
 

1 
 

 

 

 

 

 

 

 

 

 

 

  

Accounting estimates – risks and challenges 

in the audit mission 
 

 

Ioana CIURDAȘ 
 

 

 

 

 

Ph.D. Coordinators:        Ph.D. Student: 

Prof. Adela DEACONU       Ioana CIURDAȘ 

Prof. Elisabeth WALLISER        

 

 

  

PhD Thesis 

 



 

2 
 

 

  



 

3 
 

Acknowledgements 
"Intâi datoria, apoi bucuria!" 

"First comes obligation and later comes satisfaction!" 

"C'est d'abord le devoir et ensuite c'est la joie" 

- Pr. Teofil Părăian 

I started this "journey" without even being fully aware that a journey in the true sense of the 

word would follow. I started this research work with a lot of enthusiasm, so I am finishing it. The 

ups and downs that awaited me proved to be a complex mission both professionally 

(technically), as well as personally. At the beginning, I had not imagined that a PhD thesis could 

contribute so much to my personal and human development, not only to the professional one. A 

thought I once read has stayed with me and guided me through these years: "first comes 

obligation and later comes satisfaction!" It meant a lot for me to be aware that you have joy 

when you accomplish your duty.  

For this journey that I have greatly enjoyed, my deepest gratitude and my heartfelt appreciation 

go to Professor Deaconu Adela and Professor Walliser Elisabeth. Thank you for supervising my 

research adventure and especially for the confidence, patience and freedom you gave to me. 

Your dedication and the warm way you always managed to encourage me remain important 

lessons for me both professionally and personally. Please allow me to consider you more than 

research mentors. I am extremely grateful and thankful to Emeritus Professor Alain Burlaud, to 

Professor Corinne Bessieux Ollier and Professor Carmen Bonaci, for accepting to be members of 

my jury. I am truly honoured and privileged to share with you my research efforts embodied in 

this thesis. 

I am also grateful to the two institutions under whose aegis I carried out this research, namely 

FSEGA-UBB Cluj-Napoca and IAE-UCA Nice. They offered me the appropriate environment to 

carry out my research and documentation activity. I would like to give my sincerest appreciation 

and thanks to the Ph.D. thesis advisory committee from both universities. I am very grateful for 

the helpful comments, constructive recommendations and the encouragement you have always 

greeted me with. I would also like to express my gratitude to my colleagues Alexandra Purcel- 

FSEGA and Philippe Luu- IAE, the statisticians who had patience with me every time I needed 

to clarify the great mysteries of statistics and econometrics. Besides knowledge, they gave me 

confidence and encouragement when I thought I couldn't handle the statistical and econometric 

side. Special thanks go also to a very close friend, Cosmina Haidu which gave me a lot of 

clarification on the statistics at the beginning of my PhD journey.  



 

4 
 

I gratefully acknowledge the support I received from Conseil Supérieur de l’Ordre des Experts-

Comptables (CSOEC) and l’Association Francophone de Comptabilité (AFC), through the 

PARC Bourse and the valuable feedback they offered me each year.  

I am also grateful to my professors, colleagues and friends from the Accounting and Audit 

department- FSEGA and GRM Research unit- IAE. I thank Professor Cristian Litan for making 

me realize the beauty and logic of econometrics through his classes and enthusiasm. I would like 

to thank also to my colleague from IAE-Nice, Pauline Boisselier for making my stay pleasant 

and helping me to integrate myself easily into the research lab at IAE, always being there for me 

to help with the administrative issues. 

Last but not least, I have a heartfelt gratitude for the support and love of my sister and parents.  I 

cherish them very much for all they have done for me, especially in these last few years when 

my focus has been sometimes more on my research…and I thank God for having such wonderful 

thesis coordinators, professors, university and work colleagues, friends and other remarkable 

people during my research journey. 

  



 

5 
 

Title Accounting estimates - risks and challenges in the audit mission 

 

Keywords: accounting estimates, fair value, audit risks, financial restatements, earnings 

management, ISA 540, AS 2501, audit standards, fair value measurements, discretionary 

accruals 

  



 

6 
 

  



 

7 
 

Contents 

 

Contents ..................................................................................................................................................... 11 

LIST OF TABLES ................................................................................................................................... 13 

LIST OF FIGURES ................................................................................................................................. 15 

ABBREVIATIONS .................................................................................................................................. 16 

GENERAL INTRODUCTION AND OVERVIEW .............................................................................. 17 

Context of the research ........................................................................................................................... 17 

A glimpse on the thesis’ data, methodology and structure ..................................................................... 20 

Research’ objectives, data and methodology ..................................................................................... 20 

Thesis outline ..................................................................................................................................... 22 

Chapter 1 ................................................................................................................................................... 27 

1. ACCOUNTING ESTIMATES AND FAIR VALUE ..................................................................... 28 

1.1 The role of accounting estimates ................................................................................................ 28 

