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Dear Jeff
Fair Value Measurement: draft EFRAG comment letter
The Institute of Chartered Accountants in England and Wales welcomes the opportunity to comment on EFRAG’s draft letter to the IASB in response to its exposure draft, Fair Value Measurement.

The Institute operates under a Royal Charter, working in the public interest. Its regulation of its members, in particular its responsibilities in respect of auditors, is overseen by the Financial Reporting Council. As a world leading professional accountancy body, the Institute provides leadership and practical support to over 132,000 members in more than 160 countries, working with governments, regulators and industry in order to ensure the highest standards are maintained. The Institute is a founding member of the Global Accounting Alliance with over 775,000 members worldwide.

The following comments are based on our current draft response to the IASB. While we do not expect major changes in the remaining days before the IASB’s deadline, we should emphasise that we are still considering the wording of our response.

1. Unlike EFRAG, we believe that the proposals in the ED could be appropriate for non-financial items. This is largely because we believe that the ED’s requirements and guidance are likely to be interpreted and applied in such a way as to have little effect on existing measurement practices. However, we recognise that this is an arguable point and we are therefore requesting a number of clarifications of the ED and its guidance so as to confirm that our own interpretation is correct.

2. We agree with EFRAG that the ED does not make the case satisfactorily for fair value as an exit price rather than an entry price. The ED seems in fact to be making a case for fair value as an exchange value, as it argues that, disregarding transaction costs, exit prices and entry prices are the same (a point noted in EFRAG’s draft response). We would support a definition of fair value as an exchange value (as in current IFRS), which would be compatible with using entry or exit prices as appropriate in particular cases.

3. We do not agree with EFRAG that the ‘highest and best use’ concept is inapplicable to financial assets. In practice, financial assets are ‘used’ in different ways (ie, held for different purposes) according to an entity’s business model. This is accepted in the IASB’s exposure draft, Financial Instruments: Classification and Measurement.

4. While we agree with EFRAG that the ‘highest and best use’ concept does not apply to liabilities, we believe that it should be possible to develop an equivalent concept that would be applicable to liabilities. There are various options for exiting liabilities – transfer, settlement and performance – and, just as it makes sense for a business to maximise its prospective income from an asset, it also makes sense for it to minimise its prospective costs from a liability. We recognise that transferring a liability could be regarded as the logical equivalent of selling an asset, but it is not usually the best (ie, least cost) way of exiting from a liability. We therefore suggest that, if fair value for liabilities is defined as a transfer value, there should be a review of existing fair value requirements for liabilities with a view, where appropriate, to replacement of the fair value requirement by another approach to the measurement of current value.

5. While EFRAG broadly supports the proposed disclosure requirements in the ED, we are concerned that they could be unduly onerous in some cases. We also suggest that they should be considered and dealt with standard-by-standard, rather than as a set of uniform requirements that would apply wherever fair value appears in IFRS.

Please contact me should you wish to discuss any of the points raised in this response.
Yours sincerely

Brian Singleton-Green
Manager, Corporate Reporting
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