a) Fairy Queen Q4 FV
FAIR VALUE ACCOUNTING (FVA)

FVA is a theoretical model for accounting that measures the whole position statement at Fair Value (FV).

HISTORICAL COST ACCOUNTING (HCA)

HCA is a theoretical model for accounting that measures the whole position statement at Historical Cost (HC).
MIX ACCOUNTING

What we do currently is a mixture of both FVA and HCA widely referred to mix accounting.

IASB

The IASB is pushing financial reports towards FVA because they believe that FVA better address the framework.

ASSETS & LIABILITIES

To paraphrase the framework “an asset/liability is a present right/obligation to the future economic inflow/outflow.
USEFULNESS

But to have useful information about assets and liabilities on position statement IASB should seek to maximise Relevance and Reliability.
HCA

HCA always give reliable information but very often historical cost figures are irrelevant.

FVA

It is true that FV is less than absolutely reliable. Often FV is estimated. But FV is always relevant.

CONCLUSION

So FVA maximises relevance and reliability and so maximises usefulness of FS to users.

IMPAIRMENT

This increase if FVA should improve Financial Reporting by making financial statements a truer reflection of underlying economic value.
b) Fairy Queen Q4 FV

FAIR VALUE

The problem with FV is that every standard that uses FV has its own version of FV and uses FV slightly differently.

INCONSISTENCY

FV is often used inconsistently in financial reporting measurement. 

EXAMPLE

When PPE goes up in value it goes up (revaluation) to FV.
But when PPE goes down it goes down to recoverable value which is often FV less cost.
C) Fairy Queen Q4 FV

FAIR VALUE MEASURMENT

IFRS 13 simply defined FV and describes how to measure FV.

TIME

As discussed old IASB wanted FVA but they run out of time. So they had to compromise and introduced FVM instead.

DEFINITION
FV is now defines as a transaction price between market and participants at the transaction date.

EXIT VALUE

This means that FV is an exit value. It is what you could get for selling the asset or what you would pay to get rid of the liability.

MEASUREMENT

But most of IFRS is given over to measurement of FV. The IFRS uses hierarchy:

LEVEL 1 exact equivalent market price
If there is an active market then the relevant price from that market must be used.

LEVEL 2 approximate equivalent transaction price
If level 1 is unavailable then FV is derived from a transaction in a similar transaction
LEVEL 3 unobservable inputs

If neither level 1 or 2 then FV is determined using financial models (such us black Scholes model)

EXAMPLES

QUOTED SHARES

The above would be quoted at fair value using the market price (level 1)

UNQUOTED DEVELOPMENT COMPANY

The FV for shares in the above would be based on DCF (level 3)
