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Challenges in Auditing Fair Value Measurement

smmmd  INCreasing Public Attention

« Fair value measurement becomes a focus of the regulators globally
. (LOJ:’SC —A (S)eBc)urities and Exchange Commission (SEC) and Public Company Accounting Oversight Board
« European Union — Accounting Regulatory Committee (ARC)
+ United Kingdom — Financial Reporting Council (FRC)
» China — Ministry of Finance (MOF) and China Securities Regulatory Commission (CSRC)
+ Hong Kong — Financial Reporting Council (FRC)

mel  Pervasive Impacts

« Typically, comes as one of the last batch of audit issues to be resolved
« Occasionally, comes as last minutes surprises

Qualification, Competency and Experience of Management and Management’s
Expert

« Lack of relevant expertise and experience
« Lack of sufficient knowledge in the accounting and valuation standards
« Unable to support their valuation conclusion when it is being challenged
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Three Dimensional Interaction
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Reasonableness, Robustness, Consistency and Adequacy

Valuation
Subject, Date
and Unit of
Measurement

Measurement/
Valuation
Objective

Selection of
Valuation
Approach

Basis of Value
(Measurement
Attributes)

Reporting and Communication

«Caveats and qualifications
«Limitations
<Disclosure of departures

Adequacy

IFRS Regional Policy Forum « Valuation for Financial Reporting

PwC

Input

«Appropriate level of testing, due
diligence and investigation into
the observable and un-
observable data, factors,
parameters and assumptions

Reasonableness and Consistency Process

«Proper selection and
application of valuation
approaches and methods
*Proper modelling
«Consistent adoption over the
periods

Output Robustness and Consistency

*Alignment with measurement
objective and valuation premise
*Overall reasonableness of the
valuation conclusion

Reasonableness
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