1.2 Fair value measurement - a form of accounting estimate ........................................................... 33 

1.3. Fair value accounting regulation ................................................................................................ 37 

Chapter 2 ................................................................................................................................................... 43 

2. AUDITING ACCOUNTING ESTIMATES AND FAIR VALUE MEASUREMENTS. A 

LITERATURE REVIEW ........................................................................................................................ 44 

2.1 Quantitative analysis of the articles in the field of audit of accounting estimates and fair value ..... 46 

2.2 Qualitative analysis of the articles in the field of audit of accounting estimates and fair value....... 52 

2.2.1 Accounting estimates and fair value measurement- the challenges .......................................... 54 

2.2.2 Estimation uncertainty ............................................................................................................... 57 

2.2.3 Management bias and estimates’ imprecision ........................................................................... 59 

2.2.4 Audit task challenges ................................................................................................................. 60 

2.2.5 Audit quality consequences ....................................................................................................... 62 

Chapter 3 ................................................................................................................................................... 63 

3. THE CONVERGENCE DEGREE BETWEEN THE AUDITING STANDARDS FOR 

ACCOUNTING ESTIMATES ................................................................................................................ 64 

3.1 Research motivation ......................................................................................................................... 64 

3.2 Analysis of the literature and audit standards specific to accounting estimates ............................... 66 

3.3 Research methodology ..................................................................................................................... 69 

3.4 Results and discussion ...................................................................................................................... 70 

3.5 Conclusions of the study .................................................................................................................. 73 

Chapter 4 ................................................................................................................................................... 76 

4. FAIR VALUE MEASUREMENT AND THE AUDIT RISK. EMPIRICAL EVIDENCE FOR AN 

EMERGENT CONTEXT ........................................................................................................................ 77 

4.1 Research motivation ................................................................................................................... 77 



 

8 
 

4.2 Analysis of the literature and hypothesis development .............................................................. 79 

4.3 Research methodology ............................................................................................................... 83 

4.3.1 Fair value estimation issues ....................................................................................................... 83 

4.3.2 The experiment framework ....................................................................................................... 85 

4.3.3 The experiment description and participants ............................................................................. 87 

4.4 Results and discussion ................................................................................................................ 92 

4.4.1 Auditors characteristics ............................................................................................................. 92 

4.4.2 Variables’ interaction- multivariate and univariate analysis ..................................................... 94 

4.5 Conclusions of the study ............................................................................................................ 98 

Chapter 5 ................................................................................................................................................. 102 

5. A MODEL TO ASSESS THE RELATIONSHIP BETWEEN MANAGEMENT OPPORTUNISM 

AND AUDITOR REACTION. EMPIRICAL EVIDENCE FOR AN EUROPEAN CONTEXT ... 103 

5.1 Research motivation ....................................................................................................................... 103 

5.2 Analysis of the literature and hypothesis development .................................................................. 106 

5.3 Research methodology ................................................................................................................... 110 

5.3.1 The model design .................................................................................................................... 110 

5.3.2 The sample .............................................................................................................................. 114 

5.4 Results and discussion .................................................................................................................... 118 

5.4.1 Descriptive statistics and preliminary tests ............................................................................. 118 

5.4.2 Regression analysis ................................................................................................................. 123 

5.5 Conclusions of the study ................................................................................................................ 125 

6. CONCLUSIONS ................................................................................................................................. 128 

Key findings ......................................................................................................................................... 128 

Research limitations and future research avenues ................................................................................ 132 

REFERENCES ....................................................................................................................................... 134 

APPENDIX ............................................................................................................................................. 146 

Appendix 1 ........................................................................................................................................... 147 

Appendix 2 ........................................................................................................................................... 149 

Appendix 3 ........................................................................................................................................... 150 

Appendix 4 ........................................................................................................................................... 151 

Appendix 5 ........................................................................................................................................... 153 

Appendix 6 ........................................................................................................................................... 155 

 

 
 



 

9 
 

ABBREVIATIONS 

AA - Audit Analytics 

AICPA - American Institute of Certified Public Accountants 

ANEVAR- National Association of Romanian Authorized Valuers 

ASC - Accounting Standard Codification 

EEA - European Economic Area 

EFRAG - European Financial Reporting Advisory Group  

FAS - Financial Accounting Standard   

FASB - Financial Accounting Standard Board 

FV - Fair Value  

GAAP- Generally Accepted Accounting Principles  

IAS - International Accounting Standards 

IASB - International Accounting Standard Board 

IAASB - International Auditing and Assurance Standards Board 

IFRS - International Financial Reporting Standards 

IVS - International Valuation Standards   

IVSC - International Valuation Standards Council  

NYSE - New York Stock Exchange 

  



 

10 
 

GENERAL INTRODUCTION AND OVERVIEW 

Context of the research 

Over time, maintaining and enhancing the quality of financial statements was a priority both for 

the management and for the other interested parties. In this vein, the regulatory bodies have 

made sustained and constant efforts to support this goal through updated standards at the 

contemporary realities. The main purpose of the financial reports is to provide decision-useful 

information, free form manipulation and capable to represent the exact economic reality of the 

company. So, in theory, things seem simple and clear: the common goal is to have high-quality 

financial statements, to provide the most relevant information to investors, analysts and 

stakeholders. The question that has been asked directly or indirectly over time is what could 

prevent the achievement of this objective? The answers are multiple and intuitive and can be 

deduced by observing the realities and challenges in the economic environment in recent years. 

