Annales Universitatis Apulensis Series Oeconomica, 12(1), 2010

ROMANIAN PRACTITIONNERS AND THE USE OF ESTIMATES IN
ROMANIAN BUSINESS ENVIRONMENT

Nicoleta Farcane?,
Elena lordache?,
Victoria Bogdan®

ABSTRACT: Our research is based on a survey conducted among accountants, in order to
investigate how the accounting profession feels in respect to the use of estimates at company level.
By conducting this research we tried to obtain a realistic view on estimates applied in companies
and on the degree of familiarity of Romanian accountants with estimation techniques, especially in
the three representative fields at micro-level, namely: financials, accounting and auditing. We also
intended to track down those fields of the estimation evaluation process where professionals face
major challenges and to come up with solutions eventually.
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Introduction

Many elements of the financial statements cannot be assessed accurately and, as such, are
subject to estimates. Therefore, estimation techniques include: estimating the useful value of
tangible and intangible assets in order to determine their recoverable amount and, hence their
depreciation, estimating the residual value of tangible assets, estimating the useful life of assets,
estimating the percentage of work in progress, estimating the value of various provisions for risks
and expenses, estimating the adjustments for impairment of assets, etc.

In order to conduct an in-depth analysis of how Romanian professionals use accounting
estimates, we reviewed the assessment and evaluation procedures used by chartered accountants,
financial analysts and auditors. The main objective of our approach consists in reviewing and
interpreting how different estimation techniques are used or interpreted in certain cases by the
Romanian accountants.

This paper presents the research methodology used by the authors in analysing and
investigating the practices based on estimation techniques, the results of the exploratory research
and their interpretation. The last part of the article summarises and presents the conclusions of the
conducted analysis and the future research to be undertaken.

In Romania, the body in charge with norms drawing up is the Office for Accounting
Regulations within the Ministry of Finance with the consultation of the specialized professional
bodies. The responsibilities of this organization as a direct interlocutor of EFRAG and, why not, of
IASB - should include providing guidance for the IFRS implementation, monitoring the IFRS
application, setting up working groups meant to identify issues significant to the implementation of
the IFRS into the national business environment. CCRF supervises the IFRS implementation in
Romania and the consistency with the European Directives. Also, the Romanian Ministry of Public
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Finance has the authority to issue norms and regulations in the field of accounting, including the
chart of accounts, financial statement samples and records to be produced and maintained.

The Body of Expert and Licensed Accountants of Romania (CECCAR) is the organization
representing the Romanian accountancy profession, autonomous, non-governmental, non- profit and
of public interest. CECCAR acts in determination for the understanding and application of
International Financial Reporting Standards in order for the capital markets of Romania to have a
high standard reporting in a European language.

The mission of the Chamber of Financial Auditors of Romania (CAFR) is to build on a solid
ground, the identity and the public recognition of the financial audit profession in Romania, having
as a main objective the sustainable development of the profession and its strengthening, in
accordance with the Auditing Standards and with the Code of Ethics and professional conduct, by
fully assimilating the International Standards on Auditing and the Code of Ethics issued by the
International Federation of Accountants (IFAC), that will allow the Romanian financial auditors to
provide high quality services, for the public interest, in general, and for the business community, in
special.

In order to audit financial statements of certain types of companies, there are additional audit
requirements established under the norms of each accounting regulatory body. Generally, the
financial statements of the entities which meet the criteria size and prepare a full set of financial
statements in accordance with OMPF 3055/2009 and the consolidated financial statements should
be audited by authorized auditors.

The National Association of Romanian Evaluators - ANEVAR — was set up in 1992, as a
professional, not for profit, non-governmental and independent organization, which acts in the
public interest (fact supported by its acknowledgement as a public utility organization through HG
(Government Decision) 1447/09.09.2004, and which promotes the valuation methods and
techniques through specific means, in connection with the investors and the real estate transactions
subject to the privatization process.

