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	Resource
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	Student Resource 15.1
	Statements: Doctored Financials

	Student Resource 15.2
	Practice: The Audit

	Student Resource 15.3
	 Reading: Forensic Accounting

	Student Resource 15.4
	Guidelines: Audit of a Real Estate Development Company

	Student Resource 15.5
	Example: Audit Letter to Ms. Rosa of Rosa’s Bicycle Rentals 

	Student Resource 15.6
	Writing Assignment: Audit Letter to a Real Estate Development Company Owner



Student Resource 15.1
Statements: Doctored Financials
Directions: Use the following source documents to begin verifying the paper trail leading to the financial statements for Rosa’s Bicycle Rentals. Within this set of financials you’ll find at least 10 errors. When you find an error in the doctored financials, note directly on the resource where the error is using a highlighter, and then use a pencil to make a note detailing the problem. 
Here are some tips to help you organize your work:
1. First, organize all of the source documents and match them up with the appropriate check stubs where appropriate.
1. Compare the financial documents with the general journal entries. If a check was written and there is no other source document providing proof that the check was written for business purposes, note that discrepancy. In the general journal description, highlight the explanation line and write a note such as, “no invoice found in source docs” directly on the general journal.
1. Follow the journal entry through posting and on to the income statement and the balance sheet to verify the source document was correctly recorded throughout the process.
Example: In this example, identify the error with a highlighter and note the consequence(s) of the error in pencil:
Find line 25, dated 6/11/2013 in the general journal, and highlight this entry. You will notice from the source documents that the expense is for Rosa’s daughter’s birthday party. Rosa’s business can’t pay for her personal expenses because that breaks the GAAP rule for maintaining separate entities. The IRS needs documentation of legitimate business expenses. This unacceptable expense reduces her taxable income and therefore her taxes. Make notes in pencil on the general journal about the GAAP, IRS, and why expensing personal business through Rosa’s company breaks the rules of each.




Check Stubs
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Accounts Payable Invoices
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[image: Acctg_Lesson 15_page 7_fixed]


Garbage Bills
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Gasoline Credit Card Bill
[image: Acctg_Lesson 15_page 9_fixed]


Accounts Receivable Invoice
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Bank Statement
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Cash Receipts
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Contract for Rental Space
[image: image13]

Advertising Bill
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Insurance Bill
[image: Acctg_Lesson 15_page 16_fixed]

Office Supply Store Receipt
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Accounting Services Bill
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	Rosa’s Bicycle Rentals

	GENERAL JOURNAL

	
	
	
	
	Page 1

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT

	6/1/2013
	Cash
	 
	10,000.00
	 

	 
	     Capital - Rosa
	 
	 
	10,000.00

	 
	          Memo #1
	 
	 
	 

	6/1/2013
	Trash Expense 
	 
	80.00
	 

	 
	     Cash
	 
	 
	80.00

	 
	         Check 101
	 
	 
	 

	6/1/2013
	 Equipment
	 
	230.00
	 

	 
	     Accounts Payable - Helmet Shop
	 
	 
	230.00

	 
	         Helmet purchase invoice 16125
	 
	 
	 

	6/2/2013
	Maintenance Expense
	 
	330.00
	 

	 
	     Cash
	 
	 
	330.00

	 
	          Check 102
	 
	 
	 

	6/5/2013
	Rent Expense
	 
	1,200.00
	 

	 
	     Cash
	 
	 
	1,200.00

	 
	          Check 103
	 
	 
	 

	6/8/2013
	Advertising Expense
	 
	440.00
	 

	 
	     Cash
	 
	 
	440.00

	 
	          Check 104
	 
	 
	 

	6/9/2013
	Gasoline Expense
	 
	100.00
	 

	 
	       Accounts Payable - Flexxon Gasoline
	 
	 
	100.00

	 
	          Invoice 1138
	 
	 
	 

	6/10/2013
	Withdrawals - Rosa
	 
	1,000.00
	 

	 
	     Cash
	 
	 
	1,000.00

	 
	          Check 105
	 
	 
	

	6/11/2013
	Entertainment Expense
	 
	775.00
	 

	 
	     Cash
	 
	 
	775.00

	 
	          Check 106
	 
	 
	 

	6/12/2013
	Equipment
	 
	1,500.00
	 

	 
	    Accounts Payable - Rd Runner Bikes
	 
	 
	1,500.00

	 
	          Bike purchase invoice 1512
	 
	 
	 





	Rosa’s Bicycle Rentals

	GENERAL JOURNAL

	
	
	
	
