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Introduction:

Accounting standards Given up on conservatism policy in measuring
some balance sheet items and shifted these standards from historical cost to fair
value measurement.

the historical cost is one of the most important bases of accounting for its
high reliability, based on events that have already occurred and are documented,
but under globalization and the growing number and size of companies, the users
of financial statements need more information to help them make decisions than
information based on it. Historical cost is characterized by fixed purchased power
under different economic conditions, which makes it an inappropriate measure
and does not provide confidence in financial information.

After increasing the criticism of user about the historical cost — as a basis
for accounting — professional organizations and accounting standards boards in
many countries have been moving toward issuing a set of standards to provide
information that helps users of financial statements make their decisions and
toward fair value, ' '

The beginning of the International Accounting Standards Committee
(IAS) issued IAS 29, entitled “the Financial Report in High-inflation economies
in 1989,then The IASC issue several criteria that allowed fair value to be used in
relation to assets, whether financial or non-financial, such as a standard IAS 32,
"Financial instruments of Presentation and Disclosure”, TAS 39, "Financial
instruments of Recognition and Measurement”, reissued by the International
Accounting Standards Board (IAASB) of IFRS 7, "Financial instruments -
Disclosure - supplementing IAS 32 and IFRS standard "Financial instruments" as
an alternative to IAS 39’

IFRS13 International Financial Report Standard (IFRS13) has been
issued the ITAASB fair value measurements in May 2011 as a comprehensive and
guided standard for applying to any other standard that permits fair value
measurement and disclosure.

By this standard, accounting measurement is based primarily on fair value
but in exceptional cases which historical cost has been used .

The development of the accounting basis has been accompanied by a
development in accounting disclosure in financial statements, with business and

Lbr, Assem Mohamed Ahmed Sorour, "Analysis Study of IFRS13 measures of Fair value and
Development proposals", Scientific Journal of Economics and Commerce, Faculty of Commaerce, Ain
Shams University, 4th issue, 2013, pp. 571-572.
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service establishments becoming required under the accounting standard for a
broader and more detailed disclosure of the elements and items of financial
statements measured by fair value. '

Given the impact of this development on the external audit process, the
external audit profession should have developed external audit procedures and
methods to suit the nature of this development. Then the auditing organizations
have been issued a standard for auditing fair value .

The research problem:

A range of challenges faced by outside auditors on auditing the fair value
measurement and disclosure, including the complexity of fair value measurement
methods and models. It was not limited to measuring fair value based on market
prices in active markets and the scale of measurement was extended to relying on
models, methods of evaluation that were difficult to verify from substantial
misrepresentations that increased risk of review associated with fair value
measurement and disclosure.

The external auditor faces major problems and challenges in his role in
reviewing the accounting measurement and disclosure of fair value, the most
important of which are:-

1. Challenges Related to the external auditor needs evidence appropriate to
nature of the fair value and accounting disclosure in which there are more
substantial misrepresentations in the financial statements,

2. Challenges Related to the external auditings need skills and experience to
keep pace with the development of fair value methods and applications.

3. Challenges related to the fair value accounting will be unreliable in the
absence of an active market and declared prices.

4. challenges related to the levels of the fair value hierarchy, there is
difficulty in verifying fair value estimates except for the first level, where
it provides the best fair value assessment for its reliance on observable
inputs, and the auditors can easily verify them, so depending on which
level other than the first level, gives the facility an opportunity To be
biased in valuing fair value, with the aim of achieving personal benefits
for management.

Therefote, there are several researchers questions related to the research problem:

~  What are the fair value problems and it’s effects on the external auditing ?
» do external audit have the competence to overcome the risks of fair value
measurement and disclosure problems?
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- What is the impact of fair value measurement and disclosure risks on the
quality of external auditing?

What are the requirements and procedures for external auditor to
overcome the risks, problems and challenges they face?

Research Objectives
Research from this study aims to achieve the following objectives:-

~ to examine the risks and accounting problems resulting from
measurement and disclosure on the basis of fair value.

- to study methods for assessing audit risk under falr value
measurement and disclosure.

- examining the impact of the estlmated review risks under the
measurement and disclosure of the fair value review on the quality
of the review?.