Research methodology used in the analysis of assessment procedures at micro-
economic level, based on estimation techniques

We conducted an applied research. First we tested the conditions in which estimation
techniques are used by companies in Romania and then we analysed the possibilities of assessing
economic phenomena by means of estimates. To this end we prepared a study based on the
statistical survey technique. According to this technique, we used a questionnaire addressed to
professionals in following fields: financial-accounting, management and auditing. Based on the
prepared questionnaire and by means of conducted investigations we obtained the perceptions of
specialists in their capacity as representatives of the micro-economic level in relation to actual
situations when estimation techniques are or are not used, the frequency and complexity of using
estimates, information used in preparing the best estimates, the categories of persons who prepare
estimates, the reasons for which estimates are not used in all circumstances, estimates of risk areas
and materiality of disclosed information, estimates of fair value and financial position in financial
statements and many other relevant issues related to the perception of Romanian practice in respect
of using estimates in assessment actions, reporting and financial strategies at company level.

Because only accounting estimates are binding, especially when assessment of the financial
position falls under the incidence of the prudence and cut-off/matching principles, in terms of
studied population we made the following choices:

e chartered accountants (who also certify the financial statements);

e certified public accountants;

e financial auditors;

e members of the Board of Directors and managers.
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To extract a representative sample we tried to find the link between respondents and
explored issues. Thus, we started from the idea that within an entity we have to come across
accounting estimates first of all, which means that the most concerned people are those in
accounting, financial and auditing departments. Since in an entity we also come across other
categories of estimates (decisional, strategic, risk assessment), we considered that other categories
of responsible persons should also be part of the sample (administrators, shareholders). We
envisaged that the sample should represent a subset of the population identified above (experts,
auditors, shareholders, administrators, etc.), containing its characteristics. The survey is mainly
based in persons participating in professional training programmes organised in 2008-2009 by the
Chamber of Financial Auditors, the Finance Ministry and other private companies specialised in
professional training activities for adults in auditing, accounting and tax.

The sample was made up of professionals working in large, small and medium-sized
companies.

The sample included a number of 196 persons, and the survey results are guaranteed with a
probability of 0.95, with an error margin of £ 7%. The sample’s structure is shown in Figure 1.

accountants

17%

shareholders, financial
administrators, etc auditors
13% 40%
chartered
accountants
30%

Fig. no. 1 - Structure of the sample

In preparing the questionnaire we aimed to have simple and concise questions, easy to
understand, without interpretations, focused on the respondent’s experience and knowledge. In
terms of questionnaire structure, we aimed to use a variety of questions related to assessment
procedures, such as: introductory questions, transition questions, filter questions, bifurcated
questions, control questions, identification questions, etc. The questionnaires were distributed
through a direct approach, by means of professional training programmes, aiming for the survey to
include professionals from the whole country and not only from a certain territorial area. Thus, out
of the 300 distributed questionnaires, we received answers from a number of 196 persons, resulting
in a response rate of 65%.

Data processing aimed to obtain information for the single-varied data analysis, particularly
the distribution of absolute and relative frequencies (percentages) for all variables in the
questionnaire and preparation of charts adapted to each processing type.
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Research results and their interpretation

Our investigation emphasised those situations where estimation assessments are
required by law (e.g. impairment, provisions, fair value, useful life of depreciable assets, etc)
or derive implicitly from economic practices (estimation of income and expenses budgets).
Question no. 1: In which of the following assessment situations do you use the “estimation
technique”?

Table no. 1
Use of estimations techniques for the assessment
Not Total
Denomination Yes No exp;res (%)
Valuation of tangible assets at fair value 53,45 | 32,76 | 13,79 100

| >

Assessment of losses from impairment of | 67,24 | 12,07 | 20,69 100
assets (losses related to tangible assets,
intangible assets, receivables, cash, etc)

C | Assessment of provisions for risks and | 7586 | 13,79 | 10,34 100
expenses

(provisions for litigation, performance bonds,
restructuring, taxes, etc)

D | Assessment of useful lives for tangible and | 50,00 | 32,76 | 17,24 100
intangible assets
E | Assessment of net realisable value of| 32,76 | 36,21 | 31,03 100
inventories presented in the balance sheet
F | Revenues and expenses at balance sheet date | 18,97 | 53,45 | 27,59 100
are assessed based on the cut-off principle

The results of the study (table 1) show there are also respondents who are not aware of such
evaluation techniques.

