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Background
On 15 March 2020, the Minister of Finance and Economic Development, through General Notice 583 of 2020 
contained in an Extraordinary Government Gazette, suspended the fungibility of three stocks traded on the 
Zimbabwe Stock Exchange (ZSE) for 12 months beginning that date. This suspension was recently extended by 
another year by notice in a Government Gazette (371A of 2020) to 11 March 2022. This suspension means 
Zimbabwean listed shares for these counters cannot be traded on another stock exchange on which these shares 
were listed. On 28 June 2020, the trading of all shares on the ZSE was suspended. This suspension was lifted on 
the 3rd of August 2020 for all counters, with the exception of the three. On 21 October 2020, the ZSE 
announced that one of the counters would delist from the ZSE and list on the Victoria Falls Stock Exchange 
Limited (VFEX) beginning on 26 October, 2020. When the entity listed on the 26th, it became the first entity to 
list on VFEX and full fungibility of its shares was restored. The other two counters remain suspended from trading 
at the date of this guidance.

This has the potential to cause significant divergence and inconsistency in the valuation of these shares across 
different holders of these shares. A determination has to be made by the reporting entity of the valuation 
technique and the inputs which will be used to derive the value of these shares. In doing this, the entity has to 
ensure that it complies with IFRS in general, and IFRS 13 in particular. This paper explores the guidelines in IFRS 
13, how they affect and can be applied in the valuation of these shares.

The Principal or Most Advantageous Market
IFRS 13 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an 
orderly transaction in the principal (or most advantageous) market at the measurement date under current 
market conditions regardless of whether that price is directly observable or estimated using another valuation 
technique. Fair value is therefore a market-based measurement, not an entity-specific measurement. 

For shares suspended from ZSE, the main source of fair value is no longer available. The entity therefore has to 
estimate the price at which an orderly transaction to sell the shares would take place between market 
participants at the measurement date under current market conditions. In estimating the price, the entity will 
take into account the characteristics of the asset if market participants would take those characteristics into 
account when pricing the asset or liability at the measurement date. 

These characteristics may result in the application of an adjustment in coming up with the estimate.   In this case, 
such a characteristic will be the restriction on the sale of the shares. When performing a valuation of these shares, 
the entity has to determine the form of adjustment that this restriction will cause. The adjustment may be a 
premium or a discount.

A fair value measurement assumes that the transaction to sell the asset or transfer the liability takes place either:
i. in the principal market for the asset; or
ii. in the absence of a principal market, in the most advantageous market for the asset.

Access to the Market
In this case, the principal market (ZSE) is not available hence the most advantageous market will be considered. 
This will be other Stock Exchanges on which these counters are listed. For these markets to qualify as the most 
advantageous however, the entity must have access to them. The entity need not necessarily have the ability to 
sell on that particular market at the measurement date but must only have access to that market. The fair value 
measurement will then assume that a transaction takes place on that date and this assumed transaction establishes 
a basis for estimating the price to sell the shares.

The standard does not specify what constitutes market access and conditions which indicate that an entity has 
access to a market but is not able to sell on that market. In international trade, market access is a company's ability 
to enter a foreign market to sell its goods and services in another country. The dictionary definition from 
Merriam-Webster has the following relevant definitions for the word access:
• permission, liberty, or ability to enter, approach, or pass to and from a place...; and
• freedom or ability to obtain or make use of something.

Consideration on these definitions in the context of Zimbabwean entities holding shares under discussion will 
show that these entities have no access to foreign Stock Exchanges on which their shares are listed.

It is important to note that on considering current market conditions, what is reflected on is the exit price at the 
measurement date from the perspective of a market participant that holds the asset, and not a market participant 
intending to buy the asset. Consideration is therefore given to the entity’s ability to sell its asset rather than buying 
from the market. Due to this absence of access, these Stock Exchanges do not qualify to be the most 
advantageous markets in the valuation of these suspended shares.

Transaction costs are not adjusted for since they are not a characteristic of the shares but are specific to the 
transaction and are dependent on how the entity enters the transaction. 

