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The need for a uniform approach to comparing
financial information of companies headquartered in
different countries has led to collaborative efforts
between the International Accounting Standards Board
(IASB) and the US-based Financial Accounting
Standards Board (FASB) on
harmonization of accounting standards. The result is a
general convergence towards adoption of International
Financial Reporting Standards (IFRS) around the world.
IFRS emphasizes fair value disclosure in financial
reporting.

international

Hong Kong companies must from 1%t January, 2005
apply Hong Kong Financial Reporting Standards
(HKFRS), which are substantially the same as IFRS.
The European Commission has made IFRS mandatory
for all 7000 EU public companies as from financial year
2005. A number of other significant regions such as
Australia, Russia and the Middle East are in the process
of adopting IFRS, with others including the USA and
Japan being committed to a path of future
convergence. As a result, over the next few years, it is
expected potentially some 100 further countries will
adopt IFRS.
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Fair Value Measurement and the Need
for the Valuation Specialist

Following the accounting reforms of recent years, which
significantly altered the auditor/ client relationship, fair
value measurements are now subject to high degree of
auditor scrutiny. In accordance with the US Sarbanes-
Oxley Act or under the Institute of Chartered Accountants
in England and Wales (ICAEW) guidance on professional
ethics, auditors typically require an independent valuation
of fair value measurement. Examples of these
circumstances are set out in this leaflet.

American Appraisal - The Independent
Valuer

American Appraisal has been operating in the valuation
business for over 110 years. We have over 50 offices in
17 countries, providing multi-disciplined and
independent valuation-consulting services to our clients.

Our Asia Pacific operations include offices in Hong
Kong, China, Japan and Thailand. American Appraisal
China Limited has been operating in Greater China for
over 30 years. We have our regional headquarters in
Hong Kong, with fully staffed offices in Beijing,
Shanghai, Guangzhou and Shenzhen.

We value intangible assets and intellectual property, real
estate and industrial equipment, and closely-held
financial instruments for the purposes of financial
reporting, corporate planning, joint ventures, IPO’s,
property records, impairment, insurance and real estate
purchase/sale transactions. Our valuation reports are
extensively recognized by different regulatory bodies
and stock exchanges around the globe.

Please find attached an explanation of how we can help
you and your clients regarding IFRS-related issues.
Please do not hesitate to contact us and we will be
delighted to assist should you have any queries
regarding valuation issues or would like us to give a
presentation on our services and experiences.

A copy of our corporate brochure is available on
request. Alternatively, please check our website:
www.american-appraisal.com.hk
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Examples of Fair Value-Driven
Independent Valuation Required Under
IFRS/ IAS - How American Appraisal
Can Help You

Under IFRS 83 financial reporting requirements,
purchasers of a controlling interest in a business are
required to assign a value to each of the target's
identifiable tangible and intangible assets, and to
allocate those values to cash generating units that will
benefit from the acquisition.

We restate real properties, machinery and equipment
at fair value, identify and appraise individual intangible
assets that are required for Hong Kong, US, UK and
other accounting purposes.

With the issue of IFRS 3, IAS 38 Intangible Assets was
revised to clarify the definition of separately identifiable
intangible assets. This clarification is expected to result
in an increase in the number of intangible assets to be
recognized in a business combination. The revisions
also introduced significant changes to the amortization
requirements.

We identify and measure intangible assets as IAS
emphasized it's increasing importance while IFRS 3
discontinues the requirement to amortize gooadwill.

IAS 36 requires fixed assets, identifiable intangible
assets and goodwill to be recorded in the financial
statements at no more than their "recoverable
amount", being the higher of the amount that could be
obtained by selling the asset (net realizable value) and
the amount that could be obtained through using the
asset (value in use).

We can opine on the value that might be obtained for
the individual subsidiary businesses in a sale on the
open market or realized as a going concern business.

From 1t January 2005, companies must estimate the
fair value of the share options that they grant to
employees as staff cost. IFRS 2 applies to share
options granted after 71" November 2002 that have not
vested by 1%t January 2005.
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We offer advice in the fair value of company’s shares
and share options for financial reporting purposes.

According to IAS 32 & IAS 39, a company must
regularly examine its financial assets or financial
liabilities with regard to their economic substance. If
there is change in fair value, this may be recognized as
profit or loss. This guarantees higher transparency of
the company and avoids off-balance financing.

We can assist both issuer and investor in identifying
liability components, equity components and
embedded derivatives of financial instruments and
determining their fair values according to IAS 32 and
IAS 39 by the application of credit analysis, fixed
income analysis, option pricing model, etc.

Under IAS 40, companies can choose to carry
investments in real estate at cost, less depreciation and
impairment, or to carry them at fair value with regular
re-measurement and gains and losses going through
the Profit & Loss statement.

The standard requires disclosure of the methods and
significant assumptions made in determining the fair
value. We specialize in determining fair value of the
mentioned investment properties.
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Abbreviations: R -
IFRS - International Financial Reporting Standards IFRS — B Bf 7% 3 &5 2E B (International
IAS — International Accounting Standards Financial Reporting Standards)
IAS — BB & 5128l (International Accounting
Standards)
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