
 

 

 
 

 
 
 
 
 
 
 
 
Sir David Tweedie 
Chairman 
International Accounting Standards Board 
30 Cannon Street 
London 
United Kingdom 
EC4M 6XH 
 
Email: commentletters@iasb.org 
 
8 September 2010 
 
 
Dear Sir David, 
 
Re: Exposure Draft ED/2010/07 Measurement Uncertainty Analysis Disclosure for Fair Value 
Measurements   
 
Deloitte Touche Tohmatsu Limited is pleased to respond to the International Accounting Standards Board’s 
(the “Board”) Exposure Draft ED/2010/7 Measurement Uncertainty Analysis Disclosure for Fair Value 
Measurements (referred to as the “ED”). 
 
We support the Board’s efforts to enhance the disclosures for fair value measurements that are categorised 
within Level 3 of the fair value hierarchy and the concept of a measurement uncertainty analysis disclosure for 
Level 3 fair value measurements.  However, we have concerns about whether the proposed measurement 
uncertainty disclosure in the ED is operational.  Entities are likely to encounter operational difficulty in 
applying the proposed guidance because of a lack of clarity about:   
 

1. the threshold for indentifying alternative inputs; 
2. the inputs to use when there is a range of reasonable inputs and which techniques to use when there 

are multiple techniques (each with a range); and 
3. the objective of the correlation assessment. 

 
We recommend providing the necessary operational guidance for the areas noted above (see further discussion 
in the attached Appendix).   
 
In addition, the application of the current measurement uncertainty requirements in IFRS 7.27B(e) have led 
some to question the usefulness and practicability of the disclosures. For example, in the case of unquoted 
equity securities, where only high-level inputs are considered (e.g. income and price/equity ratios), the 
disclosures may not be very useful since the real uncertainty lies in factors that affect income of the investee.   
However, when a significant number of unobservable secondary inputs are considered (e.g. to arrive at 
income of the investee) and/or multiple valuation techniques are used, producing the disclosure may be 
impracticable. Therefore, the Board should consider whether an exemption from the requirement to provide a 
measurement uncertainty analysis is appropriate in certain scenarios for practicability and cost-benefit 
reasons.  That is, the Board should consider whether the final standard should encompass an exemption based 
on a reporting entity’s determination that such disclosures are impracticable.  Alternatively, the Board could 
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exempt specific classes of assets or liabilities for which it believes the disclosures would be impracticable, 
such as unquoted equities, real estate, or biological assets.   
 
If the final standard provides for an exemption based on the entity’s determination that the disclosure is 
impracticable, disclosure of the reasons why it is impracticable should be required.  This would be in addition 
to a thorough description of the asset or liability measured at fair value (for example, the terms of the 
arrangement), information about the number and type of inputs used in measuring fair value, and a description 
of the inputs and valuation technique(s) and other qualitative information that allows users of the financial 
statements to understand the level of uncertainty involved in the measurement.  The requirement in the 
preceding sentence should also be considered for any specific asset (or liability) classes that the Board decides 
are exempt. 
 
Our detailed responses to the invitation to comment questions are included in the Appendix to this letter. 
 
If you have any questions concerning our comments, please contact Veronica Poole in London at  
+44 (0) 207 007 0884. 
 
Sincerely, 
 
 

 
Veronica Poole 
Global IFRS Leader – Technical  



 

 

Appendix: Invitation to Comment 
 
Question 1 
Are there circumstances in which taking into account the effect of the correlation between unobservable 
inputs (a) would not be operational (e.g. for cost-benefit reasons) or (b) would not be appropriate? If so, 
please describe those circumstances. 
 
We have the following concerns about whether the proposed guidance in paragraph 2(a) of the ED is 
operational and appropriate. 
 
Threshold 
 
The proposed measurement uncertainty analysis appears to have two thresholds for determining the inputs that 
are relevant to the measurement uncertainty analysis as indicated in the following quotations from the 
guidance:  (1) “could have reasonably been used in the circumstances” and (2) “shall not take into account 
[…] remote scenarios” (that is, entities should include those inputs that have a more than remote chance of 
being used in the circumstances).  The Board should clarify which threshold should be used.  In addition, the 
threshold “could have reasonably been used in the circumstances” is not well understood and will likely result 
in substantial diversity in practice.  Furthermore, when multiple inputs are involved, the number of scenarios 
that are greater than remote may be so large that the analysis will be extremely time consuming and costly to 
produce (see our recommendation to consider an exemption in the body of this letter).   
 
