
Considerations for Asset 
Management Clients
ISA (Ireland) 540 (Revised) Auditing Accounting 
Estimates and Related Disclosures

New Standard Revised ISA 540 Standard
The revisions to ISA (Ireland) 540 (Revised) will have 
important implications for fund service providers 
and fund managers who are responsible for financial 
statement preparation and the determination of 
accounting estimates. Its impact will also be felt 
outside of financial reporting functions, for example 
financial instrument valuation teams. It will also give 
rise to additional considerations for those charge with 
governance for investment funds and related vehicles. 
The new standard is effective for all audits of periods 
beginning on or after 15 December 2019. 

Why was the standard revised? 
The preparation of financial statements involves many 
different elements but the preparation of estimates 
is perhaps more complex than others. Estimates are 
monetary amounts (recognised or disclosed) that 
are a fundamental part of the financial statements of 
entities. They are subject to estimation uncertainty due 
to inherent limitations in knowledge or data, and as 
a result, for any estimate there may be a wide range 
of measurement outcomes. In forming estimates, 
management apply methods/models where they make 
assumptions and use data. They exercise judgement 
involving complexity and subjectivity when measuring the 
estimate. Due to the nature of this process, estimation is 
susceptible to material misstatement and for the users of 
financial statements they are the area of most attention.

Over time, accounting estimates have become more 
prominent and visible in financial statements garnering 
additional scrutiny from readers. This is caused by 
increasingly complex business environments (now made 
more complicated due to the COVID-19 pandemic) and 
the introduction of new accounting standards over the 
last number of years.  The previous version of the ISA 

540 standard was written before these changes and 
they, along with challenging audit inspection findings 
meant that a new framework was needed for auditors to 
robustly audit estimates. In response to these challenges, 
the International Auditing and Assurance Standards Board 
(IAASB) issued ISA (Ireland) 540 (Revised). 

Key implications for fund audits
Financial Instrument valuation inherently involves 
estimation uncertainty. The new standard will require 
the auditor to perform additional understanding and 
risk assessment procedures over these estimates. The 
standard also places a greater emphasis on professional 
scepticism and documentation. Key implications of the 
standard are as follows: 

• Revised standard requires auditors to perform
separate inherent and control risk assessments at
the assertion level for accounting estimates.

• Introduces key risk factors estimation uncertainty,
subjectivity and complexity.

• Enhanced focus on obtaining evidence from multiple
sources inside and outside of the entity along with
consideration and documentation of contradictory
audit evidence.

• Enhanced audit file documentation requirements
which include enhanced management bias
procedures, linkage of further audit procedures with
the risks at the assertion level, response to situations
where management are not deemed to have
addressed estimation uncertainty and disclosure
review documentation requirements.



Key Changes Impact on fund service providers and fund managers

More emphasis on the need for the auditor to 
exercise professional skepticism.

The auditor may increasingly challenge aspects of how 
the fund entity values its financial instruments.

More granular assessments regarding risk 
accounting estimates are materially misstated.

The auditor may place more emphasis on obtaining 
an understanding of the nature and extent of a fund’s 
valuation process and key aspects of the related valuation 
policies and procedures.

Focus on appropriately responding to the levels of 
estimation uncertainty, complexity and subjectivity 
in accounting estimates.

If the auditor determines that there is a risk present of the 
fund’s accounting estimates being materially misstated, 
then the work effort will increase, which in turn will likely 
impact how much, and the type of information fund 
management would need to provide to the auditor.

Audit work effort based on the selected 
approach(es) (testing management's process, 
developing own estimate, subsequent events), 
including a more detailed understanding of the 
significant matters considered in making key 
judgements and decisions affecting accounting 
estimates.

Fund management may receive more focussed 
requests from the auditor on each these matters. Fund 
management should  ensure they have documented 
key judgements and decisions in anticipation of auditor 
requests. Such documentation is likely to provide basis 
for more efficient and effective discussions between fund 
management and the audit team.

New requirement to consider how fund 
management reviews the outcomes of previous 
accounting estimates and responds to the results 
of that review.

Àuditors will expect there to be a retrospective review 
process in place for financial instrument valuations that 
were subject to a high degree of estimation uncertainty, 
complexity and subjectivity. 

More emphasis on auditing financial instrument 
disclosures in the financial statements

If the auditor determines the risk of material 
misstatement is higher for certain disclosures, then the 
work effort will increase, which in turn will impact how 
much, and the type of, information an entity will need to 
provide the auditor.

More detailed written representations and 
communications.

Fund management may receive requests for new or 
changed representations compared to previous years. 
Therefore, those charged with governance may wish to 
ask the auditor to let them know as soon as practicable 
the details of the written representations they will 
request from them.
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Next steps

The standard drives auditors to perform appropriate procedures in relation to accounting estimates and related 
disclosures. It is important for fund service providers and fund managers to take note of the robust requirements 
and detailed guidance of the standard and to engage with their auditor early so they are prepared for the financial 
reporting cycle.

The above is for illustrative purposes only. Specific fund portfolio facts and circumstances 
must always be taken into account along with the degree of subjectivity and complexity. 

Illustration on estimation uncertainty 
Le

ve
l o

f E
st

im
at

io
n 

U
nc

er
ta

in
ty

  

Instrument Type


