SEEN

ISA Lt BB HEEZTERMEE 540 DWED LK

W1 ARIT, BARER S WS ES 540 OUEE ZTHRTAL BHIBEBIZE T 572012, EEMIER LIZSEBER TH - T,
WMEZO—HEHERT 2O TIE L, o, FERARFHREB TRV LD LOTHLRVWEZHEL IV,

W2 WEOMG Lo - ELEREWMETE 540 OTRFHE O AEH (FREEIES bOEZRLS, ) IZxIET 5
[ International Standard on Auditing 540 (Revised) - Auditing Accounting Estimates and Related Disclosures ]

(2018 4F 10 AIZ IAASB X W /AFR) ZFC#H L CTWE T,
ISA540 (Revised) LEBEREFTERWEE 540 DLLER

ISA540 (Revised) B & & 540
International Standard on Auditing 540 | EAREELR B ®mAE 540
(Revised), RETLDRBRYDERE

AUDITING ACCOUNTING ESTIMATES AND
RELATED DISCLOSURES

Introduction (XL &HIZ)

Scope of this ISA (1. XBMEFOEHEEA)

1. This International Standard on Auditing (ISA) deals | 1. AWEEIT, MEHEEER BT ALEH Lo
with the auditor’s responsibilities relating to HEE Y R OB ET A HEICE T A2 EE Lo
accounting estimates and related disclosures in an| egirpa2 8 Och B, o, KHEE

Tl s Sy |13 £ e
how ISA 315 (Revised)," ISA 3302 ISA 4503 ISA |  DRBEOEMRA I L D BERIEGRS IR ) A 7 OF

500* and other relevant ISAs are to be applied in| 2 &#Filil E 330 Tkl L7= Y X?K%LE"L
relation to accounting estimates and related [ DEAEADO T | [F 450 TEIE OB TR
disclosures. It also includes requirements and guidance | L 7= R OFME ) . A 500 MEEAGEML) %5

on the evaluation of misstatements of accounting 22 PO R N ORLET A EREEICE L
estimates and related disclosures, and indicators of | — v 1 5 |cHT X IcHONWT OIS A
possible management bias. HLTWD. £, AWEIT A3} Lo R

- e s e —

1 ISA 315 (Revised), ldentifying and Assessing the ?))—%q\%%#é/i{”a%lﬁﬁ‘%éi%?’?T@“?@
Risks of  Material  Misstatement  through IEKM‘ME'%Z){E‘mz’)ﬁ&ﬁé%@a‘gg?é%
Understanding the Entity and Its Environment FHZ DWW T HEHE L TV 5,

2ISA 330, The Auditor’s Responses to Assessed Risks

3 ISA 450, Evaluation of Misstatements Identified
during the Audit

*1SA 500, Audit Evidence

Nature of Accounting Estimates (2. SFtEDORFBEYDEH)

2. Accounting estimates vary widely in nature and are | 2. £ LORBE Y ICIIEA 2L ORH Y | &%
required to be made by management when the | 2 E#:EZCERVEAICREZICLVITDR
monetary amounts cannot be directly observed. The [~ ¢ i ca 2. REESZEOMEIL. B E O
measurement of these monetary amounts is subject to VT T — 2 AR B A OIRR O 5 )

estimation uncertainty, which reflects inherent e, s - N

limitations in knowledge or data. These limitations ﬁfﬁ@ \@f?ﬁ%%?ﬁ:% j@"]': ?fgﬁﬁﬁli\/\
give rise to inherent subjectivity and variation in the | SEAADHERTRICEBE L HEETL SHD, =
measurement outcomes. The process of making| #FEDRMY DT rERIENT, RELKDT
accounting estimates involves selecting and applyinga | — % & M7z RS FIE R ONEH S, £
method using assumptions and data, which requires WL A AMLEEL 72 ENEMEC 7
judgment by management and can give rise to HBEAND D, SEOREIARDEHENE. L8
complexity in measurement. The effects of P TZOMOEA Y 22 BRORET. ik

complexity, subjectivity or other inherent risk factors BT L B RIS 5.2 4. (AL TH>
on the measurement of these monetary amounts affects - NG ° a
y 5 AGTH, fHk15H)

their susceptibility to misstatement. (Ref: Para. Al-
A6, Appendix 1)

3. Although this ISA applies to all accounting estimates, | 3. A EEITLETCOEFH FOREY ICEH I
the degree to which an accounting estimate is subject | 7 23 HEE Y O KRRk EM O BB L T 2 FLEE
to estimation uncertainty will vary substantially. The . A OLEH EORBYIC L ThE< B
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nature, timing and extent of the risk assessment and
further audit procedures required by this ISA will vary
in relation to the estimation uncertainty and the
assessment of the related risks of material
misstatement. For certain accounting estimates,
estimation uncertainty may be very low, based on their
nature, and the complexity and subjectivity involved
in making them may also be very low. For such
accounting estimates, the risk assessment procedures
and further audit procedures required by this ISA
would not be expected to be extensive. When
estimation uncertainty, complexity or subjectivity are
very high, such procedures would be expected to be
much more extensive. This ISA contains guidance on
how the requirements of this ISA can be scaled. (Ref:
Para. A7)

Do KEEIZIVROOND Y AT E Y
A7 X FReOFEFE, REH L O IE. A Y
D ARMeFRNE R OB 2 BHEREHBIRRY A7
DIz Y B7e s, RF LOREY OHFIZ
X, ZOME L, RV OFRHESEEDIER I
<. RV #1714 72 > COBEHEME K O8]
PEHLIEFITIEN OB H D, 0 X HRaE 1k
DRIBVIZHONTIE, AHEENRDDH Y A
GRS T QOIS SN TN A R
X720, AR ORRESEME, B U8
MDIEFIZEWEAITIE, TS0 PRt bR T
JREIR b D LD, REEICIT, AFEY OF
feSEME, EHEM ST B ORI TIG UTER
FENEO LD ICHEA SN T 282
SEND, ATHZBH)

Key Concepts of This ISA

(3. ABEEICEET SEFHNLHE)

. This ISA requires a separate assessment of inherent
risk for purposes of assessing the risks of material
misstatement at the assertion level for accounting
estimates. Depending on the nature of a particular
accounting estimate, the susceptibility of an assertion
to a misstatement that could be material may be
subject to or affected by estimation uncertainty,
complexity, subjectivity or other inherent risk factors,
and the interrelationship among them. As explained in
ISA 200, 5 inherent risk is higher for some assertions
and related classes of transactions, account balances
and disclosures than for others. Accordingly, the
assessment of inherent risk depends on the degree to
which the inherent risk factors affect the likelihood or
magnitude of misstatement, and varies on a scale that
is referred to in this ISA as the spectrum of inherent
risk. (Ref: Para. A8-A9, A65-A66, Appendix 1)

5 ISA 200, Overall Objectives of the Independent
Auditor and the Conduct of an Audit in Accordance
with International Standards on Auditing, paragraph
A40

4. BEENI, S EORBEVIZBT LT —v
3y LULOBEEREHBERRY A7 OFHN %
HE)E LT, AV A7 Z8H Y 27 Lixplic
FEAM L 2R TR S, BrE DS EH Lo Bk
DOMEIZL->TiX, 7V —va UAREERE
ARRE IR D ATREMEIT, R ORFEEME, &
MEME, FEIMETZEOMOBER Y A7 BER KL
INOLOMAEBRREOREEZZ T LR
5, Flz, BEAELEZESWREE 200 TME#H
FERICBT 2EN2 B A37T HTHHA X
NTWnWs By, —HOTV— a0 kOREE
THEGIHERE, BEEmS K OERRFEOEA Y
A 71X, IS THMICE W Z E03dH 5,
BA U RA71X, BAY A7 BRDPEBRROHRS
ARTREME T B DO ESWICx L ThH X DR
WZHEDSEFMicNn b, FMiLZFEAY X7 Ok
EXEnbonbENLOETHRATHY, K
WMEETIHINEZBEAY X7 004 BEHRHEN
72 < BRI E#HB I EAL T DA Y A7 D5y
i) LPEATWS, (A8 TEJ TN A9 TEH, A65 IH K
VA66 TH, 18k 1 )

. This ISA refers to relevant requirements in ISA 315
(Revised) and ISA 330, and provides related guidance,
to emphasize the importance of the auditor’s decisions
about controls relating to accounting estimates,
including decisions about whether:

There are controls relevant to the audit, for which
the auditor is required to evaluate their design and
determine whether they have been implemented.
To test the operating effectiveness of relevant
controls.

5. AEET, BEENCLIELH ORI
Bl 2 NE#Hl O A EE CTH L7020, B
BEREEFZESWEE 315 [HEROEERED
PR 28 U7 B R EHBR R Y A7 ORI & FE
il K& ONAE 330 TEE L7V A 7 (Zxtiind D
BTANDOFRE) ORET LERFHEZSZRBL TV
L, ARWEEIL, LTFE2ED, NEHHIICEET
LI ERIEL TV D,

B A |2 BB 9 2 NS OB . £ DT

A R O~ F O FEAM

BEHL9~ 2 PN ) oo e A Al T e oD SE i

. This ISA also requires a separate assessment of
control risk when assessing the risks of material
misstatement at the assertion level for accounting

6. BEAENL ZFFEORMBICB T LT —
3 LULOBEBRIEBRSRY AT T
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estimates. In assessing control risk, the auditor takes
into account whether the auditor’s further audit
procedures contemplate planned reliance on the
operating effectiveness of controls. If the auditor does
not perform tests of controls, the auditor’s assessment
of the risk of material misstatement at the assertion
level cannot be reduced for the effective operation of
controls with respect to the particular assertion.® (Ref:
Para. A10)

6 ISA 530, Audit Sampling, Appendix 3

LR, BH U A7 ZEA Y AT LRI EEm
TAHZEMRDODLNT WS, #ElY 27 %3
TH5A. BEENIANTEH ST D
FHI ORI A R & LT U R 7 5T & &
BT HMEIMNICONTEEBT L LITh D,
R NN IE R o 2 06 L 72 WA, RiE
DT Y—1 3 ZBEET B NERKLH O A 2h 7R E
FRBIC L > TEBEAD Y 27 32K T 5
ZlixTERy, (A0 IHBW)  (BEEHR 530
f14% 3 2 R)

7. This ISA emphasizes that the auditor’s further audit
procedures (including, where appropriate, tests of
controls) need to be responsive to the reasons for the
assessed risks of material misstatement at the assertion
level, taking into account the effect of one or more
inherent risk factors and the auditor’s assessment of
control risk.

7. ARWMEET, BEAEY A7 EROEEK VA
NICEDHEH U A7 OFiZ=5[E L T, BEAA
DY A7 % FRe GEM T 56, WEHH O
EARHN R S, ) BN, TH—Tar - b
NV OEEREBFRT Y A7 OFHN ORI 5
JGLTCWAMENH L Z EAEMFLTND,

8. The exercise of professional skepticism in relation to
accounting estimates is affected by the auditor’s
consideration of inherent risk factors, and its
importance increases when accounting estimates are
subject to a greater degree of estimation uncertainty or
are affected to a greater degree by complexity,
subjectivity or other inherent risk factors. Similarly,
the exercise of professional skepticism is important
when there is greater susceptibility to misstatement
due to management bias or fraud. (Ref: Para. Al1l)

8. BB ANDEA Y A7 EROMHERN, 2
LR BT D REEEA L ORI A
T5, Dt LORMEY ORMERMEOREN LY
BWGA, HDHWIEEFH Lo R BSEMEME.
TSI EDOMOBEAR Y A7 BRIZXL > TK
TR E I DA IR, BEENERE L OE
BN E D, RIS, B ORI AR IE
WC X DIBBFRRNAEL D AREEREVEAICE
WTh, BREAMESEL A2 RIS D Z LITEET
H5, (ALl EBR)

9. This ISA requires the auditor to evaluate, based on the
audit procedures performed and the audit evidence
obtained, whether the accounting estimates and related
disclosures are reasonable’ in the context of the
applicable financial reporting framework, or are
misstated. For purposes of this ISA, reasonable in the
context of the applicable financial reporting
framework means that the relevant requirements of the
applicable financial reporting framework have been
applied appropriately, including those that address:
(Ref: Para. A12-A13, A139-A144)

+  The making of the accounting estimate, including
the selection of the method, assumptions and data
in view of the nature of the accounting estimate
and the facts and circumstances of the entity;

The selection of management’s point estimate;
and

The disclosures about the accounting estimate,
including disclosures about how the accounting
estimate was developed and that explain the
nature, extent, and sources of estimation
uncertainty.

" See also ISA 700 (Revised), Forming an Opinion and
Reporting on Financial Statements, paragraph 13(c).

9. EEHENIT., FhL-EETREATLEE
AEHLZ D & | G S D PSS DL AT
O LT EORMEY R OBET % EfLHE
NEHTH L DNEBR R TH L0 LT 5
ZEMRDLNTWD (BEEEER B SWMEE
700 THAERERICH T2 E RO & A H
HOFE1LEQ)BR) , AREEICBNT, #
HEN2MBHEOMFAIZ S L CHBNT
bHHET, LTOFEEZED, @I U5
WA OB W TER SN D FHE @I
WHENTWDHZ EEZENKT S (A2 HEW
AI3IH, AI139 HKL N AL44 HESH) |
- 2EFEORMEY 0% (SF EOREY ©
P K OMEZEICBhE 3 5 F5E L RPLICHR
LT, ARFETE, (REKOT —% O%ER %
aite, )
TR O FLFERA DOEIN
Dt EO RV ICET HEREEE (Fo X
INCEFH LD R M0+
HIEFLEEN N RFE Y ORI M
B, REROEKOBBICET 5 ELEE
Ete, )

Objective

(4. ABEZFEDHR)
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11. The objective of the auditor is to obtain sufficient
appropriate audit evidence about whether accounting
estimates and related disclosures in the financial
statements are reasonable in the context of the
applicable financial reporting framework.

10. AHEZIZBT2EEANO BT, MiEiEE
WZBITHRF EORIEY K OBIHE T % L FHE
233 S D MBS O IR S L CAH
I THDIMNE I MIZHONTHoh ot 7 s
FELAE ATFT 52 L Th D,

Definitions

(5. EE)

12. For purposes of the ISAs, the following terms have
the meanings attributed below:

(&) Accounting estimate — A monetary amount for
which the measurement, in accordance with the
requirements of the applicable financial reporting
framework, is subject to estimation uncertainty.
(Ref: Para. Al4)

(b) Auditor’s point estimate or auditor’s range — An
amount, or range of amounts, respectively,
developed by the auditor in evaluating
management’s point estimate. (Ref: Para. A15)

(c) Estimation uncertainty — Susceptibility to an
inherent lack of precision in measurement. (Ref:
Para. A16, Appendix 1)

(d) Management bias — A lack of neutrality by
management in the preparation of information. (Ref:
Para. A17)

(e) Management’s point estimate — The amount
selected by management for recognition or
disclosure in the financial statements as an
accounting estimate.

(f) Outcome of an accounting estimate — The actual
monetary amount that results from the resolution of
the transaction(s), event(s) or condition(s) addressed
by an accounting estimate. (Ref: Para. A18)

11. KfEEIIBTOHBEOERIL. LToLE

D425,

(1) T&FEORBEY ) —@EH S5 MEHRE
DFFAINZHE - T, SFAOREIZHIED OAX
MeEMEZEO DAV, (A4 EBR)

(2) TEEE N RBEFE LA N O |
—REH ORI T 572012, BEAA

NRE LIS IIEEOEZ VNS, (AlS
THZR)
(3) THIEY ORMEFENE] —EMICHIET S Z

ENTERNVEWVWSHEICEEINIBREL

W9, (A6 A, ffdk 1 &)
(4) TREZ O] —FHROERICEB T D%

HHDOPSIMED R IMEZ VD, (ALT TABR)

(5) T#REHORMEHE —WE#E TREED
HFEY & U Cl U ERE T 2720
DR L= %20 D,

6) 25 EORMEY OMERHE —25t EOR
B IMRDES] . B UTRID BB He
ETDHZ LWL TETLIERBLEE LV,
(A18 THEMR)

Requirements

(I EREIR)

Risk Assessment Procedures and Related

Activities

(1. VRYVFMFHEE CNICEET ZFE
)

13. When obtaining an understanding of the entity and its
environment, including the entity’s internal control, as
required by ISA 315 (Revised), & the auditor shall
obtain an understanding of the following matters
related to the entity’s accounting estimates. The
auditor’s procedures to obtain the understanding shall
be performed to the extent necessary to provide an
appropriate basis for the identification and assessment
of risks of material misstatement at the financial
statement and assertion levels. (Ref: Para. A19-A22)

12. BEAELEZESWEE3LIZLVROLNT
Wb EBD, BEONERHZEZ D, BELW
R A PR D0, BEENX, B¥EoRE
FORFEY ICEET HLL FOFIHZ R L 720
N7y, ZOBEICY T, BEEA
X, MBHEELE L~V OBEEREBERY X
TRONT Y — g« LYLOEBEREGTR T
U R %k Bl LRl 2 7= b O Ul 72 Fa b 345
bILD &Iz, REREHICIHV TR FEit
LT udze H7evy,  (A19XED HA22THZ )

The Entity and Its Environment

AR5 M O SEBRIT

(a) The entity’s transactions and other events and
conditions that may give rise to the need for, or
changes in, accounting estimates to be recognized or
disclosed in the financial statements. (Ref: Para.
A23)

(b) The requirements of the applicable financial
reporting framework related to accounting estimates
(including the recognition criteria, measurement
bases, and the related presentation and disclosure

(1) MBERICBIT D55 Lo REY OF8FA
LIFERDIME LD, NTINHITHRD
EENECDAREMEOSH D, BEOERGIIW O
IZZ DM OFEG R ORI (A23THSHR)

(2) WHINDIMBHREOHMAICEB TS, &
FHEORMBICEE L TEREINDFHE R
FREELE . E B QNS E R M ONERT I
Bl L CESR SN FHEA &L, ) . £72.
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requirements); and how they apply in the context of
the nature and circumstances of the entity and its
environment, including how transactions and other
events or conditions are subject to, or affected by,
inherent risk factors. (Ref: Para. A24-A25)

(c) Regulatory factors relevant to the entity’s
accounting estimates, including, when applicable,
regulatory frameworks related to prudential
supervision. (Ref: Para. A26)

(d) The nature of the accounting estimates and related
disclosures that the auditor expects to be included in
the entity’s financial statements, based on the
auditor’s understanding of the matters in 13(a)—(c)
above. (Ref: Para. A27)

BEAY A 7BERMN, TH—a B2k
BEFOELRLTIICED L ICHELE KT
ThEED, RELOEERBEORICED
LTCINLDOERINDEFHNED L 9 IZiH
AINTWD0,  (A24TH K TNM25TA S HR)

(3) EEDOEFF Eo RSV (B3 2 B Z[H
(BRI E DA, BeEMIcBET 5
BB DS 8 8 T Bl DM & F e, (A261H
ZH) )

(4) FFE ()25 Q) OFHIZET HEANDBE
fRIC S X BEREADNCEOMBHERICE X
N5 L¥HETLEHEOREY OME RO
Y D EFEEHONE (A2THS M)

The Entity ’s Internal Control

AR5 D N EB A

(e) The nature and extent of oversight and governance
that the entity has in place over management’s
financial reporting process relevant to accounting
estimates. (Ref: Para. A28-A30).

(f) How management identifies the need for, and
applies, specialized skills or knowledge related to
accounting estimates, including with respect to the
use of a management’s expert. (Ref: Para. A31)

(g) How the entity’s risk assessment process identifies
and addresses risks relating to accounting estimates.
(Ref: Para. A32—-A33)

(h) The entity’s information system as it relates to
accounting estimates, including:

(i) The classes of transactions, events and conditions
that are significant to the financial statements and
that give rise to the need for, or changes in,
accounting estimates and related disclosures; and
(Ref: Para. A34-A35)

(i) For such accounting estimates and related
disclosures, how management:

a. ldentifies the relevant methods, assumptions or
sources of data, and the need for changes in
them, that are appropriate in the context of the

applicable financial reporting framework,
including how management: (Ref: Para. A36-
A37)

i. Selects or designs, and applies, the methods
used, including the use of models; (Ref: Para.
A38-A39)

ii. Selects the assumptions to be used, including
consideration of alternatives, and identifies
significant assumptions; and (Ref: Para. A40—
A43)

iii. Selects the data to be used; (Ref: Para. A44)

b. Understands the degree of estimation
uncertainty, including through considering the
range of possible measurement outcomes; and

(Ref: Para. A45)

c. Addresses the estimation uncertainty, including
selecting a point estimate and related disclosures
for inclusion in the financial statements. (Ref:

(5) SFF EOREY ICBEET 2R EH OMEH
7R T D, REOBEE RO T
> ADOME K O (A28TH D HA30TA S FR)

(6) HEEN, EMFOFHAEED, 25 LD
FAE D (BT 2 B RE T AR O B
MAEEDOI M LEH L TWDh, (A3
HZ M)

() DV R7FMM 7 v 2BNT, &8
FORMBOICEEET LI A7 BN ED X HITHK
Bl SR INTWD Dy, (A32IE L (PA33IH
Z: )

(8) UToXxFHEEZET, 2t EORMEY 2B
WA EEOFBRS 2T A
O ME#HEEICBWTEETHY, 2 Lo

RV ROBEES A EENLE L 2
L, XX INHIBRIELEE L2679, W
SIFEFE, TR M ORI (A34IH J TRA35IH S
)

@ FolkHrneH EoRMEY KOEET S

HERRHIHICET D LA T o5

T REFE D S D MBS O ML A
WZHR S LT, @l R T, IRE XX
F— A NN SICET B2 o
ZEDOX I Lz ZHICIEUT
Zate, (A3SGTEN OASTIHSR)

(7)) ETLVOEMREED, FHT L AET
a8 R UIT A LT
N, ROENLEZEOLHICEM L
7, (A3BTH J PA39IA S FR)

) RBRAIGEDRF 2 &0, fEHT 2
WEZEDI HITEIRL7=0, K OEE

WIREZ E DX HIZF#BI L=, (A40
IH7N 5 A43THSR)

) FEHTEZT =22 DX HITEIRLT
WAHD  (AMATESRR)

A . REENRBEY OFRHEEEOREZ £
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Para. A46-A49) DEHIZEME LT, ZHITIFETED
(i) Control activities relevant to the audit over HEFERORFEOMME ST, (MSES
management’s process for making accounting i)
estimates as described in paragraph 13(h) (ii). rj'" S E I B ORTEEMC PO 5
(Ref. Para. AS0-A54) CEHL LTV D A, C AU IR R

(1) How management reviews the outcome(s) of
previous accounting estimates and responds to the
results of that review.

