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Introduction
• Intangible asset valuation are challenging due to factors including:

• Lack of meaningful market data
• Complexities associated with valuing different assets that drive the 

profitability of a business enterprise
• Numerous other factors

• SEC, PCAOB and others have noted the need for enhanced valuation 
efforts to select methodologies and develop and document assumptions. 
These concerns have led to the CEIV® designation and the Mandatory 
Performance Framework (MFP) documents.

• Audit reviews of fair value estimates continue to expand the number of 
areas where detailed support is required. This ties to the concerns of 
various parties as the CEIV and MPF demonstrate.

• Tax purchase price allocations prior to the enactment of IRC 197 were 
also an area of disagreement between the IRS and taxpayers. These 
disputes contributed to the introduction of IRC 197 and 15 year 
amortization for all acquired intangible and goodwill value.
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TCJA – Revisions Specific to Intangibles

• Elements of the TCJA directly impacting intangibles include:
1. IRC 174 – Research and Experimentation deductibility to be revised 

after CY 2021 from immediate expensing to capitalization and 
amortization model (from immediate deduction to tax amortization over 
five years (US) or fifteen years (foreign)) 

2. IRC 250 - U.S. owned intellectual property receives favorable tax 
treatment for any Foreign-Derived Intangible Income (Reduction of tax 
rate in certain instances)

3. IRC 951A - Global Intangible Low Tax Income (“GILTI”) – Income of 
a foreign controlled corporation is subject to U.S. tax (Potential 
increase in tax base and tax payments)

4. Base Erosion and Anti-Abuse Tax (“BEAT”) – Alternative tax calc
5. Transfer Pricing Revisions - Expands definition of intangibles for TP 

determinations
6. IRC 861 / 864 – Elimination of fair market value option 
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IRC 174 – Research and Experimentation Expenditures

• Under the TCJA, the tax treatment of Research and Experimental 
(R&E) expenditures, including software development, has 
changed. Beginning after December 31, 2021, specified R&E 
expenditures incurred in the U.S. must be capitalized and 
amortized ratably over a five-year period rather than immediately 
expensed. If incurred outside of the U.S. by a U.S. taxpayer, the 
expenditures will be amortized over a 15-year period.

• Tax amortization is required without regard to abandonment,  
disposition or retirement. TCJA also requires software 
development expenditures to be covered under 174.

• Additional questions:
• Expenses are capitalized – direct, indirect, overhead, other
• What constitutes an IRC 174 Research and Experimentation 

Expenditure?
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IRC 174 – R & E Expenditures – Valuation Implications
• Business Enterprise Model implications after 2021 should reflect less 

attractive tax benefits associated with R & E. 
• Intangible Asset Model Implications

• No impact on form of model if pretax cost model is used
• Acquired proven technology would still have 15 year tax 

amortization under IRC 197
• For IPRD completed before 2022, FV estimated using IRC 197 

benefit over 15 years
• For IPRD expenditures after 2021, immediate cash outflow but 

delayed tax write-off over 5 or 15 years
• For ASC 805 valuations beginning in 2022, is some TAB based on 

capitalized R&E costs subject to five year amortization? Model this 
value using 5 year TAB (if US costs) with balance based on IRC 
197

• For “in-use” IPRD or new technology, models assessing ROI for the 
project would reflect updated IRC 174 rules
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Implications of TCJA on Intangibles
• Strong tax incentive to keep intangibles in the U.S.

• U.S. intangibles generating income from foreign sources receive 
reduced tax rate

• Foreign intangibles income potentially subject to U.S. taxes
• More expensive to transfer intangibles out of U.S.

• Less favorable treatment of intangibles research and experimentation 
investments

• Capitalize and amortize over 5 (domestic) or 15 years (foreign) 
beginning in 2022  

• Valuation implications
• See general comments on overall TCJA impact on business 

valuations
• For Cost Approach, limited impact if valued using pre-tax costs
• For Income Approach, 

• Complexities associated with tax write-off of investment
• Complexities associated with tax payment calculations as noted 

earlier
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Introduction - Appraisal Issues Task Force (AITF) 
Areas of Concern – February 6, 2006

• The Appraisal Issues Task Force (AITF) was formed by valuation 
professionals to address fair value matters. An AITF task force listed 25 
issues where there is a divergence in practice. 

• Issue 1 – Contributory Assets
• Issue 2 – Control Premium in a DCF Enterprise Valuation
• Issue 3 – “Overlapping Customers”
• Issue 4 – Economic Rents for Contributory Asset Charges
• Issue 5 – Discounts for Lack of Control or Liquidity
• Issue 6 – Asset/Earnings Prioritization Principle
• Issue 7 – Valuation of Intangible Asset Using “Current Replacement 

Cost”
• Issue 8 – Impact of use of marketplace participant assumptions to 

measure the fair value of an asset that the combined entity does not 
intend to use or sell

7



Introduction - AITF Areas of Concern – February 6, 
2006 (cont’d)

• Issue 9 – Subsequent application of marketplace 
participant assumptions to discontinued assets

• Issue 10 – Premiums and discounts
• Issue 11 – Small capitalization premiums
• Issue 12 – ASC 805-20-S30 conclusions on the use of the 

residual method
• Issue 13 – Use of stratified rates of return for different 

classes of assets when using the income method
• Issue 14 – Non-compete agreements
• Issue 15 – Active markets
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Introduction - AITF Areas of Concern – February 6, 
2006 (cont’d)

• Issue 16 – Tangible assets
• Issue 17 – Avoided royalty approach
• Issue 18 – Inventory
• Issue 19 – Marketplace participant view
• Issue 20 – Cost approach to value customer relationships
• Issue 21 – Overlapping intangibles
• Issue 22 – Unprofitable technology
• Issue 23 – Customer relationship attrition
• Issue 24 – Reacquired franchise rights
• Issue 25 – Greenfield valuation vs. “excess earnings” 

approach
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Introduction – PCAOB Inspection Report 
Observations
• PCAOB Inspection Reports provide important insights on areas 

where audit documentation and/or valuation procedures may 
require enhancements.  Inspection reports are available at 
pcaobus.org.

• Most recent inspection reports for Big 4 firms include:
FIRM DATE OF REPORT

• Deloitte & Touche LLP November 28, 2017
• Ernst & Young December 19, 2017
• KPMG LLP November 9, 2016
• PricewaterhouseCoopers LLP December 19, 2017

• The following slides present certain fair value related 
comments from the Inspection Reports.
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Introduction – PCAOB Inspection Report 
Observations (cont’d)
• Fair value related comments by ASC Topic:

• ASC 350 Testing
• ASC 360 – Equipment and Intangible Asset Impairments
• ASC 718
• ASC 805 – Valuation
• ASC 805 – Allocation of goodwill to reporting units – use of 

data subsequent to acquisition date
• ASC 946 – Investments
• Derivatives
• Inventory
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Introduction – PCAOB Inspection Report 
Observations (cont’d)
• Selected fair value related comments include:

• Procedures limited to:
• Inquiry of management
• Reading memo

• Comparisons to overly broad market ranges may not be 
meaningful

• ASC 805 – assignment of products to product groups for 
revenue estimation

• Asset group was lower than the reporting unit
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Introduction – PCAOB Inspection Report 
Observations (cont’d)

• Frequent concerns about Cash Flow Forecasts (CFF)
• Inconsistent information
• Inadequate consideration of impact of delays
• Inadequate evidence to confirm increase in contract 

success rates Equipment utilization relative to industry 
levels

• Consistency of pricing forecasts
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Increasing PCAOB Focus on Internal Controls
• In recent years, PCAOB has increased its focus on management’s 

internal controls as they relate to fair value estimates. Implications to 
appraisers include:

