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Tax Return Preparation Agreement — Business

Mangold Anker Phillips, PLLC is pleased to provide you with the professional services described
below. This letter and any other attachments incorporated herein (collectively, “Agreement”), confirm
our understanding of the terms and objectives of our engagement and the nature and limitations of
the services we will provide. The engagement between you and our firm will be governed by the terms
of this Agreement.

Engagement Objective and Scope

We will prepare the following federal and state tax returns for the year ended December 31, 2019.

Prepare the current and subsequent U.S. Corporation Income Tax Return (Form 1120S or
1120) or U.S. Partnership Information Return (Form 1065) or U.S. Trust Income Tax Return
(Form 1041) with supporting schedules.

Prepare the current and subsequent Texas Franchise Tax return (if required).

We will not prepare any tax returns except those identified above, without your written request, and
our written consent to do so. We will prepare your tax returns based upon information and
representations that you provide to us. We have not been engaged to and will not prepare financial
statements. We will not audit or otherwise verify the data you submit to us, although we may ask you
to clarify certain information.

We will prepare the above-referenced tax returns solely for filing with the Internal Revenue Service
(“IRS”) and state and local tax authorities as identified above. Our work is not intended to benefit or
influence any third party, either to obtain credit or for any other purpose.

You agree to indemnify and hold us harmless with respect to any and all claims arising from the use
of the tax returns for any purpose other than filing with the IRS and state and local tax authorities
regardless of the nature of the claim, including the negligence of any party.

Our engagement does not include any procedures designed to detect errors, fraud, or theft. Therefore,
our engagement cannot be relied upon to disclose such matters.

This engagement is limited to the professional services outlined above.
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CPA Firm Responsibilities

Unless otherwise noted, we will perform our services in accordance with the Statements on Standards
for Tax Services (“SSTS”) issued by the American Institute of Certified Public Accountants
(“AICPA”) and U.S. Treasury Department Circular 230 (“Circular 230”). It is our duty to perform
services with the same standard of care that a reasonable income tax preparer would exercise in this
type of engagement. It is your responsibility to safeguard your assets and maintain accurate records
pertaining to transactions. We will not hold your property in trust for you, or otherwise accept
fiduciary duties in the performance of the engagement.

Bookkeeping assistance

We may deem it necessary to provide you with accounting and bookkeeping assistance solely for the
purpose of preparing the tax returns. These services will be performed solely in accordance with the
AICPA Code of Professional Conduct. We will request your approval in writing before rendering
these services. Additional charges will apply for such services.

Estimated tax payments

You may be required to make quarterly estimated tax payments. We will calculate these payments for
the 2020 tax year based upon the information you provide to prepare your 2019 tax returns and have
no obligation to update recommended payments after the engagement is completed. If you ask us to
update your estimated tax payments, we will confirm this update in a separate engagement letter.

Tax planning services

Our engagement does not include tax planning services. During the course of preparing the tax returns
identified above, we may bring to your attention potential tax savings strategies for you to consider as
a possible means of reducing your taxes in subsequent tax years. However, we have no responsibility
to do so, and will take no action with respect to such recommendations, as the responsibility for
implementation remains with you, the taxpayer. If you ask us to provide tax planning services, we will
confirm this representation in a separate engagement letter.

Government inquiries

This engagement does not include responding to inquiries by any governmental agency or tax
authority. If your tax return is selected for examination or audit, you may request our assistance in
responding to such an inquiry. If you ask us to represent you, we will confirm this representation in a
separate engagement letter.

www.map-cpas.com
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Tax Advice

Our advice is based upon tax reference materials, facts, assumptions, and representations that are
subject to change. Tax reference materials include but are not limited to the Internal Revenue Code
(“IRC”), tax regulations, Revenue Rulings, Revenue Procedures, private letter rulings and court
decisions. We will not update our advice after the conclusion of the engagement for subsequent
legislative or administrative changes or future judicial interpretations. To the extent we provide written
advice concerning federal tax matters, we will follow the guidance contained in Circular 230, §10.37,
Requirements for Written Advice.

