Population Analysis and

Verification

Dr. Will Yancey, CPA
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Populztion rlisrarceny
1. Taxpayer Data

2, Dzita Downlozd
3, Selected for Audit
Grouping within Aucit

Dzitz) Anzlysis
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Uniclerstand taxpayer’s accounting systerr

s Wnat drives sales and use tax and tax returns?

s Pecognition rmethod: cash, :JCCJ"JfJ]

Which files have data relevant to this audit?

s Sazles: general ledger, accounts receivanle, billing,
orcders, delivery reports

= Purchases: general ledger, accounts payable, purchase
orcers, recelving reports

s Taxes: Pates, sourcing, ta decision rules

Flow can the data fields pe linked?

|

czita doero d to tne ta returns?
a (es, taxpayer can trace

s frorm invoice line iterns

m trnen to tax accruals

m tnen to rnontnly surmrnzry worksneat

m then to rnontnly tax return and ta payment,
a No, taxpayer mares estirmated ta. payments

tha cannot pe tied to spacific line items,
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Taxpayer Data: Petrizval Issues

= Archival data storage is not necessarily all the data that

existed at time of fransaction.
» Data tables may have been purded of inactive or renarned
customners and vendors.
s Data may edst in several different tables,
o Sorme tables and codes were modified since the transaction took
place,
s General ledger data rmay e aggr egeced
o Linefterns rmay be in AP, AJR, or other flles.

m Files contain data for rflrlfl\/JIJI‘JﬂICEJOl’JJJ

Is interested in only a particular state or Joczl
ton.

Download: Anzlysis Issueas

Verify downlozd s complete,

trne data usaple?
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a Are 'there 2 lot of planys?
a Can we link to supporting docurnentation?
= Do we nave descriptions for the codes?

a Accourts, cost cernters, locations, etc,




Downloacd: Verification Alternatives

1, P_ev]evv extraction procedures
2. Drill-dowr tzple

3. Trend anzlysis

4. Peconciling to General Ladger

\

5. Top-down tracing
Bottorn-up tracing
7. Patio analysis

)}

Apply @ cornpination of the zbove,

Downlozaic: Peview Extraction
Procedures

w Jeed nelo from taxpayer’s IT staff to identify
| b files z rJrJ fields
m Peview query IT used to extract the download,
Pange of accounts
Pange of dates
Pange or entities, divisions, cost centers
= How will the narrowing to areas of
interes cl)e Sh erwJ patwesr tapzyel
and the st aces orrpl r~r JlJrJJr Jr)@
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Dowrnllozcd:

Descriptior

Data Downlozd from IT

- Exclude mztched debits and credits
- Excluded zccounts, dates, locations, etc

- Strata with high $ to be detailed

- Strata with low $ with a minirmurn or zero

sample size

= Sampling Frarme for sarmpled strata
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Drill-

clowrn Tabple

Count  Net §  Positive  Negatiye
Records ¥ ¥

Dowrnllozcd:

Trend Analysis




Download: Trends Ooserved
= Loy dollars in a montn may indicate;

u data not extractac I

a accournting systern corversion

a operations shut ¢ ,Jovvn

= rlign dollars In @ rontn may indicate:
s dur r)J cated data

3 -up frorn prior mornth

N LJJ’JLbLJcJH\/ large iterns
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Downlozid: Pecorncile to G/L

A/P Data Downlozd
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Downlozic:  G/L Peconciliztion

Very tirne-consurning when there are a large nurmber of

acjusting journzl entries,

Mary acjustments are due to timing differences

petweern cash and accrual eccournting.

G/L mary inclucle several legal entities, saveral

operations, and different states

G/L includes rnziny zsccounts witn no sales and use tax

irmplicaitions, 2.9., ermployee cornpensation,
Ever) if 2 G/l recormhr]rlom can be cornpleted, now dozs

that change the taxanle base for sales and use tax?

Downlozid: Top-dowr tracing

Top-dowr tracing is a reconciliation from the
G/L totals dovyrn to the chJch download for 2
specific account for 2 specific morntr,
May do several 'tracmgs for 2 few accounts for 2
few rmontns across the audit period.

Ending palance in G/L expanse account
- Beginning palance in G/L expensea account /£
Net change in G/L expanse account
== Peconciling iterns between G/L and A/P
Net arnount in A/P download for expense account

ll

|
1

[l

11-14




Downlozid: Bottorn-up tracing

= Bottorn-up tracing is a reconciliation from the data
downlozid up to the G/L totals for 2 specific account for
2l specific rnoritn,

s May do several tracings for a few accounts for a faw
rmontns zcross the audit period,

/

Net armournt in A/P downlozid for expense accournt
= F{ecomum J Iterns batweer) G/L ancd AJP
= Net change In G/L aexpernse account /£
-+ Beg] i g alance In G/L expense accournt
= Ending balance Ir) J/g expernse dccournt
1115
. : .
Downlozid: Patio Analysis

Fatio comparisor at the store or location level
rmay be useful in identifying outliers, particularly
witn rnulti-location retailers,

B Experise to revenue

s Szles to production

= Sazles to personnel costs (employes -+
contractor)

= Sazles to inventory received (such as beverages
received by 2 par)




Selected for Audit: Concepts

a

s rlow relianle are the field codes?
a Example: Zero tax amourt in A/P but sales tax paid
to vendor on invoice,
a Sorne fields rignt not be usanle for selectior.
s Narrow versus wide selection?
a No simple ansyer!
a Narrowing may miss significant areas of tax
underpayrnent or overpaymeant,

a Widening leads to many sarmple iterns with zero
acjustrment arnounts,

Selactad for Audit: Fleld
surnrrary

fie]
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Exarnples of fields that can be surnmarized:
= General Jedger accournts
= Purchase type
o With or without purchase order
s Procurermer rfrrrL‘
Vendor Narme or Custormer Narme
Dates (year-rmornthn)
Tz code (_Jr reliable)
o Notau shown
a0 Sale 25 05 Use ta paid

o Use tax self-assess
Cost Centar or Departrent
Jurisdiction or Location




Selactad for Auclit: Jurisdictions

s Transaction data files often contain transactions
for sever EJ lz2gal entities emd saveral states,
a State legislatures do not mandate specific methods
for taxpayer data,

\‘\

a Audit notification defines entities to be auditad,
s Consider grouping for juriscliction codeas

a Clearly within the auditing state,

a Clearly outside the zuditing state,

a Mixture of inside and outside the state,

Coricepts

e Likelinood of tax 2 U\ strnent
a None: such as payments to Jowrrrwr‘
a rligh: such as Jrrom”]on techr QJQJ/,J nzses
s Moderate: such as JHF jeral operating expenses
s Directior) of djustrnent
Underpayrments (positive assessrmert)
Overp /rr ents of sales tax to vendors

Overpayments of use tax to state
Local tzu errors
m  Eamingtion treatrmernt
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a Detall (actuzl basis, cerisus, 100% sample)

m Cost versus banefit In grouping
o Too many groups may result in examining rmore ftems than buddst
allowys

11-20




Concluding Comirmnent

= Populat or zl aJ\/J and verification are
Irmportant, but tirme cons lJrrJU

= Try 2 variety of different techniques and
adzpt thern 2s neeadead,

N Rather nar rr\/Jr J co 't]e cJ oWl every
i J |
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