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Background
On December 20, 2018, the Public Company Accounting Oversight Board (PCAOB) adopted a 
new auditing standard (AS) to enhance the requirements that are applicable when auditing 
accounting estimates, including fair value measurements. The PCAOB also adopted 
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amendments to its auditing standards to strengthen requirements that are applicable when 
auditors use the work of specialists1 in an audit.2

In a statement announcing the new standard and amendments, PCAOB Chairman William D. 
Dunke III stated the following:

The Board’s action today comes after thoughtful analysis and extensive external engagement 
on the prevalent use of accounting estimates and the auditor’s use of the work of specialists, 
recognizing that these are both challenging areas of the audit that needed to be addressed. These 
two standard-setting projects align with the PCAOB’s strategic priorities by enhancing our efforts to 
protect investors and strengthen auditing practices.

The new standard on auditing accounting estimates, including fair value measurements, (the 
“estimates standard”) replaces three existing standards by establishing a single standard that 
sets forth a uniform, risk-based approach and emphasizes the need for the auditor to apply 
professional skepticism and devote greater attention to potential management bias when 
auditing accounting estimates. The table below summarizes changes to existing standards as 
a result of the new estimates standard:

Changes Standard

Replace AS 2501, Auditing Accounting Estimates *

Supersede AS 2502, Auditing Fair Value Measurements and Disclosures

AS 2503, Auditing Derivative Instruments, Hedging Activities, and Investments in 
Securities

Amend AS 1105, Audit Evidence

AS 2110, Identifying and Assessing Risks of Material Misstatement

AS 2301, The Auditor’s Responses to the Risks of Material Misstatement

AS 2401, Consideration of Fraud in a Financial Statement Audit

AS 2805, Management Representations

Rescind AI 16, Auditing Accounting Estimates: Auditing Interpretations of AS 2501

*     The estimates standard resulted in a retitling of AS 2501, Auditing Accounting Estimates, to AS 2501, Auditing 
Accounting Estimates, Including Fair Value Measurements.

“Increasingly complex accounting estimates dominate financial reporting frameworks. As a result, 
estimates have significant effects on companies’ reported financial positions and results of 
operations. They also present a heightened risk of management bias, given their subjective nature,” 
said Kathleen M. Hamm, PCAOB Board Member. “The estimates standard that we are considering 
today creates a more uniform, risk-based approach to auditing estimates. And, by highlighting 
the potential for management bias, the standard also reinforces the auditors’ need to apply 
professional skepticism when auditing management estimates.”

The amendments related to the auditor’s use of the work of specialists (the “specialist 
amendments”) separate the requirements related to a company’s specialist, an auditor-
employed specialist, and an auditor-engaged specialist by amending two existing auditing 
standards (AS 1105 and AS 1201) and retitling and replacing a third standard (AS 1210). 

1 AS 1210.01 and the related note state that a specialist is a person (or firm) possessing special skill or knowledge in a particular field 
other than accounting or auditing. AS 1210 further states that because income taxes and information technology are specialized 
areas of accounting and auditing, this standard does not apply to situations in which an income tax specialist or information 
technology specialist participates in the audit.

2 The standard and amendments also include economic analyses within Section IV that (1) describe the baseline for evaluating the 
economic impacts of the standard and amendments; (2) analyze the need for the standard and amendments; (3) discuss potential 
economic impacts of the requirements, including the potential benefits, costs, and unintended consequences; and (4) provide 
alternatives considered, including policy choices.

https://pcaobus.org/Rulemaking/Docket044/2018-006-specialists-final-rule.pdf
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The table below summarizes the changes to existing standards as a result of the specialist 
amendments:

Changes Standard

Amend AS 1105, Audit Evidence

AS 1201, Supervision of the Audit Engagement

AS 2101, Audit Planning

AS 2110, Identifying and Assessing Risks of Material Misstatement

AS 2505, Inquiry of a Client’s Lawyer Concerning Litigation, Claims, and Assessments

Replace AS 1210, Using the Work of a Specialist*

*     The specialist amendments include retitling AS 1210, Using the Work of a Specialist, to AS 1210, Using the Work of 
an Auditor-Engaged Specialist.

“The use of the work of specialists by both companies and auditors continues to increase in both 
frequency and significance, in part pursuant to increased accounting estimates but also pursuant 
to the increasing complexity of business practices and transactions,” said Duane M. DesParte, 
PCAOB Board Member. “The amendments to the standards are intended to improve audit 
quality by strengthening the requirements for evaluating the work of a company’s specialist and 
by applying a risk-based supervisory approach for both auditor-employed and auditor-engaged 
specialists.”

The PCAOB has observed that, in many cases, specialists are used to either develop various 
accounting estimates for management or assist the auditor in evaluating various accounting 
estimates. As a result, the PCAOB coordinated their efforts on these two standard-setting 
projects and adopted the estimates standard and the specialist amendments at the same 
time, with identical effective dates. In addition, the PCAOB included various references 
between the new estimates standard and the specialist amendments in order to illustrate how 
the requirements in the new estimates standard and specialist amendments work together.

Key Provisions of the Estimates Standard
There are three existing PCAOB auditing standards that primarily address the auditing of 
accounting estimates, including fair value measurements:

• AS 2501, Auditing Accounting Estimates — Applies to auditing accounting estimates in 
general.

• AS 2502, Auditing Fair Value Measurements and Disclosures — Applies to auditing the 
measurement and disclosure of assets, liabilities, and specific components of equity 
presented or disclosed at fair value in financial statements.

• AS 2503, Auditing Derivative Instruments, Hedging Activities, and Investments in Securities 
— Applies to auditing financial statement assertions for derivative instruments, 
hedging activities, and investments in securities. Its scope includes the requirements 
for auditing the valuation of derivative instruments and securities, including those 
measured at fair value and those accounted for under the equity method.

These standards include approaches for substantively testing accounting estimates, including 
fair value measurements; however, the standards each address different types of accounting 
estimates and are not consistent in describing the auditor’s responsibilities with respect to 
auditing such estimates. In addition, as these standards pre-date the PCAOB risk assessment 
standards, they do not fully integrate risk assessment requirements related to identifying, 
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assessing, and responding to the risks of material misstatement related to accounting 
estimates.