• Increased focus on Management understanding of valuation model
• Technical workings
• Accuracy
• Sensitivity analyses
• Focus on key assumptions

• Requests for working copies of valuation models which facilitate 
Management’s understanding and assuring they have met their 
responsibilities

• Management has ultimate responsibility for all fair value estimates
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MANDATORY PERFORMANCE 
FRAMEWORK



Mandatory Performance Framework and Intangibles–
Overview
• USPAP Standard 9 provides very high level guidance for performing 

valuations. As a result, two documents provide more specificity on 
valuation efforts that are required. These include:

• Mandatory Performance Framework for the Certified in Entity and 
Intangible Valuations (“CEIV”) Credential

• Application of the Mandatory Performance Framework for the 
Certified in Entity and Intangible Valuations (“CEIV”) Credential

• Subsequent slides include selected information associated with the 
MPF documents as they relate to intangibles valuation. 
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Application of the Mandatory Performance Framework –
General Outline of Topic Discussion
• The outline used for each topic in the MPF application document 

includes:
A. Topic overview
B. Documentation requirements

• In many cases, the topic overviews are relatively 
straightforward. 

• Documentation requirements are of much greater interest.
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Polling Question #1

• The structure of the Application of the Mandatory Performance 
Framework includes?

a. Topic discussion
b. Documentation requirements
c. Neither A nor B
d. Both A and B
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MPF – General Valuation Guidance – Selection of Valuation 
Approaches and Methods – Topic Overview 

• A1.3.2 In determining the appropriate valuation method(s), the valuation 
professional should consider, among other things, valuation guidance, the 
history and nature of the subject interest, academic research, peer group 
company disclosures, and approaches utilized for similar business entities, 
assets, or liabilities.

• A1.3.3 For many valuation engagements, valuation professionals will rely 
on multiple valuation approaches and methods to estimate a fair value. For 
example, in a business valuation of a sufficiently-profitable operating company, it 
is common for one form of the income approach (such as discounted cash flow 
method) and two methods of the market approach (guideline public company 
method and guideline company transaction method) to be completed. If 
developed correctly and with good information, the results from each 
approach or method should provide indications of fair value that are 
reasonably consistent with each other. If the results are not reasonably 
consistent, further analysis is generally required to evaluate the factor or 
factors causing the inconsistencies (for example, one method may be more 
appropriate than another method based on the facts and circumstances).
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MPF – General Valuation Guidance – Selection of Valuation 
Approaches and Methods – Documentation Requirements
• A1.3.4 The valuation professional, at a minimum, must document in 

writing within the work file, if applicable: 
a. Where applicable, the process and rationale for selecting the 

valuation method(s) or excluding potentially relevant 
valuation methods to estimate the fair value of the subject 
interest. 

b. The process and rationale for selected weighting (or emphasis 
on) each approach and/or method in reconciling various 
indications of value to reach the final conclusion of value (if more 
than one approach/method is used). 

c. A reconciliation of the results should include among other things: 
i. A supporting narrative about the applied methods and 

their applicability and usefulness to the valuation 
assignment; the reliability of the underlying data used in their 
preparation; and an explanation of inputs and assumptions 
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MPF – General Valuation Guidance – Selection of Valuation 
Approaches and Methods – Documentation Requirements (cont’d)

ii. An assessment of the reliability of the results obtained and 
whether any of the results used to reach a conclusion of value 
are deemed more or less probative of fair value based on 
information gathered throughout the engagement (note: the extent of 
documentation should be commensurate with the level of 
judgment and qualitative analysis involved in supporting the 
positive assertion). 

iii. A clear explanation discussing any apparent inconsistencies in the 
analysis relative to external or internal documentation and/or data (for 
example, contrary evidence). This may then take the form of 
arithmetic/mathematical calculations when using quantitative 
weighting. 

d. An explanation, based on the results of items a-c, that identifies whether 
the conclusion of value is based on the results of one valuation approach 
and method, or based on the results of multiple approaches and methods. 
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MPF REQUIREMENTS FOR 
PROSPECTIVE FINANCIAL 

INFORMATION



Prospective Financial Information - Introduction
• Prospective financial information (PFI) is a critical component of any 

valuation of the intangible assets of a business.
• Value is driven by future cash flows
• Cost and market approaches may not provide meaningful insights for 

many intangibles.
• PFI is receiving increased scrutiny given the greater judgment required 

to project future results and the inherent uncertainty in this endeavor.
• The Mandatory Performance Framework (MPF) provides detailed 

requirements pertaining to PFI. 
• Appraisers must develop a degree of comfort and understanding of the 

PFI being included in the intangibles valuation
• Increasing review procedures associated with projections
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PFI - Definitions
• Prospective financial statements—Either financial forecasts or financial 

projections including the summaries of significant assumptions and 
accounting policies. Pro forma financial statements and partial 
presentations are not considered to be prospective financial 
statements.

• Financial forecast—Prospective financial statements that present, to 
the best of the responsible party's knowledge and belief, an 
entity's expected financial position, results of operations, and 
cash flows. A financial forecast is based on the responsible party's 
assumptions reflecting the conditions it expects to exist and the course 
of action it expects to take.
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PFI – Definitions (cont’d)
• Financial projection—Prospective financial statements that present, 

to the best of the responsible party's knowledge and belief, given one 
or more hypothetical assumptions, an entity's expected financial 
position, results of operations, and cash flows. A financial projection is 
based on the responsible party's assumptions reflecting 
conditions it expects would exist and the course of action it expects 
would be taken, given one or more hypothetical assumptions. 

• Hypothetical assumption—An assumption used in a financial 
projection to present a condition or course of action that is not 
necessarily expected to occur, but is consistent with the purpose of 
the projection.

• Key factors—The significant matters on which an entity's future results 
are expected to depend. Such factors are basic to the entity's 
operations and thus encompass matters that affect, among other 
things, the entity's sales, production, service, and financing activities. 
Key factors serve as a foundation for prospective financial statements 
and are the bases for the assumptions.
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PFI – MPF Comments and Requirements
• Reasonably Objective Basis

• Since PFI represents future expectations, it is, by its very nature, 
imprecise. Therefore, the assumptions used in preparation of the PFI 
must be reasonable and supportable. 

• Understanding Management’s Approach to Developing the PFI
• Valuation professionals should understand and document how the 

PFI was developed by management. Management may prepare PFI 
using a “top-down” method or a “bottom-up” method or some 
combination of the two. A top-down method starts with aggregate 
assumptions regarding the entity, and allocates those assumptions 
across the elements of the entity (such as functional groups or 
reporting units). A bottom-up method generally begins by collecting 
data at the lowest level of the entity and then coalescing the 
expectations to arrive at a unified plan for PFI.
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PFI – MPF Guidance
• Valuation professionals should be aware of the purpose for which the PFI was 

prepared. Valuation professionals should strive for objective, reasonable, and 
supportable PFI relevant for use in the valuation process with the 
understanding that management bias may exist and, if present, should be 
properly adjusted to expected cash flows (reflecting market participants’ 
assumptions) in the analysis.

