
 

  

 

 

 

 

 

 

 

 

  

ISSAI 1540 
The International Standards of Supreme Audit Institutions, ISSAIs, are issued by the 
International Organization of Supreme Audit Institutions, INTOSAI. For more information visit 
www.issai.org 

I N T O S A I  

Practice Note to ISA 540  
Auditing Accounting Estimates, 

Including Fair Value Accounting 

Estimates, and Related Disclosures 
 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

INTOSAI General Secretariat - RECHNUNGSHOF 

(Austrian Court of Audit) 

DAMPFSCHIFFSTRASSE 2 

A-1033 VIENNA 

AUSTRIA 

Tel.: ++43 (1) 711 71     •     Fax: ++43 (1) 718 09 69 

 

E-MAIL: intosai@rechnungshof.gv.at; 

WORLD WIDE WEB: http://www.intosai.org 

 

 

 

 

 

 

 

 

 
This Practice Note in combination with the International Standard on Auditing (ISA) 540 “Auditing Accounting Estimates, 

Including Fair Value Accounting Estimates, and Related Disclosures” issued by the International Federation of Accountants 

(IFAC) constitute ISSAI 1540. 

 

I N T O S A I

EX PERIEN TIA MUTU A

OMNIBUS      
PRODEST

EXP ERIENT IA  MUT UA

OMNIBU S P RO DEST

 

INTOSAI Professional Standards Committee  

PSC-Secretariat 

Rigsrevisionen • Store Kongensgade 45 • 1264 Copenhagen K • Denmark 

Tel.:+45 3392 8400 • Fax:+45 3311 0415 •E-mail: info@rigsrevisionen.dk 

http://www.intosai.org/


ISSAI 1540
PrAcTIcE NOTE 540

 AudITINg AccOuNTINg ESTImATES, INcludINg FAIr VAluE AccOuNTINg ESTImATES,
 ANd rElATEd dISclOSurES  

1 All Practice Notes are considered together with ISSAI 1000, “general Introduction to the INTOSAI Financial Audit guidelines.”
2 ISA 315, “Identifying and Assessing the risks of material misstatement through understanding the Entity and Its Environment.”
3 ISA 330, “The Auditor’s responses to Assessed risks.”

Practice Note1 to International Standard on Auditing (ISA) 540

Auditing Accounting Estimates,  
Including Fair Value Accounting  
Estimates, and related disclosures 

background

This Practice Note provides supplementary guidance on ISA 540 – Auditing Accounting Estimates, In-
cluding Fair Value Accounting Estimates, and related disclosures. It is read together with the ISA. ISA 
540 is effective for audits of financial statements for periods beginning on or after December 15, 2009. 
The Practice Note is effective the same date as the ISA.

Introduction to the ISA 
ISA 540 deals with the auditor’s responsibilities relating to accounting estimates, including fair value ac-
counting estimates, and related disclosures in an audit of financial statements. Specifically, it expands on 
how ISA 3152 and ISA 3303 and other relevant ISAs are to be applied in relation to accounting estimates. 
It also includes requirements and guidance on misstatements of individual accounting estimates, and 
indicators of possible management bias.

content of the Practice Note
P1. The Practice Note provides additional guidance for public sector auditors related to: 
 (a) Nature of Accounting Estimates.
 (b) Objective.
 (c) risk Assessment Procedures and related Activities.
 (d) Identifying and Assessing the risks of material misstatement. 
 (e) responses to the Assessed risks of material misstatement.
 (f) Further Substantive Procedures to Respond to Significant Risks.
 (g)  Evaluating the reasonableness of the Accounting Estimates, and determining misstatements.
 (h) Indicators of Possible management Bias.
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Applicability of the ISA in Public Sector Auditing

P2.  ISA 540 is applicable to auditors of public sector entities in their role as auditors of financial 
statements.

Additional Guidance on Public Sector Issues 

P3.  ISA 540 contains application and other explanatory material with considerations specific to pub-
lic sector entities in paragraph A11 of the ISA.

Nature of Accounting Estimates 
P4.  When and how public sector entities’ use accounting estimates depends on the types of financial 

items reported and the applicable financial reporting framework. Some important estimates in the 
public sector may relate to assets, liabilities and disclosure items, such as: 

 • Social insurance programs; 
 • Government employee pension programs;
 • Health care programs;
 • Veterans’ benefits programs;
 • Government guarantee programs;
 • Environmental liabilities;
 • Tax revenue and receivables; and 
 • Certain property and equipment such as specialized military equipment and heritage assets.