The new estimates standard:

• Improves the integration of the PCAOB’s risk assessment standards to focus auditors 
on estimates with greater risks of material misstatement.

• Provides specific requirements and directions to address certain aspects unique to 
auditing fair values of financial instruments, including the use of information from 
pricing sources (e.g., pricing services and brokers or dealers).

• Provides direction to prompt auditors to devote greater attention to addressing 
potential management bias in accounting estimates, while reinforcing the need for 
professional skepticism.

•  Builds on the substantive testing approaches common to the three existing standards 
and extends certain key requirements in the existing AS 2502 to all accounting 
estimates in significant accounts and disclosures to reflect a more uniform approach 
to substantive testing for estimates. 

•  Makes other updates to the requirements for auditing accounting estimates to 
provide additional clarity and specificity.

AS 2501, Auditing Accounting Estimates, Including  
Fair Value Measurements
The estimates standard establishes requirements for performing substantive procedures 
when auditing accounting estimates in significant accounts and disclosures and updates the 
description of what constitutes an accounting estimate. The new standard focuses auditors on 
their obligations to obtain sufficient appropriate evidence to determine whether accounting 
estimates in significant accounts and disclosures are properly accounted for and disclosed in 
the financial statements.

The new estimates standard states that applying substantive procedures to accounting 
estimates in significant accounts and disclosures is part of implementing an appropriate 
audit response and emphasizes that the auditor’s response to risks of material misstatement 
involves evaluating whether the accounting estimates are in conformity with the applicable 
financial reporting framework and are reasonable in the circumstances, as well as evaluating 
potential management bias in accounting estimates and its effect on the financial statements. 
It also emphasizes the need for auditors to respond to differing risks of material misstatement 
in the components of an accounting estimate. In addition, the new estimates standard 
includes a reference to paragraph .02 of AS 1105, Audit Evidence, reminding auditors that 
audit evidence consists of both information that supports and corroborates management’s 
assertions regarding the financial statements and information that contradicts such 
assertions.

The estimates standard retains the three basic approaches currently set forth in the existing 
standards related to auditing accounting estimates, as follows, while elaborating on the 
requirements for each approach:

• Testing the company’s process used to develop the accounting estimate.

• Developing an independent expectation of the estimate for comparison to the 
company’s estimate.

• Evaluating audit evidence from events or transactions occurring after the 
measurement date related to the accounting estimate for comparison to the 
company’s estimate.
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Testing the Company’s Process Used to Develop the  
Accounting Estimate
Testing the company’s process involves performing procedures to test and evaluate the 
methods, data, and significant assumptions used in developing the estimate to form a 
conclusion about whether the estimate is properly accounted for and disclosed in the 
financial statements. Similar to the existing standard, the new estimates standard requires 
the auditor to evaluate whether the methods used by the company are (1) in conformity with 
the applicable financial reporting framework and (2) appropriate for the nature of the related 
account or disclosure, taking into account the auditor’s understanding of the company and its 
environment. In addition, the new estimates standard:

•  Clarifies that evaluating whether the methods are in conformity with the requirements 
of the applicable financial reporting framework includes evaluating whether the data is 
appropriately used and significant assumptions are appropriately applied.

•  Addresses circumstances in which a company has changed its method for developing 
an accounting estimate by requiring the auditor to determine the reasons for the 
change and evaluate the appropriateness of the change.

•  Requires an evaluation of the appropriateness of the methods selected by the 
company in circumstances in which the company has determined that different 
methods could result in significantly different estimates.

Under the new estimates standard, the auditor has a responsibility to evaluate the data 
used by the company (whether internal data or external data) and the manner in which the 
company used it, building on the requirements in AS 1105. It also requires the auditor to 
evaluate whether (1) the data is relevant to the measurement objective for the accounting 
estimate; (2) the data is internally consistent with its use by the company in other significant 
accounts and disclosures; and (3) the source of the company’s data has changed from the 
prior year and, if so, whether the change is appropriate.

The new estimates standard sets forth criteria for the auditor to identify which of the 
assumptions used by the company are significant, which are those that are “important to the 
recognition or measurement of the estimate in the financial statements.” It also describes 
examples of assumptions that ordinarily would be considered significant assumptions. The 
new estimates standard also:

•  Establishes that evaluating significant assumptions for reasonableness includes 
evaluating whether the company has a reasonable basis for those assumptions and 
whether they are consistent with factors such as relevant industry, regulatory, and 
other external factors, including economic conditions; the company’s objectives; 
existing market information; historical experience, taking into account changes 
in conditions affecting the company; and other significant assumptions in other 
estimates tested.

•  Requires the auditor to take into account factors, to the extent applicable, that affect 
the company’s intent and ability to carry out a particular course of action when such 
action is relevant to the significant assumption.

For critical accounting estimates,3 the new estimates standard requires the auditor to obtain 
an understanding of how management analyzed the sensitivity of its significant assumptions 
to change, based on other reasonably likely outcomes that would have a material effect on its 
financial condition or operating performance.

3 An accounting estimate where (a) the nature of the estimate is material due to the levels of subjectivity and judgment necessary to 
account for highly uncertain matters or the susceptibility of such matters to change and (b) the impact of the estimate on financial 
condition or operating performance is material. [PCAOB AS 1301.A3]
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Editor’s Note: When the PCAOB released the proposed standard in Release No. 2017-002, 
dated June 1, 2017, (the “Estimates Release”) there was a requirement that auditors identify 
significant assumptions and include as part of that identification process any assumptions 
that the company identified as significant. Commenters on the Estimates Release were 
concerned about whether the PCAOB was imposing a responsibility on management to 
identify significant assumptions. In consideration of the comments received, the PCAOB 
excluded the requirement for auditors to include as significant those assumptions that the 
company identified as significant assumptions.

If the company’s data, assumptions, or methods are those of a company’s specialist, the 
auditor would also be required to comply with the requirements in Appendix A to AS 1105 
when using the work of a company specialist as audit evidence.

The new estimates standard also recognizes that the company’s use of pricing information 
from third-party pricing sources to value financial instruments affects the necessary 
procedures for testing and evaluating the company’s process. Therefore, when third-party 
pricing information used by the company is significant to the valuation of financial instruments, 
the new estimates standard requires the auditor to evaluate whether the company has used 
the information appropriately and whether it provides sufficient appropriate evidence.

