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' Foreword

KPMG's Global Valuation Institute
(GVI) is pleased to introduce its third
management paper since the launch
of its research agenda.

\We recognize that valuation is a
constantly evolving discipline that has
been shaped by practical and theoretical
advances. Many high quality research
papers on valuation subjects never find
their way to the public domain with an
opportunity to influence the evolution of
standards and practice because of a lack
of exposure to practitioners.

Our goalis to act as a catalyst for the public
dissemination of breakthrough valuation
research.To this end, KPMG's GVI benefits
from the expertise of an Academic
Advisory Board comprised of professors
from Beijing University in China,
Northwestern University in the US and
Oxford University in the UK. This Board
designs a research agenda and selects and
reviews the sponsored research.

We work closely with researchers to
present their management papers in
a format that is understandable to a

broad range of business professionals.
This includes illustrative papers with
applications and/or case studies.
Through this process, we keep KPMG's
global network of 1,200 valuation
professionals informed of emerging
valuation issues.

This paper, Companies with market value
below book value are more common

in Europe than in the US: evidence,
explanations and implications, is authored
by Mauro Bini and Stephen Penman.

The paper compares the book
values and market capitalizations

of US and European companies in
the S&P 500 and the STOXX 600
respectively, and documents a
greater proportion of companies
with book values that exceed their
market capitalization in Europe than
in the US. The European companies
in the study report under International
Financial Reporting Standards (IFRS)
while the US companies in the study
report under US Generally Accepted
Accounting Principles (US GAAP).

The paper focuses on the accounting
models for impairment testing in
assessing differences between market
capitalizations and book values for the
different geographies and accounting
standards. The paper addresses a
number of interesting areas, such

as describing the decline in market
prices and economic prospects during
and after the recent financial crisis

and potential adjustments to market
capitalization to reflect possible control
premiums, as well as a number of
issues related to the value in use
concept used under IFRS.

Under IFRS, impairment testing of
goodwill is based on a comparison

of the carrying amount of a cash-
generating unit (CGU) or group of CGUs
to its recoverable amount, which is the
higher of its fair value less costs to sell
and its value in use. Under US GAAR
impairment testing of goodwill involves
a two-step test with fair value used in
both steps. Value in use is not applied
under US GAAPR
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Companies with market value below book value are more common
in Europe than in the US: evidence, explanations and implications

Value in use is a concept that was
introduced by the IASC in IAS 36
Impairment of Assets, but is not a
generally recognized valuation concept
outside of valuations performed for IAS
36. Value in use is intended to measure
the value to an entity of holding and
operating an asset (as opposed to fair
value, which considers the exit value

of the asset to market participants in

a hypothetical transaction). Value in

use involves an assessment of the
recoverability of book value that directly
considers an entity's specific facts and
circumstances and may be less volatile
than market prices. However, the authors
identify potential issues with the value in
use concept, including its value relevance
to share pricing.

The paper notes that many of the
companies whose book values
exceed their market capitalizations
are financial services companies such
as banks and insurance companies.
This may be the result of significant
underperformance relative to the

market in this sector as well as various
industry specific factors such as the
use of the incurred loss model to
determine loan losses. The incurred
loss model could delay recognition of
loan losses compared to alternative
approaches being debated by
accounting standard setters, such

as an expected loss model. The fact
that financial services companies
represent a larger proportion of the
STOXX 600 than the S&P 500 may

be a significant contributor to the
differences in market capitalization
and book value for companies in the
STOXX 600 and S&P 500.

The authors make a very useful
contribution to understanding

the differences between market
capitalization and book values for US
and European companies and we trust
that you will find it of interest.

This paper reflects the views of the
authors and not necessarily those
of any KPMG member firm.

Doug McPhee
Global Head of Valuation Services

Yves Courtois
Partner, KPMG in Luxembourg

Jean Florent Rerolle
Partner, KPMG in France

vith which the independent member firms of the KEMG netWork are affiliated
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Introduction

This paper examines listed companies

in the US and Europe with market
capitalizations less than the book value
of equity in the years immediately

before and after the global financial

crisis of 2008.The paper documents a
higher percentage of companies in the
(European) STOXX 600 with market
capitalization less than book value than in
the (US) S&P 500. Further, the negative
difference between market and book
value is larger for European companies
and more persistent over time. The paper
seeks explanations for the differences.

Market value below book value is an
indicator of potential impairment, and

its persistence over a prolonged period

of time indicates a reluctance to make
impairments. This is especially the case
for assets whose recoverable amounts
are measured via models, as with Level 3
fair value and value-in-use determinations.
Even with no formal requirement for
assets to be marked to market, a situation
where market value is below book value
should invoke accounting standards that
require the recalibration and review of
valuation models to ensure that valuations
are not based on special assumptions.'
The widespread observation of market
value lower than book value thus indicates
an unusual situation that warrants
investigation.

The global financial crisis of 2008
provides a natural setting for this
investigation. The crisis was an adverse
event so vast in scope, so deep, so
prolonged, and similar in its intensity

in the US and in Europe. With the
coincident drop in the market value of
firms, the crisis provides an important
opportunity to compare market value
and book value differences in the US
and Europe, where companies use
accounting standards based on similar
principles under US GAAP and IAS/IFRS
but which differ in practice.

Figure 1: S&P 500 vs. STOXX 600: market prices between 31 Dec. 2005 and 31 Dec. 2010
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Source: (http://www.factset.com/): FactSet

1 International Valuation Standards, 2011:

“1VS300.6. It would not be appropriate for a valuation prepared for inclusion in a financial statement to be made on the basis of a special assumption” “IVS Definitions. Special assumption—an
assumption that either assumes facts that differ from the actual facts existing at the valuation date or that would not be made by a typical participant in a transaction on the valuation date"
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Figure 1 compares movements in
the S&P 500 and the STOXX 600 from
December 2005 to December 2010,
the period covered by the analysis.
Both follow a similar pattern, with the
systematic shock to market values in
the 2008 crisis evident.

The large drop in market prices is
consistent with changes in fundamentals:
there were also significant downside
revisions in long-term real growth
expectations in the two geographical
areas during the period. Figures 2 and 3
display consensus forecasts of long-term

Companies with market value below book value are more common |5
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(10 years) real GDP growth in the US and
in Europe between February 2005 and
February 2011, published by Consensus
Economic Forecasts in February every
year. The charts show clearly that the
financial crisis reduced long-term growth
expectations in both areas. In the US,
long-term GDP growth expectations

fell from 3.2 percent in February 2005

t0 2.6 percent in February 2011 (down
0.6 percent). In Europe, long-term GDP
growth expectations fell from 2 percent in
February 2005 to 1.6 percent in February
2011 (down 0.4 percent).

When the drop in market values is
attributable to fundamentals rather
than whims of the market, one would
expect book values to be impaired
accordingly when market values fall
below book value. But why would there
be differences between the US and
Europe? In contrast to US GAAR IAS/
IFRS allows, for impairment testing
purposes, an alternative to fair (exit)
value, namely, value in use. The paper
asks whether the value-in-use standard
can explain the difference.

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated
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Figure 2: Real GDP growth consensus revisions between Feb. 2005 and Feb. 2011 - US
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Figure 3: Real GDP growth consensus revisions between Feb. 2005 and Feb. 2011 — Euro Area
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Accounting conservatism and
accounting slack

Accounting standards are guided,

to a greater or lesser degree, by a
principle of prudence —accounting
conservatism —which typically produces
book values of net assets lower than
the corresponding market values. One
definition of accounting conservatism,
generally agreed upon, is “a persistent
downward bias in book value relative to
market value” (Beaver and Ryan, 2000).?
Bearing this in mind,

e the greater the number of companies
with a market capitalization lower
than the book value of their equity,

e the wider the (negative) difference
between book value and market
capitalization, and

e the longer and more persistent this
difference,

the lower is accounting conservatism in
one regime versus another.

Even when conservatism is not a stated
objective of accounting, it is typically
acknowledged that accounting has a
role in providing standards of reference
to investors, such as the norm that the
book value of net assets represents

a valuation floor. Thus, a widespread
negative and persistent difference

between market values and accounting
values is indicative of an anomaly;

a continuing, pervasive situation of
market prices below the book value
cannot be said to be good accounting.

Accounting conservatism is invoked
by accounting standards, but also
arises in the way they are applied. If
accounting standards require difficult-
to-verify estimates, discretion enters
into measurement and agency theory
predicts that management may make
opportunistic use of this discretion.
Level 3 estimates of fair value under
US GAAP and IAS/IFRS and estimates
of value in use under IAS/IFRS are very
much estimates. The application of
these standards can reduce accounting
conservatism, and explain a negative
and continuing difference between
market capitalization and book value
(Ramanna and Watts, 2012).

There are two types of accounting
conservatism (Beaver and Ryan,
2005): unconditional (or ex ante or
news independent) conservatism
and conditional (or ex post or news
dependent) conservatism.

Unconditional conservatism refers
to accounting standards and policies

adopted on a consistent basis,
irrespective of circumstance, and
usually applied at the inception of assets
by recording book value considerably
lower than market value. Expensing
research and development expenditures
and other internally generated
intangibles is a typical example of
unconditional conservatism. The
adoption of LIFO for inventories (when
costs are rising) is another. With respect
to research and development, US

GAAP is more conservative than IFRS,
typically expensing both research and
development, rather than just research.

Conditional conservatism refers instead
to accounting standards that record
book value asymmetrically, depending
on whether information at the time

is favorable or unfavorable. These
standards require a write-down of book
value under negative circumstances
but do not permit write-up (or permit
write-up only up to the original cost)
under favorable circumstances. The
accounting treatment of ‘the lower of
cost or market’ for inventories is an
example. Impairment of non-current
assets is another. The standard that
permits an impairment loss to be
reversed but does not permit reversal

2 Conservatism can also be defined as the delayed incorporation of economic income into accounting income (Ball et al., 2000). In fact, ‘clean surplus accounting’ implies that, over time, the sum of
economic incomes is equal to the sum of accounting earnings. Economic income means (a la Hicks) the change in market value of equity as adjusted for dividends and capital contributions.

© 2013 KPMG International Cooperative (“"KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.



of goodwill impairment losses is

an example of the asymmetry of
conditional conservatism applied to
different assets.

There is a link between the two types
of conservatism.The repeal of goodwill
amortization and the introduction

of a test for goodwill impairment

is an example due to accounting
standards. This standard reduces
unconditional conservatism in favor of
greater conditional conservatism, as
unamortized goodwill is more exposed
to impairment risk upon occurrence

of negative events. However, the

link is also there with the degree

of subjectivity in the estimates. An
example is the purchase price allocation
in a business combination; the allocation
of a greater share of the price paid

to definite-life assets rather than
indefinite-life assets or goodwill (due

to a higher valuation of the definite-life
assets) reduces the probability of future
impairments should adverse external
conditions occur, while the higher
subsequent depreciation maintains
more unconditional conservatism.

Conditional conservatism required by
accounting standards for the treatment
of negative events fosters discretionary

Companies with market value below book value are more common |9
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choices and introduces accounting
slack; by introducing or removing
accounting slack, these standards
affect the readiness to record the effect
of a negative event and the amount
recorded. For instance, FAS 144 (FASB
ASC 360) in US GAAP requires that
undiscounted cash flows are used to
evaluate whether there is an impairment
indicator (i.e. undiscounted cash flows
are relevant to step 1 of a two-step
process in US GAAP). This standard
makes it possible to avoid a write-off
when an adverse event reduces the
market value of an asset below its book
value but the undiscounted expected
future cash flows of this asset are
unchanged. Similarly, IAS 36 requires
the recognition of goodwill impairment
when the recoverable amount of the
CGUs is lower than the CGU's book
value, defining recoverable amount as
the greater of the CGU'’s fair value and
value in use. In addition, this accounting
standard provides that, following an
adverse event that causes the fair value
of the CGU to drop below book value,
the value of the CGU is not written
down until the effect of this eventis
such as to reduce also the CGU’s value
in use below book value. Under IAS 39
and FAS 114, loans recognized at their

amortized cost are not written down in
the presence of arise in interest rates
(an event that reduces considerably
their market value), with no effects on
their expected cash flows.

The extent of accounting slack is

also a function of specific company
characteristics, as with the allocation
of goodwill to the CGUs (or groups of
CGUs). If goodwill arising in a business
combination is allocated to a group

of CGUs (or to a reporting unit) that
includes businesses already under the
acquirer’s control, accounting slack
arises equal to the internally generated
goodwill (not recognized) of the
business units already controlled before
the business combination.

Accounting slack can thus explain

a negative difference between
market capitalization and book

value. Accounting slack permits
management to avoid negative effects
on the accounts (in some cases with
irreversible consequences) following
events that are deemed temporary or
immaterial for the measurement of
the entity’s net assets. For instance,
for purposes of the test of goodwill
impairment, recoverable amount (fair
value under US GAAP and the greater

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated
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of value in use and fair value less costs
to sell under IAS/IFRS) reflects the
value of net assets (of the reporting
unit under US GAAP and the CGUs or
the group of CGUs under IAS/IFRS)
from the perspective of the entity that
has control over the assets. In other
words, recoverable amount includes
the value of control while market
capitalization does not incorporate that
value necessarily. If control premiums
are negatively correlated to stock
market indices (when the stock index
falls control premiums increase), the
accounting slack is proportionally
greater when market prices drop.

Accounting slack can also delay the
impact of even intense negative external
events on a company'’s accounts. An
example is provided by value in use for
the impairment test under IAS/IFRS.
Value in use is a standard of value (a) less
correlated to market capitalization than
fair value, and (b) more stable than fair
value (that is more volatile due to market
price movements). Therefore, a value-in-
use criterion will likely delay write-down,
if at all, in response to a market value
exogenous shock, such as that in the
global financial crisis of 2008.3

In theory, accounting conservatism
does not necessarily provide more
value-relevant information. If
accounting standards are conservative,
accounting information is generally
considered more reliable, but the
greater reliability can entail lower
economic relevance. This is why the
conceptual framework of IAS/IFRS
does not identify conservatism as a
qualitative characteristic of decision-
useful financial information (Barth,
2007). IAS/IFRS permits, for purposes
of impairment testing, the utilization
of value in use as an alternative to fair
value. The ability to choose between
entity-specific value — which is harder
to verify than fair value as it expresses
the superior management talent of
the specific entity compared with
that of other market participants —is
predicated upon the IASB's belief
that fair value (i.e. exit price) might
not reflect a meaningful measure

of value for the owners of the firm,*
even though there might be an active
market for the asset (or the CGU)

to which fair value refers. When
shareholder value is not one-to-one
with the market price for the asset
but rather a function of the service
potential from its use (Penman, 2007),

fair value can be a more conservative
measure, though not necessarily a
more relevant one.

Value in use reflects how an asset

is utilized by the specific company

in conjunction with other assets. In
principle, management can disclose
information not available to the market
through value-in-use reporting.

However, value in use is based on

even more subjective estimates than
fair value and puts into even sharper
relief the problem of information
asymmetry between management and
financial markets.5 Value in use lacks
the discipline of the estimation process
associated with fair value measurement
(even Level 3 fair value).® The problem
with value in use is not economic
relevance but reliability. To be reliable,
estimates of value in use would require
a neutral application of management's
information. A measure of reliability for
value-in-use estimates may be derived
from their value relevance, i.e. the
ability to be incorporated in the market
value of equity. In fact, if they are not
sufficiently reliable for investors’ equity
valuation decisions, such estimates are
not incorporated in share market prices.

3 Unfortunately this hypothesis could not be tested empirically as financial statement data for only two years after 2008 did not provide a sufficient sample size.
4 |AS 36.BCZ17. "IASC rejected the proposal that an asset’s recoverable amount should be determined by reference to its fair value (based on observable prices or, if no observable market prices exist,
estimated considering prices for similar assets and the results of discounted future cash flow calculations). The reasons are the following:
(a) IASC believed that no preference should be given to the market expectation of the recoverable amount of an asset (basis for fair value when market values are available and for net selling price)
over a reasonable estimate performed by the individual enterprise that owns the asset (basis for fair value when market values are not available and for value in use). For example, an enterprise
may have information about future cash flows that is superior to the information available in the marketplace. Also, an enterprise may plan to use an asset in a manner different from the market's

view of the best use.

(b) Market values are a way to estimate fair value but only if they reflect the fact that both parties, the acquirer and the seller, are willing to enter a transaction. If an enterprise can generate greater
cash flows by using an asset than by selling it, it would be misleading to base recoverable amount on the market price of the asset because a rational enterprise would not be willing to sell the
asset. Therefore, recoverable amount should not refer only to a transaction between two parties (which is unlikely to happen) but should also consider an asset’s service potential from its use by

the enterprise.

(c) IASC believed that in assessing the recoverable amount of an asset, it is the amount that an enterprise can expect to recover from the asset, including the effect of synergy with other assets, that

is relevant.”

5 Information asymmetry is not just an implementation issue of value in use. It undoubtedly concerns also Level 3 fair value estimates, which have, by necessity, a strong value-in-use flavor as they
utilize company inputs rather than purely market inputs (Landsman, 2007). In addition, it concerns all those choices regarding the timing and amount of non-market adjustments arising from past
transactions, such as allowance for bad debt and allowances for loan losses.

6 Forinstance IAS 36.33 provides that: “In measuring value in use an entity shall:
(a) Base cash flow projections on reasonable and supportable assumptions that represent management'’s best estimate of the range of economic conditions that will exist over the remaining useful

life of the asset. Greater weight shall be given to external evidence. (...)"
This provision does not clarify how value in use should be calculated in the presence of information asymmetry between managers and external analysts. Moreover, Appendix A of IAS 36 (“Using
present value techniques to measure value in use”) includes in the list of elements that “together capture the economic differences between assets” (A1): “(e) other, sometimes unidentifiable,
factors (such as illiquidity) that market participants would reflect in pricing the future cash flows the entity expects to derive from the asset” Also in this case, it is not clear the extent to which this risk
factor should be reflected by value in use vis-a-vis fair value in time of crisis, when illiquidity is more acute (considering that illiquidity is a risk consideration in connection with an exit price more than

with the value of a continuing investment).

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated



Opportunistic management behavior
can resultin either:

a) avoiding write-offs to improve the
company's reported performance

b) increasing write-offs to worsen the
company's reported performance
in situations where results before
write-offs are bad anyway, thus laying
the foundation for better comparative
results in the future (the so-called
big bath).

Therefore, in and of itself, the possibility
permitted by IAS/IFRS to refer, for
impairment testing purposes, to a
metric (value in use) which is even less
verifiable than Level 3 fair value does
not entail necessarily lower write-offs.
Opportunistic policies could have led
management to take one big bath
precisely in the year when the crisis was
at its worst (2008).

This paper evaluates the reliability of
value-in-use estimates on the basis of
their value relevance. Value relevance
is a special approach to determine the
reliability of accounting amounts by
verifying the ability of such amounts

to be reflected in share prices.
Theoretically, accounting amounts

can have economic relevance even
though in practice they might not be
value-relevant, simply because they are
not considered sufficiently reliable by
investors to be reflected in share prices
(Barth et al., 2001). The market-to-book
ratio is an indication of the market price
of reported net assets. If investors apply
significant discounts to accounting
estimates, the market-to-book ratio is
lower than one.

