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LIMITATIONSFTHEAUDITMANUAL

Manualsserveausefulpurposebut they cannotprovideananswerto everyproblemthat
will be encountered. Alltaxingjurisdictionswill be confronted withnew businesseghat will
require new waysof thinking. Agoodexampleisthe evolution ofthe internetand itsvarious
components from the connectionfeesand advertisingchargesto the point of orderinga
productandhavingit deliveredto an Arizonaresidence.

Unusuabproblemswill be encounteredthat havenot beenaddressedn this manualor by
other staff members. Thismanual cannobe a substitute for experiencdrainingin accounting
andauditing,or good judgmen&ndsupervision.In manysituations,the auditor will needto
usehisor her educationandresearchskills,and consultwith other auditteam membersto
developanopinionon howanitem shouldbe handled.

FOREWORD

Theauditor serveshe interestsof the taxpayerandall taxingjurisdictions. Compliance
with the ArizonaRevisedtatuteso ¢ ! vafdérdinancesf the Model CityTaxCoded da/ ¢/ € 0
are expected. Thetaxpayershouldalwaysbe treated with the utmost respect,a highdegreeof
professionalismandbe well advisedof its rights,exclusionsand exemptionsvithin the law.
Taxationisnot a punitive one-wayroadfor the taxpayer. Rather,it isatwo-wayroad, with
mutualrightsand courtesiedor both the taxpayerand jurisdictiorrepresentatives.

Allauditorshavethe duty to enforcecompliancewith the law, andtaxpayersexpectequity
in the administration ofthosesamelaws. The auditoris encouragedo stepinto the role of the
businesownerandprovidethe sameflexibility the auditorwould seekif the tableswere
turned.

TPTAUDITSECTIOROALS

Therearethree all-encompassingoalsof the TPTAudit Section. Theprimaryand
foremostgoalisthat of taxpayereducation. Whentaxpayers arenformed,the taxing
jurisdictionsrealizemanybenefitsincludinganincreasen voluntarycompliance public
involvementwith governmentandasustainedevenuestream. Thejurisdictionspride
themselven the deliveryof outstandingcustomerservice andthe willingnesgo gothe extra

mile to providethe type of servicecitizensandtaxpayersexpect.
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Thesecondarygoalappliesto the technicalcompetenceof the individualauditor, in that
the auditor isexpectedto determinethe correctmeasureof tax. Thisisthe coreconceptof
auditing. Auditswill be assignedo auditorsbased orability and experience. Theassignments
will be placedin the auditor'sinventoryasshownwithin their audit plan.

Thethird goalisto ensure thetaxpayerhasremitted the proper amountof tax duringthe
audit period. If the audit resultsin an over paymentof tax, the taxpayershall receivea refund.

SUPERIORNDDISTINCTIVEERVICE

Everyauditis performedby an auditor who hasthe responsibilityfor deliveringsuperior
anddistinctiveservice andthe full decisionmakingauthority to fulfill this responsibility.
Auditorautonomymaximize<reativeandindividualizedservice. Taxpayersppreciatethis
approachbecauset favorsinnovation,andallowsfor expeditiousand effectiveproblem
solving. The auditorisinvolvedin everyaspectof the audit, fromthe initial plannngto the
ultimate completion. Thisapproachrecognizeshat eachtaxpayeris unique;andtherefore,
eachaudit mustbetailoredto maximizeits effectiveness.

Thequality of serviceprovidedby the TPTAudit Sectionandtaxingjurisdictionsdepends
on the quality of its employees.Managementecognizeshe importanceof selecting
outstandingindividualstrainingthem thoroughly,and givingthem increasingesponsibility
basedon accomplishmentanddemonstratedpotential for further progress.All auditsare
reviewedandapprovedby supervisoror authorizedseniorpersonnelto ensurequalityand
accuracy.

AUDITOBJECTIVES

Objectivescanbe dividedinto two major groupingsgualitativeand quantitative. The
gualitativeobjectivesincludefollowing GeneralAcceptedAccountingPrinciple6GAAR) and
GenerallyAcceptedAuditingStandardg6GAAS).

Quantitativeobjectivesshouldhaveimpartial characteristics Assuch,quantitative
objectivesmaytend to be limitedandnarrowin relationto the overallgoalsandpoliciesof the
audit program. Quantitativeobjectivescanbe classifiedaseither staff or management

oriented.
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APPROACHOAUDITING

Theauditor must approachan audit with the goalof establishingatrue tax liability onan
equitableand impartialbasis. Theauditor shouldobtain a copyof the GeneralAudit Program
developedbythe TPTAudit Section.

Everytaxpayerhasthe right to be reviewedon the samebasisasother taxpayersengaged
in the same (osimilar)type ofbusiness.Although the circumstancasayvaryfrom auditto
audit, the fundamental ideasind principleswhichunderliethe law mustbe appliedin a
uniform and consistentmanner.

Theauditor mustnot be influencedby the followingfactors:
1. Howmuchadditionaltax might resultfrom anaudit
2. Theauditmay resultin arefund
3. Howinfluentialthe taxpayermayor maynot be
4. Thetaxpayer'sapparentinclinationto acceptor protestanassessment

In all casesthe auditormustafford the taxpayerthe opportunity to disagreewith the
findingsandpresentadditionalinformationthat may help clarifythe pointin dispute. If after
analyzingall informationthe auditor is confidentthe determinationis valid, sufficiently
documentedandsupportedin the audit workpapersthe audit shouldbe submitted.

In respectto the amountof time devotedto conductinganaudit, thisislargelya
guestionof judgmenton the partof the auditor. Thefollowingpoints mayaid the auditor
when consideringhe justificationof time:

1. Thenumberof transactiongo be audited
Thedifferent typesof transactions
Thebusinesslassification
Themateriality (significanceandimpacton the liability

Theoverall complexityf the business

o g B~ w D

Theclarity of the taxpayer'shooksandrecords
In short, the amount oftime that isrequiredin establishingan accurateliability will vary

widely,dependingon the abovefactors.
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PROFESSIONBTATUS

Accountings a constructiveprocess.lIt startswith originaldocumentsourcesandfollows
the accountingorocesswvherethe dataisrecorded,classifiedsummarizedanalyzedandends
with the productionof financialor other statements.

Auditingisa critical reviewprocesswhichgenerallyfollowsthe oppositedirectionof the
accountingorocess.Auditingstartswhereaccounting endgi.e. beginswith the financial
statementsandfinisheswith the originaldocumentsources).However the direction of
auditingcanvary,asthe auditor maystart a particularverificationandfollow the same
directionasthe accountingorocess.

In arestrictivesense auditingrefersto specializegroceduresecognizedasessentiain
acquiringsufficientinformation necessarto makea specifieddetermination,or to permitthe
expressiorof aninformedopinion. In our uniqueaudit environment,the focusis on whether
or not the taxpayerremitted the properamountof tax.

Auditorsfor the taxingjurisdictionsare engagedn professionahssignments.Theyare
calleduponto exerciseheir highestskillsand mostimpartialjudgmentsthroughoutthe
performanceof their official duties. To assurehat audit methodsandtechniquesare
appropriatefor the specificassignmentsoundprofessional judgmenust beexercisedn
makingteststhat are representativein scopeandcharacter. Bydoingso,the auditor canbe
confidentthat the resultsareindicativeof the actualbusinesperationsduringthe period
coveredbythe audit. Underall circumstancegax auditorsare expectedto conduct
themselvesn a professionamanner.

TheAuditingStandardBoardd & ! {adizisiodof the Americaninstitute of Certified
Publicc OO 2 dzy U | y (is&tsthe profdsgionaktandardsby which audits shouldhe
performed. GenerallyAcceptedAuditingStandardd a D! AYSediiah 15(@rovidesthe
measureof audit qualityandthe objectivedo be achievedn the audit. Auditingprocedures
differ from auditingstandards.Auditingproceduresare the actsthat the auditor performs
duringthe courseof anauditto complywith auditing standard¢AICPA2013).

1. GeneralStandards

a. Theauditisto be performedby a person ompersonshavingadequatetechnical
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trainingandproficiencyasan auditor.

b. Inall mattersrelatingto the assignment, independende mentalattitude isto be
maintainedby the auditor or auditors.

c. Dueprofessional carésto be exercisedn the performanceof the auditandthe
preparationof the report.

2. Standardf FieldWork

Thegeneralquality criteriafor the actualconductof the audit, includingthe proper

designandexecutionof the auditingprocedures.

a. Theworkisto be adequatelyplannedand assistantsf any,areto be properly
supervised.

b. Thereisto be aproperstudy andevaluationof the existinginternal controlsasa
basisfor reliancethereon,andfor the determination ofthe resultingextent of the
teststo whichauditingproceduresareto be restricted.

c. Sufficientevidentialmatter isto be obtainedthroughinspectionobservation,
inquiry,and confirmation to afforchreasonablebasisfor anopinionregardingthe
financialstatementsunderaudit.

3. ReportingStandards

Reportingstandardsprovideguidancefor the ultimate objectiveof auditingthe audit

report.

a. Thereport shallstate whetherthe financialstatementsare presentedin accordance
with GenerallyAcceptedAccountingPrinciples.

b. Thereport shallstate whether suchprincipleshavebeenconsistentlyobservedn
the currentperiodin relationto the precedingperiod.

c. Informativedisclosuresn the financialstatementsareto be regardedasreasonably
adequateunlessotherwisestatedin the report.

d. Thereport shallcontain eitheran expressiorof opinionregardingthe financial
statementstakenasawhole, or a statementasto why an opinion cannote
expressed.In all casesvherean| dzR A inghékassociatedvith financial

statements the report shouldcontaina clearcutindicationof the characterof the
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I dzR A Wogk MiRithe degree of responsibilitthe auditor istaking.

Theonly standardghat do not directly applyto tax auditsare 3(a)and 3(b) dueto the
nature of tax audits, butall other standards should be takento considerationduringthe
performanceof taxaudits.

EVIDENTIAMATTER

In auditing,evidentialmatter consistf underlyingaccountingdataand corroborating
information availableto the auditor.

1. UnderlyingAccountingdataconsistsof:

a. Bookof originalentry

b. Generabndsubsidiarjedgers

c. Relatedaccountingmanuals

d. Informalandmemorandunrecords,suchasworksheetscomputationsand
reconciliations

2. Corroboratingnformation consistof:

a. Documentssuchaschecksjnvoicescontracts.etc.
b. Confirmationsandother written representations
c. Informationfrom inquiry,observationjnspectionsandphysicalexamination
d. Otherinformationobtainedor developedbythe auditor
MATERIALITY

Certainaccountingassumptionsacceptedprinciples,and modifyingconventionsare also
applicableto tax audits. Theimportant accountingconceptusedthroughout auditings
materiality.

