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ACCOUNTING AND AUDIT 
QUALITY PERSPECTIVE: FAIR 
VALUE MEASUREMENTS AND 
DISCLOSURES CURRICULUM GAPS

Thomas R. Weirich and Natalie Tatiana Churyk

ABSTRACT

The accelerated pace of change in the global economy and capital markets 
along with the complexity of transactions and financial reporting that involve 
applying fair value measurements (FVM) is a major third-party user concern. 
The 2008 financial crisis highlighted risks that investors are exposed to when 
making FVM-related capital allocations. Accounting estimates often involve 
subjective assumptions and measurement uncertainty, increasing potential 
management bias (Choudhary, 2011; Ramanna & Watts, 2012). FVMs are of 
critical importance to the reliability of the financial statements. Therefore, the 
purpose of this chapter is to inform educators of the possible need to evaluate 
their curriculum as to coverage of FVM topics. The support for this evalu-
ation is based on our attempt to: (1) evaluate the extent of reported FVM-
related deficiencies with reference to regulatory bodies’ findings of significant 
deficiencies in FVM; (2) examine the use of FVM specialists; (3) determine 
if colleges and universities are keeping pace with FVM demands; (4) list the 
Uniform CPA Examination Blueprint FVM testing areas; and (5) provide 
curricular FVM topic recommendations.

Keywords: Fair value measurements; Fair value measurements deficiencies; 
Fair value measurements specialists; Fair value measurements curriculum; 
Securities & Exchange Commission; Public Company Accounting 
Oversight Board
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In today’s capital markets, company managers and investors take sizeable risks 
based on entities’ fair market values measuring assets and liabilities for financial 
reporting purposes. Such risks include the absence of reliable market prices, sub-
jective information, and potential bias in the information. Besides fair value’s use 
to measure financial instruments, it also helps to calculate financial instrument 
impairments, to record assets acquired and liabilities assumed in business com-
binations, litigation, asset restructuring decisions, transfer pricing decisions, and 
other tax issues. With several valuation methods currently available, each with its 
various estimates, assumptions, and potential biases, knowing how to correctly 
value an asset is critical for merger and acquisitions decisions and for selecting 
investments to include in a portfolio.

Regarding management’s determining fair value measurements (FVMs), 
many research studies find that auditors may lack the necessary knowledge to 
correctly assess the reasonableness of management’s FVM assessments (Bratten, 
Gaynor, McDaniel, Montague, & Sierra, 2013; Griffith, Hammersley, & Kadous, 
2015). Furthermore, Cannon and Bedard (2017) reported that FVMs are one 
of the most encountered challenges facing auditors in evaluating management’s 
assumptions and methods utilized.

Organizations such as the Public Company Accounting Oversight Board 
(PCAOB), the US Securities & Exchange Commission (SEC), and the 
International Forum of Independent Audit Regulators (IFIAR) scrutinize FVM 
and its impact on financial statements. The regulators have often questioned the 
integrity and reliability of the FVM valuation or models used to measure assets 
and liabilities, especially in terms of how management determines and assigns 
fair value and how auditors audit FVM. The PCAOB (2007) reports that a lack 
of valuation knowledge and professional skepticism were observed audit deficien-
cies in many inspections resulting in auditors not sufficiently prepared for the chal-
lenges in auditing FVM. Financial statement users demand high quality auditing 
of increasingly complex investment vehicles and the related financial reporting 
requirements. This increase in fair value as a meaningful measure for reporting 
assets and liabilities stems largely in response to investors and regulators identify-
ing it as the most relevant financial reporting metric.1

As financial reporting requirements move to FVM,2 accounting and finance 
professionals should adequately understand valuation methods and models. It 
starts with college education. Curricula must be dynamic and market-driven to 
meet the evolving nature of capital markets. This will help to better inform those 
involved in financial reporting and help prepare new entrants to the profession. 
Thus, we focus on analyzing the existing broad spectrum of valuation education 
available to students and consider how and whether it meets current market needs 
and the needs of investors. After examining PCAOB, SEC, and IFIAR findings 
to identify gaps between regulators, auditors, and professional education/exam, 
we highlight and suggest how to reduce this potential “knowledge gap” that 
currently exists in the accounting profession related to valuation services. This 
study focuses on these main points: (1) the increasing use of FVM over the last 
20 years and the importance of the competency of company management and 
auditors who are charged with assigning values; (2) the importance of auditors’  
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valuation knowledge, especially when their knowledge is juxtaposed against a  
valuation expert’s knowledge in arriving at FVMs; (3) short of becoming a valua-
tion expert, the auditor needs to possess an adequate level of knowledge in valua-
tion topics to conduct an audit in accordance with current and proposed auditing 
standards; and (4) the limited training of valuation topics in US colleges and 
universities accounting curriculums.