Companies with market value below book value are more common | 11
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This approach has clear limitations,’
but it becomes very important when
one considers how the reliability of
accounting amounts can change over
time. Value in use might be a reliable
estimate when markets are stable

but it might be less so when markets
are in times of crisis, as it is harder to
estimate and is excessively dependent
on management forecasts. If the gap
between value in use and fair value
widens in times of crisis, this might
be due to two main circumstances:

(a) value in use is more stable and
less subject to the crisis, conveying
management's information advantage
to investors; (b) value in use is based
on accounting standards which can
be more easily gamed by managers
reluctant to take write-downs, even
when assets are substantially impaired.
Value relevance is the approach that
makes it possible to understand the
extent to which investors consider
management estimates verifiable and
subject to manipulation.®

Some preliminary, descriptive
numbers

At 31 December 2007, the constituents
of the S&P 500 reported in their
accounts €1.2 trillion in goodwill and
€0.6 trillion in intangibles other than
goodwill overall. On the same date, the
constituents of the STOXX 600 reported
€1.0 trillion in goodwill and €0.5 trillion
in specific intangibles overall. Figure

4 depicts the write-downs of financial
assets, goodwill, intangible assets other
than goodwill, and property, plant and
equipment (PPE) by the constituents of

the S&P 500 between 2006 and 2010. It
is worthy of note that most write-downs
took place in 2008 and thereafter. Figure
5 gives the same display for companies
in the STOXX 600.

For the S&P 500, write-downs of
goodwill and other intangibles amounted
t0 €277 billion (of which €223 billion

was after 2007). The impairment

losses attributed to PPE amounted

to €134 billion while the haircut to
financial assets totalled €158 billion.
Overall, write-downs amounted to

€569 billion (of which €483 billion was
after 2008). For European companies

in the period, impairment of goodwill
and intangibles (other than goodwill)
amounted to €199 billion (of which

€157 billion was after 2007). Even
though IAS/IFRS rules are stricter
(discounted vs. undiscounted cash
flows), PPE write-downs were lower

in Europe, amounting to €92 billion.
Adjustments to financial assets in Europe
were much lower than in the US, totaling
‘just’ €41 billion. Altogether, impairment
charges amounted to €332 billion (of
which €264 billion was after 2008).

At 31 December 2010, following these
impairment losses and new acquisitions
completed, the constituents of the S&P
500 reported €1.4 trillion in goodwvill
and €0.8 trillion in intangibles other
than goodwill (for a total of €2.2 trillion
compared with €1.8 trillion in 2007).

At the same date, the constituents of
the STOXX 600 reported €1.5 trillion

in goodwill and €0.9 trillion in specific
intangibles (for a total of €2.4 trillion
compared with €1.5 trillion in 2007).

7 This paper is not designed to determine whether and to what extent market prices of equity deviate from fundamental values. In principle, in times of crisis market prices might be particularly low
precisely because fair value estimates are under the sway of current market conditions more than value in use, as such, estimates reflect an exit value and not the value for an entity that intends to

use the assets that it controls.

8 Intheory, value in use should not depend on management forecasts but on expected cash flows based on the use of probabilities. Appendix A of IAS 36 clarifies that management forecasts should
not be confused with expectations and that the recoverable amount is a function of expectations not forecasts. However, there is considerable scope for subjectivity in value-in-use estimates.

9 Management's reluctance to take impairment losses may be due also to the institutional context. For instance, there is empirical evidence that in Europe, where litigation risks and legal enforcement
are weaker than in the US, companies take fewer impairment charges and engage in earnings smoothing more frequently (Ball et al., 2000; Leuz et al., 2003). The recent letter sent by the IASB to the
ESMA (European Securities and Markets Authority) on the fair value estimates of Greek government bonds is evidence of the problem related to the application of fair value. The IASB's letter, which
was dated 4 August 2011, noted: “There have been indications in the market that some European companies are applying the accounting requirements for fair value measurement and impairment
losses in a way that seems to differ from the objective of IAS 39 Financial Instruments: Recognition and Measurement. This is evident particularly in their accounting for distressed sovereign debt,
including Greek government bonds. Those indications have now been confirmed by recently published financial reports, which show inconsistent application of IAS 39 across Europe. This is a matter

of great concern to us.”
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Figure 4: S&P 500: Impairment losses by asset category

2010

2009 €103 bn

2008 €325bn

2007

2006 | |
—1;0 40 90 140 1;30 240 290 3;f0

Impairment Loss (€ bn)

M Financial Assets — €158 bn M Goodwill — €193 bn M Other Intangible — €84 bn
 PPE - €134 bn

Source: FactSet Fundamentals

Figure 5: STOXX 600: Impairment losses by asset category

2010
2009
2008 €135bn
2007
2006 |
—1;0 40 90 1;l0 150 2510 2é0 3410

Impairment Loss (€ bn)

M Financial Assets — €41 bn B Goodwill - €155 bn m Other Intangible — €44 bn
W PPE - €92 bn

Source: FactSet Fundamentals

Figures 4 and 5 show clearly the
difference in write-downs between the
US and Europe in 2008, €325 billion vs.
€135 billion, respectively. This was due

to assets other than goodwill, mainly
financial assets. It appears that Europeans
as a whole did not take a big bath on
goodwill, intangibles other than goodwill
and PPE, even though estimates of
recoverable amounts were less verifiable.

Figure 6 shows the percentage (and
the absolute number) of constituents
of the S&P 500 and the STOXX 600
indices whose market value was lower
than their book value. In every year
between 2005 and 2010, the number
of companies, in percentage and
absolute terms, whose market value
was lower than their book value, was
always higher in Europe (under IAS/
IFRS) than in the US (under US GAAP).
In 2008, more than 30 percent of the
constituents of the STOXX 600 had
market values lower than their book
values; the corresponding share of the
S&P 500 was 20 percent. In 2010, the
percentage of companies in Europe
with market values lower than book
values fell to 16 percent while that of
US companies dropped to 7 percent.

Figure 7 shows the relative weight (in
terms of market value) of constituents
of the two indices with market value
lower than book value. The weight of
companies with MV<BV is greater in
Europe than in the US.

At 31 December 2010 (the last

year covered by our analysis), the
negative difference between market
capitalization and book value of equity
amounted to €193 billion for the 38
companies of the S&P 500 (with
market capitalization lower than equity)
and €492 billion for the 98 European
companies that made up the STOXX 600
(again, with market capitalization lower
than equity).
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[t can be argued that goodwill and
intangibles are those assets most liable
to lose value with systematic negative
events. In 2010, US companies showed

a negative difference of €193 billion
between market value and book value,
with reported goodwiill for the same
amount (€193 billion) and intangibles other
than goodwill amounting to €101 billion.
European companies, with a negative
difference of €492 billion between market
and book in 2010, reported goodwill of
€383 billion and intangible assets other
than goodwill of an additional €136 billion.

The analysis in the paper consists of
two parts.

To explore the phenomenon further,

Part 1 provides a comparative analysis

of the US and European companies with
market capitalization lower than reported
equity between 2005 and 2010.

Part 2 investigates the extent to which
the adoption of value in use to estimate
the recoverable amount of CGUs can
help to explain the greater negative
difference between market value and
book value of European companies
compared with US firms. The analysis
is dictated by an understanding that
value in use is a standard of value that
combines the following features:

a) itis harder to verify and, as
such, can be an agency-based
explanation for the greater number
of companies with market value
lower than book value

b) it lags behind fair value in reflecting
the impact of negative exogenous
shocks, including large ones

c) itis less volatile than fair value

d) itis not defined as clearly as
fair value,™ leading to greater
implementation issues.

10 FAS 157 and IFRS 13 “Fair Value Measurements”
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Figure 6: Percentage of companies with MV<BV

STOXX 600 vs. S&P 500

35.0%
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25.0%
20.0%
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W STOXX 600 S&P 500
Source: FactSet; FactSet Fundamentals
Figure 7: Relative weight of companies with MV<BV within
STOXX 600 and S&P 500*
2005 2006 2007 2008 2009 2010
A) Total MV for MV<BV 195,204 83,514 292,438 969,667 906,076 1,037,649
B) Total MV STOXX 600 7,621,358 8,851,033 8,929,495 5,467,252 6,588,022 7,330,259
=A/B =% Weight 2.6% 0.9% 3.3% 17.7% 13.8% 14.2%
2005 2006 2007 2008 2009 2010
A) Total MV for MV<BV 16,224 68,042 75,386 637,685 535,412 666,525
B) Total MV S&P 500 9,246,425 9,269,427 8,908,033 5,983,720 7,379,702 8,986,742
=A/B =% Weight 0.2% 0.7% 0.8% 10.7% 7.3% 7.4%
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* Calculations are performed in Euros
Source: FactSet; FactSet Fundamentals
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Our analysis focuses on the
constituents of the S&P 500 and the
STOXX 600, excluding companies

in the S&P 500 that do not use US
GAAP and those in the STOXX 600
that do not use IFRS. All compilations
contained in this section are based on
data from FactSet."

Figure 8: Sample distribution across industries within STOXX 600 and S&P 500

14.2%

18.3%

21.4%

STOXX 600

Source: FactSet

MV<BV: S&P 500

vs. STOXX 600

Figure 8 shows that the industry

composition of both indices is similar.

The only differences are the greater
percentages of banks (8 percent vs.
4 percent) and industrial goods and
services (16 percent vs. 13 percent)
in the STOXX 600 than in the S&P
500. On the other hand, the S&P 500

S&P 500

features a higher share of companies
engaging in health care (10 percent
vs. b percent), technology (12 percent
vs. 4 percent) and retail (9 percent vs.
4 percent).

STOXX 600 and S&P 500
M Automobiles & Parts
H Banks
M Basic Resources
M Chemicals
M Construction & Materials
1 Financial Services
[ Food & Beverage
M Health Care
Industrial Goods & Services
[ Insurance
M Media
M 0il & Gas
W Personal & Household Goods
Real Estate
Retail
M Technology
Telecommunications
Travel & Leisure
[ Utilities

Tables 1 and 2 show that, between
2005 and 2010, the percentage of
constituents of the STOXX 600 index
with market value below book value
was always greater than that of the
constituents of the S&P 500. The

median gap, calculated as book value
minus market value as a percentage
of book value, was wider in Europe
every year except 2005 and 2009
(Tables 1 and 2).

11 Analysis is limited to the data available from the data-provider. This might affect the sample considered. In particular the following should be acknowledged:
a) Quarterly and yearly analyses differ substantially in the number of companies considered, in particular within Europe. Not every country requires companies to prepare quarterly reports, inclusive
of complete financial statements. Nevertheless, results seem to be consistent;
b) Yearly analysis is based on market values at 31 December of each year. Quarterly analysis is based on market values at the end of the quarter (31 March, 30 June, 30 September and 31 December);

and

c) There might be some minor differences in the number of companies included in industry and country breakdowns because, for some companies, country or industry classification is not provided.
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Table 1. STOXX 600: Percentage of companies with MV<BV and the percentage gap

2005 2006 2007 2008 2009 2010
A Missing observations g 2 2 1 2 3
B Constituents of STOXX 600 600 600 600 600 600 600
C=A-B Companies in the sample 597 598 598 599 598 597
D Companies with MV below BV 20 1 8 185 102 98
E=D/C Percentage of companies with MV below BV 3.4% 1.8% 6.5% 30.9% 17.1% 16.4%

F Sum of BV of companies in the sample

with MV<BV 226,635 102,873 368,985 1,554,715 1,293,194 1,529,883
G Sum of (BV-MV)if MV<BV 31,430 19,359 76,547 585,048 387,118 492,235
H=G/F Gap %vs.BV 13.9% 18.8% 20.7% 37.6% 29.9% 32.2%

/ Median gap % vs. BV 15.9% 14.5% 20.7% 29.1% 18.3% 21.5%

Source: FactSet; FactSet Fundamentals

Table 2. S&P 500: Percentage of companies with MV<BV and the percentage gap

2005 2006 2007 2008 2009 2010
A Missing observations 22 15 9 5 3 2
B Constituents of S&P 500 500 500 500 500 500 500
C=A-B Companies in the sample 478 485 491 495 497 498
D Companies with MV below BV 2 6 15 100 47 38
E=D/C Percentage of companies with MV below BV 0.4% 1.2% 3.1% 20.2% 9.5% 1.6%

F Sum of BV of companies in the sample

with MV<BV 29,603 83,538 92,073 1,091,133 807,586 859,341
G Sum of (BV-MV)if MV<BV 13,379 15,496 16,687 453,447 272,174 192,815
H=G/F Gap %vs.BV 45.2% 18.5% 18.1% 41.6% 33.7% 22.0%

/ Median gap % vs. BV 35.3% 13.4% 17.1% 25.7% 20.5% 12.9%

Source: FactSet; FactSet Fundamentals
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Table 3 reports the percentage of the STOXX 600 percentage is higher
companies with market value below than that for the S&P 500. The answer is
book value each year and asks whether "Yes' in every year.

Table 3. Answers to a question

Is the percentage of companies with MV below BV higher in the STOXX 600 compared to S&P 500?

STOXX 600 S&P 500 v

2005 3.35% 0.42% YES

2006 1.84% 1.24% YES

2007 6.52% 3.05% YES

2008 30.88% 20.20% YES

2009 17.06% 9.46% YES

2010 16.42% 7.63% YES
Figure 9 makes a similar comparison companies in some European countries  to companies of the STOXX 600 for
with quarterly data, with the same do not produce quarterly financial which these data were available.
inference. Note, however, that statements, so this analysis was limited

Figure 9: Percentage of companies with MV<BV: quarterly data analysis

STOXX 600 vs. S&P 500

L s P iEL B ——
20.0% - WARNING: the number of companies,
indicated within labels, is biased since
> the S&P 500 sample has more useful
:‘9 36.0% - observations compared to the
g STOXX 600 sample.
£ 300% A
3
(]
L B
@
£
G 20.0% o
[s]
b3
©
B 15.0% oo
S
c
@
£ 10.0% —f-eeresereerees e
[
o
®
50% o= o S — S -
~ @ —
~ p— =} @ w [{=} _
0.0% —
Yo} (o] (o] (o] (o] ~ ~ ~ ~ o) o) o) o) [o2] [o2] [o2] (o2} o o o o — —
< < < Y < < < Q < < < < < < < Y < T T i i b i
8 5 5 & & & 5 8% 8 5 5 & & & 5 8% 8 5 5 & & & s
e 3 2 % & =2 2 ¢ 9 = 2 % = 3 % 4o = % 9 0 F 32
5 e B8 08 5 0B B8 8 &5 s B8 8 &5 &5 B8 8 &5 & 8 8 &5 &5
B STOXX 600 M S&P 500

Source: FactSet; FactSet Fundamentals

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated



Companies with market value below book value are more common
in E in the US: evidence, explanations and implications

=g
-
o
-

H"}_'l__f_;_.ﬁ‘.

|1

-

LT

l.;—_. -

e
.
—=

¥

iy
i

e
»

"
r—

3 International Coope e M s no client sen which the independent member firms ofthe KPMG network are affiliated
= | m—



18| Companies with market value below book value are more common
in Europe than in the US: evidence, explanations and implications

Value for whom:
market value vs. control value

The difference between market value the phenomenon of market value below companies listed between 2001 and
and book value is determined notonly by book value is attributable to the different 2011. Premiums have been recast on the
how book values are recorded, but also perspectives of accounting standards vis-  basis of 100 percent equity ownership,
by valuations of market participants. The a-vis that of the equity markets. multiplying the control premium derived

recoverable amount of goodwill under
both US GAAP and IAS/IFRS is calculated
from the point of view of the operator
that controls the assets, the market
participant if the estimate concerns

fair value and the specific entity if the
estimate concerns value in use.™ Thus,

it is worthwhile to check to what extent

from the Mergerstat® database by

the number of shares purchased in
the transaction to which the control
premium refers.

Control premiums are imbedded

in market prices. So we repeated
the analysis that replaces market
value with market value + control
premium, utilizing control premiums
in the Mergerstat® database.™ We
considered transactions involving

Figure 10: Control premiums (from Mergerstat®) and market performance
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Source: FactSet Mergerstat®/BVR Control Premium Database

12 “...the market capitalization of an entity may not fully capture the fair value of the reporting units as a whole. However, the amount of a control premium in excess of a registrant’s market capitalization can
require a great deal of judgment. Contrary to some rumors | have heard, the staff does not have ‘bright line’ tests that we use in determining the reasonableness of a control premium. Instead we believe
that a registrant needs to carefully analyze the facts and the circumstances of their particular situation when determining an appropriate control premium and that there is normally a range of reasonable
judgments a registrant might reach. While it would be prudent to reconcile the combined fair value of your reporting units to your market capitalization, | believe that this should not be viewed as the
only factor to consider in assessing goodwill for impairment.Robert G. Fox Ill, Speech by SEC Staff: remarks before the 2008 AICPA National Conference on Current SEC and PCAOB Developments,
Washington D.C., December 2008.

13 The Mergerstat® control premium is based on both the unaffected stock price, which is selected by Mergerstat®, and volume and price fluctuations during the period prior to the acquisition announcement.
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The analysis proceeded through
three steps.

First step. We checked whether control
premiums showed a countercyclical
pattern in Europe™ and the US,

drawing a comparison between the
median control premium surveyed by

Mergerstat® for each area and for each
year and the trends of the equity indices
for each area (S&P 500 and STOXX 600).
The analysis is shown in Figure 10 on
page 18. Control premiums appear to be
countercyclical in both areas, except for
2003, 2009 and 2010.

Table 4. Control premiums and price-to-book ratios

Second step. For each year, we
calculated for the entire Mergerstat®
database and for the two geographical
areas under analysis (US and Europe)
the control premiums for targets with
market value both below and above
book value. Table 4 provides a summary.

14 The European countries considered included: Austria, Belgium, Cyprus, Denmark, Finland, France, Germany, Greece, Hungary, Italy, Luxembourg, Norway, Poland, Portugal, Rep. of Estonia, Slovenia, Spain,

Sweden, Switzerland, The Netherlands, United Kingdom.
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Mergerstat® Control Premium - Europe*

Companies with c - : Is control premium for
th

P/BV hewteen P /;v :?gnl:::tvlr;n 1  companies with P/BV A
Oand1 less than one higher?

2001 20.3% | [73] 17.4% | [91] YES 3%

2002 26.6% | [57] 13.5% | [61] YES 13%

2003 28.7% | [33] 20.2% | [54] YES 9%

9.6% | [16] 12.1% | [55] NO 2%

4.4% | [74] YES 4%

5.9% | [15] 7.6% | [53] NO —2%

7.5% | [93] YES 5%

24.0% | [33] 26.5% | [76] NO —2%

14.9% | [46] YES 20%

27.9% | [42] 20.7% | [37] YES 7%

201 5.3% | [4] 20.2% | [23] NO —15%

———@ Mergerstat® Control Premium - All Countries*

L T—— | I premium{

P ompanies witl Companies with scontro_ premium for

-~ P/BV bewteen P/BV hi companies with P/BV A
. igher than 1 .

