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\ / depreciation and impairment

nausilunrsinyaa

Statement of Financial Position

ﬁash \
Financial assets

| Fair value |

Accounts receivable
| Net realizable value |

Mixed I .
. nventor
Valuation y :
| Lower of cost or net realizable value |
Approaches

Property, Plant, and Equipment

Cost (or revalued amount) less accumulated

&ther assets /
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The Asset or Liability

The Price

| |

in the

Principal (or Most Advantageous) Market
between

Market Participants

atthe

basedon

Highestand Best Use (for Non-Financial Assets)

Valuation Techniques

using

FairValue Hierarchy

Unitof Account

Exit Price

Marketwhere market participant would
orderly transactthe assetor liability

Independent, knowledgeable,
able and willing

Currentor alternative use?
As a 'group’ or on a 'standalone basis'?

Market, Income, Cost Approach

Level1,2 and 3 Inputs
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Highest and
Best Use

Market
Participant

Principal (or
Most
Advantageous)
Market

Fair Value
Hierarchy

Valuation
Technique
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A The Transaction

“ORDERLY” Transaction
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Company P holds an asset that is traded in three different markets as follows:

First Impressions:
Fair value
measurement

- Buys and
Principal Market sells in

gSEEEEEEEEEEEEEEEEEEE ", EEEEEEEEEEEEEEEEEEEEEEE,
. .

Q .

D

»

smsmnnn
mmnn®
emEEEEEEEER
assmnnnnnns®

Volume (annual) 30,000 12,000 6,000
Trades per month RO 2 10
Price 50 48 53
Transport costs (3) (3) (4)
Possible fair value 47 45 49
Transaction costs i B e 2,
Net proceeds 46 43 ' a7 ’

Most Advantageous »
Market
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Transaction costs are not a component of a fair value measurement.
102
I Transaction costs I
100 Fair value
Transaction costs
Ligil
95
Buyer pays
) First Impressions:
Seller receives Fair value
measurement
0

For example, a seller sells an asset in an orderly transaction at a price of 100. The seller pays broker
commission of 5 percent out of the proceeds of the sale. However, the fair value or exit price would he
100 and not 95 (100 exit price less 5 transaction cost). From the buyer’s perspective, the fair value is
the same, i.e. 100. The buyer’s transaction costs of 2 are also not part of the fair value measurement.
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Company B acquires a brand in a business combination. B decides not to use the brand on the
assumption that its removal from the market will generate greater incremental value to B as a result of
increased revenues from its existing brands. However, a market participant would choose to continue
to use the brand, since it would not hold the other brands that B does. As a market participant would
choose to continue actively using the brand, the fair value of the brand would be based on that as the
highest and best use to a market participant. This is despite the fact that B's decision not to use the
brand results in higher benefits to B.

41
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: decision : Entity decision
1 1
1 1
1 = 1 =
: Continue using : Cease using
1 1
1 1
1 1
1 1
1 1
I Why? I Why?
1 1
1 1
1 1
: 1
1
1 | Benefit to existing brands greater
: : than benefit from continuing use
1 1
1 1
L i 1 KPMG
:Dlrect benefits 100 : 0 el
:Indirect benefits 0] : 120
1 1 ] jons:
ITotal incremental benefits 100 1 120 ::;Tf:;mfressmns'
L
Fair value 100 e
Market Participant’s .
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Practical guide to IFRS
Fair value measurement: implications of
IFRS 13 for the real estate industry

Fair value measurement project milestones

Level 1 inputs
* Quoted prices (unadjusted) for identical assets in an active market

Level 2 inputs

e Quoted prices for similar assets or liabilities in active markets

* Quoted prices for identical or similar assets or liabilities in
markets that are not active

* |nputs other than quoted prices that are observable for the asset
or liability (for example, market observable interest rates)

¢ Inputs that are derived principally from or corroborated by

observable market data by correlation or other means

Level 3 inputs
¢ Unobservable inputs

Fair value hierarchy

IFRS 13 allows the application of the following valuation techniques: market approach, income
approach or cost approach.
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