Another interesting finding relates to the fact that respondents are not concerned of
complying with the cut-off principle in terms of revenues and expenses estimates. More than half of
the respondents (53.45%) accept they do not do such estimates. A fairly large percentage of 27.59%
are not aware of the necessity or legality of such estimates, and those who are concerned about this
kind of estimation cover a very small percentage (18.97%).

Assessment of provisions ]
for risks and expenses 75,86%
Assessment of losses related ’
to impairment of assets 67,249
Valuation of tangible assets
at fair value 53,45%

Assesement of useful lives

Assessment of net realisable
value for inventories §32,76%

o

¥50.00%

Revenues and expenses 18.97%

estimated at balance sheet date o
Other situations 3,45%

0,00 20,00 40,00 60,00 80,00 100,00

(%)

Fig. no. 2 - Circumstances in which the estimation techniques are used
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One reason for which some estimates are more used than others would also consist in the
fact that some of these are recognised fiscally (provisions for risks and expenses).

We note that the estimation techniques are most used and applied by financial auditors.

Question no. 2:

Table no. 2
Use of estimation techniques based on the respondents’ capacity
. . Apprentice/ Administrator,
Denomination F'”af‘c'a' expert/ shareholder/ Vot
auditor . . (%)
economist Other categories

Valuation of tangible assets at fair 65,52 16,13 19,35 100
value
Assessment of losses from 71,79 17,95 10,26 100

impairment of assets (losses related
to tangible assets, intangible assets,
receivables, cash, etc)

Assessment of provisions for risks 72,73 18,18 9,09 100
and expenses (provisions for
litigation, performance bonds,
restructuring, taxes, etc)

Assessment of useful lives for 75,86 17,24 6,90 100
tangible and intangible assets
Assessment of net realisable value 84,21 5,6 10,53 100

of inventories presented in the
balance sheet

Revenues and expenses at balance 54,55 18,18 27,27 100
sheet date are assessed based on
the cut-off principle

An explanation for the accountants’ lack of interest could consist in the fact that accounting
departments aim for the accounting reports to be as close to the tax reports as possible, because
most companies in Romania are small and medium-sized companies, which are not subject to
audits, and shareholders pursue an accounting result based on cash principles and not on accruals
and on-going concern concepts.

In order to present a credible financial position in the year-end financial statements at year-end, do
you assess by means of estimation both the provisions for risks and expenses and the losses from
impairment of assets?

Table no. 3
Use of estimations for the provisions and for impairment of assets
. . . I don’t Tot
Possible situation Yes No KNoOW al
(%)
Only in some cases (partially) 51,72 | 18,97 | 29,31 | 100

w| >

They are assessed in each situation according | 28,16 | 40,00 | 31,84 | 100
to the economic reality
Only the tax deductible ones are assessed 23,79 | 26,21 | 50,00 | 100

D | They are not assessed, as these evaluations | 31,72 | 11,03 | 57,25 | 100
decrease profits or increase accounting losses
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Evaluation of provisions and depreciation by means of

estimates

Only in some cases 51,72%

They are evaluated in 28,16%

any situation

Only the tax deductible 23,79%

ones are evaluated

They are not evaluated

0 10 20 30 40 50 60

(%)

Fig. no. 3 - Evaluation of provisions and depreciation by means of estimates

These results show a certain subjectivism, as half of the respondents accept they do not do
such estimates in all situations. From the previous question we noted that the two types of estimates
are performed more by auditors and less by accountants. According to law, estimates should be
made regardless of their effects on the company’s financial results. However, we observe that a
considerable percentage of respondents (32%) accept they estimate provisions and depreciation
according to their effects on results.

Question no. 3:
Do you use estimation techniques in determining useful lives of tangible and intangible
assets?

Table no. 4
Use of estimation techniques in determining useful lives of assets
(%)
Yes 55,17
No 29,31
No answer 15,52
Total 100,00

First we tested the credibility of the answer given to the first question (d) and then we split
the respondents in two categories (those who estimate the useful lives and those who do not
estimate them).

