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Introduction x CPA
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IFRS 13 was issued in May 2011.

Effective for periods beginning on or after 1
January 2013.

Establishes a single framework for measuring
fair value where that is required by other
standards.

Applies to both financial and non-financial items
measured at fair value.

Requires disclosures about fair value
measurements



Scope

In scope

« Fair value measurements that are required or
permitted by other IFRSs

\
« Fair value measurements required/permitted to be \

disclosed by other IFRSs but not included in statement |
of financial position \

Out of scope

« Share-based transactions (IFRS 2)

« Leasing transactions (IAS 17)

* NRV (IAS 2) and Value in use (IAS 36)

» Disclosure for plan assets (IAS 19), Retirement benefit
investments (IAS 26) and assets for recoverable
amounts is FV less costs of disposal (IAS 36)




Definition of fair value x CPAK

Uphold Public Interest

The price received toan asset or paid ta liability in an
orderly transaction)n the(rincipal market for most advantageous market)
between market participants at th =

o =

~5° &

_— - o GRS

costs ~iocd

=N




Key considerations

[Step 1: What is the unit of account? ‘J

-

NS

[Step 2: Is there more than one market for the item?

Step 3: Who are the other market participants?
How would they use the asset/liability?

Is there a better alternative use for the asset?

[Step 4: What is the current use of the asset? g ‘J

[Step 5: Calculate the price

N
[Step 6: Fair value disclosures ]




Definition — Unit of Account

The level at which an asset or a liability is aggregated or disaggregated in IFRS for
recognition purposes based on the particular IFRS standard




Example — Individual vs group of assets

Y Ltd has investment property comprising furnished building

« If Y Ltd uses the investment property as a group of assets (each floor is rented as
a single asset) — the unit of account is each floor

« If Y Ltd uses the investment property as individual assets (the building is rented
as a whole) — the unit of account is the individual asset

« Grouping is based on what market participants will consider

N
o N




Investments in subsidiary, JV and associate
(separate financial statements)

Which standard?

o =

Unit of account is entire investment? . UD'F of ac_count_ = generally
Individual financial instrument

In what circumstances is unit of
account not individual financial
Instrument?




Financial instruments
Example 1: Unit of account x CPAK
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« X Ltd is the majority shareholder (65%) of A Ltd holding 400 000 shares
* Previously X Ltd purchased the shares for KES120 million in 2009

« X Ltd believes that it would be able to sell its shareholding for a total of KES
200 million at 31 December 2013

 One individual share has been valued at KES 400 at 31 December 2013

« X Ltd carries its investment in subsidiary at fair value in its separate financial
statements

What is the fair value?

1. 200 million
2. 180 million N
3. 160 million.

o ' F x 2
}\ Shareholding




Financial instruments
Example 2: Unit of account x CPAK
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Assume X Ltd carries the investment at cost (KES120 million) in its separate
financial statements

At 31 December 2014 the share price is KES 200 per share (KES 80 million for
entire investment )

X Ltd plans to sell the entire investment during 2015, therefore it is classified
as held for sale

A number of interested buyers would pay KES110 million for the 65%
shareholding

Transaction costs of KES 500 000 would be incurred by X Ltd to sell the
Investment

What is the fair value?
A) 120 million, B). 80 million C). 110 million. D). 10.5 million




Possible markets

Principal market
Highest volume and level of trading activity

o

Most advantageous market

Consider BOTH transaction costs and
transport costs — maximizes amount
received /paid

In absence of evidence to the contrary, use
market that the entity usually transacts in
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Example 3: Principal market

] CPAK

Uphold Public Interest

Company P holds inventory (maize) that is traded in three different markets as

below, identify principal and most advantageous market:

[ Company P }

Buys and sells in

[ Market A } [ Market B } [ Market C }

Volume (annual) 30 OOO 12 OOO §) OOO

Trades per month

Price 50
Transport costs (3)
Possible fair value 47
Transaction costs (1)

Net Proceeds 46

48
(3)
43
(2)
43

53
(4)
49
(1)
48




Examples of alternative markets x CPAK
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Equity investments Dual listing
(ie listing on the JSE and LSE)

Physical assets Same asset traded in different locations
(ie Frankfurt and Amsterdam)

Commodities futures Same commodity trades on different markets
(ie SAFEX, CBOT, LME, NYMEX)

