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Introduction I CPAK
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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/IFRS 16)
* NRYV (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)
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Presentation Notes

IFRS 13 explains how to measure fair value when it is required by other IFRSs. It does not introduce new fair value measurements, nor does it eliminate the practicability exceptions to fair value measurements that currently exist in certain standards. Prior to the introduction of IFRS 13 there was no single source of guidance on fair value measurement and inconsistencies in guidance added to the complexity of financial reporting. 

General principles	
• Fair value is an exit price (The definition of fair value in IFRS 13 is identical to that in US Accounting Standard Codification Topic 820 Fair Value Measurements and Disclosures (Topic 820), which was amended on the same day that IFRS 13 was issued)
• Measurement considers characteristics of the asset or liability and not entity-specific characteristics
• Measurement assumes a transaction in the entity’s principal (or most advantageous) market between market participants
• Price is not adjusted for transaction costs
• Measurement maximises the use of relevant observable inputs and minimises the use of unobservable inputs
• Three-level fair value hierarchy is extended to all fair value measurements	

Disclosures	
• Fair value hierarchy disclosures are extended to non-financial assets and liabilities measured at fair value
• Information about non-recurring fair value measurements introduced
• Effect on profit or loss for recurring fair value measurements categorised within Level 3
• Information about fair value disclosed for items not measured at fair value but for which fair value is disclosed
• More detail in interim financial statements for fair value of financial instruments	
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Source – IFRS 13 checklist

EXIT Price

2.4A.40.10 An entity should take into account characteristics of the asset or liability that market participants would take
into account in a transaction for the asset or liability at the measurement date. In the case of an asset, these
characteristics include, for example:

• the condition and location of the asset (see 2.4A.80.20); and
• restrictions, if any, on the sale or use of the asset. [IFRS 13.11]

2.4A.40.20 It is important to distinguish a characteristic of an asset or liability from a characteristic arising from an
entity's holding of the asset or liability, which is an entity-specific characteristic (see 2.4A.450.40). Factors used to
evaluate whether a restriction on an asset is a characteristic of the asset or entity-specific may include whether the
restriction is:

• transferred to a (potential) buyer;
• imposed on a holder by regulations;
• part of the contractual terms of the asset; or
• attached to the asset through a purchase contract or another commitment. See also 2.4A.150
for discussion on restriction on the transfer of a liability or an entity's own equity instrument.

2.4A.80 Transaction and transport costs
2.4A.80.10 The price used to measure fair value should not be adjusted for the directly attributable sale or transfer
costs that an entity would incur when selling the asset or transferring the liability (i.e. transaction costs). Instead,
transaction costs should be accounted for in accordance with other applicable standards. This is because transaction
costs are not a characteristic of the asset or liability and are, instead, characteristics of a transaction. However,
transaction costs are taken into account in identifying the most advantageous market (see Example 3). [IFRS 13.25, A]

2.4A.80.20 Transaction costs do not include transport costs - i.e. costs incurred to transport an asset from its current
location to its principal (or most advantageous) market. If location is a characteristic of an asset - e.g. crude oil held in
the Arctic circle - then the price in the principal (or most advantageous) market is adjusted for the costs that would be
incurred to transport the asset to that market - e.g. costs to transport the crude oil from the Arctic circle to the
appropriate market. [IFRS 13.26]


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? N ‘J

[Step 5: Calculate the price

N
[Step 6: Fair value disclosures ]
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Our view of the steps to follow –this is in line with the IFRS 13 guidelines which will be included as a handout. Presenter to talk the participants through the headings on the IFRS 13 guidelines. The next slides illustrates the application of these steps to an intangible asset. 

Key considerations when applying IFRS 13

The objective of a fair value measurement is to estimate the price at which an orderly transaction to sell the asset or to transfer the liability would take place between market participants at the measurement date under current market conditions. A fair value measurement requires an entity to determine all the following:
(a) the particular asset or liability that is the subject of the measurement (consistently with its unit of account) -  (step 1). Unit of account is determined based on the relevant accounting standard. 
(b) for a non-financial asset, the valuation premise that is appropriate for the measurement
(consistently with its highest and best use) -  (step 4).
(c) the principal (or most advantageous) market for the asset or liability-  (step 2 +step 3).
(d) the valuation technique(s) appropriate for the measurement, considering the availability of data with which to develop inputs that represent the assumptions that market participants would use when pricing the asset or liability and the level of the fair value hierarchy within which the inputs are categorised. - (step 5) (IFRS 13.B2)

There is interaction between some of the steps, for example, The highest and best use of a non-financial asset is driven by the market participants. 