Oand1 less than one higher?
32.7% | [254] 21.5% | [456] YES 1%
A 31.8% | [197] 18.4% | [305] YES 13%
. 43.9% | [121] 26.1% | [258] YES 18%
} - 16.2% | [74] 17.1% | [336] NO 1%
r * 25.3% | [59] 16.3% | [435] YES 9%
17.1% | [55] 16.6% | [450] YES 1%
f‘J 18.7% | [118] 17.0% | [527] YES 2%
22.6% | [207] 25.9% | [272] NO -3%
39.8% | [183] 25.4% | [201] YES 14%
30.4% | [323] 26.4% | [130] YES 4%
8.2% | [42] 21.9% | [96] NO —14%

— @ Mergerstat® Control Premium - US*

Companies with Companies with Is contro'l prerrliumfor
P/BV bewteen P/BV higher than 1 companies W|tl_1 P/BV A

\ Oand1 less than one higher?
\ 52.1% | [105] 272% | [238] YES 25%
52.4% | [70] 22.5% | [149] YES 30%
57.5% | [59] 30.8% | [162] YES 27%
¥ 44.6% | [25] 215% | [191] YES 23%
l 50.1% | [22] 22.3% | [224] YES 28%
) 287% | [24] 21.0% | [266] YES 8%
32.8% | [21] 21.1% | [264] YES 12%
36.7% | [43] 29.0% | [115] YES 8%
47.3% | [41] 40.1% | [65] YES 7%
36.0% | [154] 36.8% | [32] NO 1%
26.5% | [9] 27.4% | [38] NO =il

*The number of companies in the sample are presented in brackets.
Source: FactSet; FactSet Fundamentals; Mergerstat®/BVR Control Premium Database
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Based on these data, we identified for market value of each listed company the percentage gap and the median gap
each year and each area (Europe and with market value below book value the  for both indices, the S&P 500 and the
US) the median control premium paidin ~ median control premium derived from STOXX 600. The results are shown in
transactions involving companies with step 2. We then compared the CV so Table 5.

market value below book value. obtained with the book value of equity

(BV) and recalculated the percentage of

Third step. We estimated a notional the number of companies with CV<BV.

control value (CV) by applying to the

Table 5. Control value vs. book value

STOXX 600

Percentage of companies with control value below hook value (STOXX 600)

2005 2006 2007 2008 2009 2010
C=A-B Companies in the sample 597 598 598 599 598 597
D Companies with CV below BV 14 10 31 123 38 56
E=D/C Percentage of companies with CV below BV 2.3% 1.7% 5.2% 20.5% 6.4% 9.4%

Percentage gap between control value and book value for companies with CV below BV (STOXX 600)

F Sum of BV of companies in the sample

with CV<BV 226,635 102,873 368,985 1,554,715 1,293,194 1,529,883
M Sum of (BV-CV) if CV<BV 16,128 14,998 43,191 386,788 179,055 298,729
N=M/F Gap % yvs.BV 11% 14.6% 11.7% 24.9% 13.8% 19.5%
Median percentage gap between control value and book value for companies with CV helow BV (STOXX 600)
/ Median gap % vs. BV 12.5% 10.8% 13.0% 26.7% 20.4% 25.5%

S&P 500

Percentage of companies with control value below hook value (S&P 500)

2005 2006 2007 2008 2009 2010
C=A-B Companies in the sample 478 485 491 495 497 498
D Companies with CV below BV 1 2 5 54 22 14
E=D/C Percentage of companies with CV below BV 0.2% 0.4% 1.0% 10.9% 4.4% 2.8%
Percentage gap between control value and book value for companies with CV helow BV (S&P 500)
£ Sum of BV of companies in the sample with CV<BV 29,603 83,538 92,073 1,091,133 807,586 859,341
G Sum of (BV-CV)if CV<BV 8,635 8,826 2,149 311,946 173,759 81,581
H=G/F Gap %vs.BV 29.2% 10.6% 2.3% 28.6% 21.5% 9.5%
Median percentage gap between control value and hook value for companies with CV below BV (S&P 500)
/ Median gap % vs. BV 34.4% 28.9% 13.8% 24.4% 26.1% 16.4%

Is the percentage of companies with CV below BV higher in the STOXX 600 compared to S&P 500?

STOXX 600 S&P 500 v
2005 2.35% 0.21% YES
2006 1.67% 0.41% YES
2007 5.18% 1.02% YES
2008 20.53% 10.91% YES
2009 6.35% 4.43% YES
2010 9.38% 2.81% YES

Source: FactSet; FactSet Fundamentals
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The data reveal that, even considering terms between control value and book had a control value below book value
the control premium, the percentage value for the European companies in relative to 11 percent in the US. In 2010,
of companies with market value below 2010 was €299 billion, compared with the percentages were 9 percent and
book value in Europe was higher for all €82 billion for the US companies. In 3 percent, respectively.

the years considered. Figure 11 provides percentage terms, in 2008, 20 percent

a summary. The difference in absolute of the European companies in the index

Figure 11: Percentage of companies with CV<BV

STOXX 600 vs. S&P 500
25.0%

20.0%

15.0%

10.0%

5.0% A YT

0.0% A

2005 2006 2007 2008 2009 2010

W STOXX 600 = S&P 500

Source: FactSet; FactSet Fundamentals
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Persistence of negative difference

between MV and BV

A negative difference between market
value and book value is an indicator of
potential impairment, especially if the
difference continues over time. So we
checked how sustained this difference
was for the constituents of the STOXX
600 and the S&P 500. The analysis period
is limited (IAS/IFRS were adopted by
listed European companies in 2005),
so we focused on 2010 and calculated
the number of consecutive quarters up
to that point with market value below

book value out of a total of 24 quarters
between 31 December 2004 and 31
December 2010.

Figure 12 displays the distribution of

the number of quarters up to the end

of 2010 that market value was below
book value for the 98 companies in the
STOXX 600 with market value below
book value at 31 December 2010. The
chart reveals that 53 percent of the
companies reported market value below
book value for no more than 18 months

while 33 percent had this negative
difference for a period varying from
2 years and 3 years and a half.

Figure 13 presents the same display for
the 38 companies in the S&P 500 that
had a market value below book value at
31 December 2010. Of these companies,
43 percent showed this negative
difference for no more than 18 months
while 56% showed it for a period varying
between 2 years and 3 years and a half.

Figure 12: Persistence of MV<BV at 2010: number of prior quarters with MV below BV for firms within the

STOXX 600 with MV<BV in 2010
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Figure 13: Persistence of MV<BV at 2010: number of prior quarters with MV below BV for firms within the S&P 500
with MV<BV in 2010
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Source: FactSet; FactSet Fundamentals

US companies are characterized by the previous analysis, which showed difference between control value and

a greater persistence of the negative that only 3 percent of the companies market value. The negative difference
difference between market value and of the S&P 500 had control value lower between market value and book value
book value. However, this statement than their market value. In fact, the will persist if this difference accounts for a
should be interpreted in conjunction with  persistence can be explained by the reasonable part of the control premium.
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MV<BV: analysis by
sector and country

To provide a more detailed picture, we Figure 14 shows that, for the STOXX This analysis makes it clear that the
checked the industry composition of the 600 companies starting in 2006, more negative difference between market
firms that had market values below their  than three-quarters of the companies value and book value is mainly in the
book values in the six years considered,  with market value below book value financial sector, both in the US and in
2005-2010. We determined for each year  are companies in the financial sector. Europe. In 2010, about nine out of 10 US
the relative weight (calculated on the For the S&P 500, the financial sector companies with a market value below
basis of market capitalization) of each dominates in 2007 (64 percent by book value were financial companies
industry (at industry Level 1) as a share market capitalization of companies (banks, financial services and insurance
of the total market capitalization of firms  with market value below book value) companies). In Europe the percentage
with market value below book value in and has been growing ever since is slightly lower (approximately eight
each index. (weight equal to 89 percent in 2010). out of 10).

Figure 14: STOXX 600: industry breakdowns by market cap for companies with MV<BV*

2005 2006 2007
[ 49%

3.4%

2009 2010

B Consumer Goods B Consumer Services B Financials B Technology [ Telecommunications

Health Care W Industrials [ 0il &Gas [ Basic Materials Utilities

*Market Cap of companies with MV<BV within the industry/Market Cap of companies with MV<BV
Source: FactSet; FactSet Fundamentals
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Figure 15: S&P 500: industry breakdowns by market cap for companies with MV<BV*

2005 2006 2007

2008 2009

B Consumer Goods B Consumer Services M Financials I Technology I Telecommunications

Health Care W Industrials M 0il & Gas Basic Materials Utilities

*Market Cap of companies with MV<BV withing the industry/Market Cap of companies with MV<BV
Source: FactSet; FactSet Fundamentals
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Tables 6 and 7 indicate the percentage market capitalization) of the companies the insurance companies in the index

of companies in each of the industries with market value below book value as had market values below book values. In
in the two indices that had market a share of total market capitalization of the US, the negative difference involved
values below their book values in each the companies operating in the same 62 percent of the banks, 15 percent of
of the years considered. They show, for industry. In 2010, in Europe, 58 percent the financial services companies and
each industry in the index (at industry of the banks, 44 percent of the financial 39 percent of the insurance companies.

Level 2), the relative weight (in terms of  services companies and 38 percent of

Table 6. STOXX 600: relative weight of companies with MV<BV within industry Level 2*

Market cap of companies within the industry with MV<BV/2> Market cap of companies within the industry (STOXX 600 only)

2005 2006 2007 2008 2009 2010
Automobiles & Parts 9.0% 5.2% 4.0% 10.4% 35.3% 12.8%
Banks 0.3% 1.0% 8.3% 60.6% 48.3% 58.4%
Basic Resources 2.2% 0.0% 0.4% 31.4% 3.0% 11.1%
Chemicals 0.0% 0.0% 0.0% 4.5% 0.7% 0.0%
Construction & Materials 0.0% 0.0% 0.0% 24.9% 7.1% 16.5%
Financial Services 21.7% 27.1% 34.2% 60.0% 51.1% 44.6%
Food & Beverage 0.0% 0.0% 0.0% 2.1% 0.0% 0.0%
Health Care 0.2% 0.0% 0.0% 0.2% 0.2% 0.0%
Industrial Goods & Services 0.0% 0.0% 0.0% 14.2% 0.3% 0.9%
Insurance 1.1% 0.5% 1.4% 37.0% 36.4% 38.2%
Media 0.0% 0.0% 0.0% 9.5% 2.8% 0.0%
0il & Gas 0.0% 0.0% 0.0% 5.6% 3.9% 0.5%
Personal & Household Goods 0.0% 0.0% 1.6% 8.2% 1.7% 0.9%
Real Estate 17.6% 0.0% 79.9% 83.9% 42.0% 37.6%
Retail 0.0% 0.0% 3.0% 11.3% 1.5% 0.7%
Technology 0.0% 0.0% 0.0% 4.9% 1.2% 0.0%
Telecommmunications 20.7% 0.3% 0.3% 28.3% 25.3% 4.2%
Travel & Leisure 3.4% 0.0% 5.6% 18.3% 12.0% 14.2%
Utilities 0.9% 0.7% 0.0% 2.0% 0.6% 26.0%

*Market cap of companies with MV<BV within the industry/Market cap of companies within the industry.
Source: FactSet; FactSet Fundamentals
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The concentration of the phenomenon
among financial companies relates to
the distribution of these companies
among the countries of the European
Union. The countries with the greatest
weights of financial companies as

a share of total national companies
included in the STOXX 600 are also the
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of companies with market values below
their book values.

This is depicted with the regression
line (for 2010) in Figure 16. The vertical
axis indicates the percentage of
companies with market value below
book value for each country while the

of financial companies as a share of
total companies for the same countries
that are constituents of the STOXX
600.There is a correlation between the
percentage of financial constituents of
the STOXX 600 and the representation
of each country that have companies
with market value below book value.

; . . horizontal axis indicates the percentage
countries featuring the highest presence P 9

Table 7. S&P 500: relative weight of companies with MV< BV within industry Level 2*

Market cap of companies within the industry with MV<BV/2> Market cap of companies within the industry (S&P 500 only)

2005 2006 2007 2008 2009 2010

Automobiles & Parts 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Banks 0.0% 0.0% 3.8% 64.0% 67.7% 62.2%
Basic Resources 0.0% 0.0% 0.0% 16.9% 0.0% 0.0%
Chemicals 0.0% 0.0% 0.0% 13.8% 0.0% 0.0%
Construction & Materials 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Financial Services 0.0% 0.0% 3.5% 29.3% 16.8% 15.8%
Food & Beverage 4.8% 4.9% 0.0% 2.1% 0.0% 0.0%
Health Care 0.0% 0.5% 0.0% 4.8% 0.7% 22%
Industrial Goods & Services 0.0% 0.0% 0.0% 2.4% 0.0% 0.0%
Insurance 0.0% 0.9% 2.6% 22.4% 36.6% 39.1%
Media 0.0% 0.0% 4.5% 28.7% 0.0% 0.0%
0il & Gas 0.0% 0.0% 0.0% 8.6% 1.3% 1.2%
Personal & Household Goods 0.0% 0.0% 1.8% 2.1% 0.4% 0.0%
Real Estate 0.0% 0.0% 0.0% 7.6% 0.0% 0.0%
Retail 0.0% 0.0% 0.3% 2.8% 0.3% 0.9%
Technology 0.0% 0.1% 0.4% 1.6% 0.0% 0.4%
Telecommmunications 0.0% 15.6% 0.0% 2.6% 3.4% 3.6%
Travel & Leisure 0.0% 0.0% 0.0% 13.1% 10.7% 0.0%
Utilities 0.0% 0.0% 0.0% 14.2% 7.6% 7.0%

*Market cap of companies with MV<BV within the industry/Market cap of companies within the industry.
Source: FactSet; FactSet Fundamentals
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Figure 16: Differences among countries are well explained by the percentage of financial companies
within each sub-sample
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Figure 17 provides a breakdown by the basis of their market capitalization featuring the highest presence of such
country of the European companies as a percentage of total market companies were France, Great Britain,
with market value below book value, on  capitalization. In 2010, the countries [taly and Spain.

Figure 17: STOXX 600: country composition by market cap for companies with MV<BV*

2005 2006 2007

0.8%

2008

1.3%

B Austria M Belgium M Denmark M Finland M France [ Germany
" Great Britain M Greece W ltaly @ Netherlands Norway M Portugal
M Spain [ Sweden B Switzerland

*Market cap of companies with MV<BV within the industry/Market cap of companies with MV<BV.
Source: FactSet; FactSet Fundamentals
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The value in use standard distinguishes IAS/IFRS
impairment from US GAAPR so Part 2 of the paper
investigates whether the differences in the incidence
and amount of a negative difference between market
book value documented in Part 1 can be attributed

to this difference in standards. The main tests are

in Section 10. As a preamble, Section 7 outlines the
differences in impairment testing for goodwill under
the two regimes, supported by comparative data on
goodwill impairments. Under IAS/IFRS, companies
have to pick the higher of fair value less costs to

sell and value-in-use for impairments, so before the
tests in Section 10 that specifically focus on value in
use, Section 8 documents the frequency with which
companies choose value-in-use over fair value in
Europe. Section 9 illustrates why the use of amortized
cost and the incurred cost model by banks (the group
of companies featuring a higher and more frequent
negative difference between market value and book
value of equity) to account for their loans (their most
significant asset class) does not change substantively
the relevance of the test in Section 10.

3 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated
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7.

Goodwill impairment testing
under US GAAP and IAS/IFRS

US GAAP and IAS/IFRS differ in part in
their approach to goodwill impairment
testing. Under both sets of standards,
impairment testing is based on a
comparison between the recoverable
amount and the book value of the
organizational unit to which goodwill
is allocated. However, the impairment
tests differ in five main respects:

US GAAP adopt a process
founded on:

1. Two steps: step 1 involves a
comparison between the fair value
and the carrying amount of the
reporting unit, with step 2 (below)
taken when the fair value of the
reporting unit is lower than its
carrying amount.

2. One standard of value (fair value).

3. One unit of valuation, which is usually
large (the reporting unit).

4. Single level of impairment test (at the
reporting unit level).

5. Goodwill impairment loss is
measured in step 2 as the difference
between goodwill that would arise
in case of purchase at fair value of
the reporting unit — equal to the
difference between the fair value of
the reporting unit and the fair value
of the net assets of the reporting unit
(including unrecognized assets such
as internally generated intangibles) —
and reported goodwill. This means
that the goodwill impairment loss is
generally greater than the difference
between the carrying amount and
the fair value of the reporting unit to
which goodwill is allocated.

IAS/IFRS adopt a process founded on:

1. One step involving a comparison
between the recoverable amount
and carrying amount of the CGU.

2. Two different standards of value
(recoverable amount is the greater of
value in use and fair value less costs
to sell of the CGU).

3. One unit of valuation, which can be
very small (CGU).

4. Different impairment test levels (in
case overheads or resources utilized
by the central structures are not fully
allocated to the CGU, the impairment
test must be run also at the level of
the entire company or the group of
CGU to which costs and resources
can be allocated).

5. Impairment loss is measured as the
difference between the recoverable
amount and the carrying amount
of the CGU to which goodwill is
allocated (first level) and as the
difference between the recoverable
amount and the carrying amount
of the entire entity (second level)
if corporate assets are tested at
that level. This entails a goodwill
impairment loss greater than the
difference between the carrying
amount and the recoverable amount
of the CGU to which goodwill is
allocated, only when there are
significant unallocated resources
and costs and the CGU do not show
recoverable amounts substantially
larger than their carrying amounts.

Under the same set of circumstances
(same goodwill amount, equal future
prospects), the mechanics of the two

impairment tests can lead also to widely

varying results. If fair value is greater
than value in use (thus under IAS/IFRS
the recoverable amount is the same as
fair value) but lower than the carrying
amount, US GAAP tend to take larger
but less frequent impairment losses
than IAS/IFRS.

15 For simplicity’s sake, the exercise assumes that the carrying amount between T e T, is unchanged.

An example demonstrates why.

Consider a business unit (reporting

unit = group of CGU) whose fair value
at time zero (T = 0) is 100 CU and its
carrying amount 110 CU. The table
shows that the mechanism of the
second step under US GAAP resultsin a
larger goodwill impairment loss (25 vs.
10) compared with IAS/IFRS. The greater
amount of goodwill write-off under US
GAAP entails the creation of accounting
slack between the fair value and the
carrying amount (post impairment

loss) of the reporting unit. The size of
the accounting slack is equal to the
excess impairment loss (= 15 = 25-10)
under US GAAP compared with IAS/
IFRS and derives from the difference
between the fair value and the carrying
amount of the assets of the business
unit (excluding goodwill, but including
unrecognized internally generated
intangibles). On the other hand, under
IAS/IFRS there is no accounting slack as
the goodwill impairment loss is equal to
the difference between the recoverable
amount and the carrying amount;
accordingly, after the impairment test,
the recoverable amount is equal to the
unit's accounting value.

