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Introduction
The Valuation Resource Group (VRG) was established to provide the FASB staff with 

information about implementation issues regarding fair value measurements used in financial 
reporting and the alternative viewpoints associated with those implementation issues. The 
VRG is composed of a cross-section of industry representatives, including financial statement 
preparers, auditors, users, and valuation experts. VRG meetings are coordinated by the FASB 
staff and observed by the SEC, the AICPA, and the PCAOB. The views expressed at the VRG 
meeting are not authoritative decisions. Authoritative decisions are subject to the FASB’s 
normal, open due process, including open deliberation by the Board.

Greg Forsythe is Deloitte’s representative on the VRG, and Sam Loughry observed the 
meeting. The notes below represent the authors’ interpretations of the discussions held at 
the September 23, 2008, VRG meeting. The views expressed are not necessarily the views 
of the authors or of Deloitte. For technical interpretations of FASB Statement No. 157, Fair 
Value Measurements, and other accounting literature, visit Technical Library: The Deloitte 
Accounting Research Tool, and consider contacting the appropriate accounting or valuation 
professional.

Meeting Discussion Notes

VRG Issue No. 2008-11: IASB’s Expert Advisory Panel White Paper

Background: The International Accounting Standards Board (IASB) formed an expert 
advisory panel to identify practices that experts use for measuring and disclosing financial 
instruments in illiquid markets. On September 16, 2008, the panel issued “Measuring and 
Disclosing the Fair Value of Financial Instruments in Markets That Are No Longer Active,” an 
educational draft document that summarizes its discussions and does not establish any new 
generally accepted accounting practices. The panel requested feedback on the document by 
October 3, 2008.

Question: The VRG members were asked whether the draft document was useful and 
if there were items covered in it that the FASB should address through additional standard 
setting.

Discussion: Most of the VRG members indicated that the draft document was useful 
because it provided helpful information in the development of measurement practices and 
disclosures of assets in inactive markets. Specific items identified by VRG members as useful 
included (1) the evaluation of available market information, (2) the discussion on the use 
of information received from brokers and pricing services, and (3) the disclosure of entities’ 
control environment related to fair value measurements. Members also believed that the 
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document was consistent with the Statement 157 measurement framework and that 
additional standard setting was not warranted. However, others expressed concern that 
without additional guidance by the FASB on measuring assets and liabilities in inactive 
markets, this document would become de facto guidance. Those that expressed concern 
indicated that it would be appropriate for the FASB to formally provide guidance on 
measuring assets when the market for such assets is inactive.

Editor’s Note 1: On September 30, 2008, the SEC’s Office of the Chief Accountant and 
the FASB staff jointly issued a press release containing questions and answers aimed 
at clarifying fair value measurement practices in the current environment. On October 
3, 2008, the FASB issued proposed Staff Position (FSP) No. FAS 157-d, “Determining 
the Fair Value of a Financial Asset in a Market That Is Not Active,” which clarifies the 
application of Statement 157 and includes an example illustrating the key principles for 
determining fair value in a market that is not active.  

VRG Issue No. 2008-12: Fair Value Disclosure

Background: The FASB staff indicated that certain constituents have asked for 
additional disclosure related to fair value measurements, particularly for measurements 
that have significant unobservable inputs (i.e., Level 3 measurements). The staff 
presented the VRG with a list of expanded disclosures. 

Question: The VRG was asked if additional disclosures were needed or would benefit 
financial statement users.

Discussion: Many of the VRG members were troubled by the prospect of additional 
disclosures. Some noted that the disclosures in Statement 157 are complex, and that 
adding more would only increase complexity. Others identified several disclosures that 
would be beneficial to users, such as a discussion of (1) the degree to which material 
fair value estimates are sensitive to changes in significant inputs and (2) the income 
statement impact that changes in an entity’s own credit has on the measurement of 
liabilities.  