8 ISA 315 (Revised), paragraphs 3, 5-6, 9, 11-12, 15—
17, and 20-21

FthEEn s REA L BEET 2 F R FE Y
EDOL VBRI EETe,  (A46TEHD
5A49TA S R)
(%(@@K%ﬁéhfwéﬁﬁ%@é%ﬁ@ﬁ
BoaitTo a2 r b, BEEICHEET S
HEHITE B (ABOIH )N HAGATEZ )
(10) BEFITBFEE O LD R O

ZEDXOITHFIL, mERIcED X I

®HIGE LTV D0,
14. The auditor shall review the outcome of previous | 13. E&#8 AT, %’u@f“ ] Té%%fgr@ﬁ%%% 1
accounting estimates, or, where applicable, their Z 7 DR L I j«(ét AR D
subsequent re-estimation to assist in identifying and 23 Lo RS @EE/E%’EX éj_%)i,a/\ Ik

assessing the risks of material misstatement in the
current period. The auditor shall take into account the
characteristics of the accounting estimates in
determining the nature and extent of that review. The
review is not intended to call into question judgments
about previous period accounting estimates that were
appropriate based on the information available at the
time they were made. (Ref: Para. A55-A60)

ﬁﬁ%ﬁmowT@ﬁL&TMiﬁ%&wo%
AT, BRETONE EFHEZRET DB, 25t
FORMEY OMEEZRE LR TUER 570,

YHEAANORFNT, Y ORFAIZB W THI
A ATH T&Joﬁfa?& RS X @EUIATbIT,
WA 55 Lo RS Y Ok 2 R
T 5 HDTIEARVY,  (ABBIE ) 5 AB0THZ )

15. With respect to accounting estimates, the auditor
shall determine whether the engagement team requires
specialized skills or knowledge to perform the risk
assessment procedures, to identify and assess the risks
of material misstatement, to design and perform audit
procedures to respond to those risks, or to evaluate the
audit evidence obtained. (Ref: Para. A61-A63)

4. 2t EOREVICEAL T, BEAEANX. VA
P TR O E e, BEEREHBR R Y A7 O
KOG, Y45% U A7 \Zxt T D B TR DL
R OFEN i I AT L7 AL O 1224 7=
> T, HEMRRERE TGN ER T — LI
FEWNE I MERELRTIEZR S50, (A61
) HA63IES IR)

Identifying and Assessing the Risks of Material
Misstatement

(2. BEEREHFRD A7 ORI & FHE)

16. In identifying and assessing the risks of material
misstatement relating to an accounting estimate and
related disclosures at the assertion level, as required by
ISA 315 (Revised), ° the auditor shall separately assess
inherent risk and control risk. The auditor shall take
the following into account in identifying the risks of
material misstatement and in assessing inherent risk:
(Ref: Para. A64-AT71)

(@) The degree to which the accounting estimate is
subject to estimation uncertainty; and (Ref: Para.
AT2-AT75)

(b) The degree to which the following are affected by
complexity, subjectivity, or other inherent risk
factors: (Ref: Para. A76-A79)

(i) The selection and application of the method,
assumptions and data in making the accounting
estimate; or

(i1) The selection of management’s point estimate
and related disclosures for inclusion in the
financial statements.

15. &t Lo R KO3 5 G FHEICE L
T, BEENTEERLEZESMEEIISTEXK
ENATH— gy - LUV EERESR R
U R 7 Zakil UFEE 9 2 B8 (B HR315524
TH OVEFE25TH) | EAY A7 LY A7 &4y
JCRME L 22 e 22, AR AL, EE
IR Y AT A LEA Y A7 Rl
LB, UTZBELRTIER L7220,
(AGATE HATITES R)

(1) SFtEORFEY BAFEY O RiEEMEDEE

TRz DR (AT2IE) HATSIES )

UL F OFENEHENE, R8I IXZF Mo

EA Y A7 EROPELE ST HRE (AT61H

M HATIIES IR)

DR EORFEY 21T O BRICHER T 5 A

FiE, EKR T —Z OER &

@ WMEREICH LS aREHO AEREL
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°|SA 315 (Revised), paragraphs 25 and 26

BEIE 4~ % TERLFIH O EIR

17. The auditor shall determine whether any of the risks
of material misstatement identified and assessed in
accordance with paragraph 16 are, in the auditor’s
judgment, a significant risk.10 If the auditor has
determined that a significant risk exists, the auditor
shall obtain an understanding of the entity’s controls,
including control activities, relevant to that risk.11
(Ref: Para. A80)

10 ISA 315 (Revised), paragraph 27
1 ISA 315 (Revised), paragraph 29

16. B NI1E. ZBISIAIIHE » TalkAl LEEAf L 7= &
FRBBERY AT, Rl gt 2 g b5
HURATTHDLINE I DEHW L2l s
7puy (BEJFLMIS1555261H) KRR/ Mist &2 o3
ETBHIUARATTHD LW LGS, BEEA
I, HiZ U A7 BT D HEHNEE A & T dn
DOWNESFH 2 BfE L7 iudZe 7wy, (IR
#31555281H)  (ABOHZ )

Responses to the Assessed Risks of Material
Misstatement

(3. FHifi LZ-EEREBETR Y X7 ~DOxt
Y

18. As required by ISA 330, 12 the auditor’s further
audit procedures shall be responsive to the assessed
risks of material misstatement at the assertion level, 13
considering the reasons for the assessment given to
those risks. The auditor’s further audit procedures
shall include one or more of the following approaches:
() Obtaining audit evidence from events occurring up
to the date of the auditor’s report (see paragraph
21);

(b) Testing how management made the accounting
estimate (see paragraphs 22-27); or

(c) Developing an auditor’s point estimate or range
(see paragraphs 28-29).

The auditor’s further audit procedures shall take into
account that the higher the assessed risk of material
misstatement, the more persuasive the audit evidence
needs to be.14 The auditor shall design and perform
further audit procedures in a manner that is not biased
towards obtaining audit evidence that may be
corroborative or towards excluding audit evidence that
may be contradictory. (Ref: Para. A81-A84)

12 ISA 330, paragraphs 6-15 and 18
13 ISA 330, paragraphs 6-7 and 21
14 1SA 330, paragraph 7(b)

17. BEAEKEZESWMEEIBOTRDODLATND
LB, BEAENL FMOLETY—2a - b
SOV DO BEERBAERY AT Ol ORI Z
KL, Y%V RA7IZxHET 25 Y A7 %S Fhi %z
SERELUER LT By (B EEER330%
S5NG4I, HBITHLOH20H) , ZDV
A7 XFREIZIE, UTO7 7 —F0 95 6,
il Eb—oEEORITNIER L7220,

(1) BEEREEAEFTIIRELEES)HDDE
BRI DO AT (FH20IHZIR)
REENED XL IICRFH EOREY 2175
T2 ORE GE21HEN S F26THES M)

BE A N O RSB UTFF R #H O E (527

TH N OV 28THS R)

A NI, U RIS RO EICY -5
T, M L7mEmEEREBERY A7 BEWIZ
EL KD FENDFED S B LD AL AT
DL 2D Z bxZBELRTNIER L0
(B 33056610 (2)) , BERANITE T, REH
D RFEY % BT DEEFEO A FITRmD 2 &
72, FETLHERIIE PR L2V E 92
A7 xs TR e SEZ LER LR TNIE RS2
VWV, (ASITEMNHAB4TESR)

(2)
(3)

19. As required by ISA 330,15 the auditor shall design
and perform tests to obtain sufficient appropriate audit
evidence as to the operating effectiveness of relevant
controls, if:

(a) The auditor’s assessment of risks of material
misstatement at the assertion level includes an
expectation that the controls are operating
effectively; or
Substantive procedures alone cannot provide
sufficient appropriate audit evidence at the
assertion level.

(b)

In relation to accounting estimates, the auditor’s tests
of such controls shall be responsive to the reasons for
the assessment given to the risks of material

18. EEAEEZHSWMEEIIOTRDODLNATND
LB, BEANI, LFTOWVWTNroLEIC
X, BEET D NERRERI oA R LT, 4y
Py ) 70 B A REHL & N T % 38 R Al Tt &
SELUER LT e by, (B 330
7 IEH)

(1) 77— ar « LYVOERERELEBRRY
AT Zed bl U2 BRI, PNERHE I 23 A 22 &
HEnTna L BET 56
FRETFHREDOATIL, TH—ar - LU
THoh oMU R EEILE AT TE 20
Ua
DX RGA, BEEANL 2 Lo RHE
DIZEA LT, Al L7 EmEREBERRY R

(2)
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misstatement. In designing and performing tests of
controls, the auditor shall obtain more persuasive audit
evidence the greater the reliance the auditor places on
the effectiveness of a control.16 (Ref: Para. A85-A89)

15 SA 330, paragraph 8
16 ISA 330, paragraph 9

O R O ML i3 D IR o0 1 FH A
Pl M ELUFEML 206700, B
N, E AL T DSER & FEMIC Y 72 -
T, ARNCEM STV D NERHEH~ D AL
DORERFHWIEE, K VENRLIERE L
HEERFFLZ AF LR T b2y, (B
F330%5 8 TH)  (A8HIH)N HABITHZ )

20. For a significant risk relating to an accounting
estimate, the auditor’s further audit procedures shall
include tests of controls in the current period if the
auditor plans to rely on those controls. When the
approach to a significant risk consists only of
substantive procedures, those procedures shall include
tests of details.!” (Ref: Para. A90)

17 1SA 330, paragraphs 15 and 21

19. &F LR ICBET 2R oGt e m B b
T 25U RAZIZONWT, BEEANT, BT 25 N
AN L X5 & T 25ACF, YEEOK
EIZBT DU AT %S FRHITERHEH O HRE
TR @& DR TIE R SR, BEE N, &
Blakat e LB L 25 U R 7125 L CEIERR

DHEEMTHE5E. FFlT A M EEHRTN
X 570y, (BEELER33055 1418 N VR 2018 S

) (A90EZ )

Obtaining Audit Evidence from Events
Occurring up to the Date of the Auditor’s
Report

(1) BEEREEHEI CRIBELLLERDPD
DA REHLD AF)

21. When the auditor’s further audit procedures include
obtaining audit evidence from events occurring up to
the date of the auditor’s report, the auditor shall
evaluate whether such audit evidence is sufficient and
appropriate to address the risks of material
misstatement relating to the accounting estimate,
taking into account that changes in circumstances and
other relevant conditions between the event and the
measurement date may affect the relevance of such
audit evidence in the context of the applicable

20. URZRHEFRE LT, BEREERD ETIZ
WELEERPOEEMNMEZ AT L TS
A, BEENI. AR LEEAUNSFH E
RV ICEET 2 HEEREBRRY X712
6T D ETHa» oY TH DN E D 0 EEE
i L7l 2 sen, 2o, BIER NS
WHESE TCOHMICB T 2 RNLZ DM
BRI D R0, WA S5 MBS
DI S U CEAFE OE A I &IE

financial reporting framework. (Ref: Para. A91-A93) s EE L E e S, (A9LTE D
HAIESIR)

Testing How Management Made the Accounting (@2 BEEMNEFDODL > ICLHLEORFEY &

Estimate 1T o e ORED)

22. When testing how management made the accounting | 21. E:#& AL, BREENED X ) ICEEH Lo B
estimate, the auditor’s further audit procedures shall D 2T 2RET 5548, LFTOFEIEIC
include procedures, designed and performed in B 2 EE A EBERY R 712N T4
accordance with paragraphs 23-26, to obtain sufficient N e B I A AT A0, U 2
appropriate audit evidence regarding the risks of e T - NP
material misstatement relating to: (Ref: Para. A94) 7 iﬁi?n‘m }i L, T;ZZE%# > %ZBI’E:L% ~
(@) The selection and application of the methods, | CL% LEMT 5 Fiia & bR nida bz

significant assumptions and the data used by W, (A94IHZ )

management in making the accounting estimate; | (1) #EENZFH LORFEY 21T HBICHEA L

and TERBEFE, BEERRERDT —F DER
(b) How management selected the point estimate and KON

developed related disclosures about estimation (2) $REEIT L2 HAEEEO BRI EL O RS

uncertainty.

DAHEFENEICEE 9 2 TERCSFH

Methods

(REFZ)

23. In applying the requirements of paragraph 22, with

respect to methods, the auditor’s further audit

procedures shall address:

(a) Whether the method selected is appropriate in the
context of the applicable financial reporting
framework, and, if applicable, changes from the

22. RMTIEICHET U X7 e FHix, LTFD

FIH AT 2B O TRITF IR B2,

(1) BREN7- AEFES, #HI N MEH
OIS L CHEY TH LN E D
2, Eo. AT ALAITIE, BRI
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method used in prior periods are appropriate;
(Ref: Para. A95, A97)

(b) Whether judgments made in selecting the method
give rise to indicators of possible management
bias; (Ref: Para. A96)

(c) Whether the calculations are applied in accordance
with the method and are mathematically accurate;

(d) When management’s application of the method
involves complex modelling, whether judgments
have been applied consistently and whether, when
applicable: (Ref: Para. A98-A100)

(i) The design of the model meets the measurement
objective of the applicable financial reporting
framework, is appropriate in the circumstances,
and, if applicable, changes from the prior
period’s model are appropriate in the
circumstances; and

(i) Adjustments to the output of the model are
consistent with the measurement objective of
the applicable financial reporting framework
and are appropriate in the circumstances; and

(e) Whether the integrity of the significant assumptions
and the data has been maintained in applying the
method. (Ref: Para. A101)

HENEZRBEFRENSOOEENBEI TH D
NE D, (AISIE K DNITIES IR)
P FIEORIICE T 2 Hlr2s, BE o
R NIFET 2 IKEEZ R L TR0 E H
7y, (A9GIEZ )
HENRBEFEICE - TEBSNTEY,
EHETHDNE DM,
R FEOMEAICEE L CEM 2T T LV 0E
AENTWBIRBICH D5E . HI &S
BN E I 0, o, LFBNEEITH LN E
3703 (AISTENHAL00IHS IR)
ETIVORKFM, A I N D MEHRE D
M BITHAHER ZTZ L, D
RIMICBNWTHY TH D0, iz, BFE
EDETNANLOEEND H5GEITIX,
MHEENRZORRIZBWCHEITH S
73
M LA, ETADOT U Ry MZ
XD FEEN, WH I D MR OR
MAICBITA2HEBREEASL, 20K
DB W CEYITH 50,
(5) ARBEFEOBEAICEWNT, BERKRELN
T DEEMEDHERINTNDEINE D
7y (ALOIEZR)

@

Significant Assumptions

(EELRE)

24. In applying the requirements of paragraph 22, with
respect to significant assumptions, the auditor’s further
audit procedures shall address:

(a) Whether the significant assumptions are appropriate
in the context of the applicable financial reporting
framework, and, if applicable, changes from prior
periods are appropriate; (Ref: Para. A95, A102-
A103)

Whether judgments made in selecting the

significant assumptions give rise to indicators of

possible management bias; (Ref: Para. A96)

(c) Whether the significant assumptions are consistent
with each other and with those used in other
accounting estimates, or with related assumptions
used in other areas of the entity’s business
activities, based on the auditor’s knowledge
obtained in the audit; and (Ref: Para. A104)

(d) When applicable, whether management has the
intent to carry out specific courses of action and
has the ability to do so. (Ref: Para. A105)

(b)

23. EERMUEICET SV A7 R ETFRE. LT
DOFHEIIHET D H O TRITFIUZZR B 720,
(1) BEEREED, @H I D WE#RE ORHE

IO LTCHEUTHLINE D), £,

WEENSDOEEND LLEICIE. YA

HA@EEICTHHE DD, (AISIA, A102IH

K ONM103IE 2 )

L RE ORI BE 9 2 B 238 2 D

R NFET 2IEEZ R LT ZRW0nnE S

7y (A9GIEZR)

B AR O TR mkic RS &,

HERQNENMIAIZESLTEBY, thos

FtEO R IO FEEIFEICBIT S

il ORI CHEH L7 0E LA LT b

(2)

(3)

EDv  (ALO4AEZR)
(4) ZET 256, REENREOITE Ttz

EITTH2EELEZORNDEZAE L TWELENY
57 (ALOSIEZMR)

Data

(T7—%2)

25. In applying the requirements of paragraph 22, with
respect to data, the auditor’s further audit procedures
shall address:

(a) Whether the data is appropriate in the context of the
applicable financial reporting framework, and, if
applicable, changes from prior periods are
appropriate (Ref: Para. A95, A106);

24, F—XZICHT DY A7 %EFRIL. LLFOFH

THIZXHRT D LD TRITIZ R B0,

(1) F—& M, i S D W EHRE OPFL A
BOLTHEUITHLENE D)), -, @EF
JENDOEEND HHAITIL, YA EMN
HWEITH D1 E DD (A9SIH K TNA1061HZ
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(b) Whether judgments made in selecting the data give
rise to indicators of possible management bias;
(Ref: Para. A96)

(c) Whether the data is relevant and reliable in the
circumstances; and (Ref: Para. A107)

(d) Whether the data has been appropriately

understood or interpreted by management,

including with respect to contractual terms. (Ref:

R)

(2) T —X OBPUCET D A2, BEE O
BMAGFETIIREZRL TRV NE D
7. (A9GTEHZHR)

(3) F—FZMPRBNIS U WA L E 2 A
LTWADEI D, (ALOTHZH)

(4) BRIFCET T — 2 2E&0, REEN

Para. A108) T — NI IR L T Hin e
50y (ALOBIEZ )
Management’s Selection of a Point Estimate and | (&% %1zt 3 BREEORRNEOEEY OR
Related Disclosures about Estimation eI B 5 PSR EETE)

Uncertainty

26. In applying the requirements of paragraph 22, the
auditor’s further audit procedures shall address
whether, in the context of the applicable financial
reporting framework, management has taken
appropriate steps to:

(a) Understand estimation uncertainty; and (Ref: Para.
A109)

(b) Address estimation uncertainty by selecting an
appropriate point estimate and by developing
related disclosures about estimation uncertainty.
(Ref: Para. A110-A114)

25. RREFIZ X D AFEMEDER L ORI Y O
FHNCBEHT D ERLRFHIZOWTO U AT Xk
Fheld, BH SN 2B RE OIS
LT, BEENUTZEUNIToTWNDENE
IINTHKHET D H DO TRITIUT R SR,

(1) R OFRMEFEMEOHME (AL09TESR)

(2) ARV ORMEEME~OXL, ik, o)
7o RFERR OB E RAEY O RfEEMEICET 2
FERICEVITON S, (ALLI0EDHALI4HS
)

27. When, in the auditor’s judgment based on the audit
evidence obtained, management has not taken
appropriate steps to understand or address estimation
uncertainty, the auditor shall: (Ref: Para. A115-A117)
(@) Request management to perform additional

procedures to understand estimation uncertainty

or to address it by reconsidering the selection of
management’s point estimate or considering
providing additional disclosures relating to the
estimation uncertainty, and evaluate
management’s response(s) in accordance with

paragraph 26;

If the auditor determines that management’s

response to the auditor’s request does not

sufficiently address estimation uncertainty, to the
extent practicable, develop an auditor’s point
estimate or range in accordance with paragraphs

28-29; and

(c) Evaluate whether a deficiency in internal control

exists and, if so, communicate in accordance with
ISA 265.18

(b)

18 ISA 265, Communicating Deficiencies in Internal
Control to Those Charged with Governance and
Management

26. EEHENIT, AR LEEAMLCESE, &
FHSRFE Y OARHEENMEICES L CE g AR S
KLU TWRWE I L7235 a . LT 23 L
RTAUTZR B2, (ALIBIEDN BALITIHS )
(1) WEHICX LT, REY OAEIEMECET

2 BRE ST AL 2T 5 T2 RO iR

P T RS Y OARMESEMEICEI T 5B 7

HRHEHOBRFZEF L, THICKT 58

B DX HE 25T HE - TR 5,

TR S AR O ORIk L

TR EHIE L7255 121X, i rTRE 72

FEPH T, 2T K OV 28TAIZE - TREAA

O RABB I IFFA AR ET D,

WNEBFERNC A G238 D 8 5 A& T L.

MMENH DG EICITER LR B S &

265 THESHEHRI O MR T 2 a2 =4r—

vay] o TCasa=l— g U &qT

Do

(2)

(3)

Developing an Auditor’s Point Estimate or
Range

(Q) EEADCERRBXILHFAHEDKTE)

28. When the auditor develops a point estimate or range
to evaluate management’s point estimate and related
disclosures about estimation uncertainty, including
when required by paragraph 27(b), the auditor’s

27. MEHIZL D AL R ORI
SR EEHz T 5 2 DICEEANDR
FESUIFPRHEIR 2 ET 250 (F5261H (2)
(C X0 RBRECUIRPAHIH OBEDR KO 51
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further audit procedures shall include procedures to
evaluate whether the methods, assumptions or data
used are appropriate in the context of the applicable
financial reporting framework. Regardless of whether
the auditor uses management’s or the auditor’s own
methods, assumptions or data, these further audit
procedures shall be designed and performed to address
the matters in paragraphs 23-25. (Ref: Para. A118-
Al123)

L2%HEET, ) . BEEANL. VA3 TF
iz, A LERBETRE, KEKOT —#N0
TSNS MBEE ORI S LTyl
ThHhHNE I DEFNT 5 Flizad o
X B, B X, AT RETFE,
WHERRT =2 BREZICLDEDTH D0
EHEANEBFICEDZ2DTHLINTH1D D
T, FH22HEN B E2AEIIES TU A7 RnTF
e ELUERLZTIX 6720, (A118
THHHA123IHS IR)

29. If the auditor develops an auditor’s range, the auditor
shall:

(a) Determine that the range includes only amounts
that are supported by sufficient appropriate audit
evidence and have been evaluated by the auditor
to be reasonable in the context of the
measurement objectives and other requirements of
the applicable financial reporting framework; and
(Ref: Para. A124-A125)

(b) Design and perform further audit procedures to
obtain sufficient appropriate audit evidence
regarding the assessed risks of material
misstatement relating to the disclosures in the
financial statements that describe the estimation
uncertainty.

28. BEAENIZ, BENOHFAFHMELRET DY

A UTFEFE L2 TFER 520,

(1) +rowEd) /e AR L EAMT L
AU, S D MBS O AIZE T 5
HEB W R OO ERFEIZHDS LA
MTHDH LM LIEEEOAREEND X
INCHFREHEZ R ET H 2 & (AL24TE L
A125TH 2 HR)

(2) RFEY O RO L HEHEIC B 5 &
BB GIR ) A7 LT, ol
Ol AR A AT 57200 U 27 %G
Fhia MEZ L EmTDH &

Other Considerations Relating to Audit Evidence

((4) BEALFEHLIZBE 4 5 % DM OREITEIR)

30. In obtaining audit evidence regarding the risks of
material misstatement relating to accounting estimates,
irrespective of the sources of information to be used as
audit evidence, the auditor shall comply with the
relevant requirements in ISA 500.

When using the work of a management’s expert, the
requirements in paragraphs 21-29 of this ISA may
assist the auditor in evaluating the appropriateness of
the expert’s work as audit evidence for a relevant
assertion in accordance with paragraph 8(c) of ISA
500. In evaluating the work of the management’s
expert, the nature, timing and extent of the further
audit procedures are affected by the auditor’s
evaluation of the expert’s competence, capabilities and
objectivity, the auditor’s understanding of the nature of
the work performed by the expert, and the auditor’s
familiarity with the expert’s field of expertise. (Ref:
Para. A126-A132)

29. EENIZ, 2 EORMEYICET 2 EERE

RN A7 ICHRT DERGEILEZ A T3 D
IZiE, EEAGEIL S U CHER T 21RO HmIR
W2 b, B IEMESR B A E500 % B
SEFLZR TR B 720,

REHEDOMMAT 2HEMEOERZEAEANDN
FHAT 256, Y%EMAZOEBKITONT,
BEAGEHL & U C ootz B3 57—
2 ANIHS LM T 208N H 5 (T
50055 7 HH (3) &) . AMEEOE20HNH
HOSTHIT., ZOFMICEN S E N B D, &
A ORI T 5 B E O 5 O M & G
THEE. VA7 XS FREOFEE, K & OV
P, RN LD UEEMFEOMME, §E
K OVEBIMEZB T 25 i, HMAFRN T D
EBEORNBFEIZOWNWTOER NOEE, WO
HZF OS2 A AN ORI
AT 5, (AL26TENHAI2IESR)

Disclosures Related to Accounting Estimates

(4. SFFEORMBY ICEY HELFR)

31. The auditor shall design and perform further audit
procedures to obtain sufficient appropriate audit
evidence regarding the assessed risks of material
misstatement at the assertion level for disclosures
related to an accounting estimate, other than those
related to estimation uncertainty addressed in
paragraphs 26(b) and 29(b).

