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BUSINESS VALUATION
STANDARDS

Standards provide minimumi criteria toe be followed
by business valuators in developing and reporting
valuation ofi businesses, business; ownership
Interests, securities and intangible assets. They are
designed to maintain and enhance quality, of
business valuatiens fior benefit of Business
valuation profession and users of BUsiness
valuation by promoting and maintaiing a high
level of public trust n appraisal practice.
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NORTH AMERICAN
BV STANDARDS-SETTING BODIES

The Canadian Institute of Chartered BUusiness
Valuators

American Society of Appraisers
Institute of Business Appraisers
Natienal Ass’n of Certified Valuation Analysts

American Institute off Certified Pulslic
Accountants

The Appraisal Foundation (USPAP)
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NORTH AMERICAN
GOVERNMENTAL/REGULATORY BODIES

Autoritée des marcheés financiers du Quebec
(Reg. @-27)

Ontarie Securities, Commission (Rule 61-501
and 61-501CP)

Internal Revenue Service [July 27, 2006]

TThe Appraisal Feundation (USPAP) (source of
authoritative standards, per U.S. Congress)
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RELATIONSHIP BETWEEN PROFESSIONAL STANDARDS
AND FUNCTIONS OF APPRAISAL ORGANIZATIONS
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RECENTLY-ISSUED U.S. STANDARDS

Valuatien Guidelines (July 2006)

Statemenits on Standards: for Valuation
services “Valuation of a Business, BUSINESS
Ownership Interest, Security, or Intangible
Asset”™ (June 2007)

Uniform Standards) ofi Professional Appraisal
Practice (July 2006/ amendments)

Valuation of Intangible Assets (being
fiinalized)
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CATEGORIES OF
BUSINESS VALUATION STANDARDS

Reporting

Development (Scope off Work)

File Documentation
Expert Reports
Critigues

Glessary off Business Valuatien Terms
(AICPA, ASA, CICBV, IBA, NACVA)
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CATEGORIES OF
BUSINESS VALUATION STANDARDS

(CONT’D)

Statemenits on Valuation: Standards (ASA, USPAP)
Advisery. Reports (CICBY)

Advisery Opiniens (ASA, USPAP)

Expert Reports (CICBY)

Practice Bulletins (CICBY)

Practice Aids (AIPCA)

Precedurall Guideliness (ASA)

Code of Ethics (CICBV, AICPA, ASA, IBA)
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THE CANADIAN INSTITUTE OF CHARTERED
BUSINESS VALUATORS

PlracticerStandands

Valuation Reports (110) 120iand 130)
Advisery Reports (210;, 220rand 230)

Expert Reports; (310, 320 and/ 330)

Limited Critigue Reports (410, 420 and 430)

PracticerBulletins

Scope Limitations
Intermationall Glessany off Business Valuation Terms
Definitions ofi Valuation, Advisory and Expert Reports
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THE CANADIAN INSTITUTE OF CHARTERED
BUSINESS VALUATORS

Each of the four Standards has
three sections

Reporting Standards
Scope of Work Standards

File Documentation Standards

The Canadian Institute of Chartered Business Valuators
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2007 Eastern Regional Conference

Wise, Blackman LLP.

THE CANADIAN INSTITUTE OF CHARTERED
BUSINESS VALUATORS

Provide guidance tormembers on application of
Its Standards and Code of Ethics:

Jjo assist Members In exercising prefessienal
Judgment n valuation assignment.

Clanification ol meaning of certain terms used in
Practice Standards

International Glessary off Business Valuation
lerms
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THE CANADIAN INSTITUTE OF CHARTERED
BUSINESS VALUATORS

Members must comply with, and adhere to, all Practice
Standards, since they represent a minimum reqguired
standard of care. It must be remembered: ... that
compliance with ... Standards, is not necessarily.
compliancewith all ebligatiens required ofi Members
under the Code of Ethics and applicable law. Practice
Standards are published in Handbeok:

Fallure to comply with Standards 1s breach of
Member’s, ethical ebligations and Institute can take
action considered appropriate by Beard of Directors.
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RECOGNITION BY CRA OF CICBV STANDARDS

