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Introduction 

• Project overview

• Proposals in the exposure draft

• Concluding remarks
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Project overview

When?

How? IFRS on fair value measurement guidance

IAS 39 IAS 41
IFRS 

3
IFRS 

5
...

 does not introduce new fair values
 does not change the measurement objective in              

existing IFRSs



Project overview continued
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Discussion paper

(using SFAS 157 as 
a basis for forming 
preliminary views)

Nov 2006

Expert Advisory Panel 
report Measuring and 
disclosing the fair value 
of financial instruments 
in markets that are no 
longer active

Oct 2008

Exposure draft

(largely consistent 
with SFAS 157, 
the FASB staff 
positions and the 
IASB Expert 
Advisory Panel)

May 2009

Milestones

Comment deadline 
28 September 2009

Sep 2009 2010

IFRS



Core principle 

The price that would be received to sell an asset or 
paid to transfer a liability in an orderly transaction
between market participants at the measurement 
date

© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  | UK.  www.iasb.org



© 2009 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  | UK.  www.iasb.org

Guidance and other requirements

Overview of the proposals 

Fair value at initial recognition

Valuation techniques

Inputs to valuation techniques

Fair value hierarchy

Core principle

The asset or liability

The transaction

Market participants

The price Disclosures

Application to assets, liabilities 
and equity



• The fair value of an asset reflects its highest and 
best use

– physically possible 

– legally permissible

– financially feasible

• The highest and best use establishes the valuation 
premise 

– in use

– in exchange 
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The fair value of an asset



The fair value of a liability 
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Is there an observable 
market price to transfer 

the liability?

yes no

Is there a 
corresponding asset?

Fair value = observable 
market price

noyes

Fair value = fair value 
of corresponding asset

Fair value = valuation 
technique

This decision tree 
also works for 

equity instruments



© 2008 IASC Foundation.  30 Cannon Street  |  London EC4M 6XH  | UK.  www.iasb.org

Fair value at initial recognition 

If the transaction price 
does not equal fair value 

at initial recognition…

Does another IFRS 
provide guidance for 
recognising day one 

gains or losses?

yes no

Recognise the gain or 
loss as required by that 

IFRS

Recognise the gain or 
loss in profit or loss



• Valuation techniques used to measure fair value
– market approach

– income approach

– cost approach 
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Valuation techniques 
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The fair value hierarchy 
Is there a quoted price in an active 

market for an identical asset or liability? 
(Level 1 input)

yes no

Use the Level 1 input = 
Level 1 measurement

Are there any observable inputs other 
than a quoted price in an active market 

for an identical asset or liability? 

yes no

Significant use of other 
observable inputs = 

Level 2 measurement 

Significant use of 
unobservable inputs = 
Level 3 measurement



Disclosures 

• Disclosure requirements 
– fair value hierarchy

– valuation techniques

– inputs to valuation techniques

– reconciliation of movements in fair values between levels 
and periods

– sensitivity analysis

• Other considerations 
– level of aggregation 
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Open issues  

• Open issues to be resolved
– measurement of liabilities

– presentation of fair value when the highest and best use 
differs from the current use

– measurements in markets that are not active 
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Concluding remarks

• The exposure draft provides “how to” guidance and 
does not address “when” fair value should be used

• Very little in the exposure draft is different from the 
guidance currently dispersed throughout IFRSs

• The exit price notion is a clarification of the neutral 
exchange notion in the current definition of fair 
value 

• The exposure draft reflects the experience gained 
from the financial crisis 
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Questions or comments?