• In order for the valuation professional to assess the quality and reliability of 
the PFI, the key components of the PFI should be identified. These 
components commonly include, but are not limited to, the following:

• Base year metrics
• Revenue forecasts or revenue growth rates
• Gross margins
• EBITDA/EBIT margins
• Depreciation and amortization (book and tax)
• Effective tax rate
• Capital expenditures
• Debt-free net working capital (DFNWC) requirements
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PFI – MPF Guidance (cont’d)
• Part of the valuation professional’s responsibility is to evaluate 

the PFI provided by management for reasonableness in general, 
as well as in specific areas. Factors and common procedures to 
consider when performing this assessment may include, but are not 
limited to, these:

• Comparison of PFI for an underlying asset of subject entity to expected 
values of the entity cash flows 

• Frequency of preparation
• Comparison of prior forecasts with actual results 
• Mathematical and logic check 
• Comparison of entity PFI to historical trends
• Comparison to industry expectations
• Check for internal consistency
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PFI – MPF Documentation Requirements
• The valuation professional, at a minimum, must document the following in 

writing within the work file, if applicable:
• The identification of the party or parties responsible for preparation of the 

PFI
• The process used to develop the PFI from the perspective of market 

participants
• The explanation of key underlying assumptions used in the PFI such as 

revenue forecasts, percentage of market share captured by the entity, or how 
the projected profit margins compare to those of other market participants

• The steps used in, and results of, testing the PFI for reasonableness, 
including, but not limited to

• a comparison of the PFI to expected cash flows,
• a comparison of the PFI to historical performance,
• a comparison and evaluation of prior year’s PFI against actual historical 

results (when prior PFIs are available), and
• an analysis of the forecast relative to economic and industry expectations
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PFI – MPF Documentation Requirements (cont’d)
• An analysis of any evidence that contradicts management’s 

assumptions or conclusions used in their PFI
• The rationale for any adjustments made to management’s PFI
• Evidence that a mathematical and logic check was performed
• The components of the prospective balance sheet and cash flow 

statements, if available
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Polling Question #2

• MPF documentation requirements for Prospective Financial 
Information include?

a. Document the parties responsible for preparation
b. Document the process used to develop the PFI
c. Document steps used in testing PFI for reasonableness
d. All of the above
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PFI – Factors Impacting Uncertainty and Procedures 
Required
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PFI - Factors Impacting Uncertainty and Procedures 
Required (cont’d)

33



Mandatory Performance Framework 
- Intangible Asset, Certain Liabilities 

and Inventory Subject Matter 
Guidance



MPF – Intangible Asset Valuation, Certain Liabilities and 
Inventory Guidance – Topic Listing
• Topics covered in the MPF application document include:

1. Identified Assets and Liabilities
2. Operating Rights
3. Life for Projection Period
4. Customer-related intangible assets 
5. Royalty Rates
6. Contributory Asset Charges
7. Tax Amortization Benefit (TAB)
8. Reconciliation of Intangible Asset Values
9. Discounts/IRR/WARA
10. Contract Liabilities
11. Inventory
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MPF – Identified Assets and Liabilities – Documentation 
Requirements

• A3.2.4 A key component of an ASC 805 analysis is management’s 
identification of, and agreement regarding, the assets and liabilities to be 
valued from the perspective of a market participant. The valuation professional, 
at a minimum, must document in writing within the work file, if applicable: 
a. Analyses and discussions with management that identify key value drivers 

and related assets associated with those value drivers, including the 
rationale for the transaction (for example, strategic, financial), and if the 
acquisition was made in a competitive bid environment. 

b. The description in sufficient detail of all the assets and liabilities being 
valued such that an experienced professional not associated with the 
valuation engagement could identify the assets and liabilities by 
accounting groupings, segment/reporting units, and so forth (note: the 
identification of assets and liabilities is the responsibility of management and 
so the valuation professional should ask management for properly 
documented support). 

c. The rationale for the inclusion in the valuation analysis of the selected 
assets and liabilities (for example, assets that met the separability, 
legal/contractual criteria in ASC 805, if applicable).
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MPF – Identified Assets and Liabilities – Documentation 
Requirements (cont’d)

d. The rationale of why certain assets and liabilities (that might 
otherwise be considered reasonable for inclusion) were excluded 
from the valuation analysis. 

e. The extent to which the valuation professional used or relied 
on information contained in valuation reports with earlier 
measurement dates (particularly as it may relate to calibration), 
including valuation reports prepared by third-party specialists or 
other valuation professionals.

f. The description of the identified principal market and market 
participant assumptions.
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MPF – Operating Rights – Topic Overview
• A3.3.1 Historically, certain entities, particularly in the telecommunications, 

broadcasting, and cable industries, adopted a "residual method" to allocate 
fair value to certain intangible assets (that is, their operating rights) that, it 
was believed, could not be separately and directly valued. Therefore, the 
residual method was used to allocate fair value to an "indistinguishable" 
intangible asset, resulting in either zero goodwill or recognition of goodwill in a 
manner outside of the guidance in ASC 805. 

• This option was eliminated with the issuance of the guidance provided in 
ASC 805-20-S99-3. This provision now requires that all intangible assets, 
other than goodwill, be valued using a direct value method. This includes 
operating rights. 

• Intangible assets classified or designated as operating rights typically include 
(but are not limited to): 

• FCC and other government granted licenses (for example, wireless or 
broadcast spectrums, casino license, certificate of need) 

• Commercial Franchises (for example, fast food restaurant) 
• Governmentally Granted Monopolies/Franchises (such as in the cable 

industry) 
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MPF – Operating Rights – Documentation Requirements
• A3.3.5 The valuation professional, at a minimum, must document in writing within 

the work file, if applicable: 
a. The process applied and conclusions reached on the sufficiency of 

management’s identification and analysis of operating rights and related 
cash flows

b. The process applied and conclusions reached by the valuation professional to 
select the appropriate valuation methodology for the operating rights 

c. When using the MPEEM to estimate the fair value of the operating rights: 
i. the identification and valuation of the contributory assets 
ii. support for the required rates of return on and of contributory assets 

d. When using the Greenfield method to estimate the fair value of the operating 
rights, the rationale and the support for the length of ramp up period, and 
the start-up costs necessary to bring the entity up to a market participant 
operating level 

e. The applicable requirements in Application of the MPF sections A1.4 (PFI), 
A3.2 (Identified Assets and Liabilities), and A3.7 (Contributory Asset 
Charges). 
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MPF – Life for Projection Period – Documentation Requirements

• A3.4.5 The valuation professional, at a minimum, must document in writing 
within the work file, if applicable: 

a. The rationale for the selected projection period
b. Support for the steady state cash flow to be used for the estimated 

cash flows beyond the discrete cash flow period (for example, 
comparisons to industry margins, growth rates, and so forth) 

c. Support for ongoing growth or decline after the steady state cash flow 
is reached. 

d. The process and rationale for selecting the economic life of the 
intangible asset, including consideration of market participant 
assumptions 

e. Rationale for selection of the specific ‘threshold’ or truncation point 
used in the analysis 

f. If applicable, discussions with company management and company’s 
auditors about materiality considerations 
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MPF – Customer-related intangible assets – Topic Overview
• A3.5.1 The fair value of an intangible asset is typically based on future economic 

benefits expected from the ownership of the intangible asset for the duration of 
its expected economic life. This section provides a discussion of estimating an 
attrition rate for non-contractual intangible assets such as customer-related 
intangible assets.

• A3.5.2 An attrition analysis is, by necessity, based on available historical data. 
the valuation professional must identify and reflect the expected future 
economic life in the analysis. . . . valuation professionals should not assume 
that the future will resemble the past. Accordingly, the valuation professional 
must analyze historical data through independent analysis, and assess the 
relevance of the results as it relates to future expected revenues for the 
subject intangible asset. 

