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Lesson 15
External Controls
In this lesson, students synthesize the skills they’ve learned throughout the course by applying controls to and reporting on the accountability of fictitious companies. The intent is to bring relevance to the students from the real world. By taking on the role of auditor, students demonstrate their understanding of accounting through a controlled real-world project. Students then present their findings to their fellow “company owners” in the form of a letter.
This lesson is expected to take 5 class periods. 
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Lesson Framework
Learning Objectives
Each student will:
Compare and contrast internal and external controls*
Demonstrate the ability to analyze financial documents to find possible errors
Demonstrate the ability to apply controls to companies in various scenarios
Demonstrate the ability to present audits effectively orally and in writing
*This is one of the 16 key learning objectives assessed by the NAFTrack Certification end-of-course exam for this course.
Academic Standards
The relevant Common Core State Standards are too extensive to list here but are an important basis for this lesson. For details, please refer to the separate document “Correlations to the Common Core Standards” (available in the Course Planning Tools section of the course materials).
Describe and follow laws and regulations to manage accounting operations and transactions (Common Career Technical Core 2012, FN-ACT 1)   
Process, evaluate and disseminate financial information to assist business decision making (Common Career Technical Core 2012, FN-ACT 3)
Understand how the legal system affects business (McREL Business Education Standards 1999, Standard 6)
Understand human resource management issues and how they affect the success of the organization (McREL Business Education Standards 1999, Standard 41)
Analyze the role of government in economic systems, especially the role of government in the U.S. economy (NBEA National Business Economics Association 2013, Economics VII. The Role of Government)
Assess the financial condition and operating results of a company and analyze and interpret financial statements and information to make informed business decisions (NBEA National Standards for Business Education 2013, Accounting III. Financial Analysis)
Assessment
	Assessment Product
	Means of Assessment

	Letter on audit findings of a partner’s real estate company’s financials (Student Resource 15.6)
	Rubric: Audit Letter to a Real Estate Development Company Owner (Teacher Resource 15.4)


Prerequisites
Familiarity with the guiding principles and main rules of GAAP
Proficiency preparing journals, ledgers, and trial balances
Familiarity with and experience preparing and analyzing income statements, statements of changes in owner’s equity, and balance sheets
Ability to find and correct errors in financial statements
Proficiency in writing business letters 
Data to analyze, such as the data gathered during Monopoly games
Understanding of internal controls that should be in place in companies with employees
Instructional Materials 
Teacher Resources
Teacher Resource 15.1, Answer Key: Doctored Financials
Teacher Resource 15.2, Answer Key: The Audit
Teacher Resource 15.3, Presentation and Notes: Forensic Accounting (includes separate PowerPoint file)
Teacher Resource 15.4, Rubric: Audit Letter to a Real Estate Development Company Owner
Teacher Resource 15.5, Key Vocabulary: External Controls
Student Resources
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
Equipment and Supplies
Blackboard, whiteboard, or flip chart
LCD projector and computer for PowerPoint presentation
Highlighter for each student
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Lesson Steps
	Step
	Min.
	Activity

	
	
	class period 1

	1
	15
	Think, Pair, Share: External Controls
The intent of this springboard activity is to help students understand the difference between internal and external accounting controls in a company, using an analogy of internal and external controls of honesty in a person.
Write two T-charts with some examples on the board:
What keeps a teenager honest?
	Internal Controls
	External Controls

	What adults taught you
	School system

	Conscience
	Peer pressure

	
	


What keeps a company honest?
	Internal Controls
	External Controls

	Supervisor
	

	Internal auditor
	

	
	


Explain that the difference between internal and external controls in a teenager is that the internal examples will come from within the person and the external examples will come from outside the person.
Tell students that the difference between internal and external controls in a company is that internal controls are imposed on employees by the company and external controls are imposed on the company by outside forces such as the law or other companies providing support. So, although both sets of controls affect employees, external controls are slightly more indirect. Then ask students to individually copy the chart in their notebooks and fill it in with as many examples as they can think of.
After a couple of minutes ask students to sit in pairs, share their ideas, and then add to their charts. After a few more minutes, ask students to share their ideas from their charts. Possible responses that may be listed in the chart are:
Internal controls for a person: conscience, morals, values, journal
External controls for a person: legal system, school system, accountants, spouse, parent or guardian, peer pressure
Internal controls for a company: cash controls, employee bonding, rotation of duties, budgeting, segregation of duties
External controls for a company: to be determined in this lesson
Explain that internal controls in a company help keep employees honest and external controls help keep the company honest. In a similar way that external controls act to keep a person honest, there are external controls in place that act to keep a company honest. A company is really just a collection of its employees, so external controls help keep management from influencing employees to act unethically.
Tell students that they will study two types of external controls: the lenders and the audit. Tell them that a bank acts as an external control for a company by providing a monthly statement listing a company’s cash reserves and other monetary holdings that are secured by that particular bank. Also, the bank requires signature cards to limit access to a bank customer’s cash, as well as identification to verify that the person withdrawing money is on the account signature card.
State that the audit is performed by an accountant other than the one who prepared the financial statements. The accountant double-checks the statements and other financial data for accuracy and honesty.
By the end of this introduction, students will understand the difference between internal and external controls.

