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INTRODUCTION 

At the beginning of each scientific approach, every researcher faces a state of unknown 

because, even if he understands the starting point of the research, it is difficult to foresee the 

final point of the activity he undertook. We have the same feeling at the beginning of the 

research we want to realize, being aware of the difficulty of the chosen topic as well as of the 

fact that it can’t be fully covered. This makes us responsible for the value with which we will 

bring our contribution to the scientific basis created by those who, in their previous research, 

treated such a controversial subject as the scientific judgment. Every accomplished research 

means a higher step on the performance scale, offering the possibility to develop the research 

perspective.  

The issues of the professional judgment, known in the international literature as „judgment 

and decision–making process” have an inter-disciplinary character, being treated in such 

domains as: psychology, medicine, law, accounting, etc. The professional approach of this 

process offers a high level of complexity, which is also revealed by the big number of 

research from the specialized literature; this highlights the diversity of the factors that 

contribute to the substantiation of the professional judgment and of the decisional process.  

Through our scientific approach, we suggest to continue the research, focusing on the auditing 

accounting activity area. To reach this point, it is necessary to study the notion of professional 

judgment seen both as a general concept and as a multi-professional perspective, in order to 

be able to identify the general elements that define and characterize the process of the 

professional judgment issuing.   

The most discussed subjects refer to the wide range of factors that contribute to the reasoning 

realization or to the divergent opinions regarding the approach based on principles or rules of 

this process. The application of a professional reasoning which starts from well defined 

principles offers a bigger liberty to the auditors, which means to apply their experience, 



knowledge, abilities acquired in time, while constraining the activity in a set of strict rules 

which entangles the perspective of a diversified approach, even interdisciplinary, of the 

problem that professionals face.    

The role and the responsibility of the auditors have represented a controversial topic which 

has lately generated a lot of argues among the specialists and the financial analyst. Together 

with the economic changes generated by the world crises which “poisoned” the whole world, 

the risks to which the auditors are exposed have risen and considerably diversified. The 

tendency of the economic entities to make up the results and to present a distorted image of 

the financial situations, also contribute to the burdening of the auditors’ activity aiming at 

getting a reasonable assurance. These “sinful” attitudes have as background the exaggerated 

desire of enrichment, the ignorance of the risk management, the neglect of the auditors’ 

recommendations and the monopolization of an extended financial territory (Horomnea, 

2010:9) 

The reaction of the professional organizations from all over the world to this unhappy 

economic performance consisted in modifying the existing regulations and standards aiming 

at avoiding the future economic perturbations. Even though, the professional standards can 

still be considered as having a general character, the auditors being offered the liberty to take 

decisions and give points of view according to the professional reasoning.    

The first chapter of this paper is created for a conceptual and multi-professional radiography 

in order to catch the essence of the notion and discover the main attributes that can be 

associated to it. In addition to the elements that characterize the professional reasoning, the 

first chapter also displays the main psycho-professional features which characterize the 

behavior implied in the exercise of this process. 

The studies from the professional reasoning and the decisional process area occupy an 

extended space in the international specialized literature, but in the local literature these are 

rather restraint. Even if this subject raises a lot of questions among the Romanian auditors, the 

researches engaged themselves in general research, without combining the theoretical and the 

legislative aspects with the implication of the practitioners to clarify the identified problems. 

That’s why we want to enhance the national research based on the subject of the professional 

reasoning and to realize a vast survey in order to clarify the theoretical and the legislative 

aspects of the professional reasoning and the way in which it is perceived and practically 

applied. 



The credibility of the arguments presented in the scientific approach can be amplified only by 

the presentation of some certified and recognized evidences like the professional standards 

which regulate the auditors’ activity or the research from the specialized literature. Every 

fully supported idea can be considered an extra piece of information which contributes to the 

understanding and the deep knowing of the analyzed phenomenon. The second chapter of our 

thesis contains an analysis of the specialized literature with a purpose to identify the evolution 

and the complexity of the professional reasoning. More clearly, we followed the evolution of 

the elements which can be directly attributed to the process of practising the professional 

judgment and we found out that they have been diversified from 1960 till today.   

Knowing the specialized literature is a very important element for the understanding of every 

phenomenon. Our approach of the specialized literature comprises a dynamical analysis of the 

discussed elements from the scientific papers associated to the professional reasoning. We 

have found out that between the professional reasoning and the socio-economic environment, 

there is a close relation, taking into account the simplicity of the applied reasoning more than 

50 years ago and its nowadays complexity. This change is due to the development of the 

economic development, its climax being the economic crisis which burdened the auditors’ 

activity to assess and certify the financial statements of the audited entities.  

The analysis of the professional reasoning only through the specialized literature is not 

enough. The International Standards on Auditing (ISA) offer a perspective for the 

understanding of the phenomenon and the enhancement of the quality for the assurance 

engagements.      

Therefore, we chose to perform an analysis on the professional standards in order to highlight 

the role and the implications of the process in the ongoing of an audit engagement. More 

exactly, we identified the most important activities and decisions of an audit engagement for 

which, in ISA, is stipulated the necessity of the reasoning exercise. The outcomes of this 

analysis are presented in the third chapter of the paper and prove, through the 186 explicit 

references associated with the professional judgment, that most of the decisions from an audit 

process are realized through the auditor judgment.  Besides, our analysis on ISA also revealed 

the general and interpretable character of the professional standards which lack of precise 

indications or counting formula.  

Among the decisions that raise problems for the practitioners, there are those related to the 

assessment of the audit risk, the settlement of the significance threshold and the determination 



of the sample on which the audit procedures will be applied. In the international literature this 

is confirmed by the large number of studies that examine these issues. Based on the practical 

work in audit that we have performed for over four years, we can confirm that the 

determination of the significance threshold requires a large dose of professional judgment, 

presenting many dangers that can lead to erroneous results with serious consequences for the 

economic entities audited. Based on these assumptions, we have decided to give special 

attention to this stage and study it in the second part of our work. 

In order to understand the significance threshold, we start from the basic principle of ensuring 

that the mission of an audit is to increase user confidence in the audited financial statements. 

Getting an absolute level of assurance as to whether the financial statements are free of 

material misstatement may be achieved through a complete check, but this would lead to a 

major increase in costs of the engagement. In this regard, the auditor determines the 

significance threshold which is the value of a misstatement which can be considered 

significant. 

The role of the significance threshold is found throughout the audit process, i.e. both when 

planning and carrying out the engagement, as well as when evaluating the collected audit 

evidence and issuing the audit opinion report. In a larger sense, we can state that the 

significance threshold influences both the allocation of resources, and the time and the budget 

management available to the auditor to perform the engagement. 

The third chapter goes on with the presentation of the relation between the significance 

threshold and the two pillars of the audit process: the risk and the audit sample.  

Nationally, auditors apply the provisions of ISA and the national standards provided in the 

Guidance on Audit Quality issued by the Chamber of Financial Auditors of Romania. The 

methods proposed in the national standards come to assist auditors in performing tasks, 

increasing the objectivity of the decisions. However, we found out the indicative character of 

these methods which do not capture the differences between the general and the specific cases 

that may occur in everyday practice. The establishment of the coefficients for the risk 

categories is done on the principle of proportion with the higher levels of risk, without a 

detailed analysis of the nature of the audited elements and their significance to the financial 

statements. To this end, we propose a method to improve the risk assessment method to reveal 

even the most sensitive differences between the audited entities. 



