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Introduction and background 

1. On October 28 the IFRIC received a letter describing a proposed approach to 

the determination of the discount rate for present value computations in inactive 

markets in accordance with IAS 39 Financial Instruments: Recognition and 

Measurement.  That letter is included as Appendix A.  (As the submitter 

published the letter on its website and conducted media interviews regarding the 

submission, the staff concluded that the normal restrictions regarding the 

confidentiality of submissions was not relevant in this case.) 

2. The letter did not specifically request that any issue be added to the IFRIC’s 

agenda and did not provide an analysis of the proposed approach against the 

IFRIC’s agenda criteria.  However, given the nature of the issue, the staff 

concluded that the request might be urgent and should therefore be considered 

at the November IFRIC meeting.  We apologise for the late posting of this paper 

as a consequence of that decision. 



3. This paper sets out the staff’s analysis of whether this issue should be added to 

the IFRIC’s agenda. 

Staff analysis 

4. The staff notes that the submission proposes an approach to determining the 

components of a discount rate to be used to determine the fair value of a 

financial instrument by using a valuation technique when a market is inactive.  

In particular, it deals with the determination of credit spreads and especially 

liquidity spreads when these components are not observable in the market. 

5. The staff also notes that the issue of determining fair values in inactive markets 

has been the subject of a considerable amount of recent activity by the IASB 

and the staff of the fair value measurement and financial instruments projects.  

The following documents have been published or are in process: 

(a) On 16 September as a first step in developing guidance on the 

application of fair value in illiquid markets, the IASB staff released a 

draft document emanating from discussions of its Expert Advisory 

Panel.  That document sets out how experts measure and disclose fair 

values of financial instruments in inactive markets. The Panel met on 

10 October to discuss comments received on the draft document.   

(b) On 30 September the US Securities and Exchange Commission (SEC) 

and Financial Accounting Standards Board (FASB) staffs issued a 

clarification of the US standard FAS 157 Fair Value Measurements.  

The IASB issued a press release on 2 October indicating that its staff 

considers this clarification consistent with IFRSs. 

(c) As a result of the Panel meeting, on 14 October the IASB issued the 

press release noted in the submission.  The press release noted that the 

Panel agreed to emphasise existing guidance within International 

Financial Reporting Standards (IFRSs) that using the entity’s own 

assumptions about future cash flows and appropriately risk-adjusted 

discount rates is acceptable when relevant observable inputs are not 

available.  The final Panel document was published on 31 October as 

part of IASB staff educational guidance. 

http://www.iasb.org/News/Press+Releases/IASB+staff+position+on+SEC-FASB+clarification+on+fair+value+accounting.htm


6. In addition, the IASB and FASB have agreed to a joint approach to dealing with 

reporting issues arising from the global financial crisis.  The Boards have 

emphasised the importance of working cooperatively and in an internationally 

coordinated manner to consider accounting issues emerging from the global 

crisis.  The Boards also emphasised the role of high quality financial reporting 

in helping enhance confidence in the financial markets by responding in a 

timely manner that improves transparency and provides greater global 

consistency in financial reporting. 

7. As part of their joint response, the Boards will establish a high-level advisory 

group.  In November, while the advisory group is being established, the IASB 

and the FASB will organise three roundtables—one each in Asia, Europe, and 

North America.  The purpose of these public roundtables is to gather input on 

reporting issues emanating from the current global financial crisis—including 

responses by governments, regulators and others.  This should enable the 

Boards to act rapidly and the advisory group, once established, to advance its 

deliberations efficiently. 

Staff Recommendation 

8. The staff has assessed the issue raised in the submission against the IFRIC 

agenda criteria as follows: 

(a) Given current market conditions, the issue is widespread and of 

practical relevance. 

(b) It is not certain whether there is diversity in practice.  The educational 

guidance issued by the IASB including the Expert Advisory Panel 

document emphasises the existing requirements of IAS 39.  These 

requirements are outlined clearly in the submission.  Therefore the 

staff believes that any diversity observed in practice is likely to arise 

from entities exercising the judgement the Panel emphasises is 

necessary in current market conditions to achieve the objectives of IAS 

39. 

(c) The issue appears to be relatively narrow in scope.  However, it could 

have significant implications for the determination of fair values.  In 

the staff’s view, this is not a matter for interpretation.  The issue raised 



is how to apply the requirements of a standard when the objective is 

clear. 

(d) The issue relates to current high priority Board activities.  It is directly 

relevant to the Board’s existing agenda project to provide fair value 

measurement guidance.  An exposure draft on this project is expected 

in the first half of 2009.  In addition, the issue relates directly to the 

subjects to be discussed at the joint IASB/FASB roundtables to be held 

in the next few weeks. 

9. The staff recommends that this issue not be added to the IFRIC’s agenda.  The 

staff believes that the issue should be included for discussion at the roundtables 

mentioned above and that any additional guidance determined to be necessary 

should be provided as a result of the Board’s joint activities with the FASB and 

its fair value measurement project. 

10. The staff has set out proposed wording for the tentative agenda decision in 

Appendix B. 

Questions for the IFRIC 

11. Does the IFRIC agree with the staff recommendation? 

12. Does the IFRIC have any comments on the drafting of the tentative agenda 

decision? 

 

[Appendix B is omitted from this observer note]
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