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Briefing notes 

Introduction 

These briefing notes provide relevant matters to be considered 

regarding the planning process for the new client, the Crux Group 

(the Group). 

 

(a) Audit risks evaluation 

Materiality is calculated at $8.1million (10% PBT) 

 

Upgrade and maintenance of the Sunseeker Cruises 

The Group will spend $75 million on upgrading and maintenance 

of the Sunseeker Cruise ships. As well as refurbishment, several 

ships have been enhanced by the installation of new entertainment 

facilities including cinemas and gyms. The $75 million upgrade is 

representing approx. 4.2% of the total assets and 92.6% of the 

profit before tax – therefore it is a material for the financial 

statements. If the management will account for these upgrades as 

an additions to the property plant and equipment, there is a risk that 

not all of the additions would meet the capitalization requirements. 

That means that the both property, plant and equipment line item 

and the profit before tax might be overstated. Also, there is a risk 

of inappropriate depreciation rates used for the new entertainment 

facilities including cinemas and gyms. Equipment in the gyms will 

need to be replaced on average every three years, and so 

considering the economic usefulness, relevant depreciation rates 

shall be considered in this matter. 

 

 

Acquisition/ recognition new ships (Explorer Cruises) - related 

party transaction considerations 

Two new ships with a total cost of $110 million will come into use. 

The ships were constructed by Vela Shipbuilders Co, a company 

which is not owned by the Group. However, the chairman of the 

Group, Max Draco, is also the chairman of Vela Shipbuilders Co, 

and his son is the company’s chief executive officer. A further three 

ships are currently under construction by Vela Shipbuilders Co. 

Apart from the quantitive aspects of above information and its 

significant impact on the financial statements from the perspective 

of the statement of the financial position ($110 million acquisition 

represent approx. 6% of the total assets therefore material to the 

financial statements), the related party transactions are considered 

very important to the financial statements from the qualitive 
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information. The mentioned transaction represents the related 

party transactions and there is a risk of not sufficient disclosures. 

Also the audit team shall consider the other aspects of these 

transactions in their planning procedures such as evaluation of the 

appropriateness/ arm- length basis rules of the transactions terms 

such as e.g. transaction price. The audit team shall also consider 

requesting relevant representations from the management as a 

supporting audit evidence in this matter. 

 

Notes payable (loan taken) recognition and accounting 

(Explorer Cruises) 

 

The purchase of the ships was financed through a $110 million loan 

with a fixed interest rate of 6% per annum. A further three ships are 

currently under construction by Vela Shipbuilders Co. The Group 

has taken out a loan of $180 million with a 6·5% fixed interest rate 

to finance this capital expenditure. There are several risks related 

to these loans. The audit team shall consider relevant aspects of 

the details/ key characteristics (e.g. if the assets are contingent/ 

'mortgaged', if any financial covenants apply to the loan taken) of 

the loan and plan relevant audit procedures in order to gain 

desirable level of assurance. The loans jointly represent 15% of the 

total assets there it is material for the financial statements. There is 

a risk that inappropriate accounting is applied for these loans e.g. 

amortized - cost / fair value, so that the notes payable (liabilities) 

might be understated. 

 

Revenue recognition from ticket sales 

Revenue includes passenger ticket sales, which accounts for 

approximately 85% of revenue. When customers book a cruise 

they are required to pay a refundable 20% deposit, which is initially 

recognised as deferred revenue. The balance of 80% is paid at 

least six weeks before the cruise commences and at that point it is 

also recognised as a deferred revenue. The full amount of the ticket 

price is transferred to revenue when the cruise starts irrespective 

of the duration of the cruise. With the deferred payments that the 

customers are obliged to pay in advance, there is a risk of the 

revenue recognition timing. Based on the relevant accounting 

standard e.g., International Financial Reporting Standards (the 

IFRS) i.e., IFRS 15 dealing with matters related to the revenue, the 

revenue shall be recognized only if the performance obligations 

have been fulfilled. In this case, the revenue might be recognized 

too early that is, while the customers pay their deposits. The risk 

might be significant also considering the fact that the management 
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might not monitor closely as it does with regarding to the less 

substantial revenue stream (on-board sales). 

 

Pioneer Cruise itineraries withdrawal of operating licenses 

Last week, the governments of several countries which form a 

major part of the Pioneer Cruise itineraries withdrew their operating 

licences with immediate effect. The governments have stated that 

this is likely to be a temporary measure being put in place to limit 

the number of tourists visiting areas of natural beauty, but they will 

not confirm when the Group can resume operations. There is a risk 

of impairment of the intangible assets as they might no longer be 

'economically useful. Based on the relevant standard i.e. 

International Accounting Standard (IAS) 36, if relevant factors are 

met that could indicate that e.g. an asset might be no longer used 

- the entity shall perform relevant test to confirm if there is any 

impairment recognition requirement. It seems like withdrawal of 

operating licences is the event triggering the need of performing 

impairment test - therefore the intangible assets might be 

overstated. 

 

Cyber-security attack 

Last month, the Group suffered a cyber-security attack in which the 

personal information of 1,400 customers, including their credit card 

details, were stolen. According to a representative of the Group 

audit committee, the Group’s internal audit team had not properly 

assessed the risks relating to cyber-security, which is a requirement 

of recently introduced data protection legislation in the jurisdiction 

in which the Group operates. The issue which led to the cyber-

security attack has now been resolved. There are several risks that 

the Group can face. The customers might sue the Group due to the 

fact that their personal details were stolen - i.e. there could be a 

need for providing relevant provisions considering the IAS and 

IFRS requirement i.e. in the event of past events that can end up 

with negative cashflow outcome in the future. There is also a risk 

that the Group can face a penalty since the data protection 

legislation in the jurisdiction in which the Group operates was 

breached/ was not followed. 
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(b) Principal audit procedures - segmental information 

 

(c) Matters to be considered - social and environmental 

information advice engagement 

 

Summary 

Several audit risks were identified and evaluated which should be 

considered during the planning process of the audit of the Group. 

The briefing notes also include the proposed audit procedures with 

respect to the segmental information of the Group's revenues. With 

respect to the additional service requested by the Group audit 

committee, in might not be appropriate to accept this engagement 

considering mostly the potential lack of specific related knowledge 

and the staffing requirement in such short deadline. Finally, the 

briefing notes include how data analytics can bring these benefits 

to an audit like that of the Group. 
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