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Abstract

The implementation of Iranian Accounting Standard No. 42, fair value measurement, which aligns with
International Financial Reporting Standard (IFRS) No. 13, became mandatory from the beginning of 2021. Fair
value measurement is accepted at three levels in this standard, with level three measurement facing greater
challenges compared to the other two levels. This research focuses on examining the challenges and solutions of
implementing level three fair values in financial reporting in Iran. The target population of this survey -based
research includes official experts of judiciary, managers and experts of capital market firms, portfolio managers
and investmentadvisors, university faculty members, financial statement preparers, investors, financial analysts,
auditors, and professionals working in supervisory institutions of the capital market. A researcher-constructed
questionnaire was used to collect data, which was selectively distributed among the sample members. The
research findings reveal that the main challenges reported by respondents regarding the implementation of IFRS
No. 13 from their perspective, include "difficulty in identifying the accounting unit for level three compared to
levels one and two, the existence of estimation and measurement in level three fair value, and the description of
quantitative information about non-observable input data used in the disclosure of financial reporting related to
the measurementof level three fair value. Furthermore, the bestsolution for improving the use of level three fair
values in financial reporting is identified as providing technical and practical training to accountants and
auditors.

Keywords: Fair value, International Financial Reporting Standard (IFRS) No. 13, Iranian Accounting Standard
No. 42, Level Three Fair Value, Financial Reporting.

Introduction: Regulatory bodies, including the International Accounting Standards Board (IASB), are
progressing towards increasing the use of fair value measurements, with the mostimportantadvantage being the
up-to-date financial statement figures. In Iran, with the full adoption of international financial reporting
standards, the measurement and disclosure of fair value in financial reporting will become more widespread.
Accordingto International Financial Reporting Standard No. 13 (IFRS 13), fair value is the price that would be
received to sell an assetor paidto transfera liability in an orderly transaction between market participants at the
measurement date. This standard defines a hierarchy of three levels based on the types of inputs used to
determine fair value, with level one being the most observable input level and level three having the least
reliability. Level one input data consists of quoted (unadjusted) prices in active markets for assets and liabilities
similar to those that the reporting entity hasaccess to at the measurement date, while level three data consists of
unobservable data related to an asset or liability that the reporting entity is required to use the minimum amount
of level three data. The International Accounting Standards Board states that the best available information for
creating unobservable data may be data pertaining to the reporting entity, which, due to the possibility of
management discretion in determining the data, can stimulate opportunistic activities and weaken the fair
presentation of financial reporting, ultimately leading to incorrect decisions made by users of the financial
statements.

* Corresponding author
Rahmani, A., Maanavi Poudeh, S. (2023). The Use of Level Three Fair Value in Financial Reportingin Iran:
Challenges and Solutions. Quarterly Financial Accounting, 14(56): 79-101.


mailto:samiramaanavi.acc@gmail.com
https://qfaj.mobarakeh.iau.ir/article-1-2689-en.html

[ Downloaded from gfaj.mobarakeh.iau.ir on 2025-08-15 ]

Method and Data: This research is descriptive. Initially, the framework for addressing the challenges of
implementing the fair value measurement at Level 3 in three areas: unit of account, measurement assumptions,
and disclosure, according to IFRS 13, was extracted by examining previous studies and analyzing the content of
guidelines provided in relation to this standard in Iran, as well as the technical guidelines of major international
auditing institutions such as Klynveld Peat Marwick Goerdeler (KPMG). This framework served as the basis for
designing the research instrument. Additionally, proposed solutions to improve the use of measurement in fair
value at Level 3 were presented based on opinions gathered from professionals and the content of laws and
regulations governing the reporting profession. Finally, the perspectives of active individuals in capital markets,
valuation, accounting, and auditing in four aspects of "challenges in determining the unit of account for assets
and liabilitiesat fair value Level 3," “challenges in determining the measurement assumptions required for fair
value Level 3 measurement,” "challenges in disclosure at fair value Level 3," and "solutions to improve the use
of fair value Level 3 measurement” were collected and analyzed using a questionnaire designed by the
researchers. This presentresearch is a cross-sectional study conducted in the year 2021. The target population of
the study consists of official judicial experts, managers and experts of capital market firms, portfolio managers
and investmentadvisors, university faculty members, financial statement preparers, investors, financial analysts,
auditors, and professionals working in supervisory institutions of the capital market. These individuals were
selected using a purposive sampling method, and ultimately, the opinions of 48 members of the stati stical
population were obtained.

Findings: Based on the respondents’ opinions and statistical tests, there was a consensus on the difficulty of
determining the accounting unit at level three compared to levels one and two, as well as the difficulty of fairly
allocating value to the components of an accounting unit when that unit is a cash-generating unit. The presence
of estimation and approximation at level three, with an average of 4.06 posed challenges in determining the
discount rate in level measurement and revealed vulnerability and manipulability resulting from the use of
mental assumptions, with an average of 4 among other statements, which had the highest average among the
challenges of determining measurement assumptions. This indicates the consensus of the respondents on the
challenging nature of these statements. The description of quantitative information on significant but
unobservable inputs had an average of 3.63 while describing the sensitivity of measurement to possible and
reasonable changes in unobservable input data had the highest average among the disclosure challenges in this
category, with an average of 3.60. Ultimately, among all the proposed solutions, providing technical training to
accountants and auditors, with an average of 4.13 and creating and updating a database of fundamental
information as the basis for measurementassumptions for fair value at level three by official judicial experts to
create uniformity in expertise with an average of 4.02 were identified as the best proposed solutions.

Conclusion and discussion: Considering the identification of the prominent challenges and solutions for
measuring fairness at the three levels of fair value, the results of this research assist auditors, valuators,
legislative and supervisory bodies, as well as academics in achieving their objectives. By identifying the
challenging aspects of standards and susceptible areas to valuation manipulation, auditors are aided in
conducting fair value auditing. This clarifies society's concerns regarding valuation and highlights the need for
greater accuracy in individuals involved in valuation. It draws the attention of legislative bodies to ambiguous
points and manipulation in standards, thereby assisting them in formulating laws in these areas. Additionally, by
addressing the challenges and presenting solutions, it contributes to the accounting academic community in
developing appropriate educational resources and authoring of research in areas that require attention.
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