Anattempt mustbe madeto arriveat anaccuratedeterminationof the taxliability with the
least amounbf time expended. Thesewo opposingconditionsobviouslyrequirethat some
compromisesn auditingtechnique be madeTheauditor musttake intoaccounthow anitem
of incomeor deductionwill influencethe total tax liability for the auditperiod. Someof the
more commonfactorsl dzR A is&siNfaRingmaterialityjudgmentsare explainedelow.

1. AbsoluteSize- Thedollar amountof one specificerror maybe important irrespectiveof

anyother considerations
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2. RelativeSize- Therelation ofpotential errorto arelevantbaseis often used

3. Natureof the Item orlssue- Animportant qualitativefactor is the descriptivenature of

the item or issue. Someerrorsare generallymore important than othersare and some
taxissuesare more clearlydefinedthan othersare.

4. CircumstancesThemattersthat relateto the auditand particularissuewhichcould

impactonthe | dzR A judgrentaf materiality.

5. CumulativeEffects- Auditorsmustevaluatethe sum ofknownor potentialerrors. The

absolutesizeof one error maynot be material,but the sumof severalerrorsmaybe
material.
Theconceptof materialityis usedby auditorsin three ways:

1. Guideto Planninghe Audit Program- directingattention andauditwork to the

important, uncertain,or error-proneitemsandissues

2. Guideto Evaluatinghe Evidence obtainingsufficientdocumentation.

3. Guidefor MakingDecision®RRegardindComplianceavith the ArizonaRevisedStatutes

andModel CityTaxCode- suchasdeciding whether theaxpayemadea material

misstatementon the taxreturnsor whetherthe matter canbe consideredmmaterial
anddisregarded

SUMMARYOFAUDITWORK

Anauditmustbe adequatelyplannedto meetthe overallaudit objectiveandto determine
the methodsof achievingt in an efficient manner. The planshouldbe basedon an
understandingpfthe i | E LJIbésBeé¢dsinformation systenand control environmentsand
the nature of its transactions.Theplan should be&locumentedaspart of the workpapersand
should be revisedsneeded. Theauditor shouldunderstandevaluateand obtain evidencef
the effectiveoperationof anycontrol whendeterminingthe nature,extent, andtiming of other
audit procedures.

Theauditor shouldobtain sufficienttompetent informatiorto provideareasonabldasis
for the auditresults. Thisevidence shouldbe properlydocumentedin the workpapersand
should includearecordof the planningand supervisiomf the audit, the evidencerelied upon,

andthe reasonaunderlyinganysignificantdecisiongnadeduringthe audit. Theauditreport or
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determinationletter shouldprovidea clearexpressiorof the conclusionseachedperthe ARS
andMCTGectionghat relateto the taximposedandthe period coveredy the audit. The
following paragraphsddresssomeof the keystandardsn more detail.

Theauditorisrequiredto maintainindependencevhenperforminga professional
engagement.Theauditor shallnot audit a businessn whichthe auditor hasa conflict of
interest,suchasa financialor personalrelationship. The auditorshallnot auditabusiness
wherethe auditor hasarelationship witha competitor ofthe businessinder audit.Useof
common senseanhelpmaintainthe role of independencelf a conflict of interestof this
nature occursthe auditor mustdisclosethe conflictto the Department.

Theaudtor isto possessntegrity and objectivityin performingthe professional
assignment.Theauditor shouldnot knowinglymisrepresenfacts. Whenengagedn an
assignmentthe auditor shallnot subordinatehisor her judgmentto others,but will render
judgmentswithin the confinesof the laws,rulings,andprocedures.ldeally, differentauditors
will come up witha similar resultf objectivityis properlymaintained.

Theauditor shallnot undertakeanyengagementwhichcannotbe reasonablyexpectedto
be completedwith professionatompetence.Until the auditor hasthe requiredexperience
workingwith a particulartype of businessanexperienced auditoor a supervisorshould
accompanyhe auditor. Althoughseveralaudittools are availableto assist the auditor,
experiences gainedonly by performingthe actualtasks.

Theauditor shallnot discloseanyconfidentialinformation obtainedin the course ofanaudit
to the public,exceptwith the written consentof the taxpayerin the form of the General
Disclosure/RepresentatioiuthorizationC 2 N 0 & 'Theauditprshoulddot discussany
confidential matteror evenY Sy (i A 2 y  tidmeslidh phildid\sBxingwhere confidentiality
couldbe at risk. Anyknowledgegainedthroughthe auditexamination shouldemain
confidential. Thisincludesdiscussingssueswith family membersandemployeesutsideof the
TPTAudit Section. Whenperformingaudit workwith anagentor representativeof the
taxpayer,suchasoutsideaccountantor attorneys,a properlyexecutedAZ285form is
requiredbefore confidentialinformationmaybe discussedvith suchrepresentatives.Without

an AZ285 form,information canbe acceptedout not discussed.
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Theauditor shallnot induceoffersof servicesor employmentfrom taxpayersor accounting
firmswhile on a professionaengagement.In addition, unsolicitedoffers of employment
should berefusedif proposedon a professionabhssignment.

Theauditor shallnot commitanactdiscreditableto the taxingjurisdictions. Suchanact
mayresultin disciplinaryactionup to andincludingtermination. Allauditorsare expectedto
maintainprofessionalism.

Theauditor shallnot seekto obtainpersonal clientdy solicitation whileon a professional
assignmentor the taxingjurisdictions. Theauditor mayperformindividualprofessional
servicesf prior written approvalhasbeenreceivedby their supervisorandthat suchservices
do not conflictwith those performedwhile representinghe taxingjurisdictions. If approved,
the auditor mustobserveall standardsof conduct andethicspertinent to thosepersonal
serviceprovided.

PUBLIRELATIONS

Each auditorsresponsiblgor developingpositive publiaelations. Whatthe publicthinks
of anorganizationrdependdargelyon contactsmadeby the employeesof the organization.

Consistent witlthe purpose of tavauditing, it isunnecessaryor the auditorto imply that
the audit objectiveisto find errorsinthe (i | E LJIréb&@tdD Bhetaxpayer shoulde assured
thatthe | dzR A furgtdisio determinewhetherthe amountof taxhasbeenreported
correctly. The auditorshouldemphasizdaxpayereducation andshouldexplainthat auditors
arenot evaluatedbasedon taxesassessedr collected. Careshouldalsobe takento inform
the taxpayerof their rightsand privilegesin connectionwith suchdeterminations. Theauditor
should administethe tax lawsfairly and uniformly, with minimumdisruptionto the (i I E LJ- & S ND &
businessffairs.

Theauditor mustkeepin mind the aspectf public relations involvedh anytax audit and
demonstratethe followingqualities:

1. Theauditor shouldattempt to establisha goodrapport with the taxpayer.

2. Theauditor shouldupholdan objectiveattitude, while maintaininga professional inter

personalrelationship withthe taxpayer. Tothe extentpossible the auditor should:

a. Maintainanarmslengthrelationshipwith the taxpayer.
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b. Neverarguewith or be condescendingo ataxpayer.
c. Avoidhumorousremarks sincethey arefrequentlymisinterpreted.
d. Avoidpoliticalor religious discussions.
e. Donot useremarksor engagen conduct,whichcouldbe interpreted, assexual
harassment.
A keyingredientof publicrelationsis communications.Thefollowing guidelineshelp
establishgoodcommunications:
1. Listenwith understanding
Askquestionsdesignedo uncovertaxpayemeedsandconcerns
Sharemeaningfulinformation
Explairreasondor policies

Asktaxpayerto take anotherook at the problem

R

Refrainfrom forcingthe taxpayerno acceptthe auditoiQ @ositionon an issueg let
them maketheir own decision regardles®f the outcome
GENERATPTINFORMATION

TPTisimposeddirectly on the person conductingaxableactivitieswithin the Stateof
Arizona. Atrue salesaximposeshe tax on the actual consumersatherthanthe business
activity. Therefore,underthe transactiorprivilegetax,the sellerremainsliablefor the tax,
whetheror not the sellerpasseshe taxon to the customeror consumer.Therewill be
situationswherethe customerclaimsto be exempt,but the taxpayer remaindiablefor the tax
until the exemptionis substantiated.

Taxablebusinessactivitieshavebeenplacedinto more than twenty different categoriesor
classifications.Thesectionspertainingto eachclassificationncludestatementsconcerninghe
basicnature of the businessemcludedwithin that classificatiorand a general statemenof
taxability. Eachsectionwill define anyexemptionsor deductionsapplyingto that categoryof
business.Forthose classificationfor whichit isrequired,regulationsare providedto offer
additionalclarification regardinghe applicabilityof the tax in unusualcircumstancesr
situations.

Eachclassificatiorisindependent othe others. Therefore the lawsand regulationsyhich
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governbusinessctivitiesin one classificationdo not necessarilyapplyto businesses other
classifications.
USETAX

Most taxingjurisdictionsalsoimposea usetax on itemsthat are purchased)eased,or
rented withoutpayinga privilegeor salestax. These itemsnaybecomesubjectto usetax
whenthey areused,stored orconsumedwithin ataxingjurisdiction.
STATUTBFLIMITATIONS

Everypersonconductingousinessn the Stateof Arizonaisrequiredto maintainappropriate
recordsasare necessaryo determinethe taxfor whichthe taxpayerisliable. Suchbooks,
invoicesandother recordsareto be availablefor examinationby the taxingjurisdictionsduring
normaloperatinghoursof the taxpayer. Anybooksandrecordsof the taxpayer, which
areto beopen for examinationshallbe keptfor aminimum offorty-eight (48) months(ARS12-
1104/ MCTGCSection550). If the auditor encountersdelays whichare causedoy the taxpayer,
awaiver oflimitation form shouldbe proposedto the taxpayetto allowthem moretime to
obtain additionalinformation. Thewaiverneedsto be signedby the taxpayerprior to the
expirationdate of the first month of the audit period. If ataxpayerhasunderreportedgross
receiptsof 25%or more,the audit period maybe extendedto sixyears(A.R.S§42-1104.B.2
MCTGCSection 550)If the auditis extendedan additionaltwo yearsasnoted above,each
reportingperiod standson its own. Therefore for everyreportingperiod within the extended
2-yearwindowthe auditor mustrevieweachreturn to determineif the period hasgross
receiptsunderreportedby 25%or more. If not, the period mustbe excludedfrom the audit.

If apersonisdoingbusinessn ataxableactivityandhasno license the four-yearlimitation
doesnot apply anathere is no limitation. If no waiver of limitationform can be obtainedthe
auditor shouldconsulttheir supervisoffor direction.

TAXRATES

Theprivilegetaxisappliedat acombined(State,Countyand City)tax rate asindicatedin

the taxtables.

AUDITASSIGNMENT

Auditswill be assignethroughthe ArizonaDepartmentof Revenue.If abusinesss
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approvedfor anaudit,the Departmentwill enter the accountinto the audit database.A
requestwill be sentto all formerly selfreportingcitiesto provideall relevantreporting
histories. Thesehistorieswill be combinedwith the 5 S LI NJi rég®nyinig tilséoriesand
indexedinto an ArizonaAutomaticTaxCalculatoro At ¢ / fige.0Thisfile will be electronically
forwardedto the auditor performingthe audit. If ataxpayernasbeenselectedfor anauditin
the past,the auditor(s)who performedthe prior audit(s)shallnot perform anysubsequent
auditson the sametaxpayer,whereapplicable.If a Cityor Townonly hasone auditor on staff,
the auditor mayperformarepeataudit if approvedby the Department.