First, the macroeconomic conditions could be one of the starting points. Thus, if we only think at 

the 2008-2009 financial crises, we are aware of its consequences for the economic activity. This 

kind of periods, with economic turbulence, is the perfect incentive for managers to manipulate 

numbers and to issue lower-quality financial reports. There are several reasons behind it, as: to 

hide poor performance, to increase personal compensation, to increase the share price etc. It may 

be that not only crisis periods lead managers to such decisions, but certainly then the pressure is 

greater. The next question that comes instinctively is: in what ways can managers manipulate the 

financial statements? The answers are once again multiple, but we will stop at those accounting 

elements with a big impact on earnings and that allow very easy manipulation, the so called 

accounting estimates.  

Therefore, we introduce the main character or star of this research, namely the accounting 

estimates. We will discuss in the next chapter in detail about them, but for now we just want to 

emphasize that we are talking about elements that are based on subjective as well as objective 

factors, that involves subjective assumptions and measurement uncertainty and require a lot of 

professional judgment. Thus, there is the right context for the managers’ incentives to manage 

earnings. Given the multiple possibilities that accounting estimates offer to manipulate numbers 

(given their subjective and uncertain character), the quality of financial reports can be called into 

question. This is why estimates are considered challenging and a continuing area of audit issues.  

In the last years, the regulatory bodies have constantly worked on improving the audit standards 

regarding accounting estimates (IAASB, 2017; PCAOB, 2018; PCAOB, 2019), being aware of 
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the burden that these accounting elements impose on auditors. We could say that this is almost a 

"never-ending work", the proof being the continuous work of the normalizers to provide 

guidance and support to auditors. Recently, IFAC issued an implementation tool or a guide to 

assist auditors in implementing ISA 540 Revised (IFAC, 2022). On the other hand, PCAOB has 

initiated a request for comments on the initial impact of the new requirements for auditing 

accounting estimates and using the work of specialists (PCAOB, 2022). The aim of this initiative 

was to verify whether additional guidance may be appropriate. We will see in the next chapters 

of this research, that there is a joint and constant effort between regulatory bodies, professionals 

and researchers, in order to reduce the risks of accounting estimates on the quality of the 

financial statements and on the audit quality.  

The ongoing work and attempts to improve the audit of accounting estimates is justified 

especially by the challenging times that have recently heightened the risks related to these 

elements. As suggested lately by professionals through the AICPA articles, one of the 4 key 

COVID-19 audit risks is related to the audit of accounting estimates (AICPA, 2020). In the same 

time, the International Forum of Independent Audit Regulators’ (IFIAR) reports showed that the 

deficiencies related to the audit of accounting estimates had one of the highest percentage in the 

inspection results reported in recent years (IFIAR, 2021; IFIAR, 2022). The latest report 

provides us with date on the last 5 years (2017-2021). As we can see in Figure 2, from the total 

deficiencies found within the 17 themes investigated, an important amount of these issues were 

related to accounting estimates, including fair value measurement (hereinafter, FV 

measurement). According to IFIAR’s analysis, the accounting estimates findings were on the 

2nd place on the list of deficiencies. As we see, the auditors still struggle with estimates’ 

challenges. 

 

Figure 1.Number of accounting estimates audit deficiencies  

Source of the data: https://www.ifiar.org/?wpdmdl=13957 
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Figure 2. Percentage of accounting estimates audit deficiencies  

from the total number of findings 

Source of the data: https://www.ifiar.org/?wpdmdl=13957  
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approach, one literature survey, and three empirical essays, each with a contribution in the 

directions identified following the literature analysis.  

A glimpse on the thesis’ data, methodology and structure 

Research’ objectives, data and methodology  

The aim of this research work is to provide original empirical evidence and to contribute to the 

literature on the audit risks related to accounting estimates and fair value. The initial goal was to 

explore the existing literature to identify the real challenges regarding the audit of accounting 

estimates. Next, based on that, the purpose was to offer empirical evidence on: the contribution 

of regulatory bodies on the pressing issues about estimates, the factors influencing the fair value 

audit and the auditor’s reaction for an emergent context, and to find indicators of management 

bias related to estimates.  

