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APPLICATION OF FAIR VALUE IN THE ACCOUNTING, CONTROL
AND REPORTING FOR UKRAINE IN ACCORDANCE
WITH INTERNATIONAL FINANCIAL REPORTING STANDARDS

Abstract. One of the key and most controversial accounting and control issues is the
measurement of the elements of financial statements. The question of determining the fair value of
assets and liabilities is one of the most relevant in modern accounting practice. This type of
measurement is currently the subject of heated debate in the accounting community. International
Financial Reporting Standards proceed from the priority of the interests of users of financial
statements and are essentially aimed at providing them with the most relevant and useful
information. This message determines the logic of building standards. IFRS 13 «Fair Value
Measurement» considers fair value measurements in a broad sense, concentrating on the definition
of fair value and the principles for measuring it. The main problem arising in the process of
applying the fair value estimate is the lack of a methodology for its calculation. The article reveals
the factors that influence the process of determination fair value. An algorithm in the selection of
fair value valuation methods for management accounting is proposed, which allows quickly and
timely determine the real value of accounting items and financial reporting elements, as well as a
hierarchy of sources of fair value, which is represented by three levels. Level | is distinguished by
the lowest degree of subjectivity in the measurement of assets and liabilities, Level Il is
characterized by a greater degree of subjectivity in the measurement of assets and liabilities, Level
I11 is associated with the greatest degree of subjectivity in the measurement of assets and liabilities.
The choice and proper use of the fair value method requires a high level of qualification in the field
of appraisal, in-depth knowledge of the asset being valued, a liability or business, as well as the
wide application of professional judgment. Historical cost and fair value provide two different kinds
of information, which are both useful to investors. A dual measurement and reporting model could
be more effective for assessing the success of an investment. Financial statements are more reliable,
the more adequately it reflects the financial situation and financial results of the company. It is very
important in the preparation of financial statements to apply various methods of measurement of
assets and liabilities that are relevant to the company at the moment. Both historical cost and fair
value should be provided as only together they can deliver complete and useful information to
investors.

Keywords: fair value, historical cost, measurement, reliability of accounting information,
management control, International financial reporting standards.
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3ACTOCYBAHHS CIIPABEJJIMBOI BAPTOCTI B OBJIIKY,
KOHTPOJII TA 3BITHOCTI YKPATHU BIIIIOBIJTHO
JIO MIDKHAPOJHUX CTAHJAPTIB ®IHAHCOBOI 3BITHOCTI

