
Valuation Research Corporation has completed over 4,000 engagements for allocation of purchase price purposes.

Accounting Standards Codification (ASC) 805 applies when an entity obtains control of one or more businesses, most 
commonly via an acquisition. With limited exceptions, ASC 805 requires the acquirer to recognize at fair value the assets 
acquired, liabilities assumed and any noncontrolling interest held by the acquired business.  This process is sometimes 
referred to as a purchase price allocation. Companies are required to disclose the fair values of the assets acquired and 
liabilities assumed in a business combination in their public filings and financial statements post-transaction. Given 
accelerated disclosure requirements, companies often engage VRC to determine the fair value of assets on a pre-acquisition 
basis. A pre-acquisition analysis can be helpful in meeting these accelerated timing needs, as well as in assisting the 
deal team’s assessment of whether a prospective  transaction will be accretive or dilutive. ASC 820 provides guidance on 
measuring fair value. The factors to be considered in determining the life of an asset are provided in ASC 350.

An acquiring entity is required to determine the fair value of the acquired assets and assumed liabilities at the date of 
acquisition. An intangible asset is recognized apart from goodwill if it arises from contractual or other legal rights or if it 
is separable, either on its own or as part of an asset group, and could be sold. ASC 805 includes the following illustrative, 
though not all inclusive, list of intangible assets that meet the contractual/legal or separable identification criteria:

• Marketing-related, such as trademarks, trade names, domain names and noncompetition agreements
• Customer-related assets, such as backlog, customer lists, contractual and noncontractual relationships
• Artistic-related, such as books, magazines, newspapers, pictures and audio/video material
• Contract-based, such as royalty agreements, lease agreements and broadcast rights
• Technology-based, such as patented and unpatented technology, software, databases and trade secrets

   
VALUATION GUIDANCE
ASC 820 provides guidance in determining the fair value of assets for financial reporting purposes. The Statement includes 
the following key concepts:

• Consideration of the cost, market and income approaches 
• Nonfinancial assets are valued under the premise of highest and best use        
• Use of market participant inputs rather than entity specific assumptions     
• Assumption that the transaction to sell the asset or transfer the liability occurs in the principal market for  that asset or 

liability or, in the absence of a principal market, in the most advantageous market for that asset or liability
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VALUATION OF ASSETS
When valuing assets, VRC considers the cost, market and income approaches. Typically, the highest and best use of a 
nonfinancial asset is as part of a going concern (or its value in combination with other assets). Thus, when valuing assets 
such as fixed assets which will continue to be used, the premise of value should be value in-use, as supported by market 
data. For assets with limited or no future use, the premise of value may be based on its value in-exchange. The value 
estimate should reflect assumptions a market participant would use in valuing the asset.

When valuing intangible assets, typical methods under the income approach include: (i) discounted cash flow analysis, (ii) 
royalty savings method, or (iii) multiperiod excess earnings method. Under the cost approach, a replacement/reproduction 
cost methodology is frequently employed. Market-based methodologies are less common in valuing intangible assets as 
many types of intangibles do not often transact on a standalone basis.

A common methodology used to measure the fair value of a customer contract is the multiperiod excess earnings method. 
Under this method, we would examine the expected future cash flow to be generated by the contract over its life, including 
potential renewals, and net of contributory asset charges for supporting assets utilized in generating cash flow. These 
amounts are adjusted to present value using a discount rate that reflects the risk profile of the customer relationship.

The fair value of a patent might be measured based on the present value of expected royalty savings over the life of the 
patent. Commonly referred to as the Relief from Royalty method, this technique is based upon the principle that royalties are 
avoided by owning the patent, rather than licensing it from a third party.  

Use of a cost approach may be appropriate when valuing a non-unique or non-revenue generating asset such as internally 
used software, databases or Internet domain names. The fair value of the asset would be derived based upon the cost to 
recreate less an adjustment for obsolescence. 

POST-TRANSACTION CONSIDERATIONS
For publically-traded companies, post-transaction, goodwill and other indefinite-lived assets are not amortized and are 
instead tested for impairment annually or more frequently when there are circumstances indicative of potential impairment. 
As of January 2017, the Financial Accounting Standards Board (FASB) eliminated Step 2 of the goodwill impairment test 
whereby an entity performs a hypothetical purchase price allocation to determine the amount of an impairment. Now, after 
determining the fair value of a reporting unit and comparing it to the carrying value in Step 1, if the fair value is more, there 
is no impairment. If it is less, the difference between fair value and book value becomes the journal entry that the company 
books as a goodwill impairment. FASB also encouraged entities to consider income tax effects from any tax-deductible 
goodwill on the carrying amount of the reporting unit when measuring the goodwill loss. FASB now requires the application  
and disclosure of the same one-step impairment test for all reporting units, including those with zero or negative carrying 
amounts.   

Other indefinite-lived assets (such as trademarks, brands and IPR&D) are tested for impairment by comparing the carrying 
value of the asset with its fair value. If the fair value is less than the carrying value, the asset is written down to its fair value. 
Assets with a finite life (including intangibles) are depreciated or amortized, and tested for impairment under ASC 360 only 
when circumstances indicate the carrying amount may not be recoverable. 
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