Valuation Techniques
In valuation of these shares, the entity shall use valuation techniques which maximise the use of relevant 
observable inputs and minimise the use of unobservable inputs. Observable inputs are inputs that are developed 
using market data, such as publicly available information about actual events or transactions, and that reflect the 
assumptions that market participants would use when pricing the asset or liability. The stock exchange is an 
example of a market for which inputs are observable. Observable inputs include the last value of trade before the 
counters were suspended from trading and associated multiples which can be derived from this data.
Unobservable inputs are inputs for which market data is not available and are developed using the best 
information available about the assumptions that market participants would use when pricing the asset or liability. 
An entity may use a single or multiple valuation techniques depending on the circumstances. Where multiple 
valuation techniques are used to measure fair value, the results (i.e. respective indications of fair value) shall be 
evaluated considering the reasonableness of the range of values indicated by those results.
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Three valuation techniques are mentioned in IFRS 13. These are the market approach, the cost approach and the 
income approach. The market approach uses prices and other relevant information generated by market 
transactions involving identical or comparable (i.e. similar) assets, liabilities or a group of assets and liabilities, such 
as a business. 

The cost approach reflects the amount that would be required currently to replace the service capacity of an 
asset (often referred to as current replacement cost). From the perspective of a market participant seller, the 
price that would be received for the asset is based on the cost to a market participant buyer to acquire or 
construct a substitute asset of comparable utility, adjusted for obsolescence. In many cases the current 
replacement cost method is used to measure the fair value of tangible assets that are used in combination with 
other assets or with other assets and liabilities.

The income approach converts future amounts (e.g. cash flows or income and expenses) to a single current (i.e. 
discounted) amount. When the income approach is used, the fair value measurement reflects current market 
expectations about those future amounts.

Factors to be considered in deciding the valuation technique to use include:
1. the significant uncertainty about the Zimbabwean economy, consequent future earnings, solvency and cash   
 flows for the future;
2. the prevailing hyperinflationary environment and the attendant difficulties in making reliable income and   
 expenditure forecasts; and
3. the nature of the asset whose fair value is going to be determined. 

Consideration of the above factors will show that the most reasonable valuation technique to use would be the 
market approach. This is because the market approach uses prices and other relevant information generated by 
market transactions involving identical or comparable (i.e. similar) assets. This is more desirable in a highly 
uncertain and volatile environment.

Fair Value Hierarchy
IFRS 13 establishes a fair value hierarchy which gives the highest priority to quoted prices (unadjusted) in active 
markets for identical assets or liabilities (Level 1 inputs) and the lowest priority to unobservable inputs (Level 3 
inputs). The purpose of this hierarchy is to increase consistency and comparability in fair value measurements and 
related disclosures. Where the inputs used to measure the fair value of an asset are categorised within different 
levels of the fair value hierarchy, the fair value measurement is categorised in its entirety in the same level of the 
fair value hierarchy as the lowest level input that is significant to the entire measurement. 

Where an observable input requires an adjustment using an unobservable input and that adjustment results in a 
significantly higher or lower fair value measurement, the resulting measurement would be categorised within 
Level 3 of the fair value hierarchy. 
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For example, if a market participant would take into account the effect of a restriction on the sale of an asset 
when estimating the price for the asset, an entity would adjust the quoted price to reflect the effect of that 
restriction. If that quoted price is a Level 2 input and the adjustment is an unobservable input that is significant to 
the entire measurement, the measurement would be categorised within Level 3 of the fair value hierarchy.

Level 1 Inputs
Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets that the entity can access at the 
measurement date. A quoted price in an active market provides the most reliable evidence of fair value and shall 
be used without adjustment to measure fair value whenever available. One of the exceptions to this rule is when 
a quoted price in an active market does not represent fair value at the measurement date. However, if the quoted 
price is adjusted, the adjustment results in a fair value measurement categorised within a lower level of the fair 
value hierarchy.

The suspended shares under consideration have active markets where identical shares are currently trading. 
Quoted prices from these markets can be used as inputs and will qualify as Level 1 inputs.

Level 2 Inputs
Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset, either 
directly or indirectly. 

Level 2 inputs include the following:
a) quoted prices for similar assets or liabilities in active markets.
b) quoted prices for identical or similar assets or liabilities in markets that are not active.
c) market-corroborated inputs.
d) inputs other than quoted prices that are observable for the asset, for example:
i. interest rates and yield curves observable at commonly quoted intervals;
ii. implied volatilities; and
iii. credit spreads.

