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2015 Tax Filing Season-Change in Procedure

This year we are going to do things a little different due to tax law changes and additional filing requirements
instituted by the IRS for 2014. We are sending you our engagement letter, business checklist and instructions.

This year we will not prepare a return where the checklists are not completed and the backup dowmentation for
your business is not provided.

This packet is to assist you in compiling the information needed to prepare your business tax retuns. Ibave
enclosed information regarding requirements related to travel and entertainment expenses, I would encourage
you to review these for mileage logs and receipt retention. ‘ ‘

In 2009 the IRS issued guidance on penalties for non-preparation of 1099’s. The guidance althouh directed to
me as the preparer of the return effectively disallows a deduction on a return if 1099’s should have been
prepared. With that said I will require you to verify that you have prepared all applicable 1099, this is now a
positive statement disclosed on all business tax forms. If you have questions regarding these forms please let us
know, but you will need to make sure these are prepared. .

In 2010 the health care bill (Affordable Care Act) was passed and some provisions of this law may impact your
business. A copy of the main provisions and time line for implementation is located on our website
(www.arbowcpa.com). Tax credits are available for small business’ that provide health insurauce for their
employees. Affiliated companies (companies with common ownership) and those companies with more than 50
employees must provide health insurance for their employees. Penalties for non-compliance is referred to as the
“shared responsibility” is $2000 per employee for non-coverage and $3,000 per employee for indequate or
unaffordable coverage and the employee gets coverage under the state or federal exchange.

The IRS is training auditors regarding worker classification issues. You must weigh the controlissues to make
this determination of employee vs. independent contractors. If you have questions regarding these classification
issues please call, we can lead you to further materials in regards to these matters

Effective January 1, 2011 the IRS will not allow payments for payroll or business income tax tobe reported on
form 8109 and paid to your bank. You need to be enrolled in the EFTPS system; enrollment isobtained at
www.eftps.gov or call 1-800-555-4477. The state of Oregon generally follows the same rules and to use their
electronic payment system see www.oregon.gov/DOR/ESERV/index.shtml

New for 2011 was a form 1099K. This form will report your credit card collections as a component of sales.
Reporting of this information on your tax return has been delayed but the form 1099K. is sent byyour credit
card processor to the IRS. Audits of this component of income have now been started.
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January 1, 2014 new rules exist for deduction for materials and supplies and capitalization of assets. The
deduction is taken at purchase only if the amount does not distort income otherwise it is when consumed. New
regulations exist for repairs vs. improvement with a $500 (per item) limitation for capitalization, The rules are
complicated regarding materials, supplies, restoration, repairs, and capital improvements if you want further
details we can provide the IRS background. Effective January 1, 2014 the §179 deduction for expensing
equipment was limited to $25,000, down from $500,000 in 2013 and bonus depreciation ended in 2013,
however a late tax bill signed in the last days of December approved an extension for the $500,000 179
deduction and bonus depreciation through 2014 however the $25,000 amount for 2015 is the cument law.
NOTE: YOU MUST ADOPT THE SAFE HARBOR RULES EFFECTIVE NO LATER THAN JANUARY
2014 AND A CHANGE OF ACCOUNTING POLICY MUST BE COMPLETED WITH YOURTAX
RETURN FOR 2014 TO PROTECT YOU IN THE FUTURE BASED ON IRS REQUIREMENTS.

Reporting requirements exist for foreign bank and financial accounts on form TD F 90-22.1 with an aggregate
value over $10,000 at anytime during the year even if they do not generate income (forms due each year by
June 30). Form 8938 Foreign Financial Assets Disclosure for foreign assets exceeding $50,000 which is
required to be filed with your tax return. Form 8621 is due if you are a shareholder in a foreign investment
company. If you think any of these might apply or you have other interests in trusts or investment in foreign
countries please let us know so we can file the appropriate forms as the penalties for non-compliance are
significant. These rules apply to individual, business, trusts and estates.

Attached is a checklist of questions designed to help think about and review information that 1 may need to
prepare your returns. When you come in to drop off the information or when coming for your appointment
please bring with you debt agreements and interest statements for loans. If you are using QuickBooks, a backup
of your data files (make sure we know the version you are using and passwords for access- note we do not
retain these copies after the preparation of the tax returns). If you receive any 1099/1098 forms please provide
them with your tax information. Bring in your adopted Safe Harbor Policy for Capitalization of assets and the
new repair and material standards.

