
 

Ind AS 113 Fair value Measurement

Fair value is a market based measurement and not an entity specific
measurement

What is Fair value
Fain valve is the price that would be
received to sell the asset exitPaice on

Paid to transfer a liability exit Price

in an orderly transaction Nostress sale on liquidation sale between market

Participants knowledgeable unrelated parties at the measurement date under
comment market conditions

BalancesheetLitemsmeasured atFainvalue aspen IndAs1137
it PPE on Intangibleassets measured at Fainvalue in case

of Revaluation model

in Financial Assets measured at FainHave in case ofFiltry
Financial liabilities measured at FYToei method

Fainvalue in case of FxTPL Ii Biological Assetsmeasuredat Fainvalue lesscostto sell

if Non commentabetheld forsalefax ers
4 PlanAssets measured at Fainvalve

Asset on liabilityspecificFain value

Fainvalve measurement takes into account the characteristics of Asseton
liability
a The condition of the asset
b the location of the asset
e Restriction on sale on use I only Asset on liability specific restriction
needs to be considered but Entity specific restriction should not be

taken into account as it won't affect other market participants



Unitof Account

An Asset on a liability is aggregated on disaggregated for Recognition on

for measurement a pen other relevant Ind AS
4 E.g Fainvalve measurement of cash Generating units

Ind Al 113 describes How to measure Fain valve and not what is being
measured at Fain value

Other Ind As specifies whether Fain valve measurement considers individual

Assetliability on a group of Assets liability

Principal Market on most Advantageous market

A Fain valve measurement assumes that transaction to sell the asset on
transfer the liability takes place either in
Ii Principal market

Iii In the absence of principal market the most advantageous market



Principal Market MostAdvantageous Market

Marketwhich is normally the place in marketwhicheither maximise theamount

whichasset Liabilities are being transacted tobereceived when entity sells an asset

withhighestvolume withhigh level of on minimizes the amount to be paid

activities comparing with any other market while transferring the liability
Available for Similar transaction MarketA MarketB MarketC

Note Since Principal market is the most SaleProceeds 500 490 520

liquidmarket therefore Price in that f transportationcost 1207ago 1301 352ns

market mustbe used even if Price in a sellingcost 10 87 20

othermarket is most advantageous HerAmount realised 470 452 465

i market A ismostadvantageous
But Fainvalve is determined by reducing
only transportationcost bosom Saleproceeds

1 FainIdle 500 20 480

1 FainValue Costtosell 480 10 470

Note Transaction cost is notadjusted to determine Fain value



Applying Fain Value Rules on Non Financial Assets LegMachinery Equipments

lil Highestand Best use
TheHighest and Best use is a valuation concept used to value many
Non Financial Asset 9E9 RealEstate

TheHighest and Best use of a Non Financial Asset must be
a Physically Possible Physical characteristics of the assetheg location on

size of a property on conditions

b legally permissible legal restrictions on use of the asset Gig Zoning
restrictions applicable to the property

c Financially Feasible Generates adequate income on cash Flows to

produce investment return

All restriction specific to an entity on specific to any market Participants
should not be considered while finding Fainvalves of a Non Financial Asset
In Caseof Financial asset there is no conceptof Highestand Best use

Ail Valuation Premise
A Fair value measurement of a Non Financial Asset should be based on

either 1 At Stand Alone Basis

21 In combination with other assets



Applying Fain valve rules to liabilities and Entity's own Equity instruments
A fain date measurement assumes that a Financial onNon Financial liability
on an equity instruments is transferred to market participants of the

measurement date GEg Equity Instruments issued as consideration in
Business Combination

The standand specifies an assumption that liabilities and on equity instt

so transferred will remain outstanding on the date of measurement

standand prescribes to use all observable inputs if direct Quoted price are

not available and should minimize any unobservable inputs

gmarketdata

antennae

A When liability and Equity Instruments B when liability and Equity Instruments

are held by otherparties asasset are not held by otherparties asasset

DirectQuoted Price when these are not held by other

CilIbDirectQuoted Price not available Panties then valuation technique from
the entity should use identical priceof the perspective of a market participants
similar liabilities on Equity instruments

heldbymarket participants as an asset
that owes the liability on has issued
the claim on equity would be used

the quoted Priceof such assets at the toevaluate such Fainvalues
measurement date should beused



However if Quoted Price notavailable I i Direct quoted price ifavailable
then other observableInputs canbeused call y quoted priceof similar Cia 4 t.net
In the absence of observable inputs wtf s open observable Inputs
vacation technique suchas Income approach

ready4 Unobservable Input
onmarket approachmay be used

Control Premium concept

Refer tyk a3



Valuation Techniques

1 market Approach level1 on level 2Inputs

this approach uses price and other relevant information generated by
market transactions involving identical on comparable similar assets on

liabilities on a group of assets on liabilities such as Business
Eg Price of a security is determined using Priceto tanning ratio with

certain adjustments it there are some entity specific restrictions
LEPSXPIERatio ON EBITDA X EYma 7

2 Income Approach usually level Inputs

In Income Approach All future earnings on future cash Flows to be
discounted at comment date to get fair valueof the asset liability
Assumption to the future cash Flows and an appropriate Discountmates
would be based on other market participants views

GFree Cash Flow for the firm on Equity approach

3 Cost Approach 4Replacement Cost Approach
this method describes how much cost is required to replace
existing assets on liabilities in order to make it in a working condition

All related costs will be its Fainvalue



FainValue Hierarchy Inputs to valuation techniques
7 QuotedPrice T IdenticalMafia activeMonet NoAdjustment

Level 1 Inputs mostgenuine tainvalue

Quoted Price in active markets for identical assets on liabilities

It shall be used without adjustment to measure Fair value whenever

available

In certain situation a quoted Price in an active market might not faithfully

represent Fainvalueof an asset on a liability such as when significantevents
occurs on the measurement date but after the closeof trading In such

situation Entity Shall adjust the quoted price to incorporate new information
on Fain valve measurement However if quoted price is adjusted it will
be considered level 2 Inputs seebelow Example27

Level 2 Inputs

Inputs that are observable ban theasset on a liability 1other than quoted

price included within level 17

Level 2 Inputs include the following I See BelowExamples

lil Quoted price for similar assets on liabilities in Active markets
noted price for identical assets on liabilities included in level17

Gil Quoted price bom identical similar assets on liabilities in Inactivemarkets

Iiit Inputs other than Quoted Price that are observable for theasset on
liability Example al Interestmatesandyield curves observable

b Implied volatilities options

e Credit spreads

d market connobonated Bonds



Level3 Inputs

level B inputs are unobservable inputs Gon theasset on a liability
Unobservable Inputs shall be used to the extent relevant observable inputs

are not available

A level 3 inputs would be financial bomecast Leg cashblows on profit
on 10557 developed using entity's own data if there is no reasonably
available information that indicates usage of different assumption by
market participants



Examples of level 2 Inputs



Expected labourcost 13125
4 Overhead 80 9131257 105

23625
47 Profitmarkup4201 of236257 4725

283 5
Tublation Adi 2815 4.047 V3.57

41965
Priem 57 of919.65 20.98

440.63 10thyn

OM 10th

440.63

194.88 9 490.13
1 085710