Level 3 Inputs
Level 3 inputs are unobservable inputs for the asset and these shall only be used to measure fair value to the 
extent that relevant observable inputs are not available. An entity shall develop unobservable inputs using the best 
information available in the circumstances. 
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Multiples 
Valuation techniques which use market multiples derived from a set of comparables are consistent with the 
market approach. Multiples might be in ranges with a different multiple for each comparable. The selection of the 
appropriate multiple within the range requires judgement, considering qualitative and quantitative factors specific 
to the measurement. 

Entities may acquire information about these counters’ multiples such as price earnings multiple and dividend 
yield and use these to calculate the fair value. Publicly available information about the entities’ previous multiples 
can be obtained, a trend established and a scientific projection can be made of what the current value of the 
shares would have been, had that trend continued. Change in economic conditions can be factored into this 
calculation using economic data such as CPI and inflation rates. 

This will ensure that whatever value the entity produces will:
1. be verifiable; 
2. be based on supportable assumptions; 
3. maximise the use of observable inputs; and 
4. minimise the use of unobservable inputs.

Applying the Exchange Rate to the Share Price on Another Stock Exchange
Since other Stock Exchanges where these shares are listed do not qualify to be the most advantageous markets 
as shown above, application of a rate to the share prices of these counters on other Stock Exchanges will not give 
a fair value as defined by IFRS 13. Besides this factor, a study of the relationship of the prices of these shares on 
the ZSE and other foreign Stock Exchanges before their suspension from the ZSE will show that this relationship 
was not limited to the exchange rate only. Other factors influenced the differences in the share prices on the 
different Stock Exchanges hence the presence of arbitrage opportunities before their suspension. 

These factors include, but are not limited to:
1. the reasons for which shareholders bought these shares on the different Stock Exchanges;
2. the pressures which influenced the value of these shares on the different Stock Exchanges;
3. the economic and political environment in which the Stock Exchanges on which these shares were  
 traded and the related shocks in these environments;
4. the volatility of the currency of the Stock Exchange that the shares were listed;
5. the respective markets’ perception and investor sentiments of these counters and the general   
 direction of the stock market i.e. bulls and bears; and
6. changes in government economic policy of the respective Stock Exchanges.

One of the main issues which caused modifications to the audit opinions on most financial statements was the 
issue of the appropriate exchange rate. The residual effects of this IAS 21 issue is still considerable on the 2020 
financial statements and will likely affect the auditors’ opinion on those financial statements. This issue will 
therefore come up again if the entity decides to value its shares with inputs based on another currency. The entity 
may therefore achieve a fairer presentation of financial statements if it chooses methods which don’t require the 
exchange rate.
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If the entity, however decides to use the value of the suspended shares using the price from other Stock 
Exchanges, the entity will have to calculate an adjusting factor for the elements raised above. This adjusting factor 
will have to be based on supportable assumptions and reasonable estimates of the effect on value of the 
suspended shares using the best available information. Using this method will mean that the measurement for the 
price of these shares will be in Level 3 of the Fair Value Hierarchy.

Using Cost as Fair Value
Although IFRS 9 highlights that cost is never the best estimate of fair value for investments in quoted equity 
instruments, the standard recognises that cost may be an appropriate estimate of fair value in some limited 
circumstances. That may be the case if sufficient more recent information is not available to measure fair value, 
or if there is a wide range of possible fair value measurements and cost represents the best estimate of fair value 
within that range. 

One of those limited circumstances is where shares are suspended from trading on the Stock Exchange where 
they are listed. This may be problematic however, in the Zimbabwean situation where the economy is 
hyperinflationary and the currency may have changed since the shares were acquired.

Conclusion
In making determinations about the valuation of suspended shares, the reporting entity ought to consider the 
objective of general purpose financial reporting. The objective of general purpose financial reporting is to provide 
financial information about the reporting entity that is useful to existing and potential investors, lenders and other 
creditors in making decisions relating to providing resources to the entity. Reporting entities should also consider 
that for whatever financial information they are going to produce to be useful, it must be relevant and faithfully 
represent what it purports to represent.

Given that fair value is a market-based measurement and not entity specific, entities must endeavour to use of 
valuation techniques which maximise the use of observable inputs and minimise use of unobservable inputs. This 
will assist in having common valuation of these shares across the entire market.

For any questions or queries relating to any of the content in this document, contact technical@icaz.org.zw 

April 2021
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