30. EEE AT, £3H LR ICEET AR SEE

(32510 (2) M OVEE28IH (2) ICFtd s LT\ %
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(5. BEEDREIFET D IKE)

Indicators of Possible Management Bias

32. The auditor shall evaluate whether judgments and | 31. EE# A1, MABEHERICEENASEH Lo R

decisions made by management in making the
accounting estimates included in the financial
statements, even if they are individually reasonable,
are indicators of possible management bias. When
indicators of possible management bias are identified,
the auditor shall evaluate the implications for the
audit. Where there is intention to mislead,
management bias is fraudulent in nature. (Ref: Para.
A133-A136)

DB 2 8% O B R BN DV T
FNOENEAIZITEHNTH-TH, REHE
DRI NAFIET DIMEEZR L TN E S
D EFHE L 72 T iud e B 7w, B N, R
B ORI DNFIET DIk Z D L7254
BEHE~DOEB LML TER bR, B
Mg 2 525 Z L2 HEELTWVWDHD
ThivE, ZO X5 7R EEORAITIAEID
%95, (A133TEDHAI3GHS )

Overall

Evaluation Based on Audit Procedures
Performed

(6. i L7z BEFRUCED < MIERIFHMm)

33. In applying ISA 330 to accounting estimates,'® the
auditor shall evaluate, based on the audit procedures
performed and audit evidence obtained, whether: (Ref:
Para A137-A138)

(@ The assessments of the risks of material
misstatement at the assertion level remain
appropriate, including when indicators of possible
management bias have been identified;

(b) Management’s decisions relating to the recognition,
measurement, presentation and disclosure of these
accounting estimates in the financial statements
are in accordance with the applicable financial
reporting framework; and

(c) Sufficient appropriate audit evidence has been
obtained.

19 ISA 330, paragraphs 25-26

32. B NIX., &3 o RBICE L TR A LT
FE WA E30H 24 L OVFE 25 = 2w 7 5
BE. FEhE L7 e N F L 72 BS A AR
WZHS X LT 2RI L7 T il 6780,
(A137IE K (MA138THS )

(1) REHEOMRWBPAFIET D IR TR S 7z
BAEEED, TH— g « LAYULOEBE
IREBFR Y A7 IZET DM KR E L
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MEHERICB T D25 Lo R Y OFE6k.

WE, TR ONEGRHFHICET RSO

PEEDS, A S D ME S ORI UE

L TWAEDNE D D,

+ oY) BRI AE AT L E D

A

(2)

(3)

34. In making the evaluation required by paragraph
33(c), the auditor shall take into account all relevant
audit evidence obtained, whether corroborative or
contradictory.?® If the auditor is unable to obtain
sufficient appropriate audit evidence, the auditor shall
evaluate the implications for the audit or the auditor’s
opinion on the financial statements in accordance with
ISA 705 (Revised).

20 ISA 500, paragraph 11
2L ISA 705 (Revised), Modifications to the Opinion in
the Independent Auditor’s Report

33. BEA AIX. BIME () O AT O B, EAFT
ERDBMFIET DT DLT, AFLTEE
TORET LA EZZE L2l o2
VN (BEESERB0055 1000) , ool e B A
AL A AT TE WA, BN, ALY
FEEREETS ST H N DO REEIC
BT DBRIANVEREMNER] - T, BEhREE
BT DER~OEEEZED, BRE~OKEL
ROV YE A SN

Determining Whether the Accounting Estimates
are Reasonable or Misstated

(=Ft LORBEY PEERTH 5 D EHTTR
T 2D DHEr)

35. The auditor shall determine whether the accounting
estimates and related disclosures are reasonable in the
context of the applicable financial reporting
framework, or are misstated. ISA 450% provides
guidance on how the auditor may distinguish
misstatements  (whether factual, judgmental, or
projected) for the auditor’s evaluation of the effect of
uncorrected misstatements on the financial statements.
(Ref: Para. A12-A13, A139-A144)

34. EEENIZ. S EOREY L OBHE T 5 ERE
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22 |SA 450, paragraph A6

%o (AL2TE K ONAISTE, AI9TE N Al44TH 5
)

36. In relation to accounting estimates, the auditor shall
evaluate:

(@) In the case of a fair presentation framework,
whether management has included disclosures,
beyond those specifically required by the
framework, that are necessary to achieve the fair
presentation of the financial statements as a
whole:% or

(b) In the case of a compliance framework, whether the
disclosures are those that are necessary for the
financial statements not to be misleading.?

23 See also ISA 700 (Revised), paragraph 14.
24 See also ISA 700 (Revised), paragraph 19.

35. BEANIL., KFFEORMYICEEL T, LT

DWTIUDNT DOV TEAIG L 722 1T 3uE 72 572200,

(1) WIERTROVSEADEE . YA
WTEARPIZER SN TV RN DO TH -
Th., MEHELIROBIEFREERT S
7o DI B FEFLFENFHEH STV D0
Eonr,  (BEHSRT00E 12505 )

(2) YEIMEDM B WL O DEA, M5
FOFIHE OB Z BTN K DT B
ERRFENEHI N T ENE I, (B
FHT00FE1THSIR)

Written Representations

(7. BEAWRE)

37. The auditor shall request written representations from
management?® and, when appropriate, those charged
with governance about whether the methods,
significant assumptions and the data used in making
the accounting estimates and the related disclosures
are appropriate to achieve recognition, measurement
or disclosure that is in accordance with the applicable
financial reporting framework. The auditor shall also
consider the need to obtain representations about
specific accounting estimates, including in relation to
the methods, assumptions, or data used. (Ref: Para.
Al145)

25 |SA 580, Written Representations

36. BEEANIX., REHICHHL, 2FFEORMEY &

179 BRI S vz AR L, EEARAE LD
T —ZWONCE#E T HERLFEN, wmH IS
WSS DM A HEL U 723055, TIE ) OV
FEERT D ETHEHYTHLINE D DIZTHOWN
T, MREEHEREICRLHT LI E2EFE LT
X7 B 7wy (BEELR580 [E B E] &
FR)  EEENIT. RS REFE, ek
OF—ZIZEET 5 D52 D, BEoa:t b
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Communication with Those Charged With
Governance, Management, or Other Relevant
Parties

(8. BEEKE, REEXIIMMOBMKIT IE
tala=r— g

38. In applying ISA 260 (Revised)? and ISA 265,% the
auditor is required to communicate with those charged
with governance or management about certain matters,
including significant qualitative aspects of the entity’s
accounting practices and significant deficiencies in
internal control, respectively. In doing so, the auditor
shall consider the matters, if any, to communicate
regarding accounting estimates and take into account
whether the reasons given to the risks of material
misstatement relate to estimation uncertainty, or the
effects of complexity, subjectivity or other inherent
risk factors in making accounting estimates and related
disclosures. In addition, in certain circumstances, the
auditor is required by law or regulation to
communicate about certain matters with other relevant
parties, such as regulators or prudential supervisors.
(Ref: Para. A146-A148)

% ISA 260 (Revised), Communication with Those
Charged with Governance, paragraph 16(a)
2T ISA 265, paragraph 9
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Documentation

(o. EEZFAE)

39. The auditor shall include in the audit documentation:

28 (Ref: Para. A149-A152)

(a) Key elements of the auditor’s understanding of the

entity and its environment, including the entity’s
internal control related to the entity’s accounting
estimates;
The linkage of the auditor’s further audit
procedures with the assessed risks of material
misstatement at the assertion level,? taking into
account the reasons (whether related to inherent
risk or control risk) given to the assessment of
those risks;

(c) The auditor’s response(s) when management has
not taken appropriate steps to understand and
address estimation uncertainty;

(d) Indicators of possible management bias related to
accounting estimates, if any, and the auditor’s
evaluation of the implications for the audit, as
required by paragraph 32; and

(e) Significant judgments relating to the auditor’s
determination of whether the accounting estimates
and related disclosures are reasonable in the
context of the applicable financial reporting
framework, or are misstated.

(b)

28 ISA 230, Audit Documentation, paragraphs 8-11,
A6, A7 and A10
29 ISA 330, paragraph 28(b)
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(2)

(3)

(4)

(5)

Application and Other Explanatory Material

(I #ER#EE)

Nature of Accounting Estimates (Ref: Para. 2)

(1. St LORBYDOHEE) (F2ES

GEY)

Examples of Accounting Estimates

(1) EEDRTEY DHI)

Al. Examples of accounting estimates related to classes
of transactions, account balances and disclosures
include:
+ Inventory obsolescence.

Depreciation of property and equipment.
Valuation of infrastructure assets.

Valuation of financial instruments.

Outcome of pending litigation.

Provision for expected credit losses.
Valuation of insurance contract liabilities.
Warranty obligations.

Employee retirement benefits liabilities.
Share-based payments.

Fair value of assets or liabilities acquired in a
business combination, including the determination
of goodwill and intangible assets.

Impairment of long-lived assets or property or
equipment held for disposal.

Al. BSIFEEE, #EE&E Lk ONERRFEICEE S 5
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Non-monetary exchanges of assets or liabilities
between independent parties.
Revenue recognized for long-term contracts.

FHIEHZ B 5 IS a8k

Methods

(2) BRI\FE)

A2. A method is a measurement technique used by
management to make an accounting estimate in
accordance with the required measurement basis. For
example, one recognized method used to make
accounting estimates relating to share-based payment
transactions is to determine a theoretical option call
price using the Black-Scholes option pricing formula.
A method is applied using a computational tool or
process, sometimes referred to as a model, and
involves applying assumptions and data and taking
into account a set of relationships between them.

A2. RFETFIEEIT, BERENAHEREBINES T
REENEF EORFEY 21795 12T 2
HERETH D, FlziE, BRI < Hmic
Bl 555 Lo RFEY 2179 5A. — I
X, 79 v = a— AV ADOF T g ViHEE
FNERERA L TCa— « 72 3 ORI
ERET D FEND D, RBETIEIZET VEE
sz Enby, HEY L IFHET 2 E
AERAWCHEA SN, 2, RETIECIHK
E MR ONT —Z O IR, ARGE K YT — 4 ]
ORARMENEE SN D,

Assumptions and Data

(Q) FRERUT—%)

A3. Assumptions involve judgments based on available
information about matters such as the choice of an
interest rate, a discount rate, or judgments about future
conditions or events. An assumption may be selected
by management from a range of appropriate
alternatives. Assumptions that may be made or
identified by a management’s expert become
management’s  assumptions when used by
management in making an accounting estimate.

A3. RUEICIE, EF]RE5 | 2 ORI DR
MLFERICET D R LEICHOW\WT, AFAHE
7RG I D HIBrDMYE 5, BREE L, MEIAW
WO RMRBRNONELRINTE 5, BREHD
FFHT 2 BEMAZBAERSULERNT 2 IEX. &
A EORED ZERT DRI EE I L > T
Hanoya, RREBEOREERD,

A4. For purposes of this ISA, data is information that can
be obtained through direct observation or from a party
external to the entity. Information obtained by
applying analytical or interpretive techniques to data is
referred to as derived data when such techniques have
a well-established theoretical basis and therefore less
need for management judgment. Otherwise, such
information is an assumption.

A, KFEZIZBWT, T—X L, EEEZE
HZEIZE D AFTELHEWMUIABZEDINE D
HBAFTEDERTHD, 7 —F &b L
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T LIS, £ TRWEARIZIE, 20
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A5. Examples of data include:
+  Prices agreed in market transactions;

Operating times or quantities of output from a
production machine;

Historical prices or other terms included in
contracts, such as a contracted interest rate, a
payment schedule, and term included in a loan
agreement;

Forward-looking information such as economic or
earnings forecasts obtained from an external
information source, or

A future interest rate determined using
interpolation techniques from forward interest
rates (derived data).

A5, T—XIZiX, Bz, ATOLORH 5,
- HRBBIIB W TAE SN0
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A6. Data can come from a wide range of sources. For
example, data can be:
+ Generated within the organization or externally;
Obtained from a system that is either within or
outside the general or subsidiary ledgers;
+ Observable in contracts; or

A6. T—HZ1E, LT DX 5 Ikl x 2 WD 515
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Observable in legislative or regulatory
pronouncements.

#H

S E I RLR S e i i

A ST B D 5 nRWICE T 51
#H

Scalability (Ref: Para. 3)

(@) BROEHKME) (F3REM)

A7. Examples of paragraphs that include guidance on
how the requirements of this ISA can be scaled
include paragraphs A20-A22, A63, A67, and A84.

AT, ARAEEOBERFIEOmEH ORI 5
FE&HIZ. A20 THD O A22 A, A63 IH., A67 E LN
A4 THIZFEH STV D

Key Concepts of This ISA

(2. AHEFIC %@Té%ﬁ%&ﬂu

Inherent Risk Factors (Ref: Para. 4)

() BRYRVER) (F4RSR)

A8. Inherent risk factors are characteristics of conditions
and events that may affect the susceptibility of an
assertion to misstatement, before consideration of
controls. Appendix 1 further explains the nature of
these inherent risk factors, and their inter-
relationships, in the context of making accounting
estimates and their presentation in the financial
statements.

A8. A YV A7 B &ix, BT 5 NERHEHI 3T
fbfw&w&®ﬁﬁ®hf TH— g 0
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GATIRMOTH D, Mok 1121, &2EF L
®ﬁiw@%m&0%%£§®%r BT 5E
HU A7 BEROME R O Z 5 OER O A B
FRIZOWTREMZR AN TR ST 5,

AQ9. In addition to the inherent risk factors of estimation
uncertainty, complexity or subjectivity, other inherent
risk factors that the auditor may consider in
identifying and assessing the risks of material
misstatement may include the extent to which the
accounting estimate is subject to, or affected by:

Change in the nature or circumstances of the
relevant ~ financial  statement items, or
requirements of the applicable financial reporting
framework which may give rise to the need for
changes in the method, assumptions or data used
to make the accounting estimate.

Susceptibility to misstatement due to management
bias or fraud in making the accounting estimate.

A9. ARV OARHeSENE, A SOX /MM
Z. BEEREBFRRY A7 2D L4 5 5
ICHEBE NN ERBT HZOMOEA Y 27 BERIZ
UL TFTOFEERNEGEENDZ ENRD D,

BRI 2 Mt R E H OB L < 2R3
DI, IR EORIEY 2175 12012
RIS HE KEAELIIET—X DX
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FDEIE

DR EORFEY 21T 9 BRSRRE B O m X
IIARIEIZ L B EBFR R4 U 5 AlherE

Control Risk (Ref: Para. 6)

(2 #HIRT) (FB6HEESRE)

Al10. An important consideration for the auditor in
assessing control risk at the assertion level is the
effectiveness of the design of the controls that the
auditor intends to rely on and the extent to which the
controls address the assessed inherent risks at the
assertion level. The auditor’s evaluation that controls
are effectively designed and have been implemented
supports an expectation about the operating
effectiveness of the controls in determining whether to
test them.

A0, BEEANNT H—a > « LUV THGNU A
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Professional Skepticism (Ref: Para. 8)

(@) BXEMRSED) (F8HEZE)

All. Paragraphs A60, A95, A96, A137 and A139 are
examples of paragraphs that describe ways in which
the auditor can exercise professional skepticism.
Paragraph A152 provides guidance on ways in which
the auditor’s exercise of professional skepticism may
be documented, and includes examples of specific
paragraphs in this ISA for which documentation may
provide evidence of the exercise of professional
skepticism.
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Concept of “Reasonable” (Ref: Para. 9, 35)

(@ TEEH v IR
5 35 IHBIR)

(% 9 HL T

Al12. Other considerations that may be relevant to the
auditor’s consideration of whether the accounting
estimates and related disclosures are reasonable in the
context of the applicable financial reporting
framework include whether:

The data and assumptions used in making the
accounting estimate are consistent with each other
and with those used in other accounting estimates
or areas of the entity’s business activities; and
The accounting estimate takes into account
appropriate information as required by the
applicable financial reporting framework.

A2, EH S D MBE®RE OPFAAIZI S LT,
Rt EORFEY K OB 5 LS E A A B
ThHoHNE I DEBEENDBRGT HBEOZ O
@@J%@ IILLF R EEND,

2 EORBEY 2T BRICER ST —
2R OMRENMAEIZEAELTREY, hos
FHEDO R I EEOFETEICBIT D
L OFEI T L7727 — & KL OMRE & A
LTWAENE DD,

23 FORMICBWT, HMHEINLHB
WA DO TRD B DY) 2 G WA E
BTV DD,

Al13. The term “applied appropriately” as used in
paragraph 9 means in a manner that not only complies
with the requirements of the applicable financial
reporting framework but, in doing so, reflects
judgments that are consistent with the objective of the

A13. FHIHIZEBIT A HEUICEAINTWVAS ]
&) HEEIE, %ménéﬁﬁﬁi@%ﬁﬁ
HEPLL TV DT TR, 20T 5
HEREBEO BB LI T Z &

measurement basis in that framework. EEWRL TS,
Definitions (3. EH)
Accounting Estimate (Ref: Para. 12(a)) Q) £33 EoRFEYY GEFE11HEOQ) W)

Al4. Accounting estimates are monetary amounts that
may be related to classes of transactions or account
balances recognized or disclosed in the financial
statements. Accounting estimates also include
monetary amounts included in disclosures or used to
make judgments about recognition or disclosure
relating to a class of transactions or account balance.

Al4d., 2 EORFEY 1T, MR IV TR
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LERTHD, Fo, R EOREY ITIE, E
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Auditor’s Point Estimate or Auditor’s Range

(@2) BEEADRFEEIIEEANOFAH

(Ref: Para. 12(b)) FY (6115 (2) &)
A135. An auditor’s point estimate or range may be used to | A15. E5H A 0 RAEZE XA, 23 Lo

evaluate an accounting estimate directly (for example,
an impairment provision or the fair value of different
types of financial instruments), or indirectly (for
example, an amount to be used as a significant
assumption for an accounting estimate). A similar
approach may be taken by the auditor in developing an
amount or range of amounts in evaluating a non-
monetary item of data or an assumption (for example,
an estimated useful life of an asset).

ﬁ%b%ﬁ%ﬁmfét RS Y
S (B2, BHEE R U TR FEARERE & O
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Estimation Uncertainty (Ref: Para. 12(c))

€(3) RMY OFmeREM)
M)

(% 11 HO) =

Al16. Not all accounting estimates are subject to a high
degree of estimation uncertainty. For example, some
financial statement items may have an active and open
market that provides readily available and reliable
information on the prices at which actual exchanges
occur. However, estimation uncertainty may exist
even when the valuation method and data are well
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defined. For example, valuation of securities quoted
on an active and open market at the listed market price
may require adjustment if the holding is significant or
is subject to restrictions in marketability. In addition,
general economic circumstances prevailing at the time,
for example, illiquidity in a particular market, may
impact estimation uncertainty.

TLHZELHD, BT, HHEREEICIEXTLE
S AMRES: 2 KEIRA L TV 556 O
R385 B2, ERRARTIHICRB W TRE
H SN T 5 ESAMRES OGSV T
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Management Bias (Ref: Para. 12(d))

() BEHORMY GF11HA)ZH)

Al7. Financial reporting frameworks often call for
neutrality, that is, freedom from bias. Estimation
uncertainty gives rise to subjectivity in making an
accounting estimate. The presence of subjectivity
gives rise to the need for judgment by management
and the susceptibility to unintentional or intentional
management bias (for example, as a result of
motivation to achieve a desired profit target or capital
ratio). The susceptibility of an accounting estimate to

AT, BSOS DL 1L, ALk E ER
L. WEAZ2NZ EEZBERLTWDN, AFEY
DOARFEFMIC LY | B EORFEY OFEEIZIT
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management bias increases with the extent to which &Y 7}){}2,@,‘%@%[']@55@“%} A A HE TE

there is subjectivity in making the accounting D3 O RFEY 21T 9 BICREF o EEE {ak

estimate. 1T AREENE DT &tmbﬂffé ZEiZ b,
Outcome of an Accounting Estimate (Ref: Para.| ((5) €H LD REY OfETHE) (F 11 1B

12(f))

(6) )

Al8. Some accounting estimates, by their nature, do not
have an outcome that is relevant for the auditor’s work
performed in accordance with this ISA. For example,
an accounting estimate may be based on perceptions
of market participants at a point in time. Accordingly,
the price realized when an asset is sold or a liability is
transferred may differ from the related accounting
estimate made at the reporting date because, with the
passage of time, the market participants’ perceptions
of value have changed.
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Risk Assessment Procedures and Related| (4. YX Y FEMEFEHKE NICEET SF

Activities )

Obtaining an Understanding of the Entity and Its | ( (1) £ERUVLEXBEOHEMR) (F 12 1
Environment (Ref: Para. 13) SH)

A19. Paragraphs 11-24 of ISA 315 (Revised) require the | A19. ESEEEFR B SHIEE 315 OF 10 HLLEH

auditor to obtain an understanding of certain matters
about the entity and its environment, including the

23 THIE, BEAE AP & & Te A 3 M UM
BREEICPE 2 —EDOHHA MRS L Z & 2KD

entity’s internal control. The requirements in st . B e o 2
paragraph 13 of this ISA relate more specifically to :S’\é AR 2% lzﬂ EI/;J} kgﬁﬁii
accounting estimates and build on the broader SR 315 DRI IRE - o
requirements in ISA 315 (Revised). & L:C\ K”Jri@ﬁ*ﬁ 0 (ZPHE L7z S A Bk
FINZ/R LTV D,
Scalability CGERAO )

A20. The nature, timing and extent of the auditor’s
procedures to obtain the understanding of the entity
and its environment, including the entity’s internal
control, related to the entity’s accounting estimates,
may depend, to a greater or lesser degree, on the
extent to which the individual matter(s) apply in the
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circumstances. For example, the entity may have few
transactions or other events and conditions that give
rise to the need for accounting estimates, the
applicable financial reporting requirements may be
simple to apply, and there may be no relevant
regulatory factors. Further, the accounting estimates
may not require significant judgments, and the process
for making the accounting estimates may be less
complex. In these circumstances, the accounting
estimates may be subject to or affected by estimation
uncertainty, complexity, subjectivity, or other inherent
risk factors to a lesser degree and there may be fewer
controls relevant to the audit. If so, the auditor’s risk
assessment procedures are likely to be less extensive
and may be obtained primarily through inquiries of
management with appropriate responsibilities for the
financial statements and simple walk-throughs of
management’s process for making the accounting
estimate.
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A21. By contrast, the accounting estimates may require | A21. Kxfic. £ EORBEY ICREFZOREE

significant judgments by management, and the process
for making the accounting estimates may be complex
and involve the use of complex models. In addition,
the entity may have a more sophisticated information
system, and more extensive controls over accounting
estimates. In these circumstances, the accounting
estimates may be subject to or affected by estimation
uncertainty, subjectivity, complexity or other inherent
risk factors to a greater degree. If so, the nature or
timing of the auditor’s risk assessment procedures are
likely to be different, or be more extensive, than in the
circumstances in paragraph A20.
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A22. The following considerations may be relevant for | A22. Hi&fiZrEE oL s B (2. £

entities with only simple businesses, which may

include many smaller entities:

+ Processes relevant to accounting estimates may be

uncomplicated because the business activities are
simple or the required estimates may have a lesser
degree of estimation uncertainty.
Accounting estimates may be generated outside of
the general and subsidiary ledgers, controls over
their development may be limited, and an owner-
manager may have significant influence over their
determination. The owner-manager’s role in
making the accounting estimates may need to be
taken into account by the auditor both when
identifying the risks of material misstatement and
when considering the risk of management bias.
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The Entity and Its Environment (ERUILRIRE)

The entity’s transactions and other events and | (®EDMEIRUZFDMDERORR) (&

conditions (Ref: Para. 13(a))

12E()S8R)

A23. Changes in circumstances that may give rise to the | A23. 23 FO RFE Y NFT-ICHLE L R B, X

need for, or changes in, accounting estimates may
include, for example, whether:
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The entity has engaged in new types of
transactions;
Terms of transactions have changed; or
New events or conditions have occurred.