The present research has a multidisciplinary character, being at the intersection of the fields of 

accounting, audit, financial valuation, and tangentially management, fact that allowed 

approaching this subject from both qualitative and quantitative perspective. The role of 

qualitative research is to identify in the literature the information needed to clarify the analyzed 

concepts, its characteristics and the context in which it occurs. Quantitative research has the role 

of quantifying relevant aspects identified in the qualitative analysis, by testing and validating 

some hypotheses through specific methods. 

In general, the content analysis and the systematization of date were used for the entire work, as 

for every chapter we performed a short literature review, or standards analysis as well as 

reporting the data and results in tables. In Figure 1 we present the PhD thesis structure by 

chapters.  
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Figure 3.The chapter structure of our PhD thesis 

In the first chapter, based on a deductive reasoning, we introduced accounting estimates in the 

debate, with a special focus on FV measurement, in order to see their specific link with the 

related audit risks. We used content analysis to explore the accounting and audit relevant 

regulation for both contexts, international and American. We also used the systematization of the 

data in tables. This was required as a means to identify the categories of estimates, the FV pros 

and cons and the items measured at FV under IFRS and US GAAP.  

In the second chapter, we applied the qualitative analysis for the purpose of identifying the main 

research directions in the field, used later to substantiate the structure of our work. The purpose 

of the quantitative analysis was to describe the selected sample of articles with the aim of 

establishing the current state of knowledge regarding the audit risks related to accounting 

estimates and FV measurement. As regards the data, we selected 745 articles from three 

important databases, namely Web of Science (WOS), Springer Link, and Scopus. Being very 

restrictive and focusing on very particular topics regarding the audit of accounting estimates, the 

final sample was composed of the 60 most relevant articles. 

The third chapter started with a content analysis appropriate to investigate the audit standards 

and the contribution of the new ones. Then, an empirical analysis based on similarity and 
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dissimilarity coefficients was performed, to determine the level of convergence between the 

American and international audit referential, compared also with the new issued standards.  

The aim of the fourth chapter was to identify the influencing factors on FV audit and the 

auditors’ way of perceiving and coping with these factors in their work. In order to carry out this 

study we used both qualitative and quantitative analysis. The qualitative analysis was performed 

to examine the audit standards and literature, in order to determine the influential factors of FV 

audit and their positive or negative effects. The auditors’ reaction was revealed with the help of 

the experiment method. Then, we used the quantitative analysis in order to process the auditor’s 

responses and to present the results of the experiment. Data analysis methods in this chapter 

include univariate and multivariate analysis as well as simple effects tests. Regarding the data, 

our sample consisted of 76 auditors from an emergent environment (the Romanian context). The 

experiment was previously tested on 160 students.  

In the last chapter the quantitative analysis prevails, as we provide empirical evidence on the 

relationship of accounting estimates, related restatements and earnings management. To test and 

validate the working hypotheses we use Ordinary Least Square (OLS) estimator, along with 

Fixed Effects and Random Effects models. Given that our empirical analysis focuses on 

accounting estimates related restatements, the data collection was, to some degree, challenging. 

As financial restatements is not an act desirable for companies (being a measure of financial 

reporting quality), constructing a sample of financial restatements related to estimates issues was 

even more challenging. We managed to collect the date from Audit Analytics and Thomson 

Reuteurs Eikon databases, for a final sample of 64 companies, for a period of 18 years.  

Thesis outline 

Chapter 1 "Accounting estimates and fair value", is a preview for the subjects we will discuss in 

the next chapters and introduces accounting estimates and fair value as the main topics of the 

entire thesis. We felt it was important to provide this preview in order to give readers a clear 

picture of what accounting estimates mean, about their characteristics and the inherent 

challenges. Moreover, we explained how accounting estimates work and why they play such an 

important role for the financial statements quality. This allowed us to better understand the 

impact and their challenging character for the auditors’ work. Likewise, we proposed a 

discussion on the theoretical research framework developed by Bonner, (2008) and Bratten et al. 

(2013) on factors affecting the quality of audit judgments as: environmental factors, task factors 

and auditor-specific factors. This allowed us to develop a link between the factors affecting the 

auditors’ judgments and those affecting management's discretion, as stated by management 
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literature.  This was the first step to substantiate our interest for the management bias in relation 

to accounting estimates and the associated audit risks. The introduction of fair value, as one of 

the most controversial estimates, was another step to understand it and to justify our choice to 

perform an experiment related to auditing FV measurements in chapter 4.   

Chapter 2 "Auditing accounting estimates and fair value measurements. A literature review" 

represents our contribution to the analysis of the current state of knowledge regarding the audit 

of accounting estimates. We carried out a review of the most relevant articles from WOS, 

Springer Link, and Scopus, in various top journals in the field. The time analysis for the 

publications related to our theme revealed an increased trend in the last 10 years, proving a 

higher interest for this issue. At the same time, based on Bratten et al. (2013) framework and the 

discussion from the previous chapter, we reviewed the literature, with a focus on the main topics 

related to auditing accounting estimates, as: estimation uncertainty, management bias, 

professional skepticism, the use of valuation specialists and other audit quality consequences.  