The new estimates standard directs the auditor to Appendix A of the estimates standard to 
determine whether third-party pricing information provides sufficient appropriate evidence.

Editor’s Note: The Estimates Release included a requirement for auditors to test the 
company specialist’s work and any pricing information provided by a third party that was 
used by the company in conjunction with testing the company’s process. In consideration 
of the comments received on the Estimates Release, under the new estimates standard 
auditors are required to evaluate, rather than test, such information.

Developing an Independent Expectation of the Estimate
The new estimates standard more clearly sets forth the auditor’s responsibilities when 
developing an independent expectation of an estimate for comparison to the company’s 
estimate. Such responsibilities depend on the sources of the methods, data, and assumptions 
used by the auditor to perform the test, as set forth in the table below.

Information Used by Auditor to  
Develop Independent Expectation 

Auditor Responsibility under the  
New Estimates Standard

Assumptions and methods of the auditor. Have a reasonable basis for the assumptions 
and methods.

Data and assumptions obtained from a third 
party.

Evaluate the relevance and reliability of the 
data and assumptions.

Company data, assumptions, or methods. Test and evaluate in the same manner as 
when testing the company’s process.

The new estimates standard also requires that if the auditor’s independent expectation 
consists of a range rather than a point estimate, the auditor should determine that the 
range encompasses only reasonable outcomes, is in conformity with the applicable financial 
reporting framework, and is supported by sufficient appropriate evidence.
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Editor’s Note: If the auditor’s independent expectation consisted of a range rather than a 
point estimate, the Estimates Release included a requirement for the auditor to determine 
that the range was appropriate for identifying a misstatement. The PCAOB clarified its 
definition of an appropriate range in the new estimates standard by requiring auditors to 
determine that the range encompasses only reasonable outcomes, is in conformity with 
the applicable financial reporting framework, and is supported by sufficient appropriate 
evidence. 

As part of the new estimates standard’s requirement for the auditor to compare the auditor’s 
independent expectation to the company’s estimate, it references paragraph .13 of AS 
2810, Evaluating Audit Results, which states, “if a range of reasonable estimates is supported 
by sufficient appropriate audit evidence and the recorded estimate is outside of the range 
of reasonable estimates, the auditor should treat the difference between the recorded 
accounting estimate and the closest reasonable estimate as a misstatement.”

AS 2501, Auditing Accounting Estimates, Including Fair Value 
Measurements, Appendix A — Special Topics
Appendix A of the new estimates standard requires the auditor to perform specific 
procedures when auditing the fair value of financial instruments. Appendix A to the new 
estimates standard establishes requirements for how to determine whether pricing 
information obtained from third-party pricing sources (including both (1) organizations that 
routinely provide uniform pricing information to users, generally on a subscription basis 
(“pricing services”); and (2) brokers or dealers) provides sufficient appropriate audit evidence, 
and requires the auditor to understand, if applicable, how unobservable inputs that are 
significant to the valuation were determined and evaluate the reasonableness of unobservable 
inputs.

Editor’s Note: Many commenters to the Estimates Release indicated that it was unclear 
whether the required procedures in Appendix A were to be applied to individual financial 
instruments in all cases. As the PCAOB intended that financial instruments with similar 
characteristics and risks of material misstatement could be grouped for purposes of 
applying substantive procedures, Appendix A has been revised to clarify areas in which it 
may be appropriate for procedures to be performed over groups of financial instruments 
rather than to individual financial instruments. 

Amend AS 1105, Audit Evidence
The amendment to AS 1105 adds an appendix to the standard to describe the auditor’s 
responsibilities for obtaining sufficient appropriate audit evidence for certain situations in 
which the valuation of investments is based on the investee’s financial results.

Editor’s Note: The proposed amendments within the Estimates Release would have 
retained and updated certain requirements from the existing derivatives standard (AS 2503, 
Auditing Derivative Instruments, Hedging Activities, and Investments in Securities) for situations 
in which the valuation of an investment selected for testing is based on the investee’s 
financial condition or operating results, including certain investments accounted for by the 
equity method and investments accounted for by the cost method for which there is a risk 
of material misstatement regarding impairment. However, commenters to the Estimates 
Release expressed concerns that the updated requirements in the proposal were written 
in a manner that was overly prescriptive, impracticable, burdensome, or inconsistent 
with the application of a risk-based approach. Furthermore, commenters asserted that 
certain procedures involving interaction with investee management or the investee auditor 
were not practicable because the investor company’s auditor might not have access to 
those parties. After consideration of the above comments, the PCAOB opted to retain the 
existing requirements from the derivatives standard (AS 2503) with only limited conforming 
changes.
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Amend AS 2110, Identifying and Assessing Risks of Material Misstatement
The proposed amendments to AS 2110:

• Require a discussion among the key engagement team members of how the financial 
statements could be manipulated through management bias in accounting estimates 
in significant accounts and disclosures.

• Add new risk factors specific to identifying significant accounts and disclosures 
involving accounting estimates.

• Strengthen requirements for obtaining an understanding of the company’s process 
for determining accounting estimates.

Amend AS 2301, The Auditor’s Responses to the Risks of  
Material Misstatement
The amendments to AS 2301 include the addition of notes to emphasize that:

• For certain accounting estimates involving complex models or processes, it might be 
impossible to design effective substantive tests that, by themselves, would provide 
sufficient appropriate evidence regarding the assertions.

• Performing substantive procedures for the relevant assertions of significant accounts 
and disclosures involves testing whether the significant accounts and disclosures are 
in conformity with the applicable financial reporting framework.

Amend AS 2401, Consideration of Fraud in a Financial Statement Audit
The amendment to AS 2401 clarifies the auditor’s responsibilities when performing a 
retrospective review of accounting estimates and aligns them with the requirements in the 
new estimates standard. The amendment specifically states that the retrospective review 
includes comparing the prior year’s estimates to actual results, if any, for accounting estimates 
in significant accounts and disclosures.

Amend AS 2805, Management Representations
The amendment to AS 2805 requires the auditor to obtain a written management 
representation related to the appropriateness of the methods, the consistency in application, 
the accuracy and completeness of the data, and the reasonableness of significant 
assumptions used by the company in developing accounting estimates.

