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INVESTIGATION OF THE EXISTING METHODOLOGY OF VALUE
ESTIMATION AND METHODS OF DISCOUNT RATE ESTIMATION

Plikus I.

Poskpumo  exomomiuna  cymuicmv  cnpasedausoi U menepiuiHbol
(Ouckonmosanoi) eéapmocmi ma O00CNiOJHceHo ix euxopucmarHs y MidxchapooHux
cmanoapmax Qinancosoi 36imHocmi. 3anponoHO8AHO an2OpumM GUOOpPY Memooia
OYIHKU 3a CNpageodiugoro  8apmicmio 3  GUKOPUCMAHHAM — OUCKOHINYBAHHSL.
lIpoananizosano icuyroui nioxoou 00 OYIHKU CMABKU OUCKOHMYBAHHSA mMdA
3anponoHO8aHo YOopmMyaU po3PAXYHKY CMABKU OUCKOHMYBAHHS 0N 0OIPYHMOBAHO20
8i000padicents 8 0OIIKOBIL NOAIMUYL NIONPUEMCIEA.

Kawouosi ciaoBa: ancopumm eubopy memooié oyinKu 3a CnpaseoIugoro
sapmicmio, OYiHKa CMABKU OUCKOHMYBAHHS, PO3PAXYHOK CIMABKU OUCKOHMYBAHHS.

Packpeima  sxonomuueckas  cywHocmv  cnpageoiusoli U - NPUBEOEHHOU
(OUCKOHMUPOBAHHOLL) ~ CMOUMOCMU U UCCIEO008AHbI  UX  UCHONb30BAHUSL 8
Meorcoynapoonvix cmanoapmax unarcosou omuemnocmu. Ilpeonosicen ancopumm
8biO0pa  Memooo8 OYeHKU CHPABeOauUBol CMOUMOCMU C  UCHOJb308AHUEM
ouckoumuposanusi. Ilpoananuzuposarvi cyujecmayrouue nooxoobl K oyeHke cmaeku
OUCKOHMUPOBAHUSL U NPEOTIONCEHbL (hOpMYTIbL pacuema CMmasKu OUCKOHMUPOBAHUSL
0J151 000CHOBAHHO20 OMPANCEHUS 8 YUEeMHOU NOAUMUKE NPEONPUSMUSL.

KarwueBble cioBa: ancopumm 6vib6opa memoo08 OYeHKU CHPaBeduBoll
CMOUMOCU, OYEHKA CMABKU OUCKOHMUPOBAHUSL, pAcyem CMABKU OUCKOHMUPOBAHUSL.

1. Introduction

In the globalization and integration processes, accounting and financial reporting
play a fundamental role in providing operational, tactical and strategic information
management, so ensuring its reliability and reliability becomes a top priority.
However, accounting systems in which elements of financial statements are valued
only at historical cost, do not fully meet the needs of the business. In this regard, the



priority direction for development of the valuation of assets and liabilities of
enterprises is the concept of fair value, since this estimate better reflects the actual
value of assets and liabilities. It should be noted that in the international practice this
assessment is sufficiently integrated, confirming its advantages, but at the same time
there are difficulties in its understanding, namely, the determination of fair value by
the method of current (discounted) cost and the choice of the discount rate. The
Importance of this issue is underscored by the 9th meeting of the Developing Council
Group on International Financial Reporting Standards (IFRS), which was held on
May 25-26, 2015 in Mexico City, and was devoted to the application of the present
(discounted) cost in selected IFRSs and the choice of discount rates in the member
countries of the Group [1].

2. The object of research and its technological audit

The object of research is the current practice of determining the fair value of
assets and liabilities using discounting. According to International Financial
Reporting Standards, discounting is an integral part of accounting. This process can
affect the carrying amount of any asset or liability, the financial performance of the
entity during the reporting period and the reliability level of the financial statements.
The process of discounting is not difficult. One of the most problematic places is the
determination of the discount rate, which belongs to the jurisdiction of a professional
accountant's judgment.

