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1 We 321 out bélow some commenis on the abovemcnlionsd paper,

Background to our comments

2 Pre-IFRS, Australia followed an aceounting revaluation framework. Asa
result we have had exiensive experience in the vpluntion of identifiable
intungible assets (TIA). The writer was also g member of [FRIC (the
interpretations sub-commitice of the |ASB).

e

3 Owur firm 15 8 specialist valustion pructice with extensive experience in the
valustion of LA, We would be happy to participate i IVSC projests on 1A if
this was thought by you to be of axsistance.

Overview of IVSC Paper

4 Rather than respond to the specific questions reised we have commented more
generally on your papér.

Active and lguid market
3 Your paper makes pumerous references 1o intangibles in active and liguid

murkets. Ax these active and liguid markets are rare (which is correctly noted
in 4.9) we recommind a significant reduction in the number of references 1o

this (largely irrclevant) issue.

Summnary - page 17

[ Add “value in use"”.
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Section [V - page I8

7 Paragraph 4.9 should be amended 1o add “or whole of entity valuations or
tukeovers from which an order of magnitude upper Limit 0a the vajue of 1TA
can b mlerad.™

B Paragraph 4,16 it is not yust “helpful” it applics to the vast majority of 1A,

Section [V = page 21

9 Paragraph 4.30.2 is no! technically cormest. [n 4 takeover most bidders would
schiove synergy pains (a simple example is reduced duplicated overheads),
Many synergy items are nothing o do with 1A but are true goodwill

Secrion [V = page 232

10 Paragraph £.35.2. This i pol quite comrect. 1 the value is attributed o the
brand il should be described as such. If the vatlue is sttributable 1o cg the
brand and the product’s unigue formuls (he asser is “brand and formuis™
¥our wording wrongly implies that brand plus formula value can be describod

as hrand value.
e

Section IV - page 23
1 It would be useful 10 summarise the twop down methedology, thal is:

e

Wile of copsideration 1

Lessi: idemmifiable asacis nel of Esbeilifes ol

Tozal wuhse of ol iatangeble samt 40

Less, walue of brards (and other (1A} LW

Groadull 1]
Paragraph 4.5.2

I3 See prge 18 rommens

Section IV - page 24
13 Paragraph 4. 84 se0 page | 8 comment.

14  Paragraph 4.57 wedo net think “which effectively valies the asse uging an in
use approach™ 15 correct. The accounting standards cleardy require 11As 1o be
fair value 16 stated at market value.
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15 Paragraph 5.3, The inputs must be markel inputs, otherwise it is not feir (ie
market) value,

16 Paragreph 5.10. Refer ogoin pago 8.

Svetion V - page 25

Section V' - page 26

17 Tumowver based valuations may be commaon practice in property valuntion
circles, but they are no maore than rules of thumb or very broad indicators of
[1A values in most silustions. They are generaily unrelishle indictors of value.

Your paper should gay s, bacouse it prevently elovates rules of thumb to u
much higher level than ix warranied.

I8 Im all finencal markets valuc is the present value of future cass Rows, The

widely uscd surrogate for cash flows is captalised profits. Tumover is not the
key driver of value

Sectlon V =page 27

19 Paragraph 5.20 this may ba so but there is w0 much discuszion of 11As in
pctive markets when, in fact, they ore extremncly rare.

20 Paragraph 5.23, put more simply any tax benefits must be taken into uccount.

2l Poaragroph 5.26, you do not capitalise them, you caiculats their present value.

Section V—pape 29
12 The lASB focus on pre-tax (cg for impairment tesiing) in 1the Standards.

However, the Basis for Conclusion indicaics that after tax discount rutes
should be wsed to back solve to the pre-mx rate.

Section [V - page 30
23 Paragroph 5.43.2 no 1ab adjustment is rogumed because you are alresdy
dealing with after tax numbers (see 5.43.2)

Section IV - paragraph 33
24 The use of probability adjusied cagh flows should be referred to,

Section IV ~ page 34

25 Paragraph 5.60. As the cost approach would nommaily be 1ax deductible, tax
should be mentioned.
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26  Paregraph 5.62. The replocermant cost, net of tax, is not fair value. 1 places
an upper limit oo fair value

27 Paragraph 5.64. Replacement cost is generally an unreliable methodology
dut, for example, o wasted oosts, overhead allocation issues, interest, ez,
Section V - page 15

28 Paragraph 5.62. This statement is Incormrect IF, g5 ix pormally the cave,
replucement cost Is tux deductibla,

Section § - page 36

19 Paragriph 6.5.1. This so-called “troditional™ approach is berier described us
“loading up the discount rate™. A& a mathodology itis fatally flawad
conceptually and mathematically.

30 Parsgreph 6.6 last sentence. This 15 inoomed. The wrong approach should net
be “applied in preference™. Discount mtcs can be scsentifically denved hased
on objective market evidenss. They should not be “loaded up”™ with some
discretionary olement.

k3 | Paragreph 6.3 refecence o umover should be deleted. This reference clovatcs
a rule of thumb to & “reliable” methodology.

Socrion VI - page 39

32 Flll'liﬂph 6,20 delete references to “tumover™ (refar varlier comments cn
rules of thumb).

Section VI - page 40

13 This pige focuses on an unrelishic rule of thuinb Spproach. The acronym for

rule of thumb amya il all. This 13 a “lost resord™ rr'l-tlhﬂdnluﬂ.

Section VI - page 4]
14 The most important issue, royalty cover. should be mentioned.

Section VI - page 47

L Paragraph .71, Refer comments carlicr on page 356 as to why the traditional
spproach is flawod.

16 Paragraph 6.72. Replace “this 1s™ with “this may be”.
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Section VI = page 48

17  Paragraph 6.77.1. Not quite cormect. WACC 13 adjusted 1o reflect market
levels of gearing.

38 Paregraph 6.78. The reluctance of mosi lendors io lend much on the secusity
af 11A should be mentioned,

19 Paragraph 6.85 This should only be done when cash low reaches & “steady
state” stage.

Section VI - page 49

40 Paragraph 6.89 showing an example would be wseful. [t sounds intuilively
il iy Wi Uie Oundon Quuwils Mondel, which is a growth s perpetuity
model, can reliably value a finite lifi assot.

Section VI - page 50

4] Paregraph 7.3. Redignce oa o rule of thumb i3 dangercus

Section VI - page 51 .

42 Paragraph 7.10 (start). ‘Whole of entity value informadon is, however, ofien
available.

43  Pamagraph 7.10 (end). Reference (o “salcs comparison™ is not io turaover
multiples. This shoutd be footnoted.

Section VI — page 34

44  Thisseems (o be & "bad” conclusion. |t elevates rules of thumb without even
disclosing the reservutions that should be attached.

Seciion VI — page 56

45 Reliability, ling 1, column 3. It is the dote (and market place circumatances),
nol the assci, that is the uneeliable element.

Section VI - page 57

46 Parugraph 7.34. This is a very cunous conclusion. Neither DCF. nor reliet
from royalty (both much more reliable valuable indicia than of cost) are even
méationed.

47 7.24.1 can hardly ever apply.
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48 I we can be ol uny further assistance, please contact the writer,

General

Yours taithfully

Wawne
Moanag irector
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