September 2015

sl R <4

The official publication of t

PASSION

. Top-notch culture sprouts
from Silvis Group’s
farm roots o

=) DAMAGE DUE DILIGENGE

' Preseason site walkthroughs,
training and contracts tie together
to help limit damage claims e 20

Moase River Mediz




32 SNOW BUSINESS | SEPTEMEER 2015 | wwwisl

When the
Tax Man
Gometh

Snow and ice management ..

~ companies share their
accounts of navigating

the audit process

and the Iessons they Iearned




A LOT OF TIME, EXPENSE AND WORRY RESULTS
IN A GLEAN BILL OF EMPLOYMENT TAX HEALTH

BY RICK KIER, CSP / Contribuior

T he letter came by regular mail on June 5. At
first we thought it was just abour another
routine business matzer like a new way to file
Our retutn or some new tax we needed to pay.
We quickly realized, however, that we had

been “sefected for examination”
saying we were going to be audited,
The only hint of the reasont for the audit was
the subject: Employment Tax Examination. Our
“examination” was scheduled for July 3 ... happy
holiday! I had been scheduled to be on vacation that
week and was pleased to see that they had included a

way to contact the IRS and Lhangc the date if that one

. pasnot mnvamen X 3: ﬁrat tlmﬂght WA Iy be July

] ’RQ?\?

| \th 1 spoke with the examining officer, | nov
nni}, ‘chan gcd e date: but alsn took the opportusity
tq ﬁﬁk why we. }md been chosen, He was very niceand |,
ould be on el things or that
m _hast.d o size of our company sid
aployment activity. We talked briefly about the items
‘rfiqs.urt.ci éacumamm and what we mmld

REQUERED DRCUMENTS!

1. Copies to the IRS:
- Busingss brochure and company

the IRS’ nice way of

- All sliicontractor agreements
far warker-issusd Form 1089,

explaining our rights as a taxpayer, which included
having representation by someone (such as 4 lawyer or
accountant) at the audi. Having never been through
anything like this, we decided to have our certified public
accountant take part:

“The worst part of the entire experience was not
kinowing how bad it might be. We are the kind of
company that dots our s and crosses our 1'%, W
always follow the law to the fullest extent and never
tike shortcats. We don’t pay anvone under the table,
we pay all of our taxes, do all our work “on the books?
an) don’t play gitmes when i it comes to doing things
right. )

 Nevertheless, we worried that there might be
something we did not know or somerhing that had

1 sTipped past us. Would the IRS try o tell us that eur:
i m{)\ﬁr“pk}w euocnntmcmrs were reaii ¥ mele\*ees zmd Wei

t_hf._fy u} 10 say &m our mau'ig:ars. were not .;{,ally _
. exermpt and we owed them overtime voing back thiee
2 It s s dike thiat W’f!éin our ?ﬁiﬁﬁé'ﬁ iiii'dér i’ﬁ'

2. Available at the interview:
- General ledger

phene directory

- Form 1120 US eorporate income
tax returns (2011-13)

- All Form W-2 and Form 1099
(2011-13)

- All documents relating to
payments, draws, loans,
relmbursements, ete., to owners

including a list of the workers®
names, addresses and type of
work performed (2011-13)

- Chart of accounts, purchase
Journal and trail balance (2011-13)

- Check register
- Business credit cand statements

- Any New York employment-
related audit reports (2010-14)

- Bank statements and canceled
checks (If included by bank)

- Employee handbook

- All worker payroll and vender
personng| files, including W-4s,
|-9s and worker contracts
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KIER // AUDITS

Continued from page 33
My plan was to have everything they
asked for ready and neatly organized for
the examiner. I had no idea if it would
help with the outcome of the audit, but I
was darn sure it would not hurt. Plus, the
preparation kept me from wortying about
what was going to happen, At the least,
| knew we were totally prepared for this
audit on the day the interview took place.
Keep in mind, you can’t make stuff
up or draft missing documents out of
thin air. You really have to have all of
the required documents in place long
before you ever know your audit is going
to happen. Of course, having them and
putting your hands on them can be two
different things. We did have to do some
digging through files to find everything
and get it into one place. There were a
few anxious moments, but in the end we
had all of the required documents. 1 was
very glad we had always followed all the
rules and had done everything expected
of us (at least as far as the paperwork was
concerned).

