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CSP audit FAQôs ïfocus areas

Levelling
Valuations 
and pricing

Risk 
disclosures 
and others



© 2015 Grant Thornton Ireland. All rights reserved. #GTFS

Level 1 

Inputs are 

quoted prices in 

active markets

Levelling
Fair value hierarchy 

Level 2 
Inputs other than 

quoted market 

places within level 

1 that are 

observable 

Level 3

Inputs are 

unobservable
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Levelling
What is an active market?

Åña market in which transactions for the asset or liability take 

place with sufficient frequency and volume to provide 

pricing information on an ongoing basisò

Åe.g. stock listed on FTSE 100 with intraday 

traded activity e.g. Vodafone, Apple Inc. etc. 
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Levelling
Indications of an inactive market

No 

traded 

volume
Stale 

price

Inactive 

market

Market 

closure
Private 

placement

Distressed 

sale

Forced 

sale
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Levelling
Level 2 and Level 3 ïwhat's the difference?

Valuation technique using 

unobservable inputs ï

Level 3 

Quoted price active market ï

Level 1  

Quoted price inactive 

market or valuation 

technique using 

observable data ïLevel 2 
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Levelling
Level 2 and Level 3 ïwhat's the difference?

Example Level

Listed bond with infrequent trading activity Level 2 

Credit default swap based on a listed underlying bond and 

market observable volatility rates

Level 2

Investment in unlisted trading entity valued at the mid of three 

differing valuation models:

1. price of latest funding round to external investors;

2. Discounted Cash Flow (DCF) based on estimated 

production volumes; and 

3. xEBITDA of similar type entities.

Level 3
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Levelling
Level 3 disclosure requirements

Åquantitative information about significant unobservable 

inputs

Åreconciliation of changes in fair value movements:

ï total gains/losses recognised in Profit and Loss (P&L)

ï purchases, sales, issues and settlements

ï transfers into or out of level 3

ï total gains recognised in P&L attributable to 

unrealised gains/losses.
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Levelling
Level 3 disclosure requirements

Ådescription of the valuation processes used for level 3 

measurements

Ånarrative description of sensitivity analysis for level 3 

measurements
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Levelling
Level 3 example disclosure
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Levelling 
FRS 102

IFRS 13 Valuation methodology FRS 102

Level 1 Quoted price in active market Classification A

Level 2 Price of recent transaction Classification B

Valuation techniques using observable 

data

Classification C

Level 3 Valuation techniques using unobservable 

data
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Levelling
FRS 102

Reduced disclosures for level 3 investments

Investment Quote 

price

Recent 

price

Valuation technique

Observable

inputs

Unobservable

inputs

Credit default swap $125

Mortgage backed 

securities

$100
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Valuations and pricing
What should an impairment memo include?

General 
discussion

Technical 
support

Impairment 
discussion

Recoverability 
/impairment 
calculation

Conclusion

Scope

Background

According 
standards 
adopted

Supporting 
extracts from 

standards

Indicators of 
impairment

Impact on 
financial 

statements

Impairment 
assessment
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Valuations and pricing
Valuation models ïwhat do we look for?

Income approach:

Ådiscounted cash flow

Åbusiness plan support

Åaccuracy of cash flows

Ådiscount rate applied.

Market approach:

ÅxEBITDA of disposal of similar type entities

Ålatest external funding rounds

Åindices

Åprobabilities. 
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Valuations and pricing
Post balance sheet events

Åevent after the reporting period: an event, which could be 

favourable or unfavourable, that occurs between the end of 

the reporting period and the date that the financial 

statements are authorised for issue

Åadjusting event: an event after the reporting period that 

provides further evidence of conditions that existed

at the end of the reporting period

Ånon-adjusting event: an event after the reporting period 

that is indicative of a condition that arose after the end 

of the reporting period. 
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IFRS 13

Åbid

Åask

Åmid

Åbid/ask spread

FRS 102

Åbid

Åask

Valuations and pricing
Bid/ask pricing

Åbid price ïprice that buyer is willing to pay

Åask price ïprice that seller is willing to sell at
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Risk notes
General

Åcan risk disclosure notes be generic?

ïno.

Åis a sensitivity analysis required for market risk?

ïyes with exceptions.

Åare discloses required for credit and concentration risk?

ïcredit risk specifically referred to.


