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The landscape of modern finance is increasingly globalized, necessitating a robust and standardized approach to 

financial oversight. International auditing serves as the bedrock of global capital markets, ensuring that financial 

statements provided by multi-jurisdictional entities are reliable, transparent, and comparable. Drawing heavily from 

the framework established in Auditing: An International Approachby Smieliauskas and Bewley, this technical

analysis explores the intricate mechanics of audit evidence, management assertions, and the systemic

methodologies employed by auditors to mitigate risk and provide assurance.

The Evolving Paradigm of International Auditing

In the contemporary regulatory environment, auditing is no longer a localized function. The adoption of 

International Standards on Auditing (ISA)has created a unified language for practitioners. The primary objective

of an audit is to provide reasonable assurance that financial statements are free from material misstatement,

whether due to error or fraud. This process involves a rigorous evaluation of the relationship between the auditor,

the client, and the external stakeholders who rely on the audit report.

As outlined in the Smieliauskas 6th and 7th editions, the international approach emphasizes the need for

auditors to understand the unique economic and legal environments in which a client operates. This requires a

deep dive into the internal controls of an organization and the application of professional skepticism—a mindset

that includes a questioning mind and a critical assessment of audit evidence.

Core Concepts and the Theoretical Framework

1. The Three-Party Relationship

Every audit engagement is defined by a triangular relationship between the practitioner (auditor), the 

responsible party (management), and the intended users (shareholders, lenders, and the public). The

auditor’s role is to add credibility to the information prepared by management for the users.

2. Professional Skepticism and Ethics

Professional skepticism is the cornerstone of the auditing profession. It requires auditors to look beyond the surface 

level of documentation. As noted in Chapter 6 of the Solution Manual for Auditing: An International Approach,

skepticism involves asking probing questions and paying close attention to inconsistencies. This is particularly vital

when dealing with related-party transactions or complex accounting estimates where the risk of management bias

is high.

3. Reasonable vs. Absolute Assurance

A critical distinction in technical auditing is the difference between reasonable and absolute assurance. Because 

of the inherent limitations of an audit—such as the use of sampling, the possibility of collusion, and the fact that 

most audit evidence is persuasive rather than conclusive—an auditor cannot provide a 100% guarantee (absolute 

assurance). Instead, they provide a high, but not absolute, level of assurance that the financial reports give a true 

and fair view.



Technical Analysis of Management Assertions

Management assertions are the implicit or explicit claims made by management regarding the recognition,

measurement, presentation, and disclosure of information in the financial statements. The audit process is

essentially a systematic method of gathering evidence to test these assertions.

The Assertion Framework for Transactions and Account Balances

•  Occurrence/Existence: Do the recorded transactions actually represent economic events that took place? Do 

the assets and liabilities actually exist at the reporting date?

•  Completeness: Have all transactions and accounts that should have been recorded been included? This is 

often the most difficult assertion to test, as it requires looking for "what is not there."

•  Accuracy/Valuation: Are the amounts recorded at the appropriate values? This involves checking calculations 

and the application of accounting principles like depreciation or impairment.

•  Rights and Obligations: Does the entity actually hold the rights to the assets it claims, and are the liabilities 

truly the obligations of the entity?

•  Classification and Understandability: Are the items properly classified in the financial statements (e.g., current 

vs. non-current) and clearly described?

The Cycle Approach: A Methodological Workflow

To manage the complexity of an audit, professionals often use the cycle approach. This method groups related

transactions and account balances that flow through the accounting system together. This reflects the reality that

transactions are interconnected.



Audit Cycle Primary Accounts Involved Key Business Processes

Revenue and Collection Cycle Sales, Accounts Receivable, Cash, 
Allowance for Doubtful Accounts

Processing orders, credit approval, 
shipping goods, billing customers.

Acquisition and Payment Cycle Inventory, Accounts Payable, 
Expenses, Cash

Purchasing goods/services, receiving 
reports, approving vendor invoices.

Payroll and Personnel Cycle Wages Expense, Accrued Payroll, Tax 
Withholdings

Hiring, timekeeping, payroll 
preparation, tax remittance.

Inventory and Warehousing Cycle Raw Materials, WIP, Finished Goods, 
COGS

Production planning, cost accounting, 
physical inventory counts.

Capital Acquisition and Repayment Notes Payable, Stock, Retained 
Earnings, Interest Expense

Issuing debt/equity, dividend 
payments, debt servicing.

Technical Mechanics of Audit Evidence

Audit evidence is the information used by the auditor in arriving at the conclusions on which the auditor’s opinion is 

based. The reliability of evidence is influenced by its source and its nature.

Hierarchy of Evidence Reliability

1.  Direct Auditor Observation: Physical inspection of assets or watching a control procedure being performed. 

(Highest reliability)

2.  External Evidence: Confirmations received directly from third parties (e.g., banks, customers).

3.  External-Internal Evidence: Documents originating outside the entity but held by the client (e.g., vendor 

invoices).

