BTN  7-3 Erica Gray
a) When auditing standards require independence in fact it means that objectivity and integrity are required in the audit process. The auditor must remain unbiased throughout the audit process. In appearance means that public perception or a third party view of the auditor-client relationship is that the auditor is independent of the client. 
b) Auditors must remain independent because auditing requires them to be unbiased, objective and to maintain high integrity. They cannot audit family members or firms that they hold shares because they might compromise on the independence. 
c) It may be difficult for Gray to accept the engagement and maintain independence when auditing the firm. By consulting in the firm and being a sole practitioner means she enjoys all the consulting benefits from the firm. Although there is no personal relationship, consulting in the firm provides a financial relationship with the firm. As such, the auditing responsibility may be compromised. She thus cannot accept the engagement and remain independent.

Problem 8-1 A
1. Separate record keeping from custody of assets. She should have handled the cash but have it recorded by someone else; she shouldn’t have done both. Cash receipts and records of receipts should be done by different individuals. 
2. Establishment of responsibilities.
All petty cash issues should be handled by Julia because it is her responsibility. Trevor has no right to deal with the petty cash even if Julia is out for lunch.
3. Insure Assets and Bond Key Employees. 
The effort by Nori to lock the taped system in her desk is good. However, Hopeville medical clinic should get a more secure place or system of keeping the system. This is because it is easy to break into the desk and access the system with all the patient information in it. More secure storage should be considered.
4. Perform regular and independent reviews
Benedict Shales should perform either regular or random reviews on his employees at some point of the year. This will help him to know how effective and efficient the employees are at their jobs.
5. Insure Assets and Bond Key Employees
Carah Farah should not have dropped the bonding insurance. The risk covered by the bonding insurance still remains and dropping the insurance only makes the firm more susceptible to internal theft. The firm should continue paying the premiums even if no theft has happened thus far.
BTN 8-7
Principles of Internal Control
i)Maintenance of adequate records
A complete set of records must be maintained. The clerk should record sales in the cash register and maintain other records of purchases, supplies, inventories etc.
ii) Creation of responsibility
The clerk should handle cash at the counter while other personnel and the trustees help with other transactions and activities of the business. Activities in the firm should be assigned to different employees
iii) Independent Review
The business owner should ensure that a regular reviews of the operations procedures and the control system at some point of the year.
iv) Bonding Key employees and Insuring Assets
The business owner should insure the business assets and the employees for safety purposes.
v) Dividing of responsibility pertaining the related transaction
The employee who orders inventory should be separate from the one who makes payment for the inventory and the one who controls the inventory. Ordering, payments and control of inventory should be done by different individuals.
vi)  Application of technological controls
The business owner should invest in cameras, cash registers and other technological devices that can help control theft risk in the business.

2) The retail outlet would be required to increase controls as it expands. Expansion means more employees and this demands for more control systems to manage the increased number of employees. As the business expands, delegation of duties would also increase and thus more control to reduce the risk of fraud.



Problem 7-2 B
Sales Journal
	Date
	Account debited
	Invoice Number
	PR
	Accounts receivable Dr. Sales Cr. 
	Cost of goods sold Dr. Inventory Cr.

	July 5
	KN
	918
	√
	19200
	10500

	        6
	RB
	919
	√
	7500
	4300

	        13
	AM
	920
	√
	8550
	5230

	        14
	KN
	921
	√
	5100
	3800

	       29
	RB
	922
	√
	17500
	10850

	       30
	AM
	923
	√
	16820
	9840

	      31
	TOTALS
	
	
	74670
	44520

	
	
	
	
	(106/413)
	502/119)

	
	
	
	
	
	



CASH RECEIPTS
	Date
	Account Credited
	Explanation
	PR
	Cash Dr
	Sales discount Dr
	Accounts Receivable Cr
	Sales Cr
	Other accounts Cr
	Cost of goods sold Dr. Inventory Cr.

	July 
	KN
	Sale of 7/5
	√
	18816
	384
	19200
	
	
	

	15
	Sales
	Cash sales
	√
	118,350
	
	
	118350
	
	76330

	16
	RB
	Sale of 7/6
	√
	7350
	150
	7500
	
	
	

	21
	LT notes payable
	Note to bank
	251
	15000
	
	
	
	15000
	

	23
	AM
	Sale of 7/13
	√
	8379
	171
	8550
	
	
	

	24
	KN
	Sale of 7/14
	√
	4998
	102
	5100
	
	
	

	31
	Sales
	Cash sales
	√
	80244
	-
	-
	80244
	-
	53855

	31
	Totals
	
	√
	253137
	807
	40350
	198594
	15000
	130185

	
	
	
	