The Researcher’s Importantce

. As information users need fair value and need to measure and disclose
financial statements and increase the importance of broader-measurement and
fair-value disclosure in financial statements, this has increased the importance of
~ external auditor's audit and disclosure and their need for detailed guidance on
how to avoid the risks associated with the measurement and disclosure audit
Based on fair value and its consequences and their impact on the quality of
external audit.

Search hypotheses
Research is based on testing the following hypotheses:-

I There is a positive relationship between the problems of accounting for
the fair value of measurement and disclosure and the quality of external
audit.

2. The proposed framework contributes to the quality of the extemal review
process.

3. the external auditor shall use techniques and procedures to respond to the
risks of manipulation that may result from the use of fair value accounting
and thereby influence the quality of external audit.

Research Approaches
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In this study, the researcher used both the deductive technique when
conducting a logical analysis of the proposed framework for the impact of fair
value measurement and disclosure risks on the quality of external review.

The researcher also used inductive technique by presenting previous
studies, studying some accounting standards for fair value measurement and
disclosure, and external auditing standards that guide reviewers in reviewing fair
value in financial statements, in order to achieve the quality of external review.

Search limits
The secarch limits include:-

- The researcher will not address the role of the internal auditor towards
reviewing the fair value of investments in securities except to the extent
that serves the research.

- The researcher will not address the impact of the global financial crisis on
reviewing the fair value of investments in securities except to the extent
that serves the research.

- The researcher will not address the details of the scientific framework for
measurement and accounting disclosure of the fair value of investments in
securities to the extent that serves the research. .

- this study deals exclusively with the external review cycle of measurement
and disclosure based on fair value and knowledge of the risks and
problems involved to the extent that research is relevant to the quality of
the external review process.

- the proposed framework is limited to steps and actions related to the risks
of fair value disclosure and its relationship to the quality of external audit.

Search Plan :

In order to address the search problem and achieve its goal, the search was
divided into the following chapters: -

Chapter First: The genei'al framework for the concept of fair
value

1/1: Introduction to the chapter
1/2: the concept of fair value
1/3: Entries and Levels of the Fair Value Hierarchy

1/3/1: Entries and methods of measuring fair value
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1/3/2: Levels of the fair value hierarchy
1/3/3: Fair value measurements
1/3/3/1: Measuring the fair value of non-financial assets

1/3/3/2: Measuring the fair value of the entity's obligations and equity
instruments

1/3/3/3: Disclosure of fair value information
1/ 3/3/4: The advantages of moving towards fair value accounting

1/3/3/5: Problems and impediments to applying accounting measurement and
disclosure on the basis of fair value

1/3/3/6: The proposed mechanisms to reduce the problems and obstacles to
applying measurement and accounting disclosure on the basis of fair
value

‘Summary of the first chapter

Chapter second: The role of the external audltor towards
reviewing the fair value of financial investments

2/1 The concept of reviewing the fair value of financial investments
2/2 The importance of reviewing the fair value of financial investments

2/3 The effect of the fair value of financial investmenfs on audit evidence and
means of obtaining them

2/4 The effect of accounting measurement and disclosure according to the fair
value basis for financial investments on the assessment of the elements of
the audit risk :

2/5 The extent of the need to use expert work when reviewing the fair value of
financial investments

2/6 The role of the Audit Committee as one of the corporate govemance
mechanisms in reducing the expectations gap when rev1ewmg the falr value
of financial investments : :

7/2 Professional publications related to the American Institute of Certified: Public
Accountants (AICPA) related to the accounting measurement review and
disclosure of fair value of financial investments . :
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8/2 International professional publications related to the measurement review and
accounting disclosure of the fair value of financial investments and the
corresponding Egyptian standards

2/8/1 International Auditing Standard (ISA No.540)

2/8/2 International Auditing Standard (ISA No.545) issued in the yéar 2004 and
corresponding to the Egyptian Standard No. (545)

2/8/3 Amended International Auditing Standard 540 issued in 2009

2/9 The problems and challenges facing the external auditor when reviewing the
fair value of financial investments

2/10 The proposed mechanisms to reduce the problems and challenges facing the
external auditor when reviewing the fair value of financial investments

2/11 The concept of investments in securities

2/12 The concept of the quality of the professional performance of the external
auditor