Key Provisions of the Specialist Amendments
Currently, the requirements for use of a company’s specialist and an auditor-engaged 
specialist are combined in the existing standard AS 1210, Using the Work of a Specialist. The 
requirements for use of an auditor-employed specialist are in existing standard AS 1201, 
Supervision of the Audit Engagement, as an auditor-employed specialist is considered a member 
of the engagement team under the existing standards.

The PCAOB noted that the requirements for use of an auditor-engaged specialist differ from 
the requirements for an auditor-employed specialist, yet both serve a similar role in assisting 
auditors in obtaining and evaluating audit evidence. Further, the current standards apply the 
same requirements to an auditor-engaged specialist as to a company’s specialist, even though 
these specialists serve very different roles in the context of an audit. As indicated above, the 
auditor-engaged specialist assists in obtaining and evaluating audit evidence, whereas the 
company’s specialist may be producing work that is used as audit evidence that the auditor, 
or the auditor-engaged or auditor-employed specialist, assists in evaluating. As such, the 
specialist amendments separately address the auditor’s use of the work of a company’s 
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specialist (a specialist employed or engaged by the company) and use of the work of an 
auditor’s specialist (a specialist employed or engaged by the audit firm) to more closely align 
the requirements to the roles of these various specialists in the context of an audit.

The table below, as included in PCAOB Release No. 2018-006, Amendments to Auditing 
Standards for Auditor’s Use of the Work of Specialists, (the “Specialist Amendments Release”) 
summarizes the primary amendments to the existing auditing standards on the auditor’s use 
of the work of specialists:

Nature of Specialist’s Involvement Under Existing 
Standards

Under Specialist 
Amendments

Company’s Specialist Specialist employed 
or engaged by the 
company

Auditor performs the 
procedures required by 
the existing standard AS 
1210.

Auditor performs the 
procedures required 
by AS 1105 (including 
Appendix A), as 
amended.

Auditor’s Specialist Auditor-engaged 
specialist

Auditor applies the 
supervisory procedures 
required by AS 1210, as 
amended.

Auditor-employed 
specialist

Auditor supervises the 
specialist under AS 
1201.

Auditor supervises 
the specialist under 
AS 1201 (including 
Appendix C), as 
amended.

Many of the requirements under the amended standards remain similar to the existing 
standards (e.g., evaluation of knowledge, skill, and ability). However, in connection with the 
reorganization of the requirements based on the specialist roles, the PCAOB has clarified, 
expanded, and amended the requirements.

Amend AS 1105, Audit Evidence
The amendment to AS 1105 adds a new Appendix A to the standard that addresses additional 
auditor responsibilities with respect to the work of a company’s specialist that is used as audit 
evidence.

Appendix A includes requirements to evaluate the data, significant assumptions, and methods 
used by the company’s specialist. These requirements are intended to be scalable, in that the 
necessary audit evidence to obtain and evaluate depends on the significance of the specialist’s 
work to the audit conclusion; the risk of material misstatement; the level of the company’s 
specialist’s knowledge, skill, and ability; and the susceptibility of the specialist to the company’s 
influence.

With regard to the data the specialist’s work is based upon, the added requirements address 
testing and evaluating the data used by the specialist. For instances in which the company’s 
specialist uses company-produced data, auditors are required to test the accuracy and 
completeness of such data. For instances in which data is obtained from external sources, 
auditors evaluate the relevance and reliability of such data. In addition, the auditor’s 
evaluation of the methods used by the specialist includes evaluation of whether the data was 
appropriately used by the specialist under the applicable financial reporting framework.

Evaluation of the significant assumptions and methods used by the company’s specialist is an 
expanded requirement under the specialist amendments, as historically, AS 1210 required 
the auditor only to obtain an understanding of the methods and assumptions used by a 
company’s specialist. Guidance is included within the amended standard to elaborate on how 
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the auditor evaluates significant assumptions and methods, taking into account the applicable 
financial reporting framework.  Specifically, a note has been added to include examples of 
information that should be taken into account to evaluate assumptions provided by the 
company’s specialist, when relevant.

Editor’s Note: The requirement to evaluate significant assumptions and methods, as 
included within Release No. 2017-003, dated June 1, 2017, (the “Specialist Proposal 
Release”) was challenged by commenters. However, within the Specialist Amendments 
Release, this requirement was described by the PCAOB as “fundamental” and “intended 
to increase audit attention.” This change in requirements from existing standards could 
result in an increase in audit effort for non-fair value accounting estimates in practice, as 
the requirements for such estimates move from understanding methods and assumptions 
to now evaluating such methods and assumptions depending on the nature and extent of 
audit procedures previously performed.

The PCAOB clarified these requirements in the final specialist amendments, using the word 
“evaluate” rather than “test and evaluate” when referring to the procedures on significant 
assumptions and methods. In the final specialist amendments, “test” continues to be 
used to describe requirements related to company-produced data. This change clarifies 
that the intent of the final specialist amendments included in AS 1105 is not to require 
reperformance of the work of the company’s specialist or to have the auditor obtain 
proprietary models used by the company’s specialist. The final specialist amendments also 
reframed the requirements to describe key considerations in evaluating the data, significant 
assumptions, and methods.

The appendix also amends requirements related to obtaining an understanding of and 
assessing the knowledge, skill, and ability of the company’s specialist, as well as the specialist’s 
relationship to the company. It amends the requirement to understand the professional 
qualifications of not just the company’s specialist, but also of the entity that employs the 
specialist (if other than the company). Similarly, it expands the requirement of evaluating 
whether there is a relationship with the company to consider both the company’s specialist 
and the entity that employs the specialist (if other than the company) — specifically, whether 
circumstances exist that give the entity the ability to significantly affect the specialist’s 
judgments about the work performed and their conclusions or findings.

Editor’s Note: Several commenters requested guidance on the proposed requirements 
within the Specialist Proposal Release regarding how to evaluate the specialist’s relationship 
to the company. Within the Specialist Amendments Release, the PCAOB acknowledged 
these comments and provided clarifying examples of potential sources of information 
for use by the auditor in the assessment. Those examples are included within the final 
specialist amendments.

Similarly, within Appendix 3 of the Specialist Amendments Release, the PCAOB included 
examples of potential sources of information to be used in evaluating the competence of 
a company’s specialist. These examples were not included as specific steps within the final 
specialist amendments, as the PCAOB noted it is not practicable to provide such direction 
given the wide variety of types of specialists that may be used.

