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IFRS 13 (Fair Value)

1-  Definition of fair value :
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an order-
ly transaction between market participants at the measurement date.
2-  fair value measurement:
a) Asset or liability: the characteristics of the asset or liability being measured should be con-
sidered when determining fair value.
Example--- land that is subject to a legal right for an electricity company to run power lines
across it, the land could be sold for 3 million $ without these lines and 2,7 million $ with them.
The legal right would be transferred to a purchaser so the fair value is 2,7 million S.
b)  Highest and best use: the fair value of a non-financial asset is determined based on highest

and best use.

Example--- land is currently used for industrial purposes it could be sold for 1,5 million on
this basis nearby sites have been developed as residential sites, there no legal restriction to
selling the land for this purpose, such a sale would achieve a price of 1.8 million.

The fair value is 1,8 million based on the highest and best use.
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Principal or most advantageous market: the principal market is that the most volume

of activity for the asset or liability, where there is no principal market it is based on the most
advantageous market that which maximizes the amount that would be received to sell after

selling costs.

Example--- China France

Selling price 40 38

Transaction cost 1 3

Transport cost 8 5

If France was principal market: fair value = 38-5=338S.

If no principal market we use the most advantageous market:

In china (40-1-8 = 319)

In France (38-3-5 = 30S)

So we chose the price in china based in the most advantageous market is 31$

But the fair value (40-8) = 32$

Note: transaction cost are taken into account when determining the most

advantageous market but are not part of fair value.

Valuation technique: IFRS 13 discusses three valuation approaches:

Market approach: uses prices and other relevant information generated by market
transaction involving identical or similar asset or liabilities.

Cost approach: uses current replacement cost.

Income approach: use discounted future cash flows or income and expenses.

Note: any one ,or where appropriate a combination of these valuation techniques
should be selected and consistently applied.
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