4.  Internal Evidence: Documents generated and held within the entity (e.g., sales invoices, payroll records). 

(Lowest reliability, depending on internal control strength)

Procedures for Obtaining Evidence

Auditors utilize several techniques to gather evidence, as detailed in the Auditing 6th Edition Solutions:

•  Inspection: Examining records or documents.

•  Observation: Looking at a process or procedure being performed by others.

•  External Confirmation: Obtaining a written response from a third party.

•  Recalculation: Checking the mathematical accuracy of documents or records.

•  Reperformance: Independently executing procedures or controls that were originally performed as part of the 

entity’s internal control.

•  Analytical Procedures: Evaluating financial information through analysis of plausible relationships among both 

financial and non-financial data.

Implementation Field Guide: Executing Chapter 6 Principles

When applying the principles of Chapter 6: Audit Evidence, practitioners must follow a structured workflow to

ensure compliance with international standards.

Step 1: Risk Assessment and Planning

Identify the risks of material misstatement at the financial statement level and the assertion level. This involves



understanding the entity’s environment and its internal controls. If the risk is high, the auditor must gather more

persuasive evidence.

Step 2: Determining Materiality

Materiality is a threshold above which misstatements, individually or in the aggregate, could reasonably be 

expected to influence the economic decisions of users. Auditors set a Planning Materiality for the overall financial 

statements and a Performance Materialityto reduce the probability that the aggregate of uncorrected

misstatements exceeds the overall materiality.

Step 3: Selecting the Audit Strategy

The auditor chooses between a Combined Approach (testing both controls and substantive procedures) and a 

Substantive Approach(focusing primarily on the details of transactions and balances). If internal controls are

weak, a substantive approach is mandatory.

Step 4: Sampling and Execution

Since auditing 100% of transactions is usually impossible, auditors use statistical or non-statistical sampling. The

goal is to select a representative sample to draw conclusions about the entire population.

Comparative Analysis: International vs. Domestic Auditing Standards

While many countries have converged with the ISAs, subtle differences remain in documentation requirements and

specific reporting language.



Feature International Standards on 
Auditing (ISA)

Local/National Standards (e.g., 
Older US GAAS)

Regulatory Body IAASB (International Auditing and 
Assurance Standards Board)

National Oversight Boards (e.g., 
AICPA, PCAOB)

Focus Principles-based; applicable across 
different legal frameworks.

Historically more rules-based in 
certain jurisdictions.

Internal Control Report Integrated audit not always 
mandatory for all entities.

Mandatory for public companies (e.g., 
Sarbanes-Oxley in the US).

Reporting Format Standardized report with "Key Audit 
Matters" (KAM).

Varies; may use "Critical Audit 
Matters" (CAM) or different wording.

Case Study: Addressing Inconsistencies in Evidence

Consider a scenario where an auditor is testing the Existenceof high-value inventory in a multi-national shipping

company. The client provides internal stock records (Internal Evidence) and a summary of year-end counts.

However, during the physical observation, the auditor notices that several containers marked as "Full" are actually

empty or contain obsolete goods.

The Troubleshooting Process:

1.  Identify the Inconsistency: The physical evidence contradicts the documentary evidence.

2.  Expand the Sample: The auditor should not stop at the initial discrepancy. A larger sample must be tested to 

determine if the issue is systemic.

3.  Inquiry of Management: Ask probing questions. Is this an error in the warehouse management system, or is 

it an intentional overstatement of assets?

4.  Assess Fraud Risk: If management cannot provide a plausible explanation, the auditor must re-evaluate the 

risk of fraud and potentially communicate with those charged with governance (the Audit Committee).

5.  Adjust the Audit Opinion: If the misstatement is material and uncorrected, the auditor must issue a qualified 

or adverse opinion.

Mathematical Models in Auditing: The Audit Risk Model

The Audit Risk Model is a fundamental tool for planning. It 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, assuming there 

are no 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 will not detect a misstatement that 

exists. This is the only component the auditor can directly control.

By assessing IR and CR, the auditor determines the level of DR they can accept. To achieve a lower DR, the



auditor must perform more extensive and effective substantive testing.

The Broader Implications of Audit Quality

High-quality auditing, as taught in Auditing: An International Approach, has implications far beyond the individual

firm. It fosters trust in global financial markets. When investors trust financial statements, the cost of capital

decreases, and economic growth is stimulated. Conversely, audit failures (such as those seen in major corporate

scandals) lead to massive market volatility and a breakdown in public trust.

The move toward integrated reporting—which includes non-financial information such as Environmental, Social,

and Governance (ESG) metrics—represents the next frontier for international auditing. Practitioners must now

adapt the rigorous evidence-gathering techniques of Chapter 6 to qualitative disclosures, ensuring that the

"International Approach" remains relevant in an era of corporate sustainability.

Ultimately, the discipline of auditing is an exercise in professional judgment. Whether using the 6th or 7th edition of 

a textbook, the core mission remains the same: to act as a diligent gatekeeper of financial integrity through the 

systematic application of standards, the relentless pursuit of reliable evidence, and the unwavering commitment to 

ethical conduct. The transition from a student using a Solution Manualto a professional conducting a multi-million

dollar engagement is bridged by a deep understanding of these technical foundations.
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