Amend AS 1201, Supervision of the Audit Engagement
The amendment to AS 1201 adds a new Appendix C to the standard that addresses additional 
auditor responsibilities with respect to the work of an auditor-employed specialist. 

Scalable in nature, the appendix provides guidance regarding the necessary extent of 
supervision of an auditor-employed specialist, which is based on the significance of the 
specialist’s work to the audit conclusion; the risk of material misstatement being addressed; 
and the knowledge, skill, and ability of the auditor-employed specialist.
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Editor’s Note: The new Appendix C within AS 1201 was revised from the proposed 
specialist amendments to remove a specific section on evaluating the qualifications 
and independence of auditor-employed specialists from within the Appendix, as the 
independence requirements are already applicable to auditor-employed specialists in 
accordance with the PCAOB standards because the auditor-employed specialist is an 
engagement team member. Two related amendments to PCAOB auditing standards are 
being adopted in connection with the final specialist amendments. First, paragraph .06 
of AS 1015, Due Professional Care in the Performance of Work, has been amended to clarify 
that engagement team members, which include auditor-employed specialists, should 
be assigned to tasks and supervised commensurate with their level of knowledge, skill, 
and ability, and that this requirement is not limited to the assignment and supervision of 
auditors. Second, a footnote was added to paragraph .06b of AS 2101, Audit Planning, to 
remind auditors of the obligations of registered firms and their associated persons under 
PCAOB Rule 3520, Auditor Independence.

Acknowledging that the auditor-employed specialist is a member of the engagement team, 
the appendix provides direction on how to apply the existing supervisory principles within AS 
1201 to improve supervision of the auditor-employed specialist and improve coordination 
between the auditor and the auditor-employed specialist. Specifically, auditors are required 
to inform the auditor-employed specialist of the objective, nature, and scope of the work to 
be performed (including responsibilities for testing data produced by the company, evaluating 
the relevance and reliability of data from external sources, evaluating methods used by the 
company or company’s specialist, and evaluating significant assumptions) as well as the 
specialist’s responsibility for providing a report or equivalent documentation to the auditors 
describing the work performed, the results of the work, and conclusions or findings reached. 
It also requires the determination of proper coordination and communication during the 
audit and that auditors inform an auditor-employed specialist about matters that could affect 
the specialist’s work. Further, the appendix adds requirements for reviewing and evaluating 
whether the work of the auditor-employed specialist provides sufficient appropriate audit 
evidence.

Within existing AS 1210 and amended AS 1210 and AS 1201, the PCAOB reminds auditors 
that AS 1201 applies to any income tax or information technology specialist, whether auditor-
employed or auditor-engaged.

Amend AS 1210, Using the Work of a Specialist
The amendment replaces and renames AS 1210 to Using the Work of an Auditor-Engaged 
Specialist, focusing the amended standard on new and expanded requirements to address 
auditor responsibilities with respect to the work of an auditor-engaged specialist. Similar to 
the auditor-employed specialist changes described above, the changes for an auditor-engaged 
specialist are intended to improve the supervision of and collaboration with the auditor-
engaged specialist by the auditor, as well as strengthen the evaluation of the auditor-engaged-
specialist’s work. Accordingly, the requirements in this amended standard are relatively 
consistent with the requirements added to AS 1201, Supervision of the Audit Engagement, 
as described above. Limited differences exist related to evaluating the auditor-engaged 
specialist’s knowledge, skill, ability, and objectivity. 

The standard (1) amends the requirement to understand the professional qualifications of not 
just the auditor-engaged specialist, but also the entity that employs the specialist and (2) adds 
a requirement to prohibit an auditor from using the work of a specialist who does not have a 
sufficient level of knowledge, skill, and ability.

The standard also includes requirements to assess the objectivity of the auditor-engaged 
specialist, whereas that assessment would not be required under AS 1201, given that 
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auditor-employed specialists are required to be independent under SEC and PCAOB rules. 
The amendment clarifies the requirement when evaluating whether the specialist has a 
relationship with the client to explicitly evaluate the specialist as well as the entity that employs 
the specialist and whether that relationship may adversely affect the specialist’s objectivity. 
This notion is consistent with existing AS 1210, which states that a specialist may be an 
individual or an entity.

Editor’s Note: Similar to comments received on AS 1105 and described above, 
commenters requested guidance regarding how to evaluate the auditor-engaged 
specialist’s objectivity as required in the proposed specialist amendments. Examples of 
potential sources of information to use in the assessment were added in response within 
the final specialist amendments. The examples mirrored those added to AS 1105, except 
that for auditor-engaged specialists, written representations concerning relationships with 
the company were identified as a potential additional source of information for auditor 
consideration.

In addition, the amended standard provides information related to an auditor-engaged 
specialist’s objectivity allowing for and providing direction for the auditor if the auditor-
engaged specialist has a relationship with the entity that may affect the specialist’s objectivity.

Editor’s Note: The final specialist amendments reflect changes from the proposed 
specialist amendments related to the requirement for the auditor’s assessment of 
objectivity. In the final specialist amendments, this requirement was revised to allow 
auditors to assess the auditor-engaged specialist’s level of objectivity along a spectrum and 
to allow the use of a less-objective specialist if the auditor performs additional procedures 
to evaluate that specialist’s work.

Amend AS 2101, Audit Planning
As described previously, the amendment to AS 2101 adds a footnote to paragraph .06b, 
reminding auditors of the obligations of registered firms and their associated persons under 
PCAOB Rule 3520, Auditor Independence.

Amend AS 2110, Identifying and Assessing Risks of Material Misstatement
The specialist amendments include the addition of a paragraph to AS 2110, relevant to 
obtaining an understanding of the information and communication component of the 
company’s internal control over financial reporting. When a company uses the work of a 
specialist, this new paragraph requires the auditor to obtain an understanding of the work and 
report(s) or equivalent communication of the company’s specialist(s) and the related company 
processes.