R DEAITIE, BIAITLL TR EEN D,
BT IR O RGO B4k
i CIES Loy
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The requirements of the applicable financial | (BRI AMBREDBIMAIZEOVTER

reporting framework (Ref: Para. 13(b))

ShEHEFRER) (F1215Q)SH)

A24. Obtaining an understanding of the requirements of | A24. B4 AT, 3 H & 405 84S O Bk 2212

the applicable financial reporting framework provides
the auditor with a basis for discussion with
management and, where applicable, those charged
with governance about how management has applied
those requirements relevant to the accounting
estimates, and about the auditor’s determination of
whether they have been applied appropriately. This
understanding also may assist the auditor in
communicating with those charged with governance
when the auditor considers a significant accounting
practice that is acceptable under the applicable
financial reporting framework not to be the most
appropriate in the circumstances of the entity.*

30 ISA 260 (Revised), paragraph 16(a)
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A25. In obtaining this understanding, the auditor may | A25. i & 41 5 I B84 O P IV TER

seek to understand whether:

The applicable financial reporting framework:

o Prescribes certain criteria for the recognition, or
methods for the measurement of accounting
estimates;

o Specifies certain criteria that permit or require
measurement at a fair value, for example, by
referring to management’s intentions to carry out
certain courses of action with respect to an asset or
liability; or

o Specifies required or suggested disclosures,
including disclosures concerning judgments,
assumptions, or other sources of estimation
uncertainty relating to accounting estimates; and

Changes in the applicable financial reporting
framework require changes to the entity’s

SNDFEHEEBEETDHITH -0, BEAE N, @
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accounting policies relating to accounting 2o
estimates.
Regulatory factors (Ref: Para. 13(c)) (RHER) (E121EQ)8R)

A26. Obtaining an understanding of regulatory factors, if | A26. <3} o RSV ICBh#ET A HHIER R H 5

any, that are relevant to accounting estimates may
assist the auditor in identifying applicable regulatory
frameworks (for example, regulatory frameworks
established by prudential supervisors in the banking or
insurance industries) and in determining whether such
regulatory framework(s):

Addresses conditions for the recognition, or
methods for the measurement, of accounting
estimates, or provides related guidance thereon;
Specifies, or provides guidance about, disclosures
in addition to the requirements of the applicable
financial reporting framework;
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Provides an indication of areas for which there 2y, AT ZHICET RS AR L T D
may be a potential for management bias to meet NE DD,
regulatory requirements; or FALH D BEK % i 72 3 72 O IR DA m) 23
Contains requirements for regulatory purposes A C D FHEMED & L sl 2 /e LTV 5
that are not consistent with requirements of the 23,

applicable financial reporting framework, which
may indicate potential risks of material
misstatement. For example, some regulators may
seek to influence minimum levels for expected
credit loss provisions that exceed those required
by the applicable financial reporting framework.
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The nature of the accounting estimates and
related disclosures that the auditor expects to
be included in the financial statements (Ref:
Para. 13(d))

(EEANEROMBHERICEFNSLTE

TEHRMHLORBYRUEEYT HFRLEHD
HE) (F121B4)SH)

A27. Obtaining an understanding of the nature of
accounting estimates and related disclosures that the
auditor expects to be included in the entity’s financial
statements assists the auditor in understanding the
measurement basis of such accounting estimates and
the nature and extent of disclosures that may be
relevant. Such an understanding provides the auditor
with a basis for discussion with management about
how management makes the accounting estimates.
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The Entity’s Internal Control Relevant to the
Audit

(BEECPRET 5 EXDAERHH)

The nature and extent of oversight and
governance (Ref: Para. 13(e))

(BEBERUHNFVAOHUERUHE)
12 18 (5) & 8)

(kh-

A28. In applying ISA 315 (Revised),®! the auditor’s
understanding of the nature and extent of oversight
and governance that the entity has in place over
management’s process for making accounting
estimates may be important to the auditor’s required
evaluation as it relates to whether:

+ Management, with the oversight of those charged
with governance, has created and maintained a
culture of honesty and ethical behavior; and
The strengths in the control environment elements
collectively provide an appropriate foundation for
the other components of internal control and
whether those other components are undermined
by deficiencies in the control environment.

31 ISA 315 (Revised), paragraph 14
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A29. The auditor may obtain an understanding of
whether those charged with governance:

Have the skills or knowledge to understand the

characteristics of a particular method or model to

make accounting estimates, or the risks related to

the accounting estimate, for example, risks related

to the method or information technology used in
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making the accounting estimates;

Have the skills and knowledge to understand
whether management made the accounting
estimates in accordance with the applicable
financial reporting framework;

Are independent from management, have the
information required to evaluate on a timely basis
how management made the accounting estimates,
and the authority to call into question
management’s actions when those actions appear
to be inadequate or inappropriate;

Oversee management’s process for making the
accounting estimates, including the use of models;
or
Oversee the monitoring activities undertaken by
management. This may include supervision and
review procedures designed to detect and correct
any deficiencies in the design or operating
effectiveness of controls over the accounting
estimates.

Do
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A30. Obtaining an understanding of the oversight by
those charged with governance may be important
when there are accounting estimates that:

*  Require significant judgment by management to
address subjectivity;
Have high estimation uncertainty;
Are complex to make, for example, because of the
extensive use of information technology, large
volumes of data or the use of multiple data
sources  or  assumptions  with  complex
interrelationships;
Had, or ought to have had, a change in the
method, assumptions or data compared to
previous periods; or
Involve significant assumptions.
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Management’s application of specialized skills or
knowledge, including the use of management’s
experts (Ref: Para. 13(f))

(REEICLAEMEFOFAZET, BREE
OBEMBERRIIMEBOBEHY GF 12 H(6)
£ )

A31. The auditor may consider whether the following
circumstances  increase  the  likelihood  that
management needs to engage an expert:*

The specialized nature of the matter requiring
estimation, for example, the accounting estimate
may involve measurement of mineral or
hydrocarbon reserves in extractive industries or
the evaluation of the likely outcome of applying
complex contractual terms.

The complex nature of the models required to
apply the relevant requirements of the applicable
financial reporting framework, as may be the case
in certain measurements, such as level 3 fair
values.®

The unusual or infrequent nature of the condition,
transaction or event requiring an accounting
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estimate.

32 ISA 500, paragraph 8
3 See, for example, International Financial Reporting
Standard (IFRS) 13, Fair Value Measurement.

The entity’s risk assessment process (Ref: Para.

13(9))

(EEDYRIFHETO LX)
ZH)

(% 12 138()

A32. Understanding how the entity’s risk assessment
process identifies and addresses risks relating to
accounting estimates may assist the auditor in
considering changes in:

The requirements of the applicable financial
reporting framework related to the accounting
estimates;
The availability or nature of data sources that are
relevant to making the accounting estimates or
that may affect the reliability of the data used;
The entity’s information system or

environment; and

Key personnel.

IT
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A33. Matters that the auditor may consider in obtaining
an understanding of how management identified and
addresses the susceptibility to misstatement due to
management bias or fraud in making accounting
estimates, include whether and, if so, how
management:

+  Pays particular attention to selecting or applying
the methods, assumptions and data used in
making accounting estimates.

Monitors key performance indicators that may
indicate unexpected or inconsistent performance
compared with  historical or  budgeted
performance or with other known factors.
Identifies financial or other incentives that may be
a motivation for bias.

Monitors the need for changes in the methods,
significant assumptions or the data used in
making accounting estimates.

Establishes appropriate oversight and review of
models used in making accounting estimates.
Requires documentation of the rationale for, or an
independent review of, significant judgments
made in making accounting estimates.
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accounting estimates (Ref: Para. 13(h)(i))

FLY (E121EQ)DsME)

A34. The classes of transactions, events and conditions
within the scope of paragraph 13(h) are the same as
the classes of transactions, events and conditions
relating to accounting estimates and related
disclosures that are subject to paragraphs 18(a) and (d)
of ISA 315 (Revised). In obtaining the understanding
of the entity’s information system as it relates to
accounting estimates, the auditor may consider:

+ Whether the accounting estimates arise from the
recording of routine and recurring transactions or
whether they arise from non-recurring or unusual
transactions.

How the information system addresses the
completeness of accounting estimates and related
disclosures, in particular for accounting estimates
related to liabilities.
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A35. During the audit, the auditor may identify classes of
transactions, events and conditions that give rise to the
need for accounting estimates and related disclosures
that management failed to identify. ISA 315 (Revised)
deals with circumstances where the auditor identifies
risks of material misstatement that management failed
to identify, including determining whether there is a
significant deficiency in internal control with regard to
the entity’s risk assessment process.**

3 |SA 315 (Revised), paragraph 17
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Management’s identification of the relevant
methods, assumptions and sources of data
(Ref: Para. 13(h)(ii)(a))

(BREFICKARTFE. RERUT—4D
Al (FE12IEHEO®Q7SE)

A36. If management has changed the method for making
an accounting estimate, considerations may include
whether the new method is, for example, more
appropriate, is itself a response to changes in the
environment or circumstances affecting the entity, or
to changes in the requirements of the applicable
financial  reporting framework or  regulatory
environment, or whether management has another
valid reason.
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A37. If management has not changed the method for
making an accounting estimate, considerations may
include whether the continued use of the previous
methods, assumptions and data is appropriate in view
of the current environment or circumstances.
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Methods (Ref: Para. 13(h)(ii)(a)(i))

(REFE) E121B0)Q7 (NSHR)

A38. The applicable financial reporting framework may
prescribe the method to be used in making an
accounting estimate. In many cases, however, the
applicable financial reporting framework does not
prescribe a single method, or the required
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measurement basis prescribes, or allows, the use of
alternative methods.
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Models

(ETIL)

A39. Management may design and implement specific
controls around models used for making accounting
estimates, whether management’s own model or an
external model. When the model itself has an
increased level of complexity or subjectivity, such as
an expected credit loss model or a fair value model
using level 3 inputs, controls that address such
complexity or subjectivity may be more likely to be
identified as relevant to the audit. When complexity in
relation to models is present, controls over data
integrity are also more likely to be relevant to the
audit. Factors that may be appropriate for the auditor
to consider in obtaining an understanding of the model
and of control activities relevant to the audit include
the following:

How management determines the relevance and
accuracy of the model;

The validation or back testing of the model,
including whether the model is validated prior to
use and revalidated at regular intervals to
determine whether it remains suitable for its
intended use. The entity’s validation of the model
may include evaluation of:

o The model’s theoretical soundness;

The model’s mathematical integrity; and

o The accuracy and completeness of the data and the
appropriateness of data and assumptions used in
the model;

How the model is appropriately changed or
adjusted on a timely basis for changes in market
or other conditions and whether there are
appropriate change control policies over the
model;
Whether adjustments, also referred to as overlays
in certain industries, are made to the output of the
model and whether such adjustments are
appropriate in the circumstances in accordance
with the requirements of the applicable financial
reporting framework. When the adjustments are
not appropriate, such adjustments may be
indicators of possible management bias; and

Whether the model is adequately documented,
including its intended applications, limitations,
key parameters, required data and assumptions,
the results of any validation performed on it and
the nature of, and basis for, any adjustments made
to its output.

o
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Assumptions (Ref: Para. 13(h)(ii)(a)(ii))

UrE) (F12IHE) @7 () ZH)

A40. Matters that the auditor may consider in obtaining
an understanding of how management selected the
assumptions used in making the accounting estimates
include, for example:

The basis for management’s selection and the
documentation supporting the selection of the
assumption. The applicable financial reporting
framework may provide criteria or guidance to be
used in the selection of an assumption.

How management assesses whether
assumptions are relevant and complete.
When applicable, how management determines
that the assumptions are consistent with each
other, with those used in other accounting
estimates or areas of the entity’s business
activities, or with other matters that are:

o Within the control of management (for example,
assumptions about the maintenance programs that
may affect the estimation of an asset’s useful life),
and whether they are consistent with the entity’s
business plans and the external environment; and

o Outside the control of management (for example,
assumptions about interest rates, mortality rates or
potential judicial or regulatory actions).

The requirements of the applicable financial
reporting framework related to the disclosure of
assumptions.

the
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A41. With respect to fair value accounting estimates,
assumptions vary in terms of the sources of the data and
the basis for the judgments to support them, as follows:

(@) Those that reflect what marketplace participants
would use in pricing an asset or liability,
developed based on market data obtained from
sources independent of the reporting entity.

(b) Those that reflect the entity’s own judgments about
what assumptions marketplace participants would
use in pricing the asset or liability, developed
based on the best data available in the
circumstances.

In practice, however, the distinction between (a) and
(b) may not always be apparent and distinguishing
between them depends on understanding the sources of
data and the basis for the judgments that support the
assumption. Further, it may be necessary for
management to select from a number of different
assumptions used by different marketplace
participants.
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A42. Assumptions used in making an accounting
estimate are referred to as significant assumptions in
this ISA if a reasonable variation in the assumption
would materially affect the measurement of the
accounting estimate. A sensitivity analysis may be
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useful in demonstrating the degree to which the
measurement varies based on one or more assumptions
used in making the accounting estimate.
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Inactive or illiquid markets

(BFRTHEVHBXEFESENZLLVE
15)

A43. When markets are inactive or illiquid, the auditor’s
understanding of how management selects
assumptions may include understanding whether
management has:

+  Implemented appropriate policies for adapting the
application of the method in such circumstances.
Such adaptation may include making model
adjustments or developing new models that are
appropriate in the circumstances;

Resources with the necessary skills or knowledge
to adapt or develop a model, if necessary on an
urgent basis, including selecting the valuation
technique that is appropriate in  such
circumstances;

The resources to determine the range of outcomes,
given the uncertainties involved, for example by
performing a sensitivity analysis;

The means to assess how, when applicable, the
deterioration in market conditions has affected the
entity’s operations, environment and relevant
business risks and the implications for the entity’s
accounting estimates, in such circumstances; and
An appropriate understanding of how the price
data, and the relevance thereof, from particular
external information sources may vary in such
circumstances.
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Data (Ref: Para. 13(h)(ii)(a)(iii))
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A44. Matters that the auditor may consider in obtaining
an understanding of how management selects the data
on which the accounting estimates are based include:

The nature and source of the data, including
information  obtained from an  external
information source.
How management evaluates whether the data is
appropriate.
The accuracy and completeness of the data.
The consistency of the data used with data used in
previous periods.

The complexity of the information technology
systems used to obtain and process the data,
including when this involves handling large
volumes of data.

How the data is obtained, transmitted and
processed and how its integrity is maintained.
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How management understands and addresses
estimation uncertainty (Ref: Para. 13(h)

(i))(b)-13(h)(i1)(c))
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A45. Matters that may be appropriate for the auditor to
consider relating to whether and how management
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understands the degree of estimation uncertainty

include, for example:

+ Whether and, if so, how management identified
alternative methods, significant assumptions or
sources of data that are appropriate in the context
of the applicable financial reporting framework.
Whether and, if so, how management considered
alternative outcomes by, for example, performing
a sensitivity analysis to determine the effect of
changes in the significant assumptions or the data
used in making the accounting estimate.
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A46. The requirements of the applicable financial
reporting framework may specify the approach to
selecting management’s point estimate from the
reasonably possible measurement outcomes. Financial
reporting frameworks may recognize that the
appropriate amount is one that is appropriately
selected from the reasonably possible measurement
outcomes and, in some cases, may indicate that the
most relevant amount may be in the central part of that
range.
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AA47. For example, with respect to fair value estimates,
IFRS 13% indicates that, if multiple valuation
techniques are used to measure fair value, the results
(i.e., respective indications of fair value) shall be
evaluated considering the reasonableness of the range
of values indicated by those results. A fair value
measurement is the point within that range that is most
representative of fair value in the circumstances. In
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A48. The applicable financial reporting framework may | A48. i &+ 2 MEHE OPHLAIZB N T, &
prescribe disclosures or disclosure objectives related | 2+ o> BAgE 0 (2B 2 MRS IE 0 4 S0

to accounting estimates, and some entities may choose
to disclose additional information. These disclosures
or disclosure objectives may address, for example:
The method of estimation used, including any
applicable model and the basis for its selection.
Information that has been obtained from models,
or from other calculations used to determine
estimates recognized or disclosed in the financial
statements, including information relating to the
underlying data and assumptions used in those
models, such as:
o Assumptions developed internally; or
o Data, such as interest rates, that are affected by
factors outside the control of the entity.
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The effect of any changes to the method of
estimation from the prior period.

The sources of estimation uncertainty.

Fair value information.

Information about sensitivity analyses derived
from financial models that demonstrates that
management  has  considered  alternative
assumptions.
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A49. In some cases, the applicable financial reporting
framework may require specific disclosures regarding
estimation uncertainty, for example:

The disclosure of information about the
assumptions made about the future and other
major sources of estimation uncertainty that give
rise to a higher likelihood or magnitude of
material adjustment to the carrying amounts of
assets and liabilities after the period end. Such
requirements may be described using terms such
as “Key Sources of Estimation Uncertainty” or

“Critical Accounting Estimates.” They may relate
to  accounting  estimates  that  require
management’s most difficult, subjective or

complex judgments. Such judgments may be
more subjective and complex, and accordingly the
potential for a consequential material adjustment
to the carrying amounts of assets and liabilities
may increase, with the number of items of data
and assumptions affecting the possible future
resolution of the estimation uncertainty.
Information that may be disclosed includes:

o The nature of the assumption or other source of
estimation uncertainty;

o The sensitivity of carrying amounts to the methods
and assumptions used, including the reasons for
the sensitivity;

o The expected resolution of an uncertainty and the
range of reasonably possible outcomes in respect
of the carrying amounts of the assets and liabilities
affected; and

o An explanation of changes made to past
assumptions  concerning those assets and
liabilities, if the uncertainty remains unresolved.
The disclosure of the range of possible outcomes,
and the assumptions used in determining the
range.

The disclosure of specific information, such as:

o Information regarding the significance of fair
value accounting estimates to the entity’s financial
position and performance; and

o Disclosures regarding market
illiquidity.

+ Qualitative disclosures such as the exposures to
risk and how they arise, the entity’s objectives,
policies and procedures for managing the risk and
the methods used to measure the risk and any

inactivity or

A49.
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changes from the previous period of these
qualitative concepts.

Quantitative disclosures such as the extent to
which the entity is exposed to risk, based on
information provided internally to the entity’s key
management personnel, including credit risk,
liquidity risk and market risk
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Control activities relevant to the audit over
management’s process for making accounting
estimates (Ref: Para 13(i))

(St LOREYICEHTIREEOTOL
ADS5b, BEEICEHET HHHEES)
(B12IHO)BR)

AS50. The auditor’s judgment in identifying controls
relevant to the audit, and therefore the need to evaluate
the design of those controls and determine whether
they have been implemented, relates to management’s
process described in paragraph 13(h)(ii). The auditor
may not identify relevant control activities in relation
to all the elements of paragraph 13(h) (ii), depending
on the complexity associated with the accounting
estimate.
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A51. As part of obtaining an understanding of the control
activities relevant to the audit, the auditor may
consider:
+ How management determines the appropriateness

of the data used to develop the accounting
estimates, including when management uses an
external information source or data from outside
the general and subsidiary ledgers.

The review and approval of accounting estimates,
including the assumptions or data used in their
development, by appropriate levels of
management and, where appropriate, those
charged with governance.

The segregation of duties between those
responsible for making the accounting estimates
and those committing the entity to the related
transactions, including whether the assignment of
responsibilities appropriately takes account of the
nature of the entity and its products or services.
For example, in the case of a large financial
institution, relevant segregation of duties may
consist of an independent function responsible for
estimation and validation of fair value pricing of

the entity’s financial products staffed by
individuals whose remuneration is not tied to such
products.

The effectiveness of the design of the control
activities. Generally, it may be more difficult for
management to design controls that address
subjectivity and estimation uncertainty in a
manner that effectively prevents, or detects and
corrects, material misstatements, than it is to
design controls that address complexity. Controls
that address subjectivity and estimation
uncertainty may need to include more manual
elements, which may be less reliable than
automated controls as they can be more easily
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bypassed, ignored or overridden by management.
The design effectiveness of controls addressing
complexity may vary depending on the reason for,
and the nature of, the complexity. For example, it
may be easier to design more effective controls
related to a method that is routinely used or over
the integrity of data.
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A52. When management makes extensive use of
information technology in making an accounting
estimate, controls relevant to the audit are likely to
include general IT controls and application controls.
Such controls may address risks related to:

+ Whether the information technology system has
the capability and is appropriately configured to
process large volumes of data;

Complex calculations in applying a method.
When diverse systems are required to process
complex transactions, regular reconciliations
between the systems are made, in particular when
the systems do not have automated interfaces or
may be subject to manual intervention;

Whether the design and calibration of models is
periodically evaluated;

The complete and accurate extraction of data
regarding accounting estimates from the entity’s
records or from external information sources;
Data, including the complete and accurate flow of
data through the entity’s information system, the
appropriateness of any modification to the data
used in making accounting estimates, the
maintenance of the integrity and security of the
data;

When using external information sources, risks
related to processing or recording the data;
Whether management has controls around access,
change and maintenance of individual models to
maintain a strong audit trail of the accredited
versions of models and to prevent unauthorized
access or amendments to those models; and
Whether there are appropriate controls over the
transfer of information relating to accounting
estimates into the general ledger, including
appropriate controls over journal entries.
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Ab53. In some industries, such as banking or insurance,
the term governance may be used to describe activities
within the control environment, monitoring of
controls, and other components of internal control, as
described in ISA 315 (Revised).%®

% |SA 315 (Revised) paragraph A77
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A54. For entities with an internal audit function, its work
may be particularly helpful to the auditor in obtaining
an understanding of:

+  The nature and extent of management’s use of
accounting estimates;

The design and implementation of control
activities that address the risks related to the data,
assumptions and models used to make the
accounting estimates;
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Reviewing the Outcome or Re-Estimation of (2 BEEOLFHLEORBYDIHETELZENX
Previous Accounting Estimates (Ref: Para. 14) FERBEEORE) (E13ESR)

A55. A review of the outcome or re-estimation of
previous accounting estimates (retrospective review)
assists in identifying and assessing the risks of
material misstatement when previous accounting
estimates have an outcome through transfer or
realization of the asset or liability in the current
period, or are re-estimated for the purpose of the
current period. Through performing a retrospective
review, the auditor may obtain:

Information regarding the effectiveness of
management’s previous estimation process, from
which the auditor can obtain audit evidence about
the likely effectiveness of management’s current
process.

Audit evidence of matters, such as the reasons for
changes that may be required to be disclosed in
the financial statements.

Information regarding the complexity or

estimation  uncertainty  pertaining to the
accounting estimates.
Information regarding the susceptibility of

accounting estimates to, or that may be an
indicator of, possible management bias. The
auditor’s professional skepticism assists in
identifying such circumstances or conditions and
in determining the nature, timing and extent of
further audit procedures.
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Ab6. A retrospective review may provide audit evidence
that supports the identification and assessment of the
risks of material misstatement in the current period.
Such a retrospective review may be performed for
accounting estimates made for the prior period’s
financial statements, or may be performed over several
periods or a shorter period (such as half-yearly or
quarterly). In some cases, a retrospective review over
several periods may be appropriate when the outcome
of an accounting estimate is resolved over a longer
period.
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Ab7. A retrospective review of management judgments
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and assumptions related to significant accounting
estimates is required by ISA 240.3" As a practical
matter, the auditor’s review of previous accounting
estimates as a risk assessment procedure in accordance
with this ISA may be carried out in conjunction with
the review required by ISA 240.