Arguable Positions

We will use our judgment to resolve questions in your favor where a tax law is unclear, provided there
is sufficient support for doing so. If there are conflicting interpretations of the law, we will explain the
possible positions that may be taken on your return. We will follow the position you request, provided
it is consistent with our understanding of the Internal Revenue Code (“IRC”), tax regulations, Revenue
Rulings, Revenue Procedures, private letter rulings and court decisions. If the IRS, state or local tax
authorities later contest the position taken, additional tax, penalties and interest may be assessed. We
assume no liability, and you hereby release us from any liability for such additional tax, penalties,
interest, and related professional fees.

Reliance on Othets

If you wish to take a tax position based upon the advice of another tax advisor, you agree to obtain a
written statement from the advisor confirming that the position should meet the “substantial
authority,” or “more likely than not” standard, as applicable. In preparing your federal tax return, we
are subject to a diligence as to accuracy regarding reliance on others standard, as defined in revisions
to Circular 230, §10.37(b). To the extent a position is based upon the advice of another tax advisor,
prior to preparing or signing the tax return, the AICPA SSTS No. 1 also requires our firm to have a
good faith belief that the position has, at a minimum, a realistic possibility of being sustained
administratively or judicially on its merits, if challenged. Additional charges will apply to such research.

Substantial Understatement Penalties

The IRS and many states impose penalties for substantial understatement of tax. To avoid the
substantial understatement penalty, you must have substantial authority to support the tax treatment
of the item challenged by the IRS or adequate disclosure of the item. To fulfill the adequate disclosure
requirement, you may be required to attach to your tax return a completed IRS Form 8275, Disclosure
Statement, or 8275-R, Regulation Disclosure Statement, which discloses all relevant facts. A disclosed
tax position that meets the reasonable basis standard must have some authority supporting the
position and be more than simply arguable.

www.map-cpas.com
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You agree to advise us if you wish to disclose a tax treatment on your return. If you request our
assistance in identifying or performing further research to ascertain if there is “substantial authority”
for the proposed position to be taken on the tax item(s) in your returns, we will confirm this
representation in a separate engagement letter. It is your responsibility to contact us if additional
assistance is required.

If we conclude as a result of our research that you are required to disclose a transaction on your tax
return, you consent to attach a completed Form 8275 or 8275-R to your tax return for filing after we
discuss the situation with you. You also agree to hold our firm harmless from any and all actual and
consequential damages (including but not limited to tax, penalties, interest, and professional fees) you
incur as a result of including such disclosures with your filed tax return regardless of the nature of the
claim, including the negligence of any party.

Unless an undisclosed tax position meets the “substantial authority” or "more likely than not"
standard, as applicable, we will be unable to prepare the return and will withdraw from the
engagement.

Listed Transactions and Other Reportable Transactions

The law imposes substantial penalties on taxpayers and tax advisors for failure to disclose listed and
other reportable transactions on Form 8886, Reportable Transaction Disclosure Statement. In general,
reportable transactions are potentially abusive transactions identified by the IRS whose primary
purpose is tax avoidance, including but not limited to listed transactions, confidential transactions,
transactions with contractual protection, loss transactions, and transactions of interest. You agree to
advise us of any reportable transactions identified under tax laws and regulations. You agree that it is
solely your decision to disclose any reportable transactions in the returns we prepare for you.
Additional charges will apply for such research.