AUDITPROGRAMS

Onceanauditisassignedthe auditor shouldbegin toplanthe audit.Informationgathered
by initial researchfaxpayerinterview, generalquestionnaire and generalreviewof the booksis
usedto formulatethe auditplan. Theauditor shouldnow createthe GeneralAudit Program
from the AATC Theauditor willcheckthe completionboxesin the generalaudit programas
the audit progresses.Theauditor isrequiredto completeaudit programsfor eachseparateTPT
classificatiorencounteredin the audit. Theauditor will checkthe completionboxesin each
TPTclassificatioraudit programasthe audit progresses.

GENERASCOPBFAUDIT Historicallnformation & AnalyticalReview

Beforebeginningan audit, the auditor shouldbecomefamiliarwith the businessoperations
in orderto determine whatareasof taxability mayexist. Thiswill permit the auditor to getan
ideaof the overall scopef the audit.

In makinga generalanalysiof the businessthe auditor shoulddetermine:

1. Recordsieeded
2. Relativeimportanceof the different areasto be checked
3. Differentapproacheghat canbe usedin establishinghe tax liability
Theauditor mayalsofind it usefulto questionthe taxpayeror the taxpayer's
representativeto acquirea generaloverviewof the business.

Theauditor will inquire aboutthe personresponsibldor preparingthe transaction

privilegetax documentsfrom what sourcethe auditor canobtainthe reportedfigures,and

exactlyhowthe preparationisdone.
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PREAUDITWORK

Theauditor shouldreview:
1. Thel | E LJtigeSseappication
Anycorrepondenceinthe (i | E LIHie S N &
Theli I E LJ-ax SaNderthistory
Thetax code
Relatedaudit classificatiorguidelinesandaudit programs

Anyprior auditsor auditsof similarentities

N o a0 bk~ WD

Buildingpermits,recordeddocumentsjmprovedreal property saleshistory

Toensurethat the audit progressessoriginallyplanned,an auditprogramshouldalways
be followed. Whenthis informationis gathered the auditor willhavefinishedthe first stageof
the audit. If no other items needo be addressedthe auditor will sendthe & b 2 (bfAnEe6t to
I dzR A U ¢ Attimed)itiisslifidblt to scheduleaudits,andfor this reason,it isgoodto have
severalauditsin processat onetime to reducethe auditor downtime.
TAXPAYERGOOPERATION

If the auditor experiencedlifficulty in obtainingthe necessaryecordsduringthe courseof
the audit, the auditor shouldgivethe taxpayerreasonable time&o producethe required
records. If, after areasonabldime, the documentationhasnot beenobtained,the auditor
shouldrefer the accounto the supervisor. Thesupervisormaythen attemptto procure
informationfrom the taxpayer througheither telephoneor personalcontact. If ataxpayerfails
or refusesto furnishanyinformationrequestedin writing by the auditor, awritten requestmay
be sentto the taxpayerby certified mailunderthe authorityof A.R.$42-1125(Cand Section
5550f the Model CityTaxCode. If the requestis not successfula subpoenamaybe completed
andservedon the taxpayer. Prior tothe issuance o& subpoena, approvahustbe granted
from the Departmentof Revenue.

In casesvherethe taxpayerappeargo havealegitimate reasorfor delayingthe audit for
an extendedperiod,the auditor musthavethe taxpayersigna waivercoveringthe period of

audit.
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SETTINMNITIALAUDITAPPOINTMENT

Theauditor will contactthe taxpayerfor anappointmentto beginthe audit. An
appointmentconfirmation lettershowingdate, time, and recordso be examinedshallbe sent.
If the auditor cannotobtain a firm commitmentfrom the taxpayerafter reasonable attempts
havebeenmade,the auditor will consultwith hisor her supervisorto determinethe nextsteps.
OPENINGNTERVIEW

Oncethe auditorarrivesatthe (i | E LJlHazafiddJhé auditor shouldprovideabusiness
card and explaithe audit process.Theauditor shouldaskif someonewill be representinghe
taxpayer,anddetermineif suchpersonis ableto furnishthe recordsandinformationneeded,
andbe ableto discusghe | dzR A fin@ingdxithe appropriatetime. TheStandardnterview
Questionnaireshouldbe usedduringthe openinginterview.

Theauditor shouldalsobecomeacquainted withthe (i I E LJla&c&uNtiRgiystem tax
worksheetsandinternal controls. Suchinformation willallowthe auditorto selectthe proper
sourcedor verifications,aswell asto makejudgmentsregardingthe typesof teststo be
conductedduringthe audit.

After conductingan openinginterview, the auditor shouldknow howthe related
transactionsare processedrecorded,andsummarizedn orderto selectthe bestapproachand
techniguein conductingthe detailedteststo supportthe variousrecordedamounts.

Thetaxpayershouldbe ableto guidethe auditorthroughthe monthlytax return process
andpoint out the keydocumentsrelieduponto preparethe taxreturns. It isimportant to ask
aboutthe sourceof variousreporteditemsand gainanunderstandingof how the various
transactiondlow throughthe accounting system.

Thebestwayto accomplistthe preliminaryauditfor eachtax categorydependson the
I dzR A dis2rétibndSome auditorpreferto first obtain generainformation aboutthe
operationalmethodsandthe accountingsystem,andthen get morespecificdetailsof the audit
trail. Otherauditorsfind that obtainingall the necessarynformation at the beginningis better.
Auditorsmustusetheir bestdiscretionand adapt tahe amount ofinformationavailable,

without beingoverwhelmedif the information suppliedoy the taxpayeris voluminous
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INTERNACONTROL

Theauditor shouldmakea proper study (compliance testpf internalcontrolsto verifythe
degreeof relianceon such controlsandto determineneedfor substantiveestingbasedon the
results. Taxauditsare not focused orthe entire internal control structure.Thetaxl dzRA G 2 NQ &
concernwith internal controlisfocusedon determining:

1. Wasthe taxlawinterpreted correctly?
2. Dothe taxreporting proceduregesultin anaccuratedeterminationof tax?

Generakomplianceestingproceduresproduceevidenceof whether controltechniques
are beingperformedandappliedby companyemployees.Taxauditingcompliancetests
produce evidencef whetherthe (i | E LJ-k@o®létBeothe tax codeis sufficient and
reportingproceduresare accurate. In contrastto complianceestingwhichproducesevidence
regardingthe (i I E LJ-cénBoNdfxaxes substantivetesting willproduceevidenceregarding
the dollarmeasuremenbf inaccuratetax reporting controls.

LIMITATIONSFINTERNACONTROL

Complianceéestsshouldrevealanylimitations of internal (tax) control, whichcouldresult

1. Misunderstandingsf the taxlaws,rulings,licensingrequirements,andreporting
procedures
2. Mistakesof judgmentinvolvingarbitraryand/or contraryinterpretation of the tax laws
andadministrativerulings
3. Carelessnessith regardto tax controlandreportingprocedures
4. Fraudor intentionaldisregardof the taxlawsandadministrativerulings
INTERNACONTROEVALUATION

In addition,the auditorcanutilize transactionsamplingto determinetax compliance.Two
typesof transactionsamplingechniquesare AcceptanceSamplingand Discoverysampling.

1. Acceptanc&ampling

Whenthe acceptancesamplingplanisused,a sampleistakenor drawn. If no morethan
acertainnumberof errorsarefound, the universeexamineds consideredacceptable.

If morethanthat numberisfound,the universasrejectedasunacceptable.
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Thisplanis more usefuffor the control oferrors.

2. Discovery{Exploratorysampling

Whenusingthis plan, the auditor triesto disclose the=xistenceof evasion of
regulations avoidance ofhe internalcontrol systenor other criticaldepartures. If
further actioniswarrantedbasedon the resultsof this samplingthe auditor may
executean estimationsamplingplan (variablesampling).

Theevaluationof internalcontrol andtransactionsamplingshouldconfirm, either in whole
orinpart,the i | E L¥c@rBdiadX interpretation and accuratereporting,or misinterpretation
andnoncompliance.Anyerrorsin taxinterpretation shouldresultin substantivetestingto
determinethe dollarmeasuremenbf noncompliance.

SAMPLINGORAUDITING GENERANFORMATION

In general the useof samplingmethodsfor testingis necessarylueto two elements:

1. Thetime spentto conductthe audit

2. Thetotal costof performingthe audit.

Theconceptof a sampling audi{test basisaudit) is the oppositeof a detail auditasfar as

the useof originalsourcedor verification purposes.

Theidealstartingpoint in anauditis toreviewthe tax worksheetsandfinal datasources
(includinganyintermediatedatasourcessuchasthe generaljournal, auxiliarjournals),
becausdhe datais summarizedr condensed.Thisapproachrepresentsarelativelyeasy
methodto verify howtotals in the intermediate andinal sourcesvere calculated andto verify
aspectsanddetailsthat maybe found onlyin the originaldocuments asthe auditorwill
eventuallyhaveto verify the originaldocumentsaswell.
CLASSIFICATIORSOURCHSORTAXAUDITS

For auditpurposessourcedor datamaybe classifiedasfollows:

1. OriginalSourceDocuments

Thesesourcesncludeanyoriginaldocumentsthat initiate accountingentriesand reflect
an originaltransaction. Examples include, sal@s/oices,cash salesickets, cash register
tapes,purchaseorders,purchasanvoicesgriginalcontracts,canceledchecksetc.

Whenreferenceismadeto atest or samplingthesearethe documentsourcesused.
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2.

IntermediateDocumentSources

Thesesourcesarefoundin the middleof the accountingprocessafter the original
documentshavebeenrecorded. Examplesnclude generajournal,auxiliaryjournals,
dailysummariesf salescollections etc.

FinalDocumentSources

Thesesourcegepresentthe final productof the accountingprocessandare
representedby financialstatementsandtaxreturns.

OtherSources

Thesesourcesare third party in nature and existoutsideof the (i | E LJ-a&c8uNtingl
process. Examplesncludevendors,customers governmentalagenciespublications,

etc.

GENERAAUDITINGPROCEDURES

Thefollowing sectionsbriefly describethe books,records,anddetail that the auditor will

normallyencounterin performinganaudit. Allor aportion of theserecordsmaybe relied

uponin performingthe audit, andthey maybe usedn either compliancer substantive

testing.