3T ISA 240, The Auditor’s Responsibilities Relating to
Fraud in an Audit of Financial Statements,
paragraph 33(b)(ii)
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AS58. Based on the auditor’s previous assessment of the
risks of material misstatement, for example, if inherent
risk is assessed as higher for one or more risks of
material misstatement, the auditor may judge that a
more detailed retrospective review is required. As part
of the detailed retrospective review, the auditor may
pay particular attention, when practicable, to the effect
of data and significant assumptions used in making the
previous accounting estimates. On the other hand, for
example, for accounting estimates that arise from the
recording of routine and recurring transactions, the
auditor may judge that the application of analytical
procedures as risk assessment procedures is sufficient
for purposes of the review.
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A59. The measurement objective for fair value
accounting estimates and other accounting estimates,
based on current conditions at the measurement date,
deals with perceptions about value at a point in time,
which may change significantly and rapidly as the
environment in which the entity operates changes. The
auditor may therefore focus the review on obtaining
information that may be relevant to identifying and
assessing risks of material misstatement. For example,
in some cases, obtaining an understanding of changes
in marketplace participant assumptions that affected
the outcome of a previous period’s fair value
accounting estimates may be unlikely to provide
relevant audit evidence. In this case, audit evidence
may be obtained by understanding the outcomes of
assumptions (such as a cash flow projections) and
understanding the effectiveness of management’s prior
estimation process that supports the identification and
assessment of the risk of material misstatement in the
current period.
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A60. A difference between the outcome of an accounting
estimate and the amount recognized in the previous
period’s financial statements does not necessarily
represent a misstatement of the previous period’s
financial statements. However, such a difference may
represent a misstatement if, for example, the
difference arises from information that was available
to management when the previous period’s financial
statements were finalized, or that could reasonably be
expected to have been obtained and taken into account
in the context of the applicable financial reporting
framework.®® Such a difference may call into question
management’s process for taking information into
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account in making the accounting estimate. As a
result, the auditor may reassess control risk and may
determine that more persuasive audit evidence needs
to be obtained about the matter. Many financial
reporting  frameworks  contain  guidance on
distinguishing between changes in accounting
estimates that constitute misstatements and changes
that do not, and the accounting treatment required to
be followed in each case.

3 ISA 560, Subsequent Events, paragraph 14
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Specialized Skills or Knowledge (Ref: Para. 15)
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A61. Matters that may affect the auditor’s determination
of whether the engagement team requires specialized
skills or knowledge, include, for example:

The nature of the accounting estimates for a
particular business or industry (for example,
mineral deposits, agricultural assets, complex
financial instruments,  insurance  contract
liabilities).

The degree of estimation uncertainty.
The complexity of the method or model used.

The complexity of the requirements of the
applicable financial reporting framework relevant
to accounting estimates, including whether there
are areas known to be subject to differing
interpretation or practice or areas where there are
inconsistencies in how accounting estimates are
made.

The procedures the auditor intends to undertake in
responding to assessed risks of material
misstatement.

The need for judgment about matters not specified
by the applicable financial reporting framework.
The degree of judgment needed to select data and
assumptions.

The complexity and extent of the entity’s use of
information technology in making accounting
estimates.

The nature, timing and extent of the involvement of
individuals with specialized skills and knowledge may
vary throughout the audit.

% ISA 220, Quality Control for an Audit of Financial
Statements, paragraph 14 and ISA 300, Planning an
Audit of Financial Statements, paragraph 8(e)
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A62. The auditor may not possess the specialized skills
or knowledge necessary when the matter involved is in
a field other than accounting or auditing (for example,
valuation skills) and may need to use an auditor’s
expert.*

%0 1SA 620, Using the Work of an Auditor’s Expert
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A63. Many accounting estimates do not require the
application of specialized skills or knowledge. For
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example, specialized skills or knowledge may not be
needed for a simple inventory obsolescence
calculation. However, for example, for expected credit
losses of a banking institution or an insurance contract
liability for an insurance entity, the auditor is likely to
conclude that it is necessary to apply specialized skills
or knowledge.

RE TR IT LT & s, Bz, e
R IE U RS P LA 1 E O R RE & 5 L
TWD 47— A TR TR T n e &
SNV, Lo Laenn, 170 PHEEHEBXR
DB ORBEZOAE R LI H>WTE, B
BT, FEMRERE XIS NETH D L
Al B ATREMED E N,

Identifying and Assessing the Risks of Material
Misstatement (Ref: Para. 4, 16)

(5. EELRBRTIYRIVDOER &
i) (E4BERUEI5ESE)

A64. Identifying and assessing risks of material
misstatement at the assertion level relating to
accounting estimates is important for all accounting
estimates, including not only those that are recognized
in the financial statements, but also those that are
included in the notes to the financial statements.
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A65. Paragraph A42 of ISA 200 states that the ISAs do
not ordinarily refer to inherent risk and control risk
separately. However, this ISA requires a separate
assessment of inherent risk and control risk to provide
a basis for designing and performing further audit
procedures to respond to the risks of material
misstatement, including significant risks, at the
assertion level for accounting estimates in accordance
with ISA 330.4

41 ISA 330, paragraph 7(b)
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AG66. In identifying the risks of material misstatement
and in assessing inherent risk, the auditor is required
to take into account the degree to which the
accounting estimate is subject to, or affected by,
estimation uncertainty, complexity, subjectivity, or
other inherent risk factors. The auditor’s consideration
of the inherent risk factors may also provide
information to be used in determining:

+ Where inherent risk is assessed on the spectrum of
inherent risk; and
The reasons for the assessment given to the risks
of material misstatement at the assertion level,
and that the auditor’s further audit procedures in
accordance with paragraph 18 are responsive to
those reasons.

The interrelationships between the inherent risk factors
are further explained in Appendix 1.
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A67. The reasons for the auditor’s assessment of inherent
risk at the assertion level may result from one or more
of the inherent risk factors of estimation uncertainty,
complexity, subjectivity or other inherent risk factors.
For example:

(a) Accounting estimates of expected credit losses are
likely to be complex because the expected credit
losses cannot be directly observed and may
require the use of a complex model. The model
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may use a complex set of historical data and
assumptions about future developments in a
variety of entity specific scenarios that may be
difficult to predict. Accounting estimates for
expected credit losses are also likely to be subject
to high estimation uncertainty and significant
subjectivity in making judgments about future
events or conditions. Similar considerations apply
to insurance contract liabilities.

(b) An accounting estimate for an obsolescence
provision for an entity with a wide range of
different inventory types may require complex
systems and processes, but may involve little
subjectivity and the degree of estimation
uncertainty may be low, depending on the nature
of the inventory.

(c) Other accounting estimates may not be complex to
make but may have high estimation uncertainty
and require significant judgment, for example, an
accounting estimate that requires a single critical
judgment about a liability, the amount of which is
contingent on the outcome of the litigation.
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AB8. The relevance and significance of inherent risk
factors may vary from one estimate to another.
Accordingly, the inherent risk factors may, either
individually or in combination, affect simple
accounting estimates to a lesser degree and the auditor
may identify fewer risks or assess inherent risk at the
lower end of the spectrum of inherent risk.
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A69. Conversely, the inherent risk factors may, either
individually or in combination, affect complex
accounting estimates to a greater degree, and may lead
the auditor to assess inherent risk at the higher end of
the spectrum of inherent risk. For these accounting
estimates, the auditor’s consideration of the effects of
the inherent risk factors is likely to directly affect the
number and nature of identified risks of material
misstatement, the assessment of such risks, and
ultimately the persuasiveness of the audit evidence
needed in responding to the assessed risks. Also, for
these accounting estimates the auditor’s application of
professional skepticism may be particularly important.
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AT70. Events occurring after the date of the financial
statements may provide additional information
relevant to the auditor’s assessment of the risks of
material misstatement at the assertion level. For
example, the outcome of an accounting estimate may
become known during the audit. In such cases, the
auditor may assess or revise the assessment of the
risks of material misstatement at the assertion level,*?
regardless of the degree to which the accounting
estimate was subject to, or affected by estimation
uncertainty, complexity, subjectivity or other inherent
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risk factors. Events occurring after the date of the
financial statements also may influence the auditor’s
selection of the approach to testing the accounting
estimate in accordance with paragraph 18. For
example, for a simple bonus accrual that is based on a
straightforward percentage of compensation for
selected employees, the auditor may conclude that
there is relatively little complexity or subjectivity in
making the accounting estimate, and therefore may
assess inherent risk at the assertion level at the lower
end of the spectrum of inherent risk. The payment of
the bonuses subsequent to period end may provide
sufficient appropriate audit evidence regarding the
assessed risks of material misstatement at the assertion
level.

2 ISA 315 (Revised), paragraph 31
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A71. The auditor’s assessment of control risk may be
done in different ways depending on preferred audit
techniques or methodologies. The control risk
assessment may be expressed using qualitative
categories (for example, control risk assessed as
maximum, moderate, minimum) or in terms of the
auditor’s expectation of how effective the control(s) is
in addressing the identified risk, that is, the planned
reliance on the effective operation of controls. For
example, if control risk is assessed as maximum, the
auditor contemplates no reliance on the effective
operation of controls. If control risk is assessed at less
than maximum, the auditor contemplates reliance on
the effective operation of controls.
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Estimation Uncertainty (Ref: Para. 16(a))
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AT72. In taking into account the degree to which the
accounting estimate is subject to estimation
uncertainty, the auditor may consider:

Whether the applicable financial
framework requires:

o The use of a method to make the accounting
estimate that inherently has a high level of
estimation uncertainty. For example, the financial
reporting framework may require the use of
unobservable inputs.

o The use of assumptions that inherently have a high
level of estimation uncertainty, such as
assumptions with a long forecast period,
assumptions that are based on data that is
unobservable and are therefore difficult for
management to develop, or the use of various
assumptions that are interrelated.

o Disclosures about estimation uncertainty.

The business environment. An entity may be
active in a market that experiences turmoil or
possible disruption (for example, from major
currency movements or inactive markets) and the

reporting
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accounting estimate may therefore be dependent
on data that is not readily observable.

Whether it is possible (or practicable, insofar as
permitted by the applicable financial reporting
framework) for management:

o To make a precise and reliable prediction about
the future realization of a past transaction (for
example, the amount that will be paid under a
contingent contractual term), or about the
incidence and impact of future events or
conditions (for example, the amount of a future
credit loss or the amount at which an insurance
claim will be settled and the timing of its
settlement); or

o To obtain precise and complete information about
a present condition (for example, information
about valuation attributes that would reflect the
perspective of market participants at the date of
the financial statements, to develop a fair value
estimate).
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AT73. The size of the amount recognized or disclosed in
the financial statements for an accounting estimate is
not, in itself, an indicator of its susceptibility to
misstatement because, for example, the accounting
estimate may be understated.
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AT74. In some circumstances, the estimation uncertainty
may be so high that a reasonable accounting estimate
cannot be made. The applicable financial reporting
framework may preclude recognition of an item in the
financial statements, or its measurement at fair value.
In such cases, there may be risks of material
misstatement that relate not only to whether an
accounting estimate should be recognized, or whether
it should be measured at fair value, but also to the
reasonableness of the disclosures. With respect to such
accounting estimates, the applicable financial
reporting framework may require disclosure of the
accounting estimates and the estimation uncertainty
associated with them (see paragraphs A112-A113,
Al43-Al44).
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AT75. In some cases, the estimation uncertainty relating to
an accounting estimate may cast significant doubt
about the entity’s ability to continue as a going
concern. ISA 570 (Revised) “® establishes requirements
and provides guidance in such circumstances.

3 ISA 570, (Revised), Going Concern
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Complexity or Subjectivity (Ref: Para. 16(b))
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making the accounting estimate are affected by
complexity, the auditor may consider:
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The need for specialized skills or knowledge by
management which may indicate that the method
used to make an accounting estimate is inherently
complex and therefore the accounting estimate
may have a greater susceptibility to material
misstatement. There may be a greater
susceptibility to material misstatement when
management has developed a model internally
and has relatively little experience in doing so, or
uses a model that applies a method that is not
established or commonly used in a particular
industry or environment.

The nature of the measurement basis required by
the applicable financial reporting framework,
which may result in the need for a complex
method that requires multiple sources of historical
and forward-looking data or assumptions, with
multiple interrelationships between them. For
example, an expected credit loss provision may
require judgments about future credit repayments
and other cash flows, based on consideration of
historical experience data and the application of
forward looking assumptions. Similarly, the
valuation of an insurance contract liability may
require judgments about future insurance contract
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AT77. In taking into account the degree to which the
selection and application of the data used in making
the accounting estimate are affected by complexity,
the auditor may consider:

+ The complexity of the process to derive the data,
taking into account the relevance and reliability of
the data source. Data from certain sources may be
more reliable than from others. Also, for
confidentiality or proprietary reasons, some
external information sources will not (or not fully)
disclose information that may be relevant in
considering the reliability of the data they
provide, such as the sources of the underlying
data they used or how it was accumulated and
processed.

The inherent complexity in maintaining the
integrity of the data. When there is a high volume
of data and multiple sources of data, there may be
inherent complexity in maintaining the integrity
of data that is used to make an accounting
estimate.

The need to interpret complex contractual terms.
For example, the determination of cash inflows or
outflows arising from a commercial supplier or
customer rebates may depend on very complex
contractual terms that require specific experience
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or competence to understand or interpret.

M+ rdFxvy vy TN 70—0ORE
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The Degree to Which Subjectivity Affects the (XL, REFE. REXET—420

Selection and Application of the Method,
Assumptions or Data

BERRVERAICHET H1EE)

AT78. In taking into account the degree to which the

selection and application of method, assumptions or data

are affected by subjectivity, the auditor may consider:

The degree to which the applicable

financial reporting framework does not
specify the valuation approaches, concepts,
techniques and factors to use in the
estimation method.
The uncertainty regarding the amount or
timing, including the length of the forecast
period. The amount and timing are a
source of inherent estimation uncertainty,
and give rise to the need for management
judgment in selecting a point estimate,
which in turn creates an opportunity for
management bias. For example, an
accounting estimate that incorporates
forward looking assumptions may have a
high degree of subjectivity which may be
susceptible to management bias.

A78. RFFEOREY IZHEMT 5 AEFIE, KE
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Other Inherent Risk Factors (Ref: Para. 16(b))

(Q) ZothnER") RV ER)
2)Z8R)

(55 15 18

A79. The degree of subjectivity associated with an
accounting estimate influences the susceptibility of the
accounting estimate to misstatement due to
management bias or fraud. For example, when an
accounting estimate is subject to a high degree of
subjectivity, the accounting estimate is likely to be
more susceptible to misstatement due to management
bias or fraud and this may result in a wide range of
possible measurement outcomes. Management may
select a point estimate from that range that is
inappropriate in the circumstances, or that is
inappropriately influenced by unintentional or
intentional management bias, and that is therefore
misstated. For continuing audits, indicators of possible
management bias identified during the audit of
preceding periods may influence the planning and risk
assessment procedures in the current period.
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Significant Risks (Ref: Para. 17)

(4) BANGEHZDEELETDHIIRY)
(55 16 IESHR)

A80. The auditor’s assessment of inherent risk, which
takes into account the degree to which an accounting
estimate is subject to, or affected by estimation
uncertainty, complexity, subjectivity or other inherent
risk factors, assists the auditor in determining whether
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any of the risks of material misstatement identified
and assessed are a significant risk.

U R DNEERI7e a2 EBLE 350 A7 ThD
MNE D EER ANOVAIETT 5 B TR,

Responses to the Assessed Risks of Material
Misstatement

(6. FMiL-EEGCEBRTIXI~AD
i)

The Auditor’s Further Audit Procedures (Ref:
Para. 18)

((1) BEEAD)RIAEFHE) (5171
Z8)

A81. In designing and performing further audit|A81. VU 27 xfinFiia R L CEMT LR, B

procedures the auditor may use any of the three testing
approaches (individually or in combination) listed in
paragraph 18. For example, when several assumptions
are used to make an accounting estimate, the auditor
may decide to use a different testing approach for each
assumption tested.

BANITH 17 BRI NLTWD =207 71
—F EHRNC A G DT CHERT 2 Z &0
b5, Bz, £ Lo RV ICEBOREN
fEHINTWDEGE, BEENTENENDORGE
R T7 e —FEHWLZ LR H 5,

Obtaining Relevant Audit Evidence Whether
Corroborative or Contradictory

(BFTELTEHIREFETSHET HEE
RESRD A F)

A82. Audit evidence comprises both information that | AS2. EEAFHFHLIZ. 7 H—3 3 > ZHEAHT B IHH

supports and corroborates management’s assertions,
and any information that contradicts such assertions.*
Obtaining audit evidence in an unbiased manner may
involve obtaining evidence from multiple sources
within and outside the entity. However, the auditor is
not required to perform an exhaustive search to
identify all possible sources of audit evidence.

4 ISA 500, paragraph Al

EXETDIEROM IO SN D (BEEH
500 D AL TEHZW) . 2L &RV R ATTD
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A83. ISA 330 requires the auditor to obtain more | AS3. BEEALWER B SMAE 330 (X, FME L&

persuasive audit evidence the higher the auditor’s
assessment of the risk.*® Therefore, the consideration
of the nature or quantity of the audit evidence may be
more important when inherent risks relating to an
accounting estimate is assessed at the higher end of the
spectrum of inherent risk.

45 ISA 330, paragraphs 7(b) and A19

BREHBTRRY A7 ORRENREWIEE, X0k
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Scalability

(ERAORELE)

A84. The nature, timing and extent of the auditor’s | A84. BEH A DV 2 7 %bS Tt OFEME. Wil K O

further audit procedures are affected by, for example:

The assessed risks of material misstatement,
which affect the persuasiveness of the audit
evidence needed and influence the approach the
auditor selects to audit an accounting estimate.
For example, the assessed risks of material
misstatement relating to the existence or valuation
assertions may be lower for a straightforward
accrual for bonuses that are paid to employees
shortly after period end. In this situation, it may
be more practical for the auditor to obtain
sufficient appropriate audit evidence by
evaluating events occurring up to the date of the
auditor’s report, rather than through other testing
approaches.

The reasons for the assessed risks of material
misstatement.
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When the Auditor Intends to Rely on the
Operating Effectiveness of Relevant
Controls (Ref: Para: 19)

(2 EEANEHICEASATLSIAR

HHIET S5 FPETHLHEBES) (5 18
IES )

A85. Testing the operating effectiveness of relevant
controls may be appropriate when inherent risk is
assessed as higher on the spectrum of inherent risk,
including for significant risks. This may be the case
when the accounting estimate is subject to or affected
by a high degree of complexity. When the accounting
estimate is affected by a high degree of subjectivity,
and therefore requires significant judgment by
management, inherent limitations in the effectiveness
of the design of controls may lead the auditor to focus
more on substantive procedures than on testing the
operating effectiveness of controls.
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L0 LEEFRUICERZELS ZE0H D,

A86. In determining the nature, timing and extent of
testing of the operating effectiveness of controls
relating to accounting estimates, the auditor may
consider factors such as:

+  The nature, frequency and volume of transactions;
The effectiveness of the design of the controls,
including whether controls are appropriately
designed to respond to the assessed inherent risk,
and the strength of governance;

The importance of particular controls to the
overall control objectives and processes in place
at the entity, including the sophistication of the
information system to support transactions;

The monitoring of controls and identified
deficiencies in internal control;

The nature of the risks the controls are intended to
address, for example, controls related to the
exercise of judgment compared with controls over
supporting data;

The competency of those involved in the control
activities;

The frequency of performance of the control
activities; and
The evidence of performance of control activities.
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Substantive Procedures Alone Cannot Provide

(REEFHDHAH TIX+25 DY) e

Sufficient Appropriate Audit Evidence EAFTELHRLES)
A87. In some industries, such as the financial services | A87. &l D —HOER T, BREFHFNEE
industry, management makes extensive use of IT to| %479 2% 7= > CJR&ilc IT ZFHL TV 5E

conduct business. It may therefore be more likely that
there are risks related to certain accounting estimates
for which substantive procedures alone cannot provide
sufficient appropriate audit evidence.

ENDDH, FOLGE. EIETFHOHTIET o0
O R EAIAE AT T 5 ENTE 0K
IMEBFH EORBEVIZET A R BNEET D
ATREME AN U,

A88. Circumstances when risks for which substantive
procedures alone cannot provide sufficient appropriate
audit evidence at the assertion level may exist include:

When controls are necessary to mitigate risks
relating to the initiation, recording, processing, or
reporting of information obtained from outside of
the general and subsidiary ledgers.
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Information supporting one or more assertions is
electronically initiated, recorded, processed, or
reported. This is likely to be the case when there
is a high volume of transactions or data, or a
complex model is used, requiring the extensive
use of information technology to ensure the
accuracy and completeness of the information. A
complex expected credit loss provision may be
required for a financial institution or utility entity.
For example, in the case of a utility entity, the
data used in developing the expected credit loss
provision may comprise many small balances
resulting from a high volume of transactions. In
these circumstances, the auditor may conclude
that sufficient appropriate audit evidence cannot
be obtained without testing controls around the
model used to develop the expected credit loss
provision.

In such cases, the sufficiency and appropriateness of
the audit evidence may depend on the effectiveness of
controls over the accuracy and completeness of the
information.
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AB89. As part of the audit of the financial statements for
certain entities (such as a bank or insurer), the auditor
also may be required by law or regulation to undertake
additional procedures in relation to, or to provide an
assurance conclusion on, internal control. In these and
other similar circumstances, the auditor may be able to
use information obtained in performing such
procedures as audit evidence, subject to determining
whether subsequent changes have occurred that may
affect its relevance to the audit.
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Significant Risks (Ref: Para. 20)
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A90. When the auditor’s further audit procedures in
response to a significant risk consist only of
substantive procedures, ISA 330% requires that those
procedures include tests of details. Such tests of details
may be designed and performed under each of the
approaches described in paragraph 18 of this ISA
based on the auditor’s professional judgment in the
circumstances. Examples of tests of details for
significant risks related to accounting estimates
include:

Examination, for example, examining contracts to
corroborate terms or assumptions.
Recalculation, for example,
mathematical accuracy of a model.
Agreeing assumptions used to supporting
documentation, such as third-party published
information.

verifying the

6 ISA 330, paragraph 21
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Obtaining Audit Evidence from Events
Occurring up to the Date of the Auditor’s
Report (Ref: Para. 21)

(4 EEHEEAFTICHRELEERD
o DEEMMOAF) (5 20ESHR)

A91. In some circumstances, obtaining audit evidence | A91. JRPIC Xk » T, BEEHREER £ TITHRE

from events occurring up to the date of the auditor’s
report may provide sufficient appropriate audit
evidence to address the risks of material misstatement.
For example, sale of the complete inventory of a
discontinued product shortly after the period end may
provide sufficient appropriate audit evidence relating
to the estimate of its net realizable value at the period
end. In other cases, it may be necessary to use this
testing approach in connection with another approach
in paragraph 18.
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A92. For some accounting estimates, events occurring up | A92. —IERDO L3 FO RE Y IOV TIL., EA R

to the date of the auditor’s report are unlikely to
provide sufficient appropriate audit evidence regarding
the accounting estimate. For example, the conditions
or events relating to some accounting estimates
develop only over an extended period. Also, because
of the measurement objective of fair value accounting
estimates, information after the period-end may not
reflect the events or conditions existing at the balance
sheet date and therefore may not be relevant to the
measurement of the fair value accounting estimate.

