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Define fair value. (MWuaA 1N
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Set out in a single TFRS a “To increase the

framework for measuring fair consistency and
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Fair value measurement framework
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»  Credit valuation adjustment (CVA) is required for derivative
assets
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Non-performance risk

Non-performance risk — Risk that an entity will not fulfill an obligation

IFRS 13.42

The fair value of a liability reflects the effect of non-performance risk.

Non-performance risk includes, but may not be limited to, an entity's own credit risk.

Non-performance risk is assumed to be the same before and after the transfer of the
liability.

Credit risk impacts fair value of financial assets and all liabilities
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Credit Valuation Adjustment
Counterparty credit risk

Financial Assets Adjustment for counterparty

7 credit risk
§ 2 exact terms of IRS )
% > - = Receive fixed rate and pay
w4 - floating 3M-LIBOR for 5 year
2 = With 2 different counterparties
g 3 —— (CCPs)
+© 5 - = CCP A - AA rated
= = CCP B - BBB rated
> 1 - = Differing CVA results in
different valuation for the same
0 . ! product
CCPA CCPB " )

O Adjusted Valuation CVA
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Debit Valuation Adjustment

Entity’'s own credit risk

Financial Liability
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Valuation (USS million)

=
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CCP A
O Adjusted Valuation

CCPB
mDVA

A

djustment for your own

credit risk

2

-

exact terms of IRS

= Pay fixed rate and receive
floating 3M-LIBOR for 5 year

= With 2 different counterparties
(CCPs)

= CCP A - AA rated
= CCP B -BBB rated

= Same DVA results for different
counterparties

)
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Valuation approaches

There is no prescribed valuation methods in the accounting
literature to quantify the impacts of non-performance risk on
derivatives' fair value.

TFRS 13 is a principles-based standard and provide only a general
framework for measuring fair value

Approach
Approach BR 1

2

/.
Other

Valuation adjustment
approach
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Valuation approaches (cont'd)

Expected Current
Future Exposure
EXposure
4
| Other __
Expected Future Exposure \ Current Exposure Approaches \
Approaches  Assumes the exposure
« Estimates the exposure amount (i.e. the future MTM
amount (i.e. the future Valuation adjustment value) at each instant of the
MTM value) at each approach future can be approximated
instant of the future using current market
« Complex and information
sophisticated, such as » Easy to implement as there
Monte Carlo simulation or is no sophisticated model
a mathematical model « Commonly adopted as a
« Commonly adopted by sanity check and entity with

dealer-market or financial no guantitative experts
institutions | __
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Credit/Debit Valuation Adjustment
Summary

» Fair value = Mark-to-Market at risk free rate + Adjustment for impact of credit risk

» Adjustment for credit is dependent on whether derivative is asset or liability

Example: Forward contract to buy USD at THB 32. Month end, forward price is THB
33.50.

Credit Value
Adjustment is applied to

THB 33.5:U$ 1 asset position - based
MTM Gain (+), Derivative assets on credit risk associated

with the counterparty

THB32:US1
Debit Value Adjustment
MTM Loss (-), Derivative liabilities is applied to liability
THB 30:US$ 1 position - based on the

entity’s credit risk
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AALUTWUDINAALASIIH (Fair Value Hierarchy)
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&6 LU Growth rate applied to
historical cash flows used to value a
business or shares in an entity that
is not publicly listed
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Disclaimer

This presentation contains information in summary form and is therefore not intended
to be a substitute for detailed research or the exercise of professional judgment. It is
also not intended and should not be relied upon as an absolute advice for your
investments. Each particular investment has own issues and considerations. If you
require any specific advice, please contact us and we will be happy to discuss matters
further.

Neither EY nor any other members of the global EY network accept any responsibility
for loss occasioned to any person acting or refraining from action as a result of any
material in this presentation.

The views expressed by speakers in this presentation are general views and may not
be appropriate for every situations despite of being considered similar facts.
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EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and
advisory services. The insights and quality services we
deliver help build trust and confidence in the capital
markets and in economies the world over. We develop
outstanding leaders who team to deliver on our
promises to all of our stakeholders. In so doing, we play
a critical role in building a better working world for our
people, for our clients and for our communities.

EY refers to the global organization, and may refer to one
or more, of the member firms of

EY Global Limited, each of which is a separate legal entity.
EY Global Limited, a UK company limited

by guarantee, does not provide services to clients.

For more information about our organization,

please visit ey.com.

© 2016 EY Corporate Services Limited
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This material has been prepared for general informational purposes only

and is not intended to be relied upon as accounting, tax, or other
professional advice. Please refer to your advisors for specific advice.
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