showddsblued on the basis of the market price of the
single share. This choice implies the decision,axpressly indicated in the standards, to not deal
with the issue of control premium. To this enderehce is made to the “ Request for Comments
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Regarding the Assessment and Measurement of Cdtreatiums in Valuations for Financial
Reporting” of the Valuation Financial Reporting Wioig Group no. 3 of The Appraisal
Foundation. (Discussion question 1 view A e view B)e IPC does not agree with the decision to
not deal with premiums and discounts at the geneval in the standards.

Comment to Q130 you consider this proposed change in the déimito be helpful ? If not,
please indicate how you believe it could be impdove

We think that it is correct to stress that the migbn of fair value in IFRSs can only be

“conventional”.

Thus, it is correct to emphasise the differencevben the definition of fair value in general usé an

the definition of fair value in IFRSs.

However, it should be specified that the two migbns:

a) should tend to converge, considering that a diserep between the two would weaken the
effectiveness of the use of IFRSSs;

b) should be illustrated in IFRSs, to avoid confusemd to provide the users of financial
statement prepared in accordance with IFRSs wigfulsnformation (already required by
many regulators).

IVS 104 — SCOPE OF WORK
Comment to Q 14: Do you:
a) agree with the inclusion of a standard for scopgofk in IVS ?
b) that the minimum contents identified in the draé proportionate and represent a realistic
minimum standard ?
If you disagree, please explain why.

We agree with the Board on the need for a spesthadard relating to Scope of Work, with a
summary of the reasons for a valuation process.

As to the content of the standard, we submit a rerrabrecommendations:
i) Contents should include at a minimum an item dbsayi thecontext in which the valuation
process is conductedsuch as:
e a merger or an acquisition
e anlPO
e aninvestment or divestment transaction by a peiegfuity firm
¢ valuation for financial reporting purposes
e aturnaround, with a creditor agreement or a delatguity conversion.

In describing the valuation context, the expertusti@pecify whether he or she has been retained to
prepare a fairness opinion or an official valuatiand, consequently, outline the relevant
responsibilities. For instance, in the case of iené@s opinion the expert acts in an advisory
capacity, providing a service that will allow otbdtypically the principal) to make an independent
decision while in an official valuation the expsrtpinion is binding or has a strong influence on
third parties for their decision.
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i) Concerningitem a) “Identification of the valuer and confirmation ocbmpetence” emphasis
should be placed also on the valuer’s independandeautonomy from the principal, within the
scope of the engagement. Any potential confliaghtdrest should be disclosed immediately.

iii) Concerningitem c) of the standard, “Purpose of the valuation”, ihécessary to distinguish the
purpose of the valuation from the “basis or baseste” which should constitute, as indicated in
e), an autonomous aspect. Purpose of the valustionld mean the objective of the valuation, such
as:

a value self-diagnosis for merely informative pug® (typically commissioned by the
company’s top management to measure the valueedrafta certain date)

e bias in portfolio investments (typically in asseamagement)

e decision-making in relation to equity-related tracteons

e what-if analyses designed to review the variousacees contemplated in business plans.

iv) Concerningitem f), Valuation date it might be worthwhile to indicate also the vatydperiod
of the valuation.

IVS 105 — VALUATION REPORTING
Comment to Q 15: Do you agree with the changestthae been made ? If not, please explain
what provisions of the current IVS 3 you believeusth be carried forward into the new standard

In principle, even though guidance provided to prepa valuation report was reduced, we feel that
the effort to condense and simplify the current I8Ss welcome because it contributes to the
understanding of the Standard in question and eootrerall consistency compared with previous
and successive Standards (especially IVS 104). Memvehe IPC thinks that associating this

simplification to a sharper and clearer indicatafrihe principles that should guide the preparation
of a valuation report is of the essence. Theseldhoalude the principles of thoroughness, clarity

and transparency in disclosing the sources of mébion, the assumptions underlying calculations
and the reasoning that led to the valuation conmhss

In particular, a comparison between item 5 of IM¥ &Bnd the corresponding item 5.0 of IVS3,
currently in force, shows that it would be appraf®ito act in the following areas:

i) Item h) “Nature and source of the information relied upomtoviding more details of the
information relied on by the valuation process c#yeg:

¢ the information obtained by the principal and theaks performed by the valuer or other
third party (and whether these are required urtuetdrms of the engagement)

e the external sources utilised

¢ the reliability and completeness of the sourcesl.use

The expert should indicate in the final report viteetthe information has been verified.

i) Item i) “Assumptions and any special assumptionsgmbining the condensed (and
simplistic) statement that assumptions should kéned, with more specific and detailed
indications concerning:

¢ the identification, formulation and descriptiontbé main assumptions,
e the reasons for their introduction,
¢ their weight on the final results.
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Such an effort to achieve clarity and transparesioyuld be considered a fundamental condition to
allow users to develop an informed opinion on tlegrde of subjectivity incorporated in the
calculations and, consequently, in the conclusi&@sfice it to think of the distortions that the
estimates of the discount rate, the synergieseodétermination of terminal value produce on final
results. Recognisability and measurability (to ¢élxéent possible) of the assumptions are paramount
for the clarity of the final report.

iii) 1tem 1) “Valuation approach and reasoningproviding greater details on:

the description of the valuation methods utilised

the reasons underlying the choice of methods

the weight attributed to each method

the result or valuation range determined by thdieguon of the individual methods and
the criteria adopted to arrive at a final amouanfrthe range of values (and the reasons
that caused any discrepancies in the amounts eotavith the various methods)

¢ more generally, the line of reasoning followeddaah the valuation conclusions.