Several members indicated that the complex disclosures are necessary to provide 
users with information regarding the quality of earnings when the income statement 
includes significant changes resulting from fair value measurements. It was suggested 
that complexity could be reduced by eliminating fair value changes from core earnings 
and disclosing them separately. The staff noted that its ongoing Financial Statement 
Presentation project includes this suggestion as a method for preparing future financial 
statements. A preliminary views document on the project is expected to be issued in the 
fourth quarter of 2008.

Editor’s Note 2: At the FASB’s September 25, 2008, meeting, Chairman Robert Herz 
indicated that the Board is considering adding a project to the agenda to address 
disclosure of fair value measurements.  

VRG Issue No. 2008-13: Observable Versus Unobservable Inputs

Background: Statement 157 requires that valuation techniques used to measure 
fair value maximize the use of observable inputs. For maximum constancy in fair value 
measurements, the fair value hierarchy gives the highest level of priority to observable 
inputs and the lowest level to unobservable inputs. Because of the lack of liquidity in 
certain markets and observability of transactions, it may be difficult to determine whether 
an input should be classified as Level 2 or Level 3. 

Question: Is use of a “bad” Level 2 input required instead of a “good” Level 3 input?

http://www.fasb.org/news/2008-FairValue.pdf
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Discussion: Most VRG members indicated that the question is inappropriately phrased. 
The members noted that there is no such thing as a “bad” Level 2 input. In many cases, 
a Level 2 measurement would need to be adjusted to reflect current market conditions 
of the asset being measured. For example, adjustments may be necessary for differences 
in the item being measured and the observable transaction or for events that occur 
between the measurement date and the last observable transaction. Unobservable 
adjustments to a Level 2 input would result in a Level 3 input. If the Level 3 input is 
significant to the measurement, it would cause the entire measurement to be classified as 
Level 3. Members acknowledged the Statement 157 requirement to maximize the use of 
observable inputs; however, they indicated that additional guidance on determining the 
difference between observable inputs and unobservable inputs would be beneficial. They 
also indicated that guidance would be beneficial on when it would be appropriate to 
make adjustments to observable Level 2 inputs for liquidity factors resulting from inactive 
markets.

Several members noted that valuations prepared using market inputs are better than 
those using internal projections. They also indicated that appropriate disclosure of 
management’s intended use of the assets or sensitivity around inputs would help users 
understand material fair value measurements.

See Editor’s Note 1 above.

VRG Issue No. 2008-14: Fair Value Measurement of Liabilities Under 
Statement 157

Background: Statement 157 requires the assumption that in the fair value 
measurement of a liability, the liability is transferred to a market participant as of the 
measurement date. In an effort to clarify the measurement criteria for liabilities, the FASB 
staff issued proposed FASB Staff Position (FSP) No. FAS 157-c, “Measuring Liabilities 
Under FASB Statement No. 157,“ on January 18, 2008. Through the exposure and 
redeliberation process, the FASB received various comments from constituents indicating 
that while they appreciate that Statement 157 requires a reporting entity to measure its 
liabilities on the basis of a hypothetical transfer, they are unable to understand how to 
measure the transaction when legal restrictions prevent such a transfer. Proposed FSP  
FAS 157-c was not finalized; however, the staff noted that the Board has previously 
rejected to the use of settlement value as the measurement attribute.

Question: The VRG members were asked whether practice is diverse on this issue and 
whether guidance from the FASB would be helpful.

Discussion: Many VRG members indicated that additional guidance would be useful. 
Several indicated that the scope of such guidance should include discussion of the fair 
value measurement of assets with restrictions, noting that the measurement of these 
assets is more pervasive than the measurement of liabilities at fair value and that practice 
is diverse.

Some members asked whether the Board’s rejection of the use of settlement amount 
was final. They questioned the benefit of measuring liabilities that legally cannot be 
transferred at a hypothetical transfer amount. They indicated that such amount is difficult 
for prepares to estimate and generally not useful to users. As an example of when the 
transfer amount would not be useful, they cited the disclosure of the fair value of a 
loan by a nonpublic entity, as required by FASB Statement No. 107, Disclosures About 
Fair Value of Financial Instruments, as a result of a related derivative, when the use of 
the financial statement is the bank that holds the loan. Other VRG members noted that 
the settlement valuation may not be any easier to use or that it may not provide better 
information to users.
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Editor’s Note 3: The FASB staff indicated that it was still considering the need for 
additional guidance on valuing assets with restrictions. The VRG previously discussed 
valuing assets with sales restrictions at the May 8, 2008, meeting. See discussion of VRG 
Issue No. 2008-8 in Deloitte’s May 13, 2008, Heads Up. 

