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Evolution of Modern Auditing: The Transition to an International Approach

The landscape of professional auditing has undergone a seismic shift over the last four decades, moving from a 

prescriptive, compliance-focused activity to a highly complex, risk-based discipline. The foundations laid by 

academic leaders such as Professor Wally J. Smieliauskas at the University of Toronto have been instrumental in 

this evolution. As global markets become increasingly interconnected, the necessity for a standardized international 

approach to auditing has become paramount. The 6th edition of Auditing: An International Approach serves as a 

critical pedagogical and professional benchmark, reflecting the current state of International Standards on 

Auditing (ISAs) and the integration of ethics and corporate governance into core audit methodologies.

To understand the depth of this approach, one must first recognize that auditing is no longer merely about verifying

historical transactions. It is about assessing the viability of an organization's internal controls, the integrity of its

leadership, and the reasonableness of its future-looking estimates. This article provides an exhaustive technical

analysis of the frameworks presented in the Smieliauskas and Bewley curriculum, focusing on the mechanics of

international auditing standards, the audit of accounting estimates, and the rigorous application of professional

skepticism.

The Theoretical Framework of Risk-Based Auditing

At the heart of the international approach is the Audit Risk Model (ARM). This mathematical representation allows

auditors to quantify and manage the likelihood of issuing an incorrect opinion on financial statements. The model is

expressed as:

AR = IR × CR × 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, before 

consideration of any related controls.

•  CR (Control Risk): The risk that a misstatement that could occur in an assertion 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.

In the 6th edition, the interaction between these variables is emphasized to highlight that Detection Risk is the 

only component the auditor can directly influence through the nature, timing, and extent of substantive testing. If 

Inherent Risk and Control Risk are assessed as high (a high Risk of Material Misstatement (RMM)), the auditor

must decrease Detection Risk by performing more rigorous testing.



Professional Skepticism and Ethical Imperatives

The international approach places significant weight on Professional Skepticism—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. Ethical considerations are not treated as secondary; they are the foundation 

upon which the auditor's credibility rests. This involves adhering to the IESBA Code of Ethics, which mandates

integrity, objectivity, professional competence and due care, confidentiality, and professional behavior.

The Technical Audit of Accounting Estimates

A major advancement in the 6th edition is the dedicated focus on the Audit of Accounting Estimates. Modern 

financial reporting increasingly relies on fair value measurements, impairment assessments, and complex 

provisions. These elements are inherently subjective and provide a high degree of Estimation Uncertainty.

The audit process for estimates involves a multi-stage technical workflow:

1.  Understanding the Requirements: Evaluating if management has appropriately applied the requirements of 

the applicable financial reporting framework (e.g., IFRS or US GAAP).

2.  Identifying Methods and Models: Assessing the appropriateness of the methods used by management to 

make the accounting estimates.

3.  Evaluating Assumptions: Scrutinizing the significant assumptions used by management, determining if they 

are reasonable and consistent with other evidence.

4.  Testing the Data: Verifying the accuracy and completeness of the underlying data used in the estimation 

process.

5.  Developing an Auditor’s Range: In complex cases, the auditor may develop their own point estimate or range 

to evaluate management’s estimate.

Table 1: Comparison of Audit Approaches for Accounting Estimates



Approach Component Testing Management's 
Process

Developing Independent 
Estimate

Reviewing Subsequent 
Events

Methodology Evaluating the model and 
logic used by the client.

Auditor creates an 
independent valuation 
model.

Using evidence from 
events occurring after year-
end.

Primary Benefit Cost-effective if controls 
are strong.

Provides a high level of 
assurance and objectivity.

Provides "real world" 
confirmation of estimate 
accuracy.

Technical Challenge Risk of management bias 
and over-reliance on client 
data.

Requires high technical 
expertise (e.g., actuarial or 
valuation specialists).

Often limited by time 
(events occur after the 
audit report date).

Fraud Detection and Corporate Governance

The 6th edition emphasizes that while the auditor is not a forensic investigator, they have a professional 

responsibility to plan and perform the audit to obtain reasonable assurance about whether the financial statements 

are free from material misstatement, whether caused by error or fraud.

Auditors utilize the Fraud Triangle  to assess risks:

•  Incentives/Pressures: Financial stability or profitability is threatened by economic, industry, or entity operating 

conditions.

•  Opportunities: The nature of the industry or the entity's operations provides opportunities to engage in 

fraudulent financial reporting (e.g., ineffective monitoring of controls).

•  Attitudes/Rationalizations: A mindset that allows management or employees to commit a dishonest act.

Technical procedures to address fraud include Journal Entry Testing (JET) . This involves using data analytics to

identify unusual patterns, such as entries made to seldom-used accounts, entries made by unauthorized

personnel, or entries made at unusual times (e.g., weekends or late at night).

The Audit Workflow: From Planning to Reporting

A systematic international audit follows a rigorous procedural execution. The following section breaks down the

technical execution of the audit lifecycle as conceptualized in the 6th edition.

Phase 1: Risk Assessment and Planning

In this phase, the auditor establishes the Materialitythreshold. Materiality is not a fixed number but a professional

judgment based on the needs of the users of the financial statements. Commonly, it is calculated as a percentage

(e.g., 5%) of normalized pre-tax income or a percentage of total assets (e.g., 1%).