	Page 2

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT

	6/13/2013
	Insurance Expense
	 
	500.00
	 

	 
	     Cash
	 
	 
	500.00

	 
	          Liability ins check 107
	 
	 
	 

	6/14/2013
	Cash
	 
	125.00
	 

	 
	     Interest Revenue
	 
	 
	125.00

	 
	          Interest on bank stmt 6/14/13
	 
	 
	 

	6/17/2013
	Maintenance Expense
	 
	325.00
	 

	 
	     Cash
	 
	 
	325.00

	 
	          Check 108
	 
	 
	 

	6/20/2013
	Cash
	 
	3,000.00
	 

	 
	     Rental Revenue
	 
	 
	3,000.00

	 
	          Receipts for week (#1001–1007)
	 
	 
	 

	6/21/2013
	Trash Expense 
	 
	55.00
	 

	 
	     Accounts Payable - Waste Pickup
	 
	 
	55.00

	 
	         Invoice 3033
	 
	 
	 

	6/25/2013
	Accounts Receivable - Hom
	 
	750.00
	 

	 
	       Rental Revenue
	 
	 
	750.00

	 
	          Invoice 125
	 
	 
	 

	6/25/2013
	Office Supplies 
	 
	215.00
	 

	 
	     Cash
	 
	 
	215.00

	 
	         Check 109
	 
	 
	 

	6/29/2013
	Rent Expense
	 
	1,100.00
	 

	 
	     Cash
	 
	 
	1,100.00

	 
	          Check 110
	 
	 
	 

	6/30/2013
	 Accounting Expense
	 
	150.00
	 

	 
	     Cash
	 
	 
	150.00

	 
	         Check 111
	 
	 
	 





	Rosa’s Bicycle Rentals

	GENERAL LEDGER

	
	
	
	
	
	
	

	ACCOUNT
	Cash
	ACCOUNT NO.
	101

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/1/2013
	 
	G1
	10,000.00
	 
	10,000.00
	 

	6/1/2013
	 
	G1
	 
	80.00
	9,920.00
	 

	6/2/2013
	 
	G1
	 
	330.00
	8,475.00
	 

	6/5/2013
	 
	G1
	 
	1,200.00
	8,720.00
	 

	6/8/2013
	 
	G1
	 
	440.00
	8,280.00
	 

	6/10/2013
	 
	G1
	 
	1,000.00
	7,280.00
	 

	6/11/2013
	 
	G1
	 
	775.00
	6,130.00
	 

	6/13/2013
	 
	G2
	 
	500.00
	6,780.00
	 

	6/14/2013
	 
	G2
	125.00
	 
	6,905.00
	 

	6/17/2013
	 
	G2
	 
	325.00
	5,805.00
	 

	6/20/2013
	 
	G2
	3,000.00
	 
	8,805.00
	 

	6/25/2013
	 
	G2
	 
	215.00
	8,260.00
	 

	6/29/2013
	 
	G2
	
	1,100.00
	7,160.00
	 

	6/30/2013
	 
	G2
	 
	150.00
	7,010.00
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	ACCOUNT
	Accounts Receivable - Hom
	ACCOUNT NO.
	110

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/25/2013
	 
	G2
	750.00
	 
	750.00
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	ACCOUNT
	Equipment
	ACCOUNT NO.
	120

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/1/2013
	 
	G1
	230.00
	 
	230.00
	 

	6/12/2013
	 
	G1
	1,500.00
	 
	1,730.00
	 

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	ACCOUNT
	Office Supplies
	ACCOUNT NO.
	130

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/25/2013
	 
	G2
	215.00
	 
	215.00
	 

	
	
	
	
	
	
	



	
ACCOUNT
	Accounts Payable - Helmet Shop
	ACCOUNT NO.
	201

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/1/2013
	 
	G1
	 
	230.00
	 
	230.00

	
	
	
	
	
	
	

	ACCOUNT
	Accounts Payable - Flexxon Gasoline
	ACCOUNT NO.
	205

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/9/2013
	 
	G1
	 
	100.00
	 
	100.00

	
	
	
	
	
	
	

	ACCOUNT
	Accounts Payable - Road Runner Bikes
	ACCOUNT NO.
	210

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/12/2013
	 
	G1
	 
	1,500.00
	 
	1,500.00

	
	
	
	
	
	
	

	ACCOUNT
	Accounts Payable - Waste Pickup
	ACCOUNT NO.
	215

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/21/2013
	 
	G2
	 
	55.00
	 
	55.00

	
	
	
	
	
	
	

	ACCOUNT
	Capital - Rosa
	ACCOUNT NO.
	301

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/1/2013
	 
	G1
	 
	10,000.00
	 
	10,000.00

	
	