Table 8 shows that a subsequent
(T=1) reduction of fair value from
100 CU to 85 CU will generate an
impairment loss under IAS/IFRS but
not under US GAAR'™

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated



Companies with market value below book value are more common | 35
in Europe than in the US: evidence, explanations and implications

Table 8. Impairment test of goodwill: US GAAP vs. IAS/IFRS

Impairment test of goodwill US GAAP IAS/IFRS US GAAP IAS/IFRS
Step 1 Step 1
Fair value (business unit) 100 100 85 85
Carrying amount (business unit) before impairment test 10 110 8 100
of which:
Carrying amount goodwill 40 40 15 30
Carrying amount assets 70 70 70 70
Step 2 No Step 2
Fair value (business unit) 100
Fair value assets (e.g. goodwill) 85
Fair value goodwill 15
Carrying amount goodwill 40
Impairment loss -25 -10 -15
Carrying amount (business unit) after impairment test 85 100 85 85
Fair value — Carrying amount (business unit) after impairment test 15 0 0 0

in use (VIU) of a business unit and the
effects in terms of materialization of

use). Obviously, this is only one of the
possible situations. Table 9 sets out the

These effects materialize when the
recoverable amount of reference under

US GAAP and IAS/IFRS is the same (i.e.
when fair value is greater than value in

possible relationships among carrying
amount (CA), fair value (FV) and value

impairment losses and the extent of such
losses under US GAAP and IAS/IFRS.
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Table 9. Impairment losses in US GAAP and IAS/IFRS

CA>FV>VIU
VIU>CA>FV
VIU>FV>CA
FV>VIU>CA
FV>CA>VIU
CA>VIU>FV
CA = carrying amount
FV =fair value

VIU =value in use

US GAAP IAS/IFRS
W W

W
X

X
X

W

= X X X X

VWA = high impairment loss

\y/ = medium impairment loss

\/=low impairment loss

X=no impairment loss

The first line of the table is the case

of the previous example, where fair
value is greater than value in use but
lower than the carrying amount. In this
case both the US GAAP and ISA/IFRS
recognize a goodwill impairment loss,
but the amount of the loss is greater
under US GAAP than IAS/IFRS.

The second line shows the case where
value in use is greater than the carrying
amount and the carrying amountis in
turn greater than fair value. In this case
there is a goodwill impairment loss

under US GAAP but not under IAS/IFRS.

The last line considers the case where
value in use is greater than fair value

but both are lower than the carrying
amount. In this case, both IAS/IFRS

and US GAAP recognize an impairment
loss, though the difference in the losses
under both sets of standards is even
more pronounced than in the previous
case.

In all the other cases there is no
goodwill impairment under both US
GAAP and IAS/IFRS.

Table 10 shows the varying extent of
impairment losses under both IAS/

IFRS and US GAAP in the three cases
where such losses are recognized under
US GAAP (CA>FV). As can be seen,
under IAS/IFRS goodwiill impairment

is lower in the two cases where the
carrying amount is greater than both
fair value and value in use (CA>FV>VIU;
CA>VIU>FV) but there is no impairment
when value in use is greater than the
carrying amount, even though the
carrying amount is greater than fair
value (VIU>CA>FV).

This last case, in particular, is considered
a rare occurrence by IASB. In fact,
according to paragraph BCZ18 of IAS 36
(Impairment of assets): “If no deep and
liquid market exists for an asset, IASC
considered that value in use would be a
reasonable estimate of fair value. This is
likely to happen for many assets within
the scope of IAS 36: observable market
prices are unlikely to exist for goodwill,
most intangible assets and many items
of property, plant and equipment.
Therefore, it is likely that the recoverable
amounts of these assets, determined in
accordance with IAS 36, will be similar
to the recoverable amount based on

the fair value of these assets” while
according to paragraph BCZ20: “IASC
believed that IAS 36 included sufficient
requirements to prevent an enterprise
from using assumptions different from
the marketplace that are unjustified.

For example, an enterprise is required
to determine value in use using:

a) cash flows projections based
on reasonable and supportable
assumptions and giving greater
weight to external evidence

b) a discount rate that reflects current
market assessments of the time
value of money and the risks specific
to the asset”

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated



Companies with market value below book value are more common | 37
in Europe than in the US: evidence, explanations and implications

Table 10. Impairment test of goodwill: three different cases

Impairment test of goodwill

Value in use

Fair value (business unit)
Carrying amount (business unit) before impairment test
of which:

Carrying amount goodwill

Carrying amount assets

Fair value (business unit)

Fair value assets (e.g. goodwill)
Fair value goodwill

Carrying amount goodwill

Impairment loss

In explaining why it rejected the
argument whereby the recoverable
amount should be equal only to fair
value, IASB clarified that:

a) value in use can have better
information content than fair value

b) value in use does not adopt the
disposal view typical of fair value
and, as such, it captures the service
potential of the reporting unit from

US GAAP IAS/IFRS US GAAP IAS/IFRS US GAAP IAS/IFRS
90 115 105
Step 1 Step 1 Step 1
100 100 100 100 100
110 110 110 110 110
40 40 40
70 70 70
Step 2 No Step 2 No Step 2
100 100 100
85 85 85
15 15 15
40 40 40
-25 -10 0 -25 -5

in use reflects more closely than fair
value the intrinsic or fundamental value
of the reporting unit to which goodwill
is allocated. As intrinsic or fundamental
value is the base used by the entity to
evaluate the expected return on the
investment made, value in use would
be an economic concept more fitting
for those reporting units which are
controlled by other entities precisely
because their value in use is greater

use is related to the greater degree of
subjectivity (and the lower degree of
verifiability) in estimating this value,
compared with fair value. Mindful of
this, IASC introduced safeguards to limit
the risk that a company might be overly
optimistic in estimating value in use'®
and then incur impairment losses when
fair value is lower than the carrying
amount. These include:

a) the identification of a series of
(external and internal) indicators of
impairment of goodwill"

the standpoint of its controlling entity than their net selling value.

The most critical aspect concerning
the IAS/IFRS's adoption of value in

¢) value in use includes also entity-specific
synergies. From this standpoint, value

16 IAS 36.BCZ24. "IASC acknowledged that an enterprise would use judgment in determining whether an impairment loss needed to be recognized. For this reason, IAS 36 included some safeguards to limit the

risk that an enterprise may make an overoptimistic (pessimistic) estimate of recoverable amount:

a) IAS 36 requires a formal estimate of recoverable amount whenever there is an indication that:
i. Anasset may be impaired; or
ii. Animpairment loss may no longer exist or may have decreased.
For this purpose, IAS 36 includes a relatively detailed (although not exhaustive) list of indicators that an asset may be impaired (see paragraphs 12 and 111 of IAS 36).

b) IAS 36 provides guidelines for the basis of management'’s projections of future cash flows to be used to estimate value in use (see paragraph 33 of IAS 36).

17 IAS 36.12 "In assessing whether there is any indication that an asset may be impaired, an entity shall consider, as a minimum, the following indications:

External sources of information

a) During the period, an asset’s market value has declined significantly more than would be expected as a result of the passage of time or normal use.

b) Significant changes with an adverse effect on the entity have taken place during the period, or will take place in the near future, in the technological, market, economic or legal environment in which the
entity operates or in the market to which an asset is dedicated.

c) Market interest rates or other market rates of return on investments have increased during the period, and those increases are likely to affect the discount rate used in calculating an asset'’s value in use and
decrease the asset’s recoverable amount materially.

d) The carrying amount of the net assets of the entity is more than its market capitalization.

Internal sources of information

e) Evidence is available of obsolescence or physical damage of an asset.

f) Significant changes with an adverse effect on the entity have taken place during the period, or are expected to take place in the near future, in the extent to which, or manner in which, an asset is used
oris expected to be used. These changes include the asset becoming idle, plans to discontinue or restructuring the operation to which an asset belongs, plan to dispose of an asset before the previously
expected date, and reassessing the useful life of an asset as finite rather than indefinite.

g) Evidence is available from internal reporting that indicates that the economic performance of an asset is, or will be, worse than expected. [...]
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b) the requirement to place more
emphasis, in connection with
performance forecasts, on information
from external sources and to exclude
any benefit deriving from future growth
and/or reorganization plans.'®

As illustrated above, goodwill impairment
testing under US GAAP results in steeper
losses and the simultaneous creation of

accounting slack capable of limiting future

impairment losses upon the occurrence
of future adverse events. On the other
hand, goodwill impairment testing under
IAS/IFRS results in lower impairment
losses and a perfect alignment between
recoverable amount and carrying amount,
with the effect of making the company
liable to subsequent impairment losses
determined also by limited-impact
adverse events.

Part 1 of this paper showed that
goodwill impairment losses are lower
for European companies than for US
companies. Figures 18 and 19 show the
number of companies that recorded
impairment losses on goodwill up to
five times during the period 2006-10.

Figure 18: Number of annual impairments for companies in the STOXX 600, over the period 2006-10
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In Europe, the average number of
goodwill impairment losses per company
(of companies that took impairment
losses in the 2006-10 period) was 2.52
(median 2). In the US, the number of

18 IAS 36.33. “In measuring value in use an entity shall:

goodwill impairment losses per company
was 1.7 (median 1). Over 35 percent of
the European companies that recognized
goodwill impairment losses had more
than two write-offs in the period. On the

other hand, in the US, companies with
more than two write-offs in the same
period accounted for less than

13 percent.

a) Base cash flows projections on reasonable and supportable assumptions that represent management'’s best estimate of the range of economic conditions that will exist over the remaining useful life of the

asset. Greater weight shall be given to external evidence.

b) Base cash flows projections on the most recent financial budget/forecast approved by management, but shall exclude any estimated future cash inflows or outflows expected to arise from future
restructuring or from improving or enhancing the asset’s performance. Projections based on these budget/forecasts shall cover a maximum period of five years, unless a longer period can be justified.

c) Estimate cash flow projections beyond the period covered by the most recent budgets/forecasts by extrapolating the projections based on the budgets/forecasts using a steady or declining growth rate
for subsequent years, unless an increasing rate can be justified. This growth rate shall not exceed the long-term average growth rate for the products, industries, or country or countries in which the entity
operates, or for the market in which the asset is used, unless a higher rate can be justified”
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Flexibility in estimating recoverable

amounts under IAS/IFRS

Standard setters are faced with the
challenge of determining the degree
of discretion that management
should exercise in estimating
recoverable amounts in an attempt

to achieve a trade-off between the
benefits of permitting managers to
disclose private information — thereby
reducing the adverse selection
problem —and the moral hazard cost
associated with discretional estimates
(Landsman, 2007).

Since under IAS/IFRS the recoverable
amount is the greater of value in use
and fair value, companies select value
in use or fair value, or both (and then
use the higher).”® This is applied to
each CGU or group of CGUs to which

goodwill is allocated. This means that
the companies can use fair value as
the recoverable amount for one CGU
and value in use as the recoverable
amount for another. Thus, IAS/IFRS
allow greater flexibility in estimating
recoverable amounts than US GAAPR
Flexibility poses arisk. In fact, it is
hard to write standards that provide
flexibility to managers when it is
necessary and simultaneously restrain
their behavior when it is not.

Typically, an entity should be interested
in maintaining the same standard of
value over time (fair value or value

in use) due to consistency (which is
appreciated by financial statements'’
users) and cost (changing the standard

Figure 20: Percentage breakdown of the standard of value utilized for goodwill

impairment testing purposes

2005

55; 13%

81; 20%
279; 67%

W FVLCTS
VIU & FVLCTS
ViU

2010

74;15%

389; 78%

| FVLCTS
VIU & FVLCTS
| ViU

VIU = value in use applied to all CGUs; FVLCTS = fair value less costs to sell applied
to all CGUs; VIU & FVLCTS = VIU applied to some CGUs and FVLCTS to the others

Source: Data collected from companies’ ‘Annual Reports and Financial Statements’

of value means revising the process to
estimate recoverable amounts).

The reasons that might prompt an
entity to change the procedure to
calculate its recoverable amounts in
times of crisis might be due to two
main circumstances:

a) Estimates of a given type of value
may be harder. For instance, during
a crisis the number of transactions
in financial markets declines and
fair value estimates on the basis of
the market approach may be more
difficult. Faced with the alternative
of an income approach to estimate
fair value, management might prefer
to estimate directly value in use, a
process that leaves more room for
discretion.

b) The outcomes of the processes to
estimate both types of value can
differ substantially. For instance,
in time of crisis, management can
rely on private information that is
not publicly available. Since the
company is under no obligation to
explain the difference between fair
value and value in use, outsiders
cannot check the use of private
information, which might give rise
to a significant moral hazard cost
(represented by the discount that
investors apply to value-in-use
estimates).

Figure 20 illustrates the frequency with
which value in use, fair value, or both are
utilized by listed European companies,
in 2005 and 2010.

19 Of course companies will calculate only if one approach (VIU of FV) indicates that there is no impairment. IAS 36.19. “/t is not always necessary to determine both an asset's fair value less costs to sell and its
value in use. If either of these amounts exceeds the asset's carrying amount, the asset is not impaired and it is not necessary to estimate the other amount” (IAS 36 uses "an asset’ but the term applies equally

to an individual asset ora CGU).
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The percentage of companies in the that utilized value in use rose (from
STOXX 600 that used fair value halved 67 percent to 78 percent).

(from 13 percent to 7 percent) between

2005 and 2010. The percentage of Table 11 reports the number of

companies that changed the metric
over the years. With the exception of
2010, there seems to be a progressive
increase in the utilization of value in use.

companies that used both standards
of value also fell (from 20 percent to
15 percent) while the share of companies

Table 11. Change of standard of value utilized for impairment testing purposes by constituents of the STOXX 600

From To 2006 2007 2008 2009 2010
FVLCTS VIU 8 3 4 5 3
FVLCTS FVLCTS/VIU 3 4 1 1 1
FVLCTS/VIU VIU " 15 17 10 5
FVLCTS/VIU FVLCTS 1 0 2 1 3
ViU FVLCTS/VIU 9 9 12 6 7
VIU FVLCTS 4 1 4 2 3
Total move towards VIU 22 22 22 16 9
Total move towards FVLCTS 14 10 18 9 13
Total move 36 32 40 25 22

Source: Data collected from companies' ‘Annual Reports and Financial Statements’
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Accounting for loans in the

banking sector

Part | showed that banking is the sector
with the highest (negative) difference
between market value and book value.
This is due to the combined effects of
the following:

a) banking is without a doubt one of
the sectors that was hit hardest by
the crisis and, as a result, banking

shares underperformed the market as

a whole. It was even suggested that
the volatility of bank share prices was
excessive??

b) the banking sector is characterized by
greater accounting slack compared
with other sectors, due to the
recognition of loans on the basis
of amortized cost (an accounting
concept that protects loans against
changes in interest rates and risk
premiums) and the incurred loss
model (a model that immunizes
accounting value against expected
future losses).

These circumstances are only partially
relevant for our purposes.

First of all, in time of crisis:

a) estimating the fair value of a
reporting unit is not the same as
marking that unit to market and
requires in any case a mark-to-
model approach (Level 3 fair value).
This leads to the removal from the
valuation model of those elements

GW
(BV-MV)

GW>BV-MV

GW<BV-MV

that market participants would not
consider in a non-distressed market

b) a value-in-use estimate could not
ignore the presence of a significant
discount of book value to the market
value of equity, including when this
difference is not attributable to the
fundamentals. As already noted, IAS
36.A1 refers expressly to illiquidity as
one of the factors to be considered in
estimating value in use

c) regardless of the type of value
adopted, recoverable amounts must
be calculated as of the measurement
date and must reflect the information
at that date.

Second of all, in time of crisis,
accounting for loans at amortized cost
with the application of the incurred

loss model definitely leads to a book
value for those assets greater than their
market value (both for the expected
losses component and for the higher
premium risk implicit in market returns).
On the other hand, this increases

the likelihood of presumed goodwvill
impairment instead of diminishing it.

In fact, goodwill cannot be tested for
recoverability separately from the CGUs
or the reporting unit (RU) to which
goodwill is allocated. The negative
difference between carrying amount
and recoverable amount of the CGU or
RU must first of all reduce the carrying

amount of the allocated goodwiill. Thus,
if the carrying amounts of the loans
booked by the CGU or the RU exceed
their recoverable amounts, the lower
value of those assets translates into an
impairment loss of goodwill (unless the
bank'’s internally generated franchise
value offsets such difference).

A negative difference between
market value and book value that is
not explained by goodwill impairment
testing could be due to the fact that:

a) the bank has already written off its
goodwill

b) there are CGUs without impairment
offset by units with significant
unrecorded losses (the non-offsetting
and negative CGUs may explain a
portion of this).

However, this is not currently the case
for listed European banks. To that end,
reported goodwill was estimated with
respect to the (negative) difference

between market value and book value.

The sample considers only banks (ICB
Sector 2 Codification), included in the
STOXX 600, with market value (MV)
below book value (BV). The period
considered is that between 2005 and
2010, on a yearly basis.

In order to investigate further the
difference between BV and MV, we
adopted the following indicators:?'

—  100% This represents the extent to which the difference
GW between BV and MV could be explained by goodwill
- — impairment (not already recorded).
(BV-MV)

20 American Bankers Association, Letter to SEC, September 23, 2008

21 GW = carrying value of goodwill
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—  100%
— G—W the market.
(BV-MV)

This represents the percentage of goodwill not priced in

Table 12. BV-MV difference and goodwill accounting for European Banks (STOXX 600) with MV< BV

No. of companies 36

Average (BV-MV)/GW 87%
Average GW/(BV-MV) 49%
Median (BV-MV)/GW 100%
Median GW/(BV-MV) 46%

Source: FactSet; FactSet Fundamentals

While the first indicator may reflect
the role of goodwill in determining a
negative difference between MV and
BV, raising the question on the lack of
further asset impairments, the second
confirms that goodwill impairment is

STOXX 600 (Banks only)
35 4
86% 85%
63% 55%
100% 100%
75% 45%

almost always completely triggered
for impairment.

