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1 INTRODUCTION 

Dear Student, 
 
Attached please find additional study material, consisting of IFRS 13 – Fair Value 
Measurement. IFRS 13 – Fair Value Measurement is not included in tutorial letter MO001 and 
form part of learning unit 8.  
 
IFRS 13 – FAIR VALUE MEASUREMENT FORM PART OF YOUR STUDY MATERIAL AND 
MUST BE STUDIED FOR EXAM PURPOSES. 
 
 
2 LECTURERS AND CONTACT DETAILS 

 

Please use only the following e-mail address for all communication with 
the lecturers: 
 
Students registered for first semester: FAC3701-16-S1@unisa.ac.za 
Students registered for second semester: FAC3701-16-S2@unisa.ac.za 
 

 

 

Please use the following telephone number for all communication with 
the lecturers: 
 
012 429-4266 
 

 

 

Lecturers Office number 
  
Mrs R Horn AJH 2-48 
Mrs L Labuschagne AJH 2-49 
Mr Y Mohamed AJH 2-51 
Mr J Riekert AJH 2-42 
Secretary/Administration officer AJH 2-04 

 
  

mailto:FAC3701-16-S1@unisa.ac.za
mailto:FAC3701-16-S2@unisa.ac.za
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  LEARNING UNIT 8: FAIR VALUE MEASUREMENT 
 
LEARNING OUTCOMES  
 
 
Learners should be able to measure fair value for financial reporting according to the framework 
set out in IFRS 13.  
 
 
OVERVIEW 
 
 
This learning unit is divided into the following: 
 
A. INTRODUCTION 
8.1 Objectives and scope 
 
B. MEASUREMENT 
8.2 Definitions 
8.3 The elements of fair value measurement 
8.3.1 The asset or liability 
8.3.2 Orderly transaction 
8.3.3 Market participants 
8.3.4 Price 
8.4 Applications of fair value measurement 
8.4.1 Application to non-financial assets 
8.4.2 Application to liabilities and the entity’s own equity instruments 
8.4.3 Application to financial assets and liabilities with offsetting positions in market risks  
 or counterparty credit risk 
8.5 Fair value at initial recognition 
8.6 Valuation techniques 
8.6.1 General remarks 
8.6.2 Application guidance: valuation techniques 
8.7 Inputs to valuation techniques  
8.7.1 General principles 
8.7.2 Inputs based on bid and ask prices 
8.8 Fair value hierarchy 
8.8.1 Introduction 
8.8.2 Level 1 inputs: quoted prices in active markets for identical assets or liabilities 
8.8.3 Level 2 inputs: other than quoted prices in active markets for assets or liabilities 
8.8.4 Level 3 inputs: unobservable inputs for assets or liabilities 
 
C. DISCLOSURE 
8.9 Disclosure 
8.9.1 Disclosure requirements 
8.9.2 Disclosure example 
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STUDY  
 
PRESCRIBED 
Descriptive Accounting 
Chapter 32. 
 
 
A. INTRODUCTION 
 
IFRS 13 explains how to measure fair value for financial reporting. It does not require fair value 
measurements in addition to those already required or permitted by other IFRSs and is not 
intended to establish valuation standards or affect valuation practices outside financial reporting 
(IFRS 13: IN4). 
 
Some IFRSs require or permit entities to measure or disclose the fair value of assets, liabilities 
or their own equity instruments. Because those IFRSs were developed over many years, the 
requirements for measuring fair value and for disclosing information about fair value 
measurements were dispersed and in many cases did not articulate a clear measurement or 
disclosure objective (IFRS 13: IN5).  
 
As a result, some of those IFRSs contained limited guidance about how to measure fair value, 
whereas others contained extensive guidance and that guidance was not always consistent 
across those IFRSs that refer to fair value. Inconsistencies in the requirements for measuring 
fair value and for disclosing information about fair value measurements have contributed to 
diversity in practice and have reduced the comparability of information reported in financial 
statements. IFRS 13 remedies that situation (IFRS 13: IN6). 
 
Main features of IFRS 13 
 
IFRS 13 defines fair value as 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 (i.e. an exit price). 
 
The definition of fair value emphasises that fair value is a market-based measurement, not an 
entity-specific measurement. When measuring fair value, an entity uses the assumptions that 
market participants would use when pricing the asset or liability under current market conditions, 
including assumptions about risk. As a result, an entity’s intention to hold an asset or to settle or 
otherwise fulfill a liability is not relevant when measuring fair value. 

8.1 OBJECTIVES AND SCOPE (IFRS 13.1 – 8) 

The purpose of IFRS 13 is to: 
 
• define fair value; 
• set out in a single IFRS a framework for measuring fair value; and 
• describe disclosure requirements about fair value measurements. 
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The objective of a fair value measurement is: 
 
• to estimate the price at which an orderly transaction (to sell an asset or to transfer a 

liability) would take place; 
• between market participants; 
• at the measurement date; and 
• under current market conditions. 
 
Fair value is a market-based measurement and not one that is only specific to the entity. Market 
transactions or market information for some assets and liabilities might or might not be 
observable (available). When a price is unobservable, an entity measures fair value using 
another valuation technique that maximises the use of relevant observable inputs and 
minimises the use of unobservable inputs. As a market-based measurement, the fair value is 
measured using the assumptions that market participants would use when pricing the asset or 
liability, including assumptions about risk. The intention of the entity (to hold the asset or settle 
the liability) is therefore not relevant in fair value measurement. 
 
The definition of fair value focuses on assets or liabilities, as they are primary subjects of 
accounting measurements. IFRS 13 also applies to an entity’s own equity instruments 
measured at fair value. 
 
IFRS 13 applies to IFRSs that require or permit fair value measurements or disclosures about 
fair value measurements. It also applies to measurements such as fair value less costs to sell, 
which are based on fair values and their disclosures. The fair value measurement framework 
applies to both the initial and the subsequent measurement. 
 