You acknowledge your responsibility to inform us of any listed transactions or other reportable
transactions as designated by the IRS. You agree to hold our firm harmless with respect to any
additional tax, penalties, interest and professional fees resulting from your failure to timely notify us,
in writing, of all such transactions in order to facilitate the timely preparation and filing of your tax
returns.

www.map-cpas.com
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Tax Shelters

Section 506 of the Tax Extenders and Alternative Minimum Tax Relief Act of 2008 requires our firm,
as tax return preparers, to conform to a higher standard than the taxpayer when an undisclosed tax
position is related to a tax shelter as defined in IRC §6662(d)(2)(C)(ii), Imposition of Accuracy-Related
Penalty on Underpayments, or a reportable transaction to which IRC §6662A, Imposition of
Accuracy-Related Penalty on Understatements with Respect to Reportable Transactions, applies. This
higher standard requires the preparer to have a reasonable belief that the undisclosed tax position
would more likely than not be sustained on its merits if challenged by the IRS, and that there be a
reasonable basis for the tax treatment. We may have to spend additional time preparing your return
due to the research and analysis necessary to meet the standard. Accordingly, by executing this
Agreement, you acknowledge that you are aware of this difference in standards, and consent to our
preparation of your federal tax return in accordance with the standards applicable to our firm as tax
preparers.

Client Responsibilities

You will provide us with a trial balance and other supporting data necessary to prepare your tax
returns. You must provide us with accurate and complete information. Income from all sources,
including those outside of the U.S., is required.

We rely upon the accuracy and completeness of both the information you provide in the trial balance
and other supporting data you provide in rendering professional services to you.

On-line access to information

To the extent you provide our firm with access to electronic data via a local or online database from
which we will download your trial balance or other information, you agree that the data is accurate as
of the date and time you authorize it to be downloaded.

Transfer pricing

Your transactions with related parties are subject to the transfer pricing rules of IRC §482, Allocation
of Income and Deductions Among Taxpayers, which require that such transactions are conducted in
an arm’s length manner. Taxpayers who do not have the required documentation can be subject to
significant penalties if transfer pricing adjustments are sustained upon examination by the IRS. You
acknowledge and confirm that you can document your transfer pricing policies in accordance with
IRC §482 and §6662, Imposition of Accuracy-Related Penalty on Underpayments, and the regulations
thereunder to reduce this risk. If you ask us to conduct a transfer pricing study, we will confirm this
representation in a separate engagement letter.

Changes in ownership

You are responsible for advising us of any changes in ownership so we can properly reflect those on
the tax returns.

www.map-cpas.com
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Partnership or limited liability company (LL.C) agreement

You should review your partnership (or LLC) agreement with your attorney to ensure it addresses the
significant changes to the partnership audit regime that will generally apply to partnership returns filed
after 2018. These changes include, but are not limited to the following:

e Replacement of a “tax matters partner’” with a “partnership representative,”
e Current partners being held responsible for tax liabilities of prior partners,

e The partnership being held responsible for remittance of additional tax rather than individual
partners being taxed, and

e Numerous elections or opt-outs that the “partnership representative” may make.

In addition, you should review your partnership or LLC agreement to ensure that it meets your goals
for the transfer of ownership and distribution of income. Often, partnership agreements do not
address the transfer of ownership or may require updating as circumstances change. A review of your
partnership or LLC agreement is not within the scope of this engagement.

S corporation shareholder agreements

You should review your corporate buy-sell agreement and other stock agreements with your attorney
to ensure these documents meet your goals for the transfer of corporate stock.

Salaries and wages for C and S corporation shareholders

You are responsible for determining the appropriate salary or wage to pay shareholder-employees.

If the IRS determines that the C corporation paid salaries or wages in lieu of an appropriate taxable
dividend, the IRS may reclassify the payments. As a result of the reclassification, the shareholder may
be responsible for tax, penalties and interest on the taxable dividend in addition to potential
employment taxes on the reclassified amounts. You agree to hold our firm harmless with respect to
any liability including but not limited to, additional tax, penalties, interest and professional fees
resulting from any reclassification.

