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The landscape of modern financial oversight has undergone a radical transformation over the past decade. As
global capital markets become increasingly interconnected, the demand for high-quality, transparent, and

consistent auditing practices has never been higher. The transition from localized auditing standards to a more
unified international approach—exemplified by the work of scholars like Wally J. Smieliauskas and Alvin A. Arens
—reflects the necessity of providing stakeholders with reliable financial information that transcends borders. This
article provides an in-depth technical exploration of the concepts, methodologies, and frameworks found in

Auditing: An International Approach and Auditing: An Integrated Approach, specifically focusing on the principles
established in their fifth editions which served as a pivot point for modern auditing practices.

The Theoretical Framework of Modern Auditing

Auditing is not merely a compliance exercise; it is a critical component of corporate governance rooted in economic
theory. To understand the international and integrated approaches, one must first grasp the three primary
theoretical pillars that justify the existence of auditing services:

e Agency Theory: This theory posits that in a corporate setting, managers (agents) may have interests that
diverge from those of the owners (principals). Auditing serves as a monitoring mechanism to reduce information
asymmetry and ensure that management acts in the best interests of the shareholders.

« Information Hypothesis: Investors require high-quality information to make informed decisions. An
independent audit increases the reliability of financial statements, thereby reducing the cost of capital for the entity
and improving market efficiency.

¢ Insurance Hypothesis: Auditing is often viewed as a way for management and the board to shift the
responsibility for financial misstatements to the auditors, providing a form of insurance against litigation and
reputational damage.

The Evolution Toward International Standards (ISA)

The international approach, as championed by Smieliauskas and Bewley, emphasizes the convergence of
national standards with the International Standards on Auditing (ISA)issued by the IAASB. This approach
recognizes that while a Canadian or American perspective provides local context, the core principles of assurance
must be globally applicable. The 5th edition of these texts arrived at a time when the "Clarity Project" was
redefining ISA to make them more understandable and enforceable worldwide.

The Integrated Audit Approach: A Technical Deep Dive

In contrast to traditional financial statement auditing, the Integrated Approach (often associated with Arens)
focuses on the synergy between the audit of Internal Control over Financial Reporting (ICFR)and the audit of
financial statements. This is particularly relevant in the post-Sarbanes-Oxley (SOX) era. The core philosophy is that
an auditor cannot form an opinion on financial statements without a deep, systemic understanding of the controls
that produced them.



The Audit Risk Model (ARM)

At the heart of any technical audit execution is the Audit Risk Model. This mathematical framework allows auditors
to quantify the likelihood of expressing an inappropriate opinion. The formula is expressed as:

AR =IR x CR x DR
Where:

¢ AR (Audit Risk): The risk that the auditor expresses an inappropriate audit opinion when the financial
statements are materially misstated.

* IR (Inherent Risk): The susceptibility of an assertion to a misstatement that could be material, assuming there
are no related internal 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 will not detect a misstatement that
exists and that could be material.

The auditor establishes a target level of Audit Risk (usually 5%) and assesses IR and CR based on their
understanding of the client. They then solve for DR to determine the nature, timing, and extent of substantive
testing.

Comparative Analysis: International vs. Integrated Approaches

The following table provides a technical comparison between the two primary pedagogical and professional
approaches mentioned in the JSON data:



Feature International Approach Integrated Approach (Arens)
(Smieliauskas)

Primary Focus Global convergence and ISA Efficiency through the link between
compliance. ICFR and financial audits.

Perspective Heavy emphasis on Canadian/ Strong focus on US GAAP and
International jurisdictional nuances. PCAOB standards (originally).

Risk Assessment Top-down, risk-based approach Transaction-cycle based approach
focusing on business risks. focusing on control objectives.

Assurance Scope Broad assurance services including Core financial statement and internal
sustainability and CSR. control reporting.

Technical Procedures: Materiality and Evidence

Determining Materiality Thresholds

Materiality is a professional judgment regarding the magnitude of an omission or misstatement that would influence
the economic decisions of users. In the 5th edition of international auditing texts, materiality is broken down into
three specific layers:

1. Overall Materiality: Based on the financial statements as a whole (e.g., 5% of normalized pre-tax income).

2. Performance Materiality: A lower threshold set to reduce the probability that the aggregate of uncorrected
and undetected misstatements exceeds overall materiality (typically 60-75% of overall materiality).

3. Specific Materiality: Applied to particular classes of transactions, account balances, or disclosures where
misstatements of lesser amounts could reasonably be expected to influence users.

