The audit manager of Parker and Partners is currently reviewing the audit files of two of the firm’s audit clients and has noted the following issues that have been raised by the audit senior from the fieldwork that has been carried out :

a) Turret Ltd
Shortly after the accounting year ended on 30 June 2022, Turret Ltd’s accounting software was infected with a computer virus. As a result, all the data in the sales ledger only was corrupted while all the other modules of the software was not affected. The finance team of the company had been able to produce the financial statements about a week before the sales ledger database was corrupted. The situation was compounded by the fact that the finance team had not been conscientiously about backing-up the data which meant there was not back-up of the sales ledger. As a result, the auditors were unable to carry out a detailed test of the revenue and the accounts receivables. The financial statements showed the revenue of Turret Ltd was £14m with a profit before tax of £1.8m and a receivables balance of £3.1m.

Required:

Discuss the ramifications of this issue especially in terms of the materiality and recommend procedures that the audit team should undertake in this matter in an attempt to complete the audit. Explain the impact on the auditor’s report if the issue remains unresolved.
(12 marks)

b) GCS Ltd:
GCS Ltd did not carry out a physical stock count for the year ended 30 September 2022 on the basis that it maintains continuous inventory records. In March 2022, a fire broke out at the warehouse of GCS Ltd destroying the inventory and delivery records. The inventory itself was not damaged but the audit senior has stated in the audit file that there was no satisfactory way to verify the inventory records. Therefore GCS has estimated the inventory value at the year end to be £786,000 while the total asset value is £13m and profit before tax £3.7m.

Required

Discuss the impact on the audit report and justify your conclusions
(5 marks)

c) Explain the potential impact on the work performed by Parker and Partners during the interim and final audits, if GCS Ltd was to establish an internal audit department.
(8 marks)
[Total 25 marks]