• Valuation professionals should avoid accepting unsupported 
representations by management as they relate to attrition inputs. In the 
absence of company-specific attrition information, valuation professionals 
may look to surrogate similar businesses, industry data, and so forth. 
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MPF – Customer-related intangible assets – Topic Overview 
(cont’d)

• When estimating a reasonable attrition for customer-related intangible 
assets, the following factors should be considered: 

• Historical customer attrition data as well as industry information on 
competitor customer attrition (if available) 

• Projected attrition based on discussions with management and 
corroborated by industry and competitor studies (if available) 

• Unit-based attrition versus revenue-based attrition
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MPF – Customer-related intangible assets - Documentation 
Requirements

• A3.5.3 The valuation professional, at a minimum, must document in writing 
within the work file: 

a. The process and rationale for the methods used to determine historical 
and expected future attrition patterns (note: this includes an 
explanation for any differences between historical and future attrition 
patterns, if applicable) 

b.The source and description of the data used to determine historical and 
future attrition estimates 

c.The quantitative and qualitative impact of any relevant macro or micro 
economic influences, or both, incorporated into the attrition analysis 

d.The extent of independent analysis performed by the valuation 
professional 

e.The extent of reliance upon data provided by management (and the 
extent of the procedures performed related to the accuracy and 
completeness of the data provided) 
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MPF – Royalty Rates – Documentation Requirements
• A3.6.3 When selecting the royalty rate, the valuation professional, at a 

minimum, must document in writing within the work file, if applicable: 
a. The criteria used to search for third-party licensing agreements 

and the rationale for using or excluding an initial list of data in 
the analysis. 

b. The lists and data produced during the search 
c. The process used in analyzing the third-party licensing 

agreements and support for the selection of the royalty rate used. 
d. If applicable, the rationale for using or excluding licensing 

arrangements of the subject entity when determining a 
reasonable royalty rate. 

e. The reasonableness of all rules of thumb methods considered 
and used in estimating or supporting a royalty rate to value the 
subject asset. 

f. Identify sufficient excess earnings or cash flow to provide 
economic support for the selected royalty rate. 
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Polling Question #3

• Royalty rate documentation requirements include?

a. Search criteria used
b. Basis for inclusion or exclusion of royalty rates
c. Process used in analysis of the license agreements
d. All of the above
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MPF – Contributory Asset Charges – Documentation 
Requirements

• A3.7.3 The valuation professional, at a minimum, must document in 
writing within the work file, if applicable: 

a. The identification of all the contributory assets required to support 
the subject intangible asset that is being valued. In addition, an 
explanation should be provided if an intangible or tangible asset 
was valued in the business combination analysis but not included 
as a contributory asset. The following specifics should be provided, 
along with rationales for their selection when appropriate: 

i. Working Capital: 
1) the appropriate level 
2) the required rate of return 
3) the working capital charge and an explanation as to how it is 

calculated for each projected period 
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MPF – Contributory Asset Charges – Documentation 
Requirements (cont’d)
iv. Intangible Assets Valued Using the Relief-From-Royalty Method 

1) the appropriate royalty rate 
2) an explanation should be provided for instances: 

• when the royalty rate “charge” is different from the royalty rate 
used to estimate the fair value of the intangible asset such as a 
trademark/trade name or 

• when an intangible asset such as a trademark/trade name is not valued 
but a royalty rate charge is still applied in the valuation analysis. 

v. Assembled Workforce and Other Intangible Assets 
1) The assumptions used to estimate the fair value of the assembled workforce 

and other intangible assets 
2) An exhibit showing the calculation of the value of the assembled 

workforce or other intangible asset 
3) the required rate of return 
4) the intangible asset charge and an explanation as to how it is calculated 

for each projected period
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MPF – Contract Liabilities – Topic Overview
• A3.11.1 In a business combination, a legal performance obligation 

may give rise to the recognition of an asset and a liability by the 
acquirer. A revenue arrangement may result in the assumption of a 
legal obligation to provide goods or services, requiring the 
recognition of both contract liabilities and a customer related 
intangible asset. Therefore, the contract liabilities and acquired 
customer assets are recognized separately.

• Revenue arrangements to provide goods or services are often referred 
to as deferred revenue, unearned revenue, unearned income or 
other terms. 
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MPF – Contract Liabilities – Documentation Requirements
• A3.11.4 The valuation professional, at a minimum, must document in 

writing within the work file, if applicable: 
a. The rationale for selecting one of the two methods described 

previously [top-down or bottom-up] to value contract liabilities 
b. When utilizing the bottom-up approach, clearly indicate all the 

costs necessary to fulfill the contract liability and how the 
“normal” profit margin was estimated

c. When utilizing the top-down approach, provide market data 
sources and support for each assumption for related selling 
costs and profits thereon 

d. The life of the contract liability in case discounting is applied 
e. The rationale for the rate of return used to estimate the fair value of 

the contract liabilities 
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MPF – Inventory – Documentation Requirements
• A3.12.7 The valuation professional, at a minimum, must document in writing 

within the work file, if applicable: 
a. The nature and characteristics of the inventory being valued. 
b. The process used in, and rationale for, selecting the methods and 

assumptions used in the valuation analysis(es). 
c. If commonly used approaches and methods were not used in the valuation 

analysis(es), document reasons as to why. 
d. As applicable, information regarding obsolescence, discontinued product 

lines, operations to be sold and other factors 
e. When management has asserted a zero step-up in basis for inventory 

value or limited the scope of the engagement not to include inventory, 
or both, the final valuation report must disclose: 
i. The inventory was not valued in accordance with the MPF 
ii. Management has asserted a zero step-up in basis for inventory value or 

limited the scope of the engagement not to include inventory, or both
iii. This assertion or scope limitation may impact other conclusions of 

value within the final report. 
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CHALLENGING ISSUES



Challenging Issues - Introduction
• Intangible asset valuations frequently involve challenging issues 

where there is greater potential for divergence in practice
• Suggested protocol to handle

1. Assess available guidance (TAF and AICPA publications, other)
2. Assess range of reasonable alternatives
3. Discuss with Management
4. Discuss with auditor’s valuation specialist

a. Note existing guidance, if any
b. Present and discuss different alternatives
c. Present preferred alternative
d. Inquiry for valuation specialists perspective
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Challenging Issues - Estimates with Limited Market Data
• Application of the Greenfield Method and the With and Without Method 

often involve assumptions with limited or no readily available market data
• Operating Rights

• Ramp-up period
• Start-up costs
• Stabilized performance level

• WWM Assumptions
• Economic life of intangible asset not really needed to complete 

valuation
• Incremental costs during rebuilding period
• Period to rebuild
• Pattern for rebuilding
• Fixed vs. variable expenses – further impacts profit during rebuild
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Challenging Issues - Estimates with Limited Market Data 
(cont’d)

• Certain applications of Greenfield and WWM may have more available 
data –

• FCC licenses
• Franchises (restaurant ramp up periods are well known, comparative 

performance data would be available)
• WWM for many customer situations may be unique and make supporting 

assumptions more difficult
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Polling Question #4

• Which of the following is NOT an estimate required for the valuation 
of Operating Rights?

a. Start-up costs required
b. Ramp-up period
c. Stabilized performance level
d. All of the above are inputs for the valuation of Operating Rights
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MPEEM and WWM and Double Count of EBIT
• A key issue in performing ASC 805 valuations is to insure that all income 

is appropriately address and neither double counted or not “tied” to one of 
the operating assets.

