. 1 neat

DON'T LET THE

VARER MONSTER

\ é
E;% LEAD YOUR BUSINESS TO AN AUDIT! ‘r“ &

S & M
,\\/‘\ \E/\ . R\ \g




INVEST IN CLOUD
TECHNOLOGY

Transitioning your bookkeeping and
accounting processes online can provide a
significant boost to your entire back office. In
addition to saving hours of compliance work for
you and your staff each month, going paperless will
provide easier access to your backup
documentation and receipts and allow for a
quicker and smoother audit. Accounting software
programs such as Quickbooks Online can serve as your
centralized hub of accounting data and there are a myriad of third-party applications, designed specifically for your business, that can be
integrated in order to equip your firm with an extremely organized and efficient engine. The convenience of instantly accessing a T&E receipt
from anywhere at any time, for example, is a powerful luxury to have on your side when justifying your business travel deductions to an agent.
An organized small business owner should be able to approach a field audit with nothing but a laptop and internet connection and addressing
correspondence audits should not be time-consuming at all if you have the right systems and applications at your disposal.

2 ) U<SE A PRYROLL SERVICE

Discrepancies between payroll tax withholdings and payments are common triggers for correspondence audits. One
minor error can result in hefty penalties and interest. A credible payroll service provider will be able to establish the correct
federal and state deposit schedules and rates, file and pay taxes on time and manage all of the responsibilities associated with
new hires. Most importantly, an experienced payroll professional can resolve the majority of IRS and state notices relatively
quickly. Intuit and Gusto are credible payroll service providers that offer affordable full-service payroll solutions.

(3 ) REGUIRE W9'S FOR INDEPENDENT CONTRACTORS

One of the many important responsibilities for small businesses is to issue Form 1099’s each year to all independent contractors and
non-exempt organizations. If your company pays $600 or more to an independent contractor in a calendar year, you are required to file a
1099 with the IRS and also distribute a copy to your vendor by January 31st of the following year. Implement an internal policy immediately
that prevents any vendor from getting paid until you receive a signed copy of their W9. This form will provide all of the non-financial
information your business needs in order to properly prepare, distribute and file that vendor’s 1099. You essentially have only one month to
close out and reconcile your annual financials as well as gather EIN’s, SSN’s and legal business addresses for all of your
vendors. Requesting copies of W?’s prior to remitting your first payment to each vendor will ensure you do not miss any
1099-related deadlines.

Also make sure that your business reports all income from all sources and analyze each of the 1099’s you
receive with your records for accuracy. The IRS has very concise and complex programs that will be able to identify when
your business income reported on your return is lower than the cumulative amount of 1099’s issued to them on your
behalf. This will immediately trigger a red-flag. Update your company’s W9 each year to ensure that your clients and
customers have the correct information for their records as well.

‘A KEEP DIGITAL COPIES OF RECEIPTS

Travel, meals and entertainment deductions particularly need to be corroborated with actual documentation and proof of business
intent. Failure to furnish receipts can result in the removal of these expenses as deductions, which will result in additional tax owed,
including penalties and interest. There are several mobile applications that you can utilize to snap and store images of receipts and
import them into your accounting system.




Certain industries, such as restaurants, salons, landscapers and construction companies, face higher risks of being
audited, specifically due to the higher likelihood of receiving cash as payment. Pocketing certain (or all) cash jobs is not an
effective method of reducing your tax liability and you are potentially cheating the IRS and state agencies on multiple
levels, including deflating gross income and not fulfilling your obligations to collect and remit sales tax. Every business that
deals with cash should have a separate asset account designed to track cash inflows and outflows. Cash activities should be
accounted for no differently than bank account activities. Be smart and document all cash transactions.

é UNDERSTAND YOUR SPLES TAX OBLIGATIONS AND FILE
RETURNS ON TIME

Triggers for sales and use tax audits can vary from state to state and can come unexpectedly and randomly at any
time. Proving your calculations on your returns from previous periods can be extremely challenging and
time-consuming. Make sure your gross sales according to your sales tax filings add up to and match what is reported on
your income tax return. Any discrepancy is a red flag. Also, be mindful of the exempt sales that you report on your
returns and be ready to furnish sound explanations that can prove why you did not collect tax on those sales. Lastly, be
cautious when modifying invoices and payments from prior periods in your accounting system. These adjustments can
potentially generate discrepancies in gross sales as well as the sales tax liabilities for that period. For example, if you file

on an accrual basis, deleting an old invoice (as opposed to properly writing it off as bad debt) will immediately compromise the return
that you filed. Consider closing out each month with a password in order to prevent yourself or others from modifying any transaction
that is already in a reconciled state.

7T ) LEAN ON YOUR ACCOUNTANT AS YOUR TRUSTED ADVISOR

Accountants and bookkeepers consistently maintain the highest levels of respect for tax laws and regulations
and endure rigorous standards of their own in order to keep up with certifications and licenses to practice. A qualified
accountant should be your biggest fan and your biggest critic. They will voice their concerns to you if they feel you are
engaging in suspicious activity or if you are lacking from a compliance standpoint. As your trusted advisor, your
accountant will also be technologically-savvy, forward-thinking and able to equip your firm with all of the tools and
applications that allow you to work smarter and prevent the many red-flags that can trigger an audit. Partnering with
an accountant is a small investment that can potentially save you thousands of dollars in penalties and free up more of your time that
you can use to focus on doing what you do best - growing your business!

Unfortunately, you do not receive any financial compensation for being a responsible and compliant taxpayer but there are certainly
advantages that arise as a result of audit-proofing your business. You will exponentially enhance the methodologies and internal
controls of your back office by following these 7 steps and can shave off many hours of your valuable time spent on bookkeeping and
compliance work each month. It is a disservice to the growth of your company when you are reconciling your own bank accounts and
filing payroll and sales tax forms. Invest in technology, lean on your accountant and trust that your well-oiled machine will protect you
from any audit!

ABOUT THE NEAT GOMPANY

Neat is a cloud-based software solution built for small businesses and is designed to dramatically reduce the amount of paper-based expense, spend and

bookkeeping tasks required to be performed by the small business owner. Neat's solution includes a cloud and mobile solution that allows a business owner

to scan, email or snap a pic of key financial and expense documents. Neat uses it's advanced OCR (Optical Character Recognition) technology to transform

a paper-based document into a searchable and actionable piece of data. Neat then integrates with industry leading small business accounting software such
as QuickBooks to complete the process of document intake through expense reporting to tax preparation. Learn more at Neat.com