If you have any debt cancelled, reduced or foreclosed this year we have another packet of information that you
need to complete. You may receive a 1099-C (cancellation of debt) or 1099-A (Abandonment) forms but even
without that form you are required to file the information with your tax refurns. Please call and we will send

you the checklist and required information; additionally I will need to meet with you personally to discuss this
matter. )

We expect a busy year and are asking that you help us to make your appointment productive and the preparation
of the tax returns as smooth as possible. I would appreciate your calling prior to coming to the office as we may
busy with other clients who deserve privacy and personal attention. We will try to accommodate your request
as quickly as possible and Emily can let your know when we expect to have an open office if you just need to
drop off or pickup. Finally, due to tax law changes, increases in software costs, and electronic filing fees, my
fees for your returns will be higher than in the previous years. We will be asking that all return fees are paid on
delivery of the returns this year. We attempt to keep our fees low and one of the ways we do that is to avoid the
extra cost of billing and collections.

We are looking forward to the seeing all of you again.

Sincerely,

Jana S. Arbow, CPA
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We are pleased to provide you with the professional services described below. This letter is to confirm
owr understanding of the terms and objectives of our engagement and the nature and limitations of the
services we will provide. We will perform our services in accordance with the Statements on Standards
for Tax Services issued by the American Institute of Certified Public Accountants.

Scope of Engagement
We will prepare the following federal and state income tax returns for you for the year ended 2014.

We will not prepare any tax returns except those identified above without your written authorization to
do so. We will not audit or otherwise verify the data you submit to us, although we may ask you to
clarify some of the information.

Client Responsibilities

We will provide you with questions for business entities to help you gather and document the

information we will need to prepare your income tax refurns. It is your obligation to complete the
questions.

You are responsible for determining you state or local tax filing obligations with any state orlocal tax
authorities, including, but not limited to, income, franchise, sales, use and property taxes. Ifupon
reading the completed questions, it comes to our attention that you may have an obligation tofile
additional income tax returns, we will notify you of this in writing and ask you to contact us. If you ask

us to prepare these returns, we will confirm this in a letter and detail the additional charges for this
service,

You should retain all documents that provide evidence and support for your reported income and
deductions on your returns. You are responsible for the adequacy and accuracy of all such documents.
You may need to provide these documents to a taxing authority to substantiate the accuracy and
completeness of the returns.

The original filing due dates for your income tax returns are March 17™ for corporations and April 15"
for partnerships. It may become necessary to apply for an extension of the filing deadline ifthere are
unresolved tax issues or delays in processing, or if we not receive all of the necessary information from
you on a timely basis. If you are unable to complete and return the tax organizer with other required
documentation by February 20™ to allow for the timely preparation of your tax retums, you must contact



us and request that we apply or an extension of the filing deadline on your behalf. 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. Additionally, extensions may affect your liability
for penalties and interest or compliance with government or other deadlines. We will only file

~extensions for customers who have requested that we do so. If you have not contacted us by the due
date of the return we will not file an extension on your behalf. If you need an extension filed please
contact our office to make those arrangements. We are available to discuss this matter with you at your
request at our regular hourly fee should the need arise.

Unless we are otherwise advised, you confirm that expenses such as meals, travel, entertainment, vehicle
use, gifts, and related expenses are supported by necessary records required by the Internal Revenue

Service (IRS). At your request, we are available to answer your questions and advise you on the types
of records required.

Please note that any person or entity subject to the jurisdiction of the Unites States (includes individuals,
corporations, partnerships, trusts, and estates) having a financial interest in, or signature or other
authority over, bank accounts, securities, or other financial accounts having a value exceeding $10,000
in a foreign country, shall report such a relationship. Filing requirements also apply to taxpayers that
have direct or indirect control over a foreign or domestic entity with foreign financial account(s). For
example, a corporate-owned foreign account would require filings by the corporations and by the
individual corporate officers with signature authority. Failure to disclose the required information to the
U.S. Department of the Treasury may result in substantial civil and/or criminal penalties.

If you and/or your entity have a financial interest in any foreign accounts, you are responsible for
providing our firm with all the information necessary to prepare for TD-F-90-22.1 required by the U.S.
Department of the Treasury. If you do not provide our firm with information regarding any interest you
may have in a foreign account, we will not be able to prepare any of the required disclosure statements.

In addition, the Internal Revenue Service under IRC Section 6038(a) requires information reporting with
respect to certain foreign corporations (Form 5471) and describes the information required to be
reported on this form, which is due when your income tax return is due, including extensions.
Therefore, if you are an officer, director, or shareholder in a foreign corporation, you may be required to
file Form 5471. TRC Section 6038(b)(1) provides for a monetary penalty of $10,000 for each Form
5471 that is filed after the due date of the income tax return (including extensions) or that does not
include complete and accurate information as defined under the regulations. By your signature below,
you accept responsibility for informing us if you are an officer, director, or shareholder in a foreign
corporation and you agree to provide us with the information necessary to prepare the appropriate Form
5471. We assume no liability for penalties associated with late filed Form 5471.