The structure of respondents according to the given answer is presented graphically as
following (figure 4):
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Use of estimation techniques in determining useful lives for
tangible and intangible assets

No answer
15,52%

YES
55,17%

NO
29,31%

Fig. no. 4 - Use of estimation techniques in determining useful lives of tangible and intangible
assets

Table no. 5
Use of estimation techniques in determining useful lives of tangible and intangible assets
based on respondents’ capacity

. . . . . . Administrator,
Do you use estimates technique in Financi | Apprentice/
. . . shareholder/
determining useful lives of tangible and al expert/ Other
: . o . .
intangible assets” auditor | economist categories
Yes 56,10 55,56 50,00
No 29,27 33,33 25,00
I don’t know / No answer 14,63 11,11 25,00
Total 100,00 100,00 100,00

Furthermore, question no. 3 is split on the two categories of answers (affirmative and
negative).

Question no. 3.1
If “YES” which of the following models/information do you use?

Table no. 6
Use of models/information
I
Denomination Yes No don’t T(c))tal
know &)
A| Good practice models 28,12 3,13 | 68,75 | 100,00
B | Lifetime used in the group (if the company 31,25 18,75 | 50,00 | 100,00
is part of a group)
C | Models developed inside the company 46,87 6,26 | 46,87 | 100,00
D | Assistance provided by specialists 59,37 9,38 31,25 | 100,00
E | Other methods 6,25 6,25 87,50 | 100,00
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Most of the respondents (over 59%) use estimation techniques in determining useful lives
for tangible and intangible assets with specialist assistance, and only 47% use methods developed
inside the company (table 3.6). The other estimation models indicated in the questionnaire are used
in a low percentage.

These results raised some doubts about understanding estimations used for the useful life of
a depreciable asset. Over time, for many professionals accounting lifetimes were equal with normal
lifetimes recognised for tax purposes, which means that most practitioners do not make efforts to
distinguish the two lifetimes, respectively accounting and fiscal lifetimes.

Used models / information

Assistance provided
by specialists

59.37%

Models developed
inside the company

Lifetimes used in the
group (if the company

is part of a group)

Good practice models 28.12%

Other methods

\ \ \ \
0.00 20.00 40.00 60.00 80.00 100.00

(%)

Fig. no. 5 - Models and information used for estimating useful lives

Approximately 60% of those respondents who estimate lifetimes receive specialist
assistance, relying on specialists’ experience and not on their own experience, as it would have been
normal.

Question no. 3.2 If “NO”, can you explain which of the below situations is suitable for you?

Table no. 7
Situations suitable
Denomination Yes No |k(:]%l’\th -ES/E?I
A | We use lifetimes permitted for tax purposes | 76,48 | 23,52 0,00 100,00
B | Development of own estimation models | 23,52 | 47,07 29,41 | 100,00
generates considerable costs for the
company
C | We do not have specialists 29,41 | 41,18 29,41 | 100,00

D | Tangible and intangible assets are| 23,52 | 35,30 41,18 | 100,00
immaterial for the company’s patrimony
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E | They generate non-deductible expenses for | 23,52 | 29,41 47,07 | 100,00
tax purposes
F | We are not interested in such estimates 11,77 | 29,41 58,82 | 100,00

Of the respondents who do not use estimation techniques (50%), a percentage of 76.48%
accepts they actually use fiscal lifetimes and do not estimate useful lives of tangible and intangible
assets out of economic reasons (table 3.7). By corroborating the two categories of responses, both
the affirmative and the negative ones, we observe that respondents either do not know the concept
of estimating the useful life of tangible assets (in both variants the answer “I don’t know” is very
frequent), or they use the known practices, such as the tax ones.

Reasons why estimation techniques are not
used

I \
We use the permitted lifetimes J 76,48%
We do not have specia}lists 29 41%
Generates non-deductible
expenses for tax purposes 23,52%
Tangible and intangible assets are
immaterial in the company’s patrimon 23,52%

Development of own estimation models 23,52%
We are not interested in such
generates considerable costs 11,77%

0,00 20,00 40,00 60,00 80,00 100,00
(%)

Fig. no. 6 - Reasons why estimation techniques are not used in estimating useful lives of
depreciable assets

In the questionnaire respondents explain that estimation efforts seem useless as long as fiscal
lifetimes can be determined within a range of durations.

