You are working within a firm of Chartered Accountants. You are assisting the senior audit manager in the process of reviewing three audit files to ensure that the audit opinion given is appropriate. The main issues on each of the audits, as documented on the ‘Points for Manager Attention’ sheet are as follows:
 
Alpha Ltd 
 
The audit procedures directed at substantiating the valuation of construction contracts at the year-end concluded that the stage of completion of projects could not be reliably verified.  The test concluded that the percentages have been overestimated in all cases tested. The sample tested was £10m. The error found in the sample was £1m. However, this error needs to be extrapolated over the population of £100m to obtain a ‘projected error’ which will be used in determining whether this matter is material. The misstatement affects revenue, receivables, and payables of Alpha Ltd, a construction company.  Materiality may be calculated as a percentage of revenue which is stated in the draft accounts at £500m. 
 
Beta Ltd 
 
Beta Ltd has £900,000 of closing inventory on the draft financial statements. The valuation of inventory was tested by tracing a sample of the ‘unit prices’ on the stock sheets to purchase invoices received during the year. A sample of £100,000 worth of inventory was tested and the results revealed that an understatement of £10,000 of inventory was found in this sample, caused by unit prices on the stock sheets being out of date. At the planning stage, the senior audit manager calculated materiality at £50,000. The directors are refusing to amend the error as they say it is below the level of materiality. 



You are required to: 
 
a) For each of the two cases above: 
i.  Explain with reasons whether the audit opinion should be modified; 
b.  State and justify the audit opinion to be expressed in the audit report. 