	
	
	
	
	

	ACCOUNT
	Withdrawals - Rosa
	ACCOUNT NO.
	305

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/10/2013
	 
	G1
	1,000.00
	 
	1,000.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Rental Revenue
	ACCOUNT NO.
	401

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/20/2013
	 
	G1
	 
	3,000.00
	 
	3,000.00

	6/25/2013
	 
	G2
	 
	750.00
	 
	3,750.00

	
	
	
	

	
	
	
	

	ACCOUNT
	Accounting Expense
	ACCOUNT NO.
	505

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/30/2013
	 
	G2
	150.00
	 
	150.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Advertising Expense
	ACCOUNT NO.
	510

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/8/2013
	 
	G1
	440.00
	 
	440.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Entertainment Expense
	ACCOUNT NO.
	511

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/11/2013
	 
	G1
	775.00
	 
	775.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Gasoline Expense
	ACCOUNT NO.
	512

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/9/2013
	 
	G1
	100.00
	 
	100.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Insurance Expense
	ACCOUNT NO.
	515

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/13/2013
	 
	G2
	500.00
	 
	500.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Maintenance Expense
	ACCOUNT NO.
	517

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/2/2013
	 
	G1
	330.00
	 
	330.00
	 

	6/17/2013
	 
	G2
	325.00
	 
	655.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Rent Expense
	ACCOUNT NO.
	520

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/5/2013
	 
	G1
	1,200.00
	 
	1,200.00
	 

	6/29/2013
	 
	G2
	1,100.00
	 
	2,300.00
	 

	
	
	
	
	
	
	



	ACCOUNT
	Trash Expense
	ACCOUNT NO.
	525

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/1/2013
	 
	G1
	80.00
	 
	80.00
	 

	6/21/2013
	 
	G2
	55.00
	 
	135.00
	 

	
	
	
	
	
	
	

	ACCOUNT
	Interest Revenue
	ACCOUNT NO.
	601

	
	
	
	
	
	
	

	
	
	
	
	
	BALANCE

	DATE
	DESCRIPTION
	POST REF
	DEBIT
	CREDIT
	DEBIT
	CREDIT

	6/14/2013
	 
	G2
	 
	125.00
	 
	125.00






	Rosa’s Bicycle Rentals

	Trial Balance

	June 30, 2013

	 
	 
	 

	 
	Debits
	Credits

	Cash
	7,010.00
	 

	Accounts Receivable - Hom
	750.00
	 

	Equipment
	1,730.00
	 

	Office Supplies
	215.00
	 

	Accounts Payable - Helmet Shop
	 
	230.00

	Accounts Payable - Flexxon Gasoline
	 
	100.00

	Accounts Payable - Road Runner Bikes
	 
	1,500.00

	Accounts Payable - Waste Pickup
	 
	55.00

	Capital - Rosa
	 
	10,000.00

	Withdrawals - Rosa
	1,000.00
	 

	Rental Revenue
	 
	3,750.00

	Accounting Expense
	150.00
	 

	Advertising Expense
	440.00
	 

	Entertainment Expense
	775.00
	 

	Gasoline Expense
	100.00
	 

	Insurance Expense
	500.00
	 

	Maintenance Expense
	655.00
	 

	Rent Expense
	2,300.00
	 

	Trash Expense
	135.00
	 

	Interest Revenue
	125.00
	 

	     TOTAL
	 
	 






	Rosa’s Bicycle Rentals

	Balance Sheet

	For the Month Ended June 30, 2013

	
	
	

	Revenue:
	 
	 

	     Rental Revenue
	 
	3,750.00

	Expenses:
	 
	 

	     Accounting Expense
	150.00
	 

	     Advertising Expense
	440.00
	 

	     Entertainment Expense
	775.00
	 

	     Gasoline Expense
	100.00
	 

	     Insurance Expense
	500.00
	 

	     Maintenance Expense
	655.00
	 

	     Rent Expense
	2,300.00
	 

	     Trash Expense
	135.00
	 

	     Total Operating Expenses
	 
	5,055.00

	Operating Income
	 
	8,805.00

	Other Revenue:
	 
	 

	     Interest Revenue
	 
	125.00

	Net Income
	 
	8,930.00



	Rosa’s Bicycle Rentals

	Statement of Changes in Owner’s Equity

	For the Month Ended July 30, 2012

	
	
	