Performance Materialityis then set at a lower level to reduce to an appropriately low level the probability that the

aggregate of uncorrected and undetected misstatements exceeds materiality for the financial statements as a

whole.

Phase 2: Internal Control Evaluation

The auditor must gain a technical understanding of the entity's internal control system, categorized into five 

components per the COSO Framework:



Control Environment

Risk Assessment Process

Information System and Communication

Control Activities

Monitoring of Controls

The auditor performs Walkthroughs to confirm their understanding of the system and then determines whether to 

rely on these controls. If the auditor intends to rely on controls, they must perform Tests of Controls (TOCs).

Phase 3: Substantive Testing

Substantive procedures consist of Tests of Details and Substantive Analytical Procedures. Technical analysis in 

this phase often involves the use of Audit Data Analytics (ADA). ADA allows for the analysis of 100% of a

population, moving beyond traditional sampling methods to identify outliers that warrant further investigation.

Table 2: Types of Audit Evidence and Their Reliability



Evidence Category Examples Level of Reliability Audit Procedure

External Confirmation Bank letters, AR 
confirmations.

High Direct communication with 
third parties.

Documentation Invoices, purchase orders. Moderate to High Vouching and tracing.

Analytical Procedures Ratio analysis, trend 
analysis.

Moderate Comparison of recorded 
amounts to expectations.

Inquiry Management interviews. Low Discussion with client 
personnel.

Advanced Audit Concepts: Groups, Components, and Specialized Areas

In the context of Group Audits (ISA 600), the 6th edition provides a framework for managing audits of multi-

national corporations. This involves the Group Engagement Partner coordinating with Component Auditors. The

technical challenge here lies in assessing the competence of component auditors and determining the materiality

levels for various business units (component materiality) to ensure the aggregate risk is managed.

Audit of Information Systems (IS)

With the digital transformation of business, the audit of IT controls is no longer optional. The Smieliauskas 

approach integrates General IT Controls (GITCs)—such as logical access, change management, and data center 

operations—with Automated Application Controls. The failure of a GITC can compromise the reliability of all

reports generated by that system, necessitating a shift in the audit strategy toward more extensive substantive

testing.

Field Guide: Implementing the 6th Edition Methodology

For practitioners and students, implementing this international approach requires a disciplined step-by-step

procedure:

1.  Engagement Acceptance: Perform background checks on management, assess independence, and ensure 

the firm has the technical expertise for the industry.

2.  Strategic Planning: Identify high-risk accounts (e.g., revenue recognition, complex financial instruments).

3.  Execution of Fieldwork:

    

    Conduct interim testing on controls.

4.  Perform year-end substantive testing.

5.  Utilize specialized software for statistical sampling and data visualization.

Case Study Analysis: Management Bias in Accounting Estimates

Consider a scenario where a manufacturing firm must estimate the Net Realizable Value (NRV)of its inventory.

During a downturn in the industry, management refuses to write down inventory, claiming that market conditions

are temporary and prices will recover. Using the Smieliauskas 6th edition framework, the auditor must:

•  Analyze the Bias: Is management motivated by debt covenant requirements or bonus targets?

•  Test the Assumptions: Compare management's price recovery forecast with independent industry analysts' 



reports.

•  Apply Skepticism: If the auditor finds that similar items are being sold at a loss by competitors, they must 

challenge management’s refusal to recognize an impairment.

•  Conclusion: If management refuses to adjust the estimate and the amount is material, the auditor must 

consider issuing a Qualified or Adverse opinion.

Troubleshooting Common Audit Challenges

Technical execution is often hampered by real-world operational challenges. Below are common failure modes and

their respective solutions according to international standards:

•  Challenge: Incomplete Audit Trail in Digital Systems.

    

    Solution: Implement continuous auditing modules or use sophisticated data extraction tools to reconstruct 

transactions from log files.

•  Solution: Escalate to the Audit Committee or those charged with governance. Remind management of their 

responsibility under the engagement letter.

•  Solution: Utilize local component auditors and perform oversight through file reviews and remote video 

inspections of physical assets.

Broader Implications of the International Approach

The methodologies championed in Auditing: An International Approach extend beyond the audit room. They 

influence how corporate boards are structured and how transparency is maintained in global capital markets. By 

emphasizing Corporate Governance, the framework ensures that the auditor acts as a vital link between the

company's management and its external stakeholders (shareholders, creditors, and regulators).

As we look toward the future, the integration of Artificial Intelligence (AI) and Blockchaininto the auditing

process will likely be the focus of subsequent editions. However, the core principles of professional judgment,

ethics, and the systematic assessment of risk will remain constant. The 6th edition’s rigorous technical

requirements for auditing estimates and assessing fraud provide the necessary toolkit for modern auditors to

navigate an increasingly complex financial world, ensuring that financial reporting remains a pillar of global

economic stability.

The shift towards a more globalized auditing standard is not merely a bureaucratic change but a fundamental

necessity for the protection of the public interest. By mastering the international approach, professionals are

equipped to provide the assurance that markets require to function efficiently, effectively, and ethically. The

contributions of Smieliauskas and Bewley continue to provide the roadmap for this essential professional journey.
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