We are aware that the audit risks related to accounting estimates and FV measurements is a 

narrow and particular subject. This is the reason why we could not necessarily carry out an 

analysis of the literature on types of economies (emerging vs. developed) or financial markets. 

However, we observed that in general, the empirical studies focused on rather limited data, 

especially for the American capital markets. Thus, we saw that evidence on emerging markets 

can still be considered scarce.  

Nevertheless, the conclusion of our literature review was that we can see the standard bodies’ 

efforts to improve the audit of accounting estimates and their attempt to keep pace with the 

scholars’ and the professionals’ concerns expressed  through research. Furthermore, this analysis 

showed us the very close connection between the factors identified by researchers as affecting 

the audit of accounting estimates or presenting particular risks. In this vein, we saw that 

uncertainty is a problem inherent to estimates, creating the perfect scenario for distortion or 

management bias. Undoubtedly, this has an impact on the audit task itself (skills and judgments, 

extra work, external specialist etc.) and the audit quality (adjustment/restatements requirements, 

financial reporting quality, litigation risks etc.); not to mention the obvious consequences for 

other interested parties.  

Chapter 3 "The convergence degree between the auditing standards for accounting estimates" 

examines the level of improvement and the convergence degree between ISA 540 and AS 2501, 

the audit standards regarding the accounting estimates and FV measurements. During 2017-

2020, both IAASB and PCAOB have coordinated their efforts and have initiated the revision of 
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these standards. Immediately after publishing the new updated references, we were interested to 

see how the efforts and plans of the normalizers in terms of convergence were realized.  The aim 

of this study is to observe both the evolution of ISA 540 compared to the old standard and a 

comparison with the amendments proposed by PCAOB in the United States.  

The motivation behind this analysis is primarily related to the topicality of the subject. Then we 

wanted to have a contribution to this international debate regarding the audit of accounting 

estimates. The importance of analyzing ISA standards is justified by the large adoption rate of 

ISA at global level- around 67% according to the latest IFAC reports. The relevance of the 

comparison between the American and the International norms is consistent with the effort of 

PCAOB to converge U.S. GAAP with ISAs, according to AICPA’s Auditing Standards Board 

and their strategic plan (PCAOB; 2019). 

To perform our analysis we used three similarity coefficients (Simple Matching, Rogers & 

Tanimoto, Sokal & Sneath) and one for dissimilarity (Euclidean Distance). Thus, it appears that 

regulatory bodies converged toward the same specific audit risks approach. We confirm this by 

the introduction of the complexity and subjectivity as inherent risk factors specific to the 

estimates for both referential and the emphasis on the need to exercise professional skepticism. 

This similarity (ISA540/AS2501) it was something to be expected and should be seen by 

auditors or stakeholders as the regulators’ response to increase the quality of the audit, the 

existence of a more uniform approach for risks and obviously to increase the degree of 

convergence between standards. However, some elements differentiate the two standards, such 

as the use of different terms for external sources of information, for the person assisting the 

management in making accounting estimates, or different approaches for fair value. 

Chapter 4 "Fair value measurement and the audit risk. Empirical evidence for an emergent 

context" is motivated by the sparse literature on auditors' behavior in relation to accounting 

estimates for emerging contexts. We investigate, through an experiment, how auditors perceive 

and behave in relation with one of the most important estimates, namely FV. We discussed about 

the influential factors, with a focus on FV provider. 

Among our general research questions we asked ourselves why estimates are associated with 

risks, and what are the factors that determine these risks or involve a higher risk for auditors.  

Thus, in this chapter we focused on some of these factors and on one category of estimates (the 

fair value). One of the influential factors we addressed is the FV provider. We investigated if and 

in which cases the use by the management of an external expert versus the internal one, 

decreases the estimation risk and effort for the auditors. We correlated FV provider with the FV 
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estimation process. Hence, we chose two other factors as variables: FV measurement (with two 

valuation approaches- income and cost) and FV disclosure for the valuation report (focus on 

inputs characteristics, their source, and risk of volatility vs. focus on methods, assumptions and 

models). Therefore, through this experiment we focused on those measurable factors that we 

considered as having the potential to improve the audit process and minimize the related audit 

risks. 

We found that auditors rely more on the expertise of an external valuator than on management 

estimations in specific circumstances. These specific circumstances are strong quality of the 

internal control and a component of FV reporting linked to the valuation methodology. This 

observation is in line with previous studies, who found that the auditors consider the FV 

estimation less risky if it is generated by an external source. On the other hand, a result that 

surprised us was the fact that income approach appeared as requiring more audit effort then the 

cost approach.   