Another method that requires sensitive changes is one of the sampling method widely used by 

Romanian practitioners namely, the method of selection 80/20. The method principle aims to 

include in the audit sample 80% of high value items and 20% randomly selected items from 

the rest of the population. This mechanism is beneficial as long as it takes account of the 

mathematical optimum. With a certain budget to achieve the audit of a class of elements from 

the financial statements, the auditor should take into consideration the mathematical 

determination of optimum compliance and sample composition. Using a mathematical model 

we surprise the conditions of respecting an equilibrium between the given budget and the goal 

of getting a reasonable assurance that involves the auditing of a large number of elements 

under a given budget. 

The review of some key issues about the risk and the audit sample is followed by an analytical 

discussion of the qualitative factors included in determining the significance threshold. In 

Chapter four, there are presented the "interventions" of the professional bodies in the field in 

response to the serious financial consequences arising from the use of purely quantitative 

methods in calculating the level of the significance threshold. Thus, SAB 99, ISA 450, ASA 

320 etc. are some of the regulations detailing the possibilities of identifying the qualitative 

side of a distortion, which although seemingly insignificant quantitatively, through quality 

elements may have an increased relevance. 

The issue of the significance threshold in audit raised a number of debates and discrepancies, 

both in the specialized literature (Krogstad et al., 1984, Libby and Kinney, 2000, Ng and Tan, 

2007 etc..) and among the professional organizational representatives in the domain (SEC, 

1999, IFAC, 2006, AICPA, 2007). The preparatory stage of the empirical survey that we want 

to achieve in the last chapter of the thesis is to analyze the literature addressing the issue of 

professional judgment. We paid particular attention to this part of our work, making an 

analysis of the evolution of the main studies, the factors examined in the studies and also the 

research methods addressed. The descriptive analysis were designed to highlight the evolution 

of the significance threshold from a strictly quantitative approach to a dualistic quantitative 

and qualitative approach, in which the qualitative factors are designed to adjust the level of 

this element, so important for the entire engagement. The survey from the fifth chapter 

highlights the large number of factors that contribute to shape the decisions regarding the 

level and the context from which a distortion can be considered significant. The prime 

importance is related to a quantitative factor represented by a percentage applied to an 



indicator (most frequently used is gross or net profit, if any). Over time, other ethical, social, 

behavioral and even psychological elements have been added. 

The knowledge of the influencing factors represented the background of the survey from the 

last chapter of the thesis. By applying a questionnaire consisting of eight closed questions, we 

sought the consensus testing between the decisions of the Romanian auditors on the 

significance threshold level and the elements identified in the literature that may be associated 

to the judgments issued on the mentioned problems. The assumptions include a selection of 

factors that we wanted to test, this selection being necessary because the literature presents a 

large number of items whose validation in a single survey would have been impossible. 

The outcomes of the survey from chapter six are, on the one hand surprising to us, because 

some of them are contrary to our expectations (i.e. the gross profit indicator association with 

the activity sector of the entities), but on the other hand help to increase the transparency of 

the active financial auditors from Romania. The context and the statistical tools used for the 

survey also offer a note of credibility to the research undertaken and implicitly to the results. 

 

RESEARCH METHODOLOGY 

In conducting any scientific approach, it is necessary to use some research methods and tools 

whose purpose is to facilitate the research process (Mustaţă, 2008:13). The quality of research 

is determined by the methods and procedures used, when they are established in accordance 

with the specific of the proposed objectives. 

Currently, the literature defines the scientific incursion and construction methods of a thesis 

text as a road or a "path" to follow in research to achieve goals, i.e. for information and 

training. The processes, the techniques and the tools used in the scientific incursion are part of 

the method, viewed as supporting elements or concrete ways to exploit it. 

Achieving effective research requires the use of some methods which involve thinking, 

methods that promote understanding of concepts and ideas, and methods that determine the 

development of critical reflection and value judgments. 

Psychologists such as Piaget J., Ed Claparède or TV Kundreavţere argued that any research 

takes as its starting point a question problem or a situation problem. In our thesis, 

"Substantiation of the professional judgment in the statutory audit" a question arises, whose 



answer can only be found through analysis, discussions and multiple studies. The question 

from which we start the scientific adventure of the professional judgment is: How can a 

professional judgment be explained? In a more elaborate version, this question concerns the 

understanding of the context that generate the reasoning exercise, the tasks for which it is 

necessary to issue judgments, the beneficiary of the decisions and, why not, the person who 

uses the professional judgment. 

As we mentioned, the topic of our work can be analyzed from several directions. However, in 

order to understand the diversity of the meanings that can be associated with the professional 

judgment it is given the adequate knowledge of the concept, its origin and usefulness both in 

theory and especially in practice. 

By its nature, this work is part of the positivist research approach completed with ample 

interpretative approaches, with critical and personal opinions which intermingle in a 

harmonious way to give the work a touch of originality and professionalism. The quality of 

the work is ensured by the large number of figurative supports, charts, structural figures and 

tables whose aim is to facilitate the understanding and the mastering of the information 

presented in this research. The approach of the paper is a deductive one, beginning with the 

general aspects of the professional judgment process and ending with its particularization in 

the decisions regarding the level of the significance threshold in the assurance engagements. 

Regarding the research typology, we can say that we cope here with the qualitative research 

combined with the quantitative research. Septimiu Chelcea says about qualitative research 

that it is "... an emerging paradigm ... ", and" … facing the prevailing paradigm (the 

quantitative research), it is not the fully crystallized with a coherent system of concepts and a 

large number of important research." (Chelcea S ., 2007). The two types of research are not 

antithetical but complementary: a scientific approach that will stand the test of time requires 

an optimal combination of the research methods in order to achieve the established goals. 

The first chapter of our approach has as objective to clarify the conceptual aspects of the 

professional judgment, its origin and the elements that characterize it. To achieve this goal, 

we used the content analysis method on a large number of sources consisting of scientific 

articles and books from the medical, legal, accounting and, not least psychological field. The 

research from the first chapter follows a cross-sectional direction through the techniques of 

observation, comparison and conceptual analysis used. 



The second chapter deepens the knowledge on the professional judgment and reduces the 

analysis area to accounting, auditing in this case. The specialized literature was studied 

through its processing by means of the analysis, the non-participating observation and the 

comparison. The research dynamics is relevant for the analysis of the complex elements 

evolution that contributes to the formation of the professional judgment. The sources used are 

mostly represented by scientific articles published in journals from the accounting and 

financial audit field. 

The third chapter highlights, besides the already known cross-sectional research, the 

longitudinal research. The survey on the implications of the professional judgment on 

International Standards on Auditing denotes a combination of the qualitative and the 

quantitative analysis. The method of the audit risk assessment and of the sample 

determination was analyzed to develop mathematical procedures of increasing their 

objectivity, their accuracy and their balance. The simulation of some hypothetical cases or 

their examples are based on the longitudinal research used to enhance the credibility of the 

information provided. The methodology of this chapter is completed with the non-

participating observation, the data interpretation and the author’s personal opinions statement. 

In addition to the traditional bibliographic sources, which in this case were represented by the 

professional standards in auditing, the author highlighted a large part of the knowledge gained 

during the practical work in audit as well as obtained from experienced auditors, members of 

the Chamber of Financial Auditors from Romania. 

The shortest chapter, chapter four, deals with a delicate point of our topic. Over time there 

have been a large number of reactions regarding the idea of the significance threshold 

approach based on rules or principles. So far, in practice, the general principles have been 

applied and a lot of decisions have been taken through the professional judgment. Chapter 

four is a theoretical one, realized by appropriate methods such as the data analysis presented 

in the professional standards and their interpretation. As mentioned, the main sources of this 

chapter are the legal provisions issued by the professional bodies in the field, combined with 

specialized books and articles. 