Other derivatives Some derivative traded on different derivative
markets

(ie Certain derivatives only traded on Yield X and
others only traded on SAFEX)




Definition x CPAK
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Buyers and sellers in the principal (or most advantageous) market for the asset or
liability that have all of the following characteristics:

Willing

Able

K Knowledgeable
“ Independent




Orderly transactions

Calculating fair value based on recent transaction

—I Determine if transaction is orderly ]I

—I No — little if any weight given to transaction price I

—I Yes — transaction price is considered ]I

I Not known to be orderly — transaction price considered but with I
less weight placed on it compared to orderly transactions




Circumstances where a transaction is not orderly

CPAK

Inadequate exposure to market to allow usual and customary marketing activities

Seller is near bankruptcy or receivership




Measuring fair value

« Use assumptions market
participants would use
when pricing assets and
liabilities

« Assume they act in their
economic best interests

Take into account the
characteristics of an asset or
liability that market participants
would consider:
« Condition and location of
asset
Restrictions on the sale or
use of the asset




Requirements for determining highest and best use

Non-financial asset

Physically possible
Legally permissible
Financially feasible

Assume current use is highest and best use |f no
evidence to the contrary




Example 5 — Highest and best use x CPAK
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Luxury hotel in Nairobi that generates rental income

Independent property valuation experts have valued this hotel at KES 65 million

X Ltd has signed an agreement with a local bank whereby it cannot make certain
modifications to the hotel, reducing the value of the hotel to KES 55 million

* The proximity of the hotel suggests that it could be converted into a super-factory
« Conversion modifications of KES10 million would need to be made to the hotel

« The modified building could then be sold for KES 73 million

« What is the fair value of the property?




Fair value of investment property

I Pre IFRS 13 I

| Exclude future capital expenditure (IAS 40.51) I
| Per IFRS 13 I

Include the capital expenditure for future
Improvements in determining fair value of investment
property if market participants would consider




Premiums or discounts

Include only if consistent with the unit of account
(individual or portfolio)

Consider if market participants would include it in the
price

U

aracteristic of asset or Tiability that market parficipants .'
take into account for the transaction (liquidity discount) -

include .

N

Distinguish between:

Characteristic arising from entity’s holding of the asset or
liability (blockage factor) - exclude




Transaction price vs fair value
P ] CPAK
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Transaction price normally is the fair value unless:

The unit of account
The The transaction takes represented by the The market in which the
transaction | place under duress or transaction price is transaction takes place

IS between the seller is forced to different from the unit of Is different from the
related accept the price in the | account for the asset or | principal market (or most
parties transaction liability measured at fair | advantageous market)

value

Consider the treatment of day one gains / losses under the relevant
IFRS standards.

I’I'ii'e

&3

Entities should consider factors specific to the transaction in order to
determine whether the fair value at initial recognition equals transaction price




Valuation technique

Using valuation techniques

] CPAK
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 When a quoted price for an identical asset or liability in an active market is not

available

« Maximise the use of observable inputs

« Minimise the use of unobservable inputs

Fair value hierarchy

Level 1

Unadjusted
guoted prices

for identical
iInstruments in
active market

Level 2

* Quoted prices for similar instruments In
active market

* Quoted prices for similar/identical
Instruments in non active market

» Observable inputs and insignificant
unobservable inputs

Level 3

Significant
unobservable

Inputs




] CPAK
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Fair Value Hierarchy (continued)

1. Level 1inputs
v’ Securities on national exchange.
v' Treasury Bills.
v’ Certain Treasury Bonds
2. Level 2 inputs
v Corporate bonds.
v' Derivatives such as interest rate and currency swaps

3. Level 3inputs
v" Private equity investments

v Residential and commercial mortgage related assets
(including loans, securities and derivatives)




Valuation Techniques

1. Market approach.
2. Income approach.
3. Cost approach.

The technique adopted should maximize
the use of relevant observable inputs and
minimize the use of unobservable inputs.




] CPAK
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Presentation and disclosure

An entity shall disclose information that helps users of its
financial statements assess both of the following:

1. Carrying amounts and fair values of financial assets
and financial liabilities.

. Their levels in the fair value hierarchy.
. The valuation techniques.
. The inputs used to develop those measurements.