	Beginning Capital, June 1, 2013 
	 
	0.00

	Add: Investments by Owner
	 
	10,000.00

	  Subtotal
	 
	10,000.00

	Less: Withdrawals by Owner
	1,000.00
	 

	          Net Loss
	1,180.00
	 

	Total Decrease in Capital
	 
	2,000.00

	Ending Capital, June 30, 2013
	 
	7,820.00









	Rosa’s Bicycle Rentals

	Income Statement

	June 30, 2013

	
	
	

	                        Assets
	 
	 

	 
	Debits
	Credits

	Cash
	8,010.00
	 

	Accounts Receivable - Hom
	750.00
	 

	Equipment
	1,730.00
	 

	Office Supplies
	215.00
	 

	     Total Assets
	 
	10,705.00

	                       Liabilities
	 
	 

	Accounts Payable - Helmet Shop
	230.00
	 

	Accounts Payable - Flexxon Gasoline
	100.00
	 

	Accounts Payable - Road Runner Bikes
	1,500.00
	 

	Accounts Payable - Waste Pickup
	55.00
	 

	     Total Liabilities
	 
	1,885.00

	                       Owner’s Equity
	 
	 

	Capital - Rosa
	8,820.00
	

	Total Owner’s Equity
	 
	8,820.00

	     Total Liabilities and Owner’s Equity
	 
	10,705.00




Student Resource 15.2
Practice: The Audit
Student Name:_______________________________________________ Date:___________
Directions: Record the errors you find in Student Resource 15.1, Statements: Doctored Financials, on the chart below. This chart will help you keep track of the errors you located so that you can organize your thoughts for an audit letter to the owner of the company.
Fill in the columns as follows:
Error Found: Explain what you found and why it is an error.
Consequence of Error: Note the rule that is broken and explain how this affects the business.
Suggested Control for Rosa: Controls for a sole proprietorship are somewhat limited in that there may be only one person completing all the required functions of business. Sole proprietors depend on CPAs to make suggestions as to how they might change business practices to improve profit margins, adhere to GAAP, and remain within the law. Making bank deposits daily, designating the bank as guardian and recorder of the assets held, considering the advice of their CPA, and hiring outside auditors to review the financial information are the only external controls besides the Internal Revenue Service (IRS) that sole proprietors have to help protect their business’ assets.
Suggested Control for Larger Company: Many controls pertain to medium and large companies where there are multiple employees and different departments to handle the various functions of business. 
Review the example in the first row of the table before you begin work.
	Error Found
	Consequence of Error
	Suggested Control for Rosa
	Suggested Control for Larger Company

	Daughter’s birthday is a personal expense.
	GAAP rule of separate entities is broken.
Reduces taxable income and therefore taxes.
	CPA catches discrepancy. IRS needs documentation of legitimate business expenses.
	Segregation of duties—those who record don’t also pay bills.

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Student Resource 15.3
Reading: Forensic Accounting
[image: C:\Users\Mika\Documents\Pearson\2014\May\7\Accounting_Lesson15_Presentation_ROOT_050514\Slide1.JPG]
In this presentation, you will learn what forensic accounting is and how it is different than other types of accounting. You will use what you learn to go over financial statements just as a forensic accountant would.
[image: C:\Users\Mika\Documents\Pearson\2014\May\7\Accounting_Lesson15_Presentation_ROOT_050514\Slide2.JPG]
Forensic accountants are called in when there have been allegations of financial misconduct. They anticipate that their work may be used in court and so must produce audits at a very high standard. 
Forensic accountants don’t examine documents in the same way decision makers do. Forensic accountants figure out whether the financial statements presented are accurate to the extent that they are ready to state their case in a court of law. If they find no errors in the financial statements, they still make a detailed report about their examination. 
Forensic accountants are typically CPAs who specialize in engagements where there is a need for legal evidence.
[image: C:\Users\Mika\Documents\Pearson\2014\May\7\Accounting_Lesson15_Presentation_ROOT_050514\Slide3.JPG]
Some public accountants specialize in forensic accounting—investigating crimes such as securities fraud and embezzlement, bankruptcies and contract disputes, and other complex and possibly criminal financial transactions, including money laundering by organized criminals. Specialties may include work in insurance claims, personal injury, construction, royalty audits, and fraud.
Forensic accountants utilize an understanding of business information and financial reporting systems, accounting and auditing standards and procedures, evidence-gathering and investigative techniques, and litigation processes and procedures to perform their work. 
Forensic accountants combine their knowledge of accounting and finance with law and investigative techniques to determine whether an activity is illegal. Many forensic accountants work closely with law enforcement personnel and lawyers during investigations and often appear as expert witnesses during trials. 
[image: C:\Users\Mika\Documents\Pearson\2014\May\7\Accounting_Lesson15_Presentation_ROOT_050514\Slide4.JPG]
Auditors face mounds of papers to sort through, so they can only check some items in each journal entry and follow them through the ledger, the trial balance, and all the financial statements. It’s not necessary to check everything—a sampling based on the size of the business will provide the auditor with adequate evidence that the financial statements are free of material misstatement. 
Forensic accountants seek to provide a level of detail that will be sustainable under legal scrutiny and review. This approach is based on the fact that the court makes the ultimate decision about what the accounting facts are. Auditors typically use a somewhat random sampling procedure because they can’t look at everything. However, if a forensic accountant is called in, he or she would likely look at more detail than an auditor, focusing on the records specific to what’s believed to be the criminal activity. 
[image: C:\Users\Mika\Documents\Pearson\2014\May\7\Accounting_Lesson15_Presentation_ROOT_050514\Slide5.JPG]
The main job of an auditor is verification of a company’s financial records to see if they present a true financial situation. Auditors study source documents to determine whether a company's records present its true financial situation. They check the company’s bookkeeping and accounting methods by analyzing its books and records. They compare the company’s books with the records of the banks, brokers, creditors, and others who deal with the company. They check the books of the departments within the company as well. 
Forensic accountants utilize accounting, auditing, and investigative skills when conducting an investigation. Equally critical is their ability to respond immediately and to communicate financial information clearly and concisely in a courtroom setting. 
Both types of audit require extreme accuracy and attention to detail.