P5.  due to the nature of government operations, some accounting estimates of public sector entities 
will have a high level of estimation uncertainty, such as guarantees related to loans or distressed 
entities. 

P6.  In addition to the guidance provided in paragraph A11 of the ISA, in the public sector fair value 
measurement is not always required by the applicable financial reporting framework. In those 
cases, public sector auditors assess the alternative valuation method used and determine whether 
it is in accordance with the applicable financial reporting framework and is not misleading. 

Objective
P7.  When considering the objective of the ISA to obtain sufficient appropriate audit evidence about 

whether accounting estimates are reasonable and related disclosures are adequate in the context 
of the financial reporting framework, public sector auditors need to consider the following: 

 •  Financial reporting frameworks may require inclusion of non-financial information such as 
program results and other operational information. This information may be based on estimates; 
or 

 •  In public sector entities, some liabilities have such a high level of estimation uncertainty that 
the applicable financial reporting framework may not allow their recognition, but may still 
require disclosure of the estimation uncertainty. Where these potential liabilities threaten the 
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4  ISSAI 1620, ”using the Work of an Auditor’s Expert.”
5 ISSAI 1315, “Identifying and Assessing the risks of material misstatements through understanding the Entity and Its Environment.”

sustainability of government programs, public sector auditors may use Emphasis of matters or 
Other matters paragraphs to highlight the issues.

risk Assessment Procedures and related Activities 
P8.  In the public sector, the actual amounts of certain long-term estimated liabilities may not be 

known for an extended period of time. Therefore, paragraph 9 of the ISA and the application 
material included in paragraphs A39-A42 may not be relevant for certain estimates. For example, 
social insurance liabilities extend for many years into the future and, therefore, public sector 
auditors will not be able to use subsequent events to evaluate them.

Identifying and Assessing the risks of material misstatement 
P9.  Many financial reporting frameworks in the public sector do not contain guidance on distinguish-

ing between changes in accounting estimates that constitute misstatements of the prior period’s 
financial statements and changes that do not, as explained in paragraph A44 of the ISA. In the 
absence of guidance in the applicable financial reporting framework, public sector auditors may 
consider relevant guidance in other frameworks.

responses to the Assessed risks of material misstatement
P10.  When considering whether specialized skills or knowledge in relation to one or more aspects of 

the accounting estimates are required in order to obtain sufficient appropriate audit evidence as 
required in paragraph 14 of the ISA, public sector auditors consideration of the need for special-
ized skills may be particularly relevant in relation to estimates such as those for:

 •  Social insurance programs; 
 • Government employee pension plans; and
 • Veterans’ compensation programs.
 Further guidance in using experts is included in ISSAI 16204.

Further Substantive Procedures to Respond to Significant Risks
P11.  When evaluating accounting estimates in accordance with the requirements in paragraph 15c of 

the ISA, public sector auditors consider that management may not be in a position to carry out the 
specific course of action on which the estimate is based. As discussed in ISSAI 13155, paragraph 
P12, such decisions related to carrying out the specific course of action on which the estimate is 
based may be made outside the audited entity’s control as a result of political processes. 
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Evaluating the reasonableness of the Accounting Estimates,  
and determining misstatements

P12.  When public sector financial statements include a number of very large estimates, which may 
have a large estimation uncertainty, public sector auditors need to evaluate the adequacy of dis-
closure of the estimation uncertainty and its effect on the auditor’s report.

Indicators of Possible management Bias
P13.  Public sector auditors review the judgments and decisions made by management in making 

accounting estimates to identify whether there are indicators of possible management bias in ac-
cordance with paragraph 21 of the ISA. In doing this, they may consider reasons for possible bias 
that may be specific to the public sector such as:

 • Strong political motives; 
 • Changing or unstable political environment; 
 • Increased public expectations; 
 • Higher than normal expectations to meet budget; 
 • Reduction in budgets without corresponding reduction in service delivery expectations; 
 • Public and private partnerships; and
 • Tolerance of errors in financial information.

P14.  Public sector auditors operating in some environments, such as a court of Accounts environment, 
may have additional responsibilities related to when they determine an intention by management 
to mislead. Such responsibilities often include identifying the individual(s) responsible for such 
actions and to recommend the filing of the appropriate civil and criminal charges against them.