You have final responsibility for you income tax returns. Check them carefully for accuracy before you
sign them.

CPA Firm Responsibilities



We will use our judgment to resolve questions in your favor where a tax law is unclear if there is
reasonable justification for doing so. Whenever we are aware that a possibly applicable tax law is
unclear or that there are conflicting interpretations of the law by authorities (e.g., IRS and courts), we
will explain the possible positions that may be taken on your return. We will follow whatever position
you request, so long as it is consistent with the current codes and regulations and their interpretations. If
the IRS or state tax authorities should later contest the position taken, there may be an assessment of

additional tax, interest, and penalties. We assume no Hability for any such additional tax, interest, and
penalties or other fees and assessments.

Our work in connection with your income tax returns does not include any procedures desigued to
discover fraud, thefts, or other irregularities, should any exist.

Our engagement does not include tax planning services, which are available as a separate engagement.
During the course of preparing the tax returns identified above, we may bring to your attention certain
available tax saving strategies for you to consider as possible means of reducing your income taxes in
subsequent tax years. However, we have no responsibility to do so, and will take no action with respect
to any such recommendations, as the responsibility for implementation remains with you, the tax payer.

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 that we assist you in responding
to such inquiry. In that event, we would be pleased to discuss providing assistance to you under the
terms of a separate engagement letter for that specific purpose.

Timing of the Engagement

We expect to begin the preparation of your returns upon receipt of the completed organizer and all tax
documents requested either in the organizer of by our office. Our services will be concluded upon
delivery to you of your tax returns for you review and filing with the appropriate taxing authorities.

Penalties

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

The law imposes a penalty equal to 20% of the underpayment of tax where taxpayers make a substantial
understatement of their tax liability. A C Corporation has a substantial understatement if the
understatement for the year exceeds the greater of 10% of the tax lability or $10,000. A taxpayer may
qualify for the substantial authority exception by showing that the company reasonable believes that the
tax treatment of an item is more likely than not the proper tax treatment if:

e The taxpayer analyzes the pertinent facts and authorities and, in reliance on that analysis,
reasonably concludes in good faith that there is a greater than 50% likelihood that the tax
treatment of the item will be upheld if challenged by the IRS; or the taxpayer reasonably relies
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in good fa1th on the opinion of a professional tax advisor’s conclusmn that there is substantial
authority on the tax treatment of an item.

e The relevant facts affecting the item’s tax {reatment were adequately disclosed on Form 8275 or
8275-R. attached to the return, and there was reasonable basis for the position.

You agree to advise us if you wish to disclose a tax treatment on your return. You may request our
assistance to identify or perform further research to ascertain if there is “substantial authority” for the
position proposed to be taken on the tax items in you returns. If you so request, we would be pleased to
discuss providing this additional service to you under the terms of a separate engagement letter.

The law also imposes substantial penalties on taxpayers and preparers for failure to disclose “reportable
transactions.” Reportable transactions are potentially abusive transactions identified by the IRS whose
primary purpose is tax avoidance. You agree to advise us of any reportable transactions identified under
tax law and regulations. You agree that it is solely your decision to disclose any reportable transactions

in the returns that we prepare for you. You agree to pay all fees and expenses incurred if you do not
permit us to complete the returns.

Privacy Disclosure Notice

Your signatufe below grants the préparer above permission to send you a tax organizer, newsletters, tax
planning documentation and other matters related to you. This also permits the preparer to utilize a third
party software intermediary to process your e-file tax returns.

The tax return information that will be disclosed:
o Specific Tax advice or tax planning information for 2015
o Information from the preparation of your 2013 tax returns.
o The third party software intermediary will assimilate your 2014 tax return into the required

format for electronic submission of your business tax returns to the Internal Revenue Service and
the appropriate state tax filing agency.

Federal law requires this consent form be provided to you. Unless authorized by law, we cannot use,
without your consent, your tax return information for purposes other than the preparation and filing of
your tax return.

You are not required to complete this form. If we obtain your signature on this form by conditioning our
services on your consent, your consent will not be valid. Your consent is valid for the amount of fime
that you specify. If you do not specify the duration of you consent, your consent is valid for one year.