Therefore, this chapter contributes to the existing literature  firstly by enlarging the discussion on 

FV estimates audit effort and risk of estimation over the entire process of valuation, not only FV 

provider. Secondly, we addressed a less explored item, the FV estimate issues for non-financial 

assets (the focus being usually on financial assets), for which the valuation process is even more 

difficult, prone to estimation risks, and to audit risks as well. We emphasize also the incomplete 

understanding of the auditor facing the risk and complexity of FV and which confirms the lack 

of sufficient expertise in terms of valuation issues, for the particular case of developing 

countries. The results showed that the quality of the valuation report and the process in terms of 

sufficient description of inputs and approaches could minimize the audit risk and additional audit 

effort.  

Chapter 5 "A model to assess the relationship between management opportunism and auditor 

reaction. Empirical evidence for an European context" represents another answer to our research 

questions related to the audit risk factors in the case of accounting estimates and FV. One of 

these factors is management bias. Thus, our main concern- finding indicators of management 

bias related to the estimates- is justified by the recent literature that claims the need of such 

indicators for the auditors. We emphasize the impact of financial restatements requested by 

auditors as corrections of material misstatements related to fair value and accounting estimates 

issues, in previous financial statements. We see these restatements as a consequence of 

management biased estimates, thus as a red flag for the auditors in terms of risk of misstatement. 
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Therefore, we investigate the link between accounting estimates (with the related audit risks), 

financial restatements and the management opportunism assessed as earnings management. Our 

analysis is performed on a sample with 64 European companies, listed on U.S. stock exchange, 

from 2000 to 2017. Using Audit Analytics database we selected for our sample only those 

companies having accounting estimates and other accounting options related restatements. We 

chose European companies firstly because evidence related on restatements is limited for 

Europe. Moreover, studies linking restatements with accounting estimates and earnings 

management for this context are scarce.  

Our results provide evidence about the effect of restatements on earnings management practices 

and hence on the FRQ. The results of our model identified earnings management practices for a 

sample of European companies listed on NYSE. Furthermore, the econometric treatments 

revealed a negative correlation between restatements asked by auditors for accounting estimates 

issues and discretionary accruals. This result confirms that restatements asked by auditors in one 

year can potentially decrease the managers’ opportunistic behavior in the next period. Therefore, 

our study contributes to the existing literature on accounting estimates, audit risks, restatements 

and earnings management, by providing results about the reaction of firms with estimates related 

restatements.   
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CONCLUSIONS  

Key findings 

Here we are at the end of a research trip, which I would dare to say is actually only the beginning 

of the exploration of this subject for us. We were inspired in our approach by the visible effort of 

the other researchers in the field, both at the theoretical and empirical level. We have been aware 

from the beginning that the contribution we could make is dedicated to a limited category of 

professionals in the field, but the global efforts of researchers can only together add real value to 

science, which is a cumulative progress, and less individual.  

Based on these considerations, and given the continuous debate related to the challenging 

character of accounting estimates for all the actors involved, we considered that many aspects 

still need to be elucidated and understood in more depth, especially with respect to the audit of 

accounting estimates. Indeed, a deeper understanding of the audit risks related on estimates is a 

topic of interest not only for academia, but also for auditors, managers, investors, decision-

making and regulatory bodies and other interested parties. 

Our thesis explores the audit risks and challenges for the auditors, in terms of verifying the 

accounting estimates in general and FV measurements in particular. It comprises five chapters, 

the first and the second ones introducing accounting estimates and presenting a literature survey 

and each of the next three provide an empirical essay, which address different topics identified 

previously. 

The first chapter is designed in order to introduce the readers the accounting estimates as an 

important and debatable topic. This is a chapter that we considered important at the beginning, 

because it gives the necessary background to the readers, so that they understand what 

accounting estimates are, why they present risks and for whom. In addition, we have also wanted 

to provide some background on one of the most challenging estimates, namely fair value, since it 

is a subject that we will discuss later in one of the essays. Besides the background on accounting 

estimates, the way they operate and their impact on financial reports, we have brought in this 

chapter some recent insights on the regulations regarding accounting estimates and fair value, as 

well as the latest changes announced and still under debate. So, from the first chapter, whose aim 

was to create the necessary background, we have highlighted the challenges of accounting 

estimates, the topicality of the subject, and the ongoing joint effort of regulators, professionals 

and practitioners. They all have a common interest in bringing new perspectives to alleviate the 

challenges of accounting estimates and their audit. 
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In the second chapter, in order to identify the current state of knowledge in the field of auditing 

accounting estimates, we conducted a quantitative analysis on a sample of articles which we 

further studied from a qualitative point of view. This allowed us to group them into research 

directions. These lines of enquiry that we have drawn up around the articles selected from the 

sample are the ones that have been the basis for our studies in this thesis. Hence, this second 

essay contributes to the literature, by underlying the key factors that imply a risk for the auditors 

when verifying how the accounting estimates were made by those in charge. First, the 

quantitative analysis of the articles selected in our sample revealed an increasing trend 

manifested among researchers, regarding the interest in this subject. Second, we observed 

through this analysis some research directions and themes of interest for the academic and 

professional environment. The estimation uncertainty and complexity, the management bias, the 

professional skepticism, the use of a third party specialist, the litigation consequences associated 

with the quality of the audit, were all topics that we have identified and discussed within this 

chapter. According to previous research, earnings manipulation (management bias), the difficulty 

to test inputs resulting from judgments and assumptions (information relevance for FV), and 

estimation uncertainty are the main challenges for the auditors.  