IFRS 13 does not apply in the following circumstances: 
 
• The measurement and disclosure requirements do not apply to IFRS 2 (share-based 

payment transactions), IFRS 17 (leasing transactions), IAS 2 (the net realisable value of 
inventories) and IAS 36 (the value in use of impairment assets). 

• The disclosure requirements do not apply to IAS 19 (plan assets measured at fair value), 
IAS 26 (retirement benefit plan investments measured at fair value) and IAS 36 (assets for 
which the recoverable amount is fair value less costs of disposal). 

 
B. MEASUREMENT 
 
8.2 DEFINITIONS (IFRS 13 appendix A) 
 
Active market is a market in which transactions for the asset or liability take place with 
sufficient frequency and volume to provide pricing information on an ongoing basis. 
 
Cost approach is a valuation technique that reflects the amount that would be required 
currently to replace the service capacity of an asset (often referred to as current replacement 
cost). 
 
Entry price is the price paid to acquire an asset or received to assume a liability in an 
exchange transaction.  
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Exit price is the price that would be received to sell an asset or paid to transfer a liability. 
 
Expected cash flow is the probability-weighted average (i.e. mean of the distribution) of 
possible future cash flows. 
 
Fair value is 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. 
 
Highest and best use is the use of a non-financial asset by market participants that would 
maximise the value of the asset or the group of assets and liabilities (e.g. a business) within 
which the asset would be used. 
 
Income approach is valuation techniques that convert future amounts (e.g. cash flows or 
income and expenses) to a single current (i.e. discounted) amount. The fair value measurement 
is determined on the basis of the value indicated by current market expectations about those 
future amounts. 
 
Inputs are the assumptions that market participants would use when pricing the asset or 
liability, including assumptions about risk, such as: 
(a) the risk inherent in a particular valuation technique used to measure fair value (such as a 

pricing model); and 
(b) the risk inherent in the inputs to the valuation technique. 
 
Inputs may be observable or unobservable. 
 
Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities 
that the entity can access at the measurement date. 
 
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. 
 
Level 3 inputs are unobservable inputs for the asset or liability. 
 
Market approach is a valuation technique that uses prices and other relevant information 
generated by market transactions involving identical or comparable (i.e. similar) assets,  
liabilities or a group of assets and liabilities, such as a business. 
 
Market-corroborated inputs are inputs that are derived principally from or corroborated by 
observable market data by correlation or other means. 
 
Market participants are buyers and sellers in the principal (or most advantageous) market for 
the asset or liability that have all of the following characteristics. 
(a) They are independent of each other, 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. 

(b) 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 due diligence efforts that are usual and customary. 

(c) They are able to enter into a transaction for the asset or liability. 
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(d) They are willing to enter into a transaction for the asset or liability, in other words they are 
motivated but not forced or otherwise compelled to do so. 

 
Most advantageous market is 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. 
 
Non-performance risk is the risk that an entity will not fulfill an obligation. Non-performance 
risk includes, but may not be limited to, the entity’s own credit risk. 
 
Observable inputs are inputs that are developed using market data, such as publicly available 
information about actual events or transactions, and that reflect the assumptions that market 
participants would use when pricing the asset or liability. 
 
Orderly transaction is a transaction that assumes exposure to the market for a period before 
the measurement date to allow for marketing activities that are usual and customary for 
transactions involving such assets or liabilities; it is not a forced transaction (e.g. a forced 
liquidation or distress sale). 
 
Principal market is the market with the greatest volume and level of activity for the asset or 
liability. 
 
Risk premium is compensation sought by risk-averse market participants for bearing the 
uncertainty inherent in the cash flows of an asset or a liability. It is also referred to as a risk 
adjustment. 
 
Transaction costs are the costs to sell an asset or transfer a liability in the principal (or most 
advantageous) market for the asset or liability that are directly attributable to the disposal of the 
asset or the transfer of the liability and meet both of the following criteria: 
 
(a) They result directly from and are essential to that transaction. 
(b) They would not have been incurred by the entity had the decision to sell the asset or 

transfer the liability not been made. 
 
Transport costs are the costs that would be incurred to transport an asset from its current 
location to its principal (or most advantageous) market. 
 
Unit of account is the level at which an asset or a liability is aggregated or disaggregated in an 
IFRS for recognition purposes. 
 
Unobservable inputs are inputs for which market data are not available and that are 
developed using the best information available about the assumptions that market participants 
would use when pricing the asset or liability. 
 
The following definitions, which do not form part of this statement, are given as these 
terms are used in the statement: 
 
A financial instrument is any contract that gives rise to a financial asset of one entity and a 
financial liability or equity instrument of another entity.  
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A financial asset is any asset that is: 
 
(a) cash; 
(b) any equity instrument of another entity; 
(c) a contractual right: 

 
- to receive cash or another financial asset from another entity; or 
- to exchange financial assets or financial liabilities with another entity under conditions 

that are  potentially favourable to the entity; or 
 

(d) a contract that will or may be settled in the entity's own equity instruments and is: 
 

- a non-derivative for which the entity is or may be obliged to receive a variable number of 
the entity's own equity instruments; or 

- a derivative that will or may be settled other than by the exchange of a fixed amount of 
cash or another financial asset for a fixed number of the entity's own equity instruments. 
For this purpose the entity's own equity instruments do not include instruments that are 
themselves contracts for the future receipt or delivery of the entity's own equity 
instruments.  

 
A financial liability is any liability that is: 
 
(a) a contractual obligation: 
 

- to deliver cash or another financial asset to another entity; or 
- to exchange financial assets or financial liabilities with another entity under conditions 

that are potentially unfavourable to the entity; or 
 
(b) a contract that will or may be settled in the entity's own equity instruments and is: 
 

- a non-derivative for which the entity is or may be obliged to deliver a variable number of 
the entity's own equity instruments; or 

- a derivative that will or may be settled other than by the exchange of a fixed amount of 
cash or another financial asset for a fixed number of the entity's own equity instruments. 
For this purpose the entity’s own equity instruments do not include instruments that are 
themselves contracts for the future receipt or delivery of the entity's own equity 
instruments. 

