


not to be realized.”  Thus, an environment in which a
company is reporting losses or is exposed to future
losses may indicate a need for a valuation reserve for
deferred tax assets.

Pension/Other Postretirement Benefits
(OPEB)

FAS 157, Fair Value Measurements, applies to the
measurement and valuation of pension and OPEB plan
assets in an employer’s and a plan’s financial
statements.  There are also several assumptions that
are considered in determining an entity’s pension
obligation: discount rate, expected return on plan
assets, rate of compensation increase.  These factors
are influenced by the current credit crisis.

Fair Value Measurements

In times of market distress, the measurement of fair
value and the adequacy of related disclosures may be
areas of increased focus.  

• FAS 157, Fair Value Measurements,  revised the
way fair values are determined for financial reporting
purposes and the disclosures that should be made
about those measurements.  

• FASB Staff Position (FSP) No. FAS 157-3,
Determining the Fair Value of a Financial Asset
When the Market for That Asset Is Not Active,
illustrates key considerations in determining the fair
value of a financial asset when the market for that
financial asset is not active.

• PCAOB Staff Audit Practice Alert No. 2, Matters
Related to Auditing Fair Value Measurements of
Financial Instruments and the Use of Specialists,
reminds auditors of their responsibilities when using
the work of a specialist, e.g. actuaries, engineers,
appraisers, etc., to assist in the audit of fair value
measurements of financial instruments.  

• The U.S. SEC and the FASB issued Staff
Clarifications on Fair Value Accounting
acknowledging that “determination of fair value is
particularly challenging for preparers, auditors and
users of financial information.” 

Credit Derivatives

By definition, a credit derivative depends on the value
of other instruments or events and may be valued
through the use of complex models by pricing

specialists.  The assumptions used in such models can
be highly subjective.

Another factor to consider in evaluating credit
derivatives is counterparty credit risk.  This risk can be
assessed, in part, by the credit rating of the
counterparty, or by the cost of a credit default swap on
the counterparty.  In many cases, hedge funds (which
are very active in the credit derivative market) are not
rated and are required to post collateral with their
counterparts on any out-of-the-money positions.  

FSP No. FAS 133-1 and FASB Interpretation (FIN) 45-
4, Disclosures about Credit Derivatives and Certain
Guarantees, are aimed at improving disclosures about
credit derivatives.

Disclosures

The American Institute of Certified Public Accountants’
Statement of Position (SOP) 94-6, Disclosure of
Certain Significant Risks and Uncertainties, focuses
on qualitative disclosures that in the near term
(considered to be within one year from the date of the
financial statements) could affect the amounts reported
in the financial statements or the functioning of the
reporting entity.  With the volatility of the current
economic environment, there will be increased attention
to improving disclosures about the risks and
uncertainties faced by the company under audit.

Items in this publication should not be considered official statements
of position, nor advice for individuals or organizations without
consulting a professional advisor.  This information is not intended to
be, nor can it be, used by any taxpayer for the purpose of avoiding
tax penalties. For more information, please contact members of
PKF’s Accounting & Auditing Consultation Committee John
Haslbauer, Henry Freire or Tom Sorrentino, or the director in charge
of your account.

Certified Public Accountants
A Professional Corporation

29 Broadway g  New York, NY 10006
Telephone: (212) 867-8000 g Telefax: (212) 687-4346

www.pkfnewyork.com g  E-mail: info@pkfny.com
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