2/13 The relationship between the professional doubt of the external auditor and
the professional wisdom

2/14 The importance of achieving the quality of the professional petformance of
the external auditor

2/15 The audit risks associated with accounting measurement and disclosure
based on the fair value of financial investments and their impact on
improving the quality of the audit process

2/16 The audit risks associated with measurement and accounting disclosure
based on fair value and their impact on improving the quality of the audit
process

Summary of Chapter Two

Chapter three: Expremental Study
Abestract

Results

Recommendation
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Reference

Chapter one
The general framework of the concept of fair value

Introduction

Historical cost has remained the concept adopted as a basis for
measurement and accounting evaluation, disclosure requirements, initial
recognition and subsequent measurement of all items of financial statements due
to the objectivity of measurement under this system and its use of neutrality to
show results in the financial statements and the inability to manipulate the values
that appear in the financial statements As a result of relying on events and facts
in support of the documents that cannot be disputed, however, the authors and
users of the financial statemenis were completely convinced that the historical
cost does not reflect the true value at the time of preparing the financial
staterments and that they may be far from current values.

Therefore, the accounting thought tended to use the fair value as a basis
for the measurement of the measurement and the accounting disclosure within
the financial reporting system, and therefore increased interest in using the fair
value in recognition, measurement, presentation and disclosure, and given that
the fair value encountered some objections, it was initially limited to financial
instruments that It can be traded in an active market or estimated in an objective
way in the absence of an active market, and then the concept of fair value spread
in most of the newly issued accounting standards and international financial
reporting standards (IFRS) such as IFRS13 "fair value measurements” issued in
May 2011,

And to achieve the goal of this chapter, it was divided as follows: -
» The concept of fair valye.
* Entries and levels of the fair value hierarchy.

o Fair value measurements.
* Advantages of moving towards fair value accounting,

* Problems and obstacles in applying the accredited accounting measurement and
disclosure based on fair value,
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* The proposed mechanisms to reduce the problems and constraints of
applying the approved accounting and disclosure based on fair value.

The concept of fair value:

1t was defined by (Muhammad Khalil 2007)" The fair value is ‘defined as "the
value by which the asset (or security) is exchanged or used in settlement of the
obligation in the presence of an active market and expresses the desire, freedom
and knowledge of the various parties involved in the exchange or the exchange
value of the similar asset or The value determined using objective scientific
methods in the event that the active market is not available, such as the present
value of future cash flows using an appropriate discount rate in contrast to future
risks, and is used as an accounting measurement tool and results in information
useful to decision makers.

(Danny Pannese, Alan Deifavero 2010)? defined it as Fair Value can be defined
as “the price that would be received for an asset, or paid to transfer a liability, in
a current transaction between marketplace participants in the reference market for
the asset or lability.”

And as defined by (Ali Khalil, Mona Maghrabi 2013)* as "the value on the basis
of which an asset or liability is exchanged through an organized process between
participants in the active market, provided that there is independence and
knowledge of the item subject to measurement, ability and desire to complete the
process, and In the absence of an active market, alternative assumptions ‘and
valuation methods are used for the market value, which are proportional to the
item being measured at the time of measurement,

@ﬁhﬁhba-h};ﬁlhﬂﬁl@ﬁb&]lhﬂ1aL.,lui.\,ﬁugiLm‘;icJﬁads..u"‘;],\B“,\Al_»jmi.\mla-‘
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2. Danny Pannese &Alan Delfavero,  Fair Value Accounting : Effect On the Auditing Profession “ , The
Journal of Applied Business Research, vol.26,No.3,May/lune,2010,P. 45.
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From the above, it is clear that the concept of fair value depends on a set of basic
principles that must be met in order to be able to measure the fair value of
financial investments, as follows:'

1. Having a topic for exchange.

2. The presence of the two parties to the exchange process (supply
and demand).

3. The two parties to the exchange process have the free will to
conduct the exchange.

4. The two parties to the exchange process know all the facts related
to this process.

5. The existence of an active market in which the free will of the two
parties to the exchange process converges.

6. The continuation of the two parties to the exchange process in the
exercise of its activity without any tendency to liquidate or
substantialty reduce the activity. '

7. The economic structure surrounding both ends of the exchange
process enjoys relative stability.

If a defect occurs in any of the foregoing components, this necessarily affects the
correct measurement of the fair value of the financial investments.

