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In the contemporary global financial landscape, the discipline of auditing has transitioned from a localized 

compliance function to a sophisticated, risk-based international methodology. The complexity of multinational 

corporations, the volatility of financial markets, and the increasing demand for transparency have necessitated a 

unified approach to assurance. This article explores the technical foundations of auditing, focusing on the 

International Approach and the Integrated Approach, while detailing the rigorous standards set by the

International Auditing and Assurance Standards Board (IAASB).

The Conceptual Framework of International Auditing

The primary objective of an audit is to enhance the degree of confidence of intended users in the financial 

statements. This is achieved through the expression of an opinion by the auditor on whether the financial 

statements are prepared, in all material respects, in accordance with an applicable financial reporting framework. 

Under the International Standards on Auditing (ISA), this process is governed by a rigorous set of ethical

requirements and professional skepticism.

Professional Skepticism and Judgment

Professional skepticism is defined 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. It is the 

cornerstone of the Smieliauskas and Bewleyapproach, which emphasizes that auditors must not assume that

management is either dishonest or possesses unquestioned honesty. Technical application of skepticism involves:

•  Critical assessment of evidence that contradicts other evidence obtained.

•  Questioning the reliability of documents and responses to inquiries.

•  Evaluation of the sufficiency and appropriateness of evidence in light of the circumstances.

The Audit Risk Model

A fundamental technical component of the international auditing approach is the Audit Risk Model. This

mathematical framework allows auditors to manage the risk of issuing an unmodified opinion on materially

misstated financial statements. The formula is expressed as:

AR = IR × CR × DR

•  AR (Audit Risk): The risk that the auditor expresses an inappropriate audit opinion.

•  IR (Inherent Risk): The susceptibility of an assertion to a misstatement that could be material, before 

consideration of any related controls.

•  CR (Control Risk): The risk that a misstatement will not be prevented, or detected and corrected, on a timely 

basis by the entity’s internal control.

•  DR (Detection Risk): The risk that the procedures performed by the auditor to reduce audit risk to an 

acceptably low level will not detect a misstatement that exists.

By assessing IR and CR (together known as the Risk of Material Misstatement or RMM), the auditor determines



the acceptable level of Detection Risk, which in turn dictates the nature, timing, and extent of substantive audit

procedures.

Comparative Analysis: Integrated vs. International Approaches

Two dominant pedagogical and professional frameworks exist within the auditing sphere: the Integrated Approach 

(pioneered by Alvin A. Arens) and the International Approach(as detailed in the Sixth Edition of Smieliauskas).

While they share a common goal, their methodologies differ in focus and structure.



Feature Integrated Approach (Arens) International Approach 
(Smieliauskas)

Primary Focus Cycle-based auditing (Sales/
Collection, Payroll, etc.)

Global standards (ISA) and 
professional judgment

Internal Control Heavy emphasis on Section 404 
(SOX) and COSO framework

Risk-based assessment with a focus 
on governance

Methodology Integrating tests of controls and 
substantive tests of transactions

Emphasis on evidence, ethics, and 
fraud detection

Risk Assessment Structured around transaction cycles Structured around overall financial 
statement risks and assertions

The Shift to Quality Management: ISQM 1 and ISQM 2

Recent updates in international standards have shifted the focus from "Quality Control" to "Quality Management." 

ISQM 1 (International Standard on Quality Management 1) requires firms to design, implement, and operate a 

system of quality management for audits. ISQM 2specifically addresses the appointment and eligibility of the

engagement quality reviewer and their responsibilities.

This transition reflects a proactive, risk-based approach to quality. Instead of a checklist-style review, firms must 

now identify specific risks to quality and implement tailored responses. ISA 220 (Revised)complements this by

clarifying that the engagement partner is responsible for managing and achieving quality at the engagement level.

Technical Workflow: The Audit Process

The execution of an audit following an international approach follows a structured, multi-phase technical workflow.

This ensures that the auditor gathers sufficient appropriate evidence to support their opinion.

Phase 1: Risk Assessment and Planning

Under ISA 315 (Revised 2019), the auditor must identify and assess the risks of material misstatement through

understanding the entity and its environment. This involves:

1.  Inquiries of management and others within the entity.

2.  Analytical procedures (e.g., ratio analysis, trend analysis).

3.  Observation and inspection of operations and documents.

4.  Evaluating Internal Control: Assessing the design and implementation of controls across the five COSO 

components (Control Environment, Risk Assessment, Information and Communication, Control Activities, and 

Monitoring).

Phase 2: Establishing Materiality

Materiality is not a fixed number but a matter of professional judgment. Auditors calculate Overall Materiality 

(based on benchmarks like 5% of Pre-tax Income or 1% of Total Assets) and Performance Materiality(a lower

threshold to reduce the probability that the aggregate of uncorrected/undetected misstatements exceeds overall

materiality).