Question no. 4
When preparing the revenues and expenses budgets do you use information obtained by
means of estimation techniques based on:

Table 8
The use of estimation techniques for the budgets
I Total
Denomination of evaluation technique Yes No |don’t|

know (%)

A | Inflation index 60,34 | 8,62 | 31,03 | 100,00
B | Revenues and expenses adjustments based on| 51,72 | 10,34 | 37,93 | 100,00

adjustment rates

C | Risk assessment and on-going concern 72,41 | 517 | 22,41 | 100,00
D | Others 517 | 5,17 | 89,66 | 100,00

Most respondents (over 72%) first base their evaluation of revenues and expenses in budgets
on risk assessment and on-going concern, and only secondly on inflation indices (60.34%).
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Techniques used for estimating fair value
The question aims firstly to assess the frequency of using evaluation at fair value, but also
what kind of reasoning is used when such an evaluation is chosen.

Question no. 5
Which techniques / information below do you use for estimating fair value?

Table no. 9
Use the techniques for estimating fair value
: Total
Denomination Yes | No | don’t o
know &)
A | Tangible assets
-market value 81,03 | 3,45 | 15,52 | 100,00
-replacement cost 36,20 | 17,25 | 46,55 | 100,00
-adjustment to inflation 18,97 | 25,86 | 55,17 | 100,00
-adjustment of future economic flows 34,48 | 15,52 | 50,00 | 100,00
-others 12,06 | 5,17 | 82,77 | 100,00

B | Evaluation of financial instruments in| 29,31 | 6,90 | 63,79 | 100,00
consolidated financial statements
C | Goods received free of charge

- market value 70,69 | 5,17 | 24,14 | 100,00
- replacement cost 15,52 | 15,52 | 68,96 | 100,00
- others 0,00 | 1,72 | 98,28 | 100,00
Market val | |
arket value ‘ |81,03

Replacement cost I 36.20
Adjustment of future |3 448
economic flows o
Inflation adjustments 18,97
Others 12,06

O\,OO 26,00 46,00 66,00 86,00 160,00

(%)

Fig. no. 7 - Techniques used for estimating fair value of tangible assets

Assessment of risks

At management level there is a clear need for knowledge of risk factors that influence the
environment in which each activity is developed, but their assessment is much more useful for
entrepreneurs.

143



Annales Universitatis Apulensis Series Oeconomica, 12(1), 2010

Thus, according to accounting regulations consistent with European Directives, the report of
the administrator that accompanies the financial statements has to disclose the company’s objectives
and policies in respect to financial risk management, including its hedging policy against risks for
each major type of forecasted transactions.

Question no. 6

In your activity do you assess / estimate the risks you face? For which of the following risks
do you do assessments to protect yourself against them?

Table no. 10
Use the assessments to protect against risks
Denomination Yes No Ikdon ¢ Total (%)
now
A | Market risk 65,52 6,90 27,58 100,00
B | Price risk 41,38 12,07 46,55 100,00
C | Credit risk 39,66 15,52 44,82 100,00
D | Liquidity risk 56,90 12,07 31,03 100,00
E | Interest rate risk for cash 36,21 10,34 53,45 100,00
flow
F | Other risks 8,62 5,17 86,21 100,00

Of the risks mentioned above (table 10) 65% of the respondents indicated they are most
concerned of the market risk. Given also the percentages obtained (approximately 40%) for the
other categories of risks (price risk, credit risk, interest rate risk), we draw the conclusion that
Romanian companies are concerned with risk assessment.

In our opinion this reaction of practitioners related to risk assessment is justified in correlation
with the characteristics of the Romanian business environment (inflation periods, low purchasing
power, reduced exports, high imports, productive economic branches are less developed than
consumer branches, investments develop at a slower rhythm, high tax burden, high unemployment,
lack of specialists, underdeveloped capital market, lack of active markets, high interest rate, lack of
government incentives for development of small and medium-sized companies, limited number of
foreign investments, etc).

The risks hierarchy obtained further to processing the answers from respondents is presented
graphically as follows (figure 8):
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Market risk

Liquidity risk

Price risk

Credit risk

Interest rate risk

,20%

for cash flow

Other risks 8,62%

41,37%

39,65%

65,51%

(%)

Fig. no. 8 - Risk assessment / evaluation

According to the respondents’ professional capacity (table 3.11), we note that auditors are most

interested in risk assessment.