VRG Issue No. 2008-15: Allocation of In-Use Valuation to Individual 
Unit of Account

Background: Statement 157 requires the valuation of assets to be based on the 
highest and best use of the asset by market participants. The highest and best use 
establishes the valuation premise for measuring the fair value of the asset. The in-use 
valuation premise is employed if the asset would provide maximum value to market 
participants in combination with other assets as a group. Often, the in-use valuation 
premise creates a difference between the unit of account for applying other accounting 
pronouncements and the unit of valuation for measuring the fair value of a group of 
assets used in combination. For example, in a business combination, the in-use value of 
a manufacturing facility would be estimated by using either an income approach or a 
market approach. Although the unit of valuation is the entire facility, the unit of account 
under the acquisition method of accounting is the individual assets and liabilities.

Question: When the valuation premise is in-use, how is the fair value of a group of 
assets allocated to individual assets at their appropriate unit of account?

Discussion: Most VRG members did not believe that allocating the in-use value to the 
individual units of account would be appropriate. Some indicated that it would be difficult 
to do because there would not be a basis for the allocation. Most members believed that 
the highest and best use establishes the valuation premise that is applied to measure the 
individual assets. In the example above, if the in-use premise was determined to be the 
highest and best use, all of the fixed assets that make up the plant would be measured 
individually as installed and configured for current use. The underlying land would be 
measured in its current commercial use, even if an alternative use for the land would yield 
a higher valuation on an in-exchange basis as residential property. 

VRG Issue No. 2008-16: Fair Value of Accounts Receivables, Accounts 
Payable, and Accrued Liabilities in a Business Combination

Background: FASB Statement No. 141(R), Business Combinations, requires most assets 
and liabilities to be recorded at fair value, including components of working capital (i.e., 
accounts receivable, accounts payable, and accrued liabilities). Before Statement 141(R), 
working capital was generally recorded as the present value of amounts to be received 
or paid determined at current interest rates. Further, because of the short duration in 
expected cash flow, acquired working capital was often recorded at historical book value 
as of the acquisition date. 

Question: VRG members were asked whether the fair value guidance in Statement 157 
will cause a reporting entity to record an amount other than historical carrying amount 
for working capital when Statement 141(R) becomes effective. 

Discussion: Most VRG members indicated that the answer would depend on the facts 
and circumstances of the acquisition and that detailed guidance therefore would be 
difficult to develop. Most indicated that FASB Statement No. 141, Business Combinations, 
required entities to discount accounts payable and accounts receivable if material and 
that historical cost therefore may not be the appropriate amount to record before or 
after Statement 157. Members did not believe that the exit price notion required entities 
to value receivables at an amount they would receive to sell the receivables to a market 
participant that engaged in the business of acquiring receivables. They indicated that 
the in-exchange price would generally not be the highest and best use of the accounts 
receivable.

http://www.deloitte.com/dtt/newsletter/0%2C1012%2Ccid%25253D205987%2C00.html
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The main change required by Statement 157 is the consideration of an entity’s own 
credit standing in the valuation of liabilities. In other instances, consideration of the 
estimated cash receipts on receivables and factoring an entity’s own credit in the valuation 
of liabilities may result in different amounts.

VRG Issue No. 2008-17: Identification and Allocation of Market 
Participant Synergies

Background: Example 1 in Appendix A of Statement 157 discusses the concept of 
using market participant synergies when valuing individual assets. The only place market 
participant synergies are described is in the AICPA Practice Aid, Assets Acquired in a 
Business Combination to Be Used in Research and Development Activities: A Focus on 
Software, Electronic Devices, and Pharmaceutical Industries (the “IPR&D guide”). The 
IPR&D guide indicates that the valuation of certain intangible assets using the multi-
period excess earning method should include market participant synergies and exclude 
entity specific synergies. The IPR&D guide is commonly analogized to in the measurement 
of other intangible assets at fair value. 