Phase 3: Response to Assessed Risks (ISA 330)

The auditor designs and performs further audit procedures whose nature, timing, and extent are based on and are

responsive to the assessed risks of material misstatement at the assertion level. This includes:



•  Tests of Controls: If the auditor intends to rely on the operating effectiveness of controls.

•  Substantive Procedures: Including tests of details (inspection, recalculation) and substantive analytical 

procedures.

Auditing Accounting Estimates and Fair Value (ISA 540)

The 6th Edition of "Auditing: An International Approach" introduces a critical focus on Audit of Accounting 

Estimates. As financial reporting moves toward fair value accounting, the level of subjectivity in financial

statements increases. Estimates such as allowance for doubtful accounts, impairment of goodwill, and derivative

valuations require a specialized approach.

The Three-Point Technical Strategy for Estimates

Auditors typically adopt one or more of the following strategies when auditing complex estimates:

1.  Review and test the process used by management to develop the estimate.

2.  Use an independent estimate for comparison.

3.  Review subsequent events occurring prior to the date of the auditor's report that provide evidence regarding 

the estimate.

Special attention is given to Estimation Uncertainty and Management Bias. Auditors must evaluate whether the

methods, assumptions, and data used by management are appropriate and consistent with the applicable financial

reporting framework.

Corporate Governance, Ethics, and Fraud Detection

Modern auditing is inseparable from corporate governance. The auditor’s role in detecting fraud is strictly governed 

by ISA 240. While the primary responsibility for the prevention and detection of fraud rests with those charged with

governance (TCWG) and management, the auditor is responsible for obtaining reasonable assurance that the

financial statements are free from material misstatement due to fraud.

The Fraud Triangle in Audit Planning

Technical auditors utilize the Fraud Triangle  to assess risk factors:

•  Incentives/Pressures: Financial stability threatened by economic conditions.

•  Opportunities: Ineffective monitoring of controls or complex organizational structures.

•  Attitudes/Rationalizations: Management’s disregard for the control environment.

Furthermore, ISA 265requires auditors to communicate deficiencies in internal control to TCWG. This

communication is a critical component of the governance ecosystem, ensuring that material weaknesses are

addressed by the board of directors.

Practical Implementation: A Technical Field Guide

Implementing an international audit approach requires a rigorous documentation strategy. According to ISA 230,

audit documentation must be sufficient to enable an experienced auditor, having no previous connection with the

audit, to understand the nature, timing, and extent of the procedures performed.

Step-by-Step Procedure for Audit Planning

1.  Client Acceptance: Evaluate integrity and independence (IESBA Code of Ethics).

2.  Engagement Letter: Define the scope, responsibilities, and framework.



3.  Preliminary Analytical Procedures: Identify unusual fluctuations in balances.

4.  Internal Control Walkthroughs: Trace a transaction from inception to the general ledger to confirm the design 

of controls.

5.  Sample Selection: Utilize statistical sampling (e.g., Monetary Unit Sampling) to ensure representative testing.

Example: Monetary Unit Sampling (MUS) Formula

When performing substantive tests, auditors often use MUS to focus on higher-value items. The sample size (n)

can be determined using:

n = (Confidence Factor × Population Value) / (Tolerable Misstatement - Expected Misstatement)

Case Study: Challenges in Revenue Recognition

Consider a multinational software company that recognizes revenue over time. An auditor following the 

International Approach must evaluate the contract assets and liabilities under IFRS 15. A common failure mode in

this scenario is the incorrect assessment of "Percentage of Completion."

Risk and Solution Matrix



Identified Risk Audit Procedure Technical Solution

Overstatement of completion 
percentage

Inspection of project milestones and 
cost reports

Recalculate the ratio of costs incurred 
to total estimated costs.

Fictitious revenue (Fraud) External confirmation with customers Validate the existence of the contract 
and the performance obligations.

Cut-off errors at year-end Vouching sales invoices around the 
year-end date

Verify the date of transfer of control to 
the customer.

By applying these procedures, the auditor mitigates the risk of material misstatement in the revenue cycle, ensuring

the financial statements reflect economic reality.

The Future of International Auditing

As we look toward the future, the integration of Data Analytics and Artificial Intelligence (AI)is transforming the

audit landscape. The International Approach is evolving to incorporate "Continuous Auditing," where auditors

analyze 100% of the population rather than relying on sampling. This shift significantly reduces detection risk and

enhances the value of the audit opinion.

The role of the auditor remains critical in a world of increasing complexity. By adhering to the International

Standards on Auditing and maintaining a commitment to ethics and professional skepticism, auditors provide the

foundation of trust upon which global capital markets rely. The technical rigor of the Smieliauskas and Arens

methodologies provides the necessary framework for navigating these challenges, ensuring that corporate

governance remains robust and financial reporting remains transparent.

Ultimately, the transition from a procedural checklist to a sophisticated risk-based analysis defines the modern era

of auditing. Professional practitioners must continue to adapt to new standards like ISQM and evolving reporting

requirements regarding ESG (Environmental, Social, and Governance) factors, further expanding the scope and

importance of the auditing profession in the decades to come.
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