AHoTanig. OIHUM 13 KIIOYOBHUX 1 HAHOUIBLI CYyNEpewIMBUX IOJI0KEHb OyXrajlTepchbKoro
00JIIKy Ta YHpPaBIIHCHBKOTO KOHTPOJIO € OIlIHKa eJeMeHTIB (¢iHaHcoBOi 3BITHOCTI. [lutanHs
BHU3HAUEHHS CIPABEUIMBOI BApTOCTI aKTHBIB 1 3000B’S3aHb € OJHUM 13 HaWOUIbLI aKTyaJdbHUX Yy
CydacHId MpakTHIll Oyxraiarepcbkoro oOmiky. Lleit Bua OMIHKK € ChOTOMHI MPEAMETOM TOCTPUX
JTUCKYCIH y OyXTaJTepChKOMY CIIBTOBapHCTBI. MDbKHapoaHI cTaHmapTH (iHAHCOBOI 3BITHOCTI
BHUXOJAThH 13 MPIOPUTETY IHTEPECIB KOPHUCTYBAUiB 3BITHOCTI Ta 3a CBOEI0 CYTTIO CIPSAMOBaHI Ha
HaJaHHS 1M HAaHOUIBII aKTyaIbHOT Ta KOPUCHOT 1H(OpMaIIii; el mocua BU3HAYAE JIOTIKY TOOYI0BH
craggaptiB. MC®3 13 «OmiHka crnpaBemIMBOi BapTOCTD» PO3IJISLAAE CIPABEAJIUBY BapTICTh Yy
IIUPOKOMY CEHCl, KOHIICHTPYIOYHCh HAa BH3HAYCHHI CIPABEIJIWBOI BapTOCTI 1 MPUHIOMMAX i
BUMipioBaHHA. (OCHOBHOIO MpOOJIEMOI0, IO BHHHMKAE Yy TMPOIECi 3aCTOCYBaHHS OLIHKH
CIpaBeUIMBOI BapTOCTI, € BIICYTHICTb METOMUKU i1 po3paxyHKy. Poskpuro daxtopu, 1o
BILTMBAIOTh HA MPOIEC YCTAHOBJICHHS CIPaBEIMBOI BAPTOCTI. 3alIPOIIOHOBAHO aJTOPUTM Y BUOOPI
METOJIB OIIIHKK 3a CIPaBEUIMBOIO BAPTICTIO 3 METOIO YIPABIIHCHKOTO OOJIKY, IO JI03BOJISE
IIBHUJIKO 1 CBOEYACHO BU3HAYATH peajbHYy BAPTICTh 00’ €KTIB OyXraaTepCchKOTO OOIIKY Ta €JIEMEHTIB
(hiHaHCOBOI 3BITHOCTI, a TaKOX 1€papXil0 DKEpeNn CIpaBeUIMBOI BapTOCTi, SKa IPEACTaBIICHA
TpboMa piBHSMH. PiBeHb | BiIpi3HAETHCS HAWMEHIIUM CTYIIEHEM CYO’€KTUBHOCTI OI[IHKHM aKTHUBIB 1
3000B’s3aHb, piBeHb |l Xapakrepu3yeTbcs OUIBIIUM CTYNEHEM CYO’€KTHBHOCTI OIIHKH aKTHBIB 1
3000B’s3aHb, piBeHb ||| mMOB’sa3aHMil 3 HAMOUIBIIUM CTyMEHEM CyO’€KTHBHOCTI OI[IHKH aKTHBIB i
3000B’s13aHb. Bulip 1 mnpaBuibHE BHUKOPUCTaHHS METOJy OIIHKH CHOpaBeIINBOI BapTOCTi
BHMAararoTh BHCOKOIO piBHS KBamiikamii 1100 OIHKK, TJUOOKUX 3HAHb ITIPO aKTHBH,
3000B’s13aHHS a00 Oi3HEeC, 1[0 OLIHIOIOTHCS, a TAaKOX IIMPOKOTO 3acTOCYBaHHsS MpodeciiHOro
Cy/DKEHHs. IcTopryuHa BapTicTh 1 CripaBeAMBa BapTICTh HAJAIOTh JBa Pi3HI BUAM iH(opmarii, sKi
KOpPHUCHI Juid iHBecTopiB. MoJens TNOJBIMHOIO OLIHIOBAaHHS Ta 3BITHOCTI MOXe OyTu
e(dEeKTUBHINIOW JUId OLIHKA YCrixy iHBecTuiid. @diHaHcoBa 3BITHICTh BIpPOTiAHINIA, IO
aJIeKBaTHIIIE BOHA BijoOpakae MalfHOBUI cTaH 1 (PIHAHCOBI Pe3yJIbTATH JISUIBHOCTI MiIPUEMCTBA.
Jly>xe BaXKJIMBO NpH CKJIaJaHHI (iHaHCOBOT 3BITHOCT1 3aCTOCOBYBATH Pi3H1 METOAM OLIIHKH aKTHBIB
1 3000B’s13aHb, K1 € aKTyalbHUMHU Ui MIATPHEMCTBA Ha JaHUW MOMEHT. CIiJl 3aCTOCOBYBATH SIK
ICTOpUYHY, TaK 1 CIIPaBE/UIMBY BapTiCTh, OCKUIBKU TUTHKH Pa30M BOHU MOXYTh Ha/IaTH IHBECTOPaM
MOBHY 1 KOpHUCHY iH(pOpMaILifo.

Knwuoei cnoea: cnpaBeinuBa BapTiCTh, ICTOpUYHA COOIBAapTICTh, OIIHKA, JOCTOBIPHICTH
00:1ik0BO1 iH(opMallii, ynpaBIiHCEKUN KOHTPOJIb, MDKHAPOHI CTaHIApTH (PIHAHCOBOT 3BITHOCTI.

®opmyn: 0; puc.: 0; Tabm.: 1; 6i6m.: 24.
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INPUMEHEHUE CITPABEJIJINBOM CTOMMOCTH B YYETE,
KOHTPOJIE U OTYETHOCTHU YKPAUHBI B COOTBETCTBUU
C MEXIAYHAPOJAHBIMU CTAHOIAPTAMU
®UHAHCOBOHM OTYETHOCTHU