Thus, we provided an overview of the current perception on the audit of accounting estimates 

and related risks. In addition, we linked the factors affecting the quality of audit judgments as: 

environmental factors, task factors and auditor-specific factors already discussed by Bonner, 

(2008) and Bratten et al. (2013) and identified the gap where we could bring our contribution.  

Given the estimation uncertainty risks, the common conclusion of the studies we discussed was 

the need for more indicators for management bias. Moreover, in their attempt to reduce 

estimation uncertainty, auditors seek for advice to third party specialists. This emphasis on 

coping estimation uncertainty and management bias through more professional skepticism, the 

use of external specialists (for making or verifying estimates) and the management bias 

indicators are the directions we identified for possible future evidence.  

The third chapter aim was to determine the degree of convergence between the two audit 

referential for accounting estimates, the American one- AS 2501, and the international one- ISA 

540. It was a study we conducted immediately after the revision initiated by the two regulatory 

bodies, PCAOB and IAASB. We found, as we expected, a higher degree of convergence 

between the two referential, and an improvement of ISA 540 revised compared to the old 

version. Through this study, we were interested in the extent to which the regulatory bodies have 

addressed the problems identified previously by researchers and professionals in the field. We 

identified and compared the new approaches of the revised standards in three general directions: 
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general aspects and fair value treatment, risks of estimates and risk approaches, the use of 

experts and use of external sources of information. These themes were of interest for us, as we 

wanted to address the impact of the use of an external specialist on the auditors’ risk perception 

and the management bias indicators within our two others essays. The results of the similarity 

and dissimilarity coefficients we employed stressed the effort of the regulatory bodies to reduce 

audit risk and the struggle for the auditors when verifying accounting estimates (including fair 

value). We observed that the revised standards respond to specific requests made in previous 

research and focuses auditors on the estimates with greater risk of misstatement and prompts 

them to devote more attention to addressing potential management bias. These efforts and the 

effects of a higher degree of convergence represent the prerequisite for higher quality audit 

missions as claimed by all the actors involved. As mentioned at the beginning of this thesis, the 

regulatory and oversight bodies are constantly monitoring the updated auditing standards for 

accounting estimates and their implementation.  Recently, IFAC issued an implementation tool 

to assist auditors in implementing ISA 540 Revised (IFAC, 2022) and PCAOB initiated a request 

for comments on the initial impact of the new requirements for auditing accounting estimates 

and using the work of specialists (PCAOB, 2022). We concluded that the constant effort of 

supervision, improvement and convergence between standards, as well as the close collaboration 

of stakeholders, are the combination of factors needed to overcome the challenges of accounting 

estimates.   

The fourth chapter focuses on the influential factors, the fair value estimate provider and the 

valuation process conducted to estimate the FV (FV measurement and FV disclosure) in relation 

with the auditor’s likelihood to develop additional effort to further investigate the FV estimate 

and the perceived risk of misstatement.  We address a gap in the literature by describing and 

statistically analysing the auditors reaction related to FV estimation process for a sample of 76 

auditors through an experiment previously tested on 160 students. Specifically, we judge if the 

choices concerning FV estimate provider, and also the type and content of the documents 

disclosed either by an internal valuator or the external expert, can reduce or multiply the effects 

of uncertainty, complexity and management bias. These issues are reflected by the level of risk 

of misstatement that participants will assess in the magnitude of risk of misstatement that the 

participants will assess and the additional time and effort required to investigate FV 

measurement and disclosure.  

The results of the experiment revealed for 3 from 4 of our cases the preference for an external 

valuator. It appears that the auditors discern between FV providers only in the case of the 

application of the cost approach in the valuation report, preferring the external valuator to the 
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internal one (management estimation). This is confirmed for the scenario of a high internal 

control quality. Contrary to our expectations, the tests showed that the auditors believe they 

would make more effort when verifying cost approach instead of income approach, when FV is a 

management’ estimate.  

We brought our contribution by analysing the auditor-specific factors directly related to fair 

value estimation and that we believe having the potential to enhance the audit quality and 

minimize the specific risks, for an emergent context. Moreover, we correlated them with other 

influential factors appearing in the researchers’ recent frameworks, as fair value complexity, 

estimation uncertainty, managerial bias of professional scepticism. We addressed the incomplete 

understanding of the auditors facing the risk of management bias and bring some insights. 