The table in the next page shows
that the adoption of an expected loss
model instead of the current incurred
loss model for an entity with a

4 2 2
37% 59% 100%
86% 54% 46%
19% 53% 100%
100% 54% 46%

recoverable amount for the CGU lower
than book value would entail a lower
impairment loss of goodwill but equal
write-offs of the accounting value of
assets (loans + goodwill).
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Table 13. A comparison of the effects of the incurred loss model and the expected loss model on
impairment loss of goodwiill

C=A+B

E

F

G, (Cx G+ D,x HYA
H

I=E+G

L=E+H

<

Cxl+D,xL,
OxE

DxF
Cx(F~F.)
Fixed

Q

Q x payout@100%

Hypothesis:

Tax Rate 0%

Payout 100%

Inputs: 0 1 2 3

Initial Loan (Amortized Cost) 100 100 100 100

Reductions in Loans -5 -5 -5

Old Loans 95 95 95

New Loans 5 5 5

Final Loan 100 100 100

Risk Free Rate = Interbank Rate 2.50% 2.50% 3.00% 3.560%

Expected Loss (Revised Estimate) 1.00% 1.25% 1.50% 1.75%

Average Spread on Initial Loans 3.00% 3.00% 3.01% 3.04%

Spread on New Loans (At Issuing Date) 3.00% 3.25% 3.50% 3.75%

Average Interest Rate on Old Loans 5.50% 5.50% 6.01% 6.54%

Interest Rate on New Loans 5.75% 6.50% 7.25%

Assets

Loans 100

Goodwill 10

Total Assets 110

Liabilities and Equity

Interbank Loan (Debt) 90

Equity (Base Case) 20

Total Liabilities and Equity 110

Time 0 1 2 3

Risk Free 2.50% 3.00% 3.50%

ERP x Beta 750% 750% 750%

Cost of Equity 10.00% 10.50% 11.00%

Incurred Loss Method 0 1 2 3 TV
Interest Income 5.51 6.04 6.57 6.57
Interest Expense -2.25 -2.70 -3.15 -3.15
Expected Loss on New Loans -0.06 -0.08 -0.09 -0.09
Expected Loss on Existing Loans -0.24 -0.24 -0.24
Other Expenses -1.50 -1.50 -1.50 -1.50
Net Income 1.46 1.52 1.60 1.84

Book Value 20.00

Dividends 1.46 1.52 1.60

Discount Factor 0.909 0.819 0.731

PV (Dividends) 1.33 1.25 1.17

Terminal Value 16.68

PV (Terminal Value) 12.20

Equity Value 15.94

Book Value = Carrying Amount 20.00

Impairment Loss on Goodwill -4.06
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Expected Loss Method 0 1 2 3 TV
CxIl+DxL, Interest Income 5.51 6.04 6.57 6.57
Ox E  Interest Expense -2.25 -2.70 -3.15 -3.15
Dx F Expected Loss on New Loans -0.06 -0.08 -0.09 -0.09
Cx(F~F.) Expected Loss on Existing Loans -0.24 -0.24 -0.24
Fixed Other Expenses -1.50 -1.50 -1.50 -1.50
Q Net Income 1.46 1.62 1.60 1.84
Book Value Ante Impairment on Loans 20.00
Cx(F~F._) Expected Loss on Existing Loans -0.24 -0.24 -0.24
PV (Expected Loss) -0.22 -0.19 -0.17
T Impairment Loss on Loans -0.58
U= P-T BookValue Post Impairment on Loans 19.42
Q x payout@100% Dividends 1.46 1.52 1.60
Discount Factor 0.909 0.819 0.731
PV (Dividends) 1.33 1.25 1.17
Terminal Value 16.68
PV (Terminal Value) 12.20
R Equity Value 15.94
U BookValue Adjusted 19.42
V=R-U ImpairmentLoss on Goodwill -3.47
Z=T+V Total Impairment Losses -4.06
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Tests of the role of value in use
in determining the difference
between MV and BV

These observations prompt the
question: is the value-in-use criterion a
determinant of the negative difference
between market value and book value
(the GAP)?

We ran two regression analyses to
answer the question, with different
objectives in mind:

1. The first model is an OLS regression
with the GAP between market
and book values at the dependent
variable. This model aims to identify
the contribution of the choice
between value in use and fair value
less cost to sell to explaining the
GARP after controlling for all relevant
known variables that play a role in
determining the GAPR

2. The second model works the
other way around. We look for a
significant relationship between the

P-BV
BV

it

goodwill booked on balance sheets
(as the dependent variable) and

two explanatory variables: market
goodwill (which equals accounting
goodwill only in a full fair value
accounting world) and a dichotomous
dummy variable that assumes value 1
if only value in use is chosen.

The data for the analysis were
assembled as follows:

The dataset is made of all STOXX 600
and S&P 500 constituents over the
period between 31 december 2005
and 31 december 2010. Constituents
are selected at each reporting date.

Data were collected from FactSet,
FactSet Fundamentals and FactSet
LionShares.

For STOXX 600 constituents only,
we analyzed fiscal yearend financial

statements at each reporting date,

in order to determine whether the
company uses value in use, fair value
or a combination of both.

The dataset contains 6,600 company-
year observations; each analysis is
limited only by data availability.

. First regression analysis: Explaining

the gap between market value and
book value.

The object of the analysis is to test
whether the gap between book and
market values can be explained by
the application of a value in use (VIU)
standard for impairment testing
purposes.

e The model, that includes a number

of control variables, is specified as
follows:

= a+B, ROE!+B, GROWTH,+B, PAYOUT, +/34%+/35 COUNTRY_Rf..+B, TURNOVER,,
it

+B, SIZE, + B, GINILINDEX, +f, DEVST TOP 100 SH, +f,, ’%) +B,VIU,,
it

+By, ( DUMMYYEAR)"’ﬁw 3 (DUMMY /NDUSTHY)+ €

e Market caps, and other non-accounting

variables, are at the end of the third
month after yearend.

e The GAP = P-BV is scaled by
book value in order to avoid
heteroscedasticity of residuals.
Diagnostics from the regression
estimation confirm that the
relationship holds. Note that GAP is
price minus book value and not book
value minus price.

Control variables in the regression are
those that previous research indicates
are factors that explain the difference
between market and book values. The
literature shows that the following
four fundamental variables are key to
explaining the difference:

e

— ROE;; =expectedreturnon
equity for the first period after
the reference date, computed by
using equity analysts' earnings

estimates. Companies with
higher ROE usually have higher
market values once scaled over
book values. Intangible resources
allow those companies to earn

a return which is usually higher
than the cost of capital: those
assets are priced at a premium
above book values when internally
generated, thus explaining part of
the difference between book and
market values.
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— GROWTH (g) = cumulative
average growth rate implicit in
analysts’ forecasts of net income
in the upcoming three forecasting
periods at the reference date.
Under normal market conditions,
growth is supposed to be priced
into market values as goodwill.

— PAYOUT = weighted average
payout ratio as indicated by EPS
and DPS estimates of equity
analysts. This variable should be
able to size the equity re-financing
needs of the companies: more
relaxed in bull markets and tighter
in bear markets. In other words,
we expect this variable to capture
the expected re-capitalization
needs of most companies.

— TA/BVis a proxy for the risk and
economics associated with
financial leverage which affects
price relative to book value.
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e The other three variables in the
regression are related to cost of
capital components, as follows:

— COUNTRY: the risk free rate
of companies’ own country is
considered in order to take into
account country risk.

— TURNOVER: as a proxy for
liquidity of the stocks and the
corresponding liquidity premium
required in the market.

— SIZE: to consider the well-
documented size effect on cost of
capital (size defined as the natural
log of total assets).

e Since one of the differences between
market and book values might
be the different premise of value
(minority shareholders vs. controlling
shareholder), we included variables that
should take this effect into account:

— the GINI coefficient computed on
the distribution of shareholders,

further detailed later, as the
inequality measure capable
of giving evidence of owners’
concentration.

— the standard deviation of the
equity interests held by the first
100 shareholders in order to
detail the presence of a single
large shareholder versus multiple
smaller, but still potentially control
oriented, shareholders.

We introduced variables that should
capture accepted and well-known
effects of different accounting
treatments. R&D accounting treatment
has an impact on the GAP because
development (but not research) is
capitalized under IAS/IFRS whereas
neither are under US GAAR

Finally we introduced the value in

use (VIU/FVLCTS = 1; FVLCTS = 0)
dummy variable in order to detect and
size the impact of the choice to adopt
value in use on the GAP between book
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and market values. The VIU dummy
assumes value 1 when value in use or
a combination of value in use and fair
value less cost to sell is used.

Before running the regression,

the following variables have been
winsorized at the 97.5 percent
percentile, in order to keep the
sample as large as possible, reducing
the impact of outliers: (P-BV)/BV,
ROE, GROWTH, PAYOUT; TA/BV,
TURNOVER and R&D/BV.

¢ \We considered two sets of dummy
variables, dummy year and dummy
industry, in order to batch all

observations (company-year) in a
single regression.

e The sample is all firms in the STOXX
600 and S&P 500.

Table 14 reports the regression results.

e \We performed analyses with and
without the VIU dummy (Regression
2 and 4).

¢ \\e also considered an alternative
(Regression 1 and 3) in which we
excluded those variables that, being
correlated with the VIU dummy, were
not (or were less) significant without
the dummy VIU.

e The comparison assumes a closed

set of observations, limited by data
availability.

¢ The results show that the dummy

VIU is significant at the 1 percent
level (]t-stat| > 2.33) and it contributes
to a small increase in explanatory
power (slightly higher R?). The negative
sign of the coefficient indicates

that the adoption of value in use

is associated with a higher book

value relative to market value, thus
confirming a role of value in use in
explaining this difference.

Table 14. Results for the regression analysis of the effect of value in use on the GAP; all companies
in S&P 500 and STOXX 600

Variable Regression 1 Regression 2 Regression 3 Regression 4

e 1.00 0.54 1.84 -0.30
(1.94) (0.65) (3.52) -0.37)

ROE 14.13 13.97 13.91 13.71
(77.69) (74.57) (76.22) (73.40)

. 2.65 2.47 2.71 2.46
(11.04) (9.89) (11.36) (9.99)

(2.23) (3.66)

TA/BV 0.04 0.04 0.05 0.06
(4.83) (4.87) (6.63) (7.13)

COUNTRY R -0.05 -0.05 -0.03 -0.04
-1.28) 1.23) -0.87) 0.89)

TURNOVER SH 0.18 0.24 0.04 0.12
- (5.73) (5.99) (1.07) 282)

GINI Index 005 183
-(0.06) (2.50)

DEVST_TOP_100_SH = L
(1.62) (3.05)

SIZE -0.27 -0.25 -0.33 -0.33
-(8.43) -7.54) -10.15) -(9.93)

R&D/BV 4.70 4.80 4.64 474
(12.55) (12.77) (12.48) (12.76)

7.78) +9.71)

Number of Observations 3,702 3,511 3,702 3,511
Adj R? 78.55% 78.66% 78.89% 79.22%
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2. Second analysis: explaining recorded
goodwill.

e The second part of the analysis
focuses more closely on the
accounting effect of the adoption
of value in use versus fair value
less cost to sell. The dependent
variable is a pure accounting factor,
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accounting goodwill, regressed on
two explanatory variables. The first
is market goodwill (which equals
accounting goodwill only in a full fair
value accounting world) and the way
the impairment test is performed.

e The model can be described by the
following equation:

GOODWILL CURRENT VALUE - ACCOUNTING CHOICE
GW i Spou~TBV \ 1 i
— | =a+ x + B xDumm +E
< A >/'t ! B < TA i :ﬁ/T y\//um: [1]
v v

‘GOODWILL CURRENT VALUE' is
determined by taking the difference
between:

e equity value 'S’, based on a Dividend
Discount Model with no growth in
terminal value that assumes equity
analysts’ estimates of DPS and EPS

e tangible book value.
The variable should capture the share of
goodwill that is booked on balance sheets.

GW, TA and TBV are considered on a
pershare basis, scaled by using common
shares outstanding at FYend. Data are
downloaded from FactSet.

Dummy variable "VIU" assumes value 1
if the company adopts exclusively value
in use and 0 otherwise.

The sign and coefficient of the dummy
represents the average difference in
goodwill booked between companies
implementing different accounting choices.

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

— The independent and dependent
variables are scaled over tangible
assets to avoid heteroscedasticity.

The premise of the analysis is that
the amount of goodwiill internally
generated, not accrued on balance
sheet, is included in residuals ‘¢’

The sample is STOXX 600 firms
with market value less than book
value, in order to explain the share
of goodwill not impaired where
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equity value is below book value.

If the application of value in use
leads to fewer cases of impairment
or lower impairments, we should
expect that the dummy variable
assumes a positive value.

Table 15 reports the results from this
OLS regression, using both Fama
French betas and CAPM betas versus
STOXX 600 in calculation of the discount
rates for Sppw.
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Table 15. Results for the regression analysis of the effect of value in use on recorded goodwill;

STOXX 600 companies with BV<MV

Soom_rr OLS Regression Results

Intercept

(Soow_ee — TBV)/TA Po

ﬁIT

Dummy“!

N° of Observations
R? Adjusted

The results show that the dummyVIU
is significant at the 1 percent level
(Jt-stat| > 2.33).

Soom_carm OLS Regression Results

DS N N [ I N

0.069° Intercept
(8.047)
oeiee (Soom_urope— TBV)/TA
(22.245) -
0}2?537) Dumrmy™®
300 N° of Observations
62.67% R? Adjusted

In order to test the reliability of results,
we considered the whole sample. Table
16 reports the results using all firms in

0.057+**

(5.527)

Bow 0442+
(16.112)

By 0.028**
(2.382)

299
46.95%

the STOXX 600, again using both FF
betas and CAPM betas.

Table 16. Results for the regression analysis of the effect of value in use on recorded goodwill;

all companies in the STOXX 600

Soom rr OLS Regression Results —Whole Sample

Soom carm OLS Regression Results —Whole Sample

[ I T [ S

Intercept

Baw
(Soom_pr = TBV)/TA
Dummy"V B
N° of Observations
R? Adjusted

The dummy variable VIU is still
significant at the 1 percent level.

The lower R? here can be reconciled
with previous regression: no matter

0.107*** Int ;
nterce
(16.395) P
0.0277**
Soom_euope = TBV)/TA
(10.178) ( DDM_Europ )T
0.024%***
D mm VIU
(3.462) ummy
2,525 N° of Observations
4.28% R? Adjusted

what amount of GW/TA a company

has, when S, . falls below book value
and assets are correctly accrued (which
means no impairment of tangible assets

0.102%**
(15.760)
Bew 0.044**
(12.185)
By 0.023***
(3.409)

2,563

5.84%

exists), the amount of goodwill internally
generated, not yet recognized in the
balance sheet, has to be zero (thus
leading to lower ¢).
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Conclusions

The analysis of the companies in the
S&P 500 and the STOXX 600 showed:

¢ A significant prevalence of
European companies with market
value below book value vis-a-vis

US companies. This phenomenon
became more widespread after the
global financial crisis of 2008. In
2008, approximately 30 percent of
companies in the European index
STOXX 600 had market values lower
than book values compared with

20 percent for US companies. In
2010, this percentage dropped to
16 percent for European companies
and 7 percent for US companies.

From as early as 2007, there is a
prevalence of financial companies
(banks, financial services and
insurance companies) among
companies whose market value was
lower than their book value, both

in Europe and in the US Out of 10
companies with market value below
book value, financial companies
account for about nine in the US
and about eight in Europe.

The difference between market
value and book value is also evident
after adjusting for control premiums.
In 2010, only 3 percent of US-listed
companies showed a market price
corrected for a control premium
lower than book value, compared
with 9 percent in Europe.

e The distribution of companies by

number of quarters where market
value is lower than book value shows
that there is a greater persistence for
US companies. But in the case of US
companies, this is due to the control
premium, which accounts for nearly
all the difference between market
value and book value.

The difference between market
value and book value at 31 December
2010 totalled €193 billion for the

38 companies of the S&P 500

(with market capitalization lower

than equity value) and €492 billion

for the 98 European companies of
the STOXX 600 (still with market
capitalization lower than equity value).
On the same date, US companies
(with market capitalization lower than
equity value) had reported goodwill
for the same amount (€193 billion).
Intangible assets other than goodwill
amounted instead to €101 billion. The
European companies (with market
capitalization lower than equity value)
had reported goodwill for €383 billion
and intangible assets other than
goodwill of an additional €136 billion.

Between 2008 and 2010, the

US companies and the European
companies had total impairment
losses (in relation to financial
assets, goodwill, intangibles other

than goodwill and PPE) for €483
billion and €264 billion, respectively.

e The European companies that took

goodwill impairment losses had a
median of two write-offs for the
period 2005-10 as against one for
the US companies. This is because
the two-step mechanism under US
GAAP which is not adopted by IAS/
IFRS, creates accounting slack after
an impairment loss is taken.

e Between 2005 and 2010, a growing

number of European companies
began utilizing value in use to
estimate the recoverable amount
of CGUs, with a resulting decrease
of the number of companies that
utilized fair value less costs to sell
alone or a combination of fair value
less costs to sell and value in use.

¢ The use of value in use in

goodwill impairment tests helps
to explain the negative difference
between market value and book
value and the amount of goodwill
reported by listed companies.

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated



Companies with market value below book value are more common | 53
in Europe than in the US: evidence, explanations and implications

References

American Bankers Association, Letter to SEC, September 23, 2008.

Ball, R., Kothari, S.P and Robin, A., “The Effect of International Institutional Factors on Properties of Accounting Earnings’/
Journal of Accounting and Economics, 2000, pp. 1-571.

Barth, M.E., Beaver, W.H. and Landsman, W.R., “The Relevance of the Value Relevance Literature for Financial Accounting
Standard Setting: Another View', Journal of Accounting and Economics, 2001, pp.77-104.

Barth, M.E. "Standard-Setting Measurement Issues and the Relevance of Research,” Accounting and Business Research,
Special Issue: International Accounting Policy Forum, 2007, pp. 7-15.

Beaver, W.H. and Ryan, S., “Biases and Lags in Book Value and Their Effects on the Ability of the Book-to-market Ratio to Predict
Book Return on Equity,” Journal of Accounting Research, 2000, pp.127-148.

Beaver, W.H. and Ryan, S., “Conditional and Unconditional Conservatism: Concepts and Modelling,” Review of Accounting
Studies, 2005, pp. 269-309.

International Accounting Standard Board, Letter to ESMA, August 4, 2011.

Landsman, W.R., “Is Fair Value Accounting Relevant and Reliable? Evidence from Capital Market Research,” Accounting and
Business Research, Special Issue: International Accounting Policy Forum, 2007, pp. 19-30.

Laux, C. and Leuz, C., “The Crisis of Fair Value Accounting: Making Sense of the Recent Debate” Accounting, Organization and
Society, 2009, pp. 826-834.

Leuz, C., Nanda, D. and Wysocki, P, “Earnings Management and Investor Protection: An International Comparison’, Journal of
Financial Economics, 2003, pp. 505-527.

Penman, S.H., “Financial Reporting Quality: Is Fair Value a Plus or a Minus ?" Accounting and Business Research, Special Issue:
International Accounting Policy Forum, 2007, pp. 33-44.

Ramanna, K. and Watts, R.L., “Evidence on the Use of Unverifiable Estimates in Required Goodwill Impairment,” Review of
Accounting Studies 2012, forthcoming.

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated



54 | Companies with market value below book value are more common
in Europe than in the US: evidence, explanations and implications

APPENDIX:
Country and industry breakdown

Note: \When computing the median including companies that did not impair.
percentage of impairment (goodwill For example, for goodwill impairment
or PPE), the sample is restricted to the percentage is computed as the
companies that recorded impairments. sum of impairments over the sum

The calculation of the weighted average  of goodwill. Negative impairments
impairment uses the complete sample, (reverse) have been excluded.