A new analysis of the specialized literature was the subject of the fifth chapter. This time, the 

literature theme focused on the significance threshold in audit, especially the factors 

influencing this item. The knowledge of these factors represents an activity prior to the 

empirical survey conducted in the last chapter of the thesis. The scale studies from the 



specialized literature imposed the application of the combined qualitative and quantitative 

methods. A content analysis method was applied to the international research, as well as the 

summary of the main elements associated with the decision-making and the creation of a 

database with the most important judgment factors. The comparative method revealed the 

frequency of the quantitative factors too often used by the researchers in the field, compared 

to the qualitative elements whose importance can not be underestimated. The tables and the 

graphs inside this chapter are designed to create an image that simplifies the assimilation of 

the information transmitted through our work. 

The last chapter of our current research is part of the positivist trend, a constructive one. The 

aim of this last part of the survey was taking advantage of the information discussed 

throughout the whole scientific approach, by testing the exercise of the auditors’ professional 

judgment in our country. The questionnaire is the survey instrument, designed in accordance 

with the specialized literature and the national professional standards. Its results were 

statistically processed by software and the data we obtained were realized through the 

interpretative method. The quantitative research is also based on the cross-sectional 

comparative analysis and the non-participating observation. The information source includes 

some of the results of the literature review (Chapter 5) and the responses of the subjects 

participating in our survey. 

The research conclusions and perspectives highlight the scientific contribution of the author in 

this paper, summarize the results and outline the future research directions. The method used 

for exposing these ideas is the interpretative method. 

 

 

 

 

 

 



BRIEF OVERVIEW OF THE THESIS CHAPTERS 

Next we will make a brief presentation of the chapters’ content, of the main results we 

obtained and of the conclusions drawn at the end of our research. 

 

CHAPTER 1 

A CONCEPTUAL FRAMEWORK AND A MULTI-PROFESSIONAL JUDGMENT 

APPROACH  

The issues covered by the thesis represent a tradition in the Anglo-Saxon research field, but 

they were also briefly analyzed in the European literature. At the national level, the lack of the 

scientific debates on the professional judgment is also obvious; if they existed, they would 

significantly contribute to the improvement of the practitioners’ activity operating within 

liberal professions. 

The professional behavior and the implications of the decisions taken by every professional in 

the field where he/she activates represented the subject of research in many disciplines, such 

as psychology, medicine, economics, law, etc. This leads us to the idea that the exercise of the 

professional judgment is an essential process of every domain. Assessing the quality and 

accuracy of the professional judgment is a particularly difficult issue when, for the same case, 

the professional opinions differ. 

Any deficiencies that may arise in the reasoning regarding the professional responsibility 

concern his lack of knowledge, his experience and his skills. The work in itself can also 

influence the decisional process outcomes and the contextual factors require a professional 

judgment customization in the specific activity. 

The professional judgment may be exercised by the persons who have the required 

knowledge, experience and objective attitude to make decisions based on the facts and the 

circumstances relevant to the subject. The professional judgment may differ depending on the 

level of knowledge, experience or skills, but these differences are not sufficient to suggest 

whether the reasoning is correct or not. In our opinion, it is essential that there are several 

alternatives before making a final decision. They must be rigorously supported otherwise it 

will become more difficult to justify the chosen decision or reasoning. 



The professional judgment can be permanently improved and developed through the 

participation in specialized trainings, by broadening the knowledge based on the personal 

experience and on a thorough documentation. The justification of the decisions through an 

appropriate documentation is to increase the quality and the public confidence in the exercised 

judgment. 

Taking accurate and timely decisions involves the exercise of a critical professional thinking. 

The reasoning application is a reflexive and self-corrective process and it takes into account 

knowledge, circumstances, evidence and records, methods and a variety of criteria and 

appropriate standards. 

All professions, no matter what field they represent, are governed by rules, standards and 

principles applied to the smooth conduct of the related activities. The special character of the 

services and the needs of the beneficiaries to trustfully use the provided services, determines 

the existence of strict technical, ethical and moral rules. 

Davis (1992) states that professionals must provide responsible decisions and judgments. 

Moreover, he argues that "an engineer without an engineering thinking, a lawyer without the 

specific reasoning of a lawyer or no matter what other professional without specific judgment 

and thinking which distinguish it from other professionals would only be an incompetent 

individual who would not be able to practise honestly his profession." 

Ken Trotman (2006), in a report on professional judgment held at the University of New 

South Wales, discussed issues related to the fact that in most occupations it is known the 

difficulty to exercise the professional judgment. Trotman brings arguments to support his 

ideas, arguing the way of applying the professional judgment in the medical, the legal, the 

security, the accounting and the sales (marketing) field. The reasoning errors can occur in any 

of these fields, no class of professionals being exempt from responsibility or being required a 

greater responsibility than other professionals. It is also noted that although the professionals 

(i.e. auditors) perform the engagements at the highest possible standards it is possible that 

they fail to identify all fraud or errors, particularly since the management entity endeavors to 

meet these actions. 

Through an overview of the information presented in this chapter, we can say that besides the 

theoretical knowledge related to the professional training, it is necessary that the practitioner 

possess sufficient experience, communication and teamwork skills, the ability to distinguish 



the important and relevant elements to his task and the responsibility regarding the tasks to 

accomplish. The manifestation of a skeptical and objective attitude contributes to exercise 

control over the decisions taken and the results achieved. The combination of the qualities and 

the professional skills with the psychological skills provides accurate, clear and convincing 

solutions for the recipients of the provided services. 

 

CHAPTER  2 

BOUNDARIES REGARDING THE CURRENT STAGE OF KNOWLEDGE IN THE 

PROFESSIONAL JUDGMENT FIELD 

The role of studying the specialized literature in a research is to broaden the knowledge base 

of the topic in order to understand the studied field, the development of the capacity to issue 

assessments, judgments and interpretations and also to outline new elements through which it 

can contribute to improve the scientific knowledge in the chosen research area. 

The research on audit issues focused on aspects related to the auditors’ judgment quality 

assessment, the description of the decision-making method, the determination of the factors 

that contribute to the achievement of the professional judgment, the development and the 

testing of some theories focusing on cognitive processes, the identification of some methods 

to improve the way in which auditors exercise their professional judgment (Libby et al., 1990; 

Trotman, 1996, Libby and Luft, 1993 etc). 

Five decades ago, the socio-economic environment was easier than today and thus the 

accounting professionals were facing operations and transactions without too many 

implications; for their management and checking there was no need to have a complex 

reasoning. In time, however, the offer diversification in response to the varied requirements of 

the public has led to more difficult situations and in order to solve them, continuous training 

and good reasoning are required. 

The knowledge of the entity’s environment and its characteristics were included in a research 

"trend" known as the Brunswik Lens Model (BLM). This model has been widely used for the 

analysis and the examination of the professional judgment applied by various specialists in 

audit, psychology and even medicine. 



The BLM model states that the human judgment takes place in an environment with uncertain 

situations based on a set of probabilistic information and related to the subject of interest for 

which the individual will exercise his own reasoning (Trotman, 2011). 

The influence of the audited environment will be felt in all the decisions made by the auditor 

during the engagement carried out, since they are based on the information from inside the 

entity; it is impossible for the decisions not to be affected to some extent by the management 

subjectivity or by the subjectivity of those responsible for the financial reporting. 

The research conducted in the 1980s aimed at the "human information processing". In the 

analysis of the studies for this period, we can see that the term refers to the characteristics and 

the professional skills of the person exercising the professional judgment. Among the 

variables of analysis we can include: the auditors’ experience and performance (Wright, 1982; 

Kaplan and Reckers, 1985, Luckett and Hirst, 1989) the necessary knowledge to support the 

professional judgment (Einhorn and Hogarth, 1981; Libby, 1983; Frederick and Libby, 1986) 

etc. 