We recommend the Board describe the level of effort that entities are required to undertake to perform the 
measurement uncertainty analysis.  We recommend the Board indicate that entities need not calculate results 
for all possible scenarios that are greater than the threshold to prove that they have found the outer boundaries 
of the range of fair values.  The Board should consider adding language similar to that used in paragraph 13 of 
the 19 August 2010 staff draft of the fair value measurement standard.  That paragraph indicates, in part, that 
“[a]n entity need not undertake an exhaustive search of all possible markets to identify the principal market or, 
in the absence of a principal market, the most advantageous market, but it shall not ignore information that is 
reasonably available.” Entities can apply judgement in determining which scenarios are likely to produce the 
outer boundaries of the range of fair values at the measurement date.   
 
Range of inputs and multiple techniques 
 
Entities will likely have difficulty understanding how to apply the requirement to use alternative inputs (that 
is, “a different amount that could have reasonably been used in the circumstances”) when there are ranges of 
inputs and multiple techniques. 
 
This difficulty can arise when there is a range of alternative inputs (as opposed to a single alternative input).  
Some may use the high end of the range and the low end of the range of alternative inputs in performing the 
measurement uncertainty analysis.  Others might consider only the next most likely inputs or some other 
method of alternative input selection.  Some will also question whether there needs to be a positive and 
negative alternative input(s).  The difficulties are compounded when there are multiple techniques to the fair 
value measurement each with a range of alternative inputs (see our recommendation to consider an exemption 
in the body of this letter).   
 
We recommend the Board clarify how to perform the measurement uncertainty analysis when there are ranges 
of alternative inputs and multiple techniques.      
 
Correlation 
 
Paragraph 2(a) of the ED indicates, in part, that “an entity shall take into account the effect of correlation 
between unobservable inputs if such correlation is relevant when estimating the effect on the fair value 
measurement of using those different amounts”. [Emphasis added.] 
 
The arguably open-ended nature of the phrase “if such correlation is relevant” makes the requirement to take 
into account correlation less operational.  Some may interpret this phrase as requiring that the reporting entity 



 

 

make exhaustive attempts to establish and quantify correlation between inputs when performing the 
measurement uncertainty analysis.   
 
We recommend that the Board clarify that the requirement is to perform the measurement uncertainty analysis 
using the assumptions about correlation of inputs that were used to arrive at the fair value recognised in the 
statement of financial position.  For example, if a relationship (correlation) between inputs was considered in 
arriving at the fair value recognised in the statement of financial position, then that same relationship / 
correlation would be considered in performing the measurement uncertainty analysis.   
 
Unquoted equity 
 
As discussed in the body of this letter, we recommend that the Board consider an exemption from the 
requirement to provide a measurement uncertainty analysis for practicability and cost-benefit reasons, or, 
alternatively, exempt specific classes of assets or liabilities for which it believes the disclosures would be 
impracticable, such as unquoted equities, real estate, or biological assets. If the Board decides to converge 
with the FASB’s proposal and exempt unquoted equities, we recommend that the Board consider the 
following additional circumstances:   

 
1. A Level 3 debt instrument (e.g. convertible debt or structured note) or derivative that uses Level 3 equity 

values as an input to the fair value measurement – We recommend indicating that the exemption applies 
at the input level and requiring disclosure of the limitation on the uncertainty measurement analysis of the 
debt instrument (assuming the debt instrument without consideration of the Level 3 equity value input 
would still be Level 3).     

 
2. A Level 3 equity instrument that is in-substance an investment in Level 3 debt securities – For example, a 

reporting entity might make an investment in the equity of a structured entity that only holds Level 3 debt 
securities.  We recommend requiring that the reporting entity consider the substance of the instrument for 
purposes of the measurement uncertainty analysis.  If the substance of the instrument is substantially all 
an investment in Level 3 debt securities (and it is practicable or no impracticability exemption is 
provided), then a measurement uncertainty analysis should be required.   

 
If the Board does not add an impracticability exemption that may capture certain investments in unquoted 
equities, or a specific exemption for unquoted equities as proposed by the FASB, we recommend that the 
Board clarify whether the proposed disclosure would apply to equity instruments for which cost is used as the 
estimate of fair value, as permitted under IFRS 9 paragraph B5.5. 
 
Interaction with IFRS 7’s market risk sensitivity analysis  
 
Paragraph BC10 of the ED states, in part, that “the proposed disclosure [i.e. the measurement uncertainty 
analysis] is not forward looking (i.e. the analysis in the proposed disclosure is not meant to predict how a fair 
value measurement would change in the future because of changes in future economic conditions)”.  We agree 
with this statement but note that the disclosure being described is similar to the disclosure required by 
paragraph 40 of IFRS 7 Financial Instruments: Disclosures (i.e. a market risk sensitivity analysis) for each 
type of market risk to which the entity is exposed.   
 