Median - Industry Level 1

Goodwill Impairment/(Goodwill+Goodwill Impairment)-Industry Breakdown

STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P 500
600 600 600 600 600 600

Basic Materials 1.20% 15.51% 0.90% 21.40% 1.99% 44.72% 6.00% 24.47% 4.22% 0.06% 0.50% N/A
Consumer Goods 1.14% 2.96% 0.77% 1.14% 0.76% 70.03% 2.95% 27.43% 1.25% 31.67% 1.85% 1.91%
Consumer Services ~ 1.21% 13.69% 1.61% 0.92% 0.80% 29.47% 3.98% 38.94% 6.41% 5.83% 1.03% 1.25%

Financials 1.14% 0.93% 0.41% 26.32% 0.42% 5.30% 4.24% 28.14% 3.26% 7.82% 1.65% 13.70%
Health Care 0.26% 0.22% 0.76% 14.88% 3.23% N/A 2.35% 13.98% 0.60% 2.32% 0.45% 11.37%
Industrials 2.15% 1.55% 0.61% 2.93% 0.48% 1.60% 1.07% 7.93% 1.48% 5.11% 0.76% 7.21%
0il & Gas 0.49% N/A 0.21% N/A 0.11% N/A 0.53% 48.11% 10.43% 23.83% 6.63% 60.60%
Technology 12.59% 16.76% 1.46% 15.29% 2.24% 49.19% 1.27% 17.35% 0.57% 58.19% 0.12% 0.53%
Telecommunications  1.04% N/A 2.04% N/A 0.71% 97.14% 1.38% N/A 1.57% N/A 1.25% N/A
Utilities 0.72% 12.47% 0.23% 23.23% 0.47% N/A 2.25% 0.66% 0.06% 20.35% 1.48% 16.02%

PPE Impairment/(PPE+PPE Impairment)-Industry Breakdown

STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P 500
600 600 600 600 600 600

Basic Materials 1.13% 0.98% 0.75% 1.30% 0.59% 0.44% 1.01% 1.99% 0.66% 0.49% 0.56% 0.05%
Consumer Goods 0.84% 1.04% 0.74% 0.75% 0.47% 0.98% 0.82% 1.82% 1.31% 0.90% 0.51% 0.63%
Consumer Services ~ 0.41% 0.50% 0.31% 0.53% 0.61% 0.24% 0.94% 0.36% 1.11% 0.74% 0.51% 0.29%

Financials 0.24% 1.11% 0.24% 0.22% 0.32% 10.73% 0.68% 2.07% 1.46% 0.90% 0.90% 0.26%
Health Care 0.85% 3.05% 0.74% 2.65% 0.58% 2.06% 0.35% 5.01% 1.50% 1.52% 0.78% 2.11%
Industrials 0.47% 0.43% 0.30% 0.30% 0.26% 0.86% 0.51% 0.25% 0.61% 0.49% 0.53% 0.34%
0il & Gas 0.54% 0.39% 0.46% 0.66% 0.77% 0.53% 2.04% 1.87% 1.39% 1.44% 1.47% 0.81%
Technology 1.97% 2.67% 0.69% 1.07% 1.82% 3.69% 3.55% 2.56% 0.16% 1.25% 0.27% 1.35%

Telecommunications  0.46% 0.30% 0.33% 0.28% 0.38% 0.32% 0.19% 0.25% 0.17% 0.26% 0.16% 0.67%

Utilities 0.10% 0.34% 0.35% 0.36% 0.19% 0.13% 0.12% 0.24% 0.14% 0.74% 0.20% 0.67%
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Goodwill/Book Value-Industry Breakdown

STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P 500
600 600 600 600 600 600

Basic Materials 9.55% 26.12% 10.89% 22.37% 13.43% 22.37% 15.28% 26.19% 15.40% 24.40% 14.41% 28.21%
Consumer Goods 36.90% 45.44% 38.42% 45.17% 30.23% 45.00% 40.06% 46.48% 39.19% 47.19% 29.26% 55.33%
Consumer Services ~ 56.48% 37.25% 61.78% 43.60% 70.69% 44.49% 66.77% 43.88% 63.25% 44.84% 58.84% 37.17%

Financials 10.81% 20.58% 12.56% 19.08% 15.18% 20.48% 18.66% 21.73% 14.55% 18.33% 12.62% 16.26%
Health Care 20.85% 45.26% 25.93% 48.33% 31.52% 53.16% 27.80% 57.14% 33.59% 50.07% 41.55% 46.95%
Industrials 51.01% 54.73% 55.69% 55.65% 54.77% 56.12% 59.59% 61.63% 59.37% 62.62% 49.60% 63.14%
0il & Gas 9.25% 12.19% 9.13% 10.51% 13.26% 12.53% 8.13% 9.31% 9.41% 9.33% 9.28% 10.60%
Technology 46.40% 15.86% 53.38% 28.43% 65.60% 34.11% 63.01% 32.29% 67.62% 29.02% 63.26% 22.09%

Telecommunications  57.62% 44.09% 56.94% 58.36% 70.52% 66.85% 89.15% 74.55% 66.15% 69.70% 63.96% 68.52%
Utilities 14.50% 22.08% 12.23% 26.94% 26.70% 27.26% 24.38% 23.47% 24.25% 21.14% 22.40% 21.45%

Goodwill/Total Assets-Industry Breakdown

STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P 500
600 600 600 600 600 600

Basic Materials 4.32% 11.14% 4.58% 8.85% 6.94% 9.71% 6.77% 1.42% 1.22% 7.99% 8.19% 11.47%
Consumer Goods 15.36% 20.72% 15.59% 19.32% 13.90% 20.21% 14.09% 18.44% 14.29% 18.09% 13.74% 17.77%
Consumer Services ~ 14.44% 13.65% 16.60% 14.60% 22.55% 15.98% 22.34% 14.02% 23.00% 15.56% 22.94% 14.42%

Financials 0.61% 2.56% 0.76% 2.53% 1.04% 3.02% 1.12% 3.05% 0.97% 2.51% 0.85% 2.31%
Health Care 11.52% 18.32% 13.21% 19.35% 15.99% 25.32% 13.44% 23.54% 13.25% 23.89% 16.95% 24.43%
Industrials 14.42% 23.50% 16.41% 22.31% 15.33% 26.37% 15.86% 26.24% 16.71% 26.65% 16.61% 27.03%
0il & Gas 4.02% 4.73% 4.75% 4.53% 4.46% 4.69% 3.56% 3.49% 3.70% 4.05% 3.47% 4.74%
Technology 19.61% 9.19% 26.53% 14.67% 22.07% 14.65% 23.39% 14.18% 28.81% 12.11% 29.79% 11.76%

Telecommunications  16.64% 22.61% 20.23% 25.21% 23.31% 26.23% 23.31% 26.62% 23.11% 25.48% 24.66% 25.72%
Utilities 3.41% 5.68% 3.91% 5.78% 6.63% 5.58% 6.41% 5.04% 6.36% 5.02% 6.55% 5.36%

Source: FactSet; FactSet Fundamentals
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Median - Industry Level 2

Goodwill Impairment/(Goodwill+Goodwill Impairment)-Industry Breakdown

STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P 500

600 600 600 600 600

Automobiles & Parts 1.57% N/A 2.95% N/A 0.04% 63.02%  N/A 1459%  7.84% 4826%  4.59% N/A
Banks 0.65% 0.93% 0.40% N/A 0.24% 2829%  3.39% 27.01%  6.95% 3030%  1.57% 14.54%
Basic Resources 0.90% 1.33% 0.98% 21.40%  8.41% 4472%  6.85% 4866%  4.27% N/A 0.50% N/A
Chemicals 7.97% 2968%  0.57% N/A 1.31% N/A 1.16% 6.27% 4.16% 0.06% 3.00% N/A
Construction & Materials 1.40% 1.55% 0.53% 11.69%  0.23% 3.70% 1.39% 1.22% 1.12% 4.71% 0.74% 11.94%
Financial Services 0.55% N/A 0.13% N/A 1.54% 5.30% 4.76% 1267%  1.58% 0.23% 2.11% 2.94%
Food & Beverage 1.00% 5.14% 0.69% N/A 0.77% N/A 2.73% 16.38%  0.87% 17.65%  2.79% 0.78%
Health Care 0.26% 0.22% 0.76% 14.88%  3.23% N/A 2.35% 13.98%  0.60% 2.32% 0.45% 11.37%
Industrial Goods & Services ~ 3.46% 4.29% 0.64% 0.74% 0.75% 0.77% 1.12% 12.30%  1.03% 5.11% 2.02% 7.21%
Insurance 1.87% N/A 1.87% N/A 0.58% N/A 4.10% 30.42%  0.88% 6.52% 1.90% 23.12%
Media 0.94% 13.69%  1.05% 0.83% 0.80% 39.76%  3.08% 18.43%  6.41% 12.55%  0.80% 1.43%
0il & Gas 0.49% N/A 0.21% N/A 0.11% N/A 0.53% 4811%  1043%  2382%  6.63% 60.60%
Personal & Household Goods ~ 0.13% 0.78% 1.31% 1.14% 0.43% 77.05%  1.82% 40.76%  1.25% 3934%  1.53% 9.30%
Real Estate 2879%  N/A 5363%  26.32%  16.01%  1.43% 10.83%  97.84%  1374%  7.18% 3.37% N/A
Retalil 11.95%  N/A 3.55% 34.22%  0.79% 19.19%  8.30% 43.25%  381% 48.85%  1.06% 1.62%
Technology 12.59%  16.76%  1.46% 15.29%  2.24% 4919%  1.27% 17.35%  0.57% 58.19%  0.12% 0.53%
Telecommunications 1.04% N/A 2.04% N/A 0.71% 97.14%  1.38% N/A 1.57% N/A 1.25% N/A
Travel & Leisure 3.50% N/A 2.71% N/A 1.20% N/A 3.07% 46.31%  6.83% 5.77% 0.32% 0.27%
Utilities 0.72% 1247%  0.23% 23.23%  0.47% N/A 2.25% 0.66% 0.06% 2035%  1.48% 16.02%

PPE Impairment/(PPE+PPE Impairment)-Industry Breakdown

STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P 500

600 600 600 600 600

Automobiles & Parts 0.47% N/A 0.22% 0.10% 0.29% N/A 0.72% 21.02%  1.08% 3.18% 0.37% N/A

Banks 0.21% 1.11% 0.12% 0.22% 0.33% 2366%  0.56% 0.83% 1.89% 3.02% 2.00% N/A

Basic Resources 1.13% 0.86% 0.36% 7.29% 0.53% -1.62% 2.57% 2.36% 0.87% 0.08% 0.55% 0.04%
Chemicals 1.67% 1.10% 0.89% 1.30% 0.72% 2.35% 0.73% 0.69% 0.53% 3.67% 0.56% 0.30%
Construction & Materials 0.26% 0.04% 0.21% 0.31% 0.08% N/A 0.53% 0.00% 0.51% N/A 0.23% N/A

Financial Services 0.99% N/A 0.25% N/A 0.78% 3365%  0.54% 8.16% 0.94% 16.17%  0.81% 1.13%
Food & Beverage 1.17% 0.77% 0.74% 3.01% 0.80% 0.78% 0.98% 1.32% 1.47% 0.79% 0.36% 0.13%
Health Care 0.85% 3.05% 0.74% 2.65% 0.58% 2.06% 0.35% 5.01% 1.50% 1.52% 0.78% 2.11%
Industrial Goods & Services 0.52% 0.52% 0.46% 0.30% 0.35% 0.86% 0.51% 0.28% 0.61% 0.49% 0.57% 0.34%
Insurance 1.40% 13.95%  1.52% 3.09% 1.31% N/A 4.39% 2.48% 0.92% 3.88% 0.85% 6.23%
Media 1.77% 0.12% 1.83% 0.63% 1.74% 0.13% 1.00% 0.72% 0.99% 1.27% 0.57% 0.74%
0il & Gas 0.54% 0.39% 0.46% 0.66% 0.77% 0.53% 2.04% 1.87% 1.39% 1.44% 1.47% 0.81%
Personal & Household Goods  0.93% 1.70% 0.80% 0.61% 0.26% 1.21% 0.46% 7.40% 1.76% 0.90% 0.93% 0.99%
Real Estate 0.10% 0.18% 0.16% 0.11% 0.04% 0.08% 1.01% 0.76% 0.13% 0.54% -0.24% 0.23%
Retail 0.33% 0.50% 0.50% 0.42% 0.29% 0.20% 0.93% 0.17% 0.59% 0.63% 0.39% 0.31%
Technology 1.97% 2.67% 0.69% 1.07% 1.82% 3.69% 3.55% 2.56% 0.16% 1.25% 0.27% 1.35%
Telecommunications 0.46% 0.30% 0.33% 0.28% 0.38% 0.32% 0.19% 0.25% 0.17% 0.26% 0.16% 0.67%
Travel & Leisure 0.44% 0.73% 0.15% 0.75% 0.60% 0.96% 0.78% 0.49% 1.79% 1.07% 0.67% 0.20%
Utilities 0.10% 0.34% 0.35% 0.36% 0.19% 0.13% 0.12% 0.24% 0.14% 0.74% 0.20% 0.67%

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated



Companies with market value below book value are more common | 57
in Europe than in the US: evidence, explanations and implications

Goodwill/Book Value-Industry Breakdown

STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P 500

600 600 600 600

Automobiles & Parts 10.77%  3955%  12.11%  2.13% 1097%  25.02%  7.91% 6.55% 18.08%  5.07% 9.36% 34.97%
Banks 10.22%  36.56%  1392%  3154%  1769%  36.74%  2390%  28.78%  17.09%  2474%  14.09%  26.95%
Basic Resources 4.29% 2967%  1063%  1383%  11.99%  1658%  9.92% 1579%  9.36% 1381%  9.22% 14.40%
Chemicals 13.05%  2535%  1253%  2399%  2061%  2419%  3225%  29.06%  2759%  34.28%  2533%  43.58%
Construction & Materials 4577%  4966%  52.91%  42.16%  58.00%  5891%  59.82%  56.99%  4493%  57.34%  45.15%  57.44%
Financial Services 1571%  21.00%  20.00%  21.65%  2417%  3937%  1881%  26.75%  2987%  27.25%  17.20%  27.10%
Food & Beverage 7364%  7373%  7147%  75.21%  72.45%  6433%  6496%  7652%  6569%  7574%  58.74%  73.02%
Health Care 2085%  4526%  2593%  4833%  3152%  53.16%  2780%  57.14%  3359%  50.07%  4155% = 46.95%
Industrial Goods & Services ~ 57.63%  65.85%  59.08%  64.80%  54.68%  5577%  59.41%  6352%  6357%  6262%  50.40%  63.14%
Insurance 11.66%  11.98%  1039%  1347%  1376%  1274%  1672%  1247%  1071%  9.68% 1022%  9.52%

Media 7949%  64.44%  100.38% 64.93%  97.22%  7132%  98.08%  77.33%  101.09% 89.25%  94.32%  64.23%
0il & Gas 9.25% 1219%  9.13% 1051%  13.26%  1253%  8.13% 9.31% 9.41% 9.33% 9.28% 10.60%
Personal & Household Goods  18.87%  34.15%  27.72%  3430%  26.27%  41.96%  20.95%  36.95%  30.95%  37.95%  26.81%  40.86%
Real Estate 1.86% 1.09% 1.88% 1.85% 2.21% 1.63% 2.08% 0.99% 1.80% 0.99% 1.82% 0.99%

Retalil 31.71%  22.92%  53.84%  3222%  50.80%  30.87%  4091%  37.98%  51.09% 27.71%  4393%  23.47%
Technology 46.40%  15.86%  53.38%  2843%  65.60%  3411%  63.01%  32.29%  67.62%  29.02%  63.26%  22.09%
Telecommunications 57.62%  44.09%  56.94%  58.36%  7052%  66.85%  89.15%  74.55%  66.15%  69.70%  63.96%  68.52%
Travel & Leisure 18.89%  3333%  3581%  46.07%  5329%  5429%  7471%  3852%  59.29%  39.44%  33.04%  34.99%
Utilities 1450%  22.08%  1223%  2694%  26.70%  27.26%  2438%  2347%  2425%  21.14%  2240% = 21.45%

Goodwill/Total Assets-Industry Breakdown

STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P 500

600 600 600 600 600 600
Automobiles & Parts 3.87% 1.86% 3.64% 2.01% 4.53% 1.42% 2.42% 2.49% 4.31% 2.53% 2.20% 3.49%
Banks 0.48% 3.43% 0.60% 3.34% 0.68% 3.22% 0.66% 3.05% 0.65% 2.38% 0.59% 2.31%
Basic Resources 1.82% 12.42%  4.55% 6.29% 4.69% 8.63% 4.85% 5.60% 4.56% 6.99% 4.22% 1.38%
Chemicals 6.57% 11.14%  7.18% 11.39%  9.20% 10.70%  11.46%  11.04%  1020%  1461%  1046%  16.71%
Construction & Materials 13.17%  21.79%  1549%  18.90%  14.68%  28.32%  1255%  2851%  1386%  28.00%  13.42%  26.27%
Financial Services 2.00% 4.40% 2.28% 7.05% 3.88% 9.51% 2.83% 9.59% 3.34% 7.84% 1.46% 7.48%
Food & Beverage 2463%  2878%  2801%  2528%  29.02%  2517%  2623%  2548%  26.92% = 23.64%  27.55%  24.24%
Health Care 11.52%  1832%  1321%  19.35%  1599%  2532%  13.44%  2354%  1325%  2389%  16.95%  24.43%
Industrial Goods & Services ~ 14.89%  2430%  1658%  26.07%  1549%  2637%  16.94%  26.24%  1845%  26.65%  17.89%  27.03%
Insurance 0.86% 0.98% 0.89% 1.55% 1.08% 1.83% 1.10% 1.25% 0.97% 1.19% 0.93% 1.54%
Media 26.70%  2537%  2467%  2676%  2847%  2670%  31.15%  28.01%  31.90% 27.07%  3145%  26.78%
0il & Gas 4.02% 4.73% 4.75% 4.53% 4.46% 4.69% 3.56% 3.49% 3.70% 4.05% 3.47% 4.74%
Personal & Household Goods  11.97%  18.13%  11.03%  16.93%  1252%  16.85%  11.96%  17.25%  1330%  17.19%  12.95%  16.17%
Real Estate 0.78% 0.51% 0.67% 0.65% 0.86% 0.59% 0.82% 0.44% 0.97% 0.41% 0.95% 0.46%
Retail 7.44% 7.39% 12.73%  1004%  1381%  9.38% 13.86%  1157%  1868%  1266%  1651%  9.01%
Technology 1961%  9.19% 2653%  1467%  2207%  1465%  2339% 14.18%  2881%  1211%  29.79%  11.76%
Telecommunications 16.64%  2261%  2023%  2521%  2331%  2623%  2331%  26.62%  23.11%  2548%  2466%  25.72%
Travel & Leisure 5.97% 11.58%  7.52% 10.84%  1521%  1060%  16.93%  10.05%  15.13%  10.44%  14.08%  9.60%
Utilities 3.41% 5.68% 3.91% 5.78% 6.63% 5.58% 6.41% 5.04% 6.36% 5.02% 6.55% 5.36%

Source: FactSet; FactSet Fundamentals
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Median - Country

Goodwill Impairment/(Goodwill+Goodwill Impairment)-Country Breakdown

STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500
600 600 600 600 600 600
Austria 1.18% 2.95% 0.58% 6.48% 4.37% 14.06% 6.86% 20.77% 16.26% 8.43% 1.57% 34 %
Belgium 1.56% 2.95% 0.48% 6.48% 0.75% 14.06% 0.68% 20.77% 11.09% 8.43% 6.01% 3.41%

Denmark 2.65% 2.95% 1.92% 6.48% 5.56% 14.06% 2.58% 20.77% 7.39% 8.43% 4.19% 341%

Finland 5.65% 2.95% 0.98% 6.48% 12.85% 14.06% 19.78% 20.77% 0.73% 8.43% 1.11% 3.41%
France 0.61% 2.95% 0.39% 6.48% 0.18% 14.06% 1.07% 20.77% 0.79% 8.43% 0.97% 341%
Germany 3.03% 2.95% 0.37% 6.48% 1.50% 14.06% 3.34% 20.77% 2.66% 8.43% 1.24% 3.41%