3. The aim and objectives of research

The aim of research is substantiation of the choice of the method of estimating
the discount rate in order to increase the reliability level of financial reporting.

To achieve the stated aim, it is necessary to determine the following tasks:

1. To propose an algorithm for choosing methods for fair value estimation.

2. To propose a formula for calculating the discount rate for reasonable
reflection in the accounting policy of the enterprise.

4, Research of existing solutions of the problem

The problem of determining fair value, including the method of current
(discounted) value and the choice of the discount rate, is engaged by many world
theorists and practitioners. The paper [2] considers the concept of fair value and its
measurement, and concludes that supporting fair value on the part of accountants is
not enough. Some authors [3] note that «the choice between fair and historical value
Is the subject of long-standing disputes among accountants». In their study, they
come to the conclusion that fair value will not be the main method for assessing
illiquid nonfinancial assets on a voluntary basis. But other authors [4] give arguments
in favor of valuation of property and equipment at fair value.

In work [5] the use of fair value in accounting from the point of view of
investors is investigated, and also questions of determination of fair value of financial
instruments are considered. The author of this work suggests how best to minimize
the error in measuring fair value. He notes that interstate institutional differences
have an important role in determining the effectiveness of fair value accounting. The



authors [6] analyze the importance of using the fair value method from the point of
view of users of accounting information and conclude that there is «some concern
about the reliability of the methods for fair value estimation». The study [7] notes that
the present value is often the only acceptable method for fair value estimation and
considers the problem of interpreting the change in the present value between the
reporting dates. Some aspects of this problem are described in [8—11]. Thus, in [8] the
problems of choosing the discount rate are investigated and it is noted that for most
Australian enterprises the difference between the expected and actual discount rates is
significant. The authors [9, 10] emphasize that when considering corporate pension
plans, difficulties in choosing the discount rate. They suggest using local discount
rates at fair value for nominal accrued pension liabilities. Ukrainian experts are also
exploring the problem of choosing a discount rate. So, in the opinion of [11] «the
issue of objective calculation of the discount rate does not find its due coverage in the
Ukrainian scientific and practical literature». The author notes that this is due to the
fact that the practice of discounting in Ukrainian accounting is still fragmentary and
has not been widely adopted.

Thus, the results of the analysis allow to conclude that the specificity of
determining the fair value using the current (discounted) cost method in terms of
individual assets and liabilities, assessing the risks associated with its application, and
the choice of the discount rate are still debatable and unresolved.

7 SWOT analysis of research results

Strengths. The strength in the study is the proposed scientific and
methodological approaches that allow to solve a number of specific problems arising
in the process of valuation of assets and liabilities in accounting using discounting.

Weaknesses. The weak side is that the discounting practice in Ukrainian
accounting is still fragmentary and has not become widespread, so there is no
possibility to investigate the application of the discount rate by different methods at
Ukrainian enterprises.

Opportunities. Opportunities for further research are investigation of the impact
of risks that may arise from owning an asset on the choice of the discount rate.

Threats. The definition of the discount rate belongs to the jurisdiction of the
professional judgment of the accountant, since the rate is different for different
enterprises, transactions and tasks, so an unreasonable decision about its choice
affects the reliability level of financial statements.

8 Conclusions

1. From the author's position, an algorithm is proposed in the choice of methods
for fair value estimation, which allows more reliably to determine the real value of
accounting objects and elements of financial reporting. Using the proposed algorithm,
it is possible to simulate the process of calculating the cost of objects by sequentially
identifying the adjustment of the aggregation of value values.

2. The existing approaches to estimating the discount rate are analyzed and a
formula for calculating the discount rate for justified reflection in the company's



accounting policy are proposed, which will minimize the impact of professional
accounting judgments on the reliability level of financial reporting.
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