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Identify the accounting issue.
The major problem made the uptown company is the recognition of insurance and promotion fees made by those renting the places as revenue. The principle of revenue recognition suggests that it is straightforward and arises when the product is sold, and revenue is recognized after the payment is made. In this case, the recognition of insurance and promotion fees as revenue since it does not come as a sale of a product. But it is a liability that needs to be paid to the insurance firm when the customers will use the rented space.
Perform a detailed analysis of the accounting issue.
According to CAS 240, Para 2 determines the Auditor's responsibilities to identify frauds made by the firm in the financial statements. In this case, the bank asked for an audit for the privately-owned company- Uptown to determine its ability to grow revenue and determine the amount of assets owned. Therefore, the auditor's investigation is to identify any form of fraud and ensure that Canadian Accounting Standards are followed correctly. The poor recognition of revenue brings fraud in the whole of the financial statement.
In this case, the misstatement in the financial statement arose as a result of fraud. Sally recognizes the two year upfront payment as revenue, but they are meant for insurance cover. Therefore, due to the need to boost the revenue amount for the business, there was an intentional misstatement of funds. Fraud may attract legal action for the firm. But in this case, the company is privately owned, and the audit is meant to disclose the fair value of the firm to the lenders. As an auditor, the two main intentional statements include fraudulent reporting and misappropriation of assets. According to the accounting standards, the amount needs to be recognized in the balance sheet as an asset in the account receivable. Though they are gains from sales, they are purposely meant to cater to insurance fees and therefore need to follow the double-entry rule. Thus, the same need to be entered into the liability part so that it can balance off. The main issue is inappropriate revenue recognition, which improves the annual revenue, which can mislead the bank while lending the Uptown Company.
Recommendations based on the analysis
From an Auditor's point of view, CAS 315, Para 25, suggests that first is to identify and assess the risk resulting from the misappropriation. After realizing that there is misappropriation in financial reporting, the auditor needs to specify the problem by documenting it. Since it is a private company, the auditor will engage the management of the business in explaining the fraud identified. The issue is brought by the management of earnings so that the firm may record higher profits. But since it is not meant to impress the investors, an actual value of accounts is essential for the lender to ensure true value. 
The other recommendation suggests the preparation of the accounts for the 2020 fiscal year.  According to the Canadian Accounting Standards, the auditor needs to communicate the management on the importance of preparing the financial statement following the guidelines. The firm's accountant of Uptown Company will be requested to prepare the financial statement and treat the insurance and promotion fees under the balance sheet but not in the income statement. Through that, it will be observing the double-entry rule and remove the revenue. That means that the income statement will record a higher amount of losses than the current situation, which may hinder the company from accessing the loan.
 The firm will be requested to follow all the accounting guidelines about the recognition of revenue and uphold ethics. The bank must follow up on the accounting standard if they lend the firm. It is essential to ensure that all is followed onwards to ensure the ability to repay the principal and the interest for the loan provided. Credit evaluation by the lender is determined by the financial statement and potential growth projections. Both review and projecting of growth require that fair value of the firm is considered as the ability to increase its revenue, which entirely depends on the financial statement. The bank's request for an audited report ensures that Uptown Company's position proves their creditworthiness and unlikely to get to bankruptcy or default. 
Impact on the bank's decision about the loan to Uptown Hair Salon
[bookmark: _GoBack]First, the analysis proofs that misstatements are resulting from fraud done by Sally on behalf of the company. Frauds amount to serious crime in accounting. First, the bank may refuse to loan to Uptown Company (Pol and Siddanagouda, p. 12).Focusing on the misstatement, it clear that the firm does not hold the ethics in accounting. The evaluation and analysis of the firm may make the lender quit financing. Bank lending depends on the history of trustworthiness and the ability to pay. In this case, the firm has recorded losses in the fiscal year 2020, while the fraud created shows untrustworthiness.
Another decision by the bank is to minimize the loan limit for the organization. The bank may decide to lower the amount requested by Uptown Company since the firm may have financial distress and default on repaying (Munene, Paul and Tom Nyamache, p.1). After the analysis, it will gauge the firm's ability on principal repayment and engage the management on the limit the firm can acquire. Therefore, the lender will be able to mitigate the risk of credit default and help the firm avoid financial distress as they meet their monthly obligations of repaying the amount.
Another action that the bank may arrive at is increasing the rate at which the firm may lend Uptown Company. The strategy's importance is to ensure that the first few months will commit to repayment, the firm can recoup most of the moneylender. Therefore, if the firm defaults, the bank will not lose the entire amount but only the interest. 
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