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
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Presentation Notes
Source – IFRS 13 checklist

IFRS 13.14
Whether the asset or liability is a stand-alone asset or liability, a group of assets, a group of liabilities or a group of assets and liabilities for recognition or disclosure purposes depends on its unit of account [Refer: Appendix A]. The unit of account for the asset or liability shall be determined in accordance with the IFRS that requires or permits the fair value measurement, except as provided in this IFRS. [Refer: paragraphs 32, 39(b), 44, 69, 80, B2(a), B4(c) and BC77]



Example — Individual Vs group of assets

Y Ltd has investment property comprising furnished building

o 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

o 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
oo N
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Source – IAS 40



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

Which standard?

IAS 27

Unit of account is entire investment? . UD'F of ac_count_ = generally
Individual financial instrument
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IFRS 13 explicitly introduces the concept of the ‘unit of account’, which is determined in accordance with the relevant IFRS that requires or permits the fair value measurement. In many cases the unit of account can be inferred, e.g. a cash-generating unit in IAS 36 Impairment of Assets; however, for a financial asset that is an investment in a subsidiary, joint venture or associate it is not clear because the investment held by the entity comprises a number of individual shares.  

The issue is whether the unit of account is an individual share or the entire holding. This interpretation makes a difference in applying IFRS 13. For example, if the unit of account is an individual share, then there is no possibility of arguing, for example, that a premium related to the size of the holding should be included in the measurement of fair value. 

Under IAS 39/IFRS 9, the unit of account is generally the individual financial instrument.  On the other hand, the basis of  accounting specified in the underlying IFRS (or Interpretation) [i.e. IAS 27, IAS 28, etc] for such an investment is premised on viewing the item as a whole, and not on it being a collection of smaller items.  However, this counterview is weakened when that other underlying standard requires the investment to be measured at fair value “in accordance with” IAS 39/IFRS 9.

KPMG has submitted this issue to IFRIC.

This issue is particularly significant for private equity and venture capital entities.  These entities generally measure investments using an “enterprise valuation” approach to estimate the fair value of investments by reference to the value of the underlying investee business in its entirety.  This matches their business model under which private equity managers arrange the purchase and sale of entire businesses rather than individual shares.

Note:  If an investment comprising a number of individual financial instruments is within the scope of IAS 39/IFRS 9 (e.g. an AFS asset), then the unit of account is the individual financial instrument (unless the portfolio measurement exception applies).  We believe that the same conclusion should apply if the investment would otherwise be outside the scope of IAS 39/IFRS 9 but is measured at fair value in accordance with IAS 39/IFRS 9 pursuant to the provisions of another standard.
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Example 1: Unit of account I CPAK

Uphold Public Interest

e X Ltd is the majority shareholder (65%) of A Ltd holding 400 000 shares
e Previously X Ltd purchased the shares for KES120 million in 2014

« X Ltd believes that it would be able to sell its shareholding for a total of KES
200 million at 31 December 2018

e One individual share has been valued at KES 400 at 31 December 2018

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

What is the fair value at 31 December 20187

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

}‘ SIlarehulrliqnﬂ
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Answer: 3) 160 million being 400 000 X 400.

1 – uses the price with a control premium which is not allowed
2 – uses the mid between the correct price for the unit of account and the price including a control premium.

This appears to be KPMG’s current view (Insights 2.4A.450.35), however, it is not clear what the appropriate answer is. This matter has been discussed by the IASB.

It is not clear whether the unit of account is the individual instruments or the investment in the subsidiary as a whole. 

