You are planning the audit of Lambda Ltd, a manufacturer of specialist electrical circuit boards who operate in the UK.  The company depends heavily on the export market as they sell to large electronics companies in Europe and beyond. They have experienced difficult trading conditions over the past couple of years due to a decline in end consumer demand following the pandemic.  This has put pressure on the company’s margins and directors have only just met their bonus targets.  To keep up with the investor’s recovery and growth aspirations, directors raised significant finance towards the end of the year which they have invested in premises overseas to support their international sales.
 
Extract of Lambda Ltd’s financial statements:
 
	 
	Y/E 31/3/22
	Y/E 31/3/21 

	 
	£’m 
	£’m 

	Revenue 
	80 
	70 

	Cost of sales 
	30 
	40 

	Gross profit 
	50 
	30 

	Distribution costs 
	1 
	2 

	Administration expenses 
	20 
	20 

	Operating profit 
	29 
	8 

	Finance costs 
	6 
	0.5 

	Profit before tax 
	23 
	7.5 


 
	Inventory 
	7 
	4 

	Cash and bank 
	0 
	3 

	Equity 
	5 
	5 

	Debt (Non-current liabilities) 
	12 
	2 


 TURN OVER 
You are required to: 
 
a) Calculate FIVE ratios, for both years, that will assist in the preliminary analytical review of Lambda Ltd. 
(5 marks) 

b) Considering all information in the scenario, the draft figures, and your calculations above:

 i) Identify SIX risks of material misstatement in the financial statements of Lambda Ltd;  						(6 marks) 

ii) Describe an appropriate audit procedure in response to each risk identified. 								(6 marks) 