According to the accounting standards, the concept of fair value for financial
investments has evolved with the continuous developments and amendments of
these standards, including, for example, the definition contained in the Egyptian
Accounting Standard No. (45) entitled “Fair value measurement.”” , Which
defined fair value as "the price that would be obtained to sell an asset or that
would be paid to transfer a liability in an orderly transaction between market
participants at the measurement date."

Likewise, fair value has been defined in IFRS No. (13) titled “fair value
measurements” as “the price that is delivered to sell an asset or is paid to transfer

Al 33 Al 201 Apdnall el 1o gl prloadi¥l o &y Jatll ol gih 8 AN Aol G Fpandll ™ ¢ 205) pellacn g - |
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a liability in a transaction under regular conditions between market participants at

the measurement date.

sl

The following is clear from the definition of fair value in accordance with

IFRS 13%

1.

2.

- The fair value represents the current exit price and not the entry
price.

The exit price of the asset or liability differs from the entry price in
theory (conceptual), while the eatry and exit prices may be
identical in many cases.

Fair value is a market-based measurement, not an entity-specific
measurement.

The fair value measurement focuses on the process of selling the
asset or transferring (settling) the . liability, not the process of
delegating the risks associated with the asset or liability.

The process of selling the asset or transferring the obligation is a
hypothetical transaction at the date of measurement.

From the previous presentation of the various concepts of fair value of
financial investments, the researcher concludes the following:

1.

The market value differs from the fair value, as the market
value is the market value, whether this market is active or
inactive, and the fair value is the market value in the case of an
active market.

. Taking the fair value standard at exit prices (selling price) and

neglecting entry prices (current cost).

. The exchange process should take place in a stable economic

environment with a neutral active market,

The fair value criterion emphasized that the price used as a
basis for determining the fair value must take place in an
organized market between the dealers (seller and buyer), both

! International Accouhting Standards Board,International Finanial Reporting Standard, IFRS, No.13,”Fair

Value Measurement”, junuary,2013,p. 2.Available at: http/www.frascandada.ca.Retrieved at

25/4/2020.

2 Ernst& Young ,"IFRS 13,Faif Value Measurement, Important Facts about the new requirement” The
global Ernst & Young Organisation ,2012,P 15 .
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of whom practice the buying and selling process in normal
conditions without effect.

5. The selling prices used in determining the fair value must be
determined at the measurement date.

In light of the above, the fair value of financial investments
from the researcher's point of view is “the price that can be
received from the sale of an asset or payment for a commitment,
through an exchange process between active market participants,
provided that there is independence, and they have knowledge of
the item subject to measurement and ability and Desire to
complete the process, and in the absence of an active market,
alternative evaluation methods are used that are appropriate for
the item being measured at the time of measurement, and iliar is
under normal conditions without effect.

Fair Value Approaches And Hieralrchy

The reséarche; will study and analyze the entries and levels of the fair
value hierarchy in light of International Financial Reporting Standard No.
(13) IFRS 13 (corresponding to the Egyptlan Accountmg, Standard No. 45)
as follows’

Fair Value Approaches And Techniques
There are three methods of eva]uatihg (measuring) fair value, as follows:

First: Market Approach

ulluﬁé@e.sjd,ml.ulwu_;d-
~|ASB, International Accountlng Standards Board,IFRS,No 13 ,0p.Cit,Para,B5- B11,PP.18 19,
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This approach is based on determining the fair value of the asset based on
the prices declared in an active market and other appropriate information
generated by market transactions for identical assets or comparable or similar
assets, and the same is true for liabilities, or a group of assets and liabilities. This
entry also allows the possibility of using the Matrix Pricing to evaluate some
types of financial instruments such as debt securities or bonds, as their evaluation
is not only based on the use of the declared prices of these securities in the
market, but also the relationship of these securities to the prices of the securities.
Standard on the market in mind.

