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4 Multiples have contracted (P/Es at 5.1x versus 17.7x in 2007)
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4 Many companies trading below book value (ISEQ at 0.76x
book value versus a high of 3.51x in 2006)
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Im[ﬁirleii Issues - |

% User reaction

- Effect on share price/company valuation
® |nvestors may have already anticipated the impairment

= Debt provider reaction
@ Effect on covenants, etc.

= Interpretation, e.g., market movement, overpayment,
Integration issues, management, etc.

¢ Effect on management incentive arrangements
¢ Proactive communications



Identification of CGUs to be tested

Stage 1 for impairment

Pass
Carry forward’ test to determine whether - Testing completed

it is necessary to re-compute CGU RA

l Fail B

‘ If CGU RA > than
CA, then testing

Stage 2

Impairment testing to determine
CGU RA and CA

B Fai

Stage 3

completed

Testing complete. Reduce
the CA of any goodwill
allocated to CGU and then
pro-rate any remaining loss to
other assets of the CGU

Stage 4



Accltciuiirlg Reguirements

¢ Frequency of testing/Timing of Charge

= At least annually for goodwill and intangible assets with an
Indefinite life

= Otherwise on an “events and circumstances” basis

¢ Impairment if carrying value exceeds recoverable amount.

Recoverable amount is greater of fair value less costs to
sell or value in use

= Essentially, impairment exists if the carrying value Is
greater than the present value of what could be recovered
from use or sale of the CGU
® Fair value is based on market pricing or valuation techniques
® Value in use based on present value using DCF



Mameltriies - |

¢ Current prices though depressed are often the best
Indicator of fair value
= Forced transactions are rare

® General relate to bankruptcy situations where there is insufficient
time to market the asset

= The expected benefit from holding an asset is not fair value
® Model or “fundamental” value is not fair value

= Guidance from IASB Expert Advisory Panel, FASB (e.g.
FSP 157-3)



Dislcrthii Cash Flow Technigues

¢ DCF techniqgues may be used to calculate either value in
use or fair value

—= Value in use Is based on entity specific factors while fair
value is based on marketplace participant assumptions

= Directions given on calculating value in use versus fair
value, e.g., the period covered by the cash flows,
restructuring assumptions, terminal growth rates, etc.

= Discount rate a key issue
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DislcrLitﬁates |
¢ Wide range of “supportable” assumptions for
components of cost of capital calculations

¢ Small changes in discount rates can have a large effect
on value

® Discount rate reflects operating and financial risk
= Further adjustment may be required for forecasting risk



DislcrLitﬁates
% If the values under a DCF do not appear reasonable, then
an adjustment to the discount rate may be required

— Cost of capital cannot be viewed In isolation from other
Information in a forecast

= Market pricing should be used to assess the
reasonableness of DCF value conclusions and
assumptions

¢ Post tax discount rates used to value a business; pre-tax
disclosed




Caﬂ Ft\hForecasts

¢ Has the business unit been involved in the preparation of
the forecasts?

® Have forecasts been updated to reflect the most up-to-
date expectations?

% Are short term assumptions consistent with other
Information, e.g., budgets

¢ What assumptions have been made for longer term

= Shorter term assumptions easier to test but terminal value
often accounts for most of the value

¢ Tax assumptions




ReasoEbleness Tests

8

¢ Are values consistent with current market pricing?
= Comparable company multiples

¢ Reconcile aggregate CGU values to the market
capitalization, where applicable

® Where assets were acquired at market peaks, consider
current value estimates relative to subsequent market
movements

Does It make sense in the context of all the
Information about the business and market?
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