 
A business combination is a transaction or other event in which an acquirer obtains control of 
one or more businesses. 
 
An intangible asset is an identifiable non-monetary asset without physical substance. 
 
A cash generating unit is the smallest identifiable group of assets that generates cash inflows 
that are largely independent of the cash inflows from other assets or groups of assets. 
 
Investment property is property held (by the owner or by the lessee under a finance lease) to 
earn rentals or for capital appreciation or both, rather than for: 
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- use in the production or supply of goods or services or for administrative purposes; or 
- sale in the ordinary course of business. 

 
A related party (related to the reporting entity) is a person or entity that is related to the entity 
that is preparing its financial statements. 
 
8.3 THE ELEMENTS OF FAIR VALUE MEASUREMENT 
 
8.3.1 The asset or liability (IFRS 13.9-14) 
 
A fair value measurement is for a particular asset or liability. The entity must therefore take into 
account what the characteristics of the asset or liability are if the market participants would take 
those characteristics into account when the asset or liability is priced on the measurement date. 
Characteristics include the following: 
 
• The condition and location of the asset. 
• Any restrictions on the sale or use of the asset. 
 
The effect on the measurement arising from a particular characteristic will differ depending on 
how that characteristic would be taken into account by market participants. 
 
The asset or liability measured at fair value might be either of the following:  
 
(a) A stand-alone asset or liability (e.g. a financial instrument or a non-financial asset). 
(b) A group of assets, or group of liabilities or a group of assets and liabilities (e.g. a cash-

generating unit or a business). 
 
8.3.2 Orderly transaction (IFRS 13.15-21) 
 
A fair value measurement assumes that the asset or liability is exchanged in an orderly 
transaction between market participants to sell the asset or transfer the liability at the 
measurement date under current market conditions. 
 
A fair value measurement assumes that such a transaction takes place either: 
 
(a) in the principal market for the asset or liability; or 
(b) in the absence of a principal market, in the most advantageous market for the asset or 

liability. 
 
An entity need not undertake an exhaustive search of all possible markets to identify the 
principal market or the most advantageous market, but it shall take into account all information 
that is reasonably available. In the absence of evidence to the contrary, the market in which the 
entity would normally enter into a transaction to sell the asset or to transfer the liability is 
presumed to be the principal market or, if absent, the most advantageous market. 
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8.3.3 Market participants (IFRS 13.22-23) 
 
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. 
 
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: 
 
(a) the asset or liability; 
(b) the principal (or most advantageous) market for the asset or liability; and 
(c) market participants with whom the entity would enter into a transaction in that market. 
 
8.3.4 Price (IFRS 13.24 - 26) 
 
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an 
orderly transaction in the principal (or most advantageous) market at the measurement date 
under current market conditions (i.e. an exit price) regardless of whether that price is directly 
observable or estimated using another valuation technique. 
 
The price in the principal (or most advantageous) market used to measure the fair value of the 
asset or liability shall not be adjusted for transaction costs. Transaction costs shall be 
accounted for in accordance with other IFRSs. Transaction costs are not a characteristic of an 
asset or a liability. Rather, they are specific to a transaction and will differ depending on how an 
entity enters into a transaction for the asset or liability. 
 
Transaction costs do not include transport costs. If location is a characteristic of the asset (as 
might be the case, for example, for a commodity), the price in the principal (or most 
advantageous) market shall be adjusted for the costs, if any, that would be incurred to transport 
the asset from its current location to that market. 
 
 

 

LECTURER’S COMMENT 
 
Work through example 32.1 of Descriptive Accounting 
 

 
8.4 APPLICATIONS OF FAIR VALUE MEASUREMENT 
 
A fair value measurement requires an entity to determine: 
 
(a) the particular asset or liability being measured; 
(b) for a non-financial asset, the highest and best use of the asset and whether the asset is 

used in combination with other assets or on a stand-alone basis; 
(c) the market in which an orderly transaction would take place for the asset or liability; and 
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(d) the appropriate valuation technique(s) to use when measuring fair value. The valuation 
technique(s) used should maximise the use of relevant observable inputs and minimise 
unobservable inputs. Those inputs should be consistent with the inputs a market participant 
would use when pricing the asset or liability (IFRS 13 IN8 - 10). 
 

8.4.1 Application to non-financial assets (IFRS 13.27 - 33) 
 
(a) Highest and best use for non-financial assets 
 
A 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 that would use the asset in its highest and best use.  Examples 
of non-financial assets are property, plant and equipment and investment properties.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, as follows: 
 
(a) A use that is physically possible takes into account the physical characteristics of the 

asset that market participants would take into account when pricing the asset (e.g. the 
location or size of a property). 
 

(b) A use that is legally permissible takes into account any legal restrictions on the use of the 
asset that market participants would take into account when pricing the asset (e.g. the 
zoning regulations applicable to a property). 

 
(c) A use that is financially feasible takes into account whether a use of the asset that is 

physically possible and legally permissible generates adequate income or cash flows (taking 
into account the costs of converting the asset to that use) to produce an investment return 
that market participants would require from an investment if that asset is put to that use. 

 
The highest and best use is determined from the perspective of market participants, even if the 
entity intends a different use. However, an entity’s current use of a non-financial asset is 
presumed to be its highest and best use unless market or other factors suggest that a different 
use by market participants would maximise the value of the asset. 
 
 

 

LECTURER’S COMMENT 
 
Work through example 32.3 of Descriptive Accounting and IFRS 13 Fair Value 
Measurement: Illustrative Examples 2, 4 and 9 
 

 
8.4.2 Application to liabilities and an entity’s own equity instruments               

(IFRS 13.34 - 47) 
 
(a) General principles 
 
A fair value measurement assumes that a financial or non-financial liability or an entity’s own 
equity instrument (e.g. equity interests issued as consideration in a business combination) is 
transferred to a market participant at the measurement date. The transfer of a liability or an 
entity’s own equity instrument assumes the following: 
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(a) A liability would remain outstanding and the market participant transferee would be required 
to fulfill the obligation. The liability would not be settled with the counterparty or otherwise 
extinguished on the measurement date. 