1. Examinatiof the GeneralLedger

Thegeneralledger accountsnustbe examinedfor debitsand credits,whichmay
representunreportedtaxabletransactions.Forexample salesof merchandiseat cost
mayhavebeencreditedto the purchaseor inventoryaccountssalesof by-products
mayhavebeen crediteddirectlyto profit andloss,surplusor expenseaccounts; salesf
furniture, equipmentandother capitalassetanayhavebeencreditedto equipment,
depreciationor other accounts.Debitsto generalledgerequipmentandsupply
accountsmayrepresentunreportedpurchasesubjectto usetax. Additionally,accrued
tax liabilitiesmayindicate thetaxpayerhasaccruedusetax but failedto remit the same.

Examinatiorof the Generallournal

Transactionsot disclosedoy examinationof other recordsmay be disclosedby
examinationof the general journal.Theauditor should examine journantries,

specificallynotingthose,whichmayindicateunreportedtaxabletransactions.
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Documentsshouldbe examinedo determinewhetherthe entry representsan
unreportedtaxabletransaction. Examplesncludecorrespondencegontracts,invoices,
etc.

3. Examinatiorof the CaslReceiptRecords

Thecashreceiptsrecordsshouldbe examinedto determinethat receiptsfrom cash
transactionshavebeencreditedto the proper salesor revenueaccounts.Careshould
be exercisedot to duplicatetaxabletransactionsdisclosedn the examinationof other
records.

4. Examinatiorof the AccountsReceivablé edger

Accountgeceivableentriesfrom the owners,partners,officers,or employeesof the
companyshouldbe examinedfor evidenceof taxabletransactionsot otherwise

recordedin the salesor revenueaccounts.Alldrawingaccounts Y R SYLJ 28 SSaQ
advanceaccountsshouldbe examined.

5. Examinatiorof the Purchaselournal

Entriesmaybe madein the purchase journdior salesat costor for returned
merchandise.Inventorywithdrawals,which shouldhavebeenreflectedin the inventory
accountsmayappearascreditsin the purchasgournal. Thesepostingsshouldbe
scrutinizedfor taxabletransactions.

6. Schedulef Saler Revenue

In somecasesit ismore practicalto tracethe reportedfiguresto the salesor revenue
journalor generalledgerby period. If frequentdifferencesarefound, it would be
advisablgo scheduleotal sales orevenue. If there are only afew isolated differences,
the periodswherethe differencesoccurshouldbe scheduled.A detailedscheduleof
total salesmaybe advisable wheithe recordedfigurescanbe usedfor tying several
itemssuchastotal salesandseveraldeductions. Amountsmaybe scheduledrom the
salegournalif the segregatiorbetweentaxableandnontaxable salesnot discernable
in the generalledger. Wheresalesare scheduledrom the salegournalor other
detailedsourcesthe schedulediguresshouldbe reconciledwith the generalledger.

7. Examinatiorof Saleor Revenudnvoices
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Salesor revenueinvoicesusuallyrepresentthe original recordbf atransaction afteran
order execution(purchaseorder) hasbeenprovided. It isanecessaryart of the audit
procedureto examinearepresentativenumberof theseinvoicesto determinehow the
transactionsare recorded andn what basisthe taxwasaccrued. Thefollowingisan
itemizationof the variousfunctionsinvolvedin the examinatiorof this originaldetail:
a. Postings
Areviewof postingsisthe first stepnecessaryo verify the accuracyof the books
of originalentry. Thesalesor revenueinvoiceis voucheddirectlyto the salesor
revenuejournalfor accuracyof postingrelativeto amount andclassificatiorin
the journal.
b. Tax
Invoicessubjectto taxation often havethe tax statedseparately.If so,the
amountof tax should berecalculatedo verifythe correctamountof taxwas
charged.
c. Deductions
At the time the invoiceis beingreviewed forpostingaccuracyetc., it shouldalso
be reviewedfor evidence oexemption. Forexample,if the saleis beingclaimed

exemptasa salefor resale the resalecertificatecouldbe examinedat that time.

d. Formof theinvoice

Theauditor shouldexaminethe form of the invoiceandcheckto seeif charges
are segregated oshownasa lump sum. Theimportanceof segregation wilvary
by a particulartax category. Forexample underthe retail classification, labor
chargesare deductibleonlyif segregatedn all books,recordsand customer
billingsor invoices.

8. Examinatiorof IncomeTaxReturns

Federabf StateIncomeTaxReturnsmayalsobe usedasa sourcedocumentto help
determineif there are problemswith the transactionprivilegetax returns. Auditors
shouldunderstandthat the definitionsandrulesfor incometaxesare different sothe

useof the incometax returns ismerelyad a I f § & Rorexample sales of tangible
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personalproperty are sourcedfor incometax purposedo the ultimate destinationand
salesof other than tangiblepersonalproperty are sourcedo the statewith the
predominantcostof performance. Theseare not necessarilydenticalor evensimilarto
the transactionprivilegetaxrules. If the grossreceiptson the incometaxreturnsare
significantlydifferent from thosereported onthe TPTreturns,andthereisno obvious

reason the differencesshouldbe discussedvith the taxpayer.

9. Administrationof Exemptions

The auditor will reviewdentifying informationthe taxpayer has received from their
customer and the reason for claiming a tax exemp#athe time of purchase. The
taxpayer shall maintain proper records of exempt transactidhthe taxpayer has not
obtained an exemptiorertificateor all relevant data elements as provided in AR
5009 the auditor will provide the taxpger with 45 days subsequent to a request for

substantiation, to either:

a. Obtain a fully completed exemption certificate from the customer, (i) was
statutorily available on the date of the transaction in the jurisdiction where the
transaction is sourced, (ibe applicable to the item being purchased, and (iii) is
NEBFaz2ylrofS F2NJ 6GKS LJz2NOKIF aSNna dGeLwls 27

b. Obtain other information establishing that the transaction was not subject to

the tax.

If the taxpayer obtains the information described abdke auditor shall relieve the
taxpayer of any liability for the tax on the transaction unless it is discovered through
the audit process that the taxpayer had knowledge or had reason to know at the time
such information was provided that the infoation relating to the exemption
claimed was falself the taxpayer does not obtain a properly completed exemption
certificate,taxpayer shall have the burden of proofestablish the required
information.

TAXFACTORING/TAOLLECTED

Whenadditionalgrossreceiptsor disalloweddeductionsare discoveredandthe auditor has

verifiedthat no tax Wasseearatelﬁharged the auditor shouldallowthe aEEroEriatefactored
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tax deduction.

TAXPAYERSITHPOORTAXACCOUNTINBROCEDURES

If weaknesses the tax accountingoroceduresmakeit impossiblefor the auditorto relyon

thoseproceduresthe auditor shouldaccomplistthe audit objectivesby other meansincluding:

1. Requesthe taxpayerto reconstructrecordsso thateither grossreceiptsor deductions
maybe allowedbasedon testsof thoserecords.

2. Taxthe grossreceiptsof the taxpayer orisallowthe specificdeductionsfor whichthe
recordsareinadequate.

3. Performadetailedauditif the potential tax liability would offsetthe time and cost
restraints. Beforea detailedauditisundertakenthe audit supervisor shoulthe
consulted.

TAXPAYERSITHOURECORDS

Theauditorwill encountersomecases wher¢he taxpayerhasno recordsof anykind, or
perhapsonly fragmentaryrecords. Thefirst stepisto offer the taxpayerreasonablgime to
reconstructtheir recordsbasedon availableinformation. If the taxpayerisunwilling,or refuses
to provideanyinformation,awritten requestmaybe sentto the taxpayerby certified mail
underthe authority of AR$42-1125(Chand Section 55%f the MCTC.
FIELDWORK

Theevidentialmatter requiredby the third standardof fieldworkis obtainedthroughtwo

generaltypesof auditingprocedures.Collectivelytheseproceduresare substantiveestsand

include:

1. Testsof TransactiongndBalances

Theseproceduresare designedo obtain evidenceasto the validityand propriety of the
accountingreatment of transactionsandbalances.Converselythe testsmayalsobe
usedto determinethe existenceof anyunintentionalmonetaryerrorsor irregularities
(deliberatedistortionsand misrepresentations) Theauditor usestestsof transactions
andbalancedo determinethe dollarmeasuremenbf noncompliance.

2. AnalyticalReviewProcedures
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Theseproceduresaredesignedo verifythe reasonablenessf relationshipsamongdata

andidentify unusual fluctuationsn suchdata. These proceduresiclude:

a. Acomparisorof currentfinancialinformation with comparablanformation for
correspondingpreviousperiods
b. Acomparisorof the financialinformation with anticipatedresults(i.e.,tax forecast):
c. Astudyof the inter-relationship between elementsf financialinformationthat
would generallype expectedto conformto a predictable patterrbasedonthe
S y U kidt@y@riexperience
d. Acomparisorbetweenthe (i | E LJlMfigaSchlIRfarmation and information
regardingthe industryin whichthe taxpayeroperates
e. Astudyof the inter-relationships between financialiformation andrelevantnon-
financialinformation
AUDITTECHNIQUES
Thetechniquesbelowserveasusefulguidelineshowever,the | dzR A ilgriuiyand
judgmentplaya crucialrole in the audit process.Each audimaypresenta unique challenge
that canbe solvedonly by applyingand adaptinglifferent techniquesandimprovisingasthe
situationwarrants.
Themannerby whichthe auditorexaminesaccountingevidenceis knownasan audit
technigue. Therearevariousaudit techniquesavailableto the auditor. Theauditor mayuse
onetechnique insteaaf anotherdependingon the audit objective. Several auditechniques

arelisted below:

1. Analyzing
Thisrequirescarefulconsiderationof eachitem. Thepurposeof analyzingsto separate

the wholeinto meaningfulcomponentparts. Intax audits,this techniqueis usedto
analyzeclaimedexemptionsor deductionsor to determinethe taximpactrelatedto
deductionssuchasbaddebts. Anotherexamplewould be reviewingthe miscellaneous

incomeaccountdor possibletaxabletransactions.

2. Inquiry
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Thistechniquecanbe aformal proces®r a simpleoral question. Althoughinquiry by

itself doesnot directlyallow the auditor to obtain sufficientevidenceit can,andoften

does,leadto areasthat providethe neededsupport. Theaudit questionnaireand
checklistprovidegoodguidancen developingnquiries.

3. Observing
Thisinvolvesmorethan merelylooking. ¢ KS | dzRA (i 2 NR@desiydeddS NI (A 2 y &
gatheraudit evidence. In publicaccountingthis techniqueis usedwith the audit of
inventoriesto determinethe accuracyof the inventoryaccount. Observatiorrequires
preexistingknowledge othe procesdeingobserved.Byinspectinghe (i | E LJ- & SN &
premisesthe auditorislikelyto observenew capital addition®r remodelingwork,
whichcould leado unreportedusetax due or spin-off auditsof the contractorswho
were involvedin the remodelingwork. Additionally,the auditor canreviewnewspaper
or magazineaarticlesthat mayindicatehighersaleshan reported by the taxpayer,or the
intent to sellimproved reabproperty, suchasa speculativebuilding.

4. Recomputing
Thisis basedon a selectiveprocesgperformedby the auditor on someofthe (i I E LI @ SN &
mathematicalcalculations. An example ofthis technique wouldbe the recalculationof
tax on a guestfolio at ahotel in orderto determineif tax wasproperlycharged.