AHHoTanus. OJHUM U3 KIIOYEBBIX U Hauboyiee MPOTUBOPEUYMBBIX IOJOKEHUMN
OyXraJTepcKoro y4yera W yNpaBiIEHUECKOIO KOHTPOJIS SIBJISIETCA OLIEHKa 3J€MEHTOB (PHHAaHCOBOMU
otueTHOCTH. OCHOBHOW mpoONeMol, BO3HHUKAaIOLIEH B IMpolecce MPUMEHEHHs OLIEHKH
CIpaBeUIMBOM CTOMMOCTH, SIBJISIETCSI OTCYTCTBHE METOJIMKH €€ pacueTa. PacKphIThl (PaKkTOpHI,
OKa3bIBAIOIIME BIIMSIHME HA IPOLECC YCTAHOBIECHMS CIpPaBEeIMBOM crouMocTu. [Ipemtoxen
QITOPUTM B BBIOOpE METOJIOB OLIEHKH MO CIPaBEAIUBON CTOMMOCTH B LENSIX YIPaBICHUECKOTO
ydyera M KOHTPOJISI, TO3BOJISIOIUN OBICTPO M CBOEBPEMEHHO OMNPENENATh pealbHYI0 CTOUMOCTh
00BEKTOB OYXrajaTepCcKOTO ydeTa M DJIEMEHTOB (DMHAHCOBOW OTYETHOCTH, a TaKKe HepapXus
HMCTOYHUKOB CIPABEVIMBOM CTOMMOCTH, KOTOpas MpeACTaBieHa TpeMs ypoBHsAMH. Mcropuueckas
CTOMMOCTH M CIIpaBeAJIMBas CTOMMOCTh MPEOCTABIISIIOT JIBa Pa3HbIX BUAA WH(OpMaluu, KOTOpbIe
MOJIE3HBI ISl MHBECTOPOB. Mojenb OBOMHOrO M3MEpPEeHHs] U OTYETHOCTH MOKET ObITh Oojee
3¢ deKTUBHON Al OLIEHKH ycrexa WHBecTUUUH. OueHb Ba)XKHO IpPU COCTaBICHUHM (PUHAHCOBOM
OTUETHOCTU MPHUMEHSTHh PA3IUYHbIE METOJbl OILICHKH aKTUBOB U 00S3aTENbCTB, aKTyaJlbHBIX IS
MPEANPUITUS HA JAHHBIA MOMEHT.

Kniouegvie cnoea. cnpaBeyiMBas CTOMMOCTb, HMCTOpUYECKas CTOMMOCTb, OIICHKA,
JIOCTOBEPHOCTh OyXranTepckoil HH(OpManuy, YHIpaBICHYECKUN KOHTPOJIb, MeXIyHapoaHbIe
CTaHapThl ((MHAHCOBOW OTYETHOCTH.

®opmyin: 0; puc.: 0, Tabn.: 1; 6ubmn.: 24.

Introduction. Reliability of information, as a resource for making major management
decisions, is getting a key role in modern economic conditions. One of the main sources of data on
the company’s performance is the accounting and reporting system, and ensuring its reliability and
veracity is becoming a top priority.

Accounting and financial reporting of entities, regardless of the chosen concept (national
Ukrainian or American, or international standards) are based on certain key tenets — principles.

According to the Conceptual Framework for Financial Reporting, which was adopted by the
International Accounting Standards Board, the accrual principle is the main principle of accounting
and reporting for recognition of income and expenses, as well as rights to assets and accepted
liabilities. The Conceptual Framework for Financial Reporting and IAS 1 «Presentation of Financial
Statements» also mention the need to comply with the going concern assumption (the ability of an
entity to continue operations), the conservatism principle (when transactions are recorded) and
consistency principle for presentation of information in financial statements.
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The above four basic principles, as well as the full disclosure principle, the economic entity
assumption and a monetary unit assumption in the presentation of financial statements form the
basis of national accounting and reporting system in accordance with the new edition of the Law of
Ukraine «On Accounting and Financial Report in Ukraine» from October 5, 2017.

It should be noted that the previous edition of the law also contained the principles of
periodicity, historical cost and prudence. And if the principle of periodicity follows from the
procedure for preparing reports, then historical cost and prudence (not overstating incomes and
assets, and not understatement of liabilities and expenses) are no longer basic in international
practice, where fair value and the need for regular testing of assets for impairment are playing an
increasing role.

Measurement of assets at actual cost does not meet the current requirements of external
users, as it makes the values incomparable. For example, it is possible that the estimation at actual
cost increases the company’s assets at the amount of hidden losses, and sometimes leads to an
underestimation of profits.

Thus, the new law of Ukraine already at a principled level takes into account modern global
trends in the presentation of financial information by entities.

The International Financial Reporting Standards (IFRS) contribute to the organization of
national accounting elements that facilitate its adaptation to generally accepted rules for keeping
records of the results of business practices. In particular, IFRS 13 «Fair Value Measurementy
allows making the transition from historical cost estimates of accounting objects to fair value.

Volkova O. [1] notes that with the implantation of fair value in the accounting and audit
practice, approaches to the interpretation of accounting principles have changed. For a long time,
reliability and veracity dominated among the principles and postulates of accounting and reporting;
they were also considered the main ethical value of accounting and auditing professionals.
However, with the implantation of the fair value, the values have changed: relevance is now at the
forefront, that is, focus on the interests of users of financial statements.

