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ACCOUNTING ESTIMATES

Objective: This form is to be used to enable:

· Documentation of accounting estimates used by the client;

· Assumptions used in arriving at the estimate; and 

· The ability for the auditor to document their consideration of the reasonableness of the assumptions used in arriving at the final figure.  

This document may be retained on the permanent file if the basis for arriving at estimates is consistent each year.  It should also be included on the planning section of the current working papers file.  It is a mandatory form.

Information should be obtained from the client not later than the client’s involvement in the planning process (Appendix 1.9 / Ac8/1), unless an expert is involved, in which case this document should be revisited once relevant information has been obtained from the expert.

Summary of accounting estimates used by the client in excess of performance materiality (Insert additional rows as required):

	Area
	Basis of calculation 
(including methods of estimation and indication of whether estimated by client or expert)
	Auditor commentary on estimation technique
(including whether the auditor concludes whether this creates a significant risk)
	Audit test reference

	


	
	
	

	


	
	
	

	


	
	
	

	


	
	
	

	


	
	
	



I consider that the bases on which the client determines accounting estimates greater than performance materiality have been identified, and *are / are not reasonable and audit work will be performed to ensure that material accounting estimates have been arrived at using these bases.  Where it is concluded that the bases for determining accounting estimates are not reasonable, the following action is required ………………………………
 

	Signature:
	
	(Reviewed by) on:
	


 
* Delete as applicable

Where it is concluded above that a significant risk arises, additional documentation of the audit work performed, and conclusions drawn from that work needs to be documented on the NSA Compliance Critical Issues Memorandum (Appendix 3.7 / Aa7).

Definition of an accounting estimate:

An accounting estimate is defined in NSA 540 as an approximation of a monetary amount in the absence of a precise means of measurement (such as by an invoice or receipt / payment).  Additionally, this term is used for an amount measured at fair value where there is estimation uncertainty, as well as for other amounts that require estimation.

Examples of accounting estimates:

NSA 540 provides the following examples of how an entity may use accounting estimates:
· Fair value accounting estimates (including financial instruments, share-based payments, assets held for disposal and assets / liabilities acquired in a business combination, including goodwill and intangible fixed assets);
· Asset provisions (including inventory / irrecoverable receivables / investment provisions and method of depreciation / useful life of assets);
· Provisions for liabilities (including warranty obligations, and costs arising from litigation settlements and judgments); and
· Outcome of construction contracts.

In addition to the estimates noted above, other common accounting estimates include taxation and deferred taxation provisions.  Note that the list of accounting estimates above is not exhaustive, and may not cover every estimate.

How the this Audit Manual addresses the requirements of NSA 540:

Once this information has been collated, in addition to being specifically considered in each individual audit area (audit test references are set out on the next page), accounting estimates are covered on the audit working papers as follows:

· By being considered on the inherent risk assessment of the entity as a whole (Appendices 1.11.1 / 1.11.2 / Ac10);
· By being considered on the inherent risk of each individual audit area (Appendix 1.12 / Ac11/1);
· By treating any estimate which requires a high degree of subjectivity, derives from a complex transaction, or results from a significant related party transaction as a significant risk, with the this system treating any judgmental accounting estimate greater than fifteen times materiality as a significant risk (Appendix 1.12 / Ac11/2);
· By being a point to be included within the team discussion on fraud, risk and related party matters (Appendix 1.19 / Ac18);
· By retrospectively reviewing material judgmental accounting estimates brought forward for potential evidence of bias, this is addressed on numerous audit programmes and an overall conclusion is drawn in the N section (Appendices 2.12.1 / 2.12.2 / 2.12.3 / N2/1);
· [bookmark: _GoBack]For accounting estimates regarded as a significant risk being commented on in the NSA Compliance Critical Issues Memorandum (Appendix 3.7 / Aa7); and
· Obtaining representations from the client relating to their estimation techniques (Appendix 3.5 / Aa4).
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