	2
	35
	Group Work: The Audit
In this activity, students perform the first step in an audit using mock statements in order to learn the analysis and deduction skills that are a critical part of an accountant’s work.
Inspire curiosity in students by advising them that they’re going to solve an accounting mystery. Ask students to work in groups of three or four, and refer them to Student Resource 15.1, Statements: Doctored Financials. Let them know that somewhere in this set of documents there are at least 10 errors. State that their job as auditors is to identify all of the errors they can find. Go over the instructions and examples on the resource and answer any questions students have before they begin work.
Inform students that in a real-world business, the source documents would be initialed and dated to show they were verified and also checked for mathematical accuracy. Any paid bills would also have the date paid and the check number on the face of the source document. For our purposes, the student auditors can assume the source documents have been verified as legitimate, but they need to be checked for mathematical accuracy—there are some math errors to be found.
Toward the end of the class period, let students know that they likely won’t finish finding all of the discrepancies in class and that they should continue looking, finding, and noting as many errors as they can for homework. You may wish to collect the completed resources and assess them using Teacher Resource 15.1, Answer Key: Doctored Financials.
Finally, ask students to think independently like auditors and to predict what comes next in the audit process after they believe they’ve located all the errors. Ask a couple of volunteers to share their thoughts. Then tell them that organizing all of the information they gathered is the next logical step and will be the focus for the next class period.

	
	
	CLASS PERIOD 2

	3
	30
	Guided Practice: The Audit
Organization is one key to writing effectively. This activity is designed to help students organize their thoughts in preparation for writing a letter to the owner of a company about an audit. It focuses on helping students improve the following college and career skill:
Demonstrating the ability to write effectively
Explain to students that many controls pertain to medium and large companies where there are multiple employees and different departments to handle the various functions of business. 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 certified public accountants (CPAs) to make suggestions as to how they might change business practices to improve profit margins, adhere to GAAP, and remain within the law. In effect, making bank deposits daily, designating the bank as guardian and recorder of the assets held, and considering the advice of their CPA are the only external controls besides the Internal Revenue Service (IRS) that sole proprietors have to help protect their business’ assets.
Refer students to Student Resource 15.2, Practice: The Audit, and explain that the students will use this practice sheet to organize all of the errors, consequences, and control suggestions involved with the audit. Clarify how to use the four columns:
Place the name of the error in the first column.
Write the consequence of the error in the second column.
State the suggested control for Rosa in the third column.
Name the suggested control for a company with at least one employee (to prevent embezzling) in the fourth column.
Review the example shown on the practice sheet:
Ask students if they found the error of Rosa expensing her daughter’s birthday. 
Ask why it’s not okay for Rosa to pay for her personal expenses through the business expense accounts.
Ask students if they agree with the example answer of what would be a helpful control for Rosa to not make this mistake in the future. 
Ask students why the controls listed in the fourth column would be appropriate for a company with employees.
Instruct students to complete the practice sheet in the same groups they formed to work through Student Resource 15.1, Statements: Doctored Financials, and remind them that they will need their copy of Student Resource 15.1 that includes their notes from the prior class period. 
In the last 10 minutes of the activity, ask a few volunteers to share their responses in Student Resource 15.2, Practice: The Audit. Ask if anyone had different consequences to the error identified or different suggestions for controls that could be implemented by Rosa or a company with employees. Use Teacher Resource 15.2, Answer Key: The Audit, to check for correct answers. You may want to gauge student understanding by assessing this assignment on a credit/no-credit basis.
Tell students that as part of their culminating project work, they will be using what they have learned by auditing Rosa’s Bicycle Rentals financials to audit each other’s real estate development companies.