“The standards followed| by [the CICBV] promote
and maintain a high'level off public trust in
professionallvaluation and appraisall practices oy,
establishing reguirements fer various types of
assignments. These standards cover ethical ISsues,
which set out the requirements; for integrity,
Impartiality, elbjectivity, iIndependent judgement
and ethical cenduct™.
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AMERICAN SOCIETY OF APPRAISERS

General Reguirements, for Develeping a
Business Valuation

n Financial Statemenit Adjustments
m Asset-Based Approach te Business Valuation

Income Approach te Business Valuation
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AMERICAN SOCIETY OF APPRAISERS

Reaching a Conclusien off Value
VAN | Valuation Biscounts and Premitms

VI [Comprehensive Wiitten Business Valuation
Report
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AMERICAN SOCIETY OF APPRAISERS

The Guideline Public Company Methed
The Merger & Acquisition Methed
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AMERICAN SOCIETY OF APPRAISERS

Financial Consultation and Advisery Services

PG-1 |Litigation Suppert: Rele of The Independent
Financial Expert
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UNIFORM STANDARDS OF
PROFESSIONAL APPRAISAL PRACTICE
(USPAP)

Appraisal Standards Beard ofi The Appraisal
Foundation, Washingten, D.C.

Adhered to by ASA

Majer changes in 2006 relating to:

Scope off Work

Departure Provisions

The Canadian Institute of Chartered

Richard M. Wise, FCA, CA+IFA, FCBV, FASA, MCBA, CVA
2007 Eastern Regional Ci

Wise, Blackman LLP.

UNIFORM STANDARDS OF
PROFESSIONAL APPRAISAL PRACTICE
(USPAP)

(CONT’D)

Standard 3: Appraisal Review
Standard 9: Business Appraisal, Develepment

Standard 10: Business Appraisal, Reporting
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STATEMENTS ON STANDARDS?,
STATEMENTS OF POSITION? AND
INTERPRETATIONS

Claniify; , Interpret, explain or
elaborate on, Standards. Statemenits
have full'weight ofi Standards.

1. ASA and USPAP.
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PROCEDURAL GUIDELINES?,
PRACTICE AIDS, PRACTICE BULLETINS
AND TOOLKITS?

These proevide recommendations on application
ol Standards and previde guidance te valuation
analysts throughdiscussions of the application.
Also, they may describe cencepts and
precedures relating te the BV assignment.
These guidelines may. relate te developmeni,
repoertingland documenting a business valuation
performed by the valuation analyst.® They are
not binding.

1. ASA. 2. AICPA.
3. “Procedural Guidelines™ (ASA) and “Business Valuation Guidelines” (IRS).
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ADVISORY OPINIONS*

lllustrate applicability off Standards
and Statemenits on Standards in
Specific fact-situations, and ofifer
advice for reselution eff valuation
Issues. Not binding.

> ASA and USPAR.
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PRACTICE BULLETINS*

o) assist valuators in exercise of their
prefessional judgment iR carrying eut
valuation| assignments, providing guidance
on repert definitions, Including
comprehensive clarification on meaning of
certain terms (e.g., “conclusion’” or “draft
ferm’) used In a specific Standard. Not
binding.

* CICBV.
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GUIDANCE NOTES*

Relate to valuations, off Specific types
of preperties (e.q., intangible assets,
business ewnership interests) and te
valuation reviews, DCE analyses), ete.
Not binding.
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INFORMATION PAPERS*

Case specific and disseminate resulits of
recent research on valuation Issues.
(Findings and conclusiens eff authors [who
are identified] of papers and do net
necessarily reflect viewpoint of
assoclation, Its member associations or
delegates.) Not binding.