(b) An entity’s own equity instrument would remain outstanding and the market participant 
transferee would take on the rights and responsibilities associated with the instrument. The 
instrument would not be cancelled or otherwise extinguished on the measurement date. 

 
Even when there is no observable market to provide pricing information about the transfer of a 
liability or an entity’s own equity instrument (e.g. because contractual or other legal restrictions 
prevent the transfer of such items), there might be an observable market for such items if they 
are held by other parties as assets (e.g. a corporate bond or a call option on an entity’s shares). 
 
In all cases, an entity shall maximise the use of relevant observable inputs and minimise the 
use of unobservable inputs to meet the objective of a fair value measurement, which is to 
estimate the price at which an orderly transaction to transfer the liability or equity instrument 
would take place between market participants at the measurement date under current market 
conditions. 
 
Liabilities and equity instruments held by other parties as assets 
 
When a quoted price for the transfer of an identical or a similar liability or entity’s own equity 
instrument is not available and the identical item is held by another party as an asset, an entity 
shall measure the fair value of the liability or equity instrument from the perspective of a market 
participant that holds the identical item as an asset at the measurement date. 
 
In such cases, an entity shall measure the fair value of the liability or equity instrument as 
follows: 
 
(a) Using the quoted price in an active market for the identical item held by another party as an 

asset, if that price is available 
 

(b) If that price is not available, using other observable inputs, such as the quoted price in a 
market that is not active for the identical item held by another party as an asset 

 
(c) If the observable prices in (a) and (b) are not available, using another valuation technique, 

such as: 
 

(i) an income approach (e.g. a present value technique that takes into account the future 
cash flows that a market participant would expect to receive from holding the liability or 
equity instrument as an asset; refer Application guidance B10 and B11); 

 
(ii) a market approach (e.g. using quoted prices for similar liabilities or equity instruments 

held by other parties as assets; refer Application guidance B5–B7) 
 
 

 

LECTURER’S COMMENT 
 
Work through example 32.5 and example 32.6 in Descriptive Accounting  
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Liabilities and equity instruments not held by other parties as assets 
 
When a quoted price for the transfer of an identical or a similar liability or entity’s own equity 
instrument is not available and the identical item is not held by another party as an asset, an 
entity shall measure the fair value of the liability or equity instrument using a valuation technique 
from the perspective of a market participant that owes the liability or has issued the claim on 
equity. For example, when applying a present value technique an entity might take into account 
either of the following: 
 
(a) The future cash outflows that a market participant would expect to incur in fulfilling the 

obligation, including the compensation that a market participant would require for taking on 
the obligation (refer Application Guidance paragraphs B31–B33 for examples) 
 

(b) The amount that a market participant would receive to enter into or issue an identical liability 
or equity instrument, using the assumptions that market participants would use when pricing 
the identical item (e.g. having the same credit characteristics) in the principal (or most 
advantageous) market for issuing a liability or an equity instrument with the same 
contractual terms 

 
 

 

LECTURER’S COMMENT 
 
Work through example 32.7 in Descriptive Accounting 

 
8.4.3 Application to financial assets and financial liabilities with offsetting positions in 

market risks or counterparty credit risk (IFRS 13.48 - 56) 
 
This section of the statement does not form part of this module. 
 
8.5 FAIR VALUE AT INITIAL RECOGNITION 
 
When an asset is acquired or a liability is assumed in an exchange transaction for that asset or 
liability, the transaction price is the price paid to acquire the asset or received to assume the 
liability (an entry price). In contrast, the fair value of the asset or liability is the price that would 
be received to sell the asset or paid to transfer the liability (an exit price). Entities do not 
necessarily sell assets at the prices paid to acquire them. Similarly, entities do not necessarily 
transfer liabilities at the prices received to assume them. 
 
In many cases the transaction price will equal the fair value (e.g. that might be the case when 
on the transaction date the transaction to buy an asset takes place in the market in which the 
asset would be sold). 
 
When determining whether fair value at initial recognition equals the transaction price, an entity 
shall take into account factors specific to the transaction and to the asset or liability. 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: 
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(a) The transaction is between related parties, although the price in a related party transaction 
may be used as an input into a fair value measurement if the entity has evidence that the 
transaction was entered into at market terms. 

 
(b) The transaction takes place under duress or the seller is forced to accept the price in the 

transaction. That might be the case if the seller is experiencing financial difficulty. 
 
(c) 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. For example, that might be the case if the 
asset or liability measured at fair value is only one of the elements in the transaction (e.g. in 
a business combination), the transaction includes unstated rights and privileges that are 
measured separately in accordance with another IFRS, or the transaction price includes 
transaction costs. 

 
(d) The market in which the transaction takes place is different from the principal market (or 

most advantageous market). For example, those markets might be different if the entity is a 
dealer that enters into transactions with customers in the retail market, but the principal (or 
most advantageous) market for the exit transaction is with other dealers in the dealer 
market. 

 
 

 

LECTURER’S COMMENT 
 
Work through example 32.8 in Descriptive Accounting 
 

 
8.6 VALUATION TECHNIQUES 
 
8.6.1 General remarks 
 
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. 
 
The objective of using a valuation technique 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. Three widely used 
valuation techniques are the market approach, the cost approach and the income 
approach. The main aspects of those approaches are summarised in Application Guidance 
paragraphs B5–B11. 
 
Valuation techniques used to measure fair value shall be applied consistently. However, a 
change in a valuation technique or its application (e.g. a change in its weighting when multiple 
valuation techniques are used or a change in an adjustment applied to a valuation technique) is 
appropriate if the change results in a measurement that is equally or more representative of fair 
value in the circumstances. That might be the case if, for example, any of the following events 
take place: 
 
(a) new markets develop; 

 
(b) new information becomes available; 
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(c) information previously used is no longer available; 
 
(d) valuation techniques improve; or 
 
(e) market conditions change. 
 