	4
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	20
	Presentation: Forensic Accounting
This activity gives students an in-depth look at forensic accounting in preparation for auditing their partner’s real estate development companies. It also develops students’ listening and note-taking skills.
To prepare, make notes to guide class discussion using Teacher Resource 15.3, Presentation Notes: Forensic Accounting. Have Teacher Resource 15.3, Presentation: Forensic Accounting (separate PowerPoint file), ready to show as a full-screen slideshow using an LCD projector.
Tell students you will be explaining some key points they need to understand in order to complete an audit of their partner’s real estate company. Write the following questions on the board, and ask students to take notes in their notebook during the presentation:
1. What is forensic accounting?
What activities are included in forensic accounting?
How is forensic accounting different from standard auditing?
Present the slideshow. Use the notes you prepared and the questions on the slides to encourage class discussion.
This presentation is duplicated as Student Resource 15.3, Reading: Forensic Accounting. If an LCD projector is unavailable, students can read the presentation, answer the discussion questions in their notebook, and discuss their answers as a class. This student resource is also useful for review.
After the presentation, divide the class into pairs or groups of three and have them compare their notes for completeness and accuracy. Invite each pair or triad to share their thoughts and questions. Answer any outstanding questions or misunderstandings.
In closing, remind students that forensic accounting is a good career option, and ask them to suggest ideas of where they might find more information about this type of career.

	
	
	CLASS PERIOD 3

	5
	50
	Culminating Project Work: The Audit
In this final culminating project experience, students are requested to pull together all they have learned and put their best work forward based on the concrete and analytical skills they have gained thus far to perform an audit.
Pair up and assign the students each other’s Monopoly® financial statements to investigate as forensic accountants. Explain that by conducting their own investigations of unique sets of fictitious financials (i.e., their Monopoly documents), they will experience a little bit of what auditing in the business world is all about. 
Explain to students that rather than evaluate the financials from the standpoint of a decision maker, they should analyze the documents from the point of view of an accountant. Ask them to imagine themselves as forensic accountants. Remind students that successful accountants pay attention to detail and make sure their work is accurate—their reputations depend on it.
Inform students that for this audit there won’t be stacks of paper that are two feet high for them to analyze, so they’ll need to check each transaction.
Note: As an extra incentive, you may choose to offer students extra credit points for each error they find, including recording, posting, statement preparation, and computation errors. Students who made the error(s) won’t be penalized; students who find the error(s) will be rewarded extra credit points.
Tell students that after they perform their audit they will be writing a letter to the real estate company owner to share their findings. 
Ask students to read individually Student Resource 15.4, Guidelines: Audit of a Real Estate Development Company, which outlines the requirements of the audit, and answer any questions students have about the procedure. Recommend that in order to keep their work organized and to save time, they make a skeletal chart with the headings Error Found, Consequence of Error, and Suggested Control, similar to the chart in Student Resource 15.2, Practice: The Audit. 
Encourage students to ask each other questions about their respective financials while they’re working and to strive to fully understand the status of the business that they are auditing. The idea behind sharing audit findings with company owners prior to writing the audit letters is to make sure there are no misunderstandings on the information in the financials and to provide clarity of thought for the letter writing.
Near the end of the activity, tell students if they haven’t finished their audit, they should finish it for homework and come to the next class period prepared with all the data they need to compose a letter detailing their audit results. Ask a few students to volunteer an issue from their analysis that will become part of their letter. Explain that talking about what one is going to write is a strategy many good writers use to get their thoughts on paper. Remind students that if someone sparks an idea for them while sharing, they should write it down so they don’t forget to mention it when they compose their own letters.

	
	
	CLASS PERIOD 4

	6
	15
	Analysis: Elements of an Audit Letter 
The purpose of this activity is to provide students an example of a letter from a CPA detailing the contents of an audit.
Tell students that in preparation for writing a letter about their audit, they will analyze a sample letter to get a clear idea of how their letter should be structured and what information it should contain. Ask students to read Student Resource 15.5, Example: Audit Letter to Ms. Rosa of Rosa’s Bicycle Rentals. Then distribute or project Teacher Resource 15.4, Rubric: Audit Letter to a Real Estate Development Company Owner, so students understand how their work will be assessed. 
Have students pair up. They should work together as you highlight the components of the audit letter:
1. Ask students to discuss what they think the thesis of the letter to Rosa is. Make sure they understand that the thesis is found in the first paragraph, presents the topic of the piece, and clearly outlines the main points to be discussed.
2. Ask students to locate an example of focus in the letter to Rosa. After several have shared, draw their attention to the fact that every subsequent sentence in Al’s letter to Rosa relates back to the first paragraph.
3. Ask students to underline the topic sentence of each paragraph in the letter. Have them share the topic sentences, and then note that the topic sentences of each paragraph tell the reader what to expect. Each type of problem has its own paragraph and is discussed as it surfaces sequentially in each of the documents. For each set of problems, solutions are suggested, followed by potential solutions for a larger company. Explain that this structure provides good content organization and flow in the letter.
4. Ask students to point out examples of words that are used effectively and directly addresses the purpose of the letter and the audience. Explain that this is called the voice of the letter. Note that a consistent tone is maintained throughout the letter.
5. Ask students to locate and call out accounting terms in the letter, and say whether they are used correctly. 
End the analysis by asking students to name some of the accounting vocabulary that may come in handy for their upcoming letters.