• A WWM is almost always used to value non-competition agreements and 
may be used to value customers in certain instances

• WWM value is premised on avoiding the loss of profit due to competition.  
This profit is included in the valuation of an enabling asset.  The 
avoidance of losing this profit is captured in the WWM.  This conceptually 
leads to a double count of profit

• Primary Asset and WWM Technical Issues -
• NCA is a wasting asset. 
• Is amortization of the WWM value the return OF the NCA?
• Is inclusion of a CAC essentially return ON the NCA for purpose of the 

primary asset?
• Is a CAC charge for the amortization of the value of the NCA 

appropriately included in the primary asset MPEEM
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MPEEM and WWM and Double Count of EBIT
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Potential Double Count of EBIT

Business Enterprise Projection
Revenue 100          
EBIT 10            

Customer Relationships Projection
Revenue 100          
EBIT before CRA Adjustment 10            
Adjustment for CAC and Royalties for Other Needed Assets 6               
CRA Residual EBIT 4               

Non‐Competition Agreement Projection
Revenue 100          
EBIT assuming NCA in Place 10            
Loss Without NCA 40%
Reduction in EBIT included in NCA Valuation 4               

Reconciliation
EBIT before CRA Adjustment 10            
Reduction in EBIT included in NCA Valuation 4               
Total EBIT before CAC charges 14            
Total EBIT at Business Enterprise 10            
Excess EBIT 4               

Alternative Reconciliation
CRA Residual EBIT 4               
Income Allocated to Contributory Assets 6               
Reduction in EBIT included in NCA Valuation 4               
Total EBIT in CRA, Other Contributory Assets and NCA 14            
Total EBIT at Business Enterprise 10            
Excess EBIT 4               



MPEEM and WWM and Double Count of EBIT
• How is double count handled?

• Is a CAC enough?
• CAC plus amortization of the NCA FV?

• Should NCA value be allocation between existing and future 
customers (or technology)?  Revenue map could allow this 
calculation.
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IPR&D VALUATION



IPR&D Valuation Methods – Introduction
• Determination of the appropriate approach(es) and method(s) for the 

valuation of an intangible asset is an area requiring significant informed 
judgment. 

• The AICPA guide Valuation of Privately-Held-Stock Issued as 
Compensation (“Cheap Stock Practice Aid”) provides guidance to assess 
the relevance of different methods of valuation.

• Although this guide is focused on business enterprise valuation, the 
concepts can also be considered in determining appropriate methods for 
the valuation of certain intangible assets.

• The Cheap Stock Practice Aid provides guidance on appropriate 
methods of valuation given different stages of development for a 
business enterprise. This concepts can be considered for intangible 
asset valuations.

• The following slides provide key insights from the Practice Aid. We will tie 
this guidance for stock valuations to IPR&D valuations.
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IPR&D Valuation Methods – Introduction (cont’d)
• Challenges in the valuation of early stage companies (or their 

underlying assets) include:
• High degree of uncertainty for future outcomes
• Extremely rapid potential growth 
• Potentially long periods until stabilized operations
• Frequent absence of traditional valuation metrics

• No or limited revenues
• Negative or low levels of EBITDA and net income

• Risks from potential need for additional capital to sustain 
operations

• Wide range of potential future outcomes at unknown future dates
• IPO
• Acquisition (most frequently by a strategic buyer)
• Continue to operate as a private firm
• Bankruptcy
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Selection of Valuation Methods – Valuation Methods and 
Stage of Development (cont’d)
• The Practice Aid includes suggestions for preferred valuation 

approaches based on the stage of development of a business 
enterprise. These include:

• 6.04 Stage 1– Embryonic - No product revenue and little expense 
history 

• Backsolve method (Market Approach – Prior Transactions Method)
• Asset accumulation method (Cost Approach)

• 6.05 Stage 2 – Early development – Moderate development effort 
with partial proof of concept

• Backsolve method
• Asset accumulation method
• DCF Method as secondary method
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Selection of Valuation Methods – Valuation Methods and 
Stage of Development (cont’d)

• 6.06 Stage 3 – Later stage development – Product in beta testing
• Backsolve method
• DCF Method

• 6.07 Stage 4 – Commercially Feasible – First revenues, operating 
losses

• Market and DCF Methods, Backsolve Method
• 6.08 Stage 5 – Financially Feasible - Break through to profitability

• Market and DCF Methods, Backsolve Method
• 6.09 Stage 6 – Established – Meaningful history of revenues / 

profits
• Market and DCF Methods, Backsolve Method
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Selection of Valuation Methods – Valuation Methods and 
Stage of Development

• The Cheap Stock Practice Aid suggests different valuation 
approaches for the different stages of development as follows:

• Cost Approach – Stage 1 and 2 enterprises
• Market Approach – Stages 4, 5 and 6 
• Income Approach – Stages 3, 4, 5 and 6
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IPR&D Valuation Challenges – Projection Reliability
• If early stage business enterprises that hold IPR&D are not reliably 

valued using projections for ASC 718 purposes, how does one value 
IPR&D in the context of ASC 805?

• An acquired entity with only a single IPR&D technology, can 
presumably be valued using the transaction price and WACC / IRR to 
backsolve and develop reasonable projections?

• For an entity with multiple IPR&D assets and multiple existing 
technologies, this solution is not available.

• Possible best practices
• Assess stage of completion and “projection risk”
• Consider cost approach in addition to DCF models
• Understand variability of future outcomes – FDA approval is all or 

nothing – higher risk. MIS related IPR&D is less risky
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IPR&D Valuation – Use of Conditional vs. Expected Cash 
Flows and WARA Reconciliation
• In performing discount rate reconciliations, care should be applied 

when IPR&D is present
• Conceptually, the WACC and WARA should be identical

• WACC is the weighted cost of capital
• WARA is the weighted return on assets that “generates the WACC”

• If IPR&D is valued using conditional cash flows rather than 
expected cash flows, the discount rate will need to consider the 
risks associated with conditional cash flows. This can make 
WARA reconciliation difficult. An in-process drug with a 1% chance of 
success would require a large specific risk adjustment for this factor.

• Use of expected cash flows rather than conditional cash flows 
will enhance WACC / WARA reconciliations
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Polling Question #5

• Which of the following statements in NOT correct?

a. Using conditional cash flows can lead to difficulties in reconciling 
the WARA to the WACC accurately

b. IPR&D is best valued using the Cost Approach
c. Developing projections for early stage IPR&D can be challenging
d. All of the above are correct statements
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ROYALTY RATES



Royalty Rates – Introduction

• Determining royalty rates is challenging due to the frequent lack of 
meaningful guideline licensing transactions

• MPF suggests significant expansion of performance and documentation 
requirements for developing market based royalty rates.

• Alternative methods such as the Distributor Method and “Enhanced Profit 
Splits” may merit increased consideration

• Enhanced Profit Splits would essentially allocate a share of the residual 
profit to the enabling asset and this “second to last’ asset

• Allocation factor might be based on 
• Relative spend on each of the two assets
• Perceived contribution (B2B or B2C business, other)

• “25% Rule” seems to be outdated and unsupportable 
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Royalty Rates – Mandatory Performance Framework -
Documentation Requirements

• A3.6.3 When selecting the royalty rate, the valuation professional, at a 
minimum, must document in writing within the work file, if applicable: 

a. The criteria used to search for third-party licensing agreements and the 
rationale for using or excluding an initial list of data in the analysis. 

b. The lists and data produced during the search 
c. The process used in analyzing the third-party licensing agreements 

and support for the selection of the royalty rate used. 
d. If applicable, the rationale for using or excluding licensing 

arrangements of the subject entity when determining a reasonable 
royalty rate. 

e. The reasonableness of all rules of thumb methods considered and 
used in estimating or supporting a royalty rate to value the subject asset. 

f. Identify sufficient excess earnings or cash flow to provide economic 
support for the selected royalty rate. 
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Royalty Rates – Market Transactions – Relative Rights
• 7.91 “ . . . for a trade name, which may be valued using the relief from 

royalty method, the royalty rate is typically a portion of profit after 
deducting the maintenance expense. In other words, the royalty rate 
captures the excess profit from the trade name above and beyond 
the maintenance cost, and therefore, is assumed to incorporate both 
the return on and of that asset. In such cases prospective expenses 
may also need to be adjusted downward to avoid a duplicate 
charge for the return of.”