Amend AS 2505, Inquiry of a Client’s Lawyer Concerning Litigation, 
Claims, and Assessments
The specialist amendments, as described above, preserved the definition of specialists4 as 
historically used and understood by industry; however, clarification was added regarding use 
of the work of attorneys/legal specialists. The amendments include the addition of a note to AS 
2505.08 describing the auditor’s responsibility regarding the use of written advice or opinion 
of a company’s attorneys regarding matters other than litigation, claims, and assessments 
(e.g., legal opinions on income tax matters). This note reminds the auditor that such audit 

4 As defined within the specialist amendments, “[a] specialist is a person (or firm) possessing special skill or knowledge in a particular 
field other than accounting or auditing. Because income taxes and information technology are specialized areas of accounting and 
auditing, [AS 1210/AS 1201 Appendix C] does not apply to situations in which a person with specialized skill or knowledge in income 
taxes or information technology participates in the audit. AS 1201, Supervision of the Audit Engagement, applies in those situations.” 
Similarly, “[Appendix A of AS 1105] does not apply when the auditor uses the work of a person with specialized skill or knowledge in 
income taxes or information technology as audit evidence.”
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evidence (1) should be evaluated using Appendix A to AS 1105 and (2) requires consideration 
as audit evidence in combination with the auditor’s understanding of the company and its 
environment and other relevant evidence obtained during the audit.

Applicability and Effective Date
The new estimates standard and specialist amendments apply to audits of issuers, as defined 
in Section 2(a)(7) of Sarbanes-Oxley, and to audits of brokers and dealers, as defined in 
Sections 110(3)-(4) of Sarbanes-Oxley. The PCAOB has also recommended that the standard 
and amendments apply to audits of emerging growth companies.

Subject to approval by the Securities and Exchange Commission, the new estimates standard 
and amendments on the auditor’s use of the work of specialists will be effective for audits of 
financial statements for fiscal years ending on or after December 15, 2020.

Comparison with IAASB and ASB Standards
The releases for the new estimates standard and specialist amendments include comparisons 
to several relevant standards of the IAASB and ASB. Although a comparison was made to 
these standards, the scope of the comparison did not include the application and explanatory 
material accompanying the IAASB and ASB standards, as such guidance “does not in itself 
impose a requirement.” For estimates, the IAASB recently finalized and released the Revised 
International Standard on Auditing (ISA) 540, Auditing Accounting Estimates and Related 
Disclosures, to establish more robust requirements for auditing accounting estimates. Refer to 
Appendix A of this Audit & Assurance Update for a comparison of the requirements of the new 
estimates standard to the requirements of the Revised ISA 540.

For specialists, the PCAOB’s amendments can be compared with the IAASB’s ISA 500, Audit 
Evidence, and ISA 620, Using the Work of an Auditor’s Expert. Generally, for a company’s specialist 
the requirements under ISA 500 are substantially aligned with Appendix A in amended AS 
1105, with certain terminology differences. The requirements within the PCAOB’s standard 
are more prescriptive regarding the procedures for evaluation of the work of the company’s 
specialist; however, similar considerations exist within the application and explanatory material 
accompanying ISA 500. ISA 620 includes requirements for both auditor-employed and auditor-
engaged specialists, whereas the PCAOB standards provide the requirements for auditor-
employed and auditor-engaged specialists within two separate standards. As described 
previously, the requirements within the amended PCAOB standards are similar for both 
auditor-employed and auditor-engaged specialists except for the evaluation of the auditor-
engaged specialist’s objectivity. When comparing ISA 620 to the specialist amendments for 
auditor-employed and auditor-engaged specialists, the PCAOB’s supervisory requirements are 
more explicit regarding the need for the auditors to coordinate and communicate with the 
specialist for their involvement; however, the importance of effective two-way communication 
is emphasized in the application and explanatory materials accompanying ISA 620. In addition, 
review of the specialist’s work is implied within ISA 620; however, it is explicitly required within 
the amended PCAOB standards. Lastly, ISA 620 includes a requirement specifying that the 
auditor’s evaluation of the auditor-engaged specialist’s objectivity includes inquiry regarding 
the specialist’s interests and relationships that may create a threat to that expert’s objectivity. 
In amended AS 1210, such inquiry is one of a number of potential sources identified that may 
be relevant in providing information for use in evaluating such expert’s objectivity.
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Appendix A — Comparison of Auditing Accounting Estimates Standards
The following table summarizes key aspects of auditing accounting estimates requirements under different standards 
and regulations (PCAOB AS 2501, Auditing Accounting Estimates, Including Fair Value Measurements, and IAASB ISA 540, 
Auditing Accounting Estimates and Related Disclosures). The various requirements in different jurisdictions are not expected 
to result in vastly different auditing procedures performed by auditors.

Topic PCAOB IAASB

Effective Date Audits of financial statements for fiscal years 
ending on or after December 15, 2020 (FY 2020 
audits).

Audits of financial statements for periods 
beginning on or after December 15, 2019 (FY 
2020 audits).

Scope Establishes requirements for auditing accounting 
estimates (including fair value measurements) in 
significant accounts and disclosures in financial 
statements.

Deals with the auditor’s responsibilities relating to 
accounting estimates and related disclosures in 
an audit of financial statements. It also includes 
requirements and guidance on the evaluation 
of misstatements of accounting estimates and 
related disclosures, and indicators of possible 
management bias.

Objective To obtain sufficient appropriate audit evidence 
to determine whether accounting estimates in 
significant accounts and disclosures are properly 
accounted for and disclosed in the financial 
statements.

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.

Definition Accounting estimate: A measurement or 
recognition in the financial statements (or 
a decision to not recognize) of an account, 
disclosure, transaction, or event that 
generally involves subjective assumptions and 
measurement uncertainty. For purposes of this 
standard, a fair value measurement is a form of 
accounting estimate.

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.

Identifying and Assessing 
Risks of Material 
Misstatement

AS 2110, Identifying and Assessing Risks of Material 
Misstatement, establishes requirements regarding 
the process of identifying and assessing risks of 
material misstatement. This process includes:

(1) Identifying accounting estimates in significant 
accounts and disclosures;

(2) Understanding the process by which 
accounting estimates are developed; and

(3) Identifying and assessing the risks of material 
misstatement related to accounting estimates, 
which includes determining (a) whether 
the components of estimates in significant 
accounts and disclosures are subject to 
significantly differing risks, and (b) which 
accounting estimates are associated with 
significant risks.

In identifying and assessing the risks of material 
misstatement relating to an accounting estimate 
and related disclosure at the assertion level, the 
auditor shall separately assess inherent risk and 
control risk.