Some preliminary discussions from the IASB indicate the following tentative conclusions:

To summarise tentative decisions:
Unit of acc for inv in subs, jvs and associates is investment as a whole
If quoted investment – use P*Q
Fair value of a CGU (where it is a quoted entity) – use P*Q
These items will probably be included in an ED of proposed amendments to IFRS 13.
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Financial instruments

Example 2: Unit of account I CPAK

Uphold Public Interest

 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
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Answer: 
Could argue that answer is C - 110 million, the unit of account is the entire shareholding

Other alternatives:
1 – this is the cost price and not the fair value
2 – uses individual share as the unit of account
4 - uses the price that includes a control premium less transaction costs

Other consideration
2 could be correct - if a Level 1 input exists for the individual financial instruments that make up the investment

In March 2013 the IASB had receivedtwo letters asking whether the unit of account for such investments is the investment as a whole or the individual financial instruments that make up the investment.

The IASB tentatively decided that the unit of account for investments in subsidiaries, joint ventures and associates is the
investment as a whole. Nine IASB members agreed.

The IASB tentatively decided that the fair value measurement of an investment composed of quoted financial instruments should
be the product of the quoted price of the financial instrument (P) multiplied by the quantity (Q) of instruments held (ie P × Q). The
IASB noted that quoted prices in an active market provide the most reliable evidence of fair value. Eight IASB members agreed.
In the same way, the IASB also tentatively decided that the fair value measurement of cash-generating units (CGUs) for
impairment testing when those CGUs correspond to a quoted entity should be the product of their quoted price (P) multiplied by
the quantity (Q) of instruments held (ie P × Q). Eight IASB members agreed.

Although eight IASB members supported these measurement decisions, two IASB members indicated their tentative intention to
present an alternative view in the forthcoming Exposure Draft that will include such proposals.

Next steps
The IASB staff will present to the IASB a summary of the due process steps undertaken, before preparing an Exposure Draft of
proposed amendments to IFRS 13 Fair Value Measurement.

 Refer to March IFRS update – page 7-8.




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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Definitions:
 Principal market - The market with the greatest volume and level of activity for the asset or liability.
 Most advantageous market - The market that maximises the amount that would be received to sell the asset or minimises the amount that would be paid to transfer the liability, after taking into account transaction costs and transport costs.

Refer to IFRS 13.BC42 for hypothetical market

NB! In order for a market to be eligible to be considered as the principal or most advantageous market, the entity should be able to access that market at the measurement date. 	

In the absence of evidence to the contrary, the principal (or most advantageous) market is presumed to be the market in which the entity normally enters into transactions to sell the asset or transfer the liability. 
This may be a change from pre-IFRS 13 practice under which entities usually assumed that the transaction took place in the most advantageous market and they didn’t search for the principal market even if it was different from the most advantageous market. 
IFRS 13 does not require entities to undertake an exhaustive search for all possible markets to identify the principal market or, in the absence of principal market, the most advantageous market; however, the entity should take account of all information that is reasonably available. For example, if reliable information about volumes transacted is available in trade magazines, then it should not be ignored. 

Action: Engagement teams should evaluate management’s assessment of whether there is evidence that the principal market is different from the most advantageous market or the market in which the entity normally enters into transactions or sources prices, and critically assess the reasonableness of its conclusions. 	
	
Refer: IFRS 13.16.20, Insights 2.4A.70

http://www.google.co.za/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&docid=36mCUph0ljxSsM&tbnid=XIudshuEHnfFyM:&ved=0CAUQjRw&url=http://commons.wikimedia.org/wiki/File:Afghan_market_teeming_with_vendors_and_shoppers_2-4-09.jpg&ei=ir66UYHcC4aU0AXvtYH4Cg&bvm=bv.47883778,d.ZGU&psig=AFQjCNEYfWp-qrrNa93BmnOGAgcLnwHFIA&ust=1371279356625632
http://www.google.co.za/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&docid=36mCUph0ljxSsM&tbnid=XIudshuEHnfFyM:&ved=0CAUQjRw&url=http://commons.wikimedia.org/wiki/File:Afghan_market_teeming_with_vendors_and_shoppers_2-4-09.jpg&ei=ir66UYHcC4aU0AXvtYH4Cg&bvm=bv.47883778,d.ZGU&psig=AFQjCNEYfWp-qrrNa93BmnOGAgcLnwHFIA&ust=1371279356625632
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Example 3: Principal market
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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) 10 OOO 12 OOO 6 OOO

Trades per month

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

Net Proceeds 46

48
(3)
45
(2)
43

53
(4)
49
(1)
48
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This may be applicable for:
Inventory (commodities)
Financial instruments (i.e. equity investments, derivatives), without taking into account the transport costs.