5. Scanning
Thistechniqueis usedto examinea considerableamountof evidencen orderto locate

anexception. Scanningnaybe appliedon original documentsaswell ason journal

entriesor ledgerpostings. Theauditor mayscanthe journalor ledgerin orderto locate
anyunusualtransactions.Althoughall entriesfor a givenperiod are scannedpnlythose
appearingunusualjin either amountor composition will be givenadditionalattention.
Thescanningechniqueis often used wherthe auditor conductsa discoverysampling
usingsalesinvoices. Thesamplings conductedto discloseexceptiongelatedto
deductionstaken, orto identify salesinvoices whereno tax wascharged. Thetax auditor
mayalsousethis techniqueon the adjustedjournal entriesat the end of the

G I E LIigc&yean &
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Additionally,this proceduremayalsobe usedwhen reviewinghe vendorinvoicesfor

potential use tax.In thiscasethe scanningechniguesavedime, as everyvendorfile is

not reviewedin detail (i.e.: payrollfees,utility bills, or accountinfeesare not subjectto
usetax, sothey generallyare not reviewed).

6. Tracing
Tracingequiresthe auditorto follow atransactionthroughthe accountingsystem.
Generallytracinglinksan originaltransactionwith all subsequenprocessindgo
determinethe accuracyof the recordingprocess. Thistechniqueis frequentlyappliedin
tax auditingto tracethe debit entriespostedin the fixed asset accountsackto the
originalpurchaseanvoices. Bydoingso,the auditor mayuncoverpotential usetax, or
verify deductionsclaimed orthe originalsalesinvoicesor similar documents.

7. Vouching
Vouchingequiresthat atransactionbe supportedby adequateevidenceor documents.
Theauditor shouldexaminethesedocumentsor their apparentauthenticityand
validity. Anexampleisthe examinationof ali I E LJlres&ebERificatesreceivedfrom
their customers.

8. Comparison
Thistechniqueinvolvesvariouscomparisonsncludingthose ofratio and trendanalysis.
Theauditor shouldexpect certairrelationshipgo be in existence asprovidedby the
evidencegatheredthroughcomparison.

In summary auditingtechniquesare the meansby whichthe auditor arrivesat the most

accurateconclusionin the mostefficienttime. Each examination requirelse auditor to
exerciseoriginalityandingenuityin determiningtechniqueghat will bestaccomplistthe goal.

DETAIAUDIT-VS- SAMPLIBASIAUDIT

Beforethe auditis initiated, the auditor mustdeterminethe adequacyof the i I E LJ- & S NI &
records. If adetailedauditis not feasible,a blocksampleor statisticalsamplemaybe
performed.

Todecideif asampleaudit shouldbe conducted atest mustfirst be madeusingatentative
blocksample. A blocksampleconsentform maybe executedonly after the test hasbeen

completedanddeterminedto be applicable. Thetaxingjurisdictionsare boundby the results
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of aproperlyexecutedblocksampleconsentagreement. Thetaxpayermay,at anytime,

terminatethe agreement. If the taxpayerdoesso, a detailedaudit or other appropriatereview
shouldbe performed.

Theauditor mustdiscuss theselectionof sampleperiods withthe taxpayer. If ablock
sampleis selectedthe taxpayermustsigna SamplingAgreement. Theagreementshould
indicatethe sampleperiods andanyother factorsthat arepertinent. Generally,three or more
different monthsfrom separateyearsare usedfor the test.

Beforea statisticalsampleis used,the Departmentof Revenuemustbe consulted.
SAMPLIPERIOELECTION

Thedecisionof whetherto conductan expandedsampleis basedon the resultsof the
preliminarytests. In certain instancesjueto the sizeof the businessit maybe necessaryo
conductaformal controlledsampleasa preliminarytest. Some critical pointto be considered
in the useof sampling include:

1. Use ofa SamplePeriod

a. Unitsof saleor the dollar amount®f claimed deductions are unifor@sto their size
anddistributionthroughoutthe audit period

b. Basiaharacteristic®f the businessandthe methodsof reportingremainthe same
throughoutthe audit period. Shouldthe basiccharacteristic®f the businesshange
duringthe audit period, separatesamplesor testsshouldbe madefor each specific

periodwith separatepercentage®f error for each. Thisis calleda stratified sample.

c. Thesampleauditeddetail containssufficientitemsto makeanaccuratepercentage
calculation. If the sampletestedhasonly afew transactionsgrrorsmaynot lend
themselvego apercentagecalculationof reasonableaccuracy.

d. Thesampleperiod mustbe representativeof the businessactivitybeingtested

2. TheSampleBase

a. Theauditor must establistwhatis beingtested.

b. Thesamplebasemustbe representativeof the businessactivity beingtested.
It isimportant that afirm samplebe establishedsothat a percentageof error canbe
computedand applied.Thisbaseisrepresentedasthe denominator,with the
differencesfound in the denominatorbeingrepresentedasthe numerator. For

examplef salesfor resaleareto betestedfor aselectedmonth, all recordedand
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claimedresales musbe examinedfor that month, withexceptionsor disallowed

resalesbeing specificallpoted. Alternatively what istestedmaybe acombination
of variousdeductions. Inthis case the basewould beall the deductionsrecorded
andclaimed. Otherblocksample methodsire permitted aslongasthe auditor,
supervisorandtaxpayeragreeasto the method of samplingto be used.

3. Size ofSamplePeriod

Theauditor mustexercisehisor her experienceand judgmentin determiningthe sizeof
the sample periods.Thefollowing principlesshouldbe consideredn selectinga sample
period:
a. Thesizeshouldbe adequateto ensure reasonablaccuracy.
b. Theauditingtime required shoulahot be excessiven relationshipto the materiality
of the issue.

In general when auditinga businesswith goodinternal controlsanda goodaccounting
system the sampleperiod maybe arelativelysmall portionof the total audit period.
However, wherauditinga businesswith little or no internal controlsthe sampleperiod
shouldcoveralarger proportionof the audit period. If recordsare availablethe
periodsselectedfor samplingshouldbe spreadoverthe entire audit period, while
ensuringthat samples are takefrom all yearsand addressany seasonadr other
ongoingfluctuationsin businessactivity. Thesizeof eachsampleperiod,in additionto
the aboveconsiderationswill dependon the numberof documentsto be examined.
Usually the sampleperiodswill consistof completemonthsor quarters. However,
periodsof lessthan a month maybe selectedif the numberof transactionds
voluminousandif dailyor weeklycontrol canbe established.Statistician$ave
establishedhat severalkhort samplesoverthe audit period are superiorto onelong
period. Forinstance a sampleof three scatterednonthsthroughoutthe audit period
will givebetter resultsthan a one-quarter sample.

4. Eliminationof Non-Recurrindtems

Inmakingatestofthe (i I E LJI & S NtdeterhmiBefhgimhEcaracydifferencesare

sometimegound whichare unique,either in the dollaramountof the transaction type

of productsold,omissiondueto anunusualsituation or other reason. These shouleot
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be usedin computinga percentageof error. Theseare normallyitemsof considerable
size,andthe oppositionto includingthem in the percentage otrror isquite strong.
Beforehandlingtheseitemsasnon-recurringerrors,they shouldbe carefullyscrutinized
to determineif they meetthe requirementsto be classifiedasnon-recurringerrors. It is
suggestedhat anerror of this nature shouldmeet oneor more of the following
conditions:
a. Theamountof the saleor purchaseexceedshe amountsof normalsalesor
purchasesandoccursonlyin rare intervals
b. Thesaleor purchasevasomitted orincludeddueto someunusualcircumstance
c. Theproductsoldor purchasedsatype not ordinarilysoldor purchasedn the
i I E LInéraibusiseof business
d. Inaninstance wherea sample itemwould resultin a distorted result,andappearso
be extraordinaryin nature, it maybe consideredasnon-recurring. However the
factthat no other salesvere madeto aparticular customer wouldot qualifythe
transactionasanon-recurringitem. Sufficienttestsshouldbe conductedin

additionalperiodsin orderto verify thatitemsof a similarnature did not occur.

5. SampleDetail

Sometaxpayerdile their salesinvoicesalphabeticallyon an annualbasis,with the sales

beingpostedto the booksof originalentry chronologicallyln this situation the auditor

cantracethe saledor resalebackwardfrom the salegournal,to the invoice andfinally

to the resalecertificate. Thisisatime consumingprocessand maybe minimalizedby:

a. Spottestingthe accuracyof postingasa salefor resale

b. Determiningatest baseby relatingto dollar volume(i.e.,a one-month test maybe
estimatedin termsof dollarsby dividingtotal claimedresalesby the numberof
months)

c. Selectingeverythird, fourth, fifth, or other letter of the alphabetasappropriateto
arriveat the desirednumberof dollarsor customer/supplietransactions

d. Schedulinggexceptionsnoted and schedulingnvoiceamountsfor eachinvoice
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examined; thereby establishirafirm base forthe calculatiorandapplicationof a

percentageof error

e. If the auditoris performing theaudit soon afterthe startofthe i I E LJ} & SN &
accountingyear,the alphabeticainvoicefile mayprovideareasonablesizetest
period

6. Applicationof the Sample Results

Thepercentageof error obtainedin the sampleperiod maybe calculatecaindappliedto
the entire audit periodin the followingmanner:

If taxablesalesof anon-recurringnature are disclosedvhen auditingon a samplebasis,
thosesales shouldbe excludedirom the calculationsof a percentageof error. For
example,f a claimedresale was fountb be taxable ands of anon-recurringnature, all
sales ofa similarnature should beexaminedfor the entire audit period andthe total of
suchsalesdeductedfrom claimedresalesn the appropriatereporting periodsand
shownasaseparateamountin the measure of additionahx. Thepercentageof error
developedin the sampleperiodsshouldthen be appliedto the adjustedresales claimed
for all periodsin the audit not coveredby the sample(i.e.: sampleperiodsshould be
consideredon anactualbasisg the errorpercentageshouldbe applied toall other

periodswithin the audit). Forexample:

Totalclaimedresalesn sampleperiods $10,000.00
less:Nonrecurringtaxablesalesexcluded(exceptions) $ 4,000.00
Adjustedresales $ 6,000.00
Otherclaimedresalesdisallowed $ 1,200.00
Percentagef disallowanceof adjustedresaleg$1,200/$6,000) 20%*
*To be appliedto reported resales.

Oneof the bestwaysto obtain generalknowledgeof the tax reportingsystemisto review
the taxworksheetdirectly with the personresponsibleor preparationof the worksheets.By
doingso,the auditor canaskaboutexceptionsand more readilyidentify potential omissions
whenreviewingli K S i | gebdrate8gem@rdsupportingjournals. Aworksheet thatfails

to addresspotential usetax or hasnot beenupdatedwith the additionor deletion of new
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accountsshouldtriggerthe auditorto performamorein-depthreviewof theseareas.