> |VSC.
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UNITED STATES

Tangible Persenall Property Valuation Guidelines
—8§4.48.3

Business Valuation Guidelines — § 4.48.4

Intangible Preperty Valuation Guidelines
— 84.48.5

Real Property Valuation Guidelines — 8 4.48.6

IRS valuater must reasenably’ justify, departure
fromi Guidelines
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UNITED STATES

GUIDANCE FOR:

Developing valuation 1Issue(s)

Resolving 1ssue(s) when pessible

Preparing reports

Reviewing taxpayer's valuation
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UNITED STATES

(CONT’D)
1) Develepment of Valuation

Planning valuation assignment
lldenitifying relevani fiactsiand ISsues
Analyzinglinfermation

Preparing working papers
Reviewingland reporting on taxpayer’'s
valuatien

Relevant valuation information includes that in
IRS Revenue Ruling 59-60.
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UNITED STATES

(CONT'D)

3) Reporting Guidelines:

Required contents of valuation report

Convincing and compelling support for
conclusions reached

All' infermation necessary to allow clear
understanding ofi valuation analyses

Explanation of how conclusions reached
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UNITED STATES

(CONT’D)

45 Review. off laxpayer’'siBusiness Valuation
Identify, Scope ofi Review precess conducted
Determine:

Completeness of taxpayer’'si valuation report
Adequacysand relevance of'data used
Prepriety’ off any adjustments thereto

Appropriateness of valuation method and
technigues

Whether there is disagreement and, if so, give
reasons

Whether analyses, opinions and cenclusions in
taxpayer’s report are appropriate and reasonable
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U.S. TAX-PURPOSE VALUATIONS FOR

CHARITABLE DONATIONS
NOTICE 2006-96

Conducted by Qualified Appraiser in
accordance with “ceneraliy. accepted
slgorzlszell siteiplelzifels clplefzip)Y
regulations or ether guidance
prescribed by Treasury. Secretary.
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U.S. TAX-PURPOSE VALUATIONS FOR
CHARITABLE DONATIONS
NOINCEZ2006-96

1) Earned appraisal designation frem recognized
prelessicnaliappraisal eraaniZzatien B OtheRVISe
met minimum education and experience
reguirements per regulations prescribed by ULS.
TreasunRy Secretany,

RequiEdVpEHoris appraIsalsS e wWhichriie/she
receives compensation, and

Meets other requirements prescribed by,
Treasury Secretary
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STANDARDS

ACCOUNT NG VAIEUAJHGON

CICA IASCE I\V/SC
| |
ACSOC 1158

| |
IERIC

Invitetion to
s Commenit on
IFRS Review: of 1VS
GAAP Considering Fair
(GAAP) Value for
1581 3062 IFRS S Financial

IAS 56 Reportin
1625 3063 IAS 28 p g
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“TORONTO VALUATION ACCORD”

Signed in 2003

Comprises Noerth American valuation
ofganizations

Provides for participating erganizations to
coordinate efforts with regulateny bedies and
standards-setting greups to aid in expediting
simplification; and convergence of financial
reporting standards

Active support ofi IVVSC
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TORONTO VALUATION ACCORD

TVA coalition Is united to promete use
ot market value in financial repoerting
N best Interest of public, INnvestors,
gevernment, and business decision
makers.
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TORONTO VALUATION ACCORD

At International level, TVA continues to Suppert
International Valuatieon Standards Committee
(IVSC) initsiwork te ensure valuation standards
consistent with and complementary to fha/ncial
reporiig standards being developed and
promulgated by IIASB. TVA coalition intends to
Snlcolifzele|s (58 O frizl S e VElLIs earlce s zllcl zlic]
Ik epcadeliciciel Sieadliflesliiork zlelel eari/E relenlc e af
Frizlciclzll 2 adriilel sitclrleleleels iek NMearifl A el flcE]
zlelel Ieredaaizielanzlllve CE drizlsfs zlefelele))

The Canadian Institute of Chartered Business Valuators
2007 Eastern Regional Conference

Richard M. Wise, FCA, CA+IFA, FCBV, FASA, MCBA, CVA
Wise, Blackman LLP.

INTERNATIONAL VALUATION
STANDARDS COMMITTEE (1VSC)

43 Viember States

9 nen-member representatives (elhservers)

2 nen-member representatives (correspondents)

Internatienall \Valtatien Standards; 2005

Newsletters

Technical Papers
Research Papers
Expoesure Drafits

The Canadian Institute of Chartered Business Valuators
2007 Eastern Regional Conference

September 6 & 7, 2007
Montréal, Québec

Richard M. Wise, FCA, CA+IFA, FCBV, FASA, MCBA, CVA
Wise, Blackman LLP
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IVSC

(CONT’D)
Objectives of IVSC:

B Jo formulate and publish; in the pubklic
Interest, valuation Standards for property.
valuatien and te promote their werldwide
acceptance; and

Jjor harmonize Standards amoeng werld’s
States and identify and disclese dififerences
In statemenits and/er applications of
Standards as they occur.
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IVSC AND FASB AGREEMENT

As Eair Value Measurement hbecomes
more prevalent infiinanciall statements,
valuations that fiellew: gemerally . accepied.
valationpractices prepared by gualified
valuatien proefessienalsiwill lbe needed.
Accounting and valuatien professienals
needi clear understanding of eachi ether’'s
reles andi responsibilities.
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IVSC DISCUSSION PAPER RE FAIR VAUE OF
INTANGIBLES FOR IFRS REPORTING

IIssues; on which comments; are sought

General approach adepted In Discussion; Paper:
Tlechnicall valuation ISSUes

Intangible asset valuation metheds
Determination & benchmarking off valuation
Inputs

Comparisen of different approaches &

preposed hierarchy for selection of valuation
metheds

Valuation process
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IVSC DISCUSSION PAPER RE FAIR VAUE OF
INTANGIBLES FOR IFRS REPORTING

(CONT’D)

Key Standards' affected
Jlechnicall Valuation Issues
Intangible Asset Valuation Metheds

Determination & benchmarking of valuation
INpULS

Comparisen of different appreaches and propesed
hierarchy for selection of valuatien methods

Valuation precess
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IVSC

(©0)\iFp))

Develep and publishivaluation
standards and procedural
guidance in valuation| off assets fior;
use in fiinancial statemenits
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RECENT DEVELOPMENTS
INVITATIONS TO COMMENT

Proposal for Restructuring ofrithe 1VSC.
(Jan. 2007)

CICB\/ sl comments submitted Mar. 15, 200
(Ivsc.org)

Review orf International Valtation
Standaras (June 2007)

CICBV and ASA to comment by Oct. 31, 2007/
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ACCOUNTING STANDARDS BOARD OF CANADA
(AcSB)

Reguires Canadian “publicly:accountable
enterprise” (Including one planning to Issue
securities in public market) to apply;
International Einancial Repoerting) Standards
(IERS) efifective 2011

In 2008, publicly-accountable enterprises may.
disclese plans for convergence

Stated policy: te comply with! International
Accounting Standards Board (IASB)
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ACCOUNTING PRONOUNCEMENTS/POLICIES
AFFECTING BUSINESS VALUATORS

Accounting Standards; Board (AcSB)

Canadian Emerging Issues Committee (EIC)

U.S. Securities and Exchange Commission (SEC)
Financial Reporting Releases (FRRS)

U.S. Financial Accounting Standards Board (FASB)
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“FAIR VALUE” MEASUREMENT AND DISCLOSURE
UNDER GAAP/GAAS

FairValue Measuremenits; Under Awaiting  SFAS 157
GAAP IFRS

Allocation off Purchase Price in CICA 1581 SFAS 141
Business Combinations

Annual Impairment Test — CICA 3062 SFAS 142
goeodwill and ether intangibles

Reorganizations under CICA 1625 SOP'90-7
bankruptey laws: “firesh start”
accounting
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“FAIR VALUE” MEASUREMENT AND DISCLLOSURE

UNDER GAAP/GAAS
(CONT’D)

Impairment or dispesal ofi long- CICA 3063 SEAS 144,
lived assets; Using Cashi Flow. CON 7
Information and Present Value

InfAccounting Measurements

Auditing Fair Value CICA 5306 SAS 101,
Measurements AU 328

Using| Work off a Specialist CICA5049 SAS 73,
AU336

Performance in Assuramnce CICA 5025
Engagemenits
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VALUATION BASIS FOR INTANGIBLES

CANADA

“Estimated or appraised CICA
values” 1581.43(e)

“Estimated fair values” SFAS
141.37(e)

“Eair value™ SEAS 142

— CICA Handbook
— Statement of Financial Accounting Standards
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FINANCIAL REPORTING

Canadian Accounting Standards
Boeard adopt International
Einancial Reporting Standards
(“IERS™) by 2011

Noe'lenger harmoenizing Canadian
GAAP with U.S. GAAP
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INTERNATIONAL FINANCIAL
REPORTING STANDARDS