The vectors of an efficient professional judgment are represented by a series of factors such as 

the auditor's knowledge and training, his skills and experience developed over time. There is a 

close relationship between the experience the auditor holds and the audit engagement, i.e. the 

specific task achieved. The information used by auditors and the knowledge applied in the 

course of an engagement can be considered to arise from the information acquired in the long-

term memory. This is in constant development and it is enriched with the news acquired after 

a period of time of experience. 

The professional judgment complexity is due to the fact that it contains a number of 

interdisciplinary elements. A delicate aspect of the process is represented by the psychological 

factors. In fact, psychology is a field in which the behavior and the necessary decision-making 

skills occupy a rich area in the specialized literature. 

In 1980, Weber investigated the role of the memory in the evaluation of the internal control 

system, finding that memory is an important source of information to formulate decisions. In 

the same context, is the research conducted by Plumlee (1985) according to which it was 

found that the auditors are often forced to review their own work to see, through memory, the 

influence of the known and studied information prior to the decision moment. The results 



demonstrated that the auditors tend to keep a previous stated opinion, because the effect of the 

order in which the information is received is very important on the auditors’ perception. 

The heuristics factors and the biases (patterns) existing in audit are apparently unimportant 

elements, but the research form the literature shows the opposite. Since 1974, scientists have 

observed a strong involvement of th auditors in the professional judgment substantiation 

based on generally accepted elements whose assumption is safe. Tversky and Kanheman 

(1974) stated that there are certain heuristics elements (default adjustments, representative 

elements, etc.) which considerably reduce the complexity of the task, i.e. the audit tasks, 

prompting the auditors to assign a simplistic approach to the issues for which they create 

judgments. This will lead to serious systematic errors, as the risk may be to omit important 

factors of major influence in the foundation of the professional judgment. 

The reasoning is a process applied by the auditor on the financial information whose 

beneficiaries are the users of the financial statements. In these circumstances it is necessary to 

investigate some elements associated to the relationship between the auditors and the entity, 

the entity and the beneficiaries or to the relationship between the three parties: auditor-entity 

client-users. 

There are unfortunate situations in which the auditors, under the influence of some financial 

incentives, adopt their unprofessional reasoning, allowing customers to apply an aggressive 

reporting method which can then lead to the distortion of the accounting information 

presented in the financial statements (Hackenbrack and Nelson, 1996). Changes may occur in 

the reasoning regarding the probability of some future losses. In this respect, because of some 

financial benefits received, the auditors can deal with some superficiality, the uncertainty of 

their clients’ future activity, while the users of the financial information are threatened by 

some risky decision-making in the given circumstances (Nelson and Kinney, 1997). 

One factor that apparently is not an impediment to substantiate the professional judgment is 

assigned to the time pressure during the engagement. McDaniel (1990) examined the effect of 

an engagement period development and the audit program structure on the efficiency and the 

effectiveness of the tests and procedures used to gather the audit evidence. He demonstrated 

that as the time pressure increases, the audit program structure changes. Thus, if it is 

necessary to complete the engagement in a short period of time required by the management 

of the entity client, the engagement planning program will be tailored to these requirements. 



In exchange, the more the time spent on auditing, the more the program will be deeply 

detailed, paying attention to all the established tasks. 

Given the fact that the auditors face situations characterized by a high level of risk, they tend 

to use the information provided by the internal audit department, taking into account the 

policies and procedures used in the internal control system (Maletta and Kida, 1993). 

Gibbins et al. (2001) propose a negotiation model based on four factors: the characteristics of 

the accounting elements, the auditor-client relationship, the accounting results to be audited 

and the variety of influences arising from the contextual factors. The possibility of an 

accounting depreciation changes the negotiation conditions between the auditor and the client 

(Ng and Tan, 2003). 

 

CHAPTER  3 

PARTICULARITIES AND IMPLICATIONS OF THE PROFESSIONAL JUDGMENT 

REGARDING THE SIGNIFICANCE THRESHOLD WITHIN THE ASSURANCE 

ENGAGEMENTS 

The need of the professional judgment is linked to the emergence and progress of the audit 

itself. The beginning of the auditing activity may be associated with the way of financing the 

companies through stock exchanges in the countries of Anglo-Saxon inspiration. The 

increasing of the investor confidence in the financial information of the listed entities required 

the use of independent professionals meant to certify the quality of the reported financial 

statements. 

In the Anglo-Saxon countries, the principle power dominates the norms and standards. In fact, 

even the Anglo-Saxon and Continental accounting systems are different, the first being 

focused on habits and being more flexible and the second being based on rules and 

regulations. The professional standards in the audit are almost of Anglo-Saxon inspiration 

therefore the need of the professional judgment to carry out the audit engagements is 

essential. 

Over time, several projects have been undertaken, in order to adopt the ISAs all over the 

world, aiming at unifying the way of conducting the audit engagements in order to increase 



the comparability and the transparency degree of the financial reporting and of the audit 

services. 

The Board issuing the International Auditing and Assurance Standards has conducted several 

projects to improve the content of the professional standards. These projects, known as 

Project Clarity aimed to establish the necessary agreements in formulating and issuing the 

future standards and the auditors’ obligations regarding their application. 

In the contents of the International Standards on Auditing there are numerous references to 

the notion of professional judgment, both explicitly and implicitly. The expressions of this 

concept have a relative character, the assessment of the different circumstances being left to 

the professional judgment of the auditor. The explicit references refer to the actual occurrence 

of the key concept of our research and the implicit references include those references that by 

their nature and content indicate the exercise of the professional judgment. 

An overall analysis of the results shows that out of the 36 professional standards, the 186 

mentions of the term professional judgment appear only in 28 of them. The largest record 

share is found in ISA 200, which is explained by the fact that the targeted standard deals with 

the objectives of an audit engagement through its entire process, therefore it contains 

references to all the phases of the engagement. The professional judgment is often reported in 

the ISA 540 regarding the audit of the accounting estimates and of the related disclosures 

(11%), but also regarding the standards which analyze the quality control of an audit (ISA 

220-6%), the audit documentation (ISA 230-6 %) or the audit risks identification and 

assessment as well as the environmental entity (ISA 315-5%). 

Our work, however, aims at analyzing the significance threshold and its implications in the 

statutory audit engagements. ISA (320:2) states that "the misstatements, including omissions, 

are considered to be significant if they could, individually or aggregate, influence the 

economic decisions of the users taken on the basis of the financial statements. The judgments 

about the significance threshold are made through the given circumstances and are affected by 

the size or nature of the distortion, or a combination of the two. " 

As a basis for the auditor's opinion, the international audit standards require to obtain 

reasonable assurance as to whether the financial statements as a whole are not significantly 

misstated due to fraud or error. The reasonable assurance involves obtaining sufficient 

appropriate audit evidence to reduce the audit risk to an acceptable level (i.e., the risk that the 



auditor gives an inappropriate opinion when the financial statements are significantly 

misstated). However, the reasonable assurance is not an absolute level of certification, there 

are inherent limitations of an audit which result in the most audit evidence on which the 

auditor draws conclusions and bases his opinion as rather convincing (persuasive) than 

conclusive. (ISA 200:5) 

The international companies Waste Management, Sunbeam, Enron and others have in 

common the financial failure that they faced as a result of the incorrect application of the 

professional judgment in deciding on the level of the significance threshold. These financial 

failures led to the disappearance of Arthur Andersen, a large audit company. In all the three 

cases, the auditors found the existence of some incorrect accounting operations, but under the 

pressure of the management, they were not taken into consideration. The auditors’ 

explanation for the situations created was the character of the overlooked errors. (Brown et 

al., 2009) 

Bernstein (1967) admits that the significance threshold expressed in a general way is easy to 

understand. However when the significance threshold is established as a central concept in the 

application of the accounting principles, the lack of a clear definition makes this item a 

difficult concept to understand. 

