Question 4

a) Turret Ltd
Turret Ltd’s sales ledger has been corrupted by a computer virus therefore no detailed
testing has been performed on revenue and receivables. The audit team will need to
see if they can confirm revenue and receivables in an alternative manner. If they are
unable to do this, then two significant balances in the financial statements will not
have been confirmed. 2M

Revenue and receivables are both higher than the total profit before tax (PBT) of  £1.8m. 1M Receivables are 172% of profit before tax 1M  and revenue is nearly eight times the profit before tax, 1M hence this is a very material issue. 1M

Procedures to be adopted include:
· Discuss with management whether they have any alternative records which detail revenue and receivables for the year. 1M
· Attempt to perform analytical procedures, such as proof in total or monthly comparison to last year, to gain comfort in total for revenue and for receivables. 1M

The auditors will need to modify the opinion as they are unable to obtain sufficient
appropriate evidence in relation to two material and pervasive areas, being receivables
and revenue. 1M
The opinion paragraph will be a disclaimer of opinion 1M  and will state that the auditor
does not express an opinion on the financial statements. 1M
A basis for disclaimer of opinion paragraph will explain the limitation in relation to the
lack of evidence over revenue and receivables. 1M

b) GCS Ltd:
- Modify the report and the opinion due to the inability to obtain sufficient appropriate evidence on which to base the opinion (limitation of scope). 1M
- The amount of inventory is material at 21% of the profit before tax and 6% of total assets. 1M
- Consequently the possible effects on the financial statements of undetected misstatements, if any, could be material. 1M
- The issue is unlikely to be pervasive as it is confined to specific elements in the financial statements and any error in inventory is unlikely to represent a substantial proportion of the financial statements. 1M
- The opinion should be qualified and there should be a paragraph explaining the reasons for the inability to obtain sufficient appropriate audit evidence. 1M

b) Impact on interim and final audit

Interim audit
Parker and Partners could look to rely on any internal control documentation produced by
internal audit (IA) as they would need to assess whether the control environment has
changed during the year. 2M
If the IA department has performed testing during the year on internal control systems,
such as the payroll, sales and purchase systems, then Parker and Partners could review and
possibly place reliance on this work. This may result in the workload reducing and
possibly a decrease in the external audit fee. 2M
During the interim audit, Parker and Partners would need to perform a risk assessment to
assist in the planning process. It is possible that the IA department may have
conducted a risk assessment and so Parker could use this as part of their initial
planning process. 2M
Parker and Partners would need to consider the risk of fraud and error and non‐compliance
with law and regulations resulting in misstatements in the financial statements. This is
also an area for IA to consider, hence there is scope for Parker and Partners to review the work
and testing performed by IA to assist in this risk assessment. 2M

Final audit
It is possible that the IA department may assist with year‐end inventory counting and
controls and so Parker and Partners can place some reliance on the work performed by them,
however, they would still need to attend the count and perform their own reduced
testing. 2M
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