Student Resource 15.4
Guidelines: Audit of a Real Estate Development Company
Directions: As you progress through your partner’s financials, remember that you are following a paper trail that develops as transactions occur. If something doesn’t look right, write down your question immediately. Try to clarify what happened so that you don’t get lost in the paperwork later on. Above all, take notes! Use the guidelines below to help you stay on track and on the lookout for accuracy.
Once you’ve spotted all the errors you can find, you’ll use the information to write an audit letter to the real estate development company owner summarizing your analysis
Review all source documents carefully to ensure they were journalized and posted properly and were directly connected to the operations of the business (i.e., no personal items recorded as business items).
Check to see that all journal entries have source documents as verification.
Make sure all account numbers fall within the chart of accounts guidelines.
Calculate the running debit and credit balances in the ledger to confirm accuracy.
Make sure all accounts are represented accurately on the financial statements.
Verify mathematical accuracy of financial statements.
Check the headings of all financial statements to ensure they’re formatted correctly and have the correct information.
Look for ways the owner could make net income, owner’s equity, and assets appear greater than they actually are and make taxable income less than it actually is.
Remember that just because a balance sheet balances doesn’t mean it’s accurate. Assets, liabilities, and owner’s equity may be overstated or understated.
Some internal controls for a company with employees to consider:
Cash controls (including depositing cash daily or locking cash in a safe if unable to deposit)
Employee bonding
Segregation of duties
Rotation of duties
Budgeting
Some external controls to consider:
Audit
Bank statement
Analyze all of the data you gather and organize it so that you can use it to communicate your findings in a letter to the owner of a real estate development company. 

Student Resource 15.5
Example: Audit Letter to Ms. Rosa of Rosa’s Bicycle Rentals
July 31, 20__

A-1 Accounting Services
6500 No. Main St.
Uptown, TX 41845

Ms. Rosa
Rosa’s Bicycle Rentals
14 Main Street
Downtown, TX 41844

Dear Ms. Rosa,
I found a number of discrepancies in your financial statements that I wanted to bring to your attention. As your company grows and you hire employees or possibly partner with someone else, you would benefit from having some controls in place.
I found six instances where your personal expenses were paid through your business and recorded as business expenses. If Rosa’s Bicycle Rentals records personal expenses as business expenses, then GAAP rules regarding separate entities are violated. The company’s taxable income is reduced and so are its taxes. The Internal Revenue Service (IRS) needs documentation of legitimate business expenses for the business. Some controls in the future may include implementing segregation of duties so that those who write the checks don’t sign them. Also, those who sign the checks shouldn’t be responsible for accounting for the transactions. In addition, you may want to consider making daily deposits in the bank and/or making night drops so there’s no money left in the business. If you must leave money on location, then lock it up in a safe until you can get to the bank.
In the future, as you hire employees and expand your internal support structure, you may need to have different people check each other’s work and periodically conduct internal audits.
On the trial balance, I noticed there was a debit/credit imbalance due to a recording error when booking interest revenue. Interest revenue should have been credited, not debited. If you can remember strategies such as dividing the difference by two and looking for that amount, it’s easy and efficient to find similar errors.
On the income statement, revenue and expenses were added together. Instead, expenses should’ve been subtracted from revenue to find operating income.
On the balance sheet, both cash and capital accounts were overstated by $1,000. To avoid these mistakes in the future, compare the ending cash balance on the balance sheet with the cash balance on the bank reconciliation to confirm the correct cash balance. Also, compare the ending capital balance on the balance sheet with the ending capital on the statement of changes in owner’s equity to confirm the correct capital balance.