The determination of the significance threshold involves the exercise of the professional 

judgment. The actors that could influence the choice of an adequate benchmark include (ISA 

320: A3): 

- the elements of the financial statements (i.e., assets, liabilities, equity, income, 

expenses); 

-  if there are elements on which the financial statement users tend to focus their 

attention; 

- the ownership structure of the entity and how it is financed; 

-  the benchmark volatility. 

The Professional Standards on Auditing (ISA 320: A4) provide examples of items that may be 

appropriate, depending on the circumstances of the entity. These include categories of 

reported values such as profit before tax, total revenue, gross profit and total expenses, total 

equity or net asset value. The profit before tax from continuing operations is often used for 

profit-oriented entities. When the profit before tax from continuing operations is volatile, 



other benchmarks may be considered appropriate, such as the gross profit or the total 

revenues. 

Choosing benchmarks and establishing the significance threshold varies from year to year 

depending on the circumstances of the entity (i.e. acquisitions or disposals) and on the 

conditions from the economic environment or the industry in which the customer entity 

operates. Thus, it is necessary to take into account the prior period results and the financial 

position of the entity for the entire period, as well as the budget and the forecast for the 

current period. 

From our practical experience, we found that depending on the entity’s nature, the particular 

circumstances and the categories of financial statements users, the following items can be 

used as a benchmark for determining the global significance threshold: Total income Total 

expenses, gross profit, current assets, total assets or total equity. 

The auditor can accept a level exceeding 5% for the uncorrected misstatements in the 

following circumstances: 

-  A limited number and an insignificant value of the distortions expected in the current 

audit year; 

-  A limited number and an insignificant value of the distortions from the previous years, 

whether adjusted or not; 

-  The results of the audit risk assessment indicates a low risk of significant 

misstatements both individual and aggregate; 

-  The management and the audit committee expectations regarding the communication 

of the errors exceeding 5% of the significance threshold. 

If the auditor concludes that the misstatements may be significant, he must take into 

consideration to reduce the audit risk by extending the audit procedures or asking the 

management to adjust the financial statements. 

If the management refuses to adjust the financial statements and the results of the audit 

procedures do not enable the auditor to conclude that the aggregate of the uncorrected 

misstatements is not significant, the auditor’s report should be amended accordingly auditor's 

in accordance with ISA 700, "The Auditor's Report on Financial Statements" . 



The auditor's opinion refers to the financial statements as a whole and, therefore, he is not 

responsible for detecting those distortions in the categories of account balances or 

insignificant transactions which do not lead to changes in the financial statements. 

 

CHAPTER  4 

THE QUALITATIVE DIMENSION OF THE SIGNIFICATIVE THRESHOLD 

The professional bodies in accounting and auditing have shown a real interest in determining 

the significance threshold. Concerned only with the strict quantitative approach which didn’t 

lead to the detection of all the distortions, they issued a series of documents designed to 

encourage the auditors to include the qualitative factors in establishing this element. 

A major change in the approach of the significance threshold and of the judgment exercised 

by the professional accountants refer to the decision of the Securities Exchange Commission 

to issue the Staff Accounting Bulletin 99, acronym DAS 99). The decision to issue SAB 99 

was taken after the committee chairman, Arthur LeWitt, delivered a speech entitled "The 

figures’ game" in which he criticized the significance threshold approach through a 

mathematical formula, considering it a cover-up method of the accounting earnings. The SEC 

Chairman stated that many companies manipulate the obtained earnings deferring the income 

and using the reserves. The cumulative effect of the manipulations does not exceed 5% used 

in most of the cases to determine the significance threshold, but it is enough to increase the 

earnings per share to achieve the objectives to obtain a minimum profit. 

The intentional errors must not be accepted regardless of the significance threshold. Levitt 

said this when he referred to those entities that excessively use the significance threshold: 

“those entities intentionally record errors falling within the fixed percentage ceiling. Then, 

there are presented some motivations by the argument that the effect of these errors is at the 

lower limit value of the significance threshold, being too small to be important. In this case, 

why do entities make so many efforts to create errors? " 

The International Federation of Accountants - IFAC conducted in 2002 a review of the 

professional standards in auditing, including the International Standard on Auditing 320 (ISA 

320). IFAC decided to remake the standard which deals with the significance threshold, as 



well as the issuing of a new standard which will bring additional information in this direction. 

Thus, the existing standard ISA 320, "Materiality in planning and executing an audit 

engagement" was revised and reprinted, and a new standard, ISA 450 was simultaneously 

developed, "The evaluation of the misstatements identified during the audit." The latter 

presents the qualitative factors which are the basis of the professional judgment necessary to 

establish the significance threshold. 

In 1999, the American Institute of Certified Public Accountants - acronym AICPA issued the 

Statements on Auditing Standards - acronym SAS 47) entitled "The Audit Risk and the 

significance threshold in an audit. "The provisions of this document refer to the fact that the 

issue of the significance threshold is a matter of professional judgment and take into account 

the information needs of the financial statements users. More specifically, the decisions 

regarding the significance threshold are taken in accordance with the circumstances 

characterizing each entity and with the quantitative and qualitative factors of the company 

whose activity is audited. 

Even if the issuance of SAS 47 has highlighted the importance of addressing both quantitative 

and qualitative factors, the research that followed this period has not specifically included the 

qualitative aspects. The studies undertaken focused on the quantitative factors, because it is 

more difficult to establish the qualitative factors whereas determining the significance 

threshold based on mathematical calculations is far more accessible. AICPA continued the 

improvement of these standards so that in 2007, it replaces SAS 47 with SAS 107 "The Audit 

Risk and the significance threshold in conducting an audit." SAS 107 describes the 

significance threshold as having a quantitative and a qualitative aspect. As a result of the 

interaction of the quantitative and qualitative factors in the judgment about the significance 

threshold, the low distortions can have significant effect on the financial statements. 

The Australian auditors’ activity underwent a change with the July 1, 2006, when the 

Auditing and Assurance Standards Board - acronym AUASB issued Audit Standard 320 

(Australian Standards on Auditing 320, acronym ASA 320) on the significance threshold and 

proposed adjustments for this item. The standard states that a significant distortion can not be 

considered only in terms of the factors used to assess its importance, the auditor having to 

apply a much wider analysis taking into account the relevant information for the financial 

statements users and the circumstances of such incidents. (AUASB, 2006) 



The issue of the qualitative factors that contribute to the foundation of the professional 

judgment on the significance threshold was also discussed by the professional bodies in 

Canada. The Guidance on the assurance engagements and the related services contain a 

section that refers to a set of rules and orientating indications due to assist the auditors in 

performing their duties in Canada. 

The Canadian Institute of Chartered Accountants, (acronym CICA) issued in 2005 a full list 

of the qualitative factors that can transform a relatively small distortion value in a significant 

distortion effect on the financial statements as a whole. 

The complexity of the activities, the multitude of the situations encountered in practice, and 

the so different views of the auditors make it difficult to issue a general framework for 

determining the significance threshold. In our opinion, it would be extremely useful to issue 

standards or rules containing a template with minimum requirements (both qualitatively and 

quantitatively speaking) used as a reference for professionals in addressing the significance 

threshold. Certainly, the peculiarities of each case may lead to significant changes, but all 

these digressions must be supported by sufficient and appropriate evidence. 

 

CHAPTER  5 

THE RESEARCH DIRECTIONS IN THE DOMAIN OF THE INFLUENCE 

FACTORS OF THE SIGNIFICANCE THRESHOLD  

The concept of significance threshold has been the subject of many studies undertaken over 

time. These studies had a gradual evolution, from simple analysis to the development of the 

most complex correlations between various factors that influence the significance threshold. 