Revisions resulting from a change in the valuation technique or its application shall be 
accounted for as a change in accounting estimate in accordance with IAS 8. However, the 
disclosures in IAS 8 for a change in accounting estimate are not required for revisions resulting 
from a change in a valuation technique or its application. 
 
8.6.2 Application guidance: valuation techniques 
 
(a) Market approach 
 
The market approach uses prices and other relevant information generated by market 
transactions involving identical or comparable (i.e. similar) assets, liabilities or a group of assets 
and liabilities, such as a business. 
 
For example, valuation techniques consistent with the market approach often use market 
multiples derived from a set of comparables. Multiples might be in ranges with a different 
multiple for each comparable. The selection of the appropriate multiple within the range requires 
judgement, considering qualitative and quantitative factors specific to the measurement. 
 
 

 

LECTURER’S COMMENT 
 
Work through example 32.9 in Descriptive Accounting 
 

 
(b) Cost approach 
 
The cost approach reflects the amount that would be required currently to replace the service 
capacity of an asset (often referred to as current replacement cost). 
 
From the perspective of a market participant seller, the price that would be received for the 
asset is based on the cost to a market participant buyer to acquire or construct a substitute 
asset of comparable utility, adjusted for obsolescence. That is because a market participant 
buyer would not pay more for an asset than the amount for which it could replace the service 
capacity of that asset. Obsolescence encompasses physical deterioration, functional 
(technological) obsolescence and economic (external) obsolescence, and is broader than 
depreciation for financial reporting purposes (an allocation of historical cost) or tax purposes 
(using specified service lives). In many cases the current replacement cost method is used to 
measure the fair value of tangible assets that are used in combination with other assets or with 
other assets and liabilities. 
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LECTURER’S COMMENT 
 
Work through example 32.10 in Descriptive Accounting 
 

 
(c) Income approach 
 
The income approach converts future amounts (e.g. cash flows or income and expenses) to a 
single current (i.e. discounted) amount. When the income approach is used, the fair value 
measurement reflects current market expectations about those future amounts. 
 
Those valuation techniques include, for example:  
 
(a) present value techniques;  
(b) option pricing models, such as the Black-Scholes-Merton formula or a binomial model (i.e. a 

lattice model), that incorporate present value techniques and reflect both the time value and 
the intrinsic value of an option; and 

(c) the multi-period excess earnings method, which is used to measure the fair value of some 
intangible assets. 

 
8.7 INPUTS TO VALUATION TECHNIQUES 
 
8.7.1 General principles 
 
Valuation techniques used to measure fair value shall maximise the use of relevant observable 
inputs and minimise the use of unobservable inputs. 
 
Examples of markets in which inputs might be observable for some assets and liabilities (e.g. 
financial instruments) include exchange markets, dealer markets, brokered markets and 
principal-to-principal markets. 
 
8.7.2 Inputs based on bid and ask prices 
 
If an asset or a liability measured at fair value has a bid price and an ask price (e.g. an input 
from a dealer market), the price within the bid-ask spread that is most representative of fair 
value in the circumstances shall be used to measure fair value regardless of where the input is 
categorised within the fair value hierarchy.  The use of bid prices for asset positions and ask 
prices for liability positions is permitted but not required. 
 
This IFRS does not preclude the use of mid-market pricing or other pricing conventions that are 
used by market participants as a practical expedient for fair value measurements within a bid-
ask spread. 
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8.8 Fair value hierarchy (IFRS 13.72 - .90) 
 
8.8.1 Introduction 
 
To increase consistency and comparability in fair value measurements and related disclosures, 
this IFRS establishes a fair value hierarchy that categorises into three levels the inputs to 
valuation techniques used to measure fair value. The fair value hierarchy gives the highest 
priority to quoted prices (unadjusted) in active markets for identical assets or liabilities (Level 1 
inputs) and the lowest priority to unobservable inputs (Level 3 inputs). 
 
8.8.2 Level 1 inputs: quoted prices in active markets for identical assets or liabilities 
 
Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities 
that the entity can access at the measurement date. A quoted price in an active market provides 
the most reliable evidence of fair value and shall be used without adjustment to measure fair 
value whenever available, except as specified in paragraph 13.79 of IFRS 13. 
 
A Level 1 input will be available for many financial assets and financial liabilities, some of which 
might be exchanged in multiple active markets (e.g. on different exchanges). Therefore, the 
emphasis within Level 1 is on determining both of the following: 
 
(a) the principal market for the asset or liability or, in the absence of a principal market, the most 

advantageous market for the asset or liability; and 
 
(b) whether the entity can enter into a transaction for the asset or liability at the price in that 

market at the measurement date. 
 
EXAMPLE 1: Principle (or most advantageous) market: Level 1 
 
This example illustrates the use of Level 1 inputs to measure the fair value of an asset that 
trades in different active markets at different prices. 
 
An asset is sold in two different active markets at different prices. An entity enters into 
transactions in both markets and can access the price in those markets for the asset at the 
measurement date. In Market A, the price that would be received is R26, transaction costs in 
that market are R3; and the costs to transport the asset to that market are R2 (i.e. the net 
amount that would be received is R21). In Market B, the price that would be received is R25; 
transaction costs in that market are R1; and the costs to transport the asset to that market are 
R2 (i.e. the net amount that would be received in Market B is R22). 
 
If Market A is the principal market for the asset (i.e. the market with the greatest volume and 
level of activity for the asset), the fair value of the asset would be measured using the price that 
would be received in that market, after taking into account transport costs (R24). 
 
If neither market is the principal market for the asset, the fair value of the asset would be 
measured using the price in the most advantageous market. The most advantageous market is 
the market that maximises the amount that would be received to sell the asset, after taking into 
account transaction costs and transport costs (i.e. the net amount that would be received in the 
respective markets). 
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Because the entity would maximise the net amount that would be received for the asset in 
Market B (R22), the fair value of the asset would be measured using the price in that market 
(R25), less transport costs (R2), resulting in a fair value measurement of R23.  
 