Secondly: Cost Approach

This input reflects the current replacement cost, which represents the
amount that is currently required to replace the service capacity or production
capacity of the asset, taking into account the previous benefits obtained from the
asset (aggregate depreciation). This input is preferred when measuring the fair
value of the tangible assets in use. Along with other assets or with other assets
“and liabilities. ' '

- Third: Income Approach =

According to this entry, the net future cash flows are converted into a
single present value, by discounting these flows according to a specific discount
factor based on the declared market prices of the discount rate. This entry
depends on management's expectations regarding the future cash flows that the
asset is- expected to generate, or That is expected to pay off the liability and
interest.

Summary of the first chapter

In this chapter, the researcher presented the general framework for fair
value. In this regard, the researcher addressed the following points
through the study and analysis: :

- an introduction
- Concept of fair value

- Entries and levels of the fair value hierarchy

- 1Y -



- Fair value measurements
- Disclosure of fair value information
- Advantages of moving towards fair value

- Problems and obstacles to applying accounting measurement and
disclosure on the basis of fair value

- The proposed mechanisms to reduce the problems and obstacles to
applying accounting measurement and disclosure on the basis of fair
value

In light of what was covered in the first chapter, the researcher concludes -
that the orientation of accounting standards towards fair value has become
unavoidable, as fair value will become the only accounting measurement model
for all financial investments provided that the requirements for obtaining a
reliable fair value are met, and despite the many advantages it achieves.
International and Egyptian accounting standards are directed towards fair value,
but it is accompanied by some problems, the most important of which are:
Difficulty reaching the fair value in the absence of observable market prices, and
if they are reached, their measurements will be less reliable and this will require a
high cost that the establishments bear. Professional organizations work to
develop mechanisms to reduce fair value problems, '

And in view of the reflection of the development in the foundations of
accounting measurement and disclosure on the audit process. The auditing
profession had to develop its audit procedures and methods to suit this
development, as the multiplicity of accounting measurement and disclosure
foundations for the fair value of financial investments placed additional burdens
on the auditing profession, and required an additional effort from the external
auditor.

Based on the foregoing, the researcher will address in the second chapter
the evaluation of the international and Egyptian professional publications related
to the fair value review and the impact of the trend towards fair value on the
stages and procedures of the review process and a model for the review of
accounting estimates at fair value based on professional practice, problems and
challenges that the external auditor faces when reviewing the fair value and the
proposed strategies to overcome On the problems and challenges that face the
external auditor when reviewing fair value,

Chapter two
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The role of the external auditor towards reviewing the fajr value
of financial investments

Introduction

The mutual influence between financial accounting and external auditing
is a given issue. Any development in the field of financial accounting uvsually
requires an improvement in the audit, whether this development comes within the
scope of the external auditor’s work and associated work steps and procedures or
within the limits of the responsibilities of the extemal auditor or in the
requirements of qualification and training The external auditor and assistant from
the audit team to meet the practical or technical skills and capabilities required by
the accounting development. He fulfilled the necessity of areas of cooperation
between the external anditor and specialized experts to meet the requirements of
this accounting development .

A set of problems and challenges that face the external auditor regarding
the review of measurement and disclosure on the basis of fair value have
emerged, and these challenges have arisen from multiple sources, including those
related to the complexity and multiple methods of evaluating (measuring) the fair
value of financial investments, including what is related to increasing the audit
risks associated with measurement and disclosure for this type of Financial
investments, including those related to the external auditor's need for procedures,
review methods and audit evidence commensurate with the nature of accounting
measurement on the basis of fair value, as the external auditor is required to
collect evidences of the reasonableness of important assumptions and the
appropriateness of the measurement model applied by the establishment, and
these challenges inevitably lead to It complicates the task of the external auditor
in certifying fair value estimates that have a high degree of uncertainty.

To achieve the goal of this chapter, the researcher addresses the following
points:

2/1 The concept of reviewing the fair value of financial investments

2/2 The importance of reviewing the fair value of financial investments
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2/3 The effect of the fair value of financial investments on audit evidence and
means of obtaining them

2/4 The effect of accounting measurement and disclosure according to the fair
value basis for financial investments on the assessment of the elements of
the audit risk

2/5 The extent of the need to use expert work when reviewing the fair value of
financial investments '

2/6 The role of the audit committee as one of the corporate governance
mechanisms in reducing the expectations gap when reviewing the fair value
of financial investments :

2/7 Professional publications related to the American Institute of Certified Public
Accountants (AICPA) related to auditing measurement review and
accounting disclosure of fair value of financial investments.