Conceptual firamework substanitially same as, for
Canadian standards (GAAP)

Cover many. off same topics
Reach same conclusions; on many. ISSUes

Structured same way' as CICA Handbook:
(Accounting)

GAAP principles highlighted in similar language

Of similar style; length andldetail as CICA
Handbook
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INTERNATIONAL FINANCIAL REPORTING
STANDARDS (IFRS)

Conyvergence off GAAP

Reguires assets, liabilities and
equity instruments, to be measured
at fair value

Canadian subs: IERS Standard 1.,
“Elrst-time Adoption off International
EinanciallReperting Standards*
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INTERNATIONAL FINANCIAL
REPORTING STANDARDS

Entire series off proneuncements Issued by
IASB, comprising IERS 1 to 8 and IAS
(Revised) 1 to 41:

Standards and interpretations approved by
IASB

International Accounting Standards (TAS)
Issued by IASC between 1973 to 2001, still in
efifiect unless replaced by IFRS
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FAIR VALUE AND FINANCIAL REPORTING
UNDER GAAP

Einancial statements continue to receive carerul
scrutiny by investors and AME/OSC

Auditing firms; scrutinizing Werk oif eutside
experts

Valuation experts must also understand
technical aspects and valuation iIssues from
pEerspective

Section 3.1, National lrastrument 52-107;
reqguires financial statements be prepared
pursuant to Canadian GAAP
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IFRS
OBIECTINVES FOREFAIRNALUE

Establishsimple source of guidance for
all' Fair Value measurements reguired! by
IERS

Clarify definition off Fair Value and
relevant guidamnce

Enhance disclosures regarding Fair Value
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AcSB INTERNATIONAL ACTIVITIES

Strategy te adopt Internationall Financial
Reporting Standards (IERS) for public
companies

Details found'in AcSB’s Strategic Plan,
“Accounting Standards in Canada: New.
Directions” (acshbcanada.org)
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IASB
(1ash.org)

Developed! by International Accounting
Standards Board (IASB), Lendeon

Include fermer International Accounting
Standards

Reguire assets, liabilities and equity.
instruments te be measured at “Eair Value”

For Canadian subsidiaries: 1ERS Standard 1,
“Elrst-time Adoption of Internatienal Financial
Reporting Standards™
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NEW DEVELOPMENTS AFFECTING VALUATION
ACCOUNTING STANDARDS

lmplermentation Plan for
lracorporating 1FRS /hato) Canadiarn
GAAP (June 2006)

SEAS 157 Fair Value Vieasurement
(Sept. 2006)

SEAS 159 Fair Value Option or
Financial Assets and. Firnamncial
Liabilities (Feb. 2007)
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U.S. EINANCIAL ACCOUNTING STANDARDS BOARD

FAIR VALUE MEASUREMENTS UNDER GAAP

Estalblishes single authoeritative
definition off Fair Value

Sets out firamework for measuring
Fair Value of assets and liabilities

Requires expanded disclesures
regarding Fair Value Measurement
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SFAS 157 — FAIR VALUE

Hypotheticall exchange price to be based oniamount
reporting entity wouldi receive for selling asset or
amount it wouldiincur from transferring a liability.

EVM infGAAP should therefore be based en exit (selling)
prices as opposed ta entry (purchase) prices on
measuremenit date.

Multiple markets can exist for' certain assets and liabilities;
e.g., piece of equipment (acquired in retaill market bui
must sellfinwhelesale market).

E\Nis miarket-based'and Net entity-speciiic measuremenit:

For EVM, blockage discount not allewed for large
holdings ofi a security.
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“FAIR VALUE”
MEASUREMENT CRITERIA

CICA and FASB set foellowing hierarchy: for
Fair Value Measuremeni:

Quoted market prices in an active market
Recent transactions for similar assets

Other valuation technigues

(CICA Handbook 1581 and SFAS 157.)
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IFRS

AcSB’s objectives:

Establishing simple seurce of guidance
for all'Fair Value measurements
required by IERS

Clarify definitien oi fiair value and
relevant guidance

Enhance disclosures regarding fair
value
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RECENT DEVELOPMENTS

INVITATIONS TO COMMENT
VALUATIONISTANDARDS

USPAP (Amendmenits) 2006

CICBV. (Amendmenis) June 20017

AICPA (Statemenits on Standards
SSVS-1) June 2007
IRS (Guidelines) July 2007

IVS (8th Edition) 2007

The Canadian Institute of Chartered Business Valuators

Richard M. Wise, FCA, CA+IFA, FCBV, FASA, MCBA, CVA
2007 Eastern Regional Conference

Wise, Blackman LLP.