• 7.152 “ . . . market royalty rates may reflect only limited usage of 
comparable assets, such as instances where use is restricted to specific 
geographic locations, applications, or time periods. Other factors that 
may exist would also need to be considered. A market participant’s 
use of the asset may differ from this type of limited use, thereby 
warranting an adjustment to the royalty rate.”

Source: Contributory Asset Charges, Best Practices document
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Royalty Rates – Market Transactions – Relative Rights 
(cont’d)
• 7.153 The valuation specialist would also evaluate whether 

the observed rate reflects the all-inclusive rate 
commensurate to the complete set of rights associated 
with the subject asset. Often times, a licensor may split the 
benefits associated with an asset with a licensee for a 
number of reasons. Truly comparable rates may be difficult 
to find for most technologies and, therefore, simulated or 
adjusted royalty rates taking into consideration qualitative value 
drivers of the subject intangible asset would be used.

Source: Contributory Asset Charges, Best Practices document
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Royalty Rates – Market Transactions – Rights Assessment 
per Nestle Holdings Inc. v. Commissioner

• In tax valuations in the U.S, the meaningfulness of market 
transaction based royalties has been challenged by the Internal 
Revenue Service.

• As noted in Nestle Holdings Inc. v. Commissioner of Internal 
Revenue (152 F3d 83), “A relief from royalty model fails to 
capture the value of all of the rights of ownership, such as 
the power to determine when and where a mark may be used, 
or moving a mark into or out of product lines. It does not even 
capture the economic benefit in excess of royalty payments that 
a licensee generally derives from using a mark.”

• The concerns noted above and in the following slides suggest 
reconciliation to a Return on Assets Method or reliance on the 
ROAM may be appropriate.
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Application of RFR Method – Methods for Estimating a 
Royalty Rate

• There are several different methods for estimating a royalty rate. 
These include:
• Transaction Based Royalty Rate – Royalty rate based on 

market transaction involving a guideline license
• Existing licenses of subject 
• Guideline licenses

• Profit Split Method - Profitability of subject operations relative 
to competitors – e.g., Chanel perfume compared to private label 
perfume

• Return on Assets Method – Royalty rate based on a residual 
income analysis similar to that applied in applying the MPEEM

• Estimate of royalty rate from a meaningful market transaction is 
preferred, if feasible.
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MPF – Royalty Rates – Possible Alternative – Return on 
Assets Method

• The elements of the MPF on royalty rate documentation significant 
increase the valuation procedures required

• Many appraisers note concerns that market licensing evidence is truly 
comparable for the valuation of some enabling technologies

• One means of handling is to take EBIT margin and deduct CAC for 
assets that are readily valued.  Once changes for WC, assembled work 
force and any other readily available assets are subtracted, the result is 
the residual profit margin for remaining intangible assets. 

• Analysis of different spending on intangibles or other procedures may 
allow determination of “profit split” factor to allocate income between the 
remaining assets

75



RFR Method – Enhanced Profit Split Method
• The examples on the next slide present an alternative (“Enhanced”) 

profit split calculation. The steps in this calculation include:
1. Develop EBIT estimate for the business enterprise.
2. Estimate returns for working capital and fixed assets. 
3. Subtract returns (CAC) for working capital and fixed assets from EBIT.
4. Equals: EBIT allocable to all intangibles. 
5. Subtract estimated returns (contributory asset charges) for any 

intangible assets that are readily valued (assembled work force, 
internal use software as examples).

6. Perform “functional analysis” to estimate split of residual intangible 
return allocable to remaining two intangible assets.

7. Multiply share of EBIT margin allocable to remaining intangibles by the 
estimated share for specific intangible asset.

• The examples present different fact patterns to provide enhanced 
insights on the application of this calculation.
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Profit Split Method – Alternative Calculation
Alternative Profit Split Calculations

EBIT Margin 10.0% 10.0% 10.0% 10.0% 30.0% 30.0%
[1] Less: Required Return on Working Capital 1.0% 1.0% 2.0% 2.0% 1.0% 1.0%
[1] Less: Required Return on Fixed Assets 1.0% 1.0% 3.5% 3.5% 1.0% 1.0%

Remaining Profit Attributable to All Intangibles 8.0% 8.0% 4.5% 4.5% 28.0% 28.0%
[2] Less: Required Return on Work Force 2.0% 2.0% 2.0% 2.0% 3.0% 3.0%
[3] Less: Required Return on Internal Use Software 1.0% 1.0% 1.0% 1.0% 1.0% 1.0%

Less: Required Return on Enabling Technology 0.0% 0.0% 0.0% 0.0% N/A N/A
[4] Less: Required Return on Customers N/A N/A N/A N/A 3.0% 3.0%

Residual Available to Remaining Intangibles 5.0% 5.0% 1.5% 1.5% 21.0% 21.0%
[5] Share of Remaining Intangible Return for Trade Name 10.0% 20.0% 10.0% 20.0% 10.0% 20.0%

Indicated Royalty Rate for Trade Name 0.5% 1.0% 0.15% 0.30% 2.1% 4.2%
Indicated Royalty Rate for Trade Name (Rounded) 0.5% 1.0% 0.20% 0.30% 2.0% 4.0%

Residual Available to Remaining Intangibles 5.0% 5.0% 1.5% 1.5% 21.0% 21.0%
Indicated Royalty Rate for Trade Name 0.5% 1.0% 0.2% 0.3% 2.0% 4.0%
Indicated Return for Customers 4.5% 4.0% 1.3% 1.2% N/A N/A
Indicated Return for Enabling Technology N/A N/A N/A N/A 19.0% 17.0%

Notes:
[1] Manufacturing firm has greater investments in working capital and fixed assets relative to other firms.
[2] Technology firm has relatively greater investment in assembled work force.
[3] Represents internal use software - not an enabling asset.
[4] Customer return based on Distributor Method.
[5] Functional analysis suggests limited spending on trade name development.  Most marketing is targeted at specific customers.

Service Company Manufacturer Technology Firm
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OTHER ISSUES



Customer Valuation – With and Without Method vs. 
Distributor Method
• Valuation practice exhibits a preference for quantifiable valuation 

assumptions.
• MPF calls for assumptions supported by market data or estimates that 

are quantified.
• WWM includes numerous assumptions that are difficult to quantify

• Period required to replace the asset
• Additional sales expenses required
• Fixed vs. variable charges and related impacts on profit margins
• Is customer replacement straight line or some other pattern?

• WWM does not require an attrition estimate – how does an appraiser 
provide guidance to management on the amortization life of the 
customer relationships?

• WWM – how to handle contributory asset charges
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Customer Valuation – With and Without Method vs. 
Distributor Method (cont’d)
• A consideration in determining whether customers can be valued 

using the DM is the similarity of the degree of effort required to 
generate customer relationships. Guidance suggests the relationship 
of the customers of distributors should be similar to that for the subject 
company in order to apply the DM.

• If the degree of effort required is similar, the DM can presumably be 
employed.
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Polling Question #6

• Which of the following statements is true?

a. A potential advantage of the Distributor Method is its greater 
reliance on market data

b. WWM models include inputs where market data is not as readily 
available

c. Both A and B are correct
d. Neither A nor B is correct
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Attrition Measurement – Market Participant Perspective
• Attrition measurement typically relies on analysis of the acquired 

firm’s customer loss experience in the years prior to the acquisition
• Historical attrition of target is typical used in a DCF model to calculate 

future cash flows for the existing customers
• Do the projections for the acquired business enterprise include a 

lower loss rate for existing customers? (May not be directly modelled 
in many cases)

• Does historical attrition of the acquired firm reflect a reasonable 
market participant assumption?