When obtaining an understanding of the entity 
and its environment, including the entity’s 
internal control, the auditor shall obtain an 
understanding of the entity and its environment, 
and the entity’s internal control related to the 
entity’s accounting estimates and review the 
outcome of previous accounting estimates, or, 
where applicable, their subsequent re-estimation 
to assist in identifying and assessing the risks of 
material misstatement.

The auditor shall take the following into account 
in identifying the risks of material misstatement 
and in assessing inherent risk:

(1) The degree to which the accounting estimate 
is subject to estimation uncertainty; and

(2) The degree to which the following are affected 
by complexity, subjectivity, or other inherent 
risk factors:

a. The selection and application of the 
method, assumptions, and data in 
making the accounting estimate; or

b. The selection of management’s point 
estimate and related disclosures for 
inclusion in the financial statements.
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Topic PCAOB IAASB

Responding to the Risks 
of Material Misstatement

In performing substantive procedures to respond 
to the identified and assessed risks of material 
misstatement associated with accounting 
estimates, the auditor should test an accounting 
estimate using one or a combination of the 
following approaches:

(1) Test the company’s process used to develop 
the accounting standard;

(2) Develop an independent expectation for 
comparison to the company’s estimate; and

(3) Evaluate audit evidence from events or 
transactions occurring after the measurement 
date related to the accounting estimate for 
comparison to the company’s estimate.

The auditor’s further audit procedures shall be 
responsive to the assessed risks of material 
misstatement at the assertion level, 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:

(1) Testing how management made the 
accounting estimate;

(2) Developing an auditor’s point estimate or 
range; or

(3) Obtaining audit evidence from events 
occurring up to the date of the auditor’s 
report.

Testing the Company’s 
Process/Method

Testing the company’s process involves 
performing procedures to test and evaluate the 
methods, data, and significant assumptions used 
in developing the estimate, in order to form a 
conclusion about whether the estimate is properly 
accounted for and disclosed in the financial 
statements. 

The auditor should evaluate whether the 
methods used by the company for developing the 
accounting estimates are:

(1) In conformity with the requirements of the 
applicable financial reporting framework; and

(2) Appropriate for the nature of the related 
account or disclosure, taking into account the 
auditor’s understanding of the company and 
its environment.

Further audit procedures shall include 
procedures to obtain sufficient appropriate 
audit evidence regarding the risks of material 
misstatement relating to:

(1) The selection and application of the methods, 
significant assumptions, and data used by 
management in making the accounting 
estimate; and

(2) How management selected the point estimate 
and developed related disclosures about 
estimation uncertainty.

With respect to methods, the auditor’s further 
auditor procedures shall address:

(1) Whether the method selected is appropriate 
in the context of the applicable financial 
reporting framework, and, if applicable, 
changes from the method used in prior 
periods are appropriate;

(2) Whether judgments made in selecting the 
method give rise to indicators of possible 
management bias;

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

(4) When management’s application of the 
method involves complex modelling, whether 
judgments have been applied consistently; 
and

(5) Whether the integrity of the significant 
assumptions and the data has been 
maintained in applying the method.
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Topic PCAOB IAASB

Significant Assumptions The auditor should identify which of the 
assumptions used by the company are significant 
assumptions to the accounting estimate, that 
is, the assumptions that are important to the 
recognition or measurement of the accounting 
estimate in the financial statements.

The auditor should evaluate the reasonableness 
of the significant assumptions used by the 
company to develop the estimate, both 
individually and in combination. This includes 
evaluating whether:

(1) The company has a reasonable basis for 
the significant assumptions used and, when 
applicable, for its selection of assumptions 
from a range of potential assumptions; and

(2) The significant assumptions are consistent 
with the following, when applicable:
• Relevant industry, regulatory, and other 

external factors, including economic 
conditions;

• The company’s objectives, strategies, and 
related business risks;

• Existing market information;
• Historical or recent experience, taking into 

account changes in conditions and events 
affecting the company; and

• Other significant assumptions used by the 
company in other estimates tested.

When a significant assumption is based on the 
company’s intent and ability to carry out a course 
of action, the auditor should take into account 
certain factors in evaluating the reasonableness of 
the assumption.

With respect to significant assumptions, the 
auditor’s further audit procedures shall address:

(1) Whether the significant assumptions are 
appropriate in the context of the applicable 
financial reporting framework, and, if 
applicable, changes from prior periods are 
appropriate;

(2) Whether judgments made in selecting the 
significant assumptions give rise to indicators 
of possible management bias;

(3) 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

(4) When applicable, whether management has 
the intent to carry out specific courses of 
action and has the ability to do so.

Data AS 1105, Audit Evidence, requires the auditor, 
when using information produced by the 
company as audit evidence, to evaluate whether 
the information is sufficient and appropriate for 
purposes of the audit by performing procedures 
to (1) test the accuracy and completeness of the 
information or test the controls over the accuracy 
and completeness of that information, and (2) 
evaluate whether the information is sufficiently 
precise and detailed for purposes of the audit.

If the company uses data from an external source, 
the auditor should evaluate the relevance and 
reliability of the data in accordance with AS 1105.

The auditor should also evaluate whether the 
data is appropriately used by the company in 
developing the accounting estimate by evaluating 
whether:

(1) The data is relevant to the measurement 
objective for the accounting estimate;

(2) The data is internally consistent with its use by 
the company in other significant accounts and 
disclosures; and

(3) The source of the company’s data has changed 
from the prior year and, if so, whether the 
change is appropriate.

With respect to data, the auditor’s further audit 
procedures shall address:

(1) Whether the data is appropriate in the 
context of the applicable financial reporting 
framework, and, if applicable, changes from 
prior periods are appropriate;

(2) Whether judgments made in selecting 
the data give rise to indicators of possible 
management bias;

(3) Whether the data is relevant and reliable in 
the circumstances; and

(4) Whether the data has been appropriately 
understood or interpreted by management, 
including with respect to contractual terms.
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Topic PCAOB IAASB

Management’s Selection 
of a Point Estimate and 
Related Disclosures about 
Estimation Uncertainty

Applicable specific requirements are not included 
in the PCAOB standard.