Critics of accounting and management control at fair value argue that the measurement is
too subjective, too complex and constantly increase income volatility. Obviously, fair value model
also has advantages and disadvantages that cannot be denied. The concept of fair value in its current
form is not perfect, but at the same time a return to historical estimates does not solve existing
problems in the markets.

In this regard, it seems necessary to identify the consequences of the transition from the
actual (initial) value to the new provisions recommended by IFRS 13 «Fair Value Measurement»,
taking them as a basis in modern economic practice. To accomplish the task, it is necessary to
compare the opinions of representatives of various economic schools regarding the measurement of
objects of accounting and reporting at historical cost and measurement at fair value, emphasizing
the advantages and disadvantages of two types of value of objects and the methods of recording
them in accounting and reporting.

Literature review and the problem statement. Fair value is an alternative to measurement
at historical cost, which has been used in accounting and finance for several centuries and which
has ceased to fully satisfy financial markets in the last third of the twentieth century.

Starting in the 1970s as alternatives to historical cost such concepts as current value, mark-
to-market value and fair market value were discussed, but it was exactly fair value that fixed in
financial practice and standards.

The reasons for the departure from traditional estimates are diverse, some of them are
associated with changes in the information needs of participants in the markets and in society, the
other part — with changes in the markets and society themselves. The initial reason for the criticism
of traditional estimates at historical cost was the high inflation of the 1970s, which led to significant
distortions in the value of the companies’ non-current assets of; at that time, the solution was seen
in the indexation of the residual value of an asset, which made it possible to adapt the state of
property status to changes in the scale of economic indicators in the country, but did not reflect the
specifics of individual companies and markets.
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Accelerated in the 1980s innovations in technology, economics and society, the information
revolution, globalization have led to an increase in the importance for companies and markets of
non-material aspects of activity that do not have a historical estimation at all or have such that it
does not reflect their real role in formation of financial results [1].

Raymond John Chambers (1917—1999) is considered to be the founder of the theory of fair
value, who in the mid-60s of the 20th century made an attempt to eliminate the negative impact of
inflation on the reporting figures through the use of a new accounting method. For the first time in
international accounting regulations, the term «fair value» appeared in IFRS in 1982, but only 13
years later, fair value as one type of estimation appeared in the IFRS system, when accounting
regulation was introduced — IAS 32 «Financial Instruments: Disclosure and Presentation». The
active use of the concept of «fair value» became possible in 1998. That year the first version of the
international standard, IAS 39, dedicated to the recognition and measurement of financial
instruments, was prepared and put into effect. In the American accounting system, certain steps
were also taken in implanting fair value into the practice of corporations. In 1991 Standard No. 107
«Disclosure of the fair value of financial instruments» appeared in the American Standard System
(US GAAP). In 2006, a non-governmental organization (FASB) prepared and introduced
Regulation No. 157 «Fair Value Measurementy», which governs the fair value determination process
and contains requirements for identifying additional details on such measurements.

Only in May 2011, the International Accounting Standards Board and the Financial
Accounting Standards Board of the United States approved and implemented a new standard —
IFRS 13 «Fair Value Measurementy.

The specified regulatory document contains a terminological definition of this phenomenon:
the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. That definition of fair value
emphasises that fair value is a market-based measurement, not an entity-specific measurement.
When measuring fair value, an entity uses the assumptions that market participants would use when
pricing the asset or liability under current market conditions, including assumptions about risk. As a
result, an entity’s intention to hold an asset or to settle or otherwise fulfil a liability is not relevant
when measuring fair value [2].

Fair value has both supporters and opponents, but the existence of disputes and interest in
this category suggests that this topic is relevant and requires an appropriate methodological and
methodical solution, which means that the regulation of accounting will change in the future in
accordance with the requirements of market and time.

Many scientists and practitioners opine about the problems of implantation fair value into
Ukrainian accounting. First of all, we are talking about the difficulties in determination a fair price
for assets and liabilities in the absence of market information.

Scientists R.A. Alborov and S.V. Bodrikov wrote: «to evaluate and recognize fair value in
practice is a rather complicated process, associated with certain objective reasons, as well as a
somewhat subjective approach» [3].

Doctor of Economics, Professor E.M. Sorokina believes that «the implantation of fair value
in the practice of national accounting is very laborious and expensive because it requires the
participation of professional appraisers». At the same time, the author notes that «for the purposes
of analyzing and managing the liquidity of a company’s assets, the concept of fair value is very
relevanty [4].

Some scientists are concerned about the quality of financial reporting in connection with the
implantation of fair value. French economist J. Richard and Russian scientists V.G. Shirobokov and
Yu.V. Altukhova believe that the use of fair value will lead to the variability and vulnerability of
financial statements [5].

