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a) 
	Audit risk
	Auditor’s response

	1. The company is planning to undertake the full year-end inventory counts after the year end and then adjust for movements from the year end.
· If the adjustments are not completed accurately, then the year-end inventory could be under or overstated.
	1. The auditor should attend the inventory count held after the year end and note details of goods received and despatched post year end, in order to agree to the reconciliation.
· The audit team should increase the extent of inventory cut-off testing at the year end and at the date of the count.

	2. During the year, Music paid £1·1m to purchase a patent which allows the company the exclusive right for three years to customise their portable music players to gain a competitive advantage in their industry. The £1·1m has been expensed in the current year statement of profit or loss.
· In accordance with IAS 38 Intangible Assets, this should have been included as an intangible asset and amortised over its three-year life. As the sum has been fully expensed and not treated in accordance with IAS 38, intangible assets and profits are understated.
	2. The audit team will need to agree to the supporting documentation and confirm the useful life is three years as per the contract.
· Discuss with management the reason for fully expensing the £1·1m paid, and request they correct the treatment.
· The correcting journal should be reviewed and the amortisation charge should be recalculated in order to ensure the accuracy of the charge and that the intangible is correctly valued at the year end.

	3. During the year Music Makers Ltd has raised new finance through issuing £1·2m of shares at a premium. This needs to be accounted for correctly, with adequate disclosure made and the equity finance needs to be allocated correctly between share capital and share premium.
· If this is not done, then the accounts may be misstated due to a lack of disclosure or share capital and share premium may be misstated.
	3. The audit team should confirm that proceeds of £1·2m were received and that the split of share capital and share premium is correct and appropriately recorded.
· In addition, the disclosures for this finance should be reviewed in detail to ensure compliance with relevant accounting standards and local legislation.




	4. During the year Music Maker Ltd outsourced its sales ledger processing to an external service organisation. A detection risk arises as to whether sufficient and appropriate evidence is available at Music Maker Ltd to confirm the completeness and accuracy of controls over the sales and receivables cycle and balances at the year end.
	4. Discuss with management the extent of records maintained at Music Makers Ltd for the period after 31 January 2019 and any monitoring of controls undertaken by management over sales and receivables.
· Consideration should be given to contacting the service organisation’s auditor to confirm the level of controls in place.

	5. The sales ledger processing was transferred to the service organisation from 1 February 2019. If any errors occurred during the transfer process, these could result in sales and receivables being under/overstated.
	5. Discuss with management the transfer process undertaken and any controls put in place to ensure the completeness and accuracy of the data.
· Perform substantive testing on the transfer of information from the old to the new system.

	6. In 31 March 2019, the financial accountant of Music Maker Ltd was dismissed and is threatening to sue the company for unfair dismissal.
· A provision for unfair dismissal may be required. If this has not been done, there is a risk that profit may be overstated and the provision understated.
	6. The audit team should request confirmation from the company’s lawyers of the existence and likelihood of success of any claim from the former financial accountant.
· Determine whether the provision should be based on the company’s lawyer’s response.

	7. No supplier statement or purchase ledger control account reconciliations have been performed in the period from March 2019 to the year end.
· This a key control which is not operating and as such there is an increased risk of errors within trade payables and the year-end payables balance may be under or overstated.
	7. The audit team should increase their testing on trade payables at the year end, including performing supplier statement reconciliations, with a particular focus on completeness of trade payables.
· Request management prepare a year-end purchase ledger control account reconciliation. The audit team should undertake a detailed review of this reconciliation with a focus on any unusual reconciling items.





b) Safeguards to be adopted to address the conflict of interest:
· Both Music Makers Ltd and Streamline Ltd should be notified that Jones & Co would be acting as auditors for each company and, if necessary, consent obtained.
· Advising one or both clients to seek additional independent advice.
· The use of separate engagement teams, with different engagement partners and team members. This separation of teams is known as building a ‘Chinese wall’.
· Procedures to prevent access to information, for example, strict physical separation of both teams, confidential and secure data filing.
· Potentially the use of confidentiality agreements signed by employees and partners of the firm.
·  Once an employee has worked on one audit such as Music Makers Ltd then they would be prevented from being on the audit of Streamline Music Ltd for a period of time.
· Clear guidelines for members of each engagement team on issues of security and confidentiality.
· Regular monitoring of the application of the above safeguards by a senior individual in Jones & Co not involved in either audit.

a) ISA 300 – the audit plan converts the audit strategy into a more detailed plan. A detailed audit plan assists the auditor to:
· Devote audit resources to important areas of the audit (also known as key audit matters).
· Identify and resolve potential problems on a timely basis (to avoid misunderstanding with clients).
· Manage the audit engagement efficiently and effectively (keep audit costs down).
· Select a capable and competent engagement team.
· direct and supervise engagement team members and review their work (audit quality); and
· Coordinate work to be done by auditors of components and experts.

Examples of items included in the audit plan:
· Timetable of planned audit work 
· Allocation of work to audit team members 
· Audit procedures for each major account area (e.g. inventory, receivables etc)
· Materiality for the financial statements as a whole and performance materiality.
· Documentation of the auditor’s understanding of the entity and its environment including the entity’s internal control.

