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Background

The Board, as announced at the SAG meeting on March
24, 2011, formed a Pricing Sources Task Force

The Board’s 4010 report on the economic crisis
iIndicated auditors did not always comply with standards
when they used pricing services; current inspection
findings indicate this condition continues to exist

The Pricing Sources Task Force is comprised of several
members of the SAG, as well as other investors,
preparers, and auditors, representatives from pricing
services and brokers (“pricing sources”), and observers
from FASB, the SEC, and the Federal Reserve

Three meetings held to date
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Meeting Highlights

The Task Force discussed:

Issues pertaining to fair value measurements of
financial instruments and the use of third-party pricing
sources

Overview of issuers’ processes and controls over
Information obtained from pricing sources

Nature and extent of information pricing sources

provide (or are willing to provide) to issuers and
auditors

Pricing sources’ processes and controls over the data
used In valuation of financial instruments

Auditor’s procedures in connection with the use of
iInformation produced by pricing sources in a financial
statement audit



Meeting Highlights

A sample of financial instruments within
different asset classes were priced by the
pricing source representatives on the Task
Force. For each financial instrument, the Task
Force discussed:

How the pricing sources determined the prices for
iIndividual instruments

The valuation technique, the proprietary nature of
the models, and the assumptive data used by the
pricing sources

Why the valuations were similar or different



Key Themes

There are different types of pricing sources providing a
variety of services to issuers and auditors

Issuers’ use of third-party pricing information to value
financial instruments varies

Some issuers use information from pricing sources as a data
point to corroborate their internal models

Other issuers rely on information obtained from pricing sources
for their fair value measurements

Issuers also may use a combination of the above methods for
different financial instruments held by the issuer



Key Audit Considerations

It Is Important for the issuer’s portfolio to be classified
Into separate categories with similar risks and
characteristics so that the auditor can:

Understand the risks within each category

Focus attention on those instruments with higher risks of
material misstatement

A SAS 70 report could provide some assurance over the
controls at a pricing service. However, from an audit
standpoint, it would not provide sufficient appropriate
audit evidence to support the fair value measurements
of financial instruments.



Next Steps

OCA Is considering additional guidance or
a new standard which would build on the
principles in AU sec. 328, Auditing Fair
Value Measurements and Disclosures
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