HEEAHETITRE LTEES DR EORFED
[ E 3 I A A RS BT ) DA | U /AN SR GR=WAS
WZ ERH D, Bl RWIRICHI > TaE
FOREY ITEhE T DRI FEGENELC 5
BThod, £z, AEMEIZET I EOR
O OEAE. MIRAZOERIT, KRB ICHEE
T 5 HL LRI Z R L TV 72 W ATREMEDY &
L7280, ANEMEIZEET 2S5 Lo RAEY Ofl
EIWCBEHE LN ENH 5,

A93. Even if the auditor decides not to undertake this | A93. EE& AIX. HEOREH FORIEY 125\ T

testing approach in respect of specific accounting
estimates, the auditor is required to comply with ISA
560. ISA 560 requires the auditor to perform audit
procedures designed to obtain sufficient appropriate
audit evidence that all events occurring between the
date of the financial statements and the date of the
auditor’s report that require adjustment of, or
disclosure in, the financial statements have been
identified*” and appropriately reflected in the financial
statements.”® Because the measurement of many
accounting estimates, other than fair value accounting
estimates, usually depends on the outcome of future
conditions, transactions or events, the auditor’s work
under ISA 560 is particularly relevant.

47 ISA 560, paragraph 6
8 ISA 560, paragraph 8
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Testing How Management Made the Accounting
Estimate (Ref: Para. 22)

(6) BREENEDLSICERFHLORRY
ZTohDRE) (5 21 IHESR)

A94. Testing how management made the accounting | A94. REEZEN LD L HICE2EFH EORMEY 217-

estimate may be an appropriate approach when, for
example:

The auditor’s review of similar accounting
estimates made in the prior period financial
statements suggests that management’s current
period process is appropriate.

The accounting estimate is based on a large
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population of items of a similar nature that
individually are not significant.

The applicable financial reporting framework
specifies how management is expected to make
the accounting estimate. For example, this may be
the case for an expected credit loss provision.

The accounting estimate is derived from the
routine processing of data.

Testing how management made the accounting
estimate may also be an appropriate approach when
neither of the other testing approaches is practical to
perform, or may be an appropriate approach in
combination with one of the other testing approaches.
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Changes in Methods, Significant Assumptions
and the Data from Prior Periods (Ref: Para.
23(a), 24(a), 25(a))

(RRFX. EECREXEFIT—2 08B
ENoDOEE) (5 22 EHAO), % 23 17
(M ERUE24E)SE) )

A95. When a change from prior periods in a method,
significant assumption, or the data is not based on new
circumstances or new information, or when significant
assumptions are inconsistent with each other and with
those used in other accounting estimates, or with
related assumptions used in other areas of the entity’s
business activities, the auditor may need to have
further discussions with management about the
circumstances and, in doing so, challenge management
regarding the appropriateness of the assumptions used.
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Indicators of Management Bias (Ref: Para. 23(b),
24(b), 25(b))

(REEHORRANFET SEE) (£ 221F
2. ERVEQORUVE24EQ)SE)

A96. When the auditor identifies indicators of possible
management bias, the auditor may need a further
discussion with management and may need to
reconsider whether sufficient appropriate audit
evidence has been obtained that the method,
assumptions and data used were appropriate and
supportable in the circumstances. An example of an
indicator of management bias for a particular
accounting estimate may be when management has
developed an appropriate range for several different
assumptions, and in each case the assumption used
was from the end of the range that resulted in the most
favorable measurement outcome.
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Methods (RIEFiE)
The selection of the method (Ref: Para. 23(a)) (REFEDRR) (F 2215 () BR)

A97. Relevant considerations for the auditor regarding
the appropriateness of the method selected in the
context of the applicable financial reporting
framework, and, if applicable, the appropriateness of
changes from the prior period may include:

Whether management’s rationale for the method
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selected is appropriate;

Whether the method is appropriate in the
circumstances given the nature of the accounting
estimate, the requirements of the applicable
financial reporting framework, other available
valuation concepts or techniques, regulatory
requirements, and the business, industry and
environment in which the entity operates;

When management has determined that different
methods result in a range of significantly different
estimates, how management has investigated the
reasons for these differences; and

Whether the change is based on new
circumstances or new information. When this is
not the case, the change may not be reasonable or
in compliance with the applicable financial
reporting framework. Arbitrary changes result in
inconsistent financial statements over time and
may give rise to financial statement misstatements
or may be an indicator of possible management
bias. (see also paragraphs A133-A136)

These matters are important when the applicable
financial reporting framework does not prescribe the
method of measurement or allows multiple methods.
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Complex modelling (Ref: Para. 23(d))

(BaEeeT V) (522 HA) ZH)

A98. A model, and the related method, is more likely to
be complex when:

Understanding and applying the method,
including designing the model and selecting and
using appropriate data and assumptions, requires
specialized skills or knowledge;

It is difficult to obtain data needed for use in the
model because there are restrictions on the
availability or observability of, or access to, data;
or

It is difficult to maintain the integrity (e.g.,
accuracy, consistency, or completeness) of the
data and assumptions in using the model due to
multiple valuation attributes, multiple
relationships between them, or multiple iterations
of the calculation.
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A99. Matters that the auditor may consider when
management uses a complex model include, for
example, whether:

The model is validated prior to usage or when
there has been a change to the model, with
periodic reviews to ensure it is still suitable for its
intended use. The entity’s validation process may
include evaluation of:

o The model’s theoretical soundness;

o The model’s mathematical integrity;

o The accuracy and completeness of the model’s
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data and assumptions; and - BT VORI A

o The model’s output as compared to actual - BF ORI sE e
transactions. - BTV THNLND T — 4 & ARE O EREE

Appropriate change control
procedures exist.

Management uses appropriate skills and
knowledge in using the model.

policies and

These considerations may also be useful for a method
that does not involve complex modelling.

K Ot
- BT VORERR L EEOTE| & ok
- ETVOMEEI R E T E RO KON TFHREN
FIETDHNE DD,
T H DT VAT 2 BRICE Y e H6E
EHFRAITH LTV A E 9 ),
INLOEEREHIL, BHET VEMEH LR
WRFEICXH L TOAERRZ Enb 5,

A100. Management may make adjustments to the output
of the model to meet the requirements of the
applicable financial reporting framework. In some
industries these adjustments are referred to as
overlays. In the case of fair value accounting
estimates, it may be relevant to consider whether
adjustments to the output of the model, if any, reflect
the assumptions marketplace participants would use in
similar circumstances.
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Maintenance of integrity of significant
assumptions and the data used in applying the
method (Ref: Para. 23(e))

(RRFEOERAICEVTERASISEE
BRERUVT—2DORLEOH#HE) (B
2215 (5) & ]R)

Al101. Maintaining the integrity of significant
assumptions and the data in applying the method
refers to the maintenance of the accuracy and
completeness of the data and assumptions through all
stages of information processing. A failure to maintain
such integrity may result in corruption of the data and
assumptions and may give rise to misstatements. In
this regard, relevant considerations for the auditor may
include whether the data and assumptions are subject
to all changes intended by management, and not
subject to any unintended changes, during activities
such as input, storage, retrieval, transmission or
processing.
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Significant Assumptions (Ref: Para. 24)

(EELEE) (523EBZHR)

A102. Relevant considerations for the auditor regarding
the appropriateness of the significant assumptions in
the context of the applicable financial reporting
framework, and, if applicable, the appropriateness of
changes from the prior period may include:

*  Management’s rationale for the selection of the
assumption;
Whether the assumption is appropriate in the
circumstances given the nature of the accounting
estimate, the requirements of the applicable
financial reporting framework, and the business,
industry and environment in which the entity
operates; and
Whether a change from prior periods in selecting
an assumption is based on new circumstances or
new information. When it is not, the change may
not be reasonable nor in compliance with the
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applicable  financial  reporting  framework.
Avrbitrary changes in an accounting estimate may
give rise to material misstatements of the financial
statements or may be an indicator of possible
management bias (see paragraphs A133-A136).

LTCWRWZ ERnbbd, Dt EOREDIC
B OREWRET L, ME#HERICBITD
HERBBR A ZELSED, UIREE
DIRADFIET DIBEE 2D 2 D D,
(A133IH)> HAL36IEZ )

A103. Management may evaluate alternative
assumptions or outcomes of accounting estimates,
which may be accomplished through a number of
approaches depending on the circumstances. One
possible approach is a sensitivity analysis. This might
involve determining how the monetary amount of an
accounting estimate varies with different assumptions.
Even for accounting estimates measured at fair value,
there may be variation because different market
participants will use different assumptions. A
sensitivity analysis may lead to the development of a
number of outcome  scenarios, sometimes
characterized as a range of outcomes by management,
and including ‘pessimistic’ and “optimistic” scenarios.
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A104. Through the knowledge obtained in performing
the audit, the auditor may become aware of or may
have obtained an understanding of assumptions used
in other areas of the entity’s business. Such matters
may include, for example, business prospects,
assumptions in strategy documents and future cash
flows. Also, if the engagement partner has performed
other engagements for the entity, ISA 315 (Revised) #°
requires the engagement partner to consider whether
information obtained from those other engagements is
relevant to identifying risks of material misstatement.
This information may also be useful to consider in
addressing whether significant assumptions are
consistent with each other and with those used in other
accounting estimates.

49 ISA 315 (Revised), paragraph 8
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A105. The appropriateness of the significant assumptions
in the context of the requirements of the applicable
financial reporting framework may depend on
management’s intent and ability to carry out certain
courses of action. Management often documents plans
and intentions relevant to specific assets or liabilities
and the applicable financial reporting framework may
require management to do so. The nature and extent of
audit evidence to be obtained about management’s
intent and ability is a matter of professional judgment.
When applicable, the auditor’s procedures may
include the following:

*  Review of management’s history of carrying out
its stated intentions.

Inspection of written plans and other
documentation, including, when applicable,
formally approved budgets, authorizations or
minutes.

Inquiry of management about its reasons for a
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particular course of action.

Review of events occurring subsequent to the date
of the financial statements and up to the date of
the auditor’s report.

Evaluation of the entity’s ability to carry out a
particular course of action given the entity’s
economic  circumstances, including  the
implications of its existing commitments and
legal, regulatory, or contractual restrictions that
could affect the feasibility of management’s
actions.

Consideration of whether management has met
the applicable documentation requirements, if
any, of the applicable financial reporting
framework.

Certain financial reporting frameworks, however, may
not permit management’s intentions or plans to be
taken into account when making an accounting
estimate. This is often the case for fair value
accounting estimates because their measurement
objective requires that significant assumptions reflect
those used by marketplace participants.

i
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Data (Ref: Para. 25(a))

(F—2) F245H1)ZH)

A106. Relevant considerations for the auditor regarding
the appropriateness of the data selected for use in the
context of the applicable financial reporting
framework, and, if applicable, the appropriateness of
the changes from the prior period may include:

+ Management’s rationale for the selection of the
data;

Whether the data is appropriate in the
circumstances given the nature of the accounting
estimate, the requirements of the applicable
financial reporting framework, and the business,
industry and environment in which the entity
operates; and
Whether the change from prior periods in the
sources or items of data selected or data selected,
iS based on new circumstances or new
information. When it is not, it is unlikely to be
reasonable nor in compliance with the applicable
financial reporting framework. Arbitrary changes
in an accounting estimate result in inconsistent
financial statements over time and may give rise
to financial statement misstatements or may be an
indicator of possible management bias (see
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paragraphs A133-A136). B ENbb, (A3 HAICEHEIR)
Relevance and reliability of the data (Ref: Para. (T—a2OEEHLEHEE) (F 24 1EQ)
25(c)) SH)

A107. When using information produced by the entity,
ISA 500 requires the auditor to evaluate whether the
information is sufficiently reliable for the auditor’s
purposes, including as necessary in the circumstances,
to obtain audit evidence about the accuracy and
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completeness of the information and evaluating
whether the information is sufficiently precise and
detailed for the auditor’s purposes.®

%0 ISA 500, paragraph 9

WZiE, & ORI W TR YiZiEmo
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Complex legal or contractual terms (Ref: Para.
25(d))

(BELES IR EORE) (F 2
15 (4) B5)

A108. Procedures that the auditor may consider when the
accounting estimate is based on complex legal or
contractual terms include:

Considering whether specialized skills or
knowledge are needed to understand or interpret
the contract;

Inquiring of the entity’s legal counsel regarding
the legal or contractual terms; and
Inspecting the underlying contracts to:

o Evaluate, the underlying business purpose for the
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transaction or agreement; and - BRIFMPREFEOWHEES L TWHDHH
o Consider whether the terms of the contracts are E D D ORE
consistent with management’s explanations.
Management’s Selection of a Point Estimate and (REEHICLARBEORREAUVREYD
Related  Disclosures  about  Estimation AEEMIZET A TiREE)
Uncertainty
Management’s steps to understand and address (BREEHICLIRBYDFAEEHOERR

estimation uncertainty (Ref: Para.
26(a))

Uty (B 2515 (1) S].)

A109. Relevant considerations regarding whether
management has taken appropriate steps to understand
and address estimation uncertainty may include
whether management has:

(@) Understood the estimation uncertainty, through
identifying the sources, and assessing the degree
of inherent variability in the measurement
outcomes and the resulting range of reasonably
possible measurement outcomes;

(b) Identified the degree to which, in the measurement
process, complexity or subjectivity affect the risk
of material misstatement, and addressed the
resulting potential for misstatement through
applying:

(i) Appropriate skills and knowledge in making
accounting estimates; and

(ii) Professional judgment, including by identifying
and addressing susceptibility to management bias;

and
(c) Addressed estimation uncertainty through
appropriately  selecting management’s point

estimate and related disclosures that describe the
estimation uncertainty.
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The selection of management’s point estimate
and related disclosures of estimation
uncertainty (Ref: Para. 26(b))
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Al110. Matters that may be relevant regarding the
selection of management’s point estimate and the
development of related disclosures about estimation
uncertainty include whether:

The methods and data used were selected
appropriately, including when alternative methods
for making the accounting estimate and
alternative sources of data were available.
Valuation attributes used were appropriate and
complete.

The assumptions used were selected from a range
of reasonably possible amounts and were
supported by appropriate data that is relevant and
reliable.

The data used was appropriate, relevant and
reliable, and the integrity of that data was
maintained.

The calculations were applied in accordance with
the method and were mathematically accurate.
Management’s point estimate is appropriately
chosen from the reasonably possible measurement
outcomes.

The related disclosures appropriately describe the
amount as an estimate and explain the nature and
limitations of the estimation process, including
the variability of the reasonably possible
measurement outcomes.
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All1l. Relevant considerations for the auditor regarding
the appropriateness of management’s point estimate,
may include:

+ When the requirements of the applicable financial
reporting framework prescribe the point estimate
that is to be used after consideration of the
alternative outcomes and assumptions, or
prescribes a specific measurement method,
whether  management has followed the
requirements of the applicable financial reporting
framework.

When the applicable financial reporting
framework has not specified how to select an
amount from reasonably possible measurement
outcomes, whether management has exercised
judgment, taking into account the requirements of
the applicable financial reporting framework.
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Al112. Relevant considerations for the auditor regarding
management’s  disclosures ~ about  estimation
uncertainty include the requirements of the applicable
financial reporting framework, which may require
disclosures:

That describe the amount as an estimate and
explain the nature and limitations of the process
for making it, including the variability in
reasonably possible measurement outcomes. The
framework also may require additional
disclosures to meet a disclosure objective.
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About significant accounting policies related to
accounting  estimates. Depending on the
circumstances, relevant accounting policies may
include matters such as the specific principles,
bases, conventions, rules and practices applied in
preparing and presenting accounting estimates in
the financial statements.

About significant or critical judgments (for
example, those that had the most significant effect
on the amounts recognized in the financial
statements) as well as significant forward-looking
assumptions or other sources of estimation
uncertainty.

In certain circumstances, additional disclosures beyond
those explicitly required by the financial reporting
framework may be needed in order to achieve fair
presentation, or in the case of a compliance
framework, for the financial statements not to be
misleading.

L IFRS 13, Fair Value Measurement, paragraph 92
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Al113. The greater the degree to which an accounting
estimate is subject to estimation uncertainty, the more
likely the risks of material misstatement will be
assessed as higher and therefore the more persuasive
the audit evidence needs to be to determine, in
accordance with paragraph 35, whether management’s
point estimate and related disclosures about estimation
uncertainty are reasonable in the context of the
applicable financial reporting framework, or are
misstated.
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Al114. If the auditor’s consideration of estimation
uncertainty associated with an accounting estimate,
and its related disclosure, is a matter that required
significant auditor attention, then this may constitute a
key audit matter.

%2 ISA 701, Communicating Key Audit Matters in the
Independent Auditor’s Report
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When Management Has Not Taken Appropriate
Steps to Understand and Address
Estimation Uncertainty (Ref: Para. 27)

(REFELSRWMY OFFEEEICE L TED
[CEBX(ELRLTLEMESE) (5 26
HZR)

A115. When the auditor determines that management has
not taken appropriate steps to understand and address
estimation uncertainty, additional procedures that the
auditor may request management to perform to
understand estimation uncertainty may include, for
example, consideration of alternative assumptions or
the performance of a sensitivity analysis.
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A116. In considering whether it is practicable to develop
a point estimate or range, matters the auditor may need
to take into account include whether the auditor could
do so without compromising independence
requirements. This may include relevant ethical
requirements that address prohibitions on assuming
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management responsibilities.
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A117. If, after considering management’s response, the
auditor determines that it is not practicable to develop
an auditor’s point estimate or range, the auditor is
required to evaluate the implications for the audit or
the auditor’s opinion on the financial statements in
accordance with paragraph 34.
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Developing an Auditor’s Point Estimate or Using
an Auditor’s Range (Ref: Para. 28-29)

((6) EEANDRBEHEXIEEADHEE
EDRE) (F21ERUE 28I1ESMHE)

A118. Developing an auditor’s point estimate or range to
evaluate management’s point estimate and related
disclosures about estimation uncertainty may be an
appropriate approach when, for example:

The auditor’s review of similar accounting
estimates made in the prior period financial
statements suggests that management’s current
period process is not expected to be effective.

The entity’s controls within and over
management’s process for making accounting
estimates are not well designed or properly
implemented.

Events or transactions between the period end and
the date of the auditor’s report have not been
properly taken into account, when it is appropriate
for management to do so, and such events or
transactions appear to contradict management’s
point estimate.

There are appropriate alternative assumptions or
sources of relevant data that can be used in
developing an auditor’s point estimate or a range.

Management has not taken appropriate steps to
understand or address the estimation uncertainty
(see paragraph 27).
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A119. The decision to develop a point estimate or range
also may be influenced by the applicable financial
reporting framework, which may prescribe the point
estimate that is to be used after consideration of the
alternative outcomes and assumptions, or prescribe a
specific measurement method (for example, the use of
a discounted probability-weighted expected value, or
the most likely outcome).
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A120. The auditor’s decision as to whether to develop a
point estimate rather than a range may depend on the
nature of the estimate and the auditor’s judgment in
the circumstances. For example, the nature of the
estimate may be such that there is expected to be less
variability in the reasonably possible outcomes. In
these circumstances, developing a point estimate may
be an effective approach, particularly when it can be
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developed with a higher degree of precision.

BWHECTHBEELZRE T2 LAICU TIEE
%,

Al121. The auditor may develop a point estimate or a
range in a number of ways, for example, by:
Using a different model than the one used by
management, for example, one that is
commercially available for use in a particular
sector or industry, or a proprietary or auditor-
developed model.

Using management’s model but developing
alternative assumptions or data sources to those
used by management.

Using the auditor’s own method but developing
alternative assumptions to those used by
management.

Employing or engaging a person with specialized
expertise to develop or execute a model, or to
provide relevant assumptions.

Consideration of other comparable conditions,
transactions or events, or, where relevant, markets
for comparable assets or liabilities.
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Al122. The auditor also may develop a point estimate or
range for only part of the accounting estimate (for
example, for a particular assumption, or when only a
certain part of the accounting estimate is giving rise to
the risk of material misstatement).
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Al123. When using the auditor’s own methods,
assumptions or data to develop a point estimate or
range, the auditor may obtain evidence about the
appropriateness of  management’s methods,
assumptions or data. For example, if the auditor uses
the auditor’s own assumptions in developing a range
to evaluate the reasonableness of management’s point
estimate, the auditor may also develop a view about
whether management’s judgments in selecting the
significant assumptions used in making the accounting
estimate give rise to indicators of possible
management bias.
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Al124. The requirement in paragraph 29(a) for the auditor
to determine that the range includes only amounts that
are supported by sufficient appropriate audit evidence
does not mean that the auditor is expected to obtain
audit evidence to support each possible outcome in the
range individually. Rather, the auditor is likely to
obtain evidence to determine that the points at both
ends of the range are reasonable in the circumstances,
thereby supporting that amounts falling between those
two points also are reasonable.
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A125. The size of the auditor’s range may be multiples
of materiality for the financial statements as a whole,
particularly when materiality is based on operating
results (for example, pre-tax income) and this measure
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is relatively small in relation to assets or other balance
sheet measures. This situation is more likely to arise in
circumstances when the estimation uncertainty
associated with the accounting estimate is itself
multiples of materiality, which is more common for
certain types of accounting estimates or in certain
industries, such as insurance or banking, where a high
degree of estimation uncertainty is more typical and
there may be specific requirements in the applicable
financial reporting framework in that regard. Based on
the procedures performed and audit evidence obtained
in accordance with the requirements of this ISA, the
auditor may conclude that a range that is multiples of
materiality is, in the auditor’s judgment, appropriate in
the circumstances. When this is the case, the auditor’s
evaluation of the reasonableness of the disclosures
about estimation uncertainty becomes increasingly
important, particularly whether such disclosures
appropriately convey the high degree of estimation
uncertainty and the range of possible outcomes.
Paragraphs Al139-Al44 include additional
considerations that may be relevant in these
circumstances.
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Other Considerations Relating to Audit Evidence
(Ref: Para. 30)
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A126. Information to be used as audit evidence,
regarding risks of material misstatement relating to
accounting estimates, may have been produced by the
entity, prepared using the work of a management’s
expert, or provided by an external information source.
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External Information Sources

(S EBIEERIE)

A127. As explained in ISA 500, * the reliability of
information from an external information source is
influenced by its source, its nature, and the
circumstances under which it is obtained.
Consequently, the nature and extent of the auditor’s
further audit procedures to consider the reliability of
the information used in making an accounting estimate
may vary depending on the nature of these factors. For
example:

+ When market or industry data, prices, or pricing
related data, are obtained from a single external
information  source, specializing in  such
information, the auditor may seek a price from an
alternative independent source with which to
compare.

When market or industry data, prices, or pricing
related data, are obtained from multiple
independent external information sources and
points to consensus across those sources, the
auditor may need to obtain less evidence about the
reliability of the data from an individual source.
When information obtained from multiple
information sources points to divergent market
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views the auditor may seek to understand the
reasons for the diversity in views. The diversity
may result from the use of different methods,
assumptions, or data. For example, one source
may be using current prices and another source
using future prices. When the diversity relates to
estimation uncertainty, the auditor is required by
paragraph 26(b) to obtain sufficient appropriate
audit evidence about whether, in the context of
the applicable financial reporting framework, the
disclosures in the financial statements that
describe the estimation uncertainty are reasonable.
In such cases professional judgment is also
important in considering information about the
methods, assumptions or data applied.

When information obtained from an external
information source has been developed by that
source using its own model(s). Paragraph A34e of
ISA 500 provides relevant guidance.