The Hierarchy of Audit Evidence

Auditors must obtain sufficient appropriate evidence. The technical reliability of evidence is ranked as follows:

< Direct Evidence: Physical inspection or observation by the auditor (Highest Reliability).

e External Evidence: Confirmations received directly from third parties (High Reliability).

e External-Internal Evidence: Documents originating outside the entity but held by the client (Medium
Reliability).

« Internal Evidence: Documents generated and held within the client organization (Lowest Reliability,
dependent on control strength).

Step-by-Step Audit Workflow: From Planning to Opinion

Phase 1: Risk Assessment and Planning

The auditor performs Preliminary Analytical Procedures to identify unusual fluctuations in the financial data. This
involves ratio analysis and trend analysis. During this phase, the auditor must also identify Significant Risks—
risks that require special audit consideration, such as the risk of management override of controls or complex
revenue recognition issues.

Phase 2: Testing of Controls (ToC)

If the auditor intends to rely on the client’s internal controls to reduce substantive testing (i.e., assessing Control
Risk below 100%), they must test the operating effectiveness of those controls. This involves Inquiry, Observation,



Inspection, and Re-performance.

Phase 3: Substantive Testing

Substantive procedures are designed to detect material misstatements at the assertion level. They include:
e Substantive Analytical Procedures: Developing an expectation and comparing it to recorded amounts.
e Tests of Details: Vouching (checking from the ledger to the source document for existence) and Tracing

(checking from the source document to the ledger for completeness).

Phase 4: Completion and Reporting

The final phase involves reviewing subsequent events, evaluating the going concern assumption, and aggregating
misstatements. The auditor then issues one of four types of opinions:

Unmodified (Clean): The financial statements present fairly in all material respects.
Qualified: Except for a specific matter, the statements are fair.

Adverse: The statements do not present fairly.

« Disclaimer: The auditor is unable to obtain sufficient evidence to form an opinion.

Case Study: Auditing Revenue in a Global ERP Environment

Consider a multinational corporation using a centralized ERP system. An international auditing approach would
require the auditor to assess the General IT Controls (GITC)across various jurisdictions. If the GITCs are weak in
one regional office, the auditor cannot rely on the automated revenue recognition controls for that region,
regardless of the global policy.

Technical Challenge: The auditor identifies that the system allows for manual journal entries to revenue by users
with administrative access. Solution: The auditor must perform Data Analyticson the entire population of revenue
transactions, filtering for entries made at unusual times or by unauthorized users, effectively moving from sampling
to 100% population testing.

The COSO Framework and Internal Control Evaluation

Both Arens and Smieliauskas emphasize the COSO (Committee of Sponsoring Organizations)framework for
evaluating internal controls. A technical audit must evaluate all five components:



Component Auditor Focus Area

Control Environment Ethical values, board oversight, and organizational
structure.

Risk Assessment How management identifies and manages business risks.

Control Activities Policies and procedures (approvals, reconciliations, etc.).

Information & Communication The quality of the financial reporting system.

Monitoring Internal audit function and ongoing evaluations.

Ethical Requirements and Professional Skepticism

A critical technical requirement discussed in the 5th editions is Professional Skepticism. This 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. Auditors must remain independent in both Fact (actual
lack of bias) and Appearance (perception of independence by a reasonable third party).

The Impact of Emerging Technologies

While the 5th editions of these foundational texts laid the groundwork, the field is currently integrating Artificial
Intelligence (Al) and Blockchain. Al allows for predictive auditing, where anomalies are identified in real-time.
Blockchain provides an immutable ledger, potentially shifting the audit focus from verifying transactions to verifying
the underlying code and consensus mechanisms of the blockchain itself.

The technical depth required to master auditing—as presented in the international and integrated approaches—
demands a synthesis of mathematical risk modeling, psychological evaluation of management intent, and rigorous
adherence to standardized procedural frameworks. Whether following the Canadian perspective of Smieliauskas or
the integrated model of Arens, the goal remains the same: the provision of absolute integrity in the financial
information that fuels the global economy. By adhering to the ISA and maintaining high levels of professional
skepticism, auditors continue to serve as the essential gatekeepers of market trust and stability.

Baca Juga (Artikel Terkait)

¢ Comprehensive Guide to Auditing: The Art and Science of Assurance Engagements

URL: http://alaskawriters.com/guide-to-auditing-art-science-assurance-engagements.pdf

Tags: #Auditing Standards #ISA #Internal Controls #Audit Risk Model #Financial Assurance #Smieliauskas #Arens


http://alaskawriters.com/guide-to-auditing-art-science-assurance-engagements.pdf

Page 1 of 5



Page 2 of 5



Page 3 of 5



Page 4 of 5



Page 5 of 5