RECENT DEVELOPMENTS AFFECTING VALUATION
ACCOUNTING STANDARDS

Discussion Paper: Fair Value Veasurements
(Nov. 2006)

IVSC submitted commenis

May 1, 2007 (1ash.oerg)
DiscussionPaper:  Valuation Guidance ior
Airancial Reporting: (Jan. 200i7)

CICBY — Comments sulbmitted
Mar. 15, 2007 (fasb.org)

ASA — Comments) submitted
Apr. 13, 2007 (fasb.org)
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RECENT DEVELOPMENTS AFFECTING VALUATION

ACCOUNNING SIFANDARIDS
(CONT’D)

Discussion Paper: Determipation or Falr Value
offlntangible Assers for IFRS Reporting
Purposes (July:20017)

Comments due by Oct. 31, 2007 (Ivsc.org)

Imminent Isstiance off SEAS 144R, Blusiess
Combinations

Imminent Isstiance offrevised 1 ERS 3i Bus/iess,
Combilnations

(CICA is following developments re SEAS 141R and IERS, 3)

The Canadian Institute of Chartered Business Valuators o e 7 Richard M. Wise, FCA, CAsIFA, FCBV, FASA, MCBA, CVA
2007 Eastern Regional Conference ontréal Wise, Blackman LLP

IVSC DISCUSSION PAPER RE FAIR VAUE OF
INTANGIBLES FOR IFRS REPORTING

Issues onwhich comments; are sought

General approachi adepted!in Discussion; Paper
Tlechnicallvaluation ISSUes
Intangible asset valuation methods

Determination & benchmarking ofi valuation
InpPUts

Comparisen of different appreaches &
preposed hierarchy for selection of valuation
methods

Valuation process
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PROPOSED SFAS 141R

AcQuUirer must:

Expense, rather than capitalize, acquisition-
related expenses.

Measure and recognize contingent
consideration at Fair Value in purchase
price.

Value total consideration paid: as; o
rather than
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WATCH FOR RESULTS OF

IASBT NoVv./06) Discussion Paper : Fai: Varker
Value

IVSC July/07 Discussion Paper:
Bl rrrliflzlelof) Of Szl Yelltieh oF
1G9 CPASS LSO RS
REarijric) PLiraoses

FASB June/05 Exposure Drafit on SFAS 141R:
BUSIIIESSACOIINNIANBIIS
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NACVA’S 14™ ANNUAL CONFERENCE
WASHIINGTON, JUNE 200

air Value for Flnancial Reporting
— SFAS 157 and SEAS 141R

The Canadian Institute of Chartered Business Valuators ep! 7 Richard M. Wise, FCA, CAsIFA, FCBV, FASA, MCBA, CVA
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ASA ADVANCED BV CONFERENCE
SAN DIEGO), OCTOBER 2007

Business, Values ana Firaancial Reporting,

Review. off recent activities of the EASB) SEC,
IASC, TAF, IVSC, ASA and AICPA

FASB Current Ioughts o Fali Value

State of Business Valuatiorn
Status ofif ASA’s position|in North America and
the Weorld

Impact off fair value accounting for the BV
profession
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ASA ADVANCED BV CONFERENCE
SANI DIEGO, OCTOBER 2007

(CONJ’D)
Business Compbinations Unaer SFAS 141R
Status off SEAS 141R drafit and IERS 3
(Business Combinations)

SEAS 157 (Fair Value), SFAS 159, (Falr
Value Option) ana Beyord: EFaValue, Falr
Value Option anad zair Value i EiEanclal
Accounting

Potential impact oiff “Fair Value (mevemenit) on
valuation| professionals:... =
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AICPA NATIONAL BY CONFERENCE
NEW/ORLEEANS) DECENBERIZ00Y

Fair Value GAAP, GAAS Overview
SFAS 157, SFAS 141R

Farr Value Panel Disclssion.