The income statement’s and balance sheet’s titles were switched on the financial statements. Also, an erroneous date was entered on the statement of changes in owner’s equity. These types of errors may appear as red flags to potential investors or creditors. Those stakeholders may assume that these types of paperwork errors are indicative of business practice errors, so we want to be sure all aspects of each document are accurate.
Please advise if I may be of further service.
Sincerely,

Al Abercrombie, CPA
A-1 Accounting Services

Student Resource 15.6
Writing Assignment: Audit Letter to a Real Estate Development Company Owner
Directions: Use the template below to compose a letter to the owner of your partner’s real estate development company. In addition to content, pay particular attention to the formatting and spacing of the letter. You’ll need to present this written report to a court of law (a.k.a. your teacher). Use Student Resource 15.5, Example: Audit Letter to Ms. Rosa of Rosa’s Bicycle Rentals, as a guideline for the types of content you should include. The example can also serve as a guideline for the basic structure of your letter. Review the rubric that your teacher will use to assess your letter before you begin work. 
Be sure to include the following in your letter:
Ten errors, ten areas of strength in which the company is conducting business as expected, or a combination of ten problem areas and areas in which you noticed no problems.
At least two suggestions for controls that are either in place, or should be in place, to prevent future errors.
At least four suggestions for controls that may be useful in the future as the company grows and develops into a larger firm.

Follow this template to structure your letter:
Company Name and Address (your forensic accounting firm’s name & address)
Date

Real Estate Development Company Owner
Real Estate Development Company Name
Address

Dear Ms. or Mr. 
Body of the letter (introduction, content and nature of the letter, conclusion)



 
Sincerely,
(This space for your signature)
Printed Name
Job Title (Forensic Accountant)
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image4.jpeg
Accounts Payable Invoice

Someone Else’s Business

Invoice number 1125 Date 612
To: Vendor Info
Rosa's Bicycle Rentals Helmet Shop
14 blin Street 110 No. Mai Stret
Dovntonn, TX 41844 Downiown, TX 41844
484-767-BIKE 4847677700

Account pumber 86

SERVICES RENDERED / MERCHANDISE PURCHASED.

1 red helmet 75.00

1 white helmet 75.00

1 blue helmet 75.00

Tax|5.00

Due Date 7113 amounTouE  [5230.00
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Someone
Else’s
Business

Accounts Payable Invoice

Invoice number 1512 Date 513
To: Vendor Info
Rosa's Bicycle Rentals Road Rumer Bikes
14 bain Steet 1110 No. Mai Street
Downtown, TX 41844 Downionn, TX 41844
484767-BIKE

Account number 4180,

SERVICES RENDERED / MERCHANDISE PURCHASED.

1 kiler bike 140000
Tax| 100.00
Dueate a3 amounToue  [$1,500
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Bill's Garbage Pickup

925 No. Bahrenburg Ct., Downtown, TX, 41844

To:
Bilnumber 3001 Rosais Bicycle Rentals
Date 81113 - 14 Main Strect

Dovntonn, TX 41844

Account Mo 1441844

( Worlrmgm)recpk T
our planet clean!

DueDate_&1013 —

Bill’s Garbage Pickup

925 No. Bahrenburg Ct., Downtown, TX, 41844

To:
Bilnumber 3033 Rosats Bicycle Rentals
Date 62113 3551 Serendipity Ln

‘Spacal pickup t Tranqul Towrhouses, 3551 Serendipty Lane, UK/ TX 41849

ousksTxerwss
Account No. 1441844

| Working to keep
\_ our planet clean!

) AMOUNT DUE $5500

= / DueDate 3
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FLEXXON GAS
CORPORATION

Gasoline Credit Card Bill

To:

Account number
Bl Date.

Amount due.

Rosa's Bicycle Rentals
14 bain Street

Downtown, TX 41844
e
_eoaisa

swog0

PAYMENT IS DUE UPON RECEIPT

92013

425 Route 66, Dovntown, TX 100.00

TOTAL DUE 100,00
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Accounts Receivable Invoice

bae s2ss

Rosa's Bicycle Rentals
14 Main Streat
Downtonn, TX 41844
484767 BIKE.