The Board highlights in paragraphs BC22 through BC24 of the ED the rationale for its decision that both 
disclosures are needed.  We encourage the Board to consider further whether the measurement uncertainty 
disclosure is needed when market risk sensitivity has been provided.  In particular, we encourage the Board to 
enquire of financial statement users about whether market risk sensitivity disclosures are sufficient (and thus 
there is no need for the measurement uncertainty disclosure) or vice versa.  It may be that the market risk 
sensitivity disclosures provide more relevant information to users than market uncertainty disclosures (or vice 
versa). (The relevance of the measurement uncertainty disclosure by class is reduced by the potential failure to 
reflect the enterprise-wide measurement uncertainty across classes.  The resulting disclosure is potentially 
even misleading. For example, a mere summation of  the disclosure by class (as shown in IE4 of the ED) is 
misleading, as the high-end and the low-end may not happen at the same time across items. The potential 
solution to this issue (ie requiring an entity to consider correlation across classes) is even more impracticable 
as valuations are not usually done on an enterprise-wide basis.)  It may also be that the results of the two 



 

 

analyses are sufficiently similar such that the cost and effort to produce both exceeds the benefits.   Depending 
on the outcome, the Board could then also consider whether expanding the market risk sensitivity disclosure 
to other classes of assets or liabilities is appropriate (for example, investment property and biological assets). 
 
If the Board decides to retain the proposed measurement uncertainty disclosure, there will likely be substantial 
confusion about the difference between the measurement uncertainty analysis proposed in the ED and the 
market risk sensitivity analysis required by IFRS 7.  Therefore, we recommend that the Board amend 
paragraph 2(a) of the ED to clarify that the objective is not to predict how the fair value measurement would 
change because of future (hypothetical) changes in market, liquidity, or credit risk (e.g., a 10 percent change 
in interest rates).  An example illustrating how the two requirements differ (or illustrating the calculation of 
the measurement uncertainty analysis) would also be helpful in alleviating this confusion.   
 
 
Question 2 
If the effect of correlation between unobservable inputs were not required, would the measurement 
uncertainty analysis provide meaningful information? Why or why not? 
 
If correlation was considered in measuring the fair value recognised in the statement of financial position, then 
we believe correlation should be considered when performing the measurement uncertainty analysis.  Ignoring 
correlation when it was relevant in measuring the fair value recognised in the statement of financial position 
would not appear to provide meaningful information as it yields a limited and potentially unrealistic 
representation of the uncertainty in the measurement.  See our recommendation in Question 1 for improving 
the operationality of this part of the proposal.   
 
 
Alternatives to measurement uncertainty analysis 
 
Question 3 
Are there alternative disclosures that you believe might provide users of financial statements with information 
about the measurement uncertainty inherent in fair value measurements categorised within Level 3 of the fair 
value hierarchy that the Board should consider instead? If so, please provide a description of those 
disclosures and the reasons why you think that information would be more useful and more cost-beneficial. 
 

In some circumstances (for example, for entities who have only a few Level 3 fair value measurements), an 
alternative would be to require a thorough description of the asset or liability measured at fair value (for 
example, the terms of the arrangement) and quantitative data about the significant unobservable inputs used in 
measuring fair value and how those inputs were derived (paragraph 2(b) of the draft IFRS only requires a 
description of the valuation techniques and inputs).  This information would be more readily available than 
information about alternative unobservable inputs “that could have reasonably been used in the 
circumstances.”  Users of the financial statement could then perform their own assessment about how 
uncertain the measurement is and compare it to other entities with the same or similar assets and liabilities 
measured at fair value or to their own data.   
 
The Board could also consider permitting the use of broader market volatility and/or price movement 
observed in the market (implied or historical) for similar classes of instruments, which may be obtainable 
from broker/dealers and information services. Thus, instead of requiring an entity to compute an entity 
specific measurement uncertainty analysis, an entity would provide users of financial statements the general 
uncertainty for a type of instrument. While less relevant than the proposed disclosure, this analysis would 
likely be less costly. 
 
While not an alternative to the proposed disclosure, the Board should consider whether additional information 
about Level 3 fair value measurements at initial recognition is necessary.  For example, users of financial 
statements may benefit from additional information (perhaps a measurement uncertainty analysis if 
practicable) about the techniques and inputs used in measuring the fair value of assets and liabilities in a 
business combination.  Such measurements can have a significant impact on the financial statements.   