If the IRS determines that the S corporation made distributions in lieu of an appropriate shareholder
salary or wage, the IRS may reclassify the payments. As a result of the reclassification, the shareholder
and S corporation may be responsible for employment taxes on the reclassified amounts in addition
to penalties and interest. You agree to hold our firm harmless with respect to any additional tax,
penalties, interest and professional fees resulting from changes to S corporation shareholder salaries
and wages.

www.map-cpas.com
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S corporation distributions

Distributions should be made to shareholders on a per share, per day basis. If distributions were not
made proportionately, the IRS may take corrective action, including potentially revoking the entity’s
S corporation election, which may result in unfavorable tax consequences. As such, it is your
responsibility to ensure that shareholder distributions are made on a pro-rata basis.

Allocation of partnership income and expenses

You are responsible for verifying the accuracy of both the allocation of partnership income per the
terms of the partnership agreement and the partnership income calculations used in the preparation
of the tax returns.

The Treasury Department has proposed regulations under IRC §752, Treatment of Certain Liabilities,
concerning transactions between partners and the partnership, on the allocation among partners of
partnership level debt and disguised sales under IRC {707, Transactions Between Partner and
Partnership. If you ask us to evaluate compliance with IRC §707 and/or §752, we will confirm this
evaluation in a separate engagement letter.

Partner salaries

A partner or LLLC member who receives a guaranteed salary payment is not regarded as an employee
of the entity for the purpose of withholding or Social Security taxes. Therefore, any additional fringe
benefits a partner or LLC member receives are not subject to withholding. These fringe benefits may,
however, be included in the income of the partner or LLLC member. You are responsible for informing
us of the total guaranteed payments, including fringe benefits, received by each partner or LLC
member.

Documentation

You are responsible for maintaining adequate documentation to substantiate the accuracy and
completeness of your tax returns. You should retain all documents that provide evidence and support
for reported income, credits, and deductions on your returns, as required under applicable tax laws
and regulations. You are responsible for the adequacy of all information provided in such documents.
You represent that you have such documentation and can produce it if necessary, to respond to any
audit or inquiry by tax authorities. You agree to hold our firm harmless with respect to any additional
tax, penalties, interest and professional fees resulting from the disallowance of tax deductions due to
inadequate documentation.

Personal expenses

You are responsible for ensuring that personal expenses, if any, are segregated from business expenses
and that expenses such as meals, travel, entertainment, vehicle use, gifts, and related expenses are
supported by necessary records required by the IRS and other tax authorities. At your written request,
we are available to provide you with written answers to your questions on the types of supporting
records required.

www.map-cpas.com
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State and local filing obligations

On June 21, 2018, the U.S. Supreme Court reversed the long-standing physical presence nexus
standard in South Dakota v. Wayfair, Inc. et. al. This decision significantly changes the landscape of sales
and use tax compliance, especially for online sellers. If you wish to understand the impact of the
decision on your business, we will confirm this in a separate engagement letter. The scope of our
services under this engagement letter does not include services related to your compliance with other
tax obligations.

You are responsible for determining your tax filing obligations with any state or local tax authorities,
including, but not limited to, income, franchise, sales, use, property or unclaimed property taxes. You
agree that we have no responsibility to research these obligations or to inform you of them. If upon
review of the information you have provided to us, including information that comes to our attention,
we believe that you may have additional filing obligations, we will notify you of this responsibility in
writing and ask you to contact us. If you ask us to prepare these returns, we will confirm this
representation in a separate engagement letter.

U.S. filing obligations related to foreign financial assets

As part of your filing obligations, you are required to report the maximum value of specified foreign
financial assets, which include financial accounts with foreign institutions and certain other foreign
non-account investment assets that exceed certain thresholds. You are responsible for informing us
of all foreign assets, so we may propetly advise you regarding your filing obligations.