The empirical studies in this area began in the 50s. The research conducted during this period 

indicates that the main determinant of the significance threshold is applicable percentage 

effect on the net profit. In this respect, the oldest survey was the one conducted by Woolsey 

(1954 a, b) which was a questionnaire analysis. 

In the case of the first studies, the factors taken into consideration were financial (the 

quantitative factors), although the qualitative elements weren’t less important. In the early 70s 

the influence of the non-financial (qualitative) factors was suggested in analyzes such as those 



conducted by Pattillo and Siebel (1973), Pattillo and Siebel (1974) and Pattillo (1976), but the 

scale of the investigations focused on this topic started only after 1980s. 

The subsequent studies have focused both on the financial factors but also on the non-

financial factors (Krogstad et al., 1984, Steinbart, 1987; Carpenter and Dirsmith, 1992, 

Carpenter et al., 1994), highlighting the role of both types of variables in determining the 

significance threshold. 

The changes refer not only to the complexity of the issues addressed but also to the 

methodology applied. The first research used the questionnaire survey and analyzed the data 

from the analyzed entities’ archive. Since the second half of the twentieth century, the 

methodology used in the studies has focused on experimental approaches. The researchers 

have focused on understanding the complexity of the processes involved in the decisions 

about the significance threshold, examining the cognitive aspects of the auditors’ reasoning. 

The significance threshold for certain categories of operations or transactions is generally 

established in different circumstances, such as: simple or complex environment, involving 

structured or less structured tasks performed by individuals with different levels of experience 

and training. 

Researchers looked the significance threshold, not only from the cognitive perspective, but 

also from the perspective of a social, cultural and political phenomenon (Carpenter and 

Dirsmith, 1992, Carpenter et al., 1994). The focus is now more on contextualizing 

(incorporating) the tasks with the non-financial information in order to capture the 

individuals’ reasoning. 

Research shows that the element considered as a reference and a contextual environment 

plays an important role in making decisions about the significance threshold (Jennings et al., 

1987; Chewning et al., 1989, Carpenter and Dirsmith, 1992) leading to different values of this 

element. 

As a result of the analysis undertaken on works from the specialized literature, it appears that 

the percentage effect applied on the net profit is the main factor influencing the decisions of 

the auditors, the accountants and the users related to the significance threshold value. 

The studies published in the well-known  international journals in the field of accounting and 

auditing have revealed the quantitative factor scale (i.e. the percentage applied to profit) in the 



determination of the significance threshold. In the same scientific journals there are studies 

(Patillo and Siebel, 1973; Patillo, 1976; Krogstad et al., 1984, Steinbart, 1987; Carpenter and 

Dirsmith, 1992, Carpenter et al., 1994 etc..) that explicitly recognize the implication of the 

qualitative factors. The characteristics of the firm or of the activity sector, the organizational 

or the operational features, the characteristics of the entity’s specific elements and the 

practices applied by the management are just some of the elements that can contribute in any 

way to the modification of the significance threshold level. 

The main categories of qualitative factors investigated over time are: the characteristics of the 

audited entity and of the audit firm and the individual characteristics of the auditor. Among 

the features of the entity that is to be audited, we can include: the firm size, the sector of 

activity, the financial position and the performance, the applied accounting policies, the 

characteristics of the management, the firm Board, the audit Board and the internal control. 

Another aspect, less common, has been the survey of Chung et al. (2008). They investigated 

how the auditors’ disposition can be found in the decisions about the significance threshold 

level. The conclusions have shown that the professional accountants who have a positive 

disposition record a low degree of consensus on the issued decisions, and their decisions are 

less conservative (using low values for the significance threshold) compared to the auditors 

who have a negative or indifferent mood. These conclusions were based on the fact that the 

researchers noted that some information were congruent for their mood. 

The decisions and the solving problems differ even according to the sex of the auditors. 

O'Donnell and Johnson (2000) showed that when complex tasks, the auditors women tend to 

be more effective than the men regarding the information processing strategies. This 

difference disappears, however, when simple tasks are in question. O'Donnell and Johnson 

concluded that there is a relationship between the sex of the auditors and their level of 

accuracy. In many cases, the female professional accountants are more careful and rigorous in 

terms of details, while the men tend to give prominence to issues that can be easily observed 

as significant. 

Other papers followed the influence of the level of integrity and competence of the 

management’s client entity (Bernardi and Arnold, 1994; Arnold et al., 2001, Chow et al., 

2006), obtaining a direct relationship between them and the significance threshold. The more 

reduced the level of integrity and skill of the management, the less the auditors’ confidence in 



the information provided by them, which means that the significance threshold level will be 

lower. 

Another researched aspect related to the customer’s management is the degree of cooperation 

that is the feedback from the auditors (Krogstad et al., 1981; Wing-On-Wing, 1989, Bonner et 

al., 1994). The well running of the audit engagement implies an effective working relationship 

with the company’s management. The feedback required at the auditor’s initiative is an 

important basis from which one can start to make decisions. A reluctant attitude from the 

management may raise suspicions and implicitly, the application of some more drastic 

measures, and ultimately the refuse of the engagement. 

In our research, we also identified other studies that developed how certain factors may 

influence on the significance threshold level. In our opinion, the analyzed factors are not 

important for our survey, therefore, we decided to just list them: Farmer et al. (1987), Asara et 

al. (2007) and Hope and Langli (2010) investigated the influence of the litigation risk level; 

Johnstone et al. (2001) and Cohen and Hanno (2000) found a relation between the corporate 

governance mechanisms and the significance threshold. The cultural dimensions developed by 

Hofstede have been translated into the issues of the professional judgment, being analyzed in 

a differentiated way in various studies, such as: individualism vs. collectivism (Arnold et al., 

1999, Chan et al., 2003, Terri and Windsor, 2001; Hell and Wang, 2009), the uncertainty 

avoidance (Arnold et al., 2001; Hell and Wang, 2009) and the power distance (Chan et al., 

2003). The decisions taken by the auditors from different cultures are also different, as the 

influence of the customs, of the professional and the traditional customs can be seen in the 

way of carrying out the activities (Jenkins et al., 2008). 

 

CHAPTER  6 

EMPIRICAL SURVEY ON THE IMPLICATIONS OF THE QUALITATIVE 

FACTORS IN SUBSTANTIATING THE DECISIONS ON THE SIGNIFICANCE 

THRESHOLD 

In this scientific approach we intend to do a nationwide survey by highlighting the 

implications of some certain factors in the Romanian auditor's professional judgment 

foundation regarding the decisions implying the significance threshold. One of the main 

reasons we chose this line of research is the lack of studies in the national literature. There 

have been some debates on the need of introducing the qualitative factors in addressing the 



significance threshold (Todea and Stanciu, 2009, Moldovan, 2012), but we don’t find any 

research to show those elements the Romanian auditors take into account when determining 

the border between the significant and the insignificant character of an identified distortion in 

the financial statements. 

Our research contributes to the development of the specialized literature, particularly the 

national one, because it investigates the choice of the benchmark, something that we have not 

found in other studies; another contribution is that it includes a survey which tests some 

qualitative factors, mentioned in the professional auditing standards, but which in our country 

have not yet been tested in the activity of the active financial auditors. 

Our survey was based on a questionnaire (Appendix 1) consisting of 8 questions in which are 

found both quantitative and qualitative factors associated to the professional judgment 

regarding the significance threshold and which should be tested in our country through the 

practice of the auditors. The first part of the questionnaire includes general information 

regarding the auditor’s specialization on a particular industry, as well as their experience and 

the characteristics and size of the main entities that they audit. The second part of the 

questionnaire covers aspects regarding the choice of one of the three indicators specified in 

the GAC and the factors which determine this decision. Our survey aims to also identify the 

qualitative factors that have the role to adjust the significance threshold level obtained by the 

quantitative method. The questions of the questionnaire are closed questions, seeking thereby 

the questionnaire completion’s efficiency and the possibility to realize a database with a 

limited number of clearly defined variables. 