Question: Should market participant synergies be identified, measured, and allocated 
to tangible assets when the assets are put to their highest and best use?

Discussion: This issue did not evoke much conversation. One member indicated that 
market participant synergies theoretically should be available to tangible assets, but as 
a result of the different valuation models applied to tangible and other assets, people 
apparently may not be including those market synergies in tangible asset valuations. 
Practice related to this issue did not seem diverse, and members did not request 
additional guidance.

VRG Issue No. 2008-18: Fair Value of a Noncontrolling Interest and a 
Previously Held Equity Interest

Background: Statement 141(R) requires that noncontrolling interest (NCI) in an 
acquired entity be measured at fair value when control is obtained. In addition, for an 
acquisition achieved in stages (step acquisition), entities must measure at fair value of any 
equity interest they previously held at the date control is obtained. In many circumstances, 
the acquirer will pay a per share premium over the per share NCI value to gain control of 
the acquiree.

Question: Should the control premium be considered in the measurement of the 
remaining NCI or the previously held equity interest?

Discussion: The VRG members agreed that the control premium paid for the 
controlling interest would not be extended to the valuation of any remaining NCI. 

Regarding measurement of the previously held equity interest, some members 
indicated that the control premium should extend to the measurement of the previously 
held interest, while others indicated that the control premium should only apply to the 
measurement of the acquired interest. The difference in views results in a different gain or 
loss on remeasurement of the previously held interest to fair value. Including the control 
premium in the measurement of the previously held interest would increase its fair value 
measurement, thereby increasing the gain over the carrying amount and goodwill.

The answer appears to hinge on whether members believe that the unit of account is 
at issue or valuation is at issue. Members who believe that the control premium extends 
to the previously held equity interest consider it a valuation issue. They believe that the 
combined ownership interest should be measured as a single unit of account because the 
previously held interest and the acquired interest are no longer separable. In addition, they 
argue that the entity has incentive to pay a higher price for the acquired interest because 
of its previously held interest. Members who believe that the control premium does not 
extend to the previously held interest believe that the acquired interest is a separate unit 
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of account and should be measured separately from the previously held equity interest. 
They indicated that the entity must first adjust the carrying amount of the previously 
held investment to the noncontrolling interest valuation as of the acquisition date and 
calculate gain or loss on the step up of the previously held interest. Then the entity must 
measure the fair value of the acquired entity separately, measuring the entire majority-
owned interest and the noncontrolling interest. While some members felt strongly that 
the control premium should not be included in the measurement of the previously held 
interest, other members indicated that judgment is often needed to determine whether 
the control premium should be applied to the previously held interest. All agreed that the 
issue is not addressed in Statement 141(R).

VRG Issue No. 2008-19: Impact of Valuing Contingent Liabilities Under 
FAS 141(R) — Gross Versus Net Analysis

Background: Statement 141(R) requires that entities separately recognize and 
measure contingencies and intangible assets at fair value. In certain circumstances, 
acquired intangible assets may have related contingencies. For example, acquired rights 
to a technology may have third parties challenging the patents underlying technology. 
Historically, the intangible asset would generally be valued and reflected in the balance 
sheet net of the contingent liability, because the cash flows related to the contingent 
liability were generally removed from the valuation model. 

Question: What are best practices for contingent liabilities cash flow adjustment that 
are applicable to the multi-period excess earnings method for intangible assets?

Discussion: Discussion was not extensive because the FASB staff indicated that it was 
reconsidering whether fair value is the appropriate measurement attribute for contingent 
liabilities in a business combination. Many VRG members acknowledged that measuring 
certain noncontractual contingencies at fair value is difficult. 

Editor’s Note 4: The VRG discussed valuing contingent liabilities at the May 8, 2008, 
meeting. See VRG Issue No. 2008-10 in Deloitte’s May 13, 2008, Heads Up.
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