Based on the information you provide, you may have additional filing obligations including but not
limited to:

e Ownership of or an officer relationship with respect to certain foreign corporations (Form
5471);

e Toreign-owned U.S. corporation or domestic disregarded entity (Form 5472);
e Foreign corporation engaged in a U.S. trade or business (Form 5472);

e U.S. transferor of property to a foreign corporation (Form 926);

e U.S. person with an interest in a foreign trust (Forms 3520 and 3520-A);

e U.S. person with interests in a foreign partnership (Form 8865); or

e U.S. person with interests in a foreign disregarded entity (Form 8858).

If we believe you have additional filing requirements, we will discuss them with you prior to
completing your tax return.

www.map-cpas.com
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In addition, as part of your filing obligations, you are required to report the maximum value of
specified foreign financial assets, which include financial accounts with foreign institutions and
certain other foreign non-account investment assets that exceed certain thresholds.

Based upon the information you provide, we will use this data to inform you of any additional filing
requirements, which may include Form 8938, Szatement of Specified Foreign Assets.

Failure to timely file the required forms may result in substantial civil and/or criminal penalties. By
your signature below, you agree to provide us with complete and accurate information regarding any
foreign investments that you have a direct or indirect interest in, or over which you have signature
authority, during the above referenced tax year.

The foreign reporting requirements are very complex. If you have any questions regarding the
application of the reporting requirements for your foreign interests or activities, please ask us. We
assume no liability for penalties associated with the failure to file or untimely filing of any of these
forms.

Foreign filing obligations

You are responsible for complying with the tax filing requirements of any other country. You
acknowledge and agree that we have no responsibility to raise these issues with you and that foreign
filing obligations are not within the scope of this engagement.

Virtual currency

The IRS considers virtual currency (e.g., Bitcoin) as property for U.S. federal income tax purposes. As
such, any transactions in, or transactions that use, virtual currency are subject to the same general tax
principles that apply to other property transactions.

If you had virtual currency activity during the tax year, you may be subject to tax consequences
associated with such transactions and may have additional reporting obligations. You agree to provide
us with complete and accurate information regarding any transactions in, or transactions that have
used, virtual currency during the applicable tax year.

Employment records

You are responsible for obtaining Form 1-9, Employment Eligibility Verification, from each new
employee at the time of employment. In addition, Federal Form W-4, Employee’s Withholding
Allowance Certificate, and the applicable state equivalent should be retained for all employees. Failure
to obtain these forms may subject an employer to penalties. Additional state requirements related to
employment records may exist. At your written request, we are available to provide written answers
to your questions on required documentation.

www.map-cpas.com
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Worker classification

You acknowledge and confirm that you are responsible for determining the correctness of any worker
classification. Payroll tax withholding and related employer payroll tax implications result from this
determination. We recommend obtaining a signed contract and signed Form W-9, Request for
Taxpayer Identification Number and Certification, from all independent contractors. You should also
issue a Form 1099-MISC, Miscellaneous Income, to all unincorporated independent contractors to
whom you pay $600 or more for services. At your written request, we are available to provide written
answers to your questions on required documentation.

Ultimate responsibility

You have final responsibility for your tax returns. We will provide you with a copy of your electronic
tax returns and accompanying schedules and statements for review prior to filing with the IRS and
state and local tax authorities (as applicable). You agree to review and examine them carefully for
accuracy and completeness.

You will be required to verify and sign a completed Form 8879 IRS e-file Signature Authorization
applicable to the entity return and any similar state and local equivalent authorization form before
your returns can be filed electronically.

In the event that you do not wish to have your tax returns filed electronically, please contact our firm.
Additional procedures will apply. You will be responsible for reviewing the paper returns for accuracy,
signing them, and filing them timely with the tax authorities.

www.map-cpas.com
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Timing of the Engagement

We expect to begin our services upon receipt of your December 31, 2019, trial balance, and other
supporting data agreed to above.

If your federal return is electronically filed, our services will conclude upon the eatlier of:

e the filing and acceptance of your 2019 tax returns by the appropriate tax authorities
and mailing or delivery of non-electronically filed tax returns (if any) for your review
and filing with the appropriate tax authorities,

e written notification by either party that the engagement is terminated, or

e one year from the execution date this Agreement.