2/8 International professional publications related to the measurement review
and accounting disclosure of the fair value of financial investments and the
corresponding Egyptian standards.

2/8/1 International Auditing Standard (ISA No.540)

2/8/2 International Auditing Standard (ISA No.545) issued in the year
2004 and corresponding to the Egyptian Standard No. (545)

2/8/3 Amended International Auditing Standard 540 issued in 2009

2/9 The problems and challenges facing the external auditor when reviewing the
fair value of financial investments

2/10 The proposed mechanisms to reduce the problems and challenges facing the
external auditor when reviewing the fair value of financial investments

2/11 The concept of investments in securities

2/12 The concept of the quality of the professional performance of the external
auditor

2/13 The relationship between the professional doubt of the external auditor and
the professional wisdom

2/14 The importance of achieving the quality of the professional performance of
the external auditor
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2/15 The audit risks associated with accounting measurement and disclosure
based on the fair value of financial investments and their impact on
improving the quality of the audit process

2/16 Audit risks associated with measurement and accounting disclosure based
on fair value and their impact on improving the quality of the audit
process

Summary of Chapter Two

In this chapter, the researcher discussed the concept and importance of
reviewing the fair value of financial investments by identifying the concept and
importance of reviewing the fair value of financial investments, as well as
identifying the effect of fair value on audit evidence and means of obtaining it, in
addition to the effect of measurement and accounting disclosure according to the
basis of fair value of financial investments on the assessment The elements of the
audit risk, as was the need for using the expert’s work when reviewing the fair
value of financial investments, and the role of audit committees as one of the
corporate governance mechanisms in reducing the expectations gap when
reviewing the fair value of financial investments.

The researcher also dealt with the professional publications related to the
American Institute of Certified Public Accountants (AICPA) and the
corresponding Egyptian standards related to the measurement and accounting
disclosure of the fair value of financial investments.

The researcher also clarified the most important problems and challenges
facing the external auditor when reviewing the fair value of financial
investments. The researcher concluded that the auditing standards related to
reviewing accounting estimates, including fair valie estimates, provide general
guidance without detailed instructions for reviewing the items of the financial
statements that are measured and disclosing them at fair value. Deficiencies in
these standards and requires reformulating them.

The researcher concluded that the auditing standards related to the review
of accounting estimates, including the fair value estimates, provide general
guidance without detailed instructions for reviewing the items of the financial
statements that are measured and disclosed at fair value, which represents
deficiencies in these standards and requires re-formulation. '

The researcher came up with a set of proposed mechanisms to reduce the
problems and challenges facing the external auditor when reviewing the fair
value of financial investments, using the work of experts, activating the role of
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audit committees, and the need to develop the scientific and practical
interpretation of the external auditor,

The researcher also dealt with the concept of investments in securities and
the concept of the quality of the professional performance of the external auditor,
and the researcher clarified the relationship between the professional doubt of the
external auditor and the wisdom of the professional while clarifying the
mportance of achieving the quality of the professional performance of the
external auditor.

In light of the previous presentation, it becomes clear to the researcher that
as a result of the problems and challenges facing the external auditor when
reviewing the fair value measurements and disclosures of financial investments,
the risks of the overall review increase, which leads to a decrease in the quality of
the external auditor's professional performance. This framework works to
manage the risks associated with the process of reviewing the fair value
measurements and disclosures of financial investments to reduce the problems
- and challenges facing the external auditor with the aim of improving the quality
of the professional performance of the external auditor.

the third Chapter
Experimental study "the proposed framework"

Introduction

As a result of the many risk areas that the external auditor may be exposed
to when reviewing the items of the financial statements based on fair value (such
as financial investments). And in view of the impact of these risks on the audit
process, and in view of the importance of the role of the external auditor in
reducing the problems and challenges of reviewing the fair value of financial
investments.