Table no. 11
Risks assessed based on respondents’ capacity
For which of the following risks do | Financi Ae‘?g)r(;r;'f Asorllr;\:;lrllsglr C?;?/r, Total
you do assessments to protect al o
yourself against them? auditor / . Other_ &)
' economist categories
Market risk 71,05 18,42 10,53 100,00
Price risk 75,00 12,50 12,50 100,00
Credit risk 82,61 8,70 8,70 100,00
Liquidity risk 75,76 18,18 6,06 100,00
Interest rate risk for cash flow 76,19 23,81 0,00 100,00

Basis of financial decisions and preparation of financial-accounting estimates

Question no. 7

Yours financial decisions are made based on empirical methods or on estimation methods?
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Table no. 12
Financial decisions and empirical or estimation methods
Empirical Estimation methods
o . . methods used (feasibility studies,
Denommggg;\ig:] T (vv_ithout business plan, updated
estimates) values etc.)
(%) (%)
A | Investment decisions 6.90 75.86
(acquisition, construction of assets,
business development)
B | Financing decisions 5.17 68.97
(loans, joint ventures, etc)
C | Dividend decisions 20.69 29.31
(distribution of dividends)
D | Other financial decisions 3.45 6.90

Based on the responses (table 12) we note that for most respondents the rule consists in
basing the financial decisions on estimates, although these methods are more costly than the
empirical ones, but also more relevant.

100,00
75,86%
80,00 68,96%
60,00
(%) ® Empirical
29,31% methods
40,00 0 ° B Estimation
20,69 methods
20,00
0,001
Investment Financing Dividen Other financial
decisions decisions decisions decisions

Fig. no.9 - Situations of using empirical or estimation methods
Based on the results disclosed in the chart, in our opinion dividend distribution does not

necessarily represent a financial policy, but rather a decision taken by the shareholder at a certain
moment depending on the company’s liquidities.
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Question no. 8

How do you do accounting and financial estimates?

Table no. 13
How estimates are made
Denomination Yes No Ikorllc;r\th -I;g/t?l
A | Through own efforts 43,10 | 1,73 | 55,17 | 100,00
B | With assistance provided by specialists 67,24 | 0,00 | 32,76 | 100,00
C | We do not do estimates 0,00 | 0,00 | 100,00 | 100,00

The responses received (table 13) show that estimates are made with the assistance of
specialists (67%), which means that Romanian companies do not have enough experience or
potential to make all these estimates, but still there are entities that do estimates through their own

efforts (43%).

100

67,24%

80

(%) 60

40

20

With assistance
from specialists

Through own
efforts

Fig. no. 10 - Preparation of financial-accounting estimates

Table no. 14
Preparation of financial-accounting estimates according to respondents’ capacity
Administrato
How do you do accounting and Financi | Apprentice r, Total
financial estimates? al / expert/ | shareholder/ (%)
auditor | economist Other
categories
Through own efforts 79,49 15,38 5,13 100,00
With  assistance  provided by 0,00 100,00
specialists 20,00 80,00

In terms of sample structure, we note that professionals employed in the financial field call
to specialists most, while auditors make those estimates themselves.
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Methods for determining materiality thresholds in accounting and auditing
Questions raised in this case aimed to identify the methods used to estimate materiality
thresholds and especially if companies have methodologies to estimate the materiality thresholds.

Question no. 9
Disclosure of information in the financial statements is made based on estimation of
materiality threshold (compliance with materiality threshold principle).What methods do you use to
estimate these thresholds?

Table no. 15
Use of methods to estimate thresholds
| don’t Total
Methods Yes No KNOW (%)
A | The best practices known 53,45 | 5,17 41,38 100,00
B | Thresholds used by the group (if the | 10,34 | 20,69 | 68,97 100,00
company is part of a group)
C | Methods developed internally according to | 50,00 | 10,34 | 39,66 100,00
the specific conditions

Question no. 10
How do you estimate materiality thresholds for audits of the financial statements (if you

perform audits)?