53 ISA 500, Paragraph A31
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A128. For fair value accounting estimates, additional | A128. ATFAEDO S FO REY OBE . EA A

considerations of the relevance and reliability of

information obtained from external information

sources may include:

(a) Whether fair values are based on trades of the same
instrument or active market quotations;

(b) When the fair values are based on transactions of
comparable assets or liabilities, how those
transactions are identified and considered
comparable;

(c) When there are no transactions either for the asset
or liability or comparable assets or liabilities, how
the information was developed including whether
the inputs developed and used represent the
assumptions that market participants would use
when pricing the asset or liability, if applicable;
and

(d) When the fair value measurement is based on a
broker quote, whether the broker quote:

(i) Is from a market maker who transacts in the same
type of financial instrument;

(if) Is binding or nonbinding, with more weight
placed on quotes based on binding offers; and

(iii) Reflects market conditions as of the date of the
financial statements, when required by the
applicable financial reporting framework.
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A129. When information from an external information
source is used as audit evidence, a relevant
consideration for the auditor may be whether
information can be obtained, or whether the
information is sufficiently detailed, to understand the
methods, assumptions and other data used by the
external information source. This may be limited in
some respects and consequently influence the
auditor’s consideration of the nature, timing and extent
of procedures to perform. For example, pricing
services often provide information about their methods
and assumptions by asset class rather than individual
securities. Brokers often provide only limited
information about their inputs and assumptions when
providing broker indicative quotes for individual
securities. Paragraph A34f of ISA 500 provides
guidance with respect to restrictions placed by the
external information source on the provision of
supporting information.
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Management’s Expert

(REHOFAT HSEMR)

A130. Assumptions relating to accounting estimates that
are made or identified by a management’s expert
become management’s assumptions when used by
management in making an accounting estimate.
Accordingly, the auditor applies the relevant
requirements in this ISA to those assumptions.
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A131. If the work of a management’s expert involves the
use of methods or sources of data relating to
accounting estimates, or developing or providing
findings or conclusions relating to a point estimate or
related disclosures for inclusion in the financial
statements, the requirements in paragraphs 21-29 of
this ISA may assist the auditor in applying paragraph
8(c) of ISA 500.
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Service Organizations

(ZFE&+)

A132. ISA 402° deals with the auditor’s understanding
of the services provided by a service organization,
including internal control, as well as the auditor’s
responses to assessed risks of material misstatement.
When the entity uses the services of a service
organization in making accounting estimates, the
requirements and guidance in ISA 402 may therefore
assist the auditor in applying the requirements of this
ISA.

% ISA 402, Audit Considerations Relating to an Entity
Using a Service Organization
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Indicators of Possible Management Bias (Ref:
Para. 32)
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A133. Management bias may be difficult to detect at an
account level and may only be identified by the

A133. REFOMmMIL, HERE L L TIERHM
TOFREERZ ENHY . BEEANEEDOEEH




ISA540 (Revised)

ERE R 540

auditor when considering groups of accounting
estimates, all accounting estimates in aggregate, or
when observed over a number of accounting periods.
For example, if accounting estimates included in the
financial statements are considered to be individually
reasonable but management’s point estimates
consistently trend toward one end of the auditor’s
range of reasonable outcomes that provide a more
favorable  financial  reporting  outcome  for
management, such circumstances may indicate
possible bias by management.
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Al134. Examples of indicators of possible management
bias with respect to accounting estimates include:

+  Changes in an accounting estimate, or the method
for making it, when management has made a
subjective assessment that there has been a
change in circumstances.

Selection or development of significant
assumptions or the data that yield a point estimate
favorable for management objectives.

Selection of a point estimate that may indicate a
pattern of optimism or pessimism.

When such indicators are identified, there may be a risk
of material misstatement either at the assertion or
financial statement level. Indicators of possible
management bias themselves do not constitute
misstatements for purposes of drawing conclusions on
the reasonableness of individual accounting estimates.
However, in some cases the audit evidence may point
to a misstatement rather than simply an indicator of
management bias.
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A135. Indicators of possible management bias may
affect the auditor’s conclusion as to whether the
auditor’s risk assessment and related responses remain
appropriate. The auditor may also need to consider the
implications for other aspects of the audit, including
the need to further question the appropriateness of
management’s judgments in making accounting
estimates. Further, indicators of possible management
bias may affect the auditor’s conclusion as to whether
the financial statements as a whole are free from
material misstatement, as discussed in ISA 700
(Revised).%®

% |SA 700 (Revised), paragraph 11
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A136. In addition, in applying ISA 240, the auditor is
required to evaluate whether management’s judgments
and decisions in making the accounting estimates
included in the financial statements indicate a possible
bias that may represent a material misstatement due to
fraud.®® Fraudulent financial reporting is often
accomplished through intentional misstatement of
accounting estimates, which may include intentionally
understating or overstating accounting estimates.
Indicators of possible management bias that may also
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be a fraud risk factor, may cause the auditor to
reassess whether the auditor’s risk assessments, in
particular the assessment of fraud risks, and related
responses remain appropriate.

% |SA 240, paragraph 33(b)
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Overall Evaluation Based on Audit Procedures
Performed (Ref: Para. 33)

(8. RIEL-EEFHICEILIENE
i) (% 321ESER)

A137. As the auditor performs planned audit procedures,
the audit evidence obtained may cause the auditor to
modify the nature, timing or extent of other planned
audit procedures.®” In relation to accounting estimates,
information may come to the auditor’s attention
through performing procedures to obtain audit
evidence that differs significantly from the
information on which the risk assessment was based.
For example, the auditor may have identified that the
only reason for an assessed risk of material
misstatement is the subjectivity involved in making
the accounting estimate. However, while performing
procedures to respond to the assessed risks of material
misstatement, the auditor may discover that the
accounting estimate is more complex than originally
contemplated, which may call into question the
assessment of the risk of material misstatement (for
example, the inherent risk may need to be re-assessed
on the higher end of the spectrum of inherent risk due
to the effect of complexity) and therefore the auditor
may need to perform additional further audit
procedures to obtain sufficient appropriate audit
evidence.®

ST ISA 330, paragraph A60
%8 See also ISA 315 (Revised), paragraph 31.
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A138. With respect to accounting estimates that have not
been recognized, a particular focus of the auditor’s
evaluation may be on whether the recognition criteria
of the applicable financial reporting framework have
in fact been met. When an accounting estimate has not
been recognized, and the auditor concludes that this
treatment is appropriate, some financial reporting
frameworks may require disclosure of the
circumstances in the notes to the financial statements.
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Determining Whether the Accounting Estimates
are Reasonable or Misstated (Ref: Para. 9, 35)
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A139. In determining whether, based on the audit
procedures performed and evidence obtained,
management’s point estimate and related disclosures
are reasonable, or are misstated:

+ When the audit evidence supports a range, the
size of the range may be wide and, in some
circumstances, may be multiples of materiality for
the financial statements as a whole (see also

A139. FEf L2 BE AT L A F LI BE A FEILIC
EoE, REEHORBE L OREE T 5 ELFH
DEBHTH D0 EBFR TR TH L0 % BT %
B, BEEANE, LFOFERBICHEET S,

- BEARELC XV FFARE S EM T 5T

L6, TOFRBMIAIZRELS D LN

HO ., RBICE - Tix, BEEHOREED
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paragraph A125). Although a wide range may be
appropriate in the circumstances, it may indicate
that it is important for the auditor to reconsider
whether sufficient appropriate audit evidence has
been obtained regarding the reasonableness of the
amounts within the range.

The audit evidence may support a point estimate
that differs from management’s point estimate. In
such circumstances, the difference between the
auditor’s point estimate and management’s point
estimate constitutes a misstatement.

The audit evidence may support a range that does
not include management’s point estimate.In such
circumstance,the misstatement is the difference
between management’s point estimate and the
nearest point of the auditor’s range.

BEOREILERDZENDHD (A126TES
B o BRRO K D T AH R R A P A3 b))
EMRBLGETH, TOHRFMNO RFEEE
DOEBRYEIZBET 2 -+ 43 )01 B 72 B A RE L
EAFLTODE0E I NEEE AN FHRT
THZENBEEIIRDZEND D,
BEAGEILIC LV R FH O REE E ITR R D
RBERENEMMTONDIZERH D, TDOX
DA, AN R LR O RAE
KL OEKEANBIBERE D,
BEAREILIC L 0 B FH O RN G £
WIFRHANEM TN Z b D, *
DEH7GE,. BREFEORBELEAEND
TR & OR/NDOEFENEBER L 72
o

A140. Paragraphs A110-A114 provide guidance to assist
the auditor in evaluating management’s selection of a
point estimate and related disclosures to be included in
the financial statements.

A140. A110 TS All14 T, BREHEICX D RS
FADOBIRK OB HRICEEN HEET 2R
FIHIZOWT DR AN OIS HFE# 2 53
#HLTWD,

Al141. When the auditor’s further audit procedures
include testing how management made the accounting
estimate or developing an auditor’s point estimate or
range, the auditor is required to obtain sufficient
appropriate audit evidence about disclosures that
describe estimation uncertainty in accordance with
paragraphs 26(b) and 29(b) and other disclosures in
accordance with paragraph 31. The auditor then
considers the audit evidence obtained about
disclosures as part of the overall evaluation, in
accordance with paragraph 35, of whether the
accounting estimates and related disclosures are
reasonable in the context of the applicable financial
reporting framework, or are misstated.

Al4l. B AD U R 7 5Tt & LT, REHN
EDO X EORIEY 21T o e OfaE X
XS A D RFEAES L < IXFFRHH OB E & &
OOGAE. BEAENT, RFED ORISR T
HYERLEIE (5 25 HH(2) RO 28 TH (2) B R)
LOZEOMOETREE (5 30 HEMH) 250
TO+ oY R EEiAE AN FTT5Z &N
kbbb, BEANX TOLT, EHINS
IS DL S L TR LD RS &
OBE T 2 ERFEN SN TH 2 0 BB IR
Th D0 OMRFER L (55 34 HER) o—
Bre LC, ERFHICE L TAT LB
IR 5,

Al42. ISA 450 also provides guidance regarding
qualitative disclosures® and when misstatements in
disclosures could be indicative of fraud.®

%9 ISA 450, paragraph A17
60 ISA 450, paragraph A22

Al42. BEEEREFEEZ B SHmEE 450 1%, EMEMRE
SEIE K OV EEICB T A EBERNDRIED
JKETH B AREME Z R T AT OV T DR &
LT o, (BEEETR 450 @ A16 &N A21
THZPR)

Al143. When the financial statements are prepared in
accordance with a fair presentation framework, the
auditor’s evaluation as to whether the financial
statements achieve fair presentation® includes the
consideration of the overall presentation, structure and
content of the financial statements, and whether the
financial statements, including the related notes,
represent the transactions and events in a manner that
achieves fair presentation. For example, when an
accounting estimate is subject to a higher degree of
estimation uncertainty, the auditor may determine that
additional disclosures are necessary to achieve fair
presentation. If management does not include such
additional disclosures, the auditor may conclude that
the financial statements are materially misstated.

A143. JESREZE D31 1E 2R 7R D Pk A HEHL L CHE
ENTWD S, R AN, MGiEE #EE
FTREZER L TWENE ) NEFET DB,
WMHHER ORI RF R, HREONE, O
(B DL A B B R &
LHEBIRERFHFELEAWEICRE L TWENE H
DOigFtE a5 (B 700 5 12 HEM) |
Bl ZIE, 25 Lo BEY ORfEEMEORE N X
DRV, BEEANX, MERTEERT D
DITITENA R EFLFENLE TH S & W
HZERHDH, BREEDED LD BN RTE
FLREA S ORWEGS, BERE AN, MEEEIC
BHEREBRTRIND D EEWATTZ 0D
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®1 |SA 700 (Revised), paragraph 14

Do

Al44. ISA 705 (Revised) ® provides guidance on the
implications for the auditor’s opinion when the auditor
believes that management’s disclosures in the
financial statements are inadequate or misleading,
including, for example, with respect to estimation
uncertainty.

62 ISA 705 (Revised), paragraphs 22-23

Al44. BEEEFEERBSWEE 705 X, REHFICX
HMEHEFROTELFEEN, WX, REY O
FRESEMEICEALC) 2 Tl IR A oR
it < LEEADNHW T 5255128 A
BRA~ORBICHET R EZEILL TV D,
(L 705 45 21 T OV 22 THSR)

Written Representations (Ref: Para. 37)

(0. REEHZEE) (E36HESR)

A145. Written representations about specific accounting
estimates may include representations:
That the significant judgments made in making
the accounting estimates have taken into account
all relevant information of which management is
aware.

+ About the consistency and appropriateness in the
selection or application of the methods,
assumptions and data used by management in
making the accounting estimates.

That the assumptions appropriately reflect
management’s intent and ability to carry out
specific courses of action on behalf of the entity,
when relevant to the accounting estimates and
disclosures.

That disclosures related to accounting estimates,
including disclosures  describing estimation
uncertainty, are complete and are reasonable in
the context of the applicable financial reporting
framework.

That appropriate specialized skills or expertise has
been applied in making the accounting estimates.
That no subsequent event requires adjustment to
the accounting estimates and related disclosures
included in the financial statements.

When accounting estimates are not recognized or
disclosed in the financial statements, about the
appropriateness of management’s decision that
the recognition or disclosure criteria of the
applicable financial reporting framework have not
been met.

A145. BEEMEREIZIL, BEORF LD RFEY
WL T, UTOFRHEHEZEDDLZ B H D,
- 2FH EORMBY I D EERHW A, BE
ENRRHBELTCWDHETOMEET L IERELERE
Lo CTWAE
- REF EORAEY AT O BRICREEDERH L
REFE, REROT—Z1T, —H L Ty
GBI UTEH L WD
S EORMY LR FHEICE®E L T, f#
A URED, EEE L THREDITE
FEtEFATT AR EORE L EET) i Y)
IR CWBE
St O RBE Y BT o ERFHEN, A
D OARFEFEMEICET 2 ERLFHEE D, J#
&2 B #HE ORI HERL L TR

Mromech s E
2F EO R 2175 BRI, @Y 725
FRE XA A STV b E

MBE#HRICEENDHEFH EO R R OYE
LRI EZLE LT H%RBERN N
=]

DEt LD R M ERERICB VD THRER X
TERR SN TWARWES, B2 ME
HE OSBRI R T
LA T2 LTV & 5 e )
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Communication with Those Charged With
Governance, Management or Other Relevant
Parties (Ref: Para. 38)

(10. EE®RE, BEEXIITDMOEE
WEEELEOOAS2=H—aY) (5 37
IHSHR)

Al146. In applying ISA 260 (Revised), the auditor
communicates with those charged with governance the
auditor’s views about significant qualitative aspects of
the entity’s accounting practices relating to accounting
estimates and related disclosures.®® Appendix 2
includes matters specific to accounting estimates that
the auditor may consider communicating to those
charged with governance.

83 ISA 260 (Revised), paragraph 16(a)

Al46. BEEFLMETR BaWEE 260 2T DR,
BEE NIE, 2FF Lo RFEY L OBE T 535 F
HICEHT A REDOSHEBOENMED - HE
Tl DIZHOWNWTOER N BiR 2 AR L
Al a=r—varyiEiro (EH#H 260 5 14
HA)BM) , 210, BE AN AR
tala=lr—varETH) Il LERFT 5]
REMEOH D, 2EF EORFEY ICEET 2 BARH 72
FHENEENTWD,
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Al47. ISA 265 requires the auditor to communicate in | A147. BEAFFEUES: B 265 &5 8 TH L, BESAT
writing to those charged with governance significant | A |z EEgy o @ Gkl L7 A R4 . =
deficiencies in internal control identified during the WIC L e s s e 4 = L AR T U

o . T .
o IR LYY U SN R
(@) The selection and application of significant THH0N /E'\}héo . . e

accounting policies, and the selection and (1) BERRETEORIREWEH A O A

application of methods, assumptions and data; T, IREKL T — & OFR L6 A
(b) Risk management and related systems; (2) VAZ « =RV A MROBE#EST LV AT
(c) Data integrity, including when data is obtained A

from an external information source; and (3) AT —F B AFELEEBAE RS, 5
(d) The use, development and validation of models, — B DA

i medds okaned fom n ol ) gk A LT,

Fequired. y o d FAOW, PSR OF SO, A
\ZE T ATKE L TR S Te b B 7Rl

64 ISA 265, paragraph 9

Al148. In addition to communicating with those charged | A148. B A%, BEEARE LD I 2=/ — 3

with governance, the auditor may be permitted or NN Z T Y R A Fl B AL oD fit A P
required to communicate directly with regulators or T AR B LR S o= — g VA
prudential supervisors. Such communication may be PR S 2 e S NS

useful throughout the audit or at particular stages, such gi N jf ifﬁ%f%* = ﬂé ﬁ;g%}\;%g
as when planning the audit or when finalizing the \\ 2 iﬁk\j” Lia ; > ii}* ,];
auditor’s report. For example, in some jurisdictions, C T BAR R O AR A WS B O ER s

financial institution regulators seek to cooperate with | PHRFEDEETHMA L 2D Z L3 d D, HlX
auditors to share information about the operation and | (X, $¥FEDETIX, EREEREOHHIY KX, N
application of controls over financial instrument e (e e, ER TR VWESICB
activities, challenges in valuing financial instruments 2 A RhpE i ORI BT B EE . ARE R L
!n inactive marketsﬁ_l expﬁcted clredit losses, ljmd T OB M 4 12 B 2 PN ) e Fil
insurance reserves while other regulators may seek to . ~ iy - ~
understand the auditor’s views 0?1 signiﬁcan)‘i aspects ¢ @ﬁﬁ LE‘%?"% hﬁ i&%#‘:ﬁﬁ:é &9 Bl A k%
of the entity’s operations including the entity’s costs 7 %*&5\‘% SEnbL, F f;‘ %Z)\ﬂﬁ@ﬁﬂﬂé
estimates. This communication may be helpful to the | /@iE. ERICE DA D RBY & FLeRIEDH
auditor in identifying, assessing and responding to | EDHEZZAIEIZ B D BEIAA O R A EAE L
risks of material misstatement. K222 bbD, 20X asia=r
—va it BEEANCLLIEEREBESRY R
7 ORI EFHI L N AT ~ORNSZHH &7
HTEDNDD,

Documentation (Ref: Para. 39) (11. EERE) (F3BIESH)

A149. ISA 315 (Revised) ® and ISA 330% provide | A149. EE#H R B SHEE 315 4 31 HE W
requirements and guidance on documenting the | A147 IE7NE A150 TEN ONZ RS HLUES: B oML
auditor’s understanding of the entity, risk assessments £330 45 27 KON AG2 TH|L. EELERES
and responses to assessed risks. This guidance is based e 030 45 7 IE(3) TS X %ICET 5

on the requirements and guidance in ISA 230.%" In the - - o _
context of auditing accounting estimates, the auditor is %E{\@ﬁﬁ*‘ VA7 ﬁyﬂﬁ&QﬁMﬁ L?L‘“U A Z
required to prepare audit documentation about key A OXIE O SCEALIZ BT 5 BEOREE J OV I #
elements of the auditor’s understanding of the entity | #Z ML TV 5, XEF EORAY OEEICE
and its environment related to accounting estimates. In |  \WC, B&E AL, St EORMEY ICBEET -
addition, the auditor’s judgments about the assessed EROBEREICE UM L ERNEICET
risks of material misstatement related to accounting | A E:EHELAEFR TS 2 ERRD LN TIN5,
cumates, and the sudlor's eponicn oy Mely be | e it EORAD (BT SRR LT
l = A0 ) - i NEI Qe
communications with those charged with governance ) Xﬁi@i@k?y\;E@%EAO\)#U%E&U%TFE
and management. 3, BEERERORES & 0) Al a=—v3
YOXEARIZEY, BIHIBIND ZLNdD

65 ISA 315 (Revised), paragraphs 32 and A152-A155 2o




ISA540 (Revised)

ERE R 540

6 ISA 330, paragraphs 28 and A63
87 1SA 230, paragraph 8(c)

A150. In documenting the linkage of the auditor’s further
audit procedures with the assessed risks of material
misstatement at the assertion level, in accordance with
ISA 330, this ISA requires that the auditor take into
account the reasons given to the risks of material
misstatement at the assertion level. Those reasons may
relate to one or more inherent risk factors or the
auditor’s assessment of control risk. However, the
auditor is not required to document how every

A150. BEEELVESR B SWEE 330 (TiE-> T, 7
LT — g3y« LULOEEAREBIR R
xy&%%btjxﬁﬁmiﬁ&@%L@%i
FALT DR, RREEIL, BEEARTH— 3
y-v&wwégﬁﬁ%%r)xa@m%%%
BT D2 Ea2ROTND, TD L) RRILIE
—OLL EDEA Y R 7 BIR STHEH Y R 7 OFF
ZBET D2 Enb D, 2L, ENEo

inherent risk factor was taken into account in 2 EORFED ’Ob\fﬁﬁfxﬁ%%ﬁ Uz

identifying and assessing the risks of material ZER LSBT . RTOEA Y %7 EHE

misstatement in relation to each accounting estimate. B EDLEACERLEONETENT S L1
Ko LTV,

A151. The auditor also may consider documenting: A151. B ANIX, LFOFHEIZHOWTH LELE

When management’s application of the method
involves complex modeling, whether
management’s judgments have been applied
consistently and, when applicable, that the design
of the model meets the measurement objective of
the applicable financial reporting framework.
When the selection and application of methods,
significant assumptions, or the data is affected by
complexity to a higher degree, the auditor’s
judgments in determining whether specialized
skills or knowledge are required to perform the
risk assessment procedures, to design and perform
procedures responsive to those risks, or to
evaluate the audit evidence obtained. In these
circumstances, the documentation also may
include how the required skills or knowledge
were applied.

*ﬁnj‘j—é kﬁ)gbé
REFEOBEAICE L CEMERET L off
HEMEOGE, REdofrgR—8L
TWAHEMWEI D, T2, 4T DHHEEIC
=N :ET/I/@T'H‘/r/ﬁ)L)EHE\SﬂZ)Ej‘ 45
HEOMFLADORE HH Zfi7z L TWDE N E
D D3,
RAETE, BEEREXITT — ¥ OFIR K
O AN BB E KRELZ T DY
NI /42 [ RS TS I QOIS S YIS
Fhe DO EFE N, WO ATF L -EARGEL
DOFHC, A ERE ST EFR DS L &
DR AEEAE NI, T DR
WZBWTIE, REREREK OGN &0 X
B SN HOWT B EERFEIC R
WHTHZEnH D,

A152. Paragraph A7 of ISA 230 notes that, although
there may be no single way in which the auditor’s
exercise of professional skepticism is documented, the
audit documentation may nevertheless provide
evidence of the auditor’s exercise of professional
skepticism. For example, in relation to accounting
estimates, when the audit evidence obtained includes
evidence that both corroborates and contradicts
management’s assertions, the documentation may
include how the auditor evaluated that evidence,
including the professional judgments made in forming

a conclusion as to the sufficiency and appropriateness

of the audit evidence obtained. Examples of other

requirements in this ISA for which documentation
may provide evidence of the exercise of professional
skepticism by the auditor include:

+  Paragraph 13(d), regarding how the auditor has
applied an understanding in developing the
auditor’s own expectation of the accounting
estimates and related disclosures to be included in
the entity’s financial statements and how that
expectation compares with the entity’s financial

A152. BEARFEER B SWHE
%EA@%%%%W%&LT@@%&%&%%
TAHFEZ—oOTITRWR, ERREN, A
ANORZEREMZF L L TOERLEZITHE L &
WO ERILA RS S B S LS T
%, BlziX, K EORFEVIZE LT, AFL
TFEEB IR T Y — g v R AT T BEFLE P
JET 2RO NG ENDH5E, BEREIC
X, AT LI BEE AL 0P & ek 12 B3

it T B OENFRZ & LXKz
F_‘l' 275 E/‘E)\Z)) ok 9 él nﬁm%nq:ﬁﬁ L7
DINEFENDZERD D, AMEEDOERFHE
IZBWT, EEFHEN, BEEANORENFME
&L COEELAEITRE Lz & 9 FEILZ $213
5mebfi LFOFEEND 5,
FI2HE ()T, BEOMBHERIEENDIS
A RO RV K OBEET 5 EGLLFHONE
HEBEANDPTET LRI, BELORER
BICBT 2R NOHEEE &0 X 5 12w A
TH, Fo, YEEAEANOTREEREE
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statements prepared by management;

Paragraph 18, which requires further audit
procedures to be designed and performed to
obtain sufficient appropriate evidence in a manner
that is not biased toward obtaining audit evidence
that may be corroborative or towards excluding
audit evidence that may be contradictory;
Paragraphs 23(b), 24(b), 25(b) and 32, which
address indicators of possible management bias;
and
Paragraph 34, which addresses the auditor’s
consideration of all relevant audit evidence,
whether corroborative or contradictory.