The principal market for the asset in this example is Market A because it has the highest volume and level of activity. 
The most advantageous market is Market C because it has the highest net proceeds. 
What is the fair value of the maize? (47)


CPAK

Uphold Public Interest

Examples of alternative markets I

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 I CPAK

Uphold Public Interest

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

n Independent
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Source – IFRS 13 checklist
-They are independent of each other i.e. they are not related parties as defined in IAS 24, although the price in a related party transaction may be used as an input to a fair value measurement if the entity has evidence that the transaction was entered into at market terms.
 -They are knowledgeable, having a reasonable understanding about the asset or liability and the transaction using all available information, including information that might be obtained through diligence efforts that are usual and customary.
-They are able to enter into a transaction for the asset or liability.
 -They are willing to enter into a transaction for the asset or liability i.e. they are motivated but not forced or otherwise compelled to do so.


Orderly transactions

Calculating fair value based on recent transaction

4| Determine if transaction is orderly }

p
No — little if any weight given to transaction price }

p
Yes — transaction price is considered }
Not known to be orderly — transaction price considered but with ]

less weight placed on it compared to orderly transactions
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 Source – IFRS 13 Checklist
 
IFRS 13.9, B43 – B44 
 
IFRS 13.22
1.4 Market participants
 This applies when fair value is calculated based on a recent transaction.

Fair value is a price for an orderly transaction between market participants at the measurement date.  
 
If the transaction was not orderly, then the transaction price is given little, if any, weight in measuring fair value.
 
If the transaction is orderly, the transaction price is taken in account when measuring fair value.
 
If there is not sufficient information to conclude whether a transaction was orderly, then the transaction price is taken into account in the fair value measurement, but with less weight placed on it compared to other orderly transactions.
 
Assumptions used are in line with those that a market participant would consider.
 



Circumstances where a transaction is not orderly

Inadequate exposure to market to allow usual and customary marketing activities

Seller is near bankruptcy or receivership
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Note to the facilitator: Not all participants may be familiar with the IASB’s Expert Advisory Panel Report (EAPR), especially if they are not auditing financial institutions nor have broad experience with the audit of financial instruments. 
Below is some information on the EAPR which you may find useful as background information or you may want to touch on it during the training if appropriate: 
In May 2008, and in response to the recommendations of the Financial Stability Forum in their April 2008 report Enhancing Market and Institutional Resilience, the International Accounting Standards Board (IASB) formed an expert advisory panel.
The expert advisory panel comprised measurement experts from preparers and auditors of financial statements, users of financial statements, regulators and others. The panel identified practices that experts use for measuring and disclosing financial instruments when markets are no longer active.
The report:
summarises the discussions of the expert advisory panel;
describes characteristics of inactive markets and forced transactions;
describes the practices used for measuring financial instruments when markets are no longer active; 
describes the practices used by entities when disclosing fair values in such situations; and 
provides guidance about the processes used and the judgements made when measuring and disclosing fair value.
Although the report was not approved by the IASB and did not establish new requirements, it provides useful information and educational guidance for measuring and disclosing fair values for entities applying IFRS.
N IFRS 13 includes similar concepts and factors to the EAPR. For example, both IFRS 13 and the EAPR contain examples of circumstances that may indicate that a transaction is not orderly. However, there are also differences. For example, IFRS 13 contains examples of circumstances that may indicate that there is a significant decrease in volume or level of activity while the EAPR contains examples of circumstances that may indicate market inactivity. Although some of the circumstances overlap, a significant decrease in activity or volume is not equivalent to market inactivity.