If you believe your tax return information has been disclosed or used improperly in a manner
unauthorized by law or without your permission, you may contact the Treasury Inspector General for
Tax Administration (TIGTA) by telephone at 1-800-366-4484, or by email at
complaints(@tipta.treas.gov.

Consent is valid until January 15, 2016

Fees and Billings



Our professional fee for these services is based upon the complexity of the work to be performed and
our professional time to complete the work. Additionally, this fee is dependent on the availability,
quality, and completeness of your records. You agree that you will deliver all records requested by our
staif to complete this engagement on a timely basis. In the event your records are not submilted in a
timely manner or are incomplete or unusable, we reserve the right to charge additional fees and expenses
for services required to correct the problem. If this oceurs, we will contact you to discuss the matter and
the anticipated delay in completing our engagement prior to rendering further services.

We will bill you for our professional fees, expenses and out-of-pocket costs as of the date we deliver our
work product to you. Payment is due at delivery, (Please refer to our policies and procedures).

Very truly yours,

Jana S. Arbow, CPA

Approved:
Company Name Authorized Officer’s Signature Title
Date
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If you are taking any kind of an auto deduction, please be advised that this area is being heavily audited. Your mileage logs
should include the date, miles driven and purpose. In addition, you must have the beginning and ending odometer readings for
the year. i you cannot provide this documentation, your deductlon will be dtsatfowed

Reporting requirements exist for foreign bank and financial accounts on form TD F 90-22.1 with an aggregate value over
$10,000 at any time during the year even if they do not generate income (forms due each year by June 30). New this year is
Form 8938 Foreign Financial Assets Disclosure for foreign assets exceeding $50,000 which is required to be filed with your tax
return. Form 8621 is due if you are a shareholder in a foreign investment company. f you think any of these might apply or you
have other inferests in trusts or investment in foreign countries please let us know so we can file the appropfiate forms as the .
penaities for non-compliance are significant. These rules apply to individual, business, trusts and estates.

The IRS has issued guidance and penaities for the non-preparation of Forms 1099. The guidance effectively disallows
a deduction on your tax return if you should have prepared Form 1089 and did not. They have also issued higher
penalties {$200 per 1099 plus 28% backup withholding)} for non-issuance of Form 1099 and also not having a current
Form W-8 on file. The IRS is training auditors regarding worker classification issues. Please read the foi!ewmg IRS
Employee vs. Independent Contractor Tips to help you decide if you are classifying correctly.

Employee vs. Independent Contractor
Seven Tips for Business Owners
IRS Summertime Tax Tip 2010-20

As a small business owner you may hire people as independent confractors or as employees. There are rules that will help you determine how

to classify the peopte you hire. This will affect how much you pay in taxes, whether you need to withhold from your workers paychecks and
what tax documents you need to file.

Here are seven things every business owner should know about hiring people as independent contractors versus hiring them as employeas.
1. The IRS uses three characteristics to determine the relationship between businesses and workers:

o Behavioral Control covers facts that show whether the business has a right to direct or conirol how the work is done through instructions,
training or other means.

e Financial Control covers facts that show whether the business has a right to direct or control the financial and business aspects of the
worler's job.

» Type of Relationship factor relates to how the workers and the business owner perceive their relationship.

2. 1If you have the right {o conirol or direct not only what is to be done, but also how it is to be done, then your werkers are most likely
employees.

3. if you can direct or conirol only the result of the work done -- and not the means and methods of accomplishing the result —-then your
workers are probably independent contractors.

4. Employers who mis-classify workers as independent confractors can end up with substantial tax bills. Additionally, ey can face penalties
for failing to pay employment taxes and for failing to file required tax forms,

§. Workers can avoid higher tax bills and lost benefits if they know their proper status.

6. Both employers and workers can ask the IRS fo make a determination on whether a specific individual is an independent confractor or an

employee by filing a Form §S-8, Determination of Worker Status for Purposes of Federal Employment Taxes and Income Tax Withholding,
with the IRS.
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7. You can learn more about the critical determination of a workers status as an Independent Contractor or Employee at IRS . gov by selecting
the Small Business link. Additional resources. include IRS Publication 15-A, Employer's Supplemental Tax Guide, Publication’ 1779,
independent Contractor or Employee, and Publication 1876, Do You Qualify for Relief under Section 5307 These publications and Form SS-8
are avallable on the IRS website or by calling the IRS at 800-823-3676 (B00-TAX-FORM),

I acknowledge that the above gquestions have been answered to the best of iny ability.

Signature ' - : ' Date
Printed Name 3 . and Title
Company : S : : : _ o _ e Name
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