This leads to a decrease in the quality of the professional performance of
the external auditor. Therefore, the researcher presents a proposed framework for
the role of the external auditor in improving the quality of the audit process in
light of the risks of measurement and disclosure on the basis of fair value,

The researcher presents this framework in the form of a set of stages, steps
and procedures that the external auditor must perform when reviewing the
accounting measurement and disclosure of the fair value of financial investments
and identifying areas that need additional audit procedures or an appropriate
response to the assessed risks through planning and implementing additional
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audit procedures to collect audit evidence. Which helps the external auditor in
bringing the overall risk level to the acceptable level in preparation for
expressing an opinion on the financial statements, which leads to reducing the
expectation gap in reviewing the fair value measurements and disclosures of
financial investments, which leads to improving the quality of the external
auditor's professional performance and then the quality of the audit process In
light of the risks of measurement and disclosure on the basis of fair value,
as follows:

To achieve the objective of this chapter, it was divided into the
following two topics:

section 1:
3/1 The objective of the proposed framework
3/2 The basic concepts for implementing the proposed framework
3/3 The assumptions upon which the proposed framework is based
3/4 External Auditing Standards
3/5 The basic requirements for implementing the proposed framework

3/6 The stages, procedures and steps that the external auditor performs when
reviewing the fair value of financial investments

section 2:

3/1 The objective of the test study

3/2 The study assignments

3/3 Study sample

3/4 study method

3/5 Statistical methods used

3/6 Description of the study sample

3/7 Descriptive analysis of the study sample
3/8 Honesty and Stability Transactions

3/9 normal distribution of data
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3/10 Examining the study hypotheses

The researcher can explain the dynamics of the proposed framework
through the following figure:

- Y. .
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Summary of Chapter Three

In this chapter, the researcher reviewed the test
study that she carried out, with the aim of determining the validity
of the study hypotheses, as well as the appropriateness and
validity of the proposed framework for the role of the external
auditor in irnproving the quality of the audit process in light of the
risks of measurement and disclosure on the basis of fair value.

The results of the study hypothesis tests were:

1-Acceptance of the first hypothesis that states “there is a
positive relationship between accounting problems for fair
value measurement and disclosure and the quality of the
external audit."

2-Acceptance of the second hypothesis, which states: "There is a
positive relationship between the problems of accounting for
fair value and the importance of fair value."

3-Acceptance of the third hypothesis, which states "the third", the
proposed framework contributes to the quality of the external
review process.

1- The researcher also concluded that there is a positive moral
correlation between the external auditor's commitment to the
steps and stages of the proposed framework for the fair value
review and the fair value accounting disclosure and the quality
of the external audit at a significant level of 1% with a
correlation coefficient of value (R = 0.761). The correlation
ratio between the two variables is 76.1. %.

Findings, recommendations, and suggested areas of
research

Findings, recommendations, and suggested areas of research

4/1 search results

1-  The effects of the fair value concept is a great controversy
among those interested in the academic and professional
side, as the researcher reached after presenting the concept of
fair value in the accounting efforts represented in the fair
value of financial investments from the researcher's point of
view is the “price that can be received from the sale of an
asset or payment for transfer Commitment, through a
reciprocal process between participants in the active market,
provided that there is independence, and they have
knowledge of the subject of measurement, the ability and

- VY.



willingness to complete the process, and in the absence of an
active market, alternative evaluation methods are used that
are commensurate with the item being measured. At the time
of measurement, that is under normal conditions without
effect.

The market value differs from the fair value, as the market
value is the market value, whether this market is active or
inactive, and the fair value is the market value in the case of
an active market only. .

Taking the fair value criterion (IFRS NO-13) with exit prices
(selling price) and neglecting entry prices (current cost).

The use of fair value accounting results in a set of problems,
the most important of which is that the fair value evaluation
depends in some cases on methods that depend in large part
on personal aspects of management, and thus the evaluation
becomes less reliable and reliable, and it can be a fertile field
for management bias, whether with intent or Unintentionaily
and what may result in unfair measurement and presentation
of the financial position and the results of the establishment's
business, and distortions in profits and property rights, in
addition to that the application of fair value accounting needs
some complex accounting treatments, whether in
measarement or disc¢losure in the financial statements, which
may cause fundamental distortions in the lists Financial,
which indicates the importance of reviewing the fair value of

- financial investments.