N Factors to consider when assessing whether a transaction is orderly included in IFRS 13 (additional factors compared to those in the EAPR):
Inadequate exposure to market to allow usual and customary marketing activities
Asset/liability marketed to single market participant 
Seller is near bankruptcy or receivership
Transaction price is outlier
N Based on the EAPR an entity should be able to determine whether a transaction is orderly or not. However, under IFRS 13 an entity that is not a party to a transaction may conclude that insufficient information is available to determine whether that transaction is orderly or not. 
N Also IFRS 13 contains more guidance on how to assign weights to transactions that are orderly, not orderly, or not known to be orderly or not, for the purpose of measuring fair value.
Management’s judgement may be required to assess whether a transaction is orderly and the weight to assign to a particular transaction and if so, the engagement team’s judgement and professional scepticism is required to evaluate management’s assessment. 


Measuring fair value

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

» Assume they act in their

Take into account the

characteristics of an asset or

liability that market participants

would consider:

e Condition and location of
asset

economic best interests __
' « Restrictions on the sale or

use of the asset
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 IFRS 13.22 & 23

22 An entity shall measure the fair value of an asset or a liability using the assumptions that market participants would use when pricing the asset or
liability, assuming that market participants act in their economic best interest. [Refer: paragraph B2(d)]

23 In developing those assumptions, an entity need not identify specific market participants. Rather, the entity shall identify characteristics that distinguish
market participants generally, considering factors specific to all the following:
(a) the asset or liability; [Refer: paragraphs 11 and 12]
(b) the principal (or most advantageous) market for the asset or liability; [Refer: paragraph 16] and
(c) market participants with whom the entity would enter into a transaction in that market.

Example from IFRS 13.11 (IFRS 13 Checklist)


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
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Source – Practice Aid: Auditing considerations relating to fair value measurements under IFRS 13 

References: IFRS 13.27–30 	

Insights: 2.4A.270 	

IFRS 13 explicitly introduces the concept of ‘highest and best use’. 
Under IFRS 13, the fair value measurement of a non-financial asset takes into account a market participant’s ability to generate economic benefits by using the asset in its highest and best use, or by selling it to another market participant who would use the asset in its highest and best use. The highest and best use of a non-financial asset takes into account the use of the asset that is physically possible, legally permissible and financially feasible. 
In the absence of evidence to the contrary, the entity’s current use of an asset is assumed to be its highest and best 	

use – i.e. the entity is not required to engage in exhaustive efforts to identify other potential highest and best uses. However, if readily available market information or other factors suggest that a different use by a market participant would maximise the value of the asset, then such information should not be ignored. 

Refer to practice and that we expect most entities to use their current use as this would already be their highest and best use.
Action: Engagement teams should consider whether there is evidence that the current use of an asset is different from its highest and best use, and critically assess the reasonableness of management’s conclusions in this regard. 	



®
Example 5 — Highest and best use I CPAK

Uphold Public Intenest

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?
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Answer: 1) 65.

1 – 55m is incorrect as it is not the highest and best use
2 – 73m is incorrect as the transaction costs of 10 million need to be considered leaving the balance of 63 million. 65 million is therefore the highest.
3 – 63 m is incorrect as it is not the highest and best use



Premiums or discounts
Oc p

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

Consider if market participants would include it in the | G 7

price
L

aracteristic of asset or liability that market participants .'
take into account for the transaction (liquidity discount) -
Include

Distinguish between:

Characteristic arising from entity’s holding of the asset or
liability (blockage factor) - exclude
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Source – Practice Aid: Auditing considerations relating to fair value measurements under IFRS 13 

 New requirements for determining when it is appropriate to include premiums and discounts (e.g. a control premium) in a fair value measurement 
References: IFRS 13.11,14, 69, IE28 
Insights: 2.4A.40–50, 200.20, 450 	