Extensions of Time to File Tax Returns

The original filing due date for tax returns Form 11208 and Form 1065 for the year ended
December 31, 2019, is March 15, 2020 (2 /2 months after year-end). Due to the high volume of
tax returns prepared by our firm, the information needed to complete the tax returns must
be received no later than January 31, 2020, so that the returns may be completed by the
original filing due dates. The original filing due date for Form 1120 and Form 1041 for the year
ended December 31, 2019, 1s April 15, 2020, (3 /2 months after year-end), and the information
needed to complete Form 1120 and Form 1041 by the initial due date must be received by
February 28, 2020.

It may become necessary to apply for an extension of the filing deadline if there are unresolved
issues or delays in processing, or if we do not receive all of the necessary information from you on a
timely basis. Applying for an extension of time to file may extend the time available for a
government agency to undertake an audit of your return or may extend the statute of limitations to
file a legal action. All taxes owed are due by the original filing due date. Additionally, extensions may
affect your liability for penalties and interest or compliance with governmental or other deadlines.

To the extent you wish to engage our firm to apply for extensions of time to file tax returns
on your behalf, you must notify us of this request in writing. Our firm will not file these
applications unless we receive an executed copy of this Agreement and your express written
authorization to file for an extension. In some cases, your signature may be needed on such
applications prior to filing. Failure to timely request an extension of time to file can result in
penalties for failure to file tax returns, which accrue from the original due date of the returns
and can be substantial.

We are available to discuss this matter with you at your request. Additional charges will apply for such
services.

www.map-cpas.com
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Penalties and Interest Charges

Federal, state, and local tax authorities impose various penalties and interest charges for non-
compliance with tax laws and regulations including failure to file or late filing of returns, and
underpayment of taxes. You, as the taxpayer, remain responsible for the payment of all tax, penalties,
and interest charges imposed by tax authorities.

We rely on the accuracy and completeness of the information you provide to us in connection with
the preparation of your tax returns. Failure to disclose or inadequate disclosure of income or tax
positions may result in the imposition of penalties and interest charges.

Professional Fees

Our minimum professional fee for the services outlined above is $1,750. A fee quote will be provided
upon request after a CPA views the prior returns. Our fees are based upon the complexity of the work
to be performed, and our professional time, as well as out-of-pocket expenses. In addition, our fees
depend upon the timely delivery, availability, quality, and completeness of the information you provide
to us. You agree that you will deliver all records requested and respond to all inquiries made by our
staff to complete this engagement on a timely basis. You agree to pay all fees and expenses incurred
whether or not we prepare the tax returns.

www.map-cpas.com
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Unless otherwise specifically stated, tax projection and planning for 2020 are not included in

this engagement.

An extension to file a tax return is not an extension to pay. The IRS and the states assess

penalties and interest on any tax amount due and not paid by the initial deadline.

CORPORATE ACCOUNTING RECORDS. A checklist of bookkeeping tasks for business
returns is in Exhibit “A.” We expect that you will complete the items on this list. Upon our review
of the accounting records, we will give you a written list of any outstanding items.

Please initial one item.

The requested procedures have been completed in my accounting records. If any deficiencies
are found, I will adjust the deficient items as necessary.

I authorize hours of accounting work to adjust my books. I understand this
accounting work will be invoiced at the standard houtly rates in addition to the tax return
preparation.

I am aware that my books and records are deficient and authorize you to prepare and file my
tax return with the condition as is. I understand that Mangold Anker Phillips, PLLC may find errors
and thus may refuse to sign the return.

We appreciate the opportunity to be of service to you. Please date and execute the enclosed copy of
this Agreement and return it to us to acknowledge your acceptance. We will not initiate services until
we receive the executed Agreement.

Entity (Separately list each company for Title of Signatory
which we will prepare returns.