Concerning this last aspect, we feel that it mlggnppropriate to refer to and use a comment in the
current 1IVS3 which has been stricken off the pre@gosew version, 1IVS105. In fact, item 6.0
(Discussion) of the current version stresses effelgt the importance of an adequate reference
framework (market evidence, procedures utilisedijateon methodology, reasoning that led to the
final result) as a condition to ensure a clear amequivocal understanding of the conclusions. Such
reference seems consistent with the need for glant transparency of every valuation report, to
allow the final user an in-depth understandingtl@basis of objective criteria, of the conclusions
of the valuation process.

Still within this context, and especially with reface to company valuation, we stress the

importance of a full and in-depth description of tralue drivers and the forces of competition in an

industry, the company’s business model and relasources and core competencies. In its attempt
to connect the factors underlying value creatfandamental analysis is a necessary condition to
provide a broader and fuller frame of referencaregavhich the outcome of the valuation process

should be interpreted.

As a last general comment, we recommend that ceragidn be given to the foregoing proposed
changes to IVS 104 Scope of Work also for IVS H3¥5¢overed by this question.

APPLICATIONS STANDARDS

Comment to Q16: Which view do you support? If yoasiler that future IVS should contain
application standards do you consider that the éegof details of those in the draft is appropriate
and help the better understanding of the valuatexquirements?

The IPC considers appropriate the decision to dhutce the 200 series of IVS related to valuations
for specific purposes. However, the IPC thinks:that
a) given their current structure, the standards in #0® series are nearly
exclusively for financial reporting purposes, negieg both their role to
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protect public confidence and valuation for dameglkeulation purposes (see
item 5 of the overview)

b) the standards in the 200 series devoted to vahstior financial reporting
purposes do not add anything useful to valuatian iginot already available in
IFRSs; on the other hand, there might be roomomection with IFRSs, to
provide standards useful for the development of momly accepted good
practices.

Comment to Q17: Which of these views do you suport

The introduction of fair value in addition to thest principle by IFRSs entailed the need to develop
further the culture of economic valuations in prapgafinancial statements.

However, it is clear that — even within the contektthe general criteria which typically inform
valuation activities - valuations for financial mfing purposes refer to specific rules that define
special types of value.

The types of value applicable in connection withcamting standards can be more easily verified
and are less arbitrary than is normally the caserwhtrinsic value is estimated, thereby expressing
conventional values.

However, these conventional values cannot underedoaomic relevance and, accordingly, there
must be a possibility to reconcile the types otieadletermined for financial reporting purposes and
intrinsic value.

Broadly speaking, in an ideal world, when dealinghwaluation issues, the accounting standard
setter should call on the valuation standard sédteiechnical support and the latter should begiv
the role of technical interpreter of the mannerspplication of the standards set by the former.
Instead, the ED only repeats what is already in S&Rwithout providing more analytical
underpinnings (in terms of standards and norms).

Thus, view (b) is more convincing [“involvement” BIS in issues related to valuation for financial
reporting purposes] also for the reasons descrbede and in the overview, which are different
from those indicated in the question.

ASSET STANDARDS

Comment to Q18: Do you have any other commentseogeneral structure of the Asset
Standards?

The IPC thinks that asset standards do not praudfecient guidance to value specific assets. Asset
standards are mostly a duplication of the seri€sdf0VS.

Furthermore, the IPC does not think that the vaduadf businesses and business interests should
be dealt with at the asset standards level.

Comment to Q18 [Q18 is repeated here in the origimahould be Q19]: Do you consider that a
class of “personal property” can be identified thatnot already covered by the proposed new
asset standards ? If so, do you consider thatstdiatinct characteristics that need to be
considered in valuations that would benefit fromeav IVS asset standard being developed ?
The IPC has no competence in this area.

Comment to Q19: Do you agree that a standard ouairglnon financial liabilities is required and
what topics should it cover ?
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The IPC thinks that a standard on non-financidlilikes should cover the valuation of contingent
liabilities. Contingent liabilities are hard to iesate and their valuation is highly volatile, ifaton
to their probability of occurrence and underlyingiue. The intrinsically unstable nature of their
value makes the estimation of an appropriate vimueontingent liabilities very hard. For instance,
what is the market value of the earn-out payabléhbybuyer in a business combination?
Typically, an earn-out is a negotiated clause betwa buyer and a seller with different
expectations of future developments. Accordingh®IPC, these different expectations prevent in
fact the inclusion of the views of market participgin the process to value contingent liabilities.
The standard should provide also guidelines toevéiie three main types of contingency (which
can be identified on the basis of the differentrdeg of uncertainty):
e amount payable certain, probability uncertain
e amount payable uncertain, probability certain
e amount payable uncertain, probability uncertain
and indicate
e when to use:
(a) single scenario models;
(b) multiple scenario models
¢ and how to incorporate risk in the valuation preces

Comment to Q20: Please identify any additional $ypeasset or liability that you believe should

be considered for future inclusion in IVS, togetiwéh an indication of the benefits that you
consider a new standard would bring.

Standard IVS 304.01 (Valuations of Financial Instemts) is generic. It might be appropriate to
develop valuation standards for more specific tygfdgancial instrument.

Specifically, guidelines should be set out for ttaduation of hybrid financial instruments as the
valuation of such instruments would be conducivéhi® solution of complex problems related to
the identification of the debt and equity composearid to the valuation of the embedded option.
Moreover, assuming that the issue has not beeressitt by the valuation standard for “non
financial liabilities”(IVS305.01), it might be apppriate to prepare a valuation standard for
contingent liabilities or to include such standardhe abovementioned project (see comment to

Q20).
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