If ataxpayernashad,anindependentaudit performedthat coveredthe sameperiodasthe
2 dzNJ & Reviénipdriadyfre Auditor cangainmore assurancehat incomeamountsand
assetbalanceswvere properlyreflected. Theseauditedamountscanbetied to the audited
amountsin most caseslt isalso importantto reviewthe notesof the financial statements,
whichmayuncoverrelated party transactionsmaterialfixed assetadditions,financing
arrangementsor other significantevents,which couldaffectthe privilegetax audit.

It mayalsobe beneficialto review the auditof unrelated businessebat operatein the
sameindustry. Thesemay provideguidelinesjssuesanddeterminationsthat couldbe helpful
in the privilegeandusetax review. Forinstance jn orderto assessise taxanauditor may
needto determinethe costof food providedto managersor ownersof arestaurant. Areview
of similarrestaurantsmayrevealthe costof food percentageusedthroughoutthe industry.
Anotherexamplecouldincludethe reviewof a similarspeculativesale ,suchasan apartment
building,to ensurethe sametypesof exclusionsn eachsituationwere allowed.
AUDITDETERMINATIONS

Uponcompletionof audit fieldwork, there arethree possibledeterminations:

1. Assessment

Thisconcludedhere hasbeenan underpaymeniof taxes. Thereshouldbe adequate
evidencesupportingthe conclusiorwith specificARSandMCTGsectionscited.

2. Credit
Thisconcludeghere hasbeenan overpayment otaxes. Thereshouldbe adequate
evidencesupportingthe conclusiorwith the statedreasonby the auditor asto howthe
creditwasestablished.

3. NoChange
Thisconcludeghere havebeenno overpayments ounderpaymentof taxes. There
shouldbe adequateevidencesupportingthe conclusion.

Regardlessf the audit result,eachaudit file shouldbe neatly preparedand determinedas

accuratelyaspossible. Anyauthorized individual shoulde ableto pickup the auditfile and

readilydeterminethe resultsandthe reasonswhich supporthe determination.
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Thesupervisoror seniorpersonnelwho reviewthe auditfiles,andthe judgeswho make

determinationsof law,canmakea more informed judgmenbn the issuesat handif the

relevantfactsare presentedclearlyin the auditfile. Theauditor shouldassumehat eachaudit
file would be examinedby a judgeor otherexternal body.The auditor shouldnakeevery
effort to ensurethe completedaudit couldwithstandthesetypesof examinations.
AUDITCLOSING

Whenthe auditis complete,the preliminary findings mudbe sentto the taxpayer. The

auditor mustattempt to havea closingconferencewith the taxpayer either in personor by
telephone,dependingon thesituation. ThePreliminaryAudit Findingdetter shouldbe
presentedduringthe closingconferenceor maileddependingon the circumstancesTheletter
allowsthe taxpayerfourteen daysto reviewthe resultsand provideadditionalinformation
beforethe auditisfinalized. If the taxpayemeedsadditionaltime to reviewthe findings,the
auditor maygrant anyreasonable requedbr anextension.

If the taxpayerhasanyquestionsthisisthe time to provideananswer. Any warranted
adjustmentgto the determinationshould also benadeat thistime.

After the fourteen-dayperiod hasexpired andall possibleadjustmentshavebeenmade,
the Notice ofProposedAssessmenisto beissued. Theauditor mustinform thetaxpayerof its

protestrightsprior to issuingthe assessment.

AUDITWORKPAPERS

Theaudit workpapers includall evidencethat supportsthe work performed, methodsand
proceduresfollowed, assumptionsnade,and conclusiongirawn by the auditor. Asthis would
indicate,the workpapersare the connectinglink betweenthe i I E LJI & § Nandthe W8I0 2 NR &
findings.

Anauditincludesthe systematiqreparationof a seriesof workpapers,in such form and
with suchcontext,that the auditor mayusethem to preparea report on the activitiesof the
businesaudited.

Each detailedest mayresultin the production ofadditionalaudit workpapers. It is
important that the auditor taketime to planthe contentsof the workpapers andhe bestway
to recordinformationto documentthe findingsappropriately.

FUNCTIONSEFWORKPAPERS
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Therearetwo basicfunctionsservedby workpapersthe first is operational andconsistsof

the following:

1. Supportfor the Auditor'sDetermination

Oneof the auditingstandardsconcernghe collectionof sufficient,competent,and
relevantevidencein orderto afford areasonablébasisfor the | dzR A dp@idlE) &
judgments conclusionsandrecommendations.Theworkpapersbecomethe vehicleto
establishthat the evidenceobtained wassufficient.

2. Assistin Preparinghe Audit Findings

In providingsupportfor the report. Theworkpapers facilitate¢he preparationof the
findings. Duringthe audit engagementmanyanalysesschedulesand notationsare
preparedanddocumented.

3. Assisin Performingthe Audit

Workpapersserveasatool to helpin documentingthe work performed andaidthe
auditorin organizingand coordinatingall phasef the auditengagement.Asthe work
progressesthe workpapersprovidearecordof the work already completedandthat
yetto bedone. Verificationproceduresandanalysesare made andetainedin the

workpaperswhichare later comparedwith the other phasesf the audit.

4. Assisin Coordinatinghe Work

Workpaperscanhelpto coordinatethe work when ataxpayermaybe engagedn
different typesof businesses Separatepartsof the audit programor different audit
programsmay be followed for different typesof business.

5. ProvideaPermaneniRecord

It isimportant that the recordsdevelopedduringthe audit be availableandaccessible.
Theworkpapersprovidea permanentrecordof the auditingproceduresusedandthe
taxpayerdataexamined.If questionsariseconcerninghe adequacyor the accuracyof
the auditexamination the auditorisable to,by referringto this record,establishwhat
testsandother procedureswvere employed.

6. Useasa Guidefor SubsequenExaminations
If ataxpayerhasbeenpreviouslyaudited. Anessentiarequirement ofthe pre-audit

researchisareviewof the prior | dzR waik@aers. Theprogramthat wasfollowed
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andthe suggestions arhangein-procedurenotesfor the nextaudit will be particularly

important forthe next auditor. Sincepartsof the previousaudit maybe applicableto
the currentaudit,and assomeof the workpaperformatswill be repeated,these
documentsmaybe copiedand preparedat a more convenienttime beforethe audit
begins. Datasourcesoted onthe prior workpapersand explanatorcommentsabout
unusualaccountingsystemfeatureswill guidenew or inexperiencedauditorson
subsequenexaminations.

7. LinkOriginalTransaction$o FinanciaStatements
Asnoted previously, muctof the audh (i 2 NXxansigtf Ndcingall NI v & [tr@ili A 2 Yy Q&

from its originalrecordingto the final destinationin the financialstatements. By
examiningthe underlyingevidencethe auditor verifiesthat the transaction actuallglid
take placeandwasoriginallyrecordedin the appropriatemanner. Theworkpapershat
the auditor preparewill includevarioussummaries ofthesetypesof transactions.The
analyseof thesetransactionsandthe recordingof the same, wilprovidealink

betweenthe originaldocumentsandthe financialstatements.

8. ProvideaBasidor FurtherWork

Duringanaudit, certainsituationsor conditionsmay cometo the attention of the
auditor. Theseusuallyinvolvechangesn the accountingsystemthat necessitates
further investigation. Theinformationaccumulatedn the audit workpapersmayprove
helpful or evenessentiain completingthis task.

9. ProvideaBasidor EvaluatindPersonnel

Workpapersgrovideanimportant basisfor the & dzLJS NJBvaldagoN Stkie audit staff.
Someof the factorsconsideredn judgingthe effectivenesof the workpapers include
completenessglarity,arrangementadequatecrossreferencingandthe absenceof
unnecessarynformation. Workpapersrovideevidencethat the auditor wasableto
decidewhat information shouldbe accumulatedhow well the auditor understoodthe
accountingsystemandflow of documentsandhow the auditor was abléo assesshe
situationand conductadequatetesting. Personalityability to work with client
personnelandother factorsare alsoevaluated but the workpapersprovideatangible

startingpoint for the overallevaluation.
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Thesecondoverallfunction ofthe auditworkpapersisto establishcredibility of the
work performed. After completionof the audit, the workpapersshouldclearlyshowthe
natureandextentof the work done, the audit proceduredollowed, assumptionsnade,
andconclusiongeached. If differencesof opinionexistwith the taxpayer the
dispositionof thesepoints shouldbe clearlydetailed. In addition,the parties shoulde
namedandthe basisfor anyissuesclearly identified.It isimportant that the
workpapersdo not containanyunansweredjuestions,jnconsistentstatements,or
unwarrantedor unexplainedcchangesn conclusions.Thefinishedworkpapers musbe
complete,clear,consistentandconclusive.

Thereare certainaspectf the audit workpapers that aréoth legaland professionaln

nature;theyinclude:

1. Confidentiality
Whetheroral or written, the datashouldbe protected closelyby the auditor. In many
casestaxpayematais alsoconfidentialto the (i | E LJIs&aff R&2dently analysesre
madeor questionsaskedduringthe audit, whichshouldbe restrictedto the (i I E LJ- @ SNX &
authorizedrepresentative(s).Theauditor shouldtake carethat thisinformationis not
divulged, eithedirectlyor indirectly,to anyoneotherthanthe (i I E LJ- & SN &
representative(s) Duringthe courseof the | dzR A éngabdmantmanydisclosuresire
madewhicheventuallyenter into the workpapers.Theseypesof disclosuresre also
to be consideredconfidential. Whetherthe auditisin the planningstage,in process, or
hasbeencompleted the workpapersshouldbe protectedfrom unauthorizeduseand
disclosureat all times.

2. Ownershipof Workpapers

Theworkpapersdevelopedduringthe courseof anauditarethe property of the taxing
jurisdiction. The workpapershouldbe kept under strict controkat all timesin the

i I E LJloBice Mdllathe auditwork isin progressandin the taxingjurisdictions)
officesafter the auditiscompleted. Whileinthe (i I E LJIoBic® diEwa@ayfrom the
workplace the workpapers shoulte placedin alockedfile. Thiscontrolisnecessaryo

preventunauthorizeddisclosure.Moreover,the workpaperscontaininformation about
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the conductof the audititself, the scope or method$o be used,anditemsselectedfor
testing. Lastlyworkpapersshouldbe safeguarded becaugbe datathey containmay

beimpossible oimpracticalto reproduce.

WORKPAPHPREPARATION

Verificationand investigatioproceduresare the essenceof anaudit. Eachwork paper

shouldprovidesummarization an@nalysiof dataandindicatethe investigativesteps

performed. Thefollowing commoritemsshouldbe includedin all workpapers:

1.

TaxpayeName

2. TPTLicenseNumber

3. Subjectmatter of workpaper
4.
5
6

Date

. Referenceo supportingor summaryschedules
.1 dzR A dathélD &

Thenameof the taxpayer andhe subject matterof the work papershouldalsoappearon

eachindividualwork paper footedat the bottom.