The questionnaire was applied to a number of 270 people with active financial auditors, 

members of the Chamber of Financial Auditors of Romania. This was done at an event 

dedicated to the financial auditors from Romania, namely the third National Congress 

organized by CAFR, as a professional body in the nationally financial audit, in Bucharest on 

3-4 November 2011. The advantage of the survey in the aforementioned event is that through 

our presence in that place, we managed to obtain responses from all the participants.  

Out of 270 questionnaires, 247 were validated, the response rate being of 91.4% in this case. 

The drawback of applying the survey is that at the event organized by CAFR not all the 

auditors from Romania were present, but only some of them representing 17% of the total 

population of the auditors in our country. Therefore, if we compare the number of validated 

questionnaires to the total population of the members from CAFR, the response rate is 14.8%, 



a rate that is statistically significant for the extrapolating results. All the 247 questionnaires 

were fully completed by the subjects, there were no cases in which the filling suggested a 

shallow approach to the questionnaire. The answers from the 247 valid questionnaires were 

entered into a database of the statistical program Intercooled Stata 9.1, each of the factors 

included in the questionnaire representing a variable in the database. We chose the Stata 

statistical software, as we considered that it offered superior advantages to other statistical 

programs used in this kind of research (SPSS, E-views, etc.). To achieve correlations between 

the analyzed factors and the testing of the working hypotheses we applied a series of logistic 

regressions of the type Order-Logit Regression. 

First, our research identifies a correlation between the activity sector of the audit entity and 

the chosen benchmark for the application of the "thumb rule". Over time, the research in this 

area has demonstrated the importance of the profit in applying the quantitative significance 

threshold. At a national level, this remains because the gross profit is a chosen indicator in all 

the fields, not being correlated, however, with a special sector. The combination of the chosen 

indicator as a benchmark for determining the significance threshold and of the entity is 

validated only in the case of the total assets and of the turnover. Based on the results obtained 

at this level, we consider further studies are necessary to clarify these issues. 

The second part of the questionnaire aimed to test the influence of certain qualitative factors 

on the value of the significance threshold. The sector of activity was taken into consideration, 

but beside this, there were some other analyzed elements, such as the experience / the 

auditor’s specialization in that field, the information needs of the financial statements’ users, 

the objectives and the attitude of the company’s management, the length of the relationship 

with the audited client and the client’s financial position. If in the relationship sector-

benchmark a total correlation could not be established, this time the results we obtained have 

shown a strong association between the significance threshold level and the client entity. It 

may be noted that in the financial banking sector, the auditors’ tendency is to reduce the 

significance threshold (this sector being associated with a higher market risk) and in the trade 

sector as well as in the services sector their tendency is to increase the significance threshold 

compared to the industry sector (appreciated, in statistical terms, as the benchmark sector). 

The experience of the auditors in the analysis field has also been identified as having 

influence on the level of the significance threshold. 



One of the strongest associations identified in our survey was related to the length of the 

relationship between the auditor and the client. This association, however, does not denote a 

positive aspect of the auditor's judgment, but it rather signals a threat to the objectivity and the 

independence of the auditors. Therefore, this analysis raises further research too. 

A final conclusion of our survey is related to the fact that the significance threshold level is 

not influenced by the users’ needs, by the management objectives and its attitude or by the 

financial position of the client, between these factors and the decisions associated to the 

significance threshold being no correlation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



CONCLUSIONS AND RESEARCH PERSPECTIVES  

 

General Conclusions 

The purpose of any approach is to reach the moment when the results are assessed, the 

objectives met and when any unforeseen items are identified. 

In our scientific approach we started with a question about how the professional judgment can 

be explained. Although the question seems to require an easy and concrete answer, during our 

research we found the complexity of the context, of the factors, of the opinions’ differences 

resulting from this activity. 

The difficulty of understanding the professional judgment is intensified by the existence of an 

extremely delicate socio-economic environment, affected by the global economic crisis whose 

resolution seems to be off. The desperate efforts of the entities to cope with this "test", 

unexpected as well as long and hard, prompted the entities’ managers to use extreme methods 

to save the entities from bankruptcy. At the same time, the role and responsibility of the 

auditors increase and the risks they face are more numerous and diverse. Under these 

conditions the exercise of a sound judgment and the adoption of some appropriate decisions is 

the only way to deal with all the existing pressures. 

The professional judgment issues arose not only in the current context, but many years ago, 

when it was the subject of much international research. For a proper understanding of what 

judgments and decisions imply, we considered it necessary to investigate the general meaning 

of the term and how it is explained from different angles of several professions. This approach 

showed that the exercise of the professional judgment can be defined by several elements 

common to all professions and the professional characteristics, the behavior and the attitudes 

of the professionals meet similar ethical principles. 

The general and the theoretical meaning of the concept was completed by a rigorous analysis 

of the literature from the audit domain. The surveys regarding our interest issues were 

numerous in countries where the accounting systems are of Anglo-Saxon inspiration. The 

concept appears and grows, especially in the cultural and the professional space in which the 

principles, the common law, and the professional judgments compensate or complement the 

legislation. 



Research undertaken over time have shown the implications of a number of factors in 

exercising the professional judgment. First, auditors make judgments and decisions based on 

having as starting point the accounting information for issuing an audit opinion (Bruns, 1965; 

Jensen, 1966). The source of this information, its environment and its users are important 

elements for the decisions made by the professionals (Weber, 1975; Trotman, 1996) 

The professional judgment has an interdisciplinary character. In the specialized literature we 

find studies showing that many of the decisions made by professionals, in our case the 

auditors are influenced by psychological factors such as memory, behavior, skills and 

knowledge (Solomon and Shields, 1995; Nelson and Tan, 2005 etc.) The Code of Conduct 

also requires compliance with the principles that ensure the confidentiality, the objectivity and 

the independence of the professional relationships between the auditor and his client, 

protecting the profession they represent, and maintaining a high level of skills and training for 

the issuance of the professional judgment. 

The national research in the field of the professional judgment are less numerous, but not 

because of the lack of importance it has among professionals, but due to the difficulty of 

achieving it. Understanding the basis of the professional judgment requires a wide approach, 

based on the knowledge of the practical work, the discussions with the professionals in the 

field and the investigation of some practical cases, which increases the difficulty of research. 

Moreover, in the national specialized literature we have not identified any research based on 

empirical surveys to test or verify the principles and the methods of exercising the judgment. 

The knowledge of the professional standards in the field is an important aspect to legally 

define the services provided by the professional accountants. The third chapter 

"Characteristics and implications of the professional judgment regarding the significance 

threshold within the assurance engagements" includes a comprehensive survey conducted on 

the impact that the professional judgment has in the audit process, i.e. the activities that 

compose the audit engagement. 

The analysis combines the qualitative and the quantitative research. The results demonstrate 

the existence of at least 12 key activities that according to the professional standards require 

the auditors’ judgment. The large number of express reference of the term "professional 

judgment", "reasoning" or "judgment" (the frequency of these concepts is 186 times according 

to our survey in Chapter 3) shows the great importance in conducting the audit’s 

engagements. Each identified activity was treated separately both theoretically and in terms of 



the quantitative analysis. Numerous tables and figures that enrich the third chapter aim at 

summarizing the survey’s findings on the professional standards. 

Out of the 12 activities identified in accordance with the professional standards, we paid 

special attention to the assessment of the audit risk, the determination of the significance 

threshold and the sample. We chose to present in detail these elements, as in our opinion they 

are the main parts of the other decisions within the engagement. Without knowing the risk to 

which the auditor is subject during the audit process, he can not determine the level at which a 

distortion can be considered as being significant to the financial statements as a whole. 

