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In the complex landscape of modern corporate governance, the demand for transparency and accountability has 

never been higher. Auditing and Assurance Services serve as the bedrock of financial markets, providing the 

necessary verification that allows investors, creditors, and regulators to trust financial data. The "Systematic 

Approach" popularized by authors like William F. Messier, Steven Glover, and Douglas Prawitt, provides a 

structured methodology for navigating the intricate requirements of the Sarbanes-Oxley Act (SOX) and 

international auditing standards. This guide provides an in-depth technical analysis of auditing frameworks, the 

phases of the audit process, and the integration of digital tools like ACL Software.

Theoretical Framework: Assurance, Attestation, and Auditing

Before delving into procedural mechanics, it is essential to distinguish between the three primary levels of

verification services. While often used interchangeably in casual conversation, they represent distinct tiers of

technical engagement.

•  Assurance Services: These are independent professional services that improve the quality of information, or 

its context, for decision-makers. This is the broadest category and includes non-financial information.

•  Attestation Services: A sub-category of assurance, where a practitioner issues a report on a subject matter or 

an assertion that is the responsibility of another party. Examples include reviews of financial forecasts or internal 

control reports.

•  Auditing: The most specific form of attestation. It is the systematic process of objectively obtaining and 

evaluating evidence regarding assertions about economic actions and events to ascertain the degree of 

correspondence between those assertions and established criteria (usually GAAP or IFRS).

The Hierarchical Relationship

To visualize the relationship between these services, consider the following technical matrix:



Service Category Scope of Subject Matter Level of Assurance 
Provided

Reporting Requirement

Assurance Broad (Financial and Non-
Financial)

Varies Not always a written report

Attestation Specific Assertions High to Moderate Written Report

Auditing Historical Financial 
Statements

High (Reasonable 
Assurance)

Formal Audit Opinion

The Systematic Audit Process: A Phase-by-Phase Technical Breakdown

A systematic approach to auditing, as outlined in the Messier 8th and 12th editions, minimizes the risk of material

misstatement by following a logical progression. This section breaks down the eight major phases of an audit

engagement.

Phase 1: Client Acceptance and Continuance

The auditor evaluates the integrity of the client's management and the auditor's ability to remain independent. This

involves assessing the business risk and the audit risk associated with the specific engagement. Technical

procedures include background checks on management and reviewing the previous auditor's workpapers if

applicable.

Phase 2: Preliminary Engagement Activities

In this phase, the engagement team is determined, and the Engagement Letteris signed. This legal contract

defines the scope of the audit, management's responsibilities, and the auditor's responsibilities. It is the first step in

managing legal liability and clarifying expectations.

Phase 3: Plan the Audit

Audit planning is where the strategy is formulated. The auditor develops an Audit Planthat details the nature,

timing, and extent of the audit procedures. Key technical concepts here include:

•  Materiality: Determining the threshold at which financial misstatements would influence the judgment of a 

reasonable user.

•  Risk Assessment: Identifying areas where the financial statements are most likely to be materially misstated.

Phase 4: Consider and Audit Internal Control

Under SOX Section 404, auditors of public companies must report on the effectiveness of the client's internal 

control over financial reporting (ICFR). This involves identifying key controls, testing their design, and testing their 

operating effectiveness. The COSO Framework(Committee of Sponsoring Organizations of the Treadway

Commission) is the standard benchmark used for this evaluation.

Phase 5: Audit Business Processes and Related Accounts

This is the core of the substantive testing phase. Auditors organize the audit by "cycles" or business processes, 

such as the Revenue Cycle, the Purchasing Cycle, and the Payroll Cycle. For example, in the revenue cycle, the 

auditor will test assertions like Existence (do the sales actually exist?), Completeness (are all sales recorded?), 

and Valuation (are the sales recorded at the correct amount?).

Phase 6: Complete the Audit



After testing individual cycles, the auditor performs final procedures. These include evaluating Contingent 

Liabilities, searching for Unrecorded Liabilities, and performing final analytical procedures to ensure the financial

statements make sense as a whole.

Phase 7: Evaluate Results and Issue the Audit Report

The auditor aggregates all found misstatements and determines if they are material in total. Based on this, they

issue an opinion. The four types of audit opinions are:

1.  Unqualified: The "clean" bill of health.

2.  Qualified: "Except for" specific items, the statements are fair.

3.  Adverse: The statements are materially misstated and do not follow GAAP.

4.  Disclaimer: The auditor cannot form an opinion due to scope limitations or lack of independence.

Mathematical Models in Auditing: The Audit Risk Model

Modern auditing is not a matter of checking every single transaction. Instead, it relies on the Audit Risk Model 

(ARM) to determine how much evidence is needed. The formula is expressed as:

AR = IR &times; CR &times; 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 and that could be material.

The auditor sets a desired level of AR (usually 5% or lower) and assesses IR and CR. They then solve for DR to

determine how much substantive testing is required. If the controls are weak (High CR), the auditor must lower the

Detection Risk by performing more extensive testing.

Integration of Technology: ACL Software and Data Analytics

The 8th edition of Auditing & Assurance Services by Messier highlights the use of ACL (Audit Command 

Language)software. As financial data grows in volume, manual sampling becomes insufficient. Computer-Assisted

Audit Techniques (CAATs) allow auditors to test 100% of a population rather than just a sample.