Charles Lee, professor of accounting at Stanford Graduate School of Business, argues that
fair-value accounting goes against the fundamental purpose of accounting. It would actually inject
more uncertainty into financial reporting and make life harder for shareholders. It might even create
new opportunities for companies to cook their books.
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In a combative keynote address at a London accounting conference, Lee argued that fair-
value accounting confounds and confuses the core purpose of rigorous accounting. That purpose, he
contends, is to provide economic history — an accurate report on transactions that have already
occurred.

Market-value assessments represent something entirely different: collective forecasts about
future returns. Lee isn’t disparaging market valuations. In fact, he argues that the most important
component of a company’s market value lies in shareholder expectations about its future earnings.
But the purpose of accounting isn’t to make those forecasts, he insists. The purpose is to give
shareholders the tools they need to make their own forecasts [6].

The debate between historical cost accounting and fair value accounting is usually framed
by the issue of relevance and reliability. The introduction of the fair value lead to changes in
priorities, and relevance becomes more important and significant than reliability of accounting
information [7; 8].

Proponents of the use of fair value accounting highlight that reporting about financial assets
and liabilities, and other items, at fair value is more relevant than historical cost. They emphasize
that fair value reflects the amount at which an assets can be bought or sold, and enables better
insights to current risk. As a consequence of that, investors, managers and other decision makers
can adopt better market discipline and take a more appropriate decision.

On the other hand, those who support historical cost accounting believe that fair value
accounting is less reliable. They argue that fair value accounting leads to excessive volatility and
short-term fluctuations that don’t reflect the value at maturity and don’t represent the fundamentals
of the underlying financial assets and liabilities [9]. Furthermore, many assets of financial
institutions (such as loans) are illiquid, are not standardized, and are not traded in deep markets.
Opponents of the use of fair value accounting claim that fair value is not relevant and potentially
misleading for assets that are held for a long period or to maturity; that prices could be distorted by
market inefficiencies, liquidity problems or investor irrationality; that fair value based on models
(Level 2 and Level 3 inputs) are not reliable; and that fair value accounting contributes to the
procyclicality of the financial system [10; 11].

Critics of the use of fair value accounting argue that fair value accounting has significantly
contributed to the financial crisis, and has a significant impact on financial institutions especially
[12; 13]. More cautious authors [14—17] suggest that the use of fair value, if not the direct cause of
the crisis, but at least contributed to it.

However, not all researchers agree that fair value was the cause and even accelerator of the
crisis. So, D. Tarr [18] and P. Wallison [19] believe that the cause of the crisis of 2007—2009 was
the policy of the US government in the field of mortgage lending and the undue level of
government regulation in financial markets; these authors do not consider accounting problems as
important enough to even be considered as the cause of such a serious crisis.

However, most economists and practitioners speak positively on the use of fair value.

Professor L.l. Khoruzhiy notes that since the fair value promptly reacts to the current price
situation, depends on sales markets and takes into account the zoning factor, its use allows reliably
disclosure information on the company’s performance [20].

Proponents of fair value consider it as an absolute advantage to update all relevant factors at
each reporting date, which provides the most meaningful information about company’s financial
position to users, which is a reflection of economic reality.

It should be noted that Ukrainian accountants have certain difficulties in understanding and
applying IFRS 13 «Fair Value Measurementy, since the standard requires certain knowledge in the
field of accounting theory, estimates, which are far from all practicing accountants. In addition,
there are no specific recommendations that would allow Ukrainian accountants to determine
unambiguously the order of their actions in estimation the fair value of assets and liabilities.

To improve the quality of financial reporting by public companies, as well as for better
understanding and use IFRS 13 «Fair Value Measurement» in UKrainian accounting, it is necessary
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to develop and adopt special methodological recommendations on the use of the concept of fair
value, as well as methods for determining it.

It is necessary to develop a standard containing the definition and rules for calculating the
fair value in order to determine it reliably when measuring assets. It is advisable to take IFRS 13
«Fair Value Measurementy as its basis. However, as noted by many scientists and practitioners, this
standard contains many controversial issues that need to be considered when developing a national
standard.

Research results. The main problem arising in the process of applying the fair value
measurement is the lack of a calculation method. The IFRS Foundation is the developer of financial
reporting standards, however, for the implementation of IFRS 13, it is necessary to use the methods,
which are used in valuation activities and are not regulated by the IFRS Foundation. Therefore,
IFRS 13 «Fair Value Measurement» does not contain a detailed methodology for estimating the fair
value and does not prioritize the selection of an approach to measurement, and does not require the
use of any particular approach to a particular accounting object (except for financial instruments
listed in an active market). Instead, IFRS 13 establishes a hierarchy of data used for evaluation
purposes in one approach or another (maximizing the use of observable data).