Intangible assets, goodwilllimpairment,
recent developments oif FASB on fair value
measurement ISsues

Hot Topres i Falr Value — SFAS 157
SFAS 157, SFAS 141R and SFAS 159.
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AUDIT OF EVM&D

respoensible for making FVM&D
included in financial statements. As part of
fulifilling, respensibility, must
establishiaccounting andifinancial reperting
process for determining FVM&D), select
appropriate valuation methoeds, identify and
suppert significant assumptions used, prepare
valuation, and insure that presentation and
disclesure of EV measuremenis are in accordance
with GAAP.
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FV AUDIT REQUIREMENTS — GENERAL

CICA Handbook Section 5306, “Auditing Fair
Value Measurements and Disclosures”; includes
standards andprevides guidance on auditing
FVM&D for financiallstatement purpeses (SAS
No. 101 of AICPA in U.S.).

Auditing standards; in CICA Handbook Section
5049 and SAS No. 73 and AU 336 in the U.S.
address use of specialists (Including business
valuators) in audit assurance engagements.
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AUDITING EV MEASUREMENTS AND DISCLOSURES

Guidance on understanding management’'s process
fior developing EV estimates

Guidance in evaluating whether EV. measurements
conform te GAAP

Reguirements for auditor to assess:

reasenableness of significant assumptions
appropriateness ofi valuation model
relevance off underlying data;

Do nort provide guidance for auditing special assets
or types ofi FV estimates

(Related pronouncements: CICA Handbook Section 5049 and SAS No. 73.)
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FV AUDIT GUIDANCE

(CONT’D)

Evaluate whether entity’s methoed for measuring
fair values, is applied consistently.

Determine need te use work and findings of
valuation (or other) specialist. Auditor will
consider CICA 5049, Use oif Specialists: in
Assurance Engagements.

Tlest entity’s EVM&D: by including management's
significant assumptions, valuation moedel and
underlying data, developing independent EV

estimates or corsiaerng subsequent evernts.
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FV AUDIT GUIDANCE

(CONT’D)

Determine iff significant assumptions used! by,
management inimeasuring EVs, taken
Individually:and as a whole, provide
reasenable basis fior EVIM&D.

Jlest data used to develop FVM&D and
evaluate whether Fair VValues have been
preperly determined firom such data and frem
management’s assumptions.
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AUDIT PROCEDURES APPLIED UNDER GAAS

Obtain evidence, usually threugh enguiries as to
bothimanagement’s intent and ability to carry.
out specific courses of action relative to
significant assumptions, when intent is relevant
to EVM&D under GAAR.

Consider discussing wWithr management Its
reasons fior selection ofi valuation method
adoepted, andwhether such methed appropriate
under GAAP when alternative methods for
measuring fair value are available, or'when
valuation method not prescrilbed.
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AUDIT PROCEDURES APPLIED UNDER GAAS

Evaluate whether entity’s method for
measuring fair values is applied in
consistent manner.

Determine need te use work and findings
oif a specialist, e.g., a business valuatoer.
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AUDIT PROCEDURES APPLIED UNDER GAAS

Consider extent to which management had
retained valuation specialists or others in
determining FVM&D:

Evaluate whether EVM&Din financial
statements are in accordance with GAAP.

Considers/giicaidiiaiaaeieril:
dssuriplivs used Infdetermining fair value.
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IN EVALUATING COMPETENCE OF
CLIENT’S VALUATOR, AUDITOR WILL CONSIDER:

Education, professionall certification, license;, or other
recognition off competence of valuator

Reputationand standing ofi valuator in eyes of his/her
peers andl ethersi familiarwith valtuater's capability, or
perfiormance

Valuater’'s knowledge anditnderstandingl off accounting
concepts or requiremenits applicable to subject matter
o valuator'siengagement and, whererapplicable,
relevanit laws andregulatiens

Valuater's experience: in type of assignment:

Valuatoer’'s level off experience in and knowledge off
entity’s industry/
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AUDITOR’S ASSESSMENT OF RELIABILITY OF
CLIENT’S VALUATION (FVM) SPECIALIST’S OPINION

