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IFRS 13: FAIR VALUE MEASUREMENT 

� The objective of IFRS 13 is to:  

 

o Define Fair Value 

o Set out in a single IFRS a framework for measuring Fair Value 

o Outline disclosure requirements for fair value measurements 

 

� 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. 

 

� For non-financial assets, the fair value measurement is the value for using 

the asset in its highest and best use at the valuation date.  

 

o Highest and best use takes into account the use of the asset that is 

physically possible, legally permissible, and financially feasible.  

 

Illustrative Note: Consider an entity that owns land currently being used for farming 

activities. The land is zoned for future residential development but any development 

will be subject to planning permission. The fair value of the land would incorporate 

its residential development potential as this is legally permissible for the land (not 

withstanding that there is a hurdle of planning permission to get over). Putting your 

common sense hat on, think of fair value as the value a prospective buyer would put 

on the land. Would they incorporate its potential use as a residential development? 

Of course they would. They would also incorporate any potential risk of not getting 

planning permission but in any case, most property sales are always “subject to 

planning permission being subsequently obtained”.  

 

� A fair value measurement assumes that the transaction takes place either:  

 

o In the principal market for the asset or liability; or 

 

o In the most advantageous market (in the absence of a principal 

market) 

 

� The most advantageous market is assessed after taking into 

account transport costs and transaction costs to the market.  

 

� The latter point is a potential area for confusion as the definition 

of fair value takes into account transport costs to market but 

excludes transaction costs.  

 

� Therefore, you include transaction costs when calculating the 

most advantageous market and once the most advantageous 

market is identified fair value is determined with the transaction 

costs excluded.  
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� Entities must maximise the use of Observable Inputs and minimize the use 

of Unobservable Inputs when determining fair value.  

 

� To increase consistency and comparability, IFRS 13 requires that fair value 

measurements are classified under one of the following headings: 

 

o Level 1 inputs: Quoted prices in active markets for identical assets or 

liabilities that the entity can assess at the measurement date.  

 

Example: Vodafone Shares 

 

o Level 2 inputs: Inputs other than quoted prices included within Level 1 

that are observable for the asset or liability, either directly (i.e. prices) 

or indirectly (i.e. derived from prices).  

 

Example: Use of quoted interest rates to fair value a privately issued 

bond.  

 

o Level 3 inputs: Unobservable inputs for the asset or liability. Level 3 

inputs are only used where relevant observable inputs are not 

available or where the entity determines that transaction price or 

quote price does not represent fair value. 

 

Example: Use of discounted cash flow analysis to value an investment 

in a start-up company.  

  