Applications of ACL in Auditing

•  Duplicate Testing: Identifying duplicate payments in the accounts payable ledger.

•  Gap Testing: Finding missing check numbers in a sequence to identify potential unrecorded transactions.

•  Data Profiling: Summarizing large datasets to identify outliers or unusual trends that require investigation.

•  Join and Relate: Comparing the employee payroll file against the vendor master file to detect "ghost 

employees" or fraudulent kickback schemes.

Case Study: Evaluation of Loan Loss Reserves

A technical challenge frequently encountered in bank audits is the evaluation of the Loan Loss Reserve. This is a 



highly subjective estimate made by management. During the substantive testing phase, the auditor must evaluate 

the reasonableness of this reserve.

The Auditor's Workflow for Estimates:

1.  Review the process: How does management calculate the reserve? Is the model mathematically sound?

2.  Test the data: Ensure the underlying loan data used in the model is accurate and complete.

3.  Develop an independent expectation: The auditor may create their own model to see if their estimate falls 

within a reasonable range of management's estimate.

4.  Review subsequent events: Look at actual loan defaults occurring after the balance sheet date but before the 

audit report is issued.



Audit Step Technical Objective Assertion Tested

Verification of Loan Aging Ensure loans are categorized 
correctly by risk

Valuation/Allocation

Review of Collateral Appraisals Determine if the underlying asset 
covers the loan

Valuation

Analysis of Historical Loss Rates Verify if management's loss 
percentages are realistic

Accuracy

The Regulatory Landscape: PCAOB vs. AICPA

In the United States, the regulatory environment is split based on the nature of the entity being audited. This

distinction is critical for practitioners to understand which standards apply.

1. Public Company Accounting Oversight Board (PCAOB)

Established by the Sarbanes-Oxley Act of 2002, the PCAOB oversees the audits of public companies (issuers). 

Their standards are mandatory for any firm auditing companies listed on US stock exchanges. They focus heavily 

on Internal Control over Financial Reporting (ICFR).

2. American Institute of Certified Public Accountants (AICPA)

The AICPA's Auditing Standards Board (ASB) issues Statements on Auditing Standards (SAS)for the audits of

private companies (non-issuers), non-profit organizations, and government entities. While similar to PCAOB

standards, there are significant differences in the reporting requirements for internal controls.

Technical Challenges and Troubleshooting in the Audit Field

Auditors often face operational challenges that can compromise audit quality. Understanding these failure modes is

essential for professional skepticism.

•  Scope Limitation: Occurs when the auditor is unable to perform a necessary procedure. Solution: If the 

limitation is material, the auditor must issue a Qualified opinion or a Disclaimer.

•  Management Override of Controls: Even the best internal controls can be bypassed by top management. 

Solution: Auditors are required to perform specific procedures to address this risk, such as testing journal entries 

and reviewing accounting estimates for bias.

•  Sampling Risk: The risk that the auditor's conclusion based on a sample might be different from the 

conclusion if the entire population were tested. Solution: Increase sample size or use non-statistical technical 

adjustments to the "upper limit of deviation."

The Future of Assurance: ESG and AI

The systematic approach is currently evolving to include Environmental, Social, and Governance (ESG) 

reporting. As stakeholders demand more than just financial transparency, auditors are being called upon to provide 

assurance on carbon emissions, diversity statistics, and supply chain ethics. Furthermore, Artificial Intelligence 

(AI)is being integrated into the audit workflow to predict high-risk transactions before they are even flagged by

traditional rules-based software.

The transition from manual verification to continuous, data-driven assurance represents the next frontier in the



profession. By adhering to the systematic framework established in the core literature of Messier and others,

auditors can ensure that regardless of the technology used, the fundamental principles of evidence, objectivity, and

professional skepticism remain intact. The systematic approach provides the necessary structure to navigate these

changes, ensuring that the audit continues to provide value in an increasingly volatile global economy.

Ultimately, the role of the auditor is not just to find errors, but to act as a guardian of financial integrity. Through the

rigorous application of the audit risk model, detailed internal control evaluations, and the strategic use of data

analytics, the profession maintains the trust that allows the global engine of capitalism to function efficiently. As

standards evolve from the 8th edition to the 12th and beyond, the core methodology of the systematic approach

remains the most reliable path to a high-quality audit.
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•  Mastering Audit Data Analytics: A Comprehensive Technical Guide to the AICPA Framework and Modern 
Implementation

   URL: http://www.alliedcogroup.com/comprehensive-guide-audit-data-analytics-aicpa-standards.pdf

•  Comprehensive Guide to Analytical Procedures in Audit Planning: Frameworks, Methodologies, and 
Implementation

   URL: http://www.alliedcogroup.com/analytical-procedures-audit-planning-guide.pdf

•  Comprehensive Guide to Audit Working Papers: Standards, Documentation, and Best Practices
   URL: http://www.alliedcogroup.com/comprehensive-guide-audit-working-papers-documentation-standards.pdf

•  Advanced Audit Working Papers: A Technical Framework for Documentation, Regulatory Compliance, 
and Quality Control

   URL: http://www.alliedcogroup.com/advanced-audit-working-papers-technical-framework.pdf
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