Coensideration by auditor of:

Objectives andiscepe of Valuator's, work
Valuater's relationshipi terclient

Valuater's methoeds and assumptiens used, including
consistency with those usediin preceding period and
those used! by similar valuater, i known

Valuater's compliance with auditor's requiremenis

Appropriateness off Using valuator'siwerk fer intended
pUlfROSE

Form and content: ef valtator’s findings

SOURCE: AICPA Practice Alert No. 2002-02 (“Use of Specialists”), relating to' SAS No. 73.
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AUDITING MANAGEMENT’S
SIGNIFICANT ASSUMPTIONS

Assumptions gorter heart off projections.

Evaluate whether significant assumptiens’ used by
management te estimate’ Fair Value, taken individuzaily,
and as awhole; previde reasenable basis ol inclusien
o the Fair \Valuesiin entity s financial statements.

GAAS require auditor terevaluate whether
management sfassumpitions were reasonable and
reflect, or are not inconsistent with;, market
Infermation (such as that used by market:
participants).
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VALUATION GUIDANCE
U.S. CASE LAW

“Considerable argument was devoeted te a number
off United States Tax Court decisions. That court
has had te deal withivery similar arrangements.
ONe must treat fereign authorities withr caution,
but they are entitled to respect and they can be
Instructive where they deal withressentially the
same problem.”

-

“}G Hon. D.G.H. Bewman ACJ

Klotz V. The Oueer, 2004 TICC 147
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VALUATION GUIDANCE
U.S. CASE LAW

“The United States authoerities: ... , while not
binding|, are entitled to respect and are illustrative
of the way. infwhichi U.S. courts; eperating under a
different statutory regime, have sought te cope
withithe valuation off unigue and In Seme cases
unmarketable properties. One must, however,
treat foreign authorities with caution.”

Hon. D.G.H. Bewman JICC
Aikman\. The Queer.
[[2000] 2 CTC 2211 ; afif’d [[2002] DTC 6874
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VALUATION GUIDANCE
U.S. CASE LAW

“The determination of fiair market value in the
United States may be subject to a dififierent
definition; than'is applicable in Canada. However,
In referring te Hunter [*] and Chiu[*>], | am
pointing eut the reasoning of other Courts In respect
oif facts that are very similar to the facts in these
appeals.

Rothstein JA

AG of Canada\., INash et al
005 FCA 386 (PARA. 31)

* Hunter v. CIR, 51 T.C.M. (CCH) 15331  ** Chiu v. C/R, 84 T.C 72 (1985)
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U.S. TAX COURT
HERBERT V. KOHLER, JR. V. COVIMISSIONER

2 b Py, Halkalar'st Backaround and Certifications

“Although Dr. Hakala has a doctorate from University,
off Minnesota and is a chartered financial analyst, he
IS not a member of [ASA] ... . Dr. Hakala’s report also
was not submitted in accordance with [USPAP]. [He]
didinot provide the customanry USPAP! certification,
WhICh assures readers that the appraiser has no bias
regarding the parties, no other persens, besides these
listed provided professional assistance, and that the
conclusiens, inithe repoert were developed in
conformity with USPAP.”
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U.S. TAX COURT
HERBERT V. KOHLER, JR. V. COVMIMISSIONER

“3. Analysis

“\WWe have several significant cencerns about the
reliability, of Dr. Hakala’s report ... [leading] us to
place noeweight en Dr. Hakala's repert as
evidence of value off Kehler stock estate held. We
have previeusly discussed the lack off customary/
certification of Dr. Hakala’s report and that /75
(20 EWEs ot e ozifel il Zlccarc/zifle s i)z
USPAR sziflclzirels s (Erdfizls)s zleje/ee))
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The Canadian Institute of Chartered Business Valuators

MORLEY \. THHE QUEEN.

[108] ... Counsel for respondent objected to the
filing of this report because, initheir view, Mr.
Pritchard should not be considered as an expert
witness. Their main reason for so contending was
that Mr. Pritchardwas neither a chartered
business valuator, nor a chartered financial
analyst nor a chartered accountant.

[109] ... I conclude that he should not be
recegnized as such, mainly because oif his lack of
certification i the field i guestion. ...
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