The auditor’s further audit procedures shall 
address whether, in the context of the applicable 
financial reporting framework, management has 
taken appropriate steps to:

(1) Understand estimation uncertainty; and
(2) Address estimation uncertainty by selecting 

an appropriate point estimate and by 
developing related disclosures about 
estimation uncertainty.

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:

(1) 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);

(2) If the auditor determines that management’s 
response to the auditor’s request does not 
sufficiently address estimation uncertainty, 
develop an auditor’s point estimate or range; 
and

(3) Evaluate whether a deficiency in internal 
control exists and, if so, communicate.

Developing an 
Independent Expectation

The auditor’s responsibilities with respect 
to developing an independent expectation 
depend on the source of the methods, data, and 
assumptions used.

(1) Independent assumptions and methods — 
The auditor should have a reasonable basis for 
the assumptions and methods used.

(2) Data and assumptions obtained from a 
third party — The auditor should evaluate 
the relevance and reliability of the data and 
assumptions obtained in accordance with AS 
1105.

(3) Use of company data, assumptions, or 
methods — The auditor should test the data, 
evaluate the reasonableness of the significant 
assumptions, and evaluate the methods in 
accordance with the respective sections above. 

If the independent expectation consists of a 
range rather than a point estimate, the auditor 
should determine that the range encompasses 
only reasonable outcomes, in conformity with the 
applicable financial reporting framework, and is 
supported by sufficient appropriate evidence.

The auditor is required 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, 
further audit procedures shall be designed and 
performed to address the matters discussed 
above within the “Methods,” “Significant 
Assumptions,” and “Data” sections above. 

The auditor is further required to:

(1) 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

(2) Design and perform further audit procedures 
to obtain sufficient audit evidence regarding 
the assessed risks of material misstatement 
relating to the disclosures in the financial 
statements that describe the estimation 
uncertainty.
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Obtaining Audit Evidence 
from Events Occurring 
up to the Date of the 
Auditor’s Report

 The auditor is required to evaluate whether the 
audit evidence is sufficient, reliable, and relevant 
to the company’s accounting estimate and 
whether the evidence supports or contradicts the 
company’s estimate. 

In evaluating whether an event or transaction 
provides evidence relevant to the accounting 
estimate at the measurement date, the auditor 
should take into account changes in the 
company’s circumstances and other relevant 
conditions between the event or transaction date 
and the measurement date.

The auditor is required to 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 financial reporting framework.

Company’s Use of a 
Specialist or Third-Party 
Pricing Information

When a specialist employed or engaged by the 
company assists the company in developing an 
accounting estimate, the auditor should also 
take into account the work of the specialist in 
determining the evidence needed in testing the 
company’s process. This includes evaluating the 
company specialist’s work in conjunction with 
testing the company’s process.

When the auditor is auditing the fair values of 
financial instruments, the company’s use of pricing 
information from third-party pricing sources 
affects the necessary procedures for testing the 
company’s process. When third-party pricing 
information used by the company is significant to 
the valuation of financial instruments, the auditor 
should evaluate whether the company has used 
that information appropriately and whether it 
provides sufficient appropriate evidence.

When using the work of a management’s 
expert, the requirements for each of the three 
approaches to substantively test accounting 
estimates may assist the auditor in evaluating 
the appropriateness of the expert’s work as 
audit evidence for a relevant assertion. 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.

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 ISA 540 to 
those assumptions.

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 for 
each of the three approaches to substantively 
test accounting estimates may assist the auditor.
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Evaluating Audit Results 
on Estimates and 
Disclosures 

AS 2301, The Auditor’s Responses to the Risks of 
Material Misstatement, requires the auditor to 
design and implement appropriate responses 
that address risks of material misstatement. This 
includes applying substantive procedures to 
accounting estimates in significant accounts and 
disclosures.

AS 2810, Evaluating Audit Results, requires the 
auditor to evaluate the results of audit procedures 
performed on accounting estimates, which 
includes:

(1) Evaluating identified misstatements;
(2) Evaluating the qualitative aspects of the 

company’s accounting practices, including 
potential bias in management’s judgments 
about the amounts and disclosures in the 
financial statements;

(3) Evaluating potential bias in accounting 
estimates; and

(4) Evaluating the presentation of the financial 
statements, including the disclosures and 
whether the financial statements contain the 
information essential for a fair presentation of 
the financial statements in conformity with the 
applicable financial reporting framework.

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.

The auditor shall 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.

Indicators of Potential 
Management Bias

The auditor is required to evaluate the results 
of audit procedures performed on accounting 
estimates, including evaluating bias in accounting 
estimates. 

Evaluating bias in accounting estimates includes 
evaluating bias in estimates individually and in 
aggregate. It also includes evaluating whether bias 
results from the cumulative effect of changes in 
estimates.

The auditor shall evaluate whether judgments 
and 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.

Overall Evaluation Based 
on Audit Procedures 
Performed

There are no specific requirements in the new 
PCAOB standard; however, AS 2810.33-.34 
include requirements that generally align with the 
requirements of ISA 540.

The auditor shall evaluate, based on the audit 
procedures performed and audit evidence 
obtained, whether:

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

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

(3) Sufficient appropriate audit evidence has 
been obtained, whether corroborative or 
contradictory.

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.
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Written Representations There are no specific requirements in the new 
PCAOB standard; however, AS 2805, Management 
Representations, was amended to include the 
following within paragraph .06.

In connection with an audit of financial 
statements presented in accordance with 
generally accepted accounting principles, specific 
representations should relate to the following 
matters:

The appropriateness of the methods, the 
consistency in application, the accuracy and 
completeness of data, and the reasonableness 
of significant assumptions used by the company 
in developing accounting estimates.

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.

Communications to Those 
Charged with Governance

AS 1301, Communication with Audit Committees, 
requires the auditor to communicate to the 
audit committee certain matters pertaining 
to critical accounting estimates, including the 
basis for the auditor’s conclusions regarding 
the reasonableness of the critical accounting 
estimates.

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.

Documentation AS 1215, Audit Documentation, includes general 
requirements for audit documentation but not 
specific to accounting estimates.

The auditor shall include in the audit 
documentation:

(1) 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;

(2) 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;

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

(4) Indicators of possible management bias 
related to accounting estimates, if any, and 
the auditor’s evaluation of the implications for 
the audit; and

(5) 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.
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