DERR LT REOMBEHRE EDO L 5Tk
BT 50ICEETLHDOTHD,
FITHIL, +o oy A GEL A2 AT
THH, BENL, BREFORMEY 2E
T D ERFIDO AFITwmD Z &<, F
JET DAL A HEER L2 WHiET, U R
J RS TFRe e MR LUEMT DH 2 EERDT
W5,

H221H (2) . 23 (2) . H243H (2) L UVEF3L
X, #EE OB D FAET D IKEE ST s
THZEERDTWND,

F33LE L, BT LD FJET D 0ITH
NobT, BEEANX, AFLEE2TORE
TOHERMWAEZEZRETDHZ La2RkdDTH
)

Effective Date

(V @m)

10. This ISA is effective for audits of financial
statements for periods beginning on or after December
15, 20109.

AEEE (20114E12H22H) 1%, 20124E 4
H 1 HL%BRAMRT 2 HEFE IR IEEK
VA H LA BR 4G9 2 I SFHIRIC R 2
MEEA DA 5,

AR (2015425 H29H) (X, 201544
H 1 HL%BRART 2 HEFE IR IEEK
ORI H LA BRAG 9 2 I SFHIIC R 5
MEEA DA 5,

AR (202141 H14H) 1%, 202343
A RFNAR D 56RO A & TR20224 9
AIZHE T 5 ISR 5 H R S
HROFHERENOEmT D, 2L, £
FLLART DORBFNAR 2 I Bs b 2 DB R OV
M EHMICFR D P B 6 2 o S A
NHET D& ERTF R0,

Appendix 1  Inherent Risk Factors (Ref: Para.
2,4,12(c), A8, A66)

(181 ERYRIER) (F2H. 5
ATH, % 11 IH@Q). A8 THRU A6 EHS
)

Introduction

{IELHIZ)

1. In identifying, assessing and responding to the risks of
material misstatement at the assertion level for an
accounting estimate and related disclosures, this ISA
requires the auditor to take into account the degree to
which the accounting estimate is subject to estimation
uncertainty, and the degree to which the selection and
application of the methods, assumptions and data used
in making the accounting estimate, and the selection of
management’s point estimate and related disclosures
for inclusion in the financial statements, are affected
by complexity, subjectivity or other inherent risk
factors.

1. 2F EORFEY R OBET 2 FLFHIR D
TH— gy« LYLOBEBEREBFR Y R
kB R OB L, U A7 khin T d £ 5
BRIC, AEETIE, UTFTE2BETL5Z2 5K
FEANZERLTWD,
- DEFEOREY BN RE Y ORHEEMEDO R
BT DR
PUF OFEDNE MM, E8IME X IXZ oo
EA U R 7 EROREZSZ T HRE
ZEF EOREY 24T O BRICHEH T 2 AEF
. AE K OFT — & OFRR L A
MEERICFH ESNARREH O LFEE L B
T 5 R FEHO RN

2. Inherent risk related to an accounting estimate is the
susceptibility of an assertion about the accounting

2. REFEORBMYICETLEAY 227 &1 W
EEHEINFEE L TN DIRED ET. &3
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estimate to  material  misstatement,  before
consideration of controls. Inherent risk results from
inherent risk factors, which give rise to challenges in
appropriately making the accounting estimate. This
Appendix provides further explanation about the
nature of the inherent risk factors of estimation
uncertainty, subjectivity and complexity, and their
interrelationships, in the context of making accounting
estimates and selecting management’s point estimate
and related disclosures for inclusion in the financial
statements.

FORBEYICHETST ST — g VICEERE
BFRRNDRET DO ZETH D, HAY
A71%, Rt EORFEY 20217 9 ETOR
BMEALUSEL2EAY A7 BRICGERTS LD
Thbd, AfHekiE, 2t EORMEY KO EH#E
FITHF E SN D RREH O RAEEE & BE 9 5 R
FHOBRPIUZIBWT, BRIV AZEHKTHDHH
B OREFEM, EHEE, TEEEROER LD
HABMRIZOWTEVFELLHHAT LI HDOTH
o

Measurement Basis

3. The measurement basis and the nature, condition and | 3.

circumstances of the financial statement item give rise
to relevant valuation attributes. When the cost or price
of the item cannot be directly observed, an accounting
estimate is required to be made by applying an
appropriate method and using appropriate data and
assumptions. The method may be specified by the
applicable financial reporting framework, or is
selected by management, to reflect the available
knowledge about how the relevant valuation attributes
would be expected to influence the cost or price of the
item on the measurement basis.

CRIE&HE)
HAEHRE (PSR A, &E%1&8)EUK
MBHEREE OME, RELUMRILIZ £5

$¢é£ﬁ@iﬂ$béo%&%iﬁawﬁm

SUIIRS & EHEBI L T E WA, Y7 R
E%%E%L\%@@¥ K EREEMA LT
L EOREY 24TH 2 ENEREND, RHE
TIET, B SN WERE ORI L 0
ESNDHZ EEhIUL, BEFIZLDEIRIN
HZELHDHN, BET HHEIMBEICIES T
Wit 22 T B OJFUI SRS, BE 3 2 FEAm IR
PENRED XL HITEETH L TERINDITHON
CTOFF FTREZ2 % 2 S L7 FERN AV L
Do

Estimation Uncertainty

(R Y OFHEEM)

4. Susceptibility to a lack of precision in measurementis | 4 .
often referred to in accounting frameworks as
measurement uncertainty. Estimation uncertainty is
defined in this ISA as susceptibility to an inherent lack
of precision in measurement. It arises when the
required monetary amount for a financial statement
item that is recognized or disclosed in the financial
statements cannot be measured with precision through
direct observation of the cost or price. When direct
observation is not possible, the next most precise
alternative measurement strategy is to apply a method
that reflects the available knowledge about cost or
price for the item on the relevant measurement basis,
using observable data about relevant valuation
attributes.

EREICHIET D2 LM TERVWZ EICLDE
L T HRRE L. S OSHAIT V‘T{HUE
DARMEFEME L MRTIND Z LBV, RHE
BT, BFEY ORREEMEIL, E%KME#%
TEMTERNVEVHIHEICHEINIRE L

ERINTND, RFED ORFEEMET, M5H
FIZBW TR SUTERE N ER I N D &5 E
JEA SCTEAMAS O E R 72 822 %18 U CIEfELS M
ETEXRWEAICAELD, EEMICBIENT
WA, e IR E IR, %L
T DRI O\ T OBIE BT — & Zff
LT, BAET 2HERICE S < HEHERE
H o JFAf S 3AfiA% (2 B U CRIH PTRE 72 205k & I
L7 RETFETH D,

5. However, constraints on the availability of such| 5.

knowledge or data may limit the verifiability of such
inputs to the measurement process and therefore limit
the precision of measurement outcomes. Furthermore,
most accounting frameworks acknowledge that there
are practical constraints on the information that should
be taken into account, such as when the cost of
obtaining it would exceed the benefits. The lack of
precision in measurement arising from these
constraints is inherent because it cannot be eliminated
from the measurement process. Accordingly, such
constraints are sources of estimation uncertainty.
Other sources of measurement uncertainty that may

=77 L. %aﬁ%Xi? Z FIHOHIFINZ &

ST, WIET e RTBITHA 7 > NOWKGE
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HIZHRANDLGENRND D, IHIT, 1FEA
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occur in the measurement process are, at least in
principle, capable of elimination if the method is
applied appropriately and therefore are sources of
potential misstatement rather than estimation
uncertainty.

DIFKF E 705, JE T vt 2T UE SO
EOREREMEDIFEIZ, D &b BFRIC
Z. REFESEYNCEA S TV IUEHER T
HZEMARETHD, LEN-T, AEYOR
MLV L b, T LABENRERER
DFR L7275,

6. When estimation uncertainty relates to uncertain
future inflows or outflows of economic benefits that
will ultimately result from the underlying asset or
liability, the outcome of these flows will only be
observable after the date of the financial statements.
Depending on the nature of the applicable
measurement basis and on the nature, condition and
circumstances of the financial statement item, this
outcome may be directly observable before the
financial statements are finalized or may only be
directly observable at a later date. For some
accounting estimates, there may be no directly
observable outcome at all.

6. RFEY ORFEEMEN, EEXITAED O KK
AR U D R ORERIC I 1T 2 A 7
MAITHEIC L Db D THHEE. Uik
ADFERIT, MIRKBBTCRTNITBE T
W, A S D RIESEBEOME ., I ONTH B
FHEHOMWHE, IWEEORRIZL - T, MiE:#H
FEERTHETICFOR R A EBEBIZETE D
ZELhE, B TRITVEZEORREEZE
PEBETE VWA LH D, REFEORMEYIC
XoTiE, 2oRRE2E<BET LI LENTE
N L H B,

7. Some uncertain outcomes may be relatively easy to
predict with a high level of precision for an individual
item. For example, the useful life of a production
machine may be easily predicted if sufficient technical
information is available about its average useful life.
When it is not possible to predict a future outcome,
such as an individual’s life expectancy based on
actuarial assumptions, with reasonable precision, it
may still be possible to predict that outcome for a
group of individuals with greater precision.
Measurement bases may, in some cases, indicate a
portfolio level as the relevant unit of account for
measurement purposes, which may reduce inherent
estimation uncertainty.
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Complexity

(RHM1E)

8. Complexity (i.e., the complexity inherent in the
process of making an accounting estimate, before
consideration of controls) gives rise to inherent risk.
Inherent complexity may arise when:

+  There are many valuation attributes with many or
non-linear relationships between them.
Determining appropriate values for one or more
valuation attributes requires multiple data sets.

More assumptions are required in making the
accounting estimate, or when there are
correlations between the required assumptions.
The data used is inherently difficult to identify,
capture, access or understand.
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9. Complexity may be related to the complexity of the
method and of the computational process or model
used to apply it. For example, complexity in the model
may reflect the need to apply probability-based
valuation concepts or techniques, option pricing
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formulae or simulation techniques to predict uncertain
future outcomes or hypothetical behaviors. Similarly,
the computational process may require data from
multiple sources, or multiple data sets to support the
making of an assumption or the application of
sophisticated mathematical or statistical concepts.
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10. The greater the complexity, the more likely it is that
management will need to apply specialized skills or
knowledge in making an accounting estimate or
engage a management’s expert, for example in relation
to:
+ Valuation concepts and techniques that could be

used in the context of the measurement basis and

objectives or other requirements of the applicable
financial reporting framework and how to apply
those concepts or techniques;

The underlying valuation attributes that may be

relevant given the nature of the measurement

basis and the nature, condition and circumstances
of the financial statement items for which
accounting estimates are being made; or

Identifying appropriate sources of data from
internal sources (including from sources outside
the general or subsidiary ledgers) or from external
information sources, determining how to address
potential difficulties in obtaining data from such
sources or in maintaining its integrity in applying
the method, or understanding the relevance and
reliability of that data.
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11. Complexity relating to data may arise, for example,
in the following circumstances:

(a) When data is difficult to obtain or when it relates to
transactions that are not generally accessible.
Even when such data is accessible, for example
through an external information source, it may be
difficult to consider the relevance and reliability
of the data, unless the external information source
discloses adequate information about the
underlying data sources it has used and about any
data processing that has been performed.

(b) When data reflecting an external information
source’s views about future conditions or events,
which may be relevant in developing support for
an assumption, is difficult to understand without
transparency about the rationale and information
taken into account in developing those views.

(c) When certain types of data are inherently difficult
to understand because they require an
understanding of technically complex business or
legal concepts, such as may be required to
properly understand data that comprises the terms
of legal agreements about transactions involving
complex financial instruments or insurance
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Subjectivity
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12. Subjectivity (i.e., the subjectivity inherent in the
process of making an accounting estimate, before
consideration of controls) reflects inherent limitations
in the knowledge or data reasonably available about
valuation attributes. When such limitations exist, the
applicable financial reporting framework may reduce
the degree of subjectivity by providing a required
basis for making certain judgments. Such requirements
may, for example, set explicit or implied objectives
relating to measurement, disclosure, the unit of
account, or the application of a cost constraint. The
applicable financial reporting framework may also
highlight the importance of such judgments through
requirements for disclosures about those judgments.
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13. Management judgment is generally needed in
determining some or all of the following matters,
which often involve subjectivity:

+  To the extent not specified under the requirements
of the applicable financial reporting framework,
the appropriate valuation approaches, concepts,
techniques and factors to use in the estimation
method, having regard to available knowledge;

To the extent valuation attributes are observable
when there are various potential sources of data,
the appropriate sources of data to use;

To the extent valuation attributes are not
observable, the appropriate assumptions or range
of assumptions to make, having regard to the best
available data, including, for example, market
Views;

The range of reasonably possible outcomes from
which to select management’s point estimate, and
the relative likelihood that certain points within
that range would be consistent with the objectives
of the measurement basis required by the
applicable financial reporting framework; and

The selection of management’s point estimate,
and the related disclosures to be made, in the
financial statements.
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14. Making assumptions about future events or
conditions involves the use of judgment, the difficulty
of which varies with the degree to which those events
or conditions are uncertain. The precision with which
it is possible to predict uncertain future events or
conditions depends on the degree to which those
events or conditions are determinable based on
knowledge, including knowledge of past conditions,
events and related outcomes. The lack of precision
also contributes to estimation uncertainty, as described
above.

14. [FROEG TRIUZET D 0E O EIC T
MBS EE, ZFOHIWrO#EE L ST, YZHER Y
(RO R FEEMEDORREIZIS U TR D, ik
TR O FEL LRI Z TR 256 O ik
PRI, 205k GBEOFS, R L OREE T 57
RO ST, ) IZEDNWT Y ESL
Wiz & ORRE £ THEE TE 20T 5,
bR Loz, EftEoxmb E-, AL O
REEMEE L5,

15. With respect to future outcomes, assumptions will
only need to be made for those features of the outcome

15. FRDIFFEIZEI L T, RE IR /2RI I




ISA540 (Revised)

ERE R 540

that are uncertain. For example, in considering the
measurement of a possible impairment of a receivable
for a sale of goods at the balance sheet date, the
amount of the receivable may be unequivocally
established and directly observable in the related
transaction documents. What may be uncertain is the
amount, if any, for loss due to impairment. In this
case, assumptions may only be required about the
likelihood of loss and about the amount and timing of
any such loss.
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16. However, in other cases, the amounts of cash flows
embodied in the rights relating to an asset may be
uncertain. In those cases, assumptions may have to be
made about both the amounts of the underlying rights
to cash flows and about potential losses due to
impairment.
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17. It may be necessary for management to consider
information about past conditions and events, together
with current trends and expectations about future
developments. Past conditions and events provide
historical information that may highlight repeating
historical patterns that can be extrapolated in
evaluating  future outcomes. Such historical
information may also indicate changing patterns of
such behavior over time (cycles or trends). These may
suggest that the underlying historical patterns of
behavior have been changing in somewhat predictable
ways that may also be extrapolated in evaluating
future outcomes. Other types of information may also
be available that indicate possible changes in historical
patterns of such behavior or in related cycles or trends.
Difficult judgments may be needed about the
predictive value of such information.
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18. The extent and nature (including the degree of
subjectivity involved) of the judgments taken in
making the accounting estimates may create
opportunity for management bias in making decisions
about the course of action that, according to
management, is appropriate in making the accounting
estimate. When there is also a high level of complexity
or a high level of estimation uncertainty, or both, the
risk of, and opportunity for, management bias or fraud
may also be increased.
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Relationship of Estimation Uncertainty to
Subjectivity and Complexity

(RRYDOTFHEEELHAHERUEHMEL
DB )

19. Estimation uncertainty gives rise to inherent variation
in the possible methods, data sources and assumptions
that could be used to make an accounting estimate.
This gives rise to subjectivity, and hence, the need for
the use of judgment in making the accounting
estimate. Such judgments are required in selecting the
appropriate methods and data sources, in making the
assumptions, and in selecting management’s point
estimate and related disclosures for inclusion in the
financial statements. These judgments are made in the
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context of the recognition, measurement, presentation
and disclosure requirements of the applicable financial
reporting framework. However, because there are
constraints on the availability and accessibility of
knowledge or information to support these judgments,
they are subjective in nature.
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20. Subjectivity in such judgments creates the
opportunity  for  unintentional or intentional
management bias in making them. Many accounting
frameworks require that information prepared for
inclusion in the financial statements should be neutral
(i.e., that it should not be biased). Given that bias can,
at least in principle, be eliminated from the estimation
process, sources of potential bias in the judgments
made to address subjectivity are sources of potential
misstatement rather than sources of estimation
uncertainty.
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21. The inherent variation in the possible methods, data
sources and assumptions that could be used to make an
accounting estimate (see paragraph 19) also gives rise
to variation in the possible measurement outcomes.
The size of the range of reasonably possible
measurement outcomes results from the degree of
estimation uncertainty and is often referred to as the
sensitivity of the accounting estimate. In addition to
determining measurement outcomes, an estimation
process also involves analyzing the effect of inherent
variations in the possible methods, data sources and
assumptions on the range of reasonably possible
measurement outcomes (referred to as sensitivity
analysis).
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22. Developing a financial statement presentation for an
accounting estimate, which, when required by the
applicable financial reporting framework, achieves
faithful representation (i.e., complete, neutral and free
from error) includes making appropriate judgments in
selecting a management point estimate that is
appropriately chosen from within the range of
reasonably possible measurement outcomes and
related disclosures that appropriately describe the
estimation uncertainty. These judgments may
themselves involve subjectivity, depending on the
nature of the requirements in the applicable financial
reporting framework that address these matters. For
example, the applicable financial reporting framework
may require a specific basis (such as a probability
weighted average or a best estimate) for the selection
of the management point estimate. Similarly, it may
require specific disclosures or disclosures that meet
specified disclosure  objectives or additional
disclosures that are required to achieve fair
presentation in the circumstances.
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23. Although an accounting estimate that is subject to a
higher degree of estimation uncertainty may be less
precisely measurable than one subject to a lower
degree of estimation uncertainty, the accounting
estimate may still have sufficient relevance for users
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of the financial statements to be recognized in the
financial statements if, when required by the
applicable financial reporting framework, a faithful
representation of the item can be achieved. In some
cases, estimation uncertainty may be so great that the
recognition criteria in the applicable financial
reporting framework are not met and the accounting
estimate cannot be recognized in the financial
statements. Even in these circumstances, there may
still be relevant disclosure requirements, for example
to disclose the point estimate or range of reasonably
possible measurement outcomes and information
describing the estimation uncertainty and constraints
in recognizing the item. The requirements of the
applicable financial reporting framework that apply in
these circumstances may be specified to a greater or
lesser degree. Accordingly, in these circumstances,
there may be additional judgments that involve
subjectivity to be made.

ERTEX 5O ThHIUEL, WY ORMEFEIENE
WEFF EOREY 2B R ICB W TR T 5
Zli, MEREEROFIHE ISR Lo RS
WaEil-dTZeEnbs, HBHEICEL-TiE, A
D ORFEEENRBLEVICTHEWD, HHIN
2 A OREH A DGR A T <9, B
BiRICBWTEH LEORE 23 TE 20
ZERBHDLIN, TOXORGAETH, BETD
ERFERILELERD N D, BlziX, A
FEAA XA BRI A U1 2 B ERE R O FiH K O
R ORFEFNELYLTEE 25872 LT
HRIZRET 2 IEROBTRETH D, WHIND
A4S DR 2278 & D FRFE AR 2 Bk
ERET DI, R L - THRARD, LR
ST, RUIT L - TE, FBUEZ M5 BINK7ZR
HIWr 234 C 5 rletE s & 5.,

Appendix 2 Communications with Those
Charged with Governance(Ref: Para. A146)

(H5k2 BEER/REFLDaSa1=4H—P3
) (A146 IBSHER)

Matters that the auditor may consider communicating
with those charged with governance with respect to the
auditor’s views about significant qualitative aspects of
the entity’s accounting practices related to accounting
estimates and related disclosures include:

() How management identifies transactions, other
events and conditions that may give rise to the
need for, or changes in, accounting estimates and
related disclosures.

(b) Risks of material misstatement.

(c) The relative materiality of the accounting estimates
to the financial statements as a whole;

(d) Management’s understanding (or lack thereof)
regarding the nature and extent of, and the risks
associated with, accounting estimates;

(e) Whether management has applied appropriate
specialized skills or knowledge or engaged
appropriate experts.

(f) The auditor’s views about differences between the
auditor’s  point estimate or range and
management’s point estimate.

(g) The auditor’s views about the appropriateness of
the selection of accounting policies related to
accounting estimates and presentation of
accounting estimates in the financial statements.

(h) Indicators of possible management bias.

(i) Whether there has been or ought to have been a
change from the prior period in the methods for
making the accounting estimates

(i) When there has been a change from the prior period
in the methods for making the accounting
estimate, why, as well as the outcome of
accounting estimates in prior periods.

(k) Whether management’s methods for making the
accounting estimates, including when
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management has used a model, are appropriate in
the context of the measurement objectives, the
nature, conditions and circumstances, and other
requirements of the applicable financial reporting
framework.

() The nature and consequences of significant
assumptions used in accounting estimates and the
degree of subjectivity involved in the
development of the assumptions;

(m) Whether significant assumptions are consistent
with each other and with those used in other
accounting estimates, or with assumptions used in
other areas of the entity’s business activities.

(n) When relevant to the appropriateness of the
significant assumptions or the appropriate
application of the applicable financial reporting
framework, whether management has the intent to
carry out specific courses of action and has the
ability to do so.

(o) How management has considered alternative
assumptions or outcomes and why it has rejected
them, or how management has otherwise
addressed estimation uncertainty in making the
accounting estimate.

(p) Whether the data and significant assumptions used
by management in making the accounting
estimates are appropriate in the context of the
applicable financial reporting framework.

(@) The relevance and reliability of information
obtained from an external information source.

(r) Significant difficulties encountered when obtaining
sufficient appropriate audit evidence relating to
data obtained from an external information source
or valuations performed by management or a
management’s expert.

(s) Significant differences in judgments between the
auditor and management or a management’s
expert regarding valuations.

(t) The potential effects on the entity’s financial
statements of material risks and exposures
required to be disclosed in the financial
statements, including the estimation uncertainty
associated with accounting estimates.

(u) The reasonableness of disclosures about estimation
uncertainty in the financial statements.

(v) Whether management’s decisions relating to the
recognition, measurement, presentation and
disclosure of the accounting estimates and related
disclosures in the financial statements are in
accordance with the applicable financial reporting
framework.
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