Although transaction costs are taken into account when determining which market is the most 
advantageous market, the price used to measure the fair value of the asset is not adjusted for 
those costs (although it is adjusted for transport costs). 
 
8.8.3 Level 2 inputs: other than quoted prices for assets or liabilities 
 
Level 2 inputs are inputs other than quoted prices included at Level 1 that are observable for the 
asset or liability, either directly or indirectly. 
 
If the asset or liability has a specified (contractual) term, a Level 2 input must be observable for 
substantially the full term of the asset or liability. Level 2 inputs include the following: 
 
(a) quoted prices for similar assets or liabilities in active markets; 

 
(b) quoted prices for identical or similar assets or liabilities in markets that are not active; 
 
(c) inputs other than quoted prices that is observable for the asset or liability, for example; 

 
(i) interest rates and yield curves observable at commonly quoted intervals; 

 
(ii) implied volatilities; 

 
(iii) credit spreads; and 

 
(d) market-corroborated inputs. 
 
Adjustments to Level 2 inputs will vary depending on factors specific to the asset or liability. 
Those factors include the following: 
 
(a) the condition or location of the asset; 
(b) the extent to which inputs relate to items that are comparable to the asset or liability 

(including those factors described in IFRS13.39); and 
(c) the volume or level of activity in the markets within which the inputs are observed. 

 
An adjustment to a Level 2 input that is significant to the entire measurement might result in a 
fair value measurement categorised within Level 3 of the fair value hierarchy if the adjustment 
uses significant unobservable inputs. 
 
8.8.4 Level 3 inputs: unobservable inputs for assets or liabilities 
 
Level 3 inputs are unobservable inputs for the asset or liability. 
 
Unobservable inputs shall be used to measure fair value to the extent that relevant observable 
inputs are not available, thereby allowing for situations in which there is little, if any, market 
activity for the asset or liability at the measurement date. However, the fair value measurement 
objective remains the same (an exit price at the measurement date from the perspective of a 
market participant that holds the asset or owes the liability).  
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Therefore unobservable inputs shall reflect the assumptions that market participants would use 
when pricing the asset or liability, including assumptions about risk. 
 
Assumptions about risk include the risk inherent in a particular valuation technique used to 
measure fair value (such as a pricing model) and the risk inherent in the inputs to the valuation 
technique. A measurement that does not include an adjustment for risk would not represent a 
fair value measurement if market participants would include one when pricing the asset or 
liability. For example, it might be necessary to include a risk adjustment when there is significant 
measurement uncertainty (e.g. when there has been a significant decrease in the volume or 
level of activity when compared with normal market activity for the asset or liability, or similar 
assets or liabilities, and the entity has determined that the transaction price or quoted price does 
not represent fair value, as described in Application Guidance B37–B47). 
 
An entity shall develop unobservable inputs using the best information available in the 
circumstances, which might include the entity’s own data. In developing unobservable inputs, an 
entity may begin with its own data, but it shall adjust those data if reasonably available 
information indicates that other market participants would use different data or there is 
something particular to the entity that is not available to other market participants (e.g. an entity-
specific synergy). An entity need not undertake exhaustive efforts to obtain information about 
market participant assumptions. However, an entity shall take into account all information about 
market participant assumptions that is reasonably available. Unobservable inputs developed in 
the manner described above are considered market participant assumptions and meet the 
objective of a fair value measurement. 
 
Identifying transactions that are not orderly 
 
To determine whether a transaction is orderly or not is more difficult if there has been a 
significant decrease in the volume or level of activity for the asset or liability in relation to normal 
market activity for the asset or liability (or similar assets or liabilities). In such circumstances it is 
not appropriate to conclude that all transactions in that market are not orderly (i.e. forced 
liquidations or distress sales). Circumstances that may indicate that a transaction is not orderly 
include the following: 
 
(a) There was not adequate exposure to the market for a period before the measurement date 

to allow for marketing activities that are usual and customary for transactions involving such 
assets or liabilities under current market conditions. 
 

(b) There was a usual and customary marketing period, but the seller marketed the asset or 
liability to a single market participant. 

 
(c) The seller is in or near bankruptcy or receivership (i.e. the seller is distressed). 
 
(d) The seller was required to sell to meet regulatory or legal requirements (i.e. the seller was 

forced). 
 
(e) The transaction price is an outlier when compared with other recent transactions for the 

same or a similar asset or liability. An entity shall evaluate the circumstances to determine 
whether, on the weight of the evidence available, the transaction is orderly. 
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An entity shall consider all the following when measuring fair value or estimating market risk 
premiums: 
 
(a) If the evidence indicates that a transaction is not orderly, an entity shall place little, if any, 

weight (compared with other indications of fair value) on that transaction price. 
 

(b) If the evidence indicates that a transaction is orderly, an entity shall take into account that 
transaction price. The amount of weight placed on that transaction price when compared 
with other indications of fair value will depend on the facts and circumstances, such as the 
following: 
 

(i) the volume of the transaction; 
 

(ii) the comparability of the transaction to the asset or liability being measured; 
 

(iii) the proximity of the transaction to the measurement date.  
 
(c) If an entity does not have sufficient information to conclude whether a transaction is orderly, 

it shall take into account the transaction price. However, that transaction price may not 
represent fair value (i.e. the transaction price is not necessarily the sole or primary basis for 
measuring fair value or estimating market risk premiums). When an entity does not have 
sufficient information to conclude whether particular transactions are orderly, the entity shall 
place less weight on those transactions when compared with other transactions that are 
known to be orderly. 

 
Using quoted prices provided by third parties 
 
IFRS 13 does not preclude the use of quoted prices provided by third parties, such as pricing 
services or brokers, if an entity has determined that the quoted prices provided by those parties 
are developed in accordance with this IFRS. 
 
