

a) Students can give the following (but not limited to):
An auditor can issue a qualified opinion in the following circumstances:
· The auditor agrees that the financial statements as a whole are fairly presented, except for few material misstatements. The misstatements are not pervasive. The rest of the financial statements are true and fair. 
· The auditor is unable to collect sufficient appropriate evidence relating to a particular area. This issue is material but not pervasive.  The rest of the financial statements are true and fair.

b) and
c) Henry Ltd.
· The current draft audit opinion is a qualified audit opinion. The auditor uses the structure “… except for the possible effects of the matter… the financial statements give a true and fair view…”
· This opinion is not appropriate because the auditor has not taken into account the pervasiveness of the matter. The amount of inventory is £45 million, which is 45% of total assets and 4.5 times of profit before tax, thus the matter is material and pervasive. The qualified audit opinion should not be used in this circumstance.
· The auditor should use the disclaimer of opinion because the auditor is unable to obtain sufficient and appropriate audit evidence, and the matter is material and pervasive.
(up to 7.5 marks)

Athon Ltd.
· The current draft audit opinion is a disclaimer of opinion. The auditor uses the structure “…we have not been able to obtain sufficient appropriate audit evidence… we do not express an opinion on the financial statements.”
· This opinion is not appropriate because the matter is not about scope limitation, e.g., the auditor found material misstatements. Disclaimer of opinion can be used only when the auditor is unable to obtain sufficient and appropriate evidence.
· The misstatement was £4 million, which is about 8% of profit before tax and 1% of total net assets. This misstatement is material but not pervasive. The appropriate opinion would be a qualified opinion.
(up to 7.5 marks)