SERVICES RENDERED

Invoicenumber 125

To:

ke Hom
1445 Pleasant i Dr.

Uptown, TX 41845
a0rs203214

Account number:  mh101

For renalof 3 bikes for 2 days beginning 625

DueDate TOSAZ

J——
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Downtown National Bank
101 Main Street
Dontown, TX 41844

Statement
Customer Rosats Bcyele Renals

Dowmown
NATIONAL BANK

Statement date 8302013

Account number _580-47:3304.

Tansaction Summary
Beginning balance: 0

Deposis 1312500
Withdrawals: 0.
11 Checks:

Ending balance: 7.010.00.
Hemized Transactions

Deposis
[oste—[Amount Descion Daie[Amount Descrpion
[s0120[s1000000 [ epost

[enarmors [szso0 nerest camed

(o001 30000 Cosn depest

wineravais

ate Fonouni e et

Chedks

Date[Checks[Amount [ Bance | [Date | Gheaks | Amouni | Baiance
CT T 000

w0t |10z | 3000 I

52013 103 120000 I

w015 | t0s ‘si000 [ T

[enozo1 | 05 700000 I T

[eruaons | s 500 T

e3z013 | o7 50000 T

a0ty |08 32500 [

anszons | 100 2500 [

6292015 | 10| 110000 [ i

sn0z20ts |11t 15000 I
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Reference Rental=5 bikes, 4 ho

Receipt number _1001

Recelved from St Nosh
Signature Masuel Nosh

Receipt verification _AS. Rosa.

Reference Rental 2 bkes, 4 bours, 2 hlmets

Received from M Nevile

Signature Sa Neville
Receiptverification Mo, Rosa

Reference Rental=2 bikes, 4 hours.

Dae s
Amount$500.00

Receipt number 1002
Date g2
Amount s25000

Receipt number 1003

Received from M. Tobias.

Signature Lizg. Tobias.
Receiptverification A5, RoSA.

Reference Rental =  bikes, 3.25 hours, & helmets.

Receivedfrom D Aguala
Signature Sion Arguella
Receiptverification A4S, ROTA

Reference Rental—2 bikes, 2.3

Date s
Amount 5200.00

Receipt number 1004
Date_Bi15(13
Amount STI000

Receipt number 1005

Received from  Nosle Simonson
Signature Noetle Simonson.
Receipt verification _AAS. RoS4.

Reference Rental=2 bkes, 4 hours.

Date _8/18/13.
Amount $750.00

Receipt number 1006

Received from M.

signature Amanda Cantretl
Receiptverificaton MS. Rosa

Reference Rental= 1 bike, 6.5 hous, Lhelmet

Received from

signature Aeid Rashad
Receiptverification A4S, ROSA

Date_g617:13 =
Amount 400,00

Receipt number 1007
Date.Bl18(13
Amourt Stga
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bae 82203 Account number_41300

Bennys Bike Repair Fosais Biycle Rertals
200 Mai Street 14 Main Streat
Dovmionn, TX 41844 Dovntonn, TX 41844
aai7E 5432 84767 BIKE

Accountnumber  001RBR

LABOR - DESCRIPTION AND COST OF MAINTENANCE PERFORMED.

Routine replacementiepairs for Rosa's - 2 hours @ $35our 7000
PARTS

Seat-s125ea 2500

Shocks -570/ea 7000

Ties -$50pr EX

SUBTOTAL sy

A T500]

AMOUNT DUE 53050
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RENT SPACE CONTRACT

Date June 1,20

DOWNTOWN PROPERTY MANAGEMENT CO.
100 Main Sreet

Downtown, TX 4184

4847671000

LOCATION OF RENTED SPACE

14 Main Stret
Downtown, TX 41844

AMOUNT DUE PER MONTH:
$1.20000

DUE DATE EACH MONTH:
Nolater than the Sth o each month

TERMS:

The property s to be maintained by Downtown Property Managerent Co. Sad may be Improvect
upon approvalof owne. When tenan vacates property an inspection wil be condicted. roperty s o be

teturned to orgina condtion unles othenvis approv by oAner:
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MORE SALES TRANSACTED HERE THAN
ANY OTHER NEWSPAPER!