• Was acquired firm distressed somehow?
• Would the market of potential buyers reasonably expect to reduce 

attrition rate through synergies associated with many market buyers?
• What is the attrition rate for the customers of the acquiror?
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Income Overlap – Deferred Revenue, Backlog, Inventory 
and Customer Relationships
• A key consideration in purchase price allocations is to insure that 

income is neither missed nor double or triple counted. Challenges with 
two enabling asset (technology and customers frequently) are 
discussed in the CAC guide and the likelihood of double counting of 
income leading to incorrect results is noted

• Each of the above assets (liability in the case of deferred revenue) are 
typically valued based on income associated with the asset

• Can order backlog be valued based on selling expenses avoided? If 
so, this will eliminate one level of adjustments to avoid double count.

• Does order backlog tie to existing inventory or not?
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Deferred Revenue and Customer Relationships -
Introduction
• Valuations of deferred revenue (liability) and customer-related 

intangibles (asset) (or technology if valued using an MPEEM) need to 
be assessed for consistency.  

• Future revenues for an entity include:
• Existing customers

• Deferred revenue (if any)
• Order backlog
• Customer contract and/or relationship

• New customers
• As cash for certain customer services has already been received, 

valuation model for customers needs to reflect this consideration. 
Cash received should be adjusted out of projected revenues.

• The cash received is reflected by the deferred revenue balance 
before any valuation adjustments.
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Deferred Revenue and Customer Relationships –
Introduction (cont’d)
• Customer-related assets and deferred revenues are separate units of 

account (cannot combine). 
• Determine the basis of projections (accrual or cash). 
• Deferred revenue is a liability, so customer-related assets should not 

be decreased by this future liability. Adjustment to model is for the 
cash that was previously received. 

• Most projections are probably accrual based
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Deferred Revenue and Customer-Related 
Intangibles - Revenue Bifurcation 
• Revenues should be bifurcated so that there is no double 

counting in different valuation calculations.
• With accrual projections, customers, backlog, and deferred 

revenue cash flows must be bifurcated:
– Realization of deferred revenue: This should not be included 

in the intangible asset valuations. Deferred revenue should 
be separately valued. Further, this was already recognized 
as cash on the balance sheet, so you can't double count an 
asset.
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Deferred Revenue and Customer-Related 
Intangibles - Adjustment to Expenses
• If the existing customer revenues are adjusted downward by the 

gross deferred revenue, then expenses should also be adjusted, 
increasing the value of the customer asset.
− Deferred revenue on the credit side of the balance sheet (i.e., a 

separate unit of account).
− Profit on expense is a challenge and it should also be adjusted.

• To adjust the profit on expenses, link the operating profit margin to 
the adjusted revenues.

• Expenses from all assets valued under the Income Approach should 
total to the expenses for the business enterprise.
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Deferred Revenue and Customer-Related 
Intangibles - Contributory Asset Charges ("CAC")
• If it is determined that a market participant does have a 

deferred revenue based NWC (i.e., it can operate on negative 
NWC), then there should be a negative fair return on NWC.
• A negative fair return on NWC would then create a negative 

CAC for NWC in the customer relationship valuation under 
the Excess Earnings method. 

• Because CACs are subtracted from after-tax cash flows, a 
negative CAC would increase the value of customer 
relationships.

• This assumption must be consistent with the NWC requirement 
used in the IRR analysis.

• CACs should be applied to revenues adjusted for deferred 
revenue.
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Pre-existing Relationships and Reacquired Rights -
Introduction
• Some business combinations involve entities where business 

relationships between the acquirer and target may be in place. 
Examples of pre-existing relationships include:

• Customer or supplier relationship
• Franchisor / franchisee relationship
• Status as a plaintiff or defendant in litigation

• Reacquired rights are a subset of pre-existing relationships. A 
purchase of a franchisee by the franchisor will result in the acquisition of 
reacquired rights. 

• Both pre-existing relationships and reacquired rights are discussed to 
provide insights on the accounting and valuation requirements 
pertaining to each. 
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Pre-existing Relationships and Reacquired Rights – Pre-
existing Relationships

• A pre-existing relationship can be contractual (e.g., vendor and 
customer, licensor and licensee) or non-contractual (e.g., plaintiff and 
defendant) [ASC 805-10-55- 20; IFRS 3.B51]. For business combinations, 
the acquirer should identify pre-existing relationships, if any, to determine if 
any have been effectively settled. Typically, a pre-existing relationship 
will be effectively settled, since such a relationship becomes an 
“intercompany” relationship upon the acquisition and is eliminated in 
the post combination financial statements. 

• The rationale for this elimination is that it is not possible to have an asset 
with oneself. This consideration overrides the traditional market 
participant perspective which might suggest that a pre-existing customer 
relationship be included as an acquired intangible when viewed from the 
perspective of a “typical” market participant. 

• If there is an effective settlement of a pre-existing relationship, the acquirer 
should recognise a gain or loss, if any

90



Pre-existing Relationships and Reacquired Rights – Pre-
existing Relationships (cont’d)

• Settlement gains and losses from contractual relationships should 
be measured as the lesser of:

a. The amount the contract terms are favourable or unfavourable 
(from the acquirer’s perspective) compared to pricing for current 
market transactions for the same or similar items.

b. The amount of any stated settlement provisions in the contract 
available to the counterparty to whom the contract is unfavourable 
[ASC 805-10-55-21; IFRS 3.B52]. The amount of any stated 
settlement provision (e.g., voluntary termination) should be used to 
determine the settlement gain or loss. Provisions that provide a 
remedy for events not within the control of the counterparty, such as 
a change in control, bankruptcy, or liquidation, would generally not 
be considered a settlement provision in determining settlement 
gains or losses.
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Pre-existing Relationships and Reacquired Rights –
Reacquired Rights
• An acquirer may reacquire a right that it had previously granted to 

the acquiree to use one or more of the acquirer’s recognised or 
unrecognised assets. Examples of such rights include a right to use 
the acquirer’s trade name under a franchise agreement or a right to 
use the acquirer’s technology under a technology licensing 
agreement. Such reacquired rights generally are identifiable 
intangible assets that the acquirer separately recognises from 
goodwill [ASC 805-20-25-14; IFRS 3.B35]. 
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Pre-existing Relationships and Reacquired Rights –
Reacquired Rights (cont’d)

• Reacquired rights are identified as an exception to the fair value 
measurement principle, because the value recognised for 
reacquired rights is not based on market participant assumptions for 
the life of the reacquired right. The value of a reacquired right is 
determined based on the estimated cash flows over the 
remaining contractual life, even if market-participants would 
reflect expected renewals in their measurement of that right [ASC 
805-20-30-20; IFRS 3.29].
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Pre-existing Relationships and Reacquired Rights –
Reacquired Rights (cont’d)

• The value of a reacquired right should generally be measured using 
an income approach valuation technique. That technique considers 
the acquiree’s cash flows after payment of the royalty rate to the 
acquirer for the right that is being reacquired.

• The market and the cost approaches are rarely used to value 
reacquired rights. The usefulness of these approaches is 
diminished by the requirement to limit the term of the reacquired 
right to the remaining contractual term. For example, a market 
approach could not be readily applied to a reacquired right as a 
market price for a comparable intangible asset would likely include 
expectations about contract renewals; however, these expectations 
are excluded from the measurement of a reacquired right. 
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Revised Definition of a Business under ASC 2017-01

• On January 5, 2017, the Financial Accounting Standards Board (FASB) 
issued a new Accounting Standards Update (ASU) No. 2017-01, 
Business Combinations (Topic 805): Clarifying the Definition of a 
Business. The definition of a business affects many areas of accounting 
(e.g., acquisitions, disposals, goodwill impairment, consolidation).