There is an inverse relationship between the required
disclosures and the levels of the fair value hierarchy, as IFRS
NO.13 requires expansion of disclosure with respect to the
lower levels (the third level) in order to reduce the
uncertainty and subjectivity problems associated with those
measurements due to reliance on personal judgment and
likelihood. The bias adopted by the management, as the
inputs used at this level are not visible and cannot be
verified.

The professional organizations in their publications of fair
value review standards did not address the problems and
challenges facing the external auditor when reviewing the
fair value of financial investments or providing any solutions
to them. Consequently, they do not help the external auditor
in reducing these problems and challenges, so the external
auditor needs an independent standard. It deals with the fair
value review, it contains some illustrative examples of the
audit problems and challenges facing the external auditor
while performing his work and trying to develop solutions to
them

- VY .



7- There are many mechanisms that help reduce the problems
and difficuities of measurement and accounting disclosure of
the fair value of financial investments, the most important of
which is the expansion of disclosure of fair value information
to include methods applied, assumptions and inputs used in
measuring the fair value of financial investments. This will
provide at least a partial solution to the problem of reliability.
Complete levels of hierarchy in times of financial crises, the
establishment of an internal committee called the fair value
committee consisting of several members who have
experience and scientific and practical skills.

8- The need to use the work of an expert is necessary when the
degree of uncertainty associated with the fair value
measurements is high, the invisible inputs used in the
valuation models are large, the wvaluation technique is
complex, the risks associated with the financial investments
subject to fair value assessment are high, the audit evidence
from various soutces is insufficient and the expected impact
on the auditor’s report The external is high, as well as when
the management relies on the work of an expert in preparing
financial statements. ' _ o

9- The need to use professional doubt when evaluating fair
value estimates for financial investments, given that these
estimates relate to unconfirmed information and relate to the
future, which requires the external auditor to deviate from
the traditional methods and for the seriousness of this stage,
the availability of the characteristics of professional doubt
with the external auditor will have a role in accepting or
Rejecting the estimates that have been approved by the
management of the audit client's facility by obtaining
evidence that may collectively or individually indicate the
validity of management's assumptions.

10- he most important problems facing the external auditor when
reviewing fair value are the lack of self-measuring audit
evidence, the lack and unfairness of disclosures about how to
prepare these estimates, challenges related to the work of
experts, the complexity and deficiency of standards
associated with reviewing fair value measurements,
challenges associated with the widening gap in expectations.
The Expectation Gap. :

4/2 Results of the test study

1- Acceptance of the first hypothesis, which states: "There is a
positive relationship between the problems of accounting for
fair value measurement and disclosure and the quality of the
internal audit.” '

-1ve -



process in light of the risks of measurement and
disclosure on the basis of fair value.

4/4 Proposed areas of research

1- The researcher recommends conducting more studies and
research on the tax aspects of the fair value of financial
investments

2- The effect of accounting standards orientation towards
fair value of financial investments on the fees of the audit
process.

3- The effect of accounting standards orientation towards
fair value of financial investments on the fees of the audit
process.
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3- Acceptance of the third hypothesis which states "the Proposed

process."

4- Study sample individuals agree that the availability of the
stages of the proposed framework within the study community
will contribute to developing the role of the external auditor in
improving the quality of the audit process in light of the risks
of measurement and disclosure on the basis of fair valye by
55% and that at a significant level of 1%, which indicates the
importance of applying Framework stages within the current
society and similar societies to study.

4/3 Research Recommendations

In light of the Tesearch’s purpose, its importance, and the
findings of the theoretical and €Xperimental study, the researcher
recommends the following:

of accounting estimates, including accounting
estimates for fajr value, through the merging between

Egyptian Auditing  Standard No. (545) Entitled
(Review of fair value measurement and disclosure) so
that  Egyptian standards  are consistent  with
International standards.

2- Paying attention to teaching fair value accounting in

Procedures,
3- Conducting continuous training  courses for the
external auditor to increase his skills and €xperience in
the field of reviewing the fair value of financial
investiments to improve the €Xternal audit process in
light of the risks of measurement and disclosure on the
basis of fair valye.
4- The researcher also recommends the external auditor
to use the proposed framework for the role of the
external auditor in Improving the quality of the audit
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