Rechkoning day

On the day of the “interview” (another
nice IRS term for “audit”™) the examiner
came to our office with file in hand. He
was very friendly and he answered all my
questions about what they were looking
for. It seems that some contractors

pay people under the table, treat some
employees like subcontractors, fail to pay
all the required payroll taxes and even

INSICGHTS

Collect business cards, insurance
coverage and signed confracts for each
subcontractor and make sure they invoice
you for any work completed.

Make sure you have professional
representation, either an atiorney or
accountant, with you during the audit.

Puta record keeping and filing process in
place that atiows you to easily access all
the files you may need during an audit.

collect payments without reporting the
income and paying income taxes. He
explained that he was primarily there
to investigate possible employment tax
issues but that he was authorized to
examine any federal tax issues.

I noticed that in his file he had

screenshots of our website pages. Clearly,

he had been doing his homework. i

asked if he had any reason to believe we

had done anything wrong. He indicated

that he was not aware of anything but

the examination hadn’t started. My CPA
Continued on puge 38
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Continued from page 37
asked a couple of questions about procedure the. After all
our questions were answered, it was time to start the audit.

Under the microscope

One by one we went through the list of documents that had
been requested. The examiner asked many questions about
various people and subcontractors, What did they do for
the company? How long do they work? Who calls them
into work? How do they get paid? ITow are they trained?
Who inspects their work? There were a lot of questions
about our managers and their job duties. There were even
more questions about the snowplowing subcontractors,
There was no question he was trying to figure out if they
were classified incorrectly and were really employees. 1
was well prepared with the subcontractors” business cards,
invoices, contracts and other proof that they were in fact,
valid independent contractors.

At that moment, I thought back to my studies for the
Cerified Snow Professional designation. I was glad I'had
learned the proper way to hire a subcontractor and that I
had taken the time to do it right all those years ago. Then
suddenly, the examiner told us he was done for the time being
and would take our documents back to the TRS district office
and do some research. He tald us that depending on what he
found, it migh be a few days to six months before we heard
from him. He lef our office without providing even the
slightest hint as to whether we were in trouble.

Our audit took place on July 14. We waited until
October 14 for the outcome. It made for a very anxious
summer. A one-page letter arrived and reported: “We
have examined your employment tax returns for the above
tax period and made no changes to the tax you reported.
This is the final notice you will receive regarding the
examination,”

We were thrilled that we had done nothing wrong. There
would be no fines, no penalties, no handeuffs, no going out of
business! Stll, it might have been nice if they said something
like “Nice job, good records, you run a clean ship.”

The costs of the audit

Looking back at the whole experience, it was a huge drain on
me and the organization as a whole. We spent about 50 man
hours pulling together all the documents. We paid our CPA
about 82,000 for his involvement and advice. In the end, it
all worked out OK, but the drain emotionally, financially and
in terms of man hours was unfortunate. The good news was
that our years of doing things the right way had paid off. &

Rick Kier, CSP Is owner of Pro Scapes Inc. In Jamesvilie, NY. He is
& founding merber of SiMA and a member of the Snow Business
Fditorial Advisory Committee.
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CUSTOMER’S AUDIT
TRIGGERS ONE FOR US

BY JIM HORNUNG JR., GSP // Contributor

tis safe to assume that as your business grows, the

amount of oversight and the potential for audit will grow

with it. In the last fve years, Elbers Landscape Service

has been through audits for sales tax, Department of

Labor prevailing wage, unemployment tax, workers’
compensation and liability insurance. This article focuses on
our experiences with a sales tax audit.

Onur audit was based on a simple check of our operations,

and was not initiated because of any suspected wrongdoing
on our part. One of our regular customers was being audited,
and because we do a large volume of business with them, our
invoices showed up repeatedly, As we hadn't been audited
since the 1980s, we were “randomly” selected for an audit by
the New York State (NYS) Department of Tax & Finance.
They were specifically looking for “underpayment of sales and
use tax.”

Their lack of knowledge about our business was
based on both the complexity of our business
and our industry. ... We had to spend significant
time and money explaining the different types
of customers, style of billing and divisions within
our company.

Our initial response upon being notified of the impending
audit was to contact out accountant. However, the audit was
to be less about accounting and more about communicating
with the auditor and educating him about our business, how
we kept records, etc. So, instead, we hired a tax attorney to
assist us throughout the process. The cost was considerable;

INSIGHTS

Organized customerand subcengtract records are key since your
company may he audited based on data collected intheir aclit.
Ignorance is nat'a defense. | you aren’t well-versed In tax law
and regulations, hire someone o fill tiis role.

tay calm andrealize that the auditors are just doing their job
i you've done yours welt and above board, you shouldn't have
anything to worry about.