Unknowing the two elements (the audit risk and the significance threshold) the auditor will be 

unable to select the audit procedures and the tests necessary for the collection of the evidence. 

Therefore, the audit risk and the significance threshold can be considered the starting point in 

the decision making of the audit engagement. 

Based on the above statements and on some practical situations, we developed a method to 

improve the existing procedure for assessing the audit risk. Using longitudinal research 

methods (simulations, case study) we considered as a starting point the average of the inherent 

risk coefficients for all the checked items to which a degree of caution determined by a 

mathematical model is added. In our opinion, the application of such a procedure increases 

the objectivity of the procedure and it offers the possibility of highlighting the differences 

between the entities. 

We continued our approach, bringing forth a method for determining the sample which is 

based on the Pareto principle. The audit selection method 80/20 requires the auditing of 80% 

of the highest value items and 20% of the items chosen at random from the whole population. 

A prerequisite is necessary to consider in determining the amount and the composition of the 

sample, namely the budget for the activity. Without achieving a balance between the cost 

audit and the amount of the checked items, the mission could have less effective results. 

The scientific approach continues with details brought to the significance threshold, 

considering that the judgment exercised for such a decision is based on a number of factors, 

which confer an increased interest to be analyzed. An item that has raised a number of 

discussions over the years focused on the qualitative aspect of the significance threshold. A 

first reaction to the financial failure of the large companies Waste Management, Sunbeam and 

Enron was their justification due to a misinterpretation of the identified misstatements. 

Although in value terms they didn’t represent any danger to the entities, it was proved that the 



source of their cases were fatal for the future of the entities. All these events have drawn 

attention to the importance of the qualitative aspects of the significance threshold and the 

precautions materialized in reprinting or issuing standards that contain information on the 

qualitative factors of the distortions (SAB, 1999, ISA 450, SAS, 107, ASA 320 etc.) 

In the first part of chapter five, "The research directions in the domain of the influence factors 

of the significance threshold" we made a punctual analysis of the main elements of the 

literature related to the significance threshold. Our analysis focused on a sample of 126 

scientific papers published in international journals in the field of auditing and accounting. By 

far, the major importance is attributed to the gross profit on which a percentage is applied to 

determine the significance threshold (Dyer, 1975). Besides this indicator, there have been 

surveys that have noted the possibility of using other elements such as total assets, total 

revenue, net profit, etc. 

The research from the specialized literature presents diverse viewpoints from which the 

significance threshold issues can be approached. The entity's internal context (Saucher, 2001, 

Gleason and Mills, 2002), the training and the professionalism of the auditors (Blokdijk et al., 

2003) or the culture (Hell and Wang, 2009) are among the few distinguishing decisional 

criteria regarding the assessment of the distortions from the financial statements. 

The usefulness of the information in the specialized literature can be seen in the sixth chapter 

of our work. Its objective was to investigate, at the national level, the way in which the 

Romanian auditors make their decisions regarding the significance threshold level. From the 

wide range of factors identified in the qualitative analysis from chapter five, we selected a 

number of 7 factors that we wanted to test through a national empirical study. The 247 valid 

questionnaires applied to the active auditors, members of CAFR gave the opportunity to 

obtain important information, which was then processed using the regressional functions and 

the questionnaires established which tested factors enter the exercise of the professional 

judgment of the Romanian auditors regarding the decision on the significance threshold level. 

 

Personal Contributions  

The main objective of our work was to identify ways to explain and better understand the 

process of the professional judgment in general, but also in the audit in particular. Our 

proposed approach was to analyze the implications of this process from the perspective of 



different professions. A wider range (the multi-professional approach) brings the possibility 

of identifying those elements which, if seen from different points of view may be easier to 

understand. The knowledge of the professional judgment as it is applied by a doctor, a lawyer 

or an accountant allows sketching a picture of the main points to be met and without which 

the business activities would lead to erroneous results. The role of the psycho-professional 

"profile" which we wanted to achieve in the first chapter is to reinforce the idea that the 

success can only be guaranteed by a competent and dedicated person to his profession. 

Another novelty found in our work relates to the survey of the professional standards in 

auditing. This study represents an important advantage mainly for the trainee or junior 

auditors (practitioners) who are less familiar with the content and the depth of the 

international auditing standards. Our analysis summarizes the content of these standards and 

points to the approach of an audit process, everything through the filter of the professional 

judgment, which can be considered the "milestone" of the audit engagements. 

The method of assessing the audit risk proposed by us in the third chapter of the present work 

indicates the need to increase the transparency and the objectivity of the currently existing 

procedure in the audit practice by reducing some generalized interpretations which cannot 

capture the “sensitive” differences between two or more entities. The degree of caution 

proposed for the determination of the inherent risk narrows the tendency to issue decisions 

based on general information that does not address the substance of the matter. 

The applied procedure in determining the structure of the sample highlights the role of 

respecting the condition of balance between the audit engagement budget, implicitly 

allocated, the budget for each activity individually and the volume of elements in the sample. 

This balance might be translated as the auditors’ effort to audit a big part of the financial 

statements in terms of a given budget in order to reduce the risk of detection and to achieve 

the highest level of assurance. 

The empirical survey of the last chapter is something new in the national literature in the field 

of the professional judgment in audit. Although we also found other studies that stressed the 

need to know the context in which the auditors make decisions and issue opinions, so far we 

have found no empirical study to further explore these elements in partnership with the 

Romanian practitioners. The theoretical knowledge without their correlation with the practice 

remains an unfinished work, or in other words, half done. The literature review in chapter five 

created the favorable context to identify those factors that could be tested by us nationally. 



The developed assumptions, the processed information and the conclusions demonstrate a 

perfect combination between the quantitative and the qualitative research. 

The empirical survey outcomes may help the national researchers to embrace further research 

in this direction, the professional organism represented by CAFR to which it is given an 

insight into the mode of action of the auditors and, not least, the students in the economic 

field, the economic entities and all those interested in this fascinating field of the professional 

judgment. 

 

Perspectives for the research 

The exhaustion of any research topic is something impossible as long as the society and its 

environment continues to evolve. We are aware too that our scientific approach is an extra 

piece to the so difficult 'puzzle' of the professional judgment. 

First, as we mentioned, this topic of research has been little nationally discussed, and there are 

options to extend the theoretical surveys in this direction, by the identification of some 

analysis criteria of the professional judgment. The surveys used in our research are few in 

number and limited in occurrence, therefore, an update of the specialized literature and an 

increasing number of analyzed articles would be appropriate to continue this approach. 

Another aspect that could be improved refers to the development of the professional judgment 

related to other activities within an audit engagement. Our work deepens the implications of 

the decisions on the significance threshold, but knowing how to exercise the professional 

judgment when determining the effectiveness of the internal control system, the selection of 

the audit procedures or the determination or the sufficiency and the appropriateness of the 

audit evidence may be possible topics for future research. 

The limits of our research also aim at the empirical study and with that we conclude our 

approach. A first point is that the tool applied, i.e. the questionnaire, presents a lower 

credibility than the interview or the experiment. Using a new research tool for our survey 

represented the possibility to strengthen the results achieved by our work. Regarding the 

sample size of only 247 valid questionnaires, although statistically significant, it could be 

expanded to increase the representativeness of the results we obtained. 



Another disadvantage is also represented by the survey limitation to the national research. The 

survey could be the basis for a grant or a European partnership with other European 

professional bodies in auditing, in order to develop comparative studies that offer solutions to 

the professional accountants to increase the quality of the services they offer and implicitly to 

strengthen the respect for a beautiful profession, full of responsibility which is the auditor 

profession. 
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