Table no. 16
Use of methods to estimate thresholds for audit

I don’t | Total

Methods Yes No Know (%)

A | By applying the best recommendations in | 56,90 | 1,72 | 41,38 | 100,00

this field (best practice)

B | Thresholds used by the group (if the | 13,79 | 155 | 70,69 | 100,00
company is part of a group) 2

C | Estimation models generated for each client | 50,00 | 10,3 | 39,66 | 100,00
4

D | Established by other specialists 6,90 | 17,2 | 75,86 | 100,00
4

Based on the results obtained (table 16) we note that auditors have approximately the same
methods of establishing materiality thresholds as accountants, respectively based on good practice
recommendations (57%), but also on customer-specific methods. Financial auditors do not call on
specialists in order to estimate audit materiality thresholds. The table does not show results obtained
per auditors, experts, etc!

148



Annales Universitatis Apulensis Series Oeconomica, 12(1), 2010

Methods to determine materiality thresholds for audits

By applying good
practice

56,9%

Estimation models
for each client

Thresholds used by
the group

Established by
other specialists

(%)

Fig. no. 11. - Methods to determine materiality thresholds for audits

Conclusions

The results of the survey allowed us a better assessment of the perception of estimation
techniques in companies’ activities. We were able to identify the practical difficulties of assessment
through estimation techniques.

We have seen that the estimates are used partially to assess the financial position, especially
at impairment of assets, provisions and lifetimes, most companies use estimation techniques in
determining the fair value of tangible assets and goods received free of charge. In estimating
lifetimes of depreciable assets, most companies turn to external assistance and for the estimating
fair value, most companies use market value rather than the other techniques based on updated cash
flows. Most companies base their investment and financing decisions on estimation techniques.

In order to assess their financial position companies don't make estimates in any situation
based on the economic reality. In estimating lifetimes of depreciable assets they don't use either
good practice models or their own model adapted to the specifics of each entity.

We conclude that the methods of assessing financial flows, the companies not often use the
estimation methods based on updated cash flows, not all of the companies use estimates in
determining net realisable value of inventories. In determining revenues and expenses for one
financial year they don't use often the estimation techniques based on the cut-off principle. In
estimating depreciation of assets and lifetimes not many companies use professional judgements
based on economic content but all the time on tax criteria. In preparing revenues and expenses
budgets a small number of companies use estimation techniques based on adjustment rates but
rather the inflation indices. Company’s estimates are not made through own efforts but in many
cases with external assistance. Most companies don't often use estimation techniques to substantiate
dividend decisions.

We would like to highlight that in addition to the responses to the questionnaire some of the
respondents have sent us also their suggestions related to the practical problems encountered
regarding estimates, such as:
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e development of practical guides covering methodologies applied at micro-level in terms
of accounting, financial and audit estimates;

e professional training programmes to include more technical issues related to estimates;

e allocation of funds for the development at company level of special departments or
structures to deal with estimation techniques, without the need for these to be
undertaken by the financial-accounting department;

e development of procedures at company level, approved by management, including
estimation techniques based on good practices;

e availability of software to allow implementation and preparation of estimates;

e audit professionals consider that the need to use estimation techniques is not sufficiently
known by the business environment and solutions should be found to build a
management culture in this respect.

Further research

Such research can be done by groups of entities, the first target being those entities applying
International Financial Reporting Standards (IFRS), which require a complex estimation system in
all areas covered.

The results of this analysis were forwarded to the academic environment (A.S.E. Bucharest)
and to the Ministry of Public Finance — Department for accounting regulations, in order to be used
in future investigations. The Ministry of Public Finance with the academic environment (ASE
Bucharest) used the results of this analysis to make further investigations at the level of public
entities that are considered by the government strategy for IFRS implementation. This time the
sample consisted only of entities considered in the IFRS implementation programme (credit
companies, insurance companies, listed entities).

Especially respondents in the accounting field consider that the technique for assessing fair
value should interest much more the specialists in evaluation. The low percentage related to
estimation of revenues and expenses is disturbing with respect to the users of financial statements,
considering that the result of a year is determined as difference between revenues and expenses of
the year, and if these are not determined properly it means that also the income statement is
distorted.
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