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Chartered Accountants Australia and New Zealand is a
professional body comprised of over 120,000 diverse,
talented and financially astute members who utilise their
skills every day to make a difference for businesses the
world over.
Members are known for their professional
integrity, principled judgement, financial
discipline and a forward-looking approach to
business which contributes to the prosperity
of our nations.
We focus on the education and lifelong
learning of our members, and engage in
advocacy and thought leadership in areas of
public interest that impact the economy and
domestic and international markets.
We are a member of the International
Federation of Accountants, and
are connected globally through the
800,000-strong Global Accounting Alliance
and Chartered Accountants Worldwide
which brings together leading Institutes
in Australia, England and Wales, Ireland,
New Zealand, Scotland and South Africa
to support and promote over 320,000
Chartered Accountants in more than 180
countries.

About this series
This series has been developed to assist
auditors build the on-the-job skills required
to competently and confidently interact with
clients, obtain information in an efficient,
effective and professional manner, and to
escalate relevant information within the
audit team.
The series is intended to supplement
each firm’s own training, rather than as a
substitute for it. The publications should
be read, and applied, in conjunction with
the relevant auditing, accounting, and
professional and ethical standards. They
provides non-authoritative guidance.

We also have a strategic alliance with
the Association of Chartered Certified
Accountants. The alliance represents
788,000 current and next generation
accounting professionals across 181 countries
and is one of the largest accounting alliances
in the world providing the full range of
accounting qualifications to students and
business.

Disclaimer
This Series has been prepared for use by members of Chartered Accountants Australia and New Zealand (CA ANZ) in New Zealand only. It is not intended for use by any person who is
not a CA ANZ member and/or does not have appropriate expertise in the Series subject matter.
Laws, practices and regulations may have changed since publication of this Series. Users should make their own inquiries as to the currency of relevant laws, practices and
regulations.
No warranty is given as to the correctness of the information contained in this Series, or of its suitability for use by you. To the fullest extent permitted by law, CA ANZ is not liable
for any statement or opinion, or for any error or omission contained in this publication and disclaims all warranties with regard to the information contained in it, including, without
limitation, all implied warranties of merchantability and fitness for a particular purpose. CA ANZ is not liable for any direct, indirect, special or consequential losses or damages of any
kind, or loss of profit, loss or corruption of data, business interruption or indirect costs, arising out of or in connection with the use of this publication or the information contained in it,
whether such loss or damage arises in contract, negligence, tort, under statute, or otherwise.
© 2016 Chartered Accountants Australia and New Zealand ABN 50 084 642 571.
All rights reserved.
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INTRODUCTION
OVERVIEW OF THE SERIES FOR ENGAGEMENT PARTNERS, AUDIT MANAGERS AND SUPERVISORS
This series has been developed to help you train your audit team to apply professional scepticism - a skill considered by many as the cornerstone
of audit quality.
While there is no substitute for on-the-job-training to provide auditors with the skills and knowledge to apply professional scepticism, this series
provides a number of useful tools including guidance documents, a decision tree and case studies for specific audit sections. It is intended to
supplement the supervision, review and coaching you provide your audit team.
Other useful ways to train your auditors to ask questions that demonstrate the application of professional scepticism include role playing client
interviews and initiating regular ‘challenge’ sessions (ie what has made you comfortable with the client responses and evidence obtained in this
section?). You could select scenarios from the case studies included in this guide, or use the decision tree, to help frame these conversations.
You may also like to use the Professional Scepticism Online Training Tool1 to identify your own decision making biases so you can effectively coach
your audit team.

OVERVIEW OF THE SERIES FOR NEW AUDITORS
The purpose of this series is to help you develop the skills you need to demonstrate that you can effectively apply professional scepticism in an
audit engagement. This will enhance your auditing skills and provide a solid basis for a fulfilling career as a professional Chartered Accountant.

1

http://www.charteredaccountants.com.au/Training/Resources/eLearning/Professional-Skepticism
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WHAT IS THE ART OF SCEPTICISM AND WHY IS IT IMPORTANT IN AN AUDIT?
The word scepticism is derived from the Greek word “skeptikos” which means to “enquire or reflect”. To enquire is to “seek information by
questioning; to ask”. In the audit context scepticism relates to the process of seeking information through client enquiry using a combination of
relationship, questioning and problem solving skills. This series will help you to work through an established thought process to obtain information
in a manner which is efficient and effective and encourages you to comply with your professional obligations by developing skills in each of these
three key areas.