	7
	35
	Culminating Project Work: Letter to Real Estate Development Company Owner
Collecting data, turning it into information through analysis, and organizing thoughts in a letter are all skills necessary in school and the workplace. This activity provides students the tools to learn these skills. It also focuses on the following college and career skill:
Thinking critically and systemically to solve difficult problems
Explain to students that they will be writing a one-page letter to a real estate company owner from the point of view of a forensic accountant. Their letter should enumerate the problems they found in the financials they audited and suggest improvements in the accounting procedures. 
Refer students to Student Resource 15.6, Writing Assignment: Audit Letter to a Real Estate Development Company Owner, and go over both the content and the structure of the letter they are to write. Make sure students understand how to use the template on the resource to structure their letter. Answer any questions, and encourage students to refer to the rubric and the example letter they analyzed in the previous activity as they work. Remind students to phrase their answers using business or accounting language as much as possible.
Circulate as students are working and, where appropriate, make suggestions on how accounting language could be infused to improve the voice and vocabulary of the letter or point out why a particular use of voice and/or vocabulary is outstanding.
Tell students that they should complete a draft of their letter for homework and have it ready for a peer edit at the beginning of the next class period.

	
	
	Class period 5

	8
	20
	Culminating Project Work: Peer Edit of Letter to Real Estate Development Company Owner
In this activity, students edit each other’s letters to check for accuracy and completeness. 
Ask students to trade letters with a partner and edit each other’s work by making suggestions for improvement and underscoring aspects that are particularly effective. 
Remind students how important the work of an editor is and that having another perspective and a fresh pair of eyes can be very helpful. Ask students to use the following resources as they edit:
If you are unsure of any information in the letter, check with the person who owns the real estate development company and ask clarifying questions.
Make sure the letter follows the content and format outlined in Student Resource 15.6, Writing Assignment: Audit Letter to a Real Estate Development Company Owner.
Make sure the letter meets or exceeds the criteria in Teacher Resource 15.4, Rubric: Audit Letter to a Real Estate Development Company Owner. Either display the rubric again or have students refer to the copy you passed out in the previous class period.
Near the end of the activity, ask students to share their edits with their partner and explain anything they have written that isn’t clear.

	9
	20
	Culminating Project Work: Final Draft of Letter to Real Estate Development Company Owner 
In this activity, students make revisions to their letters and prepare to submit them for assessment.
Tell students they have 20 minutes to work on a final draft of their letter. Encourage them to use this time as follows:
Make sure they know how to address all of the comments from their peer editors. If necessary, they should ask additional questions of the editor or the teacher.
Get any final input they might need from the real estate development company owner.
Write a clean final draft with no spelling or grammatical errors, and check it against the rubric.
Tell students they can submit their final draft at the beginning of the next class period if they haven’t finished by the end of this activity. Assess the letters using Teacher Resource 15.4, Rubric: Audit Letter to a Real Estate Development Company Owner.

	10
	10
	Reflection: External Controls
The purpose of the summation is for students to reflect on the lesson, and in doing so, take ownership of their own learning as a step in the process of life-long learning.
Tell students to form groups of four. Write the following prompts on the board and ask the groups to consider one of the following prompts:
What stands out about all the things I’ve been learning is this idea that…
What I know now that I didn’t know when I started this lesson on controls is...
What I would suggest to change in this lesson on controls is...
Have the groups share their responses to the class as succinctly as they can. Then share some of your own reflections of how you observed the learning process evolve in this lesson, beginning with the audit, the analysis, and the letter. You may wish to point out specific examples or speak generally about the trends you saw develop. For example, you may have seen someone get stuck at some point and then overcome an obstacle that resulted in a terrific outcome in a certain part of the lesson. Or you may share how you’ll modify the lesson for upcoming students and what prompted the proposed modification.


Extensions
Enrichment
Invite a forensic accountant to class to share what a typical day is like and how he or she performs his or her duties. Have students prepare for the guest by thinking of interesting questions such as the following: What companies has the forensic accountant investigated? What are some interesting stories of various audits the accountant has been a part of? How did the accountant come to choose forensic accounting? What are the differences and similarities between auditing and forensic accounting? What are the paths one might take to become a forensic accountant? Are there better career opportunities in the private or public sector? What is the pay-scale range?
Cross-Curricular Integration
English Language Arts: Introduce students to audit opinions (unqualified, qualified, adverse) written by one of the accounting firms. These opinions may be found online in a public company’s annual report. Then, have students compare and contrast an official audit opinion with the ones they wrote for class. Collaborate with the English Language Arts department to arrange for class time, discuss instructions, and design a rubric.
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