WORKPAPERTANDARDS

1.

Completeness
Maximumusefulnesshouldbe the standard fordecisionsn preparingworkpapers.

Thel dzR A prafessIprakkillis reflectedin the workpapersthe auditor prepares. The
workpapersshouldbe complete,but free of unessentiablata,andshouldbe carefully

organizedor easyreference.

. Accuracy

Workpaperamustbe accurateandtechnicallycorrect. Crossfootingsandadditionsof
columns(footings)should beproofedandallamountstied with otherworkpaperswhen
appropriate. All relatedamountsmusttie, unlessthe differenceisinconsequentialin
which casat shouldbe noted on the audit workpaperwith the related reason.Theuse
of propergrammaris alsoimperative. Therefore audit notes,chronologyof events,and
other narrativesshouldbe reviewedto ensurethey are grammaticallycorrectandhave
no errorsor misspellingsgspeciall)companynames officers,employeesandother

similaritems.
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3. Clarityand Understandability

Thescopeof the examinationmustbe clearlydefinedby indicatingthe factsdiscovered,
andthe conclusionseachedasa resultof examininghe records. Theform andcontent
of each workpapeshouldbe constructedsothat a persontechnicallycompetent,but
unfamiliar withthe work, will readily understandhe results. Theaudittrail and
significant stoppingointsshouldbe clearto the reader. The various schedulesd
sub-scheduleshould be arrangetb indicatetheir importance angurpose. Totals
shouldbe easilyunderstoodand,whereapplicable gasilytraceableto other
workpapers.Thelanguageof commentsandother narrativesshouldbe accurateyet
concise.

4. LegqibilityandNeatness

Thegeneralappearancef the workpapers shoulthe neat. Themainelement
contributingto neatnesss evidence of orderlpreparation. Onlyone sideof the paper
should beusedsincethe papersare boundandwriting on the backsideof the paper
maybe overlookedor be inconvenientfor reference.

5. RelevancandDetalil

Allitemsincludedin the final workpapersshouldhavea purposerelated tothe
assignment.No generalrule maybe stated,but the amountof datato beincludedin
the workpapersmayincludedetailedlistingsof items, photocopie®f original
documentsanl dzR A iditalsd@sidea programitem, or a notation indicatingthat
certainsupportingdocumentshavebeenexamined.Unnecessargnalysesand
narrativeshouldnot be prepared,but if they existand arefoundto be relevantthey
should be retainedn the miscellaneous sectioandnoted asnot pertinent to the audit.
If the auditor concludeghat a certainanalysigs required,thought shouldbe givenon
how to arrangethe dataefficiently. Generallya summaryis preferableto alist of
detailsandananalysif several relatecaccountsn one schedulds preferableto
duplicatedschedules.Preparingnemorandumsandnarrativescanbe overdone.
Althoughsomepreparationis essentialthe unnecessargndredundantshouldbe
avoided. Detailmaterialsuchasaddingmachinetapes,tab runs,inventorylists,and

other miscellaneoupapersshouldberetainedin the workpapers onhaslongasthey
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serveapurpose. If supplementaryinformationis bulky,but hasvaluein supportof the
workpapersjt shouldbe referencedandfiled separately.Documentghat havebeen
supersededshouldbe removedunlessa changeis beingmade subsequent tan
assessmenbeingfinalized.

6. Attentionto Design and Layout

Audit workpapersnustbe designedandpreparedsothat supervisorsand senior
personnelmayefficientlyandeffectivelyreviewthe work performed. Excelhudit
templatesare availableand providethe necessarglementsof all workpapers. If
schedulesireaddedthey shouldfollow the sameformat asthe templates. The
schedulesand analyseshouldbe carefullyplannedand constructed before anduring

the courseof the audit.

7. OtherPreparationStandards

Each worlpaper shoulde selfexplanatory.No questions openpoints,incomplete
notes,or other indicationsof unfinished workshouldremain onthe work paper. If
itemson onework papertie to thoseon anotherwork paper,both shouldbe carefully
crossreferencedandreferencedin the index. In anyevent,a separatesheetshouldbe
startedfor eachtopic and thesheet (withcontinuationsheetsif necessary3houldbe
accuratelydescribedn the work paperheader.
ESSENTIALEMENTGFAUDITNOTES
Beforewriting the auditnotes,the auditorshould carefullonsiderthe contentto be used
in the findings. A brief outlineenablesthe auditorto considerall pertinent facts and
conclusionsnd providesalogicalarrangement othe materialto beincludedin the findings.
In addition,anoutline demonstratesvhetherall the necessarglementsare presentin orderto
supportthe findings. The audiinotes shouldully explainthe audit processand conclusions
drawn sathat anyauthorizedpersoncould pickup the file andunderstandthe issues othe
assessment.
Wellpreparedauditfinding containthe followingfour basicelements which shouldalways
be considered:
1. Condition

Conditionis a statementof what the auditor observed.In the broadsense observed
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includesnot only what the auditor saw,but alsowhat wasreviewed throughscheduling,
analysisand othertechniques. Theconditionof the variousareascanbe deemedas
either highlyefficient or deficient. If there aredeficienciesthe conditionalertsthe
readerto examinethe degreeof reviewthe auditrequired.

2. Cause
Underlyingcausesthe reasonthingshave goneawry andthe modificationswhich must
be madeto preventrecurrenceof the adversecondition.

3. Effect
Effectrepresentgshe resultof the conditionthe auditorfindsandcanbe either

beneficialor undesirable.Effectis the error factor describedn termsof assessment

value.
4. Conclusion
Whenthe findingshavebeendevelopedn the mannersetout, the conclusion
representshe I dzR A sugmeliodof the condition,cause and effect.
RECORDFTAXPAYEBONTACTS

Anycontactwith the taxpayermustbe documentedin the Recordof TaxpayeContacts.
Taxpayecontactsincludephonecalls, incoming-mail, faxes letters, in-person visitsandany
other contactwith the Taxpayeremployeesrepresentativeor other relatedparties. Date,
personcontacted,contactsource andanyrelevantdetail shouldbe included.
AUDITCOMPLETION

Whenan auditis completed,the taxpayershallbe furnishedwith a copyof the resultsvia

certified mail. Anyadditionaltax is due within forty-five daysafter the taxpayer receivethe
Noticeof ProposedAssessment.

Uponreceivinga Noticeof Assessmenthe taxpayemayrequestaninformal conference
with the auditor, audit supervisorand DORprotest unit. TheTaxpayerlsohasthe optionof
appealinghe assessmenby requestinga formal hearingat the Officeof Administrative
Hearings.Suchrequestisto containthe objectionsto the assessmenthe amountsin

guestion,andthe basisof eachobjection onthe TaxpayelResponse Form.
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APPENDIX

REFERENCE
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Intent to Audit Letter
STATE OF ARIZONA
[DATE]
[
Attn:

[ S )

BE:Notice of Intent to Audit
TAX TYPE: Transaction Privilege & Use Tax
[ LICENSE #: ]

To Whom It May Concem:

The Arizona Departmentof Eeverme (“Department™) has selected your business for a Transaction Privilege (3ales) & Use
Tax Audit. The purpose of this auditis to review your books and records to venfy compliance with the Arizona Revised
Statutes (“A F.5) and the Model City Tax Code ("MCTC™).

The Department mayhave to disclose confidential information to filly discuss tax issues with, or respond to tax questions
by, the Appointee. A Taxpayermay use Arizona Form 2853 to authorize the Department to release confidential

mformationto the Taxpayer's Appointes.

Additional mformation can be accessed fromthe Department’s website (www.azdor.gov) and publications for a basic
overview of yourrights asa Taxpayer. Links and QF. Codes are provided below for your convenience.

The Arizona Form 285 and the page containing all Departmert publications canalso be retrieved by utilizing the QR
Codes orwebpage links atthe bottomofthe letter.

An auditor will be conducting the audit onbehalf of all taxing junisdictions within Arizona asrequired by AR.S. §42-

6002 (CY(3).
The assigned auditor's contact informationis listed below. Youwill be contactedby the auditor to schedule an opening
mterview.
[AuditorName: ADOER. Auditor Number.
Auditor Address: Auditor Fhone Number:
Auditor Fax Number
Auditor E-Mail: 1
[=]isi[a]
Arizona Form 283 Page:  http:/'www.azdor.gov/Fomns PowerofAttomeyDizclosure a g =
A
¥ 3
&=

ADOFE. Publication Page: Iitp'wwrw.azdor.gov/Publications.aspx

1600 W, Monroe 5t Division Code 16 Fhoenix AZ 83007
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Audit Questionnaire

ARIZONA DEPARTMENT OF REVENUE

TRANSACTION PRIVILEGE, USE. AND SEVERANCE TAX

GENERAL QUESTIONNAIRE

TO BE COMPLETED BY TAXPAYER

ThpayerNwos “<Txpayer_Legal Name>> License <<TP_License=>
Auditor: <<Auditor Name=>

Camplete and return this questionnaire 1o the auditor prior to the imtial sudst sppomtment.

Entity Legul Name
DBEA

Address:
Ciny/State

Federal IT/SSN
Website Addeess

Addional names or licenses bewg used by the company for reportmig andior conducting transactions (lisi below):

Please hst all current officersmembers of the business {attach additioral documentatson 1 necessary):

President

Vice President

Secretary

Treasurer

If your company does not currently file an Anzona Income Tax retum, proviade explanation below;

In your own words, describe your principal business sctivities within the State of Arizona

Has your business been audited by any Arizona taxing suthonty during the téntative audit period?

0 No
[ Yes (ploase list):
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ARIZONA DEPARTMENT OF REVENUE

TRANSACTION PRIVILEGE, USE. AND SEVERAMNCE TAX

GENERAL QUESTIONNAIRE

TO BE COMPLETED BY TAXPAYER

Has vour company ever filed for bankmuptey protection? 1 Yes O HNo
Hankruptey Mumber
Chapter Class: i Petition Date:
Effective Diate of Plan: StateDnstnct:
What accounting method does your business use 1o prepare Angona TET refurns?
Cash 0 Accrual [0 Hyhrid of the two
I yinrr business usey g “Hybrid” approach, please deseribe the technignes used below;
Dioes vour company conduct internet sales ransactions with Anzora cusiomers? O Yes 1 Na

What would vou estimate the annual szles actieity withun Anzona dunne the audit period to be: 3

What is the company s anneal number of sales invoices/sales transactions i Arizons duning the aadie period?
0 Urader 100 0 1H-250 0 251-500
0 501-1000 O 1O01-2500 [ Greater than 2500

What type of accounting softwere does vour compauny wse [or secoumiing reporiing purpases”

Check all of documents that are avalzble for review:

[l General Ledger 0 AP Journals [l Bank Stalements
0 Chart of Accounts [ Purchase Begumtions 0 AnzonnTederal Tax relums
Sules Invoices'Joumnals [ Purchase Grders 1 Exemption Certificates
0 Job Costmg Joarnals [ Cash Thshursements [ ContmetsEscrow Papers
0 AR Jourmaks O Paid Vendor Invoices
[ Cash Receipts Journals [ Fixed Asset Schedules
Lt the primary contact for audit purposes MWame and Title
Phone
et

Sigrmtise of Taxpayver of Representatae

Ttle:
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Audit Appointment ConfirmationLetter

'STATE OF ARIZONA
[DATE |Department of Revenue
[
Atin:
]

RE: Field Audit Appointment Confirmation Letter
Tax TvPE: Transaction Privilege & Use Tax
[ LICENSE #: ]

Dear Taxpayer:

This letter isto confirm our appointmentfon at Jto conduct a Transaction Privilege (Sales) and Use
Tax auditfof forlthe audit periodfbeginning through |

This audit will be conducted in accordance with the provisions of the Arizona Revised Statutes and
the Model City Tax Code and will be conducted on behalf of all taxing jurisdictions as required by
ARS. §42-6002(C)3).