• There are a number of accounting differences between business 
combinations and asset acquisitions. These include the recognition of 
goodwill and in-process research and development (IPR&D) intangible 
assets in business combinations and the divergent treatment of deferred 
income taxes, contingencies, transaction costs, among others.

• Impact of the revised guidance is that fewer transactions that were 
previously classified as acquisitions of a business and accounted 
for pursuant to ASC 805 will now be considered asset acquisitions. 
ASU 2017-01 is expected to reduce the number of transaction in the 
real estate and pharmaceutical and life sciences industries that will 
qualify as business combinations.
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Revised Definition of a Business (cont’d)
• ASU 2017-01 introduces an initial required screen that, if met, 

eliminates the need for further assessment. Companies will first 
consider whether substantially all of the fair value of gross 
assets acquired is concentrated in a single asset (or a group of 
similar assets). If so, the assets acquired would not represent a 
business. If not, then further analysis is required.

• If the first screen is not met, to be considered a business, an 
acquisition would have to include an input and a substantive 
process that together significantly contribute to the ability to 
create outputs

• ASU 2017-01 narrows the definition of “outputs” to be consistent 
with how it is described in ASC 606, Revenue from Contracts with 
Customers
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Guide is presently in development.

• Past Treasurer and Secretary, Business Valuation Committee of the American 
Society of Appraisers. 

• Past Secretary and Member, Business Valuation Committee of the ASA. 
Elected by ASA international business valuation membership twice (maximum 
allowed).

• Past President, Los Angeles Chapter of ASA (2004-2005). 
• Accredited Senior Appraiser (“ASA”), American Society of Appraisers. 

Accredited in Business, Intangible Asset valuation & Appraisal Review & 
Management.

• Certified in Entity and Intangible Valuation (“CEIV”), ASA.
• Chartered Financial Analyst (“CFA”), CFA Institute.
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Course Development and Instruction
• Lead Developer and Instructor, ASA BV 401, Valuations for Financial 

Reporting
• Lead Developer and Instructor, ASA courses Valuation of Intangible Assets

(BV 301) and Special Topics in the Valuation of Intangible Assets (BV 302).
• Organize and moderate twelve one day annual fair value conferences (May 

2006 - 2017) for the ASA BVC. Presenters include SEC, PCAOB, FASB and 
IFRS.

• Instructor, ASC courses BV 201, 202, 203 and 204. 
• Developer / Instructor, Valuation of Intellectual Property, Japan Patent 

Attorneys Association, Tokyo, Japan, October 30 & 31, 2016.
• Course Developer and Instructor, IIBV 301, Valuation of Intangible Assets, in 

Sao Paolo, Brazil. June 2012.
• Instructor, Current Developments in Valuation, Beijing, China, December 

2010.
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Presentations
• Presenter, AICPA Private Equity/Venture Capital Valuation Guide - Update, 

American Society of Appraisers, Advanced Business Valuation Conference, 
Boca Raton, Florida, September 14, 2016

• Presenter, Technical Best Practices for Completing Valuations, American 
Society of Appraisers, International Appraisal Conference, Boca Raton, 
Florida, September 12, 2016

• Presenter, Separating Tangible and Intangible Asset Values for Real Estate 
(and Fixed Asset) Intensive Enterprises, Society of Certified Appraisers 
Annual Conference County of San Diego Operations Center, San Diego, 
California, March 30, 2016.

• Presenter, Valuation of Industrial Intellectual Property, 9th International 
Conference for the Valuation of Plant, Machinery and Equipment, Tokyo, 
Japan, October 28, 2015.

• Presenter, Valuation of Japanese High Speed Rail Technology / System, 9th 
International Conference for the Valuation of Plant, Machinery and 
Equipment, Tokyo, Japan, October 27, 2015.
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Presentations
• Presenter, Casino Valuation—Business Valuation Concepts and Industry Overview,

American Society of Appraisers International Valuation Conference, Las Vegas, Nevada, 
October 20, 2015.

• Presenter, Intangible Asset Valuation under IFRS, Japan Association for Property 
Assessment Policy, Tokyo, Japan (via Skype) January 31, 2015.

• Co-Presenter, Valuation of Deferred Revenue, American Society of Appraisers and 
Canadian Institute of Chartered Business Valuers, Advanced Business Valuation 
Conference, Toronto, Canada, October 2014.

• Presenter, Business Valuation Concepts for Fixed Asset Appraisers, American Society of 
Appraisers, International Appraisal Conference, Savannah, Georgia, September 2014.

• Co-Presenter, Valuation of Healthcare Intangible Assets and Intellectual Property, 
American Society of Appraisers, Healthcare Special Interest Group Webinar, various 
dates 2014 and 2015. 

• Presenter, Attrition Measurement and Intangible Asset Amortization, Business Valuation 
Resources Webinar on July 8, 2014.

• Presenter, Business Valuation Concepts for Fixed Asset Appraisers, American Society of 
Appraisers Webinar, February 11, 2014.
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Presentations
• Co-Presenter, Valuation of Customer-Related Assets, American Society of 

Appraisers, Advanced Business Valuation Conference, San Antonio, Texas, 
October 2013.

• Presenter, Business Valuation for Fixed Asset Appraisers, International 
Conference on the Valuation of Plant Machinery and Equipment, St. Petersburg, 
Russia, September 2013.

• Presenter, Economic Obsolescence and Fixed Assets, International Conference 
on the Valuation of Plant Machinery and Equipment, St. Petersburg, Russia, 
September 2013.

• Panelist, Dissecting Donation Dilemmas - Problems in Valuations of 
Conservation and Non-Cash Charitable Donations, 2013 IRS Valuation Summit, 
August 2013.

• Panelist, Common Problems in Appraisals for IRS & Valuation Appeals, 2013 
IRS Valuation Summit, August 2013.
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Presentations
• Presenter, Valuation Developments in the United States, 2nd International 

Forum on New Developments in Valuation, WuHan, China, November 2012.
• Lecturer, Valuation of Intangible Assets, Zhongnan University of Economics 

and Law, WuHan, China, November 2012.
• Moderator, Fair Value Auditor Panel, ASA Conference, Chicago, IL 2011.
• Panelist, IPR&D Toolkit Update Panel, ASA Conference, Chicago, IL 2011.
• Presenter, Valuation of Debt, ASA, Miami, FL 2010.
• Presenter, Valuation of Intangible Assets, 25th Pan Pacific Conference, Bali, 

Indonesia, September 2010. 
• Presenter, Attrition Measurement and Estimation, ASA Conference, Boston, 

MA, Oct 2009. 
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Publications
• Author, Private Company Valuation chapter in the CFA 

Institute text Equity Asset Valuation. Chapter is a required 
reading for CFA level 2 candidates globally.

• Author, Intangible Asset Valuation: The Distributor Method, 
Financial Valuation and Litigation Expert, FVLE Issue 41, 
February/March 2013.

Education
• M.B.A., University of Southern California.
• B.S., Business Administration, University of Kansas, Cum 

Laude.



Upcoming ASA Education
For a complete listing of ASA’s upcoming educational offerings, visit 

www.appraisers.org. 

Let’s Connect!
• Facebook.com/ASAappraisers

• @ASAappraisers

• Linkedin.com/company/american-society-of-appraisers

• Youtube.com/ASAappraisers

• Appraisersnewsroom.org

Thank you for joining us! 