Signature Date

Printed Name

www.map-cpas.com
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Trial Balance Examination Checklist

Assumptions:

e All Financial Statements tie out and are complete and accurate:
o Trial Balance is in balance and matches Balance Sheet (also in balance)
o Income Statement and all sub-ledgers match the general ledger
o Net Income from the Income Statement flows to the Balance Sheet
e Prior Year ending trial balance (used to produce the tax return) equals current year beginning
trial balance
e All third-party applications are reconciled to the accounting records (examples: Bill.com,
Expensity, ADP, Shopity, FreshBooks, etc.)

e Accounting records (the books) ate closed" for the period of the examination®

External Documents (list is not comprehensive):

e Bank & credit card statements covering the period
e Receipts, bills, etc. to support
o Fixed Asset additions or disposals (with dates, amounts & description of asset)
o Insurance premiums & policies
o Membership dues
o Copy of leases, loans (equipment, employee, shareholder), donations
e Annual calendar-year payroll summary by employee
e TFiled copy of the following tax forms:
o Payroll Forms 940 & 941, W2 & W3 & state unemployment reports for all quarters
o Federal estimated tax payments (if any)
o State Sales tax forms
o Property tax bills and/or renditions
e Loan Agreements and Amortization Schedules
e All written policies, procedures and internal control

! Close — all cash and non-cash entries are posted in the period with the potential exception of Depreciation and Tax Provision;
all bank/credit card/note/etc. accounts are reconciled and all Suspense accounts are clear

2 Examination - Examine the accounting records to confirm that accounts reconcile to available supporting documents provided
by the company as well as identify inaccuracies and/or incomplete items and report to management
www.map-cpas.com
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Checklist:

[]

[ [

All the Bank, Petty Cash and Credit card accounts have been reconciled

o Reconciliation Register Balance equals bank balance

o Trial Balance equals reconciliation register

o Uncleared transactions for any checks or deposits that are greater than 90 days are
justified

o Undeposited funds general ledger account is analyzed and any amounts greater than
90 days are justified

All suspense accounts are zero

Accounts Receivable
o Accounts Receivable Aging Report equals Trial Balance
o Balances with negative amounts and balances more than 90 days are justified

Accounts Payable
o Accounts Payable Aging Report equals Trial Balance
o Balances with negative amounts and balances more than 90 days are justified

Notes Payable
o Loan agreement equals amortization schedule
o Amortization schedule equals trial balance

= Loan balance

= Interest Expense posted for the period

Pre-paid expenses

o Review the expense account detail to determine if any expense should be amortized
based on the written threshold policy

o Supported by a standard schedule which shows total amount, current balance and
current expense as well as external documentation supporting the total amount and
period covered

Accruals

o Only accrue for expenses that exceed the written threshold policy

o Tax: consider federal, state, local, business, property, etc. depending on the entity
type

o Supported by a standard schedule which shows total amount, current balance and
current expense as well as external documentation supporting the total amount and
period covered

www.map-cpas.com
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[] Inventory
o Compare Inventory Detail report to balance sheet, investigating material differences,
in particular any negative inventory counts
o Physical Counts — compare any physical count sheets with Inventory Detail reports
and indicate adjustment for book to actual
o Consider COGS as compared to the inventory balance

|| Fixed Assets

o Ensure Fixed Assets schedule matches with the Trial balance by asset category and in
total

o Fixed assets must have detailed supporting documentation

o Ensure [monthly] Book Depreciation Expense in Trial Balance ties to the
depreciation schedule as well as Accumulated Depreciation

o Examine other general ledger accounts that commonly have miscoded assets based
on the written capitalization threshold policy: Office Expense/Supplies, Vendor
Deposits, Repairs & Maintenance, LHI WIP

[ Payroll Liabilities
o Ensure Payroll Report, Payroll Liability Balance, Form 941, and W2s match with
Trial Balance
o Ensure any payroll processing fees are expensed to Fees rather than Salaries/Wages
expense and taxes are also separate
o At the end of each December ensure all rates and limits are updated in the payroll
system to reflect state, local and federal changes prior to the first payroll process in

January.