If yvou wish to be represented by an attorney, accountant, company emplovee, or others during the
course of the audit, please complete and sign an Arizona Form 285, General

Disclosure Representative Authorization Form. A taxpaver may use Form 283 to authorize the
department to release confidential information to the taxpaver's Appointee. The department may
have to disclose confidential information to fully discuss tax issues with, or respond to tax questions
by, the Appointee. A taxpayer may also use Form 285 to grant additional powers to the Appointes,
up to and including a power of attorney.

Enclosed 1s a list of required documentation required for the audit. However, additional information
may be requested in the future if it is necessary for the completion of the audit.

If you have any questions regarding this audit, please contact the auditor at the contact information
below.

Smeerely,

[

ADOFR. Auditor Number:
Phone:

Fax:

E-mail: ]
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RequestForTaxpayernformation Form

ARIZONA DEPARTMENT OF REVENUE

FIELD EXAMINATION
REQUEST TO SUPPLY INFORMATION

Taxpayer Name: = Taxpayer_Legal Name>-
License Number: == Taxpayer License Number—
Audit Period: ~<Beginning Audit_Period -~ through < <Fnding Audit_Period -~
Due Date:
Item Requested Date Recervexd
1.
2
3.
4
5.
b
-
8.
9
10
| PLEASE SIGN as acknowledgement of receipt only. |
o 20 20
Auditee | xite Fipeyer (Representutivel nate

Please Note: Failure to provide information by date ahove may result in an assessment being issucd based upon available
mformation. In addition failure to provide information may result in the imposition of additional penaltics under ARS 42-
1125¢,
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RequestForOriginal TaxpayerDocuments

STATE OF ARIZONA e

Receipt for Onginal Financial Records
Business Name:  <<Taxpayver Legal Name-~
License Number: <<TAXPAYER _LICENSE_NUMBER=>

The following Financial Records were provided on .20

Itemized List Check/ Date

Offered By: Date

Taxpayer or Representative — Name & Title

Received By: Date
Department of Revenue Representative - Name & Title

The above records were retumed in good order,
Those items above, that are not checked and dated, have not been returned.
Received By: Date

Taxpayer or Representatve — Name & Title

Retumed By Date

El:juﬂmcd! of Ré\'cnxz:ﬁ:ﬁn‘:scnlmivc —Nime & Title

1600 W Monvoe Division Code 168, Phoenix, AZ 85007 wuw azdor gon
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Recordof TaxpayerContacts

ARIZONA DEPARTMENT OF REVENUE
TRANSACTION PRIVILEGE & USE TAX AUDIT SECTION
Record of Taxpayer Contacts

Taxpayer Legal Name “Taxpaver Lepal Name > Begin Audit Period | “<Beginning Aud Per=-
TPT License Number | TP License Number - Ending Audit Period Ending Aud Per
Audit Contact Person Contact Phone Number
Audit Contact Title Contact Fax Number
User Date Time Detail

Revised June 2014
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BlockSampleAareementTemplate

=+
=
1+]

T
ntof Rew
L =

m

SAMPLING AGREFMENT

Taxpawver Nams:
Audit Period: through
License No:
Classification:

Tax Twvpa:

The Arizona Department of Eavenue and the undarsisned taxpayer herebv consant and agras to accept the
findings of this sampling for the purposs of applying the results of the tast to the current Transaction
Privilege and Use Tax audit on the books andrecords ofthe undersigned taxpayer.

Eecords Sampled Periods Used:

T igue Used:
Excepiions:

By signingthis agreement, the taxpayer does MOT waive the right to appeal any assessment.
Diated this dav of I
Arizona Department of Kavenus
Siensturs: TaxpaverBEsprasantative Sienstura
Titla Titla
Ravived Fone 2014

s gzdor. gov
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Statute of LimitationsWaiver

STATEOF ARIZONA | &7

Mip vt E e F O O
eOgImmentor Reven

=3

[2x]

Taxpayer Namf, ]

CEAL ]

Tranzaction Privilags Tax Licanzs 4]
Waiver Expiration Datf, ]
Anditporiod]  thronzh ]

The Arizons Department of Fevenue and the undarsisned taxpayver hersby conssnt and asres thet for the
mutesl convenisnes of the partiss, the amount of any tox undar Title 42 Taxation, Chaptsrs 5 & 6, and any other
privilage swciza tor administarsd by the Depertment, dus a: 3 result of any sudit of swamination of the books and
racopds of the undsrsisned taxpaver for the pericd indicated above mavy be asseszad at any time on of befoge the
walver dats indicated above and the provisions of Asizona Favizad Statutes, Saction 42-1104, and tha hModal City
Tax Coda, Saction 5530, limiting the tims for comsction, assesiment ressssszment of determinstion of addition
amounts dus a2 hesby specifically waived. This consamt asrsement includes tzes dus for any and all cities and

0TS,
B zigning this asrssment, the taxpeyer does MOT waive hiz rights to appesl any aszeszment.
[Datad thiz day of . .
L JARIZCNA DEPARTMENT OF EEVENUE
Simmaters: Taopevsr Azent 5ignatie
Titla Titla

ADDITIONAL EXTENEIONS:

The shovedascribed andit of examinstion pericd may b aszezzad at any timaon of bafors:

[Datad this day of . ]

L ] ARIZONA DEPARTMENT OF REVERLUE
Signaturs: Taxpaver Azant Signats

Titla Titl=

1600 W. Monroe 5t Div. Code 16 Phoenix, AZ 85007 Wi szdor. gov
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Audit Disclosure Authorization Form Instructions

PURPOSE OF FORM

Form 2854 emebles amy cdividual, sole propristorshop, jomt
filers. corporation, group of consclidated or combined
corporations, partnership, estate, trust, or other organization,
msoctrtion, or group thereof (“Taxpayer™ fo designsle a
person (CAppointe”) to whom e Arizona Department of
Revenue can rebaise confidential miormation, f the relaase of
such mformation 1s not ctherwise authorized by ARS, § 42-
2003 The discloswre of such confidential information may be
nesessary to {ully discums tax issues with, or respond 1o tax
quastions by, such Appointes

INSTRUCTIONS

Section 1- Twxpayer Information.

Emter Taxpaver's name, address, and daviime telephone
number on the lmes provided.  Teaxpayer may aftach a
supplemental page to the form if section 1 does not provide
sufticient space for the required iformation. If Taxpayer 15
comsalidatad or combined group of corporations, Taxpaser
must attach a faderal Form 851 or & supplemental sheet, as
applicable, comaming the names of esch member of the
ﬂﬂulﬂli.llilll.'lj ot i.".:tI!L'FiIIELI 5‘]\.3‘“:'::" f-::u '“'IIII.'!L [I‘IIJ SiF:I!HEi.II \1|..
Fonm 2854 15 a principal corgorate oflice:

An mulivadual taxpayer, sole proprietorsbip, or joit filers must
provide a Social Secursty numbens), ‘Withholding manber, or
Teamsaction Privilege Tax License number, as applicable.
IIIJ.'EIIH.}'ETS '“-'II!L'!I. are GI.EI'IHII'-'I' i.rl.'lllﬁ.\, F:‘lﬂluﬂihilu, i frusls musl
prowvide their Federal Employer Identiticateon mumber and a
Withholding or Transaction Privilege Tax Licerae mumber, if
applicable. Taxpavers which are estates must provide either
the decedent’s Social Security mumber or the estate’s Federal
Hmplover Idenbification number, as well as a Withholding or
Transaction Privilege Tax License munber, if applicable.

Section 2- Appointee Informaiion.

Enter the pame of the person you sre appointing to be
autlonamad 1o recerve Taxpayer's confidential informatin, The
Appomtes must be an mdividiml  For en Appointes
Identification Mumber, please provide Appointze’s Social
Security number, CPA menber, State Bar nunber, Altemative
Preparer Tax Identilication WNumber, or any  other
pdentefication numbsar including coe assigned to Appointes by
Taxpayer

Section 3- Tax Mallers.

You may ume thes form for more than one tax type. Please
check applicable boxes and specify the tax yearis) or tax
penodis) tor wiich Appomtee 35 awthonzed 10 recowve
Taxpaver's conlidential information. A general reference o
“all years™, “all perioda™, or periods or years "to present” will
be aceepted az applying only to tax years (peniods) ending
priot to the date this form is signed. A general reference to
“all future™ years of persods will be subject tooa fous year

ADOR 03-0030

limitaticss. Alse, check the box that properly describes the
form of ewnership of Taxpayer

Section 4- Bevocation of Earlier Authorizations.

This Discleawe Authorization Form  dees not revoke any
earlier suthorizations or Powers of Attormey on file with the
Angoma Department of Revenue  IF you want o revoke all
pror authorizaticns and Powers of Attormey, please check the
b, I wou wish (o revoke only some pocs authorizations
andior Powers of Attomey, please check the box and list those
authorizations am] Powers of Attomey thit you wizh to remnam
i efFeci

Section 5- Siiuulurt.

= (E W ;

. The mdwidualBole proprietor  muost
Individuals, sign the authorization  1f Taxpavers
Toant Filers, are o lnsband and wife (or foomer
iI.EI.I.I. FﬂlL‘

_ husband anmd wife), both spouses (or
Proprietorships | former  spowses) must  sign  the
authonzation form

A prneipal eorporate officer within
the Tn::lning_ of ARS ¥ 42
2003 A K2 must a1En the
.!IJlIlC:ﬂ Ealeon

Corporations

Parmerships A parmer having authoenty to act n

& Lirmted the name of the partmership mmst

Partnerships sign the authonization

Trusts A Trostee  must sgn the
aathorizateon

Lamited A member haveng authority 10 act in

Lauhiliry the e of the cosmpany st sign the

Companies withorizateon

Uiow e rmmiental
Agencies

An officer having authority 1o act on
behall of the governmental ageney
must sign the awthorzation

HOW TO FILE FORM

Flease submnit this form o the specific maditor or audst seghon
of the Departmeent thas Taxpayer is curmently workang with
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