If there has been a significant decrease in the volume or level of activity for the asset or liability, 
an entity shall evaluate whether the quoted prices provided by third parties are developed using 
current information that reflects orderly transactions or a valuation technique that reflects market 
participant assumptions (including assumptions about risk). In weighting a quoted price as an 
input to a fair value measurement, an entity places less weight (when compared with other 
indications of fair value that reflect the results of transactions) on quotes that do not reflect the 
result of transactions. 
 
Furthermore, the nature of a quote (e.g. whether the quote is an indicative price or a binding 
offer) shall be taken into account when weighting the available evidence, with more weight 
given to quotes provided by third parties that represent binding offers. 
 
C. DISCLOSURE 
 
8.9 DISCLOSURE 
 
8.9.1 Disclosure requirements 
 
• An entity shall disclose information that helps users of its financial statements assess both 

of the following:  
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(a) For assets and liabilities that are measured at fair value on a recurring or non-recurring 
basis in the statement of financial position after initial recognition, the valuation techniques 
and inputs used to develop those measurements. 
 

(b) For recurring fair value measurements using significant unobservable inputs (Level 3), the 
effect of the measurements on profit or loss or other comprehensive income for the period 
(IFRS 13.91). 

 
To meet the objectives in (a) and (b) above, an entity shall consider all the following: 
 
(a) The level of detail necessary to satisfy the disclosure requirements 

 
(b) How much emphasis to place on each of the various requirements 
 
(c) How much aggregation or disaggregation to undertake 
 
(d) Whether users of financial statements need additional information to evaluate the 

quantitative information disclosed. 
 
If the disclosures provided in accordance with this IFRS and other IFRSs are insufficient to meet 
the objectives in paragraph 91, an entity shall disclose additional information necessary to meet 
those objectives (IFRS 13.92). 
 
• Statement of financial position. To meet the objectives in IFRS 13.91, an entity shall 

disclose, at a minimum, the following information for each class of assets and liabilities (see 
paragraph 94 for information on determining appropriate classes of assets and liabilities) 
measured at fair value (including measurements based on fair value within the scope of this 
IFRS) in the statement of financial position after initial recognition: 
 

(a) For recurring and non-recurring fair value measurements, the fair value measurement at the 
end of the reporting period, and for non-recurring fair value measurements, the reasons for 
the measurement. Recurring fair value measurements of assets or liabilities are those that 
other IFRSs require or permit in the statement of financial position at the end of each 
reporting period. Non-recurring fair value measurements of assets or liabilities are those 
that other IFRSs require or permit in the statement of financial position in particular 
circumstances. 
 

(b) For recurring and non-recurring fair value measurements, the level of the fair value 
hierarchy within which the fair value measurements are categorised in their entirety (Level 
1, 2 or 3). 

 
(c) For assets and liabilities held at the end of the reporting period that are measured at fair 

value on a recurring basis, the amounts of any transfers between Level 1 and Level 2 of the 
fair value hierarchy, the reasons for those transfers and the entity’s policy for determining 
when transfers between levels are deemed to have occurred (see paragraph 95). Transfers 
into each level shall be disclosed and discussed separately from transfers out of each level. 
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(d) For recurring and non-recurring fair value measurements categorised within Level 2 and 

Level 3 of the fair value hierarchy, a description of the valuation technique(s) and the inputs 
used in the fair value measurement. If there has been a change in valuation technique (e.g. 
changing from a market approach to an income approach or the use of an additional 
valuation technique), the entity shall disclose that change and the reason(s) for making it. 
For fair value measurements categorised within Level 3 of the fair value hierarchy, an entity 
shall provide quantitative information about the significant unobservable inputs used in the 
fair value measurement. An entity is not required to create quantitative information to 
comply with this disclosure requirement if quantitative unobservable inputs are not 
developed by the entity when measuring fair value (e.g. when an entity uses prices from 
prior transactions or third-party pricing information without adjustment). However, when 
providing this disclosure an entity cannot ignore quantitative unobservable inputs that are 
significant to the fair value measurement and are reasonably available to the entity. 
 

(e) For recurring fair value measurements categorised within Level 3 of the fair value hierarchy, 
a reconciliation from the opening balances to the closing balances, disclosing separately 
changes during the period attributable to the following: 

 
(i) Total gains or losses for the period recognized in profit or loss, and the line item(s) in 

profit or loss in which those gains or losses are recognised. 
 
(ii) Total gains or losses for the period recognised in other comprehensive income, and the 

line item(s) in other comprehensive income in which those gains or losses are 
recognised. 

 
(iii) Purchases, sales, issues and settlements (each of those types of changes must be 

disclosed separately). 
 

(iv) The amounts of any transfers into or out of Level 3 of the fair value hierarchy, the 
reasons for those transfers and the entity’s policy for determining when transfers 
between levels are deemed to have occurred. Transfers into Level 3 shall be disclosed 
and discussed separately from transfers out of Level 3. 

 
(f) For recurring fair value measurements categorised within Level 3 of the fair value hierarchy, 

the amount of the total gains or losses for the period in (e)(i) included in profit or loss that is 
attributable to the change in unrealized gains or losses relating to those assets and liabilities 
held at the end of the reporting period, and the line item(s) in profit or loss in which those 
unrealised gains or losses are recognized. 
 

(g) For recurring and non-recurring fair value measurements categorised within Level 3 of the 
fair value hierarchy, a description of the valuation processes used by the entity (including, 
for example, how an entity decides its valuation policies and procedures and analyses 
changes in fair value measurements from period to period). 

 
(h) For recurring fair value measurements categorised within Level 3 of the fair value hierarchy:  
 

(i) For all such measurements, a narrative description of the sensitivity of the fair value 
measurement to changes in unobservable inputs if a change in those inputs to a 
different amount might result in a significantly higher or lower fair value measurement. If 
there are interrelationships between those inputs and other unobservable inputs used  
in the  fair  value  measurement,  an  entity  shall  also  provide  a  description  of  those   
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interrelationships and of how they might magnify or mitigate the effect of changes in the 
unobservable inputs on the fair value measurement. To comply with that disclosure 
requirement, the narrative description of the sensitivity to changes in unobservable 
inputs shall include, at a minimum, the unobservable inputs disclosed when complying 
with (d). 