The remainder of this chapter is organized as follows. Part II contains a review 
of the PCAOB, SEC, and IFIAR Inspection Findings as they relate to valuation 
audit deficiencies. It also provides examples of critical audit matters (CAMs) that 
highlight valuation issues as reported in current audit reports. Part III contains 
a discussion of considerations and challenges for auditors regarding the role and 
use of the work of specialists. Part IV evaluates the current academic accounting 
curriculum based on a sample of major universities as to the required coverage of 
valuation course offerings for accounting graduates. It also lists FVM topics cur-
rently tested on the CPA exam. Part V provides recommendations to reduce the 
“knowledge gap” by suggesting fundamental valuation topics that could/should 
be incorporated into required valuation courses or included in other required 
courses. These suggested topics are also important for auditors to understand to 
aid in discussion and evaluation of services provided in house or by third-party 
valuation experts. Lastly, Part VI discusses conclusions.

REVIEW OF PCAOB, SEC, AND IFIAR INSPECTION 
FINDINGS

Over the past 10 years, regulators, including the PCAOB and the SEC, have 
increasingly criticized the Big 4 (PwC, KPMG, EY, and Deloitte) public account-
ing firms for the quality of their audit work and audit documentation including 
deficiencies related to financial instruments, business combinations, impairment 
of goodwill, and valuation. Findings have also been critical of the firms’ valu-
ation quality controls. A review of PCAOB, SEC, and the IFIAR reports indi-
cate that among other matters, there were a significant number of deficiencies 
relating to auditing the valuation of investments and securities and impairments. 
Additionally, a report, Survey of Fair Value Audit Deficiencies (2012), by Atlanta 
based valuation and litigation consultancy firm, Acuitas, Inc. – reviewed PCAOB 
inspection reports for the periods 2008–2011 and reported that approximately 
one-fourth of all audit deficiencies reported by the PCAOB related to fair value 
measurement audit deficiencies. The study notes the primary causes of such defi-
ciencies as being related to: pricing, failure to test, disclosures, risk assessment, 
prospective financial information, and other-than-temporary investments.

The following Acuitas observations relate to pricing and failure to test:

•	 Pricing – Includes failure to understand the methods, models and assump-
tions used by pricing services or valuation specialists; using the same pricing 
service to corroborate prices that the issuer used when measuring fair value; 
failure to investigate differences between prices from different sources; failure 
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to investigate pricing differences identified by internal audit; failure to inves-
tigate adjustments made to third-party prices by issuers; and inappropriately 
applying the yield or discount rate from one population to test securities prices 
or values in the test population without assessing the comparability of the two 
groups.

•	 Failure to Test – Includes relying on interim testing and failing to test the asser-
tion when there was no material change in value; relying on interim testing and 
failing to perform procedures at year end; failing to perform sufficient substan-
tive procedures when significant risks are identified; failing to perform year 
end tests when broker quotes were older than 30 days; failing to perform sub-
stantive tests when too much reliance is placed on internal controls or internal 
audit; failure to assess whether all assets and liabilities had been identified in 
a business combination; failure to test data provided to an outside valuation 
specialist; failure to test the accuracy and completeness of data that valuation 
specialists relied on; failure to test fair value when requested pricing informa-
tion was not received; failure to test all items in a selected sample; and outright 
failure to test certain assets and liabilities.

The survey concluded that the increase in FVM deficiencies is the result of an 
increase in complexity of audits from the recent financial crisis. Also, the survey 
found that auditors need to focus on assessing and testing FVM internal controls 
in business combinations and assets for impairment (i.e., a valuation concept).

A PCAOB staff  consultation paper (2014a), Auditing Accounting Estimates 
and Fair Value Measurements, notes that the PCAOB has observed many audit 
deficiencies in auditing accounting estimates and FVM. Also noted below is that 
other global standard-setters have reported a significant number of deficiencies in 
this area (IFIAR, 2013). The PCAOB suggests several improvements are needed 
to existing standards related to accounting estimates and FVM – including merg-
ing guidance on auditing estimates and fair value – as one possible means of 
reducing such audit deficiencies. However, the root cause of the deficiencies is not 
articulated in the staff  consultation.

The CFA Institute spoke on these topics (accounting estimates and FVM) at 
a PCAOB Standing Advisory Committee (2015) meeting suggesting that the root 
cause of such deficiencies has not been identified but may stem from the lack of valu-
ation education by accounting and auditing professionals. Later in this chapter, we 
explore how students, soon to be accounting professionals, are educated on basic 
valuation concepts.