PROFESSIONAL OBLIGATIONS RELATING TO PROFESSIONAL SCEPTICISM
The international auditing standards (ISAs) define professional scepticism as an ‘attitude that includes a questioning mind being alert to conditions
which may indicate possible misstatement due to error or fraud, and a critical assessment of audit evidence’’.2 [emphasis added]
As the definition highlights, professional scepticism relates to the audit team’s ability to obtain, and critically analyse, information from the client
and third parties, such as independent experts like valuers.
The ISAs outline the requirements for applying professional scepticism, and the closely related concept of professional judgement, in an
audit engagement. Paragraph 15 of ISA 200 Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with
International Standards on Auditing, requires auditors ‘to plan and perform an audit with professional scepticism recognizing that circumstances
may exist that cause the financial statements to be materially misstated.’ ISA 200 also provides guidance on what constitutes professional
scepticism (paragraph. A18–A22).
This series will help you apply professional scepticism throughout the audit process in line with the requirements and guidance provided in
the auditing standards.

LINK BETWEEN PROFESSIONAL SCEPTICISM AND PROFESSIONAL JUDGEMENT
Professional scepticism and professional judgement are closely linked concepts.
The ISA’s require you to exercise both professional scepticism (as noted above) and professional judgement in planning and performing an audit of
financial statements3. A useful way to think of the linkage between professional scepticism and professional judgement, and how this impacts on
your role as an auditor, is demonstrated in the diagram below:

DIAGRAM 1: HOW PROFESSIONAL SCEPTICISM DRIVES ACTION4

Professional scepticism - an attitude

Professional scepticism is applied in
making professional judgements

Professional judgements
prompt actions

Documentation of professional
judgements and related actions

ISA 200 Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with International Standards on Auditing, Para. 13(l)
ISA 200 Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with International Standards on Auditing, Para. 16
4
E xtracted from the International Auditing and Assurance Standards Board (IAASB) Invitation to Comment (2015) Enhancing Audit Quality in the Public Interest, a focus on
Professional Scepticism, Quality Control and Group Audits
2
3
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PROFESSIONAL SCEPTICISM AND UNDERSTANDING YOUR CLIENT
In order to ask good questions, build effective client relationships and apply professional scepticism, it is important to develop a really good
understanding of your client, its business and the industry or sector it operates in. Doing so will allow you to move from an ‘understanding’ to a
‘challenging’ mind-set, one that is able to appropriately question your client and add valuable insight throughout the audit process5.
This is a good way to keep both your client and your audit supervisor happy!

HOW CAN I FIND OUT MORE?
It’s easy. Further information has been provided in the following guides:

• The Art of Enquiry
• The Art of Relationship Building
• The Art of Problem Solving
• Spotlight of Specific Audit Areas
Our Professional Scepticism Online Training Tool6 also provides auditors with the opportunity to challenge individual auditors approach to
scepticism by using audit based scenarios.

 ote: Developing a thorough understanding of your client and their systems, processes and controls is also a core requirement of ISA 315 Identifying and assessing the risks of material
N
misstatement through understanding the entity and its environment
6
http://www.charteredaccountants.com.au/Training/Resources/eLearning/Professional-Skepticism
5
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GLOSSARY OF TERMS USED THROUGHOUT THE SERIES
Anchoring results: having a fixed starting point for a reasoning process and being too reluctant to move far from that even in light of new
information obtained.
Availability bias: the tendency to only consider information that is readily available at hand or that easily comes to mind.
Confirmation bias: the tendency to seek out, and/or to give greater weight to, information that supports a preconceived position.
Convergent thinking: a problem solving technique involving the bringing together of different ideas from different perspectives to determine a
single solution to a clearly defined problem.
Divergent thinking: the strategy of solving problems characterised by the proposal of multiple possible solutions in an attempt to determine the
most appropriate one.
Going concern assumption: an entity is viewed as continuing in business for the foreseeable future.
Related parties:
(a) a related party as defined in the applicable financial reporting framework; or
(b) where the applicable financial reporting framework establishes minimal or no related party requirements:
(i) a person or other entity that has control or significant influence, directly or indirectly through one or more intermediaries, over the reporting
entity;
(ii) another entity over which the reporting entity has control or significant influence, directly or indirectly through one or more intermediaries;
or
(iii) another entity that is under common control with the reporting entity through having:
a. common controlling ownership;
b. owners who are close family members; or
c.

common key management.

However, entities that are under common control by a state (that is, a national, regional or local government) are not considered related unless
they engage in significant transactions or share resources to a significant extent with one another.
Segregation of duties: an internal control designed to prevent error and fraud by ensuring that at least two individuals are responsible for the
separate parts of any task.
Those charged with governance (TCWG): The person(s) or organisation(s) (for example, a corporate trustee) with responsibility for overseeing the
strategic direction of the entity and obligations related to the accountability of the entity. This includes overseeing the financial reporting process.
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