 IFRS 13 includes new requirements regarding when it is appropriate to make an adjustment, such as a control premium, marketability or liquidity discount or a non-controlling interest discount, to a fair value measurement. 
Under IFRS 13, such an adjustment will generally be justified only if it is consistent with the item’s unit of account, which is usually determined under the relevant standard that requires or permits the fair value measurement. For example, it is not appropriate to include a control premium or block discount in a fair value measurement of an investment in equity securities if the unit of account in IAS 39 Financial Instruments: Recognition and Measurement or IFRS 9 Financial Instruments is the individual security. 
However, such an adjustment is appropriate if it is consistent with the unit of account and how a market participant would price that unit. Additionally, if the fair value of a portfolio of financial assets and liabilities is measured on a group basis, then it is based on the price for the net risk exposure (see Topic 7). 
To determine whether an adjustment is appropriate, IFRS 13 requires the entity to distinguish the following: 
• a characteristic of an asset or liability that market participants would take into account in a transaction for the asset or liability being measured. Such characteristics are reflected in the fair value measurement; and 
• a characteristic arising from the entity’s holding of the asset or liability, rather than of the asset or liability being measured (e.g. a blockage factor). Such characteristics are not reflected in the fair value measurement. 

Action: Engagement teams should evaluate management’s analysis of whether adjustments to a fair value measurement are justified or required, and critically assess the reasonableness of its conclusions. Engagement teams should evaluate how such adjustments have been determined by the entity. 	




B
Transaction price vs fair value x CPAK

Uphold Public nterest

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.

Ffi&g

&3

Entities should consider factors specific to the transaction in order to
determine whether the fair value at initial recognition equals transaction price
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Source – IFRS 13 Checklist

In many cases the transaction price will equal the fair value. An entity should take into account factors specific to the transaction, the asset or liability in order to determine whether fair value at initial recognition equals the transaction price. 
 
For example, the transaction price might not represent the fair value of an asset or a liability at initial recognition if any of the following conditions exist:
- The transaction is between related parties;
- The transaction takes place under duress or the seller is forced to accept the price in the transaction;
- The unit of account represented by the transaction price is different from the unit of account for the asset or liability measured at fair value; and
 - The market in which the transaction takes place is different from the principal market (or most advantageous market). 



®)

Valuation technique

Use valuation techniques:

« That are appropriate in the circumstances
 Maximise the use of observable inputs

* Minimise the use of unobservable inputs

Valuation techniques include:
1. Market approach.

2. Income approach.

3. Cost approach.
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Valuation techniques
An entity shall use valuation techniques that are appropriate in the circumstances and for which sufficient data are available to measure fair value, maximising the use of relevant observable inputs and minimising the use of unobservable inputs. (IFRS 13.61)

Fair value hierarchy
The use of the fair value hierarchy increases consistency and comparability in fair value measurements and related disclosures.

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the entity can access at the measurement date.(IFRS 13.76) Refer to IFRS 13.77-80

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly or indirectly.(IFRS 13.81) Refer to IFRS 13.82-85

Level 3 inputs are unobservable inputs for the asset or liability. (IFRS 13.86) Refer to IFRS 13.87-90
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Valuation technique

4 N

Level 1

Unadjusted quoted
prices for identical
instruments in
active market

Examples:

v Securities NSE.
v’ Treasury Bills.
v Treasury Bonds

o N

O Quoted prices for similar
Instruments in active market

O Quoted prices for
similar/identical instruments in
non active market

O Observable inputs and
insignificant unobservable
inputs.

Examples:
v' Corporate bonds.
v Derivatives e.g. interest

N AN
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ﬁevel 3 \

Significant
unobservable inputs

Examples:

v’ Private equity
Investments

v’ Biological assets
valuation —DCF

v" Valuation of PPE

rate and currency swaps

" J



Presenter
Presentation Notes
Valuation techniques
An entity shall use valuation techniques that are appropriate in the circumstances and for which sufficient data are available to measure fair value, maximising the use of relevant observable inputs and minimising the use of unobservable inputs. (IFRS 13.61)

Fair value hierarchy
The use of the fair value hierarchy increases consistency and comparability in fair value measurements and related disclosures.

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the entity can access at the measurement date.(IFRS 13.76) Refer to IFRS 13.77-80

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly or indirectly.(IFRS 13.81) Refer to IFRS 13.82-85

Level 3 inputs are unobservable inputs for the asset or liability. (IFRS 13.86) Refer to IFRS 13.87-90


Presentation and disclosure

] CPAK

Uphold Public Interest

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

1.

a b W N

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.




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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