Secondly, our study denotes a relatively poor understanding of the valuation process by the 

auditors and the lack of insufficient expertise in financial areas for the particular case of 

developing countries, in line with previous research.  

The fifth chapter arises also from the findings of the literature review which claimed the need 

for management bias indicators. We are interested in the way in which accounting estimates 

facilitate opportunistic behavior and how auditors try to mitigate this problem. Therefore, with 

the model we proposed we wanted to detect the existence of management bias and whether the 

auditors' reaction to ask for financial restatements could discourage earnings management in the 

following period. The econometric tests were performed on a sample of 1152 observations, for 

64 European companies listed on NYSE.  

We contribute to the international debate on earnings management considering the evidence on 

accruals anomalies in the U.S. capital market for companies located outside U.S. We have also 

observed a negative correlation between that can be translated as a decrease of managerial 

opportunism in the year following the restatements. Furthermore, we offer additional evidence 

on the interaction between restatements and company size on discretionary accruals. 

In this vein, there are many implications of these results for the main relevant players. Given the 

negative correlation between restatements and management bias evidence, we can state that 

companies with a tendency to manipulate can be "tamed" by increased auditor attention to 

accounting estimates and possible restatements to be asked. In addition to auditors and managers 

(or companies themselves), there are other stakeholders for whom these results may be of 

interest. By this we mean investors, who could thus pay more attention to the financial results 

and their ability to reflect the undistorted reality in the years immediately following the financial 
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restatements required by the auditors. We are aware that our results have shown reduced 

earnings management only in the years immediately following the estimates issues related 

restatements. Anyway, for potential investment opportunities, the causes of the restatements are 

a warning flag also for the actual and future shareholders. In this context, an effort from an 

important stakeholder, namely the government, is expected, in order to create a stable business 

environment, so as to avoid contributing to even more manipulation by companies’ management, 

especially in the context of accounting estimates that depend so much on external inputs. 

Naturally, through these results, we also wanted to draw the attention of regulatory bodies, which 

have a lot to say when it comes to dealing with accounting estimates. 

This thesis offered new empirical evidence and insights on a topical issue, but at the same time, a 

challenging one, namely the audit risks related to accounting estimates and FV measurements. 

However, given that they require significant judgment in an environment with pressure to keep 

up with the changing times, the results should not be seen as definitive results, but more as an 

effort to understand this issue from the auditors' perspective.   

Research limitations and future research avenues 

As in any scientific endeavour there are also research limitations, which we have been constantly 

aware of, during the whole research process.  

Certainly, our literature review could be redesigned into a meta-analysis to better assess the 

literature in the field and provide measurable findings regarding the factors affecting the audit of 

estimates and the appropriate instruments to cope with the associated risks. This literature 

analysis could be done also for different environments, in order to see specific patterns regarding 

the accounting estimates related audit risks for different financial markets or different industries. 

Another limitation is linked to the subjectivism that underpinned the selection of the research 

directions resulting from the literature review for our three essays. Of course, we had to choose 

those research directions that could be explored with the means and resources at our disposal. 

First, for the study on the convergence degree of audit standards, the main limitation identified is 

related to the specific topics we selected in order to compare and assess the referential evolution. 

We did not analyse the convergence of the three standards as a whole. Therefore, a 

comprehensive examination, considering all aspects set out in the standards for auditing 

estimates, could have been considered.  



 

25 
 

Second, for our second empirical research, the experiment seeking answer for the auditors’ risk 

and effort assessment related to the factors having the potential to enhance the audit quality and 

minimize the specific risks, the first limitation is the limited sample size. We were aware that in 

the case of the experiment it could be challenging to gather many participants especially for the 

emerging financial environments. It would be quite insightful to extend this experiment 

involving more participants in order to increase the statistical relevance.  Then, we tested issues 

on the level 3 in the value hierarchy, and maybe the delimitation between the two valuation 

approaches (income and cost), both mark to model type of value estimation, was more difficult 

to observe by the auditors. In the case of an experiment involving more participants, it would be 

interesting to consider another category of accounting estimates. 

Third, for the last empirical essay, an important limitation is the sample size, according to the 

requirements of discretionary accruals models. However, we kept in mind that our aim was to 

test the model for the existence of financial restatements, which are specific and quite rare 

events. Furthermore, we have designed the model focusing only on the restatements related to 

accounting estimates issues, so that we can answer to our research question and to follow our 

research interests. All this had an important contribution on limiting the sample we had to work 

with. Another limitation identified in this study relates to the exploratory nature of the model, so 

there may be other influencing factors or variables that we did not include or failed to identify. 

We could have also selected other proxies in order to detect the existence of opportunism, but 

this may remain as a possible future research direction. We also consider applying in the future 

the model to sub-samples of countries, or industries, but only if additional data can be obtained 

to increase the sample to be statistically relevant. As a future research direction we intend to 

include other measures or characteristics of the financial result, not just earnings management.    
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