4660 South Main Street, Downtown, TX 41344

ustomer name s Rosa
« Account number ROSA0S0808

Billdate 8082013

Terms Netdo

DESCRIPTION
T1i-page ad n specil adverising secton 522500
T1ipage a4 n Saturday home and garden secton 8500

SUBTOTAL 41000

Tax 3000

TotaL [ 54000
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Coverage | You Need Insurance

361 East Madera Boulevard
Downtown, TX 48144

DueDate gdaOta AMOUNT DUE [3500.00

Policy number _CY845. Type of policy Liabily

Policy issued to.hs. Rosa, of Rosa's Bicycle Rentals.
14 Main St Dountown, TX41844

Policyperiod _/132013 through 1132014

we)oUcq,
I bl
R
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OFFICE SUPPLY STORE

10 Main St Dawntown, TX 1844 4847674141

Receipt number 300

oate et
DESCRIPTION

1 ream computer paper 2500

1 setof nk cartrges forprnter 10000

3 dozen pens 2000

Accounting stamps and stamp pads. 500

susToTAL [ $20000

Tax 500

ToraL | 21500
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A-1Accounting
Services

6500 No. Main st. TO:Ms. Rosa
Uptown, TX 41845 14 Main Strest
a8a767-1080 Downtown, TX 41544

Receipt number 8564 Date _June 30,2013

DESCRIPTION AND COST OF SERVICES PERFORMED.

[Resauning consuahon senios for Rosa’s Biyle Renals

!

[
[
[

AMOUNT DUE [$150.00

Payable upon recelpt - THANK YOU!
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AOF
Principles of Accounting

Unit 4, Lesson 15

Forensic Accounting
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Forensic means suitable for a court of law
B

« Forensic accountants are used when there are
allegations of financial reporting misconduct. They often

give expert evidence at a trial.

- Because forensic accountants anticipate that their work
may be used in court, they must meet a very high
standard.

« Forensic accountants are sometimes called forensic
auditors or investigative auditors.

What other kinds of forensics do you know about in
addition to accounting?





image19.jpeg
Forensic accountants investigate crimes
Forensic accountants are often involved in
the following:

- Investigating and analyzing financial
evidence

« Developing computer applications
used for analysis and presentation of
financial evidence

« Communicating their findings in the
form of reports, exhibits, and
collections of documents

« Testifying in court as expert
witnesses and preparing visual aids to
support trial evidence
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A forensic accountant examines as much evidence as
required to make a case

e The sample of accounting
documents the forensic
accountant checks depends
on the size of the business.

« A forensic accountant
examines enough evidence
to ensure that the financial
statements are free from
material misstatement.

To what extent is it reasonable for a forensic
accountant to examine every third item in each journal
entry for a large company?
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A forensic auditor takes an audit one step farther
B

Audit

- Goal: Verifies a
company'’s financial
records

« Checks bookkeeping
and accounting
methods by analyzing
books and records

« Compares company'’s
books with records of
those who deal with the
company

Forensic Audit

Goal: Investigates
financial misconduct

Includes all aspects of an
audit plus investigative
skills

Adheres to legal
requirements for
evidence in a court of law

The findings are subject
to adversarial or judicial
scrutiny
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oate
Check o
Prevous balance
Deposit

Amount of check
Corrent Balance
paid o

for

Date
Check No.
Preious balance
Deposic

Amount of hack
Curtent Batance
paid To:

For

oute
Check o,
Preious balance
Deposit
Amount of heck
Gurrent Balance
Paid To:

For:

Date
Check o
Previous balance
Deposit

Amount of hack
Curtent atarce
PaidTo:

For:

Checking Account
Account #: 4713734123

Checking Account
Account #: 4719734123

Checking Account
Account # 4713.734123

Checking Account
Account #: 4749.734123
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Dste
Check o,
Preious balarce
Deposit
Amountof heck
Current Balance
Paid To:

For:

Dte
Check o
Previous balarce
Deposit
Amountof heck
Current Balance
Paid To:

for:

Date
Chec N
Previous balarce
Deposit

Amount of check

Current Balance

Date.

Check No
Preious balarce
Deposit 612008
Amount of check
Curent Balance

Paid To:

For:

one-time favor to brother Rodrigo

Checking Account
Account #: 4719-734123

My Bank

Checking Account
Account #: 4718-734123

My Bank

Checking Account
Account #: 4718-734123

Checking Account
Account #: 4715734123
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Dste
Check o,
Preious balarce
Deposit
Amountof heck
Current Balance
Paid To:

For:

Date
Check o
Previous balarce
Deposit
Amountof heck
Current Balance
Paid To:

for:

Date
Chec N
Previous balarce
Deposit 1408
Amount of check

Current Balance

0
Tranquil Townhouses
Rosa’sprimary residence

Checking Account
Account #: 4719-734123

My Bank

Checking Account
Account #: 4718-734123

My Bank

Checking Account
Account #: 4718-734123




