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Module outline

The Cost Approach
« What is the cost approach and when might we use it?
*  Applying the cost approach in business valuation
*  Applying the cost approach in asset valuations

Wasted Costs

What are wasted costs?
* In what circumstances might damages be awarded based on wasted costs?
 Points to consider when assessing wasted costs
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The cost approach
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What is the “cost approach”?

The cost approach is one of the three principal approaches to valuation (together with market approach and
income approach)

* |t provides an indication of value using the economic principle that “a buyer will pay no more for an asset than
the cost to obtain an asset of equal utility, whether by purchase or by construction, unless undue time,
inconvenience, risk or other factors are involved” (IVS105, 60.1)

« May be used to value assets and businesses in certain circumstances, or as a cross check to value derived
using one of the other approaches

» Although called the “Cost Approach”, objective is to determine the market value of the right to receive the
future cash flows of the valued item or business.

Reminder: Market value = “the estimated amount for which an asset or liability should exchange on the
valuation date between a willing buyer and a willing seller in an arm’s length transaction”
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When is it appropriate to use the cost approach?

« Valuing an asset, for example where: :

» the asset could be recreated quickly / without regulatory or
legal restrictions

» the asset is not directly income generating / is unique

* Valuing a business, when that business is:
- an early stage / start up business

- an investment or holding business, where value is derived
from the value of its investments

- not a going concern

Important difference from income approach and market
approach = goodwill will typically have zero value under the
cost approach (i.e. the business is assumed to be worth the
sum of its parts)

* Next up: Interactive exercise!
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Interactive Exercise 1
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Applying the cost approach in business valuation

Step 1 Step 2
Obtain a balance sheet as at Adjust assets and liabilities to their Net Realisable
the valuation date Value. Adjustments can include the following:

» Restating property to Market Value

» Restating trade debtors to recoverable amounts
= Restating share investments to Market Value

= Recognising off-balance sheet items

Adjustment to
Net Book Value Net Realisable

Adjustment for

Value Net Debt

Step 3

Adjust the calculation for net debt.
Net debt items can include:

= Surplus Cash

Loans/bonds

= Pensions

Leases

Additional considerations in a liquidation scenario:
Potential liquidation discounts (need to sell assets quickly)
Assets that can’t be separated from business (goodwill, brand, relationships) will have nil value
Need to note additional drags (such as redundancy costs, trading losses)
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Cost approach methods in asset valuation

» Replacement cost: Amount of money a participant must pay

so as to replicate the utility of the asset
[0 TEER
bbby

* For example, where machinery or equipment is outdated, o
value may be assessed as the cost of replacing it with gt et ;
i ¥
smart technology ’j{m ',
‘ il &R
'; idwrww&‘ )
R34 i

» Reproduction cost: Amount of money a participant must pay
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Interactive Exercise 2
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Wasted costs
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\Wasted costs

» Type of compensatory relief in breach of contract and investor
state matters — sometimes referred to as Reliance Damages

« Aim = to put the Claimant back in the position they would have
been in if the contract had not been entered into or the
investment had not been made

« Damages are assessed referring to the cost wasted by the
Claimant in reliance on the contract

« “Backward-looking” methodology vs “forward-looking”
methodology

v
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When might damages be awarded based on wasted
costs”? Examples

Claimant cannot provide a well-supported assessment of Expectation Damages:

Stability or
predictability of
future revenues

and costs

Past track record
of the project or
business

Ability to keep
operating / to
operate profitably
over the duration of
the projections

Availability and / or
reliability of
evidence to

support projections
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Points to consider when assessing wasted costs

Possibility of
Isolating wasted Evidence
costs

Deduction for any
benefits received

Reasonableness

* Next up: Interactive exercise!
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Interactive Exercise 3
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About us

_K ‘ -K Disputes We have extensive experience of acting as party appointed, single joint expert or advisor in a host of
litigation, English and International Arbitration and Alternative Dispute Resolution Procedures.

::orerl_sict. 8 Our Partner-led teams have a proven track record of undertaking large and complex investigations
ggrensp:%an'coen across a broad range of sectors both nationally and internationally, on a variety of different matters.

_ We take a collaborative and systematic approach to valuations, to ensure our services are objective
/” Valuations and independent, exerting reliability for you and third parties that consider the results.
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Mazars

Our Global Firm

€2.1bn*
Global
revenues

@

90+
Countries

+12.3%*
Revenue
growth

44,000+
People

oo

1,000+
Partners

54%
Female
workforce

*As at January 2022, vs. 2019/2020 financial year

1
Integrated
partnership

300+
Offices

87%
of our team contributed
to a charitable cause




Mazars

Our Geographical Coverage

' 17.5%

Asia-Pacific

Americas

. Integrated countries and territories

5.5%"

Africa & Middle East

. Non-integrated countries and territories:
Mazars correspondents and representative offices



Contacts

+ Sandy Cowan, Partner * Asher Weisz, Assistant Manager
e T:+44 (0)7795 401 183 + T:+44 (0)7583 130 306
+ E: sandy.cowan@mazars.co.uk  E: asher.weisz@mazars.co.uk

* Eleanor Taylor, Associate Director
« T:+44 (0)7788 339 156
+ E: eleanor.taylor@mazars.co.uk

* Mazars is an internationally integrated Mazars LLP is the UK firm of Mazars, an international
partnership, specialising in audit, advisory and accountancy organisation, and is a limited
accountancy, advisory, tax and legal services. liability partnership registered in England with registered
Operating in over 90 countries and territories number OC308299. A list of partners’ names is available
around the world, we draw on the expertise of for inspection at the firm’s registered office, 30 Old
more than 42,000 professionals — 26,000+ in Bailey, London EC4M 7AU Registered to carry on audit
Mazars’ integrated partnership and 16,000+ work in the UK by the Institute of Chartered Accountants
via the Mazars North America Alliance — to in England and Wales. Details about our audit
assist clients of all sizes at every stage in registration can be viewed at www.auditregister.org.uk
their development. under reference number CO01139861.

WWW.mazars.co.uk
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