GreatBritain ~ 2.32% 2.95% 2.33% 6.48% 0.55% 14.06% 7.93% 20.77% 3.64% 8.43% 2.09% 3.41%
Greece 35.62% 2.95% N/A 6.48% 19.45% 14.06% 0.21% 20.77% 1.22% 8.43% 1.30% 341%
Italy 2.56% 2.95% 0.39% 6.48% 0.75% 14.06% 2.83% 20.77% 0.04% 8.43% 0.74% 341%
Netherlands ~ 0.85% 2.95% 0.24% 6.48% 0.79% 14.06% 3.76% 20.77% 6.14% 8.43% 0.35% 341%

Norway 0.55% 2.95% 0.36% 6.48% 0.88% 14.06% 1.16% 20.77% 4.06% 8.43% 1.07% 341%
Portugal N/A 2.95% 0.27% 6.48% N/A 14.06% 0.54% 20.77% N/A 8.43% 28.93% 3.41%
Spain 0.19% 2.95% 0.39% 6.48% 0.37% 14.06% 0.63% 20.77% 3.39% 8.43% 0.12% 341%
Sweden 0.54% 2.95% 1.90% 6.48% 0.59% 14.06% 1.28% 20.77% 4.43% 8.43% 1.93% 341%

Switzerland  3.94% 2.95% 0.92% 6.48% 0.75% 14.06% 2.13% 20.77% 2.51% 8.43% 2.11% 34%

PPE Impairment/(PPE+PPE Impairment)-Country Breakdown

STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500
600 600 600 600 600 600
Austria 0.10% 0.75% 0.29% 0.55% 0.47% 0.69% 0.67% 1.20% 1.11% 0.82% 0.32% 0.67%
Belgium 0.96% 0.75% 0.79% 0.55% 0.52% 0.69% 0.49% 1.20% 0.56% 0.82% 0.43% 0.67%

Denmark 0.65% 0.75% 0.72% 0.55% 0.44% 0.69% 0.38% 1.20% 0.85% 0.82% 0.50% 0.67%
Finland 0.93% 0.75% 0.56% 0.55% 0.34% 0.69% 2.28% 1.20% 0.25% 0.82% 0.51% 0.67%
France 1.74% 0.75% 0.39% 0.55% 0.50% 0.69% 0.46% 1.20% 0.64% 0.82% 0.32% 0.67%
Germany 0.50% 0.75% 0.62% 0.55% 0.32% 0.69% 0.51% 1.20% 0.73% 0.82% 0.57% 0.67%
GreatBritain ~ 0.79% 0.75% 0.36% 0.55% 0.98% 0.69% 1.29% 1.20% 1.34% 0.82% 1.22% 0.67%
Greece 0.04% 0.75% 0.20% 0.55% 0.00% 0.69% N/A 1.20% 0.10% 0.82% 0.12% 0.67%
Italy 0.22% 0.75% 0.51% 0.55% 0.32% 0.69% 0.72% 1.20% 0.39% 0.82% 0.37% 0.67%
Netherlands ~ 1.26% 0.75% 0.74% 0.55% 0.80% 0.69% 0.53% 1.20% 1.14% 0.82% 0.83% 0.67%

Norway 0.80% 0.75% 0.68% 0.55% 0.14% 0.69% 0.66% 1.20% 1.00% 0.82% 0.23% 0.67%
Portugal 0.26% 0.75% N/A 0.55% 1.90% 0.69% 0.29% 1.20% 6.23% 0.82% 0.53% 0.67%
Spain 0.15% 0.75% 0.08% 0.55% 0.04% 0.69% 0.54% 1.20% 0.80% 0.82% 0.90% 0.67%
Sweden 0.44% 0.75% 0.44% 0.55% 0.43% 0.69% 0.27% 1.20% 0.55% 0.82% 0.76% 0.67%

Switzerland  0.47% 0.75% 0.38% 0.55% 0.27% 0.69% 0.82% 1.20% 0.77% 0.82% 0.20% 0.67%
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Goodwill/Book Value-Country Breakdown

STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500

600 600 600 600 600 600
Austria 14.38% 31.31% 1.89% 33.08% 18.69% 36.20% 35.72% 35.28% 28.37% 32.90% 26.96% 31.69%
Belgium 9.55% 31.31% 20.35% 33.08% 16.07% 36.20% 15.55% 35.28% 12.10% 32.90% 10.75% 31.69%
Denmark 12.30% 31.31% 10.19% 33.08% 22.36% 36.20% 16.37% 35.28% 14.42% 32.90% 18.67% 31.69%
Finland 22.03% 31.31% 27.02% 33.08% 20.24% 36.20% 15.28% 35.28% 18.71% 32.90% 20.35% 31.69%
France 48.06% 31.31% 44.78% 33.08% 57.56% 36.20% 53.36% 35.28% 48.86% 32.90% 49.46% 31.69%
Germany 17.16% 31.31% 26.12% 33.08% 34.44% 36.20% 37.38% 35.28% 38.83% 32.90% 36.91% 31.69%

GreatBritain ~ 27.77% 31.31% 2971% 33.08% 35.73% 36.20% 39.61% 35.28% 41.23% 32.90% 40.54% 31.69%
Greece 4.52% 31.31% 11.33% 33.08% 19.45% 36.20% 29.03% 35.28% 23.59% 32.90% 10.70% 31.69%
Italy 23.07% 31.31% 23.00% 33.08% 31.33% 36.20% 37.14% 35.28% 35.00% 32.90% 35.90% 31.69%
Netherlands ~ 47.21% 31.31% 43.82% 33.08% 23.83% 36.20% 45.01% 35.28% 31.56% 32.90% 26.62% 31.69%

Norway 9.79% 31.31% 19.71% 33.08% 21.58% 36.20% 15.36% 35.28% 10.80% 32.90% 9.73% 31.69%
Portugal 24.87% 31.31% 28.02% 33.08% 15.69% 36.20% 38.51% 35.28% 25.26% 32.90% 9.49% 31.69%
Spain 18.83% 31.31% 16.39% 33.08% 24.44% 36.20% 19.01% 35.28% 21.83% 32.90% 23.85% 31.69%
Sweden 24.52% 31.31% 23.40% 33.08% 29.89% 36.20% 29.54% 35.28% 35.84% 32.90% 30.73% 31.69%

Switzerland  20.82% 31.31% 25.35% 33.08% 22.57% 36.20% 24.35% 35.28% 23.68% 32.90% 24.92% 31.69%

Goodwill/Total Assets-Country Breakdown

STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500

600 600 600 600 600 600
Austria 1.43% 11.11% 2.00% 12.96% 2.19% 12.95% 5.86% 13.23% 5.82% 12.25% 5.02% 13.03%
Belgium 3.16% 11.11% 6.69% 12.96% 5.25% 12.95% 3.68% 13.23% 3.29% 12.25% 2.95% 13.03%
Denmark 5.55% 11.11% 2.74% 12.96% 5.97% 12.95% 7.00% 13.23% 4.52% 12.25% 6.58% 13.03%
Finland 9.74% 11.11% 10.46% 12.96% 6.14% 12.95% 4.80% 13.23% 711% 12.25% 7.40% 13.03%
France 14.67% 11.11% 15.20% 12.96% 16.28% 12.95% 15.07% 13.23% 15.03% 12.25% 13.70% 13.03%
Germany 6.09% 11.11% 9.42% 12.96% 9.58% 12.95% 9.56% 13.23% 11.15% 12.25% 11.87% 13.03%

GreatBritain ~ 6.32% 11.11% 7.48% 12.96% 12.25% 12.95% 12.83% 13.23% 14.29% 12.25% 14.26% 13.03%
Greece 0.66% 1M1.11% 2.77% 12.96% 2.71% 12.95% 2.00% 13.23% 1.80% 12.25% 0.68% 13.03%
Italy 2.46% 11.11% 3.84% 12.96% 451% 12.95% 431% 13.23% 3.94% 12.25% 4.26% 13.03%
Netherlands ~ 12.75% 11.11% 11.84% 12.96% 10.08% 12.95% 10.24% 13.23% 10.31% 12.25% 10.71% 13.03%

Norway 1.80% 11.11% 10.30% 12.96% 8.47% 12.95% 5.71% 13.23% 5.03% 12.25% 5.38% 13.03%
Portugal 4.12% 11.11% 4.89% 12.96% 4.18% 12.95% 791% 13.23% 1.84% 12.25% 2.76% 13.03%
Spain 2.31% 11.11% 2.26% 12.96% 3.51% 12.95% 4.46% 13.23% 5.10% 12.25% 6.51% 13.03%
Sweden 7.04% 11.11% 10.88% 12.96% 12.09% 12.95% 11.14% 13.23% 12.16% 12.25% 11.45% 13.03%

Switzerland 8.93% 11.11% 9.23% 12.96% 8.74% 12.95% 8.34% 13.23% 8.81% 12.25% 9.93% 13.03%

Source: FactSet; FactSet Fundamentals
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Weighted Average - Industry Level 1

Goodwill Impairment/(Goodwill+Goodwill Impairment)-Industry Breakdown

STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P 500

600 600 600 600 600 600
Basic Materials 0.66% 0.15% 2.73% 3.04% 1.22% 3.94% 7.45% 22.26% 0.64% 0.02% 0.06% 0.00%
Consumer Goods 0.46% 0.12% 0.29% 0.05% 0.19% 1.94% 0.90% 1.34% 0.55% 1.00% 0.40% 0.43%
Consumer Services 0.69% 2.84% 0.83% 0.13% 0.63% 0.69% 3.65% 8.21% 1.96% 3.15% 0.58% 0.79%
Financials 0.54% 0.01% 0.48% 0.23% 0.59% 0.15% 14.48% 4.08% 2.16% 1.13% 0.82% 3.00%
Health Care 0.73% 0.01% 0.37% 0.18% 0.21% 0.00% 0.05% 1.54% 0.03% 0.15% 0.17% 0.82%
Industrials 0.72% 0.31% 0.33% 0.24% 0.29% 0.42% 1.24% 1.71% 1.17% 1.52% 0.70% 0.37%
0il & Gas 0.28% 0.00% 0.01% 0.00% 0.01% 0.00% 0.87% 43.37% 4.78% 3.00% 1.94% 1.76%
Technology 0.33% 0.11% 0.07% 1.13% 0.04% 1.60% 9.33% 6.60% 2.77% 0.74% 0.07% 0.01%

Telecommunications 14.69% 0.00% 9.06% 0.00% 0.27% 26.51% 3.58% 1.02% 2.87% 0.00% 3.81% 0.00%
Utilities 1.32% 2.88% 0.51% 1.76% 0.06% 0.00% 3.20% 0.02% 0.02% 1.06% 1.37% 3.26%

PPE Impairment/(PPE+PPE Impairment)-Industry Breakdown

STOXX  S&P500 STOXX S&P500 STOXX  S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P 500

600 600 600 600 600 600
Basic Materials 0.65% 0.23% 0.82% 1.54% 0.64% 0.13% 1.33% 7.05% 2.64% 0.18% 0.69% 0.01%
Consumer Goods 0.93% 0.60% 0.54% 0.70% 0.58% 0.32% 0.69% 5.51% 0.77% 1.12% 0.57% 0.15%

Consumer Services 0.32% 0.91% 0.33% 0.18% 0.27% 0.45% 0.64% 2.78% 0.85% 0.32% 0.53% 0.18%

Financials 0.18% 0.27% 0.10% 0.19% 0.08% 0.25% 0.77% 1.05% 0.73% 1.13% 0.76% 0.86%
Health Care 2.27% 0.53% 0.91% 0.67% 0.68% 0.81% 0.72% 2.17% 2.43% 0.48% 1.16% 0.69%
Industrials 0.33% 0.05% 0.32% 0.02% 0.41% 0.03% 0.43% 1.16% 0.76% 0.12% 0.85% 0.04%
0il & Gas 0.41% 0.23% 0.26% 0.27% 0.62% 0.95% 0.90% 2.63% 1.42% 3.18% 1.28% 0.71%
Technology 0.66% 0.13% 2.65% 0.50% 2.44% 0.86% 4.26% 0.85% 0.51% 0.31% 0.29% 0.16%

Telecommunications 0.57% 0.15% 0.23% 0.03% 0.27% 0.00% 0.14% 0.01% 1.32% 0.07% 3.57% 0.10%
Utilities 0.17% 0.09% 0.19% 0.23% 0.11% 0.21% 0.09% 0.07% 0.17% 0.23% 0.66% 0.29%
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Goodwill/Book Value-Industry Breakdown

STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P500 STOXX S&P 500

600 600 600 600 600

Basic Materials 14.52% 29.10% 20.64% 25.35% 25.08% 25.69% 26.94% 27.95% 23.08% 31.67% 20.25% 29.60%
Consumer Goods 40.82% 57.60% 38.92% 65.27% 39.62% 59.46% 51.24% 73.70% 52.85% 68.53% 44.34% 68.83%
Consumer Services 58.97% 38.76% 58.99% 41.68% 61.90% 45.95% 69.26% 45.49% 65.30% 42.711% 60.69% 41.75%
Financials 19.83% 25.20% 19.78% 26.84% 23.27% 29.27% 24.46% 26.11% 19.99% 24.32% 18.92% 23.14%
Health Care 36.60% 40.34% 39.97% 45.46% 43.29% 48.78% 45.78% 51.73% 49.64% 47.56% 55.92% 49.25%
Industrials 54.31% 57.57% 57.15% 60.24% 60.83% 61.14% 64.43% 72.84% 60.06% 62.53% 59.28% 60.05%
0il & Gas 8.15% 11.73% 8.06% 14.13% 8.06% 12.66% 7.60% 7.28% 1.78% 1.41% 7.29% 8.59%

Technology 26.64% 24.01% 34.73% 29.49% 33.73% 34.27% 49.35% 39.94% 49.14% 37.38% 50.24% 35.38%

Telecommunications 71.65% 18.51% 76.35% 79.21% 79.29% 43.25% 83.45% 52.52% 79.71% 62.54% 75.14% 61.37%
Utilities 33.26% 20.14% 30.62% 21.17% 40.91% 18.89% 39.62% 17.90% 42.24% 15.86% 36.21% 14.96%

Goodwill/Total Assets—Industry Breakdown

STOXX  S&P500 STOXX  S&P500 STOXX  S&P500 STOXX  S&P500 STOXX  S&P500 STOXX  S&P500

600 600 600 600 600 600
Basic Materials 5.87% 10.37% 8.37% 9.68% 10.30% 10.09% 10.60% 8.39% 10.11% 10.45% 9.44% 10.37%
Consumer Goods 11.75% 16.10% 12.00% 19.27% 13.06% 18.05% 14.84% 18.44% 14.11% 19.55% 14.81% 21.09%
Consumer Services 18.88% 17.39% 19.35% 17.90% 20.32% 18.92% 21.45% 17.33% 20.74% 17.18% 20.34% 16.57%
Financials 0.82% 2.32% 0.89% 2.53% 1.02% 2.63% 0.94% 2.57% 0.99% 2.61% 0.99% 2.57%
Health Care 18.21% 18.98% 20.49% 21.22% 21.71% 21.91% 22.41% 22.64% 21.50% 21.74% 24.41% 22.55%
Industrials 13.54% 15.93% 13.16% 16.67% 13.81% 16.11% 13.43% 16.46% 16.20% 15.88% 16.53% 15.92%
0il & Gas 3.28% 5.43% 3.32% 6.62% 3.29% 6.04% 3.09% 3.48% 3.26% 3.55% 2.90% 4.22%
Technology 12.37% 13.36% 16.48% 15.55% 15.15% 17.09% 19.30% 18.34% 20.58% 18.23% 20.89% 18.09%

Telecommunications 26.45% 6.64% 26.85% 19.05% 28.24% 15.36% 27.53% 15.61% 26.44% 18.40% 26.28% 19.06%
Utilities 7.44% 4.93% 7.39% 5.62% 10.05% 5.06% 8.74% 4.53% 9.63% 4.36% 8.92% 4.17%

Source: FactSet; FactSet Fundamentals
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Weighted Average - Industry Level 2

Goodwill Impairment/(Goodwill+Goodwill Impairment)-Industry Breakdown

STOXX S&P500 STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P 500
600 600 600 600
Automobiles & Parts 0.61% 0.00%  1.63% 0.00% 0.01% 22.86%  0.00% 2.31% 3.12% 0.40% 0.12% 0.00%
Banks 0.16% 0.00%  0.34% 0.00% 0.42% 0.03% 18.52%  3.14% 2.43% 1.53% 0.70% 5.43%
Basic Resources 0.23% 027%  6.22% 5.95% 2.01% 7.09% 1341%  41.17%  0.16% 0.00% 0.10% 0.00%
Chemicals 0.89% 0.00%  0.26% 0.00% 0.29% 0.00% 0.23% 1.40% 1.12% 0.03% 0.03% 0.00%
Construction & Materials 0.34% 097%  0.39% 5.92% 0.16% 2.34% 1.01% 6.87% 1.22% 2.86% 0.34% 7.31%
Financial Services 2.41% 0.05%  0.24% 0.00% 0.47% 0.58% 3.90% 1.80% 3.72% 0.02% 1.06% 0.18%
Food & Beverage 0.68% 0.26%  0.19% 0.00% 0.27% 0.00% 0.86% 1.53% 0.17% 0.98% 0.23% 0.03%
Health Care 0.73% 0.01%  0.37% 0.18% 0.21% 0.00% 0.05% 1.54% 0.03% 0.15% 0.17% 0.82%
Industrial Goods & Services ~ 0.86% 0.29%  0.29% 0.09% 0.39% 0.35% 1.41% 1.53% 1.13% 1.47% 0.92% 0.13%
Insurance 0.63% 0.00%  0.34% 0.00% 0.10% 0.00% 1.43% 1.22% 0.70% 1.46% 1.11% 0.48%
Media 0.28% 427%  0.34% 0.17% 0.64% 0.27% 5.16% 5.55% 1.88% 3.28% 0.50% 0.12%
0il & Gas 0.28% 0.00%  0.01% 0.00% 0.01% 0.00% 0.87% 4337%  4.78% 3.00% 1.94% 1.76%
Personal & Household Goods ~ 0.01% 0.02%  0.17% 0.08% 0.03% 1.26% 1.04% 1.06% 0.23% 1.06% 0.72% 0.85%
Real Estate 32.52% 0.00%  21.98% 2366%  30.81%  1.24% 13.09%  68.03%  10.00%  0.86% 2.33% 0.00%
Retail 0.52% 0.01%  0.36% 0.07% 0.75% 1.55% 2.83% 9.75% 2.22% 3.35% 0.69% 1.96%
Technology 0.33% 0.11%  0.07% 1.13% 0.04% 1.60% 9.33% 6.60% 2.77% 0.74% 0.07% 0.01%
Telecommunications 14.69% 0.00%  9.06% 0.00% 0.27% 2651%  3.58% 1.02% 2.87% 0.00% 3.81% 0.00%
Travel & Leisure 2.18% 0.00%  2.88% 0.00% 0.43% 0.00% 1.12% 19.82%  1.70% 0.87% 0.59% 0.02%
Utilities 1.32% 288%  051% 1.76% 0.06% 0.00% 3.20% 0.22% 0.02% 1.06% 1.37% 3.26%

