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Abstract

Fair value measurement through discounted
cash flows technique requires risk adjustments
for its relevance and reliability. There are two
approaches for the risk adjustments: (1) Discount
rate adjustment technique, and (2) Expected
present value technique. Means and Modes
normally form a basis in determining the best
estimate of expected cash flows. The choice of
statistical measures rest on the nature of cash
flows associated with the asset or liability and

the objective of fair value measurement.

Fair value measurement of liabilities shall
take into account the non-performing risk arising
from entity’s own credit risk. A decrease in
a liability’s fair value, resulting in income in the
face of financial difficulties and non-performing
risk, is not an anomaly in itself. The non-
performing risk arises from an unexpected
decline in asset value, which is potentially
absorbed by creditors. The creditor’s potential
participation in the loss causes a decline in fair
value of a liability and results in economic

income for owners.

Keywords: Fair Value Measurement, Discounted Cash Flow Technique
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