Review of PCAOB Inspection Reports

The PCAOB inspects firms’ performance of audits and issuance of audit reports 
involving US companies, other issuers, brokers, and dealers. A review of PCAOB 
inspection reports identifies the common areas of deficient findings and demon-
strates that a solid foundation in valuation expertise is necessary to ensure the 
reliability of FVMs by investors. To ascertain where valuation audit deficien-
cies exist, we conducted an examination of the PCAOB’s annual inspections 
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of registered public accounting firms’ findings to assess compliance with the 
Sarbanes–Oxley Act of 2002, the rules of the PCAOB, the rules of the SEC, as 
well as professional standards.

We sought to understand the details of inspections and ascertain instances 
in which the terms valuation, fair value, or impairments were cited as deficien-
cies in audit practice. During our review of 2010–2019 reports issued (total of 
1,541 reports), we found 831 (54%) PCAOB inspection reports that used the term 
“valuation” 618 times (40%), the term “fair value” 292 times (20%), and the term 
“impairments” 202 times (13%). The frequency of these terms indicates the prev-
alence of findings and importance in their inspection. It is important to note that 
the terms cited are not mutually exclusive, as a particular audit deficiency may 
align with more than one term associated with the same failure. Secondly, the 
PCAOB noted that in most reports that contained one of these key terms, that the 
auditing firm failed to gather sufficient appropriate data and sufficiently evaluate 
the reasonableness of certain significant assumptions related to fair value, valua-
tions, or impairments.

We also reviewed PCAOB comments in these inspection reports to under-
stand better their stated criticisms, particularly regarding alleged failures by the 
accounting firm to obtain sufficient appropriate audit evidence to support their 
opinion on the financial statements. The observations of this study appear below.

Observations

In virtually every inspection report, the PCAOB raised the issue that the audi-
tor tested certain high-level controls related to the issues noted in the specific 
cases cited in the examples but failed to sufficiently test these controls or did not 
test the detail controls as to whether the controls operated at a level of precision 
that would prevent or detect material misstatements. Generally speaking, audit-
ing standards recognize that the amount of audit evidence required to provide 
an opinion depends on the severity of the risk of financial misstatement (i.e., the 
greater the risk and the more evidence that is required). With this in mind, it is 
particularly troublesome that the majority of the inspection findings relate to a 
failure in testing detailed controls.

Fig. 1 shows three examples from the PCAOB findings to illustrate examples 
of deficiencies identified by the PCAOB. These representative cases highlight the 
nature of the area and deficiency.

The PCAOB reports also stated that the audits failed to test certain data uti-
lized by the issuer/client, or data provided by third-party specialists. While audi-
tors often rely on the work of specialists, it is essential that the auditor understand 
the work of the specialist and assess their conclusions related to the audit. See 
Part III Using the Work of a Specialist for further discussion.

It is important to remember the deficiencies cited by the PCAOB in the inspec-
tion reports represent a microcosm of an almost innumerable quantity of account-
ing transactions, pieces of audit evidence, and judgments considered by the largest 
registered public accounting firms. However, while the deficiencies are a small per-
centage of the greater whole, they provide a compelling, but concerning reminder 
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of the risks associated with the auditing environment related to valuation and the 
necessity of continuing technical education and professional vigilance.

While it has been suggested that improvements in qualifications and greater 
quality control are necessary in the valuation profession, it also seems useful to 
assess whether accountants and auditors have sufficient valuation knowledge to 
perform basic audit functions related to valuation to effectively assess the qualifica-
tions to retain a specialist, or to evaluate the work of such specialists once engaged. 
With valuation being one of the key audit assertions (completeness, existence, 
accuracy, valuation, ownership, and presentation) we contend that accountants 
and auditors must be subject to education and continuous training in these areas.

Review of SEC Enforcement Releases

In conjunction with the PCAOB inspection reports cited earlier, we also exam-
ined 1,017 SEC Accounting and Auditing Enforcement Releases (AAERs)3 issued 
during the same time period (2010–2019). AAERs are issued during, or at the 
conclusion of an investigation against a particular firm or an individual auditor 
for alleged accounting and/or audit misconduct. The AAERs provide varying 
degrees of detail on the nature of the misconduct and its effect on the financial 
statements of the alleged company.

We identified 64 AAERs related to valuation, fair value, or impairment mis-
conduct. None of the AAERs evaluated were related to the same company. 
Furthermore, a majority of those related to the preparer/filer and issuer officers 

Fig. 1.  PCAOB Identified Audit Deficiencies.
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