. Level 3, a description of the valuation processes used
by the entity.

o o W N




Example — disclosure

Recurring assets carried at fair value

] CPAK
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e thousands of auro Lewal 1 Lewel = Lewel 3 Total
Standing timibar - - 4. 193 4,193
Livstock - - o912 o112
Total biological assats - - 5,105 5. 105
Foal astate for reantal = = 2,170 2,170
Total investmant proparty = = 2. 170 2,170

Tha antity”s policy iz o recogniza transfars out of Lawval 2 as of the datae of tha ewvant or chanmga in

circumstancas that causcd thae transfar.

Tha following tabla shows a reconciliation from thae bagimnming balances to the anding balancas for

Lewsl 2 fair valus maasuramants.

Satamd g Irnerast et
in Hroussnds oF o timber’ Livestock” pro pearty
Balanca at 1 January 2012 5,942 834 1.050
Accpuisitions 294 11 2000
Hammastaed timbser tramnsformred to imeantories f salas (Z.480) (1273 -
Raoclassification from propsrty, plant and aquiprmanit = = 8000
Changeas in fair valua — Othar imcorma — Raealisad T&D 10y =
Changes in fair value — Othar imcomea — Unraalised 247 S5 ] 20
Mot imcreaso dus to births and deaths — Othar
Incoma — Uinraalisad - 1 -
Effact of mowamants in exchangs rata =] ) ] 14 -
Balance at 21 Decombar 2012 4. 193 o912 2, 170




Example — disclosure (cont.)

Valuation techniques and key unobservable inputs used

5. Determination of fair values (continued)

Type

Valuation approach

Key unobservable inputs

CPAK

I

Inter-relationship betwean key
unebasarvable inputs and fair value
NS85 e et

Investment property’

Cormmarcial properties for
leasing when prices per
squara metra for comparable
buikdings end leasas ara
availebla

Tha fair valuas ere determined by applying the market-
cormparion approach. The wvaluetion modeal is besed on a
price par squears metre for buildings derived from abessrvable
maerkat deta, derived from an ective and transparant rmarket.

Prices par square metra (X toY).

Pramiurn idiscount) on the quality of
the building and leese tarms (-30%
to AEH].

The astimeted fair value increeses the
higher are preamiurmna for higher quality
buildings end lease tammns.

Cormmarcial properties for
leasing when compearable
prices per squares metra for
comparszla buildings and
leasas ere not evailable

In the sbeence of & price par squara metra for similar
buildings with compemable leese tarmms, tha fair value i
determined by epplying the income spproach. The valuation
models are besad on the estimeted rental value of the
property. & merket yield is applied to the estimated rental
walua to armive et the gross property valuetion. Whean ectual
rants diffar rmaterially fromn the estimated rental valus,
edjustments are mads to reflect actual rents. Veluations
reflect, when approprieta, the type of tenants ectually in
ocoupetion ar resporaible for meating lease commitrmants o
likehly to b in oocupetion after letting vacant eccommodetion,
the allccetion of maintanance and irsurence responsibilities
betweaan the Group and the lasses, and the remeaining
aoonomic life of the propsrty.

Markset rents [A 1o B).

Imveatment property yiekds ifrom

4 8% to 79% depending on the
location) end discount rates [F99% to
9.0%; waighted evarsga 8.6 ).

The astimeted fair value increeses the
lowvar are yields and discount retes.

Cormmarcial properties undar
construction

Tha fair valua of imeeatment property under constaction is
determined by estimeating the feir velus of the completad
imvestmant property and then deducting from that ermournt tha
astimated costs to complete construction, firancing costs and
& regsonable profit margin on construction and developrmant.
The estimated cost to complets is determined basad an the
construction cost per square metar in the partinent area.

Constnction coat per squars metar
(=800 to &=1,700 depending an the
location, weightad average &£1,450).

Estimeted profit mangin [14% to
18%, weaight evarege 16 .29%).

The astimeted feir valus incresses
the lowwer ara the estimated costs
of complation and the lowear the
requirad profit on coretruction and
devalopment.

Uphold Public Interest



Key points to remember!

« Fair value is the exit price

« Consider assumptions that other market
participants would use

* Highest and best use of a non-financial
asset should be consistent with a market
participant’s view

« Use valuation technique that maximises
use of observable inputs

» Disclose valuation processes for Level 3
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