IFRS 13 «Fair Value Measurement» only states that the fair value approach is based on the
market approach, the cost approach and the income approach. However, a detailed description of
the listed approaches and the features of their use in certain situations are missing.

Analyzing the requirements for calculating the aforementioned type of estimation, we
should note that IFRS does not say who should determine the fair value: an accountant or appraiser
(or both). Relevant regulations should be included in the international standards. Referring to the
activities of professional appraisers, we draw attention to the fact that the approaches to calculating
fair value under IFRS 13 fully coincide with the approaches to determining the market value
contained in International Valuation Standards (IVS). But it must be admitted that the International
Valuation Standards and International Financial Reporting Standards apply different concepts to
designate the same valuation, which is determined on the basis of market, cost and income
approaches: in the IVS, this is «market value», in IFRS «fair value». As justified above, fair and
market values are not synonymous. In our opinion, the method under consideration relates to fair
value. This suggests that the category of «fair value» should be introduced into the International
Valuation Standards, bringing it in line with the IFRS regulations.

We believe that when determining the fair value, it is necessary to take into account the
characteristics of the assets and liabilities, namely the condition, location and size of the asset,
restrictions on the sale or use of the asset, etc. The unit of account affects the estimation of the asset
and liability. Assessment objects can be represented as a separate asset or liability (financial asset,
financial liability), or as a homogeneous group, for example, a generating unit or a property
complex as a whole. In assessing the fair value of an asset and a liability, it is necessary to take into
account the individual psychological characteristics of an economic entity to create economic
benefits through the best and most efficient use of this accounting object, or through its sale to
another independent market participant.

An important feature of fair value is its market character, free from the influence of the
specifics of the company. Similar assets should have identical (or as close as possible to each other)
value, regardless of the particular company, the conditions of use of the assets, the intentions of the
company to retain or settle the asset (liability), etc. Since any market implies the existence of risks,
fair value as a market category should also be determined taking into account risk adjustments. Risk
adjustment is the compensation that risk-averse market participants are seeking for taking on the
uncertainty inherent in the cash flow of an asset or a liability. There are three groups of risks: credit
risk, market risk and liquidity risk.

In most cases, when there is an active market for goods, work and services, the current
market value is taken as fair value, but if there is no active market, then the fair value should be
calculated. It should be noted that the quantity of the fair value, determined by experts according to
a certain method, is inherently not accurate. According to the Vice Chairman and Senior Technical
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Director for Financial Assessment at Marshall & Stevens, Alfred M. King, «its value can be found
in the range from 5% to 10%. This means that two equally competent appraisers, having the same
task and relying on the same assumptions about prospects and competitors, can get results that
differ by 10%. They will not have the same value indicators» [21].

Fair value measurement involves professional judgment. It should be noted that accountants
and other appraisal professionals will need years before they become truly competent appraisers for
most types of financial and non-financial assets. But, regardless of the previous experience and
professional qualities of a specialist, it remains unchanged that each object will require professional
judgment. Therefore, practicing accountants and their consultants need to be extremely cautious
when analyzing the features of an object for the most accurate reflection of its value and achieving
comparability of data in the presentation and disclosure of information on types of property,
reporting periods and various companies. We propose an algorithm for the choice of valuation
methods at fair value for management accounting purposes, which allows quickly and timely
determine the real value of accounting objects and elements of financial statements.

The hierarchy of sources of fair value is represented by three levels:

- Level I is distinguished by the least degree of subjectivity in the measurement of assets and
liabilities. Accurate market information is used that reflects the registered (official) prices for
objects that are the same in all respects with the assets or liabilities on the market with a large
volume of transactions to which the reporting economic entity has access to the measurement date.
The initial data of the first level include: foreign exchange market; dealer market; intermediary
market; markets «from principal to principal».

- Level Il is characterized by a greater degree of subjectivity of measurement of assets and
liabilities. In this case, data are used that are known in the market but are not registered (quoted)
prices in an active market. Baseline data can be derived financial instruments, for example,

1) information on the agreement reached between the two parties on the exchange of cash
flows, expressed in the same currency with fixed incomes and variable payments;

2) interest rate swap with well-regulated income and variable payments, based on the yield
curve presented in any foreign currency;

3) interest rate swap with fixed amount receipts and variable payments based on the interest
rate of a particular bank, a three-year stock option in stock exchange turnover, a license agreement,
stocks of finished products at a retail outlet, a retained and used building, a cash generating unit.

