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best supported by the audit evidence was to increase
income, the auditor should reconsider the estimates

taken as a whole.

The responsibility for making accounting estimates
contained in the financial statements rests with
management; the auditor has the responsibility for
evaluating the reasonableness of the estimates made

by management.

Instances of material disagreement between
auditor and client over accounting estimates are not
infrequent. For example, Hylas and Ashton[1982]
found that approximately 15 % of the financial
statement adjustments related to accounting
estimates. Thus, when auditor considers individually,
the amount of the proposed adjustment compared
with net income might be considered relatively

immaterial.

In aggregate, however, the amount of the proposed

adjustments exceeds traditional standards of

materiality (e.g. over 15% of net income).

The proposed adjustments concerned changes
in the estimates of the allowance for uncollectible
accounts receivables , the useful lives of machine or
equipment , the amount of obsolete inventory, and
the percentage of completion on long-term contracts.

Each adjustment would decrease net income.

The amount of each adjustment, approximately
the same amount in each case, was under 5% of net
income. Thus, when considered individually, the
amount of the proposed adjustment compared with
net income might be considered relatively immaterial
because this decrease is < 15% (the proposed standard
by the auditor).

The auditor’s task was to make a decision regarding
whether the proposed adjustments would need to be
booked for the client to receive a clean audit opinion.

Again, all information regarding the proposed audit

adjustments was held constant.

Auditors of two different ranks, manager and senior,
were enlisted in anotherresearch paper to evaluate the
possible effects of audit experience. The two groups
were selected because their responsibilities related
to auditing accounting estimates differ [Kaplan and
Philip M.]. Reckers, 1995].

Some researchers argue that audit seniors may tend
to make more normative or conservative reporting
decisions because they typically serve an advisory
role as opposed to a decision role on this task. Schultz
and Reckers[1981] found that auditors serving as
advisers to an ambiguous reporting decision made

more conservative decisions.

The results may also relate to differences across
ranks with respect to perceptions of error base rates.
Blazek [1990], for example, reported mean errors of
5.8, 3.7, 2.5, and 2.0 per cent to be perceived by audit

juniors, seniors, managers, and partners respectively.

Still others might speculate that, in the context of
inherently soft numbers (estimates), the realities of
management pressure may temper the reactions of

members of higher rank.

The results related to audit experience reported
here extend the findings of Abdulmohammadi and
Wright[1987], who also found audit experience

affected auditor disclosure decisions.

We conclude that the auditor should make
a final assessment of the reasonableness of the
entity’s accounting estimates based on the auditor’s
understanding of the entity and its environment and
whether the estimates are consistent with other audit
evidence obtained during the audit and he has to

evaluate the accounting estimates taken as a whole.
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Audit of Accounting Estimates: ISA 540

Dr. Mohammad Nawaiseh / JCPA

The aim of this essay is to address professional services related to the

considerations to be made under ISA540 in determining how to deal with

a change in Accounting Estimate;how to make sure that accounting esti-

mate is reviewed by the auditor; what are the auditing proceduresto be

performed on significant accounting estimates.

The auditor should provide evidence on whether
managementdecisions wereassociated adequatelywith
should

sufficient appropriate audit evidence regarding

accounting estimate or not?He obtain
accounting estimates, for instance; Allowances to
reduce inventory and accounts receivable to their
estimated realizable value; Provisions to meet

warranty claims and deferred tax.

The auditor should Review and test the process
used by management to develop the estimate; use
an independent estimate for comparison with that
prepared by management or review of subsequent
events which provide audit evidence of the

reasonableness of the estimate made.

This revision is to indicate whether several proposed
audit adjustments were material and whether these
adjustments were necessary to preserve an unqualified
opinion .Moreover, the auditor is to make sure that
estimates are in compliance with the requirements of

IFRS 4 during the course of auditing period.

IAS No. (8) Defines such an estimate as “A change in

accounting estimate is an adjustment of the carrying

2018 laluis 117-118 sa=ll

amount of an asset or a liability, or the amount of the
periodic consumption of an asset, that results from
the assessment of the present status of, and expected
future benefits and obligations associated with, assets

and liabilities.

Changes in accounting estimates result from new
information or new developments and, accordingly,
are not corrections of errors. ...”. In performing an
audit in this area the auditing standards explicitly
direct the auditor to assess whether, individually
or in aggregate, accounting estimates suggest the
possibility of management bias. In this regard, SAS

No. 57 [3, para. 14] states:

The auditor should also consider whether the
difference between estimates best supported by
the audit evidence and the estimates included in
the financial statements, which are individually
reasonable, indicate a possible bias on the part of the
entity’s management. For example if each accounting
estimate included in the financial statements
was individually reasonable, but the effect of the

difference between each estimate and the estimate
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Evaluate compliance to regulations or other set criteria

Verification

= Carried out in a planned and methodical manner

\
* Conducted to an established schedule
Periodic
.
r '\
\\\/ « |[nformation gained from the audit is reported free of
Eﬁ;ﬂﬂi SpInians J
\v,/’/
= Motes are taken during the audit and the findings recorded
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