PPE Impairment/(PPE+PPE Impairment)-Industry Breakdown

STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P 500

600 600 600 600 600 600
Automobiles & Parts 0.66% 0.00% 0.42% 0.01% 0.47% 0.00% 0.69% 15.93%  0.51% 2.21% 0.54% 0.00%
Banks 0.23% 0.10% 0.08% 0.00% 0.10% 0.73% 1.03% 0.21% 1.04% 0.08% 1.28% 0.00%
Basic Resources 0.64% 0.32% 0.72% 2.72% 0.60% 0.00% 1.49% 10.89%  3.25% 0.10% 0.68% 0.01%
Chemicals 0.66% 0.12% 1.09% 0.14% 0.73% 0.34% 0.85% 0.02% 0.68% 0.31% 0.72% 0.01%
Construction & Materials 0.12% 0.01% 0.12% 0.07% 0.12% 0.00% 0.40% 0.00% 0.69% 0.00% 1.34% 0.00%
Financial Services 1.36% 1.48% 2.33% 0.68% 0.47% 0.61% 2.47% 0.82% 0.26% 0.81% 0.11% 0.36%
Food & Beverage 1.49% 0.87% 0.56% 1.11% 0.55% 0.49% 0.65% 1.66% 1.28% 0.30% 0.64% 0.09%
Health Care 2.27% 0.53% 0.91% 0.67% 0.68% 0.81% 0.72% 2.17% 2.43% 0.48% 1.16% 0.69%
Industrial Goods & Services ~ 0.47% 0.05% 0.52% 0.02% 0.68% 0.03% 0.46% 1.19% 0.80% 0.12% 0.55% 0.04%
Insurance 0.35% 0.45% 0.11% 0.28% 0.26% 0.16% 0.97% 1.59% 1.80% 2.42% 2.01% 1.97%
Media 0.90% 3.43% 1.46% 0.31% 0.56% 0.04% 0.73% 11.90%  1.47% 0.64% 0.31% 0.23%
0il & Gas 0.41% 0.23% 0.26% 0.27% 0.62% 0.95% 0.90% 2.63% 1.42% 3.18% 1.28% 0.71%
Personal & Household Goods  1.10% 0.81% 0.94% 0.78% 1.14% 0.34% 0.74% 1.61% 0.92% 1.59% 0.58% 0.38%
Real Estate 0.02% 0.03% 0.02% 0.09% 0.01% 0.10% 0.26% 1.00% 0.06% 0.60% 0.00% 0.12%
Retail 0.27% 0.22% 0.34% 0.08% 0.30% 0.05% 0.72% 0.22% 0.87% 0.16% 0.66% 0.13%
Technology 0.66% 0.13% 2.65% 0.50% 2.44% 0.86% 4.26% 0.85% 0.51% 0.31% 0.29% 0.16%
Telecommunications 0.57% 0.15% 0.23% 0.03% 0.27% 0.00% 0.14% 0.01% 1.32% 0.07% 3.57% 0.10%
Travel & Leisure 0.27% 0.11% 0.10% 0.35% 0.17% 2.38% 0.52% 0.18% 0.63% 0.57% 0.42% 0.32%
Utilities 0.17% 0.09% 0.19% 0.23% 0.11% 0.21% 0.09% 0.07% 0.17% 0.23% 0.66% 0.29%
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Goodwill/Book Value-Industry Breakdown

STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P 500 STOXX S&P500  STOXX S&P 500

600 600 600 600 600 600

Automobiles & Parts 7.93% 3853%  7.85% 146.36%  9.56% 3807%  7.32% -340.12%  17.72%  110.90%  8.42% 48.77%
Banks 2265%  3563%  2277%  36.44%  2781%  4029%  26.77%  30.24% 2068%  2762%  19.45%  25.05%
Basic Resources 8.18% 32.20%  12.55%  25.14%  2064%  2524%  20.45%  20.52% 16.63%  17.98%  1392%  16.25%
Chemicals 2446%  26.04%  36.09%  2556%  3347%  26.24%  4046%  36.71% 38.03%  4823%  3578%  46.03%
Construction & Materials 4994%  5492%  6283%  5223%  7187%  67.82%  73.32%  63.29% 6241%  56.32%  60.33%  56.11%
Financial Services 1234%  2056%  18.23%  27.21%  1948%  3284%  2322%  28.98% 2051%  3061%  23.73%  29.13%
Food & Beverage 7525%  55.17%  7079%  5891%  73.10%  61.14%  92.92%  68.92% 85.29%  60.66%  73.75%  64.26%
Health Care 36.60%  4034%  3997%  4546%  4329%  4878%  4578%  51.73% 4964%  4756%  55.92%  49.25%
Industrial Goods & Services 55.70%  58.15%  5364%  61.11%  5463%  61.68%  59.40%  74.08% 5793%  63.48%  57.95%  60.91%
Insurance 1827%  1657%  18.12%  17.54%  1834%  17.04%  22.73%  19.46% 2105%  1671%  1947%  18.32%
Media 9330% 59.78%  95.77%  62.65%  88.29%  64.97%  106.70% 72.85% 11252% 7429%  106.52% 72.68%
0il & Gas 8.15% 11.73%  8.06% 14.13%  8.06% 12.66%  7.60% 7.28% 1.78% 7.41% 7.29% 8.59%

Personal & Household Goods ~ 44.49%  63.81%  40.91%  6569%  4196%  60.94%  61.18%  69.81% 5731%  74.46%  53.02%  76.20%
Real Estate 1.47% 6.36% 1.44% 4.21% 1.87% 4.08% 1.47% 0.63% 1.20% 0.54% 1.34% 0.59%

Retalil 4756%  21.99%  4454%  2640%  48.62%  32.78%  4757%  31.05% 45.22%  2839%  41.40%  27.20%
Technology 26.64%  2401%  3473%  2949%  3373%  3427%  49.35%  39.94% 4914%  37.38%  50.24%  35.38%
Telecommunications 7165%  1851%  7635%  4921%  7929%  43.25%  83.45%  52.52% 1971%  6254%  7541%  61.37%
Travel & Leisure 3574%  27.97%  4341%  2930%  4884%  31.72%  5767%  29.42% 51.38%  26.29%  4453%  2461%
Utilities 3326%  20.14%  3062%  21.17%  4091%  1889%  3962%  17.90% 4224%  1586%  3621%  14.96%

Goodwill/Total Assets-Industry Breakdown

STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P500  STOXX S&P 500

600 600 600 600 600 600
Automobiles & Parts 1.64% 3.00% 1.70% 3.76% 2.40% 2.56% 1.69% 3.11% 3.12% 2.93% 2.14% 3.28%
Banks 0.84% 3.01% 0.87% 3.09% 1.03% 3.09% 0.85% 2.58% 0.92% 2.59% 0.91% 2.40%
Basic Resources 3.62% 11.82%  5.64% 9.86% 8.76% 10.09%  8.50% 6.36% 71.91% 6.41% 7.00% 6.20%
Chemicals 8.70% 9.02% 12.34%  951% 12.96%  10.08%  14.34%  10.63%  14.09%  14.62%  14.15%  14.64%
Construction & Materials 1364%  23.08%  14.04%  21.40%  1523%  2886%  1459%  2623%  1595%  2536%  16.79%  24.27%
Financial Services 1.37% 1.26% 2.83% 1.86% 2.70% 2.36% 4.10% 3.05% 3.23% 3.38% 3.32% 3.23%
Food & Beverage 27.09%  22.35%  27.68%  2373%  2865%  2389%  30.06%  2352%  30.44%  23.20%  2938%  24.22%
Health Care 18.21%  18.98%  2049%  21.22%  21.71%  21.91%  2241%  2264%  2150%  21.74%  2441%  22.55%
Industrial Goods & Services 1351%  1579%  12.75%  16.59%  13.05%  1584%  1281%  1626%  1629%  1568%  1643%  15.74%
Insurance 0.73% 1.93% 0.78% 2.07% 0.84% 2.01% 1.06% 2.23% 1.08% 2.11% 1.05% 2.46%
Media 31.01%  2666%  30.06%  2633%  31.20%  26.78%  36.37%  2587%  3470%  2743%  3432%  26.69%
0il & Gas 3.28% 5.43% 3.32% 6.62% 3.29% 6.04% 3.09% 3.48% 3.26% 3.55% 2.90% 4.22%
Personal & Household Goods ~ 17.36%  23.11%  16.71%  28.19%  17.76%  2595%  22.55%  2577%  2248%  27.04%  2191%  27.68%
Real Estate 0.65% 2.27% 0.68% 1.51% 0.88% 1.40% 0.58% 0.21% 0.53% 0.21% 0.61% 0.23%
Retail 1491%  9.68% 15.82%  11.26%  15.86%  13.38%  14.87%  12.43%  1522%  11.91%  1450%  11.13%
Technology 1237%  1336%  16.48%  1555%  15.15%  17.09%  1930%  18.34%  20.58%  18.23%  20.89%  18.09%
Telecommunications 26.45%  6.64% 26.85%  19.05%  28.24%  1536%  2753%  1561%  2644%  1840%  26.28%  19.06%
Travel & Leisure 11.34%  1392%  13.10%  14.18%  15.00%  1358%  1595%  11.13%  1527%  11.04%  1454%  10.65%
Utilities 1.44% 4.93% 1.39% 5.62% 10.05%  5.06% 8.74% 4.53% 9.63% 4.36% 8.92% 4.17%

Source: FactSet; FactSet Fundamentals

© 2013 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services and is a Swiss entity with which the independent member firms of the KPMG network are affiliated



64 | Companies with market value below book value are more common
in Europe than in the US: evidence, explanations and implications

Weighted Average — Country

Goodwill Impairment/(Goodwill+Goodwill Impairment)-Country Breakdown

STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500

600 600 600 600 600 600
Austria 0.50% 0.68% 0.53% 0.32% 1.01% 2.84% 5.94% 5.57% 4.43% 1.25% 0.66% 1.13%
Belgium 0.10% 0.68% 0.04% 0.32% 0.06% 2.44% 0.07% 5.57% 0.97% 1.25% 0.21% 1.13%
Denmark 151% 0.68% 0.55% 0.32% 1.40% 2.44% 3.67% 5.57% 2.55% 1.25% 0.27% 1.13%
Finland 0.67% 0.68% 0.26% 0.32% 4.20% 2.84% 3.84% 5.57% 6.20% 1.25% 0.21% 1.13%
France 0.24% 0.68% 1.29% 0.32% 0.25% 2.84% 1.64% 5.57% 0.88% 1.25% 0.62% 1.13%
Germany 2.69% 0.68% 0.52% 0.32% 0.37% 2.44% 2.87% 5.57% 2.50% 1.25% 1.37% 1.13%
Great Britain 9.96% 0.68% 5.65% 0.32% 0.41% 2.84% 16.19% 5.57% 2.03% 1.25% 2.64% 1.13%
Greece 0.33% 0.68% 0.00% 0.32% 0.08% 2.44% 0.01% 5.57% 0.07% 1.25% 0.22% 1.13%
Italy 0.11% 0.68% 0.45% 0.32% 0.22% 2.44% 1.64% 5.57% 0.00% 1.25% 0.57% 1.13%
Netherlands 0.60% 0.68% 0.45% 0.32% 0.54% 2.44% 2.87% 5.57% 1.00% 1.25% 1.12% 1.13%
Norway 0.31% 0.68% 241% 0.32% 0.72% 2.44% 2.371% 5.57% 4.03% 1.25% 0.93% 1.13%
Portugal 0.00% 0.68% 0.13% 0.32% 0.00% 2.84% 0.21% 5.57% 0.00% 1.25% 2.18% 1.13%
Spain 0.02% 0.68% 0.20% 0.32% 0.77% 2.84% 0.10% 5.57% 1.32% 1.25% 0.05% 1.13%
Sweden 0.14% 0.68% 1.93% 0.32% 0.65% 2.44% 0.78% 5.57% 2.02% 1.25% 0.07% 1.13%
Switzerland 0.53% 0.68% 0.15% 0.32% 0.34% 2.84% 1.06% 5.57% 1.17% 1.25% 0.35% 1.13%

PPE Impairment/(PPE+PPE Impairment)-Country Breakdown

STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500

600 600 600 600 600 600
Austria 0.45% 0.37% 0.38% 0.31% 0.45% 0.43% 1.56% 1.99% 0.95% 1.03% 0.84% 0.39%
Belgium 0.51% 0.37% 0.40% 0.31% 0.57% 0.43% 0.25% 1.99% 0.58% 1.03% 1.38% 0.39%
Denmark 0.55% 0.37% 0.31% 0.31% 0.72% 0.43% 0.65% 1.99% 0.95% 1.03% 1.32% 0.39%
Finland 1.45% 0.37% 1.08% 0.31% 1.91% 0.43% 2.07% 1.99% 1.74% 1.03% 0.17% 0.39%
France 0.60% 0.37% 0.32% 0.31% 0.28% 0.43% 0.40% 1.99% 0.54% 1.03% 0.95% 0.39%
Germany 0.55% 0.37% 0.66% 0.31% 0.55% 0.43% 0.57% 1.99% 0.74% 1.03% 0.64% 0.39%
Great Britain 0.32% 0.37% 0.24% 0.31% 0.37% 0.43% 0.71% 1.99% 1.91% 1.03% 1.78% 0.39%
Greece 0.05% 0.37% 0.04% 0.31% 0.00% 0.43% 0.00% 1.99% 0.05% 1.03% 0.05% 0.39%
Italy 0.23% 0.37% 0.27% 0.31% 0.20% 0.43% 1.20% 1.99% 0.45% 1.03% 0.30% 0.39%
Netherlands 0.81% 0.37% 0.30% 0.31% 0.37% 0.43% 0.49% 1.99% 1.43% 1.03% 0.85% 0.39%
Norway 1.03% 0.37% 1.46% 0.31% 0.41% 0.43% 1.39% 1.99% 1.64% 1.03% 1.00% 0.39%
Portugal 0.03% 0.37% 0.00% 0.31% 0.02% 0.43% 0.00% 1.99% 0.24% 1.03% 0.36% 0.39%
Spain 0.12% 0.37% 0.04% 0.31% 0.02% 0.43% 0.18% 1.99% 0.36% 1.03% 0.72% 0.39%
Sweden 0.75% 0.37% 0.28% 0.31% 1.18% 0.43% 0.17% 1.99% 1.05% 1.03% 0.46% 0.39%
Switzerland 0.58% 0.37% 0.46% 0.31% 0.44% 0.43% 0.63% 1.99% 1.12% 1.03% 0.32% 0.39%
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Goodwill/Book Value-Country Breakdown

STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500

600 600 600 600 600 600
Austria 15.20% 32.31% 18.79% 36.30% 20.82% 36.98% 25.59% 36.95% 22.70% 35.02% 21.25% 33.88%
Belgium 23.40% 32.31% 2559% 36.30% 25.05% 36.98% 63.20% 36.95% 51.49% 35.02% 51.66% 33.88%
Denmark 20.15% 32.31% 12.89% 36.30% 17.76% 36.98% 22.09% 36.95% 21.02% 35.02% 22.09% 33.88%
Finland 16.91% 32.31% 17.00% 36.30% 15.24% 36.98% 23.76% 36.95% 22.91% 35.02% 22.36% 33.88%
France 47.14% 32.31% 44.26% 36.30% 44.95% 36.98% 48.11% 36.95% 45.69% 35.02% 43.44% 33.88%
Germany 30.76% 32.31% 33.10% 36.30% 34.95% 36.98% 38.41% 36.95% 39.58% 35.02% 36.46% 33.88%
Great Britain 35.16% 32.31% 32.23% 36.30% 37.55% 36.98% 38.02% 36.95% 30.61% 35.02% 21.04% 33.88%
Greece 9.13% 32.31% 18.64% 36.30% 20.17% 36.98% 20.40% 36.95% 16.63% 35.02% 14.94% 33.88%
Italy 34.95% 32.31% 38.06% 36.30% 48.90% 36.98% 48.32% 36.95% 44.37% 35.02% 41.04% 33.88%
Netherlands 29.36% 32.31% 27.32% 36.30% 26.94% 36.98% 38.75% 36.95% 36.77% 35.02% 32.85% 33.88%
Norway 12.01% 32.31% 15.36% 36.30% 14.70% 36.98% 14.45% 36.95% 13.55% 35.02% 11.21% 33.88%
Portugal 26.11% 32.31% 24.70% 36.30% 24.42% 36.98% 29.08% 36.95% 25.64% 35.02% 18.01% 33.88%
Spain 28.03% 32.31% 36.34% 36.30% 36.63% 36.98% 32.84% 36.95% 34.38% 35.02% 36.18% 33.88%
Sweden 23.03% 32.31% 20.69% 36.30% 26.30% 36.98% 28.03% 36.95% 2593% 35.02% 25.57% 33.88%
Switzerland 26.67% 32.31% 27.43% 36.30% 28.70% 36.98% 30.00% 36.95% 29.13% 35.02% 31.13% 33.88%

Goodwill/Total Assets-Country Breakdown

STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500 STOXX S&P 500

600 600 600 600 600 600
Austria 1.65% 6.56% 2.55% 7.40% 2.72% 1.20% 2.60% 6.86% 2.68% 7.09% 2.51% 712%
Belgium 1.22% 6.56% 1.57% 7.40% 1.61% 1.20% 4.21% 6.86% 4.57% 7.09% 4.80% 712%
Denmark 2.18% 6.56% 1.19% 1.40% 1.49% 1.20% 2.00% 6.86% 2.15% 7.09% 2.87% 1.12%
Finland 6.01% 6.56% 5.47% 7.40% 5.60% 1.20% 7.80% 6.86% 1.41% 7.09% 71.35% 7.12%
France 4.71% 6.56% 4.36% 7.40% 4.36% 1.20% 4.31% 6.86% 4.54% 1.09% 4.58% 112%
Germany 2.75% 6.56% 3.15% 7.40% 3.02% 1.20% 3.08% 6.86% 3.94% 7.09% 4.08% 712%
Great Britain 3.79% 6.56% 3.36% 7.40% 351% 7.20% 3.21% 6.86% 3.23% 7.09% 31% 712%
Greece 0.89% 6.56% 1.94% 7.40% 2.12% 1.20% 1.63% 6.86% 1.53% 1.09% 1.41% 1.12%
Italy 3.10% 6.56% 3.69% 7.40% 4.91% 1.20% 4.67% 6.86% 4.67% 7.09% 4.52% 7.12%
Netherlands 1.69% 6.56% 1.86% 7.40% 2.46% 7.20% 3.29% 6.86% 3.54% 7.09% 3.48% 712%
Norway 2.24% 6.56% 2.98% 7.40% 2.67% 1.20% 2.42% 6.86% 2.40% 7.09% 2.14% 1.12%
Portugal 2.22% 6.56% 2.38% 7.40% 2.34% 1.20% 2.87% 6.86% 3.20% 7.09% 2.43% 1.12%
Spain 2.67% 6.56% 351% 7.40% 3.64% 1.20% 3.24% 6.86% 3.60% 7.09% 3.85% 712%
Sweden 2.90% 6.56% 2.70% 7.40% 3.13% 1.20% 2.79% 6.86% 2.91% 7.09% 3.06% 112%
Switzerland 2.05% 6.56% 2.19% 7.40% 241% 7.20% 2.59% 6.86% 3.02% 7.09% 3.39% 712%

Source: FactSet; FactSet Fundamentals
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