[ ] Sales Tax Liability
o Sales tax liability report equals
= Sales tax paid in subsequent period (supported by receipt)
* Total sales on P&L
= Trial balance liability

|| Business Personal and Real Property tax
o Prior year tax is accrued for the current period unless other supporting
documentation supports an alternate accrual. It should be adjusted for at the time the
assessment is received as well as when the actual bill is received. Only accrue if the
total amount of tax exceeds the written accrual policy threshold

www.map-cpas.com
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|| Unearned revenue and Customer Deposits
o Ensure all revenue that can be recognized in the current period has been propetrly
recorded
o A schedule of open deposits equals the Trial Balance and each deposit has been
evaluated

Review Equity Accounts for Changes and determine if they are properly recorded

All Balance Sheet accounts with a balance in the current period have a workpaper
supporting their ending balance

Examine the General Ledger Detail report for all balance sheet accounts to ensure they
are complete and accurate

I ) N B

Profit & Loss Examination
o Examine revenue & expense accounts for trends & variances for both:
o Year To Date Prior Year % & $ Change Comparison Profit & Loss
o Last 13 month-rolling profit & loss statement by month
o Examine the General Ledger Detail report for the period to ensure categorization is
correct and supported:
= Revenue
e Ties to external/third party data collection such as POS systems
e Conforms to contracts and is consistent with revenue recognition
standards (such as GAAP Percentage of Completion)
e Ties to external compliance reporting such as Local Sales Tax,
Franchise Tax, etc.
e Trends: As revenue increases, Cost of Sales and Sales-related
expenses often increase
o In total dollars
o As a percentage of revenue
o Mix of product
o Bad debt analysis
= Cost of Sales (COGS): in total dollars and as a percentage of revenue
e Material - Inventory: compare levels, write-offs, changes in vendors,
revenue recognition standards
e Labor — Increase in salaties, taxes,
e Overhead — allocation
= Sales expense (variable)
e Payroll-reconcile to IRS/state reporting
e Meals & Entertainment — 50% vs. 100%
e Travel
e Advertising/Marketing
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= General & Administrative (fixed)
e Payroll-reconcile to IRS/state reporting

e Subcontractors (should any of this be COGS-Labor or a fixed asset?
Are W9’s collected?)

e Rent

e Meals & Entertainment— 50% vs. 100%

e Vehicle/Mileage — are the correct rates/methods used?

e Supplies (should any of this be COGS-OH or a fixed asset; anything
over $250 must have detailed description/support)

e Maintenance (should any of this be COGS-OH or a fixed asset;
anything over $500 must have detailed description/support)

e Utilities/Insurance (should any of this be COGS-OH, does any
exceed the prepaid expense threshold and need to be amortized)

e Accrued Expenses — what is the threshold and are there expenses
that were accrued where the bill has been posted to expense rather
than the liability account

e Donations (ALL must have acknowledgment support)

e Depreciation — does the expense tie to the Fixed Asset Schedule

e Taxes/Penalties — these must be substantiated and in separate GL.
accounts. Are they applicable for the entity type?

[ ] All detail entries and resulting reports are complete and accurate

|| Lock the period in the accounting software

Final Review:

[ | Confirm the Financial Statements/Trial Balance tie to supporting workpapers

[ Analyze YTD Financial statements for reasonableness compared to prior year (both % &

)

L] Analyze 13 month rolling profit & loss statement for anomalies, trends and suspicious
activity
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Reports:

Year to Date Comparative Balance Sheet and Income Statement, including change in
both dollars and as a percent

13 Month Rolling Profit & Loss Statement
Year to Date General Ledger Detail report

Year to Date Profit and Loss Statement by Class (if applicable)

N T O

Year to Date Trial Balance
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