

a) Under what circumstances would an auditor issue a qualified opinion?
(5 marks)
Use the following information to answer b) and c):

You are working as an audit manager for A&T & Co. Below is some information on two of your clients this year.

Henry Ltd.
Henry Ltd. has profit before tax and total assets for the year ended as of 31st December 2019 of £10 million and £100 million, respectively. The extract below contains the proposed opinion and basis for opinion for the current fiscal year.

Opinion
[bookmark: _Hlk67479179]In our opinion, except for the possible effects of the matter described in the Basis for Opinion paragraph, the financial statements give a true and fair view of the financial position of Henry Ltd. as of 31st December 2019, and its financial performance and its cash flows for the year in accordance with accounting standards.

Basis for Opinion
With respect to inventory having a carrying amount of £45 million, the audit evidence available to us was limited because we did not observe physical inventory as of 31st December 2019, since that date was prior to our appointment as auditor of the company. Owing to the nature of the company’s records, we were unable to obtain sufficient appropriate audit evidence regarding the inventory quantities by using other audit procedures.

Athon Ltd.
Athon Ltd. has profit before tax and total assets for the year ended as of 31st December 2019 of £50 million and £400 million, respectively. The extract below contains the proposed opinion and basis for opinion for the current fiscal year.

Opinion
[bookmark: _Hlk67479276]Because of the significance of the matters described in the Basis for Opinion paragraph, we have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. Accordingly, we do not express an opinion on the financial statements.

Basis for Opinion
The company’s receivables are carried in the statement of financial position at £25 million. We were unable to send confirmation letters to customers. However, we performed alternative tests by checking original sales documents and subsequent cash collections. Our evidence indicated that sales and receivables were overstated by £4 million due to in appropriate recognition of sales.


Required:

b) Describe the types of audit opinion which are currently being used for Henry Ltd. and Athon Ltd.
(5 marks)

c) Explain if the opinions are appropriate given the circumstances of each company. If not appropriate, propose other audit opinions for each company and justify your reasons.
(10 marks)

(Total 20 marks)