- Level 111 is associated with the greatest degree of subjectivity of the measurement of assets
and liabilities. In determining fair value, unobservable market data can be used, for example, by
predicting unknown values by extending functions beyond the boundaries of a region of known
values or finding intermediate values of a value from an existing discrete set of known values.
These include: long-term currency swaps; a three-year stock option in exchange turnover; interest
swap, the obligation to decommission objects, arising from the contract for business combination,
i.e. liquidation obligation; cash generating unit.

According to IFRS 13 «Fair Value Measurementy», three approaches to fair value
measurement are applied hierarchically.

The market approach uses prices and other relevant information characterizing market
transactions with identical or comparable (i.e., similar) assets, liabilities or a group of assets and
liabilities (for example, a business as a whole), i.e. in fact, we are talking about a comparative
approach used in assessing the value of a business.

Cost approach is determined by the amount that would be required at the moment to replace
the estimated asset, taking into account its inherent parameters (current replacement cost or current
reconstructive cost). The cost approach is the least priority for estimating fair value and is used
when market and income approaches are almost impossible to apply. To determine the fair value,
the cost approach is based on current replacement costs, that is, on the amount of money that may
be required on the measurement date to replace the production capacity (ability to produce services)
of the examine asset. Thus, the cost approach is based on the fact that the buyer does not pay a
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larger amount for the object than the one in which it would cost him to recreate the object similar in
purpose and quality as of the valuation date without significant additional costs.

Income approach provides an estimate of the fair value as the amount of income that can be
obtained from the use of the asset. Since it is necessary to calculate potential future returns, the time
value of money and the risks that may arise in the process of owning an asset should be taken into
account. Within the framework of the income approach, valuation methods should be applied,
which allow to convert future cash flows into the present value (PV) based on current market
expectations of these future revenues. For the purposes of IFRS 13, it is possible to use such
methods as: valuation methods at the present value; option pricing models; discounted cash flow
method. The main advantage of the income approach in comparison with the approach of
comparative analysis of sales and cost approach is that it largely reflects the investor or owner’s
idea of real estate as a source of income. The main disadvantage of the income approach is that it is
based on forecast data. Criticizing the methods of implementation of income and cost approaches in
valuation activities, experts point out the shortcomings that caused the transition to the use of fair
value in financial accounting.

The table below presents the main approaches and their types.

Table
Three widely used valuation techniques

Market approach

Income approach

Cost approach

Guideline company method mainly used
in the measurement of financial
instruments

Discounted cash flow method most
often used in business measurement

Adjusted nets assets method
can be wused in business
measurement

Comparable transactions method used in
measurement of various assets listed on
a regulated market

Relief from royalty method used in
measurement of intangible assets

Current  replacement  cost
method mainly used in the
measurement of PPE

Direct sales comparison method mainly
used in commercial property
measurement

Multi-period excess earnings method
used in measurement of goodwill and
intangible assets

To estimate the fair value, IFRS 13 «Fair Value Measurement» allows the use of either one
of the proposed methods or their combination, taking into account the following conditions:

— opportunity to apply one or another method;

— sufficient information to implement the chosen assessment method,;

— comparative level of alternative approaches across the hierarchy;

— any significant changes in the activity or market activity;

— opinions of market participants on the applicability of the methods used.

The company should use such an approach that is most appropriate in the circumstances and
for which data are available and sufficient to measure fair value.

When choosing one approach or another to measure fair value, the following factors should
be considered.

First, the decision on the choice of approach depends on the nature of the estimated object.

Second, the company must take into account the advantages and disadvantages of each
approach, as well as the level of assumptions used in it. For example, the assumptions used in one
approach may be more objective in connection with the use of market indicators or require less
subjective adjustments than in another approach.

Third, it is desirable that the company uses several approaches to measure the fair value and
compare the results obtained within several approaches. The use of at least two approaches in
assessing the fair value allows for additional verification of the obtained results and more accurately
estimate the fair value. If a company has applied several approaches and obtained significantly
different results, it may mean that the company was mistaken in the calculations or in the
assumptions used in the calculations, and it needs to be further analyzed. As a rule, if a company
uses correct data and assumptions when calculating the fair value within the framework of market
and income approaches, the results obtained are approximately in the same range.
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In our opinion, the market approach is preferred, and the replacement cost in the accounting
estimate at fair value can be used only in exceptional cases. In developing the algorithm in the
selection of fair value measurement methods for management accounting purposes, all of the above
was taken into account.

It should be noted that the choice and proper use of the fair value method requires a high
level of qualification in the field of appraisal, in-depth knowledge of the estimated asset, a liability
or business, as well as a wide application of professional judgment. Therefore, it is desirable to
involve professional appraisers in appraising expensive assets, liabilities or businesses. Also in the
evaluation process, it is worthwhile to take part in other departments of the company depending on
its structure — for example, the department responsible for acquiring assets and developing the
company, budget and other departments.