 
(ii) For financial assets and financial liabilities, if changing one or more of the unobservable 

inputs to reflect reasonably possible alternative assumptions would change fair value 
significantly, an entity shall state that fact and disclose the effect of those changes. The 
entity shall disclose how the effect of a change to reflect a reasonably possible 
alternative assumption was calculated. For that purpose, significance shall be judged 
with respect to profit or loss, and total assets or total liabilities, or, when changes in fair 
value are recognized in other comprehensive income, total equity. 

 
(i) For recurring and non-recurring fair value measurements, if the highest and best use of a 

non-financial asset differs from its current use, an entity shall disclose that fact and why the 
non-financial asset is being used in a manner that differs from its highest and best use (IFRS 
13.93). 

 
• Classes of assets and liabilities. An entity shall determine appropriate classes of assets and 

liabilities on the basis of the following: 
 
(a) The nature, characteristics and risks of the asset or liability; and 
 
(b) The level of the fair value hierarchy within which the fair value measurement is categorised. 
 
• Policy for transfers. An entity shall disclose and consistently follow its policy for determining 

when transfers between levels of the fair value hierarchy are deemed to have occurred in 
accordance with paragraph 93(c) and (e)(iv). The policy about the timing of recognising 
transfers shall be the same for transfers into the levels as for transfers out of the levels. 
Examples of policies for determining the timing of transfers include the following: 

 
(a) the date of the event or change in circumstances that caused the transfer; 
 
(b) the beginning of the reporting period; and 
 
(c) the end of the reporting period (IFRS 13.95). 
 
• An entity shall present the quantitative disclosures required by this IFRS in a tabular format 

unless another format is more appropriate (IFRS 13.99). 
 
8.9.2 Disclosure example 
 
EXAMPLE 2: Disclosure: assets measured at fair value 
For assets and liabilities measured at fair value at the end of the reporting period, the IFRS 
requires quantitative disclosures about the fair value measurements for each class of assets 
and liabilities. An entity might disclose the following for assets to comply with paragraphs 93(a) 
and (b) of the IFRS:  
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 (R in millions) Fair value measurements at the end of the 
reporting period using 

 
 
 
 
 
Description 

 
 
 
 
 
 
31/12/20.11 

Quoted 
prices in 
active 
markets for 
identical 
assets  
(Level 1) 

 
 
Significant 
other 
observable 
inputs 
(Level 2) 

 
 
 
Significant 
unobservable 
inputs 
(Level 3) 

 
 
 
 
Total 
gains  
(losses) 

Recurring fair value 
measurements 
 
Trading equity 
securities(a): 
 Real estate 

industry 
 Oil and gas 

industry 
 Other 

 
 
 
 
 

93        
 

45        
 

15        

 
 
 
 
 

70        
 

45        
 

15        

 
 
 
 
 

23        

  

Total trading equity 
securities 153        130        23          
      
Other equity 
securities(a): 
 Financial services 

Industry 
 

 Health care industry 
 Private equity fund 

investments(b) 
 Other 

 
 
 

150        
 

163        
 

57        
15        

 
 
 

150        
 

110        
 
 

15        

  
 
 
 
 

53        
 

57        

 

Total other equity 
 securities 385        275         110         
Debt securities: 
 Residential 

mortgage-backed 
securities 

 Commercial 
mortgage-backed 
securities 

 Risk-free 
Government 
securities 

 Corporate bonds 

 
 
 

149        
 
 

50        
 
 

120        
93        

 
 
 
 
 
 
 
 
 

120        
9        

 
 
 

24        
 
 
 
 
 
 

84        

 
 

 
125        

 
 

50        

 

Total debt securities 412        129        108        175         
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 (R in millions) Fair value measurements at the end of the 
reporting period using 

 
 
 
 
 
Description 

 
 
 
 
 
 
31/12/20.11 

Quoted 
prices in 
active 
markets for 
identical 
assets  
(Level 1) 

 
 
Significant 
other 
observable 
inputs 
(Level 2) 

 
 
 
Significant 
unobservable 
inputs 
(Level 3) 

 
 
 
 
Total 
gains  
(losses) 

 
Investment properties: 
 Commercial  

– Africa 
 Commercial  

– Europe 

 
 
 
 

31        
 

27        

   
 
 
 

31        
 

27        

 

Total investment 
 properties 58          58         
 
Total recurring fair 
value measurements 

 
 

1,008        

 
 

534        

 
 

131        

 
 

343        

 

      
 
Non-recurring fair 
value measurements 
Assets held for sale(c): 

 
 

26        

  
 

26        

  
 

(15)   
Total non- 
recurring fair value 
measurements 

 
26         

 
26         

 
(15)   

 
(a) On the basis of its analysis of the nature, characteristics and risks of the securities, the entity 

has determined that presenting them by industry is appropriate. 
 
(b) On the basis of its analysis of the nature, characteristics and risks of the investments, the 

entity has determined that presenting them as a single class is appropriate. 
 
(c)  In accordance with IFRS 5, assets held for sale with a carrying amount of R35 million were 

written down to their fair value of R26 million, less costs to sell of R6 million (or R20 million), 
resulting in a loss of R15 million, which was included in profit or loss for the period. 

 
(Note: A similar table would be presented for liabilities unless another format is deemed more 
appropriate by the entity.) 
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LECTURER’S COMMENT 
 
Work through comprehensive example 32.9 in Descriptive Accounting and 
IFRS 13 Fair Value Measurement: Illustrative Examples.  

 
 

 
 
 
 

ASSESSMENT CRITERIA 
 
Are you now able to: 
• define fair value and related concepts in detail? 
• describe and apply all the aspects of fair value measurement of an asset, 

liability or an equity instrument? 
• Disclose a fair value measurements of assets, liabilities and equity 

instruments in the annual financial statements of an entity? 
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