	(101)
	(415)
	(106)
	(413)
	(√)
	(502/119)





GENERAL LEDGER
	                                CASH
	    Acc. No101

	Date
	Explanation
	PR
	Debit 
	Credit 
	Balance

	July 30
	
	
	
	
	100,000

	July 31
	
	R3
	253,137
	
	353,137



	                        Accounts Receivable 
	Acc. No. 106

	Date
	Explanation
	PR
	Debit
	Credit
	Balance

	July 31
	
	S3
	74,670
	
	74,670

	July 31
	
	R3
	
	40,350
	34,320



	INVENTORY	Acc.119

	Date
	Explanation
	PR
	Debit
	Credit
	Balance

	June 30
	
	
	
	
	200,000

	July 31
	
	S3
	
	44,520
	155,480

	       31
	
	R3
	
	130,185
	25,295

	
	
	
	
	
	



Long Term Notes Payable
	Date
	Explanation
	PR
	Debit
	Credit
	Balance

	June 30
	
	
	
	
	200,000

	July 21
	
	R3
	
	15,000
	215,000


 
R. A capital
	Date
	Explanation
	PR
	Debit
	Credit
	Balance

	July 30
	
	
	
	
	100,000



Sales
	Date
	Explanation
	PR
	Debit
	Credit
	Balance

	July 31
	
	S3
	
	74,670
	74.670

	    31
	
	R3
	
	198,594
	273,264



Sales Discount
	Date
	Explanation
	PR
	Debit
	Credit
	Balance

	July 31
	
	R3
	807
	
	807


Cost of goods Sold
	Date 
	Explanation
	PR
	Debit
	Credit
	Balances

	July 31
	
	S3
	44,520
	
	44,520

	        31
	
	R3
	130,185
	
	174,705



Accounts Receivable Ledger
	Date
	Explanation
	PR
	Debit
	Credit
	Balances

	July6
	
	S3
	7,500
	
	7,500

	    16
	
	R3
	
	7,500
	0

	      29
	
	S3
	17,500
	
	17,500



AM
	Date 
	Explanation
	PR
	Debit
	Credit
	Balance

	July 13
	
	S3
	8,550
	
	8,550

	          23
	
	R3
	
	8,550
	0

	          30
	
	S3
	16,820
	
	16,820



KN
	Date
	Explanation
	PR
	Debit
	Credit
	Balance

	July 5
	
	S3
	19,200
	
	19,200

	         14
	
	S3
	5,100
	
	24,300

	          15
	
	R3
	
	19.200
	5,100

	          24
	
	R3
	
	5,100
	0


         			
Trial Balance
	Acorn Industries Trial Balance July 31st

	
	Debit
	Credit

	Cash
	353137
	

	Accounts Receivable
	34320
	

	Inventory
	25295
	

	Long term notes payable
	
		     215,000

	R. A. Capital
	
		100,000

	Sales
	
		273,264

	Sales discount
	807
	

	Cost of goods sold
	174705
	

	TOTALS
	$588,264
	                                        $588,264




	 Acorn Industries Schedule of accounts receivable July 31
	

	RB
	17,500

	AM
	16820

	Total Accounts Receivable
	$34,320










BTN 8-3
1. Dr. Conrad is the best person to reconcile the bank statement. He is the owner and thus should have control.
2. No 
3. The employees in the department are all working together to commit this fraud. As such, the collusion involved is of a high scale and it may prove hard for any procedure to detect the fraud.
4. i) Dr. Conrad should purchase fidelity insurance for his employees.
    ii) All payments should be accompanied by a receipt and the parents must insist on getting receipts.
    iii) Dr. Conrad should request the bank not to accept endorsements of patient checks.
    










Problem 8-2B
[bookmark: _GoBack]Kiona Co.
	Date
	General Journal
	Debit
	Credit

	May 01
	Petty cash
	          300.00
	

	
	       Cash
	
	            300.00

	
	
	
	

	May 15
	Janitorial expenses
	              88.00
	

	
	Miscellaneous expenses
	              53.68
	

	
	Postage expenses
	              53.50
	

	
	Advertising expenses
	              47.15
	

	
	       Cash over and short
	
	                 4.48

	
	        Cash
	
	            237.85

	May 16
	Petty cash
	            200.00
	           

	
	         Cash
	
	          200.00

	
	
	
	

	May 31
	Postage expenses
	            147.36
	

	
	Mileage expenses
	             23.50
	

	
	Delivery expenses
	             34.75
	

	
	Cash over and short
	               6.19
	

	
	        Cash
	
	            211.80

	
	
	
	

	May 31
	Petty cash
	            100.00
	

	
	         Cash
	
	            100.00

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	