The chairman of the IASB, Hans Hoogervorst [22], in one of his speeches outlined the issue
of measurement of assets and liabilities as one of the most controversial in accounting.

Fair value has the great advantage that it provides a measure of what a certain investment is
supposed to bring. On the other hand, historical cost is useful to investors for two main reasons: it is
based on actual, not merely possible transactions, and it provides investors with a measure of the
resources which have been sacrificed to obtain that investment. Actually, the debate about
accounting measurement has always been framed in terms of making a choice between fair value
and historical cost accounting, with the former serving a decision usefulness objective and the latter
a stewardship one. Over time, standard setters have become more and more oriented towards the
decision usefulness of financial information, thus abandoning the historical cost accounting in favor
of fair value accounting. This paper claims that such a debate should be reframed and no longer
considered in terms of the choice between fair value and historical cost. In fact, choosing between
historical cost and fair value accounting implies sacrificing one these two objectives. A dual
measurement and reporting system could be the solution to such a controversy. Historical cost and
fair value provide two different kinds of information, which are both useful to investors. At the time
of acquisition, fair value and historical cost are in most cases equal, but they do normally diverge in
subsequent periods. Following acquisition, historical cost accounting and fair value accounting
provide different information and serve different purposes. Fair value is needed for ranking and
sorting out competing investment alternatives.

Indeed, the best understood concept of profit is the excess of selling price over historical
cost. Decisions on whether to continue a product line or division or factory depend to a large extent
on whether there is a favorable spread between revenue and cost. As a result, this paper claims that
historical cost and fair value should not be considered as competitors and both of them should be
provided. An attempt to choose either one would deprive financial statement users of access to
complete and useful information for decision-making. For this reason, a dual measurement and
reporting model should be a good solution. A dual measurement and reporting model could be more
effective for assessing the success of an investment. Comparing expected events (i.e. fair values)
with past events (i.e. historical costs) would improve the ability of financial statement users to
evaluate both past performance, thus fulfilling a stewardship objective, and to predict future
performance, thus fulfilling a decision usefulness objective [23]. Moreover, it would be difficult to
provide value added services without efficient distribution of resources and products [24].

At the same time, we propose to take into account the following recommendations:

- if the nature of the company’s activities involves the use of assets for the production of
goods or the provision of services, this is usually a condition for the use of measurement at
historical cost;

- if the nature of the company’s activities involves mainly trading in assets or liabilities in
active markets, this condition is in favor of fair value;

- if the characteristics of assets and liabilities are such that they are highly sensitive to
changes in market factors, this factor is also in favor of fair value.

Conclusions. Over the past few years, the topic of business and asset measurement has
become increasingly relevant. The question of how much a company, an enterprise, a separate
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business or a part of it may cost, now for Ukraine, has ceased to be a purely theoretical matter and
has moved into a purely practical plane.

Estimation of the market value of a business or assets is necessary today, not only for
purchase and sale transactions or in determining the collateral value of an object, but also for
making right strategic and management decisions, preparing management reports in accordance
with the requirements of the international investment community.

Financial statements become more reliable, when they reflect the financial situation and
financial results of the company more adequately. Therefore, in the preparation of financial
statements it is very important to apply various methods of measurement of assets and liabilities
that are relevant to the company at the moment.

The impact of accounting at fair value in Ukraine is growing primarily due to the constantly
rising interest in the use of IFRS, as well as the desire of companies to be attractive in the market,
i.e. provide potential investors with financial information, which is interesting to them —
information on the real state of affairs in the company (assets and liabilities, assessed at the
reporting (actual) date, taking into account all changes occurring in financial markets).

Thus, as a result of the study, the authors obtained the following results:

- the factors that influence the process of establishing fair value are identified: all sorts of
market risks, the characteristics of assets and liabilities, the unit of accounting for assets and
liabilities, market operations and information, valuation methods, market participants and their
interdependence, as well as professional judgment of valuation specialists;

— an algorithm in the selection of fair value measurement methods for management
accounting purposes was proposed, which allows timely determination of the real value of
accounting items and accounting elements.

Historical cost and fair value accounting must not be considered as competitors, as they
serve different purposes. Historical cost provides investors with the cost of the investment, while
fair value gives a measure of what the management expect to get in return from a certain
investment. Knowledge of fair value is important, although it is not enough. Users also need to
know the cost of the investment. In fact, knowing how much resources have been sacrificed to
obtain that fair value, they could effectively evaluate stewardship.

Both historical cost and fair value should be provided as only together they can deliver
complete and useful information to investors. As a consequence